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2 A BRIEF REVIEW OF RECENT DEVELOPMENT IN 

CENTRAL AMERICA AND TAIWAN  

 

2.1 RECENT DEVELOPMENT IN CENTRAL AMERICA 

Although the Central American countries are relatively small, they are quite large as a group 

and face many common policy challenges. According to IMF, with about 40 million people, 

Central America accounts for about 7 percent of the population in Latin America and the 

Caribbean and for 4.5% of total output1. In addition to a shared history and a common 

language, the Central American economies are characterized by small domestic markets, 

significant — albeit diminishing — dependence on traditional exports, and close economic 

ties to the United States. In addition, they face a major challenge from increased global 

competition in some of their key export products — such as from the recent expiry of quotas 

in world textiles trade — and are exposed to shocks such as natural disasters and terms-of-

trade changes. 

 

After the so-called lost decade of the 1980s, economic growth returned in the 1990s, 

reflecting improved domestic and external conditions. Economic progress was severely 

constrained in the 1980s by adverse external conditions and, in some of the countries, by civil 
                                                 
1

In this paper, Central America is generally defined to include Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua, and Panama. 

Including the Dominican Republic, the total population of Central America makes up about 9 percent of the population in Latin America and 

the Caribbean and about 6 percent of total output. 
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conflicts and misguided economic policies. Following the resolution of the conflicts, in the 

1990s, the region enjoyed a significant peace dividend, and policymakers sharpened their 

focus on economic growth, macroeconomic stabilization, and structural reforms such as 

privatization, trade liberalization, and financial sector deregulation. As a result, the region 

grew by 4.5 percent a year during the 1990s (1.8 percent in per capita terms), spurred by 

increased foreign investment and greater export diversification. Substantial progress was also 

made on inflation, which has been reduced to single digits. However, despite the recovery in 

output, the benefits of growth often were not widely shared and the gains in per capita income 

were not sufficient to make significant inroads against poverty. Furthermore, growth slowed 

in many countries in 2001, partly reflecting deteriorating external conditions but also because 

of difficulties in some countries in sustaining the reform momentum. Weak institutions and 

political uncertainty in some countries continue to undermine confidence and depress the 

investment climate. 

 

2.1.1  Political and Social Environment 

Notwithstanding the great improvement in Central America’s political conditions during the 

1990s, economic policymaking remains hampered by weaknesses in the political process. To 

be sure, several rounds of peaceful elections over the past decade show that democracy has 

taken firm root in the region, supported by an active civil society and a free press. 

 

Recent economic progress has not been mirrored by a similar improvement of social 

conditions, and much of the region continues to face widespread poverty (except in Costa 

Rica and Panama). About half the population lives in poverty, while some 20 percent faces 
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extreme poverty. In part, poverty is associated with low-wage employment in the informal 

sector and is concentrated in rural areas where access to public services remains limited2. 

Similar to inequalities elsewhere in Latin America, Central America’s income distribution 

remains very uneven.  

 

Recent years have seen renewed efforts across the region to address corruption and 

governance problems. New governments in Costa Rica, El Salvador, Guatemala, and 

Nicaragua have made fighting corruption a centerpiece of their policy platforms, and 

governance issues also figure prominently in Honduras’ reform program supported by the 

IMF and other international financial institutions. Sustained progress in strengthening 

governance and reducing corruption will require continued focus on building institutions such 

as an independent and strong judiciary, transparency and accountability in public resource 

management, and reliable supervisory and regulatory bodies in the financial systems. 

 

2.1.2  Recent Economic Development 

In 2003–04, Central America emerged from a period of slow growth to face a more favorable 

short-term outlook. Driven initially by a pickup in exports due to firming external demand 

conditions and commodity prices, the recovery in 2004 spilled over to domestic demand — 

despite the dampening effect of the oil price shock. Real GDP growth increased from 2% in 

2002 to 3½% in 2004. The near-term outlook is also favorable, with regional growth in 2005 

projected at 3¼%, although longer-term growth faces several challenges, including increased 

                                                 
2 Economic Commission for Latin America and the Caribbean, Social Panorama of Latin America, 2002–03. 
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competition from China, especially in textiles, and rising world interest rates. After a decline 

in inflation through 2003, increases in oil prices and stronger demand conditions caused 

inflation to rise throughout the region in 2004 to an average of 8½%. Assuming oil prices 

stabilize, inflation is expected to return to a downward path, supported by prudent fiscal and 

monetary policies. 

 

External positions have continued to improve. Export growth in 2004 averaged over 14% in 

2004, driven by strong U.S. demand and a recovery in commodity prices, especially that of 

coffee. While current account deficits remained largely unchanged (near 6 percent of GDP in 

2004), in part reflecting the higher oil import bill, strong capital inflows have boosted 

international reserves. 

 

Progress was made in reducing fiscal deficits. While most countries in Central America saw 

debt-to-GDP ratios rise over the past decade, the current cyclical upturn has allowed countries 

to strengthen policies and improve fiscal accounts: fiscal deficits declined from an average of 

near 6 percent of GDP in 2002 to 3 percent in 2004, helped by buoyant revenue collections 

that reflected both a growth dividend and ongoing reforms of tax policy and administration. 

Nevertheless, in several countries (Costa Rica, El Salvador, and Nicaragua), public debt 

remains high or has been on an upward trend. In Guatemala, while public debt and fiscal 

deficits remained well contained, government efforts to strengthen the tax effort — and thus 

achieve the Peace Accord target of a tax-to-GDP ratio of 12% — were stalled by court 

decisions and opposition in congress. The 12% target was included as a key element in the 

1996 Peace Accords to provide more resources for social programs and spending. 
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2.1.3 Regional Integration 

Regional integration in Central America is gaining momentum. The past decade has witnessed 

growing linkages among the Central American economies as well as with their largest trading 

partner, the United States. While trade among the Central American countries has risen 

relatively slowly, trade with the United States increased fivefold in dollar terms during 1994–

2003. On the other hand, the region has seen a significant increase of intraregional financial 

sector linkages. Central America has an open trade regime, with a tariff structure that is 

largely determined by the common external tariff of the Central American Common Market3. 

Although Central America has already preferential access to the U.S. market in the context of 

the Caribbean Basin Initiative 4  the Dominican Republic-Central American Free Trade 

Agreement (DR-CAFTA), signed in 2004, should make this access permanent and extend it 

further in some areas leading to continued deepening of trade integration with the United 

States. 

 

Economic policy coordination, however, is still at an early stage. The Central American 

countries continue to pursue independent fiscal policies, and while there is a regular 

consultation process among central banks, monetary and exchange rate policies evolve largely 

independently of each other. Nevertheless, the region has a set of regional institutions that are 

                                                 
3 See Appendix 2 “Regional Economic Institutions” for the CET rates. The origins of economic integration efforts date back to the 1961 

General Treaty of Economic Integration, which initiated the creation of a Central American Common Market. 

 
4 The Caribbean Basin Initiative would expire in 2008. 
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increasingly involved in information sharing, harmonization of regulation, and policy 

coordination, particularly in areas such as banking supervision, central banking, and trade5.  

 

2.2 RECENT DEVELOPMENT IN THE REPUBLIC OF CHINA 

Founded in 1912, the Republic of China (ROC) has the claim to fame of being Asia's oldest 

constitutional republic. When the Chinese Communist Party (CCP) established the People's 

Republic of China (PRC) on the mainland in 1949, the ROC government relocated to Taiwan, 

where it has maintained effective control over Taiwan, Penghu Kinmen, Matsu, and some 

other islets.  

 

The two sides of the Taiwan Strait have since been governed as separate territories and 

developed separate identities. As the ROC's largest island of Taiwan is also the home of the 

capital, the ROC is more commonly known throughout the world as "Taiwan." 

 

The two sides have had no official contact since 1949. In 1979, Beijing launched an intensive 

united front campaign, to which Taipei responded with the "three no's policy" (no contact, no 

negotiation, and no compromise) 

 

2.2.1 Recent Political and Social Environment 

Throughout the 1980s, economic liberalization, social diversification, and political 

democratization increased in Taiwan and, with the lifting of martial law in 1987, the 

                                                 
5 See Appendix 2 “Regional Economic Institutions” 
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government adopted a more open policy towards China. Cross-strait economic, cultural, and 

educational exchanges shot up soon afterward. 

 

In 1990, the government set up the National Unification Council (NUC), which drafted the 

Guidelines for National Unification‚ in February 1991, calling for a phased approach toward 

unification. President Lee Teng-Hui announced the termination of the Period of National 

Mobilization for Suppression of the Communist Rebellion in May 1991, acknowledging on a 

constitutional level the fact that the two sides of the Taiwan Strait are under separate rule. In 

response to increased cross-strait exchanges, a three-tier organizational framework, consisting 

of the NUC, the Mainland Affairs Council (MAC), and the Straits Exchange Foundation 

(SEF), was established between 1990 and 1991 to administer relations between Taiwan and 

China. While the NUC functions as an advisory board to the president, the cabinet-level MAC 

serves as the formal administrative agency responsible for the overall planning, coordination, 

evaluation, and implementation of the government's mainland policies. The SEF, on the other 

hand, is the only private organization authorized by the government to handle technical or 

business matters with China. The Act Governing Relations between Peoples of the Taiwan 

Area and the Mainland Area, the most significant piece of legislation on cross-strait activities, 

was promulgated in 1992. In order to be more adaptable to the rapidly changing cross-strait 

relations, the act has been amended several times. The most recent amendment, which took 

place in October 2003, was also the largest revision of this law since taking effect. 

 

Over the past five years, Taiwan's government has consistently sought to normalize cross-

strait relations and resume cross-strait talks, while implementing significant adjustments in its 
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China policy. Cross-strait relations have thus remained relatively stable, while bilateral 

economic, cultural, and educational exchanges have continued to increase. China's enactment 

of an "anti-separation law" in the spring of 2005, however, has cast a shadow over the 

peaceful development between the two sides.  

 

The political disputes in the Taiwan Strait cannot be resolved immediately, although both 

sides would benefit from a relationship of constructive cooperation. President Chen has 

repeatedly said that he is willing to resume talks at any time on any subject so long as there 

are no preconditions. In his 2004 inaugural speech "Paving the Way for a Sustainable 

Taiwan," he also suggested that more liberalization measures should be pushed forth — from 

journalism and information to education and culture, to economics and trade — so as to 

promote a resumption of cross-strait dialogue and communication. Taiwan looks forward to a 

reciprocity of goodwill from China and hopes Beijing's authorities can eliminate prejudices, 

replace confrontation with negotiation and conflict with dialogue, and conduct cross-strait 

relations pragmatically. This will benefit the people on both sides, while promoting peace and 

stability in the Asia-Pacific region and the rest of the world. 

 

2.2.2 Recent Economic Development 

In 2003, Taiwan's economy rebounded markedly in the second half of the year despite the 

outbreak of severe acute respiratory syndrome (SARS) and the US-Iraq war in the first half of 

the year. Unemployment subsided, and consumer prices remained stable. That year Taiwan's 

gross national product (GNP) stood at US$ 295.6 billion with per capita GNP at US$ 13,139. 
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The service sector accounted for 67.63 percent of the gross domestic product (GDP), while 

trade surplus recorded its third historic high at US$ 16.93 billion6. 

In 2004, the local economy continued its robust growth with imports and exports registering 

double-digit growth. According to statistics released by the Directorate-General of Budget, 

Accounting and Statistics (DGBAS) the economic growth as to May 2006 stands for 6.07 

percent and per capita GNP for 2005 at US$ 15,368. 

In their 2004 reports, the London-based Economist Intelligence Unit ranked Taiwan's business 

environment third best in Asia, while the Switzerland-based Business Environment Risk 

Intelligence rated Taiwan fifth best investment environment among 50 global major 

economies.  

Taiwan's free trade port zones (FTPZs) distinguish themselves from other free trade zones 

(FTZs) in the world in two major aspects. Value-added processing is allowed in the zones and 

easy access is provided to foreign business people. Already two FTPZs are in operation: the 

Keelung FTPZ and the Kaohsiung FTPZ. In the past, not much attention was paid to 

developing the cultural creative industry. The government, however, has designated 13 

cultural creative industries for development, including film, design, video games, and other 

forms of entertainment. The plan calls for increasing the industry's production value by 150 

percent, doubling the number of locally produced, award-winning works at international 

competitions, and vastly increasing the number of international brands.  

                                                 
6 Taiwan 2005 Yearbook 
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Taiwan's domestic economy continued to perform impressively in 2004, buoyed in large 

measure by the steady strengthening of the global economic recovery. The recovery looks set 

to continue despite high oil prices, the prospect of rising US interest rates, and China's 

measures to cool its red-hot economy. Thanks to the pick-up in global economic growth, 

Taiwan's exports and private investment both grew significantly in 2004. Private consumption 

in Taiwan also posted steady growth. As a result, the robust double-digit trade increase 

continued in 2004, registering an annual growth of 26 percent in two-way trade. 

The share of heavy and technology-intensive industrial products in total exports rose 

considerably to register 75.3 percent in 2003 and 77.2 percent in 2004. Meanwhile, the share 

of imported capital goods increased from 20.5 percent in 2003 to 21.4 percent in 20047, 

reflecting greater investment expansion.  

Driven by plant expansions and upgrades in the optoelectronic and semiconductor industries 

as well as such large-scale projects as the high-speed railway and the sixth naphtha-cracker 

project, overall investment rebounded to a positive figure in the first quarter of 2004 and rose 

19.4 percent in the second quarter, thereby exhibiting a 15.4 percent growth rate for the whole 

year.  

 

 

 

                                                 
7 Taiwan 2005 Yearbook  
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2.3 TRADE RELATIONSHIP BETWEEN CENTRAL AMERICA AND 

TAIWAN 

 

There is a relatively extensive history in the relations between Central America and Taiwan. 

Most of the countries established diplomatic relations throughout the period among the 1930s 

and 1950s. Since then, both parties have subscribed a series of treaties and agreements that 

cover a wide range of activities; among them we find technical and industrial cooperation, 

extradition, media interexchange and fishing areas. 

 

2.2.3 International Trade 

Regional trade agreements have the potential of producing more gains due to improved 

market access to trading partners. All Central American countries have a deficit in their trade 

balance, while Taiwan has a surplus. Table 2.1 shows the details of trading volumes for the 

year 2005 in these countries.   

 

 
Table 2.1  Exports and Imports of Central America  and Taiwan: Global Trade  
                 in billion US$ 
 
Countries Exports (FOB ) Imports 
Panama    7,48 8,73 
Costa Rica 7,01 9,69 
Guatemala 3,94 7,74 
El Salvador 3,59 6,68 
Honduras  1,73 4,16 
Nicaragua 1,55 2,87 
Central America 25,30 39,87 
   
Taiwan    
 

189,40 
 

181,60 
 

Source: CIA World Factbook   
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Most of the Central American countries import raw materials and industrial equipment and 

export mainly agricultural products and garments, thus, these countries import the machinery 

and raw materials to produce their export products, along with consumer products (see table 

2.2).  In recent years Central America has become a gateway to garments producers because it 

offers facilities in the textile industries for re-export to other markets, particularly to North 

America. 

 

 

 

 
Table 2.2  Main Commodities Exports and Imports 
                 in 2005 
 
Country Main Commodity Exports Main Commodity Imports 
 
Costa Rica   

 
coffee, bananas, sugar, pineapples; textiles, 
electronic components, medical equipment 
 

 
raw materials, consumer goods, capital 
equipment, petroleum 

El Salvador offshore assembly exports, coffee, sugar, 
shrimp, textiles, chemicals, electricity 

raw materials, consumer goods, capital 
goods, fuels, foodstuffs, petroleum, 
electricity 
 

Guatamala coffee, sugar, petroleum, apparel, bananas, 
fruits and vegetables, cardamom 

fuels, machinery and transport 
equipment, construction materials, grain, 
fertilizers, electricity 
 

Honduras coffee, shrimp, bananas, gold, palm oil, fruit, 
lobster, lumber, 

machinery and transport equipment, 
industrial raw materials, chemical 
products, fuels, foodstuffs (2000) 
 

Nicaragua coffee, beef, shrimp and lobster, tobacco, 
sugar, gold, peanuts 

consumer goods, machinery and 
equipment, raw materials, petroleum 
products 
 

Panama bananas, shrimp, sugar, coffee, clothing capital goods, foodstuffs, consumer 
goods, chemicals 
 

Taiwan computer products and electrical equipment, 
metals, textiles, plastics and rubber products, 
chemicals (2002) 
 

machinery and electrical equipment, 
minerals, precision instruments 

Source: CIA World Factbook 
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2.2.4 Trade Statistics 

Central America is the region with which Taiwan has currently the lowest amount of trade in 

the world. However, in the last few years, there is a trend of decreasing the gap between 

imports and exports, which increases opportunities for Central America. See table 2.3 below. 

 

Seafood, Coffee, Minerals, garments, wood, parts and machinery, and electronic equipment 

are the main exports from Central America to Taiwan; all these products only represent a very 

small fraction of Taiwan’s total imports. Table 2.4 describes these products exported from 

Central America to Taiwan and their relative importance for each country. 

 

 

 
Table 2.3  Exports and Imports of Central America to/from Taiwan  
                 in billion US$ 
 
Countries Exports 
 2000 2001 2002 2003 2004 
      
Panama 22.1 13.3 27.9 79.6 84.9 
Costa Rica 1.6 4.2 4.8 6.0 22.6 
Guatamala 0.5 1.2 9.0 2.3 2.9 
El Salvador 16.0 21.5 5.6 1.2 4.0 
Honduras  1.6 1.0 0.6 0.9 4.9 
Nicaragua 1.0 0.7 0.4 0.7 2.7 
Total 42.8 41.9 48.3 90.7 122.0 
      
 Imports 
CR 94.2 75.7 59.0 45.1 49.7 
Panama 197.3 124.0 127.4 121.1 246.7 
ES 87.1 65.9 60.5 74.6 58.7 
Guatemala 95.2 79.0 81.2 90.9 110.7 
Honduras 74.1 51.0 51.9 37.1 33.2 
Nicaragua 69.5 48.6 43.0 39.3 42.3 
Total 617.4 444.2 423.0 408.1 541.3 
      
Source: Bureau of Foreign Trade, MOEA 
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Table 2.4  Central American Export Products to Taiwan  
                  in 2004 
 
 
Country 
 

 
Export Products to Taiwan and Relative Importance 

 
 

Costa Rica Electronic Equipment 87% Medical Equipment 1%
 Parts and Accessories 7% Seafood 1%
 Leather 2% Others 3%
     
El Salvador  Seafood 56% Garments 3% 
 Parts and Equipment 22% Furniture 1% 
 Textiles 8% Others 2% 
 Minerals 8%   
     
Guatamala Minerals 40% Garments 4% 
 Coffee 27% Chemicals 1% 
 Plants and Seeds 10% Meats 1% 
 Wood 14% Plants Fruits and Vegetables 1% 
 Plastics 1% Others 1% 
     
Honduras  Coffee 44% Seafood 5% 
 Garments 30% Textiles 4% 
 Wood 8% Others 5% 
 Tobacco 4%   
     
Nicaragua Coffee 19% Garments 6% 
 Parts and Machinery 19% Meat 4% 
 Chemicals 10% Fruits and Vegetables 4% 
 Wood 8% Seafood 3% 
 Textiles 7% Tobacco, Coffee, Tea 3% 
 Various 6% Others 6% 
 Electronic Equipment 5%   
     
Panama Minerals 60% Leather 1% 
 Seafood 26% Medicine 1% 
 Meats 5% Art 1% 
 Parts and Machinery 3% Others 1% 

 
Garments 
 

2% 
   

Source: Bureau of Foreign Trade, MOEA 
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2.4 TRADE AGREEMENTS 

2.4.1  Central America’s Free Trade Agreements 

Since before the Spanish colonization, Central America has played a virtual role for the 

exchange of goods in what we can call a preliminary start to international commerce, thanks  

to its privileged geographical position as a vital link between the larger land masses of North 

and South America. This exchange of goods evolved through the colonial and early 

republican eras, linking the area definitely with economic model based on exports, sometimes 

successful others not. 

 

Central America has experienced an uneven development, from success in developing coffee 

exports and redistributing its earnings through small and large producers, up to the large 

banana plantations and their subsequent “banana republic” syndrome named thereafter. But 

the area is showing plenty of potential for growth, as we can see in table 2.5 with a summary 

of the most relevant rankings, put side-to side with Taiwan. 

 

 

 
Table 2.5  Economic Ranking for Central America and Taiwan  
                 in billion US$, 2005  
 
Countries GDP per capita Economic Growth Rate 
Panama    10,100 4,1% 
Costa Rica 5,200 2,6% 
Guatamala 5,100 1,8% 
El Salvador 2,800 4,3% 
Honduras  2,400 4% 
Nicaragua 7,100 6% 
Taiwan 26,700 4,5% 
   
Source: CIA World Factbook 
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As can be seen in Table 2.6 the region has free trade exchange with several countries and 

keeps looking up to more free trade exchanges. Currently it is looking forward to having 

treaties with other countries like the European Union, which accord depends among other 

factors, upon the completion of the customs unification in Central America.  However, 

discord still grows as there are people who oppose dealing with these issues as a region, while 

others insist that this is the only way to go.  In CAFTA for example, it allows for individual 

countries to set their own standards.  
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Table 2.6  Central American Free Trade Agreements  
 
Countries Agreement with Date of Signature 
     
Costa Rica CARICOM March 9th, 2004 
 Canada April 23rd, 2001 
 Mexico April 5th , 1994 
 Dominican Republic April 16th, 1998 
 Panama February 6th, 2002 
 Chile October 18th,1999 
 United States August 5th, 2004 
   
Guatamala Chile October 18th,1999 
 Dominican Republic April 16th, 1998 
 Mexico June 29th, 2000 
 Panama February 6th, 2002 
 United States August 5th, 2004 
   
El Salvador Chile October 18th, 1999 
 Dominican Republic April 16th, 1998 
 Mexico June 29th, 2000 
 Panama February 6th, 2002 
 United States August 5th, 2004 
   
Honduras Chile October 18th, 1999 
 Dominican Republic April 16th, 1998 
 Mexico June 29th, 2000 
 Panama February 6th, 2002 
 United States August 5th, 2004 
   
Nicaragua Chile October 18th, 1999 
 Dominican Republic April 16th, 1998 
 Mexico August, 1992 
 Panama February 6th, 2002 
 United States August 5th, 2004 
   
Source: Foreign Trade Information system, OAS 
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2.4.2 Taiwan’s Free Trade Agreements with the region 

Currently, Taiwan has only concluded FTA agreements with Panama and Guatemala, while 

the negotiations with Nicaragua are well under way. With Honduras and El Salvador 

negotiations haven’t started yet, but talks to construct a general framework for the negotiation 

have been taking place. 

 

Taiwan’s government is actively seeking more opportunities in this field, mostly for political 

reasons. However, significant economic gains, which would strengthen the links between 

Central American countries and the Republic of China, would prove to be more profitable and 

stable long-term. 

 

Taiwan-Panama Free Trade Agreement 

On August 21st, 2003 Panama and Taiwan made history by signing Taiwan’s first free trade 

agreement. The main triggers for this agreement were the willingness of the trading partners, 

the free trade agreement strategies that Taiwan has for so long pursuing and the geographical 

advantages of Panama. 

 

The agreement was negotiated in five rounds from October 2002 to August 2003. Before the 

agreement the import duties for products entering Taiwan from Panama were a compound 

average of 3.46% (5.7% for agricultural products, 0.3% for industrial products) and the 

Taiwanese products entering the Panamanian market were taxed at a compound rate of 6.37% 

(10.27% for agricultural products, 6.19% for industrial products). In 2002, Taiwan had US$ 

122 million trade surplus with Panama, 25 times the value of Panama exports to Taiwan. 
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Under the terms of the agreement, 6,200 categories of goods, or 71% of exports from Taiwan 

to Panama became exempted from duties, while 4,160 or just under 50% of goods exported in 

the opposite direction will be free from tariffs. 

 

It is expected that by 2014, 97% of exports from Taiwan to Panama and 95% of trade flowing 

from Panama to Taiwan will be free from duties. According to TAITRA the trade between the 

two countries had increased 112 percent. 

 

Taiwan-Guatemala Free Trade Agreement 

Guatemala is the largest Central American country, with a population of nearly 12 million 

people. Due to its rich and diverse human and natural resources, this country already houses 

many international companies, in manufacture, processing and services. 

 

The agreement between Guatemala and Taiwan was negotiated in five rounds from March 1st, 

to August 31st, of year 2005. Both nations reached a consensus on the reduction of tariffs for 

agricultural and industrial products, the opening of the service industry, especially in tourism 

and established common regulations regarding the certification of origin for products of 

special interest. According to the Vice Minister of Economic Affairs Chen Ruey-Long, only 

financial and telecommunication services were left out of the FTA due to Guatemalan 

concerns. On the Taiwanese side, sugar was a delicate issue, and as such is highly guarded in 

the regulations. 
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The agreement was signed by Presidents Chen Shui-Bian and Oscar Berger, from Taiwan and 

Guatemala, respectively, on September 22nd, 2005. It has been ratified by the Legislative 

Yuan on December 20th of that same year. Was ratified by the Congress of Guatemala on 

March 2006. 

 

2.4.3 Other Regional Multilateral Agreements 

Central American Integration System 

Economic Integration in Central America has a long history, beginning in 1824 when Costa 

Rica, El Salvador, Guatemala, Honduras and Nicaragua formed the Central American 

Federation following independence from Spain and Mexico. The Federation collapsed in 1838, 

however, as a result of petty jealousies and resentments that arose among different nationally 

based interest groups. 

 

Despite this, the idea of a united Central America has remained a constant regional intellectual 

thought that helps to explain why some Central American countries grant automatic 

citizenship to nationals from other Central American states. In addition, almost of the Central 

American republics still include references in their constitutions to a common aspiration that 

seeks the eventual reunion of all five countries. 

 

Given the small size of the markets and economies of the Central American countries, a 

united isthmus is something that has always made good economic if not political sense.  

During the 1950s the Mexico city office of the Unites Nations Economic Commission for 
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Latin American and the Caribbean (ECLAC) drew up plans to create a Central American 

Common Market (CACM) among Costa Rica, El Salvador, Guatemala, Honduras and 

Nicaragua. The basic rationale for CACM was that an economically integrated Central 

America would create the necessary economies of scale required to support a viable industrial 

park. In order to encourage the creation of new industries, CACM contemplated a regional 

free trade area that would be protected from the outside world by high tariff barriers.  

However, it would be more accurate to call CACM a customs union rather than a common 

market because no provisions were made for the free movement of persons, capital or services 

or for the coordination of macroeconomic policies among the participating states. 

 

At the present time, most of the goods originating in the five Central American countries or 

which can meet SICA’s rule of origin requirements are traded among all five countries free of 

all tariffs and non-tariffs barriers such as quota restrictions. Among the important items that 

are exempt from this general rule, however, are coffee and sugar, two major items produced in 

the region. Coffee is subject to domestic import duties, while each country is allowed to 

maintain quota restrictions on the importation of sugar. 

 

Central America Free Trade Agreement 

On August 5th, 2004 the representatives of Costa Rica, Dominican Republic, El Salvador, 

Guatemala, Honduras, Nicaragua and the United States signed the Dominican Republic-

Central America Free Trade Agreement, DR-CAFTA, which will immediately eliminate 

tariffs on more than 80 percent of the U.S. exports of consumer and industrial products, 

phasing out the rest over 10 years, the Central American countries will have an elimination of 
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tariffs of about 75% of their exports to the US and the elimination throughout a period of 15, 

12 and, 10  years, for the sensible agricultural products. 

 

According to the Office of the United States Representative (USTR) Central America and the 

Dominican Republic make up the 2nd-largest U.S. export market in Latin America, behind 

only Mexico. The U.S. exports more than $15 billion annually to the region, making it 

America’s 10th-largest export market worldwide; CAFTA-DR is a larger U.S. export market 

than Russia, India and Indonesia combined. The American Farm Bureau Federation estimates 

CAFTA could expand U.S. farm exports by $1.5 billion a year. Manufacturers would also 

benefit, especially in sectors like information technology products, agricultural and 

construction equipment, paper products, pharmaceuticals, and medical and scientific 

equipment. 

 

Today, nearly 80% of products from Central America and the Dominican Republic already 

enter the U.S. duty-free, partly because of unilateral preference programs such as the 

Caribbean Basin Initiative (CBI) and the Generalized System of Preferences (GSP). 

America’s market is already open. CAFTA opens the region’s markets to goods, services, and 

farm products from the United States. As President George W. Bush declared “[With CAFTA] 

our purpose is to strengthen the economic ties we already have with these nations… to 

reinforce their progress toward economic, political and social reform.” 
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Free Trade Area of the Americas 

The effort to unite the economies of the Americas into a single free trade area began at the 

Summit of the Americas, which was held  in December 1994 in Miami, USA. The Heads of 

State and Government of the 34 democracies in the region agreed to construct a Free Trade 

Area of the Americas, or FTAA, in which barriers to trade and investment will be 

progressively eliminated. They agreed to complete negotiations towards this agreement by the 

year 2005, but this was not possible. Actually there are no significant achievements.  

 

The FTAA negotiations were formally launched in April 1998 at the Second Summit of the 

Americas in Santiago, Chile. The Heads of State and Government participating in the Second 

Summit of the Americas agreed that the FTAA Agreement will be balanced, comprehensive, 

WTO consistent, and will constitute a single undertaking. 

 


