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PREFACE
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well as an export development strategy fﬁr the country.
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THE STRATEGIC IM?L:CATIONS OF THE CARIBEEAN BASIC INITIATIVE:
A CASE STUDY OF THE HONDURAN EXPORT SECTOR

Abstract: This paper studies the historical background of the Honduran economy
and the problems faced by the Henduran export sector to develop non-
traditional export products. The evidence suggests that structural

~and institutional deficiencies pose a fundamental bottleneck in the
development of a viable export sector.

g, Introduction

‘Developing countries are faqing a pressing need to stimulate economic
de#elopment amidst growing world economic and political problems. Development
Plaﬁs tc help alleﬁiate economic and political problems have fallen short and'v'
.today, many countries are facing a reverse economic spiral which threatens to |
undo the gains of the past two decades. Honduras, one of the‘poorest countries_
in the Caribbean Basin, is one such country, struggling with a weak eéonomy_and.
rising.political and economic problems. In 1980, Honduras began to suffer a
sharp économic downturn. Gross National Product grew by only 2%, as compaxe§.
to an average 7.5% in the previous four years. By mid-1983, real §rowth-in GNP
~turned negative to minué 1.1%.

On the domesfic front, the industrial sector, accounting for‘lS%lof Gfoss
DomeStic Prodﬁct, in the past cne of the most dynamic sectors of the economy,l
also éhbwgd signs of sluggishness. Real growth in 1983 was minus l.3%, as com-
'.paréd to_éﬁ-average 4.8% in the previdﬁs two years. The induStrial sector faced
a dwindling supply of financial rescurces for working capital, plaﬁt expansion,
and needed inputé, as the economy contracted in a recessionary.wold environment.
This sector experienced a 24% dropoff in exports to Central America. $imilarly,
" the slowfdown in external demand had a strong impact on the ﬂondurén'export
sectbr, which accounts for one-third of total output. Moreover, the political
. problem unfolding in Central America motivated increased capital flight and dis-

couraged investments in the domestic economies of the area.
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Honduras export dependence is relatively.high. Exports as percentage-of'
P represen;s 373 of total output. In the past two years, it has been_sevére-
fiy affected_by_falling prices and a.slackening of demand in.intgrnational mar-
kets., - In 1982, total exports declined 12.4% while imports declined by 19.4%.
Bénanas, Hgnduzésﬂ main export crop, which accounts for one-third of'totél‘exr'
ports, increased by §hly 2%, Coffee exports, another important eprrt produﬁt,
declined by 11.4%. Meat exports declined by 25% while sugar exports topéled |
47%. This last category was strongly affected by falling world pricés'and fhe
| implementation of a U. s. suga? quota. The best export performance was pqsted_
by-saafood'products (éhrimp and lobster), an important emerging expoft ih re-
cent-years. Seafood exports rose by 6.6% from l98i levels., COther expofts
(metals,_tobacco, lumber) alse suffe;ed-from declining prices in world m#rkets.=
In the wiéé rangé of “non-traditional® exports, growth was stagnanﬁ al-
thoﬁqh.scmg éroducts performed well (light manufactures, ornamental plants,
.melons; pineapples, and other fruits and vegetables). A;though exporté Qf.these
_products.is'small in terms of the total, they offer greater grbwth'poteqﬁiai 
.Fhan.t;adi;ional products in light of current international trade patterns and
| structu:e.. .
In‘contrast, imports of goods and services continued to grow at,a.briSk
pace. _By'l982, import demand begah to slow down affected by recessionary times,
apd for the first time in many years, the balance of payments was élmosf at
equilibriuﬁ,_ However, the large deficits of previous years led to a series of
tnprecedented'deficits in the balance of payments. The result was a dééline
of 73% in the net international reserveé for the pericd between 1980 and 1982.
Prelimina.ry extimates for 1983 indicate that these trends are likelf to i;;ontin'-

ue, placing severe pressurés in foreign exchange availability.



“ 3w

The imﬁact of foreign exchange shortage in the economy is significant.
Iﬁ.an economy where 60% of iﬁports are capital equipment, raw materials, in-
térmediéte goods and another 24% is petroleum, the ability to finance imports
affeéts the development of the econcmf as a whole and particularly that of
:the'inéustrial sector. Availability of raw materialé, inputs, and final proagcts,
by nécessity; become cbnditioned to a gystem of priorities and controls which
'iﬁhibits growth and development.‘ Considering Honduras' export dependence,
these deveiopments create a very difficult situation for a small and poor ceﬁntry
with limited resources to face its economic development naeds.

The deteriorating economic conditicns, the weakness of:the eipqrt seétor,
and the politiéal problem unfolding in the area pose a strategic problem té the
Honduran industrial sector. The problem centers around the ability of the Hon-
.duran industrial sector to take full adﬁantage of the preferential treafments
p;ovided by'the Caribbean Basin Initiative. The CBI entails a one-way access to-
U. 8., markets for products of the countries in the region for a twelve;year
_perioﬁa The CBI also provides incentives to promote investment in the region '
to accelerate job creation and expansion of production cépabilities.. The major
Jthrﬁst'of the CBI is to promote the exports of “non-traditional® products, an
important component of world trade today. Since access to markets canneot in it~
self create the necessary conditions for successful product introduction énd:
consumer acceptance, other factors that affect access must be taken into consid-
eration.. It is important, then, to try ﬁo understand the underlying factofs
wh;éh‘may affect Honduras and its ability to take aavantage of theée ipcentiveé.

This paper will focus on the factors that affeqt access‘to exportjmarkets,
ahd.the problems faced by the'industrial_sector in developing viahle'expoft producté;
The underlying thesis of this paper is that exporting of'manufactured prpduéts

require techniques and skills which are influenced by product and market char-
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aéteristics. Selling such products requires extensive marketing effort.and know=-
_iedge of sophisticated marketing systems. Moreover, market structure_is éhar-.
| acterized by oligopolistic competition, where a few large firms dominate, per-
férﬁiﬁg extenéive marketing éo sell their products wiﬁh highly sPecialiZed
.disﬁribution systems. The ratioqality of the marketplace, then, requires a;
direction and degree of marketing specializgtion which may not be present ih-
the ﬁénduran.industrial sector at the present time and which may affect its
cépabilities to export.

In'order to develop this analysis, it ig necessary tcrevaluaté_the Hon-
duran manufac£uring and export sectors, as well as existing facilitating_insti-
tutions and mech;pisms in the system. The purpose is to identify problems'and5
ﬁresent needé in order to develop guidelines for an export dévelopmént stratégy
"that can provide a wquing framework for the development of the exports of man~
ufactured“produéts within the context of the international marketplace.

iI. OVERVIEW OF TEE‘._HONDURAN ECONCMY | -

“a. Hiétorical Analysis

Honduras is the secon& laréest country in Central America, yet it is the
_ p;;rest. :ts mountainous te;rain,'which'covers,64% of iﬁs land, remains most;y
unused due to inaccessibility and low populatioh density. Its population of
3.4 million pecple S & very young one with about half under the age of 15.
Its labor force accounts for 28.8% of its population, making the'dependéﬁcy.
ratio (thezprpportion of productive to nonproductive groups.in societf)'rgla_
tively high. Its.geographic location makes it a natural fqr internaticnal
commerce with the United States, ﬁhe Caribbean, the northern part of_Lafin Ame?-
ica, é.nd-Westerh Africa. |

Honduras was discovered by Cristecbal Colon and pecame a part of the

Spanish Colonial BEmpire. The Spaniards, however, left the large Honduran terri-
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tbry almost uninhabited. When the Spanish arrived in the Central Americaﬁ'région,
the Indian population had all but disappeared with the exception of small groups
in the central highlands of the territory. The Spanish came to the free ﬁor;d_
see#ing previous metals and centered economic activity around this pursuit,

_with few thoughts on ldng_range econoniic development. Honduras, likejotheiu
Spanish coloniél territories, was subjected to economic mercantilism, a highly
restrictive and exclusive system of trade favorable to Spain. This control re-
 'sultéd in myriad"prpﬁibitions and restrictions which restrained . 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 terrifory
which included what is tqday Mexi;o and Central America. Inasmuch as Central
Amériga was not.particu;arly rich in precious metals, the economic history.df
this colbnial.territory can best be described as the constant search by the
-Spanish for a key to fast wealth. This meant centering econoﬁic activity in
deveiopiﬁg one export croﬁ at a time. Each endeavor was pursued with extraor-
 dinarf'singlemindedness. These activities condemned the region to a series of
3boom$ and Eusts, as the prqducts would enjoy a period of prosperity and profit} 
then decline and disappear (MclLeod, 1873).

__fhis type of economic éctivity precluded any long range ecoﬁomic stabilitj _
andjinhibited development of domestic factors of production. This evenﬁﬁally led.
to a stagnant Central American economy dependent on a series of agricultural mono;
experts henceforth. In the middle of the 16th century, howevg:,'it.became éppafw
ent that the streams and rivers of Honduras offered great potential for gold
mining. COnsequently,,Honduras became the center of gold panning activities‘iﬁ
the Central Aﬁerica territory. The initial gold exports were relatively iarge

and promising and Honduras became the most important producer of gold in the



region ﬂucLeod, 1973).

The decline of the gold industry was all too familiar. In the absence
§£ adequate promotion of the mining industry and lack of manpower, the Qiimitive-
extractive industry was scon reduced to a trickle. - However, silver discoveries
around Tegucigalpa once again made Honduras one of the major exporteis of'precious _
metals iﬁ the area. The éilvqr discoveries produced another boom in:the Honduran
economy. Negro slaves were introduced to increase tﬁe labor force. Howevér,
primiti%e technology and an exploitation of human reéources finally hampered the
industry. The inability or.unwillingness of the Spanish to prxovide inputs ﬁo
© increase production (for e*ample, Spain was reluctant to providé mercury ﬁo ex-
tract silvér by more modern processes) quickly inhibited further development of
the industry. ' The prevalent fraud present in colonial mining iﬁdustry also af-
fected the development of this industry. The Honduran mining industry enjoyed
only a fleetiﬁg prosperity and soon the Honduran economy, its resources depleted,
was once ggain ignored by the Spanish auth§¥ities. The brief periods of pfds-
peritf had given rise to a weak economy with ﬁ small and weak resource_bésé,
and lacking a dynamic élement to develop the territory into a viable economic
system, Honduras soon becége a poverty stricken territory (MclLecd, 1973).

The stagnant economies of Cent;al America, greatly dissatisfied with
colonial economic policies, made separate bids for indépendence and became in-
_dependent-nations in 1821. For a brief period ih 1824 thé Central.Americaﬁ coun-
tries atteﬁpted to maintain economic and politicél unity by initiating an exper-
iment in Federalism. 'Disagreements and political bickering, however, dissolved
the union and the Central American regicn became a group of five independent
nations-states: Gu&temala, El Salvadcr, Honduras, Nicaragua, énd Costa Rica.

b. The Export Economy of the Twentieth Century

A rapidly rising demand for bananas in the United States gave Hondu:as
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~‘an oppo:tunity_to enter the international economy once again at the end of the
.19£h century. Due to its geographical location and proximity to thg U. S. mar-

keg, Honduras had a special comparative advﬁntagg in‘gfowiﬁg thié product, and

2 sboﬁ‘became a major producer.of this product. The export industry becamé.the

backbone of the Honduran econcmy and would dominate its export sectof gnd ﬁhe

- Honduran economy for the next six or seven decades. Entry into international

_ markets, however, was thrust upon Honduras by external'agents,_as the.léck of
.adequate'resource base allowed a few U.S. firms to dominate this exﬁort industry,'
bringing in capiﬁal and management‘capabilities, as well as the extensive'markéting'
network necessary to distribute and sell the product in tha_United States. These
U. §. multinational cprﬁorations became a dominant factor in the development of
‘the Honduran economy in the early part of the tweatieth century (Rodriguez, 1965)._

Honduras becaﬁe a typical export economy becoming the stereoiyfe of thé

‘“banéna republic;. The impact of these multinational companies brought the Hon-

‘duran economy into the international economic system, but the domestic market
remained weak ahd small.  Investors and managers, both foreign and doméstic,

" became income-remitting aéents leaving the bulk of éhe profits in foreign banks
and generating a strong demand for imported canumer goods which were not produced
in Honduras. The small domestic market precluded éroduciﬁg these lu#u?y goods |

'domesfiﬁally, and the low purchésing.power of the ﬁajority of the population
did not warrant investment in domestic production. A commercial class guickly
developed and an ethnicaliy distinct group became the dominant faqtor in import
tra&e. This group represented the more economicall§ deve loped grdué in the
domestic economy, caterihg to the whims and tastes of the wéalthy and the foréign

managers.
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fhe economic impact of these activities was soon evident in the balance of
-trade. The foreign investors, managers, the wealthy, and the small trading
group ccnsumed imported luxuries and invested little in the development of.
thevd§mestic economy . The income generated by exports and profits'from=dgmeétic
-activities were either remitted abroad loocking for more profitable dpportunities
‘or spent on imported luxuries at home.

d. The Central American Common Market

- _' It was apparent, then, that the outward model_of growth led by the export
sector had failed to contribute to the needed levels of economic development.
Consequently, the governments of Central Americanrccuntries decided to take a
more active ro;e in economic activity by directing the economic development ef-
| fort. Under the auspiées_of the ﬁnited Naticns, and following prevailing

. economic development theo;ies of the 1950s, the Central American'ccuntr;es re-
jecﬁed,models of cutward develecpment and chose impoft substitution industrialé
‘ization as a catalyst to promote rapid and sustained economic growth. _The
development model entailed the stimulation of the industrial sector through a

" series of selected incentives to provide the necessary-linkages to stimulate
the rest of the economy. The objective was the diffusion of income and eaﬁn—
_ings into.the economy and thus create larger and more affluent markets fﬁr

- self-sustained economic growth and development (Castillo, 1966; Villagiaﬁ Kramer,
1970; Mclelland, 1972; Orantes, 1972; Pincus, 1972; SIECA, 1973).

One of the most important elements of this development plaﬁ was the néw
fole’of.gcvernment in the economic process. Under the new ecﬁnomié arrangement,
_government was to become an intermediary, directing eccnomic actithy”fOr'éhe.
_beﬁefit of the domestic econcmy and creating é domestic‘reséurce base necessary

to generate the dynamic, self-sustained economic growth sought by the development
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‘model. Tﬁe promotion of the industrial activities was envisibﬁed as thg_way
to stiﬁglate the development of domestic capital and human resources ahd create
thé resource base necessary to spur economic development.

The five Central American countries formed the Central American Comep'
Market (CACM) in an effort to overcome the limits of each country's small mar;
‘kets and create é larger regional market to facilitate'industrial_growth. The -
initiai results were positive, as industrial production increased rapidly._
Neverfheless, by the early 1970's, it becaﬁe apparent that this effort was in-
.suffidient.-lTrue, significant gains were ﬁade as output increased and.the
edonomiés became diversified. Within a decade,_inéra-régional trade increased
Booi'and per capita income érew almost 50%._ The industrialization process, |
.'however, socn reached its. limits within the existing framework. |

New problems were now faced by the Central American coﬁntries- Labor
absorpticn, an important'élement of the impért substitution model, was not fully
realized to the extent neceésary to provide an income generating force:in_the‘
economy . Conséquently. aégregatg demand ;emained relatively static as the mass
‘markets never materializéd. Similarly, the extensive subsidies and protective
measures affected the efficiency of the industrial sector, giving rise to a thin
" sector composed mainly of light industries throughout Central America, all pro-
ducing similar products. Moreover, the bhenefits of intraregionai trade were
.‘not-évenly disﬁributed, as Guatemala and El Salvador generatgd two-thirds of
.thé intraregionai trade and attracting a significant'portion of foreign invest-
ment.

Furthermore, the structure of the external sector changed as the import

coefficient grew faster than exports. Demand for consumer goods, industrial



- 10 -
faw.materials, aod semi~finished goods quickly began to outpace the ability

of tﬁe.export sector to provide foreign exchange to finance such purchasee.
Flnally. the economic development rationale which formulated a framework which -
inclu&ed a high degree of government intervention to promote the development of
an adequate infrastructure, propelled the public sector as a demander of foreign
exchange in its attempt to accelerate economic development by financing deﬁelop—
ment yrojects wiﬁh external resources. Acting as an intermediary to promote

.socxal and economic progress without consideration of ecconomic restrlctlons, the

; government in effect placed further strains on fore:.gn exchange earnings.

From the outset, it was evident that the policies aimed at developzng a
‘domestic industrial base would not be carried out without foreign investment
inasmuch as the domestic economy lacked te&hnology and domestic capital to em?

"~ bark in'sueh an ambitious deyelopment program. Thus it became necessary to ine
clude foreign investment in the development model. One immediate result was .
the introduction of one more claim on foreign exchange earnings, as remission

of a percentage of profits was initially guaranteed by foreign investmeng incen-
tives. Moreover, since the incentives created opportunities to invest io the..
manufaoturing sector, multinational companies quickly moved into light industries,
produciog'mostly non-duxeble goods. Thus, product offerings were not the result
of indigenoos product development activities but corporate strategy. Morecver,
the strategy of including fo:eién investment in the development:model brought a
-pfoliferation of trademarks and bfands'and the corresponding comﬁitﬁent of re-
sou#ces to specific brapd advertising. Consumers, therefo:e, may have paid high-
er prices for products under import substitution that would appear justified;

The highly-subsidized industrialization process with its foreign'component
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resulted in én industrial séctor composed mainly of agssembly or'cohversioh—type
 industx1es, i.e., industrial Processes requiring very limited cap1tal lnvestment
._(llght 1ndustry) with a relatively small percent of value added by the local |
economy but with a high content of semi-finished inputs provided by external
_ _agents, with the resulting additional demand on foreign exchange. Mqreover, ’
since all Central American countries developed similar product offeriﬁgs, the
small and static ﬁa:kets were soon saturated as the industrial sectors competed
with similar products in the same markets.

The new economic development framework, therefore, required increased ab~
sorption of foreign exchange earnings by the industrial as well as the public:
 se¢tors.' In the absence of ény link between industrial policy, government expen-
ditures, .and increases or reductions in export earnings, import substiﬁution in-
_dust:ialization laid the groundwork for the infiationary pressures of the 1970's., -
Additional pressures arose as the government ihcreased the monetary supply to
_éccelergte economic activity and augment aggretate incomé, A rising bill.for:
petroleum imports in the 1970'5 and the wérld recessionary period further ag—.
gravated the problem and placed the economy in a very precarious position. fhe
automatic balancing of the international trade account through a redﬁction of
" imports or through higher tariffs and other restrictions became a zero~§um game
| by.the endﬁof the 1970's. Foreign debt payﬁents and petroleum imports became
priority items in the use of scarce foreign exchange. The import deperiden£ in-
dustrial sector soon began to face input shortages leading té underutilization
' of its productive capacity. |
| The Central American common market went inteo a crisis in 199, and it

did not survive the crisis. Some of the elements of the common market arrange—‘
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ments are still:cbserved on a bilateral basis. It can be said, as an after-
thoﬁght, that the decision to become part of the Central American comﬁnn.market
did n§t give andﬁras all of the advantages it sought. It did, however, provide
.thavb;sié to start a domestic industrial resource base, an objective souéht by
the development policies.

d, The Honduran Econcmy Today

i. The Industrial Sector

The in&ustrial development pr&cess’was important inasmuch as it enabled
the industrial sector to grow. The " common market era" in Honduras, hoWeyer, did
little to create the type of industrial sector whieh could eventually contribute
to the dynamic self-sustained growth of the Honduran econcmy.
| Examining the industrial sector today, it can be found that, while ﬁhe
acﬁﬁal humber of industrial enterprises inc;eased during the initial impetus oé
import substitution, the degree of industr;alization of the participation éf in-
' dustfial output in Gross Domestic Product increased modestly. In 1960, £he in-
6ustria1.sector accounted for 12% of value_added to Gross Domestic Produﬁt.; By
mid-1970's, the sectoral participation rose to 13.3% rising to lS% Ey 1980. The
industrial sector, however, is compcsed mainly of sm&ll and medium*s{Zed fiﬁgs,'
a majority of which (73%) average ten employees or less.
$imilarly, the composition of output remained relatively unchanged. As
shown in Table 1, in 1980, 86.6% of the total industrial ouﬁptt came  from tradi-
tional ér cottage industries, roughly the same participation as ih‘1960.
;ntermediate industries increased sec;;;;l participation, accounting'for 12.1%

of the total industrial output by 1980. The metal machinery industry showed -

little dynamism as sectoral participation declined in the 1970-1980 deéade.
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Table 1 L

HONDURAS: OUTPUT OF THE INDUSTRIAL SECTOR
{in percentages}

1960 _ _ 1970 1980

Final Consumption 86.6 83.7 B86.4
Intermadiarf.industries 2.7 10.7 12,1
Metal Machinery Industries 7.3 6.0 1.8

100.0% 100.0% 100.0%

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

As the Cenfral American market unfolded, the Honduran industrial sector
lqst_some ground domestically to Central American industries. In the early 60's,
'the'anduran economy consumed 57.3% from domestic supply, but by the end of the
decade, this had declined to 55%. Central American products made significant
. inroads in the Honduran market. While in 1960, the economy consumed only 5% of
-produéﬁs of the region, and by 1970, it was consuming 11.3% (SIECA, 1973),

Undoubtedly, the modernizing aspect of the import substitutidn process
had_a positive éffectAon industrial output and income. However, the indu#trial o
déveloﬁﬁent process was stymied by lack of adeguate coordination taking into
account balance of payment effects and the utilization of domestic raw mater;
ials and rescurces. Conseguently, the Honduran_industrial sector evolved into
-_asmnail group of assembly or conversation-type ;ight industries which have a
high dépendency:on external inputs, providing few linkages with theldomestic

resource base.
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ii) ﬁon—Traditional Exports

| Exports of non~traditional agricultural and manufactured products are-be-
cominé a factor in the economic development of lgss-developed ccunﬁries. In-
‘ternational trade patterns.today.suggest that there are significant éppoytuhi-
‘ties in this type of export as an additional source of foreign exchange and a
_stabilizer in the economy. Selling noh~traditional products in world ma;kéts,
hcﬁeﬁer,'entails a higher degree of marketing expertise. Products sold in the
~more affluent markéts of industrial countries must meet special ﬁarket condi=
'ticns in terms of price, quality, desigﬁ,.and distribution.in a highly competi-
‘tive environment. Consequently, the export'activities of the firm require care-
£ul planning and diversification. This means adequate knowledge of the market,
consumer motivations,'deﬁelopment of exportable products, comp?ehensivé promo=
iioﬁal strategies, and design of adequate channels of distribution thaf can
guarantee delivéry of the products where aﬁd when the consuner wants them..

A careful on site.analysis of the_Honduraﬂ non-traditional export sectors
in terms of tﬁe qpportunities and skills required to serve world markets iden~
tified problem areas in its structure, dependency; and managerial ihfr#structu:e.

- Structure | | )

_Iﬁdustrial activity in Honduras is still expanding. Industries such as
food prqcessing, leather, shoes; cement, textiles, radios, televisions, chemi~
cals, fﬁrniture,_handicrafts, clothing, and agri-indﬁstrial firms are prep;riﬁg
'for'exports. The export offerings of non-traditional pfﬁducts are primarily
cémposéd of nén-durable goods such as plastic products (keyhdlders, wal;ets,
foiders,-etc.), kitchen utensils, soaps, detergents, toothpaste, disinfectants,
cookies, pastries, handtools, toothpicks,_pharmaceutical products {OTé), battle.

caps, disposable cartons, plates, and dinnerware, shoes and shoe soles, heels,
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'étc.;'éippéré; as well a§ other Qroducts such as aluminum furniture; windows,
operating.pafts,'doors‘and screens. Exports of non—traditioﬁal agriéultural
.p;bduéts'include shrimp, lsbster, ornamental piants, melons, pineapples, and
other.frﬁits_and vegetables., It éan be readily cbserved that the export oﬁfer
is_aiméd at markets where competition is intense as domestic production'is '
likely to be strong and ﬁarkets saturated. A perus§l of the Honduran marketing
'aétivities indicated that firms with exportable supply have little marketing
expertise for international markets, making exporting a very difficult venture
for the average Honduran firm wishing to:tap foreign market dpportunities} |
Dependency |

A very serious probiem confronting the Honduran industrial sector ié the
shortage of fofeignhexchange to pay for needed inputs. Honduras' main ex-
ports are bananas, Qoffée and metals (see Table 2). The first two products

account for over half of total exports, while manufacturing products accouﬁts_

for only 2.4% of total exports.

Table 2

HONDURAS: MAIN EXPORT PRODUCTS
(as % or Total Exports)

Product | 1979 1980 1981 1982
Bananas . 27.3  27.7 27.7  34.0
Coffee 26.8  24.8  22.2 23,8
Lead, Zinc and Silver 11.8 10.7  11.0 4.4
Re.frigerated Meat, Shrimp o
and Lobster a.3 7.4 5.9 . 8.8
Sugar, Tobacco, Cotton B.3 9.7 - 12.5 6.7

' Manufacturéd Products | 1.7 1.7 1.9 2.4

Source: Banco Central de Honduras
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N :ihe shortage of funds is accentuated by the gcverhment's disbursemgnt

. policies. The primary demands of foreign exchange are the industrial sector
.and the government. The industrial sector needs foreign e#change to p;y_for
inputs to maintain present levels of production and empioymént. -Thg'latter
needs resources to pay for and service debts incurred by the government bo'
finaﬁce economic development projects, many of which have not reached the
productivity projected. In order to fulfill these needs, the governﬁent

must Set-p:iorities in allocating foreign exchange, assigning the highest
priorities to government needs and importation of inputs for the agriculturél
sector. Given the_strucéure of the industrial seétor and its reliénﬁe on for-
eign inputs, the_prﬁblem posed by the weakening external sectbr has adversely
affected the dynamics of the industrial sector. The slow down of the indus-
tiial sector has affected the retail and who%gsale sectors as well, and as a
result, the recessionary climal_te has had a negative impa.ct‘ on investmént plan-
ning as tbe private-seqtor takes a "wait and see" attitude.

Managerial Infrastructure

The Honduran indusﬁrial manager can best be described as.a commerciai'in~
dustriaiist, i.e., a type of businessman which is more'of a salesman than a
risk-taker, in contrast-with the typical risk-taking entrepreneur which char-

' §ctérized £he industrial development procéss 6f most industriélized nations.
This is'é result of the protective umbrella of import substitution industriale
i;ation.' Under captive markets, risk taking is minimized, and product inno-
v;tioh and marketing expertise is re@uced considerably simply because there

:is no need for tﬁem. In highly saturated'international markets, however,_these

two factors become crucial competitive tools. The commercial induStrialist



- 17
qust oompete against.compaoies with extensive marketing'oxﬁerience in the U.s.
and international markets where marketing is a premium and risk tak;ng, and
product 1nnovatlons are, in many instances, a necessity for survival.

Perhaps the most strlklng problem of the industrial sector is the-inhor?
eno bias introduced in produtt decision by import substitution indistrialioa;
tion.. In a protected envircnment, product decisions were made to conform to

'deVelopment rolicies. The rationale for product docisions was affected oy
the number of jobs created, the level of technology acquired, and the effect
oﬁ'oﬁtput and income. Thus, a firm found itself with the latest technology
and excess capacity, serving a small captive market and no ldentxfled export
market to absorb excess capacity.

This decision making process may have some validity in captive markets
of-devoloping countriés..however, in international markets, the f£irm muot také '
a dlfrerent approach, that is, produce the products that sell and be able to
' identxfy markets and develop a strategy to serve them. The ability to identi-
fy opportunities in international markets and the decision making process there-
of requires a high level of marketing expertise, especially in the markets of_
monufactuied products. |

-~ ITI. PROBLEMS OBSERVED

The problems affécting the Honduran economy and affecting the non-tradi-

tional export sector can be summarized as follows:

a.:_-Financial Problems
g Shorﬁage of working capital that inhibits the industrial firm;s'growth
andvits ability to develop markets adequately.
2. High cost of credit and restrictive credit polioiéo {(such as quantity

restrictions and exhorbitant collateral requirements) that inhibit
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réapital formation and plant expansion required to tap fqreign markets..

. 3. Non-availability of credit capitai, rendeiing the Honduran industrial
sector incapable of.providing supolier's credit, seripuslf affecting its com-
peﬁiti§eﬁess in world markets. |

.4. 'Deiays in providing foreign exchange and threats of devaluasion sanses
uncértainty and raises costs to the exporter.

5. Lack of any meaningful government policy to address any of the prob=-
‘lems listed above. _ : —

b. Marketing Prcoblems

1. Assembly-type or conversion-type industries have little competitive_.
advantage'in.product, quality, and/or price. _Few'intér-industry linkagés
ﬁake thse industries import~-dependent and raise the cost of export products.

2. 'Quality”standards and product offerings that are not directed at satis-
fying iﬁternational demand but are closely linked to internal development and”
employment policies, rendering many products inadequaﬁe for international mar-
:kgts. -E#isting exportable supply is, for the most part, of non-durable con-
ISuﬁer products, where competition is the keenest.

3. Higher_transportat%on costs to the Uﬁited States and the Caribbean
arising from the reduction of imports. Especially affected is air trénséor%a—-
tion, since the.reduction of imports forced airlings tc reduce the nﬁmber of
'flight; and increase the price of transportation cauSing problems ﬁo'the export
sector. Air transportation to other areas {Northern Latin American and Western
ﬁfricg) is generally not adequate as there is no direct link with thése markéts
duelﬁo‘fhe small volume of trade. " Sea transportation is generally adequate to
the Uhited States, although the rates are'felatively high due to low levelé of:

cargo shipments. Access to other markets in Latin America or Africa is and con-
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tinues to be a problem as availability of services is very low, sometimes non-
existent.

" ¢.  Institutional Problems

1. Inadequate government aﬁd private séctor qooperation. Evep though
evidence suggests there is a high_degree of consultation, Government assigns
itself the highést priority ip the foreign exchange market squeezing the pri-
vate sector and straining its resources. |

2. Lack of an adequate export promotion program. Export deveibpment
laws make exporting very cumberscme (registration procedures, paperwork,
taxes). .For example, the export tax, an anachroni#m of the past, is a dis-
torting disincentive in an econcmy that sorely needs foreign exchange.

3. 'Overprotection of domestic industries. That acts as é disincéntiye.
.that effécts efficiency.--It'impacts on competitive ability, especially iﬁ
markets where most opportunities lie for tﬁe efficient markeﬁing«oriented
producer.

4. Lack of private sector copperation. Although inter~industry_groﬁps
.exist, most are concerned in studying national problems, rather thaﬁ concen~
.trating in ¢reating effective machanisms to develcp a viable export sector
for manufacturers. Attempts are being made in this direction, but efforts'aré
stiil.insufficient to Qénerate an adequate'mechanism to serve the manufactured
export sector'adequately.

IVv. SWMMARY AND CONCLUSIONS

Recent world trade patterns in manufactured products have tended to shift

international division of labor to the advantage of developing countries, since
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the absolute and relative costs of production are lower in developing countries '
_than in industrial ones. To that effect, the United States, along with other
industrial éountries, have instituted incentives to help develcping_nations to
.diversify.their econcmies and accelerate development by providing access to
~ its markets through the Generalized System of Preference (GSP) and the-Caiip-
bean Basin Strateg&. |

The analysis of the Honduran economy indicates that the problems inher-
_eﬁt'ih the industrial sector are not only related to current economié problems
but to structural and institutional deficiencies which must be addressed if
the export.poténtial of the industrial sector is to be realized.- A perus$1

'ﬁf the Honduran external sector indicated tﬁat exports of non-traditional pro-
ducts.remains low as Honduras continues to rely on the export of agricultural
products.-

While Honduras has a geograph;cal advantage to reach U. §, and Carxbbean
markets, its Lndustrlal sector shows someweaknesseswﬁach may hamper, in the_
_shbrt run, its ability teo take full advantage of the preferential treatment
described below. These weaknesses include the industrial product qffering‘aﬁd

1ick of marketing expertise in export activity.

The 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 industriaiist-exporter is to develop an'adequate product
for export markets as well as the managerial skills to plan'stxaﬁegy and ef-
fecfively compete in foreign markets. .The offer made by the Unitea-States to
:prdvide_access-to its markets in order to stimulate growth and development of
the indﬁstrial sector is likely to have little, if no effect, on the small and

medium sized firm with no marketing expertise and inadequate products for export

markets. The markets of manufactured products in ihternational trade is sigﬁifi4
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-céntly different from irade in raw materials and agricultural products.
Tréde.activity of the lat;er is a relatively simple exchange'of goods, buving
and S§llin§ operations which‘require little marketing effort. However, buy-
ing and selliﬁg manufacturgd goods is a different situation. Marketing éxpe;-
tise becomes a primary activity of the firm in order to sell products which
servé a significantly wider range of consumer wants and needs which are géo«:
gré?ﬁically dispérsed with varying levels of income, tastes and consumptidn
patterns. The adaption must be there if the Honduran iqdustfialist-éxporter
is-to realize the goal of developing an aéceptablg vo lume of.exports of Hon-
duran manuféctured products.

V. AN EXPORT DEVELOPMENT STRATEGY FOR HONDURAS

Therﬂondurah government sﬁould initiate, in cooperation with private sec=
'_tor,'a full;ledged campaign to promote exports. The e#port promotion activity
should make clear the role of the private sector and government éctivities in
export development and provide clear guidelines and mechanisms to achieve this.
goal.

l. In the short-term, the export developméht strategy should include
provisions to:

a. Direct resources to develop adequate management/human résources
for éxport devélopment; This means extensive training and éduCatibn_with special
-émphasis of the marketing aspects of exporting.

b. Eliminate export disincentives like export taxes and‘o;her sﬁch
" taxes that affect cost and efficiency in the export sector.

€. Make financial resources availablé, at low cost, to quaiified ex-
‘porters for ﬁarket develcopment and working capital. |

d. Promcte the development of a prototype export trading company, to
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provide procurement, assembly, distribution and markéting functions to the ex-
port.seétor in specialized product areas and regions. The key provisions of
.this_p:oﬁotype organizaﬁion should be to provide needed expeftise to réach
ﬁhelfollowing-long-term objectives:

- == specialization of product/geographical area

e dispiacement of foreign-owned rescurces in export activities

- centraliz;tion qf buying, selling, and cther marketing functions to escape
constrainﬁs imposed by small and medium sized production capabilities

- qentralization of finanecing functioné in order to liberate industrial caé-
" ital to expand industrial capabilities along expcft market needs

2. In the long run, the export development strategy should aim to:

a. Promote industries that provide domestic linkages (for example, agri;
'-business and labor-intensive industfies) with identified export market poten-
tial. |

b. Develop.the capabilities of domestic rescurces, especially managerial
resources, to displace foreign-owned resources in export industries.

. Phase out foréign ownership in gualified export enterprises and export
tradiné companies to develop a demestic resource base to benefit the Hpnduran -
economy.

d. Review the import substitution process to prqvide a more selective
process, providing protection to industries which provide linkages with:domesn
tic_resoﬁrces. |

3. Gradually eliminate protection of assembly or convention-type indus-
tries to redirect resources to industrial activities with exportable sﬁpply..

On the long-run, the Central American countries must look for economic

cooperation in implementing export development policies. The small size of
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each country's market precludes any significant development in the non-traditional
- export sector that can realistically provide the foreign exchange earnings whi.ch
| can contribute to the country's development process. One country's isolated -
éxpo:t promotion programs can have a positive impact; however, a comprehensive
regional export development stfategy that could help channel resourcésland:inr
vestment in a bélanced way could trigger a growing export sector wiﬁh the man-
agerial infrastructure needed to serve world markets. This cooperative effort
should be the long—term objective of any regional strategy. Should any Céntral
Américan.countries initially refﬁse to pgrticipate in this effort, it coul&
still be promoted among two or more countries until a comprehensive, regional
.policy could be developed. .In order to aéhiéve this goal, one of the Central
American cduntries needs tq take a leadership role, convincing govérnmenﬁ and
" private sectofs_of the problem posed to the export sector and the resource al-
location efficiency that could accrue to all participating nations.

The export development strategy outlined above should require a definite
commi tment hy.the privaﬁe sector to assume'higher responsibility in the develop-
maﬁt procesé, providing more resources to the government so that excessive in-
tervention in the economic system is unnecessary. The ratiénality of the-in—_
ternational marketplace dictates new directions for the export sector, ' Uﬁléss
some measures are introduced to promote development of the'necessary expertise
to.promote new mechanisms fér the marketing of export products (as is.the case
of;the export trading compay) as well as other incentives to  develop adeqﬁate
resources over the long-run, it is highly unlikely that countriesllike Honduras
can benéfit from the U. 8. offer in the long run.

 The major'problem is'ﬁo achieve thé adequate perspective on the problems
which are outlined in this paper. This perspective calls for long-term solutions

to make the export sector a viable one. This may well require changes in the
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econcmic, political and social structure and imply long-term soluticns to. short-— |

term necessities. Unless this perspective is achieved,‘ahy effort to stimulate.

_ exports without the adequate development of resources may prove futile and

short-lived, and certainly not in a magnitude that can effectively help devel-
op.a'dynamic industrial sector than can contribute to self-sustained growth

and deQelopment.
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