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CHAPTER

DIRECT FOREIGN INVESTMENT
AND INDUSTRIAL
ENTREPREMEURSHIP

IN CENTRAL AMERICA

L. N. Willmore

It is now generally recognized that direct foreign investment is
more than a financial transaction, for the foreign investor provides
entrepreneurial services in the form of modern technology, manage-
ment, and the ability to successfully market a product. Indeed, the
international corporation prides itself on supplying these services,
and it is the components other than plant and equipment which justify
the high rate of return for equity investments compared with invest-
ments in the form of bonds.l But the introduction of these entre-
preneurial inputs into a developing economy can have a negative im-
pact on human resources, even though the investment itself adds to
the productive capacity of the region. By supplying management and
technology and by refusing to sell shares in the local operation, the
international investor may well retard the development of local in~
stitutions that could perform these functions. In the words of Felipe
Pazos, '"the main weakness of direct investment as a development
agent is a consequence of the complete character of its contribution." 2

The Central American Cormmon Market (CACM), which includes
Guatemala, E]l Salvador, Henduras, Nicaragua, and Costa Rica,
provides an excellent opportunity to study the simultaneous emergence
of native entrepreneurs and subsidiaries of international corporations
in the manufacturing sector of a developing economy. Factories began
to replace artisan methods of production during the 19408, when the
governments of the region adopted protective tariffs and offered in-
dustrial incentives to encourage import-substitution. The removal
of artificial barriers to trade between the five countries, which began
in the late 1860s and was completed for the manufacturing sector by
1965, has stimulated the domestic production of manufactures and
has attracted a considerable amount of direct investment from abroad.

The emerging Central American industrialist feels threatened
by competition from the subsidiaries of foreign corporations, and for
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this reason has appealed for measures to restrict direct foreign
investment in existing industries. The purpose of this chapter is to
examine the merits of this appeal and the overall impact of direct
foreign investment on industrial entrepreneurship in the regicn. In
particular, the study considers the change in the pattern of foreign
investment which resulted from import-substitution and economic
integration, the reaction of the local industrialist to this changed
pattern of investment, and the policy measures which have been im-
plemented in the CACM as a result.

Before he proceeds, the reader is asked to bear two points in
mind. First, following A. H. Cole,3 the function of entrepreneurship
can be viewed as innovation, management, and adjustment to external
conditions. But management alone, however essential it may be for
the success of a business enterprise, is not synonymous with entre-
preneurship. For the purposes of this chapter a ""manager' is assumed
to function as an entrepreneur only to the extent that he is given the
authority —the decision-making power—to innovate and adjust to changes
in the business environment. Second, there has been little research
in Central American industries at the level of the firm, so many of
the points in this chapter that relate to the structure of Central
American enterprises must be regarded as tentative hypotheses which
may be confirmed (or rejected) by subseguent empirical investigation.

THE PATTERN OF FOREIGN INVESTMENT

Direct foreign investments have a long history in Central
America. In 1897 the book value of equity investments held by for-
eigners was calculated at about $12 million and was concentrated in
the banana-growing countries of Costa Rica, Guaternala, and Honduras.?
In recent years foreign investments have penetrated all five countries,
and in a way far different from that of the "Banana Republic type of
investment.

Since the Central American countries record capital flows but
not direct foreign investment in the region, a study of the pattern of
foreign investment must be restricted to direct investments of U.S.
firms. The task of compiling statistical evidence is made more
difficult because prior to 1968 the U.S, data treated Central America
not as a unit but rather as a balancing entry (“other Central American
and West Indies") following Mexico and Panama.

Nonetheless, from the data published pericdically by the U.S.
Departrment of Commerce it can be estimated that the book value of
U.8. investments in manufacturing increased sixfold from the time
the General Treaty establishing the CACM was signed (December
1960} to the end of 1968. U.S. investments in agriculture and services
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have remained largely unchanged over the same period. The increased
investment in '"other" activities (mostly the export sector of agricul-
ture) shown in Table 18.1 is most likely due to the purchase of sugar
plantations in the Dominican Republic following the 1865 intervention,
for there is no evidence that U.S. fruit companies have increased

their holdings in Central America.

Japanese, German, and Mexican companies have established
manufacturing plants in Central America,® but the United States stil}
accounts for most of the direct foreign investment in the region. As
U.S. enterprises operating public services are n:a.t‘mna.lized,6 other
companies, including United Fruit and W. R. Grace, are diversifying
and investing an increasing amount in the manufacturing sector of the
economy. Firms that formerly exported their products to Central
America have opened plants in the region to cross the tariff barrier
and retain their share of the local market.?7 The available evidence
seems to support the observation made frequently in the press that
the formation of the CACM has encouraged large international com-
panies to produce consumer goods in the region, in eompetition with
smaller Central American enterprises.* Central America thus
appears to have entered a "new stage of foreign intervention"9 which
is very different from that which the region experienced in the past.

THE INTERNATIONAL FIRM AND
NATIONAL ENTREPRENEURSHIP

By encouraging impoert substitution in the postwar period the
Central American governments have fostered the emergence of a
new type of entrepreneur, one who manufactures commodities for the
domestic market. At the same time, foreign investment has been
diverted from the export and service sectors and toward the manu-
facturing sector of the economy. Economic integration has accelerated
this process by making production for a regional market more

*A Guatemalan columnist, expressing a peint of view which is
frequently encountered in the Central American press, suggests that
""the common market is nothing more than an expansion of the pro-
ductive zones of the United States of America—and to z lesser extent
of Japan, Germany and other countries which have incorporated scme
of their industries in the integration plans. And to our greater dis-
may, there have even been cases of prosperous industries, built by
Central American entrepreneurs, which have been sold to wealthy
foreign companies."8



TABLE 18.1

Book Value of U.S. Direct Investment in Central
America and West Indies * 1960, 1964, and 15668
(millions of U.S. dollars)

Mining Manu-
and fact- Utili-
Total Smelting Petrolenm ures ties  Trade Other
1960 464 20 71 19 132 18 204
1964 589 31 139 46 142 26 205
1968 725 33 198 121 147 45 251

*Exclusive of Cuba, Panama, and Caribbean dependencies.

Note: The five Central American countries account for approx-
imately three-fourths of the total values shown.

Source: U.S. Department of Commerce, Survey of Current
Business, various issues.

TABLE 18.2

Book Value of U.S. Direct Investment in the Central
American Common Market, 1968, 1969, and 1970
{millicns of U.8. dollars)

Mining
and
Total Smelting Petroleum Manufactures Cther

1968 596 6 151 104 335

1969 630 8 154 113 335

19'70* 624 10 160 73 381
*Preliminary.

Source: U.S. Department of Commerce, Survey of Current
Buginess, various issues,
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attractive to both the Central American industrialist and the large
international firm. As a result of policies that protect local industry
but not the local industrialist, foreign capital is increasingly com~
petitive with local capital and a conflict has developed between the
Central American industrialist and his foreign counterpart.

The Central American industrialis{ typically employs his local
mamafacturers' association as a pressure group to oppose what he
considers to be "unfair " competition from abroad. A case in Honduras
provides an excellent example of this type of activity. In May 1968
the Honduras Associztion of Timber Producers published an open
letter to President Oswaldo Lopez Arelleno in which they expressed
their opposition to the establishment of a lJarge pulp and paper mill.
The propesed company, Industria Papelera Centroamericana, was to
be a "joint venture” with International Paper (a U.S. firm) controlling
51 percent of the stock and Standard Fruit and United Fruit an addi-
tional 15 percent each. The remaining minority shares were to be
purchased by the Central American Bank of Economic Integration
(BCIE), the government-owned National Development Bank, and the
Luxemburg-based Adela Investment Company. The local producers
argued that the proposed ten-year tax exemption and the creation of
unemployment in existing mills would cutweigh any benefits which
might accrue to the Honduran economy.10 In this instance the govern-
ment was more interested in increasing exports to the rest of Central
America than in protecting the national entrepreneurs, so the com-
pany was granted a charter as planned in February 1969.11 were it
not for the fact that Honduras has a serious balance of payments
problem, the local producers might have been more successful in
influencing governmental poliey.

Thus far, the industrialist has had more effect on foreign in-
vestment policy at the regional level than he has at the national level.
In an important public statement published in March 1965 the Central
American Federation of Chambers of Industry (FECAICA) proposed
that a total of eight restrictions be imposed on foreign direct invest-
ment in the region. The most important of these proposals were: (1)
certain areas of the economy should be reserved exclusively for
Central American investment, (2) "joint ventures' of domestic and
foreign capital should be encouraged, (3) foreign firms should employ
Central American administrators and managers, (4) no fiscal in-
centives should be granted to foreign investors who "threaten the
stability of established firms, and (5} regional and state financial in-
stitutions should give preference to Central American investors,
since "foreign investors are in a better position to provide their own
financing."1

The FECAICA declaration was apparently quite effective, for
less than three months later the ministers of economics of the five
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CACM countries issued a policy statement that echoed the FECAICA
proposals. In their joint declaration, the ministers urged that local
resources be developed whenever possible, that joint industrial
ventures be encouraged when a high level of technology requires
foreign participation, and that in all other cases priority be given to
Central American investors.13 This declaration is not, however,
binding on the individual governments, as is evident from the case of
the pulp and paper mill in Honduras,

The industrialist pressure groups are, of course, motivated by
self-interest and self-preservation. A governmental or regional
developmental agency that is interested in the long-run development
of human resources must consider the net impact of foreign direct
investment on the formation of national entrepreneurs. And foreign
direct investment does have a stimulating as well as a stifling effect
on the development of entrepreneurship.

Direct investment from abroad can strengthen local entrepre-
neurship in three distinet ways., First, the manufacture of final
demand goods creates opportunities for local entrepreneurs through
the effects of what Hirschman calls "backward linkages 'i.e., the
purchase of intermediate goods in the domestic economy. Second,
international firms train national managers who may become indepen-
dent entrepreneurs in the future. Third, local industrialists become
more efficient as a result of competition with and imitation of foreign-
owned enterprises. The relevant question is then to what extent do
these positive stimuli offset the negative impact of foreign direect
investment on the development of industrial entreprensurs in Central
America.

At the present stage of industrial development in Central America,
the industrialist has not become a supplier to the subsidiaries of
international firms and, with the exception of plants that process
agricultural products, backward linkages have not formed as a result
of the establishment of new factories in the region. The present
pattern of industrialization has resulted in a proliferation of Plants
that do little more than assemble imported component parts, plants
that—to paraphrase a Guatemalan economist—package imported com-
modities in imported containers and add the label "Producto Centro-
americano." 14 Costa Rica, for example, has four automobile assembly
plants that import all component parts and a number of television and
ragio assembly plarts that operate under similar conditions.15 1n
Nicaragua, to cite another example, the chemical, cosmeties, and
soap industries are composed primarily of plants that handle the final
blending and bottling of imported products. These industries import
86 percent of their inputs from ahroad, with the result that the value
added by Nicaraguan blending, packaging, and distribution amounts
to only 36 percent of the final retajl price,16
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The proponents of this indiscriminate type of industrialization
argue that backward linkages will form in time. This may ke true for
some industries, but there is always a natural resistance on the part
of the manufacturer of the final product to allow these linkages to
form. If the manufacturer is an international firm, the only reason
for establishing an assembly plant in Central America may be to
escape the high duties on final consumer goods by exporting parts
rather than the finished products. In other words, the parent company
may continue to regard the small Central American economy as an
export market, even though it has a "manufacturing'* subsidiary in
the region. In addition, the manufacturer may regard a domestically
produced input as an inferior and more costly substitute for the im-
ported good.

Albert Hirschman has suggested that this resistance to backward
linkages is not a serious problem when one considers that the manu-
facturers of final demand goods can expand vertically and thus become

their own suppliers.

The resistance 1s almost wholly premised on the supposi-
tion that manufacturing in the higher stages of production
is going to be undertaken by entrepreneurs other than the
already established industrialists (or other than members
of his immediate family). For if he himself undertakes it,
most of the listed objections to the expansion of manu-
facturing via backward linkage fall to the ground. Thusg,
the fear of unreliability and poor quality of the domestic
article should abate and the fear of domination by a monop-
oly supplier will disappear entirely.17

But what happens when the manufacturer is an international corpora-
tion? On the one hand, the corporation is predisposed to supply its
Central American subsidiary with inguts produced by the parent com-
pany or a low-cost producer abroad. 8 Onthe other hand, if the host
country stimulates the formation of backward linkages by collecting

a higher duty on imported inputs, the subsidiary will expand throuwgh
vertical integration rather than purchase intermediate goods from
local entrepreneurs. In either event, the prospect of promoting
national entrepreneurship through the effects of backward linkages

is not very promising.

A second way in which a subsidiary of an international firm can
increase the supply of iocal entrepreneurs is by training managerial
personnel. In the case of Central America this impact is likely to be
insignificant for two reasons. First, in many cases the parent com-
pany has simply substituted the export of component parts for the
export of assembled units, with the result that the scope for innovation
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within the subsidiary operation is probably quite limited.* Second,
even if a local employee should learn the requisite skills for success-
ful entrepreneurship, he will find it difficult to obtain financial support
for an industrial venture, given the pregent state of the Central
American capital market.” The prospective entreprensur may seek
employment in a firm that allows him greater scope for his entre-
preneurial talents, but this selution presupposes that such enterprises
exist in the region.

For a complete picture of the development of human resources
in industry, one must bear in mind that the native manufacturer is no
more willing to entrust his employees with decision-making power
than is his foreign rival. With few exceptions, the Central American
firm is a family affair, and outsiders generally are not permitted to
participate in decision making at any level. Thomas Cochran reports
that in the case of the Puerto Rican firm, the owner-manager was
very reluctant to delegate authority or provide information to non-
relatives.

The fear of delegating authority helped to prevent the rise
of a middle management group. Managers could not be
found by advertising in the newspapers or consulting an
agency. Sales managers or chief accountants had to be
trained from the ranks, and unless they were relatives, the
senior partner was unlikely to consult them on policy.20

This situation persisted in Puerto Rico in the mid-1950s, and in my
opinion is characteristic of most Central American firms today.21
The existing firms in Central America are probably not making a
significant contribution to the formation of entrepreneurs, and the
introduction of the internaticnal corporation into this environment is
not likely to alter the picture from the standpoint of human resource
development.

The third way in which direct foreign investment can stimulate
local entrepreneurship is by forcing existing firms to improve the
efficiency of their operations as a result of competition and demonstra-
tion effects. There is no doubt that foreign direct investment has, in

*This point—like many others in this chapter—is a tentative
judgment subject to empirical investigation. But Litvak and Maule,
in their study of U.S. subsidiaries in Canada, have concluded that
"potential Canadian creativity is often not encouraged and in fact may
be obstructed.” A priori one would assume that the delegated authority
to local personnel in an underdeveleped and small economy like Central
America would allow even less scope for individual initiative. 18
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this sense, had an effect on the Central American industrialist. As
Paul Rosenstein-Rodan has noted, ""the stimulating effect is undoubtedly
strong, perhaps so strong that the problem is that the patient should
not be weakened {or killed) by overstimulation.'"22

The Central American industrialist has been unable to respond
quickly to the stimulus of competition with the international firm, and
many of his difficulties stem from the formation of the common market
itself. The program of economic integration, which has given con-
siderable impetus to Central American industrialization, is paradox-
ically contributing to the decline of the Central American industrialist.
The industrial entrepreneur, who was accustomed to produce for the
market of his own country, suddenly found himself operating in a larger
regional market in the mid-1860s. Although the industries of each
country were able to survive the competition of intraregional imports,23
the industrialist has not been as successful in meeting the competition
of the international enterprise.

The local entrepreneur needs time to adapt his finances, produc-
tion, and marketing to the changed business environment.?4 Regional
marketing requires an expanded sales organization and promotional
advertising on a scale to which the national enterprise is usually not
accustomed.” The industrialist may also find it necessary to adapt
hig product line, alter his production techniques by purchasing modern
equipment, or, at the very least, increase his inventory to meet the
needs of a larger and more geographically dispersed market. Credit
is generally available for additions to fixed plant and equipment,
although the local entrepreneur may lack the technological information
required for efficiency in planning capital expenditures. The major
finanecial problem is the need for working capital to finance an enlarged
inventory and sales promotion, and the small firm has little hope of
obtaining credit for such purposes.

The international firm has an advantage over the local industri-
alist in marketing, technology, and finance. The parent company has
exported its products to 2ll five countries in the past, so it has a
marketing and sales organization that encompasses the entire region.
The international firm is not only aware of but is most likely an in-
novator with respect to technology. And financially, the international
enterprise can more easily incur the expenses of initiating regional
production and marketing, for it has access to both the retained
earnings of the parent company and the international money market.

In short, a program of protection and encouragement of national
entrepreneurship is not without merit from the standpoint of human
resource development in Central America. Throughout the postwar
period the five countries have made every effort to protect their
"infant" industries and stimulate the process of industrialization.

They are now beginning to implement measures to protect their
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“infant" industrialists and encourage the development of national
entrepreneurship.

REGIONAL INDUSTRIAL POLICY

Although Central America does not yet have a comprehensive
program of "infant" industrialist protection, the five countries have
utilized the common market framework to institute a number of
policy measures in favor of national entrepreneurship. These measures
fall roughly into two categories: positive attempts to improve the com-
petitive position of the local industrialist, and attempts fo restrict the
activity of the interrpational firm so as to favor domestic over foreign
investment.

The positive measures to improve local entrepreneurship are
directed at marketing, technology, and finance —three respects in
which the internationral firm has a distinct advantage over the local
industrialist. Three new regional institutions have been created to
deal with these problems. The Central American Institute of Business
Administration (INCAE), which was founded under the auspices of
Harvard University, is training potential independent entrepreneurs
and increasing the pool of management personnel that is available to
local firms. In addition, the universities in the region have added
courses in business organization, marketing, and finance to the
traditional accounting courses in the commerce curriculum. The
Central American Institute of Research and Industrial Technology
{ICAITY) provides technical advice and carries out feasibility studies
for private enterprise in all five countries. This institute has no
doubt improved the efficiency of existing enterprises and it provides
useful information to those entrepreneu¥s who consider investing in
a new industry. The Central American Bank for Economic Integration
(BCIE) has improved somewhat the availability of credit to the in-
dustrialist. But the bulk of the funds of the bank have been received
as a part of the foreign aid programs of the industrial countries, and
these funds are often tied to the exports of the country that has
extended the credit to Central America. Thus bank credit is restricted
largely to expenditures on capital goods and does not aid the business-
man who seeks to increase his inventory and extend his marketing
operations.

The inability of the Central American indusirialist to finance
his expansion inte a regional market undoubtedly accounts for much
of the weakness of domestically owned enterprises. In this respect
it is sigpificant that in El Salvador, where some industrialists have
been quick to seize the opportunities of the CACM, many of the local
manufacturers have extensive interests in finaneial institutions.29
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In general, however, the absence of a capital market of any impor-
tance in the region means that there is no mechanism by which savings
are allocated to entrepreneurs who have investment opportunities. As
a resuit, a considerable amount of savings is invested abroad or held
by Central Americans as liquid assets in financial institutions outside
the region.26

To strengthen the local capital market, a Costa Rican economist
has suggested that the CACM form a "public investment corporation®
which, in the manner of a.mutual fund, could channel private savings
to local industry.27 But this inecrease in the demand for equity shares
would have little effect on the level of investment unless an increased
supply of industrial shares is forthcoming. At the present time
neither the international corporation nor the family-owned firm is
eager to sell equity shares in the local market. The international
firm generally avoids issuing any significant number of shares in a
subsidiary company, for there may be a conflict between maximization
of zlobal profits and maximization of profits in any single region, or
there may be a conflict of interest, with the local shareholder pre-
ferring to maximize short-run profits and the parent company long-
run profits.* The family firm, like the international enterprise, is
adverse to issuing shares out of fear of losing some control of the
company. Thus most domestically owned firms prefer to expand
gradually through debt financing and reinvested earnings rather than
seek outside shareholders who are willing to hold equity in the firm.28

Even with an effort to develop a strong Central American capital
market, improve the technology of existing plants, and train business
managers, the Central American industrialist needs time to adapt to
his changed environment, and this requires governmental action to
restrict direct foreign investment and protect the "infant' industrialist.
No single country in the region is able to impose meaningful restric-
tions on foreign investment for fear that the international enterprise
will simply move its subsidiary to another CACM country. At the
game time, the national governments are reluctant to delegate to 2
regional body the authority to make decisions with respect to industrial
investments, decisions which are of vital importance to any national
economy. After several years of negotiations, the Central American
governments have agreed to harmonize their fiscal inceantives to in-
dustrial development, but an international firm can still "play off"
one country against angther to obtain a right to majority ownership
and effective control of a subsidiary company. The CACM councils

*Sears Roebuck is a notable exception, but it is not an industrial
corporation.
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can suggest guidelines but cannot, in most cases, make these guide-
lines binding on the member states.

The Ceniral American Economic Council, which is made up of
the five ministers of ecopomics and is responsible for the overall
direction of the CACM, is prepared to use its persuasive powers on
behalf of the local industrialist. On the cccasion of the visit of
Governor Nelson Rockefeller in the spring of 1969, for example, the
council emphasized that ""direct foreign investment cannot be regarded
as a substitute for international transfers destined to finance develop-
ment projects in the public sector™ and urged that direct investment
be "channelled to priority sectors of the economy in such a way as to
strengthen Central American entrepreneurship." 29

Under the terms of the General Treaty of Economic Integration
and the various protocols to that treaty, the Economic Couneil can do
little more than encourage governments to favor domestic investors,
The body can advise, but cannot decree, the composition of investment
capital in almost all cases —with one important exception. This excep-
tion occurs when a company seeks to be declared an "'integration in-
dustry' and thus obtain a privileged and protected position within the
CACM for a period of ten years or more. :

When the ministers of economics drafted the 1963 protocol which
designated the firat two "integration industries,” they were careful to
restrict foreign participation in the enterpr‘1.=3.es.31 The first "integra-
tion" enterprise—the GINSA tire and tube plant in Guatemala —had been
established in 1857 with predominantly (94.2 percent) Central American
capital.32 The General Tire Company of Akron, Ohio, supplies techni-
cal assistance in exchange for minority participation and a contractual
fee. As a condition of “integration™ status, GINSA is required to issue
a majority of any new shares to Central Americans. Similarly, a
minimum of 40 percent Central American participation was required
in the gecond "integration industry'—a new caustic soda and insecticide
plant in Nicaragua.

The Economic Council's desire to protect Central American
entrepreneurship was most evident during a dispute that developed
between GINSA and the Firestone Tire and Rubber Company. GINSA
was successful in substituting its own brand for some of the imports,
and requested an increase in the tariff in the hope of supplying
virtually all of the Central American demand for tires and tubes.33
In reaction to the competition of GINSA in the regional market,
Firestone decided to cross the tariff barrier and establish an "integra-
tion'" plant in Costa Rica. This was legally permissible, for the 1963
protocol (Article 27) allows the executive council of the CACM to
designate, by majority vote, additional "integration" plants for tires
provided that 60 percent of the capital stock is offered to Central
Americans and that at least 30 percent is actually purchased by them.
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Firestone, however, was willing to sell a maximum of 25 percent of
the initial shares in the local market, so Costa Rica's application for
a second "integration" tire plant was referred to the Economic
Council in February 1965. The council ruled that joreign participation
could not exceed 30 percent—far less than the 75 percent requested
by Firestone—and that the tires produced by the plant would have to
carry a Central American brand name rather than the well~-known
Firestone insignia.34

Firestone could not accept the conditions imposed by the Economic
Couneil, so built a plant without "integration" status in order to supply
the Costa Rican and (by special arrangement) Panamanian markets.
Under the terms of the Regime of Integration Industries, the tariff in
the other four countries will be reduced by 10 percent each year, with
free trade in tires at the end of ten years. Costa Rica cannot protéct
her industry from Guatemalan imports, so Firestone will undoubtedly
incur losses during this transitional period. it is alleged, however,
that Firestone intended to retain its share of the Central American
market and was therefore not concerned with the fact that the plant
would not be a profitable investment, 39

The Central American tire and tube industry should provide an
interesting case study of duopolistic competition during the present
decade. If economies of scale are important in the industry, GINSA,
which hag three times the instalied capacity of the Firestone plant,
should have substantially lower costs per unit of cutput. However,
competition between the two companies will most likely take the form
of increased expenditures on advertising, and in this nonprice com-
petition Firestone has the initial advantage of 2 well-established
brand name. When Firestone began production in 1967, GINSA con-
ducted an extensive advertising campaigh to make Costa Ricans aware
that GINSA, unlike Firestone, is a Central American company with a
large number of shareholders throughout the isthmus. For several
months the Costa Rican press and radio carried announcements of a
promotional contest in which the prizes were shares of GINSA stock.
As tariff barriers are removed for Firestone tires this type of
advertising will undoubtedly increase throughout Central America.
Ultimately the two companies will have to reach some type of tacit
agreement regarding division of the market, or continue to face
expensive outlays for promotional purposes.

The inability of the Economic Council to prevent Firestone
from investing in one of the CACM countries on its own terms is a
direct consequence of the lack of a clearly defined agreement on
foreign direct investment in the region. Nor does there exist a
comprehensive policy on foreign ownership at the national level. The
ministers of economics, acting jointly, have suggested some policy
guidelines; but the party (or military junta) in power in each country
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has failed to formulate a2 similar statement of policy. Cabinet ministers
are appointed by the president in each country, so one might conelude
that silence on the issue is a weak approval of the ministerial state-
ments. But in considering any particular case the national governments
invariably ignore the appeals of local industrialists and accept foreign
investment of any type so as to improve the balance of payments and
stimulate the process of industrialization.

CONCLUSION

Economic integration and the substitution of imports in Central
America has encouraged the development of the modern indigenous
industrialist and, at the same time, threatens his existence. Direct
foreign investment in the manufacturing sector is often competitive
with the existing enterprises of local entrepreneurs. For this reason
the Central American industrialist, through FECAICA and other
pressure groups, is attempting {o restrict foreign investment o areas
that are not competitive with his own activities.

Thus far, the Central American industrialist has not been able
to restrict the penetration of the international firm, which has an
advantage in markeling, technology, and finance, and sufficient mobility
to bargain with five independent republics. If Central America is to
protect and favor national entrepreneurship, there must be an increased
effort to improve the competitive position of domestically owned
enterprises and there must be a common foreign investmental policy
throughout the region.

Economists now generally accept the concept of an "infant" in-
dustry, and are beginning to admit the need for protection of national
("infant™) entrepreneurship in a developing economy. It is very
likely that Central America, like Mexico37 and Peru38, will begin to
restrict direct foreign investment and promote national entrepreneur-
ship.

Native industrialists, intellectuals, and common market officials
increasingly share the opinion that most of the benefits of integration
are accruing to "certain migratory birds ,"39 to international corxrpora-
tions rather than to local entrepreneurs. If the members of the Central
American Common Market do not agree to a uniform policy with res-
pect to foreign investment, individual governments may well find
themselves under pressure to adopt more radical measures, such as
the nationzlization of foreign-owned subsidiaries.
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