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Introduction

A report by the Stop CAFTA Coaligamvw.stopcafta.org

Members of the Stop CAFTA Coalition have coordinated this report with allies in Central America and
the Dominican Republic to repoon the trends and initial impacts of the USominican Republic
Central America Free Trade Agreement DATA). While it is still early into the implementation
process of DICAFTA, there are some noticeable trends emerging in labor, textiles, agatylolicy,
investment patterns, and services, among other sectors. Most notably, patterns of growing inequality
and ongoing poverty within the signing countries have taken an upward tick, in spite of predictions to
GKS 02y (NI NE LINR adddgel Thishdp@t pleseMNSsme Dfyfhe Qrimary.Eoncerns and
patterns from each of the BDRAFTA countries. The report is the second in a series of reports by the
Stop CAFTA Coalition about the facts of CAFTA, the first was published in Septemberd2Ca6 lam

found atwww.stopcafta.org

Background

The US-Central America Free Trade Agreement (CAFTA) was initiated by the Bush administration in
January of 2002 in an effort to revitalize faltering talks foreeFTrade Area of the Americas. After a
@8SEFENJ 2F LINBTAYAYINER RA&AOdA&aAZ2YAaYX ayS3A20AlFGA2yasé
December of the same year between the United States, El Salvador, Guatemala, Nicaragua, and
Honduras. Costa Rica join¢tde accord in January of 2004, and all six countries formally signed the
agreement in May of 2004.

In August of 2004, the Dominican Republic was added to the core agreement, thereby creating-the U.S.
Dominican Repubk€entral America Free Trade Agreem@RCAFTA).

DRCAFTA was adopted first by El Salvador in December of @pbinduras and Guatemala in March
of 2005; by a twevote margin in the U.S. House of the Representatives in July of 200by &tidaragua
and the Dominican Republic in September 2005. As this report goes to press, Costa Rica is
approaching an official referenduran October7, 2007 which will decide whether Costa Rica will
implement the agreement

DRCAFTA was initially intended for implementation on January 1, 2006. hDen&nber 2005,
however, the United States Trade Representative (USTR) announced that, in its estimation, signatory
countries had failed to enact laws necessary to bring their legal systems into compliance with changes
mandated by the agreement. Consequentliige USTR adopted a process of rolling implementation,
whereby the USTR would certify countries as ready to implemerEBIRTA on a cafiy-case basis. As

a result, DRCAFTA was implemented first by the United States and El Salvador on March 1, 2606; the
by Nicaragua and Honduras on April 1, 2006; next by Guatemala on June 1, 2006; and finally by the
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Dominican Republic on March 1, 2007. Implementation of the agreement in Costa Rica will depend
upon the results of the upcoming referendum.

CAYRAYIFGC 12 FAV/, SI NI hyS¢ wSLR2 NI

In September of 2006, the Stop CAFTA Coalition produced its initial report on the implementation
LINPOS&daa Ay (GKS NB3IA2YyI a/! Ce¢! Ay ,SINIhySz¢ |t2y3

The report focused in on the procesérolling implementation that has had negative consequences on

workers and consumers by creating confusion around rules of origin for textiles, resulting in job loss in

the U.S. and parts of Central America. Instead of creating a regional textile esomaploffset

competition from China, the ad hoc approach contributed to a trend, already in place, of Central

' YSNAOIya f2aAy3 YIFEN] SO akKENB (2 !'aialy O2YLISGAG2N
report atwww.stopcatfta.org)

The report also highlighted examples of stress to other sectors of the national economies, in particular
the agricultural sector. Continued disruptions to key sectors such as agriculture were anticipated to lead
to continued, ifnot expanded, migration flows. Meanwhile, human rights standards failed to improve,
and according to some analyses have in fact declined as neoliberal reforms suchCad-DR have
increased social conflict while national governments have responded ejittessive measures, and in
some cases, violence.

Findings of 2007 Report

Contrary to the promises made priorto DR C¢ ! Q& LJ aa&al 3IS YR AYLX SYSyil
AYRAOIFIGSa GKIFIG GKS 3INBSYSyid Aa y20 odsanRmigie (2 Ay
classes, that levels of foreign investment and job creation have been disappointing, and that migration
continues to serve as a primary escape valve from poverty.

Over a year into the implementation of the agreement, the promises of iseaxports to the U.S.

appear to be misguided. In fact, exports to the U.S. have falléle imports from the U.S. have risen

sinceDR ! C¢! Q& AYLIE SYSyidldA2yT Ay &aK2NIzX GKS LI NIASSE
worsened trade balance wittihe U.S.

Imports of U.S. agricultural products to the region have outpaced exports. Central American and
Dominican producers fail to compete against subsidized U.S. agricultural goods. As noted in the chapter
from El Salvador, import levels for stagleods such as red meat, processed chicken, grains and rice
have increased by rates in the double and triple digits. These sectors are linked to hundreds of
thousands of small and mediusized producers who cannot compete with U.S. prices. A similar trend

is emerging in Honduras. In Nicaragua, producers of some specialty products unavailable in the U.S. are
exporting more, but in quantities insufficient to improve the overall trade balance. In Guatemala, where
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agricultural exports have grown, increases due to trade with countries other than the U.S., and those
exports that are sent to the U.S. are realized by only a handful of companies.

Over the past decade, Central American farmers have unsuccessfully struggled to compete against U.S.
grain prices. DRCAFTA appears to be a final link in the implementation of the economic reforms that
have opened the gates to cheap U.S. grains and thereby cemented the failure of local producers. The
region is losing its ability to produce basic grains to feedfits®d is growing increasingly dependent on

I ANR Odzft GdzNF £ AYLERNILIA FNRY GKS ! o{ o ¢KS NBX3IA2YyQa

Meanwhile, the emergence of biofuels presents a new challenge. The popularity of and necessity for
alternative fuels has increased intestein Central Amerigagrainsfor the production of biofuels. As a
result, prices for corn on the international market have increased, further complicating the lives of
Central Americans and Dominicans who depend on corn as a staple of their diet. alAgrdatticers

have been forced to scale back grain production with the implementation e€EPIRTA, and as large
scale producers sell their products for biofuel production, Central Americans and Dominicans are
increasingly finding corn priseut of their reach.

DR/ ! C¢! A& &aSNAR2dzafte AYLIOGAy3a tS@Sta 2F AySldz £ Al
CAFTA is benefiting only a small number of interests in the region while the traditionally poor receive

few berefits and face increasing costsNhere exports have increased, such as in the fruit sector in
Guatemala, largscale commercial farmers make up the majority of the beneficiaries, in whose interest

it is in to expand land holdings. Landa@ncentration is a worrisome trend, one thataw intended to

be combated through land reform programs after the various civil conflicts of the 1980k280d.

Furthermore, Central American and Dominican import and export businesses, controlled by a handful of
interests have benefitedrom DRCAFTAy avoiding import taxes, a cesavings that is not transferred

to the consumer. Notably, across the region only a small number of businesses earn any export earnings
at all, as businesses that have the capacity to engage in trade are limited. Theasrésattany benefits
reaped from DFCAFTAnduced trade increases the wealth of a few businesses, leaving the majority to
compete for scarce remaining resources.

Under DRCAFTA, prices and inflation have increased, while unemployment has remained persifte

not for ongoing migration flows within and out of the region, unemployment levels would, in fact, be
significantly higher. DRAFTA proponents argued that increased employment opportunities would
result from the development of export businesses ah@ entrance of foreign investment. Since
imported goods would enter the region free of tariffs, competition would increase and prices would
drop. Instead, price increases, which in some parts of the region have doubled from the prior year, have
benefited the large agricultural and other producers.

In the textile sector, earnings have been disappointing. The region continues to lose out to Asia, and to
China in particular, as the Mufiiber Agreement (MFA), which regulated textile quotas and ensured
that Central American countries could export to the U.S., expired in 2008CABRA has failed to stem

the tide of factory closures as across the region U.S. companies pull out and transfer contracts to China.
While there has been some macroeconomic growhinough textiles, it is doubtful that gains can
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continue given that the race to secure low wage labor will take businesses to Asia. It will be seen how
labor unions will organize to survive as more jobs leave the region.

Women feel the impact of the trasd agreement disproportionately. Since {ORFTA affects public
services, the provision of basic services, the cost of food, and so forth, women find themselves
confronting the agreement daily in order to provide and care for their families. Women resort to
incomegeneration projects in thnformal sector or work in thenaquilaor export industry factories to

help make ends meet, but neither sector offers stability, fair pay, decent working conditions or
opportunities for advancement.

As this report goes tpress, Costa Rica is approaching a popular referendum e@AFHA. On October

7, over 2.5 million Costa Ricans are expected to véfethe only signatory country that has not ratified
DRCAFTA, and as a Central American country with a long historgnodalacy and freedom from
armed conflict, Costa Rica has enjoyed greater economic security than its regional neighbors. Costa
Ricans articulate an opposition to FIFRRFTA based on their concerns around intellectual property rights,
the patenting and use obiodiversity and natural resources, competition with subsidized U.S.
agricultural goods, privatization of functioning national industries such as telecommunications,
deterioration of labor rights, and the loss of sovereignty under@M¥ETA rules. It wilk seen what the

results of the referendum will be, but by all accounts the vote orROARTA in Costa Rica will have
significant ramifications for the future of the trade model.

In summary, the promises of BEAFTA haveot beenrealized in the first year of its implementation

rather, conditions for the poor majority in the implementing countries have worsenedCBIRTA has

failed to strengthen the economies of Central America and the Dominican Republic, and unless there is a
significant shift in the eagmmic model in the region, employment opportunities will continue to be
scarce, agricultural prices will continue to féatle poor will remain poor, and immigtion will continue

or, more likelyjncrease.

The Stop CAFTA Coalition Monitoring Work

The task of monitoring DFCAFTA impacts is an ongoing one. The goal of the Coalition is to continue to
coordinate monitoring efforts and do periodic reporting on the impact of policies enacted to implement
and execute the agreement. This second report on implaiet#on is issued in the hope that the
concerns it raises will be taken into account in future economic debates over the development of
Central America, as well as in the Costa Rican referenduldRCAFTA. We also hope that it will
inform Congressionalabate over bilateral trade agreements between the U.S. and Peru, Colombia,
South Korea and other countries.



DRCAFTA Fact Sheet

Food

1 El SalvadorThe price of white corn increased by 81.6% between January and July df 2007.

1 GuatemalaThe Consumer Pridadex rose by 5.1% between June 2006 and 2p0I7. The price of
corn rose 26%, rice by 9.3%, and bread by 9.5%. By comparison, in the same period the year before
DRCAFTA was enacted, the consumer price of corn rose by 2.4%, rice by 1.2%, and Bré#af by

Jobs

22 textile companies have left the region in the year sinceCBRTA implementatioh.

f  Nearly50 thousand textile jobs have been lost regisitle since the beginning of 2006.

9 Nicaragua In the first half of 2007, seven new magquilas have @k generating 1,993 jobs.
Unfortunately, somewhere around 4,000 jobs have been lost as other factories have shut down or
moved overseas, resulting in a net loss of about 2,000 jobs.

Trade Balance with U.S.

El Salvador, Honduras, and Guatemala havexerienced drastically negative trends in their trade
balance with the U.S. since implementing-ORFTA. EIl Salvador saw a trade surplus of over $118
million turn into adeficit of over $286 million. In Honduras and Guatemala, the trade deficit with the
U.S. ballooned by nearly 200% and 300%, respectively.

Import Vol. from U.S. Export Vol. to U.S. Vol. Balance
Year 1st Year 1st Year 1st
Before | year of Before | year of Before | year of

Country CAFTA| CAFTA| Change| CAFTA] CAFTA| Change| CAFTA| CAFTA Change

El Stvador | 1912 | 2164 | +13.2%| 2030 1878 | -7.5% 118 -286 -342.2%

Nicaragua 688 759 | +10.3%| 1300 1487 | +14.4%| 613 729 18.9%

Honduras 4982 | 5089 | +2.2% | 4734 | 4357 | -8.0% | -247 -732 195.9%

Guatemala | 3232 | 3685 | +14.0%| 3078 | 3073 | -0.2% | -154 -612 297.4%

Rep. Dom.*| 1839 | 1846 | +0.4% | 1320 | 1432 | +8.5% | -519 -414 -20.3%

Trade volume is measured in U.S. dollars, adjusted for inflation to 2006. Figures calculated from U.S.
Census Bureau Foreign Trade Statistics.

! Ministerio de Agricultura y Ganaderia de Elgdor (2007) www.mag.gov.sy

2 Centro Internacional para Investigaciones en Derechos Humanos (CIIDH, E)®e Ministerio de Seguridad Alimentaria:
la asistencia alimentaria en perspectiva

% Homero Fuentesepresentative from the Grupo Iniciativa Regional y Responsabilidad.

“ Leonardo Valverde, representative from the Dominican Republic.
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*Latest trade figures available ararde 2007. Period of March 07 thgluJuné)7 is compared to the
same period in 2006.
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CAFTA in Costa Rica Would Cause Deepening Inequality

By Maria Eugenia Trejos, Pensamiento Solidaranslated by Tony Phillips.

In Costa Rica the Central American Free Tradeefggpt (CAFTA) with the United States ran up against
a huge opposition movement. The opposition stems from the fact that Costa Rica has developed
extensive social services and the public knows that they have a lot to lose. Some of the nation's
influential ntellectuals have also dedicated themselves to study the agreement and share the analyses
with the rest of the population. Finally, our somewhat effective democratic institutions have worked to
delay the process in the Legislative Assembly, opening up spaees for citizen involvement.

A popular referendum has been called for Oct. 7 to decide the future of the agreement. There are

serious questions as to how it is being conducted, including doubts about the impartiality of the

Electoral Tribunal, whiclmstituted voting rules that do not guarantee fair participation in the vote. For

example, there is no fiscal control of media outlets, most of which have expressed a clear bias in favor of
GKS FTaANBSYSydQa FLIINR2GFHET yRNE & NBSYIKSNSI WRzA SAY + &0
resourcedn producing propaganda in favor of approval. Efforts have been made to silence opposition

from the public universities but no mechanism has been created to give media access to those sectors
opposed to the agrement.

Nevertheless, there is a large social movement opposing the agreement. Diverse in nature, it is
composed of a wide range of organizations and has created many ways of disseminating opinions. The
strong presence of the movement against ratificatadffCAFTA will not end with the approval or

rejection of the agreement, but could well be the seed of broader social transformation.

The following paragraphs analyze what CAFTA would mean for Costa Rica.

Main Negative Effects of CAFTA

Put succinctly, GATA hands Costa Rica over to the multinational corporations. This is evident
throughout the entire text of the agreement, but the following aspects illustrate the overall effect of the
agreement:

9 Biodiversity: Chapter 15 on Intellectual Property permisanting the genes of living
organisms, and Chapter 10 on investment prohibits, among other things, requiring knowledge
transfer from multinational companies, thus making it possible for the multinationals to conduct
research into our native species andimtain any knowledgéhey might acquire in secrecy. The
benefits of these rules go to the huge pharmaceutical and the cosmetic industries and Costa
Rica loses control over its own resources.

1 Water and Natural Resources: Chapter 10 on investment, Chapten the environment and
Chapter 20 on dispute resolution, taken together and in the best of interpretations, enable
multinational corporations to sue the Government of Costa Rica should it take measures they
might consider "equivalent to expropriation" tnat "affect their earnings" (Article 10.7.1,
appendix 20.2). With this, businesses' access to the water and natural resources, and their
"right" to profits take precedence over any measure (whether human or social) that might be
taken by the governmentalr municipalities.

1 Culture and Knowledge: Chapters 15 on Intellectual Property and 10 on investment also enable
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multinationals to take ownership of seeds and of traditional knowledge of plants and animals.

1 The Markets: The first chapters of CAFTAnatle importation of subsidized products from the
United States, without requiring import tariffs in Costa Rica. This will be the last straw for the
already damaged food production industry, and along with it put an end to any hope of food
sovereignty. Meico is a good example of this, as two million agricultural jobs have already
disappeared since Mexico signed NAFTA with the United States and Canada, replaced by food

5
imported from the U.S.Nevertheless, this has not guaranteed lower national food pricefsict
6
the price of essential foodstuffs has risen while ruining the livelihoods of rural workers

1 Current Public Investment: CAFTA would open up the Costa Rican telecommunications and
insurance industries, as well as involvement in other public sesyisuch as water, electricity
and education. For the same reasons as with water and natural resources (above): in the least
unfavorable interpretation, multinational companies maintain the right to sue the state for
means which they may consider "equisal to expropriation” or which "affect their profits"
restrictions or regulation in those areas thereby preventing the state from maintaining them
under public dominion (see Annex Il NGonformant Measures, Costa Rican list).

1 Abundant and Cheap LaborrEe: The right to work does not appear anywhere in CAFTA. To the
contrary, the agreement negates any right to require minimal employment levels in
transnational companies. Neither does CAFTA guarantee labor rights, except in five specific
instances, the aantry is committed to prevent violations "if commerce is affected" (see Chapter
16 on Labor). That is to say, if it harms the transnational companies and not if it harms the
workers.

1 National Sovereignty and the application of legislation (use of lawegndations). The ability to
legislate is handed over because CAFTA puts itself above all national laws so no new law can be
approved nor can those in place retain their vigilanceshere they contradict CAFTA. The
ability to apply laws is affected by thigint of the transnational companies to take their
demands before a court of arbitration. Judges in these tribunals, ignorant of Costa Rican laws,
jurisprudence or legal interpretation, could modify both the decisions of internal courts and of
state organims at any level, taking into account only that which is stipulated in the agreement
and not the Costa Rican Constitution.

The ability of the State to regulate the activities of multinational companies would be affected by the
aforementioned stipulationsvhen it comes to public services and natural resources.

The damage done by the whole agreement is the hawner of the country to the multinationals. The
essence of this is found in Article 9.14 (repeated in 10.9.3.c), which says that measures ¢amlbe ta
protect health and lifeas long as they do not affect commerce.

5 Source INEGI, availabletdtp://www.inegi.gob.mx/
6 Vargas, Oscar René. #s el CAFTA? Un tratado entre desiguales Centroantesteaos Unidos, UPOLI,
Managua, 2003
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Impacts on the Poor

The impact of the above on the poor majority and on workers is evident. Nothing in CAFTA favors any
sector of the economy except the multinational corporation$iddis more, Costa Rica is the only

Central American country that did not make any provisions to protect its most vulnerable sectors, i.e.
small producers, impoverished women, native peoples;ilmvome sectors, etc.

Furthermore, given that women alreadgnstitute a disadvantaged sector, a treaty that does not

protect its most vulnerable sectors particularly affects women. For example, female small farmers, who
are responsible for the evolution of the genetic variety of foodstuffs and traditionally cavgh

feeding their communities, may now encounter obstacles in the continuation of their traditional
practices, not only because the Intellectual Property stipulations in CAFTA enables the multinational
companies to patent plants and animal species,dlsb because the treaty reinforces multinational
property rights on their seeds. Rural women farmers would also be affected if CAFTA were approved
because it would permit the entrance of subsidized farm products from the United States, without
tariffs to mmpete with their production.

It is also clear that this is bad news for waggning women workers, since the treaty reduces work
opportunities in general and closes doors to women in particular. Women already have a higher
unemployment rate and a great@resence in the "informal” employment sector in Costa Rica.

We are told that CAFTA increases exports and increases Foreign Direct Investment (FDI) and that this
will increase employment. Nevertheless, none of this reasoning is true. On the one haiid, @#€s
not guarantee an increase in exports nor in FDI. In fact, last year Guatemala, Honduras and El Salvador,

7
with the agreement in place, actually saw their exports to the United Stesase

No increase in foreign investment is guaranteed. kaat foreign investment in Costa Rica, without the
treaty in place, was greater than that which was invested in all of the other Central American countries

8
put together. Also, an increase in exports and in FDI does not guarantee that employment rates will
rise. Between 1994 and 2006 in Costa Rica FDI rose by 500%, exports by 300%, and nevertheless
unemployment also rose. This is because FDI displaced national production, and in doing so sometimes

9
generated more unemployment than employmenthis also waa result of an increased rate of
displacement of national producers and employees. All such effects would be exaggerated if the
agreement were to be approved.

Protection of labor rights are also not taken into account, as member countries only commfigors
a few labor rights and even then only whesmmerce is not affecte@ee article 16.2.1.a). As with the
right to health and life, not to mention labor rights, all are subordinate to commercial interests.

CAFTA would affect domestic workers and lewiges in particular because of its negative impact on

public services and on those dependent on basic foodstuffs. As far as public services go, in Costa Rica the
telecommunications and insurance industries would be opened up, which will affect accessptoone

services (which have clearly become more expensive when they pass out of state control into the hands

7 Seehttp://www.census.gov/foreigimade/statistics/country/index.html

8 CEPAL, Estimate based on official data available 24 April 2007.

9 COMEX based on numbers available in the BCCR and PROCOMER found at
http://www.comex.go.cr/estadisticas/inversion/IEDY806.pdf INEC: Home polling.
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of multinational companies). Nor are these the only services; water, electricity and education will be
subjected to its rules.

None of these thee cases are exempt from the application of the norms of the treaty, either the service
is subject to the agreement as is the case with electricity, or the supposed exclusion is conditional only
for so called "social services" (see Annex II-RonformantMeasures, Costa Rican list), not

guaranteeing water nor education. In this way multinational companies could use CAFTA to prioritize
foreign investments above national interests.

For example in the case of water, it might mean that priority is givenppls to golf clubs or hotels
rather than prioritizing community use. In education it might mean sharing the education budget as
currently happens in Chile. Yes, health services are excluded from some general norms, but, neither
health nor any other serge is absolved from the right given to multinationals to sue the state, in a court
of arbitration for "measures tantamount to expropriation" or "measures that affect profits."

Simply put, in all cases the ability of the state to regulate services foicgot#rest is diminished, and
the treaty encourages multinational control, therefore encouraging profit making rather than the
provision of universal public services.

Greater multinational control of services is thereby encouraged, and internationafierpe has shown
that this control does little to improve the quality of services but does lead to an increase in prices. A
recent local example can be seen in Nicaragua, where electricity was put in the hands of a Spanish
multinational, which in turn hakad to blackouts.

As for basic consumption, by opening the national market in basic foodstuffs, leading to possible
displacement of national production, the effects will extend not just to producers, but affect the
consumer as well. The experience of liex as we have said above, it that once local producers are
displaced from the market, the prices to the consumer increase, and furthermore all profits remain in

10
the hands of intermediaries or the companies exporting from the United States

CAFTA and ¢nWomen of Costa Rica

Women in Costa Rica are mainly domestic workers. If we add in those who work in the "informal

11
sector" , which is not a stable source of employment but really a last recourse for those who have little

other choice, the resulting grougncompasses more than 80% of all Costa Rican women over the age of
12

15 .

As to those who work outside the home in more formal settings, the majority work in assembly plants
(maquiladoras), largely in the clothing sector, while some work in educationdmmasstic servants.

The clothing industry has awful labor conditions: entailing extremely intensive piecemeal work, the
dangers of injury and shiftrork, little protection and no freedom to form unions. On top of this, the

10 See footnote N&.

11 These are the domestic servants whose workers rights are most often violated, beginning with recognition of the
minimum wage.

12 INEC 2006, main results Home polling, multiple choice 2008tgn//www.inec.go.crand OIT: Labour

panorama 2004 pages:-98, inhttp://www.oit.org.pe/portal/documentos/texto_completo 2004,pevisado r
noviembre de 2006.
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way wages are set leads to morgansive work and an increase in the length of the workday while
overtime goes unrecognized.

In education, workers in the public sector have full workers rights, although wages are low and the work
intense.

We can predict negative impacts-aliound in he sectors mentioned above if the trade agreement is

approved. In the clothing industry, we can already see effects in the industrial sector with or without

CAFTA, by the way in which the industry has been restructured on an international level. The

multinationals control the chains of production and the sales and marketing. Countries such as Costa

Rica only work the seams and finishing work, all of which is performed under the control of the

Ydzt GAYFGA2ylFfad LG NBIFff e fR2Qdtyabdnalsykhd prdndioFidNe ¥ G KS
done in Central America, India, China or Vietham. They can move production plants or change

contractors from one country to another.

With the 2005 global elimination of the import quotas approved at the World g @dyanization

(WTO), competition from clothes originating from Asia has displaced Central American and Mexican

LINE RdzOG A2y d /1 C¢! R2SayQiG LINRGSOG Oft20KAy3 YIRS A
pattern will continue. In fact, just thissdayear clothing exports into the U.S. fell from all countries in

13 14
Central America except Nicaragual he same is true of Mexican clothing exports

In the education sector it is expected that CAFTA would lead to a growth in private education, where
wagesare lower and labor rights are not respected, among such rights is the right to organize, which
might otherwise offer some protection.

Above all one finds Nicaraguan migrants working in the domestic service sector. The agreement
stipulates that member cauries do not further their commitments with respect to migrant workers
(Art. 11.1.4.5), so their current lack of protection will no doubt continue.

Public Services and CAFTA

When it comes to public services, one of the principal policy aims of CAfRaAtiere bean expansion

of multinational activity in public services. This expansion changes the way Costa Rica has traditionally
provided these services, moving from a philosophy of solidarity and concern for the people, to the profit
motive and a lackf regard for human necessity. Services cease to be considered a means to attend to
the needs of the population or a way to provide for human rights, and instead public services are
treated like any other merchandisethey are provided only to those witlhé means to pay for them.

If this happens, more sectors of the population will find themselves excluded from access to such
services. In this case, the women, domestic workers entrusted with the survival of their families and
access to services, will barther burdened trying to find alternatives to that which, until now, has been
providedr medical attention, public education, drinking water, electricity and telephones.

To sum up, CAFTA is a legal instrument that favors multinational expansion withiésjtleaving the

13 CEPAL (Comision Econdmica para América Latina y el Caribe) 280Mo Centroamericano: evolucion
econdémica durante 2006 y perspectivas para 200%6/04/2007.
14 INEGI 2005:Industria maquiladora de exportacion. Economic StatisticsSeptember, p. 25
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most underprivileged sectors of our population totally unprotected, among them women and the poor.

Maria Eugenia Trejos is an economist specializing in labor economics, member of Pensamiento Solidario,
an NGO formed to analyze the Fraade Agreement and create public awareness about its contents.
She is an analyst with the Americas Policy Progranwat.americaspolicy.org
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BySusana Gauster, CONGCOOP Institute of Agricultural and Rural Studies in Guatemala, Guatemala
Translated by the Guatemala Human Rights Commission/USA

Despite the tendency to downplay the role of agriculture, Guatemala remains a cowheye the
agricultural sector plays a fundamental role in its economy. At the macroeconomic level, 39% of the
Economically Active Population is employed in the agricultural sector, producing 24% of the GDP.
Together with remittances, agriculture is theain source of generating currency. At the microeconomic
level, the agricultural sector is responsible for creating jobs and food supplies.

Among the 830,684 farmers recorded by the 2003 Agricultural Census, 92% are subsistence farmers,
cultivating less than 10manzanas(7 hectares). A little more than six percent are farmers cultivating
between 10 to 64nanzanaq7 - 44 hectares). Only 1.9% of agricultural producers harvest more than 1
caballeria(44 hectares).

Among the farmers, 39% produeoeaiz blancdwhite corn), and 12% harvest other basic grains, which
demonstrates how important the production of basic grains is for the country.

Corporate globalization, which came about as a result of Structural Adjustment policies promoted in the

mid 1980s, has left its footprints on the country. In particular, corporate globalization has affected the
production of basic grains. Moving from a self sufficient producer of basic grains (i.enaizeand

beans) until the 1980s, Guatemala, once kndwda (G KS G3aINI yI NBé 2F / SYyd NI £ !
dependent on imports, resulting in serious consequences for malnutrition and hunger levels. The final

link in the implementation of the economic reforms has been to put in place the Free Trade Agiteem

(or DRCAFTA) in the Central American countries, the Dominican Republic, and the United States.

There are a number of institutions and investigators, particularly those in defense of the incorrectly
YIEYSR aFNBS (NI RS¢ Y2 Rtatiorzof ahéap aglicdltérd dbbds beKeffitsitheln& S A Y L.
consumer¥’ of food products, which constitutes the majority of the population in every country. They

claim that the only losers are the net producers of the products in play. This leads them to conclude

that the benefits outweigh the damages; however, this analysis is flawed since there is empirical
evidence that cheap imports do not necessarily reach the consumer. Rather, the concentration of basic
product imports in the hands of a few import oligomdi causes the benefits to remain exclusively
FY2y3 GKS R2YAYlFYyid FOG2NER 2F (GKS GFNBS¢ YIN] SO

Within this framework, we will analyze the initial results of-ORFTA on the agricultural and food
sector, the agricultural trade balance, the effect on bagiaing, the exportation of notraditional
crops, and the suitability of the model that is being deepened BCBRTA.

> Mason, Andrew D.Policy Approaches to managing the Economic Transition: Ensuring that the Poor can benefit
from DRCAFTA Banco Mundial, Washington D.C., 2Q@®rtner, Claud:=xpected impacts of CAFTA in
GuatemalaDepartment of Eamomics, University of Washington, 2003
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AGRICULTURAL TRADE BALANCE

In the first eleven months of DBAFTA in Guatemala (July 2006 to May 2007), agricultural sector
imports hae increased more than exports. This has resulted in a reduction in the trade surplus when
compared to the same time period the year before.

Graph 1: Agricultural Exports and Imports, 11 months of-DRFTA. (In thousands of US Dollars)
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Source: Own creation with data from the USDA

BASIC GRAINS

The imports of U.S. grains have increased considerably, with the exception of white corn. This is despite
the high increase in the price of corn, rice, and wheat on the internatiom@aket due to the increased
U.S. production of ethanol.

Table 1: Imports from the U.S., 11 months of IIRFTA. (Measured in tons)

2005/06 2006/07 Increase
Maiz Amarillo(Yellow Corn) 575,725.3 638,058.30 10.82%
Maiz Blanc@White Corn) 62,196 62,1
Rice 56,393.50 79,852.20 41.6%
Wheat 438,422 574,400 31%
Black Bean 3,161.7 3,196.7 1.1%
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Potato 416.8 1,031.1 247%

Source: Own creation with data from the USDA

This considerable increase in the price of grains made the predictions @fABRAadvocates
contradictory. The forecast that increased imports would lead to more competition and thus better
prices for consumers was inaccurate. The price increase, which in some parts of the country has
doubled from the prior year, has benefited the dar agricultural producers. On the flip side, the
increased prices have drastically affected impoverished households, increasing concerns about famine
occurring in some highisk zones throughout the country.

1 Graph 2: Evolution of Corn Prices
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Table 2: Increase in the prices of maiz and derivatives (IPC), June 2006 to June 2007
CCBA Maiz Corn Flour Tortillas Imported Corn from U.S.*
4.56% 28.94% 18.95% 14.31% 55.89%

Source: Own creation with data from INE
* Until April 2007

Although the increase in prices in itself cannot be attributed to@¥FTA, one can see the logic
embodied in the agreement: the enormous concentration of imports in the hands of monopoli#er
private oligopolies, and their subsequent control of national markets.

EXPORT CROPS

Before DRCAFTA went into effect in Guatemala, one of the principal opportunities advertised to small
farmers was the exportation of nemaditional crops:® However, the DRCAFTA advocates assumed
that small farmers produced all those crops. Consequently, it is necessary to differentiate between the
non-traditional crops. Among the most successful crops on the foreign market are ‘fréifscan
palm,® rubber, and sesame. Nevertheless, these crops are concentrated in the hands of medium size to
largescale farmers, those that cultivate more than m@&nzanagq7 hectares). Other products such as
flowers or ornamental plants are produced by factories, where worrenemployed with low salaries

and poor labor conditions. In real terms, small farmers only have a significant portion of the vegetable
and legume market® Nonetheless, these small farmers are not the ones exporting the goods since
intermediary businessetake advantage of the conditions.

Upon reviewing the evolution of exports to the United States in the areas where small farmers had the
highest participation, exports to the U.S. actually decreased or only increased an insignificant amount
compared to pevious years:

'® The nontraditional export crops are, in the case of Guatemala, banana, coffee, cardamom, and sugar cane.
1795.35% of the melon surplus, 68.46% of the mango surplus, and 59.28% of the pineapple surplus aaads the

of largescale farmers (INE, Agricultural Census 2003). The export of these crops is still more concentrated since
the quality standards for export are very high and require large investments to be able to meet those standards.
1899.85% of the sylus is in the hands of largeale farmers (INE, Agricultural Census 2003)

9 Only 2.15% of the Chinese pea and 11% of the broccoli surplus harvested are frestédeger commercial

farmers (INE, Agricultural Census 2003).
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Table 3: Tons of the most successfully exported vegetables, January to May of each year.

2007 2006 2005 2004 between | between
2006/07 | 2005/07

Peas 12,798.90 11,961.80 | 11,169.60 & 9,921.40 | 7.00% 14.6%
Okra 3,658.70 5,108.30 5,757.10 3,758.70 -28.38% | -36.5%
Broccoli 8,091.60 7,765.40 9,966.10 13,482.80 @ 4.20% -18.81%

Source: Own creation with data from USDA

On the other hand, one can observe that exports have increased more to other parts of the world than
to the United States. Vegale exports to the U.S. in relation to total vegetable export decreased from
9.41% in 2005, to 9.01% in 2006, to 7.65% en 2007.

Those that have had good results from-DRFTA are the largeeale farmers of fruit that have seen an
increase in exports tdie U.S. to some extent.

Table 4: Tons of most successfully exported fruit, January to May of each year.

2004 2005 2006 2007 200607
Banana 427,116.20 @ 459,660.60 | 337,875.60 | 468,610.20 @ 38.69%
Melon 142,314.30 | 136,051.10 | 166,142.40 | 182,152.00 | 9.64%
Mango 8,736.50 9,238.80 9,047.70 12,489.60 38.04%

Watermelon | 7,088.00 10,483.10 12,287.30 15,714.90 27.90%
Pineapple 5,095.50 12,509.80 14,349.80 14,614.00 1.84%

Source: Own creation with data from USDA

2We are including data fromaduary to May of each year because we only have data for January to May for the
current year. Data from the Bank of Guatemala.
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However, this growth has once again cost small fasnesuatemala is witnessing a worrisome process

of re-concentration of the land used for successful crops into fewer hands. Consequently, Guatemala,
already known worldwide as a country with an unequal distribution of land, is further concentrating the
land. This reality has forced many families to lose the agricultural production that sustained them. The
following table shows that the production of a few crops has increased, while at the same time the
numbers of farms that produce those crops havestically decreased.

Table 5: Process of Land ®encentration

MANGO PINEAPPLE BANANA SUGAR CANE
No. Farms| Produce No. Farms | Produce No. Produce No. Produce
Farms Farms
2002/03 | 42,426 1,726,950 | 7,560 1,244,188 | 68,948 14,097,10 | 14,092 360,221,62
3 5
2005/06 | 9,816 3,787,467 | 3,809 11,057,77 35,44 | 36,359,46 | 10,716 412,621,53
0 9 3 1

Source: Own creation with data from INE 2003 and ENA 2006

In the case of fruit, although exports have not decreased to the U.S. compared to total exports under
DRCA-TA, there has not been an increase in fruit exports. That is to say, undeABR the same
percentage of fruit continues to be exported as before. There has been no change urRG&FIR.

It is fundamental to emphasize the evolution of the pricesaioted for vegetables and fruits. In
analyzing two vegetables and two fruits from January 2005 to April 2007, the prices for those crops
decreased. The price for plantains decreased by a slim margin, while the price for Chinese peas
drastically decreased This demonstrates that there has been a definitive decrease in the price of the
four crops, a trend contrary to the rising prices for the basic grains.

22



Graphic 3: Evolution of Prices for four nd@raditional export crops, January 2005 to April Q@
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CONCLUSIONS

Despite DRCAFTA having been in effect in Guatemala for only one year, there are several emerging
tendencies:

1. The agricultural balance has been negative. While theree Haeen considerable increases in
imports, the exportg; although they have growg have increased more to other parts of the world
than to the United States.

2. DRCAFTA is a model that:

U Prioritizes commercial exchange over basic human rights (i.e.tdgbbd). That is to say that
DRCAFTA promotes exportations at uncertain prices designed to decrease (for example, the
exportation of nontraditional crops), while at the same time HFAFTA facilitates unnecessary
imports of crops, which maintain a stebprice on the international market and that are
designed to increase (for example, basic grains). This is a disadvantage for the country in terms
of exchangé! along with major effects on sovereignty and food security. Food security should
be a prioriy in Guatemala, a country with a good climate for agricultural production, but that is
currently facing a drastic situation of malnutrition and famine.

% Data confirmed by RUTAWorld Bank,Motores de crecimiento rural sostenible y reduccién de la pobreza en
CentroaméricaWashimgton D.C., 2004.
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U Only benefits a small number of import and export businesses, those that are the richest in the
nation or are taken over by transnational companies and capital:

o The import businesses are earning a direct fiscal advantage by not having to pay the
import tax (tariffs), an advantage that is not being transferred on to the consumer.
Businesses without remal act as monopolies or oligopolies, dominating the import
sector and controlling the markets. They act as regulators of the national market, when,
as is done in many other countries, a public entity regulates the market. The current
reality is affectng the right to food for the Guatemalan small producers and consumers.

o In the areas where success has been seen in exports-daeie, commercial farmers
make up the majority of participants. Through the same model, they are stimulated to
expand thei plan, displacing subsistence farmers angdtoacentrating land in the hands
of a few. This has resulted in practically the worst distribution of land in the entire
world.

RECOMMENDATIONS

Keeping in mind the situation described above, and in additimeiterating rejection of DICAFTA
given its negative impact on the rights of the majority, we consider the following to be fundamental:

1. As part of the commitment to basic grains produced at the national level by small farmers, an
Integrated AgrariarReform that not only guarantees access to land for those farmers without
sufficient land, but also pushes forward complementary measures to assist small farmers in
producing viable products (i.e. through technical support, accessible credit, the exchénge o
sustainable technology, social and productive infrastructure, etc.) should be implemented.

2. Akin to the first recommendation, mechanisms that allow the public sector to regulate the basic
grain market at a national and regional level should be implemdn That is to say that a public
entity should intervene in those markets that are increasingly distorted and currently exclusively in
the hands of a few largscale agrbusinesses. This would guarantee just and stable prices for the
producers and preidt prices for the impoverished consumers. In addition, it would build real
competition among largscale monopolies and oligopolies that control the rural market.

3. At the Central American regional level, there should be an efficient and real effoegtdate the
market since only a few domestic, regional, and transnational corporations have gained control.
The regulations should democratize the process of accessing a portion of the contingents, should
review mergers, and should guarantee that thenbéits garnered by producers are passed on to the
consumers.
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