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EQUIVALENTS

Currencies = 1 Central American peso
(a unit of account)

) = 1 Guatemalan quetzal
U.S. dollar 1 ) = 2. 5 Salvadorean colones

) = 2. 0 Honduran lempiras
= 7. 0 Nicaraguan cordobas
= 6. 62 Costa Rican colones

Weights and Mesasures

1 manzana = 1. 727 acres = 0. 69 ha.
1 (60 kilo) coffee

bag = 132 pounds
16. 6 coffee bags = 1 metric ton
1 short ton = 2000 pounds
1 quintal = approximately 101 pounds
Approximately

20 quintals = 1 short ton (sugar)
1 banana box = 42 pounds
1 banana stem = approximately 1. 35 banana boxes
1 banana stem = approximately 57 pounds
1 (cotton) bale = 480 lbs. net
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SUMMINY AND CONCLUSIONS

Overall Growth: Major Elemen-;s

1. The growth of industry in the region has averaged 11 percent
per annum in the period since 1962, considerably in excess of the 6 percent
rate achieved in the previous decade. As a result, the share of the manu-
facturing sector in gross domelstic product which had risen from 11 percent
in 1958 to 13.4 percent in 1962 increased further to 15.2 percent in 1965.
The largest growth rate in manufacturing output in the recent period was
recorded in Guatemala (14 percent) which previously had experienced little
expansion in economic activity. Substantial increases in industrial pro-
cduction since 1962 were also recorded in El Salvador (12 percent) and
Costa Rica (10 percent), although in the case of the latter the recent
pace of growth represented a continuation of a trend which had begun
earlier. For Honduras and Nicaragua, the recent rates of industrial ex-
pansion were moderate (7 and 9 percent respectively) but nevertheless
representing some improvement over the previous periods.

2. The structure of manufacturing in the region exhibits the basic
characteristics of less developed countries with the so-called "traditional"
consumer goods industries--primarily food processing, beverages and tobacco,
textiles, shoes and clothing--accounting for about 75 percent of output.
With the sharp rise in disposable incomes after 1962, increased domestic
demand led to a substantial expansion in output of these branches of
industry, but slightly below that of the level of total manufacturing.
New branches were established in the different countries during this
period and were responsible for a slight change in the composition of
output; these included petroleum refining in particular but also chemi-
cals and metal products.

:3. In the period prior to 1962, in addition to the steps taken to
achieve economic integration, various policies were adopted and national
development institutions were created with particular emphasis being given
to accelerating industrial growth. In the absence of additional dynamic
factors particularly on the external side, the main impetus in the past
to economic growth, these measures had generally limited effects. In the
early 1960's, external markets for agricultural products began to recover
and increased local demand generated a rapid expansion of national in-
dustries aided by the measures previously taken. It is estimated that
some three-quarters of the increment in manufacturing activity since 1962
was due to the increase in local or national consumption. Local production,
particularly in the last two years, has received considerable stimulus from
national development and financial institutions, both public and private,
and the Central American Integration Bank. These in turn have received a
substantial measure of assistance from the official external financial
agencies.

4. In addition, there were the opportunities afforded through the
creation of the Common Market. A comparison of the value of manufactured
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product exports entering regional trade with the gross value of industrial
production indicates that slightly over 20 percent of the increment to that
output between 1962 and 1965 stems from the expansion of this trade (esti-
mated at 75 million Central American pesos). Exports to world markets of
manufactured products have beer small in magnitude except in the case of
processed foods, mainly sugar and meat. The expansion in trade of these
items from 1962 to 1965 was prcbably less than 15 million Central American
pesos (10 million for sugar an& meat alone), less than 5 percent of the
increase in gross value of manufacturing output.

5. The main characteristic of the Common Market has been the movement
towards liberalization of intra-trade and the adoption of a common external
tariff. For those products currently produced and traded within the region,
the latter has represented generally a higher level than that prevailing
under the national tariff systems which were in effect previously. This
has stimulated the substitutiorn of regiona'l trade for imports from third
areas for certain manufactures, both from the traditional and non-traditional
industries. At the same time it has permitted an expansion of trade in other
items largely from the traditional branches for which some local specializa-
tion had been developing under national tariff protection. In addition,
local production and regional trade in a number of new product lines have
been encouraged by national incentive laws in effect generally since the end
of the 1950's. However, these were not too widely used until the increased
liberalization widened the market.

6. Most of the trade has been in products which are generally not
subject to economies of scale and whose production is relatively simple.
Thus, at present economic integration, by creating a larger market, has
encouraged a certain degree of competition and specialization and the higher
protection associated with it lhas not led to generally higher prices for
purchasers. While there continue to exist possibilities of import substi-
tution, these will be found increasingly in products whose production is
more complex, is subject to economies of scale and requires large capital
inputs, limiting the possibilil;ies of competition within the regional market
which, with 12 million inhabitants, remains small. Hence the application of
tariff policy and the granting of incentives to these industries will require
that in the future the respons-Lble integration agencies pay much greater
attention to economic criteria than in the past.

Main Features of Intra-Trade

7. In 1958, intra-CACM trade represented some 4 percent of total
imports of the member countrie; and rose rapidly to 9 percent of total by
1962 in absolute values from 20.5 million C.A. pesos to 50.4 million. The
growth in commerce among the countries was largely due to exports of agri-
cultural products (which accounted for about 45 percent of the intra-trade),
and the beginning of an exchange of manufactured products among Guatemala,
Honduras and El Salvador.

8. From 1962 to 1965, intra-trade continued to grow at a rapid pace,
to 136 million pesos, its share rising to 15.3 percent of the total imports
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of the region. The principal beneficiary of the increase in intra-regional
imports was the industrial sector, with manufactured products accounting
i'or some 85 percent of the increment in trade, rising from approximately
30 million to 105 million C.A. pesos, an increase of 75 million.

C9. For Guatemala, Honduras and Nicaragua, some 15 percent of the
increment to their industrial production in the 1962-65 period was accounted
for by intra-regional trade. On the other hand, in El Salvador and Costa
Rica the growth in regional excports of manufactured products made a con-
siderable contribution to manufacturing output, 30 percent in the case of
the former and 35 percent for the latter.

10. As regards the composition of intra-trade since 1962, less than
half of the increase in exports of manufactured products has occurred among
the traditional products (largely processed foods, textiles, shoes and
clothing). This expansion represented in part an acceleration of a trend
toward increasing trade in these items among the countries which had begun
in preceding years under bilaJ,eral arrangements. These industries have
been primarily dependent upon national markets and the recent increases in
regional trade have represented only a small portion of the increment to
production.

11. With respect to the growth in trade of non-traditional products,
one-fifth of this increase was accounted for by fertilizers and petroleum
products due to certain factors which may not be of a permanent nature.
The remainder was made up principally of a variety of chemicals and metal
products, which are also dependent to a great extent on imported raw
materials. These are produced by industries which are essentially new to
the region and intra-trade has represented an important share of the recent
growth in their output.

12. Among the chemicals, particularly pharmaceuticals and cosmetics
and related preparations, the growth in trade reflects intensive competition
among brands which are made lccally. These are, however, essentially mixing
operations with low capital requirements as well as low value added. The
existence of high tariffs on external imports as well as the excessively
liberal industrial incentive laws under which these plants have been es-
tablished, has played a major role in these trends.

13. In the cases of othEr chemicals, particularly insecticides and
fungicides, while much the same conditions of production exist as for the
above items, these are important agricultural inputs and local mixing plants
have tended to try to meet the specific technical requirements of the area.
Moreover, for the component compounds of some of these items, production in
the region will soon be undertaken. A number of plastic products are in
this same category.

l14. Finally, the initiation of trade and production of some metal
fabricated products, particularly those for construction, signifies the
beginnings of a regional metal fabricating industry. In these cases, the
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fabrication processes have high labor requirements tending to favor their
production in these areas with relatively low wage rates. At the same time,
transport costs for competitive products from other areas act as a natural
protection for many of the locally produced items.

Tariff Po'licies - Their Characteristics and Impact

15. National attempts at formulating developmental tariff policies
have been replaced at the regional level by a uniform external tariff and
liberalization of intra-trade (or phased achievement of both) which now
covers products accounting for more than 80 percent of total imports and
about 95 percent of intra-trade.

16. Under both the previous national systems and the uniform tariff,
the basic characteristics are the same, reflecting the similarity in pro-
ductive structures of the countries covered. There is heavy protection for
consumer goods and most of the inputs for these industries, with low rates
on raw materials not found in the region and on capital goods. For some
countries, the duties on certain of the inputs for consumer goods industries
are now higher under the common tariff than under the previous national
systems. This has led to some import substitution at the regional level,
replacing imports from external sources with those from CACM member countries.
For example, in the case of cotton textiles, which accounts for a substantial
share of value in this category, expansion of the size of the market and grow-
ing demand has encouraged intensive competition among the national industries.
Iioderately sized but reasonably efficient producers have emerged in a number
of countries, as indicated in the accelerated pace of modernization of the
industry in recent years.

1i7. But the movement toward integration has also had an expansionist
effect on trade. This can best be seen in the cases of consumer goods such
as processed foods, clothing and shoes. High tariffs under national systems
had tended to keep imports of these items to low levels. Various plants had
been established in the different countries of the region to produce these
items for local markets. With the advent of liberalization in intra-trade
and access to larger markets, exports of these products within the region
rose substantially. The produ-ts are generally produced by firms of rela-
tively small or medium size, having low capital requirements, and as a
consequence, there has tended to be, within the region itself, a fairly
high degree of competition. T"ie increased regional competition has helped
to achieve relatively high levels of efficiency and low costs.

18. The development of the newer industries to serve the regional
market will be increasingly found among those products in which economies
of scale will limit the possibilities of competition within the area. In
these circumstances the issue of how tariffs are to be used as a means to
insure the establishment of economically sound enterprises will become more
important.

19. In order to provide further stimulus to industrial growth a special
system was adopted in 1963 which provides access to tariff increases by
specific protocols for new indiistries if there exists capacity within the



region to produce at least 50 percent of regional demand. This has so far
been applied to only three products (light bulbs, simple agricultural tools
and glass bottles) but more applications are pending and even more can be
expected. The need to develop and enforce economic criteria for the applica-
tion of this special system is essential if excessive tariffs leading to a
misallocation of resources and a distorted structure of production are to
be avoided. This special system has, in effect, been designed to replace
the regimen for integration industries which was formulated prior to the
decision to move rapidly to coniplete freedom in intra-trade; once the
countries moved toward this liberalization, the incentive features of the
regimen were no longer effective.

Fiscal Incentives

20. Comprehensive laws to promote investment in industry were adopted
ln all five countries particularly at the end of the 1950's (Honduras and
Nicaragua in 1958, Costa Rica and Guatemala in 1959, and El Salvador in 1952
but widened substantially in 1961). In most instances the broad sweep of
the legislation represented a new approach by the governments to industrial
promotion, establishing for the first time elaborate systems of incentives
and the criteria for their app:Lication, which have a number of common charac-
teristics among the countries.

21. Fiscal incentives in the form of exemption from income taxes and
from tariffs on imported capitail equipment and inputs are granted to indi-
vidual enterprises in accordance with certain classifications which are
established under specified cr.Lteria. In two countries, Guatemala and Costa
Rica, the only criteria are whether the product to be produced is new or is
already being produced in excess of a certain proportion of existing national
demand. In addition to this distinction between new and established, eco-
nomic characteristics of the pr-oduct are considered in the three remaining
countries (necessary or conven:Lent industries in El Salvador; fundamental
or basic, necessary and convenient in Nicaragua and Honduras). The criteria
for classification in these cases are extremely vague or cover so many
elements as to make them completely subject to administrative discretion in
application.

22. There has been an increasing number of enterprises classified under
these laws in all of the count:^ies. In part, this is due to the fact that
in four countries (i.e., excluiing El Salvador) business income taxes are
on the same basis as personal income taxes, with a progressive rate. Thus,
there is in these cases a disincentive to the establishment of larger scale
enterprises which has consequently encouraged wide use of the provisions of
the incentive laws.

23. HIowever, there is evidence that the number of such firms which are
actually operating is considerably below those classified to receive benefits.
Among the factors responsible for this situation is the apparent tendency in
certain countries for project promoters to obtain classification before their
proposals are fully advanced as a means of pre-empting the product field. In
acddition, for certain products for which plant location is not critical,
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entrepreneurs have apparently applied for benefits in more than one country
in order to determine which will grant the most favorable conditions.

24. The possibility of competition among the countries for industrial
plants is, in fact, explicitly recognized in two of the national incentive
laws (Guatemala and Honduras as recently revised). In both instances,
national enterprises may receive benefits additional to those for which they
qualify under the relevant legislation, if they can show that similar enter-

prises in other countries receive better treatment.

25. As a result of these situations, there has been a growth of small
or medium size mixing or assembly plants producing mainly consumer goods based
orn tariff-free imports of the intermediate inputs with high tariff protection
afforded to the final product. These include pharmaceuticals, cosmetics,

toiletries and related preparations, as well as some simple metal fabricated
products. These are among the new industries in the area for which intra-
regional trade has represented a major share of the recent increase in output.

For the first group of commodities, the competition which has developed
particularly as regard foreign brands has apparently led to relatively favor-
able prices to consumers. But this has been at the expense of higher imports

of inputs for items for which restraints on demand (high tariffs) had been
imposed to curtail imports fromn abroad and/or at the expense of losses in

government revenue.

26. On the other hand, the competition for plant location, with the
resulting uncertainty as to thea possibility that future competitors might
obtain more favorable conditions in a different site, may have hindered in-
vestment in larger scale enter?rises producing either intermediate or final
goods in these branches (the ciaemical and metal fabricating industries). In
spite of the fact that one of the main motivations for economic integration
was to create larger markets and encourage the establishments of the larger
enterprises, the period has seen only a few such plants coming into operation
or even under construction and these have generally had direct links with
buyers of the products to ensure disposition of output.

27. To reduce this competition, the five governments had negotiated in
1962 a common agreement on incentives which, lacking Honduran ratification,
has not yet entered into force. The latter country has made its ratification
dependent upon preferential treatment which has now been granted in a protocol
approved in September 1966. Nevertheless, the protocol must be ratified by
the other four countries before ratification by Honduras. In the meantime,
the national legislations rema:in in force.

28. The Common Agreement will however not completely solve the problem

of competition since its administration is left in national hands for seven
years. Moreover, while somewhat more explicit than national legislation, a
number of the criteria to be applied are vague. Thus it is essential that
central administration be achieved as soon as possible and that more specific

criteria be elaborated. Because of the narrow raw material base of the region,
the newer industries producing for the regional market will become increasingly
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dependent upon imports and the incentives should be reserved for those
industries which will make the most effective contribution to the growth
of the region.

29. More fundamental revisions should also be studied to improve the
efficiency of these measures: the elimination of exemptions on income taxes,
linked in four countries to the institution of proportional taxes on business
income, and a shift to provisions for accelerated depreciation, and the es-
tablishment of tariff exemption<s for products rather than to specific enter-
prises.

Investment Requirements and Source of Finance

30. Long-term capital requirements for the expansion in industry between
1962 and 1965 were moderate in relation to the growth in output. At the be-
ginning of the period there exisfted considerable underutilized capacity,
estimated at between one-third and one-fifth of installed plant. Increments in
output were therefore possible wiith minimum levels of new investment but in
1964 and 1965 there was need to expand production facilities to meet the
continued rising demand. Gross investment in manufacturing, estimated on the
basis of imports of industrial equipment, rose from 65 to 75 million C.A. pesos
in 1962 and 1963 to about 100 million pesos per annum in 1964 and 1965.

31. In the past, long-tern capital for industry was obtained largely
from the savings of existing enterprises or directly from the resources of the
owners. While a number of local banking or financial institutions were rela-
tively well developed, they concentrated in agriculture, exports and commercial
activities such as the financing of imports. WJith the beginnings of modern
industry in the region, there has emerged, as in other areas of the world, a
trend toward the establishment of new forms of financial intermediaries as
well as the use of newer types of business organization. In Guatemala and
El Salvador, this development occurred somewhat earlier than in the other
three countries. Thus for the latter (Costa Rica, Honduras and Nicaragua)
the recent growth of specia:Lized financial institutions in both the public
and private sectors has played a particularly important role in the industrial
expansion which has been experienced. The increased activity of these insti-
tutions has been made possible by assistance from the external lending agencies.

32. There has been a marked inflow of international public capital for
industry in this period. Most of this finance has been channeled through
national institutions both public and private, but there has also been some
direct financing of enterprises:; the major part of the indirect lending has
been earmarked for small and medium sized industries, generally producing
for local or regional markets. Beginning with an IBRD industrial equipment
loan to the Central Bank of CosciJa Rica in 1956 (the first of four such loans),
an increasing amount of funds has been channeled to this sector by the IBRD,
and the IFC, the IDB and AID, annual disbursements from these agencies rising
from 1.7 million C.A. pesos in 1L962 to 9.2 million in 1965. It is expected
that this will rise even further in the next three years. In addition, the
Central American Bank for Economic Integration has also disbursed substantial



- viii -

sums by direct lending to industry, its annual disbursements rising from
2.6 million pesos in 1962 to !i.2 million in 1965; about two-thirds of this
has come from AID and IDB loans to the Bank.

33. In recent years among the most important channels for AID funds
for investment in industry have been the private finance companies
(financieras) established in four countries (i.e., excluding Guatemala),
as a means of promoting the g:rowth of national capital markets. These in-
stitutions, however, need to 1be oriented in the future to attract more local
financial resources and to widlen local participation.

34. The national public institutions to accelerate industrial growth
include fomento corporations wvhich can finance investment as well as under-
take promotional activities, and specialized units either in ministries or
other government departments restricted to the latter functions. In some
instances, existing official banking institutions have established special
financing facilities for industry. The degree of success achieved by these
agencies in the countries of the region has varied, the nature of the public
financing institutions, in particular, depending on the state of development
of national financial systems. In general, there is need to separate the
two functions of promotion and finance, at the least from the point of view
of budgetary arrangements. Tae promotional activities (e.g. pre-feasibility
and market studies) represent public expenditure which may prove to be in-
direct subsidies to new or expanding enterprises. On the other hand, lending
institutions, providing a means for mobilizing domestic and external capital
resources, must see! to obtain returns on their loans, although these need
noti be as high as current local market yields.

35. In connection with the growth of local capital markets, a number
of proposals have been made for institutions or mechanisms to facilitate the
establishment of a regional market. Given the differences among the
countries, there is need for study of the precise contribution which a
regional approach can make to the development of a financial structure aimed
essentially at channeling additional resources to industry.

36. Foreign private capital inflows to manufacturing activities have
also apparently increased ratiler sharply following the establishment of
economic integration, attracted by the expanded market size permitting the
larger-scale undertakings with which such enterprises are generally associate(
Moreover, import substitution policies have encouraged local production of
certain items formerly imported, and many of the foreign firms which supplied
the latter have established plants - often in joint ventures with local
capital in the region - to maintain their markets, a pattern which has been
repeated in many areas of the world. In addition a number of existing local
enternrises have been purchased by foreign firms as part of the investment
diversification programs of the latter.

37. There is obviously great need for the participation of the foreign
private sector in the develop.:ient of the region, particularly with its know-
how in the new industries for the domestic market. Nevertheless the ex-

periences in other areas point up thae nc:essity to consider the longer-term
implications of this trend as regards the balance of payments, at the least
to seek means to encourage the channeling of this expertise to the develop-

rnent of export-oriented industries which have not received sufficient
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attention in the past. In this connection, a number of the various activities
which are to be undertaken as part of the Mexican program of cooperation with
the Common Market are directed at promoting exports and the progress achieved
in these efforts should be carefully examined.

38. In contrast to the experience with long-term capital, the needs for
short-term capital of industry have risen sharply in the period of growth.
It is to be expected that with expansions in output and underutilized capacity,
working capital requirements will rise as entrepreneurs seek funds for raw
material purchases and labor needs. Moreover to the extent that there was an
expansion in trade in manufactures among the countries, the increased time lag
between shipment and receipt oi payments as compared to similar time lags for
sales to local enterprises created additional requirements in this respect.
Credit largely of a short- or niedium-term nature extended by the banking
system to the industrial sector expanded considerably during the period in all
countries, well in excess of the expansion in total credit. As a consequence
its share in commercial credit rose rather sharply, although in Honduras and
to some extent Guatemala, the sector's participation in the banking system's
lending remains relatively low..

39. The concern over the shortage of this credit which was expressed
throughout the visit of the mission to the region probably reflects certain
subjective elements. There is considerable evidence that small and medium
size enterprises, particularly the newer ones, underestimate working capital
requirements; where capital is scarce there is a tendency to put whatever
is available into machinery and equipment. Leaving aside these complaints
of shortage arising essentiallyr from the inexperience of the local private
sector in modern industry, it -s obvious that as the sector grows there will
be increasing need for channel ng this type of capital to it. Thus the
monetary authorities must keep under review the requirements of industry and
the ways and means these can be met.

Appraisals of Prospects in Industry

ho. While the economic integration of the region has created a larger
market, it is nevertheless truo that this market remains relatively small.
With its low per capita income,, the possibilities of industrial growth on thie
basis of regional demand are lLmited. Thus industrialization is intimately
linked, first, with general developmental policies aimed at raising incomes
in all sectors and, second, wi1;h the development of export-oriented industries.
The strategy is therefore two-pronged. On the one hand, there is the need to
adopt measures to encourage the growth of industries serving the regional
market--to meet growing consumption and a changing structure of demand within
the context of an expanding regional economy. On the other is the need to
promote the development of export-oriented industries, involving maximum
elaboration of those natural rescurces which the region contains in some
abundance combined with most efficient utilization of the available human
resources. That these elements are not mutually exclusive is self-evident,
that they are in reality complementary can be seen in the fact that future
expansion of exports will require a healthy development of regional industries
which can compete in world markets.
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41. At the present, there appear to exist excellent opportunities for
expanding exports to world market of processed foods and wood and products.
krith regard to the former, enc:ompassing particularly meat and canned fruits
and vegetables, export expansion will depend in the first instance on improve-
ments in raw product supply which will require programs of official assistance.
Expansion of production facilities has already occurred or is being planned in
the case of meat but there wi:Ll be need to expand processing plants for fruits
and vegetables. Existing underutilized capacity for the latter can provide,
however, the basis for initiating export programs with the pattern of future
expansion to be determined on the basis of experience in the early stages.
Particular emphasis will also have to be given to marketing aspects. Given
inexperience in the region and the economies of scale in distribution, some
form of a regional cooperative program should be undertaken in this field.

42. Wood products presenat a similar situation with current export of
these items to other areas well below the region's capacity in view of its
resources and world market co;,ditions. Emphasis should be given in official
programs of assistance, either technical or financial, to the creation of
production facilities for such items as saw wood, veneer, plywood, and chip
boards as well as to the establishment of marketing facilities. In this
connection, the Honduran pulp and paper project will provide a substantial
amount of saw wood for sale in world markets, particularly Europe.

43. The possibilities for exporting more elaborated products with higher
:Labor use, such as cotton textiles and cloth, appear to be promising, as
recent intra-regional competition has encouraged the establishment of modern,
reasonably efficient plants in these branches. However, proposals to create
export industries on the basis of imported raw materials or intermediate
goods must take into account the external competition from areas such as
the Far East where wages are considerably below those prevailing in Central
America. In general, the region would in the immediate future have its
best opportunities for develcping exports in those products which are
characterized by both high ltbor inputs (taking advantage of the prevailing
reasonably low wage rates) and low raw material costs as a result of natural
endowments.

44. With regard to indtustries for local and regional markets, there
remain various possibilities for import substitution but these will be in-
creasingly dependent upon imports of raw materials or intermediate products.
M4oreover, these industries will tend to require relatively large-scale
output, limiting the possibilities of establishing a number of competitive
plants in the region. Tlhus the proper application of tariff and incentive
policies is essential to insure the establishment of efficient plants which
will not distort the structure of industry and damage these sectors which
are users of the products concerned. In the case of fertilizers, insecticides
and fungicides, agricultural inputs which bulk large in imports of the region,
the basic compounds are subject to very substantial economies of scale in
production and under current demand conditions local plants would tend to be
high cost producers. There remain, however, a number of possibilities for
establishing local mixing plants and some simple transformation processes.
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45. A similar situation prevails for plastics and synthetic fibres.
The former have had growing use both for industrial and houselhold uses, based
on imports of intermediates such as powdered poly-vinyl-chloride, polyethylene
and polysterene. Project proposals for establishing plants to produce the
basic compounds for these items are now being prepared but pose the same
scale problem as the other chemIcals.

46. A number of project proposals have been prepared for the establish-
ment of various assembly industries covering both consumer (e.g. passenger
cars, radio and television setsl goods and some producers goods (e.g. trucks).
A protocol is now under conside:^ation which will specify the procedure and
criteria to be used to permit the extension of the common tariff and free
intra-trade to these products. In view of the experience in the region as
well as in other areas, such plants should be carefully screened before
incentives are granted to insure that the advantages to be obtained (in terms
of employment, for example) exceed the possible losses in government revenues
ancd drain on the balance of payments. Nevertheless, in view of the large
labor requirements for these assembly operations, they are in general suitable
to the area and, particularly t?ie smaller and simpler products, can be produced
in the region without excess granting of benefits, given the possibilities of
producing economically an increasing proportion of the component parts.



I. REVIEW OF ECONOMIC AND RELATED CHARACTERISTICS AFFECTING GROWTH
OF INDUSTRY IN CENTRAL AE.RICA

1. Since 1962, industry in Central America has experienced one of
the most, if not the most important periods of sustained growth in its
short history. This expansion is associated with two major economic
and political events. First is the recovery of the basic product ex-
ports of these countries after a relatively long period of stagnation;
these exports have traditionally been the dynamic element in the Central
American economies determining the paths of personal income and con-
sumption as well as investment. In the second place, the basic agree-
ments underlying the establishment of the Central American Common Markets
have come into force in this period, and, in particular in the most recent
years, there has been a substantial degree of liberalization of intra-
trade combined with the establishment of a common external tariff on a
Large number of products. The principal objectives of this section of
the report of the mission is to analyze the prospects for continued
growth of industry in the region, the requirements for maintaining this
dynamism and the appropriateness of existing policies in this respect.
The relative roles of domestic expansion and increase in intra-trade in
the recent period of industrialization are examined with a view to
identifying critical areas for future policy decisions.

2. While there has beenr considerable growth in past years, the
share of industry in gross dcmestic product in the five Central American
countries remains at relatively low levels--only slightly more than 15
percent, This ratio is associated with the low level of per capita
income as well as the small size of each of the countries--or the region
as a unit. The creation of the Common Market in fact derives one of its
principal motives from the desire to expand the possibilities for industry
by providing a larger market. Nevertheless even the larger unit repre-
sents with some 12 million irnhabitants a relatively small population
size. Before analyzing the industrial sector itself, it is considered
useful to review various economic, geographic and demographic character-
istics of the countries of the region which play a role in shaping
economic development in general. Many of these aspects are dealt with
in depth in other sections oi the report of the mission; it is intended
to summarize very briefly at this point a number of strategic elements
in the unique configuration of resources, geography and population which
is found in Central America.

3. One of the principa-l characteristics of the region is the high
degree of dispersion of the population. In comparison with many of the
Latin American countries, Cenitral American countries have a relatively
high density of population averaging about 29 inhabitants per square
kilometer, varying from the axtremes of the highly populated El Salvador
to the case of Nicaragua. Some two-thirds of this population, however,
lives in rural areas, and is dependent primarily on subsistence agri-
culture, thus lying on the peariphery of the money economy.



Population density, 1965 Urban populationa
(per square km) as percent of

_ __________________ total, 1965

Guatemala 41 34
El Salvador 131 39
Honduras 20 23
Nicaragua 12 42
Costa Rica 29 35

Total 29 35

Chile 12 60
Colombia 16 53
Mexico 21 55
Peru 9 47

Sources: UN Statistical Yearbook 1965; IDB Social Progress
Trust Fund, Fifth Annual Report 1965.

a/ Data on urban-rural distributions in Latin America vary
from country to country, but the definitions used for
Central America tend to overstate the degree of urbaniza-
tion in comparison with other countries. Thus the situa-
tion indicated in the table is in reality more unfavorable
for Central America.

It is this dispersion which contributes to much of the degree of indus-
trial underdevelopment which these countries have demonstrated. By
making more difficult and expensive the marketing and distribution pro-
cesses, this characteristic has severely curtailed the real size of the
miarket and thus has acted as a strong disincentive to the growth of
industry.

L4. The diffusion of the market can perhaps be better illustrated
by noting the relatively smal:L size of the major urban centers as well
as the limited number of those with populations in excess of 100,000.
Guatemala City with a populatiLon of approximately 570,000 is the largest
urban center followed by the c*apital cities of the other countries-San
ITose (Costa Rica) 324,000; Managua (Nicaragua) 275,000; San Salvador
(El Salvador) 250,000; Tegucigalpa (Honduras) 170,000. Other than these
capitals the next largest cit:ies are under 100,000 with San Pedro Sula
(Honduras) approximately 85,01)0 and Santa Ana (El Salvador) 75,000.

5'. There are considerabLe variations in these demographic charac-
teristics among the subregions of the individual countries in the area.
The greatest degree of dispersion, the combination of the low level of
urbanization with low population density, is found in Honduras. While
the population density is lowest in Nicaragua, nevertheless this popula-
tion is concentrated in the area along the Pacific Coast and the country
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has the highest degree of urbanization in the region; the bulk of the
land mass extending to the Atlantic Coast is sparsely populated. A
similar situation is found in Costa Rica with a high degree of con-
centration of population in the central valley area. IWhile the capital
city of Guatemala is the largest in the region, most of the inhabitants
of the rest of the country are found among the central highlands but
with few large secondary urban agglomerations. Finally the heavy popu-
lation density in El Salvador represents one of the major socio-economic
problems of the region.

6. Given this dispersioni it is no surprise that, in spite of recent
developments, particularly the Pan American Highway and the Pacific coast
highways of Guatemala and El Salvador, the transport system for Central
America continues to reflect a foreign trade orientation with most of
the main arteries of traffic t;unnelling toward the ports. This commerce
has been until relatively recently the only type which has had sufficient
value and volume to justify inivestments in this field. Recent expansions
of road systems, in particular the intra-regional ones have served to
link the different urban centers both within the individual countries and

the region. Nevertheless the construction of such Links between the main
cities remains to be obtained in the case of Honduras while in the cases
of Nicaragua and Costa Rica considerable importance is being attached to
the growth of transport networks with the relatively unexplored areas of
the Atlantic coast. Even witlh the improvements achieved, however, it
has been reported that road transport costs remain relatively high and
a major factor in determining the location of any industry which is to
be based on the regional market. In locating industries to serve the
regional markets, the population dispersion when linked to the pecularity
of the geography--the long, relatively narrow isthmus--becomes an even
greater consideration. The bulk of the regional market as measured by
population is to be found in 1lhe area covered by Guatemala, El Salvador,
and the western portion of Honduras; the urban centers of Costa Rica lie
more than 1,000 kilometers by road from the edge of this triangle, while
those of Nicaragua are almost 500 kilometers from it.

7. Other elements of infrastructure also reflect the factors tend-
ing to inhibit industrial growJth. Electric power availability and per
capita consumption of all forris of energy are in Central America among
the lowest in the hemisphere, considerably below countries with similar
total population and/or per capita incomes. As indicated in the section
of the report dealing with energy, there has been a considerable expan-
sion in these facilities in recent years which has coincided with the
period of growth and has no doubt contributed to it.
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Installed electric Per capita consump-
Population 1965 capacity, 1965 tion of energy
(in millions) (thousand KW) (kgs. of coal equi-

valents)

Central America 12.6 487 191
Chile 8.7 1,490 1,078
Colombia 18.1, 1,478 a/ 494
Peru .A13 1,123 602

a! 1963.

Source: UN Statistical Yearbcok, 1965.

8. In regard to natural resources, much of present industry is
based on inputs from agriculture, including forest products. The latter
resource has only recently been exploited to any degree, but this is still
not at a level which either natural or comparative advantage would in-
dicate.

9. In the case of mineral resources, present indications are that
the region is lacking in major metalliferous ore deposits but new and
more intensive geological surreys are now underway. Much of the isthmus
is covered by substantial volcanic residues--particularly the Pacific
Coast area--and metallic deposits have not been found in these locations.
Ihere is the possibility that such deposits exist well below the volcanic
residue and at extreme depths below the earth's surface but whether these
would be economically exploitable under current economic conditions is
a major question. On the Atlimtic Coast side, some ores have been found
and are currently being mined. Small amounts of gold, lead and zinc
ores are exported from Honduras and some copper from Niicaragua. A fairly
large bauxite deposit is now :eing explored in Costa Rica. In Guatemala
a major ferro-nickel project is being studied, but for various reasons
the project is apparently stiLl far from being implemented. In practic-
ally all of the above cases it should be noted that the size of the
deposits has so far justified only the simplest of processes in the
region and the ores are exported in beneficiated states for refining
abroad; the major exception would be the Guatemala case. A relatively
rich deposit of iron ore in Honduras was discovered a number of years
ago but its size is apparently small. With present world market con-
ditions for iron ore, exploitation for export as ore does not appear
economic. The public authorities of Honduras are studying the possibili-
-ties of establishing a relatively small iron and steel industry based on
this deposit, but numerous economic as well as technical problems need
-bo be solved before this can be undertaken. In the same connection, the
availability of hematitic sands with relatively high iron content along
the Pacific Coast of Costa Rica has led to preliminary investigations as



regards the feasibility of locating a steel plant in this area. How-
ever technical problems connected with the utilization of such lands
appear to be rather serious at this point and further work as regards
technology is required before any action can be considered.

1O. A number of non-metallic mineral resources appear to be avail-
able in sufficient quality and quantities in relation to current or
foreseeable demand for major industrial uses. Existing cement plants
have programmed large expansions in capacity utilizing local supplies
of sand and limestone. Raw raterials for ceramic manufactures have
been found in many locations and new and relatively large ceramic
plants are under construction or in the planning stage which will be
primarily based upon local supplies; however, some special clays may
have to be imported. A newly discovered sulfurous deposit in Costa
Rica is also being surveyed at this time. Sands for glass manufacture
are known to exist, but are not currently exploited. A major glass
bottle factory which has just begun operations in Guatemala is based
in its initial stages on imported raw materials, but expects to be able
to shift soon to local supplies to the extent of 80 percent of its
mineral inputs. The projected sheet glass plant in Honduras is expected
to follow the same pattern. A caustic soda plant under construction in
Nicaragua also will import in. its early phases industrial salt rock but
expects to be able to rely on a local solar salt project which is now
under study. The growth of these industries, their size and potential
impact on the balance of payments suggest the need for governments to
adopt policies to insure that local supplies are in fact utilized as
soon as possible. As in the case with most of Latin America, no deposits
of phosphate or potash, which are essential for fertilizer production,
are known at this time in the Central American region.

1i. Finally, as regards the human resources of the region, the
population of the region is characterized by a high degree of illiteracyl
with the major exception of Costa Rica (see section on education) but
current efforts at increasing educational facilities have improved the
situation. Recent experience: with the establishment of new industries
puts emphasis on the capacity of the younger age group (from 16 to 20),
to learn factory skills and relatively few difficulties have been en-
countered by these newer plants in training nearby personnel from this
group to undertake machine tasks and other related factory work. It
would appear that the main bottleneck in this regard lies with the
availability of supervisory and foremen personnel. While higher tech-
nical and engineering skills may be, and in fact, are, "imported",l/
it is extremely difficult, due to the nature of the responsibilities

1/ From the longer-term point of view, it is of course necessary to
insure an adequate supply of local personnel at these higher levels.
See also the section of the report dealing with education.
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of this particular type of per:3onnel, to employ foreigners as foremen.
The relatively new stage of indiustrialization which these countries
have now entered has encountered numerous problems arising from this
shortage. Many of the newer pLants have indicated an inability to
function with more than one shift due to the difficulties in obtaining
the required supervisory staff,

12. The availability of managerial skills is even more difficult
to evaluate. Given the infancy of the industrialization of the region
most of the owners of the newe:r industrial enterprises are from com-
mercial or agricultural backgrounds. The transition from commerce to
industry is not an easy one andl experience varies not only from country
to country but from province to province within the same national bounda-
ries. In some instances, one of the indirect impacts of the establish-
ment of the Common Market has been to widen the view of the new indust-
rialists as a response both to the challenge of potential competition and
to the opportunities for larger markets. In many instances within the
region the impetus for developing new industries or expanding old ones
comes from small groups of individuals. But this may be as much a re-
flection of the limited numbers with managerial or entrepreneurial
talents, as of any tendency for a concentration of economic power. One
of the most popular means of attempting to overcome this shortage is
through the establishment of public development institutions; some of
the factors which have contributed to the mixed degrees of success
experienced by these agencies in the Central American region are dis-
cussed below.

II - BRIEF SUMMARY OF CHANGES IN INTDUSTRIAL PRODUCTION
AND RDLE OF INTRA-TRADE

A. Overall rate of growth

13. The growth of industry in the region has averaged 12 percent
in the period since 1963, a rate of growth considerably in excess of
that achieved in previous years:l/

Period Average annual rate of growth
of manufacturing sector

1955-1958 5 8
1959-1962 6.2
1963-1965 12.2

As a result, the share of the manufacturing sector in gross domestic
product which had risen from 11.0 percent in 1958 to 13.4 percent in
1962 increased further to 15.2 percent in 1965.

l/ Estimate for 1963-65 by M ssion staff; for previous periods,
Joint Planning lMission.



- 7 -

14. In the decade prior -o 1962, in addition to the steps taken
to achieve economic integration, various policies were adopted and
national development institutions were created with particular
emphasis being given to accelerating industrial growth. In the ab-
sence of additional dynamic factors particularly on the external
side, the main impetus in the past to economic growth, these measures
had generally limited effects, In the early 1960's, external markets
began to recover and a rapid expansion of national industries was
generated which was assisted by the opportunities afforded through the
creation of the Common Market.. The increase in national demand after
the period of stagnation is estimated to have accounted for some three-
quarters of the increment in rianufacturing activity in recent years.

15. The structure of manLfacturing in the region exhibits the
basic characteristics of less developed countries with the so-called
"traditional" consumer goods i.ndustries--primarily food processing,
beverages and tobacco, textiles, shoes and clothing--accounting for
the bulk of output. These items are primarily based on local raw
materials and even in those cases (such as shoes) where imports of
inputs may be required, local value added is relatively high. With
the sharp rise in disposable incomes after 1962, increased domestic
demand led to a substantial expansion in output of these branches of
industry, but slightly below that of the level of total manufacturing.
New branches were established in the different countries during this
period and were responsible for a slight change in the composition of
output; these included petroleum refining in particular but also
chemicals and metal products, based in large measure on imported inputs.

SHARE OF MAJOR TRADI'TIONAL IIDUSTRIES IN I'IANUFACTURING
OUTPUT 7:N SELECTED COUNTRIES

(As a percent of total industrial product)

Guatemala El Salvador Nicaragua
1962 1965 1962 1965 1962 1964

Food, beverages and tobacco ',1.2 42.8 56.8 49.3 57.7 53.7
Textiles 10.4 17.3 8.6 8.8 6.8 6.3
Clothing and shoes ].5.9 17.8 13.8 13.8 18.9 15.7

Total above I77.5 77.9 79.2 71.9 83.4 75.7

16. The growth of intra-trade, in particular its share in total
imports of the region, has its origins in the partial measures which
were taken at the end of the ]950's to promote the economic integration
of the region. In 1958, intra-CACM trade represented some 4 percent of
total imports of the member countries and rose rapidly to 9 percent of
total by 1962, in absolute values from 20.5 million C.A. pesos to 50.4
million. This was however a period of almost static imports reflecting
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the general economic stagnation which the countries were experiencing
at the time. The growth in commerce among the countries was largely
due to exports of agricultura:L products (which accounted for about 45
percent of the intra-trade), particularly from Honduras to El Salvador,
and the beginning of an exchanige of manufactured products among Guatemala,
Honduras and El Salvador. The latter was facilitated by bilateral accords
entered into between the countries as well as the Multilateral Treaty of
1958 which entered into force among them in 1960. From 1962 to 1965,
intra-trade continued to grow at a rapid pace, to 136 million pesos, its
share rising to 15.3 percent of the total imports of the region but this
time during a period of rapid expansion in the latter. The principal
beneficiary of the increase in intra-regional imports was the industrial

sector, with manufactured pr)ducts accounting for some 85 percent of

the increment in trade, risingz from approximately 30 million to 105
million CA. pesos.

17. A comparison of the value of manufactured product exports 1/

entering regional trade with the gross value of industrial production
indicates that a little over 20 percent of the increment to that output
between 1962 and 1965 (estimated at 360 million Central American pesos)
stems from the expansion of this trade (estimated at 75 million C.A.
pesos). Exports to world markets of manufactured products have been
small in magnitude except in the case of processed foods, mainly sugar
and meat; other items include simply elaborated wood products and

essential oils. The expansion in trade of these items from 1962 to

1965 was probably less than 15 million C.A. pesos (10 million for sugar

and meat alone), less than 5 percent of the increase in gross value of
manufacturing output.

18. With regard to the composition of intra-trade in manufactured
products, the traditional consumer goods described earlier which make
up three-fourths of total industrial output, plus other traditional
items (e.g. furniture), accounted for no more than half of the increment
:in exports from 1962 to 1965, but this increased intra-trade represented

only a small portion of the rise in output. The other half of the trade
expansion occurred among non-traditional products which are produced by

the branches of industry newly established in the region. These exports

however represented between 30 and 40 percent of the increase in gross
output of the items concerned.

1/ Manufactured exports include sections 3 through 8 of the Central
American Tariff Nomenclature plus selected manufactured foodstuffs
(included in section 0).
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Absolute value of in- Share of total
crease in intra-trade increase in

1962-1965 intra-trade
(million C.A. pesos) (percentages)

.a/
Manufactured foods - 8.8 11.6
Textiles 11.4 15.1
Clothing and shoes 10.8 14.3
Wood products and furniture 4.3 5.6
Fertilizers 4.o 5.3
Toiletries, cosmetics and related
products 5.5 7.3

Other chemicals 6.4 8.5
Petroleum products 3.2 4.2
Basic metals and fabricated products 4.3 5.6
Machinery and transport equipment 3.9 5.2

a/ Including inedible fats gtnd oils.

19. Among the textiLes, largest growth was experienced in cotton
products, both yarns and cloTh. This reflected a trend which had begun
earlier, most of the trade concentrated between Guatemala and El Salvador.
The expansion in exports of clothing and shoes, on the other hand, was
more widely spread among the countries of the region covering many in-
dividual products; this tradeZ also had its origins in the pre-Common
Market period. Other manufactured items, also largely based on local
raw materials, which experienced growth in trade include cereal prepara-
tions, candies and gum, simply elaborated wood products and furniture.

20. As regards the growth in regional trade in non-traditional
products between 1962 and 19,55, the expansions recorded by petroleum
and fertilizers are due to soecial circumstances and may not be a last-
ing feature in the new developing pattern of trade. Exports of petroleum
products from El Salvador to Guatemala had actually begun in 1964. The
refinery at Acajutla, having come on stream in 1963, was able to export
to the latter country. With the completion of the two refineries in
Guatemala, this trade has fallen off, the level in 1965 being almost 2
million C.A. pesos below that of the previous year.

21. In the case of fertilizers, practically all of the exports
which began in 1964 are from Costa Rica, originating in a plant which
produces various types of these products, from imported ammonia, phos-
phate rock and other elements. The plant has experienced difficulties
in sales to the region and the 1965 level of intra-trade also was some
2 million pesos below that of 1964.1/ Among the chemicals, particularly

1/. The fertilizer problem is discussed in more detail in Chapter IV
dealing with the impact of tariff policies.
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pharmaceuticals and cosmetic;s and related preparations, the growth in
trade reflects intensive competition among brands which are made locally.
These are, however, essentially mixing operations based on imports of
intermediate products; they lhave both low capital requirements and low
value added. The existence of high tariff on external imports, linked
to excessively liberal industrial incentive laws under which these plants
have received exemption from the tariffs on imported inputs, contributed
very substantially in the increase in output and intra-trade. In the
cases of other chemicals, particularly insecticides and fungicides, while
much the same conditions of production exist as for the above items, these
are important agricultural irnputs. Local mixing plants have tended to try
to meet the specific technical requirements of the area and their establish-
ment was not generally dependtent upon tariff protection which, in any case,
is moderate. Moreover, for the component compounds of some of these items,

production in the region wil]. soon be undertaken. A number of plastic
products are in this same category.

22. Finally, trade in metal fabricated products has covered a wide
variety of items, from consunmer goods, such as hardware, to producer
goods such as construction materials. There has also been some export

of simple machinery, tanks arnd tools. In these cases, the fabricating
processes have high labor recquirements tending to favor their production
owing to the relatively low wage rates prevailing in the area. At the

same time, transport costs fcor competitive products from other areas act
as a natural protection for nmany of the locally produced items.

B. ReviEw of trends by country

23. The largest increase in output since 1963 was recorded in Guate-
mala (14 percent), followed ty El Salvador (12 percent), Costa Rica (10
percent), Nicaragua (9 percent) and Honduras (7 percent). For Guatemala,
Nicaragua and Honduras, the growth in intra-trade played a minor role
in the expansion in industrial activity (of the order of 15 percent); in
the case of the latter two countries, however, the higher growth rate
experienced in the last four years as compared to previous decade would
not have been possible without the rise in regional trade. For El Salvador
and Costa Rica, the increase in exports of manufactured products within
the Common Mlarket has played a major role in the recent period of accele-
rated industrialization, accounting for 30 percent in the former case and
35 percent in the latter of the respective increments to the sector's
output.

Guatemala

24. The largest expansion in output since 1963 has been recorded by
Guatemala, an increase of approximately 50 percent over this period.
'rhis has foIlowed periods of relatively slow growth in industrial output,

due in part to political difficulties as well as the stagnation of basic
product exports.



Average annual rate of growth
Period in manufacturing

1955-58 5.7
1959-62 4.5
1963-65 14.3

As a consequence the share of' industry in gross domestic product, which
had only risen from 11.8 percent in 1955 to 13.1 in 1962, rose sharply
to 15.2 percent in 1965. An estimate of the increase in exports of
manufactures (25 million C.A. pesos) to the rest of the Common Market
in relation to the increment in gross value of output between 1962 and
1965 indicates that no more than 15 percent of the production increase
(165 million C.A. pesos) was due to the growth in this trade.

25. The major product categories for which a rise in output was
recorded were the traditional ones of textiles, clothing, and foods.
Thus the sharp increases in consumption following upon the recovery of
basic exports have been the major factors determining industrial growth
in this country. The expansion in output was made possible by reducing
the high level of under-utilized capacity which existed at the beginning
of the 1960's. A survey of enterprises in 1962 indicated that plant
utilization was, on the average, 25 percent below capacity, with some
branches recording as low as 50 percent, particularly among textiles and
clothing.

:26. It is important to note that for certain specific items, exports
to the Common Market have represented a significant proportion of output.
These include candies and gums among the processed foods, industrial
textiles, including packaging materials, cement, batteries, cosmetics
and related preparations, and auto and truck tires. Among exports out-
side the region, meat and sugar, primarily destined for the United
States, have risen sharply since 1960-61 accounting for a considerable
part of the expansion in output for these particular items. Sugar ship-
ments declined in 1965, however, in response to adjustments to the new
IJ.S. quota arrangements, while meat exports declined as attempts were
made to increase supplies available for domestic consumption. In ad-
dition, Guatemala has exported to other areas practically all of its
production of essential oils from seeds and plants which are used
:Largely in the production of perfumes, paints and drugs.

27. The structure of production has changed very little during this
period.l/ The relative shares of the traditional industries--food, tex-
tiles and clothing, which are primarily based upon local raw materials--

L/ The present production account does not include the new petroleum
refineries. However, the low level of production in these establishments
through 1964 would not change this conclusion to any degree. In 1965,
production was somewhat larger and would require some modification. For
1966 and future years, it is necessary to ensure inclusion of this pro-
duct in the accounts.
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have remained about the same in spite of the appearance of new plants
for cement and tires. The relative importance of other intermediate
goods industries declined as a result of the starting up of the newer
industries.

El Salvador

28. Manufacturing in El Salvador has represented a larger propor-
tion of gross domestic product than in the other Central American
countries. From 13.5 percent in 1958, its share has risen to 14.7 per-
cent in 1962 and 16.7 percent in 1965, the larger increase in the latter
period reflecting the acceleration in rate of growth in the sector.

Average annual rate of growth
Period of manufacturing

1955-1958 4.5
1959-1962 6.5
1963-1965 12.1

It would appear that the opening of the Common Market and the consequent
movement toward trade liberalLzation has made a substantial contribution
to the growth in output in thLs country. From 1962 to 196h, the increase
in the value of manufactured goods exported to the other Central American
countries (17 million C.A. pe;sos) amounted to over 25 percent of the
growth in gross industrial output (65 million C.A. pesos); from 1964 to
1965 gross output rose some 21) million C.A. pesos while intra-regional
exports rose 10 million. Of particular importance were the sales of
textiles (both yarns and cloth), clothing and shoes, but it is significant
that trade expanded in a wide variety of items. This includes processed
foods (such as margarine), pap?er bags and cardboard boxes, cosmetics and
similar preparations, paints, insecticides and fungicides, construction
materials (such as asbestos-cement and copper wire and cables), and
simple metal products (such as housewares, hardware and furniture).
There uas also a considerable export in 1964 of refined petroleum pro-
ducts from the new refinery at Acajutla, mainly to Guatemala. This
trade, however, fell off in 1965 as the new refinery in Escuintla
(Guatemala) came on stream.

29. Exports of manufactured products by El Salvador to non-Central
American Common Market areas have changed very little during this period
and generally remain at low levels. The main exception is sugar which,
since 1960-61 has been of some importance as a result of the sugar quota
granted to this country in the United States market; in recent years the
level of this trade has remained practically constant.

:30. The major change in the composition of output has been the
emergence of petroleum refining as an important branch in the industrial
sector. The relative share of the food processing industries declined
in spite of the establishment of a major flour mill while there were
small changes among the other groups.
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Costa Rica

31. The rate of growth of Costa Rican industry since 1962 has,
in contrast with the previous two countries, been no greater than the
growth in the immediate preceding years. The manufacturing sector in
Costa Rica was particularly small, accounting for 11.9 percent of gross
domestic product in 1950 and 11.4 percent in 1956. Numerous steps were
taken by the government in the second half of the decade of the 1950's,
including a revision in tariff policies and the negotiation of industrial
equipment loans with the IBRD. By 1962, industry's share in gross domestic
product had risen to 13.9 percent. The recent increases have raised that
share to 14.8 percent by the end of 1965.

Period Annual Average Rate of Growth
of Manufacturing Sector

1955-1958 6.6
1959-1962 9.6
1963-1965 9.9

32. The maintenance of the rate of growth in industry since 1962
would not have been possible without the growth in exports of manufactured
products to the Central American Common Mlarket. From 1962 to 1965, the
gross value of industrial output is estimated to have risen by 42 million
CA pesos while manufactured goods exports rose some 15 million. Among
the commodities which bulk large in this trade are processed foods (cereal
preparations and sugar products), clothing, furniture, cosmetics, toiletries
and related preparations, fertilizers 1/ and metal fabricated products
for construction. Costa Rica hias also expanded its exports of manufactures
to third areas. In addition to sugar, among the processed foods there
has been some increase in expo:rts of meat and frozen shrimp. Some expansion
in exports of wood products was also recorded particularly to the United
States as well as to the neighboring Caribbean countries, apparently
accounting for a major part of the output of the commodities involved.
Trade with Panama has also expanded, to some extent in many of the same
items which figure heavily in Common Market trade, aided to a great
extent by a bilateral agreemenl; between Costa Rica and Panama in which
reciprocal trade preferences are extended. This trade is, however, still
at very low levels, 1 million CA pesos in 1965.

FJ Fertilizer exports in 1965 amounted to some 3 million CA pesos, a
sharp decline from the 5 mblflion recorded in 1964. The fertilizer
plant at Puntarenas has experienced recent difficulties and it is
reported that it will adju,t its product lines with possible consequent
changes in the trade pattern. Nevertheless even if this is excluded
from the production and trade calculation, manufactured exports to
the Central American Common Market still account for 30 percent of the
output increase.
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Hionduras

33. Honduran industry has been expanding slowily from very low levels
since the mid-1950's but its expansion has exceeded by a substantial margin
the slow rate of growth of the total economy. Thus, the sector accounted
for 10.9 percent of gross domestic product in 1953, rising to 13.0 percent
in 1962 and to 14.2 percent in 1965. In spite of the fact that Honduran
manufacturing has grown at thi; slower pace, the increase in its contribution
to domestic product has been relatively larger than the increase in the
contribution of the sector to total output in the other CACM countries.

Average Anmual Rate of Growth
Period in M'.anufacturing Sector

1955-1958 4.3
1959-1962 6.5
1963-1965 7.1

Among the factors which have helped to determine th-s pace of industri-
alization are dispersion of population, the overall low level of per capita
income, def"iciencies in infraestructure. In the period 1962 to 1965, the
increase in exports to CAC[v4 countries of manufactured products (of the order
of 4 million CA pesos) accounted for no more than 15 percent of the increase
in the gross value of manufacturing output (estimated at 25 million CA pesos),
but contributing in great part to the higher rate of growth as compared
to previous periods. This trade has been important in determining the recent
sharp rate of growth of the existing clothing industries and for certain
types of shoes, as well as for some new products - detergents and soaps
and cement. 1/ Exports to third areas of simple wood products have also
accounted for a substantial share of output of these commodities. One
of the most significant develcpments, however, has been the growth of the
banana box industry - fabricating banana cartons from imported liner and
cardboard and other material inputs for the present, but establishing a
proven demand for major new Iccal supplying industries in the future.
Other new industries established during this period and producing primarily
for the local market include a flour mill, powdered milk plant and plastic
products fabrication.

Nicaragua

34. As in the case of Honduras, the contribution of industry to gross
domestic product in Nicaragua was relatively low during the 1950's, rising
from 10.2 percent in 1950 to 10.9 percent in 1956. During the second
half of the decade, various measures were taken by the government to acce-

1/ The exports of cement were mainly to El Salvador where exhaustion
cf raw material supplies at the site had caused the existing plant to close
down and seek a new- location. IWihen this country begins to produce cement
once more, intra-trade in thi,3 product may decline.
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lerate the pace of industrialization and by 1962, the sector's share
in total product had risen to 12.7 percent. Inl96 5, the share was 13.0
percent. j

Period Annual Average rate of growth
of manufacturing activity

1955-1958 6.5
1959-1962 6.1
1963-1965 9.3

35. In the 1962-65 period, the increase in exports of manufactured
products to the CACH (6 mil'ion CA pesos) accounts for some 15 percent of
the estimated increase in the gross value of industrial product (40 million
CA pesos). This trade has consisted largely of cosmetics and related
preparations, fabricated steel products for construction, insecticides
and certain types of shoes ancl has represented a major share of the production
of these items. Among procesE;ed foods, there have been increases in exports
of so'luble coffee and meat to third areas which have accounted for a subs-
tantial portion of the increased output in these categories; this trade
fell off somewhat in 1965, partly in response to supply difficulties in
the case of meat and demand in the case of coffee. There has also been
a moderately growing export to other areas of shrimp and of wood products.

1/ In 1964, the share was 13.8 percent. For 1965, the preliminary
estimates of the national accounts indicate a rise of 9.7 percent in total
product but only 2.9 percent in manufacturing activity. The latter figure
is believed to be underestimated.
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III. ThRIFF PCLICY ALJD RELATED IlSTRUI-EiTS

36. The commitment to the establishment of a common external tariff
and freedom of intra-trade was first made in the M4ultilateral Treaty on
Free Trade and Central American Economic Integration signed in 1958;
ratified by three members, th-Ls pact became the basis for the more
sweeping General Treaty signed at the end of 1960--ratified by Guatemala,
El Salvador, Honduras and Nicaragua in the course of 1961 and entering
into force among these countries in June of the year and ratified by
Costa Rica in 1962 subject to a special protocol.

37. The Central American Agreement on Equalization of Import Tariff
wzas negotiated in 1959 following upon the Multilateral Treaty. The
essential characteristic of thais pact was to provide a list of products for
which a common tariff would be immediately applicable and to provide a
separate list of products for which a progressive movement toward equali-
zation was to be achieved. Liberalization of intra-trade was provided as
soon as the common tariffs cane into effect. Ratified by three countries
(Guatemala, El Salvador and Nicaragua), its provisions went into effect for
this intra-trade in late 1960, Honduras ratified in 1962 and Costa Rica in
1903.

:33. The process of tariff equalization and intra-trade liberalization
has been almost completed thr:ugh the adoption of five Protocols to date
(Managua, December 1960; San Jose, July 1962; San Salvador, January 1963;
Guatemala, August 1964; San Salvador, November 1965). In late 1966, there
remained pending only 32 tariff sub-items, mainly: wheat and wheat flour;
crude oil and oil products; radio and television sets; passenger cars;
refrigerators; and accessories and parts thereof; and special trans-
actions, such as gold, coins, returned articles and bank notes. (See
Table 36 in Volume II.) Imports of these goods in 1964 represented 17.7
percent of the region's total imports and 6.5 percent of intra-regional
imports. Wheat and wheat flour and oil products accounted for approxi-
mately one-half of the total still pending agreement and assembly goods
for the other half. Discussions have been in progress on trade liberali-
zation for these items.

39. In relation to the expectations which existed during the period
of intensive negotiations on the various instruments of the Common Market
(the late 1950's), the pace of achievement has been rather remarkable.
This can be seen most clearly if one considers the limited use which has
been made of the Agreement onr the Regime for Central American Integration
Industries which, when negotiated in June 1958, was considered one of the
principal policy instruments for the promotion of both the Common Market
and the industrial growth of the region. The Agreement has as its purpose
the promotion of those industries denominated "integration industries,"
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which would require access to the Central American market in order to
operate in reasonably economic and competitive conditions since the
production of the items is subject to economies of scale. Application
to specific plants is achievedl through the adoption of individual pro-
tocols which determine location, their initial capacity and the con-
clitions under which additional plants in the same industry may be
atdmitted. The protocols also set quality standards, rules relative to
the participation of Central American capital, maximum prices, and the
level of the common external tariff.

4io. The incentives offered to the qualifying plants are the granting
of free trade for their output in the region and the external tariff
protection, as well as any addiitional benefits available in the relevant
national incentive legislationas. It is guaranteed that the uniform tariff
on imports of the same or siailar products shall not be subject to waivers
or reductions nor imports to preferential exchange rates, except in cases
of emergency. But similar products produced by plants not covered by the
regime (if they existed) would be eligible for a ten percent annual tariff
reduction within the region, tnsuring complete liberalization in ten years.
T'hus, the incentive for the specified plant was in essence free (and
favored) access to the Common Market for a stipulated period of time. When
in December 1960, the General Treaty was negotiated, there was a sharp
change in the conditions. The establishment of complete free trade within
the area and a uniform externml tariff was a firm commitment which was
rigorously implemented in the treaty and subsequent protocols now
embracing, as noted 1 arlier, )3ractically all commodities entering trade.
COnly a fewi products are excluded from free trade within the area, in the
expectation that these will eientually be subject to an integration
industry protocol. Moreover, the San Salvador protocol to the Regime
adopted in 1963 made it clear that the granting of integration industry
status could not limit or restrict trade taking place under the General
T'reaty. Thus the number of inidustries to which integration status could
be applied is clearly limited to those currently excluded from the common
t.ariff.

ttl. Thus far integration industry status has been granted to a tire
factory now in operation in G,aatemala, a caustic soda-chlorine complex
under construction in Nicaraguia and a toxaphene (insecticide) plant also
under construction in the samie country, relying on the chlorine. Both
plants are expected to be in operation in 1967. A protocol extending this
status to a sheet glass factory in Honduras has been negotiated but has not
yet been ratified by all countries. Finally, a draft protocol for a
second tire factory in Costa Rtica has been prepared but has not yet been
aLcted upon by the Executive Council, although the factory is already under
construction.

1/ Other than the petroleum and assembly industries noted earlier.
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42. In an effort to fo:mulate a new instrument within the framework
of the General Treaty, the San Salvador Protocol to the Integration
Industry Regime (1963) also c:ontained a chapter providing a new special
system. New industries of particular interest for the region's economic
development may be stimulated through a special system for the promotion
of productive activities. Tariff increases may be granted through the
adoption of new protocols at the request of interested countries if it
has been determined that planits existing in the region have a capacity to
produce at least 50 percent of the regional demand. Under the provisions
of this arrangement, tariff J.ncreases have relatively recently gone into
effect for electric light buj.bs, glass bottles and certain simple agri-
cultural hand toolst

Characteristics of the common tariff

43. While there have bexen many chahges among individual items as a
result of the harmonization of national tariffs, the basic structures of
the latter continue to be rellected in the common system--high protective
rates for consumer goods and their components, generally low rates for
raw materials not found in tile region and for capital goods. There
existed few differences in thLe structure of output among the countries in
the pre-integration period, Eand consequently only a few differences in the
national treatment of certain specific items. Thus the establishment of a
regional protective tariff irn the latter cases has induced a certain shift
from extra-regional sources but it appears that the increases in prices
which occurred have been onlY moderate. For example, in the case of manu-
factured products of cotton which is one of the major industrial branches
in the region, there have beEn substantial increases in output and demand.
For cotton yarns, tariffs were moderate under the national systems and
remain so under the common system.

Estimated ad valorem equivalents based on 1964 import unit values
Previous National Tariffs

El Costa Common
Item Guatemala Salvador Honduras Nicaragua Rica tariff

'Unbleached cotton
yarn 22 16 20 25 20 23

Bleached cotton
yarn 20 11 11 24 11 16

Source: Table 6.

Trade liberalization encouraged the shift to regional sources but the total
increase in demand was in excess of the region's capacity even though this
also rose and imports from third areas expanded:

(in million C.A. pesos)
1962 1965

CACN Other CACM Other

Total imports, cotton yarn 0.9 2.4 2.6 4.4

Source: SIECA Trade Statistics.
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44. For cotton cloth, the establishment of a common tariff represen-
ted a substantial increase in. most of the national tariffs which had
prevailed previously; the following table provides a comparison for three
major commodities in this group.

Estimated ad valorem equivalents based on 1964 import unit values
Previous National Tariffs

El Costa Common
Item Guatemala Salvador Honduras Nicaragua Rica tariff

652-02-03 Bleached
cotton textiles
under 80 grams 59 27 28 39 33 63

652-02-04 Bleached
cotton textiles
over 80 under
150 grams 33 28 28 40 47 64

652-02-05 Bleached
cotton textiles
over 150 grams 76 34 28 45 60 116

Source: Table 6

In this case, the expansion in local demand could be met largely by
increasing local production and under the protection of the common tariff
imports from outside the area. were reduced while intra-trade expanded
considerably.

(in million C.A. pesos)
1962 1965

Importing Countries CACNI Other CACM Other

Total 1.1 19.5 5.8 18.6

Guatemala 0.7 3.7 1.9 4.0
El Salvador 0.3 4.0 1.2 3.3
Honduras 0.0 3.8 1.9 2.6
Nicaragua 0.1 4.1 0.5 4.6
Costa Rica 0.0 3.9 0.3 4.1

Source: SIECA Trade Statistics.

But the general competitive situation which has developed in this industry
as existing plants throughout, the region seek to take advantage of the
larger market resulting from integration as well as to expand output to
meet the increasing local denmand has apparently resulted in limited price
increases, if at all. The bulk of trade in cotton products takes place
between El Salvador and Guatemala, a trend which had begun during the 1950's.
This apparently reflects increasing specialization among the two countries
within this commodity category.
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45. The benefits from the widening of the market (the trade expan-
sion effect) are most clearl;y seen in the development of specialization
which has occurred among shoes, clothing and processed foods. Production
of diiferent items was scattered throughout the region but was limited by
the smallness of the nationaL markets. The establishment in individual
countries of efficient plant, for these products often reflected the unique
location of entrepreneurial skills, based at times on factors which are
exogenous from the economnic point of view: for example, a men's shoe
factory in El Salvador, a biscuit bakery in Costa Rica, men's clothing and
plastic shoe plants in Hondu:-as, a ladies' shoe factory in Nicaragua and a
candy factory in Guatemala.

Previous National Tariffsz1
El Costa Common

Guatenala Salvador Honduras Nicaragua Rica tariff 1

053-o4-02 Fruit juice 136 33 141 96 201 136
062-01-02 Candy 97 48 74 86 161 125
841-01-02 Stockings,

synthetic fibers
excluding rayon 134 40 56 55 89 35

841-02-02 Knit underwear,
of synthetics 9)5 18 56 70 63 60

841-02-03 Knit underwear
pure or mixed
rayon 1'9 22 56 79 77 74

841-02-05 Knit underwear
clothing, pure or
mixed cotton 87 29 56 81 64 87

841-03-05 Outer clothing
cotton,,knit 814 33 56 87 62 143

851-02-02 Shoes, leather 150 74 56 59 78 68
851-03-01 Sport shoes,

cloth 1_3 52 56 122 234 147
851-04-00 Shoes, rubber 400 120 56 73 79 404

1/ Estimated ad valorem equivalents based on 1964 import unit values.

Source: Table 6.

Where there was no production of specific products in one country, the
:Ltems had to be imported. With high tariffs under the national systems,
the relatively high cost of such goods kept imports, as well as consumption,
at low levels. The liberalization of intra-trade, moreover, coming at a
time of rising personal incomes, permitted access to a wider range of con-
sumption goods and intra-trade in these products rose very sharply (pro-
portionately greater than production or consumption) accounting for
practically all of the increase in total imports of the items consumed, in
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some cases accompanied by a decline in the region's imports from external
sources. All of the examples cited in the previous paragraph had initiated
exports to their neighbors in the period prior to integration; once the
market opened, they were in excellent positions to expand.

46. A similar situation is found in the cases of wood products
(mainly simply elaborated wood. for construction) and furniture. These
industries, based mainly on local raw materials and high local value added,
even in those cases where imports of inputs are important, are not subject
to any great extent to economies of scale in production. Possibilities
of competition within the region remain and act to promote efficiency.

Percent increase in Share of increase in
value of total im- intra-trade in total
ports 1962 to 1965 increase

Clothing 74.7 95.2
Shoes 234.3 106.6
Processed fruits and vegetables 117.4 67.4
Candy and sugar preparations 125.4 112.0
Wood products 183.5 110.7
Furniture and accessories 126.5 95.9

Source: See Table 5.

Thus, as the region moves to a new stage of industrialization where the new
industries are to depend more and more upon imported inputs, because of the
narrow raw ,naterial base, and will be subject to economies of scale, the
role that the existing tariffs will play in ensuring the growth of economic
industries and in preventing a misallocation of scarce resources is a critical
one. For in these cases the nnlmber of plants which the market can support
will be small; in many cases only one could produce the entire regional supply
and competition within the area to ensure efficiency will not be possible.

47. The present level of tariffs represents the fruit of a rather long,
and complicated set of negotiazions. Nevertheless, economic conditions
change and one can expect groving pressures for various adjustnents, as per-
mitted in the various treaties and protocols establishing the Common Mlarket.
The SIECA has in fact already received a number of such requests and the
Executive Council is to act on these at its forthcoming sessions. While
there may be resistance to reopen negotiations so laboriously completed, it
is inevitable that this will be( done and moreover it is desirable if the
region is to continue to grow. The concern over renegotiation can be seen in
the recommendations which were made by the Ministers when they met as the
Economic Cooperation Committee in Guatemala in January 1966. These called
for the establishment of procedures for reviewing petitions for tariff
adjustments, including arrangemtents for holding hearings on these matters.
In setting up the ground rules it is vital that agreement be reached on
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economic criteria for these aijustments. VThere upward revisions are
sought, the granting of such requests must be based on the expectation of
achieving a cost of production reasonably competitive with world prices
within a reasonable time period. iv3oreover, it is important that explicit
recognition be given to the possibility of receiving requests for down-
ward tariff adjustments from other productive sectors which require for
their operation access to low cost industrial inputs.

48. At present, changes in tariffs which might provide excessive
protection for products produced by one regional plant appear to be
limited by the fact that few single plant industries actually exist in the
region and the countries individually have been reluctant to permit in-
creases in duties on items in which they have strong interests as consumers.
The present controversy over fertilizer production in Costa Rica apparently
is an example of this situation. A plant to produce nitric phosphate
fertilizers began operating in that country in 1964, based on imported
ammonia and phosphate rock and local production of nitric acid. The mission
is not in a position to evaluate either the reasons why this plant may
operate with high costs of production, or the suitability of the product
mix to the needs of the region. But the fact is that its prices have been
above those of exporters in other areas. With the common external tariff
at only 5 percent, importers in the other four countries have purchased the
bulk of their supplies from abroad. Host of the imports are also of a
different type than produced at this plant. Thus, the enterprise has been
operating well below its capacity1/and there are reports that it has applied
for an increase in fertilizer tariffs. Opposition to any increase has been
expressed in the other countries, since fertilizers represent an important
input for commercial agriculture, particularly export crops such as cotton
which are experiencing difficulties in world markets. It is therefore
essential that in dealing with these types of regional plants, the pro-
posals must be carefully screened in advance to ensure their meeting
economic criteria. There is however the possibility that, over time, as
the number of products so produced increases, there may be a temptation to
engage in log-rolling among the countries for tariff adjustments to protect
uneconomic plants.

49. One approach to achieve the objectives indicated would be to
entrust all decisions on tariff matters to a technical regional body with
the purpose of ensuring t;hat technical and regional interests, rather than
national and political, be the dominant criteria. Such an Industrial and
Tariff Commission t"ould have authority delegated by the Governments to
effect upward and downward tariff adjustments within specified limits and
also to decide on the grantinig of fiscal incentives, at least as they
concern tariffs. It is poss-Lble, however, that there may be objections
at the national level to the delegation of this responsibility to regional
officials. In that case it is likely that the body that will be entrusted

1/ It has been reported thab the plant has recently been temporarily closed
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with the management of tariff adjustments will be formed by representatives
of the five countries. In this connection the Economic Cooperation
Committee in January 1966 recommended the creation of a "permanent technical
group" made up of the alternate representatives of the Executive Council
which would be put in charge of the study and negotiations of matters
relating to tariff policy. The recommendations of this group would be
given to the Council for necessary action. In such a situation, in order
to ensure that technical and economic aspects of tariff matters be given
appropriate examination pr+qr to the formulation of recommendations, the
staffs of SIECA and ICAITI-t should be strengthened to enable them to per-
form their advisory role properly.

50. It seems likely that in the immediate future the major efforts
at revisions in the tariff will be sought through recourse to the Special
Regime or Etereo. As describ-d earlier, the criteria for applications for
upward tariff revisions under this protocol are that the industry be "new"
and "of particular interest" and that installed capacity be enough to
satisfy at least 50 percent of the regional demand. The first two expres-
sions are somewhat loose while the capacity requirement has little economic
content. It is stipulated that the Executive Council shall maintain
vigilance to avoid prices for these products excessively higher than those
prevailing in world markets. But there is no mechanism specified to ensure
systematic determination or prices and costs. Nqoreover, there is no mention
of time limits on the tariff revisions approved. Thus the need to subject
the applications under this protocol to the economic tests (and administra-
tive procedures) suggested in connection with possible renegotiation of the
common tariff is even greater. There is a real danger that the Special
Regime, by providing the appearance of technical criteria and regional
considerations, may become an instrument for the trading of reciprocal con-
cessions among the five countries in the name of regional industrial
development without due regard to costs and efficiency considerations.

51. An indication of thie trend toward increased tariff protection can
be seen in the recent requests which have been received by the Executive
Council, seeking direct renegotiation of duties or special protection under
"Etereo.,.2/ The relative as wiell as absolute increases in proposed tariff
levels are generally substantLal. In contrast, the particular common tariff

1/ The principal organs of the Common Market are described in the main body
of the report. ICAITI is a specialized institution which was created in 1955
largely with the support of the United Nations Special Fund. It has in the
past tended to concentrate in its work technological aspects but has recently
shifted towards consideration of problems of industries economics, i.e.,
micro-economics. For the functions which are described above, it would be
necessary to strengthen further its activities in this latter area.

2/ See documents, SIECA/CE-X_II/D.T.2-A and 2-B, dated June 1966.
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increases specified under the original special paragraph of the San Salvador
protocol in 1963 were much more moderate, estimated for machetes from 10
to 20 percent ad valorem and for glass bottles from 20 to 40 percent.

Estimated ad valorem equivalents 1/

Item Existing common tariff Proposed revision
(in percentages)

Bicycles and parts 25 80
Paint brushes 18 51
Plastic sheets and 2 hapes 44 99
Fluorescent tubes 2 38 164
Hydrometers 17 165

1/ Based on import unit values for 1963 or 1964.
2/ Refers to request by El Ealvador, for a specific size of tubes.

Source: See statistical appendix, Table 8.

But it should be pointed out that the evaluation of the economic justifica-
tion for each proposal is coatplex. No judgments can be made without more
careful analysis. NeverthelEss, it is important to note this development
since cost data and elements for judgment are not always provided in the
requests. Thus, the need for specifying economic criteria and for
establishing a procedure which will permit these and technical considera-
tions to have a major role ir. political decisions is of paramount importance
at this stage of development of the Common M4arket.



IV. YESGAL INCENTIVES

Characteristics of the national leg slations

52. Each of the five pa:'ticipating governments has in recent years
enacted extensive laws for the promotion of industrial development. In
Nicaragua and Honduras, the legislation was approved in 1958, in the former
case modifying and expanding certain decrees promulgated in 1955 which
provided limited incentives for itldustry. Costa Rica and Guatemala passed
these statuites in 1959 while -n El Salvador a reform of an industrial
incentive law dating from 1952 was approved in 1961. In most instances
the broad sweep of the legislation represented a new approach by govern-
menits to industrial promotion, establishing for the first time a com-
prehensive system of incentives and the criteria for their application.

53. IJhile there are a number of significant differences in their
content, nevertheless the basic provisions are very similar. This fact
and the timing, coming in a period when rapid progress was being achieved
in framing the basic instruments of economic integration, suggest that each
country viewed the establishment of the Common Narket as a unique oppor-
tunity to re-orient industrial, growth and believed that it was possible to
capitalize on the new situation by providing incentives which would affect
the relative profitability of industry and so attract resources to it.
The stated objectives of the rational laws are rather diverse but essentially
are aimed at increasing the pace of industrial growth which is considered
necessary for the raising of rational incomes. In a similar vein indus-
trialization is viewed as the main solution to the problems of both un-
employment and underemployment which characterize the region.

514. There are basically three types of incentives which are granted
to the qualifying enterprises for specified periods under these laws--
exemption from income and other taxes, exemptions from tariffs on imported
raw materials and capital equipment, and access to tariff protection for
the finished product. Since the latter is now subject to a regional agree-
ment, differences in national treatment in this regard have been reduced to
a small number of items. The extent of the exonerations on tariffs and taxes,
as well as the time period for which they are granted, are fixed in accor-
dance with certain categories of industries which are established under each
of the national laws. In all countries industries qualify for benefits
dependent upon wihether the industry is new (beginning) or existing; in
addition economic characteristics are considered in establishing the
categories in three of the countries. For illustrative purposes, a summary
has been prepared indicating the incentives which are granted to enterprises
qualifying for maximum benefits under individual national laws. These
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generally include complete or almost complete exoneration from customs
dluties on imports of capital equipment and raw material needs for up to
10 years plus total exemption from income taxes for five years with
partial exemption for an addi-ional five (See Table 11.)

55. With regard to *the benefits, the national legislations generally
grant almost complete exonerations from duties on imported raw materials
and capital equipment for a period of 5 or 10 years, depending upon the
particular categories. Less sweeping exonerations are granted for income
and related taxes, generally not exceeding five years; for the lower
priority enterprises these exemptions are granted for as little as two
or three years and may also be limited to 50 percent of the applicable
tax rate.

CLASSIFICATIOM OF INDUSTRIAL 3NTERPRISES UNDER INVESTAENT INCENTIVE LAWS

Costa Rica Guatemala El Salvador Nicaragua Honduras

iKiew Mew Beginning New New

necessary fundamental basic
convenient necessary necessary

convenient convenient

Established Existing Expanding Former Established

necessary fundamental basic
convenient necessary necessary

convenient convenient

Source: Texts of national lat':s or decrees.

56. DIaximum benefits under their respective laws are granted in
Guatemela and Costa Rica to "new" industries. These are defined in the
case of Guatemala as "those devoted to the manufacture of goods not
currently produced in the country as long as they are not simple variants
or mere subst tutions for gocds already been produced...;" "tho:se whose purpose
is the manufacture of goods -vhich are being produced in the country by in-
efficient methods and in quantities which are insufficient to satisfy
domestic consumption requirements, provided that the deficit is considerable
and does not arise from tranzitory causes ... ;" "those devoted to the
provision of non-existing or neglected services which provide a net benefit
to the domestic economy or tc the population."I/ In Costa Rica, new

1/ See Article 5, Industrial Development Law, published by the Centro de

Desarrollo y Productividad Industrial, Guatemala City (no date).
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industries are simply defined as those which will manufacture products not
produced in the country or, if produced, account for less than 10 percent
of national consumption. Lels liberal benefits are provided in both
countries to industries clas'sified as existing or established.

57. Maximum benefits in El Salvador are granted to those industries
which are both "beginning" and "necessary," the latter term defined as
"those concerned with the production of goods designed to satisfy the
basic needs of the populatiorn such as food, health, shelter and the like.,
Slightly modified and less liberal exemptions are granted to convenient
industries, "those concerned with the production of goods which although
not designed to satisfy essential needs are useful and of economic impor-

tance to the country." The classification of "beginning" industry may also
be granted in this country to "existing industries which may change their
structure by the introduction. of modern machinery, equipment process and
production techniques and procedures, so that their fundamental character
is changed."'I/

58. With regard to economic characteristics, the laws of Honduras
and Nicaragua differentiate as between "fundamental (basic),It "necessary" and
"convenient." In the case of Nicaragua, the determination of the specific
economic category is to be made in accordance with "their importance to the
national economy" taking into account certain factors. Among these are
included:

1. contribution to national income and distribution among
various factors of production;

2. advantages to consumers;
3. quality and amount of labor needed;
4. capacity and efficiency of equipment and amount of investment;
5. value and quantity of domestic raw materials consumed;
6. need and use for the product; 2/
7. income or saving of foreign currency.-

In Honduras, the law lists foarteen criteria (including most of those cited
aLbove) which are to be consideBred in granting status to the applying
enterprise.

59. This review, by natuare partial, nevertheless points up the vague-
ness of the criteria which are being used and the fact that the specific
advantages to be granted to ally enterprise is largely dependent upon the

1/ All quotes taken from the pamphlet issued by INSAFI, Information for
Industrialists and Investors 1,San Salvador, no date) pp. 23-25

2/ See Nicaragua Laws on Foreign Investment and for the Protection and
Promotion of Industrial Development, Nicaragua Industrial Promotion Office
TNew York, no date).
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discretion of the body responsible for administration of the laws. Not
only is it possible for similar manufacturing activities to receive
different treatment within a single country, but there may be differences
in the benefits which individual countries grant to a particular enterprise.
The possibility that competition for plants may arise within the Common
Market area is, moreover, explicitly recognized in certain of the national
legislation. Guatemala, for example, provides that import duties as well
cls other provisions of the la-w may be revised at the request of any
industry whose competitive position is adversely affected either as a result
of higher import duties or because of less liberal provisions as regards
tax and tariff exonerations than those in existence in another Central
American country. A recent revision of the Honduran regulations also
specifies that a local enterprise can receive additional benefits if it can
show that a similar enterprise in another Central American country is
receiving larger exemptions.

Factors affecting growth in use of incentives

60. It would appear that there has been considerable recourse to the
benefits of the law by individual enterprises in most of the countries.
For example, in Costa Rica the following data indicate the numbers of enter-
prises which received classification and corresponding benefits in the years
since the inception of the law:

1960 1961 1962 1963 1964 1965 Total

8 33 47 76 108 97 369

Moreover, in the period January through May 1966, there were 90 enterprises
wihich received benefits, although some of these may have represented modi-
fication of existing agreements.-/ In Honduras, in the period from December
1959 when the law came into effect until May 1966, 158 enterprises had been
granted classification. In the calendar year 1965 alone, 45 were granted
while from January 1, 1966 to May 17, 1966, 28 industries received classi-
fication for benefits.

61. However, it is not known how many of these particular enterprises
are actually producing. In the case of Guatemala, of over 700 enterprises
classified for benefits as of the beginning of 1966, only 350 were in
operation at that time. In Nicaragua, 512 enterprises were registered under
the incentive law as of July 1965; the great majority of these are regis-
tered in Mlanagua. However, according to a special tabulation of the Planning
Office only 209 classified plants were actually operating in that city on

Vt Major revisions have recently been proposed for the Costa Rican law
with a view to tightening its provisions. The recent upsurge of applica-
tions may therefore reflect a rush to take advantage of the present situa-
tion.
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the indicated date. In part, the excess of applicants over actual pro-
ducing enterprises is explained by the tendency for entrepreneurs to seek
classification in various couatries, so as to identify the Government
granting most benefits in those instances where location is not a major
problem. In other cases, status as a classified enterprise may be sought
before a project is fully developed in order to preempt the product.

62. While the above rate of growth of industries receiving benefits
of the laws may not have risena as much as the data would suggest, there
:is still a substantial number of new firms which each year actually
utilize the benefits. In the first place, there appears to have been
a general improvement in pureLy administrative procedures associated with
the processing of the necessary applications. Secondly, in a number of
instances in certain countries, the recent steps at equalization of
import duties had significant'ly changed tariff levels as regards imports
of important inputs from outside the area so that enterprises sought
classification to avoid the new tariffs on these inputs. One of the most
important elements, however, is apparently the prevailing pattern of
business or corporate taxation. Four countries (Costa Rica, Guatemala,
Honduras and Nicaragua) have a system of taxation on "juridical persons"
similar to that on individuals, involving a progressive schedule of rates.
Under this situation large enterprises which by their size may be
expected to earn relatively large gross profits before taxes are subject
to high marginal rates. With the growth of modern industry there has been
a tendency to establish larger-size firms. Since the current tax system
in these countries is a dis-incentive to the creation of such enterprises,
these firms have obviously taken advantage of the possibility to obtain
exoneration under the investment law.

STRUCruRE OF INCOME TAXES

Costa Rica Guatemala Honduras Nicaragua

idnimum rate (in percent) 1.0 5.0 3.0 4.0

on taxable income under
(in C.A. pesos) 450 1,000 2,500 5,700 (approx.)
number of intermediate rates 28 65 7 22

Aaximum marginal rate (in per-
cent) 30.0 48.0 4o.0 30.0

on taxable income in excess
of (in C.A. pesos) 75,000 500,000 500,000 285,000 (approx.)
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63. In thie case of El Salvador, business income is subject to a pro-
portionate tax, with four traaches, as follows:

Taxable income Marginal rate
(C.A. pes X (percent)

up to: 4,000 2.5
4,000 to 10,000 5.0

10,000 to 40,000 10.0
40,000 and above 15.0

Nlevertheless, even in this colntry, as indicated earlier, the number of
enterprises which have applied for benefits under the existing laws is
rather large. For El Salvador, the data are as follows:

Old legislation Current legislation -/

1959-61 1962 1963 1964 1965 Total

250 98 107 187 88 471

1/ It is not clear from the information available if the acceleration in
classifications granted in 191h reflects attempts by enterprises classified
under the previous law to obtaiin the new and wider benefits provided by the
current legislation.

The rates of taxation suggest, however, that the income tax exemption could
have been a major factor influencing investment decisions in few cases.
With one exception, none of the countries have recorded the value of the
exemptions from the income andi related taxes wihich are granted through this
law. For Costa Rica, estimates for 1965 indicate that these have amounted
to 25 million colones, or 23 percent of total direct revenues, increasing
fro.-a some 18 million or 17 percent in 1964.

64. The importance of exonerations from import duties on imported
inputs and capital goods, depExnds upon the existing level of tariffs. In
general, import duties on machLinery and equipment hlave been low both under
previous national regimes and the current common tariff. This is to be
expected since the region does not produce these items. With regard to
imported inputs, raw materiaLs not found in the region are also generally
subject to low or zero tariffs<. For finished consumer goods, both the final
product and the intermediate inputs used in their production are subject to
relatively high tariffs. In this situation, exoneration from tariffs on
the intermediate product can be an important element in decisions to invest
in plants producing these types of commodities.



- 31 -

65. A numerical example, based on an actual situation observed in the
region, may serve to illustrate the point. A certain product may be
imported in finished form at $120 per unit. The intermediate products
used for this commodity can be imported for $100. The simple transforma-
tion process necessary to produce the final item will involve local expen-
diture on energy, other inputs, and wages and salaries amounting to less
than $30. The final product is subject to a tariff of 25 percent while
the inputs, before exoneration, were also subject to 25 percent. Under
these conditions the local product costing $155 is unable to compete with
imports selling at $150. With exemption from duty on imported inputs, how-
ever, the processor could easily compete and could sell his product at $130
(not much above the import price less tariff) with a reasonable level of
profit. Generally, however, the producer will price his item to meet
existing competition. If imports are his only competition, since the
import price plus tariff is $150, the locally " produced"1 item may be priced
close to that figure, yielding a considerable additional profit.

66. This type of situation has been found to exist among the cos-
metics, toiletries and related preparations, paints and other chemical
mixtures and simple products from plastic extrusion, as well as among
certain simple metal products. These items were cited earlier as among
the group for which the growth in intra-trade has represented a major
share of output. Generally Epeaking, plants producing these products from
imported intermediate goods have low capital requirements, are not subject
to substantial economies of scale, are simple both to design and to operate
and the manufacturing facilities can be constructed and put in operation
quickly. Thus, given variations and vagueness among the countries in the
criteria for the extension of benefits under incentive legislation and
given the common external tariff with free access to the entire regional
market, prospective investors will seek to locate where the maximum benefits,
primarily associated with exc,neration from import duties, will be granted.

67. There are, however, certain economic implications which need to
be evaluated in considering the future usefulness of this type of incentive
policy. If entry is as relatively easy as indicated, then competition will
emerge over time and will tend to reduce prices. This competition could be
either local or located in arLother CACM country. In fact, in a number of
Central American countries the prices of the toiletries appear to be not
out of line with prices for similar brands in the United States. There is
some presumption therefore that in the case of these products there has been,
as one result of incentive ccmpetition, an intensive brand competition among
brand names associated with ioreign enterprises. On the other hand, luxury
items which have been subject to high tariffs in order to ease their impact
on the balance of payments or to yield fiscal revenues are now available for
consumption at prices to the final consumer below that which prevailed in
the past. Price and brand competition in effect may have led to both a
substantial increase in imports of the necessary intermediate goods and a
loss in government revenue. While trade data for these items indicated a
reduction in imports from outside the area, the total import was probably
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:Larger since many component elements or compounds and packaging materials
were imported, the values being recorded among other categories of irnports
and not separately identifiable. Nevertheless, the fact is that, given
the narrow raw material base, the establishment of new industries in the
region will depend to an increasing extent on imports of intermediate
goods. I/ If incentives are to be used, then clearly they should be
granted with a fuller recognition of the balance of payments and other
implications than has been the case up to now.

68. As regards the impact of the tariff exonerations on government
revenue, the issue is somewhat more complex. There is, first of all,
the presumption that, without the import duty exemption, some of the
products would not have been imported. Moreover, this legislation is
only one of the many policy measures the Central American governments have
taken to provide such exemptions, not the least important of which is
the establishment of a common market itself. Thus, while tariff policy
is increasingly being formulated for developmental purposes rather than
for revenue, it has become even more important to guard against unnecessarily
giving up those portions which can yield revenue. At present, the tariff
exemptions represent a significant percentage of actual total tariff
revenue in Costa Rica and El 3alvador and to a lesser extent in Nicaragua:

In million CA pesos
(1) (2)

Tariff exonerations
under industrial (2) as a per-

Actual tariff incentive laws, 1965 cent of (1)
receipts, 1965

Guatemala 30.9 5.7 18
El Salvador 25.1 8.0 32
Honduras 20.6 2.5 12
Nicaragua 24.2 7.1 29
Costa Rica 31.9 9.9 31

I't is therefore significant that Costa Rica in mid-1964 began to impose
sales taxes on many of the final products the production of which had
been encouraged by the incentLve laws. These items include automobiles
(imposed in June 1964) 2/, teLevision sets (July 1964), radios (May 1965)

J/ As the market grows for many of these inputs, local production from
imported raw materials will be increasingly possible in the longer run.

/ There are four automobile assembly installations in Costa Rica,
with a total capacity to assemable 25 cars per day on the basis of
completely imported parts.
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detergents (Miay 1965) and cosmetics (December 1964). For the other
countries sales taxes are not possible since exonerations from these levies
are included in their incentive laws.1/ The total yield from these taxes
in 1965 was 18 million coloneE (or 2.7 million C.A. pesos). Originally
imposed to offset the loss of tariff revenues, these taxes are to be con-
tinued and may be extended to other products as a means of reducing
imports which have risen sharpcly in recent years.

Problem of duplication of investment: impact of national competition

69. Another harmful effect of the current competition among the
countries for industries which has been cited on numerous occasions is the
apparent tendency to encouragE: duplication of investment for the produc-
tion of various commodities. The problem of duplication--or more precisely
speaking in these circumstances, the establishment of excess capacity for
producing any product as a result of investment in two or more ccmpeting
plants in two or more of the C:entral American countries--is a difficult one
to deal with in free enterpriEe economies. This prospect is after all one
of the essential elements of the competitive system whose advantages are
expected to outweigh the disac.vantages. Underdeveloped countries which
are characterized by a shortage of capital resources must be particularly
careful to avoid policies which would encourage capital waste. In smaller
countries or regions such as Central America the limited markets for many
commodities, particularly in the category of the intermediate goods, and
the constraints imposed by the current state of technology for these pro-
ducts would tend to restrict the number of plants which one would expect
for the items concerned.

70. It is therefore necessary to adopt a purely pragmatic approach
and to determine if there exists any evidence that there has actually
taken place over-investment among the Central American countries in
specific products which is attributable to this competition in granting
incentives. One of the main policy instruments designed to avoid invest-
ment duplication is the integration industry regime described earlier.
A number of intermediate good's industries have benefited in one way or
another from this treaty and its protocols and their location has been
subject to regional decisions., If the region were to be considered
as one political unit, it cou]d be expected that normal market forces would
operate such that, as demand f'or various products particularly the inter-
mediate, increased, potential investors would select these items for produc-
tion and would locate their p].ants and select their size in accordance with
general economic criteria. The fact that there exists five political units
with uncertainty as to the granting of incentives suggests that investors
will be reluctant to operate in this "normal" fashion. While the usual
economic criteria would tend to narrow the choice of location, potential
investors in any one enterprise must be wary of special incentives which
could be granted to competitors to locate their installations in another
country and this has undoubtecdly caused some hesitation over investment
decisions.

1/ See Table 9.
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71. At the present time it appears possible to single out only the
case of petroleum refineries as an example of an industrial branch whose
structure has been severely affected under existing national competition.
Small refineries have been established and are operating in three of the
countries (two in Guatemala, one each in El Salvador and Nicaragua);
another small installation has been constructed in Costa Rica but is not
yet operating (as of the visit of the mission in June 1966), while the
preliminary work for a small project in Honduras is now being undertaken.
These plants are essentially designed to satisfy local demand, although
some intra-regional trade has taken place as a result of special situations
a-t various points of time. It is significant to note in this context that
refined petroleum products are among the few items for which no agreement
has yet been reached on liberalization of intra-trade. The mission is not
able to appraise the exact economic situation of each of these facilities.
Nevertheless in terms of the general experience with large-scale, low-cost
refineries in other areas of the world, these must be considered as high-
cost producers, even if special design features have been incorporated to
lower to some extent unit costs. In terms of total demand of the region,
one large-scale refinery might be adequate but transport costs for the
products--even from a reasonably central location--to the main consuming
areas would possibly justify the establishment of two smaller installa-
tions (still considerably larger than any of the present ones) which would
be located somewhere near the northern and southern population centers.
MYoreover the existing small plants make more difficult the possibilities
of establishing viable petro-chemical complexes based on by-products since
these facilities do not produce sufficient quantities. There are proposals
for linking the establishment Df petro-chemical industries to existing
refineries but the raw material requirements will have to be met through
high-cost imports to supplement the limited supplies which are available
but which are now being wasted.

72. Uhile the desire of each of the five governments to have a
refinery located within its boundaries has played a fundamental role in
this development, it must be recognized that the different foreign oil
companies undertook the investment involved with a view to insure their
continuing presence and operations in the area. There is a presumption
that the burden of the direct loss which has resulted from the existence
of high-cost production has been borne by government revenues, since there
is no evidence of any increased cost of these products to consumers. The
matter is difficult to identify, however, since the revenues before the
installation of the refineries were based on tariffs on imported refined
products but are based now on sales taxes of such items.

73. The fears of excessive investment in production facilities were
largely derived from the preparations which were undertaken by each govern-
ment beginning in 1962 of national economic development plans, in particu-
lar those sections dealing with industry, and the discussions surrounding
their implementation. These documents represent, however, a compromise of
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economic and political considerations while the project inventories which
are the main elements in the industrial plans generally failed to take
into account the very different stages of development or possibilities of
the projects concerned. Many proved to be dependent upon further technical,

economic and financial analysis. Moreover, there have been a number of

rather important changes in general economic conditions since the major
portion of the work on the plaLns were completed, particularly the growth

in export incomes.

74. The industrial branches in which the national investment pro-
grams indicated the greatest possibilities as regards over-expansion are
textiles, chemicals and pulp End paper products. As regards textiles, it

was noted earlier that with the recent growth in incomes, demand has

risen sharply, production of cotton textiles in particular has grown
rapidly and continued prospects exist for growth. One of the major fears
as regards duplication arose from the existence of project proposals which
had been prepared for artificial fibers and fabrics. As of the time of
the visit to the region of the Bank mission, these projects were still in
the discussion stages witth many details left to be worked out. Financing
remained one of the major areas of uncertainty since the sizes of these
proposals were relatively large and external financing or credit from the
Central American Bank was essential for eventual implementation. 1 ' In the

case of chemicals as noted earlier, two projects (caustic soda-chlorine
and toxaphene) have been granted integration industry status and are under

construction while various small plastic plants have been established
primarily based on imported materials. A number of proposals for producing
the latter items as well as fcr producing poly-vinyl-chlorides are in the
same stage as the artificial fiber projects mentioned above. Finally the
pulp and paper situation has undergone a radical change in the past few
years as a result of the expansion of banana exports and their transport
in cardboard boxes with the consequent growth of demand for liner and
corrugated medium. The implications of this development, in particular the
possibility that more than one large plant in this area will be required in
the next five to ten years, is discussed in more detail in the special

appendix to the report of the mission dealing with forest products. Thus
at this stage of the development of integration some four years after the
establishment of the Common Market, one is led to the conclusion that un-

certainty resulting from the existence of national competition in the
granting of incentives has tended more to hinder new investment than to

encourage duplication. Once this uncertainty is removed, it can be expected
that investment will flow more freely to the industries requiring larger-

scale operations. For these particular products, as noted earlier, regional

demand will be met to an increasing extent by one plant, or possibly two.

1/ One must also note that there is still no final agreement on tariff

equalization for many of the textiles with artificial fiber content.
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The major issue therefore is the adoption of policies which vwould provide
the necessary elements of control over the monopolistic situation which
results from the establishment of but one plant as well as any oligo-
polistic tendencies where two or three plants may act jointly to reduce
competition. It is hardly necessary, nor would it be particularly useful
to review in this report, the theoretical, economic or legal issues which
exist relating to control of industrial competition and pricing. If only
because of the administrative burden, direct contrao over prices or
profits of such industries would not be desirable._1 To introduce the
degree of competition which is desired to insure that price policies of
the firms are in agreement wfith general economic criteria, the main
instrument which could be used would be tariff policy as discussed earlier.

Common Agreement on Fiscal Incentives: main characteristics and appraisal

75. In an effort to reduce the competition which has arisen from the
differences in the content and administration of national incentive legis-
lation, a treaty to establish a common agreement was signed in 1963. It
has been ratified by all countries except Honduras and as a consequence
is not in force. At the Econcmic Committee meeting in Guatemala in
January 1966, the Honduran government announced that its ratification
would be dependent upon the ad.option of changes which would provide it
with preferential treatmen.t. A protocol providing greater benefits for
Honduras was adopted at the Ainisters' meeting in lManagua in September
1966. Once this protocol has been ratified by the other four member
governments, it is expected that the Honduran government will deposit its
ratification to both the original agreement and the revision. However, in
view of the fact that two of the countries are to hold presidential elec-
tions in early 1967, it is not likely that the agreement will be in force
until late in that year.

76. The agreement authorizes specific percentages of exonerations
for specified time periods for: a) customs duties on imports of machinery
and equipment, raw materials, semi-processed products, containers and fuel
for industry (excluding gasoline); b) income and profit taxes; and c) taxes
on assets and property. Maximum benefits are provided to those industries
that produce industrial raw ma.terials or capital goods, or produce con-
sumer goods, containers or semai-manufactures containing at least 50 percent
of materials of Central American origin (Group A). These benefits include
80 percent exoneration of duties on imported raw materials (100 percent
for Honduras) for five years and 100 percent exoneration of income taxes
for six years (8 years for Honduras). A second group of enterprises
which receives somewhat reduced benefits is composed of those producing
consumer goods, containers or semi-manufactures which make a significant
net contribution to the balance of payments and have a high value added

1/ Although under the integrz.tion regime maximum prices and other condi-
tions of production are established for the products of integration plants,
the procedure involved in defi.ning these elements and in preparing the
necessary legal protocol has tended to be an elaborate and overly time-
consuming one.
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even if they use a high propo^tion, in value terms, of raw materials,
containers or semi-manufactures produced outside the region (Group B).
Among the benefits granted are 80 percent exemption from customs duties
on imported raw materials for three years (100 percent for Honduras) and
l00 percent exemption froma income taxes for four years (six vears for
Honduras). A third group (Group C) is made up of all industries other
than those qualifying under Groups A and B, and which solely assemble,
wrap, cut or dissolve products or are among those specifically identified
in an annex to the agreement (non-alcoholic drinks, wines, manufactured
tobacco and toiletries). The benefits granted to these industries in-
volve only an exemption on dul;ies on capital equipment imports, five years
for Honduras and three years for the other countries. The distinction
between new and established irndustries which characterized the national
legislation is retained but tlle only difference in benefits is to make the
time periods for the exonerations somewhat shorter for existing industries
classified under the first two groups. The preferences provided to
Honduras consist of a longer period for the exonerations on import duties
for machinery and equipment, cin income and property taxes and taxes on
property for industries classified as either "new" or "existing" under
Group A and B, and "new"' under Group C. Mqoreover, a higher rate of
exemption from customs duties on imported raw materials, semi-manufactures
or containers is authorized fcr "new" industries under both Groups A and B.
These preferences are to expire 10 years after entry into force of the
protocol.

77. There is some reduction in the extent of the exonerations granted
under the common agreement as compared to those prevailing under national
legislation. The major improvement, however, is in making more specific
the criteria for granting maximum benefits; in other words many industries
qualifying for most favorable treatment under national systems could only
qualify for Group B under the regional accord. The agreement thus repre-
sents an attempt to make more specific the criteria and to make them rest
on economic characteristics. There is, nevertheless, the problem of
quantifying the criteria for industries in Group B--those which "make a
significant net contribution to the balance of payments." The real problem,
however, is not so much the criteria as the way in which these are to be
adaininstered, just as the difficulties over the national laws lie in great
part in their administration. The administration of the agreement is to
be a national responsibility during the first seven years following its
entering into force. Thus, the essential question of classification is
left to the individual countries for this period. Only on representation
from countries can the regional organization make decisions on classifica-
tion. Under these circumstances a solution to the basic problem of
competition is largely postponed. In the absence of more fundamental
changes in the agreement, a minimum requirement to achieve a rational
solution for the region (and to avoid the problem of uncertainty stressed
earlier)is the shortening of the period of transition to obtain as soon as
possible the administration of the incentives by a strong central body.
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Mlloreover, there is a need to define more specifically the criteria rela-
ting to industries under Group B.

78. The difficulties whLch have been experienced under the national
laws, as regards impact oni ba:Lance of payments and loss of fiscal reve-
nues, are not likely to be avoided under the Common Agreement. At the
September 1966 meeting of min:Lsters, concern was expressed on these pro-
blems and SIECA was requested to study the entire matter of policies on
fiscal incentives which might involve the preparation of a new draft agree-
ment as wiell as mechanisms in this field. The analysis should identify
in more detail the precise nature of the incentives which are actually
ciffered to enterprises. On the basis of the limited study which the mission
was able to undertake, the present progressive tax rate structure in four
countries is an obvious dis-incentive to modern industry. An OAS/BID tax
mission has recommended that ;his be replaced by a proportional tax system
linked to a system of accelerated depreciation allowances. Another reform
in incentive legislation whichl has been proposed after analysis of the
effectiveness of these measures in various parts of the world is to elimi-
nate tariff exemptions for specific enterprises and to replace them with
a general tariff policy on products based on developmental needs. The
general approach to such a po:Licy has already been presented in the previous
section whiich dealt with tariffs. One of the arguments which has been
presented in support of this approach is that it would eliminate those
instances of abuse of the law in which classified enterprises have
imported, under their benefits, both equipment and intermediate goods
which were sold at substantiaL profit to other users. Given the problem
of adequate administration of the existing legislation in Central America,
concern has been expressed that such abuses are current in the region.



V. INVESTMEN2T REQUIIREMENTS AND SOURCES OF FINANCE

A. Investment Trends

79. Long-term capital requirements for the expansion in industrial
output between 1962 and 19565 w.ere relatively moderate in relation to the
growth in production. At the beginning of the period, there was con-
siderable underutilized capacity reflecting the general relatively low
level of economic activity. k survey conducted by the Joint Planning
Mission in the course of 1962 indicates the following rates of utiliza-
tion of capacity as estimated by individual enterprises:

(Percentages)

Guatemala 74
El Salvador 73
I-onduras 63
Nicaragua 82
Costa Rica 72

80. In the absence of official data, estimates of gross fixed
capital formation in the manufacturing sector of the region have been
made by the Mission on the baEis of imports of industrial equipment.
The trade classification used in the region permits the identification
of certain equipment yhich is special purpose, i.e. designed for use in
soecific industries... In adcition, however, industries use multi-
purpose equipment such as conveyer belts, electric controls and pumps;
since this equipment is used in construction and for services it is not
possible to identify that share of imports which is used for manufacturing
only. Special purpose equipment has been found to account generally for
some 80 percent of industrial equipment needs while machinery in general2/
accounts for some 50 percent cf total fixed investment in manufacturing.
On this basis, it may be estimated that gross fixed capital formation in
the sector in the region amounted to some 65 million C.A. pesos in 1962,
70 million in 1963, 95 million in 1964 and 100 million in 1965.

1/ The table excludes equipment for petroleum refining.
2/ These ratios obviously vary from branch to branch. For a

detailed description of the basis for these calculations, see United
Nations, Bulletin on Industrialization and Productivity, No. 7 (1964),
"Projection of Damand for Industrial Equipment".
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CENTRAL AMERICA: IMPORTS oCF INDUSTRIAL EQUIPMENT BY iMAJOR BRANCHES
(In millions of C.A. pesos)

1962 1963 1964 1965

Total 24.5 28.4 38.0 39e6

Textile industry 4.4 5.8 8.3 9o8
Food processing 5.9 6.2 10.1 7.0
Printing industry 1.3 2,0 2,6 2.7
Sewing machines 7/ 3.8 1.9 2,3 3.6
leather and shoes 065 O.6 O.9 10
Machinery for metal working 1.5 2.7 2.8 5.1
Others 7.1 9.2 110 lO.

I/ Including those for household use.

81. The rise in investment after 1963 indicates the need to add at
a more rapid rate to productivre facilities as demand continued to expand,
The non-traditional industries (that is, other than food, textiles,
clothing and shoes) which have accounted for no more than 25 percent of
output have a larger share in gross investment particularly in most
recent years, reflecting the construction of a number of new plants in
these branches, most of Tihich were not yet operating in 1965 or were just
beginning operations. There iwere indications in some instances that at
the time of the visit of the mnission to the region (April-June 1966) the
rate of utilization of available capacity was still below the level
wrhich individual enterprises considered as reasonably full, The diffi-
culties in raising output were principally connected with production and
organization, rather than witai any deficiency in demand. In particular,
some enterprises were having difficulties in obtaining adequate supplies
(particularly those of local origin) of raw materials of appropriate
cluality while others were experiencing shortages in supervisory personnel
preventing full use of three or even two shifts.

IIFORTS OF INDUSTRIAL EQUIPI4NNT BY COUNTRIES
(Millions of C.A. pesos)

1962 1963 1964 1965

Guatemala 8.3 7.9 101 9,9
El Salvador 4.9 4.8 11.4 11.3
Honduras- 2.9 3.8 5.1 4.4
Nicaragua 3.2 6.0 5.2 6.2
Costa Rica 5.2 5.8 5.1 7.4

The rate of investment has expanded most in El Salvador embracing a number
of the newer industries such as metalworking and chemical industries, as
well as textiles. Guatemala has also experienced a substantial rise in
similar industries.
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B. The Changing Pattern of Industrial Finance

82. In the past, long-teirm capital for industry was obtained
largely from savings of existing enterprises themselves or directly
from the resources of the owners. During periods of good export earn-
ings, some of the profits fromL the agricultural sector found their way
into industry either through personal lending in which the security of
the individual borrower was essentially pledged rather than that of the
enterprise or through an occa-ional direct participation by landholding
interests in industrial ventures. Since many industries were originated
by commercial interest, profits from this sector also provided some of
the original stimulus to growth of manufacturing. The activities of
financial intermediaries in the field of industry were of limited import-
ance. Commercial banks, generally restricting their lending to a maximum
of three years and usually leEs, basically supplied working capital for
manufacturing enterprises. While a number of local banking institutions
were well developed, they concentrated in agriculture, exports and -
commercial activities, such as the financing of imports. The few long-
term lending institutions which existed in some countries (e.g. Guatemala
and El Salvador) concentrated on mortgages for real estate.

83. Modern industry is characterized by generally larger size
establishments as well as complexity in management and operation* Thus,
it requires the establishment of a more diversified pattern in the origin
of its financial resources as well as in its financial structure. While
the pace of change has varied from country to country in recent years,
there has been a considerable adaptation in the region with a growth in
thle number of financial intermediaries and of modern forms of business
organization to meet the new and increasing financial needs. In part,
this has stemmed from an historical development as local entrepreneurs
strained to meet the financing needs for expansion or for establishment
of the new larger enterprises. An additional element of flexible financing
has been the growth of the joint venture in which local and foreign
interests share in various proportions the equity as well as other invest-
ment. Finally, the increased activity in the industrial sphere of the
official regional and the external financial agencies (beginning with the
first IBRD loan for industrial equipment to the Central Bank of Costa Rica
in 1956) has encouraged either directly or indirectly the utilization of
the newer types of corporate organization, in some instances promoting
directly the establishment of financial intermediaries previously lacking
in the region. However, the creation of true national capital markets
is still far from achievement. W,1hile there is evidence of some capital
flows among the countries, a regional capital market is also far from
being established.

Thle Growth and Diversification of Local Financing Institutions

84. Wqhile commercial banks have doubled and tripled their lending
to industry since 1961, the character of this activity has changed little.
The banks continue to limit their loans generally to a maximum of three
years, but most bankers interviewed by the mission indicated that the
overwhelming majority of loans are for less than 18 months. While there
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doubtless are many cases in which the loans are "rolled over" by agree-
ment so as to provide long-tern financing, the major portion of commercial
banking operations are clearly designed to meet working capital needs.
In some instances this has freed other financial resources available to
individual enterprises for use for longer-term investment. In general,,
however, there has been a very rapid increase in working capital require-
ments, and this indirect financing of long-term capital needs does not
appear to have been an important source of funds in recent years.

8iv - The commercial banks are reluctant--even where permitted by
law-to commit their own capital resources, much less their deposits, to
longer-term and consequently more risky financial operationsY/ in comparison
to short-term ones. Thus, with the rapid growth of economic activity in
recent years accompanied by a substantial increase in the demand for funds,
there have been no shortages in opportunities to lend at short term, In
practically all the countries there exist ceilings on the rate of interest
which banks may charge (of the order of 9 percent) and in the absence of
differential rates they choose the safest forms of lending. The lack of
facilities for rediscounting or generally marketing longer-term paper
has also restrained their willingness to accept such paper, Numerous
structural differences exist among the national banking systems in
respect to these various factors, affecting the long-term credit market
but it is beyond the scope of the present report to deal in detail with
these aspects.

860 Of particular importance is the development of national special-
ized financial institutions both public and private which has characterized
t:his period, To a considerable extent, external assistance either from
international financial agencies or bilateral aid programs has been the
principal factor in bringing this about. While there has been some direct
financing of industrial enterprises, these external funds are increasingly
being channelled to manufacturing through the national institutions.

87. Loans from the IBRD to the Banco Central de Costa lRica for
relending tlrough the commercial banks began in 1956a The Inter-American
Development Bank (IDB) has macde loans to two autonomous development
institutions in El Salvador (Instituto Salvadoreno de Fomento Industrial
or INSAFI) and in Nicaragua (Instituto de Fomento Nacional or INFONAC) as
well as to publicly owned banking institutions in Honduras (Banco Nacional
de Fomento) and in Costa Rica (Banco de Costa Rica). These funds are
loaned directly to enterprises by the institutions involved,

88. Loans from the Agency for International Development (AID) have
also been made to INSAFI and INFONAC. In addition, the AID undertook in
late 1963 a program to assist in the creation of private investment

1/ Data available in the case of Guatemala, for example, indicate
some increase in longer-term Lending to industry, but these are generally
mortgages against real estate and buildings.



- 3 -

companies (financieras) in the different countries of the region. These
institutions can provide both longer-term credit and equity capital to the
private sector, particularly in the productive areas.

8'3. Financieras have been established in all countries but Guatemala
and discussions are continuing as regards the possibility of creating a
comparable institution in that country. External assistance from AID has
taken the same form for these existing institutions and with similar terms
except in the case of Nicaragua. A first loan was made a low interest
rates (generally 2 percent) with the provision that local equity capital
would have to be raised equivalent to 20 percent of the loan. Negotiations
are now underway or have been completed for second loans to some of the
f-inancieras at a somewhat higher rate of interest, but requiring that the
new loans be matched with local equity equivalent to one-third. The
institutions so aided are as follows: Financiera Hondurena; Corporacion
N-icaraguense de Inversiones (CNI), Corporacion Costarricense de Financia-
miento Industrial (COFISA); and Financiera de Desarrollo e Inversion (El
Salvador, FISA).

90. The rate of disbursements of these external loans rose consider-
ably in 1965 and is expected to remain at high levels under existing
commitments.

DISBURSEMENTS BY EXTERNAL FDIANCIAL AGENCIES OF LOANS TO DIDUSTRY
CHANNELLED THROUGH NATIONAL INSTITUTIONS
(Millions of C.A. pesos or U.S. dollars)

Agency 1962 1963 1964 1965

Total 1.3 2.3 2.7 8.4

IBRD 0.9 14 0.6 0,8
IDB - 0.4 0.9 1.0 2,6
AID - public - 0.3 1.1

private - _ O.8 3.9

Source: Table 13..

Most of the financial assistanc e is earmarked for small and medium size
enterprise. In addition, the Loans usually cover both industry and
agriculture; the data presented in this section refer only to credit to
the industrial sector.

CABEI
1/

9:L. Industrial lending to the private sector-/ from the Central
Arerican Bank for Economic Integration amounted, as of mid-1966, to
32 million C.A. pesos, of whicdi approximately 20 million pesos had been

1/ Loans to the public sa3ctor, for industry, approximately $1 million,
have been primarily for the purpose of pre-investment studies and have been
financed through and AID grant for this purpose.



disbursed, 1he main sources of these funds have been AID and BID, but
in addition, CABEI received a loan from the Bank of Mexico at the end of
1965 'ie balance of its loan commitments to industry (10 million C.A.
pesos) was financed from its own sourcesO The AID loan not yet fully
committed carries the provision that it must be spent on goods of U.S.
originO

(As of May 31, 1966)
Amount of loan Committed to Industry Date of Loan

(In million CA Pesos)

AID 10.0 2.2 1964
5.0 5.0 1962

IDB 5.7 5.7 1963
8el 801 1964

Sub-Total 28.8 21cO

Bank of ivxico 5.0 007 1965

Total 29.3 21.7

92. The lending authority of CABEI as regards industry has been
interpreted rather broadly since its establishmment in 1961; credits have
been given to hotels in two of the capital cities as well as to major
industrial projects such as the cement plants in Honduras and El Salvador
and textile plants in most of the countries, The terms of its loans are
relatively liberal; up to mid-1266 long-term credit to industry was available
at 7 percent, but after that ths rate was increased to 9 percent. While the
Bank is permitted by its charter to take equity participation, it has not
yet undertaken such investments, The pace of the development of the various
national institutions has varied from country to country reflecting differ-
ences in economic conditions as well as in political factors, A brief
summary for each country follows.

El Salvador

93. The Instituto Salvadoreno de Fomento Industrial (DiSAFI) was
established at the end of 1961, to replace the Instituto Salvadoreno de
Fomento de Producion which had been created in 1956. Since 1962, its
lending, primarily to small and medium-sized industries, has grown rather
sharply; primarily dependent in the past on government contributions, it has
recently received loans from AID and IDBo It has also obtained medium-term
loans from private banks in the United States.

(In million CoAo pesos)
Loan comm.itments Loan disbursements

1962 1.5 1.0
1963 3.3 1.6
1964 4e5 3.6
1965 5.8 4.0
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This country has long had a relatively advanced banking system with a
growth of specialization among the existing financial institutions.
DISAFI, in an effort to promote accelerated industrial investment, has
attempted to use its funds as a catalytic agent working very closely with
private sector groups, including foreign interests, In recent years5.
with official external assistance, it has increased its longer and medium-
term lending; the portfolio ccntains a number of equity holdings, but most
of this form of investment is accounted for by its interest in one copper
products company, a joint venture with U.S. capital. The developmental
orientation is reflected in the change in the nature of the purposes for
w:hich credit has been given:

(Irn million C.A. pesos) Distribution in prcent
1962 1965 1962 1965

Construction 0.31 1Q11 21 19
Refinancing 0.33 Oa29 22 5
Machinery and equipment o.0o 3.16 27 54
Working capital Oe44 1.28 30 2-2
Others - 0.01 - -

Total 1.h8 5.84 100 100

FISA, Financiera de Desarrollc e Inversion, was organized in 1964 with the
assistance of AID as part of the latter's program to promote throughout the
region the creation of financial institutions in the private sector, In
1965 it received a loan of $5 million for 20 years (with 5 years grace),
at an interest rate of 2 percent, with the condition that local capital
amounting to the equivalent of $1 million would be raised. In its initial
phases of operations, this institution has had a slow pace of lending, with
most of its funds directed toward commercial operations. In large part,
this has been due to an inability to define the specific areas of its
activity given the already exi.sting financial institutions in the Salvadorean
economy.

Nicaragua

94. In Nicaragua, a very rapid development of a diversified financial
institutional structure has played a major role in the recent economic
growth of the country. The Instituto Nacional de Fomento (INFONAC) which
was established in 1953, has teen the focal point of much of this activity,
particularly in the field of i.ndustry which accounts for about two-thirds
of its present portfolio (approximately 5.9 million C.A. pesos). Most of
this (4l4 million) is made up of long-term credit and equity investment.
The institute is heavily invol.ved in the ownership of two integration
industries now under construction, as well as in the agricultural develop-
ment schemes which have priori.ty in the plans for future economic growth.
INFONAC has received long-term loans from IDB (1961) and from the AID (1964)
as well as short and medium-term credit from external sources such as the
United States private banks. Data on the loans and investment in industry
are as follows:
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(Thousand CA pesos)

1.954-1959 (annual average) 921
1960 2,015
1961 2,821
1962 1,722
1963 1,968
1964 2,836
1965
1966 (first 4 months only) 2,710

While INFONAC has specialized in assistance for new industries, the
Banco Nacional de Nicaragua (a state-owned commercial bank), has concentrated
in the industrial field in providing funds to existing firms for their
modernization and expansion; such loans have generally been of medium-term
but the Banco has also provided short-term credit for working capital. Its
principal area of activity has, however, been agriculture with manufacturing
accounting for less than one-fourth of the credit extended. At the end
of 1964 a private financial company, Corporaci6n Nicaraguence de Inver-
siones (CNI), was organized with a low-cost, (2.5 percent) long-term
loan of 20 years from AID, amounting to $3 million, local capital was to
be raised equivalent to $1 million. While essentially designed to provide
equity development capital, in its initial phase of its operation a large
portion of its portfolio was riade up of short-term loans to industrial
and other borrowers. In part, this is explained by the obvious desire
to place available funds as soon as possible in order to earn income and the
normal gestation period which is needed to develop projects requiring
either or both long-term loans and equity capital. Considerable attention
has been given to the problem of improving its portfolio and the corporation
is currently involved in deve]oping a number of major projects in the
industrial field. At the end of 1965 and in the first months of 1966,
long-term loans, as well as direct investments, were made. While these
commitments did not exhaust thie available funds, additional resources
were sought in order to insure an adequate supply in the future. A second
loan from AID has been negotinted, for $5 million with a 5 1/2 percent rate
of interest for 20 years and the requirement that local equity be raised
by an amount equivalent to $1 million. Moreover, both short and medium-
term loans have been negotiated with foreign banks and with the ADELA
investing company. Finally, a small specialized institution for small
industries has recently been created, INFISA, with the assistance of INFONAC,
and CNI. The maximum credit it can extend for any single operation is
approximately $14,000. It uses the technical services of both CNI and
INFONAC in its operations.

Costa Rica

95. The structure of financial institutions in Costa Rica is somewhat
unique with the banking system owned by the government. External assistance
for the development of a longer-term lending program through the existing
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commercial ban.ks had its origins in a $3 million loan for agricultural a.nd
industria.l equipm,,nt whiich was given by thte 1.DiRD in 1956 and wrich w2s

channe led throuEgh the Centra-,l iBank. Three a.ddition.al loans were made in
1959 ($3.5 million), 1960 (02.0 million) and 19091 ($3.0 million). 'lhe second
loan also covered both ag.ricultuiral a)nd industri3l equipment but the third
and fourth loans were only f 'or industrial use. In 1963 the IDB granted credit
for sm!all and medium-size industries of "3.2 million which was given directly
to the Dancc) de Costa Rica. (one of the commercia,l banks). With technical
a.ssistance from the IDB, the Bauico de Costa, Rica ha.s c-stabl, sred an indus-
tri..al credit, div-ision to mionitor and disburse tle loan, a.s well a.s to u-nder-
take certa.in promotional a.cTivi-Liies in the field of inuustry. A further
ID-, credit of `,41. 2 million was net,otia,ted in June 1966 -to permit expa,.nsion
of present activity. The priva-,e fina,nciera, Corporacion Costa.rricense de
i:ina-ci,araierto Industrial (C(TISA), was establish-ed in 196L,, receiving an
AE-I loan- for 20 yefars at 2 pere-nt for $5 million, with loca.l capita.l
equiva,lent to $1 million. As oj' the end of' 1965, the Corpor.ation had committcd

3nouIt 13.lf of the proceeds of The AID loa.n and disbursed a.lmost 3ll of this
a2iiount. It ha.s al.so been ree, ivfing short a.nd medium term credits from Zoreigu

Hondll.ra.s

9b. I-n many respects., financing of industryr in 14onduras is the lea.st
ecdvanced in thie region. ior example, thc share of industries in th-e tota.l
lo.an,s of th,e commercial bank!s h.-s -exceeded 10 p,ercent onl-y in th, last two
y-ears. In 196h th.e IDB gre,nted a. loan of $:K.5 million for medium, and sma.ll
sie. ;;d enterprises iri agricultura a.nd industry which was channelled through
the Banco Naciona.l de Fomento. "-his institution had been established by
the Honduran government in the l1940's to provide longer-termi credit to the
productive-: sectors of the econony. 'he Ba.nk, hcwever, has tended to concen-
tritc ils activity in the a._ricalturil sectcr and! loans to industy- frosm tiK
ID'3 c'd',vt have been rathler small, amounting to only some .p770 thousa.nd in
1965. An additional credit is now being negotiated with a.n incre3sed suLm
b - ;L sct aside for industry. Steps are e.xpected to be taken to strengthen
thc a.diniristrzative capa.city of th. Bank as rega3rds its operations in the
industrial fiEld. The lack of an adequate institutiona,l structure for long-
term industrial finance ha.s bcec of' concern to th -.- honduran authorities in
recent yea!.rs and various proposals have been studied in an attem.pt tc remedy
th.e situation. Active consideration ha.s been given to the csta,blishYnent of
a. (orpce.-;.ei(on do Fomrento; functiciis of this autonomous a.gency woild include
providing long-term finance, including in particular equity capi.tal, for
h.gh priority industrial projects. However, for a number of reasons,
nel.udlg zin particular the problem of the shortage cf qua.lified technical

a.nd eadminisstra.tive personnel, this proposal ha.s been temporarily shelved in
favor of the strengthening oI' thae Da.nco Naciona.l. Consideration is being
given to then creation of an investment fu-nd, presuma.bly to be a.dministered
by, the Nation:.l Bank, which would have the power ito make equity inv.restmcnts.
The- Finannciera2 Hondurena, with an AID loan of ',;5 million (20 years a.t 2
pe:cent) and local capita.1 of -Pl million, was established in mid-1964 in Sa.n
Pedro Sula, reflecting- the geographic concentration of industry in the
country. Its pace of lending has been rapid, disbu.rsing almost half of- the
AI]D fu-nds b- the end of' 1905. It was the first fina.nciers to request a. secord
loan wh)ich ha,s been negotia.ted; $3 million is being made avn,iilable for 20
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years at 4 percent, matched by local capital of $1 million. Lines of credit
also wTere established with foreign banks, while negotiations for loans
and joint financial operations are underway with the ADELA investing
eompany. In connection with the latter point, the financiera has undertaken
a number of measures in the financial field, including the underwsriting
of a large sugar mill and the purchase of a mortgage banlc, with a view to
stimulating the development o1' a capital market in the country.

Guatemala

97. Guatemala has a long established domestic banking system but most
of these institutions have spe!cialized in the agricultural and commercial
sectors. A public credit institution, Instituto Nacional de Fomento de
Produccion (INFOP), has existed since the 19h0's but the majority of its
operations have also been in agriculture. The IDB granted a credit for
agriculture and industry in 1962, through the Central Bank of Guatemala
but industrial operations under this loan have been rather small. It
should be noted that an Industrial Bank was created by the government at
the beginning of 1966, its subscriptions equivalent to a specified per-
centage of the exonerations received by industries under the incentive
laws. The Bank which will be privately run has yet to be organized although
funds in its name have accruec to an amount in excess of $1 million as of
the end of February, 1966. A private financiera, with AID assistance, has
also been under consideration but no decision has yet been made in this
case. The new government in CGuatemala inaugurated in mid-1966, has indicated
its intention to establish a specialized public institution for the financing
of industrial development. Consideration is now being given to the formulation
of its specific functions as well as to the administrative location of
such an entity - within the existing or modified framework of INFOP,
or in a separate agency.

Factors Affectina Future Growth of Local and Reg-±nal 3atitnl Markets

98. In the immediate future there is need for additional steps to
strengthen and develop the local capital markets and financial interme-
diaries. In El Salvador in particular and to a lesser extent in Guatemala,
the private sector is relatively advanced in its experience with the workings
of modern financial mechanisms and instruments and moreover has shown a
willingness to change its operations in accordance with new needs. Corporate
forms of ownership and organization are increasingly used and there is a
growing share-owning community, although still very narrow by external
standards. In Costa Rica, Honduras and Nicaragua, this experience is
of more recent origin. In these cases, the newly organized private finan-
cieras can play and have played a major role in developing capital markets.
In the early stages of their operations, these institutions tended to have
a very high ratio of working capital or commercial loans in their portfolios
with very small amounts in equity and long-term investments. This tendency
was to some extent to be expected since there has been great demand for
short-term funds in the region while the development and processing of
long loans or equity investments requires more time. It was obviously
important to accumulate earning assets as quickly as possible to meet
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expenses and to give shareholders quick return. 1/ Nevertheless if these
institutions are to serve their objectives which have qualified them for
foreign public assistance, longer term assets of a developmental type
must become a more important element in their portfolios, in particular
equity investments in industry. At the same time, as local sources of
finance for the companies themselves are being tapped for additional funds
to match the external loans, it will be important to widen the base of
stock-ownership. Clearly these companies cannot continue to rely on
external credit as their main source of finance. Only if this base is
continually widened can they hope in the future to attract the local
interest which will be required both for expansion as well as to replace
the foreign loans when repayments begin. ?/ At the regional level, a number
of proposals are being discussed to create institutions to promote a regional
capital market. These include a joint investment company sponsored by
the four private financieras (plus a Panamanian company) with additional
participation of external sources such as ADELA. But the details of these
enterprises and how they woulc provide a means of mobilizing local capital
on a broader scale, given the variation in national experiences, are yet
to be worked out.

Public Assistance to Industry

99. The role of public Esector institutions to accelerate industrial
growth is somewhat more complex, involving the provision not only of finan-
cial assistance but also of technical and similar assistance not provided
by any other agency or institution. Mention was made earlier of I]YSAFI
and INFONAC which have made significant contributions to expansion in
their respective countries in the recent periods. With regard to finance,
these bodies have channelled external credit to small and in particular
medium size industries; that this type of enterprise may require special
attention derives from the fact that private financial institutions find
it difficult to loan to them or must charge high interest rates due to
the overhead involved in processing and administering loan applications.
Their participation in new larger scale enterprises either through equity
or long-term investments, perimits financing of the pilot riskier undertalcings
which in their initial phases may not attract the amount of capital required.

2-1 One of the obstacles to the growth of equity financing in industry
in underdeveloped countries is that considerable time elapses before the
rnanufacturing facility comes into operation and begins to be profitable;
consequently shareholders will not receive dividends during this period.
Since alternative uses of potential shareholders' capital are plentiful,
less risky and can yield quicker returns, it is often difficult to attract
these funds to this type of finance. A number of foreign companies
with interest in joint ventures in the region have had considerable dif-
ficulty in finding matching local capital equity.

2/ Moreover broader participation is essential to avoid possible criti-
cisms that the financieras may become instruments to effect centralized
control over economic activities.
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Consideration is being given in both Honduras and Guatemala to the creation
of similar bodies or to reorganize existing agencies which lhave related
functions to take on these wider responsibilities. In Costa Rica, while
there have been discussions in the past concerning the need to create such
a bodyr, the present government has indicated that it believes it may not
be necessary at this ti.me to take such a step in view of the existing
institutional arrangements both for the channelling of finance to industry
and for direct promotional activities. j Such considerations should
obviously determine the nature and functions of whatever agencies are to be
established in the two countries mentioned earlier.

100. Some of the difficultles in operating successful fomento insti-
tutions which have been experienced, not only vjithin the region but in
other areas as well, relate to the linking of promotion activities to
financing. Promotional operations are essentially designed to identify
promising and priority ventures for potential investors. Such activities
are essentially public subsidies to reduce pre-investment costs for entre-
preneurs so as to make investments more attractive. If this public policy
is accepted, it consequently sihould be financed fromn government revenues.
Public financial assistance, however, is designed to help fill certain
gaps; clhannelling either public or external funds to individual enterprises;,
these must nevertheless earn a return although the average need not be
as higl as the current narket rields. Thus to an increasing extent, there
is a tendency to separate promotion and finance, if not in different
institutions then in budgetary provisions and accounting.

101. In this connection, consideration is now being given to the
establishment of a regional promotion body affiliated with CABEI. While
the promotional activities of the Bank have been limited in the past, a
broad program covering externa:l trade and tourism as well as industrial
investment is being discussed. For the reasons above, it appears desirable
that eventually this work should be organized outside the Bank, although
the new group should continue Go count on contributions from it to help
fi nance these activities. Moreover, activities in the agricultural
sector should also be undertaken. The regional program must have the direct
support of the national institutions to which it should be linked both
formally and at the working le vel. One of the principal concerns should
be the problem of balanced growth of the region paying special attention
to studying the needs of those areas wThose growth has not been adequate
in relation to potential, given available human and natural resources.

' WJithin the Costa Rican Ministry of Industry, there is a special group
with AID technical assistance for industrial promotion.



C. Private Direct Foreign Capital Inflows

102. Discussions with both the public and private sector officials
indicate that private foreign capital inflows are having an important
impact on industrial growth, particularly on the installation of new
industries but also on expans:Lon and modernization of existing traditional
lines. In a number of instances, purchases by foreign corporations of
existing operating plants were also noted, as part of the investment
diversification programs of the former. Available data from the Central
American countries are unfortlnately rather limited as regards capital
flows. Balance of payments data generally indicate gross inflows but
there are no breakdowns as to the sectors in which the investments are
taking place. 'Most of the inflows appear to be from the United States
but it also appears that direct investments are originating from Japan
and Western Europe.Y/ Balance of payments data on capital flows from the
llnited States do not show separately the five Central American republics
or the region itself, but a tDtal covering Central America, Haiti and the
Dominican Republic is given. It is believed that flows to the latter two
countries have been very small during recent years; in the discussion
which fol:Lows they are ignorel. U.S. direct investment in manufacturing
(excluding petroleum refining) in these countries has risen sharply since
L962, both new capital and reinvested earnings, as follows:

(in millions U.S. dollars)
1962 1963 1964 1965

iianufacturing - new 1 5 5 11
reinvested
earnings - - 4 4

Total 1 5 9 15

Investment in the petroleum industry has been considerably greater,
reflecting the participation of U.S. petroleum companies in the establish-
ment of refining capacity, as well as of the distribution systems:

(in millions U.S. dollars)
1962 1963 1964 1965

Petroleum - new 6 18 20 11
reinvested
earnings 1 - - 2

Total 7 18 20 13

1/ h number of entrepreneur; stated that there is also considerable
suppliers' credit to private activities available from these areas, to
finance the purchase of capital equipment.



It is believed that these da:a understate to some extent the flow of
capital from the United States since wholly or partially owned subsi-
diaries of U.S. corporations domiciled in Panama have also made invest-
ments in the region.

103. The importance of private foreign capital in the grouqth of
industry in the region has been rather substantial and it is not likely
to decline in the future. This inflow is required not only because of
the financial resources it brings but also because of the transfer of
technology and specialized knowledge of marketing and markets which
accompanies it. As the industries of the region become more complex
and begin to look to foreign markets, the latter factors will become of
greater significance. The ex:perience which other countries or regions
have had in recent years in achieving this new stage indicates certain
precautions which must be thoroughly understood by all concerned if econo-
10ic and political crises are to be avoided in the future. The need for

know-how in connection with the establishment of new industries winch are
domestic-market oriented often means that such enterprises cannot be created
without a foreign partner. Eut since these products are to be sold essen-
tially in local or regional markets, they will not earn the foreign ex-
change which is needed to service the external support. W6hile there may
be some exchange savings through local production, the accelerated process
of development will be increasing import needs. In fact the new indus-
-tries will tend to have high import content themselves and as consumption
rises, inputs for these industries may rise in absolute terms, even if
not in relative terms,

10h. Thus to fill out itE role in this development process, foreign
capital should increase its participation in the establishment of manufac-
turing activities for export to thie rest of the world. In the past, a
considerable part of the inflow has been essentially to protect a market
wihich a firm has already established; consumption of a given item was based
on imports from foreign firms and the creation of tariffs as well as the
nolitical pressures brought to bear to establish local production facili-
ties meant that if the firm did not establish such a plant in the area,
it would lose the market to someone wTho would set up the necessary plant.
This situation is hardly new and is characteristic of development in
other countries and regions in the recent past. In this connection, the
intention of the Mexican Gove:rnment in its plan of assistance to the re-
gion, to create joint ventures, part of the output of which would be
exported to Nexico, represent.s one approach to the solution of this problem.
IThe precise measures and the results achieved should be studied .iUth Creat
care. In addition, some of the existing plants which have been pur-
chased by foreign firms produc>e the traditional consumer goods having
relatively high labor components and local raw material inputs for which
the region is at present a potential exporter. Rapid expansion of produc-
tion for sales abroad from these and locally-owmed plants would make an
immediate contribution to easing the balance of payments pressures. Public
action to promote exports will. need to be linked to the efforts of private
enterprise, in effect in programs of joint action.
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D. Working Capital Needs

105. Throughout the visit of the mission to the region, both public
and private sector officials enmphasized the need for expanding the supply
of working capital for industry. Recognizing that there are numerous
subjective aspects to this problem, it may be useful to attempt to appraise
certain elements, particularly those on the side of supply, which are
subject to measurement. Credilts granted by the commercial banking system
to industry in the region, representing essentially working capital, have
expanded at a substantial pace in recent years. From 1961 to 1965 banking
system credit to industry in NLcaragua almost tripled; in El Salvador and
Honduras, it more than doubled; while in Guatemala and Costa Rica it
almost doubled. These increases were considerably more than the expan-
sion in total credit and there wias therefore a sharp rise in industry's
share in the portfolio of the commercial banks. However, in the case of
H-onduras, and to some extent in Guatemala, despite the rapid expansion
of this credit in recent years the share of industry in bank loans is
still below that prevailing in other countries.

Comxuiercial 3ank Credit to Industry

Share of indu,try in total bank credit

1961 1965
Guatemala 11.9 15.9
El Salvador 14.2 23.3
Honduras 7.5 12.5
Nicaragua 16.7 26.1
Costa Rica 13.8 19.1

106. An appraisal of the demand for this type of credit is much

nore difficult. In periods of expansion when there Js underutilized
capacity, working capital needs will generally expand at rapid rates.
Moreover, to the extent that an important share of the increased produc-
tion during the 1962-1965 period was destined for exports writhin the
Comaion Market, there was a consequent lengthening in the lag betwFeen
shipments and receipt of payments, snce these exports generally require
more time than domestic deliveries.. There is a strong tendency for new
entrepreneurs to underestimate their working capital needs, often in the
mistaken impression that such capital is not productive._/ Since capital

1/ Thius one of the proposals now being discussed among the private banks
in the region is the establishment of facilities for discounting paper
arising from intra-trade.
2/ This is often found among small and medium-size enterprises in developed
countries as well.



in general is in short supply in the region, an attempt is made by the
entrepreneur to channel as much as possible of these funds to the purchase
of fixed assets. The mission visited a number of new enterprises which
had made little or no provision in their financial structures for working
capital requirements and as a consequence were having difficulties either
in beginning operations or in maintaining the current working level. In
addition, in mid-1966 balance of payments difficulties had resulted in
eEforts to restrain credit expansion in some of the countries. To a
considerable extent the burden was being borne by the industrial enter-
prises which represented new accounts for the commercial banks.

107. Leaving aside complaints of shortage arising essentially from
the inexperience of the local private sector in modern industry, it is
obvious that as the sector grows there will be increasing need for chan-
nelling working capital to it. Thus the monetary authorities must keep
under review the requirements of industry and the ways and means these
can be met.

E. Future supply of long-term capital

107b. As has been indicated in the previous parts of this chapter,
the future growth of industry will require increasing amounts of long-term
capital. To appraise the prospects for the supply of this finance, it is
useful to review the estimates presented relating to different aspects of
sources for 1965:

In million CA pesos

Total estimated gross investment 100
Estimated foreign exchange component 50
Disbursement by official external

agencies 14
U.S. direct private investment in

manufacturing: new capital 11

The data suggest a substantial portion of the foreign exchange component
has been met in the past by ex:ternal sources and it is likely that this
will continue. As regards the international financial agencies, present
indications are that, with the increase in new commitments, particularly
as regards IDB and the second loan of AID to the financieras, this support
will increase. 1/ MIoreover, CABEI has recently negotiated a loan of
$11 million with Spain, a substantial portion of which will be for industrial
lending; this is in addition to the 1965 loan from MIexico mentioned earlier.
As regards private foreign investment, there are indications of additional
interest on the part of U.S. investors as well as those in other advanced

1/ See Table 13, containing a list of loans by official external agencies.



countries for which data are not available. The mission was told by a
number of industrialists that; a number of offers of supplierst credit had
been made by the latter countries, in some instances linked with equity
or other direct participation.

108. The prospects therefore are for supply of long-term credit
generally adequate to meet the overall needs of the region. There mlay
however be specific problems in relation to finance to which the authorities
may have to address themselves. As noted earlier, much of the external
lending to developmental institu;ions has been for small and medium sized
industry. The enterprises which require larger amounts of capital (that
is, relative to normal enterprise needs), for example, the refineries, have
relied in great part on external private sources. It is likely that, as
in the case of the proposal for the Honduran pulp and paper, these types
of projects may require additional external public support. Closely
linked to this aspect is the needl for further stimulation of the use
of equity investments. It is important to recall that while CABEI has
been permitted by its charter to undertake this form of financial partici-
pation, it has as yet not ventured into this area. External agencies can
assist in pronoting greater use of equity financing, which remains relatively
new in the region.



VI. APPRAISAL OF PROSPECTS FOR INDUSTRY

A. G:neral Considerations

109. Prospects for industry in the region depend, more than is the case
for other areas, on the general economic growth of the member countries.
The small size of the manufacturing sector in the area at present is
essentially due to the smallness of the market in terms of the size of
population as well as the limited purchasing power reflected in the lowJ
]evel of per capita income andi its generally unequal distribution. 14hile
there is some further room for import substitution, these possibilities
pose some difficulties. Among the principal objectives in the economic
integration of the five count:^ies is the enlargement of the potential market
but with a population of some 12 million, the region remains nevertheless
relatively small. As a consequence, there is not sufficient demand at
present for many of the intermediate and finished products which currently
bulk large in imports to justify regional production.

110. As regards the poss:Lbility of raising per capita income (and the
potential demand for manufactulres) by accelerating the pace of industrial
growth itself, this can a:Lso be seen to have very definite limits. In
1962 employment in industrial establishments (i.e. excluding artisan and
handicrafts) amounted to no more than 150 thousand persons, or about
5 percent of the economically active population. While this employment
has increased somewhat in recent years, it apparently has not kept pace
with the growth in the labor :orce, even in this period of rather favorable
progress, and its share in the latter has fallen. Thus, at this stage
of development, income generated in this sector cannot be expected to absorb
a substantial part of its own output, the bulk of the latter will have to
be sold to other sectors, either domestic or regional, or outside the area.
While some of the higher income from industry will increase demand for the
products and services of other- sectors, and consequently their incomes,
its overall impact cannot be very large because of the small magnitude
involved. Due to relatively hiigher income elasticities for manufactured
goods, particularly in this range of income levels, the rate of growth of
industry is usually found to be higher than the rate of growth of the economy
as a whole. Wiihile cause and effect are interrelated to some extent, the
main thrust for growth must st,ill come from those sectors of the economy
with greater importance. Thus industrial growth is intimately connected
with the movement of per capita income in all sectors and appropriate
economic development policies in general, in particular agriculture which
is the dominant sector as regards both income and employment in the region.

111. Another element for expansion, as noted, is the creation of
industries oriented toward exporting outside the region and the adoption
of relevant policies in this regard, Moreover, given the general benefits
from specialization and participation in international trade, the smaller
the population size the larger will be the share of exports of goods and
services in total domestic: product. While increasing attention is being
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given in each of the countries to this aspect, little concrete action has
so far been undertaken. The urgency surrounding the stimulation of such
industries is even greater in view of the prospective balance of payments
constraints facing the region.

112. Obviously the level of industry in any specific country is also
closely related to its natural resource endowment and its human resources.
In particular, the resource base will determine the pattern of industries
both for doimestic and export markets, the latter in accordance with both
absolute and comparative advantage. Specific elements are examined in
more detail in the consideration which is given to individual industries in
the next section.

112. These general observations on the level of industry and its
determinants have received some corroboration in recent statistical analyses
particularly one undertaken by the United Nations drawirng upon an earlier
study of Prof. Hollis Chennery. Based on regression analysis of data for
a broad sample of countries, the value of manufacturing output has been
found to be a function of per capita income and population. In an appendix
to this section of the report, the possible implications for Central America
of these findings are discussed in more detail.

113. In summary, the strategy for industrial development is essentially
twao-pronged. On the one hand, there is the need to adopt measures to
encourage the growth of industries serving the regional market - to meet
growing consumption and a chang-.ng structure of demand within the context
of an expanding regional economyr. On the other is the need to promote the
development of export-oriented industries, involving maximum elaboration
of those natural resources which the region contains in some abundance,
combined with most efficient utilization of the available human resources.
That these elements are not muttually exclusive is self-evident, that they
are in reality complementary can be seen in the fact that future expansion
of exports will require a healthy development of regional industries which
can compete in world markets. 'Some of the specific aspects entering into
this strategy and an attempt to identify products in the various categories
are dealt wyith in the folloving pages.

B. Expo_t-oriented industries

114. In the immediate future, there is little doubt that there exist
important opportunities for expanding exports to major world markets of
processed foods (particularly meat and canned foods) and wood and wood
products. The problems of adeq,ate production of the ravw material inputs
for these items are dealt with in the sections of the mission's report
dealing with agriculture and forestry products. In this section, main
concern lies with the factors affecting investment in facilities for ela-
boration of the commodities invclved.

115. Longer-term opportunities for products with a greater degree of
elaooration are more difficult to identify. Nevertheless, the recent
structural changes in the textile and clothing industries have put many
of these enterprises in very strong competitive positions and some trade
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opportunities can be expected, particularly in neighboring countries of the
Caribbean area, as well as in important consuming areas outside the region.
Prospects for exports to world markets of these manufactured products must
be viewled in the context of a dynamic, expanding world economy where com-
parative advantage is constantly changing and where the developed countries
adopt policies to permit such changes. As painful as these adjustments may
be, experience has clearly indicated the net advantages in the restructuring
over time of national production. The areas such as western Europe which
have limited supplies of natural resources which Central America can provide,
as well as high labor-cost areas such as the United States have experienced
great prosperity as a consequence of a rational development of their
production and trade; they must insure that the logical next steps in the
evolution of world economy are achieved. In raising this very complex
political and economic issue at this juncture, recognition is given to the
justifiable concern of the developing countries that the measures which
they take in the future to expand their economies through export-oriented
activities are not negated by excessively nationalistic policies in the
principal world markets. It is assumed in the discussion which follows
that the fuiture restructuring of world trade shall proceed on the basis
of economic rationality.

iMeat Products

116. The development of this branch as an industry for exports abroad
has been rather remarkable, fra less than one million dollars in 1957 to
over $25 million in 1964 and 1)65 (3 percent of total exports). The major
element in the sales to the United States, accounting for most of this
increase, has been the demand from industrial and institutional users, j
which has been growing very sharply in recent years as a result of changes
in consumption patterns. However, for a number of reasons the region has
not been in a position up to this time to take full advantage of the booming
market in western Europe for these products, although there have been some
exports to Italy. Continued high levels of world demand for meat products
depend upon maintaining increases in incomes in the developed regions.
Under the prevailing market coaditions, most of the Central American countries
have important investments plananed in slaughter houses and related facilities.
Since output in the immediate future is limited by the ability of producers
to increase and improve animal supply, exports mayr be restricted in order
to maintain or increase domestic consumption. Public programs for assistance
to livestock development are therefore essential for longer-term growth.

Sugar

117. In the case of sugar, the principal element determining exports
is the United States market. This demand is expected to change very little
during this period in view of the legislative arrangements for the quota
system which have been adopted. However, rapid growth in domestic consumption
provides considerable scope for expansion in production.

2/ Those *lho reprocess the chilled beef for sale in other forms (frozen
specialties) or as other products (hamburgers and "hot dogs") used particular-
ly by mass feeding institutions.
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Processed fruits and vegetables

118. As regards other processed foodstuffs, it appears likely that
numerous possibilities exist for expanding exports. Based on the experience
with meat, these should be found among products which are consumed at high
levels of income and which are used for further processing. The successful
development of an export industry for these items, of' which processed
fruits and vegetables is a likely category, will be dependent in the first
stages upon the introduction of some improvements in raw product cultivatiozx.
A program of official assistance in this area may be required as in the case
of livestock. Exports could be based on better utilization of existing
plants which, while small, are currently operating at well below capacity,
processing almost exclusively for local or regional household use. In
some areas w,There changes in cultivation have occurred and these new products
are being farmed, it will be necessary to construct processing plants.
Particular emphasis will have to be put on marketing aspects. Given the
characteristics of the market for these commodities in the United States
and other developed high-income countries, consideration should be given
to the establishment of some types of cooperative marketing facilities,
involving a number of producers in one or more countries. In the early
stage of penetration of U.S. market, attention should be given to the
institutional and industrial ccnsumers. As these prospects are developed,
expansion of plants and establishment of new processing facilities may be
required.

Wood products

119. tWhile there has been some growth in recent years in exports of
forest products, the level of activity nevertheless remains well below
wihat one wfould expect in view of the present availability of natural resources
and world market conditions. ]n all the countries with the exception of
El Salvador, present resources appear to be generally excellent although
certain management problems exist. I/ The major new project proposal
(considerably larger, moreover., than any now in operation) for liner board
and corrugated medium production in Honduras is basically oriented towards
meeting the region's requirements for the manufacture of banana boxes which
have been growing at a spectacular rate. Wthile important quantities of
sawnwood will also be produced for export to European markets, this will
account for a somewhat smaller portion of the value of total output when
the project is in full operation and by itself would not justify the infra-
structure investment required. There are however, a number of forest products
(for example, veneer, plywood, and pressed woods) for which capital
requirements (either direct or infrastructure) are not as large but never-
theless the recent expansions in output have not been up to expectations. j
While there exist numerous feasibility and pre-feasibility studies relating

j See the special appendix on forest products.

j See appendix, op. cit.
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to these items, few new projects have actually been implemented. Although
the necessary direct capital Jor producing these items is conisiderably lower
than in the Honduran project, in the context of the characteristics of the
region it is still relatively large. There remains a lack of experience
in the proper promotion of such projects, in spite of the recent growth
of larger-scale enterprises, particularly in the local financial institu-
tions.

120. Related to this problem is the inexperience in the procedures
for marketing abroad. Tradit-onally the export of basic products has been
in the hands of importers or 1;heir agents and the producers in the Central
American countries tended to concern themselves only with production and
delivery to the ports. For manufactured products, marketing problems are
much more complex although for intermediate goods such as wood products
they are less difficult than for finished consumer or producer goods. Thus,
as in the case of processesd foods, given the overhead costs of adequate
marketing programs, there is need for establishing marketing mechanisms
on a joint basis which could ilvolve a number of producers in one country,
or in some instances, on a relional basis. Moreover the national and regional
development institutions shou:Ld explore more systematically in their feasi-
bility studies the specific marketing aspects for the commodities concerned.

121. In addition to 1sxpo^-t industries based on the further elaboration
of natural resources of the region, in the longer run there should be
possibilities of establishing export-oriented industries requiring large
labor inputs since labor is relatively abundant in the region and wages
are relatively low. Among the most important branches in which such
possibilities may exist in the future are the cotton textile and clothing
industries. As already noted the region is approaching self-sufficiency
in these products and for a nu.mber of them, local production is becoming
increasingly competitive, bota as regards price and quality, with items
produced in the industrialized countries. In the opinion of one technical
assistance expert, such exports will be possible in a few years.

122. A number of proposals tave been made to promote the establishment
of export industries based on the elaboration or transformation of imported
raw materials or intermediate goods. Labor intensive industries of this
type could provide considerable local employment and, even though dependent
upon imported inputs, could make a net contribution to the balance of payments.
These proposals stem from a consideration of the experience of such areas
as Japan and, more recently, Formosa and Hong Kong. The viability of the
projects Till therefore depend upon relative competitiveness of labor in
Central Amnerica as compared to the other areas. In the latter, wage costs
for products such as toys and electronics are low as a result of combining
low wages with high skills and productivity. For example, representatives
of U.S. firms importing the items mentioned have indicated that wage rates
in Hong Kong and Formosa are as low as 11 U.S. cents per hour. A recent
U.N. report has estimated average wage rates for industrial workers
(presumab-ly semi-skilled) in. Central America as follows (excluding social
charges which may add as much as 10 percent):
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In CA pesos per hour

Nicaragua 0.166
El Salvador 0.192
Guatemala 0.237
Honduras 0.250
Costa Rica 0.250

Source: ECLA, Industrial Productivity, Labor Costs, and Costs of Production
in the Central American Isthmus, (MI document E/CN:2/CC33 Rev. 1,
14 April 1966).

lThile no comparisons can be made of productivity differences in the absence
of specific studies, the wage rate data for Central America do indicate
some difficulties in competing wlith the Far East in these particular industries.
Nevertheless, the rates are rathLer low in relation to more advanced areas.
Thus, where such low wage rates can be combined with low raw material costs
as a resu'lt of natural endowments, the region would, in the immediate future,
have its best opportunities for developing exports to the larger world
markets.

C. Industries for Local and Regional llarkets

123. There remain possibilities for both regional and national import
substitution within varying limits in the immediate future. In spite of
recent changes, the general structure of imports from outside the area
remains heavily concentrated in finished rmanufactures; possibilities for
the production of different items will grow as demard will rise. Nevertheless,
because of the limited raw material base, the new industr-ies will reouire
imports of raw materials or intermediates. Recent shifts in the composition
of imports from third areas will illustrate the nature of probable trends.

Perce-itaLe share of group in imports from third areas
19621z~

Crude materials 2.3 4.4
Crude foodstuffs 2.8 4.2
MIanLfactured foodstuffs 6.2 3.7
Semi-manufactures for con-

sumption 4.2 3.3
Semi-manufactures for production 10.4 13.0
Finished consumer goods 30.5 27.6
Finished producer goods 43.5 43.8

Total 100.0 100.0
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124. The growth in the shares of crude materials (primarily of crude
petroleum) and crude foodstuff's (largely wheat) reflect the increase in
the region's refining and flouir milling capacity; the concurrent declines
in imports of flour and refined petroleum account for a good part of the
relative reduction in imports of manufactured foods and finished consumer
goods. As regards the latter group, increased production within the region
of other consumer items (e.g. toiletries) also contributed to the decline.
The increase in intermediate goods imports required for the production of
such products as fertilizers has led to a rise in the importance of the
group containing semi-manufactures for producers goods.

Traditional industries

125. l;rith rising levels of income and consequently demand, further
possibilities for import substitution among the consumer goods will emerge.
Among these will continue to be textiles which has accounted for substantial
changes in external and regional trade, as well as in output. The region's
production is dominated by co-;ton textiles, based on locally produced
fibers. Self-sufficiency is rapidly being achieved among the cruder and
heavier fabrics with imports of lighter and finer types from other areas
rising. Increased production of the latter within the Common Market can be
e'xpected. Under the existing common tariff, high protection to local output
is provided for these items; Local production of some of the fine types
may not be economic in view of the small market and some consideration
should be given to a reduction in duties for these items. Imports of cotton
yarn have risen in spite of the expansion in productive capacity and in this
case there also is room for further growth in output. For this product,
a moderate level of tariff protection (around 20 percent) prevails but the
salutary growth in output and efficiency already achieved indicates that
self-sufficiency can be attained with competitive costs in relation to
external prices. Perhaps the most important group of textile products
for which future production possibilities exist is the synthetic fibers
and fabrics. The recent rapid expansion in consumption of synthetics,
including mixtures with cotton, appears to be in excess of earlier expec-
tations. Thus, moderately sized new plants appear to be distinct possibi-
:Lities for the near future; such expansion might include a plant for nylon
yarns. This will moreover have an important impact on the growth of a regional
chemical industry. However, in the case of these products, current tariff
levels are relati-vely high, over 100 percent in some cases. The main factor
which might provide pressure to achieve efficiency in production will be
the competition from the relatively cheap cotton textiles available in the
area.

126. Production possibilities for a number of products not currently
imported or traded in small cuantities may also be expected to emerge as a
result of income growth as well as expanding public investment programs.
The latter will require substantial increases in output of construction
materials, which because of the low value in relation to volume rarely
enter international trade, transport costs acting as a natural protection
for local production. Among the products are cement, concrete blocks,
pipes, and related materials as well as ceramics (bricks and tiles). In
this connection, there appears to exist wide scope for low-cost housing based
on properly treated wood proc[ucts, offering excellent opportunities for the
further development of wood industries in the region.
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127. Demand for manufactured foodbtuffs ,which is highly income elastic
in the lncome ranges of the region particularly7 of the population in
urban centers, can also provide the basis for expansion of this industrial
branch. Among these are the canned fruits and vegetables for which export
prospects, as noted above, appear particularly bright. Others include
dairy and meat products, as well as many food specialties.

Non-traditional products

128.. As stressed on a num,)er of occasions, the growqth of the newer
industries w:ili be dependent u,pon imports of raw materials or intermediate
gc,ods as a result of the limited raw material ba.-_e. Thus, tariff and incentil)e
policies must be used carefully to encourage those branches which will
pro-vide maximum benefits to the area in terms of their contributions to the
balance of payments and to increasing employment.

129. 1Within the area, considerable attention is being given to the petro-
chemical industries. As already noted, the prevalence of smell national
petroleum refineries has made it uneconomic to utilize many by-products of
refining, limiting the possibilities of establishing a number of important
industries. In addition the present market for such items as the poly-
vinyl-chlorides, polyethylenes and polysterenes are too small to warrant
local production. Consumption cf the first item however has risen rapidly
and could reach by the early 1970's a level adequate for an economic size
plant if local peiroleum by-products were available. Given costs of trans-
portation and economies of bulk handling, if the plant is to rely on imported
materials it will have to be corsiderably larger. At present, tariffs on
these intermediates are relatively low, for some items under 10 percent.
Should the establishment of a regional plant to produce these elements be
based on a request for an upwarc tariff adjustment, it is essential that
full account be taken of the impact of the higher prices for t;^ese products
ort industrial branches which use these as inputs. Among the chemicals,
there is also groving deruand for such important agricultural inputs as
fertilizers and insecticides and fungicides. Imports of these items from
outside the region have risen sharply, as follows:

(In million CA pesos)
19T2 19-b

Fertilizers 13.6 33.7
Insecticides and fungicides 19.3 23.8

Production facilities now existing and operating in the region are essentially
iuxing plants based on imports of essential components with sor,ie simiple
chemical processes undertaken lccally, e. g. production of sulfuric acid
in El Salvador and using this tc treat imported phosphate rock to produce
superphosphates. A plant to prcduce toxaphene, an insecticide using chlorine,
is under construction in Nicaragua, linked to the caustic-soda-chlorine plant
also under construction there. This product is, however, only one of the



insecticides and fungicides now. used in the region and possibilities may
exist for the production of addlitional items. Tarlffs on fertilizers are
low, reflecting the interest o:7 the region as a consumer dependent upon
agriculture 1/ to obtain the cheapest possible inputs for the sector.
Similarly the new toxaphene plant will be given, under integration status,
only moderate levels of protection (17 percent).

130. As regards engineering industries, a major controversy has developed
over the establishment within the region of assembly plants for durable
consumer goods. A common tariff has not yet been agreed upon for such
items as household refrigerators, radios,television sets and passenger
cars. These are to be subjectto a special protocol in which a procedure
is to be established, specifying economic criteria under wThich plants
assembling these items are to be included in the common external tariff,
subject to free intra-trade. Some governments have granted benefits under
national legislation to plants producing these items, based almost completely
on imported carts. It was noted earlier that the Costa Rican government
has imposed sales taxes on certain products in this category which are being
assembled locally under the existing incentive law and which have been
responsible for both higher imports and reduced government revenue. Other
governments have not extended the benefits of their incentives to such
plants, believing that these made at best a limited contribution to economic
growJth, at worst contributing to balance of payments rigidities and losses
in fiscal revenues. For the simpler and small products (e.g. radios and
household appliances) local assembly with an increasing proportion of re-
gionally produced parts may be possible and can provide some employment
opportunities and gradually increasing import savings. However in the case
of the larger items, particularly passenger cars, the experience already
obtained in the region as wel]. as in other areas points towards more cautious
consideration of proposals for establishing plants of this type. With the
demand limitations existing nowJ and in the imiediate future in Central
America, few components for these itemes could be economically produced in
the region.

131. Finally, metal f3brication industries, embracing a wlide range of
goods from hardwrare to construction materials, have already been started
within the region. Because of the labor-intensity of the fabrication,
this production -s suited to the region and should be encouraged. In
general, the common tariff represents an increase over the average of the
national tariffs wJhich existed previously. But most of these items are
also not subject to great economies of scale and there has been competition
within the region to promote efficiency and low prices. Demand is likely to
increase for a wide variety of these products, particularly those associated
with construction (e.g. cement-reinforcing bars, simple structures) as well
as consumer products (e.g. household utensils) and producers goods (e.g.
simple hand tools). Proposals for plants producing these items are among
those now being prepared or studied by various national development agencies.

:L/ The special problem of a fertilizer plant producing ammonia products
was discussed earlier.
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132. In connection with the development of a basic metals industry
to meet the needs of the region in this area, consideration is currently
beiLng given to the installation of a steel plant in Honduras with an annual
ou-tput of 10O,000 tons. The plant wjould use ore from a deposit which has
been found in the area of Agalteca. This deposit is apparently of relativel
rich iron content (60 percent), but is of small size, estimated at 6.8
million tons of ore. There are a number of problems which still must be
studied. The first is to reassess and prove the sufficiency of the ore
reserve in relation to the estimate of the economic life span of a steel
plant. in addition, it is necessarv to resolve the problem of the reductant
material which is expected to be charcoal. The use of this fuel for a plant
of 100,000 toins appears to be beyond the current supply possibilities for
the eucalyptus wood wihich would be the fuel source. In this connection
studies are being undertaken of the possibility of supplementing the charcoal
Tiith oilinjection, a technological process which has still to be worked
ouit. In anlr case, the finial decision surrounding the possible establishment
of this plant must be carefully taken in the light of the effects which it
would have on the future structure of industry in the region. If the cost
conditions are such that the plant can only be established with a high pro-
tsective tariff, the resulting hLigh price of steel, a basic input in many
of the new7 industries now under construction, would seriously affect the
economic viability of the latter industries imposing a burden on them and
hinldering their future development.

133. 7Jhile emphasis has been placed on limitations which exist for the
expansion of industry, many possibilities for growth exist. These limi-
tations imply essentially the ileed to adopt a certain discipline not only
in the private sector but in the policies of the public sector as well in
encouraging growsth. It is also necessary to stress the essential fact that
future development is dependent upon the leadership of the region itself.
WP1hile foreign external assistance may be called upon to fill various gaps,
financial and/or technical, the capacity of the countries, both in the public
and private sectors, to make p:-oper decisions in this and other fields must
determine the path of growth.



APPENDIX

THE LEVEL OF INDUSTRY IN CENTRAL AMERICA - SOIE THEORETICAL CONSIDERATIONS

1. In considering the prospects for industry it is necessary to examine
the problem of the overall lerel of this sector in the economy - what has
been and will be its particular role in the growth of the Central American
region? For purposes of establishing some benchmarks in defining that role,
it is of some interest to refer to recent econometric studies of the deter-
minants of the level of industry. An analysis has been prepared by the
United Nations, drawing upon earlier work by Professor Hollis Chenery,
utilizing basic data for a wide sample of countries, over 80 in total. The
results show that the share of industry in gross domestic product is a
function of population and per capita income. j These two variables, the
product of which would be total income, represent essentially measures of
the size of the market and its "depth", withil the range of incomes being
considered for the less developed countries, industrial products generally
have a larger income elasticity than other goods so that per capita income
is a major determinant of demand for them.

2. The limitations on applying the results of this study to individual
countries are many, but never1;heless, one can get useful insights into the
performance of and prospects for industry in the Central American countries
if one calculates for the region the relationship based on these statistical
results. The degree to which the actual size of industry differs from the
theoretical level must be explained in terms of various additional elements.
Obviously, for a fuller appreciation of the problems affecting the groT;th of
industry in any one country or in the region, the economic, political,
geographical, geologic and demlographic characteristics must be evaluated.

3. Fully aware of the cautions to be exercised, it is proposed to
examine industryi in the region with these theoretical benchmarks (see
Table 17). In the first place!, one may note that the nature of the statis-
tical relationship is such that the expected role of industry for the region
as a unit is greater than that. obtained by adding up the results calculated
for the five countries on an individual basis. 21 This is of course the
logic behind the establishment of the Common Market - a larger market
permits greater growth of induLstry since one of the characteristics of this
sector is economy of scale in production with the consequent advantages
deriving from specialization.

4. In 1962, only one country had achieved a level of output in manufac-
turing more or less consistent with the observed characteristics for the
large sample. The case of El Salvador represents no major surprise since

/ See United iNations, A Study of Industrial Growth (1963).

A measure of the -integration effect" would be the expected output for
the region as a unit divided by the sum of the expected industrial output
of each of the five countries.



APPENDIX
Page 2

the limited agricultural base of this countryT with its great population
density has provided for many years a great pressure to industrialize.
Three countries had achieved levels of output somewhat below the expected
values - Costa Rica, Honduras and Nicaragua. That actual industrial production
in the latter two is not too far from the expected level is a bit surprising,
but it ref:Lects the fact that given the lowJ per capita incomes and small
size, there is little scope for industry based only on the domestic market.
Finally, the relatively low level of achievement of industry for Guatemala
emrphasizes the fact that given its size there is still considerable scope
for output of manufactured goods.

5. From 1962 to 1965, the expansion which occurred in the individual
countries in the industrial sector has been in the direction of increasing
the importance of industry, a result also to be anticipated fromn the nature
of the observed relationships. Only in the case of Nicaragua did this
expansion fail to reach the level which one would expect, as reflected in
the reduction in the relativecbgree of industrialization in 196$ in comparison
iwith 1962. Output in El Salvador has slightly surpassed its expected volume,
reflecting the appropriateness in broad terms of the efforts which are
being made to accelerate industrialization in view of this particular
circumstance. In Honduras, industrial product has almost reached the
theoretical level, once again emphasizing the limits of its domestic market.
In the case of Guatemala, the rapid growth in manufacturing activity can
be seen as part of the process of achieving a "tnormal"r balance among the
prodcuctive sectors: its relative level of industrialization, ho-orever,
continues to be the lowest; in the region.

6. It is not proposed to deal at length at this stage w-rith the general
strategy of economic development since this is discussed in the main body
of the report. Nevertheless the approach which has been taken to industria-
lization in this part - intimately integrated with development in general -
requires that some consideration be given to ti-is aspect. The discussion
has indicated that under the conditions now prevailing in the region it
is possible to conceive of an "industrial gap" - that while the creation
of the Coniuon Market has prov:tded thie basis for an expansion of some one-third
in the level of industrial ounput, this could contribute to roughly no
more than a 10 percent increase in total product, j all other elements
remaining constant. This of course is a rather static and over-simplified
approach but the calculatLon emphasizes the need to understand both the
linits and the possibilities of the industrial sector as the "engine of
development" if the region is considered in isolation. If other productive
sectors have limits to the possibilities for expansion, limits determined
by both internal demand and tne conditions of world markets for their products,
and if local demand limits the scope for further expansion of industry, it is
necessary to explore the possibilities for expansion of the industrial
sector through increasing the exports of manufactured goods.

I/ Other Commodity producing sectors (mainly agriculture) are two to three
times larger than manufacturing; this estimate assumes that service sectors
are affected in the same proportion.
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Table 1: CENTRAL ANFRICA: SELECTED I-NDICATORPS OF INDUSTPJAL PRODUCTIONT, 1959--,65

:1959 1960 1961 19 62 1963 196h 1965

Flour (1000 metric tons) I42.3 55.h 62.3 64.6 74.2 118.9 129.1

Beer (million liters) 59.7 57.5 56.1 57.7 62.0 68.0 72.6

Cigarettes (million packs) 27h.0 290.8 277.5 303.3 319.4 331.1 345.9

Cernent (1000 metric tons) 291.5 321j.3 339.0 340.2 038.1 525.1 678.5
2/

Fertilizer ('000 metric tons)Y - - - 119.4 187.7

Sugar ('000 short tons) 251.0 772.5 318.3 379.9 L16.2 449.4 b99.5

Prelim.Value added in manufactuzing 327.5 L309.0 376.9 ho6.5 456.5 522.6 373.2Percent of OtDP 11.ti 1,99 13.4 13.4 14.0 14.8 15.2
Percent increase ovur preceeding year 6.6 8.0 7.9 12.3 .1L.5 9.7

1/ Data not available for Nicaragua. CGwta Rica has no flour nill to date.
2/ Output of the FERTICA planto in Costa Rica and El Salvador. Other plants are simple mixers.

Source: Folloa7ing country tables.



Table 2a: GUATEI1LLAL INnICATOPS OF INDUSTRIAL PRODUCTION 1957-1965

1957 1958 1959 1960 1961 1962 1963 1964 1965

Flour (thousand metric tons) 27.5 32.1 37.0 48.8 52.5 52.6 59.1 67.1 68.7
Beer (million liters) 15.5 18.7 20.2 16.6 16.1 15.4 17.9 20.3 21.9
Cigarettes (million packs) 85.4 86.2 87.6 94.5 92.7 95.6 99.0 104.8 115.1
Cement ('000 metric tons) 1/ 129 174 1,3 167 182 171 224 265 330
Sugar ('000 short tons) 66.0 69.5 68.5 80.7 91.5 120.7 142.8 145.5 137.4

Production Indices (1946=100)

lqon-durable goods: 149 161 173 174 184 186 210 2h8 236
Food 1-53 195 179 172 19& 1-8-5 213 193 204
Beverages 137 139 141 138 136 131 136 135 141
Tobacco 151 159 155 167 164 168 176 185 203
Chemicals 200 239 321 383 423 467 66L 673 611
Textiles 99 115 102 108 124 131 152 155 182
Clothing 144 226 219 215 191 168 183 228 280
Flectric Power 262 302 385 374 427 484 553 616 736

Durable goods 218 ?56 ?42 221 237 208 252 48L 530

Lumber 157 144 140 106 115 84 84 128 136
Dion-metallic minerals 285 380 355 348 372 345 437 522 666

MDP: Value added in manufacturing
(million CA pesos in 1958 prices) 116.8 123.0 1?6.9 132.4 139.2 151.6 172.2 198.5 218.7

1/ Staff estimate based on cons-tant price dFta for value of production, assuming a price of $1.00 per 42.5 kg. bag.

Source: Direccion General de Estadistica, and Bank of Guatemala.



TABLE 2b: EL SALVADOR: INDICATORS OF INDUSTRIAL PRODUCTION 1959-65

Unit
(millions) 1959 1960 1961 1962 1963 1964 1965

Wheat flour Kg. - - - - 335 37.7
Beer Liters 13.? 14.8 14.0 14.4 14.5 12.8 13.3
Cigarettes Packs 39.0 43.2 47.2 50.5 53.8 57.3 58.4
Cloth Yards 17.0 24.2 30.2 34.7 39.5 43.0 40.8
Soap Lbs. 17.8 19.6 23.3 27.1 29.5 34.3 29.7
Shoes Pairs 0.41 0.51 0.64 0.79 0.82 1.08 1.44
Paint Gallons - - 0.23 0.31 0.42 0.52 0.51
Insecticides Liters - - 0.47 0.44 1.98 5.79 9.50
Cement Ouintals 1.81 1.88 1.62 1.41 1.69 1.96 1.78
Fertilizers Kg. - - - - - 41.4 85.7

Industrial Production Index
(1961=100) n.a. n.a. 100.0 108.3 123.2 142.6 153.3

Gross value of manufacturing output (million colones) 159.1 177.4 189.4 205.2 233.5 270.3 291.1
Percent increase 50.0 11.5 6.7 8.3 13.9 15.7 7.7

Value added in manufacturing (million colones) 74.2 82.7 89.3 96.5 107.0 122.4 136.1
Percent increase -1.7 11.5 8.o 8.0 10.9 14.3 11.2

Source: Direccion General de Fstpdi-tics y Cenro-, Pnuprio Fetidistico; Central Bank; Cemento de El Salvador, S.A.



Table 26: HONDURAS. IRDICATORS OF TNDUSTRIAL PRODUCTION, 1955-65

1955 1956 l957 1958 1959 1960 1961 1962 1963 1964 1965

Flour ('000 metric tons) 6.2 5.2 5.3 5.4 5.3 6.6 9.8 12.0 15.1 18.3 22.7
1/

Beer (million liters) 12.6 15.5 17.1 15.b TL.3 13.4 13.L 14.4 14i. 16.8 17.8

Cigarettes (million packs) 42.0 [48.9 1h6.4 47.7 52.0 53.2 53.4 56.2 60.2 59.8 57.2

Cement ('000 quintals) - - - 23W49 866 980 1,308 11,15 1.663 1,985

sugar ('0 trlQrsuintQe) 81191 9)__ 969 970 _ll b06 ILL, 1468 575 601 653

GDP: value added in manu-
facturing (million CA pesos,
current prices) 26.0 34.5 35.5 36.5 4o.5 42.0 47.5 h9.5 52.0 61.0 67.5

Percent (%) of GDP 9.1 14.3

1/ One liter=?.933 12-oz. beer bottleF.

Source: Central Bank.



Table 2d: NTCARAGUA: INDICATORS OF INDUSTRIAL PRODUCTION, 1955-65

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 1965

Beer (million liters) 4.3 4.7 4.0 4.7 4.2 4.1 4.2 5.7 7.6 9.7 11.2
Cigarettes (million packs) 38.9 39.5 38.4 38.9 39.5 41.0 40.5 41.3 44.5 46.7 50.4
Cloth (million yards) 7.2 5.5 6.3 7.2 10.0 10.3 9.3 9.3 12.2 12.4 13.0
Soap (million lbs.) 9.8 9.5 8.6 9.6 9.6 9.5 11.4 14.8 15.3 15.3 13.7
Vegetable oils ('000 quintals) 64 77 87 158 148 153 121 131 192 150 206
Cement ('000 auintals) 635 922 949 880 777 658 860 1,012 1,613 1,316 1,410
Sugar ('000 ouintals) 713 875 1,182 1,401 1,322 1,375 1,735 1,896 1,800 2,200 2,300

GDP: value added in manu-
facturing (million CA pesos,

1958 prices) 34.3 35.0 38.9 k?.0 O2.0 43.3 46.4 52.9 60.0 67.0 68.9

Percent (%) of GDP 10.9 13.0

Source: Direccion General de Estadi'tica y CenFos; Banco Centr2l.



Table 2e: COSTA RICA: It1MDICATOPe OF INIDUSTRIAL PRODUCTION",1958-65

1958 1959 1960 1961. 1962 1063 1964 1965

Beer (million liters) 7.2 7.8 8.6 8.37 7.8 7.6 8.4 8.4
Cigarettes (million packs) n.a. 55.9 58.9 60.7 59.7 61.9 62.8 64.8
Cotton cloth (metric tons) 600 610 645 697 825 928 1,180 1,360
Shoes, factory-made ('000 pairs) n.a. 84 128 241 248 233 273 347
Paint ('000 gallons) 2/ n.a. 156 185 204 265 321 366 472
Cement ('000 metric tons) - - - - - 36 114
Fertilizer ('000 metric tons) - - - - - - 78 102
Automobiles assembled units - - - - - - 337 1,291
S ugar k ! Uk^P-) qL->.ls 89aLo I,n'^ -,>s? I,3.' 'jlX33 *j;0n7 2,041

GDP: value added in manufacturing
(million CA pesos, current prices) 42.2 43.9 48.2 53.1 60.8 65.2 73.5 80.3

Indices (1955=100)
Energy consumed by industry 134 151 174 203 251 335 430 498
Employment in manufacturing 106 111 118 130 146 154 182 195
Salaries paid in manufacturing 114 121 138 158 175 193 243 281

1/ 3.199 lloz. bottles per liter.
7/ Ammonium nitrate and multiple fertilizers: excludes fertilizers merely mixed domestically.

Source: Central Bank. No published data on industrial output exist in Costa Rica: the industrial economics
section of the Central Bank carried out a special survey to obtain these data for the mission.



Table 3a- GTjATEM4LA: VALUTE ADDED IN I1ANTJFACTTJRING BY ]ALAJOR INDUSTRIAL BRANCHES, 1950, 1955, 1960-65

(in million CA pesos at 1958 prices) (as percent of total)
1950 1955 1960 1961 1962 1963 1964 1965 1950 1955 1960 1965

Food processing 26.2 29.5 39.9 41.0 43.8 48.2 51.7 53.5 30.3 29.9 30.1 24.5
Beverages 19.1 19.7 24.6 23.8 22.5 23.8 24.9 26.3 22.1 20.0 18.6 12.0
Tobacco 9.4 9.6 11.2 11.1 11.4 11.9 12.5 13.7 10.8 9.7 8.5 6.3
Textiles 4.7 6.4 10.4 11.9 15.7 21.0 30.8 37.9 5.5 6.5 8.0 17.3
Clothing and Footwear 11.1 13.2 18.9 20.2 24.1 29.0 34.5 38.9 12.8 13.4 14.3 17.8
Wood and Cork manufacturers 2.0 2.5 2.5 3.0 3.2 3.2 3.8 3.8 2.3 2.5 1.9 1.7
Furniture and fixtures 3.6 4.1 4.8 4 9 5.1 5.2 5.4 5.6 i.1 4.2 3.6 2.6
Paper and pager goods - 0.1 o.6 1.1 1.4 1.7 1.9 2.6 - 0.1 0.4 1.2
~±>LiUJ.L~ -_, I.4 2.'J- -L 2 UL OuL.7 . _L I cS .-.,L4 '.7 1.8J , J e. _

Leather and leather products 1.4 1.4 1.6 1.6 1.6 1.7 1.6 1.6 1.6 1.4 1.2 0.8
Rubber products 0.1 0.2 1.1 1.3 1.5 1.8 2.0 2.1 0.2 0.2 0.8 1.0
Chemicals and products 2.7 2.9 4.6 5.1 5.8 6.o 6.4 6.6 3.1 2.9 3.5 3.0
Non-metallic minerals 3.8 4.8 5.3 6.4 6.2 7.1 9.3 10.1 4.4 4.9 4.o 4.6
MIetal products o.4 o.9 1.5 1.9 2.6 3.8 4.8 5.4 0.5 0.9 1.1 2.5
i,achinery, excluding electrical 0.1 0.1 0.2 0.3 .l, o.6 0.8 0.9 0.1 0.1 0.2 o.
Electrical. machinery 0.1. n.2 0.3 0.3 0.5 0.7 O.8 0.9 0.1 n.2 0.2 OAt
Transnortation equioment 0.6 1.0 1.6 1.7 1.8 1.9 2.2 2.5 0.7 1.0 1.2 1.1
Miscpllaneous n.l 0-2 n.R 1.1 1'. 1 1.8 2.3 2.9 0.1 0.2 n.6 1.3

Total 86.6 Q8.5 132.!, 139.2 151.6 172.2 108.5 218.7 100.0 100.0 100.0 100.0

Source' Central Bank of Guatemala.



Table 3b: EL SALVADOR: VALUE ADDED IN MANTUFACTURING BY MAJOR IND'USTRIAL BRANCHES, 1958, 1960, 1962-6<

(in m;i.Llion CA pesos, current prices) 1/ (as percent of total)
195d 1960 1962 1963 1964 196 • 195- 1960 1962 1965

Food processing 29.7 32.7 37.1 36.7 39.0 44.6 39.4 39.5 38.4 32.8
Beverages 11.4 11.6 1?.1 13.0 14.1 15.8 15.1 14.0 12.6 11.6
Tobacco 4.4 4.8 5.6 5.8 6.3 6.7 5.8 5.8 5.8 4.9
Textiles 140 5.8 8.3 9.8 11.6 12.0 5.3 7.0 8.6 8.8
Clothing and shoes 12.4 11.7 13.3 15.2 18.1 18.8 16.4 14.1 13.8 13.8
Furniture 0.6 0.9 1.1 2.0 2.2 2.1 0.8 1.1 1.1 1.5
W4ood and wood products 0.6 0.5 0.6 0.6 0.6 0.6 0.8 0.6 0.6 0.4
Paper and cardboard 0.2 0.2 0.7 1.4 1.8 1.5 0.3 0.2 0.7 1.1
Printing 1.4 1.6 i.9 1.9 2.5 2.6 1.7 ' c -. ,
Leather and leather products 0.9 1.0 1.0 1.0 1.0 1.0 1.2 1.2 1.0 0.7
Rubber products 0.3 0.5 0.9 1.0 1.1 1.2 0.1 0.6 0.9 0.9
Chemicals 2.0 2.5 4.3 4.8 6.1 6.o 2.6 3.0 4.5 4.4
Petroleum products - - - 2.7 4.6 6.3 - - - 4.6
Basic metals 0.1 0.? 0.2 0.2 0.2 0.4 0.1 0.2 0.2 0.3
Mvletal products 0.6 0.8 1.? 1.4 1.5 1.7 0.8 1.0 1.2 1.2
Machinery (excluding electric) 0.2 0.5 0.5 0.7 0.9 1.0 0.3 0.6 0.5 0.7
Electric eouipment and appliances 0.4 0.4 0.5 0.6 0.6 1.4 0.5 0.5 0.5 1.0
Transport eeuipment s.7 1.8 2.1 ?.2 2.4 2.8 2.9 2.2 2.2 2.1
Miscellaneous 14.? 5.2 5.0 6.4 7.9 9.6 5.6 6.3 5.2 7.1

Total 75.5 82.7 96.6 107.1 122.4 136.1 100.0 100.0 100.0 100.0

1/ Preliminary

Source: Central Bank of Fl Salvador (subject to revision).



rable 3c: NICARAGUA: VALUE ADDED IN MANUFACTTURTNG BY IAJOR INDUSTRIAL BRANCHES, 1958, 1960-1964

(in million CA pesos at 1958 prices) (as percent of total)
1-958 1960 1916 1962 1963 19b4 1955 1960 1962 1964

Food processing 14.5 14.7 17.7 20.5 21.4 23.7 34.5 33.9 38.8 35.2
Beverages 5.2 4.8 5.1 6.0 6.9 8.0 12.3 11.2 11.3 11.9
Tobacco 3.8 3.9 3.9 4.0 4.4 4.4 9.0 9.1 7.6 6.6
Textiles 2.0 2.6 2.5 3.6 3.9 4.3 4.8 6.0 6.8 6.3
Olothing and footwear 8.9 9.9 9.1 10.0 10.2 10.6 21.2 22.9 18.9 15.7
Wood and products 2.2 1.9 2.0 2.0 1.7 1.8 5.3 4.3 3.8 2.7
Furnitures and fixtures 0.2 0.3 0.4 0.4 0.5 0.6 0.4 0.7 0.8 0.9
Paper and products - - - - 0.1 0.1 - - - 0.2
Printing and allied industries 0.6 0.5 0.6 0.5 0.5 0.4 1.4 1.3 0.9 o.6
Leather and products 0.8 0.9 0.9 0.9 1.0 1.0 1.8 2.0 1.8 1.5
Rubber products 0.1 0.2 0.2 0.2 0.2 0.3 0.3 0.4 0.14 04
Chemical and products 1.5 1.5 1.6 1.8 2.3 2.6 3.5 3.5 3.5 3.9
Petroleum - - - - 2.4 3.8 - - - 5.6
Non-metallic chemicals 1.7 1.4 1.6 1.8 2.3 2.8 4.1 3.2 3.5 4.1
Basic metals - - - - - - - - - -

Metal products 0.1 0.2 0.3 0.4 1.3 2.1 0.3 0.6 0.7 3.1
Machinery, excluding electric - - - - 0.1 0.1 0.1 0.1 0.1 0.1
Electric machinery 0.1 0.1 0.2 0.1 0.1 0.1 0.3 0.3 0.2 0.2
Transport 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.3 0.2
Mi> cellaneous 0.2 0.2 0.2 0.4 0.5 0.6 0.4 0.4 o.6 0.9

Total 42.0 43.3 46.4 52.9 59.9 67.5 100.0 100.0 100.0 100.0

Source: Central Bank of Nicaragua.



Table 4: CENTRAL AMERICA: VALUE OF INTRA-TRADE BY MAJOR CATEGORIES OF
MANUFACTURED PRODUCTS, 1962 AND 1965

(in million CA pesos)

1962 1965

M.anufactured foods 4.6 11.7

Petroleum products - 3.2

Fats and oils 1.8 2.5

C:hemical products 5.2 21.1

Manufactured products
classified by materials 11.0 37.1

Mfachinery and transport equipnient 1.1 5.0

Miscellaneous Manufactur.es 5.4 23.9

Total 29.1 1o4.5

Source: SIECA Trade Statist:ics



Table 5: CHEIGES IN TOTAL IMPORTS ATD INTRA-REGIONAL TRADE BY SELECTED MAJOR INDUSTRIAL PRODUCTS,
FROM 1962 TO 1965

A. TRADITIONAL PRODUCTS
(values in million CA pesos)

1962 1965 Increase from
of which of which 1962 to 1965 Increased imports

From From Imports from CACM as
Total From other Total From other Total from percent of increases

imports CACM 1/ areas imports CACM areas imports CACM in total imports

Textiles 50.3 4.1 46.2 78.0 15.4 62.6 27.7 11.4 1i
Yarns 0.9 T. 19.1 3.0 T 10.1 2.1

Cotton years 3.3 0.9 2.4 7.0 2.6 4.4 3.7 1.7 46
L i biters _' J LAj - j.6 Li rt. i i. £4 £±. L 6 Li. 4 ie 4 6

Cotton cloth 20.6 1.2 19.4 24.4 5.7 18.7 3.7 4.6 124
Textile specialties 5.9 1.3 4.6 6.4 3.1 3.3 0.5 1.8 360
Others 14.9 0.7 14.2 28.2 3.6 24.6 13.4 2.9 22

Clothing 9.2 2.2 7.Q 16.0 8.8 7.2 6.8 6.5 96
Shoes 1.7 1.1 0.6 5.8 5.4 0.4 4.1 4.3 105

Manufactured foods 11.9 4.6 7.3 19.1 11.7 7.3 7.2 7.1 99
Cereal preparationS _3 T7 55 7 7 -27T 3.3 2.0 2.2 110
Processed fruits and

vegetables 2.0 0.6 1.4 4-. 2.3 1.1 2.4 1.6 67
Candy and preparation 1.4 1.0 0.4 3.2 3.0 0.2 1.8 2.0 111
Sugar 1.2 0.7 0.5 1.6 0.8 0.8 0.4 0.2 50
Other 3.4 2.1 1.3 4.1 3.2 0.9 o.6 1.2 200

Wood products o.6 0.4 0.2 1.6 1.5 0.1 1.0 1.1 110
Furniture 1.9 0.4 1.5 4.4 2.8 1.6 2.5 2.4 96
Leather and products 3.9 0.7 3.2 3.6 1.1 2.5 -0.4 0.4 -
Construction materials 3.7 1.4 2.3 4.3 2.9 1.9 1.2 1.5 125

Sub-total 83.2 14.9 68.3 133.3 49.6 83.7 50.1 34.7 69



CHANGES IN TOTAL IMPORTS AND INTTRA-REGTONAL TRA-DE BY SELECTED MAJOR INDUSTRIAL PRODUCTS,
FROM 1962 TO 1965

B. NON-TRADITIONAL PRODUCTS
(values in million CA pesos)

Page 2
Ln~~ ~~ ' 1962 1965 Increase from

of which of which 1962 to 1965 Increased imports
From From Imports from CACM as

Total From other Total From other Total from percent of increases

imports CACM 1/ areas imports CACM areas imports CACM in total imports

Fe rH i 7zers 13.6 _ 13.6 33.7 4.0 29.7 20.1 4.0 20
Petroleum products 37.0 - 37.0 28.1 3.2 24.9 -8.9 3.2
(csme+i r... -s tMetxri s and

similar preparations 7.1 2.1 5.0 10.0 7.6 2.4 2.9 5.5 190
Pharmaceuticals 43.2 0.1 43.1 49.3 3.4 45.9 6.1 3.3 54

Miscellaneous chemicals 27.8 o.6 27.2 4o.3 4.1 36.2 12.6 3.5 28
Insecticides and fungicides 19.3 0.2 19.1 73T 3.1 20.7 TT. 2.9 64
Plastic materials 5.3 0.3 5.0 10.3 0.8 9.5 5.0 0.5 10
Others 3.2 0.1 3.1 6.1 0.2 5.9 3.0 0.1 3

Paints and Preparation 3.5 o.8 2.7 5.3 1.8 3.5 1.8 1.0 56
Basic materials and products 26.0 0.2 25.8 44.4 2.2 42.2 13.4 2.0 11
Miscellaneous metal

Fabricated products 24.9 0.9 24.0 36.2 2.8 33.4 11.3 2.0 18
Paper and paper goods 10.0 1.1 8.9 13.8 6.1 7.7 3.9 5.0 128
Rubber products 8.4 o.6 7.8 10.2 1.9 8.3 1.8 1.3 72

Sub-total 201.5 6.4 195.1 271.3 37.1 234.2 70.0 30.8 44

1/ Central American Common Market

Source: SIECA Trade Statistics.



Table 6: CENTRAL AMERICA: MEASURES OF SPECIALIZATION INTRA-TRADE
AMONG IAJOR INDUSTRIAL GROUPS

Volume of 1965 Percent of Imports
Intra-Trade Accounted for by
(Thousands major supplying

Code Item Description CA Pesos) country or countries

841-01-02-01 Ladies Stockings, synthetic 599.5 64.4 - Guatemala
fiber 34.4 - Costa Rica

841-01-05 Stockings, cotton 188.9 77.5 - El Salvador

8h1-03-0)2 Clothing (orlon), knit of 604.7 70.3 - Guatemala
synthetic fiber

841-o4-02 Underclothing and pajamas 393.1 45.2 - Costa Rica
(excluding knit) of 30.a - Honduras
synthetic fiber

841-11-01 Hats (excluding felt or 354.8 81.8 - El Salvador
asbestos) for men and
children

841-19-06 Ladies brassieres, corsets and 513.8 43.1 - El Salvador
similar articles 35.5 - Costa Rica

851-02-02 Sport shoes, leather 2,302.3 59.3 - El Salvador

851-03-02-01 Espadrilles 749.7 42.7 - Guatemala
39.6 - Nicaragua

851-09-01 Shoes of plastic materials 1,166.2 45.o - Nicaragua
(excluding house slippers) 25.6 - El Salvador

062-01-01 Chiclets and gums 1,655.3 95.7 - Guatemala

073-01-03 Chocolates and preparation 266.7 72.2 - Costa Rica

048-01-02 Toasted wheats, oatmeal and 949.7 91.1 - Nicaragua
related preparations
(including breakfast foods)

048-04.-02 Biscuits 1,O22.1 65.1 - Costa Rica

Source: SIECA, Foreign Trade Statistics, 1965
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Table 8: CENTRAL AMERICA: COMPARISON OF PRESENT COMON TARIFFS WITH PROPOSED
REVISIONS UNDER RECENT REQUESTS

Current Common Proposed new
Tariff 1/ Equi- tariff equi-
valent ad valorem valent ad valorem

A. Requests for tariff renegotiations
Bicycles and parts 25 80
Paint brushes 18 51
Ladies clothing - undergarments

Knit
Silk, pure or mixed 113 163
synthetics, pure or mixed 66 120
Rayon, pure or mixed 111 195

Other than knit
Silk, pure or mixed 98 196
Synthetics, pure or mixed 78 139
Rayon, pure or mixed 138 240

Plastic sheets and shapes 44 99
lWater proofed canvas 24 106
M4anufactures of water proofed
canvas

Truck coverings 22 179
Others 41 125

Pipes and accessories, iron and
steel 22 39

Kitchen utensils, of iron and
steel, not elsewhere specified 39 92

B. Requests under Special System for Pro-
motion of Productive Activities 2/
Fliaorescent tubes (request for El

Salvador) 38 164
Fluorescent tubes (Costa Rica) 38 194
Hydrometers 17 165
Parts for umbrellas 32 85

/ Based on unit values for periods 1962 through 1964; refers to common tariff
although at present certain of the products are subject to equalization
process.

j In addition) a request has been received for revisions of tariffs among
certain chemical products,i requiring the establislhent of new tariff items
so that it is not possible to make comparisons similar to those shown in the
t.able. The proposed tariffs are generalJy of the order of 100 percent.

Source: SIECA, documents CE-XXII/D.T.2-A and 2-B; estimates of Mission Staff.



Table 9: CENTRAL AMERICA: STZIR4ARY OF EEMIPTIONS GRANTED TO FMIDAICJENTAL OR BASIC NEWA INDUTSTRIES
BY CURENT NATIONAL LE'ISLATION 1/

Type of Exemption Guatemala El Salvador Honduras Nicaragua Costa Rica
Amount Period Amount Period Amount Period Amount Period Amount Period

% -~ (years) X7 (years) % (years) 5 (years) % (years)
Custom duties on:

Machinery and equipment 100 10 100 10 100 10 100 10 99 10
Construction material 100 10 100 10 100 10 100 10 99 10
Raw material 100 10 100 10 100 10 100 10 99 10
Fuel, oil and lubricants 100 10 - - 100 10 100 10 99 10

Sales and excise taxes:
Initial period 100 5 100 5 100 5 100 5 - _
Sub6eQUeilt P6--id 50 v r e

Income tax:
Initial period 100 5 100 5 100 5 100 5 100 5
Subsequent period 50 5 50 5 75 5 50 5 50 5

Tax on capital:
Initial period 100 5 100 5 100 5 100 5 100 5
Subseouent period 50 5 50 5 - - - 5 5

1/ Includes classification designation as fo11o0-: Guatemala, "Hew Industry;" El Salvador, "Beginning and
Necessary Induptry;" Honduras, "BqFic Net Industry;" Hicaragua, "Fundamental Tew Industry;" Costa Rica,
"slew Industry."

Source: National legislation of the several countries.



Table 10: CENTRAL AMERICA: CCMPARISONS OF INDUSTRIAL TARIFF EXEMPTIONS
WITH TOTAL ASSESSED TARIFFS

(million CA pesos)

1962 1963 1964 1965

Guatemala
Tariffs collected 1/ 26.5 25.4 27.3 30.9
Tariffs exempted 2.8 5.1 6.1 5.7

Total assessed 29.3 30.5 33.4 36.6
Percentage exempted to totcl 9.6 16.7 18.3 15.6

El Salvador
Tariffs collected 24.0 24.1 25.6 25.1
Tariffs exempted 2.6 3.6 6.5 8.0

Total assessed 26.6 27.7 32.1 33.1
Percentage exempted to total 9.8 13.0 20.2 24.1

Honduras
Tariffs collected 17.4 17.9 17.8 20.1
Tariffs exempted 0.3 1.2 2.0 2.5

Total assessed 17.7 19.1 19.8 22.6
Percentage exempted to total 1.7 6.3 10.1 11.1

Nicaragua
Tariffs collected 21.8 23.1 21.9 24.2
Tariffs exempted 4.0 3.4 4.9 7.1

Total assessed 25.8 26.5 26.8 31.3
Percentage exempted to total 15.5 12.8 18.3 22.7

Costa Rica
Tariffs collected 29.0 31.1 29.7 31.9
Tariffs exempted 1.4 2.1 5.6 9.9

Total assessed 30.4 33.2 35.3 41.8
Percentage exempted to total 4.6 6.3 15.9 23.7

Except for 1965 refers to fiscal year ending.

Source: Official figures.



Table 11: CENTRAL AMERICA: SUMMARY 0F PRINCIPAL E-EMPTIONS IN CENTRAL AMERICAN AGREEMENT ON FISCAL DICETTIVES, 1966 -FOR Ll IN USTRIRB

Exemption of Custom Duties and Related Charges on I-Ports:

Cf Raw Materials, Semi- Of Fuel for
Category and Description Of Machinery processed Products and Industrial use, Exemption on Income Exemption on Taxes on Assets

of Enterprise and Equipment Containers except Gasoline Tax and Profit Tax and Properties

Group A
Those producing raw materials or capital. 100 percent for 100 percent for 5 years for 100 percent for 100 percent for 8 100 percent for 10
goods, or those that produce consumption 10 years for Honduras, but 80 percent for 5 years. years for Honduras, years for Honduras,
goods, cortainers or semi-manufactures Honduras; but o other countries. 60 percent but 6 years for but a years for other
containing at least 50 percent materials years for other for additional 3 years, and other countries. countries.
of Central American origin. countries. 40 percent for additional

2 years.

Group B
Those that produce consumption goods, 100 percent for lO0 neren- f-r 3 yer- for 100 pcrcsnt fori 100 percent. for o LUU percent for 6 years
etmlI-manufactares or containers, pro- 8 years for Honduras, but 80 percent 3 years; 50 per- years for Honduras, for Honduras, but L

vided they make significant net contri- Honduras, but 6 for other countries. 50 cent for ad- but l years for years for other
bution to the balance of payments, have years for other percent for additional 2 ditional 2 years. other countries. countries.
a large value added even if they have a countries. years.
a high proportion, in value terms, of
raw materials, semi-manufactures or
containers produced outside the region.

Group C

Those not meeting conditions under 100 percent for
Group A and B; or that only assemble, 5 years for
wrap, cut or dissolve products; or Honduras, but 3
those listed in Annex I of the Agree- years for other
ment, namely: non-alcoholic drinks, countries
wines, manufactured tobacco and
toiletries.

1/ Terms set forth in Central American Agreement on Fiscal Incentives, 1962, as modified by protocol approved by Central American Economic Council, September 1966.



Table 12: IYMPORTS OF INDUSTRIAL EQUIRENT BY MAJOR BRANCHES, BY COUNTRY 1962-1965
(in million CA pesos)

Category and Country ______________ 1962 1963 1964 1965

Textile industry 4.4 5.8 8.3 9.8
Guatemala 1.8 2.5 2. 3.0
El Salvador 1.5 1.5 2.8 4.5
Honduras 0.2 0.1 1.4 0.6
Nicaragua 0.1 0.9 0.3 o.6
Costa Rica 0.6 0.8 1.1 1.1

Food processing 5.9 6.2 10.1 7.0
Guatemala 1.9 2.0 2.4 1
El Salvador 1.5 0.7 4.0 1.6
Honduras 0.9 1.0 1.3 1.2
Nicaragua 0.7 1.2 1.1 1.5
Cesta Rica 0.9 1.2 1.3 1.2

Printing industry 1.3 2.0 2.6 2.7
Guatemala 0.5 0.7 0.6 0.7
E1 Salvador 0.2 0.4 0.9 0.6
Honduras 0.2 0.1 0.3 0.4
Nicaragua 0.2 0.3 0.5 0.5
Costa Rica 0.3 0.4 0.14 o.6

Sewing Machines 3.8 1.9 2.3 3.6
Guatcmala 1.3 E 07 1.0
El Salvador o.6 0.5 0.5 0.7
Honduras 0.5 0.3 0.3 o.6
Nicaragua 0.5 0.4 0.5 o.6
Costa Rica 0.9 0.3 0.5 0.7

Leather and shoes 0.5 0.6 0.9 1.0
Guatemala 0.2 0.1 0.2 0.3
El Salvador 0.1 0.2 0.2 0.2
Honduras - 0.1 0.2 0.2
Nicaragua 0.1 0.1 0.2 0.1
Costa Rica 0.1 0.1 0.1 0.2

Machinery and Metal Working 1.5 2.7 2.8 5.1
Guatemala 0.5 7 57 1.0
El Salvador 0.2 0.6 1.0 1.9
Honduras 0.1 0.1 0.1 0.2
NJicaragua 0.2 1.2 0.4 1.0
Costa Rica 0.5 0.4 0.6 1.0



Table 12: IIFPORTS OF INDUSTRIAL EQUIPMENT BY MAJOR BRANCHES, BY COUNTRY 1962-1965
(in mi:Llion CA pesos)

Page 2

Cate ory and Country 1962 1963 1964 1965

Others 7,1 9.2 11.o 10.4
Guatemala 2.1 1.8 3.1 2.7
El Salvador o.8 0.9 2.1 1.8
Honduras 1.2 2.1 1.5 1.3
Nicaragua 1.1 1.9 2.2 1.9
Costa Rica 1.9 2.6 2.1 2.7

Total 24.5 28.4 38.0 39.6
Guatemala 8.3 7.9 10.1 10.1
El Salvador 4.9 4.8 11.5 11.3
Honduras 2.9 3.8 5.1 4.5
Nicaragua 3.2 6.0 5.2 6.2
Costa Rica 5.2 5.8 6.1 7.5

Source: SIECA Trade Statistics.



Table 13: DISBURSEMENT OF OFFICIAL EXTERNAL FINANCIAL AGENCIES
FOR INDUSTRIL PURPOSES, 1962-1965

(millionls of CA pesos)

Country, external agency, and rec:ipient 1962 1963 1964 1965

CABEI, direct loans 0.3 2.4 1.8 0.3

El Salvador - 0.3 2.6 4.5__

IDB, loan to Central Bank 2/ 0.0 0.3 0.3 0.5
AID, loans to INSAFI - - 0.3 0.8
IDB, loan to INSAFI - - -/

AID, loan to FISA 1/ - - - 0.5
CABEI, direct loans - - 2.0 2.7

Honduras 0.3 1.5 2.5 3.14.

IDB loan to National Development Bank - - - 0.8
AID loan to Financiera Hondurena 3/ - - o.6 1.5
CABEI, direct loans 0.3 1.5 1.7 1.1
IFC, direct financing - - 0.2 0.2
IDB - direct - - - -

Nicaragua 0.4 1.1 0.9 1.9

IDB, loan to INFONAC 0.4 o.6 0.4 0.7
AID, loan to INFONAC - - - 0.3
AID, loan to CNI Y - - - 4/
CABEI, direct loans - 0.5 0.5 0.9

Costa Rica 1.3 3.6 2.7 5.1

IBRD, Loan to Central Bank 0.9 1.4 0.6 0.8
IDB, loan to Bank of Costa ]Uca - 0.3 o06 1.1
AID, loan to COFISA 3/ - - 0.2 1.9
IDB - direct 0.2 1.6 o.6 0.4
CABEI, direct loans - 0.2 0.7 1.0
IFC, direct financing 0.2 0.1 - 0.2

Total 2.3 8.9 lD.5 15.5
of which:
- indirect financing 1.3 2.6 3.0 8.9
- direct financing 1.0 6.3 7.5 6.6

CABEI 0.6 4 l 
Others 0.4 1.7 0.8 0.8

I/ A small portion of $11 million of IDB loans to Banco de Guatemala,
was disbursed for industry.

2/ Estimated.
3/ Private investment company (financiera).
17/ No disbursements recorded from loan commitments.

Source: Central Banks and external financial agencies.



Table 14: CREDIT GRADTE]) TO INDUSTRY BY FINANCIAL SYSTEMS
01fT 1YrTOMMERCIAL BANKING SYSTEMS, BY COUNTRY, 1961-1965

(in million CA Pesos, balances at end of year)

Fi:nancial Systemsl/

Guatemala El Salvador Honduras Nicaragua Costa Rica

1961 12.8 14.1 2.7 .5 A14.6

1962 12.8 15.3 3.6 16.3 17.3

1963 16.4 19.0 4.7 19.2 19.6

1964 22.7 24.8 6.9 28.3 24.7

1965 24.3 403.1 11.1 37.1 31.2

Commercial Banks

1961 12.1 10.1 206 9.0 14.6

1962 10.8 9.9 2.8 13.5 17.3

1''63 13.0 13.2 3.8 14.2 19.6

15964 19.9 15.8 5.5 19.8 24.3

1965 222.6 25.:3 6.4 2606 28.9

1/ Includes commercial banks, other banks (e.g. savings), investment
companies and public credit institutions.

Source: Central Banks and reports of financial institutions.



Table 15: CENTRAL AMERICA: CREDIT TO INDUSTRY AS PERCENTAGE OF
CREDITS TO PRIVATE SECTOR, 1961-1965

El Costa
Guatemala Salvador Honduras Nicaragua Rica

-Financial System--------------

1961. 1.1.6 10.0 7.9 19.1 13.8
1962 1.1.6 12.0 9.5 24.5 15.4
1963 2.2.9 13.5 11.3 25.7 17.0
196k 2.5.8 15.0 13.8 27.9 18.6
1965; 15.4 22.3 17.1 29.0 20.8

C---- ommercial Banks--------------------

1961 11.9 14.2 7.5 16.7 13.8
1962 1.0.8 13.5 7.4 22.9 15.4
1963 J.1.6 15.2 9.1 22.0 17.0
196h, i5.4 15.0 10.9 24.7 18.3
1965 ,.5.9 23.3 12.5 26.1 19.1

1/ Includes commercial banks, othier banks (e.g. savings), investment companies
and public credit institutions.

Source: Central Banks and financial institutions.



Table 16: STRUCTURE OF DPTRA-REGIOliAL 'IMPORTS, 1962-1965
(values in million C.A. pesos as percentage of total)

Guatemala EL Salvador honduras Nicaragua rCosta Rica

Percent Percent Percent Percent Percent
Value of total Value of total Value of total Value of total Value of total

1962 1965 1962 1965 1962 1965 1962 1965 1962 1965 1962 1965 1962 19962 162 1965 1962 1965 1962 1965

Crude Materials 6.0 11.7 4.5 6.o 2.1 10.9 2.0 6.9 1.5 1.7 2.2 1.8 1.5 6.4 1.6 4.6 1.0 2.0 0.9 1.2

Crude foodstuff 6.9 7.6 5.1 3.9 3.3 8.0 3.2 5.1 1.7 3.8 2.5 4.0 1.7 10.3 1.9 7.5 1.1 2.1 1.0 1.3

Manufactured foodstuff 6.7 7.4 5.o 3.7 7.5 L.c 7.3 2.6 ..3 u ..o 6. 0 3.5 6.4 6 7.8 9.2 7.u 5.u

oeini-manufacture for
consumer goodE 7.5 9.6 5.6 5.9 3.8 3.9 3-7 9 - ' 2.5 2.9 2.5 3.4 3.4 3.6 2.5 . 5.3 5.7 3.3

Semi-manufacture for
producer goods 14.6 26.5 10.9 13.5 9.2 20.0 9.0 12.7 6.4 9.1 9.2 9.5 10.9 19.2 11.5 13.9 12.7 23.5 11.5 15.5

Finished consumer goods 37.8 44.4 28.3 25.2 35.5 40.5 35.6 25.8 23.9 33.5 33.7 35.9 28.5 36.9 30.3 26.8 32.3 46.0 28.8 28.3

Finished producer goods 55.1 77.1 50.5 42.8 41.1 69.8 40.1 445. 30.8 51.7 53.5 43.5 52.1 58.0 44.7 52.1 51.8 74.5 56.2 45.8

T C T A L 133.6 178.4 100.0 100.0 102.5 157.1 100.o 100.0 70.7 95.7 100.0 100.0 94.1 137.7 lo.0 loo.0 111.9 162.7 100.0 100.0

Source: Based on SIECA Trade Statistics.



Table 17: NICARAGUA: STFUCTURE OF THE GRCSS VALUE OF PRODUCTION
ITjN SELECTED PRODUCT LI'NIS, 1965

(As E. percent of total value)

Value Added
Raw Material: Other 1/ - which Wages

National Imported Inputs Total jnd Salaries

Food products 54.4 6.7 5.9 33.0 12.6
Textiles 15.8 20.L[ 14.9 h8.9 23.8
Shoes 26.h 13.6 o.6 59.4 23.5
Clothing 26.6 30.0 5.1 38.3 19.9
Wiooci and Cork 35.5 9.-; 5-7 49.5 23.6
Furniture 24.6 16.2 7.9 51.1 5.5
Paper and
Products 0.2 61.6 8.7 29.4 14.h

Leather .Products 44.3 10., 2.8 42.4 18.9
Rubber and
Products - 39.2 7.0 53.8 15.4
Chericals 8.6 51.8 4.0 35.9 9.0
Petrcleum
Products - 73. : 10.1 16.8 3.8

Non-metallic
chemicals 18.0 3 .9 20.8 57.3 17.3

Mhetal. Products 0.2 5S.o 7.5 38.3 16.4

1/ Including electricity, fuels and lubricants.

Source: Annual Report of the Central Bank of Nicaragua, 1965, page 124.



Table 18: THE L2VZL C7 I,TDUST3RY IUT CEITIIL AdIRICA - ACTUAL AH1TD TIECRETICAL

Value added in i;anufacturing Percentage Share oI ilanufacturing Relative Level
(in million mA pesos) in Gross Domestic Product of

1962 1965 1962 1965 196? 1965 1962 1965 Industrailization1-i/ 2hoeia-/ 4Actual Theorectical- ,.,ctual Theoretical- 1962 1965
(A) (B) (C) (D) ) BD)

Costa Rica 60.8 80.7 71.14 92.2 13.9 1L.7 16.3 16.8 0.&5 0.87

Ll Salvador 96.6 136.1 101.8 120.4 14.9 17.14 15.7 16.0 0.95 1.13

Liuatemala 1L46.7 218.7 208.9 285.1 13.1 15.2 18.7 19.4 0.70 0.78

Honduras 19.5 67.5 56.9 70.9 12.6 114.3 114.4 15.0 0.87 0o95

Ficara;ua 52.9 68.9 60.9 85.5 12.7 13.0 14.6 16.1 0.87 0.80

Total of above 406.5 566.4 499.9 6149.0 13.5 15.1 16.6 17.3 0.81 0.87

Central irmerica 2/ 406.5 566.4 591.8 777.6 13.5 15.1 19.7 20.8 0.69 0.73

1/ Based on thle equation: log V = 1.637 + 1.369 log y X log 1.124 log P, wfhere y = per capita national
income and P = population. Taken from United 'Nations, A Study of Industrial Crowth: to be precise all
data should be deflated to 1953 prices.

2/ Using actual data on gross domestic product.
2/ Computed as a regional unit.

Note: !''aticnal income data for 1965 are based on extrapolating 1962 data prepared by Joint Plaifning
Ylission which relaf,e national income to gross dowestic product.

Sources: liission calculations based on Data of Joint Planning Lission and national statistical services.


