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PREFACE

Dr. Marta Ortiz is an Assistant Professor in Florida International
“University's College of BuSiness.and an expert in International Marketing.
She previously published an extensive analysis of Guatemala's export and
trade patterns. Dr. Ortiz' research on Honduras is part of a larger on-
going multidisciplinary research program in Honduras by a group of FIU
Tresearchers. Funds for this research have been provided by the University's
International Affairs Center, which was the recipient of a blocked fund

grant from a local corporation with an affiliate in Honduras.
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AN EXPORT DEVELOPMENT STRATEGY FOR HONDURAS
by

Marta Ortiz-Bucnafina

I. Iﬁtroduction

Developing countries are facing a pressing need to stimulate economic
development amidst growing worid economic and'political problems., Development
plans to help alleviateleconomic and political problems have fallen short.
ana today, many countries are facing a reverse'economic sPiral which'thréatens
to undo the gains of the past two decades. Honduras, one of the poorest
countries in the Caribbean Basin , i5 one such country, struggling wiﬁh a weak
economy and rising political and economic problems. In 1980, economic gréwth
slowed down as Gross National Product (GNP} grew by only 2%, as compared to
"an average 7.8% in the previous four years. In 1981, the ecdnomy continued
Cits s;uggish growth, and in real terms, even declined by 0.3%., These trends
‘are still present in 1982.1

On. the domestic front, the manufacturing sectox, in the past one_of_the
- most dynamic sectors of the economy} also showed signs.of_sluggiShhess, |
gﬁowing by 4.6% in 1980, as compared to an averége 9.2% in the pfévioué
4 years, The industrial sector was faced with a dwindiing supply of
financial respurces for working capital, plant expansion, and needed inputs,
'as‘the gconomy contracted in a'receésionary world enviromment., The §1§w~dcwh
of domestic demand was triggered by an international recession which impaétgd
neéati?ely on Honduras' export sector, which accounts for one-third of total
output. A contributing factor was the political problem unfolding innCentral
America which motivated increased capital flight and.d;scourageﬂ investmenté
in the doﬁestic e¢conomies of the area, - |

Honduras export dependence is relatively high. Exports as_percentage of



GﬁP represents 37% of total output. In the past two vears, it has been

' Severely.affected by a slackening of prices and demand in international
markefs. In 1981, total exports of goods and services declined by 3.8%.
Honduras' main export crop, bananas, which accounts for about one-third of
'.its'tétal exports, declined by almost 2%, Similarly, coffee exports, aﬁother
imﬁortant export product, declined by a sizable 15.2%. 1In contrast,'imports
of'goods and services continued to grow as a brisk pace, giving rise to a
.series.of unprecedented deficits in the balaﬁce of payments, $212.4 million
in 1979, $342.1 million in 1980, and $300.3 million in 1981. The result was
a decling of 73% in the net international reserves for the period between
1980 and.l981 {see Table 1l). Preliminary estimates for 19882 indicate that

' this trend is likely to continue, placing severe pressures in foreign exchange
availability.

The impact of these developments on the manufacturing, as well as whole-
saling and retailing sectors, places further contracting pressures on the
economy. Availability of raw materials, inputs, and final preoducts, by
necessity,become conditioned to a system of priorities and controls which
inhibits growth and development. Considering Honduras' export depéndence,
these developments create a very difficult situation for a small and poor
_couﬁtry with limited resources to face its economic and development needs,
| _-'Thé deteriorating economic condition and the weakness of the export
.sector pose an interesting dilgmma for Honduras, in light of the'opportuﬁities
t available to-the.countries of this regioﬁ through the U.S. Generaiiged Systeﬁ
of Preferences (GSP) and President Reagan's proposed Caribbean Basin Strategy.
. The Caribbean Basin Strategy could be the more significant of these two, if
implemented , as the economic development plan includes one-wéy access:tq U.S.

markets for the products of the countries in the Caribbean Basin for a period
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Key Economic Indicators: Honduras

Al) figures in million us$ Exchange rate as of Jun; 1982
unless otherwise stated. US$1.00 = Lempiras 2.00 {Since 1931)
TTEN R | 1579 1980 1981 % Change

(Final) {(Final) (Prelim) 1981/198C

ECONOMIC GROWTH i
GDP at Current Prices ' 2,166 2,554 2,707 5.9%

GDP at Copstant 1966 Prices 9831 1,002 1,006 a3%

Population (1,000) (amid-year) ' 3,564 3,691 3,821 3.5%

GOVELRNMENT FINANCE:
Central Government Budget : -
Current Revenues 316 380 372.6 ~-1.9%

Current Expenditures 263.5 367.3 405 10.3%
Capital Expenditures 135.2 142 103 ~37.8%
Deficit 95.8 198 . 206 3.1%
Public Sector Debt OQutstanding 837 1047 1308.2 24,9
Domestic Debt 236 299 402.7 3. 0%
External Debt 601 748 905.5 21.17
Public Sector Debt as % of Current GDP 27.8% 40.1% 48.3% 20.47
MONEY AND PRICES: (As of December 31 each year)
Money Supply 272 - 302 316 bah
Bank Deposits 452 498 524 5.7
" Consumer Price Index (1978 - 100) 122.6 136.6 149.1 9.2
BALANCE OF PAYMENTS
Net International Reserves
{Consolidated Banking System) 116 55 8.1 ~85.4
Net International Reserves (Central Bank) 180 110 28.7 ~73.6
Current Account Balance ~192 -321 -273 =17+b
Debt Service Ratio (% Export Goods & Services) 11% 12.8%  14,3%
Total Exports (F.0.B.) Goods and Services 859 954 _ 917 ~3.8
Exports to the U.5. (F.0.RB) 431.5 427.7 416 - =2.7
Total Exports by Product Category:
Bananas 200 220 216 -1.8
Coffee -~ 197 204 .. 173 ~15,2
Lumber 42 36 43 19.4.
Refrigerated Meat 61 61 46 ~24. €
- Metals , 45 55 43 ~21l.t
Total Imports (C.1.F.) Goods & Services 1,072 1,300 . 1,217 =6l
Imports of Goods (C.I.F.) from U.S. 358 426 386 o120
Petroleum Imports 113 171 162 -5
Trade with CACM
Exports (F.0.B.) 60 84 69 ~17.
Imports (C.I.F.) 98 103 116 12
Capital Account: Net Inflows : 196 285+ 1 236 . ~17.

SOURCE: Central Bank of Honduras. . ' -
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of 12 years. If-also includes the promotion of U.S, investment in the iegion
to accelerate job creation and expansion of productioen capabilities;g The .
‘éxternél incentives provide access to U.S. markets for a significant amount
of manufactured products. One objective is to ;lieviate the economic problems
of the area by reducing export dependence in one or two primary produéts'and
promoting exports of non-traditional products which are an important component
of world demand today.
The_dilemma centers around the ability of the Honduran industfial sectof

“to take full advantage of these preferential treatments. Since access to
markets cannot in itself create the necessary conditions for successful

product introduction and consumer acceptance, other factors that affect
access must be taken into consideration. It is important, then, to try to
understand the.underlying factors which may affect the Honduras' ability to
 take advantage of these incentives.

“The framework of this analysis will take into consideration only problems
reiated to manutactured products cbnsidered for access under the Caribbeén
Baéin strategy and GSP. The reascn is that the raticnality of the market;
place is such that it dictatés technigues and relationships which are iﬁfluenced
heavily by broduct gharacteristics and market structure. Manufactured products
are heterogeneous products and selling such products requires extensive
- marketing effort and sophisticated marketing systems as the U.S. market is an
affluent, highly discriminatory and saturated market. Moreover;-Market
structure is characterized by monopolistic competition, dominated by a few
large firms performing extensive marketing to sell their products with highly
- specialized distribution systems. The rationality of ﬁhg marketplace, then, - -
requires g direction and degree of marketing specialization which may noﬁ bé
present in the Honduran industrial sector at present and thch may affect its

capabilities to export.



~In order.to develop this analysis, it will be necessary to evaluate the
Honduran manufacturing and export sectors, as well as the existing facilitating
institdtions and mechanisms in the system. - The purpose of this analysis will
be to identify past problems, as well as present needs, in order to develop
_Quidelines fdr an export development strategy that can provide a viable frame-
wbik for the development of the exports of manufactured products-within the

reality of the international marketplace.

II. OVERVIEW OF THE HONDURAN ECONCMY

‘a. - Historical Analysis

.Honduras is the second largest country in Central America, yvet it is the
poorest. Its mountaneous terrain, whicﬁ covers 64% of its land; remains mostly
unused due to inaccessibility and low pepulation density. Its population of
3.4 million psople is a very young one with about ﬁalf under the age of 15,

Its 1abor.force accounts for 28.8% of its population, making the depéndency L
ratic (the proportion of productive to nonproductive groups in society)
relatively high.3 Its geographic location makes it a natural for internatibnal
commerce with the United States, the Caribbean, the northern part of Latin
Ameriéa, and Western Africa,

Honduras was discovered py Cristobal Colen and became a part of.the
Spanish Colonial Empire. The Spaniards, however, left the large.Honduran
territory almost uninhabited. When the Spanish afrived, the Indian_popuiation
g'had all but disappeared with the exception of small groups in the central
. highlands of the territory. The Spanish came to the free world'seeking precious

metals and centered economic activity around this pursuit, with few thqughts
.on-long range economic development, Honduras, like other Spanish colenial
‘_territories, was subjected to economic mercantilism, a highly restrictive

and exclusive syétem of trade favorable to Spain. This control resulted in a



myriad of prohibitions and restrictions which constrained Honduran trade with
_the.Central American territory as well as other Spanish territories,.and
inhibited internal economic development.

Honduras came under Spanish control as part of New Spain, a territbry
Which'inciuded'what is today Mexico and Central America. Inasmuch és Central
America was not particularly rich in precious metals, the sconomic hiétory of
‘this nolonial_territory can best be described as a constant search by the
Spanish for a key to fast wealth, pursued by developing export crops che at a
time. Each endeavor was pursued with extraordinary single mindedness, deplet-
ing and flnally exhaustlng numan as well as other resocurces. These activitiés
condemned the region to a series of booms and busts, as the products‘WOuld
enjov . a périod ot prosperity and profit, then decline and disappear.

This type of economic activity precluded any long range economic
établlity and inhibited development of domestic factors of production. The
Spanish were only interested in depleting resources , not creating them, Tnis‘
type of economic activity eventualiy lead to a stagnant Central American |
economy dependent on a series of agricultural mono-experts, henceforth. In
"the middle of the lbth century, nhowever, it became apparent that the streams
and rivers ot Honduras offered great potential for gold mining._'Conseqnentiy,
Honduras became the center of gold panning activities in the Central América
territory. whe initial gold exports were relatively large and promising and
Hondnras pecame the most important producer of gold in the region.

The decline of the gold lndustry was all too familiar. In.tne absence
of adequate factors of production and lack of manpower, the primative extractive
:technnlogy reduced the productivity of this industry to a trickle. ‘However,
silver discoveries around Tegucigalpa once again made.ﬂonduras one of the

major exporters of precious metals in the area. The silver discoveries -
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-produced another boom in the Honduran economy. Negro slaves were introduced
to increase the labor force, However, primitative technology and the all too
familiar ekploitation of the resources finally hampered the industry. The
inability, or unwillingness, of the Spanish to provide inputs to increase
prdduction {for example, Spain was reluctant to provide mercury to extract
éilver by more moderp processes) quickly inhibited further development of
the industry. The prevalent fraud present in colonial mining industry
also inhibited the development of this industry. The Honduran mining
indugtry enjoyed only a fleeting prosperity, and scon the Honduran economy,
'iﬁs resources depleted, was once again ignored bf ﬁhe Spanish autnorities..b

The brief periods of prosperity had given rise to a weak economy.with a

small'ahd weak resource base, and lacking a dynamic element to develop the
territory into a viable economic system, Honduras socn pecame a ppverty
stricken territory.

Tne stagnant economies of Central america, greatly dissatisfied Qith
colonial economic policies, made separate bids for independence and became
ihdependent nations in 1821. In 1824, and for a brief period, the Central
American countriés attempted to maintain economic and political unity by
'initiating an expériment 1n Unionism. Disagreements and political bickering,
however, dissolved the union and the Central American region became a'grpup
of fivé_independent nations-states,_Guatemala,'El Saivador, Honduras,

; ; 7
Nicaragua, and Costa Rica.

b. The Export Economy of the Twentieth Century

A rapidly rising demand for bananas in the United States gave Honduras
an oppo?tunity to enter the international economy once agaig-at the end of
the 19th century. Due to its geographicai lécatiOn and préXimity to the U.é..'

market, Honduras had a special comparative advantage in growing this product,
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and.sobn became a major producer of this product, The export industry'becamé
the 5ackbone of the Honduran economy and would dominate its export sector

and the Honduran economy for the next decades. Entry into international
markets, however, was thrust upon Honduras by external agents, as the lack of
adequate resource base allowed a few U,5., firms to dominate this export industry,
bringing in c¢apital and management capabilities, as well as the extensive
marketing network necessary to distribute and sell the product in the United
States, These U.S5. multinational corporations became a dominant factor in the
Honduran economy.

Honduras became a typical export economy undér the umbrella of these
éompahies, becoming the stereotype of the "banana republic".9 The impact of
these activities brought the Honduran economy into the international economic
system, but the domestic market remained weak and small. Foreign ihvesfors
and managers become income-remitting agents because the goods needed to
maintain their higher standard of living were not produced in Honduras. The
small domestic market precluded manufacturing these goods domestically; and
the low purchasing power of the population did not warrant investment in
.domestic production. Hence, what these groups spent domestically Qas on
.imported luxuries. A commercial group gquickly developed, and an ethnically
distinct group soon became a dominant factor in the import trade. This
group_represented the more economically developed group in the domestic
eéonomy, cateiing to the whims and tastes of the weélthy and the foreign
manaéers.'

The result wés that foreign factors, the wealthy, and the small tradiﬁg
grbup consumed imported luxurieé and invested little in the develcopment of

the domestic economy. The domestic factor's income as well as. the foreigner's
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was either rgmitted abroad looking for more profitable opportunities, or
spent on. imported luxuries at home.

Ty The Central American Common Market

Since the export sector failed to contribute to enlarge iccal markefs,

as the profits of the export economy were either remitted abrcoad or spent -

on iﬁported luxuries by the more sconomically developed groups in the

economy; the govermnments of Central American countries decided to emnark

' on a majar'development etfort, under the auspices of the United Nations,
and following prevailing economic development theories, the central American
countries rejected models ot outward development and chose import substitutaon
1ﬁdustrializati6n_as a catalyst to promote rapid and suszained'econémic grbwtn.
Tne development model entailed the stimulation of the industrial sector to
provide thé necessary.linkages to stimulate the rest of the economy and allow
tne diffusion ot income and earnings into the economy and thus create larger
and more affluent markets for self-sustained economic growth &nd develoﬁment.

A most important element of this development plan was the neﬁ foie of
government in the economlc process. Under the new arrangement, the_goverﬁment
pecame an intermediary to direct economic activity for the Denefit_of'the
domestic economy and to create a domestic resource base necessary to generate
tne:dynamic, self sustained economic growtn sought by the deﬁeiopment'model.

. The promotion of the industrial activities was envisiocned as tﬁe way to
stimulate the development of domestic capital and human resources and create
the rescurce base necessary to spur economic development.

The five Central American countries formed the Central American common
maﬁket in an effort to overcome the limits of each country's small markets
and create a larger regional market to facilitate industrial growth. The
initial results were positive, as industrial production increased rapidly.

Nevertheless, by the early 1lv70‘'s, 1t became apparent that this effort was
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. 1hsufflcient. True, significant gains were made, as output increased and the
economy became more diversified. Industrialization, however, scon reached
“its limits within the framework of import substitution.

New probiems were faced ﬁy the Central American countries. Labor
absorption, an important element of this process, was not fully realized
;n_tﬁe extent necessary to provide an income generating force in the economy,
and démand remained relatively static as the mass markets never materialléed.lg
Similarly, therextensive subsidies and protective measures affected the
erficiency of the industrial sector, giving rise to a small sector composed
mainly ot light jindustries throughout Central America, all producing simllar
'productsu Moreover, the benefits of intraregicnal trade were not evenly
distributed, as Guatemala and El salvador generated two-thirds of thé
intraregional trade.;l

Furthermore, the structure of the external sector changed as the iﬁport
co-efficient grew faster than exports, and demand for consumer goods,
industrial raw materiails, and semi-finished goods outspaced tne abi11t§ of the
‘axport sector to provide foreign exchange to finance these purchases, Finally,
the economic development rationale, which formulated a framework which inciuded
a hign degree of government intervention to promote the develcpment of an
adequate resource base, propelled the public sector as a demander of foreign -
exchange, in its attempt to accelerate economic development by financing develo§~
ment projects with external loans. Acting as an intermediary to promote gocial
and economic progress and promote consumption without congideration of
economic restrictions, the government in effect placed further strains on
. foreign exchange éarnings.
'From_the onget, it was evident that the policies aimed at developinq a

domestic industrial base would not be carried out without foreign investment.
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inasmuch as the dﬁmestic economy lacked technology and domestic capital tq
embérk in such an ambatious development program. From the onset, there was

a tendency to include foreign investment in the development model. One-immed;aﬁe
result was that indigeneous product deyelopment activities were inhibited
simply because there was no need for them. The strategy of includaing foreignr
iﬁvestment in the development model brought a proliferation of trademark and

" brands, with a committment of resourcés to specific brand advertising.
Consumers, therefore, may have paid higher prices for products under import
substitufion that would appear justified. similarly, the use of foreign
investment in development process placed additional claims on roreign
exch.ange-.earnings..12

The highly-subsidized industrialization process with its foreign
component resulted in an industrial sector composed mainly of assembly or
conﬁersion~type industries, i.e., industrial processes reguiring verf
limited capital inmvestment {light industry) with a relatively small percent
of vaiue added by the local economy but with a high content of semi-finished
inputs provided by external agents, with the resulting demand on foreign
exchange. Moreover, since all Central American countries have similar product
offerings, the small and statié markets were soon saturated, as the induétrial L
sectﬁrs competed with similar products in the same markets.

‘The new economic development framework required increased absorption of
foreign exchange earnings by the industrial and public sectors. In the |
absence of any link between.indusfrial policy, government expenditures, and
increases or reducfions in export earnings, import substitution industriali-
zation laid the groundwork for the inflationary pressures of the 1970's,
additional pressures arose as the government increased the monefary.supply

to accelerate economic activity and augment aggregate income. A rising
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bill for petroleum imports further aggrevafed the problem and placed the
economy in a very precarious position. The automatic balancing of'thé intef-
national trade account through a reduction of imports or through higher tariffs
-and-other*restrictions was no longer possible by the end of the 1970's.

The Central American common market went into a crisisrin 1969, and the
common market arrangement has not yet survived this crisis. Some of the
elements of the common market arrahgements are atill observed on a bilateral
basis, imposing greater restraints on the Honduran industrial sectbr. As an
afterthought, the decision to become part of the Central American common
mafket did not give Honduras all of the advantages sought. It did, however, _
provide the basis to start a domestic industrial resource base, an objective
éought 5y the development policies.

d. The Honduran Economy Today

i) The Industrial Sector

The -industrial development process was important inasmuch as it enabled
the industrial sector to grow. UThe ~common market era" in Honduras, however,
did.little to create the type of industrial sector which could evéntuaiLy
contribute to the dynamic self-sustained growth of the Honduran economy.

Examining the industrial sector today, it can be found that, while the
actual nuﬁber of industrial enterprises increased during the initiai iﬁpetus
of import subétitution, the degree of industrialazation or the participation
of industrial output in gross national product, increased modestly. In.lQbO,
.the indﬁstrial sector accounted for 12% of value added to Gross National
‘Product., By mid 1970's, the sectoral participétion rose to 13.3%. The
industrial sector is composed mainly of small and medium-sized firms. In 73%
13

of all indﬂstxial firms, the employees number less than twenty.

similarly, the composition of output remained relatively unchanged. As
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shown in Table 2, in 1980, 86.6% of the total industrial output came from
traditional or residentiary industries, roughly the same participation as

in 1960,
Table 2

HONDURAS: OUTPUT OF THE INDUSTRIAL SECTOR
{in percentages)

1960 1970 1980

Final Consumption 86.6 B3.7 86.4
Intermediary Industries 7.7 10.7 12.1
Metal Machinery Industries 7.3 6.0 1.5

100.0% 100.0% 100.0%

Source: Secretaria Permanente del Tratadc de Integracion
Economica Centroamericana {SIECA), and Banco Central
de Honduras.

Intermediate industries increased sectoral participation, accounting for
12,1% of the total industrial output by 1980. The metal machinerj industry
showed little dynamism as sectoral participation declined in the 1970f1980
decade.l4

As the Central American market unfolded, the Hopduran industrial sector
105£ some ground to Central American industries. In the early 60's, the
Honduran econoﬁy consumed 57.3% from domestic supply, but by.the end of the
decade, this had declined to 55%. Central American products made significant

inrcads in the Honduran market. While in 1960, the economy consumed dnly 5% of

products of the region, and by 1970, it was consuming 11.3%.15

Undoubtably, the modernizing aspect of the import substitution process

' had a positive effect on industrial output and income. However, the industrial
development process lacked the adequate coordination for a rational dévelopment,
taking into account balance of payments affects and adequate complementarity,

i,e., utilization of domestic raw materials and resources.
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Consequently the Honduran industrial sector only evolved from a small
seétor composed of residentiary lndusﬁries into one composed of a thin grouﬁ
of assembly or conversion~type light industries which have a high dependency
on external inputs, providing few linkages with the domestic resource
base.

The Hoﬁduran industrial manager can best be described as a commercial
industrialist, i.e., a type of businessman which is more Qf a salesman than
a risk-taker; in contrast with the typical risk-taking entrepreneur which °
charaéterized the industrial development process of more industrialized
nations. This is a result of the protective umbrella of import substitution
industriaiization. Under captive markets, risk taking is minimized, and |
‘product innovation and marketing expertise is reduced considerably simple
because there is no need for them. The probiem 1s that the commercial
industrialist, when atﬁempting to compete in highly.saturated international
‘markets, must do so with companies with a high degree of marketing'ekpertise
arising from experience in domestic and international markets, where'marketiné
is a'premium and risk-taking énd product innovations in many instances, a
- necessity for survival.

The recessionary forces which affect the.iﬂaustrial sector, as well as
the Honduran eéonbmy, have reduced foreign exchange earnings and caused a
serious problem: a shortage of funds.té pay for needed inputs. Given the
structure of the industrial sector and its reliance on foreign inputs, the
problem posed by the weakening external sector has adversely affected the
dynamics of the industrial sector. The slow doﬁn of the industrial séctq;
has affected the retail and wholesale sectors as well, and as a resuit, the
recessionary c¢limate has impacted on investment planning as the private

SEthr-takes a "wait and see" attitude, and the rest of the world struggles
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with a stubborn recession.

ii) Export of Manufactures

The previous analysis highlighted the problems of the Honduran economy
and the industrial sector. Many of these problems were aggrevated by the
deterioration of the balance of payments position started in 1980, As the
fecessionary climate began to affect world markets,.softening demand and lowering
prices, the Honduran economy Saw foreign ex¢hange earnings and net.capital
influx decline, affected by economic and poiitical factors. The unfavorable
effect of these dévelopments, plus the continued acceleration of demand for
industrial inputs and merchandise imports, seriously affected foreign exchange
avaiiability in Honduras. These trends are expected to continue in_1982;

‘As seen in Table 3, the United States is Honduras' main trading partner
accounting for 53.5% of Honduras' total exports. Together with Germany
(Federal Republic) these two countries account for almost two—thlrds of
total exports. Honduras' main export products are bananas and coffee. These
two products account for 54.1% of total exports, while manufactured goods
account for 2% of total exports (see Table 4).

Table 3

HONDURAS: ~ MAIN TRADING PARTNERS
~ (as & of Total Exports)

Country/Region 1979 1980 . 1881

United States 58.9 52.1 53.5
Central America 8.2 10.2 B.9
Caribbean and Other

- Latin American Countries 4.2 3.6 4.1
Germany (Fed. Rep.) _ . 9.9 “11.6 10.2

Rest of World 18.8 22.5 23.3

Source: Banco Central de Honduras
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Table 4

'HONDURAS: MAIN EXPORT PRODUCTS
{as % of Total Exports)

Product _ 1979 1980 1981
Bananas 27.3 27.7 27.7
Coffee . 26.8 24.8 22.2
Lead, Zinc and Silver 11.8 10.7 - 11.0
Refrigerated Meat, Shrimp

and Lobster 8.3 7.4 5.9
Sugar, Tobacco, Cotton 8.3 9.7 12.5
Manufactured Products 1.7 1;7 1.9

rotal Exgorts (in millions
of U.S. dollars) 732.5 g22.1 777.5

Source: Banco Central de Honduras

The rigidity of the import component of Balance of Payments can be observed
in Table 5. It can be seen that only 24% of imports are goods for finai
consumption. Raw materials, fuels, oils, lubricants, capital goods -and
equipment, account for almost 76% of the total imports. The eprrt ot
manufacturers has remained relatively stable over the past three years, composed
ﬁainly of export products such as soap, canned fruits, cement, manufactured
wood.prodﬁcts, barbed wire, cigarettes and tobacco products.

An analysis of Honduras export supply indicates that a very serious_
l problem exists inasmuch as firms with exportable supplies have little markéting
expertise for international markets. The extreme competitive pressures and
the iack of marketing exéertise make exports of manufactured products a véry

difficult venture for the average Honduran industrial manager.
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HONDURAS: VALUE OF MAIN EXPORTS - JAN. TO APRIL

{in miilions of dellars)

Product 1980 1981 198272
Bananas 75.1 59.7 79.0
Coffee 124.1 88.1 7%.9
Lumbar 10.8 14.7 12.5
deat (Beef) 21,7 16.1 8.8
Silver, Lead, Zinc & Cadmium 12.2 11.6 15.6
Shrimp & Lobster 5.7 4.6 3.1
Sugar 13.6 21.8 5.7
Cotton 9.5 6.2 3.9
Beans & Corn - i 1.5
Resine _ 1.6 2.2 1.9
Pineapple 2.4 3.8 0.2
danufactured Products® 16.0  15.5  16.0
Total Jan/Apr. 292.6 244:3 _228.1
Total Exports Jan., Dec. 954.0 917.0 832.07C

a/ preliminary figures

b/ scap, canned fruits, cement, manufactured wood products,

barbed wire, cigarettes and tobacco products

¢/ estimate based on preliminary figures

c/

Source: Banco de Honduras

Perhaps the most striking problem of the industrial sector is the

inherent bias introduced in product decision by import substitution industri-

alization. In a protected environment, product decisions were made to conform

to development policies. The rationale for product decisions was affected

by the number of jobs created, the level of technology acquired, and the effect

on output and income. Thus, & fifm found itself with the latest technology

and excess capacity, serﬁing a small captive market but with no identified -
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export méfkets or deomestic market growth to absorb excess capacity.
This decision making process may have some validity in captive markets
of developing countries, but, in international markets, the firm must take a
different approach, i.e., produce the products that sell and be able to ideqtiff-
"markefs and develop a strategy to serve them. The ability to identify
oppo;tunities in international markets and the decision making process thereof
requires a high level of marketing expertise, especiallf in tne.markets of

mahufactured products.

- III. PROBLEMS OBSERVED

In addition to the general problems summarized previously affecting the
Honduran econcmy and the manufacturing sector's ability to take advantage of
external markets, the following summary of probiems is presented,

A. Financial problems

1. Shortage of working capital that inhibits the industrial firm'é

growth and its ability to develop markets adequately.

iy High cost of credit and restrictive credit policies that inhibit

capital formation and plant expansion required to tap foreign markets.

3. Non-availability of credit capital, rendering the Honduran-industrigl

sector incapabte of providing supplier's credit, seriously affectlng
its competitiveness in world markets.

4, Delays in providing foreign exchange and threats of devaluation

causes iﬁcertainty and raises costs to the exporter.

B, Lack of any meaningful government policy to address any of the

problems listed above.
B. Marketing Problems
1. Few inter-industry linkages that make imports costly and raise the
‘cost of export producté. Assembly-type or conversion-type industries

have little competitive advantage in product, quaiity, and/or price.
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Quality standards.and product offerings that are not directéd at
satisfying international demand but are closely linked to iniernai
development and employment policies, rendering many products
inadeguate for international markets. Existing exportablé suppLy
is, for the most part, of nonwdurable.consumer products, wneré
competition as the keenest.

Higher transportaticn costs to the United States and the Caribbean
arising from the reduction of imports. #specially affected is

alr transportation, since the reduction of imports forced airlines
to reduce the number of slights and increase the price of trans-.
portation causing problems to the export sector., Air transportation
to other areas (Northern Latin American and Western Africa) is

generally not adequate as there is no direct link with those markets

. due to the smail volume of trade. Sea transportation is generzlly

adequate to the United Sates, although the rates are relatively
high due to low levels of cargo shipments. Access to other markets
in Latin America or Africa is and continues tec be a problem as

availabality of services i1s very low, sometimes non existent.

Ce Institutional Problems

1.

"

Inadequate government and private sector cooperation, Even thpugh
evidence suggests there is a high degree of consultation, Government
assigns itself the highest priority in the foreign exchange market
squeezing the private sector and straining its resources.

Lack of an adequate export promotion program. Export development .
laws make exporting very cumbersome (registration procedures,
paperwork, taxes). For example, the tax, an anachronism of.the

past, is a distorting disincentive in an economy that sorely'
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needs foreign exchange.
3x Overprotection of domestic industries. That acts as a disincentive

that effects efficiency, It impacts on competitivé ability, especially

in markets where most opportunities lie for the efficient marketingu
oriented producer.

4, Lack of private sector cooperation, Although inter-industry groups
exist, most are concerned 1n studying national problems, rather

than concentrating in creating effective mechanisms to develop a

viable export sector for manufacturers, Attempts are being made iﬁ

this direction, but efforts are still insufficient to generate an
adequate mechanism to serve the manufactured export sector adequateiy.
.IV. SUMMARY AND CONCLUSIONS

Recent world trade patterns in manufactured products have tended to shift
international division of labor to the advantage of developing countries,; since
the absolute and relative costs of production aré lower in developing countries
than in industrial ones. To that effect, the United States, along with other
industrial countries have instituted incentives to help déveloping nations to
diversity their eccnomies and accelerate development by providing access
to its markets throughrfhe Generalized System of Preference (GSP) and proposes
to further expand such access through the Caribbean Basin Strategy.

The analysis of the Honduran economy indicates that the problems. inherent
in.the industrial sector are not only related.fo current economic probiems
but_to stfuctural,and institutional deficiencies which must be addréssed'if
the ex§0rt potential of the industrial éector ig to be realized. .A perusal
of the Hopduran external sector indicated that exports of manufacturers avre
stiil_very low as Honduras continues to rely on_export_of agricultural products.

While Honduras has a geographical advantage to reach U.S. and Caribbean
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marketé, its industrial sector shows some weaknesses which may hamper, on the
short run, its ability to take full advantage of the preferential treatment
-_described above. These weaknesses include industrial product offering and
lack of marketing expertise in export activity.

Tne crux of the matter is the need of the industrial sector to develop

expertise in production, distribution and marketing of export products. The

challenge faced by the industrialist-exporter is to develop an adequate
product for export markets as well as the managerial skills to plan strategy
and effectively compete in foreign markets. The offer made by the United
Statés to provide access to its markets in order to stimalate growfh and
development 6f the industrial sector is likely to have little, if no etfect,
on the small and medium sized Eiyrm with no marketing expertise and inadequate
products for export markets. The markets of manufactured products in intér-
national trade is significantly different from trade in raw materiais and
agricﬁltural products. Trade activity of these products:is a relatively
simple exchange of goods, buying and selling operations which require little
marketing effort. However, buying and selling manufactured goods is a
different situation. Marketing expertise becomes a primary activity of the
firm in order to sell products which serve a significantly wider range of
consumer wants and needs, geographically dispersed, and with varying levels
of income, tastes and consumption patterns. The adaption mus£ be there if
_ the Honduran jndustrialist-exporter is to realize the goal ot developing an
acceptab;é volume of exports of Honduran manufactured products.
V. AN EXPORT DEVELOPMENT STRATEGY FOR HOWDURAS |

The Honduran government should initiate, in cooperation with privafe
sector, a full-fledged campaign to promote.exports. whe export promotioh

activity should make clear the role of the private sector and government
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activities in export development and provide clear guidelines and mechanisms

to achieve this goal.

1, In the short-term, the export development strategy should include

provisions to:

d.

Direct resources to develope adequate management/human résources
for export development. This means extensive training and
education with special emphasis of the marketing aséects éf
exporting,

rliminate export disincentives like export taxes and ofher

such taxes that affect cost and efficiency in the export sector.

~Make financial resources available, at low cost, to qualified

exporters for market development and working capital.

Promote the development of a prototype export trading company,
to provide procurement, assembly, distripution and markéting
functions to the export sector in specialized product areas

and regions. Tne key provisions of this prototype organization
should be to provide needed expertise to reach the following
long-term objectives:

specialization of product/geographical area

displacement of foreign-owned resources in export activitiés._
centralization of buying, selling, and other marketing functions
to escape constraints imposed by small and medium siZEd_prodﬁctloﬁ

capabilities.

centralization of financing functions in order to liberate

industrial capital to expand industrial capabilities along

export market needs.
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2, In the long run, the export development_strategy should aim tos

a. Promote industries that provide domestic linkages (for example,
agribusiness and labor- intensive industries) with idéntifled
export market potential.

b. Develop the capabilities of domestlic resources, expecially
managerial resources, to displace foreign-owned Yesources
in export industries.

o8 Phase-~out foreign ownership in qualified export enterprises
and export trading companies fo develop a domestlc resource
pase to benefit the Honduran economy.

d. Review the import substitution process to provide a more
selective process, providing protection to industries which
provide linkages with domestic resources.

e, Gradually eliminate protection of assembly or convention-—
type industries to redirect resources to industrial aétiVities
with exportable supply.

The export development strategy outliﬁed above should require a defanite
.commltmeﬁt py the private sector to assume higher responsibility in the
development Process, providing more resources to the government.so that
:excessive-intervention in the economic system is unnecessary. The rationality
of the international marketplace dictates new directions for the export
sgctor.' Unless some measures are intreduced to proﬁote development of the
nécessary expertise to promote new mechanisms for the marketing of export
products (as 1is the case of the export trading company) as wgll as other
incentives to develop adeguate resources over the long-run, it as haghly

unlikely that countries like Honduras can benefit from the U.$, offer in the

-long run,
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The major.problem is to achleve the adequate perspective on the problems
which are outlined in this paper. This perspective calls for long-term solu-
tions to make the export sector a viable one, This may well require changes
in the economic, political and social structure and imply long-term solutions
to short-term necessities. Unless this perspective is achieved, any effort
to stimuiate exports without the adequate development of resources may prove
-.fﬁtile and short-lived, and not in a magnitude that can effectlﬁely help
develop a dynamic industrial sector that can contribute to self—sﬁstained

growth and development,



NOTES

lBanco Central de Honduras

2Other industrial countries also give preferential treatment to the
manufactured products of developing countries. However, due to its geo-
graphical location, the U.S. Generalized System of Preferences (GSP) offers
the Hoaduran export sector a more immediate and logical opportunity. This
paper, therefore, will address only the problems related to access to U.S.
markets, ' ¢

3 .. oot s " .
The dependency ratio is calculated by dividing the economically active
population by total population. In Honduras, the depandency ratio is 1:3.

4 : , . o .
Murdo J. McLeod, Spanish Central America (Berkeley, Calif.: University
of California Press, 1973), pp. 46-~68,

Ibid., pp. 55-56.
®1bid., p.58.

7 ; i . ; ; '
Marta Ortiz~Bueonafina, The Impact of Import Substitution on Marketing
Activities {Washington, D.C.: The University Press of America, 1981), p. 12.

_SMario Rodriguez, Central America (Englewood Cliffs, N,J,: Prentice-Hall,
Inc., 1965), p. 103.

O1pi4,, p. 106.

10Marta Ortiz-Buonafina, The Impact of.... , pP. 22.

llGuatemala and El Salvador may have had a comparative advantage in
geographical location and resource availability which may account for this
phenomenon. Both countries have a relatively larger pool of labor force and
lie in the southern coast of Central America. This geographical location
links all the Central American countries with the exception of Honduras.
Tts mountaneous terrain may have hampered access to the rest of the Central
American markets and given the other two countries a comparative advantage
in the Central American Common Market.

2 .
L Marta Ortiz-Buonafina, The Impact of.... , pp. 54-60.

12
Banco Central de Honduras.

;4Residentiary industries are those that evolved from cottage industries,
such as textiles, shoes, etc. and which form the basic industrial structure of
mogt economic societies. Intermediary industries are those produecing semi-
finished or intermediate goods for the industrial sector.
15El.Desarrolo Integrado de Centro America en la Presente Decada (Buenos
hires: Instituto para la Integracion de America Latina BID/INTAL, 1974), Tomo 4,
pp. 25-28.
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