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5 OTHER IMPLICATIONS  

 

5.1 INVESTMENT 

"We should develop new 'cross-ocean relations'," Vice President Annette Lu said in her 

speeches delivered to the Rotary International and Taiwan Heart Club members on April 8 

and 9, referring to Taiwan's cooperation projects with Central American allies. 

 As most of the Central American countries have signed free trade agreements and Taiwan has 

set up a "Taiwan-El Salvador Park" developing mariculture and food processing industries, 

the vice president sees Central America as a bright niche area and encouraged Taiwan's 

businessmen to increase investment in the region. "In the future, Taiwan can expect to trade 

with North American and South American countries via the super highway--Central 

America," said the vice president.  

Contrary to early prognosis it is now generally accepted that FDI and trade are complements 

rather than substitutes. In the absence of restrictions firms may locate production facilities 

they require, and service other member countries from the chosen location. This would be so 

in the case of industry groups which produce differentiated products that can be sold in all the 

markets of member countries. If each of the varieties is subject to economies of scale in 

production, it would pay firms to locate plants producing specific varieties in locations 

conducive to their production and service other markets through exports. In these cases, trade 
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and FDI would be complements and trade agreements would facilitate the flow of both trade 

and FDI between member countries. (Balasubramanyam 2002) 

The case for opening markets to foreign direct investment is compelling as it is for trade. 

More open economies enjoy higher rates of private investment, which is a major determinant 

of economic growth and job creation. 

Foreign direct investment is actively courted by countries, and Central America are not the 

exception, not less because it generates spillovers such as improved management and better 

technology. 

As is true with firms that trade, firms and sectors where foreign direct investment is intense 

tend to have higher average labor productivity and pay higher wages.  Outward investment 

allows firms to remain competitive and thus supports employment at home.  Investment 

abroad stimulates exports of machinery and other capital goods. (Carbaugh 2004) 

To a certain extent, the nature of FDI flows between a pair of countries may be inferred from 

some characteristic of the source and host countries involved: whether the host country’s 

economy is open or closed, whether the source and the host countries are rich or poor, or 

similar o dissimilar in resources. Most existing studies of the impact of regional integration 

agreements on FDI focus on the latter two variables: the countries’ levels of development and 

the similarity of their resource endowments. (Levy 2004) 

The three main elements in the decision processes of firms wishing to invest abroad, are the 

possession of ownership advantages, the ability to internalize operations and access to 

location advantages. Ownership advantages are the rent yielding assets a firm possesses; these 
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may range from the ownership technology and know-how to brand names. Firms which 

posses  such rent yielding advantages can exploit them in the market place through exports of 

the products which embody these advantages, licensing the technology or know-how to others 

in return for a license fee or franchising the rights to produce and sell the product.  But if open 

markets are imperfect in the sense that information flows are inadequate, transaction costs are 

excessive, or there are risks of the ownership advantages accruing to other through imitation, 

then the firm has the option to internalize operations. Such internalization of operations could 

be successful and profitable only in locales which are conducive to the economic exploitation 

of the advantages possessed by the firms. The chosen location should provide relatively cheap 

but efficient labour, including a threshold level of human capital, it should provide a stable 

political and macroeconomic environment, and it should be free of policy induce distortions in 

labour and product markets. (Balasubramanyam 2002) 

In the case of CAFTA-DR, one of the most, if not the most important agreement negotiated by 

the Central American countries, an investment chapter was negotiated (Chapter 10 of the 

agreement). This provides a mechanism for an investor of a Party to submit to binding 

international arbitration a claim for damages against another Party. The investor may assert 

that the Party has breached a substantive obligation under the Chapter or that the Party has 

breached an investment agreement with, or an investment authorization granted to, the 

investor. “Investment agreements” and “investment authorizations” are particular types of 

arrangements between an investor and a host government based on contracts and 

authorizations, respectively. 
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Chapter Ten affords public access to information on the Chapter’s investor-State proceedings. 

For example, Chapter Ten requires that hearings will generally be open to the public and that 

key documents will be publicly available, with exceptions for confidential business 

information. The Chapter also authorizes tribunals to accept amicus submissions from the 

public. In addition, the Chapter includes provisions similar to those used in U.S. courts to 

dispose quickly of frivolous claims. Finally, an annex to Chapter Ten calls on the Parties, 

within three months of the date of entry into force of the Agreement, to initiate negotiations to 

develop an appellate body to review arbitral awards rendered by tribunals under the Chapter. 

Chapter Ten also provides that, “except in rare circumstances,” nondiscriminatory regulatory 

actions designed and applied to meet legitimate public welfare objectives, such as public 

health and the environment, are not expropriatory. 

This shows that the Central American countries as well as Taiwan, are open for foreign direct 

investment.  Signing a FTA will open the sector leading to less restriction in order to incentive 

investors. The Central American countries are beneficiaries of the U.S. Caribbean Basin Trade 

Partnership Act (CBTPA), the most recent version of the Caribbean Basin Initiative (CBI).  

Through this program, the countries enjoy preferential access to the U.S. market, without 

mentioning the CAFTA-DR agreement. This makes the region an interesting partner 

 

5.2.1 Investment Environment of the trading partners 

Its important to describe the investment environment that reigns in the countries, to have a 

better view of the advantages each country presents and how they attract Investment. 
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Costa Rica 

Costa Rica has a generally open international trade and investment regime, with the exception 

of a few sectors that are reserved for state companies. The government has campaigned at 

senior levels to attract high quality foreign investment to Costa Rica, especially in the late 

1990s. The Costa Rican Investment and Development Board (CINDE) assist the 

government’s efforts through its offices in Costa Rica, the United States, Europe, and the Far 

East. The Commercial Code details all business requirements necessary to operate in Costa 

Rica. The Laws of Public Administration and Public Finance contain most requirements for 

contracting with the state. All businesses must be registered in the National Registry, thereby 

becoming national companies that may have national or foreign owners. The investment 

requirements for foreign and national persons and companies are identical. Businesses may be 

established starting from nothing, acquired, merged with, or taken over in much the same way 

as is done in the U.S. Foreign Partnerships with local businesses are quite common.  

The government has stated an interest in using the 1998 concessions law to build and manage 

public works projects. However, there have been few successful concessions completed thus 

far in Costa Rica. Alterra Partners, a partnership including U.S. firm Bechtel Enterprises and 

Singapore’s Changi Airport Authority, assumed management of Costa Rica's principal airport 

under a 20-year, USD 200 million contract in May 2001. A final agreement on applicable 

tariffs for use of airport facilities is still pending, over three years after the contract was 

ratified.  

Industry surveys by CINDE and Costa Rican Foreign Trade Corporation (PROCOMER) 

suggest that investors are most attracted by Costa Rica's economic and political stability, 
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competitive labor costs and well-educated workforce. On August 5, 2004, Costa Rica, 

together with El Salvador, Guatemala, Honduras, Nicaragua, and the Dominican Republic, 

signed the U.S.-DR-Central America Free Trade Agreement (DR-CAFTA) with the United 

States. Under DR-CAFTA, Costa Rica has committed itself to gradually opening up parts of 

two sectors, telecommunications and insurance, which currently are reserved for state 

monopolies. However, the Pacheco administration, which negotiated the treaty, has been 

reluctant to pursue ratification.  

While the government focuses on promoting foreign investment in export industries, foreign 

franchises have prospered in the domestic market for the past thirty years. Investments have 

been made in a wide array of sectors, including fast food, car rentals hotels and designer 

clothing boutiques  

El Salvador 

The Government of El Salvador views foreign investment as crucial for economic growth and 

development and has taken numerous steps in recent years to improve the  investment climate. 

The government has enacted new laws and amended existing ones to encourage foreign direct 

and portfolio investment. It has announced a medium-term objective to become a 

logistics/shipping hub for Central America, and it recognizes that doing so will require 

significant foreign investment.  

Salvadoran Central Reserve Bank statistics show that foreign investment stock has steadily 

increased, reaching $2.6 billion in 2003, up from $1.58 billion in 1998. Companies from many 

countries--including the United States, France, Spain, Canada, Germany, Luxembourg, the 
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United Kingdom, Korea, Taiwan, Chile, Guatemala, Venezuela, and Mexico--have invested in 

El Salvador.  

The 1999 Investment Law grants equal treatment to foreign and domestic investors. With few 

exceptions, foreign investors may freely establish businesses in El Salvador. 

The Investment Law created the National Investment Office (ONI) at the Ministry of 

Economy that serves as a one-stop shop to facilitate the registration of new investments in the 

country. ONI seeks to help foreign investors complete all steps necessary to begin operations 

within seven working days; in practice, ONI reports that it takes an average of 

17 days. ONI works closely with PROESA, a government agency created in 2000 and headed 

by the Vice President, that seeks out foreign investment.   

The government launched its privatization process in 1990 with the privatization of most of 

the banking system. Privatization has played an important role in attracting foreign investment, 

especially in electricity distribution, telecommunications, and pension funds.  

Investors from the United States, Chile, and Venezuela bought controlling shares in four 

electricity distribution companies in 1998, which has since been consolidated under the 

control of a U.S. investor. A U.S. investor bought three thermal generation plants in 1999 

from CEL, the state energy company. The government also sold shares of CEL's geothermal 

power generation subsidiary to private investors to finance the expansion of the geothermal 

facilities.  
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Guatemala 

Many foreign firms have active investments in Guatemala. Though Guatemala passed a 

foreign investment law in 1998 to streamline and facilitate foreign investment, time-

consuming administrative procedures, arbitrary bureaucratic impediments and judicial 

decisions, a high crime rate and corruption are often cited as reasons why direct investment 

has been stagnant. A new pro-business administration took office in January 2004, ending the 

atmosphere of confrontation that existed between the government and the private sector that 

weighed on investment decisions during the previous four years. There are no impediments to 

the formation of joint ventures or to the purchase of local companies by foreign investors.  

Both domestic and foreign firms must publish their intent to conduct business, agree to 

Guatemalan legal jurisdiction, and register with the Ministry of Economy in order to 

incorporate formally in Guatemala. Foreign firms are subject to additional, often time-

consuming requirements, including demonstrating solvency, depositing operating capital in a 

local bank, supplying financial statements, contractually agreeing to fulfill all legal 

obligations before leaving the country, and the appointment of a Guatemalan citizen or 

foreign resident (with work permit) as legal representative. The requirements are not 

used specifically to screen or discriminate against foreign companies, but the procedures can 

serve as a disincentive to investment.  

The Foreign Investment Law removed limitations to foreign ownership in domestic airlines 

and ground transport companies in January 2004. However, some specific restrictions remain 

in a few sectors, such as auditing, insurance and forestry.  For example, foreign insurance 

companies are not permitted to open branches in the country but might operate as locally 
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established companies. There are no restrictions on foreign investment in the 

telecommunications and electrical power generation sectors.  

Current programs, together with favorable agricultural conditions, favor nontraditional exports 

such as cut flowers, seasonal fruits and vegetables, which have seen rapid export growth over 

the last decade. Textile and apparel assembly activities have grown as a result of CBI 

enhancement in October 2000. However, rising labor costs relative to the Far East and Central 

American neighbors, high electricity costs, an overvalued local currency, and the WTO-

mandated lifting of quotas in January 2005 raise questions over the sector's continued viability. 

 

Honduras 

The Honduran government is generally open to foreign investment and welcomes it. 

Restrictions and performance requirements are fairly limited. In recent years, the Honduran 

government has taken steps to create a more favorable investment climate, especially in key 

sectors including energy and tourism. Relatively low labor costs, proximity to the U.S. market, 

and Central America’s best Caribbean port (Puerto Cortés) have also made Honduras 

increasingly attractive to investors. At the same time, however, Honduras’ investment climate 

is hampered by high levels of crime, a weak judicial system, high levels of corruption, low 

educational levels among the population, a troubled financial sector, and limited infrastructure.  

The Constitution of Honduras requires that all foreign investment complement, but not 

substitute for, national investment. Companies that wish to take advantage of the Agrarian 

Reform Law, engage in commercial fishing, forestry, or local transportation activities, serve 
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as representatives, agents, or distributors for foreign companies, or operate radio and 

television stations must be majority-owned by Hondurans.  

Government authorization is required for both foreign and domestic investors in the following 

areas: basic health services, telecommunications, generation, transmission, and distribution of 

electricity, air transport, fishing, hunting and aquaculture, exploitation of forestry resources, 

investigation, exploration, and exploitation of mines, quarries, petroleum and related 

substances, among others. 

The 1992 Investment Law requires that all local and foreign direct investment be registered 

with the Investment Office in the Ministry of Industry and Trade. Upon registration, an 

investor is issued an investment certificate, which provides investment protection under the 

law and guarantees investors’ international arbitration rights. The registration process is 

cumbersome and companies can expect delays in registering their company.  

In 2002, the Government of Honduras ratified a law on simplification of administrative 

procedures in establishing a company. Through this new legislation, the government hoped to 

streamline procedures and eliminate a series of administrative obstacles involved in the 

process, reducing the steps for establishing an office from up to six months to a maximum of 

40 days. Foreign businesses setting up operations in Honduras are subject to the Commercial 

Code, which recognizes several types of mercantile organizations: individual ownership, 

general partnership, simple limited partnership, limited liability company, corporation and 

joint stock company.  
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Nicaragua 

Nicaragua has one of the fastest real-GDP growth rates in Central America. The country has 

complied (unlike many other nations) with prescribed IMF demands for cutting its deficit, 

implementing structural reforms, and maintaining overall monetary stability. 

Nicaragua is set to benefit from rapid and sustained economic growth in the years to come, 

growth it has encouraged with the passage of several laws specifically designed to attract and 

protect foreign investors.  

In the last decade, Nicaragua has privatized nearly all its old state-owned monopolies, save for 

the public utilities, and has thus dramatically reduced the amount of government red tape 

investors have to contend with when they do business here. In addition, it has opened up all 

sorts of new markets. 

Investors will find no legal grounds for discrimination against them when they invest. The law 

allows for 100% foreign ownership in every economic sector. And there are no restrictive visa 

or work-permit requirements to inhibit investment. 

Panama 

Traditionally, Panama has maintained a rather liberal regime for foreign investment and 

investment in financial instruments. The government and the Panamanian business 

community actively encourage foreign direct investment (FDI). Laws in general make no 

distinction between domestic and foreign companies. In 1998, the GOP enacted the 

Investment Stability Law, which, among other things, guarantees foreign investors, who 
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invest at least two million dollars in Panama, equal treatment under the law to that of their 

domestic competition.  

The Panamanian Vice Ministry of Foreign Trade (VICOMEX) is the principal entity 

responsible for promoting foreign investment. It provides investors with information, 

expedites specific projects, leads investment-seeking missions abroad, and supports foreign 

investment missions to Panama. However, depending on the character of the planned 

investment, several different governmental entities may have a passive or active interest in the 

investment in terms of setting its parameters of operation, particularly within relevant 

regulations, land use, employment, special investment incentives, business licensing, etc. 

There is no formal investment screening process by the GOP, although the government does 

tend to monitor large foreign investments.  

Panama experienced a boom in foreign investment between 1996 and 1998 as a result of 

former President Balladares's privatization and modernization program. Foreigners, including 

U.S. firms, participated actively and successfully in the privatizations. The conduct of major 

public bids and tenders for other public sector projects has raised greater concerns about the 

openness and transparency of the process and the responsiveness of authorities to participants. 

U.S. companies have complained that some bids lack transparency.  

Panama's privatization framework law does not distinguish between foreign and domestic 

investor participation in prospective privatizations. The law calls for pre-screening of 

potential investors or bidders in certain cases to establish technical viability, but nationality 

and Panamanian participation are not criteria.  
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Following the privatizations, Panama experienced a dramatic drop-off in FDI. FDI in 2002 

was only US$98.6 million primarily as a result of losses by major banks and the drop-off in 

privatizations. However, Foreign Direct Investment increased dramatically in 2003, ending at 

US$791.5 million as a result of major investments in the energy and construction as well as 

resurgences in the banking sector.  

Panamanian Law forbids monopolistic and anti-competitive behavior. The Government of 

Panama passed in February 1996 an Antimonopoly Law, designed to prevent monopolistic 

practices and create a consumer protection authority. Consumers are protected by the 

theoretically autonomous CLICAC (Free Competition and Consumer Affairs Commission), 

which has instituted fines for practices ranging from selling expired products to price gouging. 

The agency is for the most part active, yet remains under-funded and, like most GOP entities, 

in the past has received low marks in a survey of general public perceptions regarding its 

effectiveness. At times, CLICAC has begun investigations under pressure from interest groups, 

but there is no indication that its conclusions were tainted. 

Taiwan 

Taiwan officially welcomes foreign direct investment, which at the end of 2003 amounted to 

20.8 percent of GDP.  Rules on local licensing of professionals are cited as a barrier to foreign 

providers of some services. Some foreign investors complain of lengthy and non-transparent 

approval processes. Taiwan's science-based industrial parks and export processing zones by 

contrast offer streamlined procedures. While Taiwan has made significant improvement in 

protecting intellectual property, some foreign firms still cite inadequate protection as a 

deterrent to investing.  
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As part of its efforts to improve the investment climate, Taiwan no longer has a list of 

permitted investments, but maintains a negative list of industries closed to foreign investment 

(i.e., only those industries on the list are not open to foreign investment). 

Liberalization has reduced the list to less than one percent of manufacturing categories and 

less than five percent of service industries. Some foreign investors believe that liberalization 

of investment regulations has proceeded faster than corresponding adjustments in attitudes of 

officials implementing the regulations. The latest significant liberalization took place in 

February of 2003 when alcohol production, agricultural production, fishing, and animal 

husbandry were opened to foreign investors, although prior approval is still required from the 

Taiwan authorities.  

After its accession to the WTO in January 2002, Taiwan opened imports of gasoline and 

liquid natural gas (LNG) to the private sector, without any foreign ownership restriction. It 

also permitted private wine and cigarette imports. In April 2004, Taiwan dropped ordinary 

trucking services from but included single-axle truck leasing in the negative list.  

The Foreign Investment Commission (FIC) of the Ministry of Economic Affairs screens 

applications for investment, acquisitions, and mergers. According to the FIC, approximately 

98 percent of projects with an investment value less than NT$500 million (US$14.9 million) 

are excluded from the negative list; the FIC estimates that approval for these projects is 

generally granted within three working days at the FIC division chief level. For investments 

above NT$500 million excluded from the negative list, approval authority rests with the FIC 

Executive Secretary and normally is granted within one week. Approval of investments in 

industries on the negative list requires several weeks because those investments must be 
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referred to the relevant supervisory ministries and, for investments less than NT$500 million, 

require approval of the FIC Chairman or FIC Executive Secretary. Listed investments 

exceeding NT$500 million require screening at the monthly meeting of an inter-ministerial 

commission.  

Taiwan offers incentives to encourage investment, including accelerated depreciation and tax 

credits for investments in emerging or strategic industries, pollution-control systems, 

production automation and energy conservation. Equipment for R&D purposes can be brought 

into Taiwan duty-free. Other incentives include low-interest loans for developing new and/or 

cutting edge products, upgrading traditional industries, and importing automation or pollution-

control equipment. A broad five-year tax holiday for new investments was re-instituted in 

January 1995. Other incentives for manufacturing firms to locate factories in designated 

industrial parks include free rent the first two years, 80 percent discount on rent in the 

subsequent two years, and 60 percent discount in the fifth and sixth years.  

 

5.2 TECHNICAL COOPERATION 

Over recent decades, Taiwan’s economic achievements have been widely recognized around 

the world.  Assistance from the international community played a significant role in the 

success of the economic development.  According to Dr. Eugene Y. H. Chien, Chairman of 

ICDF “today, by sharing the valuable economic and developmental experience Taiwan has 

accumulated over the years with other countries, we will be playing our part in creating an 

international community defined by prosperity and reciprocity”. 
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Taiwan’s International Cooperation and Development Fund (ICDF) purpose is to strengthen 

international cooperation and enhance foreign relations by promoting economic development, 

social progress and the welfare of the people in partner nations around the world.  The 

TaiwanICDF primarily assists its allies in Central and South America, the East Caribbean, 

Africa and the Asia Pacific region, but the organization has also worked in Europe and 

formulates pan-regional assistance programs where possible. Since its inception, the 

TaiwanICDF has assembled a team of well-trained professional staff, adopted sound 

management practices, and employed program methodologies successfully used by 

international economic development agencies. 

 

Central America in its Agreements with United States and Canada (this last one still in 

negotiation process), negotiated parallel agreements in technical cooperation.  This in order to 

help to the development of the Central American countries.  The agreement was only a way to 

strengthen the technical cooperation that Central America was already benefited with.  As part 

of the U.S.-Central America Free Trade Agreement negotiations, National Action Plans have 

been designed for Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua to identify 

each country's trade capacity building needs. The action plans serve as a tool for mobilizing 

and managing trade capacity building assistance – both from public and private sources – to 

support participation in the negotiations, implementation of the negotiated agreements, and 

help make the transition and changes necessary to realize the linkage between trade and 

development. 
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Taiwan, has been a constant donor to the Central American countries of technical cooperation, 

through ICDF.  By signing a FTA with Taiwan, Central America can strengthen and increase 

the quota that is already giving benefits.   

 

ICDF has been managing projects under technical missions, technical assistance and 

Investment and Lending.  A list of the projects that ICDF has in Central American Countries 

is given. 

 

Costa Rica 

The Taiwan ICDF has been very active in Costa Rica. It presently has a technical mission 

with six members working on two projects (the  Fruit Tree and Floriculture Project and the  

Atlantic Fisheries Production Improvement Project). There is also one technical assistance 

project (Mold Industry Technical Assistance Project) and two investment and lending projects 

(Public Highway Project from Naranjo to Florencia and  Expansion of the Terminal Moin 

Port). 

 

El Salvador 

The TaiwanICDF presently has a nine-member technical mission in El Salvador working on 

vegetable, tropical fruit and aquaculture development projects (Vegetable Production 

Extension Project, Fruit Tree Production Improvement Project and Fish Breeding and 

Aquaculture Extension Project).  
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Two investment and lending projects (Modernization of Technical Education Project, and 

Program for Environmental Pollution Control in Critical Areas)  and one technical assistance 

(Wood Furniture Industry Technical Assistance Project) project are also being implemented. 

  

Guatemala 

In Guatemala, the TaiwanICDF presently has one technical mission with eight members 

working on three projects (Peten Agriculture Production Project,  Bamboo Construction 

Development Project and Aquaculture Technology Improvement Project). 

 

There is also an Investment and Trade Service Mission with two members conducting two 

projects (The Investment Assistance and Promotion Project and The Export Assistance and 

Promotion Project) . One technical assistance project (Wood Furniture Industry Technical 

Assistance Project) and one investment and lending (Technical Education Project) projects 

are also being implemented.  

 

Honduras  

The TaiwanICDF presently has one technical mission with 12 members working on three 

projects dealing with agriculture improvement, animal husbandry, aquaculture and fisheries in 

Honduras (Crop Production Project, Hog Breeding Project, and Aquaculture Project). 

It also has two technical assistance projects dealing with SME development (Food Processing 

Technical Assistance Project and Shoe Manufacturing Technical Assistance Project). There 

are three investment and lending projects dealing with small farmer credit and irrigation 
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(Small Farmholders' Financing Scheme -- Rice Production Program, Small Farmholders' 

Financing Scheme -- Tilapia Raising Program, and Quimistán Valley Irrigation Project). 

 

Nicaragua  

In Nicaragua, the TaiwanICDF presently has one technical mission with 10 members working 

on agricultural improvement and animal husbandry development projects (Oilseed and Rice 

Production Improvement Project, Horticultural Crop Production Improvement Project and 

Superior Hog Breeding Extension Project).  

 

It also has two technical assistance projects dealing with food processing and shoe 

manufacturing (Food Processing Technical Assistance Project and Shoe Manufacturing 

Technical Assistance Project) . There are three investment and lending projects dealing with 

small farmer micro-lending, and post-hurricane housing and farming reconstruction (Housing 

(Small Farmholders' Financing Scheme, Solidarity Reconstruction Program -- Phase II, and 

Agricultural Production Reactivation -- Phase II). 

Panama 

The TaiwanICDF presently has one technical mission with eight members working on three 

projects dealing with agriculture diversification and fisheries development in Panama (Fruit 

and Vegetable Project, Food Processing Project and Fishing Village Development Project). 

It also has one technical assistance project in the metal machine industry (Metal Machine 

Industry Technical Assistance Project)and two investment and lending projects dealing with 
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financing and technical education (Small Fishermens' Financing Scheme and Technical and 

Vocational Education Project). 

.  

 

 

 


