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Summary

Thisreport explains the conditionsin five countriesin Central America (Costa
Rica, El Salvador, Guatemala, Honduras, and Nicaragua) and one country in the
Caribbean (Dominican Republic) that will be partners with the United Statesin the
U.S.-Dominican Republic-Central America Free Trade Agreement (DR-CAFTA)
signed in August 2004. In U.S. approval action, the House and Senate passed the
required implementing legislation (H.R. 3045) on July 27 and 28, 2005, and the
President signed it into law (P.L. 109-53) on August 2, 2005. The agreement will
enter into force for the other countrieswhen their legislatures have approved it The
legislatures of El Salvador, Honduras, and Guatemal a have approved the pact so far.

TheDR-CAFTA partnersarebasically small countrieswith limited popul ations
and economic resources, ranging in popul ation from Costa Ricawith a popul ation of
4.0 million to Guatemala with a population of 12.3 million, and ranging in Gross
National Income (GNI) from $4.0 billion for Nicaragua to $23.5 hillion for
Guatemala. While El Salvador, Guatemala, and Nicaragua experienced extended
civil conflictsin the 1970s and 1980s, all of the countries have had democratically
el ected presidentsfor sometime, and several of the countrieshave experienced recent
electoral transitions. For each of the countries the United States is the dominant
market as well as the major source of investment and foreign assistance, including
trade preferencesunder the Caribbean Basin Initiative (CBI) and assistancefollowing
devastating hurricanes.

The Bush Administration and other proponents of the pact argue that the
agreement will create new opportunities for U.S. businesses and workers by
eliminating barriers to U.S. goods and services in the region. They also argue that
it will encourage economic reform and strengthen democracy in affected countries.
Many regiona officials favor the pact because it provides new access to the U.S.
market and makes permanent many of the temporary one-way duty-free trade
preferences currently in place. Critics argue that the environmental and labor
provisions areinadequate, that the pact will lead to theloss of jobsfor workersin the
United States and for subsistence farmersin Central America, and that concessions
in the textile/apparel and sugar sectors will be harmful to U.S. producers. In the
context of legidative action, the Bush Administration promised to limit sugar
imports, to make some adjustments for textile industries, and to support multi-year
assistanceto regional countriesto strengthen enforcement of labor and environmental
standards.

Related information may be found in CRS Report RL31870, The Dominican
Republic-Central America-United States Free Trade Agreement (DR-CAFTA), by
J.F. Hornbeck; CRS Report RL32110, Agricultureinthe U.S.-Dominican Republic-
Central American Free Trade Agreement, by Remy Jurenas; and CRS Report
RS22164, DR-CAFTA: Regional Issues, by Clare Ribando.
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Central America and the Dominican
Republic in the Context of the Free Trade
Agreement (DR-CAFTA) with
the United States

Introduction?

On October 1, 2002, the Bush Administration notified Congress of theintention
to enter into negotiations leading to a free trade agreement with five Central
American countries(CostaRica, El Salvador, Guatemal a, Honduras, and Nicaragua).
Negotiations for a U.S.-Central America Free Trade Agreement (CAFTA) were
launched in January 2003 and were completed on December 17, 2003, although
Costa Rica withdrew from the negotiations at the last minute. Negotiations with
Costa Rica continued in early January 2004, and were completed on January 25,
2004. On February 20, 2004, President Bush notified Congress of his intention to
sign the CAFTA pact, and it was signed on May 28, 2004. In August 2003, the
Administration notified Congress of plans to negotiate a free trade agreement with
the Dominican Republic and to incorporate it into the free trade agreement with
Central American countries. Negotiations with the Dominican Republic began in
January 2004, and were completed on March 15, 2004. The new pact, to be known
as the United States-Dominican Republic-Central America Free Trade Agreement
(DR-CAFTA), was signed by all seven countries on August 5, 2004.2

Regional Characteristics

Theterm “ Central America’ isoften used asageographical term to apply to all
of the countriesin the Central American isthmus, and it isalso used to apply to five
core countries— Guatemala, El Salvador, Honduras, Nicaragua, and Costa Rica—
long associated with each other. These five countries were linked during colonial
times and formed a confederation for a number of years following independence in
1821. Two other countries in Central America have distinctive backgrounds.
Panama was a part of Colombia until it achieved independence in 1903, and had
special linksto the United States because of the Panama Canal. BelizewasaBritish
territory known as British Honduras until it achieved independencein 1981, and has
closetiesto the English-speaking countries of the Caribbean Community (Caricom).

! Prepared by K. Larry Storrs, Specidist in Latin American Affairs.

2 For details on the DR-CAFTA agreement, see CRS Report RL31870, The Dominican
Republic-Central America-United States Free Trade Agreement (DR-CAFTA), by J.F.
Hornbeck.
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In a first wave of regional integration in the 1960s, the five core countries
formed the Central American Common Market (CACM) in 1960 to encourage
economic growth. The CACM performed extremely well in the first decade of its
existence, but it largely collapsed in the 1970s and 1980s as the countries, many with
military-controlled regimes, were embroiled in long and costly civil conflicts that
exacerbated the region’s economic and socia problems.

A second wave of regional integration developed in the 1990s, foll owing peace
initiatives in El Salvador, Nicaragua, and Guatemala that eventually led to peace
accords and democratically elected governments. In 1991 and 1993, the presidents
of the Central American countries, including Panama, signed two protocols that
created a new integration mechanism known as the Central American Integration
System (SICA) that is designed to facilitate the creation of a customs union among
the countries and to encourage cooperation in arange of activities. Belizejoined the
regional integration system in December 2000, and the Dominican Republic became
an associate member in December 2003.3

Theprospective DR-CAFTA countriesarebasically small countrieswith limited
population and economic resources, with some differencesin level of development
(see Table 1). They range in size from El Salvador (with just over 8,000 square
miles) to Nicaragua (with over 50,000 square miles). The combined population of
the countriesis 44 million, ranging from Costa Ricawith apopul ation of 4.0 million
to Guatemala with a population of 12.3 million.

Table 1. Central American Countries and the Dominican
Republic: Size, Population, and Major Economic Variables,2003

GDP GDP per

Areain Population | GNI, $ GNI per rowth capita

Country sguare in millions, | billions, | capita, $ grates growth

miles 2003 2003 2003 ’ rates, 2003
2003 (%)
(%)
CostaRica 19,652 4.0 17.2 4,280 5.6 3.9
Dominican
Republic 18,704 8.7 18.1 2,070 -1.3 -2.2
El Salvador 8,260 6.5 14.4 2,200 2.0 18
Guatemala 42,000 12.3 235 1,910 21 4.2
Honduras 43,270 7.0 6.8 970 3.0 -05
Nicaragua 50,446 55 4.0 730 2.3 -0.2
Total 182,332 44.0 84.0

Sources: Area in sguare miles and population from State Department Background Notes; Gross
National Income (GNI) and Gross Domestic Product (GDP) data from World Bank Devel opment
Report 2005, and World Bank Data Profile Tables.

3 See“Central American Integration System” in The EuropaWorld Y earbook 2003, Vol. I;
and various notices on the website of the General Secretariat of the SICA, available online
at [http://www.sgsica.org].
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With a combined national income of about $84 billion, the Gross National
Incomes (GNI) of the countriesrangefrom $5.5 billion for Nicaraguato $23.5 billion
for Guatemala. In per capitaterms, the countries range from Nicaragua with a GNI
per capita of $730, which the World Bank classifies as a low-income country, to
Costa Ricawith per capitaincome of $4,280, whichisclassified asan upper middlie-
income country. The rest of the countries are classified as lower middle-income
countries by the World Bank. In terms of rates of growth, the countries have
experienced fairly modest economic growth, ranging from 2.0-3.0%, except for Costa
Rica on the positive side with growth of 5.6% and the Dominican Republic on the
negative side with declining (-1.3%) growth. In per capita terms, three of the six
countries experienced negative rates of growth, one country experienced under 2%
growth, and only Guatemala and Costa Rica had growth rates around 4%.

Turning to some key developmental indicators, Table 2 shows that, with the
exception of Costa Rica (which performs at higher levels), the countries generally
have similar levels of performance, and that performance falls below the Latin
Americaand Caribbean regional aggregates. Using the United Nations Devel opment
Program’ sHuman Devel opment Index, which measuresachievementsintermsof life
expectancy, educational attainment, and adjusted real income, CostaRicaisclassified
as having high human development, and is ranked as 45th in the world. The other
countries are classified as having medium human development, and have rankings
that arefairly similar: Dominican Republic (98), El Salvador (103), Honduras (115),
Nicaragua(118) and Guatemala(121). Except for Haiti, which ranksevenlower, the
DR-CAFTA countries are among the lowest performers in Latin America and the
Caribbean.

Table 2. Central American Countries and the Dominican
Republic: Key Development Indicators, 2003

Life I nfant Child Illiteracy Human
expectancy | mortality rate [ malnutrition (% of
Sy at birth (per 1,000 (% of children | population Dwﬁ]%%;nent
(years) live births) under 5) age 15+)

CostaRica 79 8 5 4 0.834
Dominican

Republic 67 29 5 16 0.738

El
Salvador 70 32 10 20 0.720
Honduras 66 32 17 26 0.672
Nicaragua 69 38 11 32 0.667
Guatemala 66 35 23 30 0.649
Latin

America & 71 28 9 13 0.777
Caribbean

Sources. Human Development Index from UNDP's Human Development Report 2004; all other data from
World Bank’ s World Development I ndicators database, April 2005, with 2003 or most recent estimate.




CRS4
Relations with the United States

In view of the proximity of Centra America and the Caribbean, the United
States hashad close, sometimes controversial, tiesto theregionsfor many years. For
theseregional countries, the United States has always been the dominant market, as
well as the major source of investment and bilateral assistance, while recent U.S.
interest in Central America has been fairly sustained for more than two decades.

In the early 1980s, with arevolutionary regime in Nicaragua and a threatening
insurgency in El Salvador, Congress responded to President Reagan’s 1982 call for
a Caribbean Basin Initiative by increasing economic assistance to the Central
American and Caribbean region, and by providing one-way duty-free trade
preferences for the region for 12 years in the Caribbean Basin Economic Recovery
Act (CBERA).

In the mid-1980s, responding to the 1984 report of the National Bipartisan
[Kissinger] Commission on Central America, Congress dramatically increased
assistance to Central America over the next several years (see Appendix 1) Asa
result of these programs, the United States provided more than $11 billion in
economic and military assistance to the Central American region from FY 1978 to
FY 1990, especially assistance to El Salvador.*

In 1990, Congressresponded to continuing concernsin theregion by passingthe
Caribbean Basin Trade Partnership Act (CBTPA) that expanded and extended the
original CBI legidation. In 1999, Congress responded again, by providing over a
billion dollars of assistance to deal with Hurricane Mitch in Central America and
Hurricane Georges in the Caribbean.®

In part because of the CBI legidation, the United States is by far the most
important trading partner of the regional countries, representing the most important
source of imports and the major market for exports (see Table 3). With regard to
exports, the relationship ranges from Costa Ricawhere 23% of its exportsare U.S.-
bound, to the other countriesthat send morethan 50%, up to the Dominican Republic
that sends 79% of its exports to the United States. With regard to imports, the
relationship ranges from Nicaragua that receives 25% of total imports from the
United States, to Honduras that depends upon the United States for 49% of its
imports.

* CRS Report 89-374, Central America: Major Trendsin U.S. Foreign Assistance, Fiscal
1978to Fiscal 1990, June 19, 1989, by Jonathan E. Sanford (out of print; for copies, contact
the author at 7-7682).

®> See CRS Report 98-1030, Central America: Reconstruction After Hurricane Mitch,
October 12, 1999, by Lois McHugh, Coordinator; and Mission Accomplished: The United
Sates Completes a $1 Billion Hurricane Relief and Reconstruction Program in Central
America and the Caribbean, Agency for International Development, 2003.
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Table 3. Central American Countries and the Dominican
Republic: Total Trade and Trade with the United States, 2004

Total Exports E:)(Fi?_rst_s Total Imports flr?rﬁoljfg.

Country Expo_rts, to_U_.S., as% of Impo.rts from US as % of
$millions | $millions Total $millions | $millions Total
CostaRica 14,041 3,185 23% 11,361 3,634 32%
DF;’e”;L”gﬁi” 5,330 4,216 79% 9,181 4,342 47%
El Salvador 3,381 1,920 57% 5,989 2,054 34%
Guatemala 5,562 3,054 55% 8,958 2,803 31%
Honduras 5511 3,458 63% 6,885 3,384 49%
Nicaragua 1,484 936 63% 2,611 650 25%
Total 35,309 16,769 47% 44,985 16,867 37%

Sour ce: International Monetary Fund’s Direction of Trade Statistics Quarterly, June 2005.

DR-CAFTA Status and Major Issues

Status of Negotiations and Congressional Consideration. TheUnited
States announced the conclusion of a U.S.-Central America Free Trade Agreement
(CAFTA) with El Salvador, Guatemala, Honduras, and Nicaragua on December 17,
2003, keeping to theoriginally announced schedule. Thedelegationfrom CostaRica
withdrew from the negotiationsin thelast few daysto seek further consultationswith
their government and were not part of the December agreement. The Costa Rican
delegation resumed negotiations in early January 2004 and the United States and
Costa Rican delegations announced that they had reached agreement on January 25,
2004. President Bush notified Congress of his intention to sign the pact with the
Central American countrieson February 20, 2004, and the CAFTA pact wasformally
signed on May 28, 2004.°

Negotiations with the Dominican Republic began in mid-January 2004, and
were completed on March 15, 2004, with theideathat the agreement would belinked
to the CAFTA pact and that a single legidative package would be submitted to
Congressfor approval under thetermsof the Trade Promotion Authority inthe Trade
Act of 2002. The Administration notified Congress of its intention to sign the
agreement on March 25, 2004, and it could have signed the agreement any time after
June 24, 2004. Representatives of the seven countries met in Washington, D.C. and
signed the agreement, to beknown asthe United States-Dominican Republic-Central
America Free Trade Agreement (DR-CAFTA), on August 5, 2004.

¢ See the USTR webpage [http://www.ustr.gov/Trade Agreements/Bilateral/CAFTA/
Section_Index.html] for the press rel eases and texts of the agreement and the reports of the
Trade Advisory Groups.
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Following the signing of the pact, theregional presidentsare required to submit
the agreement to their respective legislatures for approval, and three of the six
countries have approved it so far. The Salvadoran legidlature approved the pact, 49-
35, on December 17, 2004, the Honduran legislature approved it, 124-4, on March
3, 2005; and the Guatemalan legislatures approved it, 126-12, on March 10, 2005.
In the other three countries there is enough opposition that the leaders are reluctant
to pressfor avote until itisclear that the pact will be approved by the United States.

The Bush Administration was reluctant to submit the implementing legislation
to Congress before the November 2004 el ection because of the crowded legidative
calendar and the contentiousness of theissue, but it reemerged as an important issue
following President Bush’ sre-election in November 2004 and hisre-inaugurationin
January 2005. Submission was complicated aswell by recent U.S. disputeswith the
Dominican Republic and Guatemala and by the vacancy in the leadership of the
USTR when Ambassador Robert Zoellick becamethe Deputy Secretary of State. The
dispute with the Dominican Republic over the country’s October 2004 tax on soft
drinks sweetened with imported high fructose corn syrup (HFCS) was resolved in
early January 2005 when that tax wasrepealed. The dispute with Guatemalaover a
December 2004 law that limited test data protection for pharmaceutical productswas
resolved in early March 2005 when the Guatemalan Congress modified the
legidation. The vacancy in the leadership of the USTR was resolved when the
Senate approved, on April 28, 2005, President Bush’s nominee Representative Rob
Portman of Ohio asthe new USTR.

Under the new circumstances, the President pressed for passage of DR-CAFTA
in mid-2005 as atop priority for his Administration and as akey step in future trade
negotiations. Hearingson theagreement were held by the Senate Finance Committee
on April 13, 2005, and by the House Ways and M eans Committee on April 21, 2005,
with arange of witnesses presenting supportive and critical perspectives. Hoping
to encourage support for the agreement, the Presidents of the DR-CAFTA countries
visited various U.S. cities in mid-May 2005, ending with meetings with
congressional leadersand President Bushin Washington, D.C., on May 11-12, 2005.’

Ininformal “mock” markupsin mid-June, the agreement was approved 11-9in
the Senate Finance Committee on June 14, 2005, and it was approved 25-16 in the
House Ways and Means Committee on June 15, 2005, after most efforts to add
amendatory language wererejected. The President met with bipartisan |eadersfrom
former administrations and with Central American diplomats on June 23, 2005, to
urge congressional support for theimplementing legislation (S. 1307/H.R. 3045) as
it was submitted by the Administration and introduced in Congress. S. 1307 was
approved by voice vote by the Senate Finance Committee on June 29, 2005, and it

" See “USTR Seeks CAFTA Passage by Mid-Y ear, Zoellick to Consult Congress,” Inside
U.S Trade, November 12, 2004; and ‘ Trade Policy: President Bush to Continue Pursuing
Free Trade Pacts, Pushing Global Trade Taks,” International Trade Reporter, November
11, 2004; “Central American Free Trade Pact a Top U.S. Priority, Rice Says,” U.S
Department of Sate Information Programs, April 30, 2004, at [http://usinfo.state.gov/
xarchived/display.html]; “Trade: Central American Leaders Pitch CAFTA to Dems, Bill
Clinton,” CongressDaily AM, May 12, 2005; and “ Central America: Bush BacksCAFTA,"
LatinNews Daily, May 13, 2005.
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was approved 54-45 by the Senate on June 30, 2005. H.R. 3045 was approved 25-16
by the House Ways and Means Committee on June 30, 2005, and it was approved
217-215 by the House in the late evening of July 27, 2005. Since finance measures
must originate in the House, H.R. 3045 was returned to the Senate, where it was
approved 55-45 on July 28, 2005. The measure was signed into law (P.L. 109-53)
by President Bush on August 2, 2005, in the presence of legislators and regional
ambassadors. In conjunction with thelate June votesin the relevant committees and
in the Senate, the Administration agreed to take measures to limit sugar imports, to
study the feasibility of using sugar for the production of ethanol, and to support
multi-year assistanceto regional countriesto strengthen the enforcement of labor and
environmental standards and to assist regional farmers who might be adversely
affected by the pact.® In conjunction with the late July vote in the House, the
Administration promised morefavorable provisionsfor apparel and sock producers,
and the House leadership facilitated approval of abill (H.R. 3283) that established
requirements for closely monitoring alleged unfair Chinese trading practices.®

Overview of Provisions. Under the pact, over 80% of U.S. consumer and
industrial products will receive duty-free treatment from regiona countries
immediately, and that percentage will rise to 85% within five years and to 100%
within ten years. More than 50% of U.S. farm products will have immediate duty
free status, and tariffs on more sensitive products will be phased out within 15-20
years. Textile and apparel will be duty-free and quota-freeif they meet the rules of
origin. Consumer and industrial goods from regional partners aready entering the
United States duty free under the Caribbean Basin Trade Partnership Act will have
consolidated and permanent treatment so that nearly all industrial goods will enter
the United States duty freeimmediately. The agreement aso contains provisionson
services, intellectual property rights, government procurement, and labor and
environmental protections.*®

Views of the agreement vary considerably. According to U.S. Trade
Representative Zoellick, the original CAFTA agreement “will streamline trade;
promote investment; slash tariffs on goods,; remove barriers to trade in services,
provideadvancedintellectual property protections; promoteregulatory transparency;
strengthen labor and environmental conditions; and, provide an effective system to
settledisputes.”™* TheU.S. Business Roundtable said that “this agreement can serve

8 See“CAFTA Headsfor Uncertain House Vote,” CQ Weekly, July 4, 2005.

® See, “House Leadership Sets DR-CAFTA Vote for Mid-Week, Still Seeks Votes,” and
Textile Talks with House GOP Members Shrouded in Questions,” Inside U.S Trade, July
22, 2005; and “House Approves ChinaTradeBill in Advance of CAFTA Vote,” CQ Today,
July 27, 2005, “ Close Trade Vote Breaks Bush’s Way,” CQ Today, July 28, 2005.

1% For more details, see CRS Report RL31870, The Dominican Republic-Central America-
United Sates Free Trade Agreement (DR-CAFTA), by J.F. Hornbeck. For details of the
agreement and estimates of the impact on the U.S. economy, see the report by the U.S.
International Trade Commission, “U.S.-Central America-Dominican Republic Free Trade
Agreement: Potential Economywide and Selected Sectoral Effects,” Investigation No. TA-
2104-13, Publication 3717, August 2004, available at [http://www.usitc.gov].

1 See “U.S. & Central American Countries Conclude Historic Free Trade Agreement,”
(continued...)
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as a model of how developing and industrial nations can work together to find
consensusontradeliberalization.”*? In early January 2005, the National Association
of Manufacturersin announcing its agendafor the 109" Congress urged approval of
the DR-CAFTA agreement. On January 26, 2005, 151 companies and associations
forming the Business Coalition for U.S. Central AmericaTrade sent | ettersto House
and Senate leaders urging action on the pact to provide “full and reciprocal access”
for U.S. producers, rather than the unilateral access that presently exists™ In
testimony before the Senate Finance Committee and the House Ways and Means
Committee in mid-April 2005, Acting USTR Peter F. Allgeier restated
Administration argumentsthat the agreement involved small countrieswithlargeand
important markets, and USTR-nominee Rob Portman reiterated those argumentsin
his confirmation hearing before the Senate Finance Committee on April 21, 2005.
They al so argued that the agreement will strengthen economic reform and democracy
in the affected countries.

On the other hand, labor and environmental groups and some members of
Congress found the labor and environmental provisions to be inadequate.”* The
Alliance for Responsible Trade, a coalition of non-governmental organizations,
criticized the CAFTA for having weak labor and environmental provisions while
containing strong investor and intellectual property rights for businesses.”® The
Dominican Participation and Consultation on Free Trade, a coalition of Dominican
church and cultura groupsin New Y ork City, expressed similar concerns about the
integration of the Dominican Republicinto the CAFTA agreement.® On the eve of
the signing of the CAFTA pact with Central American countries on May 28, 2004,
several Democratic Membersfrom the House and the Senate criticized the |abor and

11 (...continued)

USTR Press Release, December 17, 2003; “Free Trade with Central Americac Summary of
theU.S.-Central American Free Trade Agreement,” USTR TradeFacts, December 17, 2003;
“U.S. and Dominican Republic Conclude Trade Talks Integrating the Dominican Republic
into the Central American Free Trade Agreement,” USTR Press Release, March 15, 2004;
“Adding Dominican Republic to CAFTA,” USTR Trade Facts, March 15, 2004; and
“Dominican Republic JoinsFive Central American CountriesinHistoricFTA,” USTR Press
Release, August 5, 2004, for information on the provisions of the agreements. More recent
information can be found in the CAFTA Briefing Book available on the USTR website
under Bilateral Agreements/Dominican Republic-Central AmericaFTA.

12 See USTR Policy Brief “CAFTA Facts— Broad Support for CAFTA” (Feb. 5, 2005), on
the USTR website, at [http://www.ustr.gov/assets/Trade Agreements/Bilateral/ CAFTA/
Briefing_Book/asset_upload file808 7184.pdf]; and“U.S. Officials, Industry GroupsHail
Conclusion of Dominican Republic FTA Taks,” on the website for Inside Trade.

3 See “NAM Urges 109" Congress to Tackle Trade Barriersin WTO, Approve CAFTA,”
and “Business Coalition Underlines DR-CAFTA Benefitsin Hastert Letter” on the Inside
Trade website.

14 See “Key House Democrats Fault USTR’ s Labor Proposals for CAFTA,” International
Trade Reporter, October 30, 2003; and“ U.S. Central American CountriesInk Deal; Senator
SaysGreen Provisions|nadeguate,” International Environment Reporter, January 14, 2004.

> See the Alliance for Responsible Trade press release of 23 March 2004 and the study
entitled “Why We Say No to CAFTA” on the ART website [http://www.art-us.org].

16 See the statement of June 22, 2004, on the Inside U.S. Trade website.
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environmental provisions of the agreement.” About the same time, presumptive
Democratic presidential candidate John F. Kerry indicated that he would renegotiate
the agreement if he were elected President to strengthen the labor and environment
provisions.® In mid-December 2004, a number of labor unions and non-
governmental organizations filed petitions with the USTR claiming that Central
American countries should be denied GSP benefits because of the failure to respect
internationally recognized labor rights.*® Morerecently, Representative Sander Levin
and Senator Jeff Bingaman argued that the reports of the International Labor Rights
Fund, funded by the U.S. Department of Labor, demonstrate that the countries’ |abor
protections fall short of ILO standards, but the Department of Labor countered that
the reports were biased.

Major Issues. Thefour most contentiousissueswhen Congressconsidersthe
agreement arelikely tobeagriculture, apparel /textiles, and thelabor and environment
provisions.

Agriculture. Under the agreement, morethan 50% of U.S. farm productswill
have immediate duty free status in Central American markets, and tariffs on more
sensitive productswill be phased out within 15-20 years. For white corn, recognized
as the most sensitive product for Central America because it is produced by
subsistence farmers and is used as a staple in the making of tortillas, a quota equal
to the current import level will increase about 2% each year, while the high over-
quota tariff will remaininforce. While nearly all Central American farm products
will have permanent duty-free status in U.S. markets, quotas for more sensitive
products (sugar, beef, peanuts, dairy products, tobacco, and cotton) will increase
gradually. For sugar, recognized as the most sensitive product for U.S. negotiators,
the regional countries received an immediate 107,000 metric tons increase in their
current sugar quota and regular yearly increases, but the high over-quota tariffs
remainfully inforce. USTR notesthat the permitted increasesin sugar importsfrom
regional countrieswould be equal to about 1.3% of U.S. sugar productionin thefirst
year, and would grow to only 1.9% in 15 years. While many U.S. commodity
organizations support the DR-CAFTA agreement, the U.S. sugar industry opposes
it on grounds that the increase in the quota sets a precedent for other free trade
agreements and would result in asubstantial increase in sugar importsthat would be
damaging to U.S. producers.® In mid-June 2005, the Administration offered to

1 See“ Zoellick Floats Lame-Duck CAFTA Vote, Levin Seeks Labor Report,” Inside U.S.
Trade, May 28, 2004.

18 See “Kerry Vowsto Renegotiate CAFTA, Costa Rica L eaves Option Open,” Inside U.S.
Trade, June 4, 2004.

19 See “Labor Groups Press for USTR to Review Central American FTA Partners GSP
Eligibility” on the Inside Trade website.

% See “Levin Charges Reports Prove CAFTA Laws Fail to Reflect ILO Standards,”
“Bingaman Says|L RF Report Rai ses Significant Problemswith CAFTA Labor Rights,” and
“Labor Department CriticizesReportsAssessing DR-CAFTA Countries' Labor Laws,” May
3-4, 2005, on Inside U.S. Trade website.

% See “CAFTA Supporters Worry About Absence of Costa Rica ... While Sugar Groups
(continued...)
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consider waysto ameliorate any possi ble damageto sugar producers, but major sugar
growers associ ations announced on June 23, 2005, that no acceptabl e agreement had
been achieved.?? Other critical groups arguethat it isunfair to pit highly subsidized
U.S. agricultural interests against the poor subsistence farmersin Central America,
and they argue that the result will be that these rural farmers will lose their
livelihoods as they did in Mexico under NAFTA.# On January 27, 2005, the
Ranchers-Cattlemen Action Legal Fund United Stockgrowers of America(R-CALF
USA) representing cattleman and ranchersin 46 statesjoined the Americansfor Fair
Tradein calling for Congress to reject the DR-CAFTA pact, primarily because the
agreement lacks safeguard provisions for U.S. producers in the event of a rapid
increase in Central American imports. In conjunction with the votesin the relevant
committees and in the Senate in late June 2005, the Administration promised to take
measures to limit sugar imports from the region and to study the feasibility of using
sugar for the production of ethanol, but the sugar industry reasserted its opposition
to the agreement.

Apparel/Textiles. Under theagreement, textilesand apparel will beduty-free
and quota-freeimmediately under more liberal rules of origin, and the coverage will
be retroactive to January 1, 2004. Duty-free treatment will be accorded to some
apparel produced in Cental America and the Dominican Republic that contains
certain fabrics from NAFTA partners Mexico and Canada, or from other countries
in the case of fabrics and materials deemed to be in “short supply” in the United
Statesand Central America. Some U.S. textile groups announced early on that they
would oppose DR-CAFTA because of the more liberal rules of origin that, in their
view, would lead to the closure of more textile millsin the United States.”® Inearly
May 2005, with indications from the USTR of modifications in provisions dealing
with pocketing and linings, the National Council of Textile Organizations voted to
support DR-CAFTA. In conjunction with the late July vote in the House, the
Administrati on promised morefavorableprovisionsfor apparel and sock producers.

21 (...continued)

Decideto Oppose CAFTA Pact,” CongressDailyPM, December 18, 2004; and “ U.S. Sugar
Companies Urge Bush to Eliminate CAFTA Sugar Concessions,” International Trade
Reporter, January 22, 2004.

2 See “White House Signal's Willingness to Discuss Sugar in CAFTA,” Congress Daily
AM, June 15, 2005; and “ThereisNo CAFTA Sugar Deal,” June 23, 2005, on Inside U.S.
Trade website.

2 Seethe WOLA Issue Guide entitled Fair Trade or Free Trade: Understanding CAFTA,
on WOLA'swebsite at [http://www.wola.org/economic/brief _cafta |abor_april04.pdf].

2 See “CAFTA Heads for Uncertain House Vote,” CQ Weekly, July 4, 2005.

% See CRSReport RL 31870, The Dominican Republic-Central America-United Sates Free
Trade Agreement (DR-CAFTA), by J.F. Hornbeck; USTR, “Free Trade with Central
Americac Summary of the U.S.-Central American Free Trade Agreement,” December 17,
2003; and “Trade Dea Still Under Attack; Textile Groups Say CAFTA Unfairly Favors
Workers from Outside the U.S.,” Greensboro News Record, December 24, 2003, p. BS.

% See “Bush Secures CAFTA Vote in Last Hours with Renewed Textile Pledge,” Inside
U.S Trade, July 29, 2005.
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Labor. According to the USTR, DR-CAFTA labor provisions go beyond the
provisions in the Chile and Singapore free trade agreements to create a three-part
strategy to strengthen worker rights. Under the agreement, the countriesarerequired
to enforce their own domestic labor laws and that obligation is enforceabl e through
the regular dispute resolution procedures. In addition, the countries agree to work
with the International Labor Organization (ILO) to improve existing laws and
enforcement, and technical assistanceis provided to enhance the capacity of Central
American countriesto monitor and enforce labor rights. The Emergency Committee
for American Trade, composed of leading U.S. international business enterprises,
argues that the labor rights protectionsin the CAFTA pact are as strong or stronger
than those found in the U.S.-Jordan FTA .

The AFL-CIO has argued that the FTA labor provisions are deficient, because
they would require only the enforcement of current domestic labor laws, which are
viewed aswoefully inadequate, and would |ead to continuing job lossesin the United
States. The U.S. labor organization argues that the provisionsin the agreement are
weaker than the existing beneficiary requirements under the Generalized System of
Preferences and the Caribbean Basin Trade Promotion Act that requirethat acountry
be taking steps to afford workers “internationally recognized worker rights.”® A
number of members of Congress have argued that the agreement should include an
enforceable commitment by the countries to implement internationally recognized
labor standards.”

Seeking to bridge the gap between the critics and the proponents, a scholar at
the Center for Global Development has argued for greater enforcement of existing
lawswhile continuing to strengthen workersrights.* In keeping with thisapproach,
the Ministers responsible for trade and labor in the DR-CAFTA countries met in
Washington, D.C. on July 13, 2004, and committed to strengthen and enhance |abor
law compliance and enforcement.® With assistance from the Inter-American
Development Bank, the U.S. Department of Labor, and USAID, the countries are
striving to build labor and environmental law enforcement capacity through a $20
million assistance package provided by the United States.

2 Emergency Committee for American Trade, “ECAT Releases Analysis of Labor and
Dispute Settlement Provisionsinthe CAFTA and U.S.-Jordan FTA,” onthe ECAT website:
[http://www.ecattrade.com].

% See the Statement by AFL-CIO President John Sweeney on Central American Trade
Agreement, December 17, 2003; the Testimony of Thea M. Lee, Assistant Director for
International Economics; and other material on CAFTA on the AFL-CIO website at
[http://www.aflcio.org/issuespolitics/globaleconomy/].

% See “K ey House Democrats Fault USTR’s Labor Proposals for CAFTA,” International
Trade Reporter, October 30, 2003; and “Zoellick Floats Lame-Duck CAFTA Vote, Levin
Seeks Labor Report,” Inside U.S. Trade, May 28, 2004.

% See Kimberly Ann Elliott, “Trading Up: Labor Standards, Development, and CAFTA,
CGD Brief, May 2004.

3 See “CAFTA Ministers Unveil Program to Boost Labor Standards,” on the Inside U.S.
Trade website.
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In mid-December 2004, a number of labor unions and non-governmental
organi zationsfiled petitionswiththe USTR claiming that Central American countries
should be denied GSP benefits becausethey had failed to make progressin respecting
internationally recognized labor rights® More recently, as indicated above,
Representative Sander Levin and Senator Jeff Bingaman argued that the reports of
the International Labor Rights Fund, funded by the U.S. Department of Labor,
demonstrate that the countries' labor protectionsfall short of ILO standards, but the
Department of Labor countered that the reports were biased.® In conjunction with
the votes in the relevant committees and in the Senate in late June 2005, the
Administration promised to support assistance of $40 million per year in FY 2006
through FY 2009 for regional countries to strengthen the enforcement of labor and
environmental standards as well as assistance for regiona farmers who might be
adversely affected by the pact.*

Environment. USTR clams that DR-CAFTA contains an innovative
environmental chapter that goes beyond the Chile and Singapore agreements to
develop “arobust public submission processto ensure that views of civil society are
appropriately considered.” It alsoincludes provisionson cooperative actionsand the
establishment of an Environmental Cooperation Commission. A number of members
of Congress have argued that the environmental provisions are weaker than those
found in the NAFTA pact, and they have been arguing for a more effective citizen
petition process that could be used to encourage a country’s compliance with
environmental laws.®*® Seeking to strengthen environmental monitoring, the seven
DR-CAFTA countries signed two supplemental agreements in February 2005, one
to establish an independent multilateral secretariat to administer public submissions
under the pact, and the other an Environmental Cooperation Agreement (ECA) to
encourage regional cooperation on environmental matters.*® Asindicated above, the
U.S. Congress approved $20 million in FY 2005 assi stance to enhance the capacities
of the DR-CAFTA countries to strengthen and enforce labor and environmental
standards, and the Admini strati on promi sed in June 2005 to support assi stance of $40
million per year in FY 2006 through FY 2009 for the same purposes.

32 See “Labor Groups Press for USTR to Review Central American FTA Partners GSP
Eligibility” on the Inside Trade website.

¥ See “Levin Charges Reports Prove CAFTA Laws Fail to Reflect ILO Standards,”
“Bingaman Says| L RF Report Raises Significant Problemswith CAFTA Labor Rights,” and
“Labor Department CriticizesReportsAssessingDR-CAFTA Countries’ Labor Laws,” May
3-4, 2005, on Inside U.S. Trade website.

% See “CAFTA Heads for Uncertain House Vote,” CQ Weekly, July 4, 2005.

¥ See“ Senate Dems Warn Zoellick on CAFTA Environment Provisions,” Congress Daily,
November 21, 2003; “U.S. Central American Countries Ink Deal; Senator Says Green
Provisions Inadequate,” International Environment Reporter, January 14, 2004.

% See “Environment: DR-CAFTA Countries Sign Two Pacts to Boost Environmental
Cooperation,” International Trade Reporter, February 24, 2005, p. 305.
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Costa Rica®

Political Situation

CostaRicaisconsidered themost politically stableand economically devel oped
nation in Central America. Since its independence in 1848, the country has
developed atradition of political moderation and civilian government despite having
some interludes of military rule. A brief civil war that ended in 1948 led to the
abolition of the Costa Rican military by President Jose Figueres, and continuous
civilian governmentssincethen. The Constitution, in effect since 1949, prohibitsthe
creation of astanding army. The Ministry of Public Security and the Ministry of the
Presidency share responsibility for law enforcement and national security with a
policeforceincluding Border Guard, Rural Guard, and Civil Guard, of approximately
8,400 officers.

The United Nations' Human Development Report for 2004 ranks Costa Rica
45™M out of 175 countries based on life expectancy, education, and income levels.
This putsthe country far ahead of its Central American neighbors. Life expectancy
at birth is 77.9 years. Its population, 4 million in 2004, is the best educated in
Central America, with a literacy rate of 95%. Both the literacy rate and life
expectancy are higher than the Latin American average. Some 42% of the country’s
land is devoted to agriculture and cattle raising, while 38% consists of jungle, forest
or natural vegetation. ItsNational Protected Areas Scheme encompasses 22% of the
total land area, and contributes to Costa Rica’ s growing reputation as an ecotourism
destination. The country is considered a transit point for illegal drugs from South
Americadestined for the United States and Europe, although Costa Rica cooperates
with the United States on drug interdiction issues. It haslow levelsof corruption by
regiona standards, but during the last year, severa previous presidents, and the
current president, have been subject to legal proceedings on corruption charges.

The current president, Abel Pacheco, was inaugurated in May 2002 to a
four-year term. A leader of the center-right Social Christian Unity Party (PUSC),
Pacheco won the election in a second round of voting against Rolando Araya of the
National Liberation Party (PLN). Pacheco ran on an anti-corruption, good
governanceplatform, but has since become embroiled in hisown corruption charges,
forcing him to admit to having received illegal campaign contributions from a
Taiwanese businessman, and several related businesses. During Pacheco’ sterm, he
has been plagued with alarge number of changesin his cabinet, someresulting from
disagreements on economic and fiscal policies. Public opinion polls show that his
support fell precipitously from around 60% in September 2002 to alow of 28% in
September 2003, but rebounded to 45% by December 2004.%

3" Prepared by Connie Veillette, Analyst in Latin American Affairs.

% Costa Rica Country Report, December 2003; Cost Rica Country Outlook, Economist
Intelligence Unit, April 27, 2004; and “Costa Rica: Pacheco Bounces Back in Polls,”
Latinnews Daily, December 13, 2004.
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Until a decision in April 2003 by the Constitutional Chamber, the country’s
highest judicial body, former presidents were prohibited from running for both
consecutive and non-consecutive re-election. In 2003, the Chamber ruled that a
prohibition on non-consecutive re-election prevents citizens from exercising their
right to choose their government. This change will benefit former President Oscar
Arias, who governed from 1986 to 1990, winning the Nobel Peace Prizein 1987 for
his work on the peace process in Central America. Arias won the candidacy of the
National Liberation Pary on January 15, 2005, for the presidential €l ection scheduled
for February 2006.

Relations with the other nations of Central Americaare close. Thisisduein
part to their attempts at economic integration that date from the creation of the
Central American Common Market in 1960, to themorerecent CAFTA negotiations.
During guerrillaconflicts that characterized much of Central Americain the 1980s,
CostaRicaoften served asmediator. Sometensionsstill remainwith Nicaraguaover
navigation rights on the San Juan River and the growing number of Nicaraguan
immigrants attracted to Costa Rica s better economic climate.

Economic Conditions

With its stable democracy, relatively high level of economic development, and
highly educated population, Costa Rica has been cited as the most attractive
investment environment in Central America.®* Until the 1980s, CostaRicafollowed
a social-democratic development model that saw a greater role for the state in
economic development. The state held amonopoly on banking, insurance, telephone
and electrical services, railroads, ports, and refineries. During aregional recession
inthe 1980s, Costa Ricaborrowed heavily, to the point that it defaulted onitsforeign
debt in 1983. Succeeding structural adjustment agreements with the International
Monetary Fund and other international financial institutions brought about a
liberalization of the economy, and the privatization of most of its state-owned
enterprises. However, insurance, telecommunications, electricity distribution,
petroleum distribution, potable water, sewage, and railroad transportation industries
are still state-owned sectors.

State monopolies of telecommunications and insurance posed difficulties in
Costa Rica' s participation in CAFTA, and led to Costa Rica withdrawing from the
negotiationson December 16, 2003. In January 2004, bilateral negotiations between
the United States and Costa Rica resumed, and on January 25, then U.S. Trade
Representative, Robert Zoellick, announced that an agreement had been reached to
include Costa Rica. Under the agreement, Costa Rica committed to opening its
private network servicesand Internet servicesby January 2006, anditscellular phone
market by 2007. Liberalization of theinsurance market istargeted to beginin phases
to be completed by 2011.

CostaRicainvested about 6.9% of grossdomestic product (GDP) between 1990
and 1998 in public health, one of the highest rates in the developing world. Costa
Rica also developed a more equitable distribution of income than its neighbors, a

% Global Insight, [http://www.globalinsights.com], 2003, accessed December 15, 2003.
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situation that existsto this day. In recent decades, the country has pursued foreign
direct investment, the development of its export sector, and diversification from
agriculture-based exports. GDP amounted to $18.5 billion in 2004, with a growth
rate of 4%, despite adownturn in prices for two of its major agricultural exports —
bananas and coffee — and a decrease in demand for computer components. The
country hasdevel oped athriving computer sector inrecent yearssinceattractingU.S.
companies to locate manufacturing plants there. In 2001, more than half of US
foreign direct investment in Centra America was in Costa Rica. The country’s
unemployment rate in 2004 was 6.5%. Manufacturing represents nearly 21% of
GDP, with agriculture contributing 9% and services and utilities 66%.%

CostaRicaistheworld’ ssecond largest bananaexporter after Ecuador. Coffee
is its second most important agricultural export. Both are grown on small- and
medium-sized farms. Apparel exports are not as important to Costa Ricaasto its
Central American neighbors. The country has been successful in attracting foreign
high technology companies to locate operations in Costa Rica through the
establishment of free trade zones. In 1998 and 1999, Intel constructed two plantsto
assemble computer chips, providing the country with a major export generator that
has attracted additional foreign direct investment. Intel announced in November
2003 that it would invest $110 million moreinits Costa Rican operations, increasing
itsemployment from 1,900 to 2,400. Intel expected its operationsat thesetwo plants
to generate $1.2 billion in exports in 2003.** In 2001, Microsoft awarded a major
software development project to a Costa Rican firm, Artinsoft, and several other
CostaRican firmshavestrategic alianceswith mgjor U.S. and European companies.
The export of high technology electronics grew by 52.8% in 2003, earning $1.4
billion in revenues, and representing 22.5% of the country’s total export earnings.
Microprocessor exports account for about 15% of the country’ s exports. The export
of medicine and medical equipment is also important, representing 10.4% of total
exports.*? Other industries that are important to the economy are food processing,
chemical products, textiles, and metal processing.

Relations with the United States

Relationswiththe United Stateshave been strong. President Pacheco supported
theU.S. military missioninIrag, despite CostaRica straditional neutrality. Hecame
under severe criticism from the public and previous presidents for this support.
Former President Oscar Arias, who is running for the presidency in 2006, was

“0«BusinessOutlook: CostaRica,” Economist Intelligence Unit - Country Monitor, June 14,
2004, and “Costa Rica Risk: Forecast Data,” Economist Intelligence Unit - Riskwire, May
6, 2004.

““U.S. Intel Exports from Costa Ricato Reach $1.2 bln in 2003,” Spanish News Digest,
July 15, 2003, La Prensa Grafica, July 14, 2003.

“2 Costa Rica Industry: Manufacturing Update, Economist Intelligence Unit, March 23,
2004, and “Business Outlook: CostaRica,” Economist I ntelligence Unit - Country Monitor,
June 14, 2004.
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especially vocal in hiscriticism of U.S. policy in Irag.”® CostaRicainitially joined
the G20 group of nationswhose opposition to the U.S.-EU positions precipitated the
collapse of the WTO Ministerial Conference in Cancun, Mexico, September 2003,
but it subsequently withdrew in October, as did El Salvador and Guatemala. Soon
after Cancun, U.S. Trade Representative Robert Zoellick traveled to Central America
where he suggested that if Costa Ricadid not open its service sector, specificaly its
telecommunications and insurance sectors, it could be left out of CAFTA. As
discussed below, privatization of the telecommunications and el ectricity monopoly
isopposed by most CostaRicans, and Zoellick’ scommentswere not well received.*
On December 16, 2003, one day beforea CAFTA agreement was announced, Costa
Rica withdrew from the negotiations, citing alack of resolution on these sensitive
issues. Subseguent negotiationsbetween the United Statesand CostaRicain January
2004 produced an agreement to include Costa Ricain the regional pact.

Costa Rica is not a major U.S. aid recipient. It received some economic
assistance during the early 1990s, averaging about $25 million from 1990 to 1996.
Since 1997, economic assistance has averaged less than $1 million per year. In
FY 2003, it received less than $400,000 in International Military Education and
Training (IMET) funds. Although Costa Ricahas no military, IMET funds are used
totrainlaw enforcement officersand coast guard personnel. InFY 2004 and FY 2005,
CostaRicareceived no IMET funds. For FY 2006, the Administration has requested
$50,000. ThePeace Corpshasan active programin CostaRica. 1n2002, CostaRica
signed an agreement with the United States, yet to be ratified by the Costa Rican
legislature, to establish an International Law Enforcement Academy for the training
of police, prosecutors, and judges from the Western Hemisphere with a focus on
transnational crimes like terrorism and drug trafficking. The country receives no
direct, bilatera U.S. counterdrug funds, although State Department regional
programs support strengthening law enforcement capabilities.

U.S. Trade and Investment. The United States is Costa Rica's major
trading partner. It annually sends approximately 50% of its exports to the United
States and imports 53%. A sizeable portion of U.S. investment in Central America
isfound in Costa Rica. The stock of U.S. foreign direct investment (FDI) totaled
$.1.8 billion in both 2002 and 2003, invested largely in the manufacturing sector.*
Despitethe country’ seffortsto attract foreign investment, aWorld Bank report notes
that Costa Rica has heavier regulation of business than many other developing

43 “ Costa Ricans Defend Neutral Tradition Against Pacheco,” Noticen: Central American
& Caribbean Affairs, April 10, 2003.

“ Tim Rogers, “Markets Must Open, U.S. Warns,” The Tico Times, Weekly Edition, Vol.
VIII, No. 86, San Jose, Costa Rica, October 3-9, 2003. Oscar Nufiez Olivas, “Indignacion
Y Repudio en Costa Rica por Declaraciones de Zoellick Sobre TLC,” Agence France
Presse, October 2, 2003.

“Informationon U.S. aid funding levelsisfromU.S. Agency for International Devel opment
Green Book, 2003, and U.S. State Department Budget Justification, FY 2004. Information
ontrade and investment isfrom The Economist I ntelligence Unit Country Profile, 2003, and
Caribbean Rim Investment Initiative, Business Environment Report — Costa Rica, Inter
American Development Bank, and Foreign Trade Barriers Report, 2004, Office of the U.S.
Trade Representative.
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countries, which causes inefficiency, delays, higher costs, and opportunities for
corruption.”® As of December 2003, Costa Rica temporarily halted the importation
of U.S. beef in response to a case of Bovine Spongiform Encephal opathy (BSE) in
the United States. In May 2004, Costa Rican officials indicated that some imports
could be resumed, but Costa Rica's plant-by-plant inspection and certification
requirements have prevented their effective resumption, according to the Office of
the U.S. Trade Representative.

Major U.S. companies currently invested in Costa Rica include the following
by sector.*” In the agriculture sector, companies include Chiquita, Dole, Standard
Fruit, Fresh Del Monte. Manufacturing companiesinclude 3M, Unilever, Colgate-
Pamolive, Gillette, Eaton, Novartis Consumer Health, Heinz, Kimberly-Clark,
Xerox, Bridgestone Firestone, Alcoa, Conair, H.B. Fuller, and Phillip Morris. There
are al'so a number of producers of medical products and pharmaceuticals, such as
Abbott Laboratories, Baxter Health Care, GlaxoSmithKline, and Eli Lilly. Thehigh
technology sector has located severa facilities in the country and include Intel,
Microsoft, Hewlett Packard, Cisco Systems, Lucent, Oracle and Unisys. Other
companies from other sectors such as business services, chemicals and tourism
include Deloitte & Touche, KPM G, Price Waterhouse Coopers, DHL, FedEx, UPS,
Citibank, Ernst & Young, Procter & Gamble, Bristol-Myers Squibb, H.B. Fuller,
Monsanto, Marriott, Radisson, and Hampton Inns.

DR-CAFTA-Related Issues

President Pacheco has been a leading advocate of the CAFTA and the DR-
CAFTA agreements, but approval of the DR-CAFTA agreement has been
problematic. Disagreementswith the United Stateswith regard to opening the state-
owned telecommunications and insurance sectors led Costa Rica to withdraw from
theinitial CAFTA negotiations one day before the final agreement was announced.
Following bilateral negotiationsbetween the United Statesand CostaRicain January
2004, CostaRicawasincludedinthe CAFTA agreement. CostaRicaalso hassigned
free trade agreements with Canada, Chile, Mexico, the Dominican Republic and the
Republicof Trinidad and Tobago. Thecountriesof Central Americanow havetariff-
free access to the U.S. market on approximately three-quarters of their products
through the Caribbean Basin Trade Partnership Act (P.L. 106-200, Title II) which
expires in September 2008.* The DR-CAFTA agreements would make the
arrangement permanent and reciprocal. While the five Central American nations
agreed to present aunified negotiating position to the United States, each had itsown
interests and objectives. Costa Rica sought greater foreign investment in certain
strategic areas, such as electronics assembly, health care products and business

“6 See [http://rru.worldbank.org/DoingBusiness/default.aspx], accessed October 8, 2003.

“" Costa Rican-American Chamber of Commerce Membership Directory & BusinessGuide,
[http://www.amcham.co.cr/membership_dir/], accessed September 10, 2003. See aso
Department of Commerce, U.S. Commercial Service, Costa Rica Country Commercial
Guide 2002.

“8 “|_atin America Economy: What’ s at Stake With CAFTA,” Economist Intelligence Unit,
May 14, 2003.
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service centers. While agricultural products have been important to its economy,
their decreasing export value has meant that the focus instead has shifted to
manufacturing. Costa Rica also anticipated that an FTA with the United States
would have a positive impact both on tourism and the productivity of its export
sector.®

Telecommunications and Insurance. Thetelecommunications sector is
the most sophisticated in Central America, but unlike its neighboring countries, itis
state-owned, and proposals for privatization have been very controversial. The use
of the Internet and electronic commerce is relatively advanced, but the system is
inadequate given the demand. Although most of the country’s state-owned
companieswereprivatized inthe 1990s, CostaRicansstrongly opposeprivatizingthe
Costa Rican Electricity Institute (ICE), which operates both power and
telecommunications. President Pacheco is interested in restructuring ICE in some
form in order to reduce its burden on the national budget and to modernize its
infrastructure to attract more high technology firms to the country. Intel’s General
Manager has stated that the lack of modernization, especially Internet connections
and speed, were directly hindering the company’s growth in Costa Rica.®

The U.S. negotiating position wasthat all suppliers of telecommunicationsand
insurance services be compatible and that there is non-discriminatory treatment
between domestic and foreign suppliers. Costa Rica s has long resisted calls to
liberdizeitstelecommunicationsandinsurance sectors. Thisdisagreement cameinto
sharper focus during U.S. Trade Representative Robert Zoellick’ strip to theregion
in early October 2003 during which he stated to Costa Rican officials that an open
tel ecommuni cati ons sector wasnecessary in order to conclude an agreement, and that
aCAFTA agreement could proceed without CostaRica. These comments were met
with displeasure from both Costa Rican union leaders and business executives who
argued that the NAFTA agreement allows Mexico to maintain state ownership of oil
and the U.S.-Chile Free Trade Agreement allows Chile the same privilegein regard
to copper. They contend that this sets a precedent for Costa Rica to keep its state
monopoly.

At the final round of CAFTA negotiations, Costa Rica decided that the
agreement, as it stood, was not in its best interests, and its negotiators withdrew.
Later comments from U.S. officials clarified that complete privatization of the
telecommuni cations sector would not be necessary aslong asthe private sector could
participatein sometel ecommunications activities, such asmobile phoneand internet
service.® Theissue of insurance was not raised until the last round of negotiations,
and CostaRicabelieved there was not enough time remaining to resol ve differences.
The United States had called for total access to the insurance industry. The final

9 Agenda Integral de Cooperacién, Ministry of External Trade, Government of CostaRica,
[http://www.comex.go.cr/negoci aci ones/usa/default.ntm], accessed September 16, 2003.

* |bid., Global Insights.

*' Diego Mendez, “Zoellick Pushes Trade Pact; Commerce Officials from Costa Rica
Demand that Telecommunications be Left Out of Treaty,” The Miami Herald, October 3,
2003; “ CostaRicaWeighs Costs, Alternativesin Telecom Trade Clash,” EFE News Service,
October 3, 2003.
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agreement between the United States and Costa Rica provides for accessto private
network services and Internet services by January 2006, and to wireless services by
2007. Openingtheinsurance market would be accomplished in phases between 2008
and 2011.

Apparel. CostaRica sapparel industry islessimportant to its economy than
its neighbors. Nonetheless, Costa Rica supported the region’s single negotiating
position of wanting amore liberal rule than is now included in the Caribbean Basin
Trade Preference Act, which providesfor a*“yarn forward” rulein which U.S. made
fabrics must be from U.S. produced yarn. For a CAFTA agreement, the Central
Americans preferred that apparel makers could acquire yarn from the United States,
Central America, or third countries that have trade agreements with either. This
means that potential suppliers could also be from Mexico, Canada, or Chile. U.S.
negotiators proposed a rule allowing for the use of third country providers where
components are in short supply. The Central Americans wanted tariff preference
levels to provide duty-free access, under a negotiated cap, for apparel that is
assembled in the region from fabric that is made elsewhere. This position was
opposed by the U.S. textile industry.

Agriculture. Agricultura issues presented some difficultiesin negotiations,
as the Central Americans wanted the United States to address its farm subsidies,
while they wanted unhindered access to the U.S. market for their agricultural
products. Costa Rica's two main agricultural exports, bananas and coffee, have
experienced declining prices on the world market in recent years. In the final
agreement, CostaRicaisto eliminatetariffson nearly all agricultural productswithin
15 years, on chicken leg quarters within 17 years, and on rice and dairy products
within 20 years. Costa Ricaalso negotiated anincreaseinitssugar export quotathat
will reach 14,860 tons by the 15" year of the agreement and won general protection
for fresh onions and potatoes in the agreement. Trade of these latter two products
will be liberalized through expansion of atariff-rate quota.

Environment. Withthesigning of two environmental agreementson February
18, 2005, at least one Costa Rican environmental organization, the Global Alliance
for Humane Sustainable Development, has endorsed the DR-CAFTA agreement.
According to areport by the Office of the U.S. Trade Representative, CostaRicahas
a full complement of domestic environmental laws. Legidation enacted in 1994
created the post of Environmental and Maritime Land Attorney, who is tasked with
taking legal action to guarantee a healthy and ecologically sound environment, and
to ensure the enforcement of international treaties and nationa laws. The 1995
Environment Act requires environmental impact studies for most construction
projects, including commercial and residential construction, and mining projects.
The government can halt projects and impose fines for non-compliance with
environmental laws. Costa Ricais party to 68 multilateral, regional and bilateral
environmental agreements, including the U.N. Convention on Biological Diversity,
the Convention on the International Trade in Endangered Species of Wild Floraand
Fauna, the U.N. Framework Convention on Climate Change, the Kyoto Protocol, and

2 Martin Vaughan, “Textile Industry Reft Brews Over CAFTA Apparel Rules,” Congress
Daily, August 13, 2003.
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the Montreal Protocol on Substancesthat Deplete the Ozone Layer.>® CostaRicahas
been a pioneer of “clean air exports’ in which it sells credits to companies in
devel oped countries who need to offset their greenhouse gas emissions as part of the
1992 Rio Earth Summit and the 1997 Kyoto Protocol commitments.

Labor. The power of organized labor has declined since the 1980s. The
strongest unionsrepresent civil servants, teachers, public utilitiesemployees, and oil
refining and ports employees. Accordingto the State Department’ s Country Reports
on Human Rights Practices covering 2004, Costa Rican law guarantees the right of
workers to join unions, and workers are able to exercise this right. The report
estimates that 12% of the labor force is unionized, and that some 80% of all union
members are public sector employees. Unions operate independently of the
government. TheInternational Labor Organization (ILO) noted delaysin addressing
workers formal grievances and the enforcement of reparations. A recent report by
Central American trade officials reported that the Constitution and labor code
provide strong protections for fundamental labor rights.> The Constitution and
Labor Code restrict public sector workers from striking, although a 2000 Supreme
Court ruling clarified that public sector strikes were allowed, but only if a judge
approved them in advance and found that necessary services for the public’s well-
being would not be affected. There are no restrictions on private sector unionsbeing
abletobargain collectively or to strike, although few private sector empl oyeesbelong
to unions.

The Constitution provides for aminimum wage that is set by a National Wage
Council, composed of representatives from government, business, and labor. The
Ministry of Labor was reported to have enforced minimum wages in the area of the
capital, San Jose, but wasless effectiveinrural areasin 2002. The State Department
reportsthat the minimum wage was not sufficient to provide aworker and hisfamily
at the lower end of the wage scale with adecent standard of living. Costa Rican law
on health and safety intheworkplacerequiresindustrial, agricultural and commercial
firmswith ten or more workersto establish ajoint management-labor committee on
workplace conditions, and allows the government to inspect workplaces and to fine
employers. The State Department reports that insufficient resources have been
provided to the Ministry of Labor to enforce health and safety legal requirements.
In December 2004, the International Labor Rights Fund petitioned the Office of the
U.S. Trade Representative to review Costa Rica' s eligibility under the Generalized
System of Preferences (GSP) for violations of workers' rights.

Intellectual Property. CostaRicais party to the WTO Agreement on Trade-
Related Aspects of Intellectual Property (TRIPS) and has enacted or amended its
regulations to harmonize them with its international obligations. The U.S. Trade
Representative' s2004 Foreign Trade BarriersReport noted that enforcement remains
a problem with regard to the protection of copyrights, patents, and trademarks and

%3 Interim Environmental Review: U.S-Central America Free Trade Agreement, Office of
the U.S.Trade Representative, August 2003.

4 “The Labor Dimension in Central Americaand the Dominican Republic: A Report of the
Working Group of the Vice Ministers Responsible for Trade and Labor in the Countries of
Central America and the Dominican Republic,” April 2005.
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that the country’s criminal code limits effective deterrence of intellectua property
crimes. Despitethis, USTR placed CostaRicaon itsless severe Special 301 Watch
List in 2002, 2003, and 2004. The Internationa Intellectual Property Alliance, a
U.S.-industry organi zation, also cites CostaRica sinsufficient enforcement activities
and levels of fines, which they argue do not deter the infringement of intellectual
property. The group estimates that trade |osses due to piracy in Costa Rica totaled
$17.6 million in 2002, the latest year for which an estimate is provided.

Approval Status. The DR-CAFTA agreement has not been formally
presented to the unicameral Costa Rican Legislative Assembly. President Pacheco
has said that he wants the legislature to approve his fiscal reform legidation before
taking up the DR-CAFTA agreement.>® With opposition political partiesin control
of the legislature, Pacheco has run into difficulties in obtaining approva of his
proposals. There are groupsin the country that oppose the agreement for fear that it
will negatively affect the agriculture and textile sectors and the environment. These
groups have been quite vocal and have held public demonstrations. Recently, there
has been talk of submitting the agreement for a referendum before it goes to the
National Assembly.® There have also been reports that the agreement will not be
submitted to the legislature for approval until after the February 2006 presidential
elections. The current front-runner, former president Oscar Arias, has stated his
support for CAFTA.%®

* Office of the U.S. Trade Representative, Foreign Trade Barriers Report, 2004;and
Fpoecial 301 Watch List, 2004. See aso the International Intellectual Property Alliance's
2003 Special 301 Report and 2004 Special 301 Report, available online at
[http://www.iipa.com].

% “Pacheco Asegura Que No Perdera el Liderazgo en el Istmo a Pesar de las Dudas de un
Congresistade EEUU,” Europa Press - Servicio Internacional, February 16, 2005.

5"“ CostaRicaEstudiaPosible Referendo Sobre Aprobacién de CAFTA,” Reuters- Noticias
Latinoamericanas, March 8, 2005, “El CAFTA divide a Costa Rica,” El Nuevo Herald,
February 22, 2005, and “ Textileros en Costa Rica Preocupados por CAFTA,” AP Spanish
Worldstream, February 24, 2005.

%8 John Lyons, “Costa Rica Balks at Free-Trade Pact,” The Wall Sreet Journal, May 3,
2005. Ariasisquoted as saying, “If we don’t have the agreement, no oneisgoing to invest
apenny here.”
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Dominican Republic®®

Political Situation

President Leonel Fernandez of the Dominican Liberation Party (PLD), who
served as president previously (1996-2000), took office on August 16, 2004.
Fernéndez is charged with helping the Dominican Republic recover from a deep
economic crisis that occurred primarily as the result of three major banking failures
and bailoutsin 2003. Nine monthsinto hisfour-year term, President Fernandez has
restored some confidence in the Dominican economy. By March 2005, the country’s
year-on-year GDP growth stood at 4%, and monthly inflation rates had fallen to
below zero. The Fernandez administration has struggled, however, to cope with
rising crime rates and persistent electricity shortages. On December 28, 2004,
President Fernandez signed a bill repealing a Dominican tax on drinks containing
high fructose corn syrup, a major U.S. product, that had threatened the country’s
chances of being included in the U.S.-Dominican Republic-Central American Free
Trade Agreement (DR-CAFTA). On February 1, 2005, President Fernandez signed
anew $670 million loan agreement with the IMF.

Background. During the 1990s, the Dominican Republic underwent rapid
economic growth and developed stronger democratic institutions. The “Pact for
Democracy”in 1994 paved the way for free and fair el ections by removing the aging
Joaquin Bal aguer from power in 1996 after ashortened two-year term and preventing
consecutive presidential re-elections. Balaguer, a six-term president and acolyte of
the deceased dictator, Rafagl Trujillo, dominated Dominican politicsfor almost seven
decades until hisdeath in 2002. In 1996, Leonel Fernadndez of the PLD, a center-left
party of middle class professionals, succeeded Balaguer and presided over a period
of strong economic growth. After top PLD officials were charged with misusing
public funds, Hipdlito Megjia (2000-2004), an agrarian engineer of the populist
Dominican Revolutionary Party (PRD), easily defeated the PLD candidate, Danilo
Medina, by promising to promote rural development. Megjialost popular support,
however, by spending excessively and deciding to bail out all deposit holders after
three massive bank failures in 2003 at a cost of between 15 and 20% of GDP.®
Observers noted that Mejia focused more on his re-election bid, which required a
Constitutional amendment reinstating presidential re-election, than on resolving the
country’ s deep economic crisis.®

2004 Presidential Elections. On May 16, 2004, Leonel Fernandez won a
convincing first-round victory with 57% of the popular vote compared to Megjia

% Prepared by ClareRibando, Analystin Latin American Affairs, and Lenore Sek, Specialist
in International Trade and Finance. For additional information, see CRS Report RS21718,
Dominican Republic: Palitical and Economic Conditions and Relations with the United
Sates, by ClareRibando, and CRSReport RS21868, U.S. - Dominican Republic Free-Trade
Agreement, by Lenore Sek.

€ Leo Goldstein, “Dominican Republic: A Look Ahead,” Citigroup, August 18, 2004.

&1 “ Fernandez Wins as Mejia Roundly Rejected,” Latin American Regional Reports, May
25, 2004.
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(PRD) receiving 34% and Eduardo Estrella of the Social Christian Reformist Party
(PRSC) receiving 9%. Record numbers of Dominicans turned out to support
Fernandez, whom they associated with the country’ s economic boom of the 1990s.
President Fernandez i s seeking to use his strong el ectoral mandate to launch aperiod
of austerity necessary to solvethe country’ sfiscal shortfall, rising Central Bank debt,
and chronic power shortages.

Fiscal Reform and DR-CAFTA. In September 2004, the Dominican
legislature, which is dominated by the PRD, passed the President’ s fiscal package.
The fiscal bill contained important provisions, including an increase in sales taxes
and a20% cut in public spending.®? Its passage opened the way for negotiations that
resulted in anew $665 million stand-by agreement with the International Monetary
Fund (IMF), signed in January 2005. The 28-month agreement should pave the way
for additional multilateral disbursements of some $500 million per year.

Corruption. Former President Mgjia was said to be linked to a number of
corrupt activities for which observers believe heis unlikely to be held accountable.
Mejia, officias of al maor political parties, and other individuas reportedly
received money and gifts from Ramon Baez, owner of the now defunct Banco
Intercontinental (Baninter).®® TheMegjia government later took control of Baninter’s
associated companies, including Listin Diario, the country’s largest publishing
company, and fired many editors and management officials, even if they were not
party to the scandal. There are corruption cases pending against Mr. Baez and other
prominent Dominican bankers associated with the scandal's. In late November 2004,
the Ferndndez administration charged 12 former PRD officials with embezzlement,
fraud, and misuse of public funds. In April 2005, following up on the October 2004
forced retirement of 300 to 400 police officers, many of whom were accused of
misconduct, the Dominican state prosecutor started proceedings against 59 police
and military officials accused of appropriating luxury cars for personal use.**

Human Rights. According to the State Department’s Country Report on
Human Rights Practices covering 2004, although the Dominican government has
made some progress, it still has a poor human rights record. Local press reports
indicate that Dominican police killed 160 more people in 2004 than in 2003.®° In
addition to the continued use of torture and physical abuse, prison conditions range
from “poor to harsh” as 13,500 prisoners are currently being held in overcrowded
prisonsdesigned to hold only 9,000 inmates. OnMarch 7, 2005, rival gangsset afire
in one Dominican prison that resulted in 133 deathsand 26 injuries. Finally, despite
the enactment of an anti-trafficking in persons law in August 2003, the State
Department has placed the Dominican RepubliconaTier 2 Watch List for failing to

52 “Poor Feel Pain of President’s Cure for Economic Ills,” Financial Times, October 20,
2004.

& “Dominican Republic: Bank Bust,” Economist Intelligence Unit, May 26, 2003.

64 “Dominican Republic: Reform of Police Forceis Top Priority,” Latin American Regional
Report, April 19, 2005.

& “Killings by Policein the Dominican Republic Way up Over 2003,” EFE News Service,
January 5, 2005.
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arrest and prosecute those accused of human trafficking. On March 31, 2005, a
representative from the International Organization for Migration (OIM) announced
that some 50,000 Dominican women have been victims of human trafficking.®

Status of Haitians and Dominican-Haitians. The Dominican government
continues to receive international criticism for its trestment of an estimated one
million Haitians and Dominican-Haitians living within its borders.®” Each year
thousands of migrants, many without proper documentation, flock from Haiti, the
poorest country in the hemisphere, to the Dominican Republic. The Dominican
economy, especially the sugar and construction industries, haslong profited from a
constant influx of cheap Haitian labor. More than 90% of the country’s seasonal
sugar workers and two thirds of its coffee workers are Haitians or Dominicans of
Haitian origin.®® In 2002, the Dominican Directorate of Migration forcibly deported
more than 12,000 Haitians, including children born of Haitian parents in the
Dominican Republic.®® According to most Dominican officials, including President
Fernandez, therecent crisisin Haiti, which resulted in theremoval of President Jean-
Bertrand Aristidein early 2004, has accel erated the level of illegal migrants heading
to the Dominican Republic and placed further strain on the struggling Dominican
economy.”

Economic Conditions

Fueled by rapid expansion in both thetourism and free-trade zone (FT Z) sectors,
the Dominican economy grew rapidly throughout the 1990s at an annual rate of 6-
8%. Despite the increased employment and earnings in those two sectors, mining
and agriculture continued to be the country’s highest export earners. Remittances
from Dominicans|living abroad contributed an additional $1.5 billion per year to the
country’ sstock of foreign exchange. Economic expansion wasalso facilitated by the
passage of several market-friendly economic reforms in the late 1990s by then
President Leonel Fernandez. Onecritical reformwasa 1997 law allowing the partial
privatization of unprofitable state enterprises. Since that time, several state-owned
entities have been privatized, including aflour mill, an airline, a hotel chain, sugar
mills, and three state-owned regional electricity distribution companies. Some

% “Denuncia OIM que 50 Mil Dominicanas Son Victimas de Trata de Personas,”
NOTIMEX, March 31, 2005.

7 See Gerardo Reyes, “ Esclavos en Paraiso,” El Nuevo Herald, January 9, 2005.

% Philip Martin, Elizabeth Midgley, and Michael S. Teitelbaum, “Migration and
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Review, New Y ork: Summer 2002, Vol. 36.

% U.S. Department of State, Country Reports on Human Rights Practices 2003: Dominican
Republic, February, 2004.

" Alois Hug, “Somos el Patio Trasero de Estados Unidos, no Podemos Enfrentarnos,” El
Pais, July 19, 2004.
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observerscriticized Fernandez’ s privatization of the electric sector, however, noting
that it failed to remedy power shortages and financial difficulties.™

The success of both tourism and export-processing zones is extremely
dependent upon the global economy. Although the Dominican tourism industry has
recovered since late 2002, it suffered a significant decline in 2001-2002, as a result
of the global recession, aweak euro, and the aftermath of the September 11, 2001
terrorist attacks. More significantly, the country’s free trade zones have had to
compete with cheaper goods coming from Central America and China. The trade
deficit of the Dominican Republic with the Central American countries stood at
$85.6 million in 2003.

In 2002, the Dominican economy, despite strong performancein themining and
telecommuni cations sectors, entered arecession. Thecountry’ spublicfinanceswere
placed under strain after President Mgjiaelectedto bail out the country’ sthird largest
bank in violation of the monetary code, Banco Intercontinental (Baninter), which
collapsed in May 2003 after arecord fraud. The Baninter scandal was adirect result
of weak banking regulations that enabled bank executivesto defraud depositors and
the Dominican government of U.S. $2.2 billion worth of account holdings — an
amount equal to almost 67% of the Dominican Republic’s annual budget. Ramon
Baez, theformer president of Baninter, paid out morethan $75 million worth of gifts
and payments to government officials, including President Megjia and Leonel
Fernandez.” The M ejiaadministration negotiated a$600 millionloanfromthelMF
in August 2003 to counter the effects of the Baninter bailout but only received $120
million beforefailing to comply with conditions. A renegotiation in February 2004
allowed adisbursement of an additional $62 million but the administration soon fell
out of compliance with targets. In addition to the failure of Baninter, two other
commercial banks were bailed out in late 2003, resulting in approximately $700
million in losses to the Dominican Central Bank.

By the end of 2003, inflation reached 42%, unemployment stood at 16.5%, and
the peso had lost more than half of its value. Since August 2004, the peso has
regained most of its value, inflation has decelerated, and alate recovery helped the
economy grow 2% in 2004. Thefiscal bill should help cut the budget deficit, but
measures of austerity that will be necessary to meet fiscal targets, which include the
elimination of asubsidy on propane gas, may have del eterious consequences on the
country’s poor and middle classes. Moreover, electricity providers, saddled with
dollar-denominated debts, are still struggling to provide service to a Dominican
populace angry at expensive power bills and continued blackouts. Although the
National Salary Council recently negotiated a 25% salary increase for private sector
employees below a certain wage cap, this increase will not compensate for the
purchasing power they have had in the past year due to 40% inflation. Public sector
wage increases are unlikely to occur until later in 2005. In FY 2004, the U.S. Coast

"1 Bacho Perez, “Widespread Blackouts Leave President Scrambling to Boost Power,”
Agence France-Presse, February 8, 2000.

2 Jose de Cordoba, “Caribbean Cloud,” Wall Street Journal, June 30, 2003.
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Guard intercepted some 5,014 undocumented Dominican migrants at seaen route to
Puerto Rico, providing further evidence of the severity of the economic crisis.”

Relations with the United States

The Dominican Republic enjoysastrong relationship with the United Statesthat
is evidenced by extensive economic, political, and cultural ties between the two
nations. The Dominican Republic is one of the most important countries in the
Caribbean, because of itslarge size, diversified economy, and close proximity to the
United States. Reforms of the Dominican justice system, as well as a number of
market-friendly economiclaws, werewell received by the U.S. government. Despite
these reforms, and the country’ s strong economic performance during the 1990s, the
Baninter scandal and the economic crisis in 2003 concerned investors and policy-
makers in the United States. Although the Dominican Republic withdrew its
contribution of 300 troops to the coalition in Iraq in May 2004, the Bush
Administration has expressed appreciation to the Dominican government for its
participation. The United States hopes to assist the Fernandez Administration in
restoring economic prosperity through free trade, building solid democratic
ingtitutions, fighting crime and corruption, and promoting regional stability.

Foreign Aid. The United Statesisthe largest bilateral donor to the Dominican
Republic, followed by Japan, Venezuela, and Germany. For FY 2005, the United
States allocated an estimated $29 million to the Dominican Republic, and the
Administration has requested $28 million in assistance for FY 2006. These amounts
include support for a variety of Development Assistance and Child Survival and
Health Programs, a Peace Corps staff of some 185 volunteers, and a small military
aid program. In responseto aMay 24, 2004, flood that |eft 414 dead and more than
1,600 families homeless in the Dominican-Haitian border region of Jimani, USAID
has donated atotal of $300,000 to various NGOs, such asWorld Vision and the Red
Cross.

Counter-Narcotics Issues. In September 2004, President Bush designated
the Dominican Republic asone of four major drug transit countriesin the Caribbean,
with 8% of all the cocaine entering the United Statesflowing through the Dominican
Republic. To counteract those illicit activities, the Dominican government, acting
with U.S. officials, has stepped up drug-related seizures, arrests, and extraditions.
The Dominican Republic is aso on the State Department’s list of magjor money-
laundering countries. In 2002, the Dominican Republic enacted atough anti-money-
laundering law aimed at combating drug trafficking, corruption, and terrorism. In
September 2004, the Dominican government adopted a new Criminal Procedure
Code based on an accusatory system aimed at speeding up the processing of criminal
Cases.

Trade and Investment. TheUnited Statesisthe Dominican Republic’ smain
trading partner. The United States exported $4.3 billion in goods to the Dominican
Republic in 2004, with apparel and clothing (12%) and textiles (13%) among the

" FY 2004 U.S. Coast Guard Migrant Interdictions, see [http://www.uscg.mil/hg/g-o/g-opl/
AMIO/Migrant_Stats/FY 04/USCG_04.htm].
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leading items. In the same year, the United States imported $4.5 billion in goods,
amost the same value as exports. Just under half (45%) of U.S. imports were
apparel and clothing, and the mgjority (57%) of al imports entered under Caribbean
Basin Initiative-related programs. The Dominican Republic has benefitted more
fromitsinvolvement in CBI than any other Caribbean country. It wasalso one of the
first countries in the region designated to participate in the expanded trade benefits
of the Caribbean Basin Trade Partnership Act (CBTA) of 2000. It hasaU.S. sugar
guotaof 180,000 tons, the largest of any of our trading partners. Morethan 254 U.S.
companies operate in the Dominican Republic’s 51 free trade zones (FTZs), which
were the engine for the country’s rapid growth throughout the 1990s. By signing
DR-CAFTA, the Dominican Republic hopesto improve accessfor itsexportsto the
U.S. market and to encourage new investment initsFTZs. Itisalsolikely toincrease
trade with the Central American nationsthat are party to the agreement: CostaRica,
El Salvador, Guatemala, Honduras, and Nicaragua.

DR-CAFTA-Related Issues

On March 15, 2004, the United States and the Dominican Republic concluded
afree-trade agreement (FTA) that would integrate the Dominican Republic into the
recently concluded CAFTA. Negotiations were held in three rounds in January,
February, and March 2004. The Dominican Republic signed the DR-CAFTA
agreement on August 5, 2004 in Washington, D.C.

In aFact Sheet on the Dominican Republic FTA, the USTR explained that the
Dominican Republic isthe largest economy in the Caribbean and notes that adding
the Dominican Republic to CAFTA “will become the second largest U.S. export
market in Latin America.””* Under the market access provisions of the FTA, 80%
of U.S. exports of consumer and industrial goods would become duty-free
immediately, with the remaining tariffs phased out over 10 years. More than half of
current U.S. agricultural exportswould becomeduty-freeimmediately, andtariffson
most U.S. agricultural products would be phased out over 15 years, with total
elimination by 20 years. Sugar exports from the Dominican Republic would have a
higher U.S. quota, but the increase would be less than for Central American sugar
exports. Most Dominican products already enter duty-free under CBERA.

Corn Syrup Tax and DR-CAFTA. A controversia issueinU.S.-Dominican
relations in 2004 was the Dominican tax on drinks containing high fructose corn
syrup (HCFS), amajor U.S. product. The HCFS tax appeared to be a measure to
protect Dominican sugar producers. Enacted in September 2004 as part of afiscal
bill containing reformsnecessary to restart the suspended IMF agreement, the HCFS
tax threatened the country’ schancesof beingincludedin DR-CAFTA. On December
27, 2004, the Dominican Chamber of Deputies voted to repeal the tax after a
unanimous vote against the tax in the Senate. President Fernandez signed the
measureinto law on December 28, 2004. The Dominican government must now find
away to appease the country’s sugar producers, who employ some 80,000 people
(mostly undocumented Haitian immigrants) without jeopardizing the country’s
finances. 1n 2003, therewere 531 companiesin the Dominican Republic’ sfree-trade

" Office of the USTR. “Zoellick Statement at Signing of U.S.- D.R.- Central America
FTA,” PressRelease. August 5, 2004.
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zones (FTZs) that employed some 173,379 people. Employment in FTZs is the
Dominican Republic’'s second largest employer after the tourism industry.
Manufacturersin the FTZs are strongly in favor of DR-CAFTA.”

Textiles and Apparel. Under theFTA, textileand apparel productswould be
traded duty-free and quota-free immediately, if they met the rules of origin. The
Dominican Republic would fall under the CAFTA cumulation provisions, which
provide benefits for incorporating Mexican or Canadian inputs, as long as certain
conditionsaremet. One of the chief benefits of an FTA to the Dominican Republic
would beto ensure U.S. preferential treatment for textiles and apparel. This benefit
isimportant, since the Dominican Republic hasreportedly lost U.S. market shareto
China since global textiles were eliminated on January 1, 2005. Dominican
authorities recently estimated that 19,000 Dominican textile workers in the FTZs
have lost their jobs since November 2004 as a result of the quota elimination.”

An unresolved issuewould be apparel made under co-production arrangements
with Haiti. CBTPA benefits expire the earlier of (1) September 30, 2008; or (2) the
date on which the FTAA or another FTA as specified enters into force between the
United Statesand a CBTPA beneficiary country (P.L. 106-200, Section 211). Thus,
if the FTA between the Dominican Republic and the United States entersinto force,
articles co-produced by Haiti and the Dominican Republic might no longer qualify
under CBTPA. The Administration said it would work with the Congress so that
Haiti could continue to be eligible under CBTPA for apparel with inputs from the
Dominican Republic.

Environment. The Dominican Republic is party to a number of multilateral
agreements related to the environment, including the Convention on Biological
Diversity, the Convention on the International Tradein Endangered Species of Wild
Floraand Fauna, the Vienna Convention, and the Kyoto Protocol. Although erosion
and deforestation weremajor problemsduring the 1980s, the Dominican government
and civil society took steps to expand public awareness on environmental issues
during the 1990s. This process culminated in the passage of the Environmental Law
(64-00) and the establishment of the Secretariat for the Environment in late 2000.
Despitethisprogress, anew National Parksbill that was passed in July 2004, despite
protests from environmental groups, a number of foreign embassies and the
dissenting PLD may open up to 20% of the country’s protected areas to foreign
tourism devel opers.”” Inaddition, observershave noted that the disastrousfl oodsthat
resulted in hundredsof deathsin Jimani in June may haveresulted from deforestation
in Haiti and the building of towns on dry riverbeds in the Dominican Republic.

> “Dominican Legislators Repea Tariff that Jeopardized Free-Trade Agreement with
United States,” Associated Press, December 27, 2004.
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4, 2005.

" Nancy San Martin, “Dominican Bill isBeing Called a‘Mortal Blow’ to Environment,”
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Labor. The Constitution of the Dominican Republic and its 1992 Labor Code
providefor broad worker rights, but there are problemswith putting theserightsinto
practice. In a2004 report on human rights practices, the U.S. Department of State
states that although workers in the Dominican Republic are free to organize labor
unions, the penalties for violating worker rights were insufficient to prevent
employers from firing union organizers or using intimidation to prevent union
activity, especially in the FTZs. It also explained that collective bargaining is legal,
but continued that the International Labor Organization considered the requirements
for collective bargaining rights to be excessive. It mentioned the same situation —
a guarantee of legal rights, with problems in practice — for court action on labor
disputes. On child labor, the State Department report said “the Labor Code prohibits
employment of children less than 14 years of age and places restrictions on the
employment of children under the age of 16; however, child labor was a serious
problem.” According to datain the report, almost one-fifth of children ages5to 17
work, primarily in the informal economy, small businesses, sugarcane fields, and in
forced prostitution. The Ministry of Labor isworking in coordination with the ILO
and other international organizationsto combat child labor.

Representatives of the AFL-CIO and the Dominican labor group Consgjo
Nacional de Unidad Sindical (CNUS) havetestified that there are serious violations
of worker rights in the Dominican Republic.” They point out that the most serious
violations arein the export processing zones and that there are problems also in the
sugar industry. The AFL-CIO representative claimed that reviews under unilateral
U.S. programs, such as the Generalized System of Preferences, helped to monitor
labor practices and that this oversight would be lost under an FTA. Human Rights
Watch reports that women “who become pregnant are routinely fired from jobs and
shut out of employment in the Dominican Republic’ s export-processing sector,” and
such abuses of workers would be allowed to continue, because CAFTA does not
prohibit workplace discrimination.”” Workers' groups also fear the loss of
protections under current U.S. unilateral trade programs such as CBI.%

Proponentsof DR-CAFTA haveresponded to these criticismsby noting that the
agreement has provisions providing for the enforcement of domestic |abor laws and
creating cooperative ways to bring those laws up to international standards. For
example, on July 14, 2004, the Dominican Republic’ sMinisters of Trade and Labor,
along with their counterparts from the other DR-CAFTA countries, formed a
Working Group that, with support from the Inter-American Development Bank, is
working to ensure that progress is made on improving labor standardsin the region.
On April 5, 2005, the Ministers met again in order to endorse the strategy devel oped
by that Working Group to strengthen |abor |aw compliance and improvethe capacity
of labor institutions in the DR-CAFTA countries.

8 Testimoniesof TheaM. Lee, AFL-CIO, and of Maribel BatistaMatos, CNUS) onaU.S.-
Dominican Republic FTA before the Trade Policy Staff Committee. October 8, 2003.

" Human Rights Watch, “Dominican Republic: U.S. Trade Pact Fails Pregnant Women,”
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8 See AFL-CIO, “Central American Unions Speak Out Against CAFTA,” Available at
[http://www.aflcio.org/issuespolitics/globaleconomy/upload/CAFTA_CA_unions3.pdf].
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Intellectual Property. Annually from 1998 through 2002, the Dominican
Republic was put on the USTR’ s Special 301 “Priority Watch List,” whichisamid-
level list of countries that, according to the USTR, deny adequate protection of
intellectual property rights. In 2003, the Dominican Republic was moved to the
lower-level “Watch List,” whereit remainedin 2004. TheUSTR notesthat although
the Dominican Republic hasrelatively strong legislation and an adequate regul atory
framework to enforce intellectual property rights, “United States industry
representatives continueto cite lack of IPR enforcement asamajor concern.”® The
International Intellectual Property Alliance (11PA), a coalition of trade associations
representing the copyright industries, estimates that total U.S. industry |osses due to
piracy in the Dominican Republic totaled $16.3 million in 2004.%

Approval Status. On August 14, 2004, former President Mejia sent DR-
CAFTA tothe Dominican Congress. President Fernandez cameout in support of the
DR-CAFTA agreement soon after taking office on August 16, 2004. His Industry
and Trade Minister later reiterated that support and has encouraged groups opposed
to the agreement to present their objections before the Dominican Congress. At this
time, public hearings have been held on the proposed FTA, and proposals for draft
legislation to provide compensation or adjustment mechanisms for sectors affected
by the agreement have been submitted. Leadersinthe Dominican Senate predict that
the agreement will be considered therein mid-2005, after which timeit will be sent
to the Chamber of Deputies, which is more openly pro- DR-CAFTA. Aslong as
compensation mechanisms can be developed to compensate sugar producers and
other sectorsthat may beadversely affected by DR-CAFTA, the Dominican Congress
islikely to approve the agreement.

8 U.S. Trade Representative. 2005 National Trade Estimate Report on Foreign Trade
Barriers.

8 |nternational Intellectual Property Alliance, 2005 Special 301 Report: Dominican
Republic, Available at [http://www.iipa.com/rbc/2005/2005SPEC301DOM REP. pdf].
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El Salvador®

Political Situation

El Salvador achieved notable stability and economic growth in the 1990s, but
its growth has stagnated for the past five years, making it increasingly dependent on
remittances from citizens living abroad.?* A 1992-negotiated peace accord brought
the country’ s protracted 12-year civil war, which had resulted in 75,000 desths, to an
end. Theagreement formally assimilated theformer guerrillaforces, the FMLN, into
the electoral process. The current president, Antonio (Tony) Saca, was elected in
March 2004, along with Ana Vilma de Escobar, El Salvador’'s first female Vice
President, and wasinaugurated as President on June 1, 2004 for afive-year term. He
is the fourth consecutive, democratically-elected president from the conservative
ARENA party that has governed the country since 1989.

In March 2004, Saca (ARENA), a well known businessmen and sports
announcer, won the Salvadoran presidential election handily with 57.7% of thevote.
He soundly defeated hisnearest rival, Shafick Handal, an aging former guerrillaand
Communist party member, of the FMLN who obtained 35.7% of the vote. The
failure of either of the two third party candidates to receive even 5% of the vote
reflected the continuing polarization of the country betweenthe FMLN and ARENA.
Throughout the campaign, Handal vocally opposed ARENA’ sfree market economic
policies, including various privatization schemes, the dollarization of the economy,
participation in DR-CAFTA, and the sending of Salvadoran troops to Irag.

President Saca's first round victory was a serious setback and cause for
assessment for the FMLN that had gone into the campaign with high expectations
based on the party’ sstrong performancein the March 2003 | egislative and municipal
elections. Inthoseelections, the FMLN won more seatsin the Legidative Assembly
than ARENA, the mayoralty of San Salvador for thethird consecutivetime, and 7 of
the 14 departmental capitals. Despite Handal’ s poor electoral showing, hisorthodox
faction of the FMLN, led by ex-guerilla Medardo Gonzalez, prevailed over amore
moderate candidate (the mayor of Santa Tecla, Oscar Ortiz) in the party’s internal
leadership elections that were held on November 7, 2004.

President Saca is maintaining the free market economic policies of his
predecessors, but is also looking for ways to increase tourism and to build up his
country asalogistical hub in order to boost employment and economic growth. At
his inauguration, boycotted by the FMLN, he called for dialogue to achieve
consensus and invited the FMLN to the presidential palace for ameeting. Less than
threeweeksafter hisinauguration, President Sacacrafted an agreement that led to the

8 Prepared by Clare Ribando, Analyst in Latin American Affairs, Foreign Affairs, Defense,
and Trade Division.

8 El Savador, is among a handful of Latin American countries currently relying on
remittances for more than 10 % of its GDP. “All in the Family: Latin America's Most
Important International Financial Flow,” Inter-American Dialogue, January 2004.
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passage of the long-stalled 2004 budget, largely by agreeing to spend more funds on
health and education sectors and to channel a larger share of the funds to the
municipalities. The budget approval was followed quickly by an increase in the
country’s minimum pension, and, in late July, by the unanimous approval of the
“Super Firm Hand” package of anti-gang reforms. Designed along the lines of
former President Flores' “Firm Hand” plan passedin July 2003, the packageincludes
reforms stiffening the penalty for gang membership to up to five yearsin prison and
gang leadership to nine years. The anti-gang |egidlation was approved despite vocal
criticisms by the United Nations and other religious and humanitarian groupsthat its
tough provisions, especially those allowing convictions of minorsunder 12 years of
age, violate international human rights standards.®

While some 54% of Salvadorans approve of President Saca's overall job
performance, he will face a number of significant challengesin 2005. In October
2004, the FMLN, which controls 31 of 84 seats in the Legislative Assembly,
withdrew is support from the multi-party commission devel oped by President Saca
todiscussimportant national social, economic, and political issues. On December 17,
2004, Saca was able to muster enough support in the legislature from small parties
to ratify the DR-CAFTA agreement over FMLN objections. On January 27, 2005,
the country’s 2005 budget was finally approved. The budget had stalled in El
Salvador’'s Legislative Assembly amidst FMLN opposition to its provisions for
increased foreign borrowing. The party is also likely to oppose any presidential
proposals for further privatization, or to change El Salvador’'s public health or
education programs,®® although the resignation of four deputies from the FMLN in
June 2005 will weaken the party and may portend difficulties in the March 2006
elections.®

Economic and Social Conditions

In the 1990s, El Salvador adopted a “neo-liberal” economic model, cutting
government spending, privatizing state-owned enterprises, and adopting the dollar
asitsnational currency. El Salvador isconsidered the 12" most open economy inthe
world.® The economy averaged an annual growth rate of 4.5% between 1990 and
2001 but registered only 2% growth the past few years. While remittances and
reconstruction projects remained steady in 2004, high oil prices and aslump in the
maguiladorasector (large assembly plantsoperating in free-trade zones) kept growth
at amodest 1.8% in 2004. Remittances now contribute 15% of El Salvador’ sannual
GDP, and the country’ seconomic success has becomeincreasingly dependent onthe
success of the global economy.

& Stephen Temple, “Legislative Successfor El Salvador’ s New President as Anti-Criminal
Gang Reforms Passed,” WMRC Daily Analysis, July 30, 2004.

8 Economist Intelligence Unit, “ Country Report: El Salvador,” January 2005.

87 “E| Salvador: FMLN Split Could Undermine Elecctoral Bid,” Latin American Regional
Report: Caribbean and Central America, June 2005.

8 “E| Salvador Lags Despite Trade Winds,” Chicago Tribune, March 24, 2005.
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El Salvador’s recent economic stagnation may be linked to disruptions that
resulted from Hurricane Mitch in 1998, two major earthquakesin 2001, adeclinein
coffeeprices, and the slowdowninthe U.S. economy following September 11, 2001.
The earthquakes in particular caused the country significant damage, leaving more
than 100,000 people homeless and tens of thousands without jobs. Total damage
estimateswere placed ashigh as $3 billion.® Thisseriesof natural disastersoccurred
as El Salvador’s coffee industry was recording record losses when international
coffee prices fell nearly 70% since 1997. Since the United Statesis El Salvador’s
most important trading partner, the U.S. recession and sluggish recovery in 2001-
2002 lowered the demand for Salvadoran exports. Although the U.S. economy has
recovered since 2003, increasing competition for access to the U.S. market from
Asian and other producers has limited the demand for Salvadoran exports.

Although El Salvador has fared better than other countries in the hemisphere,
when population increases are taken into account, the country’s modest growth,
averaging 2% or less for the past four years, is not enough to produce dramatic
improvements in standards of living. With 48% of the population living in poverty
and more than 25% reportedly feeling they must migrate abroad in search of work,
some critics have argued that the average Salvadoran household has not benefitted
from neoliberalism.® Dollarization has raised the cost of living while its primary
benefits, lower interest rates and easier access to capital markets, have not resulted
in an overall decline in poverty levels. Between 1989 and 2004, poverty levels
actually rose from 47% to 51%.” With prices rising, privatization has been
vigorously opposed. A nine-month doctors strike, the longest in the country’s
history, ended in June 2003, when the privatization of the country’s social security
system was halted. Finally, the fruits of stable economic growth have not been
equitably distributed astheincome of therichest 10% of the populationis47.4times
higher than that of the poorest 10%.%

Gangs and Violence. Pervasivepoverty andinequality, combined with 15%
unemployment and significant underemployment, have contributed to the related
problems of crime and violence that have plagued El Salvador sinceitscivil war. As
many as 30,000 Salvadoran youth belong to maras (street gangs).* In 2004, the
Salvadoran National Police estimated that 2,756 homicides were committed in the
country, 60% of which were gang-related.** These gangs are increasingly involved
in human trafficking, drug trafficking, and kidnaping, and pose aseriousthreat to the

8 USAID, “El Salvador Earthquakes: Final Fact Sheet (FY2001),” Sept. 7, 2002.

% Joseph Contreras, “A Country’s Rebirth,” Newsweek International, July 21, 2003; U.S.
Embassy San Salvador, “ El Salvador’ sEconomic Update: Second Quarter 20002,” Sept. 16,
2003.

%1 “Election 2004: El Salvador’s Ruling Party Maintains Narrow Lead Over Former Rebel
Leftists,” WMRC Daily Analysis, Feb. 18, 2004.

%2 United Nations, Human Devel opment Report 2004.

% Christ Kraul, “El Salvador Comesto Grips with Gangs,” Los Angeles Times, December
13, 2004.

9«2 576 Homicidios en el 2004 en El Salvador, Agence France Presse, January 5, 2004.
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country’ sstability. The Salvadoran government reported that theganglegislationled
to a 14% drop in murdersin 2004. However, El Salvador recorded a total of 552
murders in January and February 2005 alone.® In February 2005, the Legidative
Assembly passed an amendment tightening gun ownership laws. Non-profit
organizations in El Salvador have lobbied the government to focus more on
rehabilitation of gang members and less on enacting tough measuresthat criminalize
youths and violate human rights.

Relations with the United States

Throughout the last two decades, the United States has maintained a strong
interest in the political and economic situation in El Salvador. During the 1980s, El
Salvador was the largest recipient of U.S. aid in Latin America as its government
struggled against the armed FMLN insurgency. After the 1992 peace accords were
signed, U.S. involvement in El Salvador shifted towards helping the government
transform the country’ s struggling economy into a model of free-market economic
development. Since that time, successive ARENA governments have maintained a
close relationship with the United States. On December 17, 2003, El Salvador,
signedthe CAFTA, which later was changed to now include the Dominican Republic
andisreferredto as“DR-CAFTA,” that, if approved by all partiesto the agreement,
could strengthen the economic linkages between all parties to the agreement. On
December 17, 2004, despite strong opposition from the FMLN, El Salvador became
the first country in Centra America to ratify DR-CAFTA. El Salvador has
maintained atroop presencein Irag since 2003 despite protests from the FMLN and
terrorists threats against the ARENA government from an extremist group claiming
to be linked to Al-Qaeda.*®

U.S. Foreign Aid. Inthe 1990s, total U.S. foreign assistance to El Salvador
declined fromwartimelevels ($570.2 millionin 1985), and shifted from military aid
towards development assistance and disaster relief. Military aid to El Salvador
reached apeak of $196.6 millionin 1984, but fell to $0.4 million adecadelater. The
United States provided $37.7 million in assistance to El Salvador following
Hurricane Mitchin 1998 and an additional $168 million in reconstruction assistance
sincethetwo earthquakesin 2001. For FY 2005, Congress appropriated an estimated
$40.2 million for El Salvador, and the Administration has requested $42.5 million
in assistance for FY 2006. These amounts support a wide variety of Development
Assistance and Child Survival and Health Programs, as well as 169 Peace Corps
volunteers.

Counter-Narcotics Issues. Not a magor producer of illicit drugs, El
Salvador serves as a transit country for narcotics, mainly cocaine and heroin,
cultivated in the Andes and destined for the United States. El Salvador, along with
Ecuador, Aruba, and the Netherlands Antilles, serves as a Forward Operating

% ChrisKraul, “ El Salvador Comesto Gripswith Gangs,” Los Angeles Times, December 13,
2004; “El Salvador Experiences 552 Homicides in Two Months, WMRC Daily Analysis,
March 3, 2005.

% “E| Salvador: Troops Head to Irag Amid Threats from Extremists,” Latin American
Regional Report, August 17, 2004.
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Location for U.S. anti-drug forces. In 2004, El Salvador’'s Nationa Police seized
2,703 kilogramsof cocaine, 20% morethanin 2003. Alsoin 2004, the FOL facilities
helped seize 2.2 metric tons of narcotics and prevented the deliver of 71 metric tons
of narcotics to the rest of the region.”’

Support for U.S. Military Operations in Iraq. El Salvador immediately
supported the United States following the September 2001 terrorist attacks and sent
afirst contingent of 360 soldiersto Iragin August 2003 and areplacement contingent
of 380 soldiersin February 2004. While al other Spanish-speaking countries have
withdrawn their troops, athird contingent of 380 Salvadoran troops departed for Irag
on August 19, 2004. Despite the fact that 60% of Salvadorans surveyed opposetheir
country’ s involvement in Iraq, President Saca sent a fourth contingent of troops to
Irag on February 10, 2005.%

Migration Issues. TheUnited Statesresponded to therecent natural disasters
in El Salvador by granting Temporary Protected Status (TPS) to an estimated
290,000 undocumented Salvadoran migrantslivingintheUnited States. On January
6, 2005, the U.S. government extended the TPS of undocumented Salvadoran
migrants living in the United States until September 9, 2006. TPS is an important
bilateral issuefor El Salvador, whose migrantsliving in the United States sent home
roughly $2.5 billion in remittances in 2004. The exodus of large numbers of poor
migrantsto the United Stateshasal so eased pressure on the Salvadoran socia service
system and labor market.

U.S. Trade and Investment. For the past decade, the United States has
played a pivotal role in helping El Salvador develop a market-friendly economy
based on the principles of privatization, foreign investment, and free trade. Few
sectorsremain under government control, the U.S. dollar isthecountry’ slegal tender,
and tariffs on foreign goods average just 7.4%.

The United Statesis El Salvador’ s main trading partner, purchasing 60% of its
exports and supplying 50% of itsimports. Morethan 300 U.S. companies currently
operatein El Salvador, many of which are based in the country’s 17 free trade zones.
The composition of U.S. importsfrom El Salvador have changed dramatically since
the gradual expansion of the Caribbean Basin Initiative (CBI) trade preference
system. 1n 2000, El Salvador, along with the other countries of Central America, got
duty free access to the U.S. market on approximately three-quarters of its products
asaresult of the Caribbean Basin Trade Partnership Act or CBTPA (P.L. 106-200,
TitleI1), which expiresin September 2008.* In 1990, traditional products, such as
coffee and spices, accounted for the bulk of the $237.5 million worth of Salvadoran
exports to the United States. By 2002, however, exports jumped to $1.98 billion,
with apparel products accounting for 79% of that total.

7 U.S. Department of State, | nternational Narcotics Control Strategy Report 2004, March
2005.

% “E| Salvador: Saca Flying High,” Latin American Regional Report, February 2005.

99¢|_atin American Economy: What’ sat Stake With CAFTA,” Economist Intelligence Unit,
May 14, 2003.
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DR-CAFTA would make permanent and reciprocal the duty- and quota-free
treatment status provided by CBTPA for apparel madein Central Americafrom U.S.
fabrics formed from U.S. yarns. The agreement would relax the CBTPA’s “yarn
forward” provision, which limitsduty free accessto Central American apparel made
with U.S. materials, by extending that status to garments made from materials
originatingin either the United Statesor Central America. Finally, for someproducts
(boxers, nightgowns), duty-free access would be given for apparel that isassembled
in the region from imported fabric.

By vigorously supporting DR-CAFTA, El Salvador hopes to promote greater
U.S. investment into developing its local capacity to produce paper/paperboard,
plastic materials/resin, and processed foods. Because of itsinterest in securing U.S.
investment, some observers maintain that El Salvador folded to pressure from the
United States when it withdrew from the G-20 group of developing countries at the
World Trade Organization’ s meeting in Cancun in September 2003. These reports
were denied, however, by El Salvador’s Economy Minister, Miguel Lacayo, who
stated, “ El Salvador respondsto its own interests, and the consensus of G-21 did not
respond toitsinterests.”*® The G-20 group, which includes powerful countries such
as Brazil, India, and China, challenged the United States and European countriesto
remove agricultural subsidies as part of the trade negotiations.

DR-CAFTA-Related Issues

President Flores tried to develop favorable markets for EI Salvador’s non-
traditional exports. Accordingly, El Salvador has signed bhilateral free trade
agreements (FTAs) with Mexico, Chile, Panama, and the Dominican Republic, and
isin the process of negotiating alarger FTA with Canadaand four other countriesin
the region. As noted above, El Salvador is one of the leading proponents of DR-
CAFTA. On December 17, 2004, El Salvador becamethefirst country in theregion
to ratify the agreement. However, critics within the country warn that without
adequate safeguards, DR-CAFTA may make El Salvador’'s small farmers more
vulnerableto downturnsintheglobal economy, and that those farmers may beunable
to compete against highly subsidized producersintheUnited States. Othersnotethat
given the high level of liberalization already present in the country, El Salvador
stands the least to gain from DR-CAFTA of any country in Central America'® A
number of sensitive issues arose in the negotiations, which are summarized below.

Apparel. Thebulk of exportsfrom El Salvador to the United Statesare apparel
or related goods. In 2004, apparel and related goods comprised some 85% of El
Salvador’s $2.1 million worth of exports to the United States. The government of
El Salvador reportedly fearsthat although it would still benefit from the CBTPA and
itsproximity to the United States, fierce Asian competition could overtakeits nascent
textileindustry. Todate, CBTPA hashad aminimal effect on the Salvadoran apparel

100 “ Region Feels Pressure of Free-Trade Disagreements with U.S.,” Central American &
Caribbean Affairs, October 2, 2003.

191 David Holiday, “El Salvador’s “Model Democracy,” Current History, February 2005.
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sector.'® Early predictionsthat surrounded the legislation — 150,000 new jobsto be
created, 25% growth in the maquilaindustry, and the establishment of alarger local
textile industry — never materialized. Salvadoran officials hope that DR-CAFTA,
combined with favorable external circumstances, can help achieve some of the lofty
targets previously predicted for CBTPA and protect the apparel sector from Chinese
competition. El Salvador also seeks to develop its textile industry beyond simple
cutting and sewing operations into firms capable of producing finished goods.

Environment. In May 1997, the government of El Salvador passed an
Environmental Law to complement its existing domestic environmental provisions
protecting the country’ s remaining flora and fauna. El Salvador is also a signatory
of more than 51 international environmental agreements, including the Convention
on Biological Diversity, the Convention on the International Trade in Endangered
Species of Wild Flora and Fauna, and the Kyoto Protocol. Despite these
conservation measures, some observers argue that El Salvador has the worst
environmental situationin Central America.’® Accordingto thisreport, EI Salvador
is the second most deforested country in Latin America, 90% of its river water is
contaminated, soil erosion is pervasive, and air pollution isincreasing. A lack of
forest cover hasincreased El Salvador’ svulnerability to natural disasters, evidenced
by the disastrous effects of Hurricane Mitch and the earthquakes of 2001. El
Salvador’s environmental problems are exacerbated by the fact that it is the most
densely populated country in the region.

As in the Chilean free trade agreement, DR-CAFTA requires countries to
enforce their own environmental laws. Observers note that this type of
environmental provision may be inadequate, however, as many countries in the
region do not effectively enforce their environmental laws. On February 18, 2005, El
Salvador, along with the other signatories of DR-CAFTA, signed an Agreement on
Environmental Cooperation and an Understanding Regarding the Establishment of
a Secretariat for Environmental matters to enforce the environmental provisions of
the agreement.

Labor. El Salvador has rétified the International Labor Association’s (ILO)
conventionsagainst discrimination, forced labor and child labor. It hasnot, however,
signed the ILO conventions protecting trade union rights. Asaresult, Human Rights
Watch reported that, as of December 2003, only 5% of the labor forcein El Salvador
is unionized, and even those that are unionized are minimally protected by a weak
Ministry of Labor (MOL) and a corrupt judicial system.*® In June 2001, the ILO
Committee on Freedom of Association noted that the country’ s existing labor code
restricts freedom of association.'® The labor code requires burdensome union

102 .S, Embassy- San Salvador, Caribbean Basin Investment Survey, El Salvador, July 2,
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registration procedures, prohibits union formation and strikes among public sector
employees, and does not require the reinstatement of workers unfairly dismissed.'%
Unions are weakest in the Export Processing Zones (EPZs), as factories have no
collective bargaining agreements in place with the 18 unions active in that sector.
The State Department’ s Country Report on Human Rights Practices covering 2004
assertsthat “workersin anumber of plantsreported verbal abuse, sexual harassment,
and, in severa cases, physical abuse,” and that the Ministry of Labor, which is
responsible for enforcing the country’s labor laws, has “insufficient resources to
cover al the EPZs.”

Opponentsof DR-CAFTA point out that the agreement may serveto perpetuate
these abuses as its weak provisions merely require signatories to enforce their
existing labor laws, rather than reforming thoselawsto meet international standards.
They further assert that the penaltiesfor countries not enforcing their labor laws are
relatively weak. In December 2004, the International Labor Rights Fund (ILRF)
submitted a petition to the Office of the USTR questioning El Salvador’ s digibility
for trade preferences under the Generalized System of Preferences (GSP) given its
weak labor laws.*”

On November 5, 2004, Gilberto Soto, a Salvadoran-born U.S. union leader was
murdered outside hismother’ shomein El Salvador. Mr. Soto was scheduled to meet
with port workers in El Salvador the following week. On December 4, 2004, the
Salvadoran government arrested Soto’s mother-in-law and two accomplices in
connection with the murder. Some local and internationa human rights
organizations, aswell asthe AFL-CIO, have expressed concern that the government
of El Salvador has failed to investigate the possibility that Mr. Soto’s murder was
connected to his union activities. On December 27, 2004 the Salvadoran human
rights prosecutor’'s office complained of irregularities in the government’s
investigation of the case including the accused’'s accusations that they were
“subjectedtoillegal interrogationsand physical and psychological torture.”*% Labor
and human rights advocates have noted that this case may have seriousrepercussions
for workers' human rightsin El Salvador.'®
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Despite these obstacles, there have been some positive successes for the
Salvadoran workforcein recent years, some of which may have been hastened by the
CAFTA negotiations. Following the publication of an internal report on the
deplorable conditions in the maquila sector written in August 2000 by the MOL, the
Salvadoran government acknowledged the problems in the maguila sector and
stepped up its monitoring efforts. A second positive step for the Salvadoran labor
force occurred when El Salvador was selected as one of the first countries to get
Department of Labor funding (through the ILO) for a program to stop the worst
formsof child labor. OnJuly 14, 2004, El Salvador’sMinisters of Trade and Labor,
along with their counterparts from the other DR-CAFTA countries, formed a
Working Group that, with support from the Inter-American Development Bank,
would ensure that progressis made on improving labor standardsin the region. On
April 5, 2005, the Ministers met again in order to endorse the strategy devel oped by
that Working Group to strengthen labor law compliance and improve the capacity of
labor institutions in the DR-CAFTA countries.

Intellectual Property Rights. El Salvador is party to the WTO Agreement
on Trade-Related A spectsof Intellectual Property (TRIPS) and abilateral intell ectual
property agreement with the United States. The government of El Salvador passed
an Intellectual Property and Promotion and Protection (IPR) Law in 1993 and was
subsequently removed from the U.S. Trade Representative’s (USTR) Specia 301
Priority Watch List in 1996. The Law of Trademarks and Other Distinctive Signs
(2002) was established in order to bring El Salvador into better compliance with
TRIPS. The Attorney Genera’s office is charged with enforcement of these laws,
conducting periodic raids against manufacturers and distributors of pirated goods.
As of 2002, the focus of these raids has shifted from software to pirated CDs.
Despite better laws protecting intellectual property and increased raids, U.S.
companies in El Salvador incurred trade losses of $4.0 billion in 2003 due to
software privacy and $1.5 million because of music piracy.*® These substantial
losses continue to occur due to alack of expeditious court proceedings and tough
punishments for piratesin either the criminal or civil courtsin El Salvador. These
violations provideasignificant barrier impedingincreased U.S. trade and investment
in El Salvador.

Approval Status. On December 17, 2004, the Legidative Assembly of El
Salvador ratified DR-CAFTA despite strong objectionsfromthe FMLN. After more
than 19 hours of floor debate and a brief takeover of the chamber by protestors, DR-
CAFTA was approved by avote of 49-35."* A simple magjority of 43 was all that
was needed to pass the agreement. Pro-CAFTA votes were cast by delegates from
ARENA, the National Conciliation Party (PCN), the Christian Democratic Party
(PDC), and one member of the FMLN. President Saca signed the bill ratifying DR-
CAFTA on January 25, 2005.

10 yUnited States International Trade Commission, “U.S. Central America - Dominican
Republic Free Trade Agreement: Potential Economywide and Selected Sectoral Effects,”
August 2004.
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American and Caribbean Affairs, January 6, 2005.
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Guatemala*?

Political Background

Since the 1980s, Guatemala has been consolidating its transition from a
centuries-long tradition of mostly autocratic ruletoward representative government.
A democratic constitution wasadopted in 1985, and ademocratically-elected civilian
government inauguratedin 1986. Eighteenyearslater, democraticinstitutionsremain
fragile. Of al the conflicts that ravaged Central Americain the last decades of the
20" century, Guatemala's conflict lasted the longest. Guatemala ended its 36-year
civil war in 1996, with the signing of the Peace A ccords between the government and
Guatemalan National Revolutionary Unity (Unidad Revolucionaria Nacional
Guatemalteca, URNG), a group created in 1982 from the merger of four left-wing
guerrillagroups. Some of these groupswere inspired by theideol ogies of the Cuban
and Nicaraguan revolutions and by liberation theology. Some had bases in the
highlands with mostly indigenous populations and incorporated the historical
grievances of the Mayans into their agendas for social and economic reform.

The Peace Accords not only ended the civil conflict but constituted a blueprint
for profound political, economic, and social change to address the conflict’s root
causes. Embracing 10 other agreementssigned from 1994 to 1996, the accordscalled
for aone-third reduction in the size and budget of the military; major investmentsin
health, education, and other basi c servicesto reach therural and indigenous poor; and
the full participation of the indigenous population in local and national decision
making. They required fundamental changes in tax collection and government
expenditures, and improved financial management. The accords also outlined a
profound restructuring of state institutions, especially of the military, police, and
judicial system, with the goal of ending government security forces' impunity from
prosecution and consolidating the rule of law. While noting that insufficient
enactment of peace accord reforms are mainly the responsibility of the government,
the United Nations Verification Mission in Guatemala(MINUGUA) statesthat civil
society also shares the blame, such as for failing to support tax increases to fund
social programs.

Former Guatemal a City mayor Oscar Berger, of the center-right coalition Great
Nationa Alliance, won free and fair elections with 54% of the vote in November
2003. The new president wasinaugurated on January 14, 2004, for afour-year term.
Sincetaking office, Berger haslaunched major initiativesto fight corruption, reduce
and modernize the military, enact fiscal reforms, and implement the Peace Accords.
He has pursued corruption charges against his predecessor, Alfonso Portillo of the
Guatemalan Republican Front (FRG), whose administration waswidely criticized for
inadequate implementation of the peace process, increased human rights violations,
increases in drug trafficking and common crime, extensive corruption, and the slow
pace of economic growth. Berger’seconomic reformsinclude new incometax rates
and atemporary tax to fund programs related to the peace process.

112 Prepared by Maureen Taft-Morales, Specialist in Latin American Affairs.
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Despitehisdecisivelossinthefirst round presidential elections, retired General
Efrain RiosMontt of the FRG remainsadestabilizingforce. RiosMontt wasmilitary
dictator from 1982-1983, whilethe army carried out a counter-insurgency campaign
resulting in what is now characterized as genocide of the Mayan population.
Berger’ stop defense official, General Otto Perez, resigned in May 2004 to protest
negotiations between Berger officials and the FRG, of which Rios Montt is till
leader. Perez charged that Berger offered to protect Rios Montt from prosecution in
exchange for his party’s support of fiscal reform legidation (Associated Press,
5/24/04). Berger has been noncommittal about whether his administration will
prosecute the former dictator. On April 4, 2005, however, Rios Montt’s grandson
was sentenced to over three years in prison for racia discrimination in a case
involving verbal abuse of indigenous leader Rigoberta Menchu.

Socio-Economic Background**®

Guatemala has the largest population in Central America with 12 million
people. Approximately half the population is indigenous, with about 23 different
ethno-linguistic groups. The indigenous population is economically and socially
marginalized and subject to significant ethnic discrimination. Distribution of income
and wealth remains highly skewed in Guatemala. According to the World Bank’s
Poverty Assessment of Guatemala, Guatemala ranks among the more unequal
countries of the world, with the top 20% of the population accounting for 54% of
total consumption. Indigenous people, constituting about 50% of the population,
account for less than 25% of total income and consumption.

According to the World Bank’ s report, past free market policies have resulted
in the exclusion and impoverishment of the indigenous population. Massive land
expropriations, forced labor, and exclusion of the indigenous from the educational
system all served to devel op coffee as Guatemala s primary export crop yet inhibit
development among the indigenous rura population. By 1960, Guatemala had
doublethe per capita GDP of neighboring Honduras and Nicaragua, but lower social
indicators, a situation that continues into the present.

Guatemala sper capitaGDPis$3,630, inthemid-rangeinternationally. Itstota
GDP, $20.5 billion, isthe largest in Central America. Y et the World Bank says data
suggest that poverty ishigher in Guatemalathan in other Central American countries.
Estimates of the portion of Guatemala s population living in poverty vary: the U.S.
State Department reports that 80% of Guatemalans live in poverty, with two-thirds
of that number living in extreme poverty. The World Bank reports that 54% of the
population lives in poverty.** Poverty is highest in rural areas and among the
indigenous: 75% of all people living in the countryside live in poverty, and 25% in
this category live in extreme poverty. Poverty is significantly higher among
indigenous people, 76% of whom are poor, in contrast to 41% of non-indigenous
people.

113 Socio-economic datain this section are primarily from Guatemala Poverty Assessment,
The World Bank, February 2003; and Background Note: Guatemala, U.S. Department of
State, Sept. 2003.

14 The difference in the figures is probably due to methodol ogy.
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Guatemala' s GDP for 2003 was $24 billion. GDP growth rate was 3.3% in
2000, but low worldwide coffee prices contributed to Guatemala s slowed growth
over the last couple of years. GDP growth rate was 2.4% in 2003. Despite the
downturn in commaodity prices, traditional exports such as coffee and sugar continue
tolead Guatemala seconomic growth. Over thelast decade, non-traditional exports,
such as assembled clothing, winter fruits and vegetables, furniture, and cut flowers,
have grown dramatically. Tourism also has grown, though continued growth may
depend on the government’s ability to address security issues. Problems limiting
growth include illiteracy and low levels of education, high crime rates, and an
inadequate capital market.

Guatemala ssocia indicatorscontinueto beamongtheworst inthe hemisphere.
Its mal nutrition rates are among theworst in theworld. Itsinfant mortality rateis43
per 1,000 live births, and its under-5 mortality rate is 58 per 1,000 children.*®
Guatemalad silliteracy rateisextremely high: at 31%, only Nicaraguaand Haiti have
worse levelsin the hemisphere. The average level of schooling is an extremely low
4.3 years; among the poor it is less than two years. Schooling is lowest among
women, indigenous people, and the rural poor. Asaresult of malnutrition, 44% of
children under five years of age have stunted growth. Drought and low coffee prices
triggered a rural economic crisis beginning in 2001, which has caused severe
malnutrition among the rural poor.

Implementation of the elements of the Peace Accordsrelating to improving the
living conditions and the rights of indigenous people and women are far behind
schedule. Access to education, according to the Inter-American Commission on
Human Rights, is “still far from becoming areality.” MINUGUA reported in 2003
that the amounts allocated to key social ministries “remained extremely low in
relationto the needsof the country.” Theindigenous popul ation and women continue
to face limited opportunities and discrimination in the labor market. According to
the World Bank’s Poverty Assessment, “The indigenous appear limited to lower-
paying jobs, primarily in agriculture,” which, the report says, is“ unlikely to serve as
a mgjor vehicle for poverty reduction.” Other obstacles hindering social and
economic advancement among the indigenous poor, which the report says the
government still must address, are: higher malnutrition rates, less coverage by basic
utility services, wagediscrimination, and discriminatory treatment by public officials
and other service providers.

International donorsand others havecriticized Guatemalafor not increasing the
tax base to the minimum target of 12% of GDP agreed upon in the Peace Accords.
Guatemala s 2003 tax base, at about 10% of GDP, was one of the lowest in Latin
America.™® At aMay 2003 meeting of the Consultative Group for Guatemal a, donors
told the Guatemalan government it needed to increase its tax revenue, decrease
spending on the armed forces, and increase socia spending as mandated in the
accords. The Consultative Group is made up of over 20 donor countries and
international organizations, includingtheU.S., Canadian, and Japanese governments,
the World Bank, and the IDB. In its report prepared for that meeting, MINUGUA

15 Guatemala Country Profile, The World Bank Group, August 2003.
16« Central America Pins Hopes on Free Trade,” Euromoney, London, June 2004.
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said the organized private sector shares the responsibility for inadequate social
budgets because it systematically opposes efforts to increase taxes, thereby limiting
funding available for key social ministries and institutions of justice.

The Berger Administration has taken steps toward implementing the goal's set
forth by the Peace Accords and the Consultative Group. It has developed a more
inclusive development strategy. It dramatically cut the military budget, and is
shifting those funds to education and health programs. In June 2004, the Congress
passed a tax package which included a Temporary Tax to Support the Peace
Agreements. Despite the government’s commitment to increase tax revenuesto 12
%of GDP by year’ s end, tax revenues were expected to remain at 10.3% for 2004.*

Relations with the United States

U.S. policy objectives in Guatemala, as set forth by the State Department,
include strengthening democratic institutions and implementation of the Peace
Accords; encouraging respect for human rightsand the ruleof law; supporting broad-
based economic growth, sustainable development, and mutually beneficial trade
relations; combating drug trafficking; and supporting Central American integration
through resolution of territorial disputes.*® Relations between Guatemala and the
United Stateshavetraditionally been close, but strained at times by human rightsand
civil-military issues. The Bush Administration repeatedly expressed concerns over
the failure of the Portillo Administration to implement the Peace Accords, a
perceived high level of government corruption, and lack of cooperation in counter-
narcotics efforts.**® The Bush Administration saysthat the change of government in
Guatemala “affords an important opportunity to reverse negative trends in the
country. Donor support will remain essential, however, to keep Guatemala on the
positive democratic path and avoid any fall towards afailing state so near to U.S.
borders.” 2

U.S. Assistance. From 1997 through 2003, U.S. assistance to Guatemala
centered on support of the Peace Accords, providing almost $400 million to support
their implementation. There is no longer a project in direct support of the
Implementation of the Peace Accords as of FY2004. Some activities, such as the
development of justice centers, and efforts to support increased transparency of
Guatemalan government institutions, and to reduce corruption, will continuein other
programs. U.S. assistance to Guatemal ahas declined by over athirdin the past three

17 U.S. Embassy in Guatemala, Guatemala: Country Commercial Guide FY 2005, July
2004. Sec. 2, C.

118 Background Note: Guatemala, U.S. Department of State, September 2003, p.9.

119 See, for example, testimony of U.S. officials at hearing on Drug Corruption and Other
Threatsto Democratic Stability in Guatemala and the Dominican Republic, before House
Committee on International Relations' Subcommittee on the Western Hemisphere, Oct. 10,
2002; and Ambassador Michael Kozak, State Dept. Bureau for Democracy Human Rights
and L abor, Congressional Human Rights CaucusMembers' Briefing: Guatemala: AHuman
Rights Update, Oct. 16, 2003.

120 S AID Budget Justification to Congress FY 2005, “Guatemala.”
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years, from almost $60 million in FY 2002, to $38 million requested for FY 2005.
Therequest for FY 2005 includes$9.7 millionin Child Survival and Health Programs
funds; $6.6 million in development assistance, $4 million in Economic Support
funds, and $17.6 million in P.L. 480 Title Il food assistance programs.

From theinauguration of ademocratically-el ected government in 1986 to 1990,
Congress placed conditions related to democratization and improved respect for
human rights on military assistanceto Guatemala. It also prohibited the purchase of
weapons with U.S. funds. In 1990, the George H. W. Bush Administration
suspended military aid because of concerns over human rights abuses alegedly
committed by Guatemalan security forces, especially the murder of a U.S. citizen.
Congress has continued to prohibit foreign military financing to Guatemala since
then, athough it has allowed some International Military Education and Training
(IMET) assistance. Currently, Congress allows Guatemala only expanded IMET,
whichistraining for human rights, and of civilian personnel in defense matters, and
requires notification to the Appropriations Committees prior to allocation. Inrecent
years Congress has also asked federal agencies to expedite the declassification and
release of information related to the murder of U.S. citizensin Guatemala.

Human Rights. The first of the Peace Accords was the Comprehensive
Agreement on Human Rights, which was signed and became effective in 1994. Te
Peace Accordsestablished aHistorical Clarification Commission, commonly referred
to as The Truth Commission, to investigate human rights violations and acts of
violence that occurred during the armed conflict from 1960 to 1996. In its 1999
report, “ Guatemala: Memory of Silence,” the Commission reported that more than
200,000 peopledied or disappeared because of the armed conflict, and that over 80%
of the victims were indigenous Mayans. The Commission concluded that the
systematic direction of criminal acts and human rights violations at the civilian
Mayan popul ation amounted to genocide. The Commission attributed responsibility
for 93% of theviolationsto agentsof the state, principally members of thearmy, and
stated: “ The mgjority of human rights violations occurred with the knowledge or by
order of the highest authorities of the State.” The Commission concluded that,
although much of the state’' s actions were taken in the name of counterinsurgency
efforts, “[tlhe magnitude of the State's repressive response” was “totally
disproportionate to the military force of theinsurgency...,” and that the vast majority
of the state’ s victims were not guerrilla combatants, but civilians. ***

Regarding respect for human rights, Guatemal ahas made enormous strides, but
significant problemsremain. Thearmed conflict hasdefinitively ended, and the state
policy of human rights abuses has been ended. Civilian control over military forces
has increased . On the other hand, security forces reportedly continue to commit
gross violations of human rights with impunity, and Guatemala must still overcome
adeeply embedded legacy of racism and social inequality. TheU.N., the OAS, and
the United States have all expressed concern that human rights violations have
increased over the past severa years, and that previous Guatemalan governments
have taken insufficient steps to curb them or to implement the Peace Accords.

121 Commission for Historical Clarification, Guatemala: Memory of Slence, Conclusions
and Recommendations, at [http://shr.aaas.org/guatemal a/ceh/report/english/toc.html].
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President Berger has made implementing the Peace Accords atop priority. He has
slashed the size of the military and its budget by more than that required by the Peace
Accords and is modernizing defense policy. He has aso initiated programs to
improve the rights of women and of the indigenous population.

The previous Guatemal an administration agreed to the establishment of aU.N.
High Commissioner for Human Rightsin December 2003, but it hasstill not been put
in place. The Berger Administration is working to resolve legal obstacles to the
establishment of the UN Commission for the Investigation of Illegal Groups and
Clandestine Security Organizations (CICIACS), whosemissionwill betoinvestigate
and prosecute clandestine groups, through which many military officers allegedly
engagein human rightsviolations, drug trafficking, and organized crime. CICIACS
was approved by the Portillo Administration but has yet to be approved by the
Guatemalan Congress. The UN Verification Mission in Guatemala (MINUGUA)
closed in November 2004, after verifying compliance with the Peace Accordsfor ten
years. In September 2004, UN Secretary General Kofi Annan said that Guatemala' s
political process had matured to the point where the country should now be able to
deal peacefully with all of its unresolved issues.

A climate of security remains elusive, however, as violent crime hasincreased
in recent years. President Berger has called the lack of security the most important
problem facing hisadministration. Heinitiated a“national crusade against violence’
in July 2004.*2 Some have criticized the effort for removing security forces from
one areato increase protection in others. Following the murder of ajudge on April
25, 2005, the Guatemal an Supreme Court adopted a plan to protect 25 judges who
have received desth threats.

Narcotics. Guatemaais a maor drug-transit country for both cocaine and
heroin en route from South Americato the United States and Europe. According to
the State Department , up to half of all cocaine on itsway to Mexico and the United
States passes through Guatemala, the preferred country in Central Americafor the
storage and consolidation of northward bound cocaine. In January 2003, President
Bush designated Guatemala as one of three countries in the world that “failed
demonstrably” during the previous year to fulfill itsinternational counter narcotics
obligations. Hegranted anational interest waiver to allow continued U.S. assistance
to be provided to Guatemal a, however. Eight months later, in September 2003, the
President determined that Guatemala had made efforts to improve its counter
narcotics practices, and did not includeit in the “failed demonstrably” list. Among
the steps taken were passage by the Guatemalan Congress in August 2003 of a
measure allowing U.S. security forces to enter Guatemalan airspace and waters
during joint counter narcotics operations or when in pursuit of suspected drug
traffickers.

In July 2004, the Financia Action Task Force, an intergovernmental
organization dedicated to enhancing international cooperation in combating money-

122« \fiolencein Guatemala up 13 [ stet] Percent in First Half of 2004,” EFE News Service,
Aug. 1, 2004. Note: Numbers cited calculated to be 15% increase.
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laundering, removed Guatemala from its list of non-cooperative countries .'%
Guatemala had been on the list of nine countries — the only one in the Americas,
during the Portillo Administration.®** The Task Force welcomed progress made by
Guatemala in enacting and implementing anti-money laundering legislation. Inits
March 2005 International Narcotics Control Strategy Report, the Bush
Administration reported that “1n spite of substantial counternarcotics efforts by the
Government of Guatemala in 2004, large shipments of cocaine continue to move
through Guatemala by air, road, and sea.”

Guatemal a has agrowing domestic drug abuse problem. According tothe State
Department, the Guatemalan government has an aggressive demand reduction
program.

U.S. Trade and Investment. Guatemaa and the United States signed a
framework agreement on trade and investment in 1991, through which they
established abilateral Tradeand Investment Council. Thesigning of the Guatemalan
Peace Accords in 1996 removed a major obstacle to foreign investment there.
Guatemala was certified to receive export trade benefitsin 2000 under the Caribbean
Basin Trade and Partnership Act (P.L. 106-200, Title II), which gives preferential
tariff treatment, and also benefits from access to the U.S. Generalized System of
Preferences. The United States is Guatemala's top trade partner. Guatemala's
primary exports are coffee, sugar, bananas, fruits and vegetables, cardamom, meat,
apparel, petroleum, and electricity; 55.3% of Guatemalan exports go to the United
States. Primary import commodities are fuels, machinery and transport equipment,
construction materials, grain, fertilizers, and electricity; 32.8% of Guatemalan
imports are from the United States.*® The U.S. trade deficit with Guatemala was
$758 million in 2002, with U.S. exports to Guatemala at $2.0 billion, and U.S.
imports from Guatemalaat $2.8 billion. Guatemalaisthe 40" largest export market
for U.S. goods.

U.S. foreign direct investment in Guatemala was $907 million in 2000, and
dropped by amost half, to $477 million, in 2001; it is concentrated in the
manufacturing and finance sectors.”® Major U.S. companiesoperatingin Guatemala
include ACS, American Cyanamid Co., Avon Products, Bell South, Cargill, Citibank,
Coastal Power, Colgate Palmolive, Constellation Power, Exxon, Gillette, Goodyear
Tireand Rubber, Kellogg Co., Kimberly Clark Corp., Levi Straussand Co., Marriott
Hotels, 3M, Phillip, Morris, Inc., Proctor and Gamble, Railroad Development Corp.,
Ralston Purina, Sabritas-Frito Lay, TECO Power Services, Texaco, Warner Lambert,

1234 EATF Tackles TerrorismFinancing, DelistsGuatemala,” Financial Action Task Force,
July 2, 2004.

124 Financial Action Task Force on Money Laundering, Annual Review of Non-Cooper ative
Countries or Territories, June 20, 2003. Paris, France.

125 Figures for 2001, The World Factbook, “Guatemala.” Central Intelligence Agency,
updated August 1, 2003.

126 U.S. Trade Representative, 2003 National Trade Estimate Report on Foreign Trade
Barriers, “Guatemala,” p. 140.
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and Xerox."?" President Berger has made attracting domestic and foreign investment
apriority, believing it will revive the economy and create jobs.

DR-CAFTA-Related Issues

The Guatemal an government supports the DR-CAFTA agreement as a further
step toward economic integration with its neighbors. It established afreetrade area
with El Salvador, Honduras, and Nicaragua in 1993, to which the Dominican
Republic was later added. Negotiations to add Chile to the group are underway.
Along with El Salvador and Honduras, Guatemala implemented a free trade
agreement with Mexico in 2001. Guatemala signed a customs agreement with El
Salvador in March 2004 as part of a strategy to improve trade within the region.

Some observers believe that Guatemal an groups with concerns about possible
negative outcomes of DR-CAFTA, such as small farmers, were limited in their
opposition because of the secretive nature of the CAFTA negotiations.*®

Degspiteaforeigninvestment law passedin 1998 tofacilitateforeigninvestment,
“time-consuming administrative procedures, arbitrary bureaucratic impediments,
corruption, and a sometimes anti-business attitude of the current administration are
areality,” according to a U.S. government report.® A recent World Bank report
listed Guatemala as one of nine countries that regul ate businesses the most heavily.
Thereport concluded that those countries al so had the weakest systemsfor enforcing
the laws and were therefore susceptible to bribery and corruption as well.**

Agriculture. Those who support DR-CAFTA argue that the agreement will
help farmers, especialy those who grow non-traditional crops not grown in the
United States. They also argue that it will help slow migration to the United States
of Central American farm laborers seeking work.

Others are not so sure. Central American governments wanted to negotiate the
elimination of U.S. farm subsidies as part of CAFTA talks. They feared that small
subsistence farmers will be unable to compete against subsidized, and therefore
lower-priced, U.S. commodities. They acquiesced to the U.S. position that the issue
should be addressed in the World Trade Organization. The executive director of the
Central American and Caribbean Agricultural Federation, a Guatemal an, says that
Guatemalan farmers “are afraid [CAFTA] is going to be like NAFTA, which
massacred the campesinosinMexico.” Whether or not NAFTA hashurt subsistence
farmers is disputed, however. A recently-released World Bank report says that

127'U.S. & Foreign Commercial Service and U.S. Dept. of State, Guatemala Country
Commercial Guide FY2003, September 2003, pp.66-67.

128 Tim Rogers, “Blind Man’ s Bluff,” Latin Trade, Sept. 2003.
129 | pid, p.60.
130« poor NationsHave M ost BusinessRed Tape- World Bank,” ReutersNews, Oct. 7, 2003.
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NAFTA “has probably had littleimpact on small farmersin the Southern [Mexican]
stateswho have suffered along history of social, political and economic neglect...”**

Other analysts are concerned that opening basic food production in Central
Americato competition from U.S. imports will have a negative impact on Central
American food security and employment rates. The Central American governments
agreed to includeall of these staplefood cropsin the concluded agreement, however.
The agreement establishes quotas on sensitive agricultural commaodities imported
from the U.S. that will increase over time; by the year 2020, most quotas and tariffs
will beeliminated. White corn, however, will receive some protection in perpetuity.
Although aquotaon U.S. white corn imports will increase annually, the high tariffs
on white corn imports above the quota level will remain in place indefinitely.

Also of concern to Guatemala was how sugar would be treated in CAFTA.
Currently, the U.S. allows aquota of 126,400 metric tons of sugar to enter duty free
from the five Central American countries every year. About 2/5 of that amount, or
50,546 metric tons, is alocated to Guatemala. Central American sugar growers
wanted CAFTA to guarantee an expansion of the quota. As concluded, the
agreement establishes an additional quotaof 32,000 metric tonsfor Guatemala, one-
third of the additional access granted to the five Central American countries, for
sugar exported to the United States. The quotawill increase annually in perpetuity,
but the tariff on any shipments over that quotawill remain prohibitively high.**

Apparel. There are 13 free trade zones operating in Guatemala, with 7 more
authorized to be created. The most frequent beneficiaries of Guatemala's free
trade/maquiladoralawsaretextileassembly operations. 1n 2000 the Caribbean Basin
Initiative was enhanced to give more benefits to the textile industry. Whereas
previously garments could only be sewn in Guatemalain order to be shipped back
into the United States tariff free, since the enhancement, textiles can be cut, sewn,
and finished in Guatemala and still receive those tariff benefits. These benefits
would become permanent under DR-CAFTA. Some U.S. producers have objected
to DR-CAFTA for thisreason, saying it will harm their businesses.
Corruption.™ In recent years, the U.S. government, international
organizations, and independent watchdog organizations criticized Guatemala for
extensive corruption, which allegedly increased under the Portillo Administration.
The Bush Administration called corruption “the number-one obstacle to increasing
the effectiveness of al USG[ovt.] programs in Guatemala” Transparency
International said Guatemalawas perceived as the 33" most corrupt country out of

BLYNAFTA isPositivefor Mexico but Not Enough, Says New World Bank Report,” World
Bank News Release no. 2004/188/LAC, December 17, 2003.

132 For further information on agricultural issues, see CRS Issue Brief 1B95117, Sugar
Policy Issues, by Remy Jurenas.

133 Sourcesinclude Hearing on Drug Corruption and Other Threatsto Democratic Sability
in Guatemala ... op. cit., testimony of Asst. Sec. Of State for Western Hemisphere Affairs
Otto Reich; Transparency International Corruption Perceptions Index 2003, at
[http://www.transparency.org/cpi/2003/cpi 2003.en.html]; Guatemal a Country Commercial
Guide op. cit.; U.S. Trade Representative, op. Cit.
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133 countries in 2003. According to U.S. government reports, “corruption is a
serious problem that companies may encounter at nearly any level,” in Guatemala,
and which has tended to be most pervasive in customs transactions. A semi-
autonomous Superintendency of Tax Administration was established in 1999 to
improve customs operations, but under the previous administration corruption
apparently increased instead. In 2001, Guatemala ratified the Inter-American
Convention against Corruption.

President Berger has made improving governance and attacking corruption
priorities. His administration introduced a code of ethics for cabinet members and
isactively investigating corruption under the previous FRG government. Theformer
Vice President, Finance Minister, Comptroller General, and Superintendent of Tax
Administration are in jail awaiting trial. Former President Portillo, also under
investigation for embezzlement, fled the country in February 2004, the day after his
immunity from prosecution waslifted. Partly in responseto ongoing investigations,
11 FRG legidators have left the legislature. The Berger Administration is making
government finances — including, for the first time, the military budget —
transparent, enacting reforms such as making procurement processes publicly
available online.

Environment.** Guatemalaisparty to 57 multilateral, regional, and bilateral
agreements related to the environment. It is the only Central American country not
to have ratified the Cartagena Protocol on Biosafety, and one of two not to have
signed the Rotterdam Convention on Prior Informed Consent for Certain Hazardous
Chemicals and Pesticides in International Trade. It is part of the Central American
Commission on Environment and Devel opment, established in1989 to enhance the
development of regional environmental initiatives. According to an environmental
review by theU.S. Trade Representative, “ Guatemal ahas hot passed awide spectrum
of environmental laws, and lacks specific laws dealing with the major issues of
water, forests, solid wastes, biodiversity, etc. that many of the other [Central
American] countries possess.” A general Law for Environmental Protection and
Improvement was passed in 1986, and a forestry law was passed in 1996. Thereis
aMinistry of Environment and Natural Resources, and an Environmental Attorney
within the Human Rights Commission to ensure compliance with constitutional
articlesrelated to the environment. Asthe U.S. Trade Representative report noted,
however, the Central Americannations' “ ability to effectively implement and enforce
environmental laws is limited by the lack of fiscal and human resources.”

Water pollution and deforestation are among Guatemaas greatest
environmental problems, and are exacerbated by poverty in the densely populated
central highlands. Forest loss over the past 10 years has averaged aimost 2%
annually. Guatemala stourism sector now contributes moreto the economy than the
coffee sector. While Guatemala's natural environment is an important aspect of

134 Sources for this section include Interim Environmental Review: U.S-Central America
FreeTrade Agreement, Officeof theU.S. Trade Representative, August 2003; John Audley,
The Art of the Possible: Environment in the Free Trade Area of the Americas, |ssue Bri€f,
Carnegie Endowment for International Peace, November 2003; and CAFTA’ sEnvironmental
Chapter, Quixote Center/Quest for Peace, in WOLA, op. cit.
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tourism, expansion of tourism-based devel opment can add to the degradation of the
environment. Tourism-related threatsto ecosystemsincludeair and water pollution,
solid waste disposal, land degradation, loss of wildlife habitats and species, and
increased demand for limited supplies of fresh water (i.e. for hotels and swimming
pools).

Labor.™® Legaly, Guatemalans' right to freedom of association and to form
and join trade unions are protected by the Constitution and the Labor Code.
Practically, however, those rights are inadequately protected by the government.
Accordingtothe State Department’ sHuman Rightsreport covering 2003, employees
in all sectors of the economy hesitate to exercisetheir right of association for fear of
reprisals by employers, the most common reprisal being the dismissal of workersfor
unionizing activities. The report said that “the weakness of |abor inspectors, the
failures of the judicial system, poverty, the legacy of violent repression of labor
activists during the internal conflict, the climate of impunity, and the deep-seated
hostility of the business establishment toward independent and self-governing labor
associ ations constrained the exercise of worker rights.” The Guatemalan legislature
passed two sets of reformsto the national Labor Codein 2001. Many of the reforms
were seen by the labor movement asa* significant step forward” in the protection of
workers' rights. Other so-called reforms, such asthe requirement that one-half plus
one of the workers in an industry must join a union before it can be legally
recognized, is seen by labor activistsas apractically insurmountable obstacle to the
formation of new industrial unions,

Criticsarguethat thelabor provisionsunder DR-CAFTA areless stringent than
those currently in place under U.S. preferential trade arrangements. Under the
Caribbean Basin Initiative and the Genera Agreement on Preferences, the United
States may withdraw trade benefits if Central American governments do not take
steps to meet international labor standards. Under DR-CAFTA, critics, such asthe
AFL-CIO, argue that governments would only be required to enforce their existing,
flawed laws, but not to reform laws to meet international |abor standards.

Advocates of DR-CAFTA argue that accompanying technical cooperation
programswill help improve the enforcement of labor lawsin theregion. In October
2003, the U.S. Trade Representative announced a $6.75 million grant to educate the
public in CAFTA countries about labor laws and to ensure that workers' rights are
respected, saying that the four-year grant is designed to complement CAFTA.**
While acknowledging the importance of such technical assistance, the AFL-CIO
maintains that it is insufficient to “change deep-seated indifference and hostility
towards workers' rights.”

Labor rightsgroupsfiled apetition in December 2004 with the USTR to review
Guatemala sdligibility under the Generalized System of Preferencesfor violation of

% Sources include Country Reports on Human Rights Practices 2002: Guatemala, U.S.
Dept. of State, March 2003; Sronger Labor Provisions Needed in CAFTA, AFL-CIO, in
WOLA, op. cit.

1%« JSTR Announces Grant to Improve Central American Labor Conditions,” Washington
File, Oct. 2, 2003.
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internationally recognized workers' rights. Thegroupsarguethat thereview process
initiated in 2003 has “failed to bring about meaningful progress’ in the areas under
review: “judicial impunity with regard to threats and viol ence against trade unionists
in Guatemal a, the systematic failure of the government to enforceexisting labor laws,
and the need for further reforms to the country’ s labor lawsin order to bring it into
full compliance with international standards.”**

Although Guatemala's constitution prohibits children under 14 years of age
from working without written permission from the Ministry of Labor, MINUGUA
reported in 2000 that just over athird of children 7 to 14 years old worked. Most
children were employed in the informal economy, including household chores,
subsistence agriculture, and family-run enterprises. In November 2002, then-
President Portillo created aNational Commission for the Elimination of Child Labor
to coordinate the implementation of the National Plan to Eradicate Child Labor.

Intellectual Property. Piracy of copyrighted material, especially for business
software applications, is widespread in Guatemala. Guatemala has taken steps to
address the piracy issue. It is a member of the World Intellectual Property
Organization, and recently ratified two of the organization’s agreements. 1n 2000,
the Guatemalan legislature passed laws to increase the protection of intellectual
property rights, including providing patent protection for pharmaceutical and
agricultural productsfor thefirst time. In 2001, the government appointed a special
prosecutor responsible for pursuing intellectual property rightsviolations. 1n 2002,
Guatemala passed intellectual property rights legidation. The U.S. Trade
Representative called the laws “greatly improved,” but noted that a month after its
passagefurther |egisl ation suspended the processing of pharmaceutical and chemical
patents until 2005 and otherwise weakened the protection of intellectual property
rights.® According to the U.S. State Department’s Country Commercial Guide,
enforcement of intellectual property rightsand prosecution of their violation remains
inadequate in Guatemala.

In December 2004, the Guatemalan Congress repealed a law that provided for
test data protection for pharmaceutical products and passed anew law that limitsthe
protection foreign companies get for pharmaceutical test data and allows other
companiesto usethat datato attain approval for, and to produce, generic drugs. Both
UNICEF and the Pan American Health Organization publicly supported the earlier
law’s repeal. In early January 2005, the Bush Administration said the new law
violated the terms of DR-CAFTA and would cause the processto stall. On January
26, 2005, 11 Democratic Members of the U.S. Congress opposed Administration
effortsto force Guatemalato adopt test data protection provisions, arguing in aletter
that such provisions undermine the “Doha Declaration” of the Trade Promotion
Authority Act of 2002, which was meant “to ensure that trade rules on intellectual

37 International L abor Rights Fund, Asociacion Servicios de Promocion Laboral, “ Petition
to Review Guatemala s Country Eligibility Under the Generalized System of Preferences
(GSP) for Violation of Internationally Recognized Workers' Rights,” to Chairman, GSP
Subcommittee, Office of the U.S. Trade Representative. Dec. 13, 2004.

1% U.S. Trade Representative, 2003 National Trade Estimate Report on Foreign Trade
Barriers, “Guatemala,” pp. 140-141.
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property do not interfere with the ability of developing countries to take ‘ measures
to protect public health ... and to promote access to medicinesfor all.””*** Theletter
went onto say that the data protection provisionscould be* especially dangerous’ for
Guatemala, where over 1% of Guatemala s population isinfected with HIV/AIDS.
Theinternational medical aid agency Doctors Without Bordersal so believesthat the
new intellectual property regulations will have a negative impact on local accessto
HIV/AIDS and other essential medicines and notes that 6,000 new cases of
HIV/AIDS are reported annually in Guatemala.'**

The Administration saysitsside letter on public health to DR-CAFTA upholds
the Doha Declaration, although the Guatemalan government would have to declare
a public heath emergency in order to waive the data protection requirement.
President Berger promised to make Guatemala compliant with its DR-CAFTA
obligations quickly. The Guatemalan Congress approved legislation to protect
confidential test data for agro-chemicals and pharmaceuticals on March 9, opening
the way for DR-CAFTA to be voted on.

Approval Status. Guatemaabecame the third nation to ratify DR-CAFTA
onMarch 10. Thevoting wasdelayed earlier intheweek by large protestscalling for
a referendum on the agreement that prevented legislators from reaching their
chambers. The unicameral Congress has 158 members. A simple majority was
needed to pass the DR-CAFTA,; it passed 126 in favor and 12 against. The
Guatemalan Congress held a series of seminars to educate its members about DR-
CAFTA related issues. Public sessions for civil society were also held. Farmers,
union members, students, and social and indigenous groups are among those who
have continued protests agai nst the agreement around the country sinceit was passed.
Clasheswith policeledto arrests, injuries, and at |east one death. Opposition |leaders
maintain it favors capital over labor.** In response to the ongoing protests, Berger
promised a series of measures to offset any negative impact from CAFTA. One of
these measures is a concessions bill to regulate private sector investment in
infrastructure development and social service delivery. Thislegislation hasin turn
drawn protestsfrom criticswho worry thelegislation could |ead to privatizing public
services such as healthcare and education. Berger hasinvited the opposition to meet
with him to air counter proposals.

13 Hilda L. Solis, Henry A. Waxman, et al, letter to Honorable Robert B. Zoellick, U.S.
Trade Representative, Jan. 26, 2005.

140 Encarna Nunez-Diaz, “Prevalence of HIV/AIDS Continues to Rise in Guatemala,”
WMRC Daily Analysis, Apr. 22, 2005.

141 U.S. Southern Command Daily Open Source Information Overview, “ One Dead in
Guatemala Protests against Trade Deal with U.S,,” March 16, 2005.
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Honduras#?

Political Situation

Honduras has enjoyed 23 years of uninterrupted civilian democratic rule since
the military relinquished power in 1982 after free and fair elections. In the
November 2001 presidentia elections, National Party candidate Ricardo Maduro
defeated his Liberal Party rival Rafael Pineda Ponce 52-44%, a wider margin than
some had anticipated, although neither of the two major parties gained amajority in
the 128-member unicameral Congress. For most of this century, the Liberal and
National parties have been the two dominant political parties. Both are considered
center-right partiesand there appear to befew major ideological differences between
the two. In the electoral campaign, Maduro — a Stanford University-educated
economist and businessman — ran on a strong anti-crime platform, which appeal ed
to many Hondurans concerned about the dramatic increase in gang violence in the
country over the past severa years. Maduro’s own son was kidnaped and murdered
in 1997.

When he wasinaugurated to afour-year term in January 2002, Maduro became
the 6™ elected president since the country’ s return to civilian rule. After more than
three yearsin office, President Maduro has faced enormous challenges in the areas
of crime, human rights, and improving overall economic and living conditionsin one
of the hemisphere’ spoorest countries. The next presidential el ections are scheduled
for November 2005, but the campaign has been underway for some time. Political
parties held primaries on February 20, 2005, with the National Party nominating
Porfirio Lobo, the current head of the Honduran Congress, and the Liberal Party
nominating Manuel Zelaya, a rancher and former head of the Honduran Social
Investment Fund. President Maduro will not be a candidate since under the
Honduran Constitution, anyone who has served as president may not be re-elected.

Crime and Human Rights. Upon taking office, crime and related human
rights issues were some of the most important challenges for President Maduro.
Kidnaping and murder had become common in major cities, particularly in the
northern part of the country. Y outh gangs known as maras terrorized many urban
residents, while corresponding vigilantism increased to combat the crime, with
extrgjudicial killingsincreasing. Honduras, along with neighboring El Salvador and
Guatemal a, has becomefertile ground for gangs, which have been fueled by poverty,
unemployment, leftover weapons from the 1980s, and the U.S. deportation of
criminalsto the region.’*®  President Maduro, who campaigned on a zero-tolerance
platform, increased the number of police officers and cracked down on delinquency.
The Maduro government signed legislation in July 2003 making marasillegal and
making membership in the gangs punishable with 12 years in prison. While the

192 Prepared by Mark P. Sullivan, Specialist in Latin American Affairs. For additional
information see, CRS Report RS21103, Honduras: Palitical and Economic Stuation and
U.S Relations.

143 Kevin Sullivan, “Spreading Gang Violence Alarms Central Americans,” Washington
Post, Dec. 1, 2003, p. Al
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crackdown has reduced crime significantly (for example, an 80% decline in
kidnapping and a 60% decline in youth gang violence**) and is popular with the
public, some human rights groups have expressed concerns about abuses and the
effect of the crackdown on civil liberties. There also have been concerns that poor
conditions in aready overcrowded prisons will be exacerbated. In May 2004, 104
inmates — predominately gang members — werekilled in afirein an overcrowded
San Pedro Sula prison.

On December 23, 2004, amassacre of 28 people on a public busin San Pedro
Sula shocked the Honduran nation. The Mara Salvatrucha gang was reportedly
responsible for the killings and a number of arrests have been made. President
Maduro maintains that the massacre was potentially a gang response to the
government’ szero-tolerance policy. Another theory isthat MaraSalvatruchacarried
out the killings on the turf of arival gang known as M-18.*°

Economic Conditions

Another significant challenge for President Maduro has been his ability to
improve the overal state of the Honduran economy and living conditions.
Traditional agriculture exports of coffee and bananas are still important for the
Honduran economy, but nontraditional sectors, such as shrimp farming and the
maguiladora, or export-processing industry, have grown significantly over the past
decade. With a per capitaincome of $970 (2003, World Bank estimate), Honduras
remains one of the poorest countries in the hemisphere. Among the country’s
development challenges are: an estimated poverty rate of 64%; an infant mortality
rate of 34 per 1,000; chronic malnutrition (33% of children under five years); an
average adult education level of 5.3 years; and rapid deterioration of water and forest
resources, accordingtothe U.S. Agency for International Devel opment.**® Honduras
also has asignificant HIV/AIDS crisis, with an adult infection rate of 1.8%." The
Garifunacommunity (descendants of freed black slavesand indigenous Caribsfrom
St. Vincent) concentrated in northern coastal areashasbeen especially hard hit by the
epidemic.

Honduras was devastated by Hurricane Mitch in October 1998, which killed
morethan 5,000 people and caused billionsof dollarsin damage. Amidthecountry’s
hurricane reconstruction efforts, Honduras signed a poverty reduction and growth
facility (PRGF) agreement with the International Monetary Fund (IMF) in 1999 that
was extended through 2002. The agreement imposed fiscal and monetary conditions
requiring Honduras to maintain firm macroeconomic discipline and to develop a

144 John Authers and Sara Silver, “Death of Son Persuades Honduran to Take Political
Stage,” Financial Times, Aug. 11, 2004.

145 ChrisKraul, “Honduran SeesMassacreasaWarning,” Los Angel es Times, December 27,
2004.

146 U.S. Agency for International Devel opment. Budget Justification to the Congress, Fiscal
Y ear 2006, p. 427.

147 For more information, see CRS Report RL32001, AIDSin the Caribbean and Central
America, by Mark P. Sullivan.
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comprehensive poverty reduction strategy. In February 2004, Honduras signed a
three-year PRGF agreement with the IMF that, as of April 2005, made Honduras
eligible for about $1 billion in debt relief under the IMF and World Bank’s Highly
Indebted Poor Countries (HIPC) Initiative. ThelMF acknowledged that broad public
support for the PRGF program is crucial for its success. At times, street
demonstrations against economic reforms have made it politically costly for the
government. In late August 2003, some 12,000 protestors blocked entrances to the
capital and forced their way into Congress. The government has faced the dilemma
of balancing the IMF's calls for reducing public expenditures and the public's
demands for increased spending. In April 2005, the IMF acknowledged that
Honduras' successful implementation of sound macroeconomic poliesand structural
reforms had led to improved economic conditions. At the same time, the IMF
maintained that the government faces such challenges as making further progressin
containing public sector wages, modernizing tax administration and the central bank,
and implementing judicial, electoral, and administrative reforms.'*

Relations with the United States

The United States has had close relations with Honduras over the years,
characterized by significant foreign assistance, an important trade relationship, a
military presence in the country, and cooperation on arange of transnational issues,
including counternarcotics efforts, environmental protection, and most recently the
fight against terrorism. The bilateral relationship became especialy close in the
1980s when Honduras returned to democratic rule and became the lynchpin for U.S.
policy in Central America. At that time, the country became astaging areafor U.S.-
supported excursions into Nicaragua by anti-Sandinista opponents known as the
contras. Today, overal U.S. policy goas for Honduras include a strengthened
democracy with an effective justice system that protects human rights and promotes
therule of law, and the promotion of sustainable economic growth with amore open
economy and improved living conditions. If approved, DR-CAFTA would lead to
increased U.S.-Honduran economic linkages. The Bush Administration views DR-
CAFTA asameansof solidifying democracy in Honduras and promoting safeguards
for environmental protection and labor rights in the country, while those opposed
guestion whether the agreement would lead to improvementsin the protection of the
environment and labor rights.

U.S. Foreign Aid. The United States has provided considerable foreign
assistance to Honduras over the past two decades. In the 1980s, the United States
provided about $1.6 billion in economic and military aid to Honduras as the country
struggled amid theregion’ scivil conflicts. Inthe 1990s, U.S. assistanceto Honduras
began to wane asregional conflicts subsided and competing foreign assi stance needs
grew in other parts of the world. Hurricane Mitch changed that trend as the United
States provided almost $300 million in assistance to help the country recover from
the devastation of the storm. Asaresult of the new influx of aid, U.S. assistanceto
Honduras for the 1990s amounted to around $1 billion.

148 International Monetary Fund, “IMF Concludes 2005 Article IV Consultation with
Honduras,” Public Information Notice, April 13, 2005.
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With Hurricane Mitch funds expended by the end of 2001, U.S. foreign aid
levelsto Honduras declined, but will rise once again because of assistance under the
Millennium Challenge Account (MCA). Foreign aid funding amounted to $41
million for FY 2002, $53 million for FY 2003, $43 million for FY 2004, and an
estimated $41 million for FY2005. The Bush Administration requested almost $37
million for FY2006. These amounts include support for a variety of development
assistance projects, HIV/AIDSassi stance, food aid, and alarge Peace Corpspresence
with over 250 volunteers. In 2004, Honduras became €ligible to compete for MCA
funding, and on May 20, 2005, the Millennium Challenge Corporation approved a
five-year $215 million compact for the country with assistance targeted for rura
devel opment.

Military and Counternarcotics Issues. The United States maintains a
troop presence of about 550 military personnel known as Joint Task Force (JTF)
Bravo at Soto Cano Air Base. JTF Bravo was first established in 1983 with about
1,200troops, who wereinvolved in military training exercisesand in supporting U.S.
counterinsurgency and intelligence operations in the region. Today, U.S. troops in
Honduras support such activities as disaster relief, medica and humanitarian
assistance, counternarcotics exercises, and search and rescue operations that benefit
Hondurasand other Central American countries. Regional exercisesand deployments
involving activeand reserve components providetrai ning opportunitiesfor thousands
of U.S. troops. Intheaftermath of the HurricaneMitchin 1998, U.S. troops provided
extensive assistance in the relief and reconstruction effort and were involved in
delivering relief supplies, repairing bridges and roads, rebuilding schools, and
operating medical clinics.

While Honduras is not a significant producer of illicit drugs, the country is a
transshipment point (viaair, land, and sea) for cocaine from South Americadestined
to the United States. The State Department’s March 2005 International Narcotics
Control Strategy report noted that cocaine seizures in 2004 were down from the
record high level of the previous year but also noted that Honduras disrupted one of
the most active drug trafficking organizationsin the country. The State Department
report also asserted that corruption continues to hamper law enforcement efforts.

Honduras was among the coalition of the willing supporting U.S. military
operationsin Irag, and in July 2003, Honduras began providing amilitary contingent
of 370troopsto Irag, joining other contingentsfrom El Salvador, Nicaragua, and the
Dominican Republic. The Maduro government’s proposal to send the troops was
approved by the Honduran Congress, but the narrow margin of 66-62 reflected strong
opposition by some sectors, including the opposition Liberty Party.**® The Honduran
troops served under abrigade commanded by Spain, but when Spain decided to bring
home itstroops, Honduras followed suit and removed all itstroops by June 1, 2004.

Migration Issues. A significant issue in bilateral relations has been the
migration status of some 82,000 undocumented Hondurans living in the United
States. In the aftermath of Hurricane Mitch in 1998, the United States provided

149 “Debate on Sending Central American Soldiersto Irag,” Inforpress. Central America
Report, July 18, 2003.
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temporary protected status (TPS) to the undocumented Hondurans, protecting them
from deportation, because the Honduran government would not be ableto cope with
their return. Originally dated to expire in July 2000, TPS status for undocumented
Hondurans has been extended four times— most recently on November 1, 2004 —
and isnow scheduled to expirein July 2006.*° The undocumented Hondurans send
back millions of dollars annually in remittances to their familiesin Honduras.

U.S. Trade and Investment. U.S. trade and investment linkages with
Honduras have increased since the early 1980s. In 1984, Honduras became one of
thefirst beneficiaries of the Caribbean Basin Initiative, theone-way U.S. preferential
trade arrangement providing duty-free importation for many goods from the region.
In the late 1980s, Honduras benefitted from production-sharing arrangements with
U.S. apparel companies for duty-free entry into the United States of certain apparel
products assembled in Honduras. As a result of these production sharing
arrangements, maguiladoras or export-assembly compani esflourished, with some 36
industrial parks now operating in the country, most concentrated in the north coast
region. The passage of the Caribbean Basin Trade Partnership Act (P.L. 106-200,
Titlell), which provides Caribbean Basin nationswith NAFTA-likepreferential tariff
treatment, is expected to further boost Honduran maquiladoras, asis DR-CAFTA.

The United States is by far Honduras major trading partner, and is the
destination of about two-thirds of Honduran exports and the origin of about half of
itsimports.™® In 2004, U.S. exports to Honduras amounted to about $3.1 billion,
with knit and woven apparel inputs accounting for a substantial portion. U.S.
imports from Honduras amounted to about $3.6 billion, with knit and woven apparel
(assembled products from the maquiladora sector) accounting for the lion’s share.
Other Honduran exports to the United States include bananas, seafood, electrical
wiring, gold, tobacco, and coffee. ™

According to USTR, the stock of U.S. foreign investment in Honduras in 2003
amounted to $270 million, up almost 50% from 2002.>* The two countries have a
bilateral investment treaty that entered into forcein July 2001. There are more than
100 U.S. companies in Honduras, with many concentrated in the maquiladora or
export assembly sector, including such companies as Cross Creek, Hanes, Jockey,
Levi Strauss, Osh Kosh B’Gosh, and Wrangler. Other investments are in such
economic activities as banana and other fruit production (especially Chiquita and
Standard Fruit), tourism, energy generation, shrimp farming, cigar manufacturing,
insurance, brewing, food processing, fuel distribution, and furniture manufacturing.
In addition, anumber of U.S. fast-food restaurants, hotels, and stores have licensing
agreements to operate franchises in Honduras, including such companies as
Applebee, Best Western, Burger King, Church’s Chicken, Domino’ sPizza, Holiday

1% For more on TPS, see CRS Report RS20844, Temporary Protected Status: Current
Immigration Policy and Issues, by Ruth Ellen Wasem and Karma Ester.

31 Direction of Trade Statistics Y earbook 2004, International Monetary Fund.

152 Trade statistics are from the Department of Commerce, as presented by World Trade
Atlas.

133 Office of the United States Trade Representative. 2005 Foreign Trade Barriers, p. 248.
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Inn, McDonald’s, Pizza Hut, Popeye's, Price Smart, Ruby Tuesday, Star Mart,
Subway, TGI Friday, and Wendy's.™*

DR-CAFTA-Related Issues

Over the past decade, Honduras has moved toward closer economic integration
with its Central American neighbors and has negotiated, or is in the process of
negotiating, free trade agreements with several nations as a means of stimulating
economic development. It joined with Guatemala, El Salvador, and Nicaragua to
establish a free trade area in 1993; the four countries signed an agreement with
Dominican Republic and are currently negotiating one with Chile. In 2000,
Honduras joined with Guatemala and El Salvador in signing afree trade agreement
with Mexico that entered into force in 2001.

Honduras views DR-CAFTA as away to make the region more attractive for
investment, asaway to protect theexisting preferential trade arrangement for exports
to the United States, and as a mechanism to hel p transform the country’ sagricultural
sector. There have been concerns in Honduras about the adverse effects of the
regiona agreement in opening the Honduran market to U.S. agricultural products,
especialy for several sensitive products such as corn, rice, beef, poultry, and pork.
As a result, in the final agreement, most tariffs for sensitive products into the
Honduran market have longer phase-out periods, with someranging ashigh as15-20
years. For white corn, the agreement includes atariff rate quota that would increase
2% annually into perpetuity; there would be no tariff reduction for the out of duty
quota™ Honduran officials are also concerned about the loss of jobs, which could
led to social unrest if not addressed properly through long-term investment to help
transform the agricultural sector to make it more competitive.

Apparel. Hondurasisthethird largest exporter of apparel to the United States
after Mexico and China. The maquiladoraor export assembly industry in Honduras
developed inthe 1980s and 1990s under special access programsfor eligible apparel
productsunder production sharing arrangements associ ated with the Caribbean Basin
Initiative. In 2000, the Caribbean Basin Trade Partnership Act (CBTPA) provided
NAFTA-like benefits to Caribbean Basin countries to ensure that Mexico's trade
benefits under NAFTA did not result in a substantial advantage over the trade
benefits of Caribbean Basin countries. The benefits under CBTPA are scheduled to
expire in September 2008 or upon entry into force of the Free Trade Area of the
Americas, whichever comesfirst. Honduran officials havefears of not being ableto
compete with China and other Asia apparel producers after the January 2005
phaseout of quotas under the WTO Agreement on Textilesand Clothing. Because
of itslarge maquiladora sector (which employed almost 124,000 people at the end

154 A partial listing of U.S. firms and franchises operating in Honduras can be found in the
Commerce Department’ s “Honduras Country Commercial Guide, FY 2005.”

1% United States Trade Representative. “CAFTA — Agriculture, Specific Fact Sheet,”
February 10, 2004.
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of 2003™), Honduras is interested in DR-CAFTA to ensure that its apparel trade
benefits under CBTPA are continued beyond September 2008. In the CAFTA
negotiations, the Central Americans advocated liberalizing the rules of origin for
apparel to allow the duty-free export of apparel made with yarn from third countries
as well as special quotas for apparel assembled in the region from fabric imported
from third countries.™’ Liberalized rules of origin and the special quotas would be
especialy significant for Honduras because of its large export-assembly sector.

The CAFTA agreement completed in December 2003 included provisions that
would liberdize the rules for apparel trade™® According to USTR, “an
unprecedented provisionwill giveduty-free benefitsto some apparel madein Central
Americathat contains certain fabricsfrom NAFTA partners Mexico and Canada.” **°
Liberalized rulesof originwould a so alow duty-freeentry for certain apparel (boxer
shorts, pajamas, and nightwear) made from third-country fabric; brassieres would
also be duty-free with third country fabric if it was cut and sewn in Central
America'® Apparel deemed to include certain content in short supply could also
qualify for duty-free treatment. Another provision would allow limited amounts of
third-country content fabric to go into CAFTA apparel.

Thepresident of the Honduran Textileand Apparel Manufacturers Association,
Jesus Canahuati, asserts that CAFTA would enable his country to better compete
with producers such as China, even with the elimination of global quotas on textile
and apparel. Canahuati maintains that various foreign companies, largely from the
United States, would invest about $300 million in Honduras if CAFTA were
approved.'*

Environment. According to a report by the Office of the U.S. Trade
Representative, Honduras “has a more limited slate of domestic environmental
legislation” than its Central American neighbors.®®> Honduras passed a general
environmental law in 1993, and the Ministry of Natural Resources and Environment
is the agency ensuring compliance with environmental law and coordinating

1% “Honduras Industry: Maquila L eads Manufacturing Growth,” EIU ViewsWire, April 22,
2004.

137 “ Central America/U.S.: CAFTA Talks Advance,” Oxford Anlaytica, April 8, 2003.

%8 For more, see CRS Report RL 31870, The Dominican Republic-Central America-United
Sates Free Trade Agreement (DR-CAFTA): Challenges for Sub-Regional Integration, by
J. F. Hornbeck.

1% Office of the United States Trade Representative, “ Trade Facts: Free Trade with Central
America, Summary of the U.S.-Central America Free Trade Agreement,” December 17,
2003.

160« CAFTA TextileRulesPave Way for Increasein Foreign Fabric Use,” InsideU.S Trade,
December 19, 2003.

161 “Honduran Textile Industry Sees CAFTA as Key to Competing in 2005,” Inside U.S.
Trade, December 24, 2004.

182 Office of the United States Trade Representative, Interim Environmental Review, U.S--
Central America Free Trade Agreement, August 2003.
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environmental policies. Hondurasis party to 54 bilateral, regional, and muiltilateral
agreements, including the Convention on Biological Diversity and the Kyoto
Protocol.

The most significant environmental challenges facing Honduras include
deforestation and forest degradation and proper watershed management. The
devastation caused by Hurricane Mitch in 1998 highlighted poor watershed
management. Withregard to deforestation, illegal logging by lumber companieshas
been a problem in eastern Honduras. In May 2003, death threats against Father José
Andrés Tamayo, who has been vocal in criticizing forest product companies and has
called for a moratorium on forest exploitation, prompted President Maduro to
increase security for the forests in eastern Honduras and to initiate plans for
developing anew forestry policy.'*® Father Tamayo led asecond national “March for
Life” protest in June 2004 calling for an end toillegal logging in Olancho province.
In response, President Maduro promised to set up committees (with government and
environmental representatives) to eval uate petitionsto ban logging in some areas.*®

Several environmental groupsin Central America have expressed support for
the environmental provisions in the DR-CAFTA agreement. This includes the
Honduran Ecologist Network for Sustainable Development (REHDES), which
consists of six environmental non-governmental organizations.'® In contrast, a
number of other Central Americaenvironmental groups actively oppose CAFTA.*®
This includes the Environmental Movement of Olancho, a coalition of subsistence
farmersand religiousleaders opposed to uncontrolled commercia logging, whichis
led Father Tamayo noted above. Tamayo, who received the 2005 Goldman
Environmental Prizefor hiswork, maintainsthat the Honduran government does not
have the political will to enforce environmental protection laws.*®’

On February 18, 2005, Honduras and other DR-CAFTA signatories concluded
two additional accords at strengthening the trade agreement’s environmental
provisions. Thefirst, an understanding, called for the establishment of a secretariat
to administer a submission process in order to alow citizens to petition whether a
country is not enforcing environmental laws effectively. The second agreement, an

163 “Honduras: Activist Demand End to Logging,” Central America Report, June 27, 2003.

164 Catherine Elton, “Honduran Marchers Decry Logging,” Miami Herald, July 5, 2004,
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Environmental Cooperation Agreement, would guide environmental cooperation in
the region.'®®

Labor.™ About 7.3% of the Honduran work force is unionized, according to
the State Department’ s February 2005 human rightsreport, with public sector unions
having more strength than those in the private sector. Overall, the economic and
political influence of unionsreportedly hasdiminished inrecent years. Hondurashas
three major labor confederations: the Confederation of Honduran Workers (CTH),
the General Workers' Central (CGT), and the Unitary Confederation of Honduran
Workers (CUTH). Thegrowth of “solidarity” associationsin private companies, an
aternative to unions that provide credit and other services to workers, has been
criticized by organized labor as employer-dominated and an attempt to stop the
growth of independent unions.

Workers in both unionized and non-unionized companies are covered by the
Labor Code, with the right to seek redress from the Ministry of Labor. The Labor
Code prohibits blacklisting, but according to the Department of State’ shuman rights
report, thereis credible evidence that blacklisting has occurred in the maquiladoras
because of employees union activities. USTR reported in 2001 that there were
widespread reports of dismissal and other reprisals against workers for their union
activities. USTR and the Ministry of Labor signed amemorandum of understanding
in 1995 that had recommendations to enforce the Labor Code and resol ve disputes.
Labor unions maintain that the ministry has not made sufficient progress toward
enforcing the Labor Code, including inspections of the maquiladoraindustry. Over
350,000 children work illegally in Honduras, occurring mainly in rural areas and in
small companies. Theillegal employment of children in the maquiladora sector has
occurred in isolated cases, according to the Department of State.  The Honduran
Labor Minister maintains that some 10 years ago, the maguiladora sector had a
problem with child Iabor, but that now it does not exist in the sector.*”

There has been substantial criticism of labor sector conditions in Honduras by
U.S.-based labor groups and the International Federation of Free Trade Unions
(ICFTU). A report by the AFL-CIO assertsthat the “Honduran government tol erates
a broad and systematic pattern of worker rights violations, particularly in
magquiladoras producing apparel for export to the U.S. market.”** The ICFTU
maintai nsthat while Honduran law recognizestheright toformand join tradeunions,
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10 Rossella Brevetti, “Honduran Labor Minister Says Any Changes to CAFTA Labor
Chapter Must Be Reasonable,” International Trade Reporter, December 23, 2004.
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2002, Section 2102(c)(8)-(9), AFL-CIO, Union of Needletrades, Industrial and Textiles
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there are a number of restrictions. It further asserts that in practice “workers are
harassed and even sacked for trade union activities, and some unionized workers are
blacklisted in the export processing zones.” "

In late October 2003, the New Y ork-based National Labor Committee began a
campaign focusing attention on aleged worker rights violations at a Honduran
maguiladorafactory producing shirts for the fashion company of hip-hop performer
Sean P. Diddy Combs. The owner of the factory caled the charges a tota
fabrication, and the Honduran Ministry of Labor maintains that an inspection of the
factory did not uncover abuses aleged by the labor activists.*”® Critics of the
National Labor Committee argue that the group specializes in campaigns involving
celebrities whether the allegations are true or not.*™

In December 2004, two labor groups— theInternational Labor Rights Fund and
the Association of Labor Promotion Services (Asociacion Servicios de Promocion
Laboral) — submitted a petition to USTR to review Honduran labor practices
regarding the country’ scontinued éligibility for General System of Preferences(GSP)
trade benefits. The groups alleged that Honduras has done nothing since 2000 to
fully implement a 1995 memorandum of understanding with USTR regarding
improvement of Honduran labor practices.'”

Thetrade and labor ministersof Honduras and other DR-CAFTA countries met
in July 2004 under the sponsorship of the Inter-American Development Bank (IDB)
to devel op recommendations for actions needed to strengthen labor law compliance
and enforcement. In April 2005, the countriesfollowed up and unveiled a so-called
white book that endorsed awork plan to strengthen enforcement of labor lawsinthe
region. The recommendations included projects to improve trade union rights,
increase labor inspections, provide better protections for women in the workplace,
increase the capacity of labor ministriesand labor courts, and end the worst forms of
child labor.*

Some Members of Congress assert that Central American labor lawsfall short
of ILO standards so that better enforcement of standardswould beinsufficient. They
maintai n that Honduras has burdensome requirementsfor union recognition, theright
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to strike, and other restrictionson union leadership. They al so notethat Honduras has
not provided adequate sanctions for anti-union discrimination.*”’

Honduran Labor Minister German Leitzelar has stated that he would not
automatically reect changes to the CAFTA labor chapter, if the changes were
reasonable and not based on political caprice, but he also asserted that the CAFTA
labor chapter is well written and reflects international labor norms.'’®

Intellectual Property Rights. In 1998, Honduras's Caribbean Basin
Initiative and Generalized System of Preferences (GSP)'”® benefits were partially
suspended for several months because of the piracy of U.S. televison broadcasts and
videos. The benefits were restored after Honduras took action to stop the piracy.
Today, the Office of the United States Trade Representative (USTR) maintains that
Hondurashaslargely complied with the WTO Agreement on Trade-Related A spects
of Intellectual Property Rights (TRIPS), but notes that the Honduran Congress has
yet to enact reforms rel ated to integrated circuit designs and plant variety protection
to be in full compliance with TRIPS. In the DR-CAFTA, Honduras agreed to
provideeffective patent protectionfor plantsor toratify or accedeto the International
Convention for the Protection of New Varieties of Plants. Accordingto USTR, the
piracy of books, sound and video recordings, compact disks, and computer software
is widespread in Honduras because of limited enforcement capacity. The United
States and Honduras initialed a bilateral intellectual property rights agreement in
1999, but both parties agreed to fold the provisionsinto CAFTA and DR-CAFTA.
USTR maintains that the agreement would strengthen intellectual property rights
protection to conform with or exceed WTO norms. Theillegal registration of well
known trademarks has al so been a problem in Honduras, athough USTR maintains
that theDR-CAFTA’ senforcement provisionsaredesigned to hel p reducetrademark
pi racyllso

Approval Status. The Honduran Congress approved the DR-CAFTA
agreement on March 3, 2005, by afinal vote of 124-4, demonstrating broad support
for the agreement by both the Liberal and National parties. Only members of the
small leftist Party of Democratic Unity (PUD) voted against the agreement.*®* Active
opponents of the agreement included some government sector employees. The
Popular Block and National Coordinator of Popular Resistance (CNRP), consisting

" RosellaBrevetti, “ House Democrats Outline Shortcomingsin L abor Lawsof CAFTA-DR
Countries,” International Trade Reporter, April 7, 2005.

178 Honduran Minister Defends L abor Practices, SaysKey IsCultural Change,” InsideU.S.
Trade, December 17, 2004; and Rossella Brevetti, “Honduran Labor Minister Says Any
Changes to CAFTA Labor Chapter Must Be Reasonable,” International Trade Reporter,
December 23, 2004.

1 GSPisaU.S. preferential trade program providing duty-freetreatment to certain products
from designated devel oping countries.

180 Office of the United States Trade Representative. 2005 Foreign Trade Barriers, pp. 251-
252.

181 | nformation provided by tel ephone, U.S. Department of State, Desk Officer for Honduras,
March 4, 2005.
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of workers, teachers, and peasants, and the Civic Council of Honduran Popular and
Indigenous Organizations (COPINH) organized protests against the agreement. As
noted above, some environmental groups, such as the Environmental Movement of
Olancho, have opposed the agreement.

Nicaragua'®

Political Situation

Nicaragua began atransition to democracy in 1990 after adecade-long struggle
between aleftist regime and U.S.- backed counter-revolutionary forces. A country
plagued by generations of dictatorial rule, civil war and poverty, Nicaragua has
begun to develop democratic institutions and create a framework for economic
development. Progress has been made in key social sectors, as the country’ s infant
and child mortality rates, total fertility rates, and malnutrition levels have declined.
Nicaraguarecently received substantial debt relief under the International Monetary
Fund’'s heavily indebted poor countries (HIPC) initiative, and has signed the free
trade agreement with the United States, its Central American neighbors, and the
Dominican Republic. It has also been selected as one of only three Latin American
countries to receive a substantial injection of foreign aid under the Millennium
Challenge Account, a new program which rewards poor countries for curbing
corruption and improving governability. Nonetheless, Nicaragua remains poor, its
institutions weak, and a growing political crisis threatens its current government.

Current political tensionsin Nicaraguaare high and have been shaped by power
struggles between three prominent political figures: President Enrique Bolafios and
former Presidents Daniel Ortega and Arnoldo Aleman. President Bolafios, of the
Liberal Constitutionalist Party (PLC), was elected to afive-year term in November
2001, in electionswidely regarded asbeing free and fair. Bolafios, abusinessmanin
the agricultural sector, defeated Daniel Ortega, a prominent figure in Nicaraguan
politics for over 25 years. During the 1980s, Bolafios' s farm service company was
nationalized, and he was jailed for his opposition to the Sandinista government.
During the 2001 presidential campaign, Bolafios emphasized the importance of
maintaining positive relations with the United States. He faces the challenges of
stimulating economic growth in the hemisphere’s second poorest country, and
promoting democratic reform while pursuing prosecutions for corruption in the
previous administration. The Bush Administration has praised and supported
Bolafios's anti-corruption efforts. Others have criticized Bolafios for employing a
“confrontational route” of fighting corruption by going after top officials, including
Aleman, rather than seeking allies who would help him make long-term reformsin
the country’s corrupt political system.'#®

182 Prepared by Maureen Taft-Morales, Specialist in Latin American Affairs, and Clare
Ribando, Analyst in Latin American Affairs.

18 M arcelaSanchez, “ Crucifying Nicaragua sRedeemer,” The Washington Post, December
9, 2004.
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Daniel Ortegawas aleader of the SandinistaNational Liberation Front (FSLN)
when it overthrew the Somoza dictatorship in 1979. He served as President from
1985-1990, having won elections which much of the international community
deemed fair, but which were boycotted by much of the opposition and deemed unfair
by the Reagan Administration. Ortega’ sadministrationwasmarked by abloody civil
war with the U.S.-backed “ contras,” and charges of corruption. In the context of the
Central American Peace Plan, Ortega's Sandinista government agreed to
internationally monitored democratic elections in February 1990. Ortega ran for
president, and lost, in 1990, 1996, and 2001. The Sandinistas control 38 of the 92
seats in the National Assembly. They appear to have capitalized on divisions
between President Bolafios and the PLC, which is controlled by imprisoned former
president Arnoldo Aleman, to garner important victoriesin the municipal elections
held on November 7. The Sandinistas swept those polls, winning some 87 of 152
municipal seats. In March the FSLN named Ortega its candidate for 2006
presidential elections.

In 2003, President Bolafios took the landmark step of prosecuting former
President Arnoldo Aleman (1997-2002) and 13 of his associates for embezzling
about $100 million in public funds while in office. The United Nations recently
named former President Aleman as one of the world’s five most corrupt living ex-
leaders.’® The effort is particularly notable, because Bolafios and Aleman not only
belong to the same political party, but Bolafios also served as Aleman’'s Vice-
President until he stepped down to run for president. Mr. Aleman was sentenced to
20yearsin prisonin December 2003 for fraud and money-laundering. Hissupporters
are still trying to negotiate his release, however. The PLC is pushing through an
amnesty bill that would revoke all convictions for misuse of public funds and
electoral crimescommitted after 1990. Bolafios' movesagainst Aleman haveleft him
increasingly isolated, however.

The opposition has repeatedly brought charges of electoral fraud against
Bolafios, alleging that former President Aleman laundered public funds into his
party’ s el ection campaign and that Bolafios knowingly benefitted from those funds.
President Bolafios denies those charges, and the legislative committee dropped its
initial investigation. 1n October 2004, the Comptroller General’ soffice, whose panel
consists of members of the Sandinistaand Liberal parties in opposition to Bolafios,
issued areport renewing charges of fraud against the President. The opposition has
used the report to promote impeachment efforts, despite the Supreme Electoral
Council’s having earlier certified that Bolafios had not committed election finance
irregularities. On June 30 the national assembly named a special commission to
study the possibility of removing Bolafios' immunity from prosecution so he can be
tried on charges of failing to disclose sources of his campaign funds.

Aleman and Ortega, once longtime political foes, negotiated a power-sharing
agreement known as “¢el pacto” in 1998 that has defined national politics since then.
In late 2004, renegotiation of the pact included a demand for Aleman’srelease. In
January 2005, their two parties adopted a series of constitutional amendments that

18 “ Fujimori, Nicaragua s Aleman on World Corruption List,” EFE News Service, August
4, 2004.
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transferred presidential powersto thelegislature and further divided up government
institutions as political patronage. The Central American Court of Justice ruled the
amendmentsillegal. The ruling is non-binding, and the Nicaraguan Supreme Coulrt,
which is dominated by pacto party members, ignored it. In April, the National
Assembly gave the amnesty bill thefirst of two votes of passage it needs to become
law. After being considered by the Human Rights Commission, it will return to the
legidature for a final vote. Within the 93-seat legidature, Pro-Aleman Liberas
control 43 seats, the Sandinistas 38, Bolafios Azul y Blanco (Blue and White)
faction of the PLC 8, and the Christian Path Party four; 48 votes are needed to pass
the bill.

TheU.S. State Department saidit “ standsfirmly withthedemocratically €l ected
government of President Bolafios’ and “deplore[s] recent politically motivated
attempts, based on dubious legal precedent, to undermine the constitutional order in
Nicaragua and his presidency.”*® The OAS sent a specia mission to Nicaraguain
October 2004 to encourage all partiesto preserve and follow democratic order there
and since then has become more involved in the escalating crisis there. On January
12, 2005, amechanism was established for anational dial ogue between Bolarios, the
Sandinistas, and the Liberals to strengthen governance.’®® Tensions continued to
mount, however, with violent protests against an increase in public transportation
fares and calls for Bolafios resignation by the opposition-controlled mayors
association in April. On April 26, crowds threw rocks at the President; he emerged
unharmed, but his son was hospitalized for ahead injury. Some observers say these
protests are orchestrated by the opposition and not supported by public opinion. The
government negotiated an end to the fare increase protests in late April. Polls
published in May (La Prensa, May 2, 2005) showed 68% of the of population
opposed the call for Bolafios resignation, and the highest portion, almost 35%,
believed Daniel Ortega was primarily responsible for the violent protests in the
capital.

International demonstrations of support for Bolafios included a visit from the
head of the U.S. Southern Command, General Bantz Craddock. The OAS Secretary
General visited Nicaraguain Junetotry torestart political dialogue, but no settlement
was agreed upon. The OAS is acting under the OAS Democratic Charter, through
which a member government that considers its democratic process or legitimate
exercise of power to be at risk may request assistance from the OAS to strengthen
and preserve its democratic system, and a “ Declaration of Support for Nicaragua”
was adopted at the OAS General Assembly June5-7. Bolafiosand the opposition are
now debating the holding of early elections.

The ongoing influence of both Aleman and Ortega in Nicaraguan politics has
made governingincreasingly difficult for President Bolafios. The PLC confirmedits
opposition to the Bolafios Administration at aparty conventionin July 2004, leaving

185 “ Jatement on the Stuation in Nicaragua,” Richard Boucher, spokesman, US Dept. of
State, Wash., DC, Oct. 16, 2004.

18 Organization of American States, “ Support for aNational Dialoguein Nicaragua,” Press
Release. January 13, 2005.
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Bolafios with limited legislative support. In order to counter the continuing
corruption in the Sandinista-dominated legal system, the President encouraged the
Assembly to pass three laws that would overhaul the judiciary. The proposalswere
fiercely debated, however, paralyzing the Assembly for several monthsearly in 2004.
During 2005, President Bolafios will be forced to make strategic alliances in order
to pass any legislation, an option that seems less likely as the PLC and the
Sandinistas solidify their opposition to his administration.

Economic Conditions

Nicaragua began free market reformsin 1991, after what the State Department
has described as “ 12 years of economic free-fall under the Sandinistaregime.” The
Sandinista guerrillas led a coalition of forces that overthrew the four-decade-long
Somoza family dictatorship in 1979, inheriting a stagnant economy, a $1.6 billion
debt, and a country devastated by war. The FSLN shortly thereafter established a
pro-Soviet government that nationalized rural properties owned by the Somozas or
their associates, aswell asfinancial institutions, which had gone bankrupt during the
war. Sandinista “state-led” economic policies, an eight-year civil war with U.S.-
backed contras, and U.S. economic sanctionsall contributed to Nicaragua seconomic
decline.

In 1990, the first post-conflict democratic government was elected, and it
pursued significant democratic and economic reforms. Significant progresshasbeen
made since then: the post-Sandinista governments have privatized 351 state
enterprises; reduced inflation from 13,500% prior to 1990 to 3.6% in 2002; and
substantially reduced foreign debt. In late January 2004, the IMF forgave 80% of
Nicaragua s foreign debt of roughly $6.5 billion under the HIPC program, and in
May 2004 Nicaragua was one of only three Latin American countries selected to
receiveincreased foreign aid as part of the Millennium Challenge Account program.
Significant challengesremain, however. The country remains heavily dependent on
foreign aid (25% of GDP in 2001), and remittances sent from Nicaraguans living
abroad (15% of GDP).**" Itseconomy also remains extremely vulnerableto external
economic conditions and natural disasters. For example, economic growth faltered
in 2002 when aglobal recession, extreme dropsin export coffee prices, and adrought
caused Nicaragua s economy to retract to less than 1% growth.

These economic crises have also led to severe malnutrition in parts of
Nicaragua. Almost half of Nicaragua’'s 5 million inhabitants live in poverty;
unemployment and underemployment rates remain as high as 40% to 50%; and
income distribution is extremely unequal. Per capita GDP in 2003 was only $470,
making Nicaraguathe second poorest country inthe Western Hemisphere after Haiti.
Although the Nicaraguan government has made a concerted effort to improve basic
health indicators and school enrollment rates, significant gaps exist. While close to
90% of children ages 7 to 12 now attend primary school, less than 50% of 13 to 18

187 Global Insight, Nicaragua Country Report, January 2004.
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year olds attend secondary school.*® The government aimsto further social progress
with aWorld Bank loan of $75 million for social sector projects.

Relations with the United States

After the 1990 Central American Peace Plan was signed, U.S. involvement in
Nicaragua shifted from providing military support to the “contras’ towards
pressuring the Nicaraguan government to enact political reforms. The United States
provided extensive foreign assistance to Nicaragua after Hurricane Mitch in 1998,
and has repeatedly extended the Temporary Protected Status (TPS) of some 6,000
Nicaraguans living within its borders. Recently the two countries have negotiated
agreements related to intellectual property, trade, and counter-narcotics efforts.
Nicaragua contributed 113 mine-clearing troops to the coalition forcesin Irag, and
has passed legislation giving President Bolafios the power to destroy anti-aircraft
missiles left over from its civil war as the U.S. has recommended. The main U.S.
policy goals for Nicaragua include reducing poverty, increasing economic growth
through free trade, strengthening democracy, and improving human capital
investments. Nicaraguaenjoysdebt relief under the HIPC initiative and wasrecently
selected to receive Millennium Challenge Account funding. In December 2003,
Nicaraguasigned the CAFTA, and in August 2004, it signed DR-CAFTA, which, if
approved, would provide expanded access to the U.S. market.

U.S. Foreign Aid. TheUnited Stateshasprovided Nicaraguawith $1.2 billion
inassistancefrom 1990, when Violeta Chamorro defeated the Sandinistasin national
elections, to 2003. Since the mid-1990s, Congress has restricted U.S. assistance to
Nicaragua, pressuring the government there to make greater progress in such areas
asprominent human rightscases, resol ution of property claims, and military, judicial,
and economic reforms. From 1999 through 2001, an additional $93 million was
provided to assist in reconstruction efforts following the massive destruction caused
by Hurricane Mitch. The Bush Administration states that strengthening democracy
isitsfirst priority in Nicaragua. The United States provided $6.2 million dollarsin
assistance to support the 2001 el ection process. The Administration provided about
$37.5 million to Nicaragua in FY 2003, including $16 million in food aid, and
requested $39 million annually for FY 2004 and FY 2005. The Board of the newly
established Millennium Challenge Corporation announced on June 13, 2005, that it
had approved afive-year, $175 million compact with the government of Nicaragua.
Following a 15-day congressional notification period, the board expectsto sign the
agreement in mid- to late July.

Democratic Reform. The Bolafios Administration has committed itself to
attacking government corruption. It has already convicted the former chief tax
collector, and arrested over a dozen other high level officials in the previous
administration on fraud or corruption charges. This anti-corruption campaign
reached a climax in December 2003 as Bolafios predecessor, former President
Arnoldo Aleman, was sentenced to 20 yearsin prison for money laundering and other
crimes. As a former President, Aleman had received an automatic seat in the

188 United States Agency for International Development, 2004 Budget Justification to
Congress.
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legislature, along with legidative immunity from prosecution. In 2002, the
unicameral National Assembly voted to remove Aleman asitspresident and took the
historic step of stripping Aleman of hisimmunity from prosecution.

Bolafios's reform efforts are being thwarted, however, as the Liberal party is
working against hisgovernment and istrying to obtain theformer President’ srelease
and reduce Bolafios powersor removehimfrom office. The OASand U.S. and other
foreign governments expressed concern that charges of electoral fraud made against
Bolafios and effortsto impeach him arethreatsto the constitutional order. The OAS
has sent several high-level delegations to Nicaragua since October 2004 and
continues to remain engaged there to “help preserve the country’s democratic
ingtitutions.” In January 2005 the Central American Court of Justice called on the
Nicaraguan legislature to suspend proceedings for ratifying amendments to the
constitution that would transfer many presidential powersto the National Assembly,
which is dominated by the Liberal Consgtitutionalist (PLC) and Sandinista (FSLN)
parties in opposition to the government. An agreement was signed on January 12
establishing a mechanism for national dialogue to strengthen governance in
Nicaragua, but the processisstalled. The OA S hasnamed aspecial envoy to promote
dialogue and democracy in Nicaragua.

Nicaraguaisengaged in astructural reform program of the judicia system, but
the system remainsweak and, accordingto the U.S. State Department’ shuman rights
report released February 28, 2005, “highly susceptible to corruption and political
influence.”*® President Bolafios has increased his criticisms of the Sandinista-
dominated judiciary in response to the recent conviction of one of histop allieson
chargesof corruption. TheU.S. Ambassador to Nicaragua, BarbaraM oore, asserted
that recent judicial decisions have been “damaging” to the country’ s reputation and
its ability to attract foreign investment.'®

Human Rights. Under Nicaragua’ sauthoritarian regimes, and duringitscivil
war, human rights abuses were widespread. Since the end of the civil war in 1990,
however, respect for human rights has improved, and human rights observers no
longer accuse Nicaraguan governments of systematic human rights violations.
According to the State Department’s 2004 report on Human Rights Practices, the
Nicaraguan government “generally respected the human rights of its citizens;
however, serious problems remained....,” including allegations of extragjudicial
killings and torture by security forces The government punished some members of
security forceswho committed human rightsabuses, but, accordingto thereport, “...a
degreeof impunity persisted.” Other human rights problemsincludeviolenceagainst
women and children, trafficking in women and girls for sexual exploitation; and
discrimination against indigenous people.

Labor-related human rightsviolationsinclude violation of worker rightsin free
trade zones, “widespread” sexual harassment in the workplace, and child labor. The
government worked with domestic and international organizationsto get thousands

18 .S. Dept. Of State, Country Reportson Human Rights Practices 2004: Nicaragua, Feb.
28, 2005.

190 “Nicaragua’ Bolafios Rages Against the Judiciary,” Latinnews Daily, August 18, 2004.
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of children out of the workforce and into school. According to the report, “the
national minimum wage did not provide adecent standard of living for aworker and
family,” amounting to less than $141 a month, which is what the government
estimates is the cost of abasic basket of goods for an urban family. The report also
noted that although the Labor Code seeks to bring Nicaragua into compliance with
international standardsfor workplace hygieneand safety, therelevant ministry “lacks
adequate staff and resourcesto enforcethese provisionsand working conditionsoften
do not meet international standards.”

Resolution of Property Claims. During the 1980s, the Sandinistas
appropriated nearly 30,000 properties. Resolution of property claimsby U.S. citizens
arising from those expropriations remains the most contentious area in U.S.-
Nicaraguanrelations. TheNicaraguan National Assembly passed alaw in November
1997 establishing new property tribunals with the goal of resolving longstanding
property disputes. The new property tribunals began accepting cases in July 2000.
Procedures of the new property tribunal sinclude mediation, binding arbitration, and
expedited trials. Through technical assistancefor judicial reform, U.S. assistanceis
hel ping to improve the mechanism for settling property disputes. U.S. law prohibits
aid to countries that have confiscated assets of U.S. citizens, but since 1993, U.S.
administrations have granted annual waiversto allow Nicaraguato receive U.S. aid.
The National Assembly passed a new law recently creating a new land institute.
Criticsare concerned that thisinstitutewill consolidate Sandinistaland and property
expropriations, known as the “ pifiata,” made at the end of their term in power. The
new institute has not been established yet, however.

Narcotics and Arms Trafficking. According to the State Department’s
International Narcotics Control Strategy Report for 2004, Nicaragua is a transit
zone for narcotics traffic from South America to the United States and Europe.**
The report lists Nicaragua s location; deep, endemic poverty; lack of government
presence throughout much of the country; “paucity” of government funds available
for law enforcement; and the number of people still well-armed from the 1980scivil
war asfactorsmaking Nicaraguaattractiveto drugtraffickers. Itsvulnerablebanking
system makes it a potential target for money laundering as well. The State
Department describesNicaraguaasastrong aly in counternarcoticsactivities, whose
cooperation with the Drug Enforcement Administration has been “ongoing and
effective” since 1997. The Nicaraguan National Police have made significant
achievements in the seizure of cocaine and heroin and in operations against local
drug distribution centers. Nonetheless, their effectiveness is hampered by limited
resources and an ineffective and corrupt judicial system.

Gunrunning to guerrillas in Colombiais also a problem in Nicaragua, asitis
in many Central American countries and in Mexico. In November 2001, arms
supposedly exchanged between the Nicaraguan and Panamanian policeforces ended
up in the possession of right-wing paramilitariesin Colombia. The Organization of
American States(OAYS) reported in January 2003 that Nicaraguan policeand military
officers were negligent in not verifying that those conducting the transition were

¥ y.S. Dept. Of State, International Narcotics Control Srategy Report 2005: Nicaragua,
March 2005.
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indeed Panamanian police, as was presumed. After receiving the OAS report,
Bolafios reportedly told former U.S. Ambassador Morris Busby, the report’ s author,
about stepshisgovernment woul d take to closeloophol esin Nicaraguan armscontrol
legidlation that contribute to regional arms smuggling. Also in January 2003,
President Bolafios proposed adisarmament processin Central America, toreducethe
number of armsin the region.

U.S. Trade and Investment. The success of the Nicaraguan economy is
highly dependent upon its external trade relationship with the United States. Trade
and investment linkages between the two countries began developing in the early
1980s as Nicaragua gained duty free accessto the U.S. market for the mgjority of its
products under the Caribbean Basin Initiative. These linkages were strengthened by
the passage of the Caribbean Basin Trade Partnership Act (P.L. 106-200, Title I1),
which provides Caribbean Basin nations with NAFTA-like preferential tariff
treatment.

Nicaraguan exports, which consist primarily of traditional productslike coffee,
shrimp, seafood, beef, and gold, are primarily destined to the United States (32%)
and other Central American nations (37.8%). Most of the country’ simports (27.4%
of the total), such as machinery and transport equipment, industrial raw materials,
and consumer goods, originate in the United States. About 25 wholly or partly
owned subsidiaries of U.S. companies operatein Nicaragua. 1n 2002, U.S. exports
to Nicaragua amounted to $438 million, with the largest category being machinery
and transport equipment (23% of that total). U.S. importstotaled $679 million, with
apparel accounting for 26% of all import categories. Those totals are likely to
increase substantialy if the free trade agreement is approved.'®> Major U.S.
companies operating in Nicaragua include Esso Standard Qil, E.D. and F. Man
(agricultural supply and financing firm), Bellsouth, Texaco Caribbean, Pepsi-Cola,
Kraft Foods-Nabisco, Gulf King (shrimp boat fleet), Coca-Cola, and Cinemark
theaters.

DR-CAFTA-Related Issues

Although agriculture continues to be one of the most important sectors of the
Nicaraguan economy, the country’ s nascent maguiladora industry, which primarily
manufactures apparel products and whose success is extremely reliant on favorable
external trade conditions, is rapidly expanding. Accordingly, the Nicaraguan
government has become a major proponent of free trade, having signed and ratified
bilateral investment agreementswiththe United States, Spain, Taiwan, Denmark, the
United Kingdom, the Netherlands, K orea, and Ecuador. Nicaraguaisamong themost
open economies in Central America. It has recently taken further steps to foster
regional integration by joining the Central American customsunion, also comprised
of Guatemala, El Salvador and Honduras. The Nicaraguan negotiating team for the

192 Trade statistics and information drawn from Global Insight, Nicaragua Country Report,
January 2004; United States International Trade Administration, 2003 Trade Report.
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recently signed freetrade agreement with the United Statesbelievesthat the outcome
of the negotiations are highly positive for the country.'*

Evidence of thispositive outcomeincludesthefact that Nicaraguagained duty-
freeaccesstothe U.S. market for 68% of itsfarm productsand 100% of itsindustrial
products, while ensuring significant protection for its domestic farmersagainst U.S.
imports. DR-CAFTA would afford Nicaraguan rice farmers a 28-year period of
adjustment before they would be subjected to full competition with U.S. producers.
Nicaraguawasal so allowed to implement the strictest quotasonimportsof U.S. corn
of any of the five Central American countries. In addition, Nicaraguan textile
exporters were the only such exportersin Central Americato receive permission to
use up to 100 million square meters per year of cloth from non-U.S., non-Central
American suppliersto make apparel products that would still enjoy duty free access
to the U.S. economy.

Despite these positive observations, skeptics have noted that Nicaraguans had
little bargaining leverage in the CAFTA negotiations.® Moreover, despite some
protections for Nicaraguan farmers, U.S. producers will be able to export 10 times
as much yellow corn to Nicaragua than in years past. Unable to compete against
competition from capital and technology-intensive U.S. farmers, unemployment in
the agricultural sector in Nicaragua will increase in the short term and must be
replaced by new employment in the manufacturing sector. A number of specific
sensitive issues arose in the negotiations, which are summarized below:

Environment. Nicaraguahasasignificant amount of environmental legislation
in place, anchored by a general law on the Environment and Natural Resources
passed in 1996. The Nicaragua Ministry of Environment and Natural Resources
(MARENA) regulates national policy on the management and protection of the
country’s natural resources. Additionally, Nicaragua is a party to 57 multilateral,
regional and bilateral environmental agreements, which include the Convention on
Biological Diversity, the Convention on the International Trade in Endangered
Species of Wild Flora and Fauna, and the Kyoto Protocol. Despite these
conservation efforts, and the fact that Nicaragua's environment benefits from
relatively abundant forest reserves and alow population density, deforestation and
lake contaminationthreatenitsenvironment. Between 1990 and 2000, Nicaraguahad
the second highest rate of deforestation among its Central American neighbors.
Deforestation, resulting in soil erosion, has increased the country’ s vulnerability to
natural disasters, such as Hurricane Mitch (1998), and periodic droughts.'®
Conditions in the country’s major freshwater lake, Lake Nicaragua, the world's
twentieth largest aquifer, deteriorated in the nine years between 1994 and 2003 at a
“rate equivalent to that normally observed in European lakes over a period of 150

198 Economist Intelligence Unit, Nicaragua Country Report, January 2004.
194 Bruce Stokes, “Will Free Trade Help Nicaragua?’ National Journal, June 5, 2004.
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to 200 years.”'® Critics of CAFTA have questioned whether merely requiring
countriesto enforce their existing laws is enough to ensure adequate environmental
protection.

Labor. The Nicaraguan labor force, comprised of roughly 2.25 million
workers, islargely rural-based and unskilled. An estimated 45% of thoseworkersare
employed in the agricultural sector, 42% in services, and 15% in manufacturing.
Though it expanded by 2.3% in 2003, the Nicaraguan economy continues to be
plagued by unemployment and underemployment rates as high as 40% to 50%.
Along with declining confidence in union leaders, this has eroded the strength of the
Nicaraguan labor movement. Half of the unionized labor force belongs to militant
Sandinistalabor unions.

Nicaraguais a party to 54 International Labor Organization conventions and
agreements, including the 1998 Declaration of Principles and Fundamental Labor
Rights. Although the 1996 Labor Code removed many restrictions on trade union
rights, the Nicaraguan Labor Ministry acknowledges that it still takes about six
monthsfor aunionto go through all the procedures necessary to hold alegal strike.'¥’
Asaresult, there has only been onelegal strike since 1996, and companies continue
to exact severe reprisals against “illegal” union activities. The worst labor rights
violationsin Nicaraguareportedly occur intheexport processing zones (EPZs) where
62 EPZ companies, or maquilas, employ 52,000 people, only 3% of whom are
unionized.® An estimated 9,500 workersin Chinandega, Nicaragua have spent the
last five years pursuing million-dollar lawsuits against international banana
conglomeratesfor health damages caused by pesticide exposure. Somecriticsof the
free trade agreement fear that as companies arrive in pursuit of cheap labor, “the
vulnerability of themaquilaand farming ... could |ead the way to greater exploitation
of workers, and greater exposure to unsafe working conditions.”**

Intellectual Property. Nicaraguasigned abilateral agreement onintellectua
property protection with the United States in January 1998, the first of itskind in
Central America and only the fourth in Latin America. Since that time, the
Nicaraguan legislature has enacted modern laws on copyrights, transmission of
satellite signals, plant variety protection, integrated circuit systems, patents, and
trademarks. The government launched two major efforts to crack down on music
recording privacy in 2001, and is now targeting software piracy in public offices.
Degspite these efforts, the Business Software Alliance estimates that Nicaragua had
a77% piracy rate in 2002, following a 78% record in 2001. Estimated losses from

1% Javier Rayo, “ Nicaraguan Mayors Seek to Halt Death of World’ s20" Largest Lake,” EFE
News Service, October 5, 2003.
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Union Rights (2003).

1% “Denuncian Violaciones a Derechos Laborales en Maguilas en Nicaragua,” Agencia
Mexicana de Noticias, November 25, 2003.

19 “Central Americaz Working Can Be Hazardous to Health,” Inter Press Service,
November 29, 2003.
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piracy reached $2.6 million in 2002, down from $3.3 million in 2001.*° These
losses, though significant, were not enough to put Nicaragua on the U.S. Trade
Representative's “Special 301" list of countries with inadequate protection of
intellectual property rights. Nicaragua took further steps to protect intellectual
property rights in 2002 by signing the World Intellectual Property Organization's
“Internet Treaties.”

Approval Status. President Bolafios submitted the bill to the unicameral
National Assembly for ratification on October 5, 2004. On May 4, 2005, the
committee of jurisdiction issued areport, moving the process along one step further.
Nonetheless, the National Assembly hasindicated it will not vote on CAFTA before
the U.S. Congress does so.

20 “Nicaragua: Licensing and Intellectual Property,” EIU Viewswire, January 26, 2004.
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Appendix 1. U.S. Economic and Military Assistance
to Central America and the Dominican Republic,
FY1977-FY2004

(in $U.S. millions, current)

%?‘Zg’l Dsenglungfﬁ:n SaI\I/Ee:dor Guatemala Honduras | Nicaragua | Total
1977 17 16 7 21 15 6 82
1978 9 7 11 11 20 14 72
1979 18 49 11 25 31 19 153
1980 16 59 64 13 57 39 248
1981 15 42 149 19 45 60 330
1982 54 88 264 16 112 6 540
1983 219 70 327 30 154 0 800
1984 179 104 413 20 173 0 889
1985 231 179 570 107 296 0 1,383
1986 165 106 444 122 198 0 1,035
1987 183 41 574 193 259 0 1,250
1988 121 60 396 142 198 0 917
1989 122 82 388 157 129 4 882
1990 96 28 328 118 214 223 1,007
1991 45 24 295 93 157 219 833
1992 27 24 291 62 96 75 575
1993 28 26 226 69 63 150 562
1994 12 91 57 68 48 93 369
1995 6 16 64 40 30 31 187
1996 2 14 79 37 26 27 185
1997 0 15 32 62 29 27 165
1998 1 18 41 83 22 54 219
1999 1 34 49 102 106 66 358
2000 1 18 34 67 38 32 190
2001 1 43 91 65 43 52 295
2002 1 22 91 68 41 47 270
2003 2 27 40 61 45 42 217
2004 2 31 41 54 46 46 220
Total 1,574 1,334 5,377 1,925 2,691 1,332 14,233

Source: AID, U.S. Overseas Loans and Grants. Datafor FY2003 are estimated amounts and for FY 2004 are
the requested amounts.
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Appendix 2. Map Showing DR-CAFTA Pact Partners
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Source: Map Resources. Adapted by CRS. (K.Yancey 9/24/04)



