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Present and
future
integration in
Central America

José Manuel Salazar

Has the idea of integration in Ceniral America been
abandoned for the 1990s, while simategies for economic
“openness” and olher forms of entry lnic world markets are
adopted? Are there any other ways? According 1o the
author, there are grounds for moderate oplimism as regards
reinforcing Ceatral American integration in this decade.

One cycle in the history of integration has come to an
end bul the issves debaled In the 1950s on ways of
premoling economic integration and on its confribution to
development will continue 1o be the centre of discussion in
this decade. Feor this reason, this article starls with a review
of Prebisch’s original ideas on these subjects and their
development by ECLAC.

In section I, 11 s proposed thar regional economic
integration, defined In new terms, is both conducive to and

complementary o a sirategy for galning greater access to

the world econemy, based on achieving international
competilivencss. One guideline is to climinate the
anti-Ceatral American blas and to promote intraregional
trade, for which \here are promising prospects thanks to the
plan to resctivate (he inlraregional trade which is being
implemented, as described in section 111

The possibility of exploiting the new global economie
conditions to the fullest depends on Cenirml America's
ability to make the transition from a static, passive trade
policy to an alert and aciive policy, i.&., to maximize the
strategic advantages of joini action in the areas of trade,
finance and inlernational cooperalion, In section IV, various
options are analysed, with special reference to trade
stralegy. '

The cost-benefli raiie, arising from integmation,
acquires wew dimessions in a conlext of expont-oriented
strategies, Sections V and VI, analyse several areas for joint

action aimed at tncreasing international competitiveness and

stimulating industrial speciatization and complementarity at
the regional fevel, which may give infegration a positive
balance both for the region as a whole and for each
individual ecoaomy.

*Director of the Consulting Firm Alernativas del
Desarrollo, San José de Costa Rica,

I

Theory and practice in the origins
of integration

The precaricusness of the economic and
infrastructural ties of the Central American Jsthmus
during the colonial period was a factor that
contributed to ihe failure of the project to esiablish a
federal republic, after its independence from Spain in
1821, when the countries opted to form five separate
States. Nevertheless, the idea of integration endured
as a political ideal, giving rise to various partial
ptojects for regional linkage, one of the latest of
which was the creation of the Organization of Central
American States (ODECA) in 1951, consisting of the
ministers for foreign affairs.

However, it was ECLAC that put fotward a
totally mnovel approach for promoting Central
American unity in contrast to the usual political
approach and the previous inadequate economic
initiatives. In fact, as early as 1951, on the occasion
of the establishment of ODECA, a decision was taken
to move towards regional economic intepration,
although the framework for achieving that goal was
not clear.

From 1951 to 1958, ECLAC spent considerable
energy on assisting and steering the Governments of
Central America. This activity culminated with the
signing of the Multilareral Treaty on Free Trade and
Central American Economic Integration, followed by
the Agreement on the Régime for Central American
Integration Industries and Central American
Agreement on the Equalization of Import Charges.
However, these commitments were later amended by
the Treaty of Economic Association and the General
Treaty on Central American Economic Intcgration,
signed in 1960.

There were important differences between the
original ECLAC approach and the decisions set forth
in the Treaty of Economic Association and the
General Treaty on Central American Economic
Integration, decisions significantly influenced by the
attitude of the United States and that country’s
preference for rapid progress toward a free-trade zone
with a8 common foreign tariff within which the
free-market forces would prevail, thus eliminating the
clements proposed by ECLAC for the purpose of
providing a rationale for the process, namely,
planning, reciprocity, the “integration industries”
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system and the negonatlon procedure for eliminating
tariffs.

The contrast bctwcen the orlginal ideas and the
final decisions has been well documented in the
literature on the Central American Common Market
(CACM).! Less attention has been paid to the
dynamic vision of industrialization, formulated by
Raiil Prebisch: on the sequence of import substitution,
common market, and industrial exports to the rest of

the world; on the role of progressive forms of
integration into the world economy; and on his
recommendations that trade policy should managed
50 as lo implement the sequence in a balanced,
efficient and rational process of industrialization,
Given his current relevance for Central America .and
on the occasion of this special issue dedicated to him,
the ideas of Radl Prebisch on this matter are
examined in the following section.

The thought of Raiil Prebisch on industrialization -
and economic integration

1. Industrialization, common market
and development

As Prebisch observed: “The urgency of the need for
progressive forms of economic integration began to
claim attention from the time of the secretariat’s very
earliest studies, subsequently reasserting itseif...”
(Prebisch, 1959a: 5). Among those early studies, the
FEconomic - Survey of Laiin America, 1949 is
outstanding, In it the argoment is advanced that the
First World War demonstrated the possibilities
inherent in industrial development, a lesson later
correborated by the Great Depression and the Second
World War, and the “conviction that those pos-
sibilities had to be used in order to offset, by means of
mbcrnal development, the manifest failure of the
external incentive which until then had snmulated
Latin American economy” (ECLAC, 1951: 4).

The effects of the universal propagation of
technology provide the mormentum for the centro-
periphery model which Prebisch used in his analyses.
With this model, Prebisch concluded that the
deliberate stimulation of industrialization, together

! The classic work on the origins of CACM Is Cohen (1972).
See also Rodenhelmer (1974), Guem- Borges (1958) and
RBulmer-Thomas{1989).

% Ogvaldo Suakel, for the putpose of refocusing on what, for
Prebisch, was a central element in his vision of development {the
internal factors of supply and the endogenous indusirial and
technological dypamic based on the crealion and spread of
techuical progress, overcoming the errors inherent in a definition
that would compare “outward” development with “inward”
development), has retrleved a concept which manages to break
away from tradidonal conflnes: a strategy for international access
“from within” (Sunkel, 1999),

with the development of complementary activities
(transport, trade, services), was a policy for the
petipheral countries that was necessary for absorbing
population growth, while mlsmg pro- ductivity and
Hving standards. '

Nevertheless, in the analysis he emphasized that
the narrowness of regional markets limits efficient
industrialization: “[...] as-progress is made in this
direction, increasingly complex activities, in which
the size of the market is a supremely important factor
of productivity, will in fact have to be undertaken,
Thus, the continued development of production in
twenty watertight compartments, as under the present
system, will steadily widen the gap between the yield
of the new capital investment [...] and the resulls
obtained in the great industrial centres with broader
markets at theit disposal” (Prebisch, 1959a: 6). For
Prebisch “the chief weakness of the industrialization
process consisis in the fact that it has developed in
watertight compartments, within which each country
attempts to do the same as the rest, without special-
ization or reciprocal trade” (Prebisch, 195%a: 18).

From -this perspective, he derived the rationale
for a common market: a process of efficient
industrialization will depend on the continuing and
systematic expansion of markets, This, for Prebisch,
is precisely the function to be performed by
progressive stages of economic integration.

Sapy reality, the common market is an ¢xpression of 1he effont
lo creste a mew patiem for an imfer-reglonmal trade capable of
meeting two exacling demands, namely, the requiremenis of
industrialization and the need fo lessen the exlernal vulnerability of
the Latin American countries” (Prebisch, 195%a: 6).
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2. The importance of planning the economic
integration process

Prebisch and ECLAC conceived the common matket
as a broad, nepotiated and rationat effort to achieve
industrial specialization and reciprocity aimed at
attaining the basic objectives of “improving

traditional trade in primary products” and “ensuring

the rational industrialization of the Latin American
countries” (Prebisch, 195%9a: 20). The fotlowing
sections present Prebisch’s main recommendations
for promoting the integration process.‘

a) The stages, sequence and speed of the process

A first stage of 10 years is proposed, during
which reciprocal trade will be given a strong impetus
by means of the following measures: elimination of
all non-tariff trade barriers; reduction of the average
level of intraregional trade tariffs, maintaining a

" certain level of uniform protection against the rest of

the world; and the development of an effective
system of credit and payments. This first stage is
understood to be cxpcnmcnlal and exploratory. The
goal of achieving a common market ~the liberaliza-
tion of trade~ is to be dealt with in a second stage of
negotiation among Governments, bearing in mind the
expetience of the first stage. This gradual approach is
justified by what we would call today the costs of
adjustment, with respect to which Prebisch empha-
sized as a basic principle that “no solution entailing
persistent unemployment of the factors of production
would be acceptable” (Prebisch, 1959a: ?).

b) The form commitments would take

‘Commitments determining quantitative goals for
reducing the avefage level of customs tariffs arve
recommended, both among common-market member
countries and the rest of the world, With respect to
the world market: “The final aim would be the
establishment of a single extemal tariff, in order
to ensure that all the confracting parties were in

*In 1959, Prebisch published his work Ef Mercado Comiin
Latinoamericano. This book brings together, on the one hand, the
ideas developed by BCLAC during the period of intense efforts to
advise and golde the process of Central American infegration
beglaning in 1951 and, on the other hand, the recommendations of
the Working Group organized by the ECLAC secretarial for the
purpose of offerlng suggestions to Governments for the establishing
of a Latin American cormmen market,

position to compete on equal terms [...] All such
points would have to be dealt with in a series of
negotiations, until, with the passage of time, the
common market was established in the form of a
customs union” {Prebisch, 1959a: 15). As for the
liberalization of intraregional trade, the method of
drawing up inclusive lists is recommended, i.e.,
liberalizing trade in the products included in the lists,
as opposed to exclusion lists which take free trade as
the norm, except for the products on the exclusion
lists. Moreover, for the purpose of defining the pace
of tarifl reduction, ECLAC distinguished diverse
categories of products according to their agricultural
or industrial nature, the income-¢lasticity of demand,
the potential for import substitution, and the
effects of asudden outbreak of competition.

) Differential treatment for countries in the early
stages of developnient

In order 1o reconcile the demands of a common
markei —more trade and specialization thanks to the
liberalization of intraregional trade— with the need for
moderately higher levels of protection for less
productive countries in the early stages of devel-
opment, a regime of special concessions is recom-
mended. This would constitute an exception to the
most-favoured-nation principle in the sense that the
reduction or elimination of tariffs, which a more
advanced nation woukl concede to a country in the
early stages of development, would not be extended
1o the other members of the common market, but only
to those in the early stages of development. This
exception would not only benefit the less developed
economies but would also allow the more advanced
nations to go much further in granting them special
concessions, if they are not also extended to other
advanced countries. This is precisely the principle
adopled in the General Agreement on Tariffs and
Trade {(GATT) during the Tokyo Round of
multllateral trade negotiations and it applies to the
Caribbean Basin Initiative.’

SDifferentiated and most favoured freatmenl, reciprocity and
greater- developing country participation, See the Deciston of 28
November 1979, in GATT (19806).
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d) The principle of reciprocity

The concept of reciprocity refers to the important
fact that member-country imports can be financed by
their own additional industrial exports from the
earning of their primary expotis. This concept is
fundamental to the Prebisch and ECLAC positions on
trade policy and can, naturally, be extended, not only
to trade within a Latin American common market, but
also to integration in any larger trade blec. Without
this principle, trade liberalization policies would not
promote industrialization as such, nor the devel-
opment of associated services.®

Prebisch points out that, in practice, the
compelitive strength of certain countries, in a context
of liberalized trade, would make their exports
dominant in the market of less competitive countries,
and that it is essential for the trade dynamics of the
common market {(or trade bloc) to prevent this type of
situation from provoking restrictive measures. The
principle of reciprocity implies that the more
compelitive countries must take complementary
liberalization steps to step up their own industrial
imporis from relatively less developed and less
competitive countries.

Another dimension of reciprocity has to do with
the fact that protection has a different meaning in
countries specializing in primary products and in the
industrial centres. Given that the income-elasticity of
demand for industrial imports in the periphery is
greater than the income-elasticity of demand for
primary products in the centres, 2 moderate level of
protection in the periphery is a way to correct that
bias. On the other hand, protection of industrial
centres against agricultural and primary imports from
the periphery accentuates the bias, tends to retard
periphery development and slows the pace of growth
of world irade.

§ Atthe present time, the techmological revolution, the growih
of intra-industrial trade in services aed activities involving
intensive know-how and new pabterns in  product and
marketing/fexportation  ¢hafns require a  reinferpretation  of
reciprocity namowly defined in terms of industrial product trade
balances. Nevertheless, the concepl remains valuable because it
directs atiention directly to foreign-irade sirnctures and their effects
on the patiern of development (Antonelli, 1989; Rowthom and
Wells, 1987). :

Another inference drawn by Prebisch from the
foregoing is that diminished protection in the centres
implies elements of reciprocity, because the resulting
increase in periphery primary exports will lead to a
correlative increase in their imports of industrial
products, This occurs even without tariff reduction in
periphery countries owing to the greater income-
elasticity of their demand for industrial imports. “The
traditional form of reciprocity, under which
peripheral countries are asked to grant duty conces-
sions similar to those introduced by the centers, does
not take into account this implicit element of
reciprocity” (Prebisch, 1959b: 264). As import
capacily increases in the periphery, reciprocal
customs concessions with industrial centres could
impair the industrial development possibilities of
peripheral countries instead of helping them to
achieve higher rates of growth.

Two conclusions must be noted on this issue:
a) Prebisch’s concept of reciprocity is different from
the traditional concept because it explicitly implies a
notion of trade balance in the exchanges of industrial
products and, therefore, an argument in favour of
promoting industrial exports in relatively less devel-
oped countries; and b) it is clear that the planning
suggested by Prebisch to guide the integration process
does not involve nationalization, nor market
substitution, nor obliging the private sector to fulfil
predetermined plans; it does imply, however, the
implementation of a trade policy directed towards
progressive and strategic international trade competi-
tion, based on negotiated and rational efforts to
achieve increasingly broader trade relations. This last
point is amplified below.

3. Forms of progressive integration and promotion
of industrial exports to the rest of the world

According to Prebisch, the path leading to
industrialization which demands permanent and
systematic market expansion, requires progressive
forms of economic integration. Prebisch noted that
this, in tum, required appropriate incentive policies
and, specifically, a review of the protectionist tariffs;
“As progress is made in import substitution,
modifications will have to be gradually introduced
[in customs tariffs} because of the need to give
protection to the new substitution industries, although
this will not affect whatever reductions of duties it
may be possible to establish in respect to indusiries
already in existence” (Prebisch, 1959a: 8).
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In the dynamic scenario constructed by Prebisch,
efficient import substitution in a broad common
market would serve as a bridge for passing fo a stage
of mutually beneficial trade in industrial products
with the centres: “[...| the common market by
helping to lower costs, might boost certain lines of
industrial exports” (Prebisch, 1959a: 8).) Cost
reductions would, in turn, justify a reduction of
average tariff levels vis 4 vis the rest of the world.
This means that the common market offers the
opportunity to negotiate reciprocal tariff reductions
vis & vis the rest of the world as a trade bloc, which
would be beneficial for international trade, .

Neveriheless, by 1959, Prebisch observed that
cost reductions for efficient import substitution had
not accurred to a sufficient degree because “since in
many cases protectionist policy, in the shape of very
severe import restrictions, if not bans, has been
carried too far, the atmosphere of competition in the
internal market has become appreciably less intense”.
Therefore, “the retirn to the customs tariff as an
instrument of protection, the lowering of intra-
regional duties in some case and their abolition in
others would do much to restore the spirit of
competition, greatly to the benefit of industrialization
policy: In this new envitonment, the pgradual
development of a flow of industrial exports to the rest
of the world might be one of the objectives of Latin
American trade policy. [...] It is thus possible to
imagine reciprocally advantageous patiems of
industrial trade which would have a significance very
different from that of the traditional exchange of raw
materials for manufactured products”, Nevertheless,
for that “trade policy would have to be readjusted in
keeping with the new state of affairs. Otherwise, the
Latin Americar common market would not suffice in
itself to foster trade with the great industrial cenires™
(Prebisch, 1959a; 8-9).2

In 1964, Prebisch retumed to this issue and
argued the following: “Industrialization based on
import substitution has certainly been of great
assistance in rafsing income in those developing
countries, but it has done so to a much lesser extent
than could have been the case had there been n
rational policy judiciously combining import substitu-
tion with industrial exports” (Prebisch, 1964: 21),

"This scenario was devised by Paul Krugman in his ariicle on
import subsilfwtion as export promofion, in Kierzkowski (1984),

¥\With respect fo fhe increase in indusirial exports to the rest
of the world, Prebisch soted, in 1959, that “this is precisely what is
happening to the countries of Western Europe in the market of the

United States. What {3 more, some Asian coustries are curreatly
developing texiBe exports o Enropean cowntries” (Prebisch, 1959a: 83

In conclusion, in Prebisch’s view, the common
market is not an end in itself but rather an instrument
for facilitating industrialization and progress towards
new forms of integration into the wotld economy
based on intemational competitiveness and reciprocal
trade in industrial products with the centres.

4, Application of the ECLAC mode!
in Central America

A greal number of the criticisms levelled against
import substitution assume that the ECLAC strategy
was iried and failed. However, in the light of the
foregoing paragraphs, it is clear that, except for the
central element of industrial promotion based on the
regional market, the ECLAC model was not followed
in Central America.®

First, early in the process, the principles of
gradual progress and reciprocity proposed by ECLAC
to guide and plan the transition towards the creation
of a free-trade zone were discarded in favour of a
rapid fransition based on free trade behind the
common foreign tariff. Therefore, the economic
upswing which occurred and the cost-and-benefit
distribution within the common market were thus
determined by only one of the components envisaged
by ECLAC in the process: the free market and
the private decisions of investors. The other
complementary ¢lement, which emphasized regional-
level production and investment planning in order to
face the problem of relatively less developed
countries, was lost with this approach.

Secondly, and perhaps more importantly, the
Central American Common Market foreign-trade
policy in the last three decades also did not follow the
strategy proposed by Prebisch and ECLAC:
protection was exaggerated; incentives were not
reviewed at -the appropriate time; the domestic
competitive environment dwindled; and industrial
exports to the rest of the world were not promoted. In
other words, far from being planned and adapted
dynamically to new conditions, the structure of
incentives remained frozen and relatively static for 25
years,

Warlous analysts of the Central American integration process
have arrived st this conclusion, For example, Eduardo Lizano
(1980) notes that there is a domeslic policy, followed for years,
that has nothing to de with the ECLAC model. Alfredo
Guerra-Borges (1988: 19) argues that “the final decisions moved
away from the original CEPAL ideas completely”, Balmer-Thomas
{1989) otes that the CMCA problems atose more from ineffective
policies than from import snbstitution per se.



162

CEPAL REVIEW No. 42 / Deacentber 1990

Thirdly, the domestic market too was not
sufficiently enlarged by redistributive, agrarian and
other social reform policies, as had been proposed by
ECLAC, Finally, lhe objective that integration would
serve as training for competitive patticipation in
world markets was fulfilled to the extent that the
current industrial estate and acquired technological
skills are precisely the basis for the development of
export capacity in the 1990s. However, the crisis of
the 1980s destroyed part of that training and learning.

It can be argued that a good number of the
problems which marked import substitution in the
Central American Common Market framework were
not due to the ECLLAC model, but rather arose from
not following its recommendations. Fat from being
supplanted by history, the original ideas of Radl
Prebisch on trade policy, ways of efficiently
combining economic integration with international
competitiveness, the common market and the
industrial exports to the rest of the world, are still
relevant and can setve as a source of inspiration for
reconsidering the development and economic
integeation sttategy under way in Central America.

There are several reasons for moderate optimism
as regards Central American development and
econoiic integration in the 1990s.

The first reason js that, in political terms, the
progress achieved by Governments in the areas of
peace and democracy has strengthened faith in the
outcome of dialogue and negotiation and in the
determination of those Governments to continue
cfforts along genvinely Central American lines.!®
Overcoming serious obstacles, the efforts of the
1980s culminated in the Esquipulas I and I meetings,
at which, apart from reaffirming their decision to be
masters of their own destiny, the Presidents of Central
America assumed formal commitments with respect
to amnesty, cease-fires, the consolidation of peace,
arms limitations, democratization and free elections,
civil and political rights, care of displaced persons
and refugees, and acceleration of development. Since
early 1989, there have been free elections in five
countries. There has never been such democratic and
political uniformity nor a greater peaceful situation as
in the last decade, although the sltuation is cerfainly
vulnerable in several countries.

YGuido Fernéndez (1589) offers an insider's view of those
efforts, particutarly of the genesls and development of the Peace
Plam of Dr. Oscar Arias, President of Costa Rica, which served as
the basls for the Eaquiputas [ aad Il agreements.

The second reason for optimism is the decision
of Govemnments to concentrate on development,
together with the opportunities arising from radical
changes in the intemational economy. At the meeting
held at Montelimar, Nicaragua, on 3 April 1990, the
Presidents of Central America reaffirmed the thesis
that peace, democracy and development are
inseparable and decided that, in view of the progress
due o the success of the first two factors, the time
had come to concentrate attention and energy on the
third, i.e., on development and economic reconstruc-
tion, to which end they met again in Guatemala, in
June, at an economic summit dedicated exclusively to
that issue.!!

As the Sanford Commission report notes, starting
from the Esquipulas I agreement, Central Americans
have made an extraordinary effort to coordinate
measures and proposals. This process, which includes
activities ranging from  presidential  and
vice-presidential meetings to regional caucuses of
numerous private associations, reflects enthusiasm for
integration and has laid some foundations for
institutionatized coordination among Governments
(INCEP, 1989). The summit adopted the Central
American Flan for Economic Action which includes
the following commitments and guidelines, some of
which are analysed below:

To establish the new regional payments system

and implement the Central American Programme

for the Elimination of Trade Barriers, both of
which have already been formulated and
negotiated and are ready lo operate;

Ta promote a physical infrastructure construction

and reconstruction programme which will

support trade integration, with a view to
comprehensive  inward-looking and outward-
looking development;

"Togetler with (he respectivé Ministies of Economy,
different integration bodies and BCLAC, as Technical Secretasial
to the imterinslilutional commission, played aclive roles in
preparitg for the meeting and formulating the Governments'.
approach o the Issue, See ECLAC (1990b), the docoment drafted
by the Interinstitutional Commission for the Fulfilment of the
Decisions of the Central American Isthmus Economic Cooperalion
Commitiee, whose mombers are: the Permanent Secrelariat of the
Ceneral Treaty on Central American Economic Integration
(SIECA), the Central American Bank for Economic Integration
(BCIE), the Ceniral American Monetary Council (CMCA), the
Ceniral American Research Institete for udusicy (ICAITT), the
Central Ameiican Institote of Public Administration (ICAP), the
Institute of Nutrition of Ceniral America and Panama (INCAP) and
ECLAC.
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To tighten regional coordination of extemal
trade, foreign investment and tourism, including
coordinated action for joining and participating
in GATT;

To promote consensus-building, consultation and
participation processes among Governments and
various social sectors;

To promote a gradual and selective industrial
retrofitting policy at the regional level;

To support the transformation of State
enterprises, encouraging broad-based stock
ownership and economic democratization;

To set a three-month deadline for formulating a
coordinated agriculiural policy; _
To set a six-month deadline for formulating 2
regional policy and programme in science and
technology which will support the new joint
strategy vis & vis third markets;

To promote coordination of macroeconomic
adjustment processes; -

To promote social compensation programmes for
economic adjustment;

To establish a consuMation and coordination
forum on foreign debt. ' :

A third reason for optimism is the willingness
and interest of the Central American business sector,
increasingly  more organized and coordinated, to
make progress on the issues included in the Central
American Plan for Economic Action and even to
move beyond it. At the economic summit, the
business sector, regionally perticipating in the
Federation of Central American and Panamanian
Private Entities, proposed to the Central American
presidents: the creation of a Central American
¢conomic community through the adoption of a
regional social and economic development strategy;
the development of a joint project among the public
and productive sectors and regional agencies in order
to devise and operate the Central American economic
community; and the integration of Panama into that
community (Federation of Central American and
Panamanian Private Entities, 1990).

The new bases for the infegration process
emerging from the technical process and the dialogue
can be summarized as follows:

Integration for entry imto world markets.
Integration must be reconsidered so as to make it
functional for, arxl complementary to, a strategy

based on international competitiveness and on greater
integration of the Central American economies into
world markets. Perthaps the most important
proposition of the Ceniral American governmenial
and private sectors, and which was reiterated by them
at the economic summit, is economic integration,
defined on new bases, that is compatible with and
functional for this new strategy. As mentioned earlicr,
for Prebisch the gradual and negotiated incorporation
into increasingly wider commercial relationships is
the key to progress. The Prebisch or ECLAC strategy
did not conceive the common market as an end in
itself but rather as an instrument for facilitating
progress lowards new forms of integration into the
world economy based on international competi-
tiveness and reciprocal wade In industrial products
with the centres.

It can be argued that, owing precisely to the
industrialization achieved by the Central American
Common Market, and in spite of atl its limitations and
the ground lost in the 1980s, in the 1990s Central
Ametica may be able to benefit from such greater
integration into the industrial centres anticipated by
Prebisch. This topic is developed in section 1V.

Global plans versus consensus-building, All-
embracing approaches and comprehensive pro-
grammes, with their inherent danger of exaggerated
sbsiraction and pgrandiosity, must be set aside,
together with the lineal models of classic economic
integration theory, which proposed successive stages
of progress towards increasingly greater integration.
This perspective must be replaced by a more versatile
rationality and a more pragmatic approach which will
take into account the diversily of existing conditions,
respect national strategic policies and seek to achieve
partial advances, through persistent encouragement,
towards consensus-building processes which reveal
areas for joint action.'” Consensus-building, inside
and among countries, encompasses a whole style of
planning and is the basis for making a regicnal
development programme viable through integration,
As ECLAC has noted:

2 Tig approach has been proposed by varlous analysts. See
Guerrs-Borges (1988), Lizano {1989), BCLAC (1990).
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“There would seem to be a need to further
improve and consolidate what already exists,
move forward where possible [...] and continue
to consolidate a network of integration efforts
rather than trying to respond to the preconceived
notion that commitments must be fulfilled in
linear order until a final goal is reached”
(ECLAC, 1990a: 158),

Realistic expectations. Integration must be scen
as a process of support for national strategic policies
and domestic efforts, and not the opposite. Several
authors have noted that the common-matket crisis
was more a crisis of expectations than of achieve-
ments (Rosenthal, 1983; Lizano, 1989; Fuentes,
1989). Too high hopes were vested in the integration
process and it came to be thought of as synonymous
with development, when actually integration could
not solve problems for which it was not conceived.
As a result, the problems of Central American
societies and economies led to disenchantment with
integration which, in its turn, generated a series of
myths and misconceptions about the “evils” of
integration: unequal income distribution; persistent
concentration of land ownership; penetration . by
transnational corporations; excessive protectionism;
and other phenomena which, as Fuentes has noted,
would have occurred o a greater or lesser degree with
or without the common market (Fuentes, 1989: 19),
The solution to many devel- opment problems
depends, in the first place, on domestic economic and
social policies, which integration and joint action can
support but never replace.

Defined in these new terms, integration can be
effective for the new development strategy based on
international competitiveness and greater integration
into world matkets, for two sets of fundamental
reasons.

First, a symbicsis between regional demand and
the demand of other markets may be generated to the
extent (0 which trade among common-market
countries is significantly reactivaled and certain

aspects of macrocconomic policies are brought into
harmony. This can occur in various ways: i) for a
series of already established import-substitution
industries, the regional market would allow for
covering a high percentage of fixed production costs
and exporting at marginal costs; i) the regional
market may serve as a testing ground for innovations
involving products and processes at less cost and risk
so that extraregional markets are penetrated af a
second stage; iii) the regional market offers greater
complementarity and specialization opportunities
than * individual economies for developing and
exploiting comparative advantages; and finally, iv) a
wide field looms ahead for joint action to improve
regional competitiveness, for example, in joint export
schemes, selective - investment acquisition, shared
use of duty-free zones, improvement of common
infrastructure, development and strengthening of
regional science and technological policy, devel-
opment of a regional market for specialized
consulting services, coordination of agricultural
policies, capital and labour mobility, etc."” Some of
these actions in support of competitiveness are
described in section V.

Secondly, joint action gives strategic advantages
in negotiations on trade, finance and international
cooperation with other countries or economic blocs
—advantages that are difficult or impossible ta obtain
on a basis of individual negotiation. In section 1V, the
advantages of joint strategies for integration into
world markets are analysed.

Beforehand, however, it must be emphasized that
a prior condition for advancing toward regional
development through integration is the reactivation of
intraregional trade in the shott term, the prospects for
which are reviewed below.

13 See Rodriguez {ed.) (1990a) aad BCLAC (1990a).
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11
Reactivation of intraregional trade

Reactivation of Ceniral American Common Market
trade depends on several basic factors: first, on
success in increasing the inflows of foreign
currencles; second, on restoring the smooth operation
of the system of payments and free convertibility;
third, on dismantling or significantly reducing the
trade barriers which Ceniral American countries
applied in the 1980s. The last two factors form part of
the Plan for the Reactivation of Intra-Central
American Trade, agreed upon by the Central
American and the Furopean Economic Community
countries,

1. Increasing the foreign-currency supply

In spite of the degree of industrialization achieved,
the region is still specializing very largely in primary
products and it is clear that the dynamics of its growth
are still rocted in the pace of its primary-export
growth (Siti, 1980). A drop in export earnings soon
puts pressure on the domestic financial systems,
depleting foreign-currency reserves and reducing resl
demand, imports and intraregional trade,

For this reason, the acquisition of foreign
currencies through exports of traditional (bananas,
coffee, meat, cofton, svgar) and non-traditional
{melons, ornamental plants, papayas, pineapples, €ic.)
primary products is the key to maintaining the level
of intraregional activity and trade within the
integrated market, and is also in line with the
comparative advantages deriving from the natural
resources of the region. In Nicaragun, for example,
one of the quickest ways to acquire foreign currencies
and provide employment is to restore its capacity to

expott traditional products. Costa Rica, in spite of the

rapid growth of iis non-traditional expors in response
to the incentives applied for these exports, has
implemented a plan to promote banana production
aimed at increasing foreign sales from 60 miilion {o
90 million cases and is continving with the
programmes to improve the productivity and quality
of its coffee and other products.

The foreign-currency supply will also be greatly
helped by daring schemes for reducing the debt
burden.!* Costa Rica recently set a precedent by

400 the indebtedness of Central American couslries, see
Feinberg (1989) and Cabalieros (1987).

buying back a large part of its debt with commercial
banks under the Brady Plan. One component of the
Bush initiative is concerted action in this area. The
Central American Plan for Economic Action provides
for the establishment of a regional-level consultation
and coordination forum to deal with the external debt,

2, New system of payments and settlement
of intraregional debts

The Central American Monetary Council (CMCA)
and Central American economic authoritics have
been considering various proposals in  this
connection,'> With the technical and financial
assistance of the European Economic Community,
there are now two basic mechanisms: a new Central
American Payment System, beginning operations in
October 199; and a Special Foreign-Currency Fund
for relatively less developed countries with chronic
intraregional trade deficits (Nicaragua and Honduras).

With the assistance of the United Natjons
Development  Programme (UNDP), the Central
American Monetary Council is working on a solution
for the problem of old accumulated debis, which the
Governments agreed to deal with separately from the
new Central American Payment System,

This new system redctivates the Central
American Clearing House, but in a new configuration
acceptable to all member countries. The system is
supplied from two sources of funds: an Intraregional
Export Support Fund of 120 million European
monetary units provided by the European Economic
Community, which will finance part of the foreign-
currency requirements per extraregional imported
component of the regional enterprises which export to
the region; and & network of credit lines among
participating central banks. A “quota” is being
established for each bank which sets the maximum
debit or credit allowed to each member bank.
Monthly multilateral clearing balances are financed

15 These include: the Central American Import Law; the
Parallel Mechanism; and the Special Fund for Infra-regioral Trade.
The description of the Centrat American System is based on a
document of the Central American Monetaey Councll {1990), the
Framework Agreement for the Reactivation of Intra-Central
American Trade, and conversations with Carlos Luis Solérzano of
the Monetary Couwacil, to whom we are prateful for clarifying this
matter.
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by ecreditor banks of the system through “automatic
loans”. Fach monthly clearing period, debt balances
are limited to an eighth of the respeclive bank’s
quota,

The limit for automatic loans to any one bank is
equivalent to that bank’s quota. However, before
reaching that limit, the bank may apply for a “special
loan” from the Monetary Council responsible for
administering the system, which involves a detailed
analysis of the economic situation of the country
concerned, and of its adjustment efforis in relation 1o
its regional trade pattners. The special loans, which
are also limited to the amount of the quota, are to be
used in their entirety to pay off automatic loans so
that the bank concerned can continue to opetate in the
system as before.

The foreign-currency resources of the Central
American Payment System are used in exchange
operations for national currencies in the following
manner: 10% of the payments for exports channeiled
through this system in each monthly clearing period is
deposited payable to the central bank of the exporting
country to account of the Intraregional Export
Support Fund. Each central bank, on receiving funds
from the Support Fund, will proceed to credit the
equivalent amount in its national currency to the
Central American Payment System. All the holdings
generated in this way constitute the Counterpart
Fund. Automatic loans are financed chargeable to the
network of credit lines, while the special loans are
financed chargeable to the Counterpart Fund.

The new Central American Payment System has
several advantages: i) it separates the problem of old
debts accumulated among countries from the new
payment sysiem. The problem of accumulated debts
is attacked with another instrument; ii) it manages
creditor-debtor relations multilaterally so that each
central bank is a debtor or creditor of the System and
not of other banks, with the result that the bilateral
friction which affected Clearing House operations in
the past is avoided; iif) it is supported by a foreign-

currency fund, the Iniraregional Export Support Fund, .

which helps countries (o cope with the imported
component associated with their expors; iv) it
programmes the financing of resultant balances and
allows for debt rescheduling under a system that
permits “suggesting” adjustmeats to the macro-
economic policy for each country in terms of its trade
results; v) it promotes exports to the region via
specific incentives in the form of foreign-currency
availability, to be complemented by the Special
Foreign Currencies Fund.

The Special Foreign Currencies Fund, with an
initial supply of 30 million European monetary units
10 assist the relatively less developed countries with
chronic intraregional trade deficits, is equipped with a
mechanism for strengthening the productive sector,
increasing its exports, and thus reinforcing the
soundness of the Central American Payment System
and encouraging the gradual elimination of trade
barriers, It will finance the working capital and the
purchase of extraregional inputs for enterprises and
activities capable of improving the exportable supply.

3, Programme for dismantling trade barriers'®

This programme, the immediate implementation of
which was approved at the economic summit as a
preparatory step towards bringing the Central
American Payment System into force, includes, infer
alia, the following commitments together with a
defined schedule for implementation:

—- A realistic and non-discriminatory exchange rate
shall be established between the Central
American peso and the respective national
currencies.

—Costa Rica, El Salvador and Guatemala
undertake to revoke the provisien of not sclling
foreign currencies for imports coming from
Nicaragua; and Costa Rica, El Salvador and
Honduras undertake to revoke the provision
requiring prepayment for exports to Nicaragua.

- In all member countries, the central bank permits
of licenses required for imports and exports (o
and from Central America paid for through the
Central American Payment System shall be
revoked, Moreover, these transactions shall not
be subject to advances or to prior or guarantee
deposits. _

— The bilateral trade agreements between Honduras
and the other countries shall become muliilateral
by the end of 1992 for the purpose of achieving
free trade in accordance with the General Treaty
for Central American Economic Integration,

—Quotas and other quantitative controls on
products originating in Central America and all
import surcharges affecting intrazonal trade shall
abolished and no further controls of this nature
shall be established,

16 See annex 3 of the financing agreement between EEC and
Central America, 30 April 1990,
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—— Finally, there is a seties of commitments: to
eliminate non-tariff trade barriers relating to
transport; to improve physical installations and
communication facilities; to simplify frontier-

post formalities; and to coordinate standards,
repulations and procedures relating to animal and
plant health control.

The strategy of economic openness and entry into world markets

The objective of greater Central American economic
entry into world markels calls for reflection and
strategic decisions on the part of the Central
American Govermments and private sectors. The
international economy is experiencing the most rapid
and profound political, economic and fechnological
changes since the Second World War. One aspect of
this process is the formation and strengthening of
worldwide consumer and producer blocs. The
reunification of Germany and the opening up of the
countries of Eastern Europe, plus the European
Economic Community programme for 1992, are
strengthening and expanding the Buropean bloc
enotmously, giving it new competitive advantages.
The 1992 plan alone constitutes an integrated
common market of nearly 380 million people. In
Asia, a commercial bloc, with Japan and the “small
tigers” in the lead, has been taking shape, with a
second line of exporl platforms (China, the
Philippines, Thailand, Indonesia, Malaysia), whose
competitive advantages have been a source of friction
with the United Sates and Europe, !’

The challenges presented at the global level by
the formation of these economic blocs has prompted
the United States to reinforce the economic and
strategic ties on its own continent. On the one hand, a
North American bloc is being formed by the Free
Trade Agreement (Canada-United States), into which
the second largest economy of Latin America,
Mexico, will be incorporated, according to recent
announcements. On the other hand, on 27 June 1990,
the United Siates Government proposed the
Enterprise for the Americas, supported by three
pillars: trade expansion, increased investment and
reduction of the debt burden. As for trade, the latest
proposal calls for the formation of a continental
free-trade zone, immediately making partial advances
to dismantie trade barriers through bilateral and
subregional agreements and concerted efforts in

17Gee Frnst (1989), Gereffl (1589), Hilleoat and Quenan
{1989}, “Reshaping Europe”, Business Week, December 1988,

GATT. The text of the Bush initiative states that such
far-reaching changes may require years of preparation
and difficult negotiations, but that the reward, in
terms of mutual prosperity, is well worth the effort
(Bush, 1990).

What are the implications of all these changes for
Central America and how can they be put to the best
advantage? Should every effort be made to
consolidate a single Latin American common market
or is it more to the advantage of Central America and
the Caribbean in the immediate future to redefine the
terms of its integration into the North American bloc,
now enlarged by Mexico, without prejudice to
attractive trade and financial schemes with the rest of
Latin America? What is the role of trade and financial
relations with the European and Asian blocs? These
are some of the most relevant questions today and are
the subject of the following commentary.

L. Adjustmenis in trade strategy

In the 1980s, Central American integration into world
markeis was characterized by individual and uni-
lateral policies of openness and trade liberatization, in
some cases under programmes of structural adjust-
ment individually negotiated with international
agencies, and by a rather passive group movement
towards greater integration into the North American
bioc, based on the Caribbean Basin Initiative. It can
be argued that both ¢lements constitute a relatively
inefficient strategy of integration into the world
economy and, at the same time, that Central America
would benefit from the following adjustments in its
trade strategy: joint negotiation of its economic
openness sirategy vis 2 vis other trade blocs and
within GATT; greater economic integration with the
United States and the North American bloc, but
within a framework different from that of the
Caribbean Basin Initiative.'®

18 Me Caribbean Basin Inifiative has been evaluated by Ray

(1987), Tucker (1989), Rodrigucz and others (1989) and Salazar
and Vargas (1939).
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With respect to the first element, it is to be hoped
that, in the 1990s, the openness and trade
liberalization processes of all Central American
economies will continue, since they are part of the
new sirategy to promote exports adopted by all
couatries of the region. However, inasmuch as
openness is achieved unilaterally, the opportunity to
negotiate beneficial trade and financial concessions
with the North American bloc would be lost. Mexico,
for example, unilaterally liberalized its economy and,
by doing so, lost part of the negoliating power it
would have had if, instead of liberalizing, it had
negotiated concessions from the United States within
the framework of the recently announced trade
agreement. A similar argument can be made for
incorporation into GATT and participation in the
Uruguay Round.’®

Moreover, the diverse evaluations of the
commercial repercussions of the Caribbean Basin
Initiative coincide in noting how limited this scheme
is as an instrument for promoting industrial and
agricultural exports from Central America and the
Caribbean to the United States. Salazar and Vargas
(1988: 219) find that, five years after implementation
of the plan, exports to the United States from the
countries that signed the Caribbean Area Economic
Recovery Act are on the decline. Ray (1987) argues
and demonstrates that the Caribbean Basin Initiative
is not managing to promote imports of consumer
goods and agricultural products of the region, while
systematically discouraging imports of texiile
products. Tucker (1989: 361) concludes that it was
hoped that, with the Caribbean Basin Initiative and
the consequent collapse of trade barriers, the full
economic potential of the region would be realized,
He adds that, unfortunately and unsurprisingly, the
“unblocking” of trade has produced minimum results.

Motivated in part by these limited resulis,
Stephen Lande and Nellis Crigler (1990) recently
presented an innovative proposal consisting in the
transformation of the Caribbean Basin Initiative into a
fair trade agreement with the United States, which
would transform the relation with that country from a
donot/recipient relationship into a strategic economic
alliance. The following are some further reasons
which would justify that strategic decision:

19 See SIBCA (1988), De La Ossa (1988) and Lobo {1987).

a) Although the recently announced Bush
initiative calms the fears of a possibly diminished
private and public United States interest in the region,
Lande and Crigler detect tendencies in the
international economy which may make investing in
Central American countries less atiractive, The
opening up of Eastern Europe poses a threat, to the
extent that those countries have wage levels which
are competitive with those of Central America, a
skilled labour force, a relatively developed industrial
base and access to the integrated European market, all
of which makes them attractive to investment from
the Uniled States, Europe and Japan, thus limiting
resources which, in ether circumstances, could be
invested in Central America. Moreover, as the
Sanford Commission has repeated, there is the
possibility that, once the hostilitics are over, external
economic assistance will be suspended and the doors
now open to Central American exports will be closed,
because the region will then no longer constitute a
zone of geopolitical crisis (INCEP, 1989),

b) Secondly, unless the Central American
countries together exercise their negotiating power,
their region’s share in obtaining trade preferences
could be reduced by the extension of similar
preferences to the countries of Eastern Europe and
Mexico, and by other sweeping concessions made in
the context of the Uruguay Round. Morcover, this
share could be limited by the Bush initiative itself, to
the extent that other Latin Ametican countries
carrying greater economic and political weight make
use of the plan. This shows the importance of
carrying out joint negotiations and of establishing
mechanisms that will increase Notthermn bloc and
Eutopean  Economic Community  preferential
treatment of the Central American region, within the
context of the GATT.

To sum up, joint negotiation of trade openness
within the framework of an agreement, be it a “fair
trade” agreement as Lande and Crigler propose or a
variation thereof the context of the Bush Plan, would
have several advantages:

— It would allow for coordinating the economic
openness processes and achieving, in exchange
beneficial concessions for the region, thus
improving the preferential treatment of the
Central American region with the Northern bloc
and, potentially, other economic blocs.

—1It would ensure an orderly transition, with
frequent consultation of the Central American
private sector, which would take increased
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competitiveness into account when gaugmg the
pace of openness, '
— It would avoid the vulnerability and asymmetry
of schemes such as the Caribbean Basin Initiative
" which, while making unilateral conicessions, alse
allow the “donot” to eliminate or modify such
preferences unilaterally. Lo
—- The fotegoing factors would generate greatcr
" security in trade and economic relations and a
better climate for investment than would be
achieved by individual and uncoordinated
OpENNESS Processes.
~— It would allow for petiodic reviews and
renegotiations which would

assistance.

2, Technofogy and patterns of global and
o regzonal integration

The tenclency towards creating consumer and
producer blocs is the result not only of geopolitical
but also of economic and technological factors. The
current technological revolution, based on informa-
tion, know-how, flexibility and adaptability, demands
‘s revolution in the forms of organization for
extracting the maximum benefit from. the new
technologies. The impact of this revolution is-of such
magnitude that it is argued that we live in a period-of
transition to a8 new techno-economic and organiza-
tional patten with which pew managerial and
organizational models are associated and which
demands global social changes There are several
interpretations and -a full - debate about . the
implications of . this. pew .- pattern for . peripheral
countries, their possibilities of closing the techno-
logical gap and the way in which they can adapt
themselves . successfully to the. opportunities being
created by the rapid comparative and absolute
advantages caused by the new technologies (Emst,
1989; Antonelli, 1989; Pérez, 1988). :
- The most optimistic outlook ™ - suggests,
especially for countries which have already achieved
a certain level of indusirial development and are
equipped with a critical mess of skills and kmowledge
in their labour force, that the new technologies and
the period of transition between models open
“windows of opportunity” for “skipping over stages”
and joining the current industrial revolution even
though they missed the previous one,

2 antonelll (1989); Pérez and Soete {1988).

20

improve the
agreement benefits and include other issues such -
as investment, non-tariff bamers and ﬁnanmal

Cormnpetitiveness in many products and dynamic
sectors is incteasingly more oftefr:based on factors
vorelated to price (design, innovation and product
differentiation) and demand (quality). At the same
time, the fraditional factors of supply (economies of
scale, mass production and lines of hemogeneous
goods) are completely redefined in the new model.
For example, the scale of factories is, in many cases,
independent of market size. It is possible to achieve
very high levels of efficiency while maoufacturing a
wide array of different products, with frequent
changes of model and wariable wvolumes. This
transforms the factors that determine competitiveness
and redefines the barriers to entry, lowering them for

- many products and processes, which makes ‘the
- proliferation - of highly competitive small and

medium-sized businesses possible. Activities which
acquire great importance are: “economies of scope”
(optimization of the rarige of products), “economies
of place, time and ‘motion” (based on proximity,
resporise ' speed, intcgranon of design-production-
adiinistration phases, “just in time” management of
mvenlonw and of delivery, clc.), and “economies of

. spec_lalizanon” (based on narrow market segmenits).

- -The ourrent (ransition toward ~a new
techno-economic and organizational model raises two
important issues for the strategy of productive
transformation and - integration- of Central America
inlo the world €conomy. -

_ F:rst, optimism w1lh rcsped fo the posmbllmes
of encouraging the sprcad of technical progress and
technological development in Central America is
justified. Propagation of the new model throughout
the produciion system requires the conversion and
restructuring of the well-established industries in the
developed countrics as well; established products are
redesigned, new products and industries emerge,
important parts of the present industrial estate become
technically and organizationally obsolete. In other
words, the requiremenis of the technological learning
process and industrial retrofitting are felt not only in
developing countries but also in developed countries.
Pérez and Soete argue that, during transition periods
between models, there are two types of conditions
conducive to closing the technology gap. First, there
is {ime to learn while ail the others are learning;
second, given a reasonable level of productive
capacity and an advantageous site, together with an
adequate supply of human rescurces skilled in ihe
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new technologies, a temporary window of
opportunity i8 opened, with low barriers to entry
where this is most important (Pérez and Soete,
1988: 477).

Second, these technological factors influence the
formation of economic blocs linking centres and
peripheries sitvated near to each other, and they
determine the international competitiveness of
regions such as Central America and the Caribbean
basin. The main centres of global growth and

innovation will continue to be in the blocs of
developed countries; nevertheless, according to the
technological outlook suggested here, if Central
American internal conditions are sufficient for
coordinated trade negotiation efforts io be made and
for efforts to be focused on development and
integration, greater integration into these blocs
—especially the North American bloc- could boost the
region’s economy and improve its possibilities for
growth and development.

Joint action for the development of international competitiveness and the
conversion of productive sectors

Greater integration into the world economy preseats
not only opportunities but also threats. It is possible to
lessen the impact-of the transition and to make the
most of these opporiunities through coordinated
action in the public and private sectors to hasten the
transformation of productive sectors and encourage
international competitiveness and interlinked produc-
tion. Jaint Central American fields of action towards
these goals can be grouped into several categories:
action to harmonize motivating systems and other
market policies; action to use economic integration a8
a source of competitive advantages through special-
ization and productive complementarity; action to
develop structural competitiveness; and action to
promote efficient import substitution and conversion
of the industrial base.

1. Harmonized incentives and market policies

The liberalization of intraregional trade can find itself
limited or distorted, if active steps are not taken to
harmonize incentives, together with passive measures
such as dismantling tariff barriers. Active steps are
important in the following arces:

a) Non-tariff barriers

As noted above, the Programme for Dismantling
Intra-regional Trade Barriers includes a number of
commitments to dismantle non-tariff barriers con-
nected with obstacles to transport; improvement of
physical installations; communication facilities and
speeding up frontier-post formalities; standardization
of rules, regulations and procedures for animal and

plant health control. Fulfilment of these commitments
is important for the free movement of merchandise in
the region.

b) Export incentives

Lack of harmony in this area can have a number
of negative consequences: countries with fewer
incentives will be less atiractive for investment; there
is the risk of wars incentives to attract more
investment; intraregional trade flows may be distorted
toward tite exploitation of the benefits accruing from
the use of those countries offering greater incentives
as a base for exporting.

¢) Common external tariff

Al the present time, the common exteral tariff
has two problems: uniformity was broken by
measures taken by individual countries (e.g.,
surcharges, duties, excise taxes, duly-free treatments,
etc.) and the tariff level is ineffectual because it has
not been adjusted to the requirements of export
prometion and efficient import substitution. These
objectives make it necessary to bring down the
common external tariff gradually to a Jow and
uniform level.

2. Mechanisms for exploiting the competitive
advaniages of specialization and
complementarily at the regional level

Gereffi (1990) distinguishes four roles, played by
recently industrialized countries in the world
economy, which are useful to bear in mind when
contemplating the Central American expott strategy,
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the relations belween economic integration and
exports, and possible avenues for joint action in the
area of exports and the promotion of investment.
These are the roles of exporters of primary products;
export platforms (foreign-owned, labour-intensive
manufactures processed in duty-free zones); interna-
tional subconiractors (consumer goods, finished on
the part of enterprises whose output is distributed and
marketed by the main centre and ils agencies, the
principal niche occupied by the recently indus-
trialized Asian countries); suppliers of componenis
(production of components in the capital-intensive
and technology-intensive peripheral industries for
subsequent export and final assembly in the central
country; a characteristic of this procedure is lhat it
generates a higher degree of technology transfcr)

a) Combined exports

Combined Central American exports can help to
generate competitive advantages and production-
export-marketing chains in several ways:

i) As regards economies of scale, it could be
possible to have available minimum quantities of
some products for a large volume of trade that is
beyond the reach of a single country; in other cases, a
relatively high oulput could even allow Central
American enterprises o adopt dynamic trade
strategies, especially in the case of some non-
traditional agricultural products for which the
countries have similar comparative advantages.

ii) The differences in information, contacts and
external trade experience among Central American
couniries, especially the advantages of those more
advanced in the export process, can be put to good
use (through fairs, conferences and other information
exchanges) for mutual benefit instead of being a
source of competition among entrepreneurs in related
fields. In the case of many producis, the size of
overseas markets offers Central American entre-
preneurs opporiunities to leave their competitive
behaviour behind and begin to collaborate,

Zpn the last 15 years, the froat-line recently indusitalized
Asian countries {the Republic of Korea and Taiwan) bave been
yielding their role as export platforms or processiag zomes
established on the basls of low wages io Chima, the Philippines,
Thailand, Indoneals, Malaysia, and have achieved greater success
as interuational subcontractors and component suppliers.

iii) It is casier to exploit the -advantages and
benefits of specialization at the regional level than in
individual countries. Liberalization of intraregional
frade opens up oppottunities for subcontracting export
schemes at the regional level, either through leading
enterprises in ¢ach country under new joint export
schemes or in conjunction with foreign capital. These
schemes are more advantageous than export
platforms based in duty free-zones, because they are
less vulnerable to changing costs and open the way to
production of exportable goods that make intensive
use of technology and are very specialized. In other
words, economic integration offers competitive
advantages to countries which opt to serve as
suppliers of components. Separately, those countries
would probably tend more to serve as export
platforms based on in-bond assembly.

b) Studies, information and follow-up

A first step toward achieving the above would be
to carry out in each country a series of detailed and
comparative diagnoses in each subsector for the
purpose  of identifying, on the one hand,
complementarity possibilities and, on the other, the
potential leading enterprises which, in each subsector,
could make the export grade and coordinate regional
subcontracting. Several studies of this kind have
already been carried out by the Permanent Secretariat
of the General Treaty for Central American Economic
Integration (SIECA, 1986). A second step would be
to bring the entreprencurs in branches having the
greatest identified potential together in order (o
discuss possible specific joint export projects and the
coordinating mechanisms necessary in each case. The
Federation of Central American and Panamanian
Private Entities has plans to prooeed in this direction
(Rodriguez, 1990b).

~ The data bases of such institutions as CINDE, in
Costa Rica, and FUSADES, in El Salvador, are very
useful for identifying enterprise networks which
could participate in sectoral joint expont initiatives in
the Central American region, However, the export
effort implies creating and coordinating the capacity
to compile and fransmit information, to follow up and
to prepare Lechnical siadies in each country.

These information and follow-up systems can
also include exchanges for joint ventures, sectoral
strategies and cases of industrial restructuring.
Availability of the means necessary for exchanging
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experiences and information on competitive and
retrofitting strategies; at the subsectoral and specific
enterprise level, would strengthen these processes in
the region. S

¢) Flexible specialization and subcokrrdcring:.ar the
regional level

The success of the industrial districts in Italy,
formed by networks of small and independent
enterprises ‘organized on the basis of an exiernal
division of labour among them, is & mode! which
teaches important léssons about production organiza-
tion and the export potential of Central America as &
whole. This model has been very compelitive in
international markets, offering distinctive and
innovative products at low prices. A shared
characteristic of these districts is the stability of their
social environment: all are linked to areas with long
traditions of craftsmanship In specific sectors,
together with a solid agricultural base and an array of
trade-related activities. All' are near middle-sized
towns, with good ‘study and training centres,
connected by highway networks. Local goverriment

assistance in infrastructure has been substantial in’

some cases: several -textile districts "have opened
centres for design and forecasting fashion trends; in
several cases, export consottia have been- promoted;
in most cases, the leading enterprises det€rmine
production standards, control quality and organize the

stratégic aspects of produclmn, distribution and

marketing.
In fact, the strategies for the industrial

reorganization of large Buropean and United States:

enterprises have included the decentralization and
subcontracting of products and processes. Industrial
subcontracting allows an enterprise to acquire parts or
intermediate goods at a lower cost than if it produced
them itself, because it avoids investment in space,
machinery and equipment, raw materials and working
capital. Other benefits include greater quality control
and greater flexibility In the. light of changes in
technology and in the quantities and characteristics of
demand., :

Useful mechanisms for promoting ‘regional
subcontracting in Centra! America are the sub-
contracting exchanges. Carlos Martfn Alcald (1990)
has analysed some of their operational characteristics,

defining them as intermediary entities, generally in-

the privaie sector, ofien linked to an industrialists’
trade association.. He adds that the Central American

countries are among those which have most peed of
these subcontracting exchanges, precisely because
their indusiries, for the most part, grew vertically,
“doing a bit of everything”, These exchanges can be
an effective mechanism for retroffiting, contributing
to the modemization of networks of small enterprises
and exploiting to the full the advantages of flexible
specialization at the regional level, _

CINDE, in <Costa Rica, is - developing
subcontracting  schemes among the - leading
enterprises in the ‘textile and metal-transforming
indusiries. Rodrigo Ortiz. (1990) ‘and Elmer Arias
(1990) have stressed the potential advantages of
developing Central American  complementarity
through subcontracting schemes. For example, in the
metal-transforming sector E1 Salvador has a number
of processes more developed than in the rest of
Central America: basic aluminium and iron
industries, metal-extending processes, casting and
light forging processes. Costa Rica, in its turn, has
advantages in in-bond assembly and  precision
engincering. A subcontracting exchange for the
metal-transforming industry would have information
on the types of products and the advantages of each
country and would make that facility available to a]l
the other countries of Central America, In this way, as
Rodrigo Ortiz (1990) notes, if an entrepreneur arrives
in Costa Rica wishing to make felephones, it can
import plastic products from Mexico, buy wire in
Costa Rica, and El Salvador and Honduras can make
their contribution. In those conditions, any telephone
manufactuter will be interested in producing them in
Costa Rica, instead of going to Taiwan.

The subcontracting schemes for exports or the
regional market, to be used by leading enterprises,
whetheér assisted by private institutions such as
FUSADES in El Salvador or CINDE in Costa Rica,
or developed through subcontracting exchanges, have
intraregional free trade as a prerequisite. Tn this sense,
economic integration means progressing towards
forms of production, of exportable supply and of
products and processes which make intensive use of
technology and are very specialized. This is to say
that integration offers greater oppottunities for
surpassing the in-bond assembly stage and exploiting
the competitive advantages associated with flexible
specialization and the supply of componenis by
Central American enterprises. To the exient that
important - sectors of small and medium-sized
enterprises are made to participate, progress would be
made towards greater equity in regional development.
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d).Complementarity and s pec;akmtwn in dury ﬁ-ee
. zones

_ It was rccently suggesled that the complementary
export effort in Central America could be bégun more
rapidly through duty-free zones, On this point, Ortiz
notes that the advantages are obvious because new
legislation would not be necessary; no talk of treaties
is necessary nor must projects be subitted to the
legislative asscmbly of any Congress; nor are bilateral
agreements required; nor would balance of payments
arise because paymems would not have to pass
through the Central American Clearing House.
Moreover, employment would rise, which is the goal
in these times, foreign investment would increase, as
the countries of the region and the region as a whole
became more attractive, exports would increase and
joint enterprises would emerge (Ortiz, 1990}.

¢) Investment promotion

The goals of international competitiveness,
greater coordination of the production apparatus and
regional complementarity, together with clarification
of the economic functions perfomed by recently
industrialized countries in the integration of the world
economy, as described by Gereffi (1989), constitute a
solid basis for defining dynamic and selective criteria
to guide investment-promoting policies. In this way,
it will be possible to arrive at'a set of temporarily
selective criterla for guiding the productive trans-
formation of each couniry and the region as a whole.

Rodefguez (1990b) proposed three major centres
of specialization for Costa Rica and, mote recently,
offered them as a working hypothesis at the regional
level (Rodriguez, 1990b). The first centre consists of
the metal-transforming, electronics - andd plastics
industries. This incldes a wide spectrum of products
and processes which combine products from the three
sectors, contains a high percentage of leading
categories in the world market’s expansion and offers
ample opportunities for complementarity and regional
specialization. A second specialization centre consists
of farming, agro-inklustry. and the. production of inputs
and machinery for these two sectors. The third
comprises the service sector, especially information
science and tourism, Selective investment promotion
could encourage coordination of production in these

three areas in a -regional context. Among other

advantages, this would geperate competitive
advantages within the integrated market more quickly

than could be achieved by any one country alone; it
would also surpass the in-bond assembly stage and
move on to indusiries and processes which would
fiake intensive use of know-how, with a greater
regional content and a larger transferred-technology
component in the investments. In other words, it
would mean_progrﬁis in Central America towards the
role of first-line recently industrialized countries.

~ Rodrigo Ortiz, General Manager of the CINDE
Investment Promotion Programme, describes the
programme’s evolution in Costa Rica and its progress
towards this type of criteria, for which they are
initiating processes of “complex contracting” and
retrofitting (action to transform enterprises into
efficient exporters with technical assistance in diverse
aspects such as ranging from estimating prices to
designing and exporting products), together with
activities designed Lo éncourage joint ventures. Ortiz
comments that the model (based in the past on the
in-bond assembly industry) is fragile because small
wage or exchange-rate adjustments may remove a
country from international competition, addihg that,
even though the in-bond assembly indusiry has been
very successful in Costa Rica, other areas are being
given pnonty over textile assembly industries, as the
country is secking for internal and régional
integration (Ortiz, 1990 4): '

3. Mechanisms for developmg Structural
com_peuuveness

Competitiveness is the guiding economic concept for
the new (entral Ametican development strategy, but.
it is a complex concept which implies -action and
strategy at three levels: the individual enterprise level;
the subsectoral or branch level; and the level of the
economy as a whole or of various integrated

-economies. At the last two levels, competitiveness is

greater than the average competitiveness of each
enterprise and depends on a number-of structural,
economic and institutional factors such as scientific
and technological capacity; the supply of skilled
human resources; the communications and transport
infrastructure; and the development of capital markets
and the quality of financial intermediation, All these
clements give rise to the concept of structural
competitiveness and point to the systemic nature of
competitiveness. Below, several types of joint action
which Central American countries can take i in the fu'sl
and last arcas are suggested.
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a) Science and technology policy

The systemic character of technological devel-
opment and of competitiveness, implying interrela.
tionships among wery diverse institutions and
enterprises, suggests that emphasis for joint efforts in
the area of technological policy should be placed on
the creation of information networks, contacts and
agreements at the regional level in order to promote
an intense exchange of information, personnel, goods
and services in the technological field, and the
development of joint projects. Space does not allow
mote than a list of suggestions of the kinds of action
which can be developed in this arca, 22

— Formal development commitments and
harmonization of certain policies related to foreign
investment, the development and standardization of
technical norms, State purchases, and mid-level and
higher education.

~ Modernization and staudardization of legisla-
tion on the protection of industrial property, which
can coniribute to greater technological integration.
For example, simultaneous recognition of patents and
brands would ¢liminate bureaucratic obstacles in the
way of enterprises operating at the regional level. The
adoption of 2 commeon position in the Uruguay Round
discussions on intellectual propetty can be the
beginning of a regional task force on these topics.

~ The similarities existing among a great variety
of agricultural and industrial products and the costs of
research and development make the development of
joint scientific and technological projects one of the
most attractive areas for collaboration. These projects
can give priority to such areas as animal and plant
health control, quality procedures and norms for
exports, biotechnology, information science, elc.
State aid and subsidies for research and development
are amply justified by economic theory and the
experience of developed countries. This effort must
include close collaboration among universities,
research centres and businesses, together with legal
mechanisms for guaranteeing the use and economic
appropriation of the know-how generated,

22 Several points in this scctlon have been taken from ECLAC
(1990), chapter VI, where some of them are developed in greater
detail.

— Over and above personal contact in seminars
and conferences -one of the most effective
mechanisms for the development and transfer of
technology— obstacles should be removed and the
mobility and movements of skilled personnel should
be encouraged.

- Application of the powerful, modem
information technologies should be promoted at the
regional level in order to achieve rapid communica-
tion that will link the regional scientific and
technological system intemally and with the rest of
the world. This system ought to include modem
methods of technological forecasting.

— A reglonal market of specialized industrial
consulting services in the areas of design, publicity,
marketing, finance, engineering, etc., ought to be
created and developed through the elimination of
national and professional barriers to the transfer of
skilled personnel, together with the creatien of
“contracting exchanges”, registration and selection
mechanisms,

 — Training in the modern conduct of business
and’ management techniques, both for private
entrepreneurs and for the managerial levels of public
administration, is one of the main instruments for
changing attitudes and inducing the organizational
changes required by the new technologlcs and
international competitiveness.

~ The fechnological element is central to
programmes of retrofitting which should concentrate
the efforts in selected sectors. The development of
selective retrofitting policy, directed towatds certain
sectors common to several countries,” ought to
integrate the best human and institutional resources of
the regional scientific and technological system.
Costa Rica has begun a pilot project on technology
and information science for retrofitting with external
fechnical and financial support which could serve as a
model for similar efforts throughout the region.

b) Capital markets and productive investment

Retrofitting, which in some countries means
reconstruction, the development of international
competitiveness and increased exports reguire a
steady rate of investment in new generations of
cquipment, products and  infrastructure. One
prerequisite for this is the creation of a climate of
greater confidence in investment and a coherent and
stable macroeconomic framework. Given such
conditions, foreign investment and internationat
cooperation could play an important role in financing
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the new investments. However, the greater effort in
the area of savings apd investment should be
domestic, Several areas of action are imporiant for
achieving this end:

1. The comrection of fiscal disequilibria is
essential for a stable monetary and exchange policy.
Moreover, in terms of monetary policy and financial
strategy, certain basic rules should be adopted, such
as: a) establishing positive, real interest rates that will
avoid distortions in the financial markets, attract more
savings and promote “deeper financial analysis”.
However, care must be taken to ensure that greater
linkage of the domestic financial system with
international markets does not create instability and
does not sacrifice productive sectors by maintaining
upwardly distorted interest rates; b) subsidized and
sclective credit is a necessary instrument in certain
sectors and areas, but it is sound policy to ensure that
such subsidies are financed by the pational budget
and not by financial institutions; <) currency
exchange control is justified so long as strong fiscal
distortions persist (McKinnon and Mathieson, 1982);
d) financial sirategy ought to promote an institutional
framework with a strong dose of long-term financing
and improved access for small and medium-sized
enterprises  which characteristically suffer from
segmentation in capital markets (Firench-Davis,
1990: 30). The most important challenge for Central
American financial systems will be to render large
segments of the population access to financial
Although monetary and fiscal policies are
matters within the purview of Governments, regional
coordination of macroeconomic policy can help to
generalize this type of objective and rules.

2. The objective of promoting exports requires
the rapid establishment of quick-acting financing
mechanisms for foreign trade which will include
working capital, new investments and technical
support for expott projects. Fitzgerald and Croes
{1990) have proposed the creation of a regicnal fund,
supported by an intergovernmental institution, to
finance Central American foreign trade, This could be
managed by the Central American Economic
Integration Bank (BCIE) or become a new specialized
financial agency. Seed capital for this fund could
come from foreign-debt reconversion operations.
Another alternative, in line with the search for greater
economic integration into the large trade blocs, could
consist in expanding the Bank's capital by
incorporating the United States, European, Latin

American or other countries as Bank membcrs,23
which would strenghten and increase interational
confidence, in the Bank. Another institutional
framework would consist in establishing foreign-trade
trost funds in each couniry of Central America, as is
now being done in Costa Rica with the support of the
United States Agency for International Development.
These schemes are not exclusive. Their implementa-
tion requires technical and financial cooperation at
the regional and external levels.

3. Retrofitling and the new efficient import-
substitution industries, the creation of which will be
boosted by revitalizing intraregional trade and
lowering common exiemal tariffs, also require
financing. As a complement to national credit
schemes, a regional retrofitting fund could also be
considered, with suitable instalments and interest
terms and the flexibility necessary for assisting
specific sector and enterprise conversions. The
institutional options are similar to those for the
foreign-trade fund. For this fund long-term capital
and indirect credit schemes for financing networks of
small and medium-sized businesses, in support of the
subconiracting schemes outlined above, is of
particular importance, In this way, the retrofitting
fund could function as a “second-floor bank” % for
credit transacted directly by non-governmental and
professional institutions in each couniry.

4. The process of upgrading capital markets and
financing industrial modernization must not be
limited to payment and credit mechanisms, It is
important to promote, on the one hand, greater
integration by developing and strengthening national
stock exchanges and, on the other, new sources of
savings and financing, by encouraging the
development of stock markets. In Central America,
there are only two national stock exchaages which
deal almost exclusively in fixed-income-bearing
securities: that of Guatemala, in operation for only
two years, and that of Cosia Rica, 12-years-old, with
a daily trade volume of about US$12 million.
However, the registered stock of only 40 companies
is traded in the latter market and stock transactions
account for only 1% of the total transactions. There
are informal markets in the other countries and
national stock exchanges are being formed in El
Salvador and Honduras.

B Taiwan recently made a capital contribution as an
exiraregional member of BCIE and advanced falks are wnder way
with i(lmil and Germany,

This scheme was proposed by Olaso (1990) and Salaverrd
(1999} to finance reirofitting ie Cosia Rica.
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The free movement of -capital through stock
exchanges and stock markels is a long-term objective
which, however, opens up a very wide field for joint
action, including the upgrading and coordination of
tax incentives for opening up the capital of regionat
enterprises; the creation of institutions specializing in
technical and financial services for subscribing to
shares; the creation of cash funds- to ‘activate the
primary and secondary stock markets; legislation to
protect minority stockholders properly; legislation to
facilitate institutional stock investments (for example,
pension funds), and' workers’ participalion in the
capltal stock of cnterpnses A :

Opening up busmms capital in Central Amenca
is more than can be. reahstically hoped for in this
decade, but rapid capltal flows through that channel
would be a powerful instrument for . economic
integration and would .contribute to profnabtc
transformation, together with the advantage that it
encourages . greater fairness to the extent that . it
facilitates broad-based pﬁrthI[Jal.lOl'l in the capllal
stock of important regional enterprises. The processes
for privatizing public enterprises underway io several
countries can be used to promote the development of
stock markets and ecucate the public in this matter. -

5. Finally, upgrading and integrating capita
markets calls for bringing the framework for
regulating financial institbtions znd sectors at the
regional level into ahgnmenl mcluding similar rules
for the supervision ‘of loan portfolios, financial
statement dlsclosures, auditing practices, and other
mechanisms  for achieving - transparency ot the
natlonal and reglonal levels.

4, Mechamsms  for promotmg the conversion of the |
_existing mdusrrm! base

In the Central . American Plan._for Economic_AdiOn,_

the presidents of Central America agreed to promote
a policy of gradual and selective retrofitting, Most of
the activities for achieving international competi-
tiveness mentioned here imply implementation. of a

¥ See CODESA (1989), Salazar-Xirnachs (1990), Rodriguez
(1990).

regional-level retrofitting. policy. However, there are
strong reasons for adopting subsectoral industria
policies, based on an explicit effort to bring the
business, scientific, technological, financial and other
supportive povernmental and non-governmental
institutional efforts together into. line with coherent
retrofitting or industry-restructuring strategies. The
aim would be to dcvelop subsectoral ooopcratlon in
selected branches.

It is clear that sectors ‘with one or only a few
large enterprises, having substantial foreign-capital
participation and slrong international ‘technological,
financial and market contacts will dclermme their
own retrofi ltmg stralcgy

- However, it is in the sectors with predommantly
domestic capital resources, ot which are characterized
by -a Jarge number of relatively uncoordinated small
and medlum-sued enterprises, that greater benefits
from consensus-bulldmg processes and support
measures for competitive and restructuring strategies
at the subsccsoral level will arise. These measures
could include all.the mechamsms mcntloned above
such as subcomracting exchanges connecting leadmg
enterprises with the networks of small enterprises,
exchanges . for co-investment . projecis, combined.
exports, mechanisms .for market information and
follow-up, financial mechanisms for promoting mod-
emization, support for. technological activities, etc.

*The objectives of this retrofitting approach would.
be: to facilitate the process of adjusting the different
sectors (o the new economic conditions; to increase
productivity and ‘competitiveness .and to generate a
system for consensus-building 1o solve problems and
formulate -plans and- stratcgles for  industrial
restructuring;

The essence of the retrofitting appmach is to
focus attention selectively on the development of
subsectoral strategies. The joint and coordinated
formulation of subsectoral strategies accelerates the
learning pace of participating agencies, improves the
decision-making process so as to “manage the

- complexity” of developing competitiveness and is in

itself one of the best mechanisms for the rapid and
efficient dlssemmauan of information (Salazar-
Xirinachs, 1990; Salazar-Xirinachs and Doryan,
1990).
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VI

Final observatio'ns

In spite of the economic and social “disintegration” of
Central America in the 1980s and the presence of
great political, economic and military obstacles, the
Central American Common Market has managed to
endure and is on the threshold of an 1mporlant
reactivation.

Recently, big steps towards the consolidation of
peace and democracy have been taken. Moreover, the
Central American Governments and private seciors
are both cwrently committed to an extraordinary
effort to define the areas of cooperation in the
economic sector and to move ahead towards
development and regional economic integration. This
means that, of the three possible scenarios for the
19905 —further disintegration, growth with limited
integration, and accelerated development with
integration— favourable conditions for the third
possibility are being generated.

The present global tendency to form consumer
and producer blocs is determined by technological,
economic and geopolitical factors. In Ceniral
America, it is necessary to begin with an
understanding of the international envirenment in
order to make the most of these transformations. Two
factors can contribute thereto: greater integration into
trade blocs, especially that of North America; and

joint - implementation of the openness and trade
sirategy.

Taking international competitiveness as the
guiding economic concepi, several forms and
mechanisms whereby regional economic integration
together with greater mobility in goods, services and
factors and specific policies for transforming the
productive sectors, can complement and strengthen
the strategy for greater openness and insertion into the
world economy, have been reviewed in this acticle.
The technological revolution offers opportunities
which can be tumed to account only throngh a
regional effort in ihe field of science and technology
and the use of mechanisms for exploiting the
competitive advantages of specialization and comple-
mentarity at the regional level.

The Central American Plan for Economic Action
includes various strategic areas for joint action not
analysed here but which are of great importance for
Central American development and strengthening
integration: agricultural policy, the fight against
poverty, and strengthening integration institutions. In
all these efforts, foreign economic and technmical -
cooperation is essential a5 an input for the current
process of consensus-building and joint policy
formulation.
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