
CHAPTER II:  

FACTORS AFFECTING OF THE TRADE BETWEEN 

CENTRAL AMERICA AND TAIWAN 

 

2.1 Introduction  

 

There is extensive literature in theory of international trade, especially that concerning 

the determination of the trade patterns. However, this section considers more directly 

what this trade knowledge implies or would suggest as for the determinants on trade 

among developing countries such as Taiwan or less developed countries such as those in 

Central America. All these determinants of trade are relevant and should be considered 

and studied carefully before venturing into making investments to increase presence in 

Asian or Central American markets. They also help explain the reasons of the relatively 

low amount of trade between Central America and Taiwan.  

 

2.2 Theoretical background and insight on trade patterns 

 

The theoretical description focuses on the works of the following scholars: Heckscher, 

Ohlin & Samuelson; Kenen, Easing, Bhagawati & Lary; Ohlin & Keesing; Hoffman & 

Rostov; Posner, Gruber-Vernon; Vernon & Wells; Kravis; and, Linder. Table 1 shows in 

brief all these scholars’ research regarding trade concerning developing economies.  



 

2.2.1 Factor proportions: capital, labor and natural resources 

The Heckscher-Ohlin theory of international trade places emphasis primarily on 

differences in factor endowments as the underlying determinants of trade. As regards 

trade among developing countries, this theory would suggest that if techniques of 

production across developing countries are roughly similar, then the relative proportions 

in which they possess such productive resources as capital, labor and raw materials will 

largely determine which goods individuals countries will be able to produce relatively 

cheaply and therefore which goods will form the basis of exchange amongst them.  

 

Specifically, the suggestion is that relative abundance of physical capital leads to the 

export of relatively capital-intensive products, whereas abundance of cheap labor leads to 

exports of labor-intensive goods. Furthermore, if differences in capital availability across 

developing countries are small compared to differences in natural resource endowments, 

then a relative abundance of specific natural resources (e.g. minerals or fertile agricultural 

lands) would lead to natural resource intensive exports, ranging, for example, from the 

export of unprocessed raw materials and food to more processed products. 

 



Table 1 Trade theory and determinants of trade among developing countries 

Basis focus 
of theory 

Model and/or  
selected  
proponents 

Commodities 
distinguished  
according to: 

Pattern of trade  
determination 

1. Factor proportions H-O-S model Capital-labour ratios; 
natural resource 
proportions 

Relative abundance of physical capital leads 
to export of capital-intensive goods; 
abundance of labor leads to export of labor 
intensive goods; relative abundance of 
specific natural resources (e.g. minerals, 
agricultural raw material) leads to natural 
resource intensive exports. 
 

2. Human skills H-O-S model/Kenen, 
Keesing, Bharadwaj-
Bhagwati, Lary 

Skill requirements of 
production and 
distribution. 

Relative abundance of professional 
personnel and highly trained labor leads to 
export of skill-intensive goods; abundance 
of unskilled labor implies export of good 
requiring few skills. 
 

3. Scale economy Ohlin, Kessing  Extent of scale 
economies in 
production and 
distribution. 

Large home market (as determined by 
population size determined by population 
size and GNP level) is conducive to export 
of goods produced under increasing returns 
to scale; small home market is conducive to 
export of goods produced under constant 
returns to scale. 
 

4. Stage of production Hoffmann, Rostow, 
import substitution 
school 

Economics “distance” 
from the final 
consumer. 

Later stages of industrialization imply 
producers’ goods exports; earlier stages 
imply consumer goods exports, especially 
“light” consumer goods. 
 

5. Technological gap Posner, Gruber-Vernon Sequential national 
entry into production 
(imitation cycle). 

Early adaptation of new goods confers an 
export advantage; later producers must rely 
on lower wages, raw materials costs, etc., to 
promote exports. 
 

6. Product cycle Vernon, Wells  Extent of 
standardization of 
market and production 
process. 

Technological sophistication and early 
manufacture leads to export of non-
standardized of differentiated goods, lack of 
sophistication leads to export of 
standardized goods. 
 

7. Availability Kravis Absolute or relative 
unavailability through 
domestic production. 

Trade is most intensive in products that are 
absolutely or relatively unavailable in the 
importing country. 
 

8. Similarity in income 
level and economic 
structure. 

Linder Similarity between 
imports, exports, and 
production for the home 
market. 

Trade is most intensive between countries 
of highly similar economic structure, least 
intensive between countries of very 
different economic structure. 
 

 
 



 

The intermediate basis for trade in raw materials, other than petroleum, among 

developing countries might stem mainly from the fact that some rapidly industrializing 

developing countries are poorly endowed with various industrial raw materials. Moreover, 

from a longer term-perspective, the scope for expansion of trade among developing 

countries in raw materials should increase as their industrialization proceeds. In addition, 

many developing countries have found it difficult – for a variety of reasons, including 

limited supply of arable land, water supply, etc. – to sustain agricultural production in 

line with domestic demand. This implies that some developing countries, which, through 

productivity gains (due largely to exploitation of abundant fertile land or water supply) 

and specialization, become surplus producers of some agricultural products, might find 

additional markets among others developing countries. 

 

2.2.2 Human skills 

The neo-factor variation of the factor proportion theme emphasizes labor skills or 

“human capital” in the determination of trade. This view would suggest that relatively 

national abundance of trained manpower would establish comparative cost differences 

among developing countries in the production of goods requiring varying degrees of 

skilled labor and hence determine which are likely to export which types of goods to 

other developing countries. Differences in human skills might also be reflected in better 

entrepreneurship and more effective organization in the production and marketing of 

products. 

 



2.2.3 Economies of scale 

Theory suggests that the larger the home market, as reflected in population size and GDP, 

the more likely will a country be able to specialize in goods produced with increasing 

returns. Specifically, a large home market provides an opportunity to produce on a large 

scale using, for example, more efficient single operation machines. The implication is 

that, as production increases, average cost falls as a result of, for example longer 

production runs, a decrease in “set-up time”, a reduction in inventory costs on so on. 

Although in the absence of a large home market a small country could still in principle 

produce a scale-economy good by relying on the export market, this possibility would in 

fact be limited to the extent that trade barriers are important. The basic suggestion, 

nevertheless, is that large developing countries are likely to enjoy comparatively high 

productivity and cost advantages in the production of certain goods which were originally 

produced only for the home market but eventually are exported to other developing 

countries. The removal of barriers to trade among developing countries would in 

principle eliminate this market-size bias against small countries. 

 

2.2.4 Stages of production (industrial development) 

According to the stages of production view, countries go through a series of typical 

stages of economic growth in their economic histories. As economic growth and 

industrial development proceed, the growth of home demand for certain categories of 

products gives rise to the development of industries in a sequence starting with “light”-

consumer goods manufacture and leading up to the manufacture of producer goods. This 

link between home demand and the development of domestic industries is mitigated, 



however by the fact that the simultaneous existence of countries at different levels of 

industrial development implies that home demand for certain “higher-stage products” can 

be supplied from abroad. Nevertheless, for a relative latecomer in the development of an 

industry, only home demand would permit the country to adapt to the current industrial 

level. The ability to complete on world markets in that industry would follow, if at all, 

only after consolidation in supplying the home market. 

 

This theory implies, for one thing, that the industrial development of contemporary 

developing countries depends basically upon following an import-substitution strategy. 

Such a strategy may begin, for example, with the domestic production of simple 

consumer goods previously imported from advanced countries and proceed to higher 

stages of production via backward integration. Thus, depending on the stage attained in 

their industrialization process (whether this is deliberately controlled or not) some 

developing countries (the more advanced ones) would be able to produce and export 

some manufactured producer goods whereas others (the less advanced ones) would be 

able only to produce and export simple or “light” consumer goods.  

 

There will therefore be a lag among developing countries in the types of manufactured 

goods they could export to each other, depending on the stage of production they have 

attained. 

 



2.2.5 Technological gap and product cycle 

Besides the determination and success with which an import-substitution strategy is 

pursued, one reason for relative differences in the stages of industrial development 

among developing countries is the relative speed with which they have been able to 

imitate or adapt technologically more advanced production methods and products used in 

the industrially developed countries. This leads to a relative “technological gap” between 

some developing countries and others. Thus, through rapid adaptation of technology from 

industrially advanced countries, some developing countries may acquire comparative cost 

advantages in the production of specific products as predicted by the product cycle theory 

and hence be in a position to export these to other developing countries. In time, of 

course, as the technology becomes more diffused, long-run comparative cost advantage 

may well come to rest with other, latecomers among, developing countries which have 

lower factor costs. 

 

2.2.6. The non-availability trade hypothesis 

Some trade hypotheses maintain that is it not comparative costs differences which give 

rise to trade but rather the absolute or relative lack of production possibilities for certain 

products in the importing country. These theories can be interpreted in relation to trade 

among developing countries.  

 

Differences in natural resource endowment and in the quantity of skilled manpower, as 

well as the existence of a technological gap between some developing countries and 

others in the development of certain industries imply that certain goods may be available 



in some developing countries, through domestic production, but not in others. Hence, 

trade among developing countries might well be stimulated by an exchange of products. 

 

2.2.7 Linder’s trade and development theory 

Linder’s theory which states that trade is most intensive between countries with highly 

similar demand and economic structure has far-reaching implications for an analysis of 

developing countries’ trade1. 

  

Linder starts with the view that conventional trade theory is unsuitable for analyzing the 

effects of trade on less developed countries. “Conventional theory is inadequate because 

its analytical apparatus is geared solely to the question of the welfare and structural 

effects of the reallocation of given, fully utilized resources resulting form changes in 

relative prices in connection with trade” 2 . However, in the case of less developed 

countries, their degree of development or under-development plays a crucial role in 

determining whether internal and external equilibrium can in principle be simultaneously 

achieved. 

 

Two mechanisms play an important role here. “First reallocation of factors of production 

may not be possible because of extreme frictions, and if factors of production are 

employed at subsistence incomes, it may be impossible to maintain production in a sector 

that has experienced an unfavorable shift in relative prices. Second, certain imports may 

                                                 
1  See S.B. Linder, Trade and Trade Policy for Development (London: The Pall Mall Press, 1967). 
2  Ibid p.2. 



be required in certain proportions to achieve the full utilization of the economic potential, 

and these imports may exceed exports”3. 

 

Although this factor-proportions problem could in principle be resolved through trade (in 

which case trade would operate as a “super engine of growth” for developing countries),4 

in practice there is a limit to what developing countries can export to advance countries in 

exchange for capital goods. This limit is set in the case of primary commodity exports by 

either inelastic foreign demand or by decreasing marginal productivity, or a combination 

of the two. In the case of manufactures, absolute productivities may be too low to permit 

the production of a sufficient quantity of those goods which are in demand in advanced 

countries.  

 

Even when this is not the case, trade barriers erected against lower-cost manufactured 

products of developing countries may effectively limit how much they can export to 

developed countries. Thus, so long as the maximum that developing countries can export 

to developed countries falls short of their minimum import requirements from them an 

acute foreign-exchange gap will emerge. This implies that it will not be possible to 

establish simultaneously internal and external equilibrium “no matter how much 

absorption is reduced”; for “whatever the expenditure policies, imports cannot be 

                                                 
3 Ibid p.3. 
4  Trade is a super engine of growth if it not only stimulates growth by expanding demand for domestically 
produced goods but also enables the country to acquire factors which augment its domestic productive 
capacity. 



reduced below a certain limit without causing internal, instead of external, 

disequilibrium; and exports cannot be stimulated … [above the maximum]”5. 

 

2.3 Other factors interfering with trade between Central America and Taiwan 

 

The theory approach described above suggest that capital, labor, natural resources, human 

capital, economies of scale, technological gaps, lack of factor availability and the state of 

development would determine the trade among developing countries. However, even 

taking into consideration all these factors, there are still many other factors that act as 

trade barriers, in this case, between Central America and Taiwan. The following sections 

describe the impact of these. 

    

2.3.1 Negotiation styles & culture 

Culture influences negotiation through its effects on communications and through their 

conceptualizations of the process, the ends they target, the means they use, and the 

expectations they hold of counterparts' behavior. Culture affects the range of strategies 

that negotiators develop as well as the many ways they are tactically implemented. In 

international negotiations, the negotiation table holds the values, beliefs and background 

interference of the culture of all parts involved and normally these parts will 

unconsciously use those elements in both the presentation and interpretation of the data, 

interpreting and judging the other culture by their own standards. Nations tend to have a 

national character that influences the types of goals and processes pursued in negotiations. 

 
                                                 
5 Linder, op. cit. p. 51 



Thus cross-cultural negotiators bring into contact unfamiliar and potentially conflicting 

sets of categories, rules, plans, and behaviors. Dr. Geert Hofstede conducted perhaps the 

most comprehensive study of how values in the workplace are influenced by culture. 

From 1967 to 1973, while working at IBM as a psychologist, he collected and analyzed 

data from over 100,000 individuals from forty countries. From those results, and later 

additions, Hofstede developed a model that identifies four primary dimensions to 

differentiate cultures. He later added a fifth dimension, Long-term Outlook. The Hofstede 

model devises five cultural dimensions which could explain much of the differences 

between cultures: masculinity, uncertainty avoidance, power distance, individualism and 

long term orientation. Table 2 shows the scores in these variables for Central America6 

and Taiwan. In the case of Central America, people tend to have a high perception of 

power distance, low degree of individualism, tend to avoid uncertainty and are relatively 

low in masculinity. 

 

Table 2 Greet Hosftede’s cultural dimensions for Central America and Taiwan 

 Power 
distance 

Individualism Uncertainty 
avoidance 

Masculinity Long term 
orientation

Costa Rica 35 15 86 21 N/A 
Guatemala 95 6 101 37 N/A 
Panama 95 11 86 44 N/A 
CENTRAL AMERICA7 84 8 96 35 N/A 
TAIWAN 58 17 69 95 87 
Source: The International Business Center 

                                                 
6 The Cultural Dimensions studies made by Dr. Geert Hofstede didn't include El Salvador, Nicaragua and 
Honduras. However due to the similarity in the results of the remaining three Central American countries, 
here we assume that the whole Central American region shares the same cultural characteristics. 
Furthermore, it can also be argued that all Central American countries have the same ethnical backgrounds 
and even share a long common history, from colonization to a joint independence. 
7 The value of each dimension for the whole Central American region is a weighted average relative to the 
population of each country in the sample.  



 

Power Distance: Power distance is defined as the extent to which the less powerful 

members of institutions and organizations within a country expect and accept that power 

is distributed unequally.  In cultures with high power distance decisions are centralized 

and subordinates are often fearful of disagreeing with their superiors.  On the other hand, 

cultures with low power distance are more participative and have less tolerance for the 

lack of autonomy. In a society with low power distance, we expect people to be more 

innovative and willing to try new things.   

 

Individualism versus Collectivism:  This dimension relates to the way people live 

together.  Individualism pertains to societies in which the ties between individuals are 

loose: everyone is expected to look after himself or herself and his or her immediate 

family.  On the other hand collectivism pertains to societies in which people from birth 

onwards are integrated into strong, cohesive in groups, which throughout people’s 

lifetime continue to protect them in exchange for unquestioning loyalty.  Cultures with 

high individualism value personal time and achievement.  Such societies are expected to 

be more innovative and open to new ideas. 

 

Uncertainty Avoidance:  Uncertainty avoidance refers to the extent to which the members 

of a culture feel threatened by uncertain or unknown situations. A culture high in 

uncertainty avoidance is rule oriented, has less tolerance for opinions and behaviors 

different from its own, and avoids taking risks.  There is also resistance to change.  



Cultures with high uncertainty avoidance are expected to be less innovative and less 

accepting of new things. 

 

Masculinity versus Femininity:  This is possibly the most controversial dimension of 

culture advocated by Hofstede.  In highly masculine cultures men are supposed to be 

assertive, tough and focused on material success; women are supposed to be more modest, 

tender and concerned with the quality of life.  The more modern and popular perspective 

on this dimension is to view the masculine and feminine culture in terms of 

competitiveness and material success versus nurturing behavior and quality of life, as 

opposed to gender roles for the sexes.   

 

Long term versus Short Term Orientation: The long-term orientation refers to the 

orientation towards the future.  Long-term orientation cultures are represented by values 

such as prestige, ordering relationships by status and observing this order, and having a 

sense of shame.  Short-term orientation is represented by respect for tradition, and 

reciprocation of greetings, favors, and gifts. This dimension originated from the work of 

Michael Bond of Chinese culture.  It was first named “Confucian Dynamism” and was 

later renamed by Hofstede as long-term versus short-term orientation.  Countries with 

long-term orientation look into the future and they are risk averse – they are less prone to 

innovate. 

 

The Taiwanese prefer an instrumental and competitive approach to bargaining. Chinese 

(Taiwanese) conduct negotiations in a "linear" manner of discrete stages and in a 



distinctive, but not unique, style. The most fundamental characteristic of Chinese 

negotiators, Hofstede concludes, is their attempt "to identify foreign officials who are 

sympathetic to their cause, to cultivate a sense of friendship and obligation in their 

official counterparts, and then to purse their objectives through a variety of stratagems 

designed to manipulate feelings of friendship, obligation, and guilt" or what it is 

commonly called in Chinese terminology, "the games of guanxi". The process moves 

through several stages including opening moves, a period of assessment involving 

facilitating maneuvers and pressure tactics, and the end game. The Chinese tend to stress 

at the outset their commitment to abstract principles and will make concessions only at 

the eleventh hour after they have fully assessed the limits of their interlocutor's flexibility. 

After protracted exchanges, when a deadlock seems have been reached, concessions may 

be made to consummate an agreement. And while the end-game phase may produce a 

signed agreement, the Chinese negotiator will continue to press for his objective in a 

post-agreement phase termed the implementation stage, giving negotiations with the 

Chinese the quality of continuous bargaining in which closure is never fully reached. 

 

As contrast, in Latin America, Latinos emphasize general principals more than problem- 

solving. A story told by an American businessman illustrates the difference in approaches. 

The US businessman was invited by a Guatemalan to supply equipment for a cereal 

factory the Guatemalan was planning to open in his country. The U.S. supplier focused 

on the financing of the purchases and the Guatemalan's credit rating. The contractor, who 

eventually got the production line order, concentrated on how the production line was 



going to operate and how it would meet the Guatemalan's needs. The winner even sent a 

representative of the company to live on site for the contract8.  

 

Social competence is paramount in Latin business. Handshaking and asking about the 

health and well-being of business contacts and their families are expected. In business, 

people are addressed by their titles and maternal and paternal surnames. Business cards 

are exchanged and should include he negotiator's academic degrees. Emotion and drama 

carry more weight than logic for Latin people. The Latin American culture is dominated 

by courtesy, dignity, tact, diplomacy, protocol and social competence. In formal settings 

they often respond with rhetoric and lofty principles befitting a country which many 

leaders consider to be a repository of moral values. They also respond frequently by 

manufacturing delays. Latin Americans place a high value on verbal agility and have a 

tendency to respond quickly; they may even answer a point once they have understood it 

even though the other side has not finished. While Asians find it perfectly appropriate to 

conduct business discussions at lunch, Latin Americans may consider serious business 

negotiations out of place in such a setting.  

 

In Latin America, a macho is confident, charismatic, eloquent and witty. A macho shows 

his dislike for plans, schedules and legal details and a preference for ad hoc and free 

wheeling decisions. One should expect to get interrupted frequently. This is not seen in 

Latin America as being impolite so much as eagerness to share points of view with one. 

People take priority over institutions, laws and regulations in Latin America. This need 

for a personal relationship is critical and must be created before anything else can be 
                                                 
8 Paul Herbig, “Contractual aspects of cross-cultural negotiations”, San Antonio Texas, 1997.  



accomplished. The only way to get anything done in Latin America is through a 'friend' 

or a 'friend of a friend.' If a Latin American asks you for a favor, he is showing that he 

feels a personal relationship has been started. At the very least one should indicate 'I will 

see what I can do' to show you will try and you care.  

 

2.3.2 Multinational Companies 

The globalization of business has not simply been a trend to develop international 

markets. It has become a strategy for obtaining competitive advantage through 

efficiencies in manufacturing, distribution, management, research and development, and 

marketing, however, most of the companies doing global business aren’t small and 

medium size companies.  In fact, a high share of trade is controlled by Multinational 

Companies (MNCs).  These companies are more likely to be able to exert market power. 

They are more likely to have experience in trading in markets outside their host country, 

and therefore to be potentially interested in international trade. 

 

Moreover, the appearance of multinationals in developing economies have not proven to 

have increased exports, most of the investment in the host countries has been undertaken 

as an alternative to exports, to satisfy the local market in the host country, and in such 

cases, it is more likely to replace imports that to stimulate exports (See Table 3), specially 

in the Latin American and Caribbean regions. 

 



Table 3 Share of exports in US and Japanese affiliates’ sales. Percentages, 1989~1999 

Region US Japan 
Africa   
   1989 - 15.2 
   1999 - 17.4 
Asia and the Pacific   
   1989 56.2 40.2 
   1999 61.3 44.7 
Latin America and the Caribbean   
   1989 21.4 23.9 
   1999 30.1 26.1 
Source: World Bank. 

 

2.3.3 Impact of information technology 

E-business is a promising area, which can offer small and medium-sized enterprises 

(SMEs) new ways to participate in global markets. The rationale is that the usage of 

internet makes it easier for firms to enter new markets by reducing communication and 

search costs, therefore, it also makes it easier to export goods and services. However, as 

Table 4 shows, the Central American countries still have a very low level of internet 

usage, especially when compared with Taiwan. 

 

Table 4 Internet usage, by country, 2003 estimates 

 
Population 
2003 (Est.) 

Internet 
Users, 2003 

(Est.) 
Use Growth 
(2000-2003) 

Percentage of 
population 
(penetration)

Costa Rica 3,896,092 800,000 220.00% 20.53% 
El Salvador 6,470,379 550,000 1275.00% 8.50% 
Guatemala 13,909,384 400,000 515.40% 2.88% 
Honduras 6,669,789 168,600 321.50% 2.53% 
Nicaragua 5,128,517 90,000 80.00% 1.75% 
Panama 2,960,784 120,000 166.70% 4.05% 
CENTRAL AMERICA 39,034,945 2,128,600 2578.60% 5.45% 
TAIWAN 22,603,001 11,602,523 85.30% 51.33% 

Sources:  Population - CIA world fact book.  
Internet usage - Nielsen//Net Ratings 



 

Much of the excitement surrounding the ‘New Economy’ did not survive the economic 

slowdown in 2001. However, two dramatic and real changes did take place in the mid-

late 1990s and early 2000s. The first was a large increase in the international flows of 

goods, services and investment. Total world exports increased from 20 percent of gross 

world product in 1994 ($5.9 trillion in 1995 US$) to 29 percent of gross world product 

(US$9.6 trillion) in 20019 . This increase is substantial considering that exports had 

consistently varied between 18 percent and 20 percent of gross world product for the 

previous fifteen years. The second was a revolution in Information and Communication 

Technologies (ICTs). Probably the most notable component of this was the dramatic 

growth of the Internet: about the number of Internet hosts soared from 17 per 10,000 

people in 1994 to 231 in 200110. 

 

Cross-country evidence also suggests a relationship between the Internet and 

globalization: countries that export more tend to have higher Internet penetration than 

countries that export less (Clarke & Wallsten, 2004), Clarke & Wallsten have found that 

the correlation between exports as share of GDP and number of internet users, as share of 

population, was 0.26.   

 

Access to the Internet makes it less costly for companies to find and communicate with 

potential customers in other markets, then, everything else remaining equal, exports could 

be higher in countries where internet penetration is greater. However, if the internet 

                                                 
9 World Bank, 2003. 
10 International Telecommunication Union, 2003. 



merely substitutes for telephone calls or faxes, it is not likely to have a large impact on 

costs. 

 

On the other hand, internet access might affect costs associated with exporting in other 

ways. In particular, the internet might help create global markets for traded goods by 

reducing the fixed costs associated with exporting. The internet could reduce costs both 

directly via organized exchanges with numerous buyers and sellers and indirectly through 

powerful search engines, which enable sellers to notify buyers of prices instantaneously. 

This is very different from other technologies, such as the telephone or the fax, which 

only assist in bilateral communications. 

 

Clarke & Wallsten (2004) find that higher internet penetration in developing countries is 

correlated with greater exports to developed countries, but not with trade between 

developing countries or with exports from developed countries. 

 

2.3.4 Importance of ethnic groups    

Chinese ethnic groups represent what is probably the world's largest and most 

internationally dispersed set of interlinked business and social networks. The way they 

interact is of immense importance for trade.  Studies show that not only the overseas 

Chinese but also many other ethnic groups living outside their countries of origin create 

formal or informal associations to which co ethnic business people from both the host 

countries and the mother country have access (Lever-Tracy and Tracy, 1996). These 

associations serve as nodes for information exchange. In this sense the ethnic Chinese are 



best seen as forming a set of interlinked national networks rather than a unified 

international network.  

 

Rauch & Trindade hypothesize that ethnic Chinese networks promote bilateral trade 

primarily by providing market information and by supplying matching and referral 

services, for example helping producers find right distributors for their consumer goods 

or assemblers find the right suppliers for their components. 

 

Currently there are around 76,500 ethnic Chinese living in Central America (see Table 5, 

below). This proportion (less than 0.2%) is relatively small, specially when compared to 

areas like North America which population is composed of about 4% ethnic Chinese. 

 

Table 5 Ethnic Chinese groups in Central America 

 Mainland Chinese 
origin 

Taiwanese origin Total ethnic 
Chinese 

Costa Rica 20,000 4,500 24,500 
El Salvador   7,000 1,300 8,300 
Guatemala   7,000 500 7,500 
Honduras   1,500 500 2,000 
Nicaragua   1,000 1,200 2,200 
Panama 30,000 2,000 32,000 
CENTRAL AMERICA 66,500 10,000 76,500 
Source: Mainland Chinese: Casa “88”, Bolivia.  

Taiwan Chinese: Consulate of the ROC in El Salvador. Consulate of the ROC in Guatemala. 
Ethnologue: Languages of the World, 14th Edition. 

 

Although the relative amount of ethnic Chinese is not large, the total amount might serve 

as a solid base for starting or increasing business relations between Asia and Central 

America. 

 



2.3.5 Asymmetrical information 

An important barrier to trade is the lack of relevant market information. Trade theory 

assumes that information – for example, about availability of products in foreign 

countries, their characteristics and prices – is perfect and costless. However, in reality, 

this is not so. It is more difficult in international than in the domestic markets for 

producers to find distributors for their goods, for assemblers to find the right suppliers for 

their components, for investment firms to find suitable partners for their ventures, and so 

on. 

 

In many countries, especially in the developing world, relevant information may be quite 

costly to obtain for both importer and exporters11. This informational barrier acts like a 

tax on trade, increasing thus, the price of goods traded. However, some importers or 

exporters might be lucky in their searches and can easily avoid this informational trade 

barrier.  

 

Rauch & Casella (1998) argue that the appearance of specialized business groups in the 

markets facilitates trade and creates value for specific economies and increase the world’s 

wealth due to the savings on information costs when trade is canalized through these 

specialized business groups.    

 

 

 

                                                 
11 The lack of secondary information might force importer or exporters to obtain primary information, for 
example. 



2.3.6 Other trade barriers 

 

There are many other barriers that include export restraints and production and export 

subsidies, or measures with similar effect, not just import restraints. These barriers or 

distortions are any measure (public or private) that causes internationally traded goods 

and services, or resources devoted to the production of these goods and services, to be 

allocated in such a way as to reduce potential real world income.  

 

Following Laird and Vossenaar (1991), these non tariff measures (NTMs) may be 

broadly classified according to the intent or immediate impact of the measures (c.f. the 

motives or objectives – see below). They identify five such categories that cover 

restrictions as well as subsidies: 

 

a. Measures to control the volume of imports. These include prohibitions and 

quantitative restrictions on of voluntary export restraints (covering measures 

employed for the administration of bilateral agreements under the WTO 

Agreement on Textiles and Clothing) and Orderly Marketing Agreements. 

 

b. Imports as well as export restraint agreements. Licenses are often used to 

administer quantitative restrictions. Export restrain agreements consist in 

measures to control the price of imported goods. These include the use of 

reference or trigger price mechanisms, variable levies, antidumping duties and 

countervailing measures. Tariff-type measures such as tariff quotas and seasonal 



tariffs also are usually intended to increase import prices under given 

circumstances. Voluntary export price restraints fall under this broad category of 

intent. 

 

c. Monitoring measures, for example price and volume investigations and 

surveillance. Many practices are often associated with charges by domestic 

interests of unfair trading practices by exporters, such as dumping and 

subsidization. Licenses are sometimes used as a monitoring instrument. 

Monitoring measures may be a prelude to other actions, and, if seen as such, may 

lead to export restraints. They may have a harassment effect. 

 

d. Production and export measures. Subsidies may be directly applied to output or 

value added, or they may be indirectly applied (for example, paid to material or 

other inputs into the production process). They may arise from payments or the 

non-collection of taxes that would otherwise be due. Restrictions by mean of 

taxes or prohibitions may also be imposed on production or exports. 

 

e. Technical barriers. Imposed at the frontier, these are used to apply various 

standards for health and safety reasons to imported products to ensure that 

imported products conform to the same standards as those required by law for 

domestically produced goods. They may lead to the prohibition of non-complying 

imports or necessitate cost increasing production improvements. 

 



There is a general impression in Central America that the products that are 

produced there might not be able to be imported into Taiwan, simply because they 

don’t meet the quality standards, even when very few have tried to prove this 

“theory”. 

 

2.4 Conclusion 

 

The theoretical approach described by scholars might not be enough to explain the trade 

patterns between Central America and Taiwan. And although the second set of factors 

might be closer to complete the set of determinants of trade, there are still some variables 

that have to be taken into consideration when analyzing the trade structure between these 

two regions.    

 

There are many other factors that determine trade, in the case of Central America and 

Taiwan, these include the disparity in size and competitiveness of companies, trade 

agreements, diplomatic relations, negotiation styles, economic and environmental 

variables, entry and expansion strategies,  information technology, ethnic groups, and, 

asymmetrical information. 

 

However, despite all these factors that have negative and positive impacts on the trade 

between the two regions, there is still the possibility of increasing the amounts traded 

between Central America and Taiwan, especially if some specific strategies are followed, 

these strategies will be described in detail in the last section of this research.  



 


