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Section 11, Economic and Political Trends that Are Emerging

Chapter 7, Textiles

CAFTA'’s Textile Promises Begin to Unravel
By Todd Tucker and Andrew Wolf,*® Public Citizen’s Global Trade Watch

In the lead-up to the July 2005 vote in the U.S. House of Representatives, CAFTA’s boosters had
attempted to make the case that the pact would somehow help put an end to job losses in the U.S. and
Central American textile and apparel industries in the wake of the expiration of the Multi-Fiber
Arrangement, the global system of textile and apparel quotas. Among their claims:

e The U.S. Trade Representative’s office: “To survive, [the U.S.] textile industry must strengthen its
ties to cgostomers in Central America.” USTR termed such ties as uniting “to compete with
China.”

e Rep. Jim Moran (D-Va.), one of only 15 Democrats that supported CAFTA: “If CAFTA doesn’t
pass poverty will get worse in Central America. Jobs will continue to be lost at an even faster pace
to China and other countries who are more competitive, and capital will go elsewhere if we do not
pass this trade agreement.”*

e Rep. Bob Inglis (R-S.C.), who voted against NAFTA in 1993 and flip-flopped from CAFTA
opposition to support shortly before the July 2005 vote: “I stand here convinced that it is the best
strategy available to combine with our neighbors to the south to compete with the Chinese. If | am
concerned, and I am concerned, about the future of the textile industry in competition with China,
the best way that | see to fix that is to combine with our neighbors to the south.”?

Such claims convinced few, since Central American textile and apparel exports already entered the
United States duty free under the Caribbean Basin Initiative (CBI). Moreover, even with CBI access
and high tariff charges, China could still sell textile and apparel products at a lower price in the U.S.
market than its Central American competitors. So it was clear that nothing in CAFTA provided a
“save” for the regional textile and apparel industry.>®

But in addition to the obvious flaws in the initial arguments made by CAFTA’s proponents, careless
drafting of the CAFTA text has made delays in CAFTA implementation even more of a disaster for
textile workers across the region. The January 1, 2006 projected start-date for CAFTA came and went
and the pact was not implemented because the Bush administration chose to stagger CAFTA’s

*® Tucker is research director and Wolf is an intern with Public Citizen’s Global Trade Watch. The authors wish to thank
Lori Wallach and Eliza Brinkmeyer for helpful comments.

%0 Office of the U.S. Trade Representative, “Textiles: United to Compete with China,” USTR, April 2005.

> House Debate on CAFTA (H.R. 3045), July 27, 2005, Congressional Record, at 8:45 pm, at H6897.

%2 House Debate on CAFTA (H.R. 3045), July 27, 2005, Congressional Record, at 9:45 pm, at H6907. In its cruder
variation, some, such as Nicaragua’s chief CAFTA negotiator Carlos Sequiera, have been more candid: “The critical
question [to the United States] is, ‘Do you want to lose jobs to your neighbors or to China?’” Quoted in Paul Magnusson,
“This Trade Pact Won’t Sail Through: Expect a bruising CAFTA debate as both parties try to score points with Latinos,”
Business Week, March 28, 2005.

*% Todd Tucker, “CAFTA Cannot ‘Save’ Central American Textile/Apparel Industry or Safeguard the U.S. Industry After
WTO/MFA Quotas End,” Public Citizen, February 2005.
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implementation on a country-by-country basis so as to extract greater concessions than had been
obtained in the original pact’s negotiated text.>*

But the failure to simultaneously implement CAFTA for all countries made it impossible for almost
any textile and apparel from the region — where the supply chain for a single item is stretched across
multiple countries — to gain duty-free U.S. treatment under the pact. The problem of CBI graduates
moving into CAFTA ahead of the rest of their class was summarized by the Dallas Morning News:

Apparel with thread or other materials from countries not yet certified to participate in CAFTA,
such as Guatemala, faces hefty duties upon entering the United States — even if they contain
U.S.-made fabric and were sewn in a CAFTA country. In one example, the average duty on
apparel from EIl Salvador suddenly jumped to 14 percent in March from 5 percent in February,
according to the American Apparel & Footwear Association. The reason: In March, more of the
garments contained materials from countries not yet operating under CAFTA rules, subjecting
them to significant tariffs. ‘It’s been hugely disruptive,” said Stephen Lamar, the trade group’s
senior vice president. ‘It’s very difficult to plan business.” The situation has saddled importers
with higher costs, and some companies have shifted production out of the region, he said.>

In the months since CAFTA’s missed implementation date, there have been widespread reports of
factory shut-downs and cancellations of orders from across the region. In Guatemala, the Associated
Press reported that a local industrialist “had to fire 2,000 workers and close three clothing factories” as
a result of CAFTA’s staggered implementation,*® which the country’s central bank projects will lower
the country’s growth rate.>” El Salvador — the country that was “rewarded” as the first CAFTA co-
implementer by the Bush administration — was severely punished for their fealty with the cancellation
of contracts valued at $8 million.>®

Indeed, according to U.S. International Trade Commission numbers, sales of textile and apparel goods
from the CAFTA countries to the U.S. market declined by nearly half a billion dollars in the first few
months of 2006, relative to a comparable period in 2005, or about a sixth of their total sales. To put
this figure in perspective, this is a greater loss in dollar terms for just the first few months of 2006 than
the CAFTA countries lost between the entire calendar years of 2004 and 2005, when the countries lost
their guaranteed market share under the MFA country-specific quotas. And the loss of market share
has been the worst for production coming out of the countries like El Salvador and Honduras that were
the first to implement CAFTA.

> These “changes” to CAFTA were related to issues such as meat inspection and pharmaceutical patents. See “U.S.,
Guatemala Fight on TRQ Allocations for Rice, Pork Exports,” Inside U.S. Trade, Feb. 3, 2006.

% Katherine Yung, “CAFTA pact not bearing fruit,” Dallas Morning News, June 29, 2006.

% Juan Carlos Llorca, “Delays in CAFTA stall plans for investment, job growth,” Associated Press, Feb. 21, 2006.

> Vinicio Sic, “Retraso con EEUU provoca menor crecimiento, segin Banco de Guatemala,” Siglo Veintiuno, April 18,
2006.

*8 Beatriz Lix, “Cancelan contratos de dos maquiladoras textiles en El Salvador,” Siglo Veintiuno, March 2, 2006.
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Table 1

Declining CAFTA Country Textile and Apparel
Exports to the United States Post-CAFTA, Top 5 Product Categories

Textile and Apparel Textile and Apparel Change

Exports to the U.S. 2005 Exports to the U.S. 2005-
Product Category | Year-to-date 2006 Year-to-date 2006
Knitted Apparel $1,957,289,948 $1,719,137,521 -12.2%
Unknitted Apparel $1,016,436,450 $786,897,675 -22.6%
Textile Articles $42,776,605 $35,691,843 -16.6%
Footwear $43,456,642 $39,506,966 -9.1%
Headgear $8,368,405 $5,968,486 -28.7%
Total (17
categories in all) $3,059,959,645 $2,581,234,005 -15.6%

Source: U.S. International Trade Commission; authors’ calculations

Even as China displaces Central America as a textile and apparel supplier to the United States, taking
control of half the U.S. market,*® the Bush administration has dismissed the concerns about lost jobs as
a mere “startup cost” to CAFTA,*® which U.S. Commerce Secretary Carlos Gutierrez has flippantly
characterized as not “fine-tuned.”®* And, despite the rhetoric of CAFTA boosters such as Inglis (cited
above), the only thing that the United States and Central America seem to be combining to do is to
jointly lose jobs. Table 2 shows a sampling of the jobs lost in the United States due to CAFTA in the
last few months alone.

_Table 2
U.S. CAFTA-Related Job Loss Hits
Districts of Congressional CAFTA Supporters

Location Company Number of Going to Comments
Workers
Displaced
Edenton, N.C. George C. 203 El Salvador® First major
Moore Co. CAFTA-related
closure
Brundidge, Ala. Russell Corp. 165-175 workers®™ | Honduras, Mexico District; Terry
Everett (R-Ala.),**
CAFTA supporter

% «“Textile Group Says China Now Controls Half of U.S. Market,” Inside U.S.-China Trade, June 28, 2006.

%0 U.S. trade official quoted in Jeffrey Sparshott, “Central American trade pact hits snags,” Washington Times, July 4, 2006.
%1 Martin Vaughan, “Gutierrez Untroubled by Pace of CAFTA Implementation,” Congress Daily PM, June 28, 2006.

82 “CAFTA blamed for layoffs at Edenton textile plant,” Associated Press, Dec. 3, 2005.

%3 News reports indicate that 165 jobs were lost at the Brundidge plant, while 1,200 of the 2,000 lost jobs at Russell from
across the United States will go to Honduras and Mexico. Overall, the Russell Corporation restructuring will cost 1,250
Alabama jobs, 1,700 U.S. jobs, and 2,300 jobs globally.

& Matt Clower, “Russell may close Brundidge plant,” The Troy Messenger, Jan. 22, 2006; Mark Harrison, “Russell backs
off CAFTA claim,” Fort Payne Times-Journal, Jan. 21, 2006; Matt Clower, “Russell moves up closing,” The Troy
Messenger, July 13, 2006; “Russell Corporation to Slash Jobs, Stock Jumps on Announcement,” Associated Press, Jan. 21,
2006.
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Fort Payne, Ala.

DeSoto Mills, part
of Russell Corp.

220

Honduras, Mexico

District: Robert
Aderholt (R-
Ala.),® CAFTA
supporter

Alexander City,
Ala.

Russell Corp.

5,000 workers
from Alexander
City by 2008%

Honduras, Mexico

District: Mike
Rogers (R-Ala.),’
CAFTA supporter

Swannanoa, N.C.

Anvil Knitwear
Inc.

350-400

Honduras

District: Charles
Taylor (R-N.C.),®
who broke his
pledge to vote
against CAFTA

Hickory, N.C.

Kentucky Derby
Hosiery Co. Inc.,

99

Honduras

The company was
bought by
Canadian firm
Gildan Inc.”

Sebree, Ky.

Carhartt Inc.

90

CAFTA blamed

District: Ed
Whitfield (R-Ky.),
CAFTA
supporter™

Glasgow, Ky.

Carhartt Inc.

100"

See above

District: Ron
Lewis (R-Ky.),"”
CAFTA supporter

Dover, Tenn.

Carhartt Inc.

95

See above

District: John
Tanner (D-
Tenn.),” one of
only 15 Democrats
to support CAFTA

Morehead, Ky.

Carhartt Inc.

71

See above.

District: Harold
Rogers(R-Ky.),™
CAFTA supporter

Millen, Ga.

Jockey
International

203

Honduras, Costa
Rica and El
Salvador

Company had
lobbied hard for
CAFTA on basis

that it would allow

% Mark Harrison, “Russell backs off CAFTA claim,” Fort Payne Times-Journal, Jan. 21, 2006.

% 5,000 figure comes from Alvin Benn, “Russell job cuts sadden town,” Montgomery Advertiser, July 13, 2006. The
Alexander City plant has already shed 700 jobs. See David Irvin, “Russell waits on Buffett,” Montgomery Advertiser, July
13, 2006.

87 “Russell Corporation to Slash Jobs, Stock Jumps on Announcement,” Associated Press, Jan. 21, 2006; David Irvin,
“Russell waits on Buffett,” Montgomery Advertiser, July 13, 2006.

%8 Jordan Schrader, “Textile plant to move to Honduras,” Fort Payne Times-Journal, Feb. 16, 2006; Mark Barrett and John
Boyle, “Plant closing leaves community reeling,” Asheville Citizen-Times, Feb. 17, 2006.

% Gildan plans on moving much of its production to Honduras over the next several years. In preparation for the move,
Gildan closed down its Hickory production. See Brian Dunn, “Gildan to Acquire Socks Maker in $45M Deal,” Women’s
Wear Daily, June 22, 2006; Bertrand Marotte, “Gildan adds U.S. sock maker to T-shirt line,” The Globe and Mail, June 21,
2006; John Dayberry, “Hosiery company to close sock plant,” Hickory Daily Record, June 7, 2006.

"0 Chuck Stinnett, “Carhartt preparing to close, cuts staff,” The Gleaner, March 23, 2006.

™ Carhartt communications manager Susan Brock was quoted as saying that 28 people will remain at the Glasgow plant
where “garments that come in from outside the country will be sorted.”

72 «Carhartt to shut two Kentucky plants,” The Messenger-Inquirer, Nov. 24, 2005; Chuck Stinnett, “Carhartt preparing to
close, cuts staff,” The Gleaner, March 23, 2006.

" Jimmy Settle, “Carhartt to close plant in ‘crippled’ Stewart County, TN,” The Leaf-Chronicle, Nov. 18, 2005; Chuck
Stinnett, “Carhartt preparing to close, cuts staff,” The Gleaner, March 23, 2006.

™ «Carhartt to shut two Kentucky plants,” The Messenger-Inquirer, Nov. 24, 2005; “Michigan-based Carhartt begins
closing Kentucky plant,” The Detroit News, March 23, 2006; Chuck Stinnett, “Carhartt preparing to close, cuts staff,” The
Gleaner, March 23, 2006; Chuck Stinnett, “Carharrt to Close Sebree facility,” The Gleaner, Nov. 22, 2005.
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them to preserve

Ga. jobs”
Total jobs lost 6,596-6,656 (1,656
related to excluding
CAFTA Alexander City)

implementation

Moreover, the Bush administration seems unwilling to act quickly to resolve many of the problems
brought on by the staggered CAFTA implementation, despite the passage of legislation in late July
2006 aimed at fixing certain limited aspects of the implementation problems.”

In response to the damage that CAFTA has wrought, Inglis had only this message for his constituents:
“It does show the wheels of justice turn slowly and the wheels of legislation even slower.””” An
interesting metaphor, but for the thousands of workers in the United States and Central America who
have lost their jobs to CAFTA in the first few months of the pact alone, it’s the wheels of CAFTA that
are rolling over them.

"> Deborah Bennett, “CAFTA is suspect in Jockey jobs losses,” Millen News (Ga.), July 26, 2006; Rep. John Barrow (D-
Ga.), “Statement from Rep. John Barrow on Jockey International’s Decision to Cut 203 Jobs in Millen,” Congressional
Press Release, July 20, 2006; Richard Craver, “Textile workers latest focus of CAFTA battle; Jockey head urges employees
to support the trade agreement,” Winston-Salem Journal, June 2, 2005; American Apparel and Footwear Association,
“CAFTA-DR Lobby,” Website, http://www.apparelandfootwear.org/AboutAAFA/gallery4.asp accessed Aug. 3, 2006.

6 “USTR Prefers One-Time CAFTA Rule Of Origin Proclamation,” Inside U.S. Trade, Aug. 25, 2006.

T “CAFTA causing ‘sticker shock,” U.S. textile importers say,” Gannett News Service, May 31, 2006.
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Chapter 8 Agriculture in El Salvador

Impacts of CAFTA on the Salvadoran Agricultural Sector
By César Sencion Villalona
Translation by SHARE Foundation: Building a New EIl Salvador Today

The Impacts and Trends

On March 1%, 2006, CAFTA was implemented in El Salvador. The short time since the
implementation date does not allow us to evaluate with great accuracy all of the impacts of the treaty.
Nevertheless, certain key tendencies in the Salvadoran agricultural sector are critical both to note and
monitor.

Over the past four years, the total agricultural imports of El Salvador grew to an average rate of 9%, as
seen in chart 1. Yet chart 2 shows that the growth of imports originating from the United States was
only -0.4%. These figures indicate that the increase in agricultural imports of the last several years was
not determined by trade with the United States.

With the entrance into force of CAFTA, however, this tendency seems to be changing. Chart 2
demonstrates that in the first five months of 2006, agricultural imports from the United States grew
18%. If this rate continues through the year, 2006 will close with imports from the United States
totaling $272 million, or 13% more than in 2005. The products registering the greatest increases are
red meats, dairy products, white corn, and rice (chart 3). Across the board, CAFTA has not stimulated
Salvadoran agricultural exports, with the exception of sugar.

Chart 1. El Salvador: Total Agricultural Imports

Year % Growth
2002 5.7
2003 8.0
2004 11.0
2005 11.0
Annual Average 9.0

Source: http://www.bcr.gob.sv/. Trimester reports

Chart 2. El Salvador: Agricultural Imports
From the United States

Year % Growth

2002 -12.5
2003 12.0
2004 2.1
2005 -3.4
Annual Average -0.4
Difference between January-May 18%
2005 and January-May 2006*
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Source: US Department of Agriculture
www.fas.usda.gov/ustrdscripts/USReport.exe
Note: *growth from $95 million to $113 million

Chart 3. El Salvador: Selected Imports from the United States
(Difference between January-May of 2005 and January-May 2006)

Products % Growth
Red meat 700%
Dairy 73%
White corn 15%
Rice 12%

Sources: BCR. http://www.bcr.gob.sv/estadisticas.
US Department of Agriculture.
www.fas.usda.gov/ustrdscripts/USReport.exe

Meanwhile, consumer prices have shown a tendency to rise—in spite of assurances pre-CAFTA that
the opposite would occur thanks to the liberalization of import tariffs. January’s inflation of 0.5% was
followed by 0.5% in February, 0.4% in March, 0.7% in April, and 0.8% in June. The accumulated
inflation for the first half of 2006 was 3.0%, which surpassed the 2.0% inflation rate for the same
period the previous year. These numbers suggest that CAFTA is not damping down inflation. In the
case of industrial goods, the 5.3% accumulated inflation rate for 2006 up to May approached the 6.9%
rate for all of 2005.

Furthermore, CAFTA has had negative repercussions on fiscal income, which decreased from $17
million to $14 million between March and April 2006, even in spite of an increase in imports.

The Response of the Salvadoran Government

In "Work Plan 2006: Growth Perspectives,” the Salvadoran Ministry of Agriculture and Cattle (MAG)
projects that it will give free seeds to 120,000 Salvadoran basic grain producers, distribute 2,000
metallic silos, and maintain commercialization agreements this year. In order to support cattle-raising
activity, the MAG plans to provide milk storage tanks, corn grinding mills, cattle grain seeds, and
technical assistance to an undetermined number of cattle ranchers.

Unfortunately, the MAG actions are very limited and hardly sustainable. The proposed aid will benefit
only 29% of the approximately 406,000 basic grain producers in El Salvador. In addition, it will not
create a significant reduction in the production costs of basic grains: the cost of seed is a mere 4% of
the total cost associated with producing a hectare of corn or beans and 6% of the cost of rice. Such aid
will not allow farmers to face competition with the United States, where production costs are much
lower due to the sizeable subsidies farmers receive (see the following charts).

Chart 4. El Salvador and the United States: Rice Production Costs
Costs in United States

Costs per hectare in El Salvador Average per | Not covered by
hectare subsidy
Traditional production US $1,013
Semi-technical production | US $1,302 US $1,472 US $515
Technical production UsS $1,822
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Source: MAG. “Costos de Produccion 2004-2005” and Oxfam: “El Arroz se
Quemd en el DR-CAFTA.”” Noviembre de 2004.
Chart 5. El Salvador and the United States: Corn Production Costs

Costs in the United States
Costs per hectare in El Salvador (1) Average per | Not covered by

hectare (2) subsidy (3)
Traditional production US $303
Semi-technical production | US $344 US $889 US $141
Technical production US $39%4

Sources: MAG: (1) “Costos de Produccién 2004-2005.”

(2) MAG: “‘Situacién y Perspectivas del Sector Agropecuario en el Marco del Tratado
de Libre Comercio Centroamérica-Estados Unidos.” Septiembre de 2003.

(3) http://www.nass.usda.gov:8080/QuickStats/Create_Federal _All.jsp

It is important to note that the aid from MAG will not support the production of vegetables, which will
also confront competition from United States imports. In addition, the MAG plan has a limited reach
in the case of pork, whose annual import quotas of 1,650 tons represent 18% of annual production and
will increase by 10% each year until quotas are completely liberalized in 2015. The MAG does not
project support for the poultry sector, which is concerning given that chicken production will face
competition from U.S. imports equivalent to the total of national production in the next eight years.

The Response of Salvadoran Small Farmers

Small farmers throughout Central America are developing strategies to promote their livelihoods given
the reality of CAFTA. In El Salvador, peasant farmers associated with the Confederation of
Federations of Salvadoran Agricultural Reform (CONFRAS), a grouping of Salvadoran cooperatives,
have defined an action and advocacy approach in five important areas to promote farmer survival in
the face of CAFTA.

At an institutional level, CONFRAS is constructing organizational structures based on productive
categories, especially in the sectors most threatened by CAFTA, such as rice, corn, sorghum and bean.
The strategy for consolidation and unification of farmers includes both agricultural production as well
as organization-building, and aims to build bargaining power, particularly in the commercialization
process. Via productive projects, the work promotes the diversification of crops and organic
agriculture to create sustainable agricultural options for farmers.

Through research, CONFRAS is building organizational understanding of the probable impacts of
CAFTA in order to contribute to and impact the national debate over agriculture and government
development proposals.

Via the consolidation of peasant farmer alliances, CONFRAS is collaborating with rural Salvadoran
organizations and other productive and social sectors affected by CAFTA to unify the movement and
build lobbying strength in numbers and by consensus.

Through its lobbying activities, CONFRAS is influencing Salvadoran government institutions, such as
the Ministry of Agriculture and Cattle and the National Legislative Assembly, to build awareness of
and support for its agricultural policy proposals in national and international institutions involved in
the debate over agriculture.
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Lastly, via widespread popular mobilization, CONFRAS is exerting pressure on the economic arteries
of El Salvador and including the mass participation of peasant farmers and the rural population
affected by CAFTA in efforts to articulate the effects of the agreement and push for alternative

policies.
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Section 111, What to Expect

Chapter 9, Agriculture in Nicaragua

The Impact of CAFTA on Nicaraguan Agriculture
By Katherine Hoyt (National Co-Coordinator, Nicaragua Network)

[Information in this article is drawn principally from “CAFTA Will Be Like a Brand-Name Hurricane Mitch” by
Sinforiano Céceres in envio, September 2005, and two publications of the Coordinadora Civil in Managua,
Nicaragua: Analisis y posicionamiento de la Coordinadora Civil acerca del Tratado de Libre Comercio de
Centroamérica con los Estados Unidos de Norteamérica (CAFTA) and Impactos potenciales del Tratado de
Libre Comercio Centroamérica - Estados Unidos en el sector agricola y la pobreza rural de Nicaragua by
Adolfo Acevedo.]

The Dominant Role of Agriculture in Nicaragua

Because agriculture plays such a dominant role in Nicaragua’s economy, the Dominican Republic-
Central American Free Trade Agreement with the United States will have a particularly devastating
impact on the country, possibly greater than on any of the other signatories to the agreement. And that
impact will be most devastating on the small and medium scale farmers both because of their numbers
and because of their extremely fragile economic position.

Nicaragua’s agricultural sector employs 60% of the poor and 75% of the extremely poor. (Only 21% of
the non-poor work in agriculture.) In 2000, Nicaragua’s rural population stood at 2.42 million while
the urban population was 2.85 million.

About 72% of the jobs in the agriculture sector are on small farms which employ five or fewer
workers, frequently family members. Most of the farmers have no access to any kind of support,
whether credit, technical assistance, or infrastructure and, on average, have attended school for only
1.6 years. More than 80% of the roads in the country are in the Pacific region, leaving the interior
where most of the coffee, cattle and basic grains are produced, seriously underserved by farm-to-
market roads.

According to the Nicaraguan Civil Coordinator, a network of non-governmental organizations, in the
last decade there has been a significant regression in the use of technology and in the investment of
financial capital in Nicaragua’s agriculture. The number of tractors per hectare has dropped as has the
use of fertilizer and the number of hectares under irrigation. This has resulted in a drop in the
productivity of corn production to levels similar to that of the 1950s.

Nicaragua’s percentage of population working in agriculture had declined to 22.6% in 1977 based on
the success of the Central American Common Market in creating industrial opportunities. In the
1980s, agricultural production, especially in food crops, increased somewhat as a result of the credit
and price incentives of the revolutionary government.

But the real increase in the percentage of the population working in agriculture came in the 1990s
along with an increase in food production. According to the World Bank, the increase was due to the
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pacification of the countryside and the resettlement of combatants from both sides of the contra war
and of refugees back on the land. While total production of food crops has increased dramatically
during this period, based on the bringing of more land under cultivation, productivity has declined
markedly. According to Nicaraguan economist Adolfo Acevedo, agricultural labor is generating a
very low return. Low productivity is a product of the extension of the agricultural frontier from the
country’s central highlands into the eastern rainforest with its less promising soils, overuse and
resulting degeneration of soils, and climate changes that have resulted from the ever-increasing
destruction of the nation’s forests.

Acevedo calls the situation of Nicaragua’s peasant agriculture “extremely precarious, extremely
fragile” and says that this situation constitutes a barrier for the country’s development as a single
nation because it excludes almost 2.5 million human beings over a wide geographical area. Peasant
farmers are left with no options beyond extreme poverty, he says. The changes in government policies
in the 1990s, which made sure that the market, and not government planners, determined how land,
labor, capital and credit would be allotted, increased this sector’s disadvantages and have made it more
vulnerable to the expanded trade opening that is CAFTA.

What CAFTA Will Mean

While Nicaragua’s farmers receive no government assistance, U.S. farmers are highly subsidized to
grow crops that directly compete with crops produced in Central America, including corn, rice, sugar,
cotton, meat and milk. Beyond the direct subsidies that US farmers receive are the services in the area
of infrastructure, research, and technical assistance through extension services. U.S. farmers are thus
able to export food crops around the world at a price below their cost of production, a practice known
as “dumping.” Nicaragua is simply not in a position to compete with the world’s principal agro-
exporter.

Where the United States is ranked as number two in competitiveness in agriculture, Nicaragua is
ranked as number 73 in a sample of 75 countries and the gap is growing, not lessening. For Nicaragua
to be able to compete, a massive investment in agricultural infrastructure would be necessary. For
example, the Civil Coordinator estimates an annual expenditure of US$50 million would be necessary
to maintain and repair farm-to-market roads, monies which the government does not have. The neo-
liberal economic model that has been imposed on Nicaragua since 1990, when the Sandinista
government was voted out of office, has resulted not only in social decomposition but also in the
dismantling of the capacity of the state to serve the small farm sector. The National Development
Bank was closed and the policy of making loans to small farmers ended. In order to prevent the
coming disaster for that sector, that capacity would have to be rebuilt.

Small and medium scale farmers in Nicaragua were alarmed by the way CAFTA was negotiated with
no recognition of the enormous asymmetries between the United States and the countries of Central
America or of the large percentage of the population that makes its living from agriculture in the
region as opposed to the United States where that percentage stands at 2%. The United States
negotiators did not allow the subject of its internal subsidies to even be discussed. Within CAFTA, a
provision exists for safeguards that can be applied to protect certain agricultural crops when imports
from the U.S. reach a certain level, but this provision will expire when tariff protection has been
phased-out (at a maximum 12 to 15 years). The United States, for its part, has an anti-dumping law
that gives it permanent protection similar to the temporary CAFTA safeguards. Meanwhile,
Nicaragua’s tariffs on food crops, which, according to the U.S. Department of Agriculture, average
60%, and which have protected the country’s food security, will be steadily lowered to zero. Tariffs
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will be eliminated for all products, except sugar for the United States, fresh potatoes and fresh onions
for Costa Rica, and white corn for the other Central American countries. If the experience of Mexico
is an indicator, however, Central Americans will, after some reluctance, make the switch from their
traditional white corn to the imported US yellow corn because of its considerably lower price.

According to Acevedo, the agricultural production of basic food crops performs key functions in
Nicaragua’s economy, among them:

1) assuring national food security by growing food for the national market;

2) providing food for the farm families themselves; and

3) providing agriculture-related employment in the country’s rural areas.

Therefore, before insertion into the world economy the government should have taken measures to
avoid leaving the nation’s poor rural areas behind. The Civil Coordinator notes that funds to assist
small and medium scale farmers to mechanize are lacking in Nicaragua and adds that in order to create
proper conditions for the implementation of CAFTA, an investment of US$840 million should be
made in the agriculture sector. There is no plan to make this investment.

There are still other problems. The Central American countries, although all are members of the
Central American Common Market and trade products freely within the borders of the region, do not
have common external trade tariffs and could not agree on a common negotiating strategy for trade
talks with the United States. Sinforniano Caceres, who is president of the National Federation of
Agricultural and Agroindustrial Cooperatives (FENACOOP), says that “what will happen when
CAFTA comes into effect... is known as “triangulation.” Since the tariffs on the same product vary
within the region, (e.g. the import duty on milk is 20% in Honduras, 45% in El Salvador, -- two
countries where less milk is produced-- and 65% in Nicaragua and Costa Rica--which are larger
producers of milk), the United States “created the conditions to introduce the products of most interest
to it through the countries that charge the lowest tariff.” Then, because the region is a common
market, those products can circulate freely to the other countries in the region. US milk will enter
through Honduras and El Salvador and then travel to Nicaragua and Costa Rica where it will devastate
local dairy farmers. Céceres labels this “triangulation” a form of unfair competition.

The situation with regard to rice is especially alarming in several ways. The United States is the
world’s fifth largest producer of rice. A US farmer can produce 100 Ibs. of rice for $9.04 and a rice
farmer in Nicaragua’s Sébaco Valley can produce 100 Ibs. of rice for just $8.45. However, Nicaragua
is not competitive with the United States in rice because, Caceres says, the US farmer will receive in
subsidies from his government the amount of $10.45 for each 100 Ibs. he produces. He can sell his
rice in Nicaragua for $7.65 per 100 Ibs., under pricing the Nicaraguan farmer, because he has already
made his profit. Under the CAFTA quota system, imported US rice can account for 43% of the rice
sold in Nicaragua the first year of the agreement, and by 2015 that figure can rise to 73%. After 2019,
the fixed quotas end and any amount of rice will be able to enter. Also, after 10 years, the tariff on US
rice will be gradually reduced until it reaches zero. Big rice farmers in Nicaragua figure that they can
survive for those ten years but not beyond.

Within sectors under CAFTA, some farmers are favored and some are abandoned to their fates. The
rice quotas set up by CAFTA favor the big growers and negatively affect the small rice farmers.
During the first ten years of CAFTA, imported unhusked rice will be subject to a 45% tariff and
husked rice to a 65% tariff. As a result, much more unhusked rice is entering Nicaragua during
CAFTA's first year. Why the difference and whom does it favor? Nicaragua’s small rice farmers sell
their rice unhusked while the big growers own threshers and place their rice on the market already
husked. The big growers therefore will be the ones to benefit from the higher tariff on imported
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husked rice while the small farmers will suffer from much greater competition because of the lower
tariff on unhusked rice. On top of that, the big growers will get the business of threshing the unhusked
rice that has come in from the United States. Caceres estimates that very soon only 2,000 to 2,500 of
Nicaragua’s 17,000 rice growers will remain. He continues:

What will happen to the rest? They’ll continue producing on a small scale for
subsistence, but will lose any presence in the market, which means they will suffer
poverty and shortages because they currently use the profits made by selling surplus
rice to buy everything they don’t produce on their farms, including clothes and
medicine.

Nicaragua’s threshers will soon be used to thresh imported US rice which will then be shipped
to the rest of Central America.

So, Nicaragua was assigned the role of the triangulation of rice; Honduras and El Salvador will
do the same with milk (destroying dairy producers in Nicaragua and Costa Rica) and
Guatemala with chicken. “These triangulations will displace regional products from the
Central American market because they won’t be able to deal with the unfair competition and
the legalized dumping,” according to Céceres. Nicaragua, which should have supported Costa
Rica’s position against allowing the importation of powdered milk which has the capacity to
destroy Nicaragua’s dairies, backed down because the giant Italian transnational milk processor
Parmalat threatened to leave the country if Nicaragua didn’t allow powdered milk imports. So,
Costa Rican officials, in reaction, informed Nicaragua that they would allow the importation of
white corn, which was not a sensitive crop for their country, but which is an extremely sensitive
crop for Nicaragua.

Nicaragua negotiated a pretty good deal on white corn. Imported US white corn will be subject
to a 10% tariff and only a small quota, less than one percent of Nicaragua’s production (about
6,500 metric tons), will be allowed to enter the country. However, Caceres estimates that over
84,000 tons of white corn and 190,000 tons of yellow corn will enter Nicaragua from Costa
Rica and Honduras. “We’ll be inundated,” Céceres says. He predicts that Nicaraguan sorghum
farmers, whose crop will be replaced by yellow corn, “won’t last two years.”

Caéceres predicts that the impact of CAFTA “on our fragile economy will be the equivalent of a
raging current hitting a small house with weak foundations.” He offers suggestions for facing
the CAFTA hurricane including alliances of municipal governments “to counter the actions of
transnational companies with unbridled ambitions,” the upgrading of leadership and methods of
struggle for cooperatives and federations of cooperatives like his own, and alliances between
non-governmental organizations and agricultural trade associations to search for alternatives.
“In the fact of the Hurricane CAFTA,” he says, “the fight is essentially to avoid having our
country, our resources and our own lives turned into merchandise.”
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Chapter 10, Labor

Workers Expecting Little Benefit from DR-CAFTA
By Ben Beachy Witness for Peace (WPF) and
Jon Hunt, Campaign for Labor Rights

[The information in this chapter comes primarily from interviews with members of La Mesa Laboral de
Sindicatos de la Maquila (MESA), an organizing and legal center for garment workers in Nicaragua's free trade
zones. The interviews were conducted by Ben Beachy.]

Labor conditions in Central America have historically been poor to terrible, and workers rights have
either been ignored or non-existent. While many countries have laws on the books, or in their
Constitution protecting workers, attempts to organize factories traditionally face discrimination,
harassment, termination and violence. While workers in all the countries party to DR-CAFTA are
concerned about its effects, workers in Nicaragua are particularly worried, as their country already has
the lowest wages in the region. This will make it highly attractive to investors seeking cheap labor to
produce products for export to the U.S. market. Much of the production in Nicaragua takes place in
Free-Trade Zones, where companies receive special tax benefits and other incentives. With some
75,000 workers employed in these zones, there is great potential for an organized workforce, though
currently less than 10% of the workers are in unions.

DR-CAFTA became law on April 1, 2006 in Nicaragua and was met with anxiety and uncertainty by
workers who know all too well that their interests are rarely respected. Concern was expressed over
the trade agreement’s potential to harm workers and the possibility of having rights gained through
struggle rolled back. Throughout implementation the U.S. has consistently pressured countries to meet
additional requirements (primarily benefiting corporate interests) beyond the scope of the treaty,
including rescinding existing laws or creating new ones. Regarding one such law, an acquired rights
law put in place with pressure from the workers and now being superceded by DR-CAFTA, Cesar
Augusto Perez of MESA states, “It’s so that the labor code laws that protect us will be completely
annulled.” Workers are in agreement that the pact will primarily benefit corporations, at the expense
of the workers.

Of major concern is the lack of labor standards in the agreement. As implemented, CAFTA calls on
participating countries to “strive to ensure” compliance with national and international labor laws. The
consequence for non-compliance is a fine on the country, not the company. Roger Antonio Hernandez
of MESA asks rhetorically, “And who is it that funds the Nicaraguan government? It’s us, the
workers...through our taxes. So in the end, they are going to violate our rights, there’ll be a ruling
against the company, and we ourselves are the ones who will end up paying.”

Instead of enforcement mechanisms to deal with violations and to “ensure compliance,” CAFTA
includes what Rep. William Jefferson (D-LA) calls “state-of-the-art labor provisions and innovative
trade and labor capacity building provisions.” In fact, those “state-of-the-art” provisions are nothing
more than a “15-year bi-annual reporting requirement...enabling [the U.S.] Congress to monitor” labor
standards. As Harling Carmelo Bobadilla of MESA says, “CAFTA doesn’t establish anything new,
any new way to enforce Nica’s existing labor code. So that labor code will continue to be ignored.”
This will leave workers at the mercy of their employers, without any significant means of recourse or
effective channels of complaint.
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With the lowest wages of any of the participating countries, Nicaragua is expected to see a substantial
increase in factory investment. According to Witness for Peace-Nicaragua “at least 6 new maquilas
have come to Nicaragua, offering around 8000 new jobs” since April 1. Included in this number is a
fabric-producing factory investment valued at $100 million (US), which is projected to create 750 new
jobs, as well as to bring more assembly maquilas into the country. While overall workers are not
opposed to investment, they insist it must be done in ways favorable to labor. “We are open to
investment, but it should be fair investment, it should fill a real need...it should be for the good of the
people who need it so badly to live in better conditions,” says Perez. Echoes Bobadilla, “...we agree
that foreign investment should come...from Korea, Japan, the U.S., from any part of the world. But
we say further that they must respect our labor rights and human rights.”

Key to this respect would be the establishment of unions in the free trade zones. Workers would like
to see unions in at least 60% of the free trade zone factories. In addition, they have called on the
Nicaraguan government to develop a universal accord setting a minimum level of conduct for a factory
to not be considered in violation of workers’ rights. This would include the need to invite union
activity in the factory.

Whether new investment will result in better wages or conditions for workers remains to be seen.
CAFTA is projected to cause a significant job loss in the agricultural sector, particularly amongst small
farmers unable to compete with the influx of subsidized U.S. agricultural products. Without a way to
provide for their families, these farm workers will come to the free trade zones seeking employment.
With a substantial number of workers willing to work for potentially lower wages than currently paid,
factory owners will be able to continue offering wages far below those in other countries in the region.
Says Hernandez, “We know that the company owners use the unemployed masses against the working
masses. That’s how they get away with paying the lowest salaries, having the worst labor conditions,
and committing great human rights violations.” Recognizing the clear intent of the capitalist system,
Bobadilla adds, “They don’t come here thinking, ‘Poor things, we have to help the Nicaraguans
because they’re dying of hunger.” That’s not their intention. The intention is...to acquire greater
profits.”

We asked the workers about possible alternatives to free trade. They spoke of increasing investment in
development within Nicaragua, especially in housing, health care, education and other social needs. In
addition, they highlighted the fact that Nicaragua’s vast natural resources are taken out of the country,
rather than used to build up the nation. Speaking at length, Hernadez says,

Nicaragua is rich in natural resources, and in the spirit of its people. So, instead of
CAFTA there should have been a program to develop each [Central American] country
so that its state could reach a point of self-sufficiency, a point where it could actually
export its products to other countries. It should be development of each country from
the inside-out, using its own resources, not from the outside-in. Because that’s what
CAFTA offers, that multinational companies will come in to the country, supposedly to
save the Nicaraguan people. It would have been better for us if it would have offered
economic and technological support to develop the country, to create sources of work,
to use the natural wealth that exists in the country...and through this, to halt migration.
Because today, our poor countries have become producers of migrants. That’s the thing
we produce most in Nicaragua. We have half a million Nicaraguan migrants living in
Costa Rica. We have 300,000 migrants in the United States, and more in other Central
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American countries. [With CAFTA,] what development will we see? What will be the
destiny of out future population? To become a migrant workforce?

Rather than promoting equality or raising living standards, DR-CAFTA enters a Nicaragua that is full
of uncertainty and poverty, apparently offering only more of the same. From the absence of labor
standards to calls for changing laws, to exploitation of natural and human resources, workers in
Nicaragua do not expect much good to come of this agreement. Roger Antonio Hernandez sums it up
well when he says, “In the end, we believe that... CAFTA will turn out to be a disadvantage for

workers.”
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Chapter 11, CAFTA and Immigration

CAFTA and Immigration
By Noah Foster, Network in Solidarity with the People of Guatemala

Illegal immigration to the United States has become a lightening rod of controversy in this modern era
of terrorism and poorly-funded social programs. “lllegals” are a scapegoat for many of the social woe
the U.S. faces from crime and violence to low wages and unemployment. However, with the Central
America Free Trade Agreement (CAFTA) just warming up, perhaps we need to take at our own
policies to find out why the population of undocumented workers has greatly increased over the last
ten years.

CAFTA, much like its predecessor the North American Free Trade Agreement (NAFTA), threatens to
displace large numbers of agricultural workers, destroy rural communities, and rapidly overpopulate
cities in Central America. CAFTA will open up Central American markets to U.S. subsidized
agricultural goods, and in doing so, seriously disadvantage Central American small- and medium-sized
producers.

As Bishop Alvaro Ramazzini, a famous Guatemalan human rights activist, stated in his testimony in
front of the House International Relations Committee Sub-committee on the Western Hemisphere in
2004 or other date???, “Our farmers are hardworking and will continue to find ways to compete with
their northern neighbors. But they cannot compete against the United States Treasury and the $170
billion subsides granted in your Farm Bill of 2002.” Only the largest of the Central American
agricultural producers will be able to survive the liberalization of the agricultural market. Small
farmers will be dominated in their smaller markets by mass-produced U.S. goods, subsidized by the
U.S. government. U.S. goods will be able to infiltrate local Central American markets, but small
Central American farmers, who have only a very limited ability to compete internationally, will not
receive reciprocal economic opportunities in U.S. markets. Not surprisingly, these farmers will have
no way of competing, even at home, and therefore will be pushed out of even the most local of
markets.

Once their economic niche is taken over, these farmers will be forced to look for a new sustainable life.
At present, there seems to be no viable economic replacement for agriculture within Central American
economies. Larry Birns, the director of the Council of Hemispheric Affairs, underscored this dilemma
in an interview: “The disaster here is that traditional Central American agricultural products represent
the region’s strongest export sector, and with those under jeopardy, Central America will find it
difficult to come up with an economic equivalent.””®

As an example, at present agriculture makes up approximately 23% of Guatemala’s GDP, and
represents two-thirds of its exports. According to the U.S. Government, an estimated 50% of the labor
force works in agriculture.” How will these numbers be compensated for after the agricultural sector
is replaced by U.S. subsidized farm products? Though it is certain that U.S. agricultural products will
flood the Guatemalan market, pushing out small farmers, it is unlikely that economic replacement
opportunities will be as numerous as touted by CAFTA supporters.

8 “DR-CAFTA: How Will the Agreement Affect Immigration Trends?” Inter-American Dialogue, August 1, 2005
™ CIA World Factbook, 2006
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Many of the measures enacted by CAFTA will further degrade the quality of life for poorer
populations. A case in point is the regulation of intellectual property laws. The CAFTA agreement
consists of 1,000 pages of legalities and regulatory measures which the Dominican Republic and
Central America parties have been obligated to accept. Latin American parties to CAFTA will have to
wait five to 10 years before producing generic substitutes for “brand name” drugs. As Harold
Meyerson wrote in an article in The Washington Post, “CAFTA thus effectively ensures the drug
companies an extension of their monopoly on high-priced medications. It also ensures that thousands
of Central Americans in need of such medications will have to go without.”°

The U.S. government supports free trade, but only according to its rules, and in protection of select
industries. With the destruction of traditional job opportunities and rising costs of staple goods in
Central America, options for poor rural farmers become limited.

Such social and economic limitations frequently result in mass internal and external migration.

Internal migration is characterized by large populations moving from rural sites to cities which are
almost always unprepared economically and rarely have the infrastructure to support such rapid
migration. According to a study done by the Autonomous National University of Mexico (UNAM), in
the first eight years of NAFTA, rural Mexico has seen the loss of 10 million hectares of cultivated land
with over 15 million peasants moving to cities in Mexico or the U.S.%* Often these impoverished
migrants find even worse conditions with new concerns such as crime and marginalization in shanty
towns within and around the city limits.

Many of the job opportunities that CAFTA promises to create should exist in these urban centers in the
industrial sector; however, each non-U.S. member of CAFTA will be competing against one another to
create a more attractive business environment for U.S. corporations. Such competition will inherently
drive governments to offer special tax incentives and reduced labor standards in order to attract
investment. In doing so, these countries will undermine the economic progress that they hope to
achieve and as real wages decline as they have due to NAFTA in Mexico. Companies trying to keep
profit margins high will have no incentive to raise wages for workers as the cost of living increases.
These economic trends will only exacerbate the need for low wage workers to migrate.

External migration invariably leads Central American migrants to the United States or Mexico in
search of a dignified means of survival. Since the inception of NAFTA, immigration of Mexicans to
the United States has proliferated. In 1995 there were an estimated 2.5 million undocumented
Mexicans in the United States. Since then, it is believed that over 8 million have made the dangerous
journey across the border.%? Are we to believe that these trends will change under CAFTA, a free trade
agreement largely constructed along the same principles as NAFTA?

With help from an alarmist press and a public concerned with maintaining the status quo, the U.S.
government has employed stricter immigration regulations as well as a steady increase in “protection”
of the southern border through beefed-up numbers of immigration officers. As Peter Andreas writes in
his piece, “The Escalation of U.S. Immigration Control in the Post-NAFTA Era,” “the apparent
paradox of U.S.-Mexico integration is that a barricaded border and a borderless economy are being
created simultaneously.”® Yet stricter border controls to date have been ineffective as a means of

80 «CAFTA's Profit Motive” by Harold Meyerson, Washington Post: Wednesday, March 30, 2005; Page A15

8 NAFTA Equals Death, Say Peasant Farmers by Diego Cevallos Published on Wednesday, December 4, 2002 by the Inter
Press Service

8 Robin Hood in Reverse: Free Trade Agreements and Immigration,” by Anuradha Mittal: The Oakland Institute, 06/22/06.
8 political Science Quarterly, Volume 113, Number 4, 1 October 1998
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deterring unauthorized immigration. Rather, the issue of the border has become a platform for political
grandstanding in an attempt to promote a sense of security and control by the U.S. government. In
public, U.S. policy endorses the openness of economies as long as that openness does not extend to the
immigration of “undesirables.”

CAFTA will likely lead to the end of Central American agricultural communities. With no alternatives
for a new form of economic sustainability available, it is no wonder rural communities in Central
America fear the end of their livelihoods and way of life. With the inevitable rise in the cost of living,
migration becomes the only option for the disenfranchised, destitute rural family. The flood of
undocumented workers to the United States will only slow when the needs of the rural poor are taken
into consideration in the creation of multinational economic trade agreements.
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