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The Worldmark Encyclopedia of National Economies
joins the Worldmark family of encyclopedias and attempts
to provide comprehensive overviews of the economic
structure and current climate of 198 countries and terri-
tories. Each signed entry provides key data and analysis
on a country’s economic conditions, their relationship to
social and political trends, and their impact on the lives
of the country’s inhabitants. The goal of this set is to use
plain language to offer intelligent, consistent analysis of
every important economy in the world.

It is our sincere hope that this set will open the
reader’s mind to the fascinating world of international
economics. Contained within this collection are a number
of fascinating stories: of Eastern European nations strug-
gling to adapt to capitalist economic systems in the wake
of the collapse of communism; of Pacific Island nations
threatened with annihilation by the slow and steady rise
of ocean levels; of Asian nations channeling the vast pro-
ductivity of their people into diversified economies; of the
emerging power of the European Union, which dominates
economic life across Europe; of Middle Eastern nations
planning for the disappearance of their primary engine of
economic growth, oil; and many others. To make all this
information both accessible and comparable, each entry
presents information in the same format, allowing read-
ers to easily compare, for example, the balance of trade
between Singapore and Hong Kong, or the political sys-
tems of North and South Korea. Economics has a lan-
guage of its own, and we have highlighted those eco-
nomic terms that may not be familiar to a general reader
and provided definitions in a glossary. Other terms that
are specific to a particular country but are not economic
in nature are defined within parentheses in the text.

This set contains entries on every sovereign nation
in the world, as well as separate entries on large territo-
ries of countries, including: French Guiana, Martinique,
and Guadeloupe; Macau; Puerto Rico; and Taiwan. The
larger dependencies of other countries are highlighted
within the mother country’s entry. For example, the en-
try on Denmark includes a discussion of Greenland, the
United Kingdom includes information on many of its
Crown territories, and the United States entry highlights
the economic conditions in some of its larger territories.
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PREFACE

ENTRY OBJECTIVES

Each entry has two objectives: one, to offer a clear
picture of the economic conditions in a particular coun-
try, and two, to provide statistical information that allows
for comparison between countries. To offer comparable
information, we have used some common sources for the
tables and graphs as well as for individual sections. Even
the most exhaustive sources do not provide information
for every country, however, and thus some entries either
have no data available in certain areas or contain data
that was obtained from an alternate source. In all entries,
we tried to provide the most current data available at the
time. Because collection and evaluation methods differ
among international data gathering agencies such as the
World Bank, United Nations, and International Monetary
Fund, as well as between these agencies and the many
government data collection agencies located in each
country, entries sometimes provide two or more sources
of information. Consequently, the text of an entry may
contain more recent information from a different source
than is provided in a table or graph, though the table or
graph provides information that allows the easiest com-
parison to other entries.

No one source could provide all the information de-
sired for this set, so some sources were substituted when
the main source lacked information for specific countries.
The main sources used included: the World Factbook
2000 and 2001, which provided the common information
on the countries’ gross domestic product (GDP) at pur-
chasing power parity, the division of labor, balance of
trade, chief imports, chief exports, and population, un-
less otherwise noted in the text; the World Bank’s World
Development Indicators, which was a valued source for
information about the infrastructure and consumption
patterns of many countries; the Human Development Re-
port, from the United Nations, which provided GDP per
capita information on many countries; and the Interna-
tional Monetary Fund’s International Financial Statistics
Yearbook, which provided historical records of trade bal-
ances for most countries. Each entry also contains a bib-
liography that lists additional sources that are specific to
that entry.

vii



Preface

ENTRY ORGANIZATION

All entries are organized under 16 specific headings
to make it easy to find needed information quickly and
to compare the conditions in several different countries
easily. (The sole exception is the entry on the Vatican,
whose unique features necessitated the removal of sev-
eral sections.) The sections are as follows:

COUNTRY OVERVIEW. This section includes information
about the size of all land surfaces, describing coastlines
and international boundaries. It also highlights significant
geographical features in the country and the location of
the capital. The size of the country is compared to a U.S.
state or, for smaller countries, to Washington, D.C. Also
included is information on the total population, as well as
other important demographic data concerning ethnicity,
religion, age, and urbanization. Where relevant, this sec-
tion also includes information about internal conflicts, ma-
jor health problems, or significant population policies.

OVERVIEW OF ECONOMY. This overview is meant to
provide an analysis of the country’s overall economic
conditions, mentioning those elements that are deemed
most important to an understanding of the country. It pro-
vides context for the reader to understand the more spe-
cific information available in the other sections.

POLITICS, GOVERNMENT, AND TAXATION. This sec-
tion identifies the structure of the government and dis-
cusses the role the government, political parties, and taxes
play in the economy.

INFRASTRUCTURE, POWER, AND COMMUNICATIONS.
This section offers a description of the roads, railways,
harbors, and telecommunications available in the coun-
try, assesses the modernity of the systems, and provides
information about the country’s plans for improvements.

ECONOMIC SECTORS. This section serves as an overview
for the three more specific sections that follow, provid-
ing a general description of the balance between the coun-
try’s different economic sectors.

AGRICULTURE. This section discusses the agriculture,
fishing, and forestry sectors of the country.

INDUSTRY. This section discusses the industrial sector
of the country, including specific information on min-
ing, manufacturing, and other major industries, where
appropriate.

SERVICES. This section concentrates on major compo-
nents of the diverse services sector, usually focusing on
the tourism and banking or financial sectors and some-
times including descriptions of the retail sector.

INTERNATIONAL TRADE. This section focuses on the
country’s patterns of trade, including the commodities
traded and the historical trading partners.

viii

MONEY. This section offers a brief description of the
changes in inflation and the exchange rates in the coun-
try, and the impact those may have had on the economy.
It also mentions any recent changes in the currency and
the nature and impact of the central banking function.

POVERTY AND WEALTH. This section paints a picture of
the distribution of wealth within the country, often com-
paring life in the country with that in other countries in
the region. It includes governmental efforts to redistrib-
ute wealth or to deal with pressing issues of poverty.

WORKING CONDITIONS. This section describes the
workforce, its ability to unionize, and the effectiveness
of unions within the country. It also often includes in-
formation on wages, significant changes in the workforce
over time, and the existence of protections for workers.

COUNTRY HISTORY AND ECONOMIC DEVELOPMENT.
This section provides a timeline of events that shaped the
country and its economy. The selected events create a
more cohesive picture of the nation than could be de-
scribed in the entries because of their bias toward more
current information.

FUTURE TRENDS. To provide readers with a view to the
future, the entry ends with an analysis of how the eco-
nomic conditions in the country are expected to change
in the near future. It also highlights any significant chal-
lenges the country may face.

DEPENDENCIES. This section discusses any major terri-
tories or colonies and their economies.

BIBLIOGRAPHY. The bibliography at the end of the en-
try lists the sources used to compile the information in
the entry and also includes other materials that may be
of interest to readers wanting more information about the
particular country. Although specific online sources are
cited, many such sources are updated annually and should
be expected to change.

In addition, a data box at the beginning of each en-
try offers helpful economic “quick facts” such as the
country’s capital, monetary unit, chief exports and im-
ports, gross domestic product (GDP), and the balance of
trade. The U.S. Central Intelligence Agency’s World
Factbook (2000 and 2001) was the main source of this
information unless otherwise noted. Each entry also in-
cludes a map that illustrates the location of the country.
Since economic conditions are often affected by geogra-
phy, the map allows readers to see the location of major
cities and landmarks. The map also names bordering
countries to offer readers a visual aid to understand re-
gional conflicts and trading routes.
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Preface

COMMENTS

We encourage you to contact us with any comments
or suggestions you may have that will benefit future edi-
tions of this set. We want this set to be a meaningful ad-
dition to your search for information about the world.
Please send your comments and suggestions to: The Ed-
itors, Worldmark Encyclopedia of National Economies,
The Gale Group, 27500 Drake Road, Farmington Hills,
MI 48331. Or, call toll free at 1-800-877-4253.

—Sara Pendergast and Tom Pendergast
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INTRODUCTION

THE POWER OF ECONOMIC
UNDERSTANDING

The economies of the world are becoming increas-
ingly interconnected and interdependent, a fact dramati-
cally illustrated on 2 July 1997 when the Thai govern-
ment decided to allow its currency to “float” according
to market conditions. The result was a significant drop
in the value of the currency and the start of the Asian
economic crisis, a contagion that spread quickly to other
Asian countries such as the Republic of Korea, Indone-
sia, Malaysia, and the Philippines. Before long the epi-
demic reached Brazil and Russia.

In this way, a small economic change in one less-
developed country sent economic shock waves around
the world. Surprisingly, no one predicted this crisis,
though economist Paul Krugman in a prominent 1994
Foreign Affairs article argued that there was no Asian
economic miracle and the kind of growth rates attained
in recent years were not sustainable over the long term.
In such an interconnected global economys, it is impera-
tive to have an understanding of other economies and
economic conditions around the world. Yet that under-
standing is sorely lacking in the American public.

Various studies have shown that both young people
and the public at large have a low level of literacy about
other nations. A survey of 655 high school students in
southeast Ohio indicated that students were least in-
formed in the area of international economic concerns,
and the number of economics majors at the college level
is declining. The economic and geographic illiteracy has
become such a national concern that the U.S. Senate re-
cently passed a resolution calling for a national educa-
tion policy that addresses Americans’ lack of knowledge
of other parts of the world.

The information provided by the media also fre-
quently reflects a distorted understanding of world
economies. During the Asian economic crisis, we often
heard about the collapse of various Asian countries such
as Korea and Thailand. They were indeed suffering a se-
vere crisis, but usually companies, not countries, col-
lapse. The use of the “collapse” language was therefore
misleading. In another example, a distinguished journal-
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ist writing in a prominent East coast newspaper claimed
that Vietnamese women paid more in transportation and
food costs than they were earning while working in a fac-
tory manufacturing Nike shoes. Such a statement, while
well intended in terms of genuine concern for these
women workers, makes no economic sense whatsoever,
and is actually not accurate. The wages of these women
are indeed extremely low by U.S. standards, but such
wages must be viewed in the context of another society,
where the cost of living may be dramatically lower and
where low salaries may be pooled. At other times, a
fact—such as the fact that a minority of the Japanese
workforce enjoys employment for life—is exaggerated to
suggest that the Japanese economy boomed as it did in
the 1980s because of the Japanese policy of life-long em-
ployment. Such generalizing keeps people from under-
standing the complexities of the Japanese economy.

“THINGS ARE NOT WHAT THEY SEEM.” In defense of
this lack of economic understanding, it must be said that
understanding economics is not easy. Paul A. Samuel-
son, author of the classic textbook Economics (1995),
once stated about economics “that things are often not
what at first they seem.” In Japan, for example, many
young women work as office ladies in private companies
as an initial job after completing school. These young
ladies often stay at home with their parents and have few
basic expenses. Over several years they can accumulate
considerable savings, which may be used for travel, over-
seas study, or investing. Thus, as Samuelson noted in his
textbook, actual individual economic welfare is not based
on wages as such, but on the difference between earnings
and expenditures. Wages are not the only measure of the
value of labor: one must also consider purchasing power
and how costs of living vary dramatically from place to
place. Without taking into account purchasing power, we
overestimate economic well-being in high-cost countries
such as Japan and Switzerland and underestimate it in
low-cost countries such as India and Cambodia.

Consider the following examples: The cost of taking
an air-conditioned luxury bus from the Cambodian cap-
ital of Phnom Penh to its major port, Sihanoukville, is
less than $2. The same bus trip of equal distance in Japan
or the United States would cost $50 or more. Similarly,
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a (subsidized) lunch at a factory producing Nike shoes in
Vietnam may cost the equivalent of 5 U.S. cents in 1998,
while lunch at a student union on a U.S. college campus
may cost $5. Thus a teaching assistant on a U.S. campus
pays 100 times more for lunch than the Vietnamese fac-
tory worker. Who is more “poorly paid” in these situa-
tions? Add to this the reality that in many developing
countries where extended families are common, members
of the family often pool their earnings, which individu-
ally may be quite low. To look only at individual earn-
ings can thus be rather misleading. Such cultural nuances
are important to keep in mind in assessing economic con-
ditions and welfare in other nations.

Various economic puzzles can also create confusion
and misunderstanding. For example, currently the United
States has the highest trade deficit in world history: it im-
ports far more that it exports. Most countries with huge
trade deficits have a weak currency, but the U.S. dollar
has remained strong. Why is this the case? Actually, it is
quite understandable when one knows that the balance of
trade is just one of many factors that determine the value
of a nation’s currency. In truth, demand for the U.S. dol-
lar has remained high. The United States is an attractive
site for foreign investment because of its large and grow-
ing economic market and extremely stable politics. Sec-
ond, the United States has a large tourism sector, draw-
ing people to the country where they exchange their
currency for U.S. dollars. Several years ago, for the first
time ever, there were more Thais coming to the United
States as tourists than those in the United States going to
Thailand. Third, the United States is extremely popular
among international students seeking overseas education.
Economically, a German student who spends three years
studying in the United States benefits the economy in the
same way as a long-term tourist or conventional exports:
that student invests in the U.S. economy. In the acade-
mic year 1999-2000, there were 514,723 international
students in the United States spending approximately
$12.3 billion. Thus, the services provided by U.S. higher
education represent an important “invisible export.”
Fourth, 11 economies are now dollarized, which means
that they use the U.S. currency as their national currency.
Panama is the most well known of these economies and
El Salvador became a dollarized economy on 1 January
2001. Other countries are semi-officially or partially dol-
larized (Cambodia and Vietnam, for example). As the re-
sult of dollarization, it is estimated by the Federal Re-
serve that 55 to 70 percent of all U.S. dollars are held by
foreigners primarily in Latin America and former parts
of the U.S.S.R. Future candidates for dollarization are
Argentina, Brazil, Ecuador, Indonesia, Mexico, and even
Canada. With so many countries using U.S. dollars, de-
mand for the U.S. dollar is increased, adding to its
strength. For all these reasons, the U.S. currency and
economy remained strong despite the persisting large
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trade deficits, which in themselves, according to standard
economic logic, suggest weakness.

SYSTEMS OF CLASSIFICATION. As in other fields, such
as biology and botany, it is important to have a sound
system of classification to understand various national
economies. Unfortunately, the systems commonly used
to describe various national economies are often flawed
by cultural and Eurocentric biases and distortion. After
the end of World War II and the start of the Cold War,
it became common to speak of “developed” and “under-
developed” countries. There were two problems with this
overly simplistic distinction. First, it viewed countries
only in terms of material development. Second, it implied
that a nation was developed or underdeveloped across all
categories. As an example, “underdeveloped” Thailand
has consistently been one of the world’s leading food ex-
porters and among those countries that import the least
amount of food. Similarly, in “developed” Japan there
are both homeless people and institutions to house the el-
derly, while in “underdeveloped” Vietnam there are no
homeless and the elderly are cared for by their families.
Which country is more “developed”?

Later the term “Third World” became popular. This
term was invented by the French demographer Alfred
Sauvy and popularized by the scholar Irving Horowitz in
his volume, Three Worlds of Development. “First World”
referred to rich democracies such as the United States and
the United Kingdom; “Second World” referred to com-
munist countries such as the former U.S.S.R. and former
East Germany. The term “Third World” was used to re-
fer to the poorer nations of Africa, Latin America, and
Asia (with the exception of Japan). But this distinction is
also problematic, for it implies that the “First World” is
superior to the “Third World.” Another common term in-
troduced was modern versus less modern nations. The
Princeton sociologist Marion J. Levy made this distinc-
tion based on a technological definition: more modern na-
tions were those that made greater use of tools and inan-
imate sources of power. Thus, non-Western Japan is quite
modern because of its use of robots and bullet trains.
Over time, however, many people criticized the modern/
non-modern distinction as being culturally biased and im-
plying that all nations had to follow the same path of
progress.

More recently, economists from around the world
have recognized the importance of using a variety of fac-
tors to understand the development of national
economies. Each of these factors should be viewed in
terms of a continuum. For example, no country is either
completely industrial or completely agricultural. The en-
tries in this volume provide the basic data to assess each
national economy on several of these key criteria. One
can determine, for example, the extent to which an econ-
omy is industrial by simply dividing the percentage of
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the economy made up by industry by the percentage made
up by agriculture. Or one can determine how much en-
ergy national economies use to achieve their level of eco-
nomic output and welfare. This provides an important
ecological definition of efficiency, which goes beyond
limited material definitions. This measure allows an es-
timate of how “green” versus “gray” an economy is;
greener economies are those using less energy to achieve
a given level of economic development. One might like
to understand how international an economy is, which
can be done by adding a country’s exports to its imports
and then dividing by GDP. This indicator reveals that
economies such as the Netherlands, Malaysia, Singapore,
and Hong Kong are highly international while the isola-
tionist Democratic People’s Republic of Korea (North
Korea) is far less international.

Another interesting measure of an economy, partic-
ularly relevant in this age of more information-oriented
economies and “the death of distance” (Cairncross 1997),
is the extent to which an economy is digitalized. One mea-
sure of this factor would be the extent to which the pop-
ulation of a given economy has access to the Internet.
Costa Rica, for example, established a national policy that
all its citizens should have free access to the Internet. In
other economies, such as Bhutan, Laos, and North Korea,
access to the Internet is extremely limited. These differ-
ences, of course, relate to what has been termed “the dig-
ital divide.” Another important factor is whether an econ-
omy is people-oriented, that is, whether it aims to provide
the greatest happiness to the greatest number; economist
E.F. Schumacher called this “economics as if people mat-
tered.” The King of Bhutan, for example, has candidly
stated that his goal for his Buddhist nation is not Gross
National Product but instead Gross National Happiness.
Such goals indicate that the level of a country’s economic
development does not necessarily reflect its level of so-
cial welfare and quality of life.

Another important category that helps us understand
economies is the degree to which they can be considered
“transitional.” Transitional economies are those that were
once communist, state-planned economies but that are be-
coming or have become free-market economies. This tran-
sitional process started in China in the late 1970s when
its leader Deng Xiaoping introduced his “four modern-
izations.” Later, Soviet leader Mikhael Gorbachev intro-
duced such reforms, called perestroika, in the former So-
viet Union. With the dissolving of the U.S.S.R. in 1991,
many new transitional economies emerged, including
Belarus, Uzbekistan, Kyrgyzstan, and the Ukraine. Other
countries undergoing transition were Vietnam, Laos,
Cambodia, and Mongolia. These economies can be
grouped into two types: full transitional and partial tran-
sitional. The full transitional economies are shifting both
to free markets and to liberal democracies with free ex-
pression, multiple parties, and open elections. The partial
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transitional economies are changing in the economic
realm, but retaining their original one-party systems. In-
cluded in the latter category are the economies of China,
Vietnam, Laos, and Cuba. This volume provides valuable
current information on the many new transitional
economies emerging from the former Soviet world.

KEY THEMES IN THE WORLD ECONOMY. In looking at
the economies of countries around the globe, a number
of major common themes can be identified. There is in-
creasing economic interdependence and interconnectiv-
ity, as stressed by Thomas Friedman in his recent con-
troversial book about globalization titled The Lexus and
the Olive Tree: Understanding Globalization. For exam-
ple, the People’s Republic of China is now highly de-
pendent on exports to the United States. In turn, U.S.
companies are dependent on the Chinese market: Boeing
is dependent on China for marketing its jet airliners; the
second largest market for Mastercard is now in China;
and Nike is highly dependent on China and other Asian
economies for manufacturing its sports products. Such
deep interdependence augurs well for a peaceful century,
for countries are less likely to attack the countries with
whom they do a vigorous business, even if their politi-
cal and social systems are radically different. In fact, new
threats to peace as reflected in the tragic terrorist attack
of 11 September 2001, primarily relate to long-standing
historical conflicts and grievances.

Conventional political boundaries and borders often
do not well reflect new economic realities and cultural
patterns. Economic regions and region states are becom-
ing more important. The still-emerging power of the Eu-
ropean Union can be gauged by reading the essays of any
of the countries that are currently part of the Union or
hoping to become a part of it in the coming years. This
volume may help readers better understand which nations
are becoming more interconnected and have similar eco-
nomic conditions.

The tension between equity (fairness) and efficiency
is common in nearly all national economies. In some
economies there is more stress on efficiency, while in oth-
ers there is more stress on equity and equality. Thus, as
should be expected, countries differ in the nature of the
equality of their income and wealth distributions. For each
entry in this volume, important data are provided on this
important factor. The geographer David M. Smith has
documented well both national and international inequal-
ities in his data-rich Where the Grass is Greener (1979).

Invisible and informal economies—the interactions
of which are outside regulated economic channels—rep-
resent a growing segment of economic interactions in
some countries. In his controversial but important volume,
The Other Path (1989), the Peruvian economist Hernando
de Soto alerted us to the growing significance of the in-
formal economy. In countries such as Peru, research has
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shown that in some cases individuals prefer work in the
informal to the formal sector because it provides them
with more control over their personal lives. The Thai
economist Pasuk Phongpaichit and her colleagues have
written a fascinating book on Thailand’s substantial in-
visible economy titled Guns, Girls, Gambling, and Ganja
(1998). Thus, official government and international sta-
tistical data reported in this volume often are unable to
take into account such data from the hidden part of
economies.

In an increasingly internationalized economy in
which transnational corporations are highly mobile and
able to move manufacturing overseas quite rapidly, it is
important to distinguish between real foreign direct in-
vestment and portfolio investment. At one point during
Thailand’s impressive economic boom of the late 1980s
and early 1990s, a new Japanese factory was coming on
line every three days. This is foreign direct investment,
involving actual bricks and mortar, and it creates jobs that
extend beyond the actual facility being constructed. In
contrast foreign portfolio investment consists of a foreign
entity buying stocks, bonds, or other financial instruments
in another nation. In our current wired global economy,
such funds can be moved in and out of nations almost in-
stantaneously and have little lasting effect on the eco-
nomic growth of a country. Economies such as Chile and
Malaysia have developed policies to try to combat un-
certainty and related economic instability caused by the
potential of quick withdrawal of portfolio investments.

Some argue that transnational corporations (owned
by individuals all over the world), which have no national
loyalties, represent the most powerful political force in
the world today. Many key transnational corporations
have larger revenues than the entire gross national prod-
ucts of many of the nations included in this volume. This
means that many national economies, especially smaller
ones, lack effective bargaining power in dealing with
large international corporations.

Currently, it is estimated by the International Labor
Office of the United Nations that one-third of the world’s
workforce is currently unemployed or underemployed.
This means that 500 million new jobs need to be created
over the next 10 years. Data on the employment situa-
tion in each economy are presented in this volume. The
creation of these new jobs represents a major challenge
to the world’s economies.

The final and most important theme relates to the ul-
timate potential clash between economy and ecology. To
the extent that various national economies and their peo-
ples show a commitment to become greener and more
environmentally friendly, ultimate ecological crises and
catastrophes can be avoided or minimized. Paul Ray and
Sherry Anderson’s The Cultural Creatives: How 50 Mil-
lion People Are Changing the World (2000) lends cre-
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dence to the view that millions are changing to more en-
vironmentally conscious lifestyles.

In trying to understand the global economy, it is crit-
ically important to have good trend data. In each of the
entries of this volume, there is an emphasis on providing
important economic data over several decades to enable
the reader to assess such patterns. Some trends will have
tremendous importance for the global economy. One phe-
nomenon with extremely important implications for pop-
ulation is the policy of limiting families to only one child
in China’s urban areas. This deliberate social engineering
by the world’s most populous country will have a pow-
erful impact on the global economy of the 21st century.
The global environmental implications are, of course, ex-
tremely positive. Though there is much debate about the
economic, political, and socio-cultural implications of this
one-child policy, overall it will probably give China a
tremendous strategic advantage in terms of the key fac-
tors of human resource development and creativity.

THE POWER OF UNDERSTANDING. By enhancing our
knowledge and understanding of other economies, we
gain the potential for mutual learning and inspiration for
continuous improvement. There is so much that we can
learn from each other. Denmark, for example, is now get-
ting seven percent of its electrical energy from wind en-
ergy. This has obvious relevance to the state of Califor-
nia as it faces a major energy crisis. The Netherlands and
China for a long period have utilized bicycles for basic
transportation. Some argue that the bicycle is the most
efficient “tool” in the world in terms of output and en-
ergy inputs. Many new major highways in Vietnam are
built with exclusive bike paths separated by concrete
walls from the main highway. The Vietnamese have also
developed electric bicycles. The efficient bullet trains of
Japan and France have relevance to other areas such as
coastal China and the coastal United States. Kathmandu
in Nepal has experimented with non-polluting electric
buses. In the tremendous biodiversity of the tropical
forests of Southeast Africa, Latin America, and Africa,
there may be cures for many modern diseases.

We hope to dispel the view that economics is the
boring “dismal science” often written in complex, diffi-
cult language. This four-volume set presents concise, cur-
rent information on all the economies of the world, in-
cluding not only large well-known economies such as the
United States, Germany, and Japan, but also new nations
that have emerged only in recent years, and many micro-
states of which we tend to be extremely uninformed. With
the publication of this volume, we hope to be responsive
to the following call by Professor Mark C. Schug: “The
goal of economic education is to foster in students the
thinking skills and substantial economic knowledge nec-
essary to become effective and participating citizens.” It
is our hope that this set will enhance both economic and
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geographic literacy critically needed in an increasingly
interconnected world.

—Gerald W. Fry, University of Minnesota
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ANTIGUA AND

CAPITAL: St. John’s.

MONETARY UNIT: East Caribbean dollar (EC$).
One Eastern Caribbean dollar (EC$) equals 100 cents.
Paper currency comes in denominations of EC$100,
50, 20, 10, and 5. Coins are in denominations of
EC$1, and 50, 25, 10, 5, 2, and 1 cents.

CHIEF EXPORTS: Petroleum products, manufactures,
food and live animals, machinery and transport
equipment.

CHIEF IMPORTS: Food and live animals, machinery
and transport equipment, manufactures, chemicals,
oil.

GROSS DOMESTIC PRODUCT: US$524 million
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$38 million
(1998 est.). Imports: US$330 million (1998 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Antigua and Barbuda is located
in the “Heart of the Caribbean” between the Greater and
Lesser Antilles, about 402 kilometers (250 miles) east-
southeast of Puerto Rico or 60 kilometers (37.5 miles)
north of Guadeloupe. This territory consists of several is-
lands, the largest being Antigua (281 square kilometers,
or 108 square miles), Barbuda (161 square kilometers, or
62 square miles), and Redonda (1.6 square kilometers, or
0.5 square miles). The smaller islands include Guiana Is-
land, Bird Island, and Long Island. The combined area
of this multi-island state is 442 square kilometers (171
square miles) making the territory about 2 and a half
times the size of Washington, D.C. Antigua’s coastline
measures 153 kilometers (95 miles). The country’s cap-
ital, St. John’s, is located on the northwestern coast of
Antigua. The main towns include Parham and Liberta on
Antigua, and Codrington on Barbuda.

POPULATION. As of July 2000, the population of An-
tigua was estimated at 66,422, which means that the 1991
population of 63,896 increased by 3.95 percent. In 2000
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the birth rate was reported as 19.6 births per 1,000 pop-
ulation while the death rate was 5.99 deaths per 1,000
population. In 2000, it was estimated that the population
was growing at a rate of 0.73 percent per annum. The
population is expected to reach 82,000 by 2010. Migra-
tion has been identified as the main reason for the rela-
tively slow population growth. The net migration rate in
2000 averaged 6.32 migrants per 1,000 population.

The population density is 150 people per square
kilometer (389 per square mile). As of 1999 about 37
percent of the population lived in the urban areas. About
91 percent of the population are of African descent.
Other races found in relatively small numbers include
Amerindian/Carib, East Indian, Chinese, Portuguese,
Lebanese, and Syrian.

Close to 67 percent of the country’s population are
in the age group 15-64. The population is young, with
28 percent of the population aged 0—14 years and only 5
percent aged 65 years and over. In the late 1980s, about
one-fifth of all births were to mothers aged under 19
years. Hence, the government, with the aid of the UNFPA
Peer Counselling and Youth Health Services Project, has
been teaching teens the use of contraceptives, among
other birth control techniques, in an effort to reduce
teenage pregnancies.

There are about 3,000 residents of Montserrat living
in Antigua and Barbuda. These persons are evacuees who
fled the island because of the volcanic eruption in 1997.

OVERVIEW OF ECONOMY

Sugar production dominated the economy of Antigua
and Barbuda for centuries. Sugar declined in importance
after World War II and by the early 1970s it was almost
irrelevant to the economy. Thereafter, islanders have
dabbled in a variety of agricultural activities, but with
limited rainfall there was not much success. Tourism
therefore emerged as the major economic activity and,
except for the ravages of hurricanes, this sector has ex-
perienced steady growth.
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The economy is based on an open and free enterprise
system. Since the mid-1980s there has been an upsurge
of huge trade deficits, however, which have led to ar-
rears in payments to foreign investors, which in turn re-
duced foreign capital inflows. In the first half of the 1990s
economic growth slowed sharply (from an average of 8
percent in 1984-89 to 2 percent in 1990-95), mainly be-
cause the large public investment in tourism-related pro-
jects started in the 1980s could not be sustained.

In the late 1990s the growing offshore financial sec-
tor came under scrutiny from some European countries.
The sector was affected in 1999 when the United States
and United Kingdom applied sanctions on the govern-
ment in an effort to compel more stringent controls on
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money laundering. Yet Antigua and Barbuda was not
named in 2000 among the so-called “non-co-operative tax
havens “ by the Paris-based Organization for Economic
Co-Operation and Development (OECD), a 29-nation
grouping of some of the world’s wealthiest nations.

As the 21st century opened, tourism continued to be
the mainstay of the economy, accounting for over 40 per-
cent of GDP. Recovery in the tourism sector has resulted
from rehabilitation efforts and new marketing strategies.
There have also been some recent attempts to strengthen
the manufacturing sector.

Overall economic growth for 1998 was 3.9 percent,
and expanded to about 4.6 percent in 1999. Inflation has
been moderate, averaging 3 to 4 percent annually, since
1993. It is apparent that economic growth in the medium-
term will be tied to income growth in the industrialized
regions, particularly the United States and the United
Kingdom, where most tourists originate.

Antigua and Barbuda’s external debt continues to
grow, increasing from US$357 million in 1998 to
US$433.7 million in 1999. The large debt has had a neg-
ative effect on the economy because these loans must be
repaid in a short period at very high interest rates. Debt
payment accounted for 21.52 percent of the country’s
2000 budget. Economic aid averages around US$2 mil-
lion annually.

While most firms in Antigua and Barbuda are locally
owned, overseas companies own most of the hotels.
Among the largest companies are Cable and Wireless An-
tigua Ltd., the state-owned Antigua Public Utilities Au-
thority (APUA), and the Antigua Brewery, which is 80
percent foreign-owned. The state-owned Central Market-
ing Authority regulates the importation and distribution
of basic food items. There are a good number of reputable
International Business Companies (IBCs) registered in
Antigua, including international banks, trusts, insurance
firms, and corporations.

To foster industrial development, the government
has adopted a policy of providing local and foreign in-
vestors with incentives such as duty-free imports, tax
holidays, and other exemptions. A recent government
initiative is the establishment of a “Free Trade Zone.”

POLITICS, GOVERNMENT,
AND TAXATION

Antigua and Barbuda is a constitutional monarchy
whose parliament is fashioned on the British Westmin-
ster system. The Bird family has governed the country
for over 30 years. The Antigua Labour Party (ALP), first
led by Vere C. Bird and then by his son Lester B. Bird,
has won all but the 1971 elections since universal adult
suffrage was granted in 1951. In the most recent general
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elections held in March 1999 the ALP captured 12 of the
17 seats, thereby increasing its majority by 1 seat. The
other political parties in parliament are the United Pro-
gressive Party (UPP), led by Baldwin Spencer, with 4
seats, and the Barbuda People’s Movement (BPM), led
by Hilbourne Frank, with 1 seat. The other parties are the
Barbuda National Party (BNP), the Peoples Democratic
Movement (PDM), and the Barbuda Independence
Movement (BIM). The next general election is due to
take place by 2004.

The government appears committed to encouraging
private-sector growth principally in tourism and the off-
shore sector. The offshore sector includes IBCs such as
banks located in the host country that operate in foreign
countries such as the United Kingdom and the United
States. IBCs opt to set up in these “tax havens” or “free
zones” to benefit from the smaller rate of taxation charged
there in comparison to the countries where many of their
customers actually live. Moreover, the regulations gov-
erning IBCs’ operation in the tax havens are often less
restrictive than in the larger countries in which they also
operate. The government has a policy of selling land for
tourist and residential projects while it leases land for
agricultural purposes.

Antigua and Barbuda has been rated as the least-
taxed country in the Caribbean by a variety of regional
and extra-regional financial institutions. Only 17 percent
of the country’s GNP comes from taxes, while other
Caribbean countries get around 27 percent of their GNP
from tax revenues on average. In 2000 the government
introduced a new 2 percent tax on gross sales of
EC$50,000 per year. This tax replaced a 25 percent busi-
ness tax on profits. Some hotels had threatened to close
while the commercial sector ceased importing goods
from abroad, except for perishables, to cajole the gov-
ernment into rescinding the tax. However, the govern-

Antigua and Barbuda

ment has stood its ground. The International Monetary
Fund (IMF) has suggested to the government that it
should introduce a value-added tax (VAT) as a step to-
wards increasing tax revenues. There is no personal in-
come tax in Antigua and Barbuda. While the government
was reporting cash-flow problems as recently as January
2001, the prime minister has made it clear that his gov-
ernment will not resort to personal income tax to ease its
financial problems.

The Antigua and Barbuda Defence Force (ABDF)
assists with surveillance on drug trafficking, and recently
signed an agreement with the Canadian armed forces for
assistance. The U.S. Air Force has a tracking station on
Antigua.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Antigua has had an impressive road network since
colonial times, mainly because of its relatively flat ter-
rain. There are in excess of 250 kilometers (155 miles)
of roads, about 25 percent of which can be classified as
highway. Buses usually operate on a limited service, and
taxis charge fixed rates. The number of motor cars con-
tinues to grow annually as the country has one of the
highest per capita incomes in the anglophone (English-
speaking) Caribbean. There are 77 kilometers (48 miles)
of railroad tracks in the country, used almost exclusively
for transporting sugar cane.

The island’s lone international airport, V. C. Bird In-
ternational, is located north-east of St. John’s. It is ser-
viced by several international airlines including Ameri-
can Airlines, British Airways, Air Canada, Air France,
and BWIA. Antigua also has an excellent seaport which
accommodates containerized cargo with state-of-the-art

Communications

Internet

2Data is for 1997 unless otherwise noted.
°Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.

shortwave 0

SOURCE: CIA World Factbook 2001 [Online].

Telephones, Radio Service Internet
Country Telephones® Mobile/Cellular® Stations® Radios® TV Stations® Televisions® Providers® Users®
Antigua & Barbuda 28,000 (1996) 1,300 (1996) AM 4; FM 2; 36,000 2 31,000 16 8,000
shortwave 0
United States 194 M 69.209 M (1998)  AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Jamaica 353,000 (1996) 54,640 (1996) AM 10; FM 13; 1.215M 7 460,000 21 60,000
shortwave 0
St. Lucia 37,000 1,600 AM 2; FM 7; 111,000 3 32,000 15 5,000
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equipment. Heritage Quay pier in St. John’s was con-
structed solely to accommodate cruise ships.

Electricity is produced by the state-owned Antigua
Public Utility Authority (APUA). In 1999 the company
produced 90 million kilowatt-hours (kWh). All electric-
ity is produced from oil as the island does not have hy-
dro plants or any other type of generation plants.

Domestic telecommunications services are provided
by the APUA while the British-based multi-national Ca-
ble and Wireless, through Cable and Wireless Antigua
Ltd., provides international telecommunications services.
In 1994 it was estimated that the country had about
20,000 telephone lines in use. International traffic is
moved via a submarine fibre optic cable as well as an In-
telsat earth station. Cable and Wireless, through its Carib-
surf subsidiary, is the main Internet service provider with
about 6,000 Internet subscribers. In January 2001, An-
tigua Computer Technology (ACT) was launched as the
second Internet service provider with a start-up capacity
to connect at least 1,000 subscribers. The country has 2
television broadcast stations and an estimated 31,000
television sets.

ECONOMIC SECTORS

The services sector, in particular tourism and off-
shore financial services, dominate the economy. Conse-
quently, the economy is heavily dependent on visitor ar-
rivals from the United States and the United Kingdom.
In fact, between January and September 2000 the pace
of economic activity was much slower compared to the
similar period for 1999, principally because of a decline
in the number of visitors. However, it is expected that a
marketing effort to be funded by the government and pri-

Antigua & Barbuda

GDP-COMPOSITION BY SECTOR-1996 est.
Agriculture 4%

Industry 12.5%

Services 83.5%

SOURCE: CIA World Factbook 2000 [Online].

Antigua & Barbhuda

LABOR FORCE-BY OCCUPATION
Agriculture 11%

Commerce &

Services 82% Industry 7%

TOTAL LABOR FORCE 30,000

SOURCE: CIA World Factbook 2001 [Online]. Percent distribution
for 1983.

vate sector will lead to an increase in stay-over arrivals
from North America and Europe (particularly the United
Kingdom) in 2001 and beyond. A major threat to tourism
has been hurricane and storm damage from 1994 to 1999.

AGRICULTURE

The collapse of the sugar industry in the 1970s left
the government in control of 60 percent of Antigua’s
66,000 acres of sugar cane plantations. The main agri-
cultural exports include cotton to Japan and fruit and veg-
etables to other Caribbean territories. Hot peppers and
vegetables are exported to the United Kingdom and
Canada. Other agriculture products are bananas, co-
conuts, cucumbers, mangoes, livestock, and pineapples.

Agriculture accounts for a rather insignificant part
of the economy, making up 4 percent in 1996 and falling
to 3.6 percent in 1998. According to the Americas Re-
view 1999, there were 2,000 persons employed in agri-
culture in 1999. However, it appears that cultivation is
on the rise. In 1998 there were 279.8 acres of land planted
with vegetables. In 1999 there were 340.1 acres under
cultivation, 73.3 acres of which were planted with onions.
In 1999 alone some 319,275 pounds of vegetables were
produced. The government has received the assistance of
the European Development Fund to develop the livestock
subsector.

Problems confronting the agricultural sector include
soil depletion and drought. Antigua does not have any
rivers and is short on groundwater. Consequently, drink-
ing water is collected from rainfall or imported from
neighboring territories. Several hotels have seawater de-
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salination facilities. The state also supplements its water
distribution service with desalinated water.

Some 3 million pounds of fish are caught per year,
according to 1997 figures. At that time Barbuda alone
was exporting 260,000 pounds of lobster annually. Fish
hauls increased in 1998, an indication that this sector has
recovered significantly from hurricane damage sustained
between 1995 and 1998. The East Caribbean Central
Bank reported in 1999 that fish as well as crop produc-
tion were the main contributors to agriculture in 1999.
There are a few shrimp and lobster farms on Antigua.
In addition, the Smithsonian Institute runs a project
which farms Caribbean king crabs for domestic con-
sumption.

INDUSTRY

MANUFACTURING. Manufacturing is not a major con-
tributor to the economy. However, output from manu-
facturing rose by 5.5 percent in 1998 and 5 percent in
1999. Between 1996 and 1998, manufacturing con-
tributed an average of just over 2 percent of GDP.

An industrial park located at Coolidge near the V.
C. Bird International airport produces exports such as
paints, galvanized sheets, furniture, paper products, and
the assembly of household appliances, vehicles, and gar-
ments. Local manufacturers are provided with incentives
such as tax and duty-free concessions.

Manufacturers can export to the United States, Eu-
ropean, Canadian, and Caribbean markets as a result of
trade agreements such as the Lomé Convention, the
Caribbean Basin Initiative (CBI) and Caribbean Common
Market (CARICOM).

In 1999 the government signed an agreement with
the People’s Republic of China to use local cotton in the
manufacture of textiles for the export market. A factory
is to be constructed to facilitate this project.

CONSTRUCTION. Much of the buoyancy in the econ-
omy over the last few years has been due to the steady
growth in the construction sector. Private and govern-
ment investments have facilitated this growth. Construc-
tion contributed on average 11 percent of GDP between
1996 and 1998.

SERVICES

TOURISM. Tourism is the mainstay of the economy of
Antigua and Barbuda and is the leading sector in terms
of providing employment and creating foreign ex-
change. In 1999 it contributed 60 percent of GDP and
more than half of all jobs. According to the Americas
Review 1998, tourism contributed 15 percent directly
and around 40 percent indirectly to the GDP in 1998.
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Real growth in this sector has moved from an average
of 7 percent for the period 1985-89 to 8.24 percent for
the period 1990-95. There was slow growth between
1995 and 1998.

Figures released by the East Caribbean Central Bank
(ECCB) in 2000 show that total visitor arrivals increased
steadily from 470,975 in 1995 to 613,990 in 1998. In
1999 total visitor arrivals declined by about 4.1 percent
to 588,866, yet the number of visitors staying at least 1
night or more increased by 1.9 percent over 1998 to to-
tal 207,862. Arrivals via cruise ships in 1999 dropped to
325,195, a fall of 3.4 percent over 1998. The fall-off in
cruise passengers was mainly the result of one of the
larger cruise ships being out of service for a brief period.
Most of the tourists in 1999 came from the United King-
dom and the United States. Visitor expenditures have in-
creased steadily since 1990, with total expenditures of
EC$782.9 million.

To combat increasing competition from other
Caribbean destinations, the government and the Antigua
Hotel and Tourist Association have established a joint
fund to market the country’s appeal as a tourist desti-
nation. The Association has agreed to match the pro-
ceeds from a 2 percent hotel guest levy introduced by
the government.

At the start of March 2001, the Antigua Workers
Union (AWU), the trade union which represents close to
7,000 workers in the tourism industry, described tourism
as an industry in crisis. The AWU claimed the industry
is on the decline because some airlines are pulling out of
the country, and government was not spending enough
money to promote tourism. While the government has
conceded that it was not spending enough on marketing
because of cash flow problems, it has rejected the AWU’s
contention that the industry is in crisis.

FINANCIAL SERVICES. Antigua and Barbuda is adver-
tised as “an attractive offshore jurisdiction.” The country
was the first to sign the United Nations’ anti-money laun-
dering pact. This agreement came out of a conference in
1999 which urged worldwide offshore financial centers to
introduce laws to tighten their policing of money laun-
dering activities. The United Kingdom exerted consider-
able pressure on Antigua and Barbuda to reform laws to
combat money laundering, even issuing an advisory in
April 1999 to British financial institutions that Antigua
and Barbuda’s anti-money laundering laws were wanting.
Antigua and Barbuda responded to this concern, and a
subsequent joint United States and United Kingdom re-
view reported they were satisfied that the country had
taken positive steps to check illegal activity in this sector.
In September 2000 the government of Antigua and Bar-
buda announced that it had strengthened its surveillance
of money laundering and drug trafficking.
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Trade (expressed in hillions of US$): Antigua & Barbuda

Exchange rates: Antigua & Barbuda

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

RETAIL. The retail sector is dominated by the sale of
food and beverages, clothing and textiles, and vegetables.
The main markets are located in the capital, St. John’s.
There are many street vendors and duty-free shops. The
government has been taking steps to improve this sector.
A US$43.5 million vendors’ mall and market has been
built to provide better facilities for retailers in the capi-
tal. In addition, a US$27 million fisheries complex now
provides improved facilities for fish processing and re-
tailing. A growing area of computer business on Antigua
is Internet casinos.

INTERNATIONAL TRADE

This small multi-island state imports most of its food
as well as other goods that it does not manufacture. In
1998 the value of imports was as much as 9 times the
value of exports. In 1998 total exports amounted to
US$38 million while imports stood at US$330 million.

The Organization of Eastern Caribbean States
(OECS) comprised 26 percent of the country’s exports,
Barbados took in 15 percent, Guyana 4 percent, and
Trinidad and Tobago 2 percent. The United States im-
ported only .03 percent. Of imports, some 27 percent
came from the United States, 16 percent from the United
Kingdom, 4 percent from Canada, and 3 percent from
the OECS.

The country is a party to several trade agreements,
including the Caribbean Basin Initiative (CBI) with the
United States, Caribcan with Canada, the Lomé Con-
vention (a cooperation agreement between the EU and
the ACP, the latter consisting of several African,
Caribbean, and Pacific countries), and the Caribbean
Common Market (CARICOM).

MONEY

The exchange rate of the East Caribbean dollar has
remained steady since 1976 at 2.70 to the U.S. dollar.
This is partly because the agreement establishing the East

6

Exports Imports East Caribbean dollars (EC$) per US$1
1975 .020 .067 2001 2.7000
1980 .026 .088 2000 2.7000
1985 017 166 1999 2.7000
1990 021 255 1998 2.7000
1995 .030 299 1997 2.7000
1998 N/A N/A 1996 2.7000

Note: The exchange rate has been fixed since 1976.

SOURCE: CIA World Factbook 2001 [ONLINE].

Caribbean Central Bank, which regulates the currency,
requires all countries that use the currency to agree to de-
valuation.

The country does not have its own stock exchange.
Instead, it is part of the St. Kitts-based Eastern Caribbean
Securities Exchange (ECSE). An associate institution of
the Eastern Caribbean Central Bank (ECCB), the ECSE
is scheduled to start trading in 2001. The fully automated
exchange will be linked via local telecommunications
providers and will employ an electronic book-entry sys-
tem for recording the ownership of securities.

To assist with its development, the ECSE has re-
ceived US$2 million in grants, counter-part loans, and
money from the Multilateral Investment Fund (MIF) of
the Inter-American Development Bank (IDB). The funds
were channeled through the Barbados-based Caribbean
Development Bank (CDB).

POVERTY AND WEALTH

According to Sub-Regional Common Assessment of
Barbados and the OECS, some 12 percent of the popu-
lation lived below the poverty line in the 1990s. This is
much less than the average in the eastern Caribbean. Re-
search has shown that the level of poverty was 17 per-
cent in Grenada in 1998, 19 percent in St. Lucia in 1995,
and 31 percent in St. Vincent and the Grenadines in 1996.
About 35 percent of the eastern Caribbean is classified
as poor (i.e., people in these countries earn less than

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Antigua & Barbuda  N/A 4057 5164 6980 8559
United States 19,364 21529 23200 25363 29,683
Jamaica 1819 1458 1353 1651 1559
St. Lucia N/A 2076 2150 3542 3,907

SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Antigua & Barbuda 36 3 8 3 18 9 23
United States 13 9 9 4 6 8 51
Jamaica 24 7 3 1 9 8 48
St. Lucia 40 5 1 4 17 11 11

US$15-25 per day). Indicators point to the possibility of
increasing poverty in Antigua unless the slowdown in the
economy is reversed and more employment is provided.

The GDP per capita in 1998 was US$8,559. The
Human Development Report 2000 gave Antigua and Bar-
buda a Human Development Index (HDI) ranking of 37th
among the United Nations’ 174 members. The HDI is
computed by the UN and ranks its member nations based
on an index which takes into account a country’s health-
care system, life expectancy, school enrollment, adult lit-
eracy rate, educational attainment, and per capita income
to arrive at a score.

Antigua and Barbuda enjoys one of the highest em-
ployment rates in the Caribbean, and the second-highest
wages and salaries per capita in the region. Life ex-
pectancy in 1999 was 75 years, about the same as in the
United States.

The population benefits from national insurance and
contributory pension schemes. Poor and elderly persons
receive public assistance. The Antigua Medical Benefits
Scheme (MBS) provides medical benefits to workers who
contribute to it. However, at the beginning of 2001, the
government was pressured to investigate alleged finan-
cial wrong-doing at the MBS. This has weakened confi-
dence in the scheme. Workers are increasingly question-
ing the ability of the scheme to adequately finance health
care in light of the charges of financial wrongdoing.

The government has operated a series of statewide
free health clinics since the colonial period and these have
expanded in the 1980s and 1990s. Although the govern-
ment intends to introduce minimum user fees, it has
promised to make provisions for the poor. The govern-
ment also provides education at all levels.

WORKING CONDITIONS

The total active labor force in 1998 was about
30,000. Of this figure 8,319 were immigrant workers. In
1998 the government employed 10,984 persons, or about
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38.3 percent of the total labor force, a trend that has gone
as far back as 1994.

The unemployment rate fell from 9 percent in 1997
to 5 percent in 1998. During the latter part of 2000, the
government announced a freeze on employment after
cash flow problems made it difficult for it to meet its
wage and pension bills, which amount to as much as
US$5.1 million monthly.

The lowest age for employment is age 16. Children
do not form part of the labor force, but they usually as-
sist on family agricultural plots in the afternoon after
school and during school vacations. The government has
a youth skills training program which provides on-the-
job training.

As much as 45.5 percent of the country’s workforce
are women. More significantly, close to 60 percent of all
public sector employees are women. Most women who
work are employed in the hotel industry and in teaching.

The leading trade unions in Antigua and Barbuda are
the Antigua Workers’ Union, the Antigua Trades and
Labour Union, the Antigua and Barbuda Public Service
Association, the Antigua and Barbuda Union of Teach-
ers, and the Leeward Islands Air Line Pilots’ Associa-
tion. A 1975 labor code governs labor relations in the
country. There was some industrial unrest in the airline
industry and commercial sector during 1999 and 2000.

In 1997 the government granted public sector work-
ers a 6 percent increase in wages and salaries for the pe-
riod 1997-2000. In 1998 private sector workers had wage
increases averaging around 4 percent. These wage hikes
were long overdue and were granted to meet the rise in
the cost of living.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1632. English settlers arrive from St. Kitts and colo-
nization begins.
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1674. The first large-scale sugar plantation established.
1736. Major slave uprising led by Prince Klaas.
1834. Complete freedom granted to slaves.

1939. The first trade union is formed on advice of
British officials.

1943. Vere C. Bird becomes president of the Antigua
Trades and Labour Union.

1951. Universal adult suffrage introduced; the Antigua
Labour Party (ALP) led by Vere C. Bird comes to
power.

1967. Antigua, Barbuda, and Redonda become an as-
sociated state with Britain.

1971. ALP voted out of office.

1972. Sugar industry goes into dormancy.
1974. Antigua and Barbuda joins CARICOM.
1976. ALP returned to office.

1981. Antigua and Barbuda obtains its political inde-
pendence from Britain.

1994. Vere C. Bird hands over ALP to his son, Lester
Bird.

1995-99. Series of hurricanes damage the islands’ in-
frastructure.

FUTURE TRENDS

The government has pointed to the need for new and
varied sources of revenue, especially since the tourism in-
dustry is likely to face competition in the not too distant
future from Cuba, which has larger hotels, good facili-
ties, and is located closer to the United States. There is
also the threat posed by the OECD to the offshore finance
sector. This organization has placed enormous pressure
on the government to tighten its regulatory control over
the sector and such action could result in its stagnation.

The IMF has recommended that the country adopt a
comprehensive macro-economic program with medium-
to long-term plans for improving government finances.
The government fears that an IMF Economic Structural
Adjustment Program (ESAP), which advocates cutting
down the size of the public sector, will lead to unem-
ployment, which in turn can lead to poverty and crime.
Thus, the government has declined to participate in the

IMF program and has instead opted to devise its own eco-
nomic restructuring program with the aid of the East-
ern Caribbean Central Bank (ECCB).

With its cash flow problems, Antigua and Barbuda
may reduce the size of the public sector, which presently
employs close to 11,000 persons. It may also take at least
some of the IMF’s advice and toughen its fiscal policy,
implement reforms to increase efficiency and governance
in the public sector, and work out a suitable repayment
plan with its creditors. With revenue being lost through
reduced tariffs, the administration may be looking to the
VAT to fill the gap. However, government officials have
hinted that the 2001 national budget, to be presented to
Parliament in March of that year, will include reductions
in duty-free concessions in an effort to address the cash-
flow problem. In 2000 close to US$37 million was
granted in such concessions.

DEPENDENCIES

Antigua and Barbuda has no territories or colonies.
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CAPITAL: Buenos Aires.

MONETARY UNIT: Peso (P). One peso equals 100
centavos. Coins are in denominations of P5, 2 and
1 and 50, 25, 10, 5 and 1 centavos. Peso paper
currency is in denominations of P100, 50, 20, 10,
5 and 2.

CHIEF EXPORTS: Edible oils, fuels and energy,
cereals, feed, motor vehicles.

CHIEF IMPORTS: Machinery and equipment, motor
vehicles, chemicals, metal manufactures, plastics.
GROSS DOMESTIC PRODUCT: US$367 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$23 billion
(f.o.b., 1999 est.). Imports: US$25 billion (c.i.f.,
1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Argentina is located in the south-
ern region of South America. The nation borders Chile
to the west and south; the Atlantic Ocean, Uruguay, and
Brazil to the east; and Bolivia and Paraguay to the north.
Argentina has a total area of 2,766,890 square kilome-
ters (1,068,296 square miles) and is the second-largest
nation in South America (after Brazil). It is about the size
of the United States east of the Mississippi River. The
nation’s coastline is 4,989 kilometers (3,100 miles) long.
Argentina’s land borders total 9,665 kilometers (6,005
miles). This includes borders of 832 kilometers (517
miles) with Bolivia, 1,224 kilometers (760 miles) with
Brazil, 5,150 kilometers (3,200 miles) with Chile, 1,880
kilometers (1,168 miles) with Paraguay, and 579 kilo-
meters (360 miles) with Uruguay. Argentina has 30,200
square kilometers (11,660 square miles) of water within
its territory. The country’s capital, Buenos Aires, is lo-
cated on the Rio de la Plata (an estuary of the Parana and
Uruguay rivers) on the Atlantic Coast. Buenos Aires has
a population of 3 million, although the larger metropol-
itan area has 13 million people. The nation’s second-
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largest city is Cordoba, located in the center of the na-
tion, with a population of 1.2 million.

POPULATION. Argentina’s population is 36,955,182, ac-
cording to a July 2000 estimate. In 2000, the population
growth rate was 1.16 percent and the nation’s birth rate
was 18.59 births per 1,000 people. Its fertility rate is 2.47
children born per woman. This gives Argentina one of
the lowest population growth rates in Latin America. The
population is relatively young with almost half of all peo-
ple under the age of 30. However, this trend is expected
to slowly reverse itself so that by 2025, the differences
in the number of people in each age group will be min-
imal. By 2050 the largest single group of people will be
those aged 35 to 55. By 2010 Argentina’s population is
expected to exceed 41 million. Argentina’s mortality rate
is 7.58 deaths per 1,000 people, and its infant mortality
rate is 18.31 deaths per 1,000 live births. In 2000, the life
expectancy was 71.67 years for males and 78.61 years
for females.

The majority of Argentines are of European descent
(mainly Spanish and Italian). This group makes up 85
percent of the population. Mestizos (people of mixed Eu-
ropean and Native-American descent) comprise 12 per-
cent of Argentineans while Native Americans comprise
3 percent of the population. Spanish is the official lan-
guage, although English, Italian, German, and French are
also spoken in certain areas of the country. Most Ar-
gentineans are Roman Catholic (92 percent), but there
are small numbers of Protestants (2 percent) and Jews (2
percent). The nation’s indigenous population numbers
about 700,000 and is concentrated in the northwest and
some southern areas of the country. There are large im-
migrant communities in Argentina. During the 19th and
early 20th centuries, there were several waves of immi-
gration from Europe which included Germans, English,
and Italians. From 1850 through 1940, approximately
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6,608,700 Europeans emigrated to Argentina. During
the late 20th century, new groups of immigrants settled
in the country, including those from Syria and Lebanon.
Middle Eastern immigrants now number about 500,000.
The nation continues to encourage immigration from Eu-
rope through a variety of programs.

Argentina’s economy has performed well over the
past few decades and the nation enjoys one of the high-
est standards of living in Latin America. In 2000, the
GDP per capita was US$10,000. About half of the peo-
ple consider themselves to be middle-class. In addition,
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the literacy rate is 96.2 percent. Because of the relative
wealth of the society, Argentina has recently experienced
new waves of immigration, mainly from other Latin
American countries.

The people of Argentina are highly urbanized. About
80 percent of Argentineans live in towns with populations
of 2,000 or more. Some 13 million people—or about one-
third of the population—live in the greater Buenos Aires
metropolitan area. Because of this urban concentration,
the nation’s population density is quite low. Argentina
ranks number 200 in the world in terms of population
density with only 13.42 people per square kilometer
(34.76 per square mile). In comparison, the population
density of the United States is 28.4 per square kilometer
(73.56 per square mile).

OVERVIEW OF ECONOMY

Argentina’s economy is one of the richest and most
diversified in Latin America. The nation has a variety of
natural and other resources which have combined to pro-
duce an economy that is based on a strong industrial base,
an export-oriented agricultural sector, and a growing ser-
vice sector. The Argentine population is highly educated
and skilled, and the country has a variety of natural re-
sources including lead, zinc, copper, iron petroleum, ura-
nium, and rich agricultural areas. However, after repeated
periods of military dictatorship, the nation faced a vari-
ety of economic problems when the first sustained period
of civilian control of the government began in 1983. By
1989, the nation had an enormous external debt, and in-
flation had reached a level of 200 percent per month. In
response, the government undertook a variety of pro-
grams to reform and reinvigorate the economy. In 1991,
it initiated a series of programs which provided a fixed
exchange rate between the peso and the U.S. dollar and
ultimately reformed the banking system. This dramati-
cally lowered inflation and helped stabilize the economy.
The government in 2001 continued an economic program
which raised taxes and cut government spending in an ef-
fort to lower the nation’s budget deficit and overall debt.

Argentina underwent an economic boom period in
the early 1990s. By 1997, GDP growth had reached 8
percent per year. Reforms in the economy led to increased
competition and output. These reforms also attracted sig-
nificant new foreign investment. Between 1992 and 1999,
exports more than doubled from US$12 billion to US$25
billion. In overall terms, international trade remains only
a small part of the Argentine economy. In 1995 Ar-
gentina, Brazil, Chile, and Uruguay created a free trade
area named MERCOSUR. The trade organization has
dramatically lowered tariffs between the member nations
with reductions in some tariffs of 100 percent. As a re-
sult, trade between the member states increased from
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US$4 billion in 1991 to US$23 billion in 1999. Argentina
accounts for 27 percent of MERCOSUR’s total GDP.
Brazil is now Argentina’s largest trading partner. Ar-
gentina’s exports to MERCOSUR countries are expected
to continue to increase and to help spur the economy.

In 1998, the nation began a severe recession that
ended in 2000. In 1999, GDP fell by 3 percent, but by
2000 growth had returned at a 2 percent annual rate.
However, unemployment in the nation continues to be
problematic. Unemployment peaked in 1995 at 18.4 per-
cent. Although it has fallen, it remained at 15.4 percent
as of 2000. Increases in productivity and reforms of the
labor market are expected to decrease unemployment as
more foreign investors locate or relocate firms and fac-
tories in Argentina.

The strongest areas of the Argentine economy are
telecommunications, food processing, banking, energy
production, and mining. Food processing alone accounted
for 23 percent of GDP in industry in 1998 and is one of
the few areas in which Argentina has a trade surplus.
The nation’s large agricultural sector produces a variety
of products that are used by domestic food industries and
then exported. Agriculture provides about 40 percent of
Argentine exports. Besides food processing, Argentina’s
main industries are automobile production, textiles,
chemicals and petrochemicals, steel, mining, and con-
sumer durables. After falling by 7 percent in 1999, in-
dustrial production recovered slightly in 2000, with a
modest growth of 2 percent. Many major international
car manufacturers have plants in Argentina, including
Ford, Volkswagen, Fiat, General Motors, and Renault.
Mining production is expected to double by 2004, with
strong growth in gold and copper production. The Ar-
gentine telecommunications sector was one of the first in
Latin American to be privatized. Since 1991, the sector
has experienced continued growth as consumers have
sought new technologies, including cellular phones,
pagers, and cable television. Reforms in 1994 eliminated
restrictions on foreign-owned banks, and insurance firms
and many multinational financial companies operate in
Argentina. Some of the larger firms include the U.S.-
owned American Express Bank, Citibank, Chase Man-
hattan, Bank Boston, the Dutch-owned ABN Amro Bank,
and the British-owned Lloyds Bank.

Argentina continues to face yearly deficits—US$4
billion or 2.5 percent of GDP in 1999 alone. In 1999, the
country’s debt was US$149 billion. However, Argentina
is a net recipient of foreign aid. It receives about US$2
billion a year from international organizations such as the
European Union (EU) and the World Bank. In 1999, the
International Monetary Fund (IMF) established a contin-
gency fund of US$7.4 billion that can be loaned to Ar-
gentina in order to maintain the nation’s currency and
economic stability.
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POLITICS, GOVERNMENT,
AND TAXATION

Argentina declared independence from Spain in
1816. The nation then underwent a political struggle be-
tween groups that favored a strong central government
and those that favored a less rigid federal system. In 1853,
the 2 factions established a new constitution and a gov-
ernment of national unity, thereby establishing Argentina
as a constitutional democracy. The remainder of the 1800s
were marked by increasing industrialization and a large
amount of foreign investment, especially from Great
Britain, in areas such as railways and port facilities.

Conservatives dominated Argentine politics until
1916 when the Radical Civic Union (URC) gained con-
trol of the government. The Radicals worked to expand
political participation through fair elections and helped
strengthen the political power of the middle class. How-
ever, in 1930 the military overthrew the legally-elected
president. A succession of military governments tried to
cope with the economic problems of the 1930s, but con-
tinued labor and social unrest led Juan Domingo Peron
to power in the 1940s. Peron dramatically expanded
union membership and the power of the working class.
In 1947, women were given the right to vote. Peron and
his wife Eva, popularly known as Evita, enjoyed great
support among the working class and the poor. However,
the Peron regime was marked by political corruption and
repression. Peron also undermined the Argentine econ-
omy by nationalizing industry and trying to manage the
economy through state-controlled economic policies and
adherence to a series of 5-year plans. The military over-
threw Peron in 1955, and through the 1950s and 1960s,
Argentina had a succession of civilian and military gov-
ernments, none of which could establish long-lasting po-
litical stability.

Meanwhile, the nation suffered from economic de-
cline and a rise in both terrorism and formal rebellion by
anti-government forces. This instability led voters to re-
turn Peron to power in 1973, with his third wife, Maria
Estela, as his vice-president. However, both liberal and
conservative extremist groups continued campaigns
against the government, and the economy continued to
decline. Peron died in office in 1974 and his wife, who
succeeded him, was overthrown by the military in 1976.
From 1976 to 1983, the military ruled Argentina and con-
ducted a brutal campaign to eliminate opposition forces.
At least 10,000 people were abducted and killed during
this period that is known as the “Dirty War.” Argentina
also lost a war with Great Britain over possession of the
Falkland Islands (called the Malvinas Islands by the Ar-
gentines). Popular pressure led to elections in 1983 and
the restoration of democracy.
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Argentina is once again a constitutional democracy.
The 1983 elections installed Raul Alfonsin as president
for a 6-year term. Alfonsin worked to establish civilian
control over the military and fix the nation’s economic
problems. However, by 1989 inflation had soared to
4,923 percent and the country’s economy was in sham-
bles. Alfonsin was defeated in the elections in 1989 and
replaced by Carlos Saul Menem. The inauguration of
Menem marked the first peaceful transfer of power in Ar-
gentina in more than 60 years. Menem adopted a variety
of reform programs which included privatization efforts
and a pro-United States foreign policy. Menem also ini-
tiated monetary reforms which fixed the Argentine peso
to the U.S. dollar.

In 1994, there were major revisions to the Argentine
constitution. In the past, the president had been chosen
by an electoral college, similar to that of the United
States, for a 6-year term. Under the new constitution, the
president is directly elected by the people for a 4-year
term and can serve only 2 terms in office, but can be re-
elected after leaving office for at least 1 term. The pres-
ident serves as the chief of state, the commander-in-chief
of the military, and the head of the government. The Ar-
gentine president has more power than his American
counterpart, including a line item veto (the ability to re-
ject a single item from a legislative bill, rather than the
whole bill). Argentina’s legislative branch is a bicam-
eral (2-chamber) body known as the National Congress.
The upper chamber is the Senate, which has 72 members
who are elected for 6-year terms. There are 3 senators
for each of the nation’s 23 provinces and the Federal Dis-
trict. The lower chamber is the Chamber of Deputies,
which has 257 members who are elected for 4-year terms.
Half of the deputies are elected on a proportional basis
(each political party receives a percentage of the seats in
the Congress based on their election totals, so that a party
receiving 40 percent of the votes would receive 40 per-
cent of the seats). The 1994 constitution improved the ac-
countability of judges by establishing a Judicial Council
which oversees judicial conduct. All judges are appointed
by the president, subject to approval by the Senate. The
nation’s 23 provinces have significant power, not unlike
the states in the United States, and each has a constitu-
tion that mirrors that of the national government.

There are 2 main political parties in Argentina. The
Justicialist Party (JP) or Peronist Party is the party of Juan
Peron. The JP is now a centrist party, but its main base
of support continues to be with the working class and la-
bor unions. Under Carlos Menem, the JP has embraced
free-market, economic liberalization as the cornerstone
of their economic program. The second major party in
Argentina is the Union Civica Radical (Radical Civil
Union or UCR), which evolved from the old Radical
Party that was founded in 1890. The UCR’s main base
is among the middle class, and the party is now the more
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conservative of the 2 main political factions in Argentina.
Under Raul Alfonsin, the UCR attempted wide-ranging
economic reforms, but was unable to implement them in
the face of popular opposition. Leftist members of the
JP split with the party in the 1990s and formed the Front
for a Country in Solidarity (FREPASO). In 1997, the
UCR and FREPASO joined together in a coalition that
is known as the Alliance for Work, Justice and Educa-
tion, or simply as the Alliance. In 1999, the leader of
FREPASO, Fernando de la Rua, was elected president.
Despite the leftist leanings of FREPASO, its coalition
with the UCR has brought the Alliance to the center po-
litically. President de la Rua continued the economic re-
forms of Menem. There are also a number of minor and
regional parties.

Under de la Rua, the government’s policies were
based on continuing liberalization of the domestic econ-
omy through privatizations and a reduced role for the
state in the economy. The government is also working to
reduce trade barriers and thereby increase foreign trade
through integration in organizations such as MERCO-
SUR and direct trade agreements with other countries
such as the United States. In its ongoing effort to increase
trade, Argentina has worked to end a number of minor
disputes with other countries, including border disputes
with Brazil and Chile. Argentina has also restored rela-
tions with Great Britain, which were broken in the wake
of the Falkland Islands war. The key component of eco-
nomic policy that has united all of the main political par-
ties is the continued fixed exchange rate between the peso
and the dollar. This has served to practically eliminate
inflation and to make Argentina attractive to foreign in-
vestors and to international organizations that provide
economic assistance.

An ongoing problem for the government is the con-
tinuing budget deficit. By 1999, the deficit had climbed
to 2.5 percent of GDP or almost US$9 billion. In an ef-
fort to reduce the deficit, President de la Rua implemented
an economic program that expanded the privatization of
government-owned businesses and included both spend-
ing cuts and tax increases. Among the most significant
privatization programs over the last decade have been the
selling-off of the nation’s state-owned telephone com-
pany and reforms in the banking and insurance sector.
The government has also expanded the availability of pri-
vate pension plans, which has reduced the strain on the
nation’s social security system. Corporations in Argentina
pay a standard 30 percent tax on profits each year. Indi-
viduals pay a graduated income tax that ranges from 11
to 30 percent, depending on income. There is also a 0.5
percent annual wealth tax on individuals who have a net
worth of more than US$100,000.

Approximately 919,000 Argentines work for the gov-
ernment. In 2000, the government’s budget was US$28
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billion, but its revenues were only US$24 billion leading
to a US$4 billion deficit. Repeated deficits have led to a
large external debt of US$149 billion. In another effort
to increase revenues, the government has been engaged
in a long-running effort to improve tax collection and si-
multaneously decrease corruption in the public sector.

After decades in which it enjoyed a high degree of
political power and prestige, the Argentine military has
shrunk dramatically. The nation’s military is now an all-
volunteer force. In 1999, Argentina spent only 1.3 per-
cent of GDP or US$4.3 billion on defense (compared with
as much as 5 percent in the 1980s). Argentina has de-
veloped close military relations with a number of coun-
tries, including the United States, Israel, Spain, Germany,
France, and Italy. In 1998, Argentina was designated a
major ally by the North Atlantic Treaty Organization
(NATO). Argentina has recently participated in a num-
ber of international humanitarian military operations such
as the intervention in Haiti and NATO missions in the
former Yugoslavia.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Argentina has a good infrastructure system in com-
parison with other Latin American nations, but many ar-
eas need significant improvement. The nation has 215,434
kilometers (133,870 miles) of roads, including 734 kilo-
meters (456 miles) of expressways or highways, but only
63,553 kilometers (39,492 miles) of the country’s roads
are paved. Argentina has been the recipient of a number
of aid packages to improve infrastructure. For instance,
the United States has provided US$7 million and the
World Bank provided US$450 million for highway con-
struction. There is an extensive rail system that transports
both freight and passengers around Argentina, with a to-
tal of 38,326 kilometers (23,816 miles) of track.

Argentina has 10,950 kilometers (6,804 miles) of
navigable waterways. However, most of the country’s ma-

Argentina

jor ports are located on the Atlantic coast, and little freight
is transported along the inland waterways. The nation’s
main ports include Bahia Blanca, Buenos Aires, Co-
modoro Rivadavia, La Plata, and Mar La Plata (all lo-
cated on the Atlantic Coast). Inland river ports include
Rosario and Santa Fe, while the port of Ushuaia is located
in the extreme southern tip of the nation near Cape Horn
where the Atlantic and Pacific Oceans meet. Argentina
has a small merchant marine of 26 ships with more than
1,000 tons of gross weight. This includes 11 petroleum
tankers. In order to provide fuels to inland areas and ship
resources to ports for export, there is a broad pipeline sys-
tem. There are 4,090 kilometers (2,542 miles) of crude
oil pipelines, 2,900 kilometers (1,802 miles) for other pe-
troleum products, and 9,918 kilometers (6,163 miles) of
natural gas pipelines.

Buenos Aires has an extensive system of public
transportation, including subways and buses, but most
smaller cities and towns in Argentina have limited trans-
portation resources. Most major cities are connected by
passenger railways and there is an extensive commuter
rail system in the greater Buenos Aires metropolitan area.

There are 1,359 airports in Argentina, although only
142 have paved runways. Buenos Aires has 2 major air-
ports. The first, Ezeiza International Airport, is the main
point of arrival and departure for most international
flights. Most domestic or regional flights, including those
to Brazil, Uruguay, and Paraguay originate from the sec-
ond major airport in Buenos Aires, Aeroparque Jorge
Newbery. Most major international air carriers offer ser-
vice to Buenos Aires, including the U.S. carriers United
and American Airlines. Argentina’s national airline is
Aerolineas Argentinas. The government is involved in a
program to privatize airports. Thus far, 33 major airports
have been turned over to private companies to operate.

Argentina has a telephone density of about 20 pri-
vate phones per 100 people. There are also some 12,000
public telephones. Deregulation of the telecommunica-
tions industry is ongoing, and service and infrastructure

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Argentina 123 681 289 163.1 78 2.0 443 27.85 900
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Brazil 40 444 316 16.3 47 3.1 30.1 18.45 3,500
Chile 98 354 232 44.8 65 2.7 48.2 21.45 700

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
°Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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have improved dramatically. Companies such as AT&T,
MCI, and Sprint can now provide long-distance service
to a limited degree. There are currently 40 earth stations
that support the telephone system’s microwave relay
complex and 3 earth satellite stations. Nonetheless, many
areas of the country experience telephone outages, par-
ticularly after heavy storms. There are also continuing re-
strictions on satellite services. The cable television sys-
tem has also expanded and now includes a number of
international channels such as CNN International, CNN
Espanol, and MTV, as well as channels from Brazil,
France, Germany, and Italy. Initiatives to increase Inter-
net usage have broadened access and in 1999 there were
47 Internet service providers. By 2000, about 10 percent
of the adult population used cellular phones (there are
about 2.5 million mobile phones in use).

In 1998, total electric production was 75,237 kilo-
watt-hours (kWh). Fossil fuels provided 42.71 percent of
production while hydroelectric sources provided 47.55
percent and nuclear power 9.47 percent. The electric in-
dustry in Argentina was deregulated in 1991, and most
power distribution sources have now been privatized, al-
though a small number remain under government con-
trol. Behind Venezuela, Argentina has the second-largest
proven reserves of natural gas in South America with 24
trillion cubic feet. The country also has significant oil re-
serves (2.8 billion barrels) and produces about 900,000
barrels of crude oil per day.

ECONOMIC SECTORS

Argentina has a mixed economy that has well-
developed agricultural, industrial, and service sectors.
From the 1930s well into the 1970s, there was a con-

Argentina

GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 7%

Industry 29%

Services 64%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION
Agriculture 12%

Services 57%

Industry 31%

TOTAL LABOR FORCE 15 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1985 est.

centrated effort to develop industries and expand indus-
trial capacity. However, the economic problems of the
1970s and 1980s, combined with political instability, led
to a period of decreased economic production and the de-
cline of many of the country’s major industries.

Agriculture remains a major component of Ar-
gentina’s economy as crops and livestock provide much
of the nation’s domestic food needs. These products also
provide raw materials for the growing food processing
industry. Agriculture directly accounts for 7 percent of
the nation’s GDP. The agriculture sector is driven by the
export of crops and livestock. This makes the sector vul-
nerable to economic problems with Argentina’s main
trading partners. In the past, Argentine livestock produc-
tion suffered from problems with diseases such as hoof-
and-mouth disease, as well as restrictions on imports by
nations such as the United States. Beginning in the 1980s,
agriculture in Argentina began to diversify beyond the
traditional products such as beef and sheep. Many food-
based oils and specialty crops are now raised. In addition
to beef, some of Argentina’s main agricultural products
include sunflower seeds, lemons, soybeans, grapes, corn,
tobacco, peanuts, tea, and wheat. Fishing has declined
significantly in recent years as decades of over-fishing
have limited stocks of the most popular catches.

Industry in Argentina is diversified and driven by a
large and relatively affluent domestic market. Only re-
cently has the nation begun to export significant amounts
of manufactured or finished products. Argentina’s mem-
bership in MERCOSUR has been one of the main fac-
tors driving industrial exports as it has expanded access
to existing markets and opened new markets. Industry ac-
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counts for 29 percent of GDP. As a result of economic
problems in Brazil, industrial production growth in Ar-
gentina declined by 7 percent in 1999, but rebounded in
2000 by posting a modest level of growth of 2 percent.
Among the main industries in Argentina are food pro-
cessing, automobile production, textiles, energy produc-
tion, and mining. The nation also has a growing chemi-
cal industry.

The service sector is now the leading component of
the Argentine economy. In 1999, it accounted for 64 per-
cent of GDP. Much of the growth in the service sector
has been the result of the economic liberalizations of the
1980s and 1990s. Several key sectors, including telecom-
munications and financial services, have seen dramatic
expansions as foreign companies have invested in these
areas, and there has been an increase in domestic con-
sumer demand. While many segments of the service sec-
tor have experienced growth, the economic problems of
the late 1990s led to declines in other areas. For instance,
retail and wholesale businesses have seen little or no
growth as consumer spending has been constrained by
the most recent recession.

AGRICULTURE

Argentine agriculture has experienced a period of
transition and diversification over the past decade. Tra-
ditional products such as beef and sheep have declined
in relative value while newer products such as food oils
have grown in popularity with farmers. Argentina is the
world’s fifth-largest producer of food and beef. It is also
the world’s largest producer of lemons and lemon juice
and the largest producer of olive oil in South America.
Finally, the nation is also one of the world’s main pro-
ducers of wheat and flour.

In 1998, the total value of agricultural exports was
US$13.25 billion and the total value of imports was
US$1.73 billion. In 2000, about 12 percent of the popu-
lation was employed by agriculture. Agricultural work-
ers earn an average of about US$400 per month, which
is twice the national minimum wage. There are 40 mil-
lion hectares devoted to agriculture in Argentina, of
which 20-25 million hectares are used for grains and
crops, while the rest is used for livestock grazing. In 2000,
there were approximately 420,000 farms in the nation.
However, the largest 10 percent of farms accounted for
more than 50 percent of total production.

CROPS. Since the early 1990s, agricultural production
has increased dramatically, although there was a brief pe-
riod of decline in 1999 when output fell by 4.7 percent.
With that exception, production increased by an average
of 10 percent per year during the 1990s. Lower demand
for Argentine products by the nation’s MERCOSUR part-
ners may continue to constrain exports, but new access
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to markets in Europe and the United States has provided
outlets for increases in production. The main crops in-
clude bananas, barley, potatoes, rice, sugar cane, soy
beans and soy bean oil, corn, wheat, lemon juice, and
sunflower seed oil. On average, each year Argentina pro-
duces about 200,000 tons of cotton, although the do-
mestic market only uses about 80,000 tons. Total crop
production in 1999 was 70.68 million metric tons. The
largest crop yields were sugar cane at 19.4 million met-
ric tons, soybeans at 18 million metric tons, wheat at 14.5
million metric tons, and corn at 13.18 million metric tons.

LIVESTOCK. The main livestock products include beef
and veal, chicken, duck, goose, horse, lamb, pork, and
turkey. Argentina’s geographic position makes it ideally
suited for raising livestock. In most areas of the country,
cattle and sheep may graze year round. Livestock ac-
counts for about 85 percent of exports.

Argentine farms have some 53.6 million head of cat-
tle. Each year the nation exports about 460,000 tons of
beef. However, much of the beef production is consumed
domestically; Argentina has the highest per capita beef
consumption in Latin America, with an average annual
consumption of 60 kilograms per person. Sheep and pig
farming is also extensive. There are 21.6 million sheep
in Argentina and 5 million pigs, but most pork produc-
tion is for domestic consumption. The nation also pro-
duces 660,000 tons of poultry products each year.

Argentina is noted for its horses and has an interna-
tional reputation for producing exceptional racing and
show horses. There are some 3.3 million horses in the
country. Besides producing thoroughbreds for competi-
tion, there is also extensive use of horses on ranches and
farms as work animals.

The dairy sector is one of the strongest segments of
agriculture. In 2000, dairy products were worth US$4.685
billion. Exports of dairy products totaled US$400 million
that same year. Growth in the dairy sector was 4 percent
in 2000, and it is expected to increase by at least 2 per-
cent annually. In addition to milk and cheeses, a number
of novelty products are produced, including cream
cheese, frozen yogurt, ice cream, and specialty cheeses.

FISHING. Argentina is among the world’s top 20 fishing
nations. Fishing accounts for about US$1.2 billion annu-
ally and total yearly catches often exceed 640,000 tons.
Since the 1970s, fishing catches have increased by 400
percent. This has led to dramatic over-fishing and inter-
national efforts to limit catches on some species, mainly
swordfish. Argentina is party to a number of international
agreements which are designed to limit fishing and pre-
serve species. However, the richness of the nation’s
coastal waters has led many fishing vessels, both Argen-
tine and foreign-owned, to illegally over-fish many
species, including swordfish and hake. Since the 1970s,
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the number of Argentines engaged in fishing has de-
creased by about 30 percent.

Hake is the most common catch and accounts for 60
percent of total harvests. Although Argentina is at the ex-
treme southern range of swordfish, these fish are among
the most valuable species caught. At its height, the sword-
fish industry routinely had annual catches of 500 tons;
however, during the 1980s catches fell to 350 tons be-
cause of over-fishing. From 1993-1997, catches were
down to the point that exports ceased entirely. Current
production has risen again to 350 tons (where it has sta-
bilized over the past few years) and exports have resumed.

FORESTRY. Forestry accounts for only a small portion of
the Argentine economy. Wood is mainly used as a build-
ing material and as a fuel source for rural Argentines.
There are 59.5 million hectares (147 million acres) of
timberland in the country. The main trees that are com-
monly harvested are elm, willow, oak, pine, and cypress.
Cedar is harvested in small quantities for furniture man-
ufacturing. White quebracho is often harvested for use as
fuel wood and red quebracho is widely used to produce
tannin for the tanning industry.

INDUSTRY

Industry in Argentina is highly developed and di-
versified. Argentine workers are skilled and educated, but
recently labor costs have exceeded increases in produc-
tion. As a result, many industries are no longer profitable
since foreign manufacturers are able to produce the same
items at a much lower cost due to their lower labor costs.
Efforts to reform the nation’s labor system by reducing
the corruption of some unions have been unsuccessful.
In addition, high interest rates, currently about 15 per-
cent, make it difficult for domestic companies to get loans
in order to restructure their operations. Nonetheless,
many industries, including the chemical sector and en-
ergy production, remain profitable and have experienced
growth. Argentina’s geographic position allows it easy
access to markets in Brazil and surrounding nations, and
the country’s rich natural resources provide the basis for
continued expansions in certain industries. In 2000, 23
percent of Argentines worked in industry. The average
wage for industrial workers is US$870 per month or about
4 times the national minimum wage.

FOOD PROCESSING. The food processing industry takes
advantage of the country’s rich agricultural resources.
Processed food products are consumed domestically and
exported to Argentina’s MERCOSUR partners and to
markets in east Asia. In 1999, exports totaled US$89 mil-
lion. Brazil alone accounts for 48 percent of Argentine
processed food exports to MERCOSUR countries, fol-
lowed by Uruguay at 19 percent, Chile at 17 percent, and
Paraguay at 15 percent. Food processing accounts for
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about one-quarter of the total value of industrial produc-
tion or about US$25 billion. Among the main segments
of the industry are meat-packing, prepared dairy products,
prepared fruits and vegetables, and cooking fats and oils.

MANUFACTURING. Many of the main areas of the Ar-
gentine manufacturing sector have gone through eco-
nomic difficulties that began in the late 1990s. The tex-
tile industry has been hardest hit. Since the 1980s, it has
been undergoing a period of consolidation as smaller
companies are bought out by larger firms. Efforts to make
the sector more competitive with foreign suppliers have
not been successful since the international firms have sig-
nificantly lower labor costs.

A significant force in Argentine industry is auto-
mobile manufacturing. A number of international car
companies have plants in Argentina which produce a va-
riety of vehicles that range from passenger cars and light
trucks to buses and commercial trucks. Ford, General
Motors (GM), Volkswagen, Renault, Fiat, and Peugeot
all produce passenger cars, while Ford and Mercedes
Benz produce buses and truck chasses. By 1999, total
annual production was about 350,000 units. Domestic
growth is expected to average 10 percent per year over
the next decade. MERCOSUR has helped spur this
growth. After the establishment of the organization in
1995, Argentine exports of automobiles increased by 122
percent from 1995 to 1997. About 90 percent of exports
went to Brazil. As a result of expected increases in pro-
duction, several companies are planning major invest-
ments in new facilities. For instance, Ford is investing
USS$1 billion in new plants to manufacture Escorts and
Ranger light trucks. Meanwhile, Toyota has begun con-
struction of a US$150 million plant to produce small cars.
Total foreign investments from 1995 to 2000 were
US$8.53 billion.

MINERALS AND MINING. Argentina has a variety of
mineral resources. It has significant reserves of natural
gas and oil, and has stocks of valuable minerals such as
gold, copper, and iron. Argentina’s natural gas sector is
now privately owned, after the state monopoly Gas del
Estado was split into a number of private companies in
1992. The largest pipeline company in Argentina (and all
of South America) is TGS, which is 70 percent-owned
by the U.S. company Enron. It provides two-thirds of Ar-
gentina’s natural gas consumption. Many international
companies have entered the Argentine oil market.
Chevron, BP Amoco, Shell, Unocal, and the French-
based company Total all have a presence in the country
and seek to expand operations as exploration continues
offshore on the country’s continental shelf. The Argen-
tine company Repsol-YPF accounts for about 50 percent
of the country’s total refining capacity, followed by Shell
at 17 percent, and Esso at 16 percent. The remaining pro-
duction is divided among 4 small companies. YPF has
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US$6 billion in annual revenues and plans to invest
US$15 billion over the next decade in new oil explo-
ration. By 1999, total oil production was 900,000 barrels
per day, with exports of 372,000 barrels per day.

In 2000, total mining exports were US$1 billion. Es-
timates are that this figure will grow to US$2.3 billion
by 2004, as total investments in mining are expected to
reach US$5 billion by 2005. Major minerals include gold,
lead, silver, uranium, iron, and zinc. In 1998, gold pro-
duction amounted to 19,459 kilograms. Copper produc-
tion was 170,273 metric tons, lead was 15,004 metric
tons, and zinc was 35,560 metric tons. Several major in-
ternational companies are investing in new operations in
Argentina. Major mining companies include Japan’s
NKK and the Argentine company Minera Alumbrera.

In 1994, the nation’s main steel company, Aceros
Zapla, was privatized. Since then, steel production has
increased at an average annual rate of 4 percent. Crude
steel production averages about 4.19 million metric tons.
The majority of steel products, almost 90 percent, are
used domestically. Argentina also produces a variety of
building products that are mainly used in the domestic
market. Forest and timber plantations cover some 1 mil-
lion hectares and produce mainly softwoods that are used
to make plywood and other composite building materi-
als. Declines in construction have hurt the building ma-
terials industry which has been operating at only 57 per-
cent of capacity since 1997. Although the construction
industry has been in decline, industrial production of
building materials has increased—mainly as a result of
exports. Production of cement in 1999 amounted to 6.9
million metric tons. However, two of Argentina’s main
cement companies, Loma Negra and Juan Minetti, are set
to dramatically increase production. For instance, Juan
Minetti is building a US$90 million plant that will allow
the manufacturer to increase its production to 1.2 million
metric tons of cement per year.

CHEMICALS. The chemical industry in Argentina is one
of the main segments of the nation’s economy. Chemi-
cal production accounts for about 3 percent of GDP, or
about US$10.75 billion in annual output. There are 2,300
chemical companies in Argentina. Of these, about 150
are considered to be medium or large in size (employing
more than 100 people). In 1999 there were 64,410 peo-
ple employed by chemical companies. While many other
segments of the nation’s economy have experienced lit-
tle or no growth since the late 1990s, the chemical in-
dustry has had an average annual growth rate of 3.5 per-
cent and an average growth rate of 3 percent in exports.
Consumer demand has outpaced domestic production,
however, and imports of chemicals rose 18.5 percent in
2000. Among the main chemical products are plastics and
resins, especially those used in the production of manu-
factured products.

Worldmark Encyclopedia of National Economies

Argentina

SERVICES

The Argentine service sector includes a variety of
different types of businesses and companies. The most
prominent segments of the sector include financial ser-
vices, retail, and tourism. In 2000, 69 percent of Argen-
tines worked in the service sector. On average, workers
in the service sector earn US$710 per month, or about 3.5
times the minimum wage. Workers in the financial ser-
vices sector are the highest paid in Argentina and earn an
average monthly wage of US$1,840, while telecommu-
nications workers earn an average of US$990 per month.

FINANCIAL SERVICES. Financial services and insurance
now account for 8 percent of GDP. After decades of fi-
nancial instability, the Argentine banking sector has be-
gun to experience growth and has gained credibility in
international financial markets. Government reforms of
the sector have dramatically increased its competitive-
ness. The most significant reform was the 1991 Convert-
ibility Law, which fixed the peso to the dollar and ulti-
mately lowered inflation to around 1 percent. Insolvency
among debtors has kept consumer interest rates at a high
15 to 25 percent.

There was a significant period of consolidation in
Argentine banking, and the number of banks declined
from 206 in 1994 to 132 in 1998. The 20 largest banks
in Argentina accounted for 75 percent of the nation’s to-
tal bank deposits. Total deposits in 1999 exceeded US$80
billion, which marked a dramatic rise from 1995 when
deposits hit a record low of US$37 billion. There are 31
major international banks in Argentina with 374 branches.
The largest include American Express, Bank of America,
Bank Boston, Chase Manhattan, ABN Amro, Deutsche
Bank, Lloyds Bank, and Hong Kong and Shanghai Bank
(HSBC). Six of the nation’s 10 largest banks are Ameri-
can or European. The largest domestic commercial bank
is Banco de la Nacion, which is government-owned. Ef-
forts to privatize the bank have met with widespread op-
position because of the potential for lay-offs.

Part of the growth in the financial sector has been
spurred by government programs which established pri-
vatized pension plans. In 1997, total private pension as-
sets amounted to 2 percent of GDP, or about US$6 bil-
lion. By 2010, this figure is expected to rise to US$118
billion. Since privatization, the insurance sector has in-
creased by an average of 10 percent per year. From 1998
to 2000, the total value of the Argentine market increased
from US$570 million to US$660 million. Foreign com-
panies have increased their presence in Argentina, with
U.S. firms providing US$200 million worth of insurance-
related services.

RETAIL. The retail sector in Argentina has experienced a
period of decline since 1998. The country’s economic
slowdown has constrained consumer spending. However,
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some segments—including restaurants and certain retail
franchises—have undergone continued growth. Small
markets and family-owned retail outlets have gradually
been replaced by larger chain stores. By 2000, about 80
percent of the nation’s food and beverage sales were
through supermarkets and large chain outlets. Argentina
now has a number of major international hypermarkets
(large stores which sell a variety of products, including
food, clothing, hardware, and pharmaceuticals). Exam-
ples of these international hypermarkets in Argentina in-
clude Wal-Mart, Carrefour, Ahold Casino, and Makro.
There are now 54 different chains in the nation. There
are 10 Wal-Marts with combined sales in 2000 of US$300
million. The largest hypermarket is the French-owned
chain Carrefour, which has 162 stores and sales of
US$2.6 billion. In 2000, there were also 1,240 super-
stores, 12,861 supermarkets, 100,884 grocery stores and
5,230 convenience stores.

One of the strongest segments of the retail market
remains computer and computer equipment sales. In
2000, these products had sales of US$1.74 billion. The
computer market is expected to increase by 10 percent
annually over the next decade. U.S.-brand products ac-
count for 67 percent of the market. The leading U.S. firms
are Compaq, Hewlett Packard, and IBM. Besides per-
sonal computers, the best selling products include print-
ers, laptop computers, CD-ROM drives, hard drives, and
memory expansion Kkits.

There are more than 30,000 restaurants in Ar-
gentina, about one-third of which are located in Buenos
Aires. Despite the economic slowdown of the late 1990s,
restaurant sales have averaged 10 percent growth over
the past decade. The largest restaurant chain is Arcos
Dorados, which operates McDonald’s franchises. There
are 160 McDonald’s with average annual sales of
US$230 million. Burger King is the second-largest chain
with 25 stores and US$25 million in sales. Wendy’s is
number 3 and also has 25 stores and just under US$25
million in annual sales. The most profitable Argentine-
owned restaurant chain is the La Caballeriza steak
house, which has 4 restaurants and US$10 million in
revenues. Almost 6 percent of total family income is
spent dining out.

TOURISM. In 2000, the tourist sector provided US$1.57
billion to the Argentine economy. This represented a 4 per-
cent increase from the previous year. In 2000, 5 million
foreign tourists visited Argentina. The nation has almost
6,000 hotels, 1,600 of which are located in Buenos Aires.
Buenos Aires is the tourist capital of the country and ac-
counts for 73 percent of the tourist trade. Many foreign
tourists also visit the Argentine coastline and the southern
region of the nation, Patagonia. A variety of international
hotel firms have outlets in Argentina. The nation’s largest
hotelier is Sheraton, which has US$60 million in annual
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sales. The second-largest hotelier is Marriott, with annual
sales of US$9 million. Despite the nation’s recession,
tourism grew by 1 percent in 1999. As the economy re-
covers, tourism is expected to expand by 11 percent per
year. In 1999, there were 18 different high-level hotel con-
struction projects underway.

INTERNATIONAL TRADE

Growth in foreign trade, especially trade with MER-
COSUR partners, has been one of the main factors dri-
ving the Argentine economy. In 1990, 11 percent of the
nation’s GDP was tied to foreign trade; by 1999 that fig-
ure had grown to 17 percent. Exports account for 7 per-
cent of GDP. Lower tariffs and improvements in domes-
tic industries have helped decrease the nation’s trade
deficit, which fell from US$5 billion in 1998 to US$2.2
billion in 1999. In 1999 exports declined by 12 percent,
while imports fell by 19 percent. Argentina has a large
trade deficit with the United States. In 1999 it amounted
to US$2.4 billion.

In 1999 Argentina’s main export partners were
Brazil with 24 percent of exports, the EU with 21 per-
cent, and the United States with 11 percent. Its main im-
port partners were the EU with 28 percent of imports, the
United States with 22 percent, and Brazil with 21 per-
cent. Increases in exports of beef and oil have helped
drive exports. Following a brief period when beef exports
were banned by several countries because of the poten-
tial for hoof-and-mouth disease, exports of beef and beef
products have met or exceeded export quotas.

MERCOSUR serves as the main outlet for Argen-
tine exports. In addition to Argentina, Brazil, Paraguay,
and Uruguay, the trade organization now includes Chile
and Bolivia as associate members. Brazil is the dominant
economic force in MERCOSUR and accounts for 70 per-
cent of the organization’s GDP, while Argentina accounts
for 27 percent. Intra-MERCOSUR trade rose from US$4
billion in 1991 to US$23 billion in 1998. Much of the in-

Trade (expressed in hillions of US$): Argentina

Exports Imports
1975 2.961 3.947
1980 8.021 10.541
1985 8.396 3.814
1990 12.353 4.076
1995 20.967 20.122
1998 25.227 31.402

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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crease in trade has been the result of decreases in tariffs.
Almost 90 percent of intra-MERCOSUR trade is now
duty-free, but there are still substantial tariffs on goods
imported from outside MERCOSUR. Approximately 85
percent of imported goods are subject to tariffs.

Argentina has initiated negotiations to enter into
trade agreements with the EU, Mexico, and the Andean
Pact (an economic organization of South American na-
tions which includes Bolivia, Colombia, Ecuador, Peru,
and Venezuela). It has also been supportive of the effort
to develop a Free Trade Area of the Americas (FTAA)
which would bring all of the nations of the Western
Hemisphere together in a free trade organization. In 1994
the United States and Argentina signed a bilateral in-
vestment agreement which allows U.S. companies to in-
vest in most sectors of the Argentine economy on the
same basis as domestic companies. Argentina has trade
treaties with 56 other nations.

Since Argentina fixed its currency to the U.S. dol-
lar, it has become much more attractive for foreign in-
vestment. Spain is the largest investor in Argentina. The
United States is the number two investor, and by 1999
direct U.S. investment was US$16 billion. U.S. invest-
ments are concentrated in manufacturing (at US$3.65 bil-
lion), finance, banking, and real estate (at US$3.8 billion)
and petroleum (at US$1.565 billion).

Another broad effort to attract international trade has
been the establishment of free trade zones. There are 3
large zones and a number of minor areas. The largest of
these is the La Plata Free Trade Zone, which was estab-
lished in 1997. The zone is close to Buenos Aires and
has 500 meters of dock, 400,000 square meters of ware-
house space, and 5,000 square meters of office space. La
Plata has 1,942 different commercial users. The largest
companies in the zone include Sharp, Pioneer, Daewoo,
Ford, General Motors, Nike, Nissan, Mazda, and Zenith.

MONEY

Throughout much of the latter half of the twentieth
century, Argentina was plagued by a weak currency and
high inflation. In 1985, in an effort to fight inflation,
which had reached 2,000 percent, the government re-
placed the nation’s traditional currency (the peso) with a
new currency called the austral. One austral equaled
1,000 pesos. However, inflation continued to rise. In
1989, inflation reached 5,000 percent, making the na-
tion’s currency almost worthless. In response, the gov-
ernment again changed the currency in 1992, replacing
the austral with the nuevo peso Argentino (new Argen-
tine peso). One nuevo peso was equal to 10,000 australs.
Inflation was finally brought under control when the gov-
ernment fixed the nuevo peso to the dollar at a one-for-
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Exchange rates: Argentina

Argentine peso per US$1

2001 1.000
2000 1.000
1999 1.000
1998 1.000
1997 1.000
1996 1.000

Note: The exchange rate is pegged to the US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].

one exchange rate. While this almost completely wiped
out inflation, it also meant that the government has little
control over the value of its currency. After the currency
was pegged to the dollar, it once again became simply
known as the “peso.”

The Argentine peso is fixed at one-for-one exchange
rate with the U.S. dollar. While the dollar fluctuates freely
on world markets, it has brought a significant degree of
monetary stability to the Argentine currency and economy.

The nation’s currency and banking system are over-
seen by the Argentine Central Bank, which was estab-
lished in 1935. The Central Bank maintains currency re-
serves of US$25 billion, which would cover 9 months of
imports. The bank has also arranged a US$7 billion emer-
gency fund that is financed by international organizations
and international banks. This fund may be used to protect
the nation’s financial stability. High interest rates con-
tinue to constrain the economy. On average, banks charge
10 percent interest to preferred business customers while
consumers pay interest rates of between 15 to 25 percent.

The Buenos Aires Stock Exchange (BASE) was es-
tablished in 1854. It is the oldest in Latin America. By
1996, BASE had a total market capitalization of
US$45 billion and had 147 companies listed. The ex-
change is dominated by 3 companies—YPF, Telefon-
ica, and Telecom—which together account for 50 per-
cent of the total market.

POVERTY AND WEALTH

There are deep disparities in income and wealth in
Argentina. In 2000, the richest 10 percent of the popula-
tion earned 36 percent of the country’s income, while the
poorest 10 percent earned 1.5 percent of income. About
36 percent of the population lives below the poverty line.
The nation’s poverty level is US$490 per month for a
family of 4. The average wage in the nation is US$676
per month, which is more than 3 times the national min-
imum wage. About 60 percent of workers earn less than

19



Argentina

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Argentina 7,317 7,793 6,354 5,782 8,475
United States 19,364 21,529 23,200 25,363 29,683
Brazil 3,464 4,253 4,039 4,078 4,509
Chile 1,842 2,425 2,345 2,987 4,784
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

US$450 per month. About 20 percent of the population
only lives on US$2 per day. As many as 8 million Ar-
gentineans work in the informal sector, or black mar-
ket. In some areas of the country, the black market ac-
counts for 60 percent of economic activity. These types
of economic activities include personal service jobs (peo-
ple who work as plumbers, electricians, domestic ser-
vants, and so forth). People who work in this informal
sector also run small, unregulated shops and restaurants.
Since these jobs are unregulated by the government, peo-
ple do not pay taxes on their income and are therefore
able to earn higher pay.

Government estimates are that 11 percent of the pop-
ulation cannot meet their basic food needs. Poverty rates
are about 20 percent higher in the rural areas than they
are in the urban areas. In the greater Buenos Aires met-
ropolitan area the poverty rate is 29.8 percent, while in
the subtropical jungle areas of the Northeast, the rate is
60 percent. The second-poorest area of the country is the
mountainous region of the Northwest where the poverty
rate is 53.6 percent.

Women make up a larger share of the poor. They com-
prise a large percentage (60 percent) of those employed
in part-time or low-skill (and therefore low-paying) jobs.
In overall terms, their poverty rates are twice as high as
males. Children also have higher rates of poverty than the
national average. About 50 percent of children under the
age of 14 live in poverty.

WORKING CONDITIONS

The Argentine workforce numbers approximately 15
million (this includes those working or actively seeking
employment). About 60 percent of the workforce is male.
In 2000, the unemployment rate was 15.4 percent. The
unemployment rate was highest in urban areas, and in
Buenos Aires it was close to 18 percent. In addition to
the high unemployment level, Argentina has a significant
underemployment rate.

The nation’s constitution guarantees workers the
right to form unions, although union membership has
steadily declined in Argentina. During the 1950s, about
50 percent of the workforce was unionized. However, by
2000, only about 35 percent of the workforce belonged
to unions. For much of their modern history, unions were
associated with Peron and during the early 1970s, Pero-
nists accounted for 70 percent of union leadership. Dur-
ing the military regime that began in the late 1970s, the
unions were purged of Peronists. Unions remain very ac-
tive and in 2000 2 general, nationwide strikes virtually
shut down most government and many private busi-
nesses. These strikes were in response to government la-
bor reform laws. Foreign companies have found Ar-
gentina’s labor market to be inflexible and expensive.
Companies have to pay employees a month’s salary for
each year the employee has worked in cases of lay-offs,
and labor agreements often forbid the transfer of em-
ployees from location to location or from job to job. Cor-
ruption in labor and government has often resulted in for-
eign firms being forced to pay large bribes in order to do
business. One of the most celebrated cases occurred in
1994 when IBM officials were forced to pay millions in
bribes in exchange for a US$249 million contract to pro-
vide computers for the Banco de la Nacion.

The national minimum wage is US$200 per month,
but most workers earn more. All Argentinean workers are
entitled to an annual bonus that is equal to 1 month’s pay.
This bonus is paid in 2 installments in June and Decem-
ber. The maximum work week is 48 hours and the max-

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Argentina 30 9 17 15 15 5 9
United States 13 9 9 4 6 8 51
Brazil 22 13 18 15 34 4 —6
Chile 17 10 24 20 15 6 9
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imum workday is 8 hours. Work done beyond these lim-
itations must be paid an overtime rate of 1.5 times salary.
All workers receive annual vacation time which ranges
between 14 and 35 days per year. Since 1995, average
wages for Argentine workers have increased by 5 per-
cent. Employers must contribute payments to workers’
pension and health-care plans that equal 33 percent of the
worker’s salary. Individual workers make payments that
equal 17 percent of their salary for these social guaran-
tees. The retirement age is 60 for women and 65 for men.
Upon retirement, workers receive a social security pay-
ment known as the “basic universal benefit.” In order to
qualify, employees must have worked a minimum of 30
years. Many workers have chosen to invest in the nation’s
private pension plans that pay an average of 20 percent
per year more than the basic universal benefit.

Children under the age of 15 are not allowed to work,
except in rare circumstances, usually on family farms.
Government permits must be granted for these exceptions.
Children between the ages of 15 and 18 may work up to
6 hours per day and a maximum of 35 hours per week.
Studies have revealed that about 5 percent of children un-
der the age of 15 are illegally employed. Women face dis-
crimination in hiring and wages. On average, women earn
about 70 percent of what their male counterparts earn in
similar occupations. Only 12 percent of the executives of
the nation’s largest companies are female.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1580. The Spanish establish a permanent colony in
what is now Buenos Aires.

1776. Buenos Aires, a flourishing port, is made the
seat of the newly established Vice Royalty of Rio de la
Plata. The population of the Vice Royalty reaches
20,000.

1816. Jose de San Martin leads the struggle for inde-
pendence in Argentina, Chile, and Peru. Argentina
gains full independence and is initially called the
United Provinces of the Rio de la Plata.

1819-20. Civil war between those Argentines who fa-
vor a strong central government and those who advo-

cate a federal system with the provinces retaining sig-
nificant political power.

1829. General Juan Manuel de Rosas is elected presi-
dent. He institutes a federal system and the country’s
name is changed to the Argentine Confederation.

1853. Rosas is overthrown and a new constitution is
promulgated. The nation changes its name to the Ar-
gentine Republic.
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1879-80. The War of the Desert between Argentine
troops and settlers and Native Americans ends with an
Argentine victory. The suppression of the Native
American tribes opens up the interior regions of the
country for settlement by Europeans and greatly ex-
pands the area under agricultural cultivation.

1916. The period of conservative control of Argentina
is ended following the election of a Radical Civic
Union (URC) candidate as president.

1930. President Hipolito Yrigoyen of the URC party is
overthrown by a military coup.

1943. A coup brings Juan Peron to power as part of a
military government.

1946. Juan Peron is elected president.

1947. Peron announces the first of his 5-year eco-
nomic plans. Women gain the right to vote.

1949. A new constitution is promulgated.

1952. Peron is reelected in an election marred by cor-
ruption and irregularities. Evita Peron dies from cancer.

1953. The government implements the second 5-year
economic plan. Under this plan a number of commer-
cial trade treaties are signed, including accords with
Great Britain, Chile, and the Soviet Union. These
agreements lead to a favorable balance of trade, but in-
flation rises to 200 percent and prompts widespread
economic problems.

1955. The military ousts Peron from power in a civil
war in which at least 4,000 people are killed.

1956. The constitution of 1949 is rescinded and the
nation reverts to the 1853 constitution.

1959. The nation begins receiving substantial foreign
loans and economic aid. By the following year, Ar-
gentina has received US$1 billion from the United
States alone. These loans help maintain economic sta-
bility and high wages in spite of growing inflation.

1960-1980. Argentina is a member of the Latin Amer-
ican Free Trade Association (LAFTA). During this pe-
riod, Argentine trade with other nations in Latin Amer-
ica expands significantly.

1973. Argentina has general elections which return
Peron to power with his third wife as vice-president.

1974. Peron dies in office and is succeeded by his
wife, Maria Estela.

1975. There is increasing instability in the nation as
terrorist activities by both left-wing and right-wing ex-
tremist groups claim the lives of some 700 people in a
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one-year span. After inflation reaches 335 percent,
there are widespread strikes and unrest as workers seek
higher wages.

1976. The military again takes power and the constitu-
tion is once again rescinded. From 1976 to 1983
10,000 people “disappear” (the majority are secretly
taken prisoner by the government and tortured and
killed).

1980. The Latin American Integration Association
(LAIA) replaces LAFTA. LAIA initiates a number of
agreements which reduce tariffs between Latin Ameri-
can nations.

1982. Argentina is defeated by the United Kingdom in
the Falkland Islands war after Argentine forces invade
and conquer the territory known to the Argentines as
the Malvinas Islands.

1983. The nation has democratic elections after popu-
lar pressure forces the military to cede power. Raul Al-
fonsin of the URC is elected president and the constitu-
tion is reinstated.

1989. Carlos Menem of the Peronist Party is elected
president.

1990. A dramatic period of decline in the fisheries sec-
tor begins and, by 1993, exports of swordfish cease en-
tirely and are not resumed until 1998.

1991. Reforms are initiated that ultimately fix the peso
to the U.S. dollar. Laws are enacted to liberalize the
telecommunications industry.

1992. Diplomatic and trade relations, which had been
severed as a result of the Falkland Islands War, are
reestablished with Great Britain.

1993. A new law liberalizes the mining sector and
leads to dramatic growth in the industry.

1994. The constitution is amended. The U.S. and Ar-
gentina sign a bilateral investment treaty. All restric-
tions on foreign ownership of banks are rescinded.

1995. Menem is reelected president. Argentina, Brazil,
Chile, Uruguay, and Paraguay join together in a free
trade agreement known as MERCOSUR.

1997. The United States allows imports of Argentine
beef for the first time in 60 years. The government ini-
tiates a program to establish a number of free trade
zones in order to increase trade.

1999. Fernando de la Rua of the Alliance is elected
president. Argentina assumes the chairmanship of the
Free Trade Area of the Americas (FTAA) Negotiating
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Committee. The nation undergoes a recession in which
GDP drops 3 percent and exports by 25 percent.

2000. Argentina and Brazil negotiate new agreements
that strengthen MERCOSUR by further lowering trade
barriers.

2001. The recession continues. Unemployment rises to
approximately 20 percent. In mid-December, 2 days of
rioting sweep the nation and lead to President de la
Rua’s resignation. Predictions are made that the Argen-
tine government soon will default on debts totaling al-
most US$100 billion.

FUTURE TRENDS

Argentina has undergone a dramatic economic trans-
formation since the early 1980s. Throughout most of the
second half of the 1900s, Argentina suffered from high
inflation and economic instability. Although the popula-
tion was generally well paid and GDP per capita was
among the highest in Latin America, inflation eroded the
value of employees’ wages. Corruption and inefficiency
also plagued Argentine companies. Inflation reached a
crisis level in the 1980s, and forced the nation to acquire
a large foreign debt in order to maintain living standards.
When Argentina fixed its currency to the U.S. dollar, it
began a period of economic recovery, which continues.
Government efforts to reduce expenditures and privatize
many state-owned businesses also helped spur economic
growth. The nation’s economy is now well-placed to
compete with other countries and to expand Argentina’s
share of international trade.

While the most significant economic reforms have
already been implemented, there remains the need for a
number of other structural readjustments. In overall terms,
Argentine workers are not as productive as their coun-
terparts in countries such as Brazil or Chile. The nation’s
workers are high-paid, however, and this means that la-
bor costs in Argentina are high when compared to other
nations in MERCOSUR. In addition, a number of state-
owned companies, including the country’s largest bank,
still need to be privatized. Long-term economic growth
is also dependent on the elimination of the government’s
annual deficit and reductions in the national debt.

Membership in MERCOSUR and other economic
organizations will continue to expand Argentine foreign
trade. International support and aid for Argentina, in-
cluding loans from the World Bank and the International
Monetary Fund, have alleviated some of the pressure of
the large national debt, but further assistance is necessary
to ensure continued economic growth. The reform and
partial privatization of the nation’s pension system has
increased the capital available to companies to invest in
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new equipment and new products. In addition, the es-
tablishment of free trade zones has lured a significant
amount of foreign investment and a number of foreign
companies to Argentina. These factors should allow the
nation to continue its economic recovery in the wake of
the recession of the late 1990s.

DEPENDENCIES

Argentina has no territories or colonies.
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THE BAHAMAS

CAPITAL: Nassau.

MONETARY UNIT: Bahamian dollar (B$). One
Bahamian dollar equals 100 cents. The Bahamas
issues bank notes of B$0.50, 1, 3, 5, 10, 20, 50, and
100. There are coins of 1, 5, 10, 15, 25, and 50
cents.

CHIEF EXPORTS: Pharmaceuticals, cement, rum,
crawfish, refined petroleum products.

CHIEF IMPORTS: Foodstuffs, manufactured goods,
crude oil, vehicles, electronics.

GROSS DOMESTIC PRODUCT: US$4.5 billion

Commonwealth of the Bahamas

combined facts give the nation an overall growth rate of
1.01 percent. By 2015, the islands are expected to have
a population of 330,000.

Bahamians are primarily of African descent (85 per-
cent). People of European ancestry make up 12 percent
of the population and the remaining 3 percent is of Asian
or Hispanic origin. English is the official language, and

(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$376.8 million
(2000 est.). Imports: US$1.73 billion (2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. The Bahamas is a chain of 700
islands and about 2,000 cays (low islands or reefs of sand
or coral). However, only 29 of the islands are inhabited.
The Bahamas is in the North Atlantic Ocean on the east-
ern edge of the Caribbean, just 72 kilometers (45 miles)
southeast of Florida. It has an area of 13,939 square kilo-
meters (5,382 square miles) and is a bit smaller than Con-
necticut. The islands have a total coastline of 3,542 square
kilometers (1,368 square miles). The largest city in the
nation is Nassau, the capital, and the second largest is
Freeport.

POPULATION. The population of the Bahamas was es-
timated to be 294,982 in July 2000. The nation has a
high birth rate with 19.54 births per 1,000 people com-
pared with 6.81 deaths per 1,000. The fertility rate is
2.33 children born per woman. Because of the increase
in AIDS, the infant mortality rate is high, with 16.99
deaths per 1,000 inhabitants. The population is young,
with 30 percent under the age of 15 and only 6 percent
over 65. Life expectancy is 68.25 years for men and
73.94 years for women. The rate of people moving out
of the country is high at 2.67 per 1,000 people. These
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The Bahamas

religious worship is largely Christian. The Baptist church
has the biggest following (32 percent), with the Angli-
can, Roman Catholic, and Protestant churches well rep-
resented. The literacy rate is high, almost 100 percent.

Most Bahamians reside in urban areas, with two-
thirds of the population living on New Providence Island
where Nassau is located. Many others live in or near
Freeport on Grand Bahama Island. There are small set-
tlements throughout the outer islands, called the “Family
Islands”.

OVERVIEW OF ECONOMY

Tourism and financial services dominate the econ-
omy of the Bahamas. Tourism is the main economic sec-
tor, accounting for 60 percent of the gross domestic
product (GDP) and employing almost half of the popu-
lation. The government has undertaken extensive mar-
keting to attract visitors and bring foreign investment to
the tourist vacation industry. The importance of tourism
to the Bahamas makes the nation reliant on the economic
fortunes of vacation-oriented nations, particularly the
United States from where most of its visitors come.

The country has benefited from its status as a tax
haven and international banking center. To exploit this
advantage, the Bahamian government has passed laws
aimed at encouraging foreign companies to incorporate
themselves there, and has created free trade areas where
goods can be trans-shipped without being taxed. Many
shipping firms use the Bahamas to register their vessels.

The mild climate of the islands and their proximity
to the United States make the Bahamas an ideal tourist
destination for Americans. It is also ideally situated for
American companies to relocate to avoid U.S. corporate
taxes. The nation is also aided by its history of political
stability and the sound infrastructure of the main is-
lands. However, the geographical position of the archi-
pelago makes it vulnerable to natural disasters such as
hurricanes and tropical storms.

A negative effect of the Bahamas’ proximity to the
United States is that international criminals often use the
country as a base for their activities. The main criminal
activities involve smuggling of illicit drugs, illegal im-
migrants, and money laundering. The government co-
operates closely with the United States, which provides
substantial aid in anti-narcotic initiatives, in attempting
to counter these problems.

The nation has a small fisheries industry and exports
limited quantities of lobster and other fish. The main
manufacturing company is PFC Bahamas, which makes
pharmaceutical products. BORCO maintains an oil re-
finery in the islands and several breweries in the islands
produce rum and assorted beers for export to the United
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States and Western Europe. Freeport has repair facilities
for cruise ships.

The Bahamian government has tied its currency to
the U.S. dollar, which has helped maintain economic sta-
bility. The country has been the recipient of generous for-
eign aid that includes bilateral assistance from nations
such as the United States and the United Kingdom, and
multilateral aid from organizations such as the European
Union (EU).

POLITICS, GOVERNMENT,
AND TAXATION

A British colony from 1717, the Bahamas was
granted self-government by the British in 1964 and full
independence in 1973. A parliamentary democracy and
a member of the British Commonwealth of Nations, the
country’s traditions and its legal system closely resem-
ble those of Great Britain. The British monarch is the
chief of state and is represented in the islands by an ap-
pointed governor general. The head of the government is
an elected prime minister, who presides over a bicam-
eral (2-chamber) legislature consisting of the House of
Assembly and the Senate. The House has 40 elected
members who serve 5-year terms and the Senate consists
of 16 members, also serving for 5 years, appointed by
the governor general after consultation with the prime
minister and the leader of the opposition.

There are 2 main political parties in the Bahamas: the
Free National Movement (FNM) and the Progressive Lib-
eral Party (PLP). The FNM has controlled the government
since 1992. Its main priority has been economic devel-
opment and the diversification of the economy. A related
priority has been job creation, including worker retrain-
ing. As part of this effort, the government has engaged in
privatization initiatives since 1992, which included the
selling of all but one of the formerly state-owned hotels.
The government-owned telecommunications company,
Batelco, is being privatized and there are proposals for the
sale of its national airline, Bahamasair, as well as the Ba-
hamas Electric Company. Nonetheless, with a total work-
force of 22,000, the state remains the largest employer in
the islands.

As part of efforts to diversify the economy are pro-
grams to develop the fishing industry in particular, the
government has opened 2 shrimp hatcheries. Government
infrastructure programs also contribute to the economies
of the Family Islands by providing jobs. In 1990, the gov-
ernment enacted the International Business Companies
Act to reduce the cost to foreign companies of incorpo-
rating in the Bahamas. This is a clear success: on top of
the presence of 415 banks, by 2000 84,000 companies
had incorporated themselves in the Bahamas.
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The Bahamas has one of the lowest levels of taxa-
tion in the world. Bahamians do not pay income or sales
taxes, and there are no corporate taxes. Government rev-
enue comes from import duties, business license fees,
stamp duties, and departure tax. The government’s bud-
get for 2001 was US$998 million, with most funds ear-
marked for social services, including US$178.64 million
for education and US$142.36 million for health care.
US$103.86 million was given to law enforcement, most
of it to be spent on measures to combat the drug trade.

The government supports efforts to reduce trade bar-
riers in the hemisphere. It has entered into negotiations
for a Free Trade Area of the Americas. However, since
the majority of state revenue comes from trade tariffs,
the government needs to develop new sources of revenue
and taxation. Nonetheless, it adamantly refuses to con-
sider any form of income tax.

The judiciary is independent and the legal system
is based on British common law. Since independence,
the Bahamian government has adopted business legis-
lation from American models of commercial law. The
legal system is fair and impartial, though many foreign
companies have charged that the system is slow and of-
ten favors Bahamian companies over their competitors.
Partly in response to these complaints, the government
began reforms in 1993 to overhaul the system. Much
of the reform effort has been funded by aid from the
United States.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

The Bahamas has a good infrastructure for a devel-
oping nation and the government is engaged in a long-
term program to improve roads and communications. Ma-
jor road construction has been completed in Nassau and

The Bahamas

on the Family Islands, which have also benefited from
improvements in their electricity systems and airports.
Traffic congestion has been alleviated in Nassau and a
second bridge built between Nassau and Paradise Island.
The islands have 2,693 kilometers (1,673 miles) of roads,
of which 1,546 kilometers (960 miles) are paved. The
water systems in Nassau and the Family Islands have
been upgraded.

The islands have 62 airports, but only 33 are paved
and only 2 have more than 3,047 meters (9,998 feet) of
paved runways, and there is 1 heliport. The 3 main sea-
ports are in Freeport, Matthew Town, and Nassau. Reg-
ular air and sea service is available between the inhab-
ited islands, and between the United States and the
Bahamas. Since the government allows foreign ships to
register themselves under the Bahamian flag, there is a
large merchant marine of 1,075 ships, which includes
vessels from 49 separate nations. The largest number of
ships belong to Norway (177), Greece (141), and the
United Kingdom (113). Turmoil in Liberia, where many
companies had their vessels registered, has caused sev-
eral to switch registration to the Bahamas (21 in 2000).

Telecommunication service is widely available but
installation and maintenance of equipment is slow by
North American standards. There are 4 Internet providers
in Nassau and the Cable Bahamas company has been
granted a license to establish a center to provide web host-
ing sites for foreign companies. The company has also
announced plans to build a US$15 million fiber-optic sys-
tem to create a high-speed communication system be-
tween the Bahamas and the United States.

The country is self-sufficient in electricity, which is
supplied by fossil fuel. Electricity production amounted
to 1.34 billion kilowatt-hours (kWh) in 1998, while con-
sumption was 1.246 billion kWh.

Communications
Internet
Telephones, Radio Service Internet
Country Telephones® Maobile/Cellular® Stations” Radios® TV Stations® Televisions® Providers® Users®
Bahamas 96,000 6,152 AM 3;FM 4; 215,000 1 67,000 19 15,000
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Jamaica 353,000 (1996) 54,640 (1996) AM 10; FM 13; 1215 M 7 460,000 21 60,000
shortwave 0
St. Lucia 37,000 1,600 AM 2; FM 7, 111,000 3 32,000 15 5,000
shortwave 0
?Data is for 1997 unless otherwise noted.
“Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.
SOURCE: CIA World Factbook 2001 [Online].
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Bahamas

GDP-COMPOSITION BY SECTOR-1997 est. )
Agriculture 3%

Industry 5%

Services 92%

SOURCE: CIA World Factbook 2000 [Online].

ECONOMIC SECTORS

Most of the Bahamas” GDP comes from tourism and
financial services, and there is little industry. There is, how-
ever, some production of minerals, consisting of cement,
salt, sand, and gravel. One of the main labor-intensive in-
dustries is construction, which continues to expand be-
cause of the building of new housing, even as commercial
construction has declined over the past few years.

Tourism is the economic backbone of the Bahamas.
It provides the biggest percentage of the nation’s GDP
and employs more people than any other economic sec-

Bahamas
LABOR FORCE-BY OCCUPATION

Agriculture 5%

Tourism 40% Industry 5%

Other Services 50%

TOTAL LABOR FORCE 156,000

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1995 est.
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tor. Financial services form the second chief component
of the economy, encompassing banking, insurance,
stocks and bonds, and mutual funds.

There is about 1 percent of arable land throughout the
islands but plenty of fresh water. With 32 percent of the
land comprised of forest, timber is a plentiful natural re-
source. Most agricultural production is on Grand Bahama
Island and the outer islands. While the cultivation of sev-
eral crops, notably ornamental plants and citrus fruits, has
expanded, the farming of poultry and livestock has de-
clined. The government has aggressively looked for for-
eign investment to improve crop quality and output, while
its support for fisheries has improved output and profits.

AGRICULTURE

The Bahamas is a net importer of foodstuffs, buying
80 percent of its consumables. Agriculture and fisheries
make up about 5 percent of GDP and about 5 percent of
employment. Also, temporary jobs become available dur-
ing the harvest season and during specific fishing seasons,
such as the lobster harvest. Companies have requested that
they be allowed to use foreign workers during harvests
but the government usually refuses such requests.

The islands’ primary crops are bananas, corn, and,
by far the most important, sugar cane. In 1998 sugar cane
provided 45,000 metric tons of the total crop production
of 46,200 metric tons. In addition, beef and veal, chicken,
and pork are raised. There are 240,000 acres of land used
for agriculture, mostly on the outer islands. Most farms
are small and most products are for domestic consump-
tion. Because of the 1999 hurricane season, crop output
fell 16.5 percent or US$8.8 million, and poultry and meat
production declined by US$6.4 million. However, the
output of ornamental plants increased by 11.2 percent.
Citrus production has also increased in the past few years.

There have been continued increases in fish output.
Total harvests in 1999 were 6.3 million pounds with a
value of US$74.1 million (a 4.3 percent increase from
the previous year). Lobster or crawfish make up 88 per-
cent of total output and rose by 23 percent in 2000. Fish
production will continue to expand and diversify as the
government establishes new fish farms and funds efforts
to broaden harvests to new species.

INDUSTRY

In 1999, the small industrial sector of the Bahamas
only made up about 5 percent of the nation’s GDP and
5 percent of employment. Government infrastructure pro-
jects and private construction provide the main industrial
activity. The 1 shipyard in the Bahamas is at Freeport
and it specializes in the repair of passenger or cruise
ships. There is limited production of minerals. Sand is
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dredged off the Bahamas Bank and used for limestone
and the production of commercial sand, which supply the
local construction industry. There is also limited pro-
duction of salt for export to the United States.

The pharmaceutical company, PFC Bahamas, pro-
duces a small quantity of products for export and the oil
company, BORCO, has a refinery in the islands, but these
are individual enterprises and do not represent any large
industrial presence. There is a substantial brewing indus-
try. Companies such as Bacardi, Inc., distill rum and other
spirits in the islands, while other international breweries
such as Commonwealth Brewery, produce different beers
including the Heineken, Guinness, and Kalik brands.

The construction industry seemed to peak in 1998 with
the completion of several new resorts. By 1999, new con-
struction projects had fallen by 15.9 percent, with 817 con-
tinuing commercial projects valued at US$123 million.
However, private housing completions were up by 18.3
percent with a value of US$112.1 million. This reflects an
increasing demand for more upscale housing in the nation.

SERVICES

Tourism dominates the Bahamian economy. In 1999,
3.65 million people visited the islands, with 2.2 million
of them arriving by cruise ship. Revenue from tourism
made up 60 percent of the nation’s GDP. The average
tourist spent US$958 while vacationing in the Bahamas,
and tourist spending overall amounted to US$1.5 billion.
In 2000, there were about 81,700 people employed in the
tourist industry. Most visitors are from the United States
(83 percent in 1999). However, in recent years the num-
ber of European tourists has increased by 9 percent.

The largest resort in the island is the 2,340 room
mega-resort Atlantis, which is owned by Sun International.
It employs 5,500 people and is the second largest employer
in the nation after the government. Other major resorts in
the islands include Club Med (popular with the French),
Sandals (attracting the British), and Holiday Inn. The
Grand Bahama Development Company plans to spend
US$50 million upgrading airport and cruise ship facilities
to accommodate an additional 555,000 visitors per year.

Although the majority of the tourist industry in the
Bahamas has been driven by private enterprise, the Ba-
hamian government did own 20 percent of the hotel ac-
commodations in 1992. Privatization programs since that
time have reduced the government holdings to 5 percent.

All major cruise lines operate services to the Bahamas.
To extend the stay of passengers, the government has en-
acted legislation that allows ships to open their casinos and
stores only if they remain in port for more than 18 hours.

Thanks to the tourist trade, retail companies pros-
per in the Bahamas. There is a strong preference for rec-
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ognizable name-brand products, and major American
brands do well in the islands. However, the government
requires that retail and wholesale businesses be Ba-
hamian-owned.

In 1995, the government changed laws to allow bet-
ting on sporting events. Gambling is permitted on events
both in the Bahamas and elsewhere in the world. The same
law also lowered the taxes on winnings in casinos that are
smaller than 10,000 square feet, which has resulted in the
proliferation of sports bars and small casinos.

The financial services sector is the second chief com-
ponent of the Bahamian economy. In 1998, this sector
added US$300 million to the economy and employed
4,000 people, accounting for some 15 percent of the GDP.
Government legislation has also encouraged the forma-
tion of international companies known as shell corpora-
tions, which are established to hide or protect their as-
sets from national taxes at home by incorporating
themselves in a foreign nation. As a result there are over
100,000 such corporations. Although many of these firms
employ Bahamians, they add little to the nation’s econ-
omy since they essentially act as conduits for transfer-
ring money.

INTERNATIONAL TRADE

The Bahamian economy is dependent on trade with
the United States. Most of the tourists that visit the nation
are from the United States, and there are 110 American-
owned businesses in the islands. In addition, 55 percent
of Bahamian imports come from the United States, and
American distributors also handle many of the nation’s
other imports. Other than the United States, which sup-
plies 27.3 percent of Bahamians imports, the Bahamas’
other main import partners are Italy with 26.5 percent,
Japan with 10 percent, and Denmark with 4.2 percent. The
country’s main export partners are the United States at
22.3 percent, Switzerland at 15.6 percent, the United
Kingdom at 15 percent, and Denmark at 7.4 percent. In
1998, the Bahamas had exports of US$300 million and
imports of US$1.87 billion.

Trade (expressed in billions of US$): Bahamas

Exports Imports
1975 2.508 2.697
1980 5.009 7.546
1985 2.707 3.078
1990 241 1.112
1995 176 1.243
1998 .300 1.872

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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Note: Fixed rate pegged to the US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].

The government supports efforts to set up a free trade
area that would end tariffs and other taxes on goods im-
ported from or exported to members of the agreement in
the Caribbean region. However, since most of the Ba-
hamas’ revenue comes from tariffs and duties on im-
ported goods, the government would have to dramatically
change its tax system.

MONEY

The Bahamian dollar is fixed to the U.S. dollar on a
one-to-one exchange ratio. As such, the Bahamian cur-

rency is dependent on the strength or weakness of the
U.S. dollar.

There are over 400 banks in the Bahamas, but only
9 are regular, full-service commercial institutions. The
others specialize in international banking and investment.
In 1998, the government established the Bahamas Fi-
nancial Services Board to promote the nation as a major
financial center and to coordinate financial services. In
2000 the Bahamas International Securities Exchange was
launched as the nation’s first stock market.

POVERTY AND WEALTH

Although the Bahamas suffers from extremes of
wealth and poverty, the standard of living is high and the

Exchange rates: Bahamas GDP per Capita (US$)
Bahamian dollar (B$) per US$1 Country 1975 1980 1985 1990 1998
2001 1.000 Bahamas 8,030 12,727 13,835 13,919 N/A
2000 1.000 United States 19,364 21,529 23,200 25,363 29,683
1999 1.000 Jamaica 1,819 1,458 1,353 1,651 1,559
1998 1.000 St. Lucia N/A 2,076 2,150 3,542 3,907
1997 1.000 . .

SOURCE: United Nations. Human Development Report 2000;
1996 1.000 : L

Trends in human development and per capita income.

average per capita income in 1998 was US$14,492. On
many outer islands, where the people exist as subsistence
farmers and fishermen, modern amenities, including san-
itation, are badly lacking. Meanwhile, the standard of liv-
ing in Nassau and Freeport is the same as many highly
developed nations. The poverty rate in the Bahamas has
declined from about 9 percent in 1993 to about 5 percent,
which is low by international standards and points to an
improved economy.

The United Nations Human Development Report
2000 ranks the Bahamas high in human development,
placing it at number 33 in the world. This ranking is based
on a combination of per capita income, standard of liv-
ing, and access to health care, education, and so forth.

WORKING CONDITIONS

In 1999, the labor force was estimated at 156,000.
The unemployment rate was 9 percent by 1998 estimates.
Except for members of the police, military, and fire de-
partments, under the constitution of the Bahamas all
workers have the right to join unions. About 25 percent
of the workforce are unionized, but for workers in the
hotel industry the rate is closer to 50 percent. Children
under the age of 14 are not allowed to work during school
hours or in industrial jobs, and those under the age of 16
may not work at night. There is no national minimum
wage, but government employees earn a minimum of

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Bahamas 32 4 5 3 8 9 41
United States 13 9 9 4 6 8 51
Jamaica 24 7 3 1 9 8 48
St. Lucia 40 5 1 4 17 1 1
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US$4.12 per hour. The working week is limited to 48
hours and there is mandatory overtime pay for hours that
exceed this limit.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1492. Spanish explorer Christopher Columbus lands in
the Bahamas.

1500s. The Spanish conduct raids in the islands and
enslave the Lucian Indians, who are sent to work the
gold and silver mines in Central and South America.
Over a 25-year period, the native tribes of the Bahamas
are wiped out.

1647. British religious refugees settle on Eleuthera Is-
land.

1717. The Bahamas becomes a British Crown Colony.

1718. Woodes Rogers, the first governor of the
colony, drives out pirates who were based in the is-
lands.

1700s. Sugar cane production becomes the main
source of revenue in the colony.

1861-65. The Bahamas becomes a center for Confed-
erate blockade raiders during the American Civil War.

1917-33. The Bahamas again becomes a center for
American smugglers, this time for those transporting il-
legal alcohol into the United States during the Prohibi-
tion period.

1939-45. The Allies use the Bahamas as a base for air
and naval operations during World War II.

1964. The nation is granted self-government.
1973. The Bahamas gains full independence.

1992. After 25 years of rule, the United Bahamian
Party loses power to the FNM.

FUTURE TRENDS

The economy of the Bahamas remains dependent on
tourists, especially from the United States, and is there-
fore vulnerable to downturns in the prosperity of Amer-
icans. The government has started efforts to diversify the
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economy and the success of these initiatives will deter-
mine how badly the islands may suffer from future prob-
lems with the U.S. economy. The nation’s dependency
on tourism makes it vulnerable to competition from other
destinations. The development and expansion of the
tourist trade elsewhere in the Caribbean stands to have a
negative effect on tourism in the Bahamas. The islands
are also subject to disruption from hurricanes and other
weather-related disasters.

Efforts to develop a free trade area in the region will
require a dramatic restructuring of the Bahamian econ-
omy since most of the government’s revenue come from
tariffs and duties on imported goods. Yet, the establish-
ment of a free trade area could well attract more foreign
businesses to the islands, since they would be able to use
the Bahamas as a strategic base for economic interaction
with the United States. The Bahamas would also be able
to expand its international financial services sector as
other islands in the Caribbean have done.

DEPENDENCIES

The Bahamas has no territories or colonies.
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CAPITAL: Bridgetown.

MONETARY UNIT: Barbados dollar (BDS$). One
dollar equals 100 cents. There are coins of 1, 5, 10,
25 and 50 cents and 1 dollar, and notes of 1, 2, 5,
10, 20, 50, and 100 dollars. The Barbados dollar is
pegged to the U.S. dollar at the rate of
BDS$1:US$0.49771, or US$1:BDS$2.011.

CHIEF EXPORTS: Sugar and molasses; rum; other
food and beverages; chemicals; electrical com-
ponents; and clothing.

CHIEF IMPORTS: Consumer goods, machinery,
foodstuffs, construction materials, chemicals, fuel,
and electrical components.

GROSS DOMESTIC PRODUCT: US$4 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$260 million
(2000 est.). Imports: US$800.3 million (2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Barbados is an island situated be-
tween the Caribbean Sea and the Atlantic Ocean, north-
east of Venezuela and east of the Windward Island chain.
It covers an area of 430 square kilometers (166 square
miles), roughly 2.5 times the size of Washington, DC. Its
coastline is 97 kilometers (60 miles) in length and its cap-
ital, Bridgetown, is situated at a natural harbor on the
southwest coast of the island.

POPULATION. The population of Barbados was esti-
mated at 274,540 in mid-2000, representing a growth rate
of 0.55 percent over the preceding year. The average an-
nual rate of population increase from 1995 stands at 0.3
percent. At current rates, the island’s population will
reach approximately 288,000 by 2010. The government
wants to restrict population growth because Barbados is
one of the most densely populated countries in the world
(estimated at 619 people per square kilometer in 1997, or
1,603 people per square mile). There is a well-organized
family planning program in the island and the birth rate,
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at 14.45 per 1,000 population in 2000, is one of the low-
est in the region. The migration rate was extremely high
until the 1970s but, at 0.32 migrants per 1,000 popula-
tion, is now low by regional standards.

The age structure of Barbadians reflects government
planning policy and high living standards, with only 22
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percent of citizens aged 0-14 years, 69 percent between
ages 15 and 64, and 9 percent over 65. The infant mor-
tality rate is 12.37 per 1000. Approximately 80 percent
of people are of African descent, while a small but eco-
nomically powerful white minority accounts for about 4
percent of the population. The rest are of mixed ethnic
background. English is both the official and the spoken
language, and the religion is Christian, represented by
Protestant, Anglican, Roman Catholic, and other con-
ventional churches.

OVERVIEW OF ECONOMY

Despite its high population density and limited nat-
ural resources, Barbados has one of the more diversified
and successful economies in the Caribbean. Since gain-
ing independence from the United Kingdom (UK) in
1966, the island has enjoyed political stability, a factor
that has encouraged the growth of tourism and other ser-
vice industries. As a result, the country has dramatically
reduced its dependence on sugar exports (although sugar
remains the most important agricultural activity) and has
developed not only its service sector but also some areas
of manufacturing.

Strong growth in the 1970s came to an end with a
recession in the late 1980s, as gross domestic product
(GDP) contracted by 12.9 percent between 1989 and
1992. This drop was caused, in part, by difficulties in the
sugar industry and by a downturn in tourism, due largely
to a recession in North America. The International Mon-
etary Fund (IMF) offered financial aid in return for a
structural adjustment program that included pay cuts
for public-sector workers and other austerity measures.
The Barbados dollar was not devalued, however, as the
government realized that the island’s dependence on im-
ported goods, including food, from the United States
would create unacceptable hardship in the event of de-
valuation. By 1993 the worst of the recession was over.
In the late 1990s gross domestic product (GDP) growth
was steady as tourism and export markets recovered.
Growth between 1996 and 1998 was estimated at 4 per-
cent annually, falling to 3.2 percent in 1999 and 2.8 per-
cent in 2000.

The economic problems of the 1980s revealed un-
derlying weaknesses in the Barbadian economy, which
still exist today. The country runs a huge trade deficit,
with imports 4 to 5 times the value of exports due to high
demand for imported goods and food combined with poor
export performance. The large public sector strains gov-
ernment resources in terms of salaries and other recur-
rent expenditures, resulting in regular fiscal deficits. The
external debt stood at an estimated US$550 million in
1998. Tourism remains crucial to the economy, but Bar-
bados faces serious competition from other Caribbean
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destinations, while its offshore manufacturing sector has
been largely eroded by competition from lower-wage
countries such as Mexico and the Dominican Republic.

More positively, the island has a diversified range of
industries, producing consumer goods for the national
and local markets. It also has a small but significant pe-
troleum industry, producing enough fuel to meet about
one-half of local needs, as well as significant reserves of
natural gas.

POLITICS, GOVERNMENT,
AND TAXATION

The political stability of democratic Barbados has
been the envy of the Caribbean since independence in
1966. As a former British colony, the country parallels
the British electoral and parliamentary systems, which
has ensured regular and fair elections and the orderly
transfer of power between political parties. The country
is a member of the British Commonwealth, with the
British monarch the constitutional head of state, repre-
sented by a governor general appointed by the Crown.
The head of government is the prime minister, who pre-
sides over a cabinet appointed by the governor general
on his advice. The bi-cameral, or 2-chamber, parliament
consists of a 21-member Senate appointed by the gover-
nor general and a 28-member House of Assembly, elected
by popular vote every 5 years.

Despite lively exchanges of views in parliament,
Barbados’s political system is based more on consensus
than confrontation. Modern Barbadian politics has been
dominated by 2 main parties, the Barbados Labour Party
(BLP) and the Democratic Labour Party (DLP). Both are
broadly social-democratic in outlook, favoring a mixed
economy with a strong private sector and a measure of
government intervention. The DLP is rather more left of
center than its rival, while the BLP was for many years
identified with the small, economically dominant, white
elite. The BLP won elections in 1994 and again in 1999,
capturing 26 out of 28 parliamentary seats with an un-
precedented 64.8 percent of the vote. The National De-
mocratic Party (NDP) has not held office.

Government has a strong and direct impact on the
economy through its management of the large public sec-
tor, its tax policy, and its encouragement of foreign in-
vestment in key sectors. During the recession of the late
1980s, for instance, the DLP government was forced to
introduce an 8 percent pay cut for public-sector workers
in a bid to reduce state expenditure. In 1999, the BLP
government finally agreed to restore this pay cut in 3
stages over a given period. The government regularly
meets with representatives from the private sector and the
trade unions, and a series of tripartite protocols covering
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wages, prices, and working conditions has revealed an
unusually strong degree of consensus.

Taxation has been an important economic factor in
recent years as governments have tried to balance the need
for increased revenue with goals of social equality. In
1997 a radical change took place with the introduction of
value-added tax (VAT) to replace 11 different indirect
taxes. The immediate result was greatly improved tax rev-
enue, which reduced the government’s fiscal shortfall
from the equivalent of 2.5 percent of GDP in 1996 to 0.3
percent in 1997. However, in the same year, the VAT
forced prices up and led to inflation of 7.7 percent. The
government responded by removing the VAT from 50 es-
sential food items, with the result that consumer prices
fell by 1.3 percent in 1998, benefiting the basic house-
hold expenditure of poorer families. The basic income
tax is payable on earnings greater than BDS$625 per
month, with higher rates for larger incomes.

The Barbadian government is active in encouraging
foreign investment in tourism, manufacturing, and the in-
formatics (data processing) sector. It offers a range of fi-
nancial incentives to prospective investors, including tax
concessions, and has made considerable efforts to attract
offshore financial businesses, such as foreign banks and
insurance companies, by introducing the legal and fiscal
regulation required. So far, moves to privatize state as-
sets such as the Barbados National Bank, the Caribbean
Broadcasting Company, and the Barbados National Oil
Company have been planned but not implemented.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Barbados has a network of roads totaling 1,578 kilo-
meters (980 miles), with only a few miles remaining un-
paved. There are no railways. The main commercial port

Barbados

is at Bridgetown, but there is also an important marina
development at Port St. Charles, north of Speightstown.
There is 1 international airport, which receives many daily
flights from Europe, North America, and other Caribbean
countries. The road infrastructure is generally good and
has received substantial government investment over re-
cent years, as have port and airport facilities and a mod-
ernized sewerage system on the south coast.

The island’s energy needs are partly met by an on-
shore field in St. Philip parish, which produced 850,000
barrels of crude petroleum in 1999, equivalent to half of
annual local consumption. Energy production in 1998
was estimated at 672 million kilowatt-hours (kWh), in
excess of consumption of 625 million kWh. Natural gas
production has also increased, and most urban and sub-
urban residents have access to a piped gas supply. A
United States-owned company, Conoco, is engaged in
offshore exploration for oil and gas reserves.

Communications in Barbados are generally good and
the government is committed to liberalizing the telecom-
munications sector, currently dominated by the Cable &
Wireless company, by the end of 2002. In 1997 it was es-
timated that there were 97,000 telephone lines in use, and
cellular and Internet access are growing steadily. The gov-
ernment is also attempting to boost the data-processing
and telemarketing sector by promoting Barbados as a re-
gional communications center offering a sophisticated
technological infrastructure as well as a highly literate
workforce.

ECONOMIC SECTORS

The structure of the economy in Barbados today is
unrecognizable from that of 50 years ago. Agriculture in
1946 accounted for 37.8 percent of GDP and 55 percent

Communications
Internet
Telephones, Radio Service Internet
Country Telephones® Mobile/Cellular® Stations® Radios® TV Stations® Televisions? Providers® Users®
Barbados 108,000 8,013 AM 2; FM 3; 237,000 1 76,000 19 6,000
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Jamaica 353,000 (1996) 54,640 (1996) AM 10; FM 13; 1.215M 7 460,000 21 60,000
shortwave 0
St. Lucia 37,000 1,600 AM 2; FM 7; 111,000 3 32,000 15 5,000
shortwave 0
?Data is for 1997 unless otherwise noted.
“Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.
SOURCE: CIA World Factbook 2001 [Online].
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GDP-COMPOSITION BY SECTOR-1997 est.
Agriculture 4.9%

Industry 15.6%

Services 79.5%

SOURCE: CIA World Factbook 2000 [Online].

of foreign exchange earnings, while in 1998 it represented
only 4 percent of GDP and only 2.9 percent of foreign
exchange earnings. Sugar is still the island’s main agri-
cultural commodity, earning approximately US$34 mil-
lion annually.

Industry has grown significantly over the same pe-
riod, reaching 16 percent of GDP in 1998, although parts
of this sector have declined since the recession of the late
1980s. The island’s industry is divided between manu-
facturing for local consumption and export-oriented as-
sembly work aimed at the North American market. In

LABOR FORCE-BY OCCUPATION Agriculture 10%

Services 75%
Industry 15%

TOTAL LABOR FORCE 136,000

SOURCE: CIA World Factbook 2001 [Online]. Data for 1998 est.
Percent distribution for 1996 est.

36

1998, total manufactured exports, excluding the tradi-
tional products of refined sugar and rum, earned US$139
million.

The major contributor to the Barbadian economy is
the service sector, which represented 80 percent of GDP
in 1998. The sector includes government services, the
tourism industry, and the 2 recently developed areas of
financial services and informatics. Of these, tourism is
the principal foreign exchange earner, and the Caribbean
Development Bank (CBD) estimates that tourist expen-
ditures in the island reached US$703 million in 1998.

The growth of services is counterbalanced by stag-
nation in manufacturing and the limited contribution
made by agriculture. High costs probably account for
problems in manufacturing. Both wages in the sector and
necessary inputs are higher in Barbados than in other
Caribbean countries, but the island’s reputation for sta-
bility and high-quality service explain the growth in the
newer sectors of the economy.

AGRICULTURE

In colonial times, the country’s largely flat, fertile
land, its large slave workforce, and a handful of large-
scale, sometimes absentee, landowners, made Barbados
the plantation economy par excellence. The sugar in-
dustry survived into the 20th century (and has contin-
ued into the 21st century), but it began to decline from
the 1960s onwards as long-haul flights fueled the de-
velopment of the tourism industry. By the recession of
the late 1980s, the sugar sector was in serious trouble,
and in 1992 the state sugar company in debt by some
US$100 million. The IMF insisted on its dismantling as
part of the structural adjustment program and a full re-
structuring, under the aegis of the British Booker-Tate
company, took place. Despite plans for increased pro-
duction of 75,000 tons annually, Barbados has since
struggled to produce the 54,700 tons which the Euro-
pean Union (EU) agrees to import at preferential prices
each year. In 1999, sugar production increased 10.8 per-
cent on the previous year but was still only 53,200. Were
it not for the EU quota and a smaller U.S. quota of 5,000
tons, the industry would probably collapse. As it is, high
labor and input costs, droughts, and outdated technol-
ogy have made its future uncertain, with production
costs often higher than the price paid by the EU. Today
the rum industry is forced to import half of its annual
requirement of molasses. As the workforce in the sugar
industry grows older and landowners increasingly look
to capitalize on tourism or new housing developments,
sugar is under threat.

Inadequate rainfall and lack of irrigation has pre-
vented the development of other agricultural activity, al-
though some vegetable farming takes place on a com-
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mercial scale. Apart from self-sufficiency in milk and
poultry, the limited agricultural sector means that Bar-
bados imports large amounts of basic foods, including
wheat and meat. There is some fishing, aimed mostly at
the tourist and local market. In all, some 5,000 people
are employed in agriculture.

INDUSTRY

The manufacturing sector in Barbados has yet to re-
cover from the recession of the late 1980s when bank-
ruptcies occurred and almost one-third of the workforce
lost their jobs. Today, approximately 10,000 Barbadians
work in manufacturing. The electronics sector in par-
ticular was badly hit when the U.S. semi-conductor
company, Intel, closed its factory in 1986. Leaving aside
traditional manufacturing, such as sugar refining and
rum distilling, Barbados’s industrial activity is partly
aimed at the local market which produces goods such
as tinned food, drinks, and cigarettes. The export mar-
kets have been severely damaged by competition from
cheaper Caribbean and Latin American competitors. But
domestic manufacturing also faces serious potential
problems, as trade liberalization means that the govern-
ment can no longer protect national industries by im-
posing high tariffs on imported goods. Thus, Barbadian
manufacturers must compete with those from other re-
gional economies, whose wage costs and other over-
heads are usually much lower.

A construction boom, linked to tourism and resi-
dential development, has assisted the recovery of a large
cement plant in the north of the island that was closed
for some years and reopened in 1997. The other signifi-
cant industrial employer is the petroleum sector, although
the island’s small oil refinery was closed in 1998 and re-
fining moved to Trinidad and Tobago, where labor and
other costs are cheaper.

SERVICES

Tourism is Barbados’s crucial economic activity and
has been since the 1960s. At least 10 percent of the work-
ing population (some 13,000 people) are employed in this
sector, which offers a range of tourist accommodations
from luxury hotels to modest self-catering establish-
ments. After the recession years, tourism picked up again
in the mid-1990s, only to face another slowdown in 1999.
This drop was in part due to increasing competition from
other Caribbean countries such as the Dominican Re-
public, and in part to a reduction in visits from cruise
ships as they shifted to non-Caribbean routes or shorter
routes such as the Bahamas. Cruise ship visitors totaled
445,821 in 1999, a reduction from 517,888 in 1997, but
stay-over visitors rose to 517,869 in 1999, setting a new
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record. Overall, the country witnessed over US$700 mil-
lion in tourism receipts in 1999.

The real problem for Barbados is that tourist facil-
ities are too densely concentrated on the south coast,
which is highly urbanized, while the Atlantic coast, with
its rugged shoreline and large waves, is not suitable for
beach tourism. There are few large brand-name hotels
(the Barbados Hilton was closed for refurbishment in
2000) which makes marketing the island in the United
States difficult. On the other hand, the absence of con-
glomerates and package tours results in a far greater
trickle-down of tourist spending among the general
population.

Informatics employed almost 1,700 workers in 1999,
about the same number as the sugar industry. The island
has been involved in data processing since the 1980s and
now specializes in operations such as database manage-
ment and insurance claims processing. Costs in Barba-
dos are higher than elsewhere in the Caribbean (although
still only half of costs in the United States), but the is-
land offers strong advantages such as a literate English-
speaking workforce and location in the same time zone
as the eastern United States. Despite these factors, em-
ployment has fallen in recent years, reflecting increasing
mobility on the part of foreign companies, which fre-
quently relocate to lower-cost areas.

The financial services sector has also faced problems
as licenses issued to new financial companies have slowed
down since 1998. There are an estimated 47 offshore
banks, as well as hundreds of other insurance and in-
vestment companies, all catering to overseas clients. Fig-
ures are hard to track, but it is estimated that these fi-
nancial activities earned BDS$150 million in foreign
earnings in 1995. In 1998, approximately 7,500 people
were employed in the banking and insurance sector. The
financial sector is also under threat of sanctions from the
EU and the Organization for Economic Cooperation and
Development (OECD), both of which have expressed
concerns about money laundering, tax evasion, and other
financial improprieties in Caribbean offshore centers.

Retailing is an important economic activity, espe-
cially in Bridgetown where there are large department
stores and supermarkets. In the countryside, most stores
are small and family-run. Some 18,000 people work in
the retail sector.

INTERNATIONAL TRADE

Barbados generally imports nearly 4 times more than
it exports (US$800.3 million in imports as opposed to
US$260 million in exports in 2000), creating a huge trade
imbalance that is only partly offset by tourism revenues
and other service sector income. According to the CDB,
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Trade (expressed in hillions of US$): Barbados

Exchange rates: Barhados

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

the balance of payments was in deficit by BDS$76 mil-
lion in 1999. This situation is sustainable only so long as
tourism receipts remain stable, but the island faces real
problems of dependency on imported foodstuffs and
other basic items.

The main source of imports, according to CDB sta-
tistics in 1999, is the United States, which provided 40
percent of the total, followed by regional economies such
as Trinidad & Tobago, and the United Kingdom. In terms
of exports, Caribbean markets, particularly Jamaica and
Venezuela, were the biggest, accounting for approxi-
mately 40 percent of the island’s export trade. The
United Kingdom is an important market for Barbadian
sugar and rum.

MONEY

Regular economic growth and low inflation marked
most of the 1990s for Barbados, but by the end of the
decade there were anxieties over another possible reces-
sion. Consumption of imported goods was too high in re-
lation to export earnings, and credit was too easily avail-
able to consumers; therefore, in 1999, the government
raised interest rates in an attempt to restrain spending.
The Barbadian dollar, which has long been pegged to the
U.S. dollar at a rate of BDS$2.000:US$1, is probably
overvalued, but it would be extremely difficult for any
government to devalue the currency, as so many basic
items are imported from the United States.

There is a small local securities exchange, the Se-
curities Exchange of Barbados, founded in 1991, which
had a market capitalization of US$2 billion at the end
of 1999. Most larger local companies are listed for share
trading, together with several companies from Trinidad
& Tobago and Jamaica.

POVERTY AND WEALTH

In terms of poverty eradication, Barbados is a suc-
cess story, with high per capita GDP, a good level of so-
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Exports Imports Barbadian dollars (BDS$) per US$1
1975 107 217 2001 2.000
1980 228 527 2000 2.000
1985 354 611 1999 2.000
1990 211 .704 1998 2.000
1995 .236 .764 1997 2.000
1998 251 1.009 1996 2.000

Note: Fixed rate pegged to the US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].

cial service provision, and positive health indicators. The
United Nations Human Development Index places it
third among all non-Organization for Economic Coop-
eration and Development (OECD) countries for its de-
velopment statistics, ahead of Singapore and other eco-
nomic successes. Although many Barbadians continue
to live in small wooden houses, access to clean water,
electricity, and medical facilities is universal. Public ed-
ucation is of a good standard, as are health services. The
political culture of consensus has ensured that all Bar-
badian governments have aimed to eradicate poverty and
bring about a degree of wealth redistribution.

As a result of these policies, Barbados has a large,
literate, and financially comfortable middle class, many
of whom are employed in the public sector. No recent
statistics are available regarding percentage share of
household income, but it is certain that Barbados does
not suffer the same extremes of social division as other
Caribbean countries.

However, there remains a wealthy minority, part of
which is directly descended from the white plantation
owners of the colonial period. Known still as the “plan-
tocracy,” these families have extensive interests in re-
tailing, tourism, and the financial sector. Since the
country’s independence this small elite has retained its
economic influence, although its political power has
waned, and it remains distanced from the majority black
population.

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Barbados 5,497 6,764 6,373 7,340 7,894
United States 19,364 21,529 23,200 25,363 29,683
Jamaica 1,819 1,458 1,353 1,651 1,559
St. Lucia N/A 2,076 2,150 3,542 3,907
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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WORKING CONDITIONS

Working conditions in Barbados are generally good
for a workforce estimated at 136,300 in 1998, and there
is a strong tradition of consultation between employers
and trade unions. Even the small remaining rural work-
force is well organized and is capable of negotiating ac-
ceptable improvements in wages and conditions. The
public sector is particularly well represented and gov-
ernments are obliged to hold regular consultations with
the unions that represent teachers and other civil servants.
Pay and working conditions in the service industries are
also above average for the region. High levels of literacy
are the norm. Legislation is in place against unlawful dis-
missal and other employer malpractice in Barbados and
is mostly observed. All Barbadian workers are part of a
National Insurance system that provides sick pay and
small retirement pensions.

There is little or no child labor in Barbados, and
women are generally offered equal employment oppor-
tunities at all levels. A small informal sector exists,
mostly catering to tourists, and some women are em-
ployed as informal sector beach vendors. The island’s re-
maining problem in social terms is unemployment, which
in 1999 affected almost 10 percent of the workforce, a
fall from 12.3 percent the previous year.

With relatively high wage levels and regulated em-
ployment conditions, Barbadians enjoy a higher standard
of living and quality of life than many other Caribbean
people. However, in a globalized economy, these advan-
tages are also a disincentive to foreign investors in search
of the cheapest possible labor costs.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1627. The first English colonial settlement is estab-
lished, and Barbados remains a British colony until
1966.

1639. First meeting of the Barbados House of Assem-
bly. This body is the third oldest legislative body in the
Western Hemisphere.

1650s. The sugar industry enjoys its most productive
and profitable period.

1834. Slavery is abolished in the British empire.

1930s. Widespread unrest and rioting erupts in protest
against poor working conditions and inadequate pay
and prompts social reforms.

1938. The Barbados Labor Party is founded by Sir
Grantley Adams.
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1951. The British government grants Barbados full in-
ternal autonomy under the British Crown and the Bar-
bados Labor Party is elected to government, with Sir
Grantley Adams as prime minister.

1966. On November 20, Barbados becomes a fully in-
dependent state within the British Commonwealth.

1989-1992. Recession forces the government to adopt
an IMF-approved austerity program.

1999. The Barbados Labor Party wins a second con-
secutive term in office by a large majority.

FUTURE TRENDS

The continuing success story of Barbados, based on
social fairness and democratic consultation, will largely
depend on its ability to fend off competition in the
tourism and service sectors. Agriculture will almost cer-
tainly continue to decline, while sugar production will
survive only as long as the EU continues to subsidize it
with preferential quotas and prices. Manufacturing, while
strong in terms of local markets, cannot compete as a
low-wage offshore activity. As a result, tourism and the
new informatics industries will play an increasingly cru-
cial role in generating foreign currency. But as recent ex-
perience has shown, both are highly competitive in a
regional and global context, and Barbados will face dif-
ficulties in increasing its market share without consider-
able investment in advertising and training.

The greatest cause for concern is the island’s huge
trade deficit and continuing reliance on imports for every-
day food items. Should another recession occur, Barba-
dos would be extremely vulnerable to balance of pay-
ments problems and increased indebtedness, factors that
might jeopardize the considerable strides made in the
country’s development since the 1970s.

DEPENDENCIES

Barbados has no territories or colonies.
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CAPITAL: Belmopan.

MONETARY UNIT: The Belize dollar, which is
pegged to the U.S. dollar at a rate of 2:1. One Belize
dollar (Bz$) is equal to 100 cents. Belizean currency
comes in 100-, 50-, 20-, 10-, 5-, and 2-dollar bills
with the occasional 1-dollar bill. Coins come in 1-
dollar, 50, 25, 10, 5, and 1 Belizean cent units. The
25-cent piece is called a shilling.

CHIEF EXPORTS: Sugar, bananas, citrus fruits,
clothing, fish products.

CHIEF IMPORTS: Food, consumer goods, building
materials, vehicles, machinery, petroleum products.
GROSS DOMESTIC PRODUCT: US$740 million
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$150 million
(1998 est.). Imports: US$320 million (1998 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Formerly known as British Hon-
duras, Belize is a Central American nation roughly the size
of Massachusetts. Belize shares borders with Guatemala
and Mexico, to the west and the northwest, respectively.
To the east it borders the Caribbean Sea, with a coastline
of 240 miles. It has an area of 22,966 square kilometers
(8,867 square miles). The capital, Belmopan, is located in
the center of the country.

POPULATION. Belize, with an estimated 249,183 peo-
ple in 2000, is the most sparsely populated nation in Cen-
tral America. The population has been growing at about
2.86 percent a year since 1995, when the population stood
at 216,500.

The Belizean population is ethnically diverse, with
the majority of the inhabitants being of multiracial de-
scent. Approximately 46 percent of the people are mes-
tizo (of mixed Mayan and European descent), 30 percent
are African and Afro-European (Creole), 10 percent are
Mayan, and 6 percent are Afro-Amerindian (Garifuna).
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The remainder are European, Chinese, East Indian, Mid-
dle Eastern, and North American.

The Belizean population is young, with 43 percent
below the age of 15 in 2000. Life expectancy is 71 years.
In 2000, only 3 percent of the population was over 64.
The birth rate in 2000 was 32.29 per 1,000, while the
death rate was 4.81 per 1,000.

Over half of Belizeans live in rural areas. About 25
percent live in Belize City, the former capital which is
also the principal port and commercial center.

OVERVIEW OF ECONOMY

In 1999, Belize’s GDP grew at a quick pace, reach-
ing to US$740 million. The per capita income (at PPP)
was approximately US$3,100 a year (1999 est.). Eco-
nomic figures for 2000 were expected to drop due to dam-
age stemming from Hurricane Keith, which caused mas-
sive damage to the primary agricultural sector. In
addition, the country had US$244 million in foreign debt.

Well into the 1900s, Belize depended on forestry to
sustain its economy. When timber supplies began to
dwindle, cane sugar emerged as the main source of for-
eign exchange. Although a majority of the arable land in
Belize had still not been cultivated in 1999, agriculture
was one of the most vibrant sectors of the economy, con-
tributing 13.4 percent of GDP. Sugar was the leading ex-
port earner, bringing in approximately 50 percent of all
domestic export revenues and accounting for half of all
farmland in Belize.

While sugar production remained a staple in the last
half of the 1990s, agricultural performance was accentu-
ated by the production of citrus fruits (primarily oranges
and grapefruits), which nearly doubled between 1995 and
1999. Bananas, the second most important crop, ac-
counted for 16 percent of total exports in 1999.

The performance of agricultural products was en-
hanced by preferential access to U.S. and European mar-
kets. Under the Caribbean Basin Initiative (CBI), which
was launched in August of 1990, products derived from
citrus fruits, such as frozen concentrated juices, enjoyed
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duty-free access to American markets. Sugar and banana
producers also relied on favorable quotas to maintain high
export levels to the European Union. This preferential ac-
cess was called into question in 1995 when the World
Trade Organization (WTO) ruled that the European Union
(EU) went against free trade legislation by giving prefer-
ence to Caribbean banana exports. In preparation for the
potential loss of this particular market, Belize began to di-
versify its exports, increasing the farming of nontraditional
crops such as chili peppers, papayas, and vegetables.

The manufacturing base in Belize is fairly limited,
accounting for only 9 percent of the employed labor
force; however, initiatives have been taken to stimulate
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growth in the sector. An Export Processing Zone (EPZ)
allowing for the duty-free import of equipment and ma-
chinery was established near the international airport at
Belize City, and a commercial free zone providing sim-
ilar tax exemptions was set up at Corozal, along the Mex-
ican border. The government in Belize took significant
steps to shore up the country’s infrastructure, promot-
ing tourism and attracting foreign investment. In 1999,
some 185 U.S. companies had operations in Belize.
Tourism has risen steadily, and was the fastest growing
sector of the Belizean economy in 2000.

POLITICS, GOVERNMENT,
AND TAXATION

The first settlement in Belize was established by a
shipwrecked British seaman in 1638. The British gov-
ernment began administering the territory in 1786 and
made it a crown colony in 1871. Self government in Be-
lize was first granted by the British in 1964, when the
country was still known as British Honduras. In 1973 the
country’s name was changed to Belize, and by 1974 a 2-
party political system had emerged. This system contin-
ued after Belize gained independence from Britain on 21
September 1981. At the time of independence, Guatemala
claimed a portion of territory on the western border of
Belize. This border continues to be a point of contention
between the countries, even after Guatemala formally
recognized Belize’s independence in 1991.

Under the independence constitution of 1981, the ex-
ecutive branch of the government is made up of the prime
minister and the cabinet. Cabinet ministers are members
of the majority political party in the Parliament, or Na-
tional Assembly, which is made up of 2 houses: a 29-
member House of Representatives, and a Senate of 8 ap-
pointed members.

A parliamentary democracy, Belize is a member of
the British Commonwealth. The head of state is Queen
Elizabeth II. She is represented in Belize by a governor-
general, whose role is largely ceremonial. In 2000, Sir
Colville Young held the post. Chief administrative duties
fall to the prime minister, a position held by Said Musa,
elected in August 1998.

The country’s 2 main political parties are the Peo-
ple’s United Party (PUP), established in 1950, and the
United Democratic Party (UDP), which was established
in 1974. The UDP is considered the more conservative
of the 2 parties. It has a strong following in the urban
Creole population. The PUP grew out of the trade union
movement and has traditionally drawn support from the
mestizo population. Both parties have curbed government
spending to lower the deficit and they have financed this
deficit with foreign aid. Both parties have sought to ex-
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pand the manufacturing base, and have tried to diversify
trade. The 2 parties differ on tax policy.

The UDP, after winning elections in 1993 for only
the second time in history, levied a 15 percent value-
added tax (VAT) on goods and services. This VAT was
instituted to offset revenue losses stemming from Be-
lize’s entry into the Caribbean Community (CARICOM)
in 1974, which had lowered import and export tariffs.
The move was strongly criticized by the PUP, and dur-
ing the run up to the 1998 election, the PUP vowed to
repeal the tax. The PUP won the 1998 election, taking
26 of the 29 seats in the House of Representatives, and
Said Musa became the country’s prime minister.

Musa’s administration made good on election
promises. The VAT was abolished and replaced by an 8
percent sales tax. Taxes on the purchase of petroleum
products, alcohol, and tobacco increased. Foods and med-
icines, as well as basic utilities such as water and elec-
tricity, were exempted from the tax, as were small busi-
nesses. The personal income tax was reduced to a
maximum level of 25 percent. PUP officials hoped the
tax policy would stimulate business activity and raise
consumer spending so that government revenues would
increase despite lower tax rates. The PUP also promised
to decentralize government power, build 10,000 new
houses, and create 15,000 new jobs.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

There are 1,594 miles of roads in Belize, 303 of
which are paved. Of the 4 main highways in Belize, 2
provide border crossings into Mexico and Guatemala. All
the main towns and villages are linked to the capital, Bel-
mopan, and to Belize City. Some roads, including major
sections of highway, are vulnerable to damage or closure

Belize

during the rainy season. The road network in Belize was
improved in the 1980s, but not enough to support a sig-
nificant growth in travel, tourism, and manufacturing. A
US$14.7 million renovation of the Southern Highway be-
gan in 1998. Another US$8.5 million was allocated for
the construction of a bypass road and 2 bridges in north-
ern Belize. Funds from the United States Agency for In-
ternational Development (USAID) were used to improve
rural access roads. There is regular bus service to and
from all main towns.

Belize has 10 ports of entry, the largest of which is
at Belize City. Nine major shipping lines run cargo ser-
vices in and out of Belize City. The main southern ports
are at Punta Gorda and Big Creek. The Philip Goldson
International Airport, 9 miles from Belize City, handles
a majority of the country’s commercial air traffic. The
airport is served by 3 international carriers: American
Airlines, Continental Airlines, and Grupo Taca. From Be-
lize, direct flights are available to Miami, Houston, Dal-
las, and San Salvador.

The communications network in Belize is extensive.
Belize Telecommunications, which was privatized be-
tween 1988 and 1992, operates the network and provides
modern service to the entire country. The number of sub-
scribers grew from over 3,300 in 1995 to over 30,000 in
1999. Cell phone and Internet use are on the rise. There
are no daily papers published in Belize, but there are 2
main weeklies: the Belize Times, which is sympathetic to
the PUP, and the Guardian, which favors the UDP. The
Broadcasting Corporation of Belize ran only 2 radio sta-
tions before it was privatized in 1998. As of 2000 there
were 15 radio stations. Television viewers have access to
a number of local television stations as well as cable tele-
vision, which provides up to 50 international channels.

Communications
Internet
Telephones, Radio Service Internet
Country Telephones® Maobile/Cellular® Stations” Radios® TV Stations® Televisions? Providers® Users®
Belize 31,000 3,023 AM 1; FM 12; 133,000 2 41,000 2 12,000
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Mexico 9.6 M (1998) 2.02 M (1998) AM 865; FM about 500; 31 M 236 256 M 51 25M
shortwave 13 (1999)
Guatemala 665,061 (2000) 663,296 (2000) AM 130; FM 487; 835,000 26 1.323 M 5 65,000
shortwave 15 (2000)
Data is for 1997 unless otherwise noted.
"Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.
SOURCE: CIA World Factbook 2001 [Online].
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Residents in Belize receive their energy from Belize
Electricity (BEL), which, after power sector reforms in
1992, emerged as the single producer and distributor of
electric power. In 1999 the government gave up major-
ity control of the company, selling a portion of its shares
to the public and the rest to Fortis of Canada, boosting
Fortis’s ownership to 62.96 percent. The majority of Be-
lize’s fuel needs are met through the import of oil from
the United States.

ECONOMIC SECTORS

While efforts to diversify the Belizean economy are
underway, the leading economic sector is still agricul-
ture, leaving the country’s economic performance vul-
nerable to fluctuations in international demand and shifts
in commodity prices. To bolster economic stability and
increase foreign investment, the Belizean government
targeted tourism as its primary growth sector. An inten-
sive marketing campaign was launched on U.S. televi-
sion in the late 1990s to attract visitors, and loans were
secured for the restoration of archeological sites. Manu-
facturing is another sector that has been targeted for
growth. Manufacturing proceeds made a solid contribu-
tion to the GDP, but in 1998 industry employed only 32
percent of the labor force, less than the 38 percent em-
ployed in the agricultural sector. Mining is limited be-
cause of a lack of extensive resources. Construction ac-
tivity increased in 2000 due to reconstruction from
Hurricane Keith, but contracts for major projects are of-
ten awarded to overseas firms who generally have more
building experience and wider access to skilled labor.

Belize
GDP-COMPOSITION BY SECTOR-1998

Agriculture 22%

Services 56% Industry 22%

SOURCE: CIA World Factbook 2000 [Online].
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Belize
LABOR FORCE-BY OCCUPATION

Agriculture 38%

Services 30%

Industry 32%

TOTAL LABOR FORCE 71,000

SOURCE: CIA World Factbook 2001 [Online]. Percent distribution
for 1994 est.

AGRICULTURE

Agriculture, which employs over one-third of Be-
lize’s labor force, is vital to the country’s economy, ac-
counting for nearly 22 percent of the GDP in 1999 and
about 68 percent of export earnings.

Sugar is produced in the north of the country and is
the nation’s largest agricultural export, accounting for 50
percent of domestic export revenues and half of all arable
land use. Preferential quotas and tax rates on sugar ex-
ports granted by the United States and the European
Union have kept sugar revenues high. The United States
bought 16,772 tons and the European Union bought
39,400 tons of sugar from Belize in 1999.

Fruits, such as bananas, oranges, and grapefruits, are
the country’s second largest agricultural export. Fruit pro-
duction, which occurs in the Stann Creek Valley, is af-
fected by weather and international market conditions.
For example, Hurricane Keith caused great setbacks in
the agricultural sector in 2000. Also, export revenues rose
to record levels in 1995-96, but as international prices
fell, earnings slumped. Citrus concentrate and bananas
enter the United States duty free under the Caribbean
Basin Initiative (CBI). Recent developments in the in-
dustry could make the citrus sector more competitive
against the banana market. In 1998-99, 2 citrus compa-
nies were purchased by the Commonwealth Development
Corporation (CDC). The company wants to increase cit-
rus production by making factories more efficient and by
rehabilitating existing groves.
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Banana production is significant, accounting for 16
percent of total exports in 1999. Production was con-
trolled by the state-run Banana Control Board until 1991.
It was then taken over by a growers’ association which,
through efficient management, raised banana production
to record levels by the mid-1990s. Other export crops in-
clude assorted vegetables and tropical fruits, chili pep-
pers, papayas, and organic cocoa.

Increased rearing of livestock has helped Belize be-
come self-sufficient for fresh meat and poultry products.
Belizean slaughter houses produced 3.3 million pounds of
beef in 1999, along with 1.9 million pounds of pork. Some
of this output was exported to Honduras and Guatemala.
Despite increased production, processed meats were still
imported from the United States. Fishing is an important
component of the economy, providing food for domestic
consumption as well as an important source of foreign ex-
change. Belize exported over 5,200 tons of marine prod-
ucts in 1999, most of it lobster and shrimp.

The timber industry, which once dominated the econ-
omy, has continued to struggle, contracting 6.9 percent in
1999. While 79 percent of Belize is covered by forest and
woodlands, only 15 percent is suitable for timber produc-
tion. Sawnwood exports earned only US$2.1 million in
1999, approximately 1.3 percent of total export revenue.

Most farms in Belize are small, less than 20 hectares.
Government financing has generally favored large ex-
port-producing farms, making it difficult for small farm-
ers to obtain capital for improvements. To help remedy
the situation, the government (in November of 1998) cre-
ated the Small Farmers and Business Bank to meet small
farmers’ needs.

INDUSTRY

MINING. While gold, bauxite, barytes, and cassiterite do
exist in Belize, they are not found in sufficient quantities
to render them commercially viable. Dolomite limestone,
which is used as road ballast and agricultural fertilizer,
was the only mineral exploited in 2000. Agricultural-
grade dolomite is sold on the domestic market to banana
and citrus producers. It is also exported to the Windward
Islands and Jamaica. Belize Minerals, the main local pro-
ducer of dolomite, has sought new export markets in Cen-
tral and South America, and has tried to produce a dif-
ferent grade of dolomite for use in the steel industry.

MANUFACTURING. The manufacturing sector in Belize
was targeted for growth, but in 1999 was still fairly small.
Most manufacturing is done for domestic consumption.
Export production generally involves the processing of
agricultural products or the assembly of garments from
imported fabric for re-export to the United States under
the CBI. The assembly sector in Belize has had trouble
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competing with low-cost producers, especially those in
Mexico. Between 1993 and 1995 earnings in the sector
dropped 50 percent.

CONSTRUCTION. The government pledge to build
10,000 new houses, along with commitments to improve
the infrastructure, stimulated increased activity in the
construction sector, but contracts were primarily awarded
to foreign firms that had more highly skilled workers and
more building experience. Reconstruction after Hurricane
Keith in 2000 was expected to produce a leap in con-
struction activity.

SERVICES

TOURISM. Belize has all the ingredients of an attractive
holiday destination. It has a mild climate, calm blue wa-
ters, and a large barrier reef that is ideal for scuba div-
ing. It is also home to jungle ecosystems and ancient ru-
ins. The government, wishing to capitalize on these
attractions, targeted the tourist industry for expansion.

In 1996, Belize ratified the Munda Maya agreement
with Honduras, Guatemala, El Salvador, and Mexico,
pledging cooperation in the management of Mayan arche-
ological sites. In 1997 Belize launched a marketing cam-
paign to attract visitors, producing commercials for Amer-
ican television and putting ads in U.S. magazines. And in
1999, the country obtained a US$11.4 million loan from
the Inter-American Development Bank (IDB) to further
advance the sector’s development. That same year, the
government was planning to build a tourist village in Be-
lize City which would cater primarily to cruise ship pas-
sengers who come to shore for brief periods of time.

In 1995, 121,270 people visited Belize. By 1999, that
number had increased to 167,096, a majority of which
were Americans. Cruise ship arrivals, which numbered
7,953 in 1995, had risen to 34,130 by 1999. By the end
of the decade, tourists were contributing over US$100
million a year to Belize’s economy. In 1999, 1,365 jobs
(over 30 percent of the jobs created that year) were added
in the services sector.

FINANCIAL SERVICES. There are 4 commercial banks in
Belize. Belize Bank is owned by Carlisle Holdings. The
other 3 banks are subsidiaries of larger foreign banks:
Barclays Bank (UK), the Bank of Nova Scotia (Canada),
and the Atlantic Bank (Honduras).

There are 2 development banks: the Small Farmers
and Business Bank, which was established to help meet
the needs of small farmers and businessmen, and the De-
velopment Finance Corporation (DFC), which caters to
the needs of large-scale producers. The DFC typically di-
rects institutional funds from other agencies such as the
Caribbean Development Bank (CDB) to meet the gov-
ernment’s development priorities.
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Trade (expressed in hillions of US$): Belize

Exchange rates: Belize

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

Small enterprise owners who are in need of credit or
technical assistance can also receive help from the Na-
tional Development Foundation of Belize, a lending in-
stitution that was established from grant funds from the
U.S. Agency for International Development (USAID).

INTERNATIONAL TRADE

Belize is highly dependent on the United States and
Great Britain for trade. These 2 countries alone bought
80 percent of Belize’s exports in 1999. That same year,
the United States supplied Belize with over half its im-
ported goods.

Due to its limited export base and high degree of de-
pendence on imported goods for much of its domestic
consumption, Belize has run persistent trade deficits. In
1999, export receipts amounted to US$182.7 million.
This was less than half the import bill of US$374.4 mil-
lion, resulting in a trade deficit of about US$192 million.

Trade with the United States has been stimulated by
Belize’s participation in the Caribbean Basin Initiative
(CBI), a U.S.-sponsored program to increase investment
in Caribbean nations. The initiative allows member coun-
tries duty-free access to American markets. Other major
trading partners include the European Union, Canada,
Mexico, and CARICOM member states.

MONEY

The Central Bank of Belize regulates the primary fi-
nancial mechanisms of the country, setting liquidity and
cash reserve requirements and determining the interest
rate structure. The Central Bank also regulates most
forms of foreign exchange in the country. At the end of
September 1996, after receiving a US$20 million loan
from Taiwan and issuing a US$10 million regional bond,
international reserves in Belize reached an all-time high
of US$79 million. Budget controls and high reserves in
the early 1990s gave way to increased spending and
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Exports Imports Belizean dollars (Bz$) per US$1
1975 .067 .088 2001 2.000
1980 N 150 2000 2.000
1985 .090 128 1999 2.000
1990 .108 211 1998 2.000
1995 143 .257 1997 2.000
1998 154 325 1996 2.000

Note: Fixed rate pegged to the US dollar.
SOURCE: CIA World Factbook 2001 [ONLINE].

widening government deficits in 1997-98, putting pres-
sure on Belize’s fixed exchange rate with the United
States. Reserves fell sharply, dwindling to US$43 mil-
lion by 1998. The declines were reversed in 1999 due to
increased borrowing and larger inflows of foreign ex-
change stemming mainly from the sale of home mort-
gages to the Royal Merchant Bank of Trinidad. By the
end of 1999 monetary reserves had rebounded to US$70.2
million.

POVERTY AND WEALTH

According to a census carried out in 1991, 38,000
people, or about 23 percent of the population, fell below
the World Bank Poverty Threshold (meaning they made
less than US$740 a year). The same census showed that
7 percent of the population was extremely poor (lacking
the sufficient food and rudimentary services to ensure
good health). Belize City has traditionally received a dis-
proportionate share of government revenues because of
the population representation system. Money is chan-
neled directly into the Belizean Central Bank, and the re-
sulting distorted spending has accelerated population
growth in the port city, exacerbating poverty and social
problems. The rural populations, particularly in the
poorer districts of Toledo, Cayo, and Stann Creek have
limited access to basic education, health care, safe drink-
ing water, and sanitation. In 2001, 7 percent of the pop-
ulation was illiterate and 17 percent of the population did

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Belize 1,624 2,036 1,822 2,543 2,725
United States 19,364 21,529 23,200 25,363 29,683
Mexico 3,380 4,167 4,106 4,046 4,459
Guatemala 1,371 1,598 1,330 1,358 1,533
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Belize 27 10 5 3 13 5 38
United States 13 9 9 4 6 8 51
Mexico 30 6 4 2 7 5 46
Guatemala N/A N/A N/A N/A N/A N/A N/A

not have access to safe drinking water. Life expectancy
for both men and women was 71 years and the infant
mortality rate was high, at 28 deaths per 1,000 live births.

WORKING CONDITIONS

Unemployment was estimated at 14.3 percent in
1998, among a total workforce of 71,000. Workers in Be-
lize have the right to organize unions, and the law bars
discrimination against employees on the basis of union
affiliation. However, it is not uncommon for union sym-
pathizers to be fired on grounds purportedly unrelated to
their union activities. Effective redress for workers in this
situation is difficult. They can file complaints with the
Labor Department, but their cases are often difficult to
prove. There were 11 unions in Belize in 2000 whose
members comprised about 11 percent of the workforce.
While officially the unions are independent of the polit-
ical parties, most hold strong sympathies for either the
UDP or the PUP.

Forced labor in Belize is forbidden by law, as is child
labor. Children under the age of 14 are not permitted to
enter the workforce, and those under 17 are not allowed
to operate dangerous machinery. Children between 5 and
14 years old are required to attend school, although tru-
ancy and dropout rates are significant.

There is a minimum wage in Belize which applies to
all full-time workers. The wage is generally set at
US$1.10 per hour but fluctuates depending on the field
of work. Those in the export industries receive at least
US$1.00 per hour. Domestic workers in private homes
and shop assistants are paid an hourly minimum rate of
US$0.87. The minimum wage, as a sole source of income,
is not enough to provide a decent standard of living. Most
workers are paid more than the minimum. The standard
workweek is 45 hours over 6 days. Anything more is con-
sidered overtime. Over the course of a year workers are
given 13 public holidays and 2 weeks vacation.
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Working conditions for documented workers are
fairly good. For undocumented workers, especially the
Hispanic laborers who make their livings on the banana
farms, things can be more difficult. Worker housing on
banana farms often lacks running water and electricity.
Many times this housing is placed close to the fields,
where exposure to pesticides is high. There are health and
safety regulations in Belize covering numerous indus-
tries. However, enforcement and inspection are generally
limited to urban areas or accessible rural areas where vi-
olations have been reported.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1502. Christopher Columbus sails along the coast of
what is now Belize.

1638. The first recorded settlement is established by a
shipwrecked English seaman.

1871. Belize becomes a Crown Colony of the British

Empire. The territory is known as British Honduras.
1950. The PUP is founded.
1954. Universal suffrage is introduced.
1961. A ministerial system is established.
1964. The British grant the colony self government.
1973. British Honduras becomes Belize.
1974. The UDP is founded. Belize joins CARICOM.

1981. Belize gains independence and drafts a new con-
stitution. Guatemala claims part of Belizean territory.

1984. The UDP wins elections.
1989. The PUP wins elections.
1991. Belize is admitted to the Organization of Ameri-

can States (OAS). Guatemala recognizes independence.
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1992. Belize joins the Inter-American Development
Bank (IDB).

1993. The UDP takes over once again, instituting a 15
percent VAT.

1994. Britain withdraws its garrison of 1,200 army and
300 air force personnel.

1998. The PUP comes to power; the 15 percent VAT
is abolished and replaced with an 8 percent sales tax.

FUTURE TRENDS

Belizean development was set back by Hurricane
Keith, which swept through the country in October 2000.
The damage, concentrated primarily in the north,
amounted to US$280 million according to the U.N. Eco-
nomic Commission for Latin America. Promoting re-
covery in the agricultural sector, the infrastructure, and
livestock will require a sustained, massive investment.
Increased activity in construction resulting from damages
caused by the hurricane was expected to boost the econ-
omy by 7 percent in 2001, but inflation was also ex-
pected to rise due to lowered agricultural production and
a rise in the cost of food. The tourism sector will proba-
bly suffer until reconstruction is completed, but tourism
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has been touted as the most optimistic sector of the Be-
lizean economy.

DEPENDENCIES

Belize has no territories or colonies.
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CAPITAL: Constitutional capital: Sucre. Actual
capital: La Paz. (The Supreme Court of Bolivia is
permanently located in Sucre.)

MONETARY UNIT: Boliviano (Bs). One boliviano
equals 100 cents. There are coins of 10, 20, and 50
cents and Bsl and 2. (A Bs5 coin is scheduled to
be put into circulation sometime in 2001.) Paper
bills are for Bs5, 10, 20, 100 and 200.

CHIEF EXPORTS: Tin, antimony, lead, zinc, gold,
petroleum, natural gas, soybeans, sugar, coffee,
quinoa, rice, vegetable oils, timber, native jewelry,
alpaca wool.

CHIEF IMPORTS: Consumer goods, foodstuffs, and
agricultural, industrial, and transportation equip-
ment.

GROSS DOMESTIC PRODUCT: US$8.5 billion
(1998; Bs47.2 billion, according to the Bolivia
report from the IMF). [The CIA World Factbook
2001 indicates a GDP of US$20.9 billion in 2000,
determined at purchasing power parity. The CIA
figures are disputed in Bolivia.]

BALANCE OF TRADE: Exports: US$1.104 billion
(1998); US$1.018 billion (1999 estimated);
US$1.459 billion (2000) (according to the National
Institute of Statistics of Bolivia). Imports:
US$1.766 billion (1998); US$1.436 billion (1999
estimated); US$1.976 billion (2000) (according to
the National Institute of Statistics of Bolivia). [The
CIA World Factbook 2001 indicates exports of
US$1.26 billion (f.o.b, 2000) and imports of
US$1.86 billion (f.0.b., 2000). The CIA figures are
disputed in Bolivia.]

COUNTRY OVERVIEW

LOCATION AND SIZE. Bolivia is a central South Amer-
ican country. It shares borders with Brazil in the north-
east and east; Paraguay in the east and southeast; Ar-
gentina in the south; Chile in the west; and Peru in the
west and northwest. Bolivia has an area of 1,098,580
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Republic of Bolivia
Repiiblica de Bolivia

square kilometers (424,162 square miles), of which
14,190 square kilometers (5,479 square miles) are water.
Bolivia is just slightly less than 3 times the size of the
U.S. state of Montana. Bolivia is divided into 3 distinct
geographical areas: (1) the high mountains (cordillera)
with its high plateau (altiplano), (2) the intermediate val-
leys (between the mountains and the lowlands), and (3)
the eastern plains of the Amazon and Plate river system.

POPULATION. The population of Bolivia was estimated
to be 8,280,000 in 2000. In 1950, it was 2.7 million. The
annual population growth rate is 2.2 percent. One of the
greatest changes has been the shift from rural to urban
areas. It is estimated that currently 65 percent of the pop-
ulation reside in urban locations, and in some urban ar-
eas the growth rate has been close to 5 percent. The
growth rate of the rural population between 1950 and
2000 has remained at about 1 percent, and in some areas
there has been a steady population loss. The cities of La
Paz-El Alto (twin cities) have over a million inhabitants:
La Paz with 792,000 and El Alto with 405,000. The city
of Santa Cruz has a population of 1,300,000, and
Cochabamba has 408,000.

There has been a notable exodus of the high plateau
(altiplano) and mountain (cordillera) population to the
eastern lowlands. This movement was due mainly to the
decline of the mining industry, the harsh climatic condi-
tions, and the availability of land in the east. It is esti-
mated that between 1975 and 1985 about 5,000 families
migrated per year, totaling around 300,000 people. The
integration of the newcomers of different ethnicity and
language (Aymara and Quechua) has been relatively
smooth and peaceful. The first generations of these mi-
grants, who moved from an environment of frigid tem-
peratures to a subtropical climate, have maintained their
culture to a great extent. About 55 percent of the Bolivian
population is composed of people of indigenous lifestyle
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(Quechua, 30 percent; Aymaras, 25 percent); there is a ~ Aymara, and Guarani in the regions where they are spo-
small number in the southeast who are Guaranis with their ~ ken. In 1992, 87 percent of all Bolivians could speak
own language. (Guarani is an official language in neigh- Spanish as compared to 78 percent in 1976. About 12 per-
boring Paraguay.) Those of mixed race (Indian and Eu- cent can speak only the indigenous languages, compared
ropean origin) comprise 30 percent of Bolivians. Those to 20 percent in 1976. There have been attempts to intro-
of European origin (mainly Spanish), plus some from the  duce bilingual education, especially in the rural areas. Fi-
Near East who arrived between 1890 and 1920 and from nancial constraints and the lack of qualified teachers are
the Far East (mainly Japan), make up another 15 percent. impediments to full implementation.

Percentages are inexact as people are identified by their

ethnic lifestyle, dress, and primary language. There are OVERVIEW OF ECONOMY

several main Indian languages of which Quechua is the
dominant, Aymara a close second, and Guaran{ a distant Since the early Spanish period and until recently, Bo-

third. Official languages are Spanish, along with Quechua, livia was a mineral producing country. The silver ex-
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tracted from the rich mountain of Potosi was a mainstay
of Spain and her colonial empire. There is a saying that,
if it were possible, a wide bridge made of pure silver
could be constructed from Potosi to Madrid with all the
silver that was mined from this fabulous Cerro Rico. Cur-
rently small quantities are still mined at Potosi. The fa-
mous mint, Casa de Moneda, in Potosi is a heritage site
visited by many tourists. For most of the 20th century
Bolivia was one of the largest world producers of tin and
tungsten (known in Bolivia as wolfram).

During World War 11, the allied nations depended on
Bolivian tin since Malaya (today Malaysia), the other
leading tin producer, was occupied by Japanese forces.
In fact, Bolivia was, until recently, considered a country
with a mono-economy (an economy based on a single ac-
tivity), and it depended on the price fluctuations in the
world market of the minerals that it produced. As of 2001,
Bolivia has a more diversified economy. Exports of oil
and natural gas are important components of Bolivia’s
exports. Agriculture has also emerged as a large sector
and produces many exports, including agro-industrial
products which are the fastest growing segment, espe-
cially soybeans. Growing conditions on the eastern plains
are exceptionally good for soybeans. In 2000 Bolivia’s
exports rose by 20 percent because of greater production
of soybeans and natural gas.

Tourism has consistently increased. Statistics from
the Financial Times indicate that the country averaged
about 250,000 tourists per year in the early 1990s, though
Bolivian sources claim a much higher number. Produc-
tion for 500,000 tourists to visit Bolivia every year which
is quite realistic. The country has multiple attractions: tra-
ditional societies, fine handicrafts, a great variety of cli-
mates with majestic landscapes, preserved colonial sites,
a wide diversity of animals and plants, many years of po-
litical and economic stability with a rather low crime rate,
and reasonable prices. Bolivia has many attractions for
eco-tourism. However, lack of a good infrastructure in-
cluding poor ground transportation, the presence of ille-
gal coca leaf cultivation (Bolivia often is falsely por-
trayed as a leading cocaine-producing country), and the
high altitudes of western Bolivia (historically and cul-
turally the most interesting part of the country) have im-
peded more rapid growth in tourism.

A slow but constant growth of the gross national
product (GNP) and annual per capita income is encour-
aging. Yet unemployment in early 2001 was 8 percent,
and involuntary underemployment was around 40 per-
cent. Bolivia is one of the 22 countries that has been clas-
sified as a highly indebted poor country (HIPC) by the
World Bank and the International Monetary Fund (IMF).

Bolivia tries to cope with its illegal coca leaf pro-
duction and the needs of its growing population. Coca
leaf production has declined a great deal due to the pre-
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sent government’s determined policy to eradicate all il-
legal plants. But in early 2000, there were still 2,300
hectares in production. While Bolivia is still relatively
sparsely inhabited, the annual population growth remains
2.2 percent. This rate is among the highest of the South
American countries and needs more attention. Improve-
ment in basic education, reduction in poverty, underem-
ployment, and the level of corruption are also priorities
which concern the people and government of Bolivia. Vi-
brant and free media bring Bolivia’s weaknesses and
strengths to local, national, and international attention.

COCA. The coca leaf is the basic ingredient for produc-
ing cocaine. Several decades ago Bolivia was the largest
producer of the coca plant, from which the leaves are har-
vested. In the 1970s when cocaine became a valuable
product in the international drug culture, the coca leaf as-
sumed an importance that it never had before. Bolivia be-
came an important country for the illegal production of
cocaine because it grew the basic ingredient—the leaf.
Coca plants suddenly became an important element in the
Bolivian economy and politics.

Historically, coca leaves were cultivated as early as
the pre-Inca epochs. They were used with frequency,
mainly by the Indian population, to help alleviate hunger
and the effects of the frigid temperatures and the altitude.
The leaves are legal, and in modern times are used to
make coca tea which is thought to help altitude sickness
and stomach ailments. But also in modern times the
leaves can be converted into coca paste which is then
made into cocaine. In general, Bolivia is not a cocaine-
producing nation. The leaves are harvested and illegally
sold to those who convert it into paste and then into co-
caine outside of Bolivia (although some paste is now
made in Bolivia). Since the demand for coca leaves in-
creased rapidly in the 1980s and 1990s, growing and sell-
ing more than was needed for traditional internal con-
sumption became illegal. So coca leaf production was
classified as “legal” (for the traditional use) and “in ex-
cess,” avoiding the locally unpopular term, “illegal.”

The cultivation and sale of the illegal crop became
an undetermined but appreciable part of the Bolivian
economy and exports. It is often claimed that in the 1980s
coca leaf (and some paste) exports equaled or surpassed
all legal exports, coming to at least 15 percent of Bo-
livia’s real revenues. The Bolivian government estimates
that coca-leaf production expanded from 1.63 million
kilograms from 4,100 hectares in 1977 to 45 million kilo-
grams from 48,000 hectares in 1987. The number of
growers rose from 7,600 to about 40,000. Most of this
took place in the central sub-tropical region of Chapare
(the transitional area from the mountainous valleys to the
eastern lowlands), which is well-suited for producing
leaves of high acidity—a characteristic that is desirable
for making cocaine.
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In 1988, a new law allocated 12,000 hectares in the
Yungas region east of La Paz for the legal growth and
harvesting of coca leaves for traditional use in Bolivia.
Coca grown in the Yungas region lacks acidity—a char-
acteristic that is preferred for traditional uses. Incentives
were provided with U.S. aid to convert the illegal farm-
ing, mainly in the Chapare, into productive crops such as
bananas, pineapples, and hearts of palm. In 2000, Bolivia
and the United States claimed that about 40,000 hectares
of coca had been eradicated and the land converted into
new crops since 1998 in the Chapare. The goal is to elim-
inate all illegal coca by 2002. In February 2001, the Bo-
livian government claimed that all “in excess” coca pro-
duction had been eradicated, but the responsible Bolivian
media claimed that 2,300 hectares of illegal coca plants
still were in production in early 2001. The government
also stipulated that the legal coca harvest in the Yungas
can be bought only by 700 registered retailers. Currently,
Bolivia has had commendable success in a noticeable re-
duction of illegal coca plants. However, protests by the
growers of “in excess” coca, most of them modest farm-
ers, continues.

POLITICS, GOVERNMENT,
AND TAXATION

Bolivia gained independence from Spain in 1825. It
has had 61 presidents, 1 of them a woman, Lydia Gueiler
Tejada (1979-80). Some held the office more than once,
consequently making 79 governments. The shortest were
a few days long, the longest 10 years. Only 37 presidents
came to power by legal means; the others gained the pres-
idency by revolution. Most of the revolutions were sim-
ple bloodless palace revolutions (coups d’etat). A few
presidents who achieved power by revolution were later
elected legally, including President Hugo Banzer, who
was elected in 1997 for a 5-year term. He had been a mil-
itary dictator from 1971 to 1978. Bolivia has had 18 con-
stitutions; the last one from 1967 was extensively
amended in 1994.

The significant revolution of 1952 which introduced
great economic, political, and social reforms was engi-
neered by the Movement of the National Revolution
(MNR) Party. The MNR is still one of the dominant par-
ties although it has splintered. One splinter is the Move-
ment of the Revolutionary Left (MIR), which is far more
moderate than its name implies. It held the presidency
between 1989 and 1993, and then the MNR returned to
power. In 1997, ex-dictator Hugo Banzer won the presi-
dency as a candidate of the Democratic National Action
(ADN) Party, which is considered right of center, form-
ing a coalition with the left of center MIR and several
smaller parties. In the forthcoming election of 2002 the
MNR, MIR, and ADN are expected to present candidates,
as will some other parties which have little hope of win-

52

ning. These others can be defined as 6 leftist parties, 3
populist parties, 1 evangelical party, and 3 indigenous
parties. The indigenous parties have been quite visible
with colorful public demonstrations and displays but have
little broad support.

Candidate, leader of the MNR party, and president
(1993-97), Gonzalo Sanchez de Lozada was educated
and lived in the United States. The MNR shifted its left-
ist and nationalist tendencies to a more centrist position
that was devoted to privatization and globalism (gener-
ally identified as neo-liberalism). This charge produced
lively debates and intense political activities which have
continued into the Banzer presidency. Banzer’s coalition
government has only fine-tuned the policies of his pre-
decessor, with much emphasis on the eradication of ille-
gal (“in excess”) coca plants and the substitution of other
crops that are useful for export. Former president Sanchez
de Lozada is a leading candidate for the presidency in
2002. Another leading candidate is the MIR leader Jaime
Paz Zamora who was president from 1989 to 1993.

The main source of government revenue is taxation.
According to the IMF Bolivia report of 2000, the total
revenues of Bolivia in 1998 represented 24.8 percent of
its GDP, with tax revenues at 19.5 percent of the GDP.
In 1998, indirect taxes constituted 47.4 percent of tax
revenues, including the value-added tax (VAT) with 29
percent, excise taxes with 6.7 percent, and transaction
taxes with 8.4 percent. Transaction taxes are often known
as stamp taxes. Taxes from hydrocarbons provided 23.8
percent of total taxes, mining royalties only 0.04 percent,
and customs duties 7 percent. Personal income and prop-
erty taxes constituted 6.9 percent, and corporate income
and property taxes were 0.1 percent.

Personal income tax is a flat 13 percent, but for
everyone there is a basic deduction of 2 minimum
salaries. (As of January 1998 the minimum salary was
Bs300 per month.) The VAT tax paid for personal con-
sumption is deductible from the income tax with proper
receipts. There is a social security system which was re-
formed and partially privatized in 1997. Employees must
contribute 12.5 percent of their salaries with a ceiling of
60 minimum salaries (computed as US$415 a month).
There are no local income taxes and no joint filing for
husband and wife.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Bolivia has a changing infrastructure. Communica-
tion has rapidly adapted to new technology, as exempli-
fied by the continued rapid growth of cellular phone use.
At the same time some of the traditional and still useed
infrastructure has deteriorated, especially the fine railway
system in western and central Bolivia whose construc-
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets*  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts” Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Bolivia 55 675 116 N/A 27 N/A 75 0.47 78
United States 215 2,146 847 2443 256 784 458.6 1,508.77 74,100
Brazil 40 444 316 16.3 47 3.1 30.1 18.45 3,500
Peru 84 273 144 14.1 30 N/A 18.1 3.09 400

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.

tion started in 1877. In 1976 diesel engines replaced
steam locomotives.

The 3,685-kilometer (2,290-mile) single track rail-
road, most of it narrow gauge, has 2 unconnected sys-
tems. The Western Network, built much earlier, connects
La Paz with Cochabamba and the Chilean ports of Arica
and Antofagasta. It also connects with Argentina. In by-
gone days a railroad journey from La Paz to Buenos Aires
was popular and comfortable. The Eastern Network con-
nects the city of Santa Cruz to Sao Paulo, Brazil. An-
other line goes from Santa Cruz to Argentina. Many at-
tempts to connect the 2 systems with a link from
Cochabamba to Santa Cruz have never succeeded. The
same is true of the so-called “inter-oceanic corridor” that
would go from the Brazilian Atlantic coast to the Chilean
Pacific coast, passing through Bolivia. Currently most
Bolivian railroads are in disrepair. In 1964 there were
103 locomotives, but only 34 in 1995. The Bolivian rail-
way system was a state corporation known as ENFE. In
1991, a Japanese study estimated that upgrading the rail-
way system would require US$46 billion over 30 years.
Hopes to privatize and capitalize the system were only
partially accomplished when in 1995 the Chilean con-
sortium, Cruz Blanca, acquired 50 percent of ENFE. By
1999, Bolivia again had 55 operating locomotives with
around 2,000 railway cars. The passenger load was
750,000 in 1992 and is still below 1 million per year.
Freight also has declined sharply.

Currently most Bolivians travel by inter-city buses,
called flotas. There are many private bus companies,
large and small. Those who can afford it go between the
principal cities by air, and if going on to a nearby small
town use the flota. Until 1992, there was a single national
airline owned by the state, Lloyd Aereo Boliviano (LAB),
established in 1925 and one of the oldest airlines in the
Americas. As with the railroads it was capitalized and
privatized when 50 percent was acquired by the Brazil-
ian airline company, VASP. The completely private com-
pany, Aerosur, competes with LAB for internal flights.
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The Bolivian armed forces operate Transportes Aereos
Militares (TAM) which carries paying passengers. In
1999, LAB still had 65 percent of the customers. LAB
also flies to the United States (Miami) and neighboring
South American countries. About a dozen foreign airlines
fly to the 3 Bolivian international airports, La Paz/El Alto,
Cochabamba, and Santa Cruz which have runways over
3,050 meters long. An Argentine airline flies to Tarija
which is close to Argentina and Paraguay. The World
Factbook claims that Bolivia has 1,382 airports, of which
1,016 have paved runways of under 915 meters. Many
of these are little used.

Bolivia is an inland country but has free port privi-
leges in Argentina, Brazil, Peru, and Chile, and river ports
in Paraguay. There is some shipping on the large inland
lake, Titicaca, which also carries many tourists between
Bolivia and Peru. Navigation on the many large rivers
that are part of the Amazon and Plate river systems is un-
organized, underdeveloped, and uncounted but offers
much potential with small, primitive river ports currently
available. Navigation is possible on about 19,000 kilo-
meters (11,806 miles) of the rivers.

Bolivia has about 43,000 kilometers (26,720 miles)
of highways of which only 2,000 kilometers (1,242 miles)
are paved. In recent years, Bolivia has made highway con-
struction and maintenance a priority. Bolivia’s electric
power generating capacity is rated at 787 megawatts. Elec-
tricity consumption in 1998 was 2,412 billion kilowatt-
hours. The state electric agency, ENDE, was also capi-
talized and privatized by 3 U.S. consortia in 1997. The
state-owned long distance telephone company, ENTEL,
was purchased in 1995 by an Italian firm. ENTEL has a
monopoly until 2001. It is an active cellular phone
provider, with service among the cheapest in Latin Amer-
ica. In 1998, there were 27 cellular phones per 1,000 in-
habitants (in 1996, 18 per 1,000), and use is growing at
an ever increasing rate. Local traditional phone calls are
managed by local owner cooperatives but are state regu-
lated. In the largest cities (La Paz, Cochabamba, and Santa
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Cruz) 3 of these are responsible for 85 percent of all lo-
cal calls. In 1987, Bolivia had 145,000 telephones, which
grew to 370,000 in 1996. The use of computers is also
accelerating. In 1998, there were 7.5 per 1,000 inhabi-
tants. Televisions are 116 per 1,000 (about one-quarter are
black and white) and radios 675 per 1,000. Bolivia has 18
significant newspapers. Currently it is reported that there
are approximately 190 radio stations and 60 TV stations.

The privatization of the state-owned LAB, ENFE,
ENDE, and ENTFL has created much controversy and is
an important issue in present-day Bolivian politics.

ECONOMIC SECTORS

Bolivia is a country known for its great contrasts,
and that reputation also applies to the country’s economy.
An often cited remark attributed to an early traveler is
that Bolivia is a “beggar sitting on a golden throne.”
There is a core of truth to this comment. Its fabulous
riches have often served Bolivia badly. Since indepen-
dence in 1825, Bolivia has lost close to 50 percent of its
national territory, including its Pacific coast, to its neigh-
bors who coveted the riches. But Bolivia is still rich in
resources. In March 2001, the excellent newspaper La
Razon of La Paz stated that Bolivia has recently been
identified as the country with the largest petroleum de-
posits in South America. It reported that Bolivia has a
possible 70 trillion cubic feet of reserves, surpassing
those of Venezuela. Yet Bolivia is among the 2 dozen
countries in the world that has been classified as a highly
indebted poor country (HIPC) by the World Bank. Bo-
livia is one of 8 countries that is now receiving full HIPC

Bolivia
GDP-COMPOSITION BY SECTOR-1998 est.

Agriculture 16.6%
Services 47.9%

Industry 35.5%

SOURCE: CIA World Factbook 2000 [Online].
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assistance since it has fulfilled all the World Bank re-
quirements for debt reduction aid.

Traditionally Bolivia’s main economic sector was
mining, and a decline in mining brought severe hardships
aggravated by political instability, nationalist rhetoric,
and a rapid increase in the cultivation of coca to serve as
a basis for cocaine. In recent years, however, the econ-
omy has been diversified, led by increased agricultural
production, especially in the fast developing eastern low-
lands, with much of the output destined for export. Nearly
all of the illegal coca production has been curtailed. Nat-
ural gas and oil are developing. For example, according
to La Razon, exports of natural gas to Brazil increased
by 170 percent from early 1999 to early 2001.

Reducing the high level of poverty is a priority of
all economic and political sectors and is supported by
ample foreign aid from many countries who welcomed
Bolivia’s economic prudence in the 1990s.

AGRICULTURE

Agriculture remains an important sector of the total.
In the 1990s, it represented about 16 percent of the Bo-
livian economy. Estimates showed a 3.5 percent decline
in 1998 because of adverse weather conditions, but a
2.6 percent growth was predicted for 1999. Bad weather
in 2000 and 2001, especially the worst rains in many
decades, will have a serious impact. Agro-industrial
products have the fastest growth of Bolivia’s exports. The
eastern Amazon plains are rich in nutrients that yield
above average harvests, such as 2.5 to 3 metric tons per
hectare for soybeans, compared to the usual 1.5 metric
tons elsewhere. At the same time, the climate allows 2
harvests per year. Much of the soybean crop is processed
into oil, flour, and animal feed. The annually increasing
soybean and soy products output and their export repre-
sent a most promising element in the Bolivian economy.

Modern agro-industrial activity in the east stands in
contrast to traditional small-scale and subsistence farm-
ing in the mountainous west, especially on the cold and
windy high plateau (altiplano). There farming has been
in crisis for decades. One positive element is the great
increase of quinoa production. This traditional, nutritious
grain is grown only at high altitudes and has been used
for thousands of years by the local inhabitants. Produc-
tion has grown an average 20 percent per annum in re-
cent years, as quinoa has become popular as a health food
in the United States, Canada, and Europe. In 1992, over
2 million kilograms were exported. There also has been
a much greater demand, stimulated by exports of sweaters
and textiles, for alpaca wool. (The alpaca is a type of
llama indigenous to the altiplano.) In 1994, exports of
alpaca wool came to US$4 million, and they have been
rising. Bolivia, Peru, and Ecuador are the countries in
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which the potato originated and from which it was taken
by the Spanish to Europe. With over 100 varieties, pota-
toes represent the most traditional crop of the subsistence
farming in the western high mountains and the altiplano.
Other agricultural products of Bolivia are coffee, cocoa,
corn, sugarcane, rice, tropical fruits, temperate climate
fruits from the transitional central valleys, especially
Cochabamba, and a variety of timber. Legal coca must
also be included. Coca leaves are used in coca tea (legal)
which is used for medical purposes mainly against ef-
fects of the altitude and against diarrhea.

INDUSTRY

MINING. Until recently mining has been the mainstay of
the Bolivian economy. In the 1940s, minerals constituted
over 70 percent of Bolivia’s exports, mainly tin and tung-
sten. During World War 1II, the Allied Powers depended
on Bolivian tin.

In the past, Bolivia was considered a mono-economy,
but minerals currently constitute a smaller part of Bo-
livia’s exports, declining to below 40 percent and to less
than one-third of Bolivia’s foreign exchange. But recently
mining regained a larger share because of increased ex-
traction of gold and especially zinc. Zinc production in
1997 was 154,230 metric tons. Still, in 1997 mining rep-
resented only 5.5 percent of the GDP; that production con-
sisted of zinc, gold, lead, tin, antimony, tungsten, silver,
copper, cement, and ulexite (a white crystalline mineral).
There are expectations of developing Bolivia’s large iron
reserves. El Mutun, a 40,000 metric ton deposit located
close to the Brazilian border, is considered one of the
largest in the world. About 80,000 Bolivians still depend
on mining for their livelihood.

The 1952 Bolivian Revolution nationalized most of
the mines, then owned mainly by 3 men usually identi-
fied as the Tin Magnates. A state mining agency, Cor-
poracion Minera Boliviana (COMIBOL), was established
and in the 1980s was responsible for two-thirds of Bo-
livia’s mining output. In the late 1980s, Bolivia slowly
began to capitalize on and privatize mining, and by the
mid-1990s COMIBOL’s share of mineral production had
fallen to less than 30 percent. COMIBOL’s bloated work-
force, which had reached about 30,000 in 1984, was re-
duced to under 3,000. At the same time joint ventures
between COMIBOL and private concerns came into ex-
istence. In 1997, COMIBOL produced 30.6 percent of
the declining tin production and only 4.3 percent of the
increasing zinc production; all other mineral production
was by private enterprise.

Petroleum and natural gas are now important in the
Bolivian economy, making up 5.6 percent of the GDP.
The State Petroleum Corporation (YPFB) is no longer the
largest producer, though, since the 1996 Hydrocabon
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Law permitted capitalization and privatization of YPFB
as well as concessions to foreign companies, most of
which are from the United States, Brazil, and Argentina.
In 1998, petroleum production was 12,628,000 barrels of
which the YPFB share was 7,110,000. Natural gas pro-
duction in 1998 was 109,673 million cubic feet of which
99 percent was from private enterprise. Starting in 1999,
the US$450 million, 488-kilometer (303-mile) gas
pipeline permitted exports to Brazil. Bolivia’s hydrocar-
bon production satisfies national demand, with roughly
one-third available for export, mainly to Brazil and Ar-
gentina. According to official sources in Bolivia, the
country hopes to become the natural gas distributor for
the Southern Cone (southern nations of South America).

MANUFACTURING. The principal manufactures have
hardly changed in several decades. Growth is related to
population growth, and from 1990 to 1996 the annual in-
crease in manufacturing averaged 4.6 percent per year.
Traditional woolens, weavings, leather goods, and jew-
elry generally grew more because of their greater popu-
larity outside Bolivia and with tourists whose numbers
to Bolivia also increased.

The manufacturing industry represents 16.8 percent
of the GDP. In 1997, according to the Bolivian Statisti-
cal Institute, there were 1,725 manufacturing enterprises
with at least 5 workers, altogether employing 52,000 peo-
ple. This number represents 15 percent of the Bolivian
labor force. The 330 manufacturers that had over 50 em-
ployees accounted for 36,000 workers. In 1997, total in-
dustrial output was valued at US$1.03 billion. Manufac-
turing sectors include food and beverages and tobacco;
textiles, clothing, leather and footwear; wood products
and furniture; printing and publishing; industrial chemi-
cals and pharmaceuticals; and plastic, glass, and rubber
products. Most of the manufacturing industries are located
in the cities, especially in La Paz/El Alto, Cochabamba,
and Santa Cruz. Except for traditional jewelry, leather,
and woolen goods, the manufactured goods are mostly
for internal consumption.

SERVICES

TOURISM. Bolivia is a popular destination for tourists
who are motivated and somewhat hardy. Tourism is a
growth industry because of the country’s many attrac-
tions. There are traditional cultures; antiquity sites; pre-
served colonial villages, towns and cities; diverse climates
with majestic scenery; a variety of flora and fauna with
good fishing in the rivers and lakes; availability of ex-
quisite textiles and jewelry; sports like trekking, moun-
tain climbing to over 6,000-meter peaks, skiing, and raft-
ing; and camping in rather undeveloped but unforgettable
national parks. Bolivia is ideal for eco-tourism. The coun-
try has, at 6,000 meters, the highest ski slope (Chacaltaya)
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in the world near La Paz. Among the popular tourist spots
are the pre-Inca ruins of Tihuanaco, Lake Titicaca, the
still preserved colonial cities of Potosi and Sucre, and the
colonial Jesuit missions in the eastern lowlands. Then
there is La Paz, the highest capital city of the world;
Cochabamba, often called the “city of eternal spring”; and
dynamic Santa Cruz, the large urban center of the east-
ern lowlands. Numerous local fiestas draw many visitors,
the best known being La Diablada in Oruro during car-
nival week. New attractions for some tourists are the lo-
cations where the celebrated 20th-century Marxist leader
Che Guevarra was captured and mortally wounded, and
the stark village of San Vicente on the windy altiplano
where in 1908 the romanticized U.S. outlaws, Butch Cas-
sidy and the Sundance Kid, were ambushed and killed.

In 1997, 375,000 tourists visited Bolivia. Of these
60 percent came from the Americas, 35 percent from
Europe, 4 percent from Asia, and 1 percent from Africa.
Income from tourism in 1997 was US$180 million. Bo-
livia would like to boost this to US$1 billion by 2005.
The government is actively promoting tourism and en-
couraging tourists to stay longer and also make it a prime
destination. Most tourists spend only a few days in the
country, combining their visit with longer stays in the
neighboring countries.

FINANCIAL SERVICES. By mid-1995, Bolivia’s Superin-
tendency of Banks reported 58 financial institutions. In
1995, banking assets totaled US$4 billion, representing a
growth of 11 percent from the previous year. In 2000, the
assets came close to US$5 billion. The Superintendency
had licensed 17 banks and 13 savings and loan institu-
tions. Later 2 banks, Banco Sur and Banco Cochabamba,
went into receivership, and 2 banks, Multibanco and
Banco La Paz, were absorbed by Citibank and Banco de
Crato, respectively.

These events highlighted the importance of the Su-
perintendency of Banks, a government agency created in
1993. The Superintendency is in charge of the licensed
SBEF (Bolivian Banking and Financial Institutions)
which includes licensed banks, savings and loan institu-
tions, credit unions, and small financial service institu-
tions. Of the licensed banks 6 are responsible for 71 per-
cent of all transactions (Banco de Santa Cruz, Banco
Industrial, Banco Hipotecario Nacional, Banco Nacional
de Bolivia, Banco Mercantil, and Banco Boliviano Amer-
icano). The director of the Superintendency is appointed
by the president of the Republic from nominees presented
by the National Senate, who must choose them with at
least a two-thirds vote. The person selected by the pres-
ident must then have the approval of the lower house of
the Congress. The director is appointed for 6 years. A
new director was selected and appointed in March 2001.
The Banco Central, the national bank, is in charge of is-
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suing and controlling the Bolivian national currency and
is not under the control of the Superintendency of Banks.

RETAIL. Bolivia, like most nonindustrial nations, has not
developed the retail sector. Its larger cities have many
retail stores, most of them family owned. There are hardly
any chain or international franchise stores. Small towns
have basic stores that are privately owned. Bolivia is a
country of small traders and street vendors. The town
markets are most important and draw numerous vendors,
traders, and hawkers. These shopping areas are well reg-
ulated by the municipalities. Nearly all of them have stalls
selling prepared food, which are popular with moderate
and low income inhabitants. Probably the largest market
is La Cancha in Cochabamba, with a few thousand in-
dependent traders and all kinds of wares. It has become
a popular place for tourists. While it remains impossible
to calculate the total business transactions of these indi-
vidual entrepreneurs, they are an important and dynamic
part of the Bolivian economy.

INTERNATIONAL TRADE

In 1998, Bolivia’s exports were valued at US$1.103
billion and imports totaled US$1.983 billion. (The CIA
World Factbook indicates 2000 trade figures of US$1.26
billion in exports and US$1.86 billion in imports.) Chief
trading partners for exports were the European Union (16
percent), the United States (12 percent), Peru (11 per-
cent), Argentina (10 percent), and Colombia (7 percent).
Imports were from the United States (32 percent), Japan
(24 percent), Brazil (15 percent), Argentina (11 percent),
Peru (4 percent), and Germany (3 percent). The Central
Bank of Bolivia reports that the United States is the
largest trading partner when both exports and imports are
considered.

Bolivia is a member of the Andean Community
(along with Colombia, Venezuela, Ecuador, and Peru)
that is supposedly free of trade barriers. Since 1994, Bo-
livia has had a free trade agreement with Mexico. The
EU, Japan, and the United States all permit Bolivian ex-
ports to enter their market free or at reduced rates. Bo-

Trade (expressed in hillions of US$): Bolivia

Exports Imports
1975 444 .558
1980 .942 .665
1985 .623 .691
1990 .926 .687
1995 1.101 1.424
1998 1.103 1.983

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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livia ratified membership in GATT in 1990 and in 1995
in the World Trade Organization (WTO). Bolivia is an
associate member of MERCOSUR, which gives it trade
benefits with the 11 members of the Latin American In-
tegration Association (ALADI). By 2007, 95 percent of
the trade with MERCOSUR will be tariff free. Bolivia
is also a signatory to the Amazonic Cooperation River
Basin Treaty. Bolivia has 9 Free Trade Zones (FTZ)
fully operating. The most important are El Alto (serving
La Paz), Cochabamba, Santa Cruz, Desaguadero on the
border with Peru, and the dynamic Puerto Aguiffe on the
Brazilian border.

MONEY

The Bolivian currency has had severe fluctuations as
a consequence of the Chaco War (1932-35); the 1952
revolution with its drastic economic, political, and social
reforms; and the collapse of much of the mining indus-
try, especially tin extraction and export. In 1975, the bo-
liviano was devalued by 66 percent (US$1=Bs20.40). In
1979, there was a further 25 percent devaluation. By
1982, the Bolivian currency had totally collapsed, and un-
til 1985 Bolivia suffered hyperinflation, one of the worst
cases in recent world history. Inflation reached 23,000
percent with US$1 traded at Bs1,055,000. In 1985, strong
economic measures were undertaken to reconstruct the
Bolivian economy and its currency. Currently it is one of
the most stable currencies in Latin America, with a free
floating exchange rate and pegged to the U.S. dollar. In-
flation has declined from 13 percent to 3 percent in 1999.
In March 2001, US$1=Bs6.48. (In 1995, it was Bs4.86.)
The U.S. dollar circulates freely and is generally accepted
as payment, mainly in urban areas.

Bolivia has about 18 private banks, some with links
to foreign banks such as Citibank. The Banco Central
(Central Bank), established in 1929 but with roots going
back to 1871, is a semi-independent government agency.
Its mandate is to implement the Bolivian government’s
fiscal and monetary policies, including issuing the cur-
rency. Its governing board is nominated by the president
of the Republic, and it needs the approval of two-thirds

Exchange rates: Bolivia

bolivianos per US$1

Jan 2001 6.4071
2000 6.1835
1999 5.8124
1998 5.5101
1997 5.2543
1996 5.0746

SOURCE: CIA World Factbook 2001 [ONLINE].
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of the elected representatives of the lower chamber.
Terms are staggered, and the term of the president of bank
cannot coincide with the term of the president of the Re-
public. The Banco Central and some private banks have
recently received praise from international agencies for
their stability and fiscal soundness.

There is a small Bolivian Stock Exchange which was
started in 1989, but there is no published index of stock
prices. In 1989, the exchange’s transactions came to
Bs4.3 billion but only to Bs3.9 billion in 1999. The ex-
change deals mostly with fixed-income securities. It is
expected that the stock exchange will grow and become
more important and visible.

POVERTY AND WEALTH

Bolivia is considered a poor country with the lowest
GDP per capita among the Latin countries of South
America (Guyana, Suriname, and French Guiana are
lower). At the same time, Bolivia’s exact ranking depends
on the varied use and interpretations of the statistical in-
formation by different organizations and media. While
the excellent Financial Times survey of Bolivia of 1994
places it as the second poorest country in the hemisphere
(after Haiti), the U.S. Agency for International Develop-
ment (USAID) ranks Bolivia in 2000 as the fifth poorest.
Yet there has been improvement. In 1993, the per capita
income was given as US$856 and is currently cited as
just over US$1,000. Bolivia is one of the 22 countries
that have qualified for debt relief by the World Bank in
its HIPC (highly indebted poor countries) program. At the
same time, the Human Development Report 2000 has Bo-
livia in the category of Medium Human Development (as
are Ecuador, Peru, and Paraguay—the last 2 share a bor-
der with Bolivia) and not in the Low category such as
Haiti and many African nations. Bolivia’s neighbors,
Brazil, Chile, and Argentina, are in the High rank.

In 1998, Bolivia signed a 3-year ESAF (enhanced
structural adjustment funding), now called poverty reduc-
tion growth facility (PRGF), agreement with the Interna-
tional Monetary Fund. Bolivia was able to comply with

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Bolivia 1,010 1,016 835 836 964
United States 19,364 21529 23200 25363 29,683
Brazil 3,464 4,253 4,039 4,078 4,509
Peru 2,835 2,777 2,452 2,012 2,611

SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Bolivia

Lowest 10% 2.3
Lowest 20% 5.6
Second 20% 9.7
Third 20% 14.5
Fourth 20% 22.0
Highest 20% 48.2
Highest 10% 31.7

Survey year: 1990

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

the World Bank criteria and those of PRGF, which made
it eligible for “enhanced” HIPC aid. The Bolivian media
reported in February 2001 that Bolivia and 8 other coun-
tries of the 41 countries classified as poor with a high in-
debtedness reached all the required steps for the enhanced
program. Bolivia’s debt will be reduced by 45 percent.

Bolivia’s Ministry of Finance shows evidence of im-
provement with a decrease in the poverty rate from 85.5
percent in 1976 to 70.2 percent in 1992. The World Bank
reported for 1999 that Bolivia had a 67 percent overall
rate of poverty, which was 81 percent in the rural areas.
In 2000, USAID reported that 94 percent of Bolivians
who live in rural areas live below the poverty level, and
of these 88 percent are considered indigenous people.
Poverty remains a leading cause for the high infant (67
per 1,000) and maternal (3.9 per 1,000) mortality rates.
Poverty in the rural areas, with 65 percent involuntary
underemployment, is the single main cause for migration
to the urban areas.

Bolivia can appear to the visitor as a rather prosper-
ous country compared to many other poor countries,
mostly because it has enjoyed a stable economy and po-
litical system since the mid-1980s, a tolerable crime rate,

and an expanding middle class. In 1991, 20 percent of
the workforce received 54 percent of all income, and 50
percent received only 17 percent. To this must be added
that Bolivia still has low population density of 7.9 per-
sons per square kilometer (20 per square mile) of land
suited for agriculture.

Bolivia is favored with much foreign aid because of
its qualification for enhanced HIPC, its coca plant erad-
ication and crop substitution policies, and its economic
and political stability. In 1997, U.S. aid funding came to
US$163 million, Japan US$65 million, Netherlands
US$60 million, Germany US$47.5 million, and Sweden
US$20 million. Multilateral donations came to US$264.2
million. The IMF reported that in 1998 total foreign aid
was Bs598 billion. The Paris Consultative Group of 26
donor countries pledged a 44 percent increase in 1998 to
support Bolivia’s socio-economic reforms and invest-
ment programs. Therefore, Bolivia has, and will in the
future, depend heavily on foreign aid if it continues a pol-
icy that encompasses globalization (identified by those
opposed as neo-liberalism).

WORKING CONDITIONS

The Bolivian labor force is variously estimated at 2.5
million to 3.4 million. Reliable, exact data are not avail-
able, mainly because agricultural workers are uncounted.
In addition, increasing numbers of the workforce rely on
self-employment. Labor participation in 1997 from the
available workforce was 82.3 percent male and 59.8 per-
cent female, giving an overall 70.7 percent. Unemploy-
ment runs close to 40 percent. At the same time, hunger
and homelessness are hardly present. Extended family
ties and intra-family support are strong and traditional.
Out-migration of unskilled workers to neighboring coun-
tries, especially Argentina, is estimated at 30,000 per
year. There is a minimum wage (often not complied with)
of about US$45 per month as of March 2001.

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Bolivia 37 6 11 9 14 5 20
United States 13 9 9 4 6 8 51
Brazil 22 13 18 15 34 4 —6
Peru 26 7 17 13 5 7 25
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Labor unions in Bolivia are a significant political and
economic force. But the number of members, past and
present, is in dispute. There are 2 unions, the Confeder-
ation of Bolivian Workers (COB), which has a monop-
oly of the urban workers, and the Confederation of the
United Workers of Bolivian Peasants (CSUTCB), which
represents all rural workers. Both COB and CSUTCB
have their roots in the social and political struggle of the
1940s which culminated in the revolution of 1952. For
decades, both of these unions were an integral part of the
government and claimed co-responsibility for the 1952
revolution that introduced radical political, economic,
and social changes. However, in the 1980s, the unions
became less influential and their membership declined.
A reliable source estimated that COB membership in
1992 was between 150,000 and 200,000. COB and
CSUTCB are ideologically oriented—anti-free market
and strongly opposed to privatization and capitalization,
to the World Bank and IMF and their programs and loans
to Bolivia, and to foreign ownership or co-ownership of
means of production. COB still can mount frequent
strikes, stoppages, and demonstrations as leverage.

CSUTCB’s roots also go back to the 1940s with the
struggle for indigenous rights which included universal
voting rights, significant agrarian reform including the
breakup of the large private farms, and the abolition of
peonage (a system which forces debtors into the service
of their creditors), all of which were achieved in 1952.
In the 1980s, CSUTCB too lost government affiliation
and support which has never been regained. The exodus
of many rural highlanders to the eastern lowlands weak-
ened the group’s power base in the western highlands and
central valleys. In the late 1980s and the 1990s, the
CSUTCB regained strength because of the policies of the
government, pressured by the United States, to destroy
the illegal coca farms with crop substitution, which nearly
all of the growers (with mostly small farms and plots)
strongly opposed. One union leader was elected by the
coca growers to the Bolivian legislature. Like the COB,
the CSUTCB opposes privatization which is often with
foreign funding, presence, and pressures (identified as
neo-liberal policies of the government).

A power struggle between various leaders of the sup-
posedly united rural federation has lately been intense,
primarily because regional differences undermine a uni-
fied front. For example, the coca issue is predominant in
the central valleys, especially in the Chapare (Department
of Cochabamba), where the farmers of coca have gained
some modest economic affluence. Yet, the coca problem
is not too meaningful to the rural inhabitants of the moun-
tains and highlands (altiplano and cordillera) of western
Bolivia, where poverty is the main issue. This region has
also experienced a resurgence in ethnic pride and iden-
tity, including a nostalgic look back to the pre-colonial
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days of the great Inca Empire. There are current claims
that the great gains of the 1952 revolution were too lit-
tle or are being reversed by the “neo-liberal” policies of
the IMF, World Bank, the United States, and the EU.
These rural leaders, even more than the COB, have of-
ten been disruptive by organizing marches, blockades,
demonstrations, sit-ins, and hunger strikes, but so far they
have failed to change the government policies.

The COB and CSUTCB and their leaders use mod-
ern technologies such as cellular phones and web sites to
present their case to the Bolivian people and the inter-
national community. All indications are that they will ac-
tively participate in the 2002 general elections. As work-
ing conditions have improved slowly over the years the
unions have failed to gain more support. Average per-
sonal income in 2000 reached US$1,300 a year, up from
somewhat less than US$1,000 in the 1980s.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

PRE-15TH CENTURY. The country now known as Bo-
livia is inhabited by the Tihuanaco, Aymara, and Kolla
civilizations (rich in archaeological remains).

MID-15TH CENTURY. Most of modern Bolivia be-
comes part of the Inca Empire, mainly during the rule
of Inca Pachacuti (1438-71), who imposes the Inca
economic system and the Quechua language. Adminis-
tratively this southern region of the Inca Empire is
called Kollasuyo.

1538. The Spanish establish the city of Chuquisaca
(now called Sucre). This part of the Spanish Empire is
known as Charcas or Upper Peru.

1545. The rich silver deposits of the hill of Potosi are
located and the great age of silver begins. The royal
city of Potosi becomes one of the largest and richest in
the Spanish Empire.

1809. The War of Independence in Spanish America
starts in the city of Chuquisaca.

1825. The independence of Upper Peru/Charcas is de-
clared on August 6. The new nation is called Bolivia in
honor of Simon Bolivar.

1828-48. Attempts to unify Peru and Bolivia fail.

1847-64. The age of quinoa, a nutritious grain indige-
nous to high altitudes, provides a large income to the
Bolivian treasury.

1864-80. The discovery of rich deposits on the Boli-
vian Pacific coast (in the Atacama Desert) produces the
age of guano and saltpeter.
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1867. Bolivia is forced to sign an unfavorable treaty
with Brazil, ceding 300,000 square kilometers (115,830
square miles) that had provided easy access to the
Amazon and Plate river systems.

1879-80. In the War of the Pacific Bolivia, allied with
Peru, Bolivia defends its ownership of the guano and
saltpeter deposits. Chile captures the entire Bolivian
coast and converts Bolivia into a landlocked nation.

1889. Rubber extraction begins in the tropical north-
east of Bolivia, bringing Bolivia again into conflict
with Brazil.

1898. A short civil war is fought mainly over the issue
of moving the capital to the more dynamic and rapidly
growing city of La Paz. The opposition party that sup-
ported La Paz is victorious but the constitution is not
changed to make La Paz the constitutional capital.

1899. La Paz becomes the seat of the government al-
though the Supreme Court remains in Sucre.

1903. Bolivia is forced to cede the rubber-rich Acre
region to Brazil.

1932-35. The large-scale Chaco War with Paraguay
erupts over disputed ownership of the Chaco region of
southeast Bolivia, with its rich oil deposits. Paraguay
gains most of the Chaco but the greatest oil reserves
remain with Bolivia. By 1935, Bolivia has lost 49 per-
cent of its 1825 territory to its bordering neighbors
through war or forced treaties.

1942-45. During World War II, Bolivia becomes one
of the main suppliers of needed minerals, such as tin,
to the allied nations.

1952. The Movement of the National Revolution
(MNR) gains power by a revolution and undertakes
drastic reforms: universal suffrage, nationalization of
the tin mines, significant agrarian reform, abolition of
peonage, and creation of a new Bolivian military.

1969. The Andean Pact which includes Bolivia, Peru,
Ecuador, Colombia, and Venezuela is established.

1981. Bolivia starts its longest period of peaceful de-
mocratic elections and government.

1996. Bolivia becomes an associate member of the re-
gional Southern South American Economic Zone called
MERCOSUR.

1997. The Andean Pact becomes operative with a per-
manent Andean Community secretariat in Lima, Peru.

2001. President Hugo Banzer resigns for health rea-
sons. Vice President Jorge Quiroga becomes Bolivia’s
63rd president.
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FUTURE TRENDS

Since the mid-1980s, Bolivia has had political and
economic stability, with fiscal prudence beyond most
South American countries. Annual economic growth dur-
ing the 1990s averaged about 4 percent and is expected
to continue. Still, from 1999 to 2000 the economy slowed
for various reasons, including a decline in international
prices for some of Bolivia’s exports. International finan-
cial organizations also believe that exports will grow to
nearly US$1.5 billion in the next few years, which would
be a 20 percent increase. This prediction is based on ex-
pected greater exports of natural gas to Brazil and in-
creased cultivation of soybeans.

Bolivia is strongly committed to reducing the high
poverty level, which requires more funding for basic ed-
ucation, especially in the rural areas. The goal is to re-
duce poverty by 40 percent by 2015. Secondary and uni-
versity educations must be more attuned to modern
technologies. The unmeasured migration of skilled pro-
fessionals to industrial countries, such as the United
States, Canada, and EU members, needs to be reduced
by providing more opportunities and better salaries. For
the general election in 2002, few anticipate any mean-
ingful disturbances and most predict a smooth transition.
The energetic freedom of the media is expected to con-
tinue. Opposition from labor and certain business sec-
tions to the fiscal reforms necessary for HIPC debt relief
as well as other structural changes will continue. The rest-
lessness of the illegal coca leaf growers and their oppo-
sition to the destruction of their crop and to crop substi-
tution is not expected to end and will likely produce
limited, sporadic violence. The same can be said of the
indigenous groups, especially in the highlands, in their
demands for more cultural rights and awareness. The sig-
nificant radical changes of the 1952 revolution as well as
the more conservative economic reforms since the 1980s
all have borne fruit. Currently, Bolivia is far more peace-
ful and stable at the present than the 2 other Andean na-
tions, Peru and Ecuador, which also have a considerable
indigenous population.

DEPENDENCIES

Bolivia has no territories or colonies.
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CAPITAL: Brasilia.

MONETARY UNIT: Brazil’s currency, the real (R$),
was introduced on 1 July 1994. One real equals 100
centavos. There are coins of 1, 5, 10, 25, 50
centavos, and 1 real, and notes of 5, 10, 20, 50, and
100 reals.

CHIEF EXPORTS: Manufactures, iron ore, soybeans,
footwear, coffee.

CHIEF IMPORTS: Machinery and equipment,
chemical products, oil, electricity.

GROSS DOMESTIC PRODUCT: US$1.057 trillion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$46.9 billion
(f.0.b., 1999 est.). Imports: US$48.7 billion (f.0.b.,
1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Located in South America,
Brazil is the fifth largest country in the world, after Rus-
sia, Canada, China, and the United States. Brazil has an
area of 8,511,965 square kilometers (3,286,482 square
miles), extending 4,320 kilometers (2,684 miles) from
north to south and 4,328 kilometers (2,689 miles) from
east to west, and a total coastline of 7,491 kilometers
(4,655 miles). Brazil borders all the countries of South
America except Chile and Ecuador. Brazil’s capital city,
Brasilia, is located in the country’s midwest; its largest
cities, Sdo Paulo and Rio de Janeiro, are located in the
southeast.

POPULATION. The population of Brazil was approxi-
mately 172.86 million in July 2000, which was an in-
crease of 17.7 percent from the 1991 population of 146.83
million. In 2000 the birth rate was estimated at 18.84
births per 1,000, and the death rate at 9.37 deaths per
1,000. The population growth rate declined by an aver-
age of 1.9 percent annually between 1980-1990, to 0.94
percent in 2000, reflecting the effect of birth control pro-
grams developed by the Brazilian government during the
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1990s. It was forecasted that the population would reach
approximately 190 million by the year 2010.

Brazil is the most populous country in Latin America
and the fifth most populous country in the world. The high-
est concentration of Brazilians live in the Atlantic coastal
region. Of the total population, the states of Minas Gerais,
Rio de Janeiro, and Sao Paulo contain approximately 41
percent; the states of Rio Grande do Sul, Bahia, Pernam-
buco, and Ceard contain about 23 percent; and the re-
maining states hold about 36 percent. The population is
extremely urbanized with 78 percent of the population liv-
ing in cities. Approximately 29 percent of the population
is between 0—14 years old, 66 percent is between 15-64
years old, and only 5 percent is over 65 years old.

About 55 percent of the Brazilian population is com-
prised of whites, the descendants of Portuguese, German,
Italian, Spanish, and Polish immigrants; 38 percent are
mixed white and black; 6 percent are blacks of African
descent; and others comprise 1 percent. Immigration
was a major determinant of the population structure in
Brazil. During colonial times, Portuguese and Africans
immigrated to the northeastern region of Brazil. During
the period between 1821-1945, approximately 5.2 mil-
lion Europeans immigrated to Brazil, settling in the south-
ern agricultural regions. After World War I, the Japan-
ese community in Brazil grew to become the largest
expatriate Japanese group of the world, with more than
1 million immigrants.

OVERVIEW OF ECONOMY

Before World War II Brazil was the leading world
producer of many agricultural goods. Sugar, rubber, and
coffee were important exports. However, price variations
in the world market for these commodities left the Brazil-
ian economy vulnerable. After the war, the government

63



Brazil

BRAZIL
0 200 400 600 Miles
L L L J
—
0 200 400 600 Kilometers
§J
[ Pico da Neblma %/ ”h,‘,’hca,:,iana ATLAN TI C
\Negr, 2388 1/3014m. ") \ 7 llha Mexiana
— T ‘ ) A% tha ) o
\ﬁ; . \// '\ Marajs,/ ‘ . OCEAN
Japurd__ i > Y = 7 Belém "\
Mf\/ A z (o) N g Manaw\/ Jdgamarém \ / @S0 Luis.
T It N ~Amazo 7 / A Y Represa de v N
e /ﬁ/ v o / & \ Tucurui v \F\m-taleza
- / N~ 1@ . |
‘,\//’ J ’0/ S EL V;;A /{/ &&ef/ {\ R ﬁ?lmperatrlz \gTeresina .
AN Nk poet ) < \ e { N~
I B/ AS } NJ @0‘ { (®Jacare- P ~ / > Natal g
e s L Naiks / e )
)/ Q W p J \\j | W\ & y ‘,/ @/ Jodo Pessoa 3
) ~ ®pérto Velho (7 \_ Cichimbo. ’k §/ I H . /\\g Recnfeq
" \ | ) N A 2/ ) ’,\,;,;J g /
Vila Murtinho / 4 .%‘7/ g / § s’;ff;;ff{f,;‘fg? )()J .]uézelro h M;{Felo’/
5 5 ' « §l Ve 4
e § (O | & / Y-
Iberia ® E‘ ﬁ ‘\‘ ) L { Ibotirama /Araca]u
J )\ BRAZILIANS
) \ / ¢ S J“ /
PERU - M ato \QDO sso f/ / /§ ¢ Salvador
\ i y R ]
S .Cmaba / { J ;{‘ .g lhéus
< G O [ [~ Anapolisg ®Bra5|lla / j‘
~_ NS \ ) Porto
NG W, BOLIVIA Pla teaH Goiania ® \ / Seguro
~ J HIGHLA NﬁS‘ o e oo
| Taqud! —— iba p i
‘\\ Purto Suéarez _// (;Ejimbé\/ &o(\,‘guJ)\/ IL] / FPonta de Balela
(Grand, Uberla dla,’ oBelo Horlzonye
N Campo® L ‘Ribeirdo_ - Represa de Vitsria
7N ﬁ? '
ormde & T P8O [iumas 4 pagetas
W E o ampos
lL:ndrlna Baurc® \ Campmai e\olta RFdonda
4 5240 Paul&‘mo de Janeiro
$ Sorocaba o
~Santos
» .Curn./ ba
. v 7 v}frﬁ
Barracao “\‘ F Brazil
) . ) ) ) razi
PACIFIC / ’ NN “”Florianopolis £
) [ Erexim A\
( ofub
OCEAN | ARGENTINIA 04
A K Santana P 0 Alegre
| do lerament}aﬂ'
& p ATLANTIC
\\ elotas
L OCEAN
(
| _

succeeded in rapidly industrializing the economy in or-
der to diversify and decrease its dependency on imported
goods. Brazil became one of the only industrialized na-
tions of South America and an important exporter of man-
ufactured goods. Industry and agriculture are today the
country’s major economic sectors. However, the coun-
try’s growing prosperity was offset by the inflation
caused by budget deficits.

Brazil is unable to produce enough oil to meet do-
mestic demand, and needs to import most heavy indus-
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trial machinery and equipment. The government provides
incentives for domestic petroleum production, and gives
legal and fiscal incentives promoting foreign investment
in heavy industry. Multinationals dominate Brazilian in-
dustry, followed by government-owned companies. The
biggest government-owned company is Petréleo
Brasileiro, or Petrobras, an oil drilling and processing
company. Brazil has oil reserves located on the coast and
in the Amazon Basin. The geography and topography are
also extremely beneficial to agriculture. Most of the coun-
try has either a tropical or subtropical climate. Extensive
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water reserves provide for the growth of grains, which
are extensive enough to meet domestic consumption and
allow for substantial exports.

Government external debt more than doubled dur-
ing the 1980s and 1990s. Total outstanding and disbursed
debt grew from US$61.3 billion in 1979, to US$114.5
billion in 1989, and to US$221.8 billion in 1999. The in-
crease in government debt was due mainly to increased
interest paid to its lenders and the borrowing of new
money to implement economic and social plans in the
country. However, because the new loans were used in-
effectively, the debt service increased significantly. By
making bigger payments to offset the debt, the govern-
ment was left with few resources to carry on its own eco-
nomic and social development plans. Total debt service
(the interest paid on loans) increased from US$11.3 bil-
lion in 1979, to US$14.1 billion in 1989, and to US$73.7
billion in 1999.

The Brazilian government follows International
Monetary Fund (IMF) economic, fiscal, and social ob-
jectives in order to receive funds. Brazil started a struc-
tural adjustment program at the request of the IMF, re-
ceiving a US$41.5 billion financing package in
November 1998. The privatization policy adopted by
President Fernando Henrique Cardoso decreased gov-
ernment participation in industry, and brought in much-
needed foreign investment. In 1999, Brazil’s debt-to-
GDP ratio of 48 percent beat the IMF target. After the
currency was devaluated by more than 60 percent in
1999, Brazil negotiated with the IMF on adjustments to
the 1999-2001 economic program. Lowered economic
targets were agreed upon in January 1999, when the debt-
to-GDP ratio was set to fall below 46.5 percent by the
end of 2001.

POLITICS, GOVERNMENT,
AND TAXATION

The Brazilian Constitution, created in 1988, supports
a democratic government with universal suffrage by di-
rect and secret ballot. Voting is compulsory for literate
persons between 18 and 69 years of age and is optional
for persons who are illiterate, over 70 years of age, or 16
and 17 years of age. There are 3 branches of government:
the executive, legislative, and judicial. The president ex-
ercises executive power, and is elected by direct ballot to
a 4-year term. Legislative power is exercised by the bi-
cameral (2-chambered) National Congress comprised of:
the Federal Senate, or upper house, whose 81 members
are elected by a system of proportional representation
for 4 years; and the Chamber of Deputies, or lower house,
whose 513 members are elected for 8 years by direct bal-
lot, and whose districts are proportional to the size of the
population. Each state has a directly elected governor and
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an elected legislature. The municipalities are governed by
directly elected mayors and an elected legislature.

Judicial power is exercised by the Supreme Federal
Tribunal, whose judges are appointed for life and who
are elected by their own tribunal members. Brazil’s ju-
dicial system plays an important role in the Brazilian
economy. It is responsible for compliance to laws re-
garding the economy, which are determined by the con-
stitution. Any government decision affecting the rights
of the individual is contested and supported by an inde-
pendent judicial system. Therefore, radical changes in
legislature regarding the economy are almost impossible
if the judicial system disapproves.

Brazil went through decades of military dictatorship.
The military overthrew the left-wing regime of President
Jodo Goulart in 1964 and ruled Brazil until 1985. The
Brazilian military exerted complete control over the
economy, politics, and popular media. All mass commu-
nication, art, and popular opinion were censored by mil-
itary intelligence. Many leftist politicians were arrested
and exiled to other countries during these dark years.
However, in 1985, popular pressures and a recession led
to peaceful democratic elections and indirect elections for
the presidency. The legislative election of 1985 resulted
in the formation of the democratic regimes of the 1980s
and 1990s, and the military lost its power and influence
in the economy. Since then there have been military,
navy, and aviation ministries in the Brazilian govern-
ment, but their influence has not been felt in the most im-
portant economic and political decisions.

A coalition of the Party of Brazilian Social Democ-
racy (PSDB), the Liberal Front Party (PFL), and the Party
of the Brazilian Democratic Movement (PMDB) has held
power since Brazil became a democracy. This coalition
is opposed by the coalition of the Worker’s Party (PT)
and other smaller parties. The PSDB and the PT were the
strongest political forces during the 1990s, directly op-
posing each other in the national congress and through-
out the states.

The Democratic Workers’ Party (PDT), led by
Leonel Brizola, criticized the military dictatorship of the
1970s. The Brazilian Democratic Movement (MDB),
which later turned into the PMDB, also opposed the mil-
itary regime. The PFL represents the conservative front
of Brazil with alliances to the winner of the 1989 presi-
dential elections. The Communist Party of Brazil (PC)
represents extreme opposition to the government and has
alliances with the organizers of the Landless Movement.

Brazil had its first democratic presidential elections
in 1989 after decades of military dictatorship. Luis Ind-
cio da Silva, also known as Lula, represented a coali-
tion of worker union parties (including the PT), but lost
to Fernando Collor de Mello who represented a liberal,
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pro-business party. In the democratic elections of 1994
(the second since 1960), Lula fell again to Fernando
Henrique Cardoso. Cardoso developed a strong eco-
nomic policy, cutting inflation, and decreasing govern-
ment spending in order to meet IMF targets and receive
loans. The Brazilian real was then tied to the U.S. dol-
lar and forced to maintain a constant exchange rate. In-
flation stabilized, but the cuts in government expendi-
ture generated a recession in the country. In 1997
Brazil’s congress approved a constitutional amendment
enabling Fernando Henrique Cardoso to run for reelec-
tion in 1998. He was reelected for a second term, beat-
ing Lula again and continuing his economic policies.

Brazil’s government plays a large role in the econ-
omy, controlling many sectors of the economy that are
considered strategic, including power generation, oil ex-
traction, mining of natural resources, water supply, and
telecommunications. Fernando Henrique Cardoso began
to adopt policies to end these monopolies. The policies
include privatization of state-run companies, and dereg-
ulation of the energy and mining sectors.

Nearly 61 percent of government revenue comes
from tax payments. Personal income tax rates are pro-
gressive, with a maximum rate of 25 percent. The in-
come tax rate on corporations and other legal entities are
also progressive, with a maximum of 30 percent. Prof-
its are taxed at up to 50.5 percent and capital gains at
25 percent. A value-added tax that ranges from 10 per-
cent to 15 percent is payable on sales and transfers of
goods in accordance with the nature of the production.
Apart from personal income taxes, government taxes are
applied on corporation income, turnover, sales, finan-
cial operations, minerals, fuels, electric power, real es-
tate, municipal service, and urban real estate. Tax eva-
sion is rampant in Brazil, but this crime came under
attack during 2000. The Central Bank of Brazil and the
Ministério da Receita (Ministry of Income) compared
their records in order to determine which Brazilians had
not filed income taxes.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Roads are the primary method of transportation in
Brazil of both passengers and freight. With an estimated
21.31 million passenger cars and 5.5 million commercial
vehicles in 1998, the highway system is inadequate and
poorly maintained. There are approximately 1.98 million
kilometers (1.23 million miles) of highways in Brazil, but
only 184,140 kilometers (114,425 miles) of these roads
were paved in 1996. A study by the World Bank shows
that in the early 1990s 28 percent of the country’s high-
ways were in poor condition. Furthermore, the lack of
proper maintenance increased transportation costs in
Brazil by nearly 15 percent over the same period. The
government implemented road construction plans in or-
der to integrate the industrialized south with the less de-
veloped northeastern and northern areas. This integration
enabled agricultural producers to move goods to ports lo-
cated in the coastal areas for exportation. The railway
system in Brazil is very limited. There are only 27,882
kilometers (17,326 miles) of tracks in Brazil (excluding
urban commuter lines) and this number is in decline as
track falls out of service.

In contrast, Brazil’s air transportation is well devel-
oped with 48 main airports, 21 of which are international.
In 1998 about 31 million passengers used Brazilian air-
lines, traveling a total of 27.39 million kilometers (17.02
million miles). The total weight of airline freight was
equal to 602.74 million metric tons and Brazilian airlines
carried freight over 2.2 billion kilometers (1.36 billion
miles). Guarulhos International Airport at Sao Paulo and
Galedo International Airport at Rio de Janeiro are the
most important and active international airports of Brazil.

Hydroelectric plants generate most of Brazil’s elec-
trical power, responsible for 91 percent of the total pro-
duction. Secondary sources include fossil fuels and nu-
clear energy. Only state companies are allowed to supply
electrical power to the population, producing a total of
316.927 billion kilowatt-hours (kWh) of electricity in

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets? subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts” Internet Users®
1996 1997 1998 1998 1998 1998 1999 1999
Brazil 40 444 316 16.3 31 301 18.45 3,500
United States 215 2,146 847 2443 78.4 458.6 1,508.77 74,100
Argentina 123 681 289 163.1 2.0 443 27.85 900
Colombia 46 581 217 16.7 48 27.9 7.51 664

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.
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1998. Domestic production falls 20 billion kWh short of
domestic need, causing Brazil to import electricity from
neighboring countries such as Paraguay. Power supply is
reliable most of the time, and shortages and blackouts are
infrequent in urban areas.

Telecommunications services are well developed.
Privatized in 1999, telephone service is provided by a
number of privately held foreign capital companies. The
country has approximately 19 million main lines in use
(1997 est.) and 8 million mobile cellular phones in use
(1998 est.). There are 138 television broadcast stations
(1997) that are sent to 316 television sets per 1,000 peo-
ple (1998). Computer access is still limited, evidenced by
the number of personal computers (30.1) and Internet
hosts (1.84) per 1,000 people recorded in 1998.

ECONOMIC SECTORS

Brazil’s major economic sectors are all well devel-
oped. The agricultural sector of Brazil represented a
larger percentage of the gross domestic product than
industry until 1945. At that time, the government sup-
ported industrialization and direct investment in indus-
try, with subsidies and trade protection for Brazilian in-
dustrial products. Industry was almost 3 times more
valuable than agriculture as a percentage of gross do-
mestic product by 1999. In the agriculture sector, Brazil
is one of the world’s largest producers of soybeans and
coffee. International competitors watch Brazil’s weather
to determine the success of the soybean and coffee sea-
son, setting international prices based on Brazil’s har-
vest. The agriculture sector represented 8.4 percent of
the gross domestic product in 1999 and employed 31
percent of the workforce.

Brazil
GDP-COMPOSITION BY SECTOR-1997

Agriculture 14%

Services 50%

Industry 36%

SOURCE: CIA World Factbook 2000 [Online].
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The government uses import taxes to protect many
Brazilian industries against international competition.
These industries include textiles, shoes, chemicals, ce-
ment, lumber, iron ore, tin, steel, aircraft, motor vehi-
cles and parts, and other machinery and equipment. The
footwear industry is the most important finished good
exported from Brazil. Government-owned Petrobras and
Brazilian Aeronautics Enterprise are important compa-
nies headquartered in Brazil that produce oil and aircraft,
respectively. The industrial sector represented 31.7 per-
cent of the gross domestic product in 1999. Twenty-
seven percent of the employed workforce was in the in-
dustrial sector.

The third most important developed sector of the
Brazilian economy is the services sector. It represented
59.9 percent of the gross domestic product in 1999.
Tourism has increased rapidly with an estimated 4.82
million foreign tourist arrivals and receipts of US$3.68
billion from foreign tourists in 1998. This represented
an increase from 2.67 million foreign tourist arrivals
and receipts of US$2.47 billion in 1996. Forty-two per-
cent of the employed working force was in the service
sector.

AGRICULTURE

Brazil has been the world’s second largest exporter
of agricultural goods since 1977. With the exception of
imported wheat, Brazil is self-sufficient in food. In 1993,
48.9 million hectares (121 million acres) of land was
available for agriculture in Brazil, the fifth largest agri-
cultural area in the world. In 1999 agriculture accounted
for 8.4 percent of the total GDP, a decrease from 11 per-
cent in 1979. Average annual growth of agriculture as a
percentage of the total gross domestic product was 3.4
percent in the 1979-1989 period, and 2.9 percent in the
1989-1999 period. Annual growth of agriculture as a per-
centage of gross domestic product leapt to 9.5 percent in
1999, due to the expansion of the export sector. This ex-
pansion occurred because the Brazilian government de-
valued its currency by nearly 60 percent in 1999, mak-
ing Brazilian agricultural exports extremely cheap. Brazil
is the largest producer of coffee, oranges, and sugar in
the world; and is a primary exporter of coffee, cocoa,
soybeans, orange juice, and sugar. The country imports
rice, wheat, and barley.

Livestock, dairy, and poultry production play an im-
portant role in Brazilian agriculture. Since the 1940s, cat-
tle have become one of the country’s major sources of
income. The area devoted to open pasture in 1994 was
equal to 185.5 million hectares (458.38 million acres).
This area occupied more than one-fifth of the total coun-
try. The government provided incentives to stimulate pro-
duction, food conservation, and a more effective distrib-
ution of meat and dairy products.
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COFFEE. Brazil’s coffee production increased from 1 mil-
lion metric tons in 1995-96 to 2.14 million metric tons by
1998-99, more than doubling in 4 years. However, pro-
duction decreased slightly to 1.85 million metric tons in
1999-2000. The decline in production for 1999-2000 was
linked to an agreement of the Association of Coffee Pro-
ducing Countries (ACPC). ACPC developed a program to
reduce the world supply of coffee in order to increase its
price. The volume of coffee held back by each country is
set at 20 percent of exports. However, Brazil still remains
the largest producer and exporter of coffee in the world.

SOYBEANS. Soybean production in Brazil increased con-
siderably for the 1999-2000 harvest. The average pro-
duction of soybeans for 1994-99 was 28.23 million met-
ric tons and for 1999-2000 alone was 32.5 million metric
tons. The increase in soybean production for the
1999-2000 harvest was equivalent to 15 percent over the
1994-99 average. This increase was due to favorable
weather in the southeast area of Brazil, where most of
the farms are located. Another positive effect was that
the world market increased imports from Brazil after the
currency devaluation. The increase in soybean exports
was equal to 24 percent, from 8.93 million metric tons
for 1998-99 to 11.16 million metric tons for 1999-2000.
Brazil is the second largest soybean producer and ex-
porter (after the United States) in the world. The total
area used for soybean production is equal to 13.4 million
hectares (33.16 million acres).

ORANGES. Brazil is the largest producer and exporter of
oranges and orange juice in the world. Brazil’s total pro-
duction was equal to 1.1 million metric tons in
1999-2000, or 47 percent of the world total. Orange juice
consumption in Brazil is very small, only 18,000 metric
tons for 1999-2000. The remainder is exported, at 1.16
million metric tons for 1999-2000 (including tangerine
juice). Brazil’s orange production and export volume de-
clined from 1998-99 levels by 19 and 11 percent, re-
spectively, in 1999-2000.

SUGAR. Since the time of Portuguese colonization, Brazil
has been the largest producer and exporter of sugar in the
world. Sugarcane production is concentrated in the north-
eastern area. Brazilian companies process sugarcane into
sugar and alcohol. Sugar is mostly exported to the rest
of the world while alcohol is mostly used as fuel for pas-
senger vehicles. Passenger vehicles in Brazil are powered
by either a combination of oil and alcohol, or solely al-
cohol. The Brazilian government developed research and
financial incentives for utilization of alcohol in passen-
ger vehicles after the world oil crisis in 1973-74. Brazil’s
sugar production in 1999-2000 was equal to 20.1 mil-
lion metric tons. Sugar exports for 1999-2000 were equal
to 11.3 million metric tons.

TOBACCO. Tobacco is another major agricultural prod-
uct. Brazil is the third largest producer (after China and
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India) and largest exporter of tobacco in the world. Dur-
ing the 2000 calendar year, 493,100 metric tons were pro-
duced and 350,000 metric tons of tobacco were exported
from Brazil. Tobacco production in Brazil increased from
365,000 metric tons in 1996 to 493,100 in 2000, an in-
crease of 35 percent. Tobacco exports in Brazil increased
from 282,500 metric tons in 1996 to 350,000 in 2000, an
increase of 24 percent.

COCOA. Cocoa production in Brazil has suffered the ef-
fects of mixed weather patterns and infection by the
witches-broom fungus since 1989. Despite these prob-
lems, Brazil is the third largest cocoa producer and ex-
porter in the world (after Céte D’Ivoire and Ghana). Co-
coa production for 2000 was the lowest in 30 years,
decreasing by 21 percent, from 159,119 metric tons in
1999 to 125,290 metric tons in 2000. Exports, however,
increased by 3 percent, from 93,295 metric tons in 1999
to 96,100 metric tons in 2000. Brazil’s chocolate con-
sumption rose 89 percent from 1988—89 to 1995-96, from
62,700 metric tons to 118,500 metric tons. Cocoa imports
in 2000 increased by 67 percent, setting an all-time high,
from 50,350 metric tons in 1999 to 84,100 metric tons in
2000. The government tried to develop new cocoa strains
resistant to the fungus, and to use pest management sys-
tems, but without success.

CORN. Brazil is the third largest producer of corn in the
world (after China and the European Union). Corn pro-
duction for 1999-2000 yielded 31.6 million metric tons,
a decrease of 2 percent from the 1998-99 production of
32.35 million metric tons. Consumption after 1996-97
was higher than production, generating a need for im-
ports. Corn imports were small, amounting to only 1.79
million metric tons in 1999-2000. It is expected corn pro-
duction will surpass consumption in the future due to gov-
ernment production incentives.

BEEF. Brazil is the world’s second largest producer (af-
ter the United States) and third largest exporter of beef
(after Australia and the United States). Beef production
for 2000 was 6.3 million metric tons, an increase of 4
percent from the 1999 production of 6.05 million metric
tons. Beef exports for 2000 were equal to 650,000 met-
ric tons, an increase of 18 percent from the 1999 export
of 550,000 metric tons. In 2000 the mad cow disease in
Europe helped boost beef exports from Brazil. In 1999
the European Union was the market for nearly 70 per-
cent of Brazilian beef exports. However, Brazilian ex-
porters expanded to other existing markets (such as the
United States) and to new markets (mainly in Asia). Even
though exports to the United States rose 50 percent in
1999 to 50,376 metric tons, the United States joined
Canada (its NAFTA partner) in temporarily banning all
imports of beef in 2001.

DAIRY. Brazil’s dairy production is the sixth largest in
the world (after the United States, India, Russia, Ger-
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many, and France), but all of its production is consumed
domestically. Total production of fresh cow’s milk was
equal to 22.8 million metric tons in 2000.

POULTRY. Brazil’s poultry production ranks third in the
world (after the United States and China). Broiler meat
exports from Brazil also rank third in the world (after the
United States and Hong Kong). Broiler production has
increased significantly throughout the last 5 years. Broiler
meat production increased from 4.05 million metric tons
in 1995 to 5.45 million metric tons in 2000, an increase
of 35 percent. Broiler meat exports went from 424,000
metric tons in 1995 to 850,000 metric tons in 2000, an
increase of 100 percent in only 5 years. Most of the in-
crease in exports happened in the years of 1999 and 2000,
when the devalued real boosted broiler meat exports. In
2000 the mad cow disease in Europe helped to increase
broiler meat exports. Poultry exports increased 26 per-
cent in 1999, and 20 percent in 2000. The European
Union increased its imports of Brazilian poultry by 50
percent in 2000.

OTHER. Brazil’s pork production was equal to 1.95 mil-
lion metric tons in 2000, mostly for domestic consump-
tion. Fishing is limited, and lamb and sheep are not raised
in Brazil due to the tropical weather.

INDUSTRY

Peak industrial growth was achieved in 1973, when
the manufacturing sector grew by 15.8 percent. In 1999
the industrial sector accounted for 31.7 percent of the to-
tal gross domestic product, decreasing from 40.6 percent
in 1979. The average annual industrial growth rate was
2.3 percent during 1979-1989, and 2.1 percent during
1989-1999. Industrial growth decreased 1.3 and 1.7 per-
cent in 1998 and 1999, respectively; however, industry
grew by 6.5 percent by the end of 2000. The industries
that developed most in the year 2000 were the automo-
bile (18.9 percent), parts and machinery (18 percent),
mining (11.9 percent), electrical and communications
(11.9 percent), and metal processing (7.6 percent) indus-
tries. Industry in Brazil employed 27 percent of the work-
force. Industrial products included iron and steel, auto-
mobiles, petroleum, chemicals, and cement.

MANUFACTURING. The manufacturing sector con-
tributed 22.7 percent of the gross domestic product in
1999, engaging 11.8 percent of the workforce in 1998.
The manufacturing sector decreased as a percentage of
gross domestic product from 31 percent in 1979 to 29.5
percent in 1989, and 22.7 percent in 1998 and 1999. This
was caused in part by a lack of foreign investment and
inflationary problems during the 1980s and 1990s. The
instability generated by inflation and uncertain govern-
ment policies caused tremendous fluctuations in manu-
facturing growth rates. Major products in the manufac-
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turing sector are televisions, VCRs, telephones, and com-
puter chips. There are a few national companies that are
domestically oriented, such as Consul and Brastemp.
There are also companies that are primarily export ori-
ented, such as Nokia, Intel, and Compagq.

State participation in manufacturing occurs in the
production of textiles and clothing, footwear, food, and
beverages. These industries comprise a large proportion
of the manufacturing sector, but there are also new in-
dustries that have been developed in the last few decades
with government aid. Machinery and transport equip-
ment, construction materials, sugar cane and wood de-
rivatives, and chemicals are important manufacturing in-
dustries. Direct government participation is noticed in the
oil processing industry and passenger jet aircraft indus-
try through partial ownership of such companies. Indi-
rect government participation is noticed in the textile in-
dustry and machinery industry through export subsidies
and low interest loans.

TRANSPORT VEHICLES. Automobiles are the most im-
portant manufactured items in Brazil. Brazil’s passenger
automotive production was approximately 1.25 million
passenger car units, 350,000 commercial vehicles, and
17,000 tractors in 1998. Machinery and transport equip-
ment were the biggest exports from Brazil, accounting
for US$12.6 billion in 1998, or 25 percent of total ex-
ports. Brazil has manufacturing plants for General Mo-
tors, Volkswagen, Ford, Fiat, Honda, and Toyota. Work-
ers are highly unionized, receiving the highest salaries
among the manufacturing industries. In 1998, 292,290
people were employed in the industry.

STEEL. Crude steel production in 1998 was 25.76 million
metric tons. Vast reserves of ore and high domestic de-
mand for steel products have helped the industry. Brazil
exported US$3.67 million in steel and ore in 1998.

TEXTILES. The national textile industry is responsible for
3 percent of world production. Total sales average
US$19 billion per year; exports were US$2.9 billion in
1998. Brazil has the largest textile operating facilities in
Latin America. The textile industry is also labor inten-
sive, employing 1.43 million people in 1998. Fibers and
leather are used to produce clothing, shoes, and luggage.
Brazilian shoes are exported mainly to Europe, where
they are famous for their quality. The Brazilian textile
industry was comprised of 44,478 mostly small produc-
ers in 1998.

PAPER. The Brazilian paper and pulp industry was re-
sponsible for the production of 273,000 metric tons of
newsprint in 1998. The industry consisted of approxi-
mately 200 companies, employing approximately 80,000
people directly in their processing operations and 60,000
people in forestry operations. Pulp and waste paper ex-
ports were US$1 billion for 1998.
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MINING. The mining sector was protected by the 1988
constitution against foreign majority participation of di-
rect mining companies. This was a setback for the de-
velopment of the mining sector because domestic in-
vestors lacked the capital for extensive mineral
exploration. Private Brazilian investors and Brazilian cor-
porations own the majority of the mineral industry. The
participation of foreign capital is very limited due to
Brazilian mining laws. However, in 1995 the Congress
approved an amendment to the constitution allowing pri-
vate companies (including foreigners) to participate in the
mining industry through joint ventures, deregulating in-
vestments, and the privatization of state-owned mining
plants. Shortly afterwards, the state-owned Companhia
Vale do Rio Doce was privatized.

In 1999 mining contributed 0.6 percent of the gross
domestic product of Brazil. The country is the world’s
largest producer of bauxite, gemstones, columbium, gold,
iron ore, kaolin, manganese, tantalum, and tin. Major ex-
ports are iron ore, tin, and aluminum. The states of Mi-
nas Gerais, Bahia, and Goids, located in the midwest of
Brazil, have deposits of diamonds and other precious and
semiprecious stones. In 1991 production of diamonds ac-
counted for 1,500 carats, sixth in the world. Reserves of
petroleum in Brazil were estimated in 1997 to be at 657
million metric tons.

Brazil’s iron ore reserves are estimated at 20 billion
metric tons. Mining operations started in 1942, extract-
ing iron ore from the state of Minas Gerais, located on
the country’s Midwest. With the help of foreign invest-
ments, iron ore production increased to 59.4 million met-
ric tons in 1974, and by 1985 output was 186 million
metric tons. In 1981 Brazil became the world’s leading
exporter of iron ore, exporting 131 million metric tons in
1985, mostly to Japan and Germany.

SERVICES

The services sector accounted for 59.9 percent of the
gross domestic product in 1999. Government participa-
tion in this sector was extremely high, with interests in
land, air, and water transportation; postal, telecommuni-
cations, and financial services; and research and devel-
opment. Approximately 42 percent of the workforce was
employed in the services sector. The service sector’s con-
tribution to gross domestic product was 48.3 percent in
1979, 48.8 percent in 1989, and 59.9 percent in 1999.
Average annual growth was 1.9 percent for the 1979-89
period and 2.7 percent for 1989-99.

TOURISM. The number of tourists that visit Brazil in-
creased considerably during the 1990s. In 1994, 1.8 mil-
lion foreign tourists visited Brazil, generating receipts of
US$1.9 billion. In 1999, 5.1 million foreign tourists ar-
rived, spending over US$4 billion. Argentina ranked first
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with 1.5 million visitors in 1999, American tourists
ranked second with 0.6 million visitors, and Germans
ranked third with 0.3 million visitors. The average an-
nual income of visitors in 1999 was US$37,000 and they
spent an average of US$79 per day, excluding expenses
of international airfare. Brazil has over 10,000 hotels and
other forms of accommodation. Approximately 63 per-
cent of the existing hotel rooms were occupied in 1998.
Hotels generate over 1 million jobs and pay over US$400
million in taxes.

Tourists are attracted to Rio de Janeiro for its no-
table sights: the Pao de Agucar (Sugar Loaf Mountain),
with its cable car; the Corcovado, with its statue of Je-
sus Christ the Redeemer; and Copacabana Beach, with
its beautiful people and mosaic sidewalks. The historic
city of Ouro Preto in Minas Gerais, and the churches of
Bahia also attract many tourists. Ecotourism is devel-
oped in the Amazon Valley cities such as Belém and
Manaus, the Iguagu Falls in the south, and in the flooded
areas of the Pantanal located in the western central re-
gion. Brazil is most famous for its Carnival, that usually
takes place in February. Rio de Janeiro’s Desfile das Es-
colas de Samba (Samba Schools Parade) attracts millions
of tourists every year.

Foreign and government investments in tourism are
important to the economy. The Inter-American Develop-
ment Bank (IDB) and the Brazilian government invested
1.2 billion in the northeast region, starting in 1994. In-
vestments in that region were responsible for renovating
airports, improving public sanitation, preserving natural
ecosystems, and restoring cultural practices. These in-
vestments rapidly boosted the tourist economy in the
northeast, and foreign investment helped with the con-
struction of multimillion dollar resorts in the coastal ar-
eas of the northeast. Such investments helped attract an
increasing number of tourists to the northeast region.
Other investments funded by the IDB and Brazilian gov-
ernment are planned for the Amazon and Pantanal re-
gions, and in the south of Brazil.

FINANCIAL SERVICES. The government owns most of
the financial sector, the largest component of the services
industry. The 3 largest banks of Brazil—the Bank of
Brazil, Federal Economic Register, and National Bank
of Economic and Social Development (BNDES)—
accounted for US$181.5 billion in total assets in 2000.
The assets of the 3 major banks represented approxi-
mately 23 percent of the gross domestic product in 1999.
The government holds the majority of the stocks of 3 na-
tional banks and a variety of state banks, with the ex-
ception of the privatized State Bank of Sao Paulo
(BANESPA), the seventh largest bank in Brazil, and the
State Bank of Rio de Janeiro (BANERIJ).

The Bank of Brazil is the largest bank in Brazil and
the largest financial institution in Latin America. It has
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12.9 million customers and agencies in 30 different
countries, employing 90,378 people. The total assets of
the Bank of Brazil were worth roughly US$71 billion
in 2000. The second largest bank, the Federal Economic
Register, had assets worth approximately US$63 billion,
employing 102,614 people in 2000. BNDES’s assets
were worth approximately US$48 billion, employing
1,246 people.

The Brazilian Discount Bank (BRADESCO) and
Itai have the largest assets in the private sector.
BRADESCO has 3.6 million customers and more than
26 million checking accounts. Total assets for 2000 ac-
counted for US$40 billion and US$27 billion for
BRADESCO and Itau, respectively.

The total assets of the 50 largest banks in Brazil were
worth US$436 billion in 2000. This represented more
than 50 percent of the total gross domestic product of that
year. This part of the financial services sector employed
492,230 people in 2000.

RETAIL. This sector is responsible for the highest num-
ber of employed people in all sectors of the services in-
dustry. The number of companies that employ 500 or
more workers is low; there were 75 companies which
hired 500 or more workers in 1997 in the retail section,
and 31 companies with 500 or more workers in the whole-
sale section. The bulk of employed people in this sector
come from companies that employ less than 500 em-
ployees. Combined retail and wholesale sectors were
made up of 708,635 retail and wholesale outlets. Total
sales in the sector amounted to approximately US$300
billion in 1998. There are few retail chains in the econ-
omy. Most of them are located in the capitals of each
state but are not part of the retail context in the less de-
veloped economies in rural areas. Food, grocery, and
other retail chains are located in the coastal areas whereas
small family-owned businesses compose the retail sector
in smaller cities. The smaller retail businesses are re-
sponsible for employing a large number of people.

INTERNATIONAL TRADE

Brazil’s overall trade flow (the sum of imports and
exports) increased from US$63.8 billion in 1993 to
US$97.2 billion in 1999, a 52 percent rise. Most of the
increase in trade flow is due to the 94 percent increase
in imports, from US$25.3 billion to US$49.2 billion. Ex-
ports increased by 24 percent during the same period,
from US$38.6 billion to US$48 billion.

From 1981 until 1994, Brazil exported more than it
imported. Beginning in 1995, however, Brazil began to
run a trade deficit, due to the stabilization policies
adopted by President Fernando Henrique Cardoso. Since
then, the imbalance has grown considerably. Brazil’s
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Trade (expressed in billions of US$): Brazil

Exports Imports
1975 8.670 13.592
1980 20.132 24.961
1985 25.639 14.332
1990 31.414 22.524
1995 46.506 53.783
1998 51.120 N/A

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

trade deficit increased to record numbers in 1997, to
US$6.8 billion. This continued in 1998 at US$6.6 billion,
but in 1999, the trade deficit decreased to US$1.2 billion.
Forecasts for the year 2000 are that exports will exceed
imports. The decrease in the deficit can be attributed to
the devaluation of the real in 1999.

The primary trading partners of Brazil are the United
States and Argentina. The United States is the major im-
porting country of Brazilian goods. Exports to the United
States reached US$9.7 billion, representing 19 percent of
all exports (this percentage has been the same since
1996). Major exports were manufactured goods, iron ore,
soybeans, footwear, and coffee. Argentina was Brazil’s
second largest exporting destination with US$6.7 billion,
or 13 percent; followed by Germany with US$3 billion,
or 6 percent; the Netherlands with US$2.7 billion, or 5
percent; and Japan with US$2.2 billion, or 4 percent.

Major imports come from the United States. In 1998
Brazil imported goods valued at US$13.5 billion, repre-
senting 23 percent of all imports. Major imports were ma-
chinery and equipment, chemical products, oil, and elec-
tricity. The second largest imports come from Argentina
with US$8 billion, or 14 percent of the total imports to
Brazil; followed by Germany with US$5.2 billion, or 9
percent; Japan with US$3.3 billion, or 6 percent; and Italy
with US$3.2 billion, or 6 percent.

Brazil is a member of the General Agreement on
Tariffs and Trade (GATT) and the Law of the Sea
treaties. Brazil is also member of MERCOSUR, a South
American free trade agreement that includes Argentina,
Paraguay, and Uruguay. Bolivia, Chile, and Venezuela
were being considered for membership to the MERCO-
SUR free trade area.

MONEY

From the 1970s onwards, government spending and
service of the public debt were the reasons for high
inflation, and the subsequent rise in prices. Inflation was
Brazil’s greatest monetary problem until President
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Exchange rates: Brazil

reals (R$) per US$1

Jan 2001 1.954
2000 1.830
1999 1.815
1998 1.161
1997 1.078
1996 1.005

Note: From October 1994 through January 14, 1999, the official rate was
determined by a managed float; since January 15, 1999, the official rate
floats independently with respect to the US dollar.

SOURCE: CIA World Factbook 2001 [ONLINE].

Fernando Henrique Cardoso in the mid-1990s adopted
measures to slow down government spending and rene-
gotiate public debt in order to contend with inflationary
pressures. Brazil’s currency was constantly devalued
against the U.S. dollar. Currency devaluations generated
incentives for the export market, decreasing the trade im-
balance caused by debt payments and excess imports of
manufactured goods. Devaluation helped the export mar-
ket, which expanded its production when exports were
given a price advantage provided by cheaper products in
the world markets, but also represented a burden for do-
mestic consumers who faced higher prices on imported
goods. In the period from 1995 to 2000, the real deval-
ued by approximately 100 percent. In 1995, 1 U.S. dol-
lar was equal to 0.9176 reals. In 2000, 1 U.S. dollar was
equal to 1.8302 reals. The devaluation was largely felt
in early 1999, when the central bank of Brazil adopted
a floating exchange rate system. The real then fell by
56 percent from 1998 to 1999.

In the past, Brazil had as many as 9 regional stock
exchanges. However, with consolidations of the stock
markets in the early 1990s and the advent of electronic
trading, all securities transactions in Brazil are carried
out in S@o Paulo, at the Sdo Paulo Stock Exchange
(BOVESPA). There are approximately 1,100 companies
listed on the Sdo Paulo exchange. The total market val-
uation of all listed companies on the Sao Paulo Exchange
was US$228.6 billion in February 2001. Daily transac-
tions are published in the leading newspapers and are
available on the Internet. BOVESPA is part of the lead-
ing technology exchanges, offering electronic and after-
hours trading options. The Rio de Janeiro Stock Exchange
is the oldest financial institution in the country, founded
in 1845. The Rio de Janeiro exchange is responsible for
all the transactions in government bonds. Futures trans-
actions are carried out at the Mercantile Futures Ex-
change (BM&F). Located in Sao Paulo, the BM&F has
been operating since 1986 and is used mainly by coffee,
beef, and cattle producers and buyers.

72

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Brazil 3,464 4,253 4,039 4,078 4,509
United States 19,364 21,529 23,200 25,363 29,683
Argentina 7,317 7,793 6,354 5,782 8,475
Colombia 1,612 1,868 1,875 2,119 2,392
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

POVERTY AND WEALTH

Brazil has a few wealthy people and a large number
of very poor people. The gap between the highest and the
lowest social levels is high, even if it decreased during
the late 1990s. Stabilization of the economy, through
lower inflation levels, has given more purchasing power
to the poor. Social indicators show that since 1994, when
Fernando Henrique Cardoso became president, the per-
centage of people living below the poverty line decreased
from 19 percent of the total population in 1993 to 14.51
percent in 1999, the lowest level in decades.

The income received by the top 10 percent of the
Brazilian people represented 47.75 percent of the total
income received in 1999. Meanwhile, the income re-
ceived by the bottom 50 percent of the Brazilian people
represented only 12.55 percent of the total income re-
ceived in 1999. The top 1 percent of Brazilian people re-
ceived 13.31 percent of the total income in 1999, more
than the income for the bottom 50 percent combined.

Health services are free for all Brazilians, but the ser-
vice is questionable. Medical doctors are well educated, but
the demand in urban areas is much higher than what is
available. Health and sanitary conditions vary from region
to region. The south and southeast have better health ser-
vices and sanitary conditions than the north and northeast.

Distribution of Income or Consumption by Percentage
Share: Brazil

Lowest 10% 0.9
Lowest 20% 25
Second 20% 55
Third 20% 10.0
Fourth 20% 18.3
Highest 20% 63.8
Highest 10% 47.6

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
bIncludes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Brazil 22 13 18 15 34 4 -6
United States 13 9 9 4 6 8 51
Argentina 30 9 17 15 15 5 9
Colombia N/A N/A N/A N/A N/A N/A N/A

Despite a government program against illiteracy, de-
veloped in 1971, 15 percent of the population aged 15
and higher were still illiterate in 1999. This number is
higher than the percentage in Latin America and the
Caribbean Islands as a whole. The percentage of illiter-
acy among the upper-middle class is 10 percent. Educa-
tion is free at the school and university levels. Secondary
school is the responsibility of the municipalities, and uni-
versities are the responsibility of the federal and state
governments.

The biggest social challenge facing the Brazilian
government and society is the lack of education, hous-
ing, health care, and nutrition for the homeless children
of Brazil. Thousands of children live in the streets, aban-
doned by their parents who cannot afford to raise them.
Confronting starvation and living in deplorable condi-
tions, these children abuse drugs, commit crimes, and re-
sort to prostitution in order to survive. The government
has developed programs through the Ministry of Social
Assistance to combat the poverty and starvation of home-
less children.

WORKING CONDITIONS

Brazil employed approximately 24.49 million peo-
ple in 1998: 66 percent between 18 and 39 years of age,
31 percent between 40 and 64 years of age, 2 percent un-
der 17 years of age, and 1 percent 65 years of age or
older. The rate of unemployment for 2000 was 7.1 per-
cent, a decline from the 1999 rate of 7.6 percent. This
rate was calculated by the Instituto Brasileiro de Ge-
ografia e Estatistica, (IBGE, Brazilian Institute of Geog-
raphy and Statistics) in the 6 largest metropolitan areas
of the country (Recife, Salvador, Belo Horizonte, Rio de
Janeiro, Sdo Paulo, and Porto Alegre). Unemployment
rates for the 1998-2000 period were the highest in the
decade, and at least as high as in 1984, the last year that
the military held power.

Unions represent all major segments of industry. The
National Confederation of Industrial Workers, the Na-
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tional Confederation of Commercial Workers, the Na-
tional Confederation of Bank Workers, and the National
Confederation of Ground Transport Workers are exam-
ples of the major labor unions in Brazil. Unions are le-
gal, and financed by compulsory payments deducted from
workers’ paychecks and by membership dues. Approxi-
mately 7 million workers are unionized, accounting for
20-30 percent of the employed labor force. Brazilian
workers have had the right to strike since 1984. In 1992
the economy was hit by an organized strike of port work-
ers, airport workers, teachers, drivers, fare collectors, and
government employees. In the late 1990s strikes were still
common in Brazil.

The minimum wage was established in 1940. After
correcting for inflation, the initial minimum wage was
approximately US$100 per month in 1940; it rose to its
maximum in 1960 at US$170 per month, and was equal
to US$75 per month in December 2000.

Even though children under 14 years of age are pro-
hibited from working, it is estimated that 14 percent of
all children between 10 and 13 work. Maternity benefits
include a 90-day leave for mothers and a one-week leave
for fathers. Racial discrimination is illegal, but still prac-
ticed by many businesses in Brazil. Non-white workers
and women are often underpaid. The role of women in
the workforce has changed considerably in the 1980s and
1990s. According to the constitution, there must be equal
pay for equal work regardless of sex. The government
also provides special protection for women. While the
more industrialized areas in Brazil, mostly the southeast
region, employ women and treat them equally to male
workers, the less industrialized regions, mostly the north-
ern regions, still underpay women and discriminate
against them.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1500. Portuguese Admiral Pedro Alvares Cabral dis-
covers Brazil.
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1549. Governor-general Tomé de Souza establishes the
first government in Brazil.

1773. Pedro I proclaims Brazil’s independence from
Portugal on 7 September and is crowned emperor.

1883. Revolution establishes the Federal Republic of
the United States of Brazil.

1888. Slavery is abolished in Brazil.
1891. First constitution under the Republic.

1930. Getilio Vargas is named president, brought to
power by the military with some civilian support.

1946. Eurico Dutra is elected president.

1950. Vargas returns, creating the National Develop-
ment Bank and the state petroleum company.

1964. Military dictatorship. Congress appoints Hum-
berto de Alencar Castelo Branco to the presidency.

1967. Arthur da Costa e Silva becomes president un-
der a new constitution.

1973. Oil crisis results in a significant setback for
Brazil’s economy.

1979. General Jodo Baptista de Oliveira Figueiredo be-
comes president and allows democratic elections.

1982. First democratic elections since 1964.

1985. Tancredo Neves, a senator from Minas Gerais
from the opposition party, becomes president.

1988. The constitution is ratified, reestablishing direct
elections for the presidency.

1989. Fernando Collor de Mello is elected president,
and implements a liberalization plan.

1992. Itamar Franco takes over the presidency and
tries to control inflation, which he does in 1994 with
his “Real Plan.”

1994. Fernando Henrique Cardoso is elected president
on the strength of his economic plan.

1998. Fernando Henrique Cardoso is reelected.

FUTURE TRENDS

The continued success of economic measures
adopted by Fernando Henrique Cardoso upon his re-elec-
tion in 1998 depends upon the ability of the government
to maintain a tight monetary policy and maintain fiscal
restraint facing both national and international economic
pressures. In the long run, the government needs to im-
plement structural reforms, such as reforms of the tax
and social security systems, decentralization of govern-
mental spending to state and municipal governments,
and privatization of major enterprises. Most of these
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measures require additional constitutional amendments
or legislation.

The presidential election on October 2002 will have
a strong influence on the political, fiscal, and economic
programs adopted by President Cardoso. The triumph of
the leftist parties shown in the 2000 municipal elections
suggest that there is a disapproval of the harsh measures
taken by Cardoso to restore stability. Since there is no
popular candidate from the governing coalition for the
2002 presidential elections, there might be difficulties
passing unpopular laws if the opposition comes into
power. Contentious legislation such as tax reform and so-
cial security payments from retired civil servants may not
be considered until after Cardoso’s presidency ends. The
passage of such laws would greatly improve the quality
of the fiscal situation.

DEPENDENCIES

Brazil has no territories or colonies.
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CAPITAL: Ottawa.

MONETARY UNIT: Canadian dollar (Can$). One
Canadian dollar equals 100 cents. There are coins
of 1, 5, 10, and 25 cents as well as 1 and 2 dollar
coins. Paper currency comes in denominations of
Can$1, 2, 5, 10, 20, 50, and 100.

CHIEF EXPORTS: Motor vehicles and parts,
newsprint, wood pulp, timber, crude petroleum,
machinery, natural gas, aluminum, telecommunica-
tions equipment, electricity.

CHIEF IMPORTS: Machinery and equipment, crude
oil, chemicals, motor vehicles and parts, durable
consumer goods, electricity.

GROSS DOMESTIC PRODUCT: US$722.3 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$277 billion
(f.o.b., 1999 est.). Imports: US$259.3 billion
(f.0.b., 1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Canada is located in the north-
ern-most region of North America. Its southern territo-
ries run along the northern border of the continental
United States. Canada is one of the largest countries in
the world, second only to Russia in territorial size. It has
a total area of 9.9 million square kilometers (3.8 million
square miles). This includes 755,170 square kilometers
(291,571 square miles) of water. The country touches 3
oceans—the Atlantic, the Arctic, and the Pacific—and its
coastline is 243,791 kilometers (151,473 miles) long.
Canada’s border with the United States is 8,893 kilome-
ters (5,526 miles) in length and includes a 2,477-
kilometer (1,539-mile) border with Alaska. Toronto is the
largest city in Canada with a population of 4.3 million.
Other major cities include Montreal (3.3 million people),
Vancouver (1.8 million people), and Ottawa (1 million
people). Located in the southeast corner of the nation,
Ottawa is the nation’s capital. The climate and geogra-
phy of Canada vary greatly from temperate in the south
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to arctic in the north and from islands and plains in the
east to mountains in the west.

POPULATION. For its size, Canada has a small popula-
tion. Although physically it is the second-largest country
in the world, its population was only 31,281,092, ac-
cording to a July 2000 estimate, or just under one-tenth
the size of that of the United States. The nation has a low
birth rate of 1.64 children born to each woman, or 11.41
births per 1,000 people. The mortality rate is 7.39 deaths
per 1,000. However, the infant mortality rate is low with
5.08 deaths per 1,000 live births. Average life expectancy
for males is 76.02 years and 83 for females. The popu-
lation growth rate is moderate at 1.02 percent, although
the positive growth rate is chiefly due to immigration.
Each year there is an average of 6.2 immigrants for every
1,000 people. Canada has a liberal immigration policy
and it goes to great lengths to accept refugees and asy-
lum seekers from around the world. In 2000, Canada al-
lowed 41,800 asylum seekers to settle in the country.

Despite the vastness of the nation, 90 percent of the
Canadian population is located within 160 kilometers
(100 miles) of the U.S. border. With the exception of
some notable groups, most of the nation’s people live in
urban areas. By 2000, 75 percent of Canadians lived in
cities or towns. The nation is ethnically diverse. People
of British ancestry make up 28 percent of the population,
while the French comprise 23 percent. Other Europeans,
mainly Eastern Europeans, make up 15 percent. There is
a small but visible Native American population (2 per-
cent). About 6 percent of the population is divided be-
tween people of Asian, Arab, African, and Hispanic de-
scent, while the remaining 26 percent of Canadians are
of mixed ancestry. Canada is almost evenly divided be-
tween Protestants and Roman Catholics. There are deep
divisions between the English-speaking Canadians and
the French-speakers who are concentrated in the province
of Quebec. The people of Quebec have a distinct culture
and the government accepts and even encourages efforts
to maintain Quebec’s identity. Because of these divisions,
the nation has 2 main official languages, English and
French. The government also recognizes several Native
American languages. However, tensions between the
English and French have led to repeated efforts by na-
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tionalists in Quebec to break away and form their own
nation. The debate over independence for Quebec is
Canada’s most serious political issue and there is yet to
be a permanent settlement of the question.

There are other regional differences in Canada that are
similar to the differences in the United States. People in
the maritime provinces of Nova Scotia, New Brunswick,
and Prince Edward Island have a similar culture to those
in the New England region of the United States, while the
western regions of both nations are also closely related
with numerous ranches and farms. Also like the United
States, the population of Canada is aging. The fastest grow-
ing segment of the population is over age 65, which now
makes up 13 percent of the population. Meanwhile, 19 per-
cent of the population is under the age of 15.

OVERVIEW OF ECONOMY

Canada has the seventh-largest economy in the
world. Most of the businesses are privately-owned, al-
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though the government does play a major role in the
health-care system and operates many services including
transportation and utility companies. The Canadian econ-
omy is diverse and highly developed. It is very similar
to the American economy, although smaller in size. In
the aftermath of World War II, the nation was trans-
formed from a rural economy, based on agriculture, to
one based on industry and mining. The nation’s economy
has been further transformed since the 1970s and services
now provide the main economic output.

The foundation of the Canadian economy is foreign
trade and the United States is by far the nation’s largest
trade partner. Foreign trade is responsible for about 45 per-
cent of the nation’s gross domestic product (GDP). Free
trade agreements between the 2 nations have increased
trade by eliminating tariffs. Each day approximately US$1
billion worth of goods crosses the U.S.-Canadian border.
To understand the scale of U.S.-Canadian trade, it is im-
portant to point out that the United States sends more prod-
ucts to Canada than it does to all of Latin America.
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Despite the small size of its population, the Cana-
dian economy is one of the most prosperous in the world.
For instance, its GDP per capita was US$23,300 in
1999, reflecting Canadian workers’ high wages compared
to many other countries. Prospects for continued positive
economic performance are good. Canada has a highly
skilled and productive workforce. In 1999, there were
15.9 million people in Canada’s workforce, and the na-
tion had an unemployment rate of 7.6 percent, which was
almost twice the American rate.

Like Americans, Canadians tend to have high levels
of disposable income. This disposable income drives the
Canadian economy as consumers spend their excess
wages on a variety of products and services. This creates
demand for increased production and the development of
new products, which also means more and better-paying
jobs. Also like the United States, advertising has a ma-
jor impact on Canadian consumer spending. Television
is the number-one form of advertising in Canada.

The nation’s infrastructure is excellent and most of
its factories and manufacturing plants are modern. In fact,
Canada’s transportation network is ranked as the best in
the world by the World Economic Forum’s Global Com-
petitiveness Report. Canada has a variety of natural re-
sources, including petroleum and natural gas, and a va-
riety of metals and minerals. Over the past decade,
Canada has also emerged as one of the leading nations
in the high-tech and computer industry. Most of this
growth has occurred in central Canada, mainly Ontario
and Quebec, and is responsible for the increased migra-
tion of people to these areas. Much of the economic
growth in Canada today is fueled by small- to medium-
sized companies. Because Canada has abundant energy
resources, the global oil crisis which began in 1999 has
helped its energy companies increase their outputs and
profits. The nation has abundant natural resources that
include iron ore, nickel, copper, zinc, gold, lead, silver,
timber, fish, coal, petroleum, natural gas, and hy-
dropower.

Regionally, the Canadian economy varies greatly. In
the Eastern provinces, marine industries—including fish-
ing, telecommunications, and energy production—are
the main components of the economy. In the French-
speaking region of Quebec, the city of Montreal has be-
come one of the nation’s centers for high-technology
firms. This includes a large number of computer soft-
ware companies. There is also a large industrial base
which includes companies that produce pharmaceuticals,
aerospace products, and telecommunications equipment.
Ontario is the nation’s main industrial center. About half
of all Canadian manufactured goods are produced in On-
tario. The province is second only to Michigan as the
largest producer of automobiles and car parts in North
America. Ottawa, the nation’s capital, is located in On-
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tario. Other industries include chemicals, aerospace,
steel, and food processing. The plains (or prairie)
provinces of Alberta, Manitoba, and Saskatchewan are
the home to four-fifths of Canada’s agricultural lands.
They are also the home to the majority of mining and
fuel production. Alberta itself provides 90 percent of the
nation’s energy exports and is the home of Canada’s oil
and natural gas industry. British Columbia is in the Pa-
cific Northwest. Forestry and tourism were traditionally
the main elements of the region’s economy, but financial
services, including banking and insurance, have grown
dramatically over the past decade. There is also a grow-
ing high-tech sector that is bolstered by the province’s
proximity to American firms such as Microsoft in the
state of Washington. The Northern territories of the na-
tion comprise one-third of its total size, but are home to
only 100,000 people. These areas are home to Canada’s
Native American population, many of whom continue to
follow traditional lifestyles based on hunting and fishing.
Mining is the principal industry and there has been steady
growth in diamond mining and finishing. Tourism also
provides a substantial part of the region’s economy.

Each of the nation’s main economic sectors is highly
developed. Although the agricultural sector is small, it
takes advantage of the nation’s generous natural re-
sources. Increasingly, agriculture and fishing are con-
centrated in certain geographic regions of the country,
mainly the west and southeast. The United States is the
main market for all Canadian agricultural exports. In ad-
dition, the United States is the main destination for most
of Canada’s timber exports. Canada is also a major sup-
plier of energy resources, including electricity and pe-
troleum, to the United States. While industry has declined
since the 1970s, it remains an important component of
the country’s economy. Automobile products provide one
of Canada’s principal exports, but the nation also pro-
duces a variety of consumer products and machinery.
Nonetheless, large companies such as Ford and General
Motors provide a significant percentage of the nation’s
industrial output. Services have seen the most dramatic
growth in the Canadian economy over the past 2 decades.
In addition to consumer-based businesses such as retail
and tourism, financial services and telecommunications
firms have grown dramatically. The government has of-
fered significant support to these new technologies. For
instance, the government has supported the development
and installation of the only fiber-optic network in the
world which carries only Internet traffic. The system,
CA*Net3, will have 16 times the capacity of the largest
U.S. system.

Budget surpluses over the past 3 years have allowed
the government to begin paying down Canada’s national
debt. The debt has been reduced by Can$19 billion, and
in 2000 it stood at Can$565 billion. The surpluses have
also allowed the government to spend more on federal
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programs and to reduce some taxes. The nation is a net
donor of foreign aid. In 1997, it provided US$2.1 billion
in international aid.

There are several potential problems facing the
Canadian economy. The most significant is the continu-
ing question over the status of Quebec. Should Quebec
become independent, it would significantly disrupt the
Canadian economy, and the nation would lose a sizable
proportion of its GDP. The second most pressing prob-
lem for Canada has been the migration of some of its best
educated and trained workers to the United States. This
“brain drain” is the result of lower taxes and higher wages
in the United States. Finally, Canada’s dependence on
trade makes it vulnerable to slow downs in the economies
of its major trade partners. This is especially true of the
United States. In the 20th century, when the United States
experienced economic recessions or depressions, Canada
soon after suffered similar economic problems.

POLITICS, GOVERNMENT,
AND TAXATION

Canada was formerly a British colony that gained in-
dependence in 1867. The nation is a parliamentary
democracy and a confederation (a system in which the
regional governments have a high degree of power).
Canada is divided into 10 provinces and 3 territories.
Each of the provinces has a substantial degree of politi-
cal independence and power, more so than an American
state.

The head of state is the British monarch, currently
Queen Elizabeth II. She is represented in Canada by a
governor-general whom she appoints on the advice of
the prime minister for a 5-year term. The actual head of
the government is the prime minister, who is the leader
of the majority party in Parliament. Parliament itself is
bicameral (2-chamber). The upper house is the Senate,
whose 104 members are appointed for life by the gov-
ernor-general upon the advice of the prime minister.
Most of the real political power in Canada is in the lower
chamber, the House of Commons. It consists of 301
members who are directly elected by the people to serve
5-year terms. Each province has an elected premier and
a unicameral (single chamber) assembly. There is also
a lieutenant-governor who is appointed by the governor-
general.

Unlike the United States, which has only 2 main po-
litical parties, Canada has a number of different parties.
The Bloc Québécois represents those who wish indepen-
dence for Quebec. The Liberal Party is moderate and sim-
ilar to the American Democratic Party, while the Pro-
gressive Conservative Party and the Canadian Alliance
are similar to the American Republican Party. There are
also a number of other minor parties, including the New
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Democratic Party. All of the major political parties sup-
port private enterprise to varying degrees, although the
New Democratic Party favors more government over-
sight of the economy. There are also disagreements
among the parties over free trade.

While the majority of businesses in Canada are pri-
vately owned, the government does play a major role in
the economy. This is true of both the national and provin-
cial governments. When the 2 levels of government are
combined, they account for 21 percent of the nation’s
GDP. At times the provincial and national governments
have disputes over economic policy. For instance, there
is an ongoing disagreement between the national gov-
ernment and the maritime provinces over control of fish-
ing rights and mineral resources in the Atlantic. Western
provinces want more control over their own mineral and
energy deposits while the central region of the nation
seeks increased government spending to support eco-
nomic development.

Often economic differences focus on environmental
issues and worker concerns. The national government
tends to favor more environmental regulation, even if it
is economically disadvantageous. The same is true of is-
sues such as worker safety and pay. However, since 1984
the national government has been engaged in a broad ef-
fort to return control over social and economic policies
to the provinces. The main reason for devolution is eco-
nomic; the national government has not had the financial
resources to enforce many of its programs and regula-
tions, so it has divested itself of them. In 1999, the na-
tional and provincial governments reached a sweeping
agreement that called for combined authority over new
social spending. Furthermore, the national government
has given control of job training and worker retraining
back to the provinces, but it has strengthened its role in
regulating trade between the provinces and attempted to
develop national regulations on stock trading and other
financial services.

In 1998, the Canadian national government had rev-
enues of US$121.8 billion and expenditures of US$115.1
billion. Compared with the United States, Canada’s taxes
are high, about 30 percent higher for the average person.
In Canada, people with low incomes pay 16 percent of
their income in taxes; the tax rates rise to 22 percent, then
to 26 percent for those with incomes between Can$61,000
and Can$100,000, and finally to 29 percent for those with
incomes over Can$100,000 per year. In 1998, taxes ac-
counted for 38 percent of the nation’s GDP. Significantly,
taxes accounted for 60 percent of the growth in the Cana-
dian economy from 1990-96. The country has a national
7 percent sales tax known as the Goods and Services Tax
(GST). The GST is particularly unpopular among the
Canadian people. Because of these high taxes, it is esti-
mated that the underground economy is responsible for
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as much as 20 percent of economic activity. In 1999, the
Canadian government estimated that it lost US$9 billion
in tax revenues because of the underground economy.

On the other hand, these high taxes allow all Cana-
dians to have full access to health care. The Canadian
system is known as “Medicare” and it allows people to
go to private doctors and a network of 950 hospitals and
have their costs paid for by the government. The indi-
vidual provinces and territories direct health-care plan-
ning and financing. The nation’s taxes help keep the cost
of prescription drugs low for individuals. However, lim-
its on care and lengthy delays in care have led more and
more people to pay for private care out of their own pock-
ets. Some 30 percent of all new health-care spending is
made in the private sector. In addition, education costs
are low. Canada spends more per person on education
than any of the other industrialized countries and the cost
of college is very low compared with the United States.
Nonetheless, the high tax rate has contributed to the brain
drain from Canada and has caused some foreign compa-
nies to invest in the United States rather than Canada.

Although Canada is dependent on foreign investment
to fuel its continuing economic expansion, it restricts in-
vestment in several key areas of its service sector. There
is only 1 special trade zone in Canada and no free trade
zones. Instead, Canada pursues free trade through multi-
national forums such as the World Trade Organization
(WTO). It also works to deepen trade with partner coun-
tries such as the United States.

The United States and Canada cooperate on envi-
ronmental issues and border disputes. The main mecha-
nism to facilitate this cooperation is the International
Joint Commission (ICJ). The 2 major environmental ac-
cords are the Great Lakes Water Quality Agreement of
1972, which controls water pollution in the Great Lakes,
and the Air Quality Agreement of 1991, which helps co-
ordinate policies on problems such as acid rain.

Canada spends only a small percentage of its GDP
on defense. In 1998, it spent 1.2 percent of GDP or

Canada

US$7.4 billion, compared with an average of around 2.5
percent of GDP for most developed nations. The long
border with the United States does not need to be mili-
tarily defended, but Canada is a frequent contributor of
troops for United Nations peacekeeping forces. It is also
a member of the North Atlantic Treaty Organization
(NATO, a military alliance consisting of Canada, the
United States, and many European countries). As a
NATO member, Canadian military forces have partici-
pated in the peacekeeping mission to Bosnia and in the
military action against Serbia as a result of the atrocities
in Kosovo in 1999.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Canada has one of the best-developed infrastructures
in the world. It meets the requirements for high-tech busi-
ness and international trade. The telephone system is
state-of-the-art and supported by a satellite system and
300 earth-based relay centers. There are also 5 interna-
tional underwater cables (4 across the Atlantic and one
across the Pacific). In addition, there are 750 Internet
providers. All major cities have high-speed Internet ca-
pabilities. The nation’s new CA*Net3 Internet system is
scheduled to be completed in 2001. Canada has the low-
est Internet access costs of the developed world. In 1997,
there were an estimated 7-8 million Internet users, or
about 1 in 4 Canadians.

Canada is an energy exporter. Its main exports are
natural gas and oil. However, in 1998 the majority of
electricity in Canada was produced by hydroelectric
plants (59.77 percent). Fossil fuels provided the second-
largest share of electricity with 27.18 percent of the to-
tal. Atomic power provided 12.25 percent. Total electric
power production was 550.85 billion kilowatt hours
(kWh). The nation consumed 484.51 billion kWh of elec-
tricity. It exported 39.5 billion kWh of power and im-
ported 11.72 billion kWh of power.

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts” Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Canada 159 1,077 715 263.8 176 33.3 330.0 422.97 11,000
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Mexico 97 325 261 15.7 35 3.0 47.0 23.02 1,822
Brazil 40 444 316 16.3 47 3.1 30.1 18.45 3,500

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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The transport system is a blend of private and gov-
ernment-owned firms. Canada has 36,114 kilometers
(22,441 miles) of railways, including 2 transcontinental
systems. In 1995, the government privatized the freight
carrier Canadian National. Passenger service is provided
by the government-owned company VIA. There are
901,902 kilometers (560,442 miles) of roadways in the
country, of which 318,371 kilometers (197,390 miles) are
paved, including 16,571 kilometers (10,298 miles) of ex-
pressways. The nation’s main east-west route is the
4,500-kilometer (2,796-mile) Trans-Canada Highway.
All major cities have well-developed and inexpensive
public transportation systems that are subsidized by
provincial and local governments. The nation’s trucking
and rail systems are well-integrated with American dis-
tribution networks and vice versa. Each year some 400
million tons of goods are transported across Canadian
highways. Trucks carry 70 percent of the goods that
Canada annually exports to the United States. Canada has
1,411 airports, but only 515 have paved runways. Of
these, 10 are international airports. There are also 15 he-
liports. U.S. and Canadian air carriers have unrestricted
access to each other’s airspace. Air Canada is the nation’s
major airline, but there are 25 U.S. and 47 other inter-
national airlines that fly into Canada. Air Canada con-
trols 80 percent of the domestic market and this has led
to higher than average air fares.

There are 3,000 kilometers (1,864 miles) of naviga-
ble waterways, including the massive Saint Lawrence
Seaway which allows ocean-going vessels to sail from
the Atlantic to ports such as Chicago and Thunder Bay,
Ontario. There are 20 major ports, including Halifax,
Montreal, Quebec, Saint John, Thunder Bay, Toronto,
Vancouver, and Windsor. The busiest port is Vancouver,
on the west coast. The nation’s merchant marine consists
of 114 ships, not including smaller vessels that travel only
on the Great Lakes. Canada has an extensive network of
pipelines to support its large energy industry. There are
23,564 kilometers (14,642 miles) of crude or refined oil
pipelines and 74,980 kilometers (46,593 miles) of natural
gas pipelines. Many of these pipelines deliver energy
across the U.S.-Canada border.

ECONOMIC SECTORS

Since the 1970s the Canadian economy has been
transformed from one based on industry and mining to
one dominated by the service sector. Concurrently, the
nation’s agricultural sector has declined significantly. All
sectors of the economy have incorporated increasing lev-
els of technology. As a result, the economy has become
less labor-intensive and more high-tech. In the past, as
much as 60 percent of the nation’s exports were based
on minerals or other resources. However, by 2000, re-
source-based exports only accounted for 35 percent of
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GDP-COMPOSITION BY SECTOR-1998 .
Agriculture 3%

Industry 31%

Services 66%

SOURCE: CIA World Factbook 2000 [Online].

Canada’s exports. The world oil shortage continues to
fuel Canada’s energy exports and Canada remains the
world’s fifth-largest energy producer when oil, natural
gas, hydropower, and atomic power are combined. Ma-
jor energy companies include Shell Canada, Petro-
Canada, BP-Amoco, and Burlington Resources.

The majority of exports are now based on sophisti-
cated technologies. These types of exports include
telecommunications equipment, computer software, var-
ious environmental technologies, and aerospace products.
Canada’s Nortel Networks is one of the largest and most
respected telecommunications and networking compa-

Canada
LABOR FORCE-BY OCCUPATION Agriculture 3%
Other 3%
Construction 5% Manufacturing 15%

Services 74%

TOTAL LABOR FORCE 16.1 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 2000.
Percent distribution for 2000 est.
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nies in the world. But like many companies, Nortel was
hit hard by the downturn in this market niche in 2001,
when it announced it was laying off thousands of em-
ployees and would take a loss of over US$19 billion in
the second quarter of that year. Automobiles and car parts
remain the leading cash export, followed by machinery
and equipment. Exports of service-based items increased
by 11.3 percent in 1999. Since 1992, the Canadian econ-
omy has experienced continued growth. Much of this is
the result of trade with the United States, which enjoyed
a sustained period of economic progress through the end
of the 20th century. The strength of the nation’s econ-
omy has led to increased levels of foreign investment. In
1999, foreign investment in Canada increased by 10 per-
cent to reach a total of $240 billion. This accounted for
25 percent of the nation’s GDP. Financial services, in-
cluding insurance, accounted for the largest percentage
of foreign investment.

The agricultural sector in Canada is undergoing in-
creasing consolidation. Smaller family farms are being
consolidated by large agricultural businesses. Since 1991,
the number of farms whose output exceeded US$100,000
per year has increased by 10 percent. These large farms
were concentrated in Quebec and Ontario, but there was
substantial growth in the west. For instance, the province
of Saskatchewan has experienced a 30 percent growth in
large farms since 1991. There is also an overall decline
in the total area of land being used for agriculture.
Nonetheless, agriculture remains highly diverse. Crops
range from wheat and barley to tobacco and vegetables.
There is also significant timber production. Livestock
production includes beef and veal, swine, poultry, duck,
turkey, and goose. Furthermore, the nation is one of the
world’s largest fish harvesters. Agriculture accounts for
3 percent of the nation’s GDP and 3 percent of its work-
force. In 1999, 12 percent of the rural population lived
on farms.

Canadian industry has become more efficient and
productive by adopting ever-increasing levels of tech-
nology in manufacturing. Industrial productivity has in-
creased by an average of 3 percent per year over the past
decade. The principal industrial growth sectors include
the automotive industry, electronics, computers and com-
puter equipment, aircraft parts and equipment, and build-
ing supplies. The automotive sector is Canada’s largest
industrial employer and is dominated by companies such
as Ford and General Motors. The implementation of the
North American Free Trade Agreement (NAFTA), a
trade agreement between the United States, Mexico, and
Canada which eliminates taxes on goods traded between
the 3 nations, has expanded industrial opportunities by
opening new markets for Canadian exports in the United
States and Mexico. However, NAFTA is a double-edged
sword in that inefficient industries face increased com-
petition from companies in Canada’s NAFTA partners.
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As a percentage of the overall economy, industry con-
tinues to decline although there is sustained growth in
specific areas. In 1999, industry accounted for 31 percent
of the nation’s GDP and 16 percent of employment.

The service sector is the fastest growing segment of
the Canadian economy. The nation’s highly developed
infrastructure has helped support the expansion of ser-
vices by providing state-of-the-art telecommunications,
transportation, and utilities. Services account for 66 per-
cent of the nation’s economy and employ 74 percent of
the country’s workforce. Of Canada’s skilled workers, 80
percent are employed by the service sector. The strength
of the service sector varies from region to region.
Tourism and retail dominate areas of the southeast and
west, while financial services are key components of the
economy of central Canada. The banking sector is strong
and composed of both domestic and foreign banking
firms. In an effort to protect domestic businesses, Canada
has a number of restrictions in place that limit foreign
ownership of companies in the service sector that do busi-
ness in the country.

AGRICULTURE

Agriculture in Canada is among the most sophisti-
cated and technologically advanced in the world. Farm-
ers use scientific crop and soil analysis as well as state-
of-the-art equipment. By 1996, more than one-quarter
of all Canadian farmers used a computer in the man-
agement of their crops and livestock. In 2000, there were
7,100 square kilometers (2,741 square miles) of irri-
gated land. While it produces substantial quantities of
food for domestic consumers and for export, Canada
also imports a significant amount of agricultural prod-
ucts. Total agricultural imports in 1999 amounted to
US$10.8 billion. The United States supplies Canada
with roughly two-thirds of its total agricultural imports.
Conversely, the United States is Canada’s main market
for agricultural goods. In 1999, the United States was
the destination for one-third of Canada’s exports of
crops, livestock, and fish.

While the overall number of Canadian farms con-
tinues to decline, the decline has slowed in recent years
and several provinces are in fact adding or gaining new
farms. The decline in farms has slowed to under 1 per-
cent per year, the lowest level of decline since 1941.
Since 1991, British Columbia has increased its number
of farms by 12.6 percent, Alberta by 3 percent, Nova Sco-
tia by 1 percent, and Newfoundland by 0.8 percent. On-
tario continues to have the largest overall number of
farms—over 68,000—followed by Alberta with 58,000,
and Saskatchewan with 56,000. The total number of
farms in Canada is approximately 275,000. The average
size of a Canadian farm is 608 acres. Contrary to the
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trends in the rest of the country, British Columbia has
experienced dramatic growth in the number of its small
farms. About half of all new farms in the province have
gross profits of US$10,000 or less. The number of new
small farms in British Columbia has increased by 14.7
percent since 1991.

The nation’s main crops are wheat, barley, corn,
potatoes, soybeans, rice, and sugar beets. The dominant
crop is wheat. In 1998 Canada produced 24,076,300 tons
of wheat. However, there is less wheat under cultivation
in Canada than at any time in the 20th century. This is
the result of increased diversification and low worldwide
wheat prices. The number-two crop was barley and the
country harvested some 12,708,700 tons of it. Total crop
output in 1998 was 53,701,500 tons. The primary live-
stock products are beef, chicken, duck, turkey, goose, and
pork. Beef production is concentrated in the western ar-
eas of the nation while poultry production is concentrated
in the east. About two-thirds of all poultry farms were in
eastern Canada. Most livestock is consumed domesti-
cally. For instance, in 2000 beef production was valued
at US$1.5 billion. Of this, US$70 million worth of beef
was exported while the rest was consumed in Canada.
The country also imported US$140 million of beef, al-
most all of it supplied by the United States. One out of
every 4 farms in Canada raised beef.

One of the fastest growing segments of Canadian
agriculture is organic products (food grown naturally and
without pesticides, and sold without preservatives or ad-
ditives). The organic food industry has been growing at
a rate of 20 percent per year. There are now about 1,500
registered organic food producers in Canada. Organic
production is strongest in the western areas of the coun-
try. There are also a growing number of specialty farms.
For instance, there are now 1,593 farms whose main out-
put is Christmas trees. In addition, the number of bison
raised on farms for buffalo meat has tripled since the early
1990s, and the total number of head are around 45,000.
There are also a number of exotic species, including llama
and elk, being raised for sale in specialty markets. For
instance, elk and deer antlers are sold to Asian nations
for use in food products and tea. Specialized crop prod-
ucts include various herbs and spices such as garlic, gin-
seng, and coriander, cut flowers such as roses or lilies,
and tobacco.

While fishing remains a prominent part of the econ-
omy of some provinces, depletion of fish stocks caused
by over-fishing have led to significant declines in fish
production. Fishing now accounts for only about 0.1 per-
cent of the nation’s GDP or US$3.2 billion per year. Since
the early 1990s, fishing’s share of the nation’s GDP has
declined at an average of 2 percent per year.

Environmental problems have created concerns for
Canadian agriculture. One of the major problems is that
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of animal waste and fertilizer runoff contaminating wa-
terways. In 1996, there were 61 million acres that were
treated with some form of chemical fertilizer and 57 mil-
lion acres treated with herbicides. This represents a 15
percent increase in fertilizer use since 1991, and a 7 per-
cent increase in herbicide use. A second major problem
is that of soil erosion caused by overproduction.

INDUSTRY

Although the automotive industry is the dominant in-
dustrial force in Canada, the nation’s industrial base is
highly diversified. In addition to the manufacture of cars
and car parts, major Canadian industries include elec-
tronics, processed and unprocessed minerals, food prod-
ucts, wood and paper products, chemicals, and petroleum
and natural gas. Manufacturing accounts for about 18 per-
cent of total industrial output. The most significant
growth areas in industry are electronics, which grew by
15 percent in 2000, communications with 7.5 percent
growth, furniture and fixtures with 7.4 percent growth,
and crude oil and natural gas, which grew by 4.5 percent.
Meanwhile transportation equipment declined by 5 per-
cent while textiles were off by 3 percent.

MINERALS AND RESOURCES. Mining and fuel extrac-
tion and production accounted for 4.5 percent of Canada’s
GDP or some US$36.1 billion. Fuel exploration and pro-
duction dominate this sector, but the processing of other
types of mineral resources has grown significantly. In
1996, the top non-fuel minerals were gold with produc-
tion of US$2.05 billion, copper US$1.47 billion, nickel
US$1.45 billion, and zinc US$1.25 billion. There was
also significant production of lead and iron. There are
about 50 major gold mines in Canada and the country
leads the world in technologies which extract gold from
rock and soil. The nation is the world’s largest producer
of zinc and the fifth largest producer of lead. Among the
provinces, Ontario is the top producer of non-fuel min-
eral resources, followed by Quebec, British Columbia,
Saskatchewan, and Newfoundland. Each year Canadian
companies spend over US$600 million to find or develop
new mines and fuel supplies. However, environmental
concerns and increased regulation have led many Cana-
dian mining companies to shift exploration elsewhere.
Latin America is becoming a favorite choice for Cana-
dian mining companies.

While overall mineral production is dispersed
throughout Canada, fuel production is concentrated in the
west, with a few major exceptions. Canada is a major ex-
porter of energy and fuels. In 1998, natural gas was the
main export with 34.2 percent of total, petroleum was next
at 28.6 percent, hydroelectricity at 20.7 percent, coal at
11.4 percent, and atomic energy at 5.1 percent. The United
States has traditionally been Canada’s largest market for
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energy exports, purchasing 90 percent of the nation’s fuel
and energy exports. Energy production accounts for 8 per-
cent of the nation’s economy. Approximately 65 percent
of energy production is in Alberta, which is also the home
of the nation’s oil industry. The number-two producer was
British Columbia at 13 percent, followed by
Saskatchewan at 8 percent, and Quebec at 5 percent. The
atomic industry is centered in Quebec.

MANUFACTURING. The manufacturing sector is domi-
nated by the auto industry. Including imports, Canadians
purchased 1.4 million new vehicles in 1999. That same
year, there were 2.8 million new cars and light trucks pro-
duced in Canada, or 4.5 percent of the world’s total out-
put. About 90 percent of Canadian-built cars are exported
to the United States. In 1999, exports to the United States
alone equaled US$64.7 billion. Exports to the EU ranked
second and amounted to US$299 million. Canada is the
world’s ninth-largest market for the purchase of new
automobiles. In 1999, the auto parts market in Canada
was worth US$33.8 billion. Of this total, US$22.7 bil-
lion worth of parts were produced in Canada. Canadian
companies exported US$18 billion of the parts produced.
The United States is both the main market for Canadian
auto exports and the main supplier of the nation’s im-
ports. The strength of the auto sector is founded on the
U.S.-Canada Auto Pact of 1965 which provided for free
trade in cars and car parts. The pact also served as the
model for later trade agreements between the 2 countries.

Electronics and electronic components constitute
the main growth industry in Canada. These products in-
clude telecommunications equipment, computer soft-
ware, home electronics equipment, and industrial and au-
tomotive electronics. Most electronics producers are
located in Ontario and Quebec, although a growing num-
ber of firms are building plants in the south of British
Columbia. Total production of electronics exceeded
US$5.2 billion in 2000 and Canada had US$3.3 billion
in exports. This does not include computers and com-
puter hardware equipment, which accounted for an ad-
ditional US$6.7 billion in production and US$6.4 billion
in exports. One of the fastest growing electronics mar-
kets in Canada is that of personal communications, in-
cluding mobile phones and pagers. Since 1995, this mar-
ket has expanded 150 percent. In 1999, there were 3
million mobile phones in use.

There is a variety of other manufacturers in Canada.
Aircraft and aircraft parts provide US$7.9 billion to the
nation’s GDP and some US$7.3 billion in exports. This
makes Canada the world’s fifth-largest producer of aero-
space products and estimates are that the nation will take
over the number-three spot by 2004 as the industry con-
tinues to expand. The main products are airframes, which
form the main body of jet aircraft, and engines. Some of
the major Canadian aerospace firms include Lockheed
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Martin Canada, Canadian Marconi Company (CMC),
and Sextant. Canada’s Bombardier company, with over
US$10 billion in revenues in 2001, is a major producer
of business jets, and is the world’s third-largest civil air-
craft producer, behind Boeing and Airbus. Canada also
has a major building products industry which in 2000
produced goods worth US$29 billion. It produces goods
such as lumber, plywood, and shingles. About three-
quarters of these materials are used in the domestic con-
struction market. The other quarter is exported. Canada
also imports a large amount of construction and build-
ing materials. The majority of these imports come from
the United States (75 percent) and the remainder from
Asian nations. Furniture and furniture accessories ac-
count for US$6 billion worth of products annually, in-
cluding US$3.4 billion in exports. A staggering 97 per-
cent of Canada’s furniture exports go to the United
States. The plastics industry manufactured some US$4.8
billion in products in 2000 while environmental concerns
have created a thriving pollution control industry with
goods worth US$4.3 billion that same year. Other ma-
jor industrial sectors include medical equipment and
pharmaceuticals, pulp and paper products, and sporting
goods and recreational equipment. Canadian sporting
goods manufacturers have strong brand identification for
a number of products, including ice hockey equipment,
snowboards, and swim goggles.

SERVICES

Services employ the greatest number of Canadians
and account for the largest share of the nation’s GDP.
Some 10.4 million Canadians are employed in the sec-
tor, which also accounts for two-thirds of small busi-
nesses and the self-employed. Since 1976, employment
in services has increased by 46.5 percent. With 1.7 mil-
lion employees, retail is the number-one employer in the
service sector. Retail is followed by business services at
1.3 million, personal services at 1 million, transportation
and communications at 980,000, and financial services
with 789,000. Financial services is the highest paying em-
ployment category in the sector. Workers in this field
earn an average of Can$700 per week while retail work-
ers only average Can$350 per week. The average over-
all wage in the services sector is Can$580 per week.

The wholesale, retail, and food service sectors are
very similar to their counterparts in the American econ-
omy. In fact, American retail stores and restaurants are
common throughout most of Canada. The banking and
financial services sector is also very comparable to that
of the United States. Finally, Canada is the number-one
foreign destination for American tourists. These close
ties between the service sectors of the 2 nations mean
that Canadian companies watch the development of new
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services, products, and techniques in the United States
very closely.

BANKING AND FINANCIAL SERVICES. The banking
sector in Canada is highly developed and, following re-
forms in the 1990s, it is open to foreign investment and
the establishment of foreign-based banks in the country.
However, it was not until 1999 that foreign banks were
allowed to open branches in Canada without first estab-
lishing a subsidiary company (a local or domestic branch
of a foreign firm that is incorporated in the country in
which it operates, not in the country of the parent com-
pany). In January of 2000, Canada had about 8,200 bank
branches and close to 15,500 automated teller machines
(ATMs). This includes 11 domestic and 42 foreign-
owned banks. However, Canada’s banking system is
dominated by 6 domestic banks which together control
about 90 percent of the nation’s total assets. Even though
foreign banks are now allowed to enter Canada’s bank-
ing market, most choose to concentrate on peripheral ser-
vices, including credit cards or commercial lending, be-
cause of the domination of the 6 banks which prevent
any real market openings in retail banking.

Banking and financial services represent 5 percent
of the country’s GDP, and provide over Can$22 billion
a year in payroll. Each year they also provide Can$50
billion in exports. Access to foreign markets has become
a critical component in the success of this sector. For in-
stance, 5 of the country’s largest banks each have ap-
proximately 30 percent of their assets overseas. In addi-
tion, the 2 largest Canadian insurance companies make
more profits abroad than they do in Canada. The nation’s
4 largest insurance companies are Mutual Life Assurance
of Canada, Manufacturers Life Insurance Company, Sun
Life Assurance Company of Canada, and the Canadian
Life Assurance Company.

RETAIL. Retail sales in Canada in 1999 were Can$260
billion (including automotive sales). Excluding car sales,
food was the number-one product sold in retail outlets
(mainly supermarkets). Food sales totaled Can$59 billion
in 1999 with Can$55 billion of that sold in supermarkets
and grocery stores. Clothing was number-two with
Can$14.3 billion in sales, followed closely by drug and
medicine sales with Can$13.3 billion. Supermarkets had
the highest sales volume, followed by general merchan-
dise stores and department stores.

Unlike the United States, Canada’s retail sector is
not dominated by large chain stores. Independent stores
make up 61 percent of the market, chain stores comprise
32 percent, and department stores 7 percent. Stores with
1-4 employees make up 53 percent of the sector, shops
with 5-9 employees comprise 23 percent, and those with
more than 50 employees only account for 3 percent.
There are regional differences in the retail trade. Ontario
leads the nation in retail sales with Can$7.9 billion in
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sales. Quebec is number-two with sales of Can$3.3 bil-
lion. In Newfoundland, there are 2 grocery stores per
every 1,000 people, but in Ontario there are only 0.5 per
1,000. One potential problem for retail is the increasing
number of part-time workers employed in the sector. In
1999, 32 percent of retail workers were part-time. Be-
cause they work part-time, these workers usually do not
have benefits and therefore must rely on government so-
cial services for health care and retirement.

TOURISM. Canada ranks number-nine in the world in
terms of tourist revenues, and has 2.2 percent of the
world’s total tourism market. In 1998, there were 93.3
million tourists who had overnight stays in Canada. This
included 18.8 million foreign visitors and 74.4 million
domestic tourists. The majority of domestic tourists trav-
eled to overnight destinations within their home province
(70.8 million) while only a small number of Canadians
stayed overnight in a different province (3.4 million). In
2000, tourism employed 524,300 people. In 1999,
tourism receipts amounted to Can$50.1 billion or 6.2 per-
cent of GDP.

INTERNATIONAL TRADE

Canada’s economy is dependent on international
trade. Roughly 59 percent of its economy is based on
trade. In 1999 Canada exported US$277 billion worth of
goods and services and imported US$259.3 billion. While
the overwhelming majority of the country’s trade is with
the United States, the Canadian government supports the
expansion of foreign trade through international treaties
and agreements. In 1989, Canada and the United States
signed the Free Trade Agreement (FTA) which elimi-
nated many tariffs and taxes on goods that were traded
between the 2 nations. As a result, trade increased by 50
percent before NAFTA superceded the FTA in 1994. In
1999, trade between the 2 nations equaled US$365 bil-
lion. When investments and services are included, the to-
tal rises to US$450 billion. Canada now has a trade sur-
plus with the United States that in 1999 was US$32.1
billion. With NAFTA, trade between Canada and Mex-

Trade (expressed in hillions of US$): Canada

Exports Imports
1975 34.074 36.106
1980 67.734 62.544
1985 90.950 80.640
1990 127.629 123.244
1995 192.197 168.426
1998 214.327 206.233

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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ico also increased substantially. Canada’s major export
partners are the United States, Japan, the United King-
dom, Germany, South Korea, the Netherlands, and China.
The majority of the country’s imports come from the
United States, Japan, the United Kingdom, Germany,
France, Mexico, Taiwan, and South Korea.

Because of the success of the FTA and NAFTA,
Canada has sought to enter into similar agreements with
other nations. It has started negotiations with nations in-
cluding Costa Rica, Israel, and Singapore. In 1997, it ini-
tiated a version of the FTA with Chile. This agreement
is designed to prepare Chile for entry into NAFTA.
Canada is a member of a number of international eco-
nomic organizations including the WTO, the Free Trade
Area of the Americas, and the Asia-Pacific Economic Co-
operation (APEC) forum.

While the United States and Canada generally co-
operate on trade issues, there are a number of areas
where the 2 countries have disagreements. When dis-
putes arise between the 2 nations, they are usually sub-
mitted to international bodies for resolution. The WTO
and NAFTA are the most common forums to arbitrate
controversies. The main areas of dispute most com-
monly involve agriculture and cultural industries. A ma-
jor fisheries dispute that centered around the Gulf of
Maine was settled by the International Court of Justice
in 1984. In 1990 the United States and Canada signed
the Fisheries Enforcement Agreement that was designed
to discourage illegal fishing. This was followed by the
1999 Pacific Salmon Agreement that settled disagree-
ments over salmon fishing.

One of the main areas of contention between the
United States and Canada is over trade with Cuba. Since
the 1960s, the United States has maintained a trade em-
bargo on Cuba. However, Canada conducts trade with
Cuba. In fact, Americans who want to travel to Cuba of-
ten go to Canada and then depart from there, since direct
travel between the United States and Cuba is prohibited
by the U.S. government.

The most significant barriers Canada has to free trade
are restrictions on the ownership of companies that are
headquartered in the country. Foreign individuals and
companies are limited to 25 percent ownership in Cana-
dian airlines and 20 percent ownership of telecommuni-
cations companies. They are also restricted to 49 percent
stakes in commercial fishing ventures. Furthermore,
Prince Edward Island, Nova Scotia, and Saskatchewan
limit real estate sales to people or companies from out-
side of the province.

Because of the potential influence of American cul-
ture, Canada has taken steps to try to preserve its culture
from being overwhelmed by the United States. For in-
stance, the Canadian government exempted cultural in-
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dustries such as movies, music, or literature from the pro-
visions of NAFTA. In addition, Quebec requires that all
products marketed in the province be labeled in French,
and throughout Canada both French and English are used
in packaging and labels.

While 90 percent of all goods enter Canada without
any form of tax or tariff, certain products face tariffs that
range from 0.9 percent to 13 percent. The highest level
of tariff is applied to goods such as vegetables, cut flow-
ers, sugar, wine, textiles, clothing, footwear, and boats.
These tariffs apply to 35 different countries. In addition,
Canada uses 300 percent tariffs to protect the dairy and
poultry industry from competition, although in 1999 the
WTO agreed with the United States and New Zealand
that such tariffs were in violation of WTO regulations.

MONEY

In August 2001, 1.51 Canadian dollars equaled 1
U.S. dollar. The value of the Canadian dollar has re-
mained fairly constant in relation to the U.S. dollar since
hitting an all-time low in 1985. In 1995, 1 U.S. dollar
equaled 1.3724 Canadian dollars. Recent weaknesses in
the Canadian dollar have helped the nation’s economy by
making its exports cheaper for countries like the United
States, a development that has helped spur the increase
in Canadian exports.

The Bank of Canada is the nation’s central bank. Its
main purpose is to regulate monetary policy. The Bank
of Canada prints paper currency and mints coins and is
responsible for setting interest rates. The Bank is a pri-
vate institution that is independent of the government.
However, the members of the board of directors that over-
see the Bank are appointed by the federal government’s
Finance Minister for 3-year terms. It is not a regular com-
mercial bank and it loans money only to other banks or
government bodies. The Bank is also in charge of ad-
ministering the national debt and making payments on
the debt. In an effort to combat the drug trade and coun-
terfeiting, the Bank has undertaken a variety of measures
in recent years, including adding new security features to

Exchange rates: Canada
Canadian dollars (Can$) per US$1
Jan 2001 1.5032
2000 1.4851
1999 1.4857
1998 1.4835
1997 1.3846
1996 1.3635
SOURCE: CIA World Factbook 2001 [ONLINE].
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currency and eliminating the Can$1,000 bill (since it was
rarely used by legitimate businesses, but commonly used
in the drug trade).

The Toronto Stock Exchange (TSE), founded in
1852, is one of the largest in North America. Its “TSE
300” index, which lists the 300 largest companies on the
exchange, is usually used as the major Canadian stock
index. Other major Canadian stock exchanges include the
Alberta, Montreal, Vancouver, and Winnipeg stock ex-
changes. The total value of these exchanges in 1998 was
US$543.4 billion. There were 1,384 domestic companies
listed in these exchanges in addition to a host of inter-
national companies.

POVERTY AND WEALTH

Canada is a prosperous and affluent country. It has
a highly developed social welfare system that includes
a progressive health-care system. The nation aggressively
pursues policies which emphasize human rights. In terms
of the welfare of its citizens, Canada is one of the world’s
most progressive nations. The combination of a thriving
economy and generous social benefits gives Canada one
of the highest standards of living in the world. In the Hu-
man Development Report 2000, published by the United
Nations, Canada ranks number-one in the world in hu-
man development. Furthermore, over the past 25 years
Canada has consistently ranked number-one or two in the
report. The GDP per capita in 1999 was US$23,300. Ed-
ucation is mandatory through age 15 and the literacy rate
exceeds 97 percent.

The highest 10 percent of the population accounts
for 23.8 percent of all income. At the same time, the low-
est 10 percent makes only 2.8 percent of all income. The
majority of Canadians fall into what is considered to be
the middle class. While most people in Canadian society
share in the nation’s prosperity, there are several groups
that are generally excluded from the affluence of the
country. Among these groups are the native people of
Canada and recent immigrants. Women and the disabled

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Canada 14,535 16,423 17,850 19,160 20,458
United States 19,364 21,529 23,200 25,363 29,683
Mexico 3,380 4,167 4,106 4,046 4,459
Brazil 3,464 4,253 4,039 4,078 4,509
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

also face inequities in employment and wages. While
women have the same property rights and are guaranteed
equal employment under the law, many women are paid
less than male workers in similar jobs. Women head over
85 percent of single-parent households and these house-
holds have a higher level of poverty than their traditional
2-parent family counterparts.

Native Americans in Canada generally do not share
in the nation’s prosperity. They have higher rates of un-
employment, alcoholism, suicide, and poverty than the
national averages. Increasingly, the tribes have sought
greater autonomy and political control over themselves
and their land. In response, the government has allocated
US$400 million for programs designed to alleviate the
worst problems of the tribes since 1996. The federal gov-
ernment is also currently in negotiations with over 350
different tribes over issues of self-government.

The Canadian health-care system is often described
as a model for other nations. The system is a combina-
tion of public financing and private delivery of medical
care. In other words, private doctors and health-care
providers treat people, but the costs are paid for by the
government. The federal government sets standards and
provides funds for the provincial governments. Each
province is responsible for specific planning, public
health, and the financing of the health-care system. Over
95 percent of Canadian hospitals are private non-profit
ventures that are run by community boards and munici-

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Canada 14 5 10 4 21 9 38
United States 13 9 4 6 8 51
Mexico 30 6 4 2 7 5 46
Brazil 22 13 18 15 34 4 —6
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Distribution of Income or Consumption by Percentage
Share: Canada

Lowest 10% 2.8
Lowest 20% 7.5
Second 20% 12.9
Third 20% 17.2
Fourth 20% 23.0
Highest 20% 39.3
Highest 10% 23.8

Survey year: 1994

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

palities. For-profit hospitals exist mainly to provide long-
term care. In 1998, total health-care expenditures were
Can$82.5 billion or Can$2,694 per person. Each year,
health care usually accounts for about 10 percent of GDP,
and about one-third of total spending by the provincial
governments. The main complaint about the system is the
length of time that patients often have to wait before they
receive certain treatments. In 1999, the average time be-
tween referral by a primary care doctor and treatment by
a medical specialist was 14 weeks.

WORKING CONDITIONS

Total employment in Canada in 1999 was 15.9 mil-
lion. That same year, the unemployment rate was 7.6 per-
cent. Unemployment in Canada has remained fairly con-
stant at this rate during the 1990s, despite the strong
economy. However, there were real declines in unem-
ployment compared with the 1980s, when unemployment
hovered near 10 percent.

With the exception of members of the armed forces,
all workers in Canada have the right to form unions.
Unions may organize strikes, but employees of the gov-
ernment who provide essential services, including law en-
forcement and medical care, are forbidden to strike. In
2000, there were a number of notable strikes, including
one in British Columbia that closed the province’s sea-
ports for 10 days. The province also saw an illegal nurses
strike in 2001, as well as a crippling public transit strike
in Vancouver which shut down the bus and light rail sys-
tem for 4 months. Specific laws that oversee the forma-
tion and conduct of unions vary from province to
province. Unions are independent of the government and
often form coalitions with other trade organizations or in-
ternational bodies. Outside of the government, union
membership is 29.5 percent nationwide. The government
vigorously enforces union protections, and there are
provincial and federal agencies that monitor and investi-
gate working conditions and worker safety.
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The standard work week varies from province to
province. It ranges from 40 to 48 hours per week, but all
provinces mandate at least one 24-hour rest period dur-
ing the week. The minimum wage rates are set by each
province and also vary widely. The lowest minimum
wage is Can$5.25 per hour in Newfoundland and the
highest is Can$7.60 in British Columbia. In addition, Al-
berta and Ontario have lower minimum wages for work-
ers under the age of 18. The minimum wage is not suf-
ficient for a single worker to support a family and, in fact,
those families with only a single wage earner making
minimum wage are classified as being below the national
poverty line. There are prohibitions on child labor, and
children under the age of either 15 or 16—depending on
the province—are not allowed to work without parental
consent. Some provinces also have restrictions on youths
working at night or in hazardous jobs.

Several groups are under-represented in the workforce
and are often paid less than their counterparts in similar
occupations. Native American peoples are particularly sub-
ject to discrimination and their proportion of the workforce
is far lower than their proportion of the population. The
same is true of people with disabilities. People with dis-
abilities who are capable of work represent 6.5 percent of
the total population, but only 2.7 percent of current em-
ployees. Women are employed in all sectors of the econ-
omy and laws guarantee equality in all areas of employ-
ment except the military. Under the terms of a 1998 court
decision, the federal government has been paying back
wages to women who were paid less than their male coun-
terparts in the same occupation. However, disparities in in-
come still exist between men and women with similar jobs.

Although the nation is officially bilingual, cultural
pressure and regulations force many English-speakers in
Quebec and French-speakers elsewhere in the country to
use the language of the majority of that particular
province. For instance, the provincial government of
Quebec limits access to English-language schools and
places restrictions on the use of English for commercial
purposes and in advertising.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1600. King Henry IV of France grants a fur trading
monopoly in the Gulf of St. Lawrence to a French
company.

1608. Samuel de Champlain founds Quebec, the fist
permanent European settlement in Canada.

1644. Wheat is planted and harvested for the first time
in Canada.

1670. The Hudson’s Bay company is formed by
British merchants to trade in the Hudson Bay area.
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1731-43. French fur trappers go into the territory be-
yond Lake Winnipeg and begin to send furs back to the
east, establishing a lucrative trade.

1756-63. French and Indian War or Seven Years War
results in British control of Canada, including Quebec.

1775-83. American Revolutionary War. British and
Canadian forces defeat several American invasion at-
tempts. Thousands of Americans loyal to England emi-
grate to Canada during the war.

1791. Many British loyalists settle in western Quebec,
leading to the division of Quebec into Upper Canada
(Ontario) and Lower Canada (Quebec). A year later
George Vancouver begins his explorations of the Pa-
cific Coast.

1807. Slavery is abolished in Canada.

1812-14. The War of 1812 is fought between the
United States and Great Britain. The Americans burn
York (Toronto), the capital of Ontario, but British
forces retaliate by burning Washington, D.C.

1821. The 2 major economic forces in Canada, the
Hudson’s Bay Company and the Northwest Company,
merge. This creates widespread unemployment.

1838. Rebellions by Native Americans and French-
speaking Canadians break out across the colonies.

1841. The Act of Union unites Upper and Lower
Canada into the single colony of Canada.

1857. Ottawa becomes the capital of Canada.

1867. Great Britain’s North American colonies are
united in a confederation to form the Dominion of
Canada and are given semi-independent status, includ-
ing self-government.

1870s. The northern bison herds are decimated. This
leads to the collapse of the west’s economy.

1880-84. A transcontinental railway is built, mainly by
immigrant Chinese laborers.

1897. Gold is discovered in the Klondike. This leads
to a widespread gold rush that attracts thousands, in-
cluding many Americans.

1917. The income tax is adopted during World War I,
but never repealed.

1922. The Canadian Northern and Canadian Transcon-
tinental Railways merge to create Canadian National
Railways. Four Canadian scientists share the Nobel
Prize for their discovery of insulin.

1923. Anti-immigration sentiment leads the govern-
ment to virtually halt Chinese immigration.

1931. The Statute of Westminister grants Canada full
control over internal and external affairs. The gover-

90

nor-general becomes the representative of the British
monarch.

1932. The Ottawa Agreements establish preferential
trade between Canada and the other British Common-
wealth nations.

1935. The Bank of Canada is established as the na-
tion’s central bank.

1937. Trans Canada Air Lines establishes regular flights.

1945. Canada joins the United Nations. The nation’s
first atomic reactor is built in Ontario.

1959. St. Lawrence Seaway opens.

1962. The Trans-Canada Highway opens. Canada be-
comes the third nation in space with the launch of a
satellite.

1965. Canada and the United States sign the Auto
Pact. The Maple Leaf flag is adopted.

1980. In a referendum in Quebec, voters reject inde-
pendence from Canada.

1982. Canada gains a new constitution. The most severe
economic recession since the Great Depression begins.

1984. The Gulf of Maine dispute between Canada and
the United States is settled by the International Court
of Justice.

1987. The Meech Lake Accords fail to solve the ques-
tion of the status of Quebec.

1989. U.S.-Canada Free Trade Agreement goes into
effect.

1990. The Goods and Services Tax (GST), a 7 percent
national sales tax, is enacted. Canada and the United
States sign the Fisheries Enforcement Agreement.

1992. Canada is the first nation to sign the bio-diversity
treaty following the United Nations Earth Summit in
Brazil.

1994. Trade restrictions between the provinces are
eased and cigarette taxes are lowered following wide-
spread smuggling from the United States. Canada joins
the North American Free Trade Agreement (NAFTA).

1995. Voters in Quebec narrowly reject independence.

1996. Substantial cuts in government spending are an-
nounced.

1997. Canada initiates a free trade agreement with
Chile.

1999. Canadian forces participate in the NATO-led mil-
itary operation against Serbia in Kosovo. Canada and the
United States sign the Pacific Salmon Agreement.
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FUTURE TRENDS

The most pressing problem for the future of Canada
is the question of Quebec’s independence. A significant
percentage of the Canadian economy is centered in Que-
bec. Independence for Quebec would raise a variety of
problems since it would require a division of the assets
of the federal government and require Quebec to assume
part of the federal debt. Since the 1980s, there have been
repeated efforts to reach some sort of permanent solution
to the problem. However, the Bloc Québécois continues
to push for independence. In 1998, the nation’s Supreme
Court ruled that a unilateral declaration of independence
by Quebec would be illegal, but if a majority of the res-
idents of Quebec vote for separation, then the federal gov-
ernment has to negotiate eventual independence. The
English-speaking residents of Quebec and the province’s
native peoples both oppose independence and have ex-
pressed their wish to remain part of Canada if Quebec
gains its independence.

Another problem facing the Canadian economy is
the high level of taxation. On the positive side, these taxes
provide the basis for the nation’s very generous social
benefits, including health care and education. On the neg-
ative side, taxes increase the cost of living for average
Canadians and increase the costs of business for compa-
nies. In addition, even with the high level of taxation, the
government has been forced to deficit spend in order to
pay for services. As a result, the nation’s debt increased
substantially during the 1990s and only recently has the
government begun to pay down the debt. The most press-
ing problem related to the high level of taxation is the
aforementioned brain drain. Many younger Canadians
who are highly skilled and/or educated are moving to the
United States where they can earn much higher wages
while paying lower taxes. Canada’s tax burden is also
blamed for the continuing unemployment levels of
around 7 percent (while the American unemployment has
been around 4 percent for several years).

Canada’s pursuit of free and open trade has led it to
join a number of international organizations. Member-
ship in these organizations has allowed the country to
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take advantage of international trade so that it now con-
tributes a significant portion of the Canadian economy.
Much of the country’s future growth is dependent on
trade. Because of this dependence, Canada is particularly
sensitive to downturns in the economies of its major trade
partners, especially the United States.

DEPENDENCIES

Canada has no territories or colonies.
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CAPITAL: Santiago.

MONETARY UNIT: Chilean peso (P). One Chilean
peso equals 100 centavos. There are coins of 1, 5,
10, 50, 100, and 500 pesos and notes of 500, 1,000,
5,000 and 10,000 pesos.

CHIEF EXPORTS: Copper, fish, fruits, paper and
pulp, chemicals.

CHIEF IMPORTS: Consumer goods, chemicals,
motor vehicles, fuels, electrical machinery, heavy
industrial machinery, food.

GROSS DOMESTIC PRODUCT: US$185.1 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$15.6 billion
(f.0.b., 1999 est.). Imports: US$13.9 billion (c.i.f.,
1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. A coastal country located in the
southwest region of South America, Chile has an area of
756,950 square kilometers (292,258 square miles) and a
total coastline of 6,435 kilometers (3,998 miles). Chile
shares its northern border with Peru and its eastern bor-
der with Bolivia and Argentina. Comparatively, the area
occupied by Chile is nearly twice the size of California.
Chile’s capital city, Santiago, is located at the country’s
latitudinal mid-point. By bus, Santiago is approximately
1.5 hours inland from the Pacific Ocean and 1.5 hours
west of the Andes Mountains foothills. From its north-
ern border to its southernmost tip, Chile covers a diverse
geographic array. In the north is the Atacama Desert, one
of the driest places on earth, while the southern tip points
towards the polar ice of Antarctica.

POPULATION. The population of Chile was estimated at
15,153,797 in July of 2000 with an annual growth rate
of 1.7 percent, an increase of 7.9 percent from the 1994
population of 13,950,557. In 2000 the birth rate stood at
17.19 per 1,000 while the death rate stood at 5.52 per
1,000. According to the Population Reference Bureau,

Worldmark Encyclopedia of National Economies

CHILE

Republic of Chile
Repiiblica de Chile

with a projected annual population growth rate of 1.29
percent, the population is expected to reach 19.55 mil-
lion by the year 2025 and 22.21 million by 2050.

A majority of the Chilean population is mestizo (of
mixed European and American Indian descent). In 1848
the Law of Colonization was passed by Spanish colonists
interested in attracting foreign immigrants. Conse-
quently, a large German population relocated to South-
ern Chile and mixed with the Mapuche Indians who
inhabited the region. Miscegenation (intermarriage
between different races) was prevalent throughout the
country between Mapuches and other Europeans. Immi-
gration also produced significant populations of Pales-
tinians, Jews, Italians, Asians, Yugoslavs, and Greeks.
Because of this great racial diversity, most Chileans feel
that there is little racial prejudice in their country. How-
ever, prejudice based on class status is very prevalent in
the urban centers.

The population of Chile is highly stratified with the
middle class being the largest social sector. The impor-
tance of surnames, private schools, and living in the right
neighborhood reveals a society that places much empha-
sis on class. The upper class in Chile consists of aristo-
crats, big business executives, and highly trained profes-
sionals making US$6,000 or more per month and
constituting approximately 10 percent of the population.
The middle class consists of small-business people,
lower-rank professionals, public employees, and teach-
ers. This group averages between US$600-$5,000 per
month and constitutes 60 percent of the population. The
lower class includes indigenous groups, retirees, students,
small farmers, and servants. These people make between
US$75-$500 per month and make up 30 percent of the
population.

The population of Chile is highly urbanized, with 86
percent of the population residing in urban areas. The
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country is also young, with 28 percent of the population
under the age of 15. Additionally, the population is pre-
dominantly Roman Catholic (estimated at 89 percent), with
the remaining 11 percent affiliated with other religions.

OVERVIEW OF ECONOMY

Chile’s market-oriented economy is characterized by
a high level of foreign trade that has been solidified over
the years through economic reforms. Under President
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Patricio Aylwin’s democratic government (1990-93),
Chile’s reputation grew as the role model for economic
reform in Latin America. Gross domestic product
(GDP) growth averaged 8 percent during the 1991-97
period but fell to about 4 percent in 1998 because of tight
monetary policies implemented by the government; such
policies were an attempt to keep the current account
deficit in check. In 1999 a severe drought exacerbated
the recession by reducing crop yields and causing hy-
droelectric shortfalls and rationing. For the first time in
15 years, Chile experienced negative economic growth.
However, Chile managed to maintain its reputation for
strong financial institutions and sound economic policies.
By the end of 1999 exports and economic activity had
begun to recover, and a return to strong growth was pre-
dicted. The March 2000 inauguration of President Ri-
cardo Lagos (2000-present)—President Eduardo Frei’s
(1994-99) successor—Ileft the presidency in the hands of
the center-left Concertacion coalition that has held office
since the return to civilian rule in 1990.

Chile arrived at its present strong economic state af-
ter years of political and economic turmoil. Civilian gov-
ernments replaced the repressive military dictatorship in
March 1990 and continued to reduce the government’s
role in the economy, pushing for the development of a
free-market economy. Inflation has been on a downward
trend and hit a 60-year low in 1998. Chile’s currency and
foreign exchange reserves are also strong, due in large
part to sustained foreign capital inflows of direct invest-
ment. Still, the Chilean economy remains largely depen-
dent on a few sectors—namely copper mining, fishing,
and forestry. Sustained economic growth is largely de-
pendent on world prices for these commodities, contin-
ued foreign investor confidence, and the government’s
ability to maintain an orthodox fiscal policy.

Chile’s credit rating remains the best in Latin Amer-
ica, and in order to finance investment, Chilean firms
have raised money abroad through loans, selling bonds,
and issuing stock. Additionally, Chile has a high rate of
foreign investment with private U.S. corporations con-
ducting a significant amount of independent and joint
ventures in the country. Total private and public invest-
ment in Chile accounted for 33 percent of the GDP in
1997. The government is aware that increasing invest-
ment is necessary to ensure worker productivity. Chile is
very fortunate not to be plagued by international debt, in
part due to foreign aid it receives. Although it still has a
significant foreign debt it is not enough to constitute ma-
jor structural problems. As such, Chile is better off than
many of the lesser-developed Latin American countries
that struggle to maintain economic policies designed to
generate enough revenue to pay back their foreign debts.
Minimal foreign debt pressures and strong economic
growth help Chile remain one of the most economically
successful countries in Latin America.
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POLITICS, GOVERNMENT,
AND TAXATION

Chile is divided into 13 administrative regions, each
headed by an administrator (intentente) appointed by the
central government. Each region is divided into 40
provinces, each being administered by a governor (gob-
ernador) also appointed by the central government. The
provinces are further divided into municipalities headed
by appointed mayors (alcaldes).

Chile’s system of government, with its separation of
powers, was patterned after that of the United States.
There are 3 branches to the government: executive, judi-
cial, and legislative. It is a multiparty republic with a pres-
idential system based on the 1980 constitution.

The Chilean Constitution of 1980 sets the format for
the National Congress, composed of a Senate and a
Chamber of Deputies. The Senate has 47 members (38
elected and 9 appointed) who serve 8-year terms. The
Chamber of Deputies has 120 members who are directly
elected for 4 years. The president is elected for a 6-year
term without possibility for re-election. The constitution
requires the president to be at least 45 years of age, meet
the constitutional requirements for citizenship, and have
been born on Chilean territory. The president is elected
by an absolute majority of the valid votes cast.

The executive branch in Chile is composed of 16
ministries and 4 cabinet-level agencies: the Central Bank,
the Production Development Corporation (Corfo), the
National Women’s Service, and the National Energy
Commission. Each minister is appointed exclusively at
the president’s discretion.

During the brutal dictatorship of General Augusto
Pinochet, which lasted from 1973 to 1990, political parties
were severely repressed. After the return to a civilian de-
mocratic government, political parties began re-emerging
and eventually consolidated into 2 major blocs, the center-
right and the center-left. Historically, Chilean politics have
been split 3 ways: the right, center, and left. The center-left
is currently the governing coalition and includes the cen-
trist Christian Democratic Party (PDC), the Radical parties,
the moderate leftist Party for Democracy (PPD), and the
Socialist Party (PS). The opposition center-right includes
the National Renewal Party (RN) and the Independent De-
mocratic Union Party (UDI). In addition to these parties,
Chile has several small-scale leftist parties, including the
Communist Party. While these parties are not represented
in the Executive Branch or Congress, they do have elected
representatives in some local governments.

The 2000 presidential election was a close race be-
tween Ricardo Lagos, representing the center-left, and
Joaquin Lavin Infante, representing the center-right.
Lavin’s party platform, as a member of UDI, focused on
promises of higher wages, larger pensions, and better eco-
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nomic and social performance. These promises were
made in the wake of the largest recession Chile has ex-
perienced in years. Lagos’s platform, as a member of the
PPD, advocated stability, continuation of reform
processes tied to economic liberalization, high levels of
economic growth, and reduced unemployment.

The Coalition of Parties for Democracy (Concerta-
cion) is an umbrella coalition that encompasses all polit-
ical parties, from the powerful PDC to Lagos’s PPD. One
of the fundamental tenants of this bloc was to unite in
support of a single presidential candidate. For the 2000
election, the Concertacion elected Lagos, making him the
first avowedly leftist president since Salvador Allende,
the socialist president who died during the coup (an in-
ternal takeover of a government) that put General Pinochet
in power. Many older Chileans were concerned about La-
gos’s candidacy because they still remembered the very
severe economic conditions that plagued the country un-
der Allende. As the newly elected president, Lagos
promised to maintain the same liberal-economic reform
policies that have been adhered to since the overthrow of
the Allende government. Although both the center-left
and center-right support free-market liberal economies,
the center-right tends to identify more with Pinochet and
his neoliberal policies. The center-left understands and
supports free-market policies but expresses ties to so-
cialist ideology. In Chile, political identification remains
closely tied to a person’s socio-economic class.

The government’s biggest impact on the economy
is maintaining neoliberal economic policies that favor
foreign investment and international trade. Regulation
of the Chilean economy by the government is limited.
The most heavily regulated areas of the economy are
utilities, the banking sector, securities markets, and pen-
sion funds. The government is increasing the amount of
foreign investment in the country by introducing rules
that permit privatization of Chilean state-owned ports,
water-treatment facilities, and private investment in the
construction and operation of domestic infrastructure
projects.

Chilean Decree Laws attempt to establish favorable
investment climates for foreign investors by treating them
nearly the same as Chilean investors. There are minimal
administrative issues that need to be dealt with in order
to pursue investment opportunities in Chile, and the
highly stable democratic government helps boost investor
confidence. With a well-developed legal system and gov-
ernment support of foreign investment, the economy
thrives on the inflow of foreign capital. The government
also promotes exports by offering non-market incentives
to exporters. For example, paperwork requirements are
made simpler for nontraditional exporters.

An 18 percent VAT is applied to all sales transac-
tions and accounts, generating over 40 percent of total
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tax revenues. There is a tariff on almost all imports orig-
inating in countries that have not entered into a free trade
agreement with Chile. In 1998 the tariff was 11 percent;
it dropped to 9 percent in 2000 and will fall by 1 percent
through the year 2003, at which time it will stabilize at
6 percent. Personal income taxes are applied only to in-
dividuals making more than US$6,000 per year. People
earning over about US$75,000 are taxed at the highest
rate of 45 percent. Businesses are taxed 15 percent on the
profits they keep as earnings and 35 percent for those that
they distribute. Businesses are given tax breaks for their
donations to educational institutions. In 1999, 73 percent
of total government revenues were derived from taxes.
Tax evasion is not a serious problem in Chile.

Chile’s economy is extremely open to free trade and
the government rarely intervenes with protectionist mea-
sures. Chile’s Foreign Investment Law and its tax struc-
ture are indicative of a country that is interested in at-
tracting foreign investment. Chile has negotiated free
trade agreements with various countries, including the
United States, Canada, Mexico, Brazil, Paraguay,
Uruguay, and Argentina.

The military played a significant role in the economy
during the Pinochet dictatorship by enforcing a drastic 180
degree turn in the economy. They changed the Chilean
economy from one that was heavily nationalized, do-
mestically protected, and industrializing through import-
substitution to one that favored free-market neoliberal
policies. While the military no longer plays a direct role
in the country’s economic planning, the economic struc-
ture that was implemented under its rule is still followed
currently and policymakers of the military government are
still on the boards of the largest firms in the country.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Chile’s internal transportation network is relatively
well-developed, although it is in need of some improve-

ment. Historically, Chile had heavy government regula-
tion of the transportation sector—including railroads, air
transport, marine shipping, and buses. These laws served
as a tremendous barrier to international competitiveness
due to inefficiency. As a result, reforms, begun in the late
1970s, aimed at establishing a competitive environment
and increasing participation by the private sector.

RAILWAYS. The nation’s rail system consists of 6,782
kilometers (4,214 miles) of railroads. Four international
railways run to northwestern Argentina, Bolivia, and
Peru. Two of these lines run from Chile to Bolivia (from
Arica to La Paz) and from Antofogasta to La Paz via the
Calama Desert. Except for these 2 international routes,
passenger service to areas north of Santiago is not per-
mitted. The Chilean State Railways (Empresa de Ferro-
carriles del Estado) operates under the auspices of the
Ministry of Transport and Telecommunications. Con-
gress approved privatization of EFE’s train services.
However, the infrastructure remains under state control.

ROADWAYS. Although Chile’s railroad system is the
fourth-largest network in Latin America, it is a compar-
atively slow and inefficient method of transportation.
Roads are the principal means of moving people and
freight given that the Pan-American Highway is in ex-
cellent condition and runs the length of the country. In
1960 the first paved road was completed, linking the ex-
treme north with Puerto Montt, located at the far south-
ern tip of the Central Valley (Valle Central). Transver-
sal roads run east and west from the north-south
highways. Chile’s network of roads totals approximately
79,025 kilometers (49,103 miles). Of this total network
9,913 kilometers (6,160 miles) are paved, 33,140 kilo-
meters (20,592 miles) are gravel roads, and 35,972 kilo-
meters (22,352 miles) are improved and unimproved
earth roads. The Santiago and Central Valley regions are
the areas most frequently traveled. There are about 1.1
million motorized vehicles of all kinds in Chile, includ-
ing approximately 700,000 automobiles and 300,000
trucks and buses. Chile’s national bus service and San-

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines®  Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1999 1999
Chile 98 354 232 44.8 2.7 48.2 21.45 700
United States 215 2,146 847 2443 78.4 458.6 1,508.77 74,100
Brazil 40 444 316 16.3 31 30.1 18.45 3,500
Argentina 123 681 289 163.1 2.0 443 27.85 900

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
PData are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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tiago’s metro system run on time and are considered
excellent.

Chile supports an extensive tourist infrastructure
through the use of bus transportation from the extreme
north of the country to the southern Lake District. A bus
trip from the capital city of Santiago to Puerto Montt
takes about 17 hours. Although it is a significant amount
of time to spend on a bus, the views are extraordinary,
Chileans make great conversation, and once you reach
the south you get to see one of the most beautiful places
on earth. It is almost untouched by capitalist industrial-
ization and the people are comfortingly and inspiringly
simple. A portable CD player is a totally foreign object
to them.

WATER. Chile has 4 major state-owned water utilities that
are in desperate need of substantial investment to improve
efficiency. Starting in 1998 the government began con-
sidering the possibility of selling approximately 35 per-
cent of the utilities to private firms. Partially privatizing
this sector would allow private companies to invest cap-
ital in the restructuring of the utilities. Such contribu-
tions would improve drinking water services, sewers, and
sewage treatment. These changes require substantial in-
vestment in order to be realized. According to the Com-
munication and Culture Secretariat of Chile, a planned
investment of US$1.56 billion by the year 2000 was ex-
pected to substantially improve the water sector in Chile.
This significantly exceeds the US$235 million that was
spent in 1998.

PORTS. Chile’s extensive coastline has very few natu-
rally protected bays. In general the sea is rough and the
topography is abrupt. A total of 95 percent of Chilean
exports and 87 percent of international trade is done
through port facilities. As of 1999, Chile had 36 opera-
tional ports: 10 were state-owned and offered public ser-
vice; the other 26 were privately-owned ports, of which
only 15 offered public service. These ports tend to focus
on trade and shipping.

Port infrastructure, equipment, technology, and ser-
vices have been clearly inadequate to efficiently serve the
growing demands of globalization and international
trade. As a result, the Chilean Congress approved a Port
Law in December of 1997. This legislation was intended
to foster competition and improve the capacity, effi-
ciency, and competitiveness of the state-owned ports. The
law mandated the conversion of 10 state-owned ports,
previously managed by Emporchi (Chilean Port Author-
ity), into 10 independent companies. These new compa-
nies are now fully responsible for port management, de-
velopment, financial administration, and assets.
However, the ports are still owned by the state. Chile has
limited inland waterways, navigable for only about 725
kilometers (450 miles), and located mainly in the south-
ern Lake District.
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AIR TRANSPORT. Air transport has become an important
way of moving people and freight through Chile, given
its territorial extremes. Chile has 351 usable airports but
only 48 of them have paved runways. The international
airport is located in the capital, Santiago. Eighteen inter-
national airlines serve through Santiago. Chile has 2 na-
tional airlines. The first is Linea Aérea Nacional de Chile
(LAN Chile), which was privatized in 1989 and merged
with Southeast Pacific in 1992. LAN Chile serves major
cities in Chile and also carries passengers to international
destinations. The second, Linde Aérea del Cobre
(Ladeco), is owned by the country’s copper company and
handles the majority of domestic travel.

ELECTRICITY. Power shortages occurred frequently in
1999 and to some degree in 1998. Shortages are typically
a result of drought conditions since most of the country de-
pends heavily on hydroelectricity. Power rationing had to
be instigated in Santiago and some other regions for a while.
In April 1999, blackouts would occur for up to 3 hours a
day. The government did not intervene in the situation be-
cause private corporations own the electric companies, and
the government did not want to scare investors away. How-
ever, the blackouts continued to be severe enough that the
government fined 10 power companies for not meeting the
terms of their contracts. New power plant construction,
started in 1996, will continue through at least 2008. Ac-
cording to the most recent projections of the Comision Na-
cional de Energia (National Energy Commission [CNE]),
electricity demand will grow over 8 percent yearly into the
next century. Thus, the electricity sector has grown much
faster than the overall Chilean economy.

TELECOMMUNICATIONS. Chile has an excellent
telecommunications infrastructure supporting the use of
cable, fax machines, telephones, and the Internet (in 1999
there were 26 Internet service providers). The phone sys-
tem is completely digital and there are 8 international
long distance carriers and 3 cellular telephone networks.

The telecommunications sector in Chile changed
dramatically once it became privatized in 1989. As a re-
sult, private companies were forced to compete on the
open market. Competition caused these businesses to pro-
vide their services in the most efficient and effective man-
ner possible in order to ensure customer satisfaction.
Since privatization, the number of phone lines increased
from 800,000 in 1990 to 3.1 million in 1999. Cellular
phones were introduced in 1990, and by the end of 1999
there were more than 2 million being used nationwide.
Long distance calls made within the country increased
from 500 million minutes in 1990 to almost 3 billion min-
utes in 1999. Long distance calls made to other countries
increased from 50 million minutes in 1990 to almost 250
million minutes in 1999.

The Internet has become efficient in Chile due to
heavy U.S. investment, but penetration is still limited
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given that only about 24 percent of homes have a com-
puter. However, computer use is expected to grow 6 per-
cent in the year 2001, as consumer confidence resumes
after the Y2K scare. Chilean imports of computer equip-
ment were estimated at approximately US$400 million
for 1999. Imports have been gradually increasing over
the past few years. The Internet is used mainly for edu-
cation and entertainment purposes with only about 7 per-
cent of Internet users shopping on-line. Furthermore, lo-
cal access charges on Internet usage make logging on
expensive. Nevertheless, Chile has the most developed
telecommunications infrastructure in Latin America and
is attempting to further develop its Internet infrastructure
through private investment in order to become the pre-
ferred country for Internet investments.

RADIO. The radio is Chile’s principal way of reaching
the mass population. An estimated 93 percent of the na-
tion’s population listens to the radio; the percentage is
higher in the metropolitan Santiago area, estimated at 97
percent. Radio broadcasts are the prime source for cur-
rent news for a majority of the population. New stations
have a large budget used to maintain professional news
staff to meet the news demands of the country. There are
an estimated 17 million radio sets in Chile, far surpass-
ing the estimated population of the country.

ECONOMIC SECTORS

The key economic sectors making up the Chilean
economy are agriculture, industry and manufacturing, and
services. Agriculture has increased slightly over the years
but still makes up only a small percent of annual GDP.
In 1979 agriculture constituted 7.4 percent of the GDP,
rising to 8.7 in 1989, and 8.4 in 1998. Industry constituted

Chile

GDP-COMPOSITION BY SECTOR-1999 i
Agriculture 6%

Services 61%
Industry 33%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION
Agriculture 14%

Services 59%

Industry 27%

TOTAL LABOR FORCE 5.8 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1997 est.

37.9 percent of GDP in 1979, with 21.6 of that coming
from manufacturing. In 1989 those figures were 41.8 and
18.9 percent, respectively. By 1998, industry declined to
34.2 percent and manufacturing sank further, to 16.4 per-
cent. The service sector in Chile accounted for approxi-
mately 61 percent of the GDP in 1999. Services in Chile
include tourism, banking, and finance and retail.

AGRICULTURE

In 1970 Chile was exporting US$33 million in agri-
culture, forestry, and fishing products. By 1991 exports
had increased substantially to US$1.2 billion. Currently,
exports of agricultural products constitute approximately
6 percent of the total GDP. However, this sector of the
economy is extremely susceptible to fluctuations in world
demand.

FRUIT. Chile is the region’s leading fruit exporter, with
the agricultural sector employing about 14 percent of the
workforce in 1997 and contributing around 6 percent to
the GDP in 1999. The fruit industry is the most devel-
oped and high-profile agricultural industry. Chile is said
to be the world’s largest exporter of table grapes, not
counting the ones used in the well-developed wine in-
dustry. Both of these industries benefit from the favor-
able conditions of the country’s fertile and well-drained
soil, cheap labor, and in recent years, government poli-
cies. About 25 percent of grapes eaten in the United States
are imported from Chile, as well as 35 percent of kiwi
fruit and 10 percent of nectarines. Other major crops in-
clude apples, apricots, pears, and avocados. About 50
percent of Chile’s fruit production is exported, mainly to
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the United States and Europe. One of the greatest ad-
vantages of this sector is that it coincides with the north-
ern hemisphere’s winter season. Between 1989-91, ex-
ports of fresh fruits reached significant importance. Grape
exports to the northern hemisphere during the winter sea-
son were a virtual Chilean monopoly until Argentina be-
gan to compete. The fruit packing industry also expanded,
providing seasonal employment to thousands of workers.

WINE. Chilean wines have earned a prestigious position
among international wine connoisseurs. The quality of
these wines have earned Chile a spot as one of the world’s
leading wine producers, behind Italy and France. Chilean
wine exports increased significantly between 1987 and
1998 (from 14 million liters to 229 million liters). In
1993-98, wine exports increased from US$129 million
to US$500 million. Favorable climate and soil conditions
make growing premium grapes an asset for this sector of
the Chilean economy. Chile’s microclimates (climates of
a very small area) provide outstanding soil, sunlight, tem-
perature, and moisture conditions for wine production.

Additionally, the industry has introduced new tech-
nologies and attained a highly skilled labor force. In-
dustry upgrades in technology and production processes
have been facilitated through foreign investment in local
operations. France, the United States, Australia, and the
United Kingdom have had successful Chilean operations
since 1979.

FISHING. Chile’s extensive coastline makes it one of the
world’s greatest fishing nations. The natural conditions—
including favorable currents, tides, rainfall, and inland
water—provide for a large harvest of fish products. Chile
has developed an advanced technology for use in fishing
and aquaculture. Most Chilean fish products are now
shipped frozen and pre-packaged. In 1994 Chile was the
largest producer of finfish and shellfish with a 7 million
ton catch, approximately 6 percent of the world’s total.
Fishing accounts for 2 percent of Chile’s GDP and 11
percent of its global exports. In 1985 the sale of frozen
and pre-packaged products stood at 1,120 tons. By 1998
this figure had significantly increased to 294,062 tons.

The Chilean fishing industry produces high quality
fish meal, fish oil, salmonids, sea bass, Antarctic whit-
ing, kingclip, swordfish, sea urchin, oysters, scallops, and
king crab. Finfish and shellfish exports in 1998 were
worth US$1.6 billion, an increase of 31 percent over 1997
exports. About 52.7 percent of 1998 exports were har-
vested at sea with 47.3 percent being produced through
inland aquaculture.

Chile is one of the top 15 aquaculture nations in the
world. Since the 1980s Chilean aquaculturalists have
worked hard to become the second largest producers of
salmon and trout. They raise Coho, Atlantic, and Chi-
nook salmon, as well as rainbow trout. The industry is

Worldmark Encyclopedia of National Economies

Chile

made up of 90 firms operating 185 farms in over 47,000
hectares of inland waters. Importers of refrigerated and
frozen Chilean salmon include Japan (60 percent), the
United States, Brazil, and the European Union. In 1998
salmon sales provided approximately 42 percent of in-
dustry revenue and accounted for greater than 4 percent
of global country exports.

FORESTRY. Chilean forestry is extremely successful due
to its natural resource endowments. Chile’s competitive
advantage is due to an abundance of water, diversified
climates throughout the country, and fertile soil. For ex-
ample, the locally grown Radiata Pine reaches maturity
in 15 to 30 years, much faster than in its own native
homeland of Monterey, California. Moreover, the in-
dustry growth can be attributed to extensive research and
species introduction coordinated through the efforts of
public and private universities, government agencies,
and private institutions.

In 1998 forest exports reached an impressive
US$1.66 billion, although this was down 9.3 percent from
1997. These export levels are achieved by 100,000 work-
ers in approximately 800 small, medium-sized, and large
firms that make up the industry. In 1998 Chile sold for-
est products to 95 countries, with Asia leading at 34.8
percent, followed by North America with 24 percent, and
Europe at 23 percent. The United States was the single
largest buyer with imports totaling US$358 million.

The success of the forestry industry has attracted
much foreign investment and has contributed to the glob-
alization that is characteristic of the Chilean economy.
In 1998 a U.S.-based company, Boise Cascade, under-
took a joint venture with the Chilean company Maderas
Condor. Both companies invested US$150 million to
build a new plant in Valdivia, the lake region of Chile.
Additionally, the Canadian firm ForAction International,
together with the Chilean company Moreno Vial Ltda.,
started building a wood production and export plan in
the town of Curanilahue, which involves a US$30 mil-
lion investment.

INDUSTRY

Chile’s industry sector is based primarily on local
mineral resources, agricultural raw materials, and
forestry. Current industries include copper refining, ni-
trate products, iron smelting and steel production, oil re-
fining, cement, chemicals, timber and pulp, furniture, and
various wood products. There is also a large textile, cloth-
ing, and leather industry concentrated mainly in the ur-
ban centers, with Santiago being the largest, employing
20 percent of the local labor force.

MINING. Chile is the world’s largest producer of copper,
constituting 28 percent of the world’s reserves. It has the
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world’s most productive mine, located in the northern re-
gion in the city of Chuquicamanta. The Chilean economy
is also very dependent on copper, and this industry em-
ploys about 6 percent of the Chilean workforce. Accord-
ing to the International Monetary Fund (IMF), in 1997
copper accounted for 42 percent of exports and 8 percent
of the country’s GDP. Major external investment in
Chilean copper mining and the many industries across the
world that require copper indicate that this sector will con-
tinue to play an important role in Chile’s economy. North
America and Western Europe are the biggest users of cop-
per, constituting a combined world demand of 59 percent.

Corporacion Nacional del Cobre de Chile
(CODELCO) is the largest company in Chile engaged in
extracting and selling copper from state-owned mines.
CODELCO is owned by the Chilean government and re-
ceived annual profits of around US$1 billion per year
during the 1990s. It is responsible for producing 10 per-
cent of the world’s copper.

Before the 1970s most copper mines were owned by
American multinational corporations; in 1971 these
mines were nationalized by the Chilean government.
CODELCO was created in 1976 by the military govern-
ment to run the nationalized copper mines. Thus, the
Chilean government had a monopoly over the large
mines, accounting for 85 percent of copper production.

Beginning in 1980 the military government began to
loosen its grip on the copper mines, permitting foreign
investment in the new large mines. As a result, foreign
direct investment in the mining sector grew from ap-
proximately US$90 million between the years 1974-89
to US$803 million in 1990. Between the years 1989-95
more than half of the foreign direct investment in Chile
went directly to the mining sector. This pattern reflects
a strong international demand for copper, a metal that is
used in the construction industry, in air conditioning, and
in manufacturing electronic equipment. Copper is also
used in the automotive industry for electrical equipment
and in telecommunications to build copper cables.

Chilean mining companies are also beginning to ex-
plore opportunities in other parts of Latin America,
specifically Argentina, Bolivia, and Peru. International
demand affects the price of copper. In 1998-99 the Asian
financial crisis reduced that region’s demand for copper,
causing the price to significantly decrease. The Asian
economies rebounded and the price of copper increased
with a positive short-term outlook for the industry.

Northern Chile also has significant amounts of rich,
high-grade iron-ore deposits located mainly in Co-
quimbo. Most of this ore is exported, with the surplus be-
ing used by the local iron and steel industry. Chile is also
the leading nitrate supplier in the world, with large de-
posits of the mineral in the Atacama Desert. Nitrate is
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used for fertilizers and in the production of explosives.
The mining and export of this mineral flourished during
the last part of the 19th century and the beginning of the
twentieth century. Chile produces gold, silver, molybde-
num, manganese, zing, lead, bauxite, sulfur, potash, ura-
nium, cobalt, antimony, and tungsten.

TEXTILES. Chile’s textile and garment industry faces
strong international competition from Asian manufac-
tures such as China, India, and Indonesia. In order to re-
main competitive, Chile has broadened its export market
and sought new trading partners. In 1998 the top exports
were denim cloth, polyester viscose, and combed wool.
The leading purchasers of these exports were Argentina,
Bolivia, and Brazil. Despite international competition,
this sector of the Chilean economy has been able to re-
main efficient and has even expanded production and
sales. Between the years 1993 to 1997, garment exports
rose from US$148.2 million to US$208.6 million.

The textile sector has been growing due to Chile’s
new international trade agreements. MERCOSUR (a free
trade agreement between Argentina, Brazil, Uruguay,
Paraguay, and Chile) has been the greatest benefit to this
industry, accounting for 37 percent of all foreign sales in
1998. The leading buyers of Chilean-made garments in
1998 were Argentina (purchasing US$33.1 million worth
of men’s and women’s suits, ensembles, and hosiery),
followed by Bolivia (US$27.8 million), and Mexico
(US$21.9 million).

Chile has approximately 2,000 textile and garment
companies, with around 30 of them having foreign sales of
greater than US$1 million. Some of the top exporters of
1998 include Machasa—Chile’s largest producer of denim
fabrics—with US$23.1 million in sales, wool fabric man-
ufacturers Bellavista Oveja Tome with US$16.3 million,
and Textiles Pollak Hermanos with US$12.3 million.

As of 2000, the textile sector of Chile was the most
labor-intensive of industries, with around 160,000 work-
ers. The Textile Institute of Chile, a trade organization,
estimated that 9 to 10 new jobs are created with every
US$10,000 invested in this industry.

METAL MANUFACTURING. There has been strong
growth in this sector over the past few years, encourag-
ing foreign investment in plants and capital. This indus-
try has over 2,000 firms and provides 100,000 jobs. Metal
manufacturing is central to Chilean development efforts,
constituting 6 percent of the GDP. Leading export items
in 1998 included copper wire (US$75.4 million), auto-
motive vehicles (US$63.9 million), automotive gearboxes
(US$39.7 million), and machine parts (US$38 million).

In 1998 this industry earned US$883.2 million from
exports, increasing from US$722.4 million in 1996 and
US$456.9 million in 1993. Metal manufacturing consists
of 2,000 companies, based mostly in central and south-
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ern Chile, and about 20 percent of the total industry work-
force. There is a general consensus that Chile has re-
mained competitive in this sector as a result of techno-
logical innovation, easily accessible raw material sources,
and skilled local engineers. Some of these companies are
also partly foreign-owned, keeping in tune with Chile’s
desire to attract foreign direct investment. For example,
Brazil contributed US$80 million in 1997 to build a new
hot-rolled steel plant in the town of Colina.

CONSTRUCTION. The construction sector in Chile is
predominantly import-driven. Foreign manufacturers
supply over 95 percent of the Chilean market for con-
struction equipment. In 1998 construction accounted for
3 percent of the country’s GDP. In 1999, due to a re-
gional recession, the Chilean construction sector was one
of the worst performers of the year. Housing construc-
tion has an average demand of 140,000 units and 110
million square feet of lumber per year. Over the last
decade, new housing construction has averaged 11 per-
cent annual growth while construction as a whole aver-
aged 9 percent growth. During 1998—-1999 construction
growth declined dramatically, but current signals indicate
that by 2001 it should be back on its old growth path.
Construction of retail and wholesale space (including
warehousing) has also experienced remarkable expan-
sion. As of 2000, new malls (in cities where none ex-
isted), large “hypermarkets,” and new industrial devel-
opment projects are regaining their once frantic activity
around major cities. Currently, the Chilean government
is also promoting the construction of a storm-sewer sys-
tem for Santiago and other large cities. These projects
will require large private investments. Private investors
have also announced new large investments in high-rise
office buildings. Such projects are expected to be worth
close to US$1.5 billion. Future urban developments are
expected to contribute US$500 million in private invest-
ment over the next 10 years.

GAS AND OIL. Chile is not a major oil or gas producer,
having only occasionally derived more than 50 percent
of its consumption from its own reserves. Local oil pro-
duction in 1992 contributed only 11 percent of total oil
consumption and continues declining, while consumption
and imports increase. Chile has oil and natural gas fields
near the Straits of Magellan and Tierra del Fuego, on the
country’s southern coast. However, reserves in these sites
are quickly being depleted. The National Petroleum En-
terprise (Empresa Nacional de Petrole [ENAP]) was cre-
ated as a Chilean government enterprise in 1950. The ob-
jective of its creation was to develop activities related to
exploration, importation, and distribution of crude oil
products. ENAP has continually sought new ways to meet
domestic demand for petroleum by engaging in produc-
tion contracts with Argentine, Brazilian, Colombian, and
Ecuadorian companies. In 1982 domestic production was
at 2.48 million cubic meters. In 1986 4.358 million cu-
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bic meters of gas were produced. By 1990 production had
declined to 1.38 million cubic meters. ENAP estimates
for production in 1998 were not expected to reach more
than half a million cubic meters. Thus, for that year 90
percent of Chile’s consumption was to be imported by
ENAP. Since Chile has been experiencing solid economic
growth over the last couple of decades, its oil demands
have consistently been met through imports from other
countries. Petroleum exploration efforts undergone in
Chile have proven to be unsuccessful. In 1999 ENAP’s
general manager issued a statement indicating that ex-
haustive exploration had failed to find new oil fields and
that currently exploited deposits would be depleted
within 6 years. Thus, Chile will continue to depend on
imports for its gas and oil needs

SERVICES

TOURISM. Chile is a popular spot for tourism with its
extensive natural attractions and exceptional services,
with the summer months of January and February being
the most popular. Tourists can choose from an array of
natural climates including deserts, temperate regions,
lake districts, beaches, glaciers, and native forests. Nat-
ural wonders and excellent hotel and transportation in-
frastructures supported 1.8 million tourist visits in 1998.
About 45 percent of the tourists come from Argentina.
During the summer months Argentineans come to Chile
to enjoy the vast array of beaches, Vina del Mar being
one of the most popular. Chilean revenues from tourism
were estimated at US$1.2 billion in 1998, up 7 percent
from 1997. Spain, Germany, and France constitute the
majority of European visitors. Two-thirds of all visitors
come to Chile for vacations. Due to increased political
stability and economic growth in the 1990s, there has
been a significant increase in business travelers and con-
vention attendees, accounting for 23 percent of total vis-
itors. The average visitor stays 11 days and spends US$55
per day.

Accommodations in Chile are exceptional with some
1,700 hotels providing over 200,000 jobs. Tourism has
been particularly strong in and around metropolitan San-
tiago. It has 15 five-star hotels—12 in Santiago and 3 in
the nearby Valle Nevado ski resort. Chile has 15 ski re-
sorts, making up the most comprehensive skiing infra-
structure in Latin America. Another popular spot is the
San Rafael Lagoon. Tours take visitors on cruise ships
through channels and archipelagos of Aysen, entering into
an inlet of the Pacific Ocean to the final attraction, the
striking 30,000-year-old San Rafael Glacier. Torres del
Paine National Park is located in southernmost Chile and
offers striking views of glaciers and challenging climbs.

The Chilean government actively promotes expan-
sion of the tourism industry. The National Forestry
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Corporation (CONAF) is inviting private foreign opera-
tors to provide a wide range of services within Chile’s
Wildlife Preserve System. Many foreign investors have
also started building upscale hotels in Santiago and north-
ern Chile. For example, Marriott International—a U.S.
corporation—is building a US$96 million, 42-story, 250-
room hotel in Santiago’s upscale east end.

BANKING AND FINANCE. Chile’s banking system has
changed significantly over the past decade. In the begin-
ning it was relatively exclusive, offering credit only to
wealthy Chileans. The rest of the population had to rely
on department stores for credit. In the early 1990s the
banking sector expanded quickly and began accommo-
dating new account holders and even offering credit cards
to average Chileans. Middle-class Chileans are now able
to access credit through banks and are offered online
“home banking.” In 2001, nearly 1 out of every 5
Chileans had a credit card.

The Chilean banking sector is now one of the most
developed and promising of the region. But competition
from foreign banks is rising as a favorable investment
climate has induced many foreign banks to open up shop
in Chile. Large numbers of bank mergers have also oc-
curred, raising government concerns over potential mo-
nopolies. As of 2001, Spain’s Banco Santander Central
Hispano (BSCH) controlled both Banco Santiago and
Santander Chile, 2 of the largest Chilean banks. BSCH
had a market share of nearly 30 percent. Financial au-
thorities have asked it to reduce its share to 20 percent.

During Allende’s presidency the financial system of
Chile was near collapse. However, under the new dicta-
torship the financial sector experienced a remarkable
boom, improving significantly between 1975-1990, with
the implementation of an orthodox economic policy. By
1992 the financial sector had become modern and dy-
namic. But it was not until 1997 that banking law reform
broadened the scope of permissible foreign activity for
Chilean banks. Domestically, Chileans have recently be-
gun to enjoy the benefits of new financial tools such as
home equity loans, leasing, and debit cards. Increases in
the use of traditional instruments, such as loans and credit
cards, have also benefitted the Chilean population. More-
over, Chile has a private pension system with estimated
assets of over US$30 billion at the end of 1997. Such as-
sets have provided an important source of investment
capital for the stock market. There has also been a sig-
nificant increase in the number of firms with shares traded
on the stock market as it continues to grow.

RETAIL. Chile’s retail sector is in a state of transition.
Small neighborhood stores still hold a substantial market
share, yet very large retail outlets such as hypermarkets
are carving out an expanding share of sales. The number
of large retail outlets has increased substantially in the
past decade, and expansion is most apparent in the cap-
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ital city. Well-designed shopping malls have proven suc-
cessful in Santiago and other larger cities throughout
Chile. Products most commonly displayed in Chile’s
malls include textiles and apparel, electronic appliances
and devices, sporting goods, cosmetics, office supplies,
and kitchen utensils.

Chile’s retail sector constituted approximately 8.8 per-
cent of the GDP during the 1990s. Sales in this sector rose
4-fold from the mid-1980s through the 1990s, to US$21.50
billion. The retail hotel and restaurant sector of the econ-
omy constitutes about 17 percent of the overall GDP. The
retail sector is the second highest employer, comprising 18
percent of the workforce, or just under 1 million persons.
About half of these workers are in the capital region of San-
tiago. The remainder are located in the more populated
provinces, such as Vina del Mar and La Florida, where
malls have been a growth industry since the 1990s.

INTERNATIONAL TRADE

Chile’s economy is heavily reliant on international
trade to sustain its economy. In 1997, exports reached
US$17 billion and imports US$18.9 billion. Chile’s main
trading partners are the United States, Japan, Germany, and
Brazil. However, Chile’s export markets are geographically
diverse, spanning Asia, the European Union, the United
States, and Latin America. Latin America has been the
fastest growing export market for Chile. Since 1991, Chile
has signed free-trade agreements with Canada, Mexico,
Venezuela, Colombia, and Ecuador. An associate agree-
ment with MERCOSUR went into effect in October 1996.

Chilean exports have traditionally been dependant on
copper and have been consumed mostly by industrialized
countries. However, non-mineral exports have grown faster
than those of copper and other minerals in recent years. In
1975, non-mineral exports were about 30 percent of total
exports; by 1997 they accounted for 52 percent of export
earnings. The most important of these non-mineral exports
are forestry and wood products, fresh and processed fruit,
fishmeal and seafood, and other manufactured products.

Trade (expressed in hillions of US$): Chile

Exports Imports
1975 1.552 1.525
1980 4.705 5.797
1985 3.804 3.072
1990 8.373 7.742
1995 16.024 15.914
1998 14.895 18.828

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

Worldmark Encyclopedia of National Economies



According to the latest statistics, Chile has 4 main
markets of destination for its exports. First, Asia accounts
for about one-third of total exports. Chile’s principal
Asian partner is Japan, although trade with the People’s
Republic of China, the Philippines, and Hong Kong is in-
creasing. Trade with the European Union accounts for a
quarter of overall trade, with the United Kingdom (5.8
percent) and Germany (4.8 percent) as the leading part-
ners. With respect to Latin America, there has been a
marked increase in exports to Brazil and Argentina. Their
share in overall exports in 1997 was 6.1 percent and 4.6
percent respectively. The United States remained Chile’s
most important partner. In 1997 it accounted for 16.7 per-
cent of Chile’s total world exports.

Chile’s imports originate mainly in the North Amer-
ican Free Trade Agreement (NAFTA) countries—the
United States, Mexico, and Canada. Together, imports
from these countries constituted 30.5 percent of all im-
ports for 1997. In the same year, Latin America accounted
for 26.5 percent, the European Union was at 19.8 per-
cent, and Asia comprised 15.5 percent of imports. More
specifically, by country, in 1997, Chile imported 23.1
percent from the United States, 9.2 percent from Ar-
gentina, and 6 percent from Brazil.

Chile is a party to bilateral trade agreements with Bo-
livia, Colombia, Canada, Cuba, Ecuador, Mexico, Peru,
and Venezuela. Chile is also a member of the Asian Pa-
cific Economic Cooperation (APEC). Currently, Chile is
negotiating trade agreements with Central America (Costa
Rica, El Salvador, Guatemala, Honduras, and Nicaragua)
and plans to initiate negotiations with the European Union,
New Zealand, Japan, and other countries. The current
trade agreements have had a positive impact on interna-
tional trade for Chile and are predicted to do so in the fu-
ture. Past negotiations to obtain a free trade agreement be-
tween Chile and the North American Free Trade
Association were unsuccessful. However, the current
Summit of the Americas negotiations are intended to cre-
ate a free trade zone from North America to Argentina.

MONEY

Historically, Chile has witnessed periods of infla-
tion, stagnant growth, and recession when international
events triggered a lowered demand for Chilean exports.
Since Chile’s economy has traditionally been heavily re-
liant on the export of natural resources, declines in de-
mand have adverse effects on Chile because the amount
of imports it needs to sustain its economy is not balanced
against its exports.

Inflation in Chile has declined every year since 1990
when it stood at 27 percent. In 1996 inflation was 8.2
percent, and it fell to 6.1 percent in 1997. By 1999 in-
flation had dropped to 2.3 percent. Chile’s overall eco-
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Exchange rates: Chile

Chilean pesos per US$1

Jan 2001 571.12
2000 535.47
1999 508.78
1998 460.29
1997 419.30
1996 412.27

SOURCE: CIA World Factbook 2001 [ONLINE].

nomic performance during 1990-97 was very strong.
During this period, financial authorities at the Central
Bank focused on further reducing the inflation rate, ad-
justing short-term interest rates to achieve this objective,
and maintaining strong public sector finances.

The independent Central Bank of Chile was granted
autonomy by constitutional law in 1990. Its primary goal
was to raise interest rates, when necessary, in order to
bring down inflation. Although Chile suffered a slight re-
cession in the 1998-99 period, blamed in part on the East
Asian economic crisis, consumer demand started to grow
and the economy began recovering in early 2000. Infla-
tion had been on a gradual downturn prior to the reces-
sion. The recession further reduced it to about 2.6 per-
cent at the end of 1999. However, although inflation
might be low, recession stunts domestic economic growth
and has adverse effects on unemployment and GDP.

The Central Bank manages the foreign exchange
rate through incremental changes to account for periods
of extreme capital inflows. In September 1999, the Cen-
tral Bank moved to a freely floating exchange rate sys-
tem that is determined largely by market forces. It had
initially held an exchange-rate band along which incre-
mental changes were made in response to economic in-
dicators. After the change in exchange rate systems the
Chilean peso devalued by 5 percent within 6 weeks be-
fore stabilizing and slightly recovering. The value of the
peso versus the U.S. dollar fell about 18 percent in 1999
(473 pesos to the dollar in December 1998 to 547 in De-
cember 1999). With the Central Bank intervening mini-
mally to stabilize the economy, the exchange rate should
return to normal standards by the year 2001.

POVERTY AND WEALTH

Currently more than 40 percent of the country’s
wealth is concentrated in the hands of just 10 percent of
the population. In Latin America, only Brazil and
Guatemala have less equitable income distribution. This
huge disparity has created a large social divide in which
a relatively small middle class is caught between a huge
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GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Chile 1,842 2,425 2,345 2,987 4,784
United States 19,364 21,529 23,200 25,363 29,683
Brazil 3,464 4,253 4,039 4,078 4,509
Argentina 7,317 7,793 6,354 5,782 8,475
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.

mass of urban and rural poor and a small and extremely
powerful elite. Fundamental to the shifts in economic pol-
icy over the years is the importance attached to income
distribution by the changing administrations.

Wages have risen faster than inflation each year since
1990, a reflection of greater productivity in the country.
Increased wages have produced public benefits of in-
creased living standards and an expansion in the labor
force. The number of Chileans with incomes below the
poverty line (roughly US$4,000 per year for a family of
4) fell from 46 percent of the population in 1987 to 23
percent in 1997. Unemployment has varied with the busi-
ness cycle in recent years, with annual rates between 4.5
to 6 percent.

The administration led by President Lagos has em-
phasized a commitment to better social conditions. They
have addressed 4 priority areas: health, public safety, un-
employment, and labor reforms. Finance Minister Nico-
las Eyzaguirre has committed himself to fiscal discipline
so that additional government resources can be used for
social development. The secretary general to the presi-
dency, Alvaro Garcia, has declared labor reforms and
the creation of an unemployment benefit mechanism a
priority. Analysts believe that even if unemployment
rates are brought down through an expanding economy,
Chile will still need to tackle fundamental problems of
poverty and social disaffection if it is to avoid civil and
labor unrest.

The Chilean constitution states that the government
has an obligation to “promote, protect, restore health and
rehabilitate the health status of individuals.” Government
administrations have made an effort to meet this goal.
Chile currently spends about 7 percent of its GDP on
health care. As of 1997 the public health system covered
67 percent of the Chilean population while private health
insurance covered 27 percent. Public health care is some-
what inefficient, and the government is moving toward
privatization of this sector.

THE RICH AND THE POOR. A wealthy Chilean family
has a nice house located in one of Santiago’s more af-
fluent neighborhoods. The family generally owns fancy
cars and their children attend the private Catholic Uni-
versity. A nanny is usually hired to help the mother raise
the children and clean the house. Nannies are typically
lower-class Chileans or immigrants from Peru or Bo-
livia. The children of these families normally go on ex-
change programs to the United States or Europe and are
able to speak English well. Wealthy families often travel
internationally to places like New York and Florida and
domestically to the Chilean beaches and the southern
Lake District.

A poor Chilean family generally lives in a shanty
neighborhood, and their children do not attend a univer-
sity. The parents work long hours in either the informal
sector or a place of business. Their children usually get
jobs at a young age to help support the family. These
families do not take extravagant vacations or buy ex-
pensive imported products. They live a very hard life.

WORKING CONDITIONS

In 1998 the Chilean workforce amounted to 5.8 mil-
lion individuals. Unemployment has been rising in Chile,
from 6.2 percent in 1993 to 7.5 percent in 1997. In 1998,
Chile faced its first recession in 20 years. Unemployment
increased in certain cities such as Valparaiso, where the
local unemployment rate was 13 percent, and Santiago,
where it was estimated at 14.4 percent. However, the

Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
2Excludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Chile 17 10 24 20 15 6 9
United States 13 9 9 4 6 8 51
Brazil 22 13 18 15 34 4 -6
Argentina 30 9 17 15 15 5 9
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economy was expected to recover in the upcoming years
leading to a decline in unemployment rates.

Chile is relatively developed in its labor laws com-
pared to other Latin American countries. Workers are not
required to request authorization to join or form a union.
Approximately 12 percent of the workforce belongs to a
union. Legislation passed in 1995 gave government em-
ployees many of the same rights as union members, with
the exception that they may not legally strike. Reforms
made to the labor code in 1990 helped to facilitate work-
ers’ right to strike.

Under the Pinochet dictatorship, labor unions were
severely limited to the point of futility. Immediately af-
ter the coup that brought Pinochet to power in 1973, la-
bor institutions were dismantled. The structural reforms
the new regime wanted to implement had severe nega-
tive ramifications for the working class. In order for the
government to continue with its economic changes, work-
ing conditions such as wages were once again regulated,
and the ability to strike had to be allowed.

Forced labor is prohibited under the constitution and
the labor code, and is not prevalent in the country. Child
labor laws are codified, setting the minimum age to work
at 14, with the permission of the child’s parents or
guardians. However, child labor is restricted to certain
types of labor and is most prevalent in the informal econ-
omy, since this area is more difficult to regulate. The
Chilean government estimates that approximately 50,000
children between the ages of 6 and 14 work. Such labor
is concentrated in the countryside or with the children’s
parents.

According to the U.S. Department of State, mini-
mum wages, hours of work, and occupational safety and
health standards are regulated by law, with the legal work
week set at 48 hours. The minimum wage is currently
around US$190 per month and is set by the government,
management, and unions. If representatives from these
groups cannot come to an agreement, the government de-
cides. Family subsidies are provided for workers in the
lower income category. Overall, wages have risen
steadily over the last several years. Moreover, poverty
rates have declined in recent years from 46 percent of the
population in 1987 to 21.7 percent in 1998. Currently, 11
percent of salaried workers earn the minimum wage.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1540. Spanish explorer Pedro de Valdivia conquers In-
dians in Chile and makes Chile a colony of Spain.

17TH CENTURY. Ranching becomes Chile’s primary
export trade, with large estates employing bonded peas-
ants as European diseases reduce the native population.
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18TH CENTURY. Around 20,000 Spaniards emigrate
to the new Chilean colony.

1750. Chile is permitted by Spain to mint its own
coins.

1791. Governor Ambrosio O’Higgins y Ballenary, a
Spanish officer of Irish origin who became the gover-
nor of Chile, outlaws forced labor.

1810. Criollo (people of Spanish heritage born in Latin
America during the times of conquest) leaders of Santi-
ago declare independence from Spain.

1814. Spanish troops from Peru reconquer Chile at the
Battle of Rancagua. Chile is once again a colony of
Spain.

1817. Troops led by Bernardo O’Higgins Riquelme
(the first Chilean head of state) and General Jose de
San Martin (an officer of the Spanish Army and one of
the principal leaders of the independence movement)
defeat the Spanish in the Battle of Chacabuco. O’Hig-
gins becomes supreme director of Chile and is eventu-
ally dubbed the “father of Chile.”

1818. Chile wins formal independence from Spain af-
ter San Martin defeats the last large Spanish force in
the Battle of Maipu. The first provisional constitution
is approved in plebiscite.

1823. Slavery is abolished.

1839. The first bank notes of Chilean currency go into
circulation.

1884. Bolivia loses access to the South Pacific Ocean
upon losing a border war with Chile.

1927. Economic and political crises in Chile bring
army officer Carlos Ibanez to power. He creates a pow-
erful state system and establishes the national airline
LAN Chile.

1970. The left wing coalition Popular United, led by
Salvador Allende, wins the presidency, beginning
Chile’s first socialist government. Allende nationalizes
the copper mines and begins to expropriate lands for
government use and distribution. He enacts sweeping
program reforms on the banking, commerce, insurance
and industry sectors.

1973. Allende’s government is overthrown in a mili-
tary coup led by General Augusto Pinochet. President
Allende is said to have denied an offer by the military
to move him and his family out of the country. Allende
then dies in circumstances that remain a matter of con-
troversy.
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1980. A new constitution is put in place by the mili-
tary regime stipulating a referendum on a continued
dictatorship in 1988.

1988. Fifty-four percent of voters reject Pinochet’s
regime in a national referendum. The country has
grown tired of his harsh military rule resulting in thou-
sands of murdered and tortured Chilean citizens.

1989. Patricio Aylwin from the Christian Democratic
Party is elected president. The country returns to
democracy and continues with the market-oriented re-
forms of the military regime.

1991. Chile begins an aggressive campaign to negoti-
ate free trade agreements with other Latin American
countries.

1994. Chile signs free trade agreements with various
nations. The United States officially invites Chile to
join the North American Free Trade Agreement during
the closing ceremony of the Summit of the Americas in
Miami.

1996. Chile becomes an associate member of MER-
COSUR (a trade group which includes Argentina,
Brazil, Paraguay, Uruguay).

1998. The Chilean economy begins to feel the effects
of the East Asian crisis, and demand for Chilean ex-
ports declines. Pinochet retires as commander in chief
of the armed forces and visits Britain. While he is in
London, Spain requests the general’s extradition for
human rights abuses against Spanish citizens, and he is
held under house arrest pending a legal decision.

1999. The Chilean economy begins to recover from a
recession that began in 1998 as a result of the East
Asian crisis. Pinochet is released by the British Home
Secretary on grounds of ill health and returns to Chile
where he remains under house arrest.

2000. The Chilean economy recovers well from the
East Asian crisis and continues along a path of growth,
increased globalization, and free trade.

FUTURE TRENDS

Although Chile’s economy has been expanding over
the past 15 years, it began to experience a slowdown in
1998 that lasted throughout most of 1999. Positive GDP
growth in the beginning of 2000 marked the official end
of the recession with growth projections being estimated
at 6 percent. Since Chilean growth is heavily reliant on
exports, concentrated mainly in primary products and
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processed natural resources, the country is extremely
vulnerable to a decreased demand by other countries,
which invariably lowers the prices of these commodities
and slows the country’s growth. However, continued
foreign investment and government policies, designed to
stimulate the economy, are expected to lead to a sus-
tainable recovery.

In general, the international community is not con-
cerned about the slight recession of the Chilean economy.
Nevertheless, the Chilean government is watching the
market carefully to ensure that the economy remains
strong and continues to grow. As such, Chile is likely to
continue with its free trade negotiations, having launched
exploratory trade talks in early 2000 with the European
Union. It has also expressed strong interest in becoming
a full member of MERCOSUR. The political and eco-
nomic situation in Chile looks promising and is likely to
carry the country to increased growth and success for
years to come.

DEPENDENCIES

Chile has no territories or colonies.
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CAPITAL: Bogoté (Santa Fe de Bogotd).
MONETARY UNIT: Colombian peso. One peso
equals 100 centavos. There are coins of 10, 20, and
50 centavos and 1, 2, 5, 10, 20, and 50 pesos, and
notes of 100, 200, 500, 1,000, 2,000, 5,000, and
10,000 pesos.

CHIEF EXPORTS: Petroleum, coffee, coal, bananas,
chemicals, gold, cut flowers.

CHIEF IMPORTS: Industrial equipment,
transportation  equipment, consumer  goods,
chemicals, paper products, fuels, electricity.
GROSS DOMESTIC PRODUCT: US$245.1 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$11.5 billion
(f.o.b., 1999 est.). Imports: US$10 billion (f.0.b.,
1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Shaped like an odd-looking pear
with a thin top, Colombia is located in the northwestern
corner of South America, alongside the Caribbean Sea
between Panama and Venezuela, and bordering the Pa-
cific Ocean between Panama and Ecuador. Colombia has
an area of 1,138,903 square kilometers (439,733 square
miles) and a total coastline of 3,207 kilometers (1,993
miles) distributed between the Caribbean Sea and North
Pacific Ocean. It shares borders with Venezuela to the
east, Brazil to the southeast, Peru and Ecuador to the
south-southwest, and Panama to the northwest. With the
fifth-largest area in Latin America in terms of size,
Colombia is one-ninth the size of the United States, and
is approximately the same size as the United Kingdom,
France, and Germany combined. The capital city, Bo-
gotd, is located in the center of the country in a moun-
tainous setting.

Topographically, Colombia is divided into 4 regions:
the central highlands, the Caribbean lowlands, the Pacific
lowlands, and Eastern Colombia (east of the Andes
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mountains). In this diverse geography one important fea-
ture is the 3 chains of high mountains (cordilleras) that
cut the country from south to northeast.

POPULATION. In Latin America, Colombia ranks fourth
in overall population and tenth in population density. Its
population was estimated at 39.68 million in July of 2000,
up from 25.4 million in 1975. In 2000 the birth rate stood
at 22.85 per 1,000 while the death rate was 5.73 per 1,000.
With a projected annual growth rate of 1.6 percent be-
tween 2000 and 2015, the population is expected to reach
53.2 million by the year 2015.

At the end of World War II, Colombia’s population
growth accelerated dramatically, peaking at about 3.2
percent per year by the 1960s. In 1951 Colombia’s pop-
ulation was 11.5 million, and by 1973 it had doubled to
22.9 million. Beginning in the late 1960s the annual pop-
ulation growth rate dropped dramatically, such that be-
tween 1973 and 1985 it stood at only 2 percent. This drop
was partly the result of a control policy initiated during
the Lleras Restrepo administration (1966—70). Colombia
was one of the few Latin American countries to adopt
family planning as an official policy and to integrate it
into development plans.

Population distribution is highly uneven. Roughly
94.5 percent of the population is concentrated in 42 per-
cent of the territory, mostly in the plateaus and basins
scattered among the Andes cordilleras and the valleys of
the Magdalena and Cauca rivers, which run south to north
in the western half of the country. Some 58 percent of
the territory, mostly the 9 eastern departments (adminis-
trative units, much like provinces), accounts for a scant
5.5 percent of the population. Three-fourths of the pop-
ulation live in the Central Highlands in the temperate and
cool zones and the remainder in the Caribbean lowlands.
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Visitors travelling to Colombia during the 1950s and
1960s were struck by the social and economic changes
in the country. The population explosion was accompa-
nied by significant migrations from the countryside to in-
termediate and big cities, which led to rapid urbaniza-
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tion. According to the 1938 census, 30.9 percent of the
population lived in urban municipal towns. By 1951 this
had increased to 38.7 percent and continued to increase
sharply so that by 1985 it had reached 67.2 percent. By
the mid-1980s urban growth had consolidated the change
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from a predominantly rural to an urban economy. Ac-
cording to the 1993 census, Bogotd, the capital city, had
a population of 5,399,000. Other major cities are Medel-
lin (2,556,000 people) in the western province of Antio-
quia; Cali (2,064,000), southwest of Bogotd; and Bar-
ranquilla (1,329,000), on the Caribbean.

Colombia is one of the most Spanish of all South
American nations, although persons of pure Spanish de-
scent constitute only 20 percent of the population. The
mestizos (people who are a mixture of white and in-
digenous Amerindians) comprise 58 percent. The mulat-
tos (a mixture of African and white ethnicities) make up
14 percent, and those of African descent are only 4 per-
cent of the population. The zambos (those of mixed
African and Amerindian origins) comprise 3 percent of
Colombia’s people.

Colombia is a country composed primarily of young
people, with 63 percent aged between 15 and 64 years,
32 percent below the age of 14, and 5 percent of the pop-
ulation older than 65.

An important feature of the latter half of the twenti-
eth century has been a strong tendency for Colombians
to emigrate. The 2 main destinations of emigrants are
the United States and Venezuela. Up until the end of the
1980s, most of the emigrants to the United States were
professionals, which represented a considerable brain
drain (when talented professionals leave their home coun-
try due to better pay and living conditions abroad). How-
ever, in the 1990s the composition of emigrants also in-
cluded less qualified professionals. Emigration to
Venezuela has also been a major demographic phenom-
enon. The number of Colombians living illegally in
Venezuela has been variously estimated at between half
and three-quarters of a million. If legal migrants are con-
sidered, there may be as many as a million Colombian
migrants in that neighboring country. The illegal migra-
tion is virtually impossible to control because the border
is long and open, and Colombians are indistinguishable
from Venezuelans. During the 1990s the trend has di-
minished due to Venezuela’s economic problems. Over-
all, Colombia’s emigration problem has been the result
of not only better economic opportunities elsewhere, but
rampant insecurity in the country.

OVERVIEW OF ECONOMY

Colombia is a market economy with major com-
mercial and investment links to the United States, and
more recently to its neighbor countries in the Andean re-
gion. For close to a century the country was known as
a “coffee economy.” As the twentieth century came to
close, Colombia remained a major coffee producer,
though coffee was second to oil as a generator of for-
eign exchange earnings. By the end of the century, even
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chemicals had surpassed coffee in export earnings. In
the last 25 years the country has also gained an unfor-
tunate reputation as a haven for illegal drug cultivation
and manufacture.

Colombia has attained greater diversification both in
terms of production and exports, allowing the country to
cushion the external shocks typically felt by less devel-
oped countries which are dependent on shifting world
prices for their major exports. Apart from oil production,
recent examples of success range from the export of
fresh-cut flowers to the chemical industry, a leading ex-
porter to other Latin American countries.

The net result has been an economy growing
steadily—though moderately—over the last 50 to 60
years, with an important positive impact upon the wel-
fare of the population measured by almost any indicator.
Life expectancy, nutrition, and access to health and edu-
cation have all improved. Major services such as elec-
tricity, urban sewage, roads, and telecommunications
have increased substantially. Furthermore, GDP per
capita has risen, although it is still unevenly distributed.

To continue this process, Colombia has required
many technology inputs, both in terms of equipment,
chemical products, and raw materials for production, as
well as consumer products to match the needs of a so-
phisticated urban society. Colombia’s growth has been
close to the average of developing countries, but this
growth has not been steady. Annual GDP growth in the
45 years after World War II was about 4.8 percent, but
it varied from a high of 6.08 percent between 1967 and
1972 to a more modest 2 percent between 1990 and 1997.
In 1999 GDP diminished by about 5 percent, the only
negative result in close to 70 years as investment activ-
ity and demand plummeted.

Topographical conditions have made internal com-
munications very difficult, isolating most regions from
one another. For close to a century such difficulties pre-
vented the consolidation of an integrated national mar-
ket. Today, modern transportation infrastructure is still
lacking, both for the internal market and for exports.

Unlike most other Latin American countries, Colom-
bia was never very cut off from the world in economic
terms. During the second half of the twentieth century,
the country managed a mixture of relatively open and
moderate economic strategies combined with industrial
and export promotion policies. One good example is cur-
rency management. Up to 1967 the currency had several
values through multiple exchange rates. The government
then chose to have one rate, with its value fluctuating
over time using a crawling peg mechanism. In addition,
several other mechanisms were designed to promote ex-
ports. Following such changes, exports expanded, bring
in new sources of foreign exchange.

109



Colombia

Such policies—unusual in the region—allowed
Colombia to avoid the hardship of the 1980s, known
throughout the area as the “lost decade.” One major dif-
ference was the national debt. During the 1980s Colom-
bia managed to avoid the “debt trap” with a debt of
roughly 7 percent of GDP, although in the last 7 years it
increased to 30 percent. The country’s total external debt
by 1998 was US$35 billion. So when the times were ripe
for major changes, Colombia was able to launch eco-
nomic reforms without the strains suffered by other coun-
tries. The first 5 years of liberalization in the late 1980s
and early 1990s were characterized by higher economic
growth than the previous decade (between 4 to 5 percent
annually). Subsequently, the GDP growth rate fell to 0.6
percent in 1998, and close to -5.0 percent in 1999 dur-
ing the recession which affected all of Latin America.

Despite its comparative advantages, Colombia has
suffered from the introduction and expansion of a pow-
erful illegal drug industry that today stands as a major
threat to the consolidation of the country as a democra-
tic society and operates as a major fuel to social and po-
litical violence. Originating in the early 1970s, the nar-
cotics business managed to profit from weak social and
legal controls, political corruption, and the collusion of
some authorities. With their headquarters established in
the regions of Antioquia and Cauca, the Medellin and
Cali cartels set up a vast international network of coca,
marijuana, and poppy cultivation, the manufacture of co-
caine and heroine, distribution channels, and money
laundering .

POLITICS, GOVERNMENT,
AND TAXATION

Colombia was one of the first South American na-
tions to gain independence from Spain in 1824. A part
of the Gran Colombia (comprising also Venezuela,
Ecuador, and Panama) until 1830, from the 1840s the
country started on its own route, oriented toward a mild
form of economic and social liberalism. From those early
years onwards the country has been characterized by 3
major political features: first, a dominance of 2 major
parties, the Liberals and Conservatives. From around the
mid-19th century, traditional political parties have dom-
inated the political scene, adapting to major social, eco-
nomic, and international conditions. Second, the perva-
sive presence of political violence. The greatest
bloodshed came in the War of the Thousand Days
(1899-1902) in which 100,000 people died, and the “Vi-
olencia” (1948-66) during which between 100,000 and
200,000 lost their lives. Currently Colombia is plagued
by violence from several leftist guerrilla groups and high
levels of violence involving both street criminals and
drug lords.
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Paradoxically, the third feature has been a relatively
long stability of democratically elected governments from
1910 onwards, with the exception of the period from 1949
to 1958. Apart from that brief period, Colombia’s military
forces have been known for their support of civilian-elected
governments. In response to the mid-twentieth-century
violence, the 2 traditional parties formed the National Front
coalition under which Liberals and Conservatives alter-
nated the presidency and shared power in Congress and the
government bureaucracy from 1958 to 1974.

The political regime is presidential, with presidents
elected directly every 4 years with no opportunity for re-
election. The current president is Andrés Pastrana,
elected in 1998. Every now and then there have been
pressures toward more provincial autonomy, but the
regime remained quite centralized from the enactment of
the 1886 Constitution until a new one was drafted and
approved in 1991. Regarding the judiciary system, the
top of its hierarchy is selected by Congress. There is a
bicameral (2-chamber) Congress; governors, mayors,
and local councilors are also elected every 4 years, though
on different dates. Although political confrontation has
been bitter and even violent occasionally, the 2 parties
have shared power most of the time, either through im-
plicit agreements or under constitutional provisions, such
as those forming the National Front.

The National Front era contributed to diminishing
differences over policy, especially in economic matters,
and served as a positive factor for stability and growth.
At the same time, however, it was a means to exclude
other players in the legal arena, which created incentives
for armed struggle. During the National Front period—
as well as other periods when compromise governments
formed—it was virtually impossible to create a political
organization outside the Liberal or Conservative parties.

For more than half a century Colombia has suffered
from the action of left-wing guerrillas. From the late
1940s, growing discontent over poverty and social in-
equities in rural areas led to the formation of guerilla
groups, which evolved into 2 major organizations, the
Fuerzas Armadas Revolucionarias de Colombia (FARC,
communist oriented), and the Ejercito de Liberacion Na-
cional (ELN, which supported Cuban leader Fidel Cas-
tro). During the 1970s and 1980s, the guerrillas turned
their attention to the cities, and several attempts toward
peace ended in bloodshed. Today the 2 former guerrilla
groups have turned to the narcotics business in their
search for financial support. In their pursuit of total
power, the guerrillas have failed to topple the govern-
ment but have caused major disruptions. That is also the
case of the growing power of the drug cartels and para-
military groups.

In 1991 a new constitution was drafted by a Con-
stituent Assembly and later approved by a majority of
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Colombians. It cleared the way for new entrants to the
political scene, instituted direct elections of provincial
governors and mayors, and strengthened the office of the
Attorney General, Constitutional Council, and the Elec-
toral Authority. Other constitutional provisions regarding
the political system, such as banning re-election and a 4-
year presidential period, were maintained.

The strategy of the Pastrana administration has been
to reinitiate peace negotiations with the 2 major groups
(FARC and ELN) while at the same time obtaining im-
portant financial support from the U.S. government. This
program—called Plan Colombia—is designed to combat
the illegal drug plantations, laboratories, and the com-
mercial drug network, thus depriving the guerrillas of fi-
nancial support.

The size and influence of government over the econ-
omy has been rather mild. According to the World Bank,
the central government revenues in 1998 were only 12
percent of GDP. Though the level of state involvement
increased from the 1940s to the 1970s, Colombia never
concentrated major portions of wealth creation in the
hands of the state. Coffee production, with its wide par-
ticipation of private growers and commercial retail net-
works, has been an important factor both in terms of tax
collection and the presence of private capital.

For many years financial policy was shared between
the executive branch and congress, with participation of
the private sector, but from the mid-1960s, most of the
responsibility has rested with the former, with monetary
policy in the hands of the Banco de la Republica (cen-
tral bank). Traditionally, the government has regulated
the prices of electricity, water, sewage, telephone ser-
vices, public transportation, rents, education tuition, and
pharmaceuticals. During the 1960s the government also
established a set of public financing institutions and in
the 1980s, amid a financial crisis, it nationalized a num-
ber of private banks.

In general terms, Liberals and Conservatives have
agreed on major policy issues like monetary stability, the

Colombia

avoidance of high inflation, export promotion, and the
cautious development of oil. During the 1980s and 1990s,
most differences between the parties were over the pace
of economic reforms. The Liberal party advocates milder
and slower reforms while Conservatives tend to support
more open market policies. In 1990, the administration
of President Cesar Gaviria (1990-94) initiated economic
liberalization, or apertura, and it has continued since then,
though at a slower pace. It consists of tariff reductions,
financial deregulation, privatization of state-owned en-
terprises, and the adoption of a more flexible foreign ex-
change system. After a period of lack of interest in lib-
eralization during the Samper administration (1994-98),
the Pastrana administration has regained the pace of eco-
nomic reforms.

According to the World Development Indicators 1999
more than one-quarter of Colombia’s current revenues
come from indirect taxes, primarily from domestic taxes
on goods and services, and another quarter from direct
taxes on income, profit, and capital gains. An unfavorable
aspect of the tax situation in Colombia has been a recur-
rent tendency of several administrations to pardon unpaid
taxes accumulated by firms and individuals over the years.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

For many decades Colombia suffered from a weak
and even non-existent infrastructure that made national
market integration difficult. The 3 mountain chains that
cut through the most populated areas rendered road and
railroad construction very costly. After the 1930s impor-
tant programs of public investment in infrastructure be-
gan, and in recent decades the situation has somewhat
improved, though infrastructure still does not meet gen-
eral needs. Colombia has 115,543 kilometers (71,811
miles) of roads, of which only 13,866 kilometers (8,618
miles) are paved. The rail system is small and outdated,
with only about 3,379 kilometers (2,100 miles) in the
whole country.

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts”  Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Colombia 46 581 217 16.7 49 48 27.9 7.51 664
United States 215 2,146 847 2443 256 784 458.6 1,508.77 74,100
Brazil 40 444 316 16.3 47 31 30.1 18.45 3,500
Ecuador 70 419 293 11.7 25 N/A 18.5 1.42 35

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
°Data are from the Internet Software Consortium (http:/www.isc.org) and are per 10,000 people.
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Colombia has a network of 1,101 airports, of which
only 90 have paved runways. There are 10 international
airports, with heavy traffic in Bogotd, Cali, Barranquilla,
Medellin, and Cartagena. The most important airport is
“El Dorado,” located in the capital city. The difficulties
in land communication and transport have made aviation
profitable, so for many years Colombia was far ahead of
its neighbors in this area. The airports are served by 9
large and medium airlines and also a group of small air-
lines. In addition, Colombia has 18,136 kilometers
(11,272 miles) of waterways navigable by river boats and
a number of important ports and harbors, mostly related
to tourism.

Electrical power capacity in Colombia falls short of
current and projected needs. Electricity production was
45.02 billion kilowatt hours (kWh) in 1998, with 69 per-
cent of production coming from hydroelectric sources,
30.11 percent from fossil fuel, and the rest from other
sources. According to World Bank sources, electricity
use decreased from 904 kWh per capita in 1996 to 885
kWh per person in 1998. It is also very decentralized,
with 37 companies providing power. Among these firms
are Interconexion Electrica ISA, Generadora Union, Co-
densa, Transelca, Genercauca, Centrales Electricos del
Norte de Santander, Electrocost, Electromag, Conelca,
and EEPP.

Electricity became a lagging sector during the 1990s.
Programmed cuts during the mid-1990s ran for several
hours a day in the main cities for as long as 2 years. As
a result, by 1999 imports of electricity jumped to 94 mil-
lion kWh. These shortcomings, however, have not af-
fected exploitation of new natural resources such as oil
and coal, since investment in those areas usually involve
their own infrastructure requirements, like pipelines, in-
tegrated camps, and airfields.

Colombia has a relatively modern telephone system
represented by a nation-wide relay system, a domestic
satellite system with 41 earth stations, and a fiber optic
network linking 50 cities. The telecommunications busi-
ness in Colombia is experiencing a major boom: there
were 75 telephone lines per 1,000 people in 1990, dou-
bling in 1998 to 173 lines per 1,000 persons. Cellular
subscribers have also increased substantially. In 1990 cell
phones were nonexistent, while in 1998 there were 49
subscribers per 1,000 people. Among the many telecom-
munications companies are Globalnet Telecom, Energia
Integral Andina, Skytel, Intelsa, Americatel, Metrotel,
Andicel, Cetell ISP, and Colomsat.

According to the CIA World Factbook 2000, Colom-
bia had 5,433,565 telephones main lines in use by 1997
and 1,800,229 cellular telephones in 1998. By 1999
Colombia had 13 Internet service providers. Thus Colom-
bia is moving towards greater connectivity, higher den-
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sity in mass media, and dynamism in the telecommuni-
cations sector.

ECONOMIC SECTORS

Colombia is the world’s second-largest coffee grower
and coffee exporter (after Brazil), accounting for 31.2 per-
cent of the world’s production. Coffee production and ex-
ports were a major engine of growth during most of the
twentieth century. However, by the end of the century, the
country had achieved greater diversification. By 1999,
agriculture accounted for 19.7 percent of GDP, while
manufacturing attained 18.9 percent, and the banking and
insurance sector accounted for 15.8 percent. Of less sig-
nificance were commerce, restaurants and similar activi-
ties with 8.8 percent, mining at 4.2 percent, government
services with 8.9 percent, construction at 3.4 percent, and
electricity, gas, and water with only 1.1 percent. An
overview of the productive landscape shows agriculture
diminishing over time, with a considerable increase in ser-
vices, a mining sector (mostly oil and coal) growing in
terms of output and exports though diminishing in terms
of employment, and a stagnating manufacturing sector.
Although these sweeping changes led to the diminishment
of agriculture, some agricultural products have seen
higher levels of revenue over the last forty years, either
through modernization in the production of established
crops (cotton, sugar cane, bananas, and cocoa) or through
introduction of new ones, like cut flowers.

Changes in population growth have been accompa-
nied by a major shift in the distribution of the economi-
cally active population. In 1960, 50.1 percent of the la-
bor force was engaged in agriculture, 19.5 percent in
industry, and 30.4 percent in services. By 1980 the fig-

Colombia
GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 19%

Services 55%

Industry 26%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION
Agriculture 30%

Services 46%

Industry 24%

TOTAL LABOR FORCE 18.3 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999 est.
Percent distribution for 1990 est.

ures were 34.3, 23.5, and 42.2 percent, respectively, and
by 1999 they stood at 30 percent, 24 percent, and 46 per-
cent, respectively. These shifts reflect a different com-
position of economic output and have altered many eco-
nomic relations in the country.

AGRICULTURE

For a long time agriculture was the main source of
living for many Colombians. By the year 2000, however,
it accounted for roughly 19 percent of GDP, though still
employing 30 percent of the population and accounting
for 17.4 percent of exports, with coffee the major export.
Coffee employs one-fourth of the agricultural labor force,
accounts for 20 percent of the cultivated area, and con-
tributes nearly 9 percent to GDP. Production by 1998 was
estimated by Colombia’s Departamento Administrativo
Nacional de Colombia (DANE) at 2,445,224 metric tons.

Colombia has a diversity of other agriculture prod-
ucts, including bananas for export (2,061,992 metric
tons), rice (1,818,726 metric tons), potatoes (1,476,869
metric tons), sugarcane (1,061,272 metric tons), cassava
(970,951 metric tons), oilseed (378,481 metric tons), and
other products like cotton, cocoa beans, and tobacco.
There are an estimated 167,000 cattle ranches in the coun-
try, of which 40 percent are in the departments of At-
lantico, Bolivar, Cordoba, and Magdalena, and 15 per-
cent in Boyaca, Meta, and Arauca.

Of the total land area of Colombia (113,891,400
hectares), an estimated 27 percent is agricultural land,
most of it in elevated regions of the temperate zone.
Mechanization trends have stagnated in the last twenty
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years. By 1980 the number of hectares of arable land per
tractor was 183, and by 1997 the number rose only
slightly to 211 hectares per tractor. Under the traditional
system of slash-and-burn agriculture, fields are usually
cleared at the beginning of the dry season and the brush
from the cleared land is burned. This practice results in
soil exhaustion and erosion. Yields are generally low and
variable because of the inadequacy of flood control sys-
tems and irrigation. Although the country receives ade-
quate rainfall, droughts are common. The U.S. govern-
ment is working with the Pastrana administration to
modernize the agricultural sector and provide incentives
for farmers to switch from coca production to other crops.

Colombia ranks high in terms of land concentration
and disparities in land ownership. Of the total farmland,
68 percent is owned by 4.3 percent of landowners, and
half of Colombia’s farms account for less than 2.3 per-
cent of the farmland. Although 69 percent of the farms
and 75 percent of the farmland are owned by individual
farmers, 62 percent of these farms are too small to pro-
vide a living. The number of landless workers is esti-
mated at 1 million, representing close to a third of the
population engaged in agriculture. Traditional rural labor
markets have virtually disappeared. Migration from tra-
ditional agricultural areas to the cities has contributed to
more modern hiring and land tenancy systems.

The economic reforms of the 1990s ended most spe-
cial protective measures for particular sectors, which led
to a weakening in the production of some traditional crops
like corn, cotton, and cassava. As a member of the An-
dean Community (formerly Andean Pact), a common
trade agreement established during the 1960s and re-
vamped in the 1990s, Colombia still enjoys special pro-
tection for many agricultural products. To do this, the
“Andean price band system” is employed, which imposes
tariffs on certain commodities that vary according to a
pre-determined range. Fourteen basic agricultural com-
modities including wheat, sorghum, corn, rice, barley,
milk, and chicken parts are subject to tariffs under the
price-band system employed as part of this agreement.

Colombia is also an illicit producer of the drugs coca,
opium poppies, and cannabis. According to recent infor-
mation disclosed by Colombia’s Ministry of Defense, the
country is the world’s leading coca cultivator (coca is
used in the production of cocaine). The country was re-
sponsible for 67 percent of world supply by 2000, and
total land area devoted to coca was approximately
122,500 hectares by the end of 1999, more than a 35 per-
cent increase from 1997, with a refining potential of 710
tons of pure cocaine per year. Cultivation of opium in
1998 remained steady at 6,600 hectares a year.

As of 1999, most small farmers were involved in
coca cultivation, largely because of the steady demand
from markets in the United States and elsewhere. Coca
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is harvested from 3 to 6 times a year. Payment is in cash,
and this helps farmers maintain a steady source of in-
come. Nevertheless, the U.S. Department of State reports
that small coca farmers “barely manage to survive, par-
tially due to the ‘protection’ fees charged by the guerrilla
and paramilitary forces.” Small farm plots may account
for roughly one-quarter to one-third of coca cultivation,
or 30,000 to 40,000 hectares.

INDUSTRY

MINING. One significant part of the transformation of
the Colombian economy from the 1970s has been the ex-
pansion of the mining sector, mostly comprised of oil
production and coal, though it also includes gold and
valuable gems such as emeralds. Oil production in
Colombia has been declining as of late, with 700,600 bar-
rels a day (bbl/d) in 2000, down 125,000 bbl/d from the
previous year. The country’s reserves are estimated at
about 2.6 billion barrels, but the potential reserves are
much higher. Colombia’s main oil export market is the
United States, with 332,000 bbl/d in 2000. Production is
located mainly in the Cusiana and Cupiagua fields in the
Andes foothills and in the Cano Limén field near the
Venezuelan border. British Petroleum has major opera-
tions at Cusiana and Cupiagua, while the Cano Limén
field is operated by U.S.-based Occidental.

All foreign investment in petroleum exploration and
development in Colombia must be carried out under a
profit-sharing association contract between the investor
and the state petroleum company, Ecopetrol. In the face
of U.S. oil companies’ interest in increasing exploration
and production if contract and tax requirements are
smoothed, the Pastrana administration has responded by
liberalizing contracting terms.

Colombia produces more than 90 percent of the
world’s emeralds; it is the second-largest South Ameri-
can producer of gold and the most important coal pro-
ducer in Latin America. Coal reserves have been esti-
mated between 12 billion and 60 billion tons,
approximately 40 percent of all Latin American reserves.
Important levels of production began in 1984, attaining
4,000 metric tons, which jumped to close to 13,000 met-
ric tons by 1993 and 28,500 metric tons in 1997. Ex-
cluding oil production, there was a relative decline in
mining from 1992 to 1996, accompanied by a decline in
the number of persons employed to almost 20,000.

MANUFACTURING. The economic landscape of Colom-
bia has changed dramatically in the last 40 years, and one
clear example is the changes in the manufacturing in-
dustry by the late twentieth century. Industrial manufac-
turing is quite varied. According to DANE, by the year
2000 the most important products included basic chem-
icals (5.3 billion pesos), beverages (3.5 billion pesos),
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milling and cereal processing (3 billion pesos), oil refin-
ing (2.9 billion pesos), and pulp, paper and derived prod-
ucts (2.1 billion pesos). Though an important proportion
of production is for the domestic market, the relative level
of sophistication in some of these products can be mea-
sured by the extent to which they are exported. In 2000
manufactured products accounted for nearly 40 percent
of all exports, with chemicals and textiles ranking near
the top.

Manufacturing is located mostly in the provinces of
Antioquia, Cauca, in the capital district, and to a lesser
extent in Barranquilla, on the Atlantic coast. The num-
ber of people employed by this sector is 588,68 1—ap-
proximately 20 percent of the economically active pop-
ulation.

The lowering of many trade barriers in the 1990s
served to streamline Colombian industry, and most sec-
tors have managed to remain competitive with other Latin
American competitors, leading to an increase in exports
to those countries.

The construction industry, one of the largest em-
ployment sectors in Colombia, has been very dynamic
over the last 2 decades, totaling close to 7,000 compa-
nies. In the years from 1998 to 2001, however, it was hit
hard by the recession and tight credit conditions.

SERVICES

FINANCIAL SERVICES. Colombia has an extensive bank-
ing sector. According to DANE, it accounted in 1995 for
close to 16 percent of GDP, clearly the most important
service activity. It is headed by the Bank of the Repub-
lic, which functions as the central bank. There are ap-
proximately 1,700 companies devoted to financial ser-
vices, of which 37 are established banks, 30 are
investment companies, nearly 70 stock and bond brokers,
and a small number of leasing and real estate leasing.
There are 17 long-term and development financial insti-
tutions, including the government-owned Industrial De-
velopment Institute. The government has played an im-
portant role in the financial sector since the 1970s because
of the unwillingness of banks to make long-term loan
commitments to riskier projects such as coal develop-
ment, and because of the necessity for periodic public in-
tervention to stabilize financial markets.

The 6 largest of these corporations hold 86 percent
of all assets in this sector. In the mid-1980s there was a
crunch in the banking system that forced the government
to nationalize a number of troubled domestic banks. It
also created the Financial Institutions Guarantee Fund
(Fondo de Garantias de Instituciones Financieras) as the
authority to intervene or recapitalize those financial in-
stitutions in great need of support. By the end of the 1980s
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the government set out plans for privatization, the sec-
ond phase of which took place by the end of the 1990s.

TOURISM. Tourism is a relatively minor activity in the
country. In 1997 inbound tourists to Colombia numbered
1,193,000 people, contributing US$955 million in for-
eign exchange, representing 6 percent of exports. In 1980
the corresponding figures were US$357 million and 6.7
percent of exports, so in twenty years there was a slight
decline in tourism’s contribution to the economy. If ho-
tels and travel agencies are included, the number of peo-
ple involved in tourism by 1997 was only 23,700. Most
tourist activities are concentrated in the Atlantic coast, in
the cities of Cartagena, Santa Marta, and Barranquilla.
Tourists are mainly attracted to a mixture of beaches and
historic sites. As part of the viceroyalty of Nueva Granada
during colonial times, the coastal cities retain a good part
of this heritage. With Colombia suffering from violence
for 2 decades and targeted as a high-risk country, it is
quite understandable that there are not more tourists.

RETAIL. The commercial sector is very important in most
urban areas, and it has modernized substantially over the
years, though suffering from the recession from 1998 to
2000. According to the most recent DANE survey, by
1997 personnel employed in supermarkets, ‘“hypermar-
kets,” and malls was nearly 84,000, with sales of 2.87
billion pesos. These figures declined to 74,000 persons
employed and 2.02 billion pesos worth of sales in 2000.
Main lines of sales are food, clothing, and pharmaceuti-
cals, though automobiles have increased their share over
the last 5 years. Although most retail is regionally based,
there are 3 main chain stores—Almacenes Exito, Vivero,
and Carulla—which have remained strong despite the
downturn of the economy by the end of the 1990s. Also
important national and regional companies—including
the 3 just mentioned—have forged alliances or have
opened participation to foreign owners, mostly in the
coastal area, while new foreign firms have established re-
tail operations of their own.

TRANSPORTATION. Despite geographical and political
difficulties, transportation has become over the years an
activity of increasing importance, attaining 8.8 percent of
GDP by 1997. According to the Asociacién Nacional de
Instituciones Financieras (ANIF), the transport of cargo
and passengers by land represents 76 percent of revenues
in the sector, while air transportation accounts for 10 per-
cent, and maritime only 3.3 percent. Passenger trans-
portation accounted for 75 percent of revenues, with the
rest going to cargo. According to ANIF, rail transporta-
tion’s importance diminished by 1997 to a third of the
value in 1987.

Colombia’s domestic air-transport market was
deregulated in 1990, a move that led to domestic pas-
senger traffic doubling to just over 6 million people by
1996. International traffic more than doubled to 1.7 mil-
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lion passengers by the same year. Colombia also con-
cluded an agreement with Venezuela, which led to flights
between Venezuela and Bogotd increasing dramatically.

INTERNATIONAL TRADE

One of the most striking aspects of Colombia’s eco-
nomic performance over the years has been the change in
the export mix. Once predominantly a coffee economy,
by the year 2000 coffee accounted for only 8.43 percent
of foreign exchange earnings, while oil and related prod-
ucts jumped to 35.34 percent and manufacturing products
accounted for 39.54 percent of exports. However, Colom-
bia still exports oil and coffee to the developed world (the
United States, Japan, Germany, and Belgium), while most
of its exports to countries such as Venezuela, Mexico, and
Ecuador are manufactured products.

At the same time, the relative importance of Colom-
bia’s partners has also changed. The United States re-
mains the main trading partner, receiving 37.2 percent of
Colombia’s exports and providing 32 percent of Colom-
bia’s imports in 1998. However, the role of Venezuela
as a trading partner has increased substantially. In 1996
the United States was the destination of US$5,991 mil-
lion of exports, while Venezuela had climbed to
US$1,178 million. Ecuador accounted for US$413 mil-
lion, Germany US$353 million, Peru US$338 million,
and Japan US$216 million. This trend diminished after
1997, mostly due to the recession on both sides of the
Venezuela-Colombia border. The year 2000 has shown a
relative recovery between both partners.

More than 70 percent of Colombian exports to the
United States are primary products such as food (mainly
coffee, bananas, cut flowers, tuna, shrimp, and sugar),
and fuel (petroleum and coal). The United States also
holds the largest share of foreign direct investment, with
US$4.3 billion, or 28.1 percent of the estimated total di-
rect foreign investment of US$15.4 billion.

Imports to Colombia also grew extensively during
the 1990s, creating a trade deficit until 1998. Through

Trade (expressed in hillions of US$): Colombia

Exports Imports
1975 1.465 1.495
1980 3.924 4.739
1985 3.552 4141
1990 6.766 5.590
1995 10.126 13.853
1998 N/A N/A

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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September 1999, Colombia’s overall trade balance has
swung from a US$2.7 billion deficit to a US$1.1 billion
surplus, while the U.S.-Colombia trade balance swung
from a US$292 million U.S. surplus to a US$1.8 billion
deficit. The type of imports also show the overall changes
in the Colombian economy. While during most of the
twentieth century imports were mainly consumer goods,
and later capital goods, the trend has changed. Accord-
ing to DANE, in the year 2000 21.9 percent of imports
were capital goods, 51.99 percent were raw materials,
8.57 percent were transportation equipment, and 18.72
percent consisted of consumer goods.

MONEY

The value of the Colombian peso per US$1 was
2,179.3 in December 2000. This reflects a loss of over
half its value against the dollar since 1995, when it traded
at 912.83 pesos to the dollar.

Colombia’s monetary policies are formulated by the
Junta Monetaria (Monetary Board), and banking opera-
tions are regulated and supervised by the Superintenden-
cia Bancaria. The Central Bank conducts monetary pol-
icy based on behavior of the financial sector, and
determines the amount of money in the system and makes
other decisions in line with indicators such as inflation
and growth of the economy at large.

The Colombian peso has floated freely against the
dollar and other currencies since 25 September 1999,
when the Central Bank abandoned the crawling band ex-
change regime, which acts like a crawling peg. Under
that system, the Bank intervened in the market by buy-
ing or selling dollars to keep the dollar’s price in pesos
within the band. Soon after abolition of the band—by De-
cember 1999—the peso had depreciated 20 percent from
the beginning of the year, increasing the competitiveness
of Colombian exports to the United States.

Inflation has always been moderate in Colombia,
with peaks in the mid-twenty percent range. By the end
of 1999 inflation was 9.2 percent, more than 5 percent-
age points below the previous year, mainly as a conse-
quence of the recession. The figure for 2000 was 10 per-

Exchange rates: Colomhia

Colombian pesos (Col$) per US$1

Jan 2001 2,241.43
2000 2,087.90
1999 1,756.23
1998 1,426.04
1997 1,140.96
1996 1,036.69

SOURCE: CIA World Factbook 2001 [ONLINE].

cent as consumption reversed the downward trend and
the government restrained wage hikes. Despite economic
recovery and a slight weakening of the peso, officials
were not able to relax monetary policy later in year 2000.
Average interest rates were 19.5 percent in 1999 and
about 15.3 percent in 2000.

In August 1989 the government authorized plans to
return to private ownership 65 percent of the assets of all
financial institutions nationalized after the financial cri-
sis of 1987.

POVERTY AND WEALTH

Colombia is neither a poor nor a rich country. In-
come per person was by year 1999 roughly equal to the
world average. According to the Andean Community,
GDP per capita was US$1,487 in 1993, and rose to
US$2,090 by 1995. The CIA’s World Factbook estimates
income per capita for 1999 at US$6,200. More interest-
ing, however, are changes over time. By 1980 income
per capita was about 108 percent higher than in 1950,
with most of the growth having occurred between
1969-1979 when it increased by 50 percent. During the
1980s economic growth declined significantly, but in-
come per capita managed a modest percent increase given
a population growth slowdown.

Income distribution has also shown important
changes during the last fifty years. Total income in-
equality peaked in the 1960s. Later on, when education
levels improved drastically and the relative income of
agricultural workers improved somewhat, inequalities in
income levels became less extreme. Among the poorest
workers, the picture is also positive. In Political Econ-
omy and Illegal Drugs in Colombia, Francisco Thoumi
sums up the trends this way: “Based on a constant poverty
line, the incidence of poverty has declined continuously
during the fifty-year period. A head-count index shows
that three-fourths of the population was poor in 1938, half
in the mid-1960s, and one-fourth in the late 1980s. The
poor declined from 70.5 percent of the country’s popu-
lation in 1973 to 45.6 percent in 1985, while the extreme
poor declined from 44.9 to 22.8 percent.” All the changes
notwithstanding, according to the ANIF, Colombia’s in-

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Colombia 1,612 1,868 1,875 2,119 2,392
United States 19,364 21,529 23,200 25,363 29,683
Brazil 3,464 4,253 4,039 4,078 4,509
Ecuador 1,301 1,547 1,504 1,475 1,562
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Colombhia

Lowest 10% 1.1
Lowest 20% 3.0
Second 20% 6.6
Third 20% 1.1
Fourth 20% 18.4
Highest 20% 60.9
Highest 10% 46.1

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

come inequality is still one of the highest in Latin Amer-
ica, and deteriorated greatly between 1997 and 2000, par-
ticularly in the urban areas. Rural GDP is only 50 per-
cent of that of urban areas.

Education has also improved substantially in the last
forty years. According to Thoumi, in 1951 “44 percent
of the population was illiterate [and] in 1955 it was esti-
mated that only 57 percent of 7 to 12-year-olds were en-
rolled in elementary schools. Under state control, ele-
mentary school enrollment ... reached nearly 100 percent
by 1970. Increases in high school and college enrollments
have also been substantial. In 1960 high school enroll-
ment was only 11.9 percent, while college enrollment was
only 1.8 percent. By 1980 these rates had increased to 44
and 10.6 percent respectively, the latter achieving 28 per-
cent by 1997.”

In health care, Colombia also shows continuous im-
provement. First of all, the control of tropical diseases
like malaria in the countryside and improvement in
sewage systems in the cities strongly contributed to a di-
minishing trend in infant mortality rates (from 123.3 for
each 1,000 new births in the early 1950s to 48.6 by the
end of the 1980s, and 23 by the year 2000). Life ex-
pectancy has risen in Colombia; by the end of the 1980s
the figure stood at 68 years, and reached 70 years in 2000.
This is a far cry from the early 1950s, when the average
was barely 50 years. A contributing trend has been the
construction of a health care network for the growing ur-
ban population. A pension system created in 1993 allows
access to both public and privately-funded health care for
all employees. This program has both taken the pressure
off of the public health system and has supplemented it,
leading to a net improvement in the quality of health fa-
cilities in the country.

The quality of housing has also improved. Accord-
ing to data quoted by Thoumi from the 1951 census, “52.7
percent of the housing units had earth floors and 90.3 per-
cent had walls made of ‘precarious’ materials. By the
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1985 census these percentages had dropped to 17.1 and
24 4 respectively. Similarly, in 1951 only 28.8 percent of
the units had running water, 25.8 percent had electricity,
and 32.4 percent had sewage or septic tanks. By 1985
these figures had increased to 69.7, 78.2, and 77 percent
respectively. In urban areas ... these percentages were
much higher: 89.8, 95, and 93.6 respectively.”

While the physical standard of living has improved,
the country has actually become less livable. Colombians
today enjoy better housing, health services, and educa-
tion; they own cars, telephones, and have greater access
to information about their country and the world. They
are more broadly traveled and they have more material
goods than in the past. But many fundamental aspects of
the quality of life, such as physical security and property
protection, have deteriorated sharply due to the increase
in political and criminal violence associated with both
guerrilla terrorism and the narcotics war. According to
ANIF, life expectancy among male Colombians dropped
3 to 4 years between 1994 and 1997 largely due to the
rise in violence, both political and criminal.

WORKING CONDITIONS

The workers’ movement emerged by the end of
World War I. From that time, the labor movement was
greatly influenced by episodes of violent confrontation.
The most critical of these occurred during the first mas-
sive industrial action, aimed at the United Fruit Santa
Marta complex in 1928 when railroad, banana, and field
workers went on strike to force changes in wages, hours,
and non-wage compensation. The human toll was 1,000
dead. The aftermath of this tragedy diminished the dom-
inance of the Conservative Party and contributed to the
Liberal Party winning the presidency. The incoming gov-
ernment had a more open and pragmatic stance toward
labor activities and pressed for important labor reforms,
which helped in union expansion nation-wide. During
this period, there was a greater participation of labor in
national politics, mainly through the Liberal Party. The
Confederation of Colombian Workers (Confederacion de
Trabajadores Colombianos, CTC) was created in 1935,
and represented the first successful attempt at uniting
smaller unions from various professions into a collective
organization. Later, Cold War ideological confrontation
led to fears by more conservative elements that the CTC
was too left-wing; thus in 1946 the Catholic Church es-
tablished the Union of Colombian Workers (Union de
Trabajadores Colombianos, UTC), which gained impor-
tant support from the more moderate unions.

A second labor confrontation occurred in 1947 dur-
ing a strike by port workers on the Magdalena River,
which also ended in the loss of lives. During the “Vio-
lencia” (1948-66), organized labor became increasingly
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demoralized and weakened. After 1960, however, 2
more labor federations emerged: the Trade Union Con-
federation of Colombian Workers (Confederacion
Sindical de Trabajadores Colombianos, or CSTC) and
the General Confederation of Workers (Confederacion
General de Trabajadores, or CGT). The former was
aligned with the communists and the latter with the tiny
Social Christian party. However, although the percent-
age of workers enrolled in unions more than doubled
from 1959 to 1965, union membership was still a very
low 13.4 percent.

Later on, in September 1986, an important group of
independent unions and those affiliated with the CSTC
joined forces to create the United Workers Central Or-
ganization (Central Unitaria de Trabajadores, or CUT).
The CUT represented 70 to 75 percent of the organized
workforce, and emerged as a major voice against orga-
nized violence. This organization proved to be less timid
in terms of industrial action, and by the late 1980s the
labor movement appeared to play a greater role in rep-
resenting workers’ social and political rights. Working
conditions and wages are governed by the Labor Code
of 1950 and some additional laws. The work week is 48
hours, except in agriculture. Fringe benefits include an-
nual vacations and sick benefits. Employees are eligible
for a retirement pension after 20 years of service. Social
security is compulsory with the employer paying half the
cost and the employee and the government paying a
quarter each.

The total workforce of Colombia reached 18 million
by 1999, with a record 20 percent unemployment level
due to the recession, which has affected living standards
and poverty levels, especially in the countryside.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1821. Gaining independence from the Spanish empire,
Colombia emerges from colonial rule as part of Gran
Colombia, together with Venezuela, Ecuador, and
Panama.

1859. Emergence of the Liberal Party. Tobacco ac-
counts for 28 percent of exports while gold’s share is
down to 33 percent.

1860S-70s. Liberal constitution establishes liberal eco-
nomic principles and quasi-federal autonomy to
provinces. The 1870s marks efforts in railroad building.
The Conservative Party is founded. By late 1870s cof-
fee production, carried by rail and financed by banks,
becomes even more important.

1886. A conservative constitution is promulgated,
marking a major swing toward a more centralized state.

1898. Coffee reaches 50 percent of exports.
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1899. Colombia’s greatest civil war ruins the country.
Coffee-producing areas are greatly affected, and chaos
shakes the economy.

1903. Panama is separated as a consequence of the
war, supported by U.S. intervention. After the war,
Congress reforms monetary system, budget, customs,
tariff legislation, and some protectionist policies.

1904-09. Rule of dictator Rafael Reyes. His conserva-
tive administration starts reconstruction under eco-
nomic orthodoxy.

1910-30. Bipartisan consensus emerges with constitu-
tional reform. Paper money is banned, and minority
party representation established. Coffee production
takes place on larger farms, and has a greater impact
on the domestic economy.

1920s. A strong coffee export trend (11.3 percent of
world production by 1930) allows for the tripling of
public spending, mostly in infrastructure.

1930-46. Known as the Liberal Republic, this is a pe-
riod of social reform, slower economic development,
and growing tension between the parties. The collapse
of coffee prices is partially compensated for by
greater exports and the strengthening of domestic in-
dustry. Liberal dissident Jorge Eliecer Gaitan rises to
prominence.

1946. Split in Liberal party ends the period of liberal
rule. Gaitan dominates the Liberal party.

1948. Assassination of Gaitan leads to a virtual civil
war known as “The Violence” (1948-66).

1950. Extreme Conservative Laureano Gomez comes
to power, unleashing terror against liberal insurgencies
in the countryside. Exports start a diminishing trend.

1953. A military coup supported by both traditional
parties brings in General Rojas Pinilla. Political calm is
affected by a downturn in coffee prices and a weak
economic performance.

1958. Beginning of the National Front, under which
Liberals and Conservatives alternate the presidency and
share government posts at all levels.

1960s. After economic difficulties and currency insta-
bility, the largest post-war economic expansion period
comes after 1964.

1969. Colombia joins the Andean Pact, a trading
agreement among several South American countries.

1974-84. A period of economic instability and politi-
cal stability. An increase in coffee prices reduces for-
eign exchange constraints, allowing an upward trend in
income, lower unemployment, and an increase in inter-
national reserves. After 1980, a collapse in coffee
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prices produces slow growth, an industrial setback, ris-
ing unemployment, and an increase in deficits.

1987-89. Political violence starts again; prominent
politicians are kidnapped or assassinated by drug deal-
ers trying to overthrow the government.

1990-94. The Cesar Gaviria administration opens up
the economy and leads the approval of a new consti-
tution.

1994-98. The Ernesto Samper administration begins
under accusations of campaign financing by drug deal-
ers. The pace of economic reforms slow down, while
the narcotics business and the guerrilla activities grow.

1998-2000. Peace negotiations with the guerrillas be-
gin under President Andrés Pastrana. Plan Colombia
against illicit drug production and trafficking is
launched.

FUTURE TRENDS

Most of Colombia’s dilemmas at the beginning of
the 21st century are political rather than economic. The
confrontation between guerrilla groups allied to the nar-
cotics industry has become highly delicate, and is likely
to remain so throughout the rest of the Pastrana presi-
dential period, which will end in 2002. This situation will
also affect the modernization of the political system and
any economic recovery. Despite a better structural situ-
ation than other countries in the region, the continuous
violence not only stops major advances, due to the un-
easiness of foreign investors, but also creates major in-
centives for the emigration of the elite and professional
groups. Putting all his eggs in the basket of the peace
process has led to frustration over the failure of Pastrana’s
efforts. The weak economic performance has addition-
ally undermined the popularity of the president. His ad-
ministration has enjoyed strong support from the U.S.
government, which in 2000 agreed to an aid package of
US$1.7 billion (Plan Colombia) to combat illegal drugs
in the south, southeast, and northern areas.

According to most sources, peace talks with the guer-
rillas that started in 1999 continue against a background
of violence. Although some progress has been made, the
conflict has escalated and the guerrillas’ commitment to
ending the hostilities is questionable. Negotiations with
the largest guerrilla group, the Fuerzas Armadas Rev-
olucionarias de Colombia (FARC), have followed a stop-
and-go trend, stagnating for half a year and then resum-
ing after continuous confrontations. So far the clashes
have not ended. Pastrana and his successor are likely to
come under increasing pressure to abandon talks and opt
for a purely military solution if progress continues to
prove elusive. Despite the eventual promise of military
support from the United States, it is unlikely that such an
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option will be followed, mostly because of the risks in-
volved in an open civil war against well-armed and
widely dispersed guerrilla forces. Also, the peace talks
still enjoy the support of important civil sectors, includ-
ing the Church and non-government organizations
(NGOs). While Bogota continues to try to negotiate a set-
tlement, neighboring countries worry about the violence
spilling over their borders.

Colombia’s leading exports, oil and coffee, face an
uncertain future. New exploration is badly needed to off-
set a pending decline in oil production, and the coffee
harvest has dropped because of aging plantations and nat-
ural disasters. The lack of public security is a key con-
cern for investors, making progress in the government’s
peace negotiations with insurgent groups an important
driver of economic recovery. Net foreign direct invest-
ment fell to about US$675 million in 1999 from US$2.5
billion in 1998, reflecting poor business confidence. The
tide changed again in 2000, more than doubling the pre-
vious figure amid lower interest rates, greater oil invest-
ment, and privatization. Officials are also offering better
contract terms to encourage greater foreign investment in
the oil industry. In spite of pipeline bombings and kid-
nappings, current oil prices remain a powerful incentive
for further oil investments, especially since Colombia’s
untapped oil reserves are estimated to be huge. Accord-
ing to the International Energy Agency, oil production is
expected to top 1.2 million barrels a day within the next
5 years and show little decline through 2020.

Despite the end of the recession, investor sentiment
and economic recovery will remain vulnerable to further
troubles in the beleaguered financial sector and the deli-
cate peace process.

DEPENDENCIES

Colombia has no territories or colonies.
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COSTA RICA

CAPITAL: San José.

MONETARY UNIT: Colén (C). One colén is
composed of 100 céntimos, but céntimos are no
longer used. The smallest unit of money in
circulation is the 5 col6n coin, followed by the 10,
25, 50, and 100 colén coin. Bills circulate in
denominations starting at 1,000 colones, and are
available in 2,000, 5,000, and 10,000 colones.
CHIEF EXPORTS: Coffee, bananas, sugar, textiles,
electronic components, electricity.

CHIEF IMPORTS: Raw materials, consumer goods,
capital equipment, petroleum, electricity.

GROSS DOMESTIC PRODUCT: US$26 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$6.6 billion
(1999 est.). Imports: US$5.9 billion (1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. Costa Rica is a central American
nation, located between Nicaragua and Panama. Its bor-
ders span 309 kilometers (192 miles) with Nicaragua and
330 kilometers (205 miles) with Panama. Costa Rica also
borders the Pacific Ocean and the Caribbean Sea, its
coastline reaching across 1,290 kilometers (802 miles).
The country has 51,100 square kilometers (19,730 square
miles) of land, which is slightly less than the size of West
Virginia, including the Isla del Coco (a small island in
the Pacific Ocean).

San José, the capital, is located in a highland valley
in central Costa Rica called the Meseta Central. Most of
the country’s population is located in this area formed by
2 basins separated by low, volcanic hills ranging from
900 to 1,500 meters above sea level. Other important
cities are Cartago (the old colonial capital), Alajuela, and
Heredia. The main port cities are Limén on the Caribbean
Sea and Puntarenas on the Pacific.

POPULATION. The country’s population was estimated
at 3.5 million in July of 2000. It is growing at a rate of

Worldmark Encyclopedia of National Economies

Republic of Costa Rica
Repiiblica de Costa Rica

1.69 percent, which means that the population should
reach approximately 4.1 million by 2010 and should
double to over 7 million by the year 2035. Over 60 per-
cent of the population is between the ages of 15 and 64,
and only 5 percent of citizens are over 65 years old. The
population is young, posing a challenge for the govern-
ment to provide adequate schooling and training for
youngsters. About 95 percent of the population can read
and write. The larger, younger generation will also re-
quire greater health and retirement services as it begins
to age.

Birth rates are at 20.69 per 1,000 people and death
rates are at 4.31 per 1,000 people. There are approxi-
mately 2.52 children born per woman. Infant mortality
rates are 11.49 deaths per 1,000 live births. There are ap-
proximately 1.02 males for every female in Costa Rica.
The average life expectancy is 75.82 years: 73.3 years
for males, and 78.5 years for females.

Adding to the high birth rate, the Costa Rican pop-
ulation also increases due to immigration—particularly
from Nicaragua and other Central American countries.
Immigrants come to Costa Rica in search of work op-
portunities, which they usually find in the agricultural
sector. They are attracted by the relatively higher stan-
dards of living that are enjoyed in the country. The im-
migration rate for 2000 was estimated at 0.54 immigrants
per 1,000 citizens.

The population of Costa Rica is mainly white (94
percent, including mixed European and Amerindian mes-
tizos) and Roman Catholic (85 percent). There is a small
proportion of black (3 percent), Amerindian (1 percent),
and Chinese (1 percent) residents, and the second most
important religious group is Evangelical Protestant (14
percent).
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OVERVIEW OF ECONOMY

Costa Rica has a mixed economy in which both pub-
lic and private companies play an important role. The
government has supported socialist policies for decades.
The emphasis in the economy has been placed on the
governmental promotion of human development and wel-
fare, while still allowing private companies to operate in
some industries. These efforts were intensified in the
1950s, when political and social forces supported a
method of economic development (planned growth) that
was heavily dependent upon the state.

The biggest indication of the government’s socialist
ideology was its purchasing of goods and companies that
were in trouble. When the state bought an interest in key
industries such as banking, electricity, telecommunica-
tions, insurance, medicine, and education during the sec-
ond half of the 1900s, the economy underwent nation-
alization. Under government control, Costa Rica
achieved a relatively high standard of living.

However, this strategy relied on deficit spending,
which meant that the Costa Rican government was spend-
ing money that it did not have. Even worse, the govern-
ment also financially supported import substitution in-
dustrialization (ISI) policies during the 1960s and 1970s.
Such policies were supposed to make the country more
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self-sufficient in industrial production, but ISI policies
put Costa Rica deeper in debt.

The worldwide recession of the 1980s helped cause
a Latin American debt crisis. Facing a devalued currency
and an inflation rate of over 100 percent, Costa Rica ex-
perienced the most severe recession since the 1930s. The
country was forced to make economic reforms and to lib-
eralize the economy. This process began with a currency
stabilization program (to stop inflation), and led to a
structural adjustment program (SAP) that tried to re-
duce government intervention in the economy.

The government sold many companies in which it
had invested, but state control of the main industries per-
sisted, with the exception of the banking industry. The
people of Costa Rica preferred a state-run economy, and
chose to finance their debt through the attraction of for-
eign direct investment. Public funds continued to be di-
rected towards the manufacture and export of industrial
goods. In spite of an increase in taxes, deficit spending
continued, and the public debt grew. Interest payments
on this debt absorbed a third of public accounts annually,
making the economy unstable. Foreign direct investment
helped the growth of local supply networks and supported
export growth. The Intel Corporation opened a micro-
processing plant in Costa Rica in 1998. The country has
also been successful at promoting tourism, which has be-
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come an important source of foreign investment, has in-
creased employment, and has generated substantial ex-
change revenue.

High levels of gross domestic product (GDP)
growth achieved during 1998 and 1999—around 8 per-
cent—proved unsustainable in 2000 when the demand for
microprocessors plummeted. GDP growth during 2000
fell to a mere 1.5 percent. Economic policy focused on
controlling inflation (at a historically low 10 percent), but
the fiscal deficit remained above 4 percent, limiting eco-
nomic growth.

POLITICS, GOVERNMENT,
AND TAXATION

Costa Rica differed from other Spanish colonies in
that it never developed a system of large land holdings.
Agricultural production was limited to the size of fami-
lies, and the distribution of land and other resources was
relatively equal. Independence from Spain came without
violence in 1821. After joining the Mexican Empire
briefly in 1822, the Central American colonies—
Guatemala, Honduras, El Salvador, Nicaragua, and Costa
Rica—created a federated republic in 1823, which col-
lapsed in 1829. Costa Rica is a democratic republic or-
ganized under the 1949 constitution. The president, 2
vice-presidents, and single-chamber congress (the Leg-
islative Assembly) are directly elected for 4-year terms.
The Supreme Court justices are elected by the Legisla-
tive Assembly for 8-year terms.

Liberal political reforms in the late 1800s facilitated
the expansion of democratic institutions and processes.
The middle class of Costa Rica flourished along with the
development of commerce, services, and manufacturing.
As economic conditions worsened through the Great De-
pression of the 1930s, the role of the state increased, and
the citizens of Costa Rica demanded economic reform.
Much of the country’s character was defined in the 1950s
through the abolition of the army, the nationalization of
the main industries, and the construction of a social wel-
fare system.

The main political forces in the country since the in-
troduction of the social welfare system have been the So-
cial Democrats (Liberacion Nacional) and the Christian
Democrats (Unidad Social Cristiana). Both Social and
Christian Democrats have pursued an active involvement
of the state in economic affairs. As a result, Costa Rica
is a country in which the public sector plays a major
role. The wave of privatization that has shaken most
Latin American countries has not been significant in
Costa Rica. The state continues to control key industries
such as electricity, telecommunications, banking, insur-
ance, health, oil refinery, and alcohol distillation. This
situation has resulted more from public opposition to pri-
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vatization than from government policy. As a result, the
state has focused on administrative reforms that attempt
to improve the efficiency of public companies.

Although there has been an increase in the level of
participation of the private sector, the state is still in con-
trol. Banking is no longer a state monopoly, but the 3
largest banks are state owned. Medicine is also practiced
privately, but the largest and most modern hospitals are
owned and operated by the government’s social security
system. A law passed in 2000 allows the handling of old-
age pensions by private companies, but the majority of
pensions are still under state control.

The central government has a significant impact on
the economy with its expenditures totaling over 30 per-
cent of GDP in 1998. This is much higher than the level
of expenditures in Canada (24.7 percent of GDP), the
United States (21 percent) or the East Asian countries
(10.4 percent), but is lower than the level in France (46.6
percent), Italy (44.6 percent), the U.K. (37.9 percent),
Spain (36.1 percent), or Germany (32.9 percent). Ac-
cording to Central Bank figures (1999), the main sources
of government revenue were import duties (42 percent),
income taxes (22 percent), sales taxes (16 percent), and
consumption taxes (5 percent).

Since tax revenues are lower than 23 percent of GDP,
the government finances its expenditures through debt.
This creates a deficit that in 1996 amounted to 4 percent
of GDP and, although it was lowered to levels closer to
3 percent during 1998, has resurged during the past 2
years. Public debt has risen as a result, to a point where
it represents more than the total of goods and services
produced by the country, and thus represents a major
source of economic instability. Interest payments on the
debt absorb up to a third of the national budget, restrict-
ing the amount of funds that can be devoted to building
schools, roads, and hospitals. The country’s Central Bank
has a limited ability to control the money supply and to
fight inflation.

In spite of these negative trends, the government de-
votes over 5 percent of GDP to education and almost 7
percent of GDP to health. This compares well to the Latin
American averages of expenditure in education and
health, at 4.5 percent and 3.1 percent, respectively, and
is comparable to international levels. The result of this
policy has been an educated, skilled workforce.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

One of the greatest challenges facing the country is
the maintenance of its infrastructure. Investments in
this area have not kept pace with economic growth. There
is more traffic than the old roads and ports can safely
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Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones®  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Costa Rica 94 27 387 13.8 28 2.3 39.1 10.41 150
United States 215 2,146 847 2443 256 784 458.6 1,508.77 74,100
Mexico 97 325 261 15.7 35 3.0 47.0 23.02 1,822
Nicaragua 30 285 190 40.2 4 N/A 7.8 2.21 20

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.

handle, and the communication and power networks are
not strong enough for the country’s demands. A law was
passed in 1998 to allow the development and adminis-
tration of the infrastructure through private contracts, but
by 2000 not one contract had been granted.

Costa Rica’s communication infrastructure is less
advanced than other Latin American countries. For ex-
ample, in 1998 telephone lines per 1,000 inhabitants were
at 172, better than the Latin American average of 118.
But cellular phones per 1,000 inhabitants were at 28,
compared with 43 for all of Latin America, while Inter-
net hosts were at 0.85 per 1,000 inhabitants compared to
4.85 for Latin America. Television sets were at a level
of 387 per 1,000 inhabitants, compared to 255 per 1,000
for Latin America, but cable subscribers were at 13.8 per
1,000, compared to 28.3 per 1,000 for Latin America.

The country has over 35,705 kilometers (22,187
miles) of roads, of which 20 percent corresponds to na-
tional highways and 80 percent to local roads. About 56
percent of the national roads and 12 percent of the local
roads are paved. Two major projects were underway by
the end of 2000 to improve the carrying capacity of the
main roads connecting the capital to the Pacific Coast.

Electric power generation and telecommunications
are handled by a state monopoly, the Instituto Costarri-
cense de Electricidad (ICE). Efforts to open these sectors
to competition and privatization sparked riots and public
protests in early 2000. The government claimed that it
needed help from the private sector in order to service de-
mand. Rioters were afraid that privatization would result
in higher rates and the neglect of rural locations. The coun-
try’s power source is mostly hydroelectric, although ge-
othermal and wind sources are also used. The Costa Ri-
can Congress was discussing a restructuring of the ICE
in 2000-01 that would allow the establishment of joint
ventures for the development of energy and telecommu-
nication projects. It would, however, fall short of allow-
ing competition by private participants in these sectors.
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An index compiled by the Instituto Centroamericano
de Administraciéon de Empresas (INCAE), the Harvard
Institute for International Development, and the Central
American Bank for Economic Integration shows Costa
Rican infrastructure lagging behind that of other Central
American and East Asian countries. Values assessed
ranged from 1 to 7 with higher values representing bet-
ter infrastructure conditions. Costa Rica obtained a value
of 2.29 compared to 3.46 for Guatemala, 3.56 for
Nicaragua, 4.55 for South East Asia, and 4.64 for the
United States, Japan, Ireland, Sweden, and China. This
means that Costa Rican business faces greater challenges
to compete against other nations.

ECONOMIC SECTORS

The Costa Rican economy is concentrated in the ser-
vice sector, with 60.5 percent of its 1998 GDP repre-
sented in this category. The main service activity in the

Costa Rica

GDP-COMPOSITION BY SECTOR-1998 Agriculture 14%

Services 64%

Industry 22%

SOURCE: CIA World Factbook 2000 [Online].
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LABOR FORCE-BY OCCUPATION
Agriculture 20%

Services 58%

Industry 22%

TOTAL LABOR FORCE 1.9 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1999 est.

country is tourism, with over 1 million visitors in 1999.
Industry is the second most important sector, represent-
ing 24 percent of GDP in 1998, followed by agriculture,
which represents 15.2 percent of GDP.

The amount that industry contributes to GDP in
Costa Rica is average for Latin America but is low when
compared to that of East Asia (44 percent of GDP), the
Arab nations (40 percent of GDP), and Eastern Europe
(35 percent). However, it has become an area of aggres-
sive growth through government stimulus. Efforts to
build a high technology park through foreign direct in-
vestment have attracted firms like Intel Corporation,
Baxter Medical, Microsoft, Abbot Laboratories, Conair,
and Alcoa.

Government policies have attempted to reduce de-
pendence on agriculture as a source of employment, pro-
duction, and foreign exchange revenue. This has reduced
the relevance of agriculture from close to 40 percent of
GDP in the 1950s to its current 15.2 percent level. How-
ever, it still employs about 20 percent of the labor force.

AGRICULTURE

Costa Rica’s temperate (warm) climate and fertile
soils are suitable to agricultural production. There is an
abundance of water—yearly rainfall averages 4 meters—
and irrigation has been successfully applied to develop
more arid (dry) regions. The government supports grow-
ers through research, training, and technical assistance.

The agricultural sector in Costa Rica has been de-
clining in importance since the 1950s, but in 1998 still
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accounted for 15 percent of GDP and employed one-fifth
of the labor force. Almost 10 percent of the country’s
land is used for agriculture. Agriculture is still an im-
portant contributor to foreign trade. Excluding free zone
companies, agricultural exports represent approximately
60 percent of export flows. Traditional crops, like coffee
and bananas, have been the staples of agricultural pro-
duction since the 18th century. However, a wide range
of nontraditional products has appeared since the 1980s
that have begun a revival in agricultural exports.

Coffee is the country’s oldest agricultural product
and has been exported since the 1790s. In the 1820s the
Costa Rican government stimulated its production by dis-
tributing free coffee plants and offering tax exemptions
to interested families. This approach resulted in a group
of small producers that, in spite of the existence of large-
scale growers, has managed to remain in existence. Costa
Rican coffee has been characterized by its high quality
and efficient production, boasting some of the highest
area yields in the world. In 1999 the country produced
147,000 metric tons of coffee. Although for many years
coffee was the country’s main source of foreign ex-
change, low international prices eroded its importance.
Production for 1994-99 averaged 2.9 million bags
(133,000 metric tons) with revenues of US$370 million
annually. While such revenue represented about 11 per-
cent of total export earnings in 1994, it only amounted
to 4 percent of total export earnings in 2000.

Banana production surpassed coffee as the main agri-
cultural product in 1992. Local farmers have cultivated
it for over a century on the country’s coasts, although pri-
marily multinational corporations handle its export and
sale. Production grew constantly during the 1990s, and
prices remained steady. Exports for 1994-99 averaged
2,045,000 metric tons with revenues of US$624 million.
This represented almost twice the revenue generated by
coffee. Costa Rica devotes 50,000 hectares to growing
bananas, almost 1 percent of its territory. It is the second
largest producer in the world with an annual crop of ap-
proximately 115 million boxes sold in the United States
and Europe. Growers estimate that their industry gener-
ates over 40,000 direct jobs and 100,000 indirect jobs.
Workers in banana production enjoy the highest salaries
and benefits in the Costa Rican agricultural sector.

Costa Rica is also an important producer of sugar.
Yearly export volumes average 130,000 metric tons per
year, with revenues of US$39 million. However, unlike
coffee or bananas, sugar production is largely for local
consumption, which exceeds 2.6 million metric tons.
Over 48,000 hectares of land are dedicated to the pro-
duction of sugar.

Nontraditional agricultural goods have been rising in
importance over recent years. Most of them are export
oriented and linked to various forms of agroindustry.
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Examples are African palm used for the extraction of veg-
etable cooking oil, and oranges processed for their juice
and exported as fluid or concentrate. Although African
palm has been cultivated since the 1970s, its period of
strong growth began in the 1990s. By 1996 over 27,000
hectares were in production generating a volume of
422,000 metric tons. Orange production began in earnest
as recently as 1990, spurred by the construction of 2 pro-
cessing plants. Production areas doubled in 6 years,
reaching 23,500 hectares and 165,000 metric tons. Other
important nontraditional agricultural products are hearts
of palm, ornamental plants, and macadamia nuts.

INDUSTRY

Costa Rican industry expanded in the 1960s and
1970s through government investment and protection.
Sizable industrial investments were undertaken by the
state through its development agency, CODESA. The in-
vestments aimed at reducing foreign dependence. How-
ever, the halt of foreign competition through trade pro-
tection resulted in inefficiency and products of poor
quality. The strategy was abandoned in the mid-1980s as
the government initiated a process of trade liberalization.

Industrialization policies since then have supported
nontraditional exports. They have relied on direct subsi-
dies such as the CAT (Certificado de Abono Tributario—
a tax refund certificate) program; and indirect subsidies
such as income tax exemptions, preferential import du-
ties, and streamlined import-export facilities.

The result has been a sustained increase in the flow
of industrial exports that has more than doubled their dol-
lar value in less than 10 years, from US$518 million in
1991 to US$1.1 billion in 1999. Since 1996, industrial
exports have contributed over 40 percent of all exports,
excluding those from the free zone. About 15 percent of
the workforce is employed in manufacturing activities.

Industry has also been promoted through the at-
traction of foreign investment. The country’s industrial
policy has been successful in attracting high technology
companies, the most noteworthy being Intel Corpora-
tion, which invested over US$200 million in the con-
struction of microprocessor production facilities in
1998. Total export volumes nearly doubled as a result
of these investments, from US$3.5 billion in 1995 to
US$6.6 billion in 1999. The export volume of the free
zone sector was greater than the combined revenues of
the normal export sector.

Because small industry is rarely eligible for free zone
benefits but is subject to all forms of regulation and
taxes—including payroll taxes that can reach up to 50
percent of workers’ salaries—a growing number of es-
tablishments have been appearing in the informal sec-
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tor. The Costa Rican Chamber of Industry estimates that
84 percent of all the industrial firms established in the
1990-98 period belonged to the informal sector.

MINING. Gold is mined on the southern Pacific Coast
and northwestern regions of the country. Some contro-
versy exists as to the ecological impact of the methods
employed in these extractions. Silver is also mined—
though not extensively—in the western part of the coun-
try. Deposits of manganese, nickel, mercury, and sulfur
exist but remain unexplored. Petroleum deposits have
been identified in the southeastern region, but their ex-
ploitation has been deemed uneconomical. Salt is pro-
duced from seawater.

MANUFACTURING. Until recently, most of the country’s
industry consisted of small-scale light manufacturing en-
terprises. Intel Corporation’s arrival in 1998 marked the
first large-scale manufacturing venture. Coffee-drying
plants, sugar mills, cheese factories, sawmills, wood-
working factories, breweries, and distilleries characterize
the manufacturing sector. There is a single petroleum re-
finery that is state owned, and several hydroelectric plants
with capacity to produce close to 6 billion kilowatt hours
of electricity. Factories produce petroleum products, fur-
niture, paper, textiles, chemicals, pharmaceuticals, plas-
tics, footwear, cigars, cigarettes, jewelry, and clothing.

About half of the 4,856 industrial firms are located
in the capital, San José. Next in importance are Alajuela
(20 percent), Heredia (11 percent), and Cartago (10 per-
cent). Of these firms, 2,411 (49.6 percent) are micro-
enterprises employing between 1 and 4 workers. There
are 1,547 (31.9 percent) small industries with 5 to 19
employees, 624 (12.9 percent) medium industries, with
20 to 29 employees, and 274 large industries (5.6 per-
cent) with 100 or more employees.

According to the Ministry of Commerce and Indus-
try, 24 percent of all industrial establishments process
foods, drinks, and tobacco; 21 percent are metal and me-
chanic shops; 15 percent process wood, furniture, or other
wooden products; 14 percent produce textile or leather
products; 9 percent are in paper and printing; and 8 per-
cent are in chemicals, rubber, and plastics.

SERVICES

Over 50 percent of the Costa Rican workforce is em-
ployed in the service sector, producing over 60 percent
of the country’s GDP.

TOURISM. The most dynamic portion of the service sec-
tor is tourism. Costa Rica pioneered ecotourism (the prac-
tice of touring natural habitats in a manner that minimizes
ecological impact). Because of its great biodiversity the
country enjoys a natural advantage in this sort of activity.
The number of tourists visiting Costa Rica has increased
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steadily during the 1990s, at an average rate of 15 per-
cent per year. During 1999 over 1 million people visited
the country, and the Costa Rican tourist board estimates
that number increased by over 10 percent in 2000. Since
1986 a flow of investment exceeding US$800 million has
been devoted to developing the sector. In 2001 there were
over 13,400 rooms available for tourists. In 1998 US$883
million was generated by the tourist industry. This amount
was over twice the revenue generated by coffee and 1.3
times that of banana exports. The government promotes
the development of tourism through the Instituto Costar-
ricense de Turismo (ICT), or tourist board, which prepares
a yearly development plan. ICT runs specialized educa-
tional facilities to train workers in hotel management and
other tourism-related activities.

RETAIL. Retailers currently employ about 20 percent of
the active workforce. Most retail firms are small to
medium companies, although large discount retailers and
hypermarkets have established themselves in the market
during the past 2 years. There are 4 main supermarket
chains—Automercados, MasxMenos, Super2000, and
Perifericos—as well as a number of one-location markets
of considerable size. Coverage of retail stores is limited
to the Central Valley, although some have made inroads
into the provinces during recent years. The oldest and
largest department stores are La Gloria, with significant
coverage in the Central Valley, and Llobet, located
mainly in Alajuela.

FINANCIAL SERVICES. About 5 percent of the workforce
is employed in financial services. The sector generates
about 3.6 percent of GDP. Banking was a state monop-
oly until 1987, when private institutions were allowed to
coexist legally with the state banks, although they were
limited to offering time deposits and were not allowed to
offer checking or savings deposits. Reforms in the 1990s
allowed private banks to offer the entire range of finan-
cial services, virtually eliminating the previous state mo-
nopoly. The only difference that persists between private
and public banks is that the latter enjoy unlimited deposit
guarantee from the state whereas private deposits are un-
secured. There are 3 public banks—Banco Nacional,
Banco de Costa Rica, and Banco Crédito Agricola de
Cartago—which represent 41 percent of total credit, and
20 private banks which represent 35 percent of total credit
(2000). Other financial institutions include a workers’
bank known as the Banco Popular y de Desarrollo Co-
munal which is capitalized through mandatory payroll
contributions from workers and employers, a public fund-
ing agency for mortgage financing known as the Banco
Hipotecario de la Vivienda, savings and loan coopera-
tives, mutual fund companies, and finance companies.
The social security fund also engages in long-term mort-
gage financing. Insurance is presently a state monopoly;
all insurance business is handled by the Instituto Nacional
de Seguros.
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There is a private stock exchange, the Bolsa Nacional
de Valores (BNV), which is the oldest and largest in Cen-
tral America. Its current annual volume is approximately
US$28 billion, but over 80 percent of the volume traded
is in public instruments. Only a small fraction of this vol-
ume (under 1 percent) is in equities. Some international
transactions are also handled through the exchange. There
are 27 brokerage companies currently participating at the
exchange.

There are 3 regulatory entities in the financial sector:
the Superintendencia de Entidades Financieras (Financial
Superintendence), regulating banks, credit cooperatives,
and other financial institutions; the Superintendencia de
Pensiones (Pension Superintendence), regulating pension
administrators; and the Superintendencia de Valores (Se-
curities Superintendence), regulating securities and ex-
changes. All 3 entities are governed by a national board
or commission, the Consejo Nacional de Supervision
Financiera.

COMPUTER SOFTWARE. A burgeoning sector in Costa
Rican services is the production of computer software.
The National Chamber of Software Producers estimates
the country currently boasts the highest number of per
capita software producers in the world. About 85 percent
of these firms, all nationally owned, export their prod-
ucts with yearly revenues of over US$50 million. The
sector is estimated to have generated over 1,500 jobs in
1998. The high level of education and technical exper-
tise available in the population favors the development
of this industry, which is expected to continue growing.

INTERNATIONAL TRADE

Following a period of protectionism during the 1960s
and 1970s, Costa Rica has slowly opened to greater for-
eign investment. The result has been an increase in im-
port and export activity. Whereas imports and exports
each barely amounted to US$200 million in 1969, in 1998
they had reached levels of US$6.2 and US$5.5 billion,
respectively. The bulk of this growth occurred during the

Trade (expressed in billions of US$): Costa Rica

Exports Imports
1975 493 694
1980 1.002 1.540
1985 .976 1.098
1990 1.448 1.990
1995 3.453 4.036
1998 5.511 6.230

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.
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1990s. In the case of imports it took the country from
1977 to 1990 to double its import volume from US$1 to
US$2 billion, but only 8 years (1990-98) to triple that
level to US$6.2 billion. The main sources of these im-
ports in 1998 were the United States (41 percent), Japan
(8.1 percent), Mexico (7.3 percent), and Venezuela (4
percent). In the case of exports it took from 1980 to 1992
(12 years) to double its export volume around the US$2
billion level, but only 6 years (1992-98) to more than
double again and reach US$5.5 billion. The country’s
main export destinations in 1999 were the United States
(49 percent), the European Union (22 percent), and other
Central American nations (10 percent).

This growth has been accompanied by an important
shift in the composition of trade. The importance of agri-
cultural exports has diminished in favor of industrial ex-
ports. From 1991 to 1999, industrial goods went from 49
percent to 77 percent of total exports, whereas agricul-
tural goods fell from 51 percent to 23 percent, respec-
tively. This shift was largely the result of policies con-
ducted to promote direct foreign investment and stimulate
exports. These investments were carried out in free zone
areas and their contribution to exports grew from 22 per-
cent in 1991 to 60 percent in 1999. During the same pe-
riod, local industry reduced its contribution to exports
from 27 percent to 17 percent.

This growth of exports was driven by the arrival of
foreign manufacturers—most importantly, the Intel Cor-
poration. With its arrival in 1997, free zone exports shot
up by a factor of 4, from US$891 million to US$3.6 bil-
lion. The relevance of Intel’s exports can be gauged by
their impact on the total volume of country exports,
which rose from US$4.2 billion in 1997 to US$6.6 bil-
lion in 1999.

Since Costa Rica relies heavily on imports of raw
materials and capital goods, industrial export growth has
been accompanied by a substantial growth in imports.
The country has carried a deficit in its balance of trade
for every year since 1995, except 1999. However, the
deficit has shrunk from over 33 percent of total exports
in 1995 to just over 7 percent of total exports in 2000.
This trade deficit has been financed by foreign capital
flows, which have totaled US$2.4 billion in the past 5
years. Income from the service sector, particularly from
tourism, has also helped finance the trade deficit.

The country’s dependence on foreign capital flows
to sustain imports is one of its recognized weaknesses.
Although so far it has managed to attract sufficient lev-
els of investment through its aggressive promotion poli-
cies, its stable social and political circumstances, and its
highly educated workforce, the inability to generate suf-
ficient foreign exchange through exports alone makes the
country vulnerable to changes in international circum-
stances. Investment attraction policies have also been
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Exchange rates: Costa Rica

Costa Rican colones (C) per US$1

2001 318.95
2000 308.19
1999 285.68
1998 257.23
1997 232.60
1996 207.69

SOURCE: CIA World Factbook 2001 [ONLINE].

criticized as expensive and fiscally unsustainable since
they require substantial subsidies and tax exemptions.

MONEY

Costa Rica has suffered from chronic inflation dur-
ing the last 25 years. Inflation rates exceeded 100 per-
cent at the height of the debt crisis in the early 1980s,
but monetary authorities have successfully managed to
bring the inflation rate under control. Inflation rates at
the end of the 1990s varied from 10 percent to 15 per-
cent annually.

The country’s high level of social spending gener-
ated fiscal deficits that were financed through the Cen-
tral Bank. An administrative structure that provided for
government control of the Central Bank allowed its easy
manipulation. Although subsequent reforms granted the
Central Bank more freedom from the government, it still
carries the burden of high debt. Since interest payments
on the public debt represent as much as 30 percent of the
spending budget, total debt is increasing, requiring ever
larger amounts of public funds and limiting the ability of
the government to spend in other areas such as health and
education. The government’s inability to balance the fis-
cal budget has led to inflationary pressures.

The persistence of inflation has led to periodic cur-
rency devaluation in order to protect the competitive-
ness of Costa Rican exports. The government’s policy
aims at maintaining a neutral currency value by compar-
ing domestic inflation to an index of international infla-
tion rates. The goal is to maintain the local currency at
its 1992 level, adjusting for inflation so that its purchas-
ing power is neither greater nor lower than what it was
at that date. Devaluation rates typically follow inflation
rates, and are currently at a 10 percent to 12 percent an-
nual level. The exchange rate for January 2001 was ap-
proximately 320 colones to the dollar.

Although the legal currency is the coldén, dollar-
denominated transactions are legal and widespread. This
practice developed in the 1980s as people tried to pro-
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tect themselves against inflation and devaluation. Legal-
ization took place in the early 1990s. Convertibility of
the colén to the dollar is unrestricted and can be done at
every bank and financial institution. Loans and invest-
ments can be contracted in dollars, and rent contracts are
typically denominated in dollars.

POVERTY AND WEALTH

Costa Rica has a large, professional middle class,
and a relatively equal distribution of wealth. For the
years between 1987 and 1998, the poorest 20 percent of
the population held 4 percent of total income, whereas
the richest 20 percent held 52 percent of total income.
Approximately 9.6 percent of the population was re-
ported under the World Bank poverty line (PPP US$1 a
day) in 1998, compared to an average of 15.6 percent
for Latin America and the Caribbean. The country had
a per capita income (at purchasing power parity) of
US$7,100 in 1999.

The GINI coefficient is an index of inequality that
measures the distance between a perfectly equitable dis-
tribution of income and the actual distribution across the
population. A coefficient of O entails perfect equality,
and a coefficient of 1 entails perfect inequality. Costa
Rica’s GINI coefficient for 1996, as reported by the
World Bank, was 0.4607. This compared favorably with
the distribution of income for its neighboring countries:
El Salvador (0.052), Guatemala (0.0596), Honduras
(0.537), Nicaragua (0.503), and Panama (0.485). The
United States had a GINI coefficient of 0.408.

The Economic Commission for Latin America and
the Caribbean classifies countries according to the inci-
dence of inequality as measured by 5 risk factors: urban
income inequality, urban poverty, urban unemployment,
percentage of youngsters between 13 and 17 that are out
of school, and the percentage of children that have not
completed 6 years of schooling by age 15. Costa Rica is
classified as having a low incidence of income inequal-
ity, measured as a ratio no greater than 8 between the
richest 10 percent and the poorest 40 percent. It is also
considered to have low incidence of poverty, measured

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Costa Rica 2,231 2,482 2,176 2,403 2,800
United States 19,364 21,529 23,200 25,363 29,683
Mexico 3,380 4,167 4,106 4,046 4,459
Nicaragua 999 690 611 460 452
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Costa Rica

Lowest 10% 1.3
Lowest 20% 4.0
Second 20% 8.8
Third 20% 13.7
Fourth 20% 217
Highest 20% 51.8
Highest 10% 34.7

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

as a maximum of 20 percent of urban households classi-
fied as poor. In the other 3 categories Costa Rica is clas-
sified as having a median incidence of inequality: urban
unemployment between 6 percent and 10 percent, be-
tween 8§ percent and 15 percent of youngsters from 13 to
17 out of school, and between 10 percent and 20 percent
of children under 15 that have not completed 6 years of
schooling.

Costa Rica has also been classified by the United
Nations Development Program as a country with
medium human development in the 2000 report. The
Human Development Index (HDI) is a composite index
that measures different aspects of development, such as
life expectancy at birth, education, and income. Costa
Rica was ranked 47th in the world according to the HDI
report 2000.

The Costa Rican government provides a compre-
hensive safety net through its social security system. Al-
though coverage is far from universal and the system is
plagued by high rates of evasion, payroll taxes insure a
majority of the working population and their families.
There is no unemployment insurance, but the law requires
employers to pay up to 8 months of severance to dis-
missed employees. A legal reform passed in 2000 re-
quires employers to pay monthly contributions into pen-
sion and severance funds that will be at the disposal of
employees when required. Education is mandatory and
free at the primary and secondary levels, and public uni-
versities provide high quality, low cost education at the
undergraduate and graduate level. High quality medical
attention is available and open to all citizens in the na-
tional hospitals.

Despite these achievements certain tendencies have
started to erode the benefits of social services, creating a
growing gap between the higher and lower sectors of the
population. The quality of private education, for exam-
ple, has surpassed that of public education. Service at
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public clinics and hospitals is poor, and there are long
waits for medical appointments and procedures that tend
to exclude those most in need. Public pensions are low
and lag behind inflation. Reform efforts are underway
that will attack these situations, but until they are passed,
governmental authorities will continue to be challenged
by these problems. Although government spending in
these areas has not been reduced, critics believe that even
higher amounts are required. The reforms partly hinge on
this matter, but also aim at increasing the efficiency and
effectiveness of administrators.

WORKING CONDITIONS

The labor force was estimated to be 1.377 million in
1998, with 5.6 percent unemployment and 7.5 percent
underemployment (employment that does not require all
the skills held by the employee). Working conditions are
regulated in Costa Rica by a Labor Code (Cédigo de Tra-
bajo), and by administrative directives issued through the
Ministry of Labor. Among the basic stipulations in effect
are a minimum salary, a maximum workday with over-
time stipulations, minimum safety and health require-
ments at the workplace, paid vacations and resting days,
severance pay, a mandatory Christmas bonus, and ma-
ternity leave. Wage statistics published by the Inter-
american Development Bank show that, although real
minimum wages in Costa Rica fell by 1.4 percent be-
tween 1990 and 1992, they rose by 15 percent between
1992 and 1998.

Enforcement of the laws and regulation is conducted
by Labor Ministry inspectors and through the labor courts.
All employers are required to insure their workers against
job-related injuries. Coverage is provided exclusively
through the National Insurance Company (INS), and cov-
ers medical expenses, lost wages, and compensation in
case of disability. Costa Rica has ratified, to date, 48 of
the International Labor Organization (ILO) Conventions.

Labor unions have existed legally in Costa Rica for
a long time and there are at least 4 national labor organi-
zations or confederations: Confederacion de Trabajadores
Rerum Novarum (CTRN), Central del Movimiento de
Trabajadores Costarricenses (CMTC), Confederacion de
Trabajadores de Costa Rica (CTCR), and Confederacion
Unitaria de Trabajadores (CUT). The influence of labor
is greatest in the public sector.

During the 1990s, fiscal constraints led the govern-
ment to curtail some of the privileges of public sector
employees. These privileges were considered excessive
and disproportionate to the benefits of workers in the pri-
vate sector. Among the privileges that were discontinued
were shortened workweeks, extended vacation periods,
wage premiums linked to seniority and not productivity,
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and severance bonuses. This resulted in strikes held by
public sector employees. Inability to solve the disputes
led unions to process claims of labor rights violations at
the International Labor Organization. During the 1990s,
the ILO reports that strikes and lockouts averaged 18.5
per year, with the worst year being 1990. About 70 per-
cent of these occurred in the public sector.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1502. Columbus lands on Costa Rica.

1522. Spanish colonizing expedition led by Gil Gonza-
lez Davila names the area Costa Rica, or “Rich Coast”

because of the large amounts of gold given to them by

the natives.

1562. Establishment of first permanent settlement,
Cartago, by Juan Vazquez de Coronado “the true con-
queror of Costa Rica,” who acts as governor.

1821. Costa Rica gains independence from Spain, and
votes to join the Mexican empire.

1823. Costa Rica joins the United Provinces of Central
America, with Guatemala City as the capital.

1824. Juan Mora Fernandez elected to be the first head
of state. He presides over 9 years of stable progress.

1838. Costa Rica withdraws from Central American
federation and declares complete independence.

1840s. Great wealth comes to several coffee growers,
called “coffee barons.”

1870-82. Investment in railroads and public works
during the military rule of Tomdas Guardia.

1871. Minor Copper Keith, the eventual founder of the
United Fruit Company, comes to Costa Rica to manage
production of the railway.

1873. Keith begins growing bananas to feed railway
workers.

1889. Democracy established in Costa Rica.

1920-30s. Economic depression. Public calls for gov-
ernment reform culminate with communist-led strike
against United Fruit Company.

1940-44. Rafael Angel Calder6n Guardia continues
the reformist movement as president by creating the so-
cial security system and introducing a labor code. He
also founds the University of Costa Rica.

1948. A 40-day civil war kills 2,000 people; José
Marid Figueres Ferrer becomes head of the govern-
ment, founds the Partido de Liberacion Nacional
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(PLN), and nationalizes the banks and insurance com-
panies. (He dies a national hero in 1990.)

1950-60s. Period of expansion in government inter-
vention in the economy and creation of a welfare state
and public school system.

1980. Economic crisis due to inflation, currency deval-
uation, high oil prices, low prices for coffee, bananas,
and sugar, high costs of the welfare state, and the dis-
ruption caused by the war in Nicaragua. Costa Rica has
the world’s highest per capita debt.

1981-84. The United States and IMF pour US$3 bil-
lion in aid into the Costa Rican economy.

1987. Costa Rican president Oscar Arias Sanchez wins
Nobel Peace Prize for his efforts to establish peace in
Central America.

1990. Rafael Angel Calder6én Fournier, son of
Calderén Guardia and opposition leader, is elected
president. He promotes reform of the tax codes.

1994. José Maria Figueres Olsen, son of Figueres Fer-
rer and Liberacion Nacional leader, is elected president.
He initiates policies to attract direct foreign investment
in high technology.

1998. Conservative economist and opposition leader
Miguel A. Rodriquez is elected president. His narrow
victory at the polls leads to an experiment with “Con-
certacion” (an effort to consult civil society on national
problems), especially on the issue of privatization.

FUTURE TRENDS

Economic policy in Costa Rica will hinge upon in-
stitutional reforms that will alter the balance between the
state and the private sector. Although popular sentiment
is antagonistic to privatization of public companies, there
is a growing awareness of the need for these companies
to achieve greater efficiency and effectiveness. At the
same time, the budgetary constraints faced by the coun-
try in the year 2000 are restricting its ability to invest in
infrastructure, health, and education. Since future com-
petitiveness relies on these investments, a reassessment
of public finances will be inevitable.

Recent revisions of the methodology employed by
the Central Bank to calculate GDP revealed that national
production figures reported in past years have been un-
derstated. This has led critics to point out that the tax
burden—measured by tax revenues as a percentage of
GDP—in the country is inordinately low. A reform of
the tax code could ameliorate the fiscal constraints of the
government. Reform is also required to adjust account-
ing for the effects of inflation, which reduces the effec-
tive tax rates. However, these effects will probably not
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materialize in the short term because of the political chal-
lenges they pose.

DEPENDENCIES

Costa Rica has no territories or colonies.
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CAPITAL: Havana (La Habana).

MONETARY UNIT: Cuban peso (C$). One peso
equals 100 centavos. Coin denominations include
1, 2, 3, 5, 10, 20, 40, and 100 centavos. Paper-bill
denominations include 1, 3, 5, 10, 20, 50, and 100
pesos. The U.S. dollar is an important monetary unit
in Cuba, owing to the Pesos Convertibles
(convertible pesos) that are also in circulation in
denominations of 1, 5, 10, 20, 50, and 100 dollars.
The dollar and the Peso Convertible are used for
most transactions. Cuban pesos, often called
Moneda Nacional, have fallen into disuse, except
for a few government-subsidized businesses, like
bodegas (small grocery stores) selling rationed
foods, public transportation, movie theaters, and
peso taxis.

CHIEF EXPORTS: Sugar, nickel, tobacco, shellfish,
medical products, citrus fruits, coffee.

CHIEF IMPORTS: Petroleum, food, machinery,
chemicals.

GROSS DOMESTIC PRODUCT: US$18.6 billion
(purchasing power parity, 1999 est.).

BALANCE OF TRADE: Exports: US$1.4 billion
(f.o.b., 1999 est.). Imports: US$3.2 billion (c.i.f.,
1999 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. An island located 208 kilometers
(129 miles) south of Florida, Cuba is washed by the
Caribbean Sea on the south, the Gulf of Mexico on the
northwest, and the Atlantic Ocean on the northeast. Its
westernmost point is separated from Mexico by the
Straits of Yucatan. With 110,860 square kilometers
(42,803 square miles) of total surface area, Cuba, the
largest island in the Antilles archipelago, is about the size
of Pennsylvania. It is 1,199 kilometers (745 miles) long,
but averages only 97 kilometers (60 miles) in width. Its
coastline is 3,764 kilometers (2,339 miles) long with sev-
eral excellent harbors. The capital city, Havana, is located
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in the northwest of Cuba, almost directly south of Key
West across the Straits of Florida. The second largest city
in Cuba is Santiago de Cuba. Located in the eastern end
of the island, Santiago was the island’s first colonial-era
capital (1522-89).

POPULATION. The population of Cuba was 11,131,000
in 2000, and is projected to grow to 11,481,000 by 2010.
Although the population has doubled since 1950, the
growth rate has slowed down considerably, and is now
the lowest in Latin America. Population density is 101
people per square kilometer. Cuba is ethnically diverse;
about 51 percent of the people are mulatto, 37 percent
are white, 11 percent are black, and 1 percent are Chi-
nese. The evidence of miscegenation (mating across
racial lines) is prevalent, and it is easy to identify the
mixing of white, black, and Chinese features. The popu-
lation has increasingly darkened due to the exodus of
large numbers of whites following the Cuban Revolution
in 1959, which installed a socialist government led by
Fidel Castro. Even though Cuba is a poor country, the
literacy rate is high (estimated at 95.7 percent in 1995
compared to 76 percent before the revolution) thanks to
the government’s strong emphasis on education.

Migration to the United States has had a great effect
on Cuba since 1959. Beginning immediately after the rev-
olution, large numbers of middle-class Cubans left the is-
land, settling largely in Miami, Florida, and other U.S.
cities. As the Cuban economy worsened in the 1980s,
people fled the country any way they could, many in
small boats or makeshift rafts. In an incident known as
the Mariel Boatlift, President Fidel Castro allowed
125,000 people to leave the island for the United States,
thereby reducing the population of Cuba by 1 percent in
a single day.
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OVERVIEW OF ECONOMY

The Cuban economy has endured a number of up-
heavals over the past century. In the early 1900s ap-
proximately two-thirds of the businesses in Cuba were
owned by U.S. citizens, and around 80 percent of the
country’s trade was with the United States. In 1959, when
Fidel Castro seized the country through revolution, the
reforms enacted by the socialist government confiscated
most of the privately-held property in Cuba. Relations
with the United States became strained, and eventually
ended in 1962 when the United States placed an embargo
(prohibition) on trade with Cuba, which continues to this
day. Cuba turned to the former Soviet Union for help,
and soon introduced long-range socialist state-managed
planning that followed Soviet models. The Soviet Union
effectively subsidized the Cuban economy by repeatedly
postponing debt payment schedules, creating new credit
lines, paying high prices for Cuban exports, and offering
military assistance. As a result, many Cuban economic
problems did not manifest themselves until the fall of the
Soviet Union in 1989.

With the fall of the Soviet Union in 1989, Cuba lost
more than 85 percent of its trade and once again had to
search for other markets to replace this loss. The 1990s
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were marked by a period of economic hardship; from
1990 to 1993, Cuba’s economy declined by 35 percent,
causing the nation to fall into what Castro called “The
Special Period in a Time of Peace.” The living situation
of the Cuban people became very difficult. Because the
Soviets had been a source of much of the country’s fuel
supplies, Cuban homes and businesses suffered daily
power blackouts, and the public transportation system all
but stopped. Bicycles and horse-drawn carts and tractors
had to substitute for motorized transport. Food became
scarce, and many Cubans found themselves standing in
long lines to procure rationed items or buy them from
black-market (illegal) sources.

The inability of the state-controlled system to pro-
vide scarce consumer goods enabled the black market to
assume a prominent role in the Cuban economy. During
the 1990s, workers commonly stole goods from the state-
run factories they worked in to use in their homes or to
sell on the streets. As a result, the government was forced
to make some drastic changes in policy. Many small in-
home restaurants, bed-and-breakfasts, repair shops, etc.
that had previously been considered “black market” were
legalized. State control was somewhat reduced. The gov-
ernment divided many large state-run farms into smaller
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cooperatives called Basic Units of Production Coopera-
tives (UBPC). While the farmers who worked for them
still had to sell a certain amount of their produce to the
government at set prices, they were now permitted to sell
their surplus goods on the free market via agropecuarios
(farmers’ markets). The government also began to require
state-run enterprises to be more efficient; any enterprise
not showing a profit would be eliminated. The govern-
ment also began to allow more foreign investment, cre-
ating joint ventures with foreign companies and even-
tually allowing a foreign firm to own 100 percent of an
enterprise. The U.S. dollar was legalized and, by 2000,
became the most commonly used currency. In 1994 Cuba
reported economic growth again for the first time since
1989, a situation that has continued into the new century.
It is estimated that the continuation of these reforms
should contribute to a growth of 4-5 percent in the year
2001. Still, the economy is in a difficult situation, and
life for the average Cuban is not easy.

An important contribution to the improvement of the
Cuban economy has been the tourist industry, which was
the sector reporting the greatest growth in the 1990s. In
the years immediately following the revolution in the late
1950s, the Cuban government discouraged tourism,
which was viewed as a source of corruption of the Cuban
people and a return to what it considered the decadent
years of U.S. control (1898-1958). Beginning with some
changes in the mid-1980s, the tourist industry is now
viewed as an important way for Cuba to support itself
while maintaining many of the reforms that had been in-
stituted under the socialist system.

Besides tourism, important export sectors of the
Cuban economy are agriculture, especially sugar, coffee,
and tobacco crops, and nickel mining. Because of its
long-term reliance on a single crop—sugar—the economy
has often suffered when world sugar prices have been
low. Petroleum is Cuba’s most important import. In the
1980s, Cuba received most of its oil from the Soviet
Union, a supply that dropped by 50 percent between 1990
and 1992, causing widespread energy problems that se-
verely stunted Cuba’s agricultural and industrial produc-
tion. Cuba responded by reducing its energy use, as by
cutting back on gasoline-powered vehicles and by im-
posing daily blackouts throughout the island. Cuba con-
tinued to get much of its reduced oil supplies from Rus-
sia, but was required to pay market prices instead of the
lower prices that the USSR had traditionally charged
Cuba as a gesture of solidarity. By 2000, Cuba was buy-
ing its oil at market prices from Venezuela, Russia, and
Mexico.

Cuba had an enormous burden of unpaid external
debt totaling more than US$10 billion by 1999. Cuba has
repeatedly refinanced these debts but was forced to sus-
pend interest payments in 1990 due to extreme economic
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conditions. Because of its poor credit, Cuba has been un-
able to obtain international loans that would enable it to
buy many of the imports it needs. As the Cuban econ-
omy improved into the late 1990s, the country did re-
ceive more foreign aid. Although Cuba has not yet been
approved to receive funds from either the International
Monetary Fund or the World Bank, it has received money
from various United Nations organizations, but the
amounts have been low in comparison to those received
by other Latin American countries: US$44 million ($4
per person) in 1993, and US$80 million ($7 per person)
in 1998.

POLITICS, GOVERNMENT,
AND TAXATION

According to the Cuban constitution, Cuba is an in-
dependent socialist republic that is controlled by 1 party:
the Cuban Communist Party (PCC), of which Fidel Cas-
tro is the head, with his brother, Raul Castro as vice-
president. The Communist Party is led by a group of 25
individuals chosen by its head. Molded by this elite
group of communists are organizations that encompass
every facet of society, including youth, women, work-
ers, and small farmers, among others. Around 80 per-
cent of the population has membership in at least one
of these organizations. This network ensures that the
agenda of the Communist Party is disseminated (com-
municated) to the masses.

Fidel Castro, the commander-in-chief of the Cuban
Republic, heads both executive bodies of the nation’s gov-
ernment, the Council of Ministers, and a Council of State.
His brother, Raul Castro, serves as first vice-president
of these 2 bodies. The members of the Council of Min-
isters are proposed by the president of the Council of
State and ratified by the National Assembly. The mem-
bers of the Council of State and its president and vice-
president are elected by the National Assembly. At the
last election in 1998, Fidel Castro and Raul Castro were
elected unanimously. The next elections have not been
scheduled.

The National Assembly is the legislative body of the
Cuban government. The Assembly is composed of 601
members whose terms last 5 years. For these positions,
the Council of State nominates candidates, who are then
subject to a direct vote by the Cuban people. The National
Assembly also elects the Judicial Branch. On the local
level, members of Municipal Assemblies are chosen by
direct local election. Local government is closely over-
seen by the Communist Party. As is evidenced by Fidel
Castro’s almost complete control over decision-making,
most policies are the direct result of his personal desires.

The Cuban governmental structure is heavily bu-
reaucratic (organized into many agencies). Until 1993,
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the Central Planning Board (JUCEPLAN, or Junta de
Planificacién Central), was responsible for economic
planning. After 1993, in a move to create greater effi-
ciency and to decentralize, different sectors of the econ-
omy became the responsibility of various ministerial bod-
ies, including the Ministry of Tourism, the Ministry of
Science, Technology, and the Environment, the Ministry
of Industry, the Ministry of Sugar Planning, and the Min-
istry of Foreign Investment and Economic Cooperation,
among others.

The economy is largely state-controlled, with 75 per-
cent of the labor force employed by the government.
Therefore decisions that are made within each of these
state-run ministries have a great impact on the economy
and on the individual. The Cuban people have very little
influence over government policies, most of which are
directly handed down from the upper echelons of gov-
ernment. Over the years, Fidel Castro has proved him-
self somewhat whimsical in his approach to long-term
economic planning. Many economic policies are the di-
rect result of his attempts to maintain his tight control on
the Cuban population through economic means.

Interestingly, the military has been on the cutting
edge of the restructuring of Cuba’s economy. Since the
1980s, the government has been unable to support the
armed forces, forcing the Ministry of the Armed Forces
(MINFAR) to become almost completely self-support-
ing. MINFAR started a tourist company, a construction
company, and an agricultural project to grow its own
food. The CIA estimated that military expenditures con-
stituted only 4 percent of the gross domestic product
(GDP) by 1995.

Taxes do not constitute a large part of the govern-
ment’s revenues. Taxes were first introduced in 1994 as
a method of controlling earnings from the burgeoning
small-business sector. It was based on a flat-tax system
with rates fixed at different levels for different businesses.
By 2001, a more formalized system of income taxation

was in the planning stages, one that might provide a large
share of federal revenues in the future.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Cuba’s infrastructure, power system, and commu-
nications are all in need of improvement. In 1959 Cuba
was one of the most advanced countries in Latin Amer-
ica, but much of the infrastructure has not been updated
since the revolution. For example, many of the 29,800
kilometers (18,476 miles) of roads that were listed as
paved in 1996 were done so before 1959, and have not
been maintained. The original pre-Revolutionary water
and sewerage systems were installed using U.S.-made
equipment, for which replacement parts are unavailable
due to the U.S. trade embargo. Of the 170 airports in
Cuba, only 77 had paved runways.

As an island Cuba’s ports and harbors are especially
important. Cuba’s 7 main ports and harbors included
Cienfuegos, Havana, Manzanillo, Mariel, Matanzas,
Nuevitas, and Santiago de Cuba. The country’s merchant
marine fleet comprised 15 ships: 1 bulk, 7 cargo, 1 lig-
uefied gas, 1 petroleum tanker, and 5 refrigerated cargo.

Communications systems have seen little change. In
2000 Cuba had about the same number of phone lines as
in 1959. There were 353,000 main lines in use and 1,939
cellular phone contracts in 1995. At the same time, Cuba
had only slightly more electrical lines, and fewer auto-
mobiles on the road (24 cars per 1,000 inhabitants in 1959
as opposed to 23 per 1,000 in 1988) than it did before
the revolution. Many of the cars on the road in 2000
dated back to the 1950s. Public transportation was inef-
ficient and overcrowded, and private transportation was
difficult because of the lack of available spare parts and
the general lack of fuel. Vehicle owners regularly used
their cars as a taxi service, commonly charging a small
fee to people who need rides. Very few people had ac-
cess to computers. There were some in government of-

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets® subscribers?  Mobile Phones®  Fax Machines®  Computers® Internet Hosts®  Internet Users"
1996 1997 1998 1998 1998 1998 1998 1999 1999
Cuba 118 353 239 0.0 0 N/A N/A 0.06 35
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Mexico 97 325 261 15.7 35 3.0 47.0 23.02 1,822
Jamaica 62 480 182 731 22 N/A 39.4 1.04 60

Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
°Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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fices and few in the universities. By 1999 Cuba had 1 In-
ternet service provider.

Cuba produced 15 billion kWh of electricity in 1998
and consumed 14 billion kWh. Cuba did not use nuclear
plants to generate any of its power, but was working to-
ward that goal, and is predicted to have the ability in
2005, according to the Energy Information Administra-
tion of the United States.

ECONOMIC SECTORS

Cuba’s important economic sectors are related to its
tropical climate, island location, and fertile soils. The sec-
tors that annually contribute the most to the Cuban GDP
are tourism (30 percent, US$5.6 billion), construction (20
percent, US$3.7 billion), agriculture, hunting, and fish-
ing (17 percent, US$3.16 billion), and industry (37 per-
cent, US$6.9 billion), according to Cuba: Informe
Economico in 1996. All of these sectors experienced con-
siderable growth in the latter part of the 1990s as a re-
sult of a restructuring of the economy, foreign invest-
ment, and new trading partners. Tourism is slated for the
most growth in the coming years because it is one of the
most attractive sectors for foreign investment.

Compared to worldwide production, Cuba’s output
of its most important products is relatively small. World
production of sugar is 130 million metric tons, and Cuba
produces only 3 to 5 million metric tons, still a consid-
erable amount for the size of the island. Cuba experi-
enced a 50 percent drop in sugar production between
1993 and 1994 due to the inability to procure the neces-
sary fuel, fertilizers, and other agricultural products, and
bad weather. Again in 1997 and 1998, lack of capital and

Cuba

GDP-COMPOSITION BY SECTOR-1997 est. Agriculture 7.4%

Services 56.1%
Industry 36.5%

SOURCE: CIA World Factbook 2000 [Online].
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Cuba

LABOR FORCE-BY OCCUPATION
Agriculture 25%

Services 51%

Industry 24%

TOTAL LABOR FORCE 4.3 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 2000 est.
Percent distribution for 1998 est.

inefficiencies caused the harvest to suffer, which barely
reached the 50-year low of 3.3 million tons. Other coun-
tries that produce more sugar are the United States,
Brazil, Mexico, India, and Australia.

AGRICULTURE

Agriculture has always played a very important role
in Cuba’s economy. The country’s fertile plains and trop-
ical climate are excellent for citrus, tobacco, and sugar
production. Cuba also has fertile, mountainous zones
where coffee is produced. Some 2,600,000 people, or 23
percent of the labor force, are employed in agriculture.
The most important crops have always been sugar and
tobacco, but Cuba also produces coffee, potatoes, toma-
toes, rice, beans, onions, and citrus fruits, though not in
exportable quantities. Still, Cuba imports more than 60
percent of its agricultural food products.

SUGAR. Sugar is Cuba’s most important agricultural
product. Cuba’s economy has always been linked to the
world price of sugar. After the Revolution of 1959, the
Castro government unsuccessfully tried to change Cuba’s
monoculture (dependence on a single crop). When the
United States revoked its annual sugar quota, the Soviet
Union assumed the shortfall and the makeup of Cuba’s
exports did not change. In 1959, 75 percent of Cuba’s
export dollars came from sugar, a proportion that had in-
creased to 80 percent by 1989. Production rose from an
average of 5 million tons per year in the 1970s to an av-
erage of 7.5 million tons per year in the 1980s. After the
collapse of the Soviet Union, the Cuban sugar harvest fell
to a 50-year low of 3.3 million tons as a result of a loss
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of fuel, fertilizer, herbicide, and machinery imports. In
1993, the Cuban government began to reorganize the in-
dustry. Traditional agricultural methods were encour-
aged, large farms were broken up into smaller coopera-
tives, and foreign investment was courted. Difficulty
obtaining needed resources caused sugar production to
remain low at the end of the century.

TOBACCO. Tobacco is an important Cuban product, and
Cuban cigars have long been highly esteemed around the
world for their excellence. With the exception of Greece,
Cuba dedicates more land to tobacco production than any
other country in the world. Cuba also has the lowest yield
per hectare than any other country because of its ineffi-
cient agricultural sector. Despite this, Cuba’s tobacco
production is growing. In 1 year alone (from 1994 to
1995), production grew by 52 percent, a trend that con-
tinues as a result of foreign investment from Spain, the
distribution of lands to small farmers, and increased in-
ternational marketing.

INDUSTRY

In total, industrial production accounted for almost 37
percent of the Cuban GDP, or US$6.9 billion, and em-
ploys 24 percent of the population, or 2,671,440 people,
in 1996. Cuban industry encompasses sugar, petroleum,
and food processing; the manufacturing of textiles, chem-
icals, wood, paper and tobacco products, cement, fertiliz-
ers, and agricultural machinery; and the extraction of met-
als. Only in mining and sugar processing does Cuba
contribute a noteworthy portion of the world’s production.

SUGAR PROCESSING. Although productive and prof-
itable until the early 1990s, the sugar milling and refin-
ing industry faced difficult times after the decline of the
Soviet Union. By 1999, 50 of the 156 sugar mills in Cuba
were closed due to their inability to obtain needed cane
to process or because they could not repair their aging
machines.

MINING. Cuba has 25 percent of the world’s high-quality
nickel deposits located on its northeastern coast, the high-
est concentration in the world. Cuban nickel is inexpensive
to extract because there are few environmental controls and
wages are low. In 1997 nickel and cobalt brought US$350
million into the Cuban economy. Nickel production grew
from 25,787 metric tons in 1994 to 65,300 metric tons in
1998. The increase has been substantial as a result of joint
ventures between Cuba and foreign governments. Mining
has played an important part in the recovery of the Cuban
economy in the second half of the 1990s, although the
world price of nickel has dropped.

MANUFACTURING. Cuba manufactures a variety of in-
dustrial goods including televisions, refrigerators, phar-
maceuticals, and cell phones. This does not contribute a
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large portion of the GDP, and Cuba is forced to import
most of its manufactured products.

BIOTECHNOLOGY. Cuba has prioritized biotechnology
over the past 40 years and, due to a highly educated pop-
ulation, has been able to focus on research in a relatively
inexpensive manner. This industry has produced approx-
imately 200 pharmaceuticals, including a drug used to
treat AIDS and the hepatitis B vaccine. In 1996, the value
of Cuban pharmaceutical production was US$4.25 mil-
lion, and the value of pharmaceutical exports was US$2.5
million. In the late 1990s this sector accounted for only
5 percent of Cuba’s earnings, but the Cuban government
hoped to further penetrate the world market.

SERVICES

TOURISM. Tourism has recently become Cuba’s biggest
growth industry. Having produced US$5.6 billion in 1996,
it topped sugar as the country’s greatest hard-currency
earner. The tourist industry employs 1,109,000 people, or
10 percent of the population. Cuba’s pristine, white-sand
beaches and tropical climate make it a vacation paradise.
Cuban tourism officials estimate the number of available
rooms in Cuba reached 50,000 in 2000, bringing the is-
land’s annual capacity for tourists to 2.5 million. Since
Cuba has only prioritized the tourist industry for the last
fifteen years, it is lacking in the efficiency and comforts
that many tourists expect, but is working to improve its
services.

RETAIL. Cuba has a very poorly developed retail sector.
There are no large shopping centers and the commercial
districts that existed before the revolution are largely shut
down. Those that remain carry few and poorly made
products that are priced in dollars and are too expensive
for the average Cuban to purchase. The majority of the
stores are small dollar stores, bodegas, agro-mercados
(farmers’ markets), and street stands.

INTERNATIONAL TRADE

Before 1959, the United States was Cuba’s most im-
portant trading partner, a natural development due to its
geographic proximity. That relationship ended in 1960
with the U.S. trade embargo. Cuba then courted the So-
viet Union and its Eastern European allies to become its
primary trading partners. Due to the strict economic or-
ganization of the Communist system, only 50 Cuban
companies were allowed to participate in foreign trade
until 1987. After the fall of the Soviet Union in 1989,
Cuba was soon trading with a number of countries, in-
cluding Spain, France, Italy, Mexico, Canada, Russia, the
Netherlands, and Venezuela. About 40 percent of Cuba’s
trade is within the Americas and 50 percent is with Eu-
rope. Main imports include fuel, food, semi-finished
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goods, wheat, vegetables, machinery, feed, and corn.
Main exports are sugar, fish, nickel, medicinal products,
and fruit. Cuba has consistently faced an unfavorable bal-
ance of trade; in 1999 imports were valued at US$3.2
billion and exports at US$1.4 billion. This situation
places Cuba in a dependent position, unable to earn hard
currency and reliant on other countries for vital goods.

MONEY

As the Cuban state has experienced a growth in de-
mand for wages, social security, and subsidies, there has
been a severe shortage of imported products, food, and
other goods. Cubans often had to stand in long lines to
procure a limited supply of food products. Many neces-
sary items could not be obtained with pesos and were
available only on the black market with U.S. dollars. In-
flation resulted because the government kept printing
more pesos though there were few goods available. In or-
der to restore the value of the peso, a program was initi-
ated to reduce the excessive amount of money in circu-
lation. As part of this program, the government increased
the prices of many consumer goods and services, enacted
a new tax law, and ended subsidies to businesses that
were not viable (economically successful). While these
measures increased the difficulty of daily living for the
average Cuban, they have gradually restored the value of
the peso. Though the official exchange rate of the Cuban
peso to the U.S. dollar is 1:1, the real exchange rate within
the country has dropped from 120 pesos to the dollar in
1994 to 20 to the dollar in 1998.

Before 1993, the U.S. dollar, although illegal, was
used widely on the black market. In 1993, the dollar was
legalized and Casas de Cambio, (houses of exchange)
were established to exchange pesos and dollars. Cuba has
created a dual system—a dollar economy and a peso
economy—that has certain places where pesos can be
used and others where dollars only are accepted.

Exchange rates: Cuba

Cuban pesos per US$1

Jan 2001 1.0000
2000 N/A
1999 N/A
1998 N/A
1997 N/A
1996 N/A

Note: Nonconvertible, official rate, for international transactions, pegged to
the US dollar; convertible peso sold for domestic use at a rate of 1.00 US
dollar per 22 pesos by the Government of Cuba (January 2001).

SOURCE: CIA World Factbook 2001 [ONLINE].
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Since 1993, foreign banks had been allowed to do
business in Cuba to supply such financial services as in-
surance, foreign commercial investments, and savings ac-
counts. In 1997, a new central bank, the Banco Central
de Cuba, was created to supervise and regulate Cuba’s
growing banking sector. The old bank, Banco Nacional
de Cuba, had performed both the roles of central bank
and state-owned commercial bank, but would now oper-
ate only as a commercial bank. Nevertheless, a very nar-
row sector of the Cuban population requires banking ser-
vices. Very few people earn enough money to be able to
invest or save. Those who do are able to earn dollars or
receive money from family members in other countries.
Cuba has no stock exchange.

POVERTY AND WEALTH

By some measures, Cuba is the most socially egali-
tarian of the world’s nations. Apart from some govern-
mental and military officials, the highest salaries in the
country are only 4 times the amount of the lowest salaries.
This situation is changing rapidly toward greater in-
equality; although definitive statistics are not available,
there is a great discrepancy between the earning capac-
ity of those in contact with dollars and those without.
When Fidel Castro’s socialist government came into
power, it inherited a social situation similar to most other
Latin American countries. There was a small but very
wealthy class of landowners and government officials,
and large numbers of impoverished peasants in the coun-
tryside and poorly-paid urban workers. Havana, on the
western end of the island was a wealthy, developed ur-
ban center while most of the island was undeveloped,
rural, and poor. Most Cubans were uneducated (3 out of
4 were illiterate), and modern health care was not avail-
able to them. Castro focused his policies on destroying
the middle and upper classes and eliminating the abject
poverty of the lowest classes. In some ways he was suc-
cessful. He confiscated the large landholdings and com-
panies of the very wealthy, causing much of the upper
class to flee the country. In nationalizing most of the

GDP per Capita (US$)

Country 1996 1997 1998 1999 2000
Cuba 1,480 1,540 1,560 1,700 1,700
United States 28,600 30,200 31500 33,900 36,200
Mexico 8,100 7,700 8,300 8,500 9,100
Jamaica 3,260 N/A 3,300 3,350 3,700

Note: Data are estimates.

SOURCE: Handbook of the Nations, 17th, 18th, 19th and 20th
editions for 1996, 1997, 1998 and 1999 data; CIA World
Factbook 2001 [Online] for 2000 data.
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businesses in Cuba he placed the state in control of the
economy, thus allowing it to control wages for all posi-
tions. A wage scale was established that had only 4 lev-
els from top to bottom. In 1960, rent prices were estab-
lished at 10 percent of one’s salary. State funds were
diverted away from Havana and funneled into the coun-
tryside. The state provided or subsidized food, medical
care, funerals, transportation, vacations, and other con-
sumer goods.

During the period from 1959 to 1989, the state was
also relying heavily on assistance from the Soviet Union
(see Overview of Economy). When the Soviet Union was
no longer able to help, the recession of the early 1990s
forced Cuba to change its policies. It loosened control of
the markets, allowed people to own their own businesses,
allowed foreign ownership within Cuba, encouraged
tourism, created a tax system, and legalized U.S. cur-
rency. Income inequality has resulted; those who are on
a fixed income from the Cuban state are earning far less
than those who have contact with U.S. dollars. For ex-
ample, a doctor might earn 40 dollars a month, while a
taxi driver might receive 40 dollars a week in tips.

The Cuban state still provides free education from
primary school through the university level, an ironic sit-
uation given the difficulties of finding employment after
graduation. If a job is available, it will pay less than a
job as a waiter or taxi driver. Medical care is also free,
and Cuban hospitals do remarkable work considering the
available resources; however, people often die from cur-
able diseases simply because the medicines required are
unavailable.

While traditionally the rural poor have struggled
more than the urban poor, it was easier for the rural poor
to maintain a healthy diet during the economic difficul-
ties of the 1990s because of their proximity to farms and
their ability to plant small plots of land with fruits and
vegetables.

Housing has been a particularly difficult situation in
Havana under the Castro government. In the 1990s, the
housing deficit grew by 20 percent per year. Out of 2.6
million units of housing in Havana, almost 1 million are
in a substandard condition. Most buildings in the city
have not been properly maintained since 1959, and little
new construction has taken place.

WORKING CONDITIONS

In the early 1900s Cuba experienced a great deal of
labor unrest, with strikes and labor slowdowns being
commonplace. When Fidel Castro’s revolutionary gov-
ernment came into power in 1959 there was great pres-
sure for change from Cuban workers, some 2 million in
number, most of whom were living in difficult conditions
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due to low wages that made it impossible for them to af-
ford expensive consumer goods and high rents. Workers
also lacked health care, access to education, retirement
benefits, and vacations. The government complied with
the workers’ demands; labor contracts were renegotiated,
wages were raised, rents were lowered, and the unem-
ployed were given jobs. Many of the most marginalized
(poorest) people saw immediate and real benefits giving
them a sense of security, gratitude toward the revolution,
and hope for the future.

These changes were short-lived, however. Many of
the laws that were enacted in 1959 to benefit workers
were repealed as early as 1961. Since that year, the rev-
olutionary government fixed wages at a low level, which
today are the lowest in the Western Hemisphere, aver-
aging 100-400 pesos (US$5-$20) a month. The worker
has been constantly asked to sacrifice for the survival of
the revolution. Cuba has a workweek of 48 hours, and
workers have been asked to give volunteer time to build-
ing projects, education, and harvesting. The only legal
workers’ union in Cuba, the CTC, is an arm of the Com-
munist Party. It is not legal to strike, and there is no col-
lective bargaining. As a result, the International Labor
Organization has condemned Cuba for violations of hu-
man rights.

Some Cubans depend on the security net of health
care, free education, and social security as motivation to
work hard in government-run enterprises, but large num-
bers of Cubans are unhappy with the difficult conditions.
Due to the fact that Cuban workers have had no legal re-
course to address the work conditions, many have reacted
by decreasing their productivity, sabotaging production,
or by stealing products to sell on the black market.

Since the beginning of the revolution, the stated goal
of the Cuban socialist state has been full employment.
It has been relatively successful only on a superficial
level. Because the Cuban state has owned almost every
enterprise on the island, it has been nearly the sole em-
ployer. Even foreign companies that operate in Cuba are
required to pay Cuban workers’ salaries in dollars to a
state organization called CUBALSE (Cubans at the Ser-
vice of Foreigners). The Cuban state then pays its work-
ers in pesos, at a rate that shortchanges the employee.

In order to keep low unemployment rates, in the past,
the Cuban state did not require businesses to earn a profit.
Many employees were kept on the payroll even though
they were unnecessary to the business. Because of this,
a high percentage of the companies in Cuba were con-
tinually losing money. The state continued to subsidize
those businesses, keeping them functioning at a loss. In
the economic crisis of the early 1990s, the Cuban lead-
ership was forced to rethink these practices. Downsizing
of these bloated enterprises was one of the first policies
enacted to restructure the Cuban economy. Employees
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who were unnecessary were dismissed, and companies
were required to earn a profit. Unemployment increased,
but the levels are uncertain because there are no reliable
unemployment statistics available for Cuba. However,
due to the legalization of the dollar combined with the
growth of tourism, and the fact that it is difficult to live
on the official government salaries, many people are
choosing to work in the informal economy or start their
own small enterprises. Positions that bring an individual
in contact with tourists can often yield far greater mon-
etary rewards.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1492. Christopher Columbus claims Cuba as a Spanish
possession.

1538-60. Cuba is constantly under attack by French
and English smugglers and pirates. The Spanish author-
ities create the flota system; a group of armed ships
that made each voyage to and from Spain in order to
protect their imports and exports.

1717. Spain establishes a tobacco monopoly called a
Factoria, which incites rebellions of tobacco farmers
against the Crown.

1740. Spain establishes the Real Compaiifa de Comer-
cio in order to control and monopolize Cuban trade and
commerce.

1762-63. The English occupy Havana for 10 months
and change the laws in order to allow Cuba to enter the
international market instead of being controlled by the
Spanish Crown’s monopoly.

1776. As a result of the American Revolution, trade
increases between the United States and Cuba.

1778. A free-trade decree by the Spanish Crown gives
Cuba open access to trade with Spain and Spanish
colonies.

1789. A Spanish royal decree authorizes a free trade in
slaves.

1791. Due to a slave revolt in the French colony of St.
Domingue, many coffee and sugar planters move to
Cuba and greatly expand Cuba’s production in these
areas.

1817. Spain and England agree to end the legal slave
trade in Spanish colonies by 1820.

1837. A railroad is built in Cuba, which reduces the
cost of transporting sugar.

1868-78. The Ten Years’ War, with the goal of free-
ing Cuba from Spain, breaks out in the eastern part of
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Cuba. The revolt fails when the rebels are unable to
seize power in the western portion of the island.

1895-97. The Cuban War for Independence succeeds
when Spain grants the island autonomy in October of
1897.

1898. After the U.S. intervention in the Spanish-Amer-
ican War, the Treaty of Paris is signed, which transfers
sovereignty over Cuba to the United States. The United
States occupies Cuba militarily until 1902, at which
point Cuba is granted autonomy and becomes the Re-
public of Cuba. This begins a period of heavy com-
merce between Cuba and the United States.

1920. The price of sugar jumps to 22.5 cents per
pound, and then collapses to 3.7 cents. The Cuban
economy enters a period of depression and chaos.

1953-59. Fidel Castro leads a revolution that ousts the
Cuban dictator Fulgencio Batista, who flees Cuba for
Miami with considerable wealth. Upon his departure,
Castro installs a socialist government.

1960. Cuba and the Soviet Union re-establish rela-
tions. Cuba begins to nationalize U.S. properties. In re-
taliation, the United States cuts the amount of sugar it
will buy from Cuba. In October, the United States im-
poses a trade embargo on Cuba that remains in force as
of 2001.

1961. The United States and Cuba terminate diplomatic
relations. The United States is embarrassed over its fail-
ure to offer effective support to Cuban exiles attempting
to overthrow Castro in the Bay of Pigs invasion.

1962. Tensions rise as the United States confronts the
Soviet Union over its installation of missile sites in
Cuba.

1990-91. With the fall of the Soviet Union, which had
accounted for 85 percent of its trade, Cuba enters the
“Special Period in a Time of Peace,” a period of eco-
nomic restructuring marked by food and fuel shortages
and energy blackouts.

1992. The U.S. Congress passes the so-called Torri-
celli Bill, which encourages people-to-people exchange
between Cuba and the United States. The United States
hopes to encourage dissent by putting the Cuban popu-
lace into contact with democratic ideas.

1993. Cuba legalizes the U.S. dollar as a medium of
exchange, and permits Cubans to engage in some forms
of self-employment.

1994. Cuba adopts a new system of taxation and opens
all sectors of its economy to foreign investment except
public health, education, and national security.

1995. The Cuban National Assembly allows foreign
investors to wholly own businesses in Cuba.
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1996. The U.S. Congress passes the Helms-Burton law,
strengthening its embargo by allowing prosecution of
foreign businesses for doing business with Cuban busi-
nesses that were previously owned by the United States.

FUTURE TRENDS

The future of the Cuban economy is not easy to pre-
dict. The government of Cuba has no clear-cut long-term
plan. While the reforms and restructurings of the 1990s
have been thought to indicate a desire to slowly restore
capitalism, the Cuban government insists that these
changes are only survival techniques and that they have
not given up on the socialist project begun more than 40
years ago. Questions remain whether Cuban leaders will
resign themselves to becoming a capitalist economy or,
if not, what new forms its economy might take. If pre-
sent trends continue, the Cuban economy will continue
to grow steadily.

For the Cuban people, the dream of total socialism
can no longer be sustained. It is apparent that most
Cubans do not want a society that has a completely mar-
ket economy. The majority of Cubans would like to keep
alive the social goals of the revolution: free or inexpen-
sive health care for everyone, education, and social se-
curity, while allowing market forces to have a greater
role in the economy, allow more private property, en-
courage self-employment, and change the Cuban system
to allow it to interact more easily within the international
marketplace.

In terms of the future of political leadership, it is
likely that Fidel Castro will be succeeded by someone
from the upper echelon of leadership closest to him. It is
therefore unlikely that Cuban policies will change in the

142

near future, and it is likely that relations with the United
States will remain hostile through the transition of power
to a new generation of leaders.

DEPENDENCIES

Cuba has no territories or colonies.
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CAPITAL: Roseau.

MONETARY UNIT: Dominica’s currency is the
Eastern Caribbean dollar (EC$). One EC dollar
equals 100 cents. There are coins of 10, 20, and 50
cents. Paper money comes in bills of 1, 5, 10, and
20 dollars.

CHIEF EXPORTS: Bananas, soap, bay oil, vege-
tables, grapefruit, oranges.

CHIEF IMPORTS: Manufactured goods, machinery
and equipment, food, chemicals.

GROSS DOMESTIC PRODUCT: US$225 million
(1998 est.).

BALANCE OF TRADE: Exports: US$60.8 million
(1998). Imports: US$120.4 million (1998).

COUNTRY OVERVIEW

LOCATION AND SIZE. Dominica is an island located be-
tween the Atlantic Ocean and the Caribbean. Its total area
is 754 square kilometers (291 square miles), making it
the largest of the English-speaking Windward Islands,
and it is slightly more than 4 times the size of Washing-
ton, D.C. Its coastline measures 148 kilometers (92
miles), and its capital and main urban center, Roseau, is
located on the southwest coast.

POPULATION. Dominica’s population was estimated at
71,540 in mid-2000, marking a decline of 1.14 percent
from the preceding year and a fall from the official mid-
1998 estimate of 73,000. The decline in population, de-
spite relatively high life expectancy and a birth rate of
18.27 per 1,000 population, is mostly due to a high de-
gree of migration, estimated at 22.39 migrants per 1,000
population in 2000. Migration is largely caused by lack
of work opportunities, and Dominicans are to be found
working in other Caribbean islands (notably the French
overseas departments), the United States, and, to a lesser
degree, the United Kingdom. At current rates of popula-
tion decrease, Dominica could have only 65,000 inhabi-
tants by 2010. The death rate is Dominica is 7.3 per 1,000.
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The island’s mountainous landscape means that its
population is mostly clustered along the coast. About 30
percent of Dominicans live in the parish of St. George,
in or around Roseau, while the volcanic interior is very
sparsely inhabited. Generally, Dominica is not densely
populated, and its population is by regional standards
evenly distributed between age groups. Islanders aged 14
and under make up 29 percent of the population, while
63 percent are between 15 and 64 years old. The re-
maining 8 percent includes those 65 and older. Approx-
imately 90 percent of Dominicans are of African descent,
and the island is also home to some 2,000 descendants
of the indigenous Carib population. A small minority of
these Caribs are the last surviving descendants of the
Caribbean islands’ pre-Columbian peoples and live in a
3,700-acre reservation in the northeast part of the island.

English is the official language of Dominica, and the
literacy rate is 94 percent. Nearly 80 percent of the citi-
zens are Roman Catholic, with Protestants making up 15
percent, and the remainder spread among several other
Christian and non-Christian faiths.

OVERVIEW OF ECONOMY

Dominica is the poorest and least developed of the
Windward Islands. Its economy is mainly dependent on
agricultural exports, especially bananas. The island’s ex-
ceptionally mountainous landscape prohibits much culti-
vation. The island is also vulnerable to hurricanes. Even
so, agriculture is the main source of employment and in-
come revenue, and remains much more important to Do-
minica than to other Caribbean islands. As a result, the
threatened removal of preferential access for Dominican
banana exports into the European market is potentially
disastrous for the island’s economy.

Tourism has been slower to develop in Dominica
than elsewhere, largely because the island has few white

143



Dominica

DOMINICA

0 2 4 6 8Miles
J

Dominica Passage

0 2 4 6 8Kilometers

/N

t(\ Vielle Case }
\

) oA Caribbean
*/\. Portsmouth Sea
Glanvillia@ Wesley ® |
~ 7\ Marigot
(™ RO

\ ™~ /
N &

¢
/ A Zg‘r’r}e fgiablatins Salibia \.»\
Colihaut 1447 m )
Morne e 1
Raquette ( 5
9 N Castle /
\> Bruce./,n
Salisbury \ o )
A\ \»‘ﬁ/ ~S |
Saint ]oseph?o // Z,T
\—" S5
N Pont «
\ o Cassé .f
\\ \‘ Rosalie
| \
Massacre/b .Laudat \\
( P o La Plaine
i ’
W /
Roseau Q/@Sw g
1
[
Pointe / |
Michel '® )i
\
\ Berekua. S~ _~
Caribbean Soufriere e ' Grand Bay
</ f
Sea <~
% 0) ~%
L)
N 4 4,
RN
W £ e
. e :
<~ .E&J«rw e
S /fv‘? Dominica j‘;
(N (J "//"?/QL N D )
e L0 s

sand beaches (the most popular type of beach) and has
no international airport. Since the 1990s, however, it has
developed a reputation as an “eco-tourism” destination,
capitalizing on its spectacular natural beauty and wealth
of plants and wildlife. The government has also sought
to increase the numbers of cruise-ship visitors, and this
sector of the tourism industry has grown substantially
since the mid-1990s. The problem remains of balancing
the need for increased tourism with protection of the is-
land’s unique and vulnerable eco-system.

Manufacturing is not developed in Dominica, but it
is able to take advantage of locally generated hydro-
electricity. The most successful venture is a large soap
production facility, controlled by the U.S. Colgate-
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Palmolive corporation, which exports soap manufactured
from local coconuts. This, together with other agricultural-
processing activities, faces stiff competition from other
Caribbean manufacturers. There is relatively little manu-
facturing aimed at the U.S. export market, as Dominica’s
limited infrastructure is unsuitable for large volumes
of exports.

In an attempt to reduce dependency on banana ex-
ports, Dominica’s government has tried to establish the
island as an offshore financial center, offering tax-exempt
status to banks, insurance companies, and other Interna-
tional Business Companies (IBCs). So far, a small num-
ber of IBCs have established themselves on the island.
Of concern to critics of the system is the availability of
“economic citizenship” to investors, which enables for-
eign residents to acquire a Dominican passport in return
for a minimum investment in the island. The U.S. State
Department has expressed concerns about money laun-
dering and other illegal activity in connection with this
initiative.

Despite attempts to broaden its economic base, Do-
minica remains critically dependent on agricultural ex-
ports and especially on the threatened banana trade. The
resulting uncertainty from this trade has fueled migration
since the mid-1990s and led to a decline in production
and exports. Rural poverty is a large problem, and eco-
nomic growth has faltered in recent years due to the ba-
nana crisis and natural disasters.

POLITICS, GOVERNMENT,
AND TAXATION

Upon gaining independence in 1978, Dominica es-
tablished a single-chamber parliament under its constitu-
tion. The House of Assembly has 21 elected and 9 ap-
pointed members. The parliament elects a president, who
acts as head of state and elects the prime minister and the
cabinet. The country is split into 10 administrative dis-
tricts, called parishes. Each is named after a Roman
Catholic saint.

In the immediate aftermath of independence from the
United Kingdom in 1978 Dominica witnessed consider-
able political turbulence. Stability took hold between
1980 and 1995, when the Dominica Freedom Party
(DFP), led by Eugenia Charles, won 3 consecutive terms
in office. After a victory by the United Workers Party
(UWP) in 1995, the Dominica Labour Party (DLP) and
DFP formed a coalition government in early 2000. The
sudden death of DLP leader and prime minister Rosie
Douglas in October that year led to former minister of
communications and works, Pierre Charles, taking over
the position of prime minister.
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The DLP has been traditionally more left-wing in out-
look than the conservative DFP, which has favored strong
links with the United States and a robust, pro-business ap-
proach to government. The coalition government of 2000
was hence a pragmatic response to the popularity of the
UWP, which draws much of its support from the island’s
banana farmers. In reality, there are few major policy dif-
ferences between the 3 main parties, with all supporting
the beleaguered banana industry and encouraging diver-
sification and direct foreign investment. The main polit-
ical difference between the DLP-DFP coalition govern-
ment and its UWP predecessor has been the decision to
abandon plans for a new airport and hotel development
in the northeast on the grounds of cost and environmen-
tal impact.

The government has a direct impact on Dominica’s
economy as a large employer and because it establishes
the legal and regulatory framework for foreign investment.
It raises revenues through a mixture of income tax, indi-
rect taxes, and fees levied on offshore companies. In July
2000, the government announced that it would replace
most existing indirect taxes levied on consumption and
imported goods with a single value-added tax (VAT).

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Because of its mountainous landscape and rugged
shoreline, Dominica’s infrastructure is extremely limited.
Its roads, mostly confined to the coast, total 780 kilo-
meters (485 miles), of which 393 kilometers (244 miles)
are paved. Most of the island is totally inaccessible by
car, and many rural roads are little more than impassable
dirt tracks. There are no railways, while the 2 main com-
mercial ports are to be found at Woodridge Bay, near
Roseau, and the northwest coast town of Portsmouth.

Dominica

There are also cruise ship facilities at Roseau and at
Prince Rupert Bay, near Portsmouth. The island has 2 air-
ports, Melville Hall, in the northeast, and Canefield, north
of Roseau. While both have paved runways, neither is
able to receive large aircraft. Connections from Europe
and North America must be made in Puerto Rico, An-
tigua, or other larger regional airports.

Telecommunications are also underdeveloped, al-
though cellular phone usage and Internet access are
growing, due in part to the development of the offshore
financial sector. In 2000, the government announced its
intention to liberalize the telecommunications sector
by inviting foreign companies to compete in providing
services.

ECONOMIC SECTORS

According to estimates in 1999, agriculture still ac-
counts for 21 percent of Dominica’s gross domestic
product (GDP), and employs 40 percent of the island’s
workforce. Bananas are the main agricultural product and
export, earning US$17 million in 1998. But production
and exports have fallen since 1994, due to uncertainty
over the industry’s long-term future and adverse weather
conditions.

Industry accounted for 16 percent of GDP in 1999
and is dominated by a handful of agribusinesses, spe-
cializing in soap, dental cream, and beverages. Attempts
to build up an export-oriented assembly sector have not
led to sustained success.

Services, led by tourism, contributed 63 percent to
GDP in 1999. This sector, together with a recently
launched financial services sector, is of growing impor-
tance to Dominica’s economy.

Communications
Internet
Telephones, Radio Service Internet
Country Telephones® Mobile/Cellular® Stations® Radios® TV Stations® Televisions? Providers® Users®
Dominica 19,000 (1996) 461 (1996) AM 3; FM 10; 46,000 0 6,000 16 2,000
shortwave 0
United States 194 M 69.209 M (1998) AM 4,762; FM 5,542; 575 M 1,500 219 M 7,800 148 M
shortwave 18
Jamaica 353,000 (1996) 54,640 (1996) AM 10; FM 13; 1215 M 7 460,000 21 60,000
shortwave 0
St. Lucia 37,000 1,600 AM 2; FM 7; 111,000 3 32,000 15 5,000
shortwave 0
Data is for 1997 unless otherwise noted.
°Data is for 1998 unless otherwise noted.
°Data is for 2000 unless otherwise noted.
SOURCE: CIA World Factbook 2001 [Online].
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Dominica
GDP-COMPOSITION BY SECTOR-1999 est.

Services 63% Agriculture 21%

Industry 16%

SOURCE: CIA World Factbook 2000 [Online].

Dominica
LABOR FORCE-BY OCCUPATION

Services 28%

Agriculture 40%

Industry &
Commerce 32%

TOTAL LABOR FORCE 25,000
SOURCE: CIA World Factbook 2001 [Online].

AGRICULTURE

Unlike many other Caribbean island nations, Do-
minica was never a suitable site for sugarcane cultivation,
as rocky and mountainous terrain made plantation pro-
duction impossible. Only about one-quarter of the island
is cultivatable. Climate, fertility, and topography are fa-
vorable for tree crops, however, and Dominica has been
a producer of coffee, cocoa, and citrus fruits in its history.
Citrus crops are still important, being grown for export to
other Caribbean islands, but the biggest share of agricul-
tural production since the 1950s has belonged to bananas.
Like St. Lucia, St. Vincent and the Grenadines, and

146

Grenada, Dominica experienced a “banana boom” in the
1980s when it was assured access into the U.K. market.
Stable prices brought modest prosperity to many banana-
growing communities. During the 1970s and 1980s, ba-
nana exports from Dominica tripled in volume, peaking
at 70 percent of export earnings. The dangers of this one-
crop dependency became evident in 1979 and 1980 when
Hurricanes David and Allen destroyed much of the ba-
nana crop. Widespread damage due to hurricanes and trop-
ical storms has been experienced again in 1989 (Hurri-
cane Hugo) and 1995, when Hurricane Luis destroyed an
estimated 95 percent of banana plants. Then in Novem-
ber 1999, Hurricane Lenny caused considerable damage
to banana and other agricultural production. Fortunately,
bananas are quick to produce fruit after planting and are
hence a suitable crop in hurricane-prone areas.

A much greater threat to Dominica’s banana in-
dustry, however, is the threatened removal of preferen-
tial market access into Europe for the island’s exports.
In 1995, the United States and several Latin American
banana-exporting countries complained that the Euro-
pean Union (EU) was breaching international free-trade
legislation by offering protected quotas to banana ex-
ports from former colonies in Africa, the Caribbean, and
the Pacific. This has brought the future of the EU ba-
nana regime into question. If the EU is forced by inter-
national pressure to dismantle its existing arrangement
with exporters such as Dominica, the island will be
forced to compete directly for the European market with
large producers from Latin America. Experts agree that
Dominica, with its small, family-run banana farms, can-
not compete with the large, labor-intensive plantations
in countries such as Ecuador or Honduras and will be
forced to abandon bananas altogether. As a result, the
number of banana farmers has already fallen from 4,366
in 1995 to 2,534 in 1999. One small possibility is that
Dominica, together with other Windward island pro-
ducers, may be able to supply a growing organic and
“fair trade” market in Europe.

Given Dominica’s topography (layout of land), there
are few obvious alternatives to banana cultivation, al-
though some moves to diversify agriculture have already
taken place. At the same time, the Dominica Banana Mar-
keting Corporation introduced a recovery plan in 1999 in
an attempt to restore confidence among growers and to
improve the quality of banana exports. With financial as-
sistance from STABEX grants (money paid by the EU to
support agricultural exporters in certain developing coun-
tries), the corporation encouraged farmers to replant ba-
nanas and to invest in fertilizer and other inputs. As a re-
sult, banana production in 1999 increased slightly from
the previous year, earning US$11.5 million in the first 9
months of 1999 before the arrival of Hurricane Lenny.
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Apart from bananas, Dominica produces a wide
range of agricultural produce, both for local consumption
(it is self-sufficient in fruit and vegetables) and for ex-
port. Some exports are directed to the French overseas
territories of Martinique and Guadeloupe, and there is a
thriving network of small traders and inter-island com-
merce. Coconuts, citrus fruit, and essential oils are the
main regional exports.

There is a relatively large fishing industry in Do-
minica, but it is not modernized and almost exclusively
serves the domestic market. A successful experiment in
fresh-water prawn farming, supported by Taiwanese aid,
has produced substantial amounts of prawns for the do-
mestic and local markets. Japan has provided support for
a fish landing and processing plant in Roseau.

INDUSTRY

Dominica’s small manufacturing sector is almost en-
tirely dependent on agriculture, and the island has built
up a handful of successful industries specializing in
soaps and other agricultural byproducts. The largest
manufacturer is Dominica Coconut Products, controlled
by Colgate-Palmolive, which produces soap from co-
conuts. The factory has an agreement to sell an estimated
3 million bars of soap each year to Royal Caribbean
Cruise Lines. Dominican soap is also exported through-
out the region, but has recently encountered intensified
competition from other regional producers, especially in
the important export markets of Jamaica and Trinidad
and Tobago.

Other manufacturing is largely restricted to card-
board boxes and beverages, while there is a small export-
oriented sector producing clothing. Dominica has not yet
been able to attract significant numbers of foreign man-
ufacturers, partly because its wage rates are relatively
high and partly because its infrastructure is not suited to
high-volume manufacturing. Like other islands, it seeks
to attract investors with tax concessions and other finan-
cial inducements, but several offshore manufacturing
plants have closed after their duty-free concessions ex-
pired, normally a 10-year span.

There is some mining potential in Dominica, espe-
cially in the island’s northeast where there are believed
to be deposits of copper.

SERVICES

Dominica’s tourist industry is in its infancy com-
pared to other Caribbean islands. For many years its
rugged terrain, lack of beaches, and underdeveloped in-
frastructure prevented large-scale tourist development. In
recent years, Dominica has successfully marketed itself
as the “nature island of the Caribbean,” seeking to attract
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“eco-tourists” interested in landscapes and wildlife. The
government realizes that intensive tourism is incompati-
ble with preserving the island’s eco-system and in 1997
signed an agreement with Green Globe, the environ-
mental division of the World Travel and Tourism Coun-
cil, to develop the island as a “model ecotourism desti-
nation.” The 3-year program provided technical expertise
on environmental management as well as helping to mar-
ket Dominica through specialist travel companies.

At the same time, the government has encouraged a
steady increase in Dominica’s tourism capacity, with sev-
eral new hotels being built and considerable investment
in cruise ship facilities. The new cruise ship jetty at Prince
Rupert Bay, near Portsmouth, has dramatically increased
the number of ships calling annually and brought signif-
icant tourism-related opportunities to the formerly de-
pressed community of Portsmouth. Annual tourist ar-
rivals are estimated at approximately 200,000, of whom
about 75,000 are stay-over visitors. The great majority
are cruise ship visitors who spend limited time and money
on the island. Tourism receipts in 1998 were estimated
at US$15.5 million.

Dominica’s tourism industry is mostly small in scale
and locally owned, with extensive links to other areas of
the economy. Unlike other Caribbean islands, visitors are
fed with locally produced food, and Dominica does not
unduly extend its import bill by importing foodstuffs for
the tourist sector. There is also considerable “trickle
down” of tourism revenues, with retailers, restaurateurs,
and tourist guides benefiting directly from the industry.
On the other hand, critics point out that even restricted
tourism can have a damaging impact on the environment,
especially at the selected sites of natural beauty visited
by large numbers of cruise ship tourists.

If the tourism industry has caused some controversy
by threatening to spoil Dominica’s fragile ecosystem,
some initiatives taken by the government since the 1990s
have been even more open to criticism. Like other small
Caribbean economies, Dominica has tried to broaden its
economic base by building up an offshore financial ser-
vices sector. So far, a relatively small number of offshore
banks and other international business companies (IBCs)
have registered in Dominica, but the government is try-
ing to attract more by making registration economical and
easy. A Dominica-based IBC can, for instance, be formed
over the Internet, and the government has also granted
operating licenses to several Internet gambling compa-
nies. The ease with which such companies can be formed
and the secrecy surrounding their operations have led
some critics to allege that Dominica may be facilitating
money-laundering and tax evasion.

Even more controversial has been the issuing of
“economic citizenship” to foreign nationals. This means
that Dominican passports are provided in return for an
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SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

agreed minimum investment, which is supposedly used
to develop the national economy. The first economic cit-
izens were mostly Taiwanese, but in 1999 it was reported
that 300 Russians had bought Dominican passports for
US$50,000 each. This has encouraged allegations that the
island may be involved in Mafia-style economic activity.

INTERNATIONAL TRADE

Dominica, although largely self-sufficient in food
production, imports approximately twice as much in
value as it exports, with imports of US$120.4 million
dwarfing exports of US$60.8 million in 1998. Its main
export markets are other Caribbean countries, which buy
its vegetables, fruit, and soap, and the EU, which imports
its bananas. Caribbean Community (CARICOM) coun-
tries accounted for about 47 percent of Dominica’s ex-
ports throughout the 1990s, and Europe for 36 percent.
The United States imports little from Dominica, but is
the main source of the island’s imports (an average of 41
percent in the 1990s), notably machinery and manufac-
tured goods. Dominica’s other main suppliers are the
CARICOM countries and Britain.

MONEY

After steady growth in the 1980s and early 1990s,
Dominica’s economy slowed in the late 1990s because
of the banana crisis, hurricane damage, and a decline in
manufacturing output. GDP growth from 1996 averaged
2.8 percent annually, a lower rate than neighboring coun-
tries, and in 1999 there was no growth at all, due largely
to damage from Hurricane Lenny. As a result, inflation
has been low since the mid-1990s.

Dominica’s currency, the Eastern Caribbean dollar
(EC$), shared with the 7 other members of the Eastern
Caribbean Central Bank (ECCB), is stable and has been
pegged at a rate of EC$2.7 to US$1 for many years. This
means that Dominica is not particularly vulnerable to
fluctuating exchange rates, although transactions with
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Exports Imports East Caribbean dollars (EC$) per US$1
1975 011 .021 Jan 2001 2.7000
1980 010 .048 2000 2.7000
1985 .028 .055 1999 2.7000
1990 .055 118 1998 2.7000
1995 .045 17 1997 2.7000
1998 N/A 136 1996 2.7000

Note: Dominican currency has been at a fixed rate since 1976.
SOURCE: CIA World Factbook 2001 [ONLINE].

Europe have been affected by the low value of the euro.
There are plans for ECCB member countries to partici-
pate in a regional stock exchange, further integrating the
economies of the small islands.

POVERTY AND WEALTH

Dominica is one of the poorer countries of the East-
ern Caribbean, but there are not enormous disparities in
income. Traditionally a country of small peasant farm-
ers, the island has a small urban middle class, made of
professionals and civil servants, and a small urban work-
ing class. There are very few extremely wealthy Do-
minicans, although this may change with the advent of
the “economic citizenship” program and the expected in-
flux of rich foreigners. The wealthy few are, for the most
part, descended from the plantation-owning elite of colo-
nial times, although Dominica was never the source of
enormous wealth and so, unlike Barbados for example,
there is no “plantocracy.” Although there are luxury
homes around the capital, there is little ostentatious
wealth, and Roseau does not have the facilities to cater
to a millionaire lifestyle.

The poorest Dominicans live in remote rural districts,
particularly in the north. Unemployment is officially es-
timated at around 20 percent of the population and, with
the decline in the banana industry, is likely to increase.
The poorest social stratum includes the descendants of

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Dominica N/A 1,679 2,142 2,862 3,310
United States 19,364 21,529 23,200 25,363 29,683
Jamaica 1,819 1,458 1,353 1,651 1,559
St. Lucia N/A 2,076 2,150 3,542 3,907
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
aExcludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Dominica 33 6 11 3 6 8 33
United States 13 9 9 4 6 8 51
Jamaica 24 7 3 1 9 8 48
St. Lucia 40 5 1 4 17 11 11

the Caribs, who eke out a unstable living from subsis-
tence farming, handicrafts, and boat-building. Social fa-
cilities in the countryside are highly limited, and Do-
minicans have to travel to Roseau for most medical
attention. Primary schools are distributed throughout the
island, but most higher education takes place in and
around the capital. According to UNESCO, there were a
total of 152 schools in 1995, with 12,627 pupils attend-
ing 64 primary schools. Primary school education is free
and compulsory, but families normally have to pay for
schoolbooks and uniforms. Basic health care is widely
available, but there are fees for doctors, for medicines,
and for some hospital treatment. There is little state-
organized social security, but church groups and other
voluntary agencies are active in supporting homes and
nurseries for the elderly.

WORKING CONDITIONS

Working conditions in Dominica are average for the
region, although many Dominicans work on small fam-
ily-run farms without regulation or trade union represen-
tation. There are only 2 trade unions of any size or in-
fluence, one representing civil servants and the others
port and dockside workers. Wages in the small industrial
sector are average for the Caribbean, standing at between
US$100 and US$250 monthly, while wages in agricul-
ture, where most workers are self-employed small farm-
ers, are lower. Educational attainment can facilitate a ca-
reer in the financial or associated informatics sector, and
it is here that the highest wages, other than those earned
by traditional professionals such as lawyers and doctors,
can be earned. Physical working conditions in agricul-
ture are arduous, and there is the risk of exposure to in-
secticides and other chemical inputs. Conditions in the
few factories are generally satisfactory.

There is some informal sector activity in Dominica,
with some related child labor, especially in agriculture and
handicraft manufacturing. Women are well-represented in
every area of employment.
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COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1494. Dominica sighted by Columbus.

1763. British take possession of island after a century
of conflict with France.

1903. Establishment of Carib Territory in northeast of
island.

1950s. First banana exports to Britain.
1978. Independence from the United Kingdom.

1979. Hurricane David devastates Dominica; 37 killed,
60,000 left homeless.

1980. Eugenia Charles wins elections, staying in
power until 1995.

1983. Prime Minister Charles supports U.S. invasion
of Grenada.

2000. Coalition government formed between Dominica
Labour Party and Dominica Freedom Party; premature
death of Prime Minister Rosie Douglas.

FUTURE TRENDS

Dominica’s immediate economic future depends to
a large degree on the outcome of the dispute between the
World Trade Organization and the EU over the question
of banana exports into Europe. If the EU is forced to
abandon its preferential treatment of suppliers such as
Dominica, the island will face a dramatic and possibly
traumatic period of economic hardship. Even if a reprieve
occurs, it will have to accelerate its efforts to create a
more diversified economy with less dependency on agri-
culture in general and bananas in particular. There will
undoubtedly be some international aid available for fa-
cilitating the diversification process, but few alternative
crops will be able to offer the security and regularity of
income offered by bananas.
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Dominica is hampered by its topography and lack of
infrastructure in terms of developing its tourist industry.
But a massive influx of tourists would, in any case, dam-
age its eco-tourism credentials and lessen the island’s ap-
peal as an exclusive nature destination. In the coming
years, Dominica will have to balance the need for tourism
revenue against the necessity of restricting visitor num-
bers in the interest of the environment. It remains to be
seen whether Dominica’s bid to join the Caribbean’s off-
shore financial centers will be successful, but initial signs
are not entirely promising.

The island remains unusually vulnerable, not just to
devastating hurricanes, but also to economic decisions
and developments beyond its control. Even its small man-
ufacturing sector will have to face increased competition
from other regional producers as the Caribbean’s trade
becomes more and more liberalized. Given these uncer-
tainties, it is unlikely that the island will be able to make
major steps in reducing poverty, unemployment, or high
levels of migration in the near future.
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DEPENDENCIES

Dominica has no territories or colonies.
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DOMINICAN

CAPITAL: Santo Domingo.

MONETARY UNIT: Dominican peso (DOP). The
peso is divided into 100 centavos. There are coins
of 25 and 50 centavos and 1 and 5 pesos, and notes
of 10, 20, 50, 100, 500 and 1,000 pesos.

CHIEF EXPORTS: Ferronickel, sugar, gold, silver,
coffee, cocoa, tobacco.

CHIEF IMPORTS: Foodstuffs, petroleum, cotton and
fabrics, chemicals, pharmaceuticals.

GROSS DOMESTIC PRODUCT: US$48.3 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$5.8 billion
(f.0.b, 2000). Imports: US$9.6 billion (f.0.b., 2000).

COUNTRY OVERVIEW

LOCATION AND SIZE. A country occupying the eastern
two-thirds of the island of Hispaniola (Haiti occupies the
western third) between the Caribbean Sea and the Atlantic
Ocean, the Dominican Republic has an area of 48,730
square kilometers (18,815 square miles), more than twice
the size of New Hampshire. It has a total coastline of
1,288 kilometers (800 miles), and a border with Haiti of
275 kilometers (171 miles). The capital city, Santo
Domingo, is located on the country’s southern coast.

POPULATION. The population of the Dominican Re-
public was estimated at 8,442,533 in July 2000, an in-
crease of 15 percent from the 1993 census figure of
7,293,390. In 2000, the birth rate was estimated at 25.15
per 1,000, while the death rate stood at 4.72 per 1,000.
At a current growth rate of 1.64 percent annually, the
country’s population should reach 9,500,000 by 2010.

The Dominican population is mostly of mixed
African and European descent, with 73 percent of peo-
ple describing themselves as mixed-race or mulatto.
Some 16 percent define themselves as white, mostly de-
scended from Spanish and other European migrants,
while 11 percent are classified as black. The population
is generally young, with 34 percent of Dominicans un-
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der the age of 14, as opposed to 5 percent over the age
of 65. Most people live in urban areas, especially in the
Santo Domingo area, which has a population of more
than 2.5 million. The average population density of 169.1
per square kilometer (1997) is unevenly distributed, with
population concentrations around the coastal towns and
Santo Domingo in particular.

The Dominican Republic’s population growth rate is
offset by a high level of outmigration, estimated at 4 per-
sons per 1,000 in the year 2000. Most migrants aim to
settle in the United States, where there are greater eco-
nomic opportunities. There are no official figures, since
a considerable amount of Dominican migration is un-
documented, but estimates put the Dominican population
in the United States—particularly in the New York
area—at more than 1 million. Conversely, the Domini-
can Republic receives thousands of Haitian migrants each
year, many of whom come to cut sugarcane and perform
other low-paid jobs.

OVERVIEW OF ECONOMY

Since the 1960s the Dominican Republic’s economy
has shifted significantly from reliance on sugar and other
agricultural commodities to an emphasis on tourism, min-
ing, and manufacturing. Initially the country had a sparse
population and was the neglected outpost of the Spanish
Empire. Then the territory’s ranching economy was re-
placed by labor-intensive sugar plantations in the wake
of the U.S. occupation (1916-24). Sugar remained the
dominant economic factor for another half century until
large losses incurred by the state-controlled sugar corpo-
ration and low international prices spurred a search for
diversification.

Commodities, notably ferronickel, gold, and silver,
remain important to the Dominican Republic, and sugar
is still exported to the United States, but the main areas
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of growth in the last few decades of the 20th century have
been tourism and export-oriented manufacturing. The
Dominican Republic is now one of the Caribbean’s most
popular tourist destinations, specializing in all-inclusive
resorts. Tourist arrivals averaged more than 1.5 million
annually during the 1990s. Annual spending by tourists
averaged about US$2 billion. The tourism industry has
encouraged a construction boom, with new hotels and
other infrastructure accounting for a rapid increase in
construction share of the GDP.

Successive governments have also attempted to build
up the country’s manufacturing sector by creating so-
called “industrial free zones” to which foreign compa-
nies are attracted by low wages and a series of tax con-
cessions. Some 500 corporations are based in 50 free
zones, mostly involved in assembling clothing and elec-
trical components for the U.S. market. However, the fu-
ture of such zones has been under question since the cre-
ation of the North American Free Trade Area (NAFTA)
in 1994, through which Mexico can compete effectively
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with the Dominican Republic and other developing coun-
tries on low-wage manufacturing and easy access to the
U.S. market.

The Dominican Republic has had to come to terms
with the economic legacy of the dictator Rafael Lednidas
Trujillo, who ruled the country from 1930 to 1961. Tru-
jillo controlled much of the Dominican economy, in-
cluding sugar plantations and areas of manufacturing, and
when he was assassinated, the state inherited these as-
sets. Government attempts to divest itself of large parts
of the national economy have been problematic, as many
state-owned businesses are heavily indebted and unprof-
itable. Recently, however, governments have managed to
privatize the electricity sector and even parts of the sugar
industry. Foreign companies have invested in these areas
as well as in tourism and manufacturing. The Dominican
Republic had an estimated external debt of US$4.7 bil-
lion in 2000 and remained highly dependent on import-
ing many basic goods. Tourism receipts helped to offset
negative trade balances, but tourism remained highly vul-
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nerable to competition, natural disasters, and recession
in the developed world.

Although the Dominican Republic has undergone
considerable modernization and free-market reform,
poverty stubbornly remains, with an estimated 25 percent
of Dominicans living under the poverty line. Many more
are unable to afford anything other than basic items for
survival. Rural poverty is particularly prevalent, causing
many to move to cities or to attempt emigrating to the
United States. The remittances sent home by Domini-
cans living overseas are estimated at around US$1.5 bil-
lion annually and provide vital income for many poor
families.

POLITICS, GOVERNMENT,
AND TAXATION

The Dominican Republic is a multi-party democracy,
with the president, 149-seat Chamber of Deputies, 30-
seat Senate, and local officials elected by popular vote.
The Supreme Court judges are elected by a council made
up of executive and legislative representatives.

Since the death of Trujillo in 1961, 3 main political
parties have dominated Dominican politics. The Do-
minican Revolutionary Party (PRD), a moderate social-
democratic organization, won elections in May 2000,
with Hipolito Mejia assuming the presidency. The PRD
replaced the Party of Dominican Liberation (PLD),
whose president, Leonel Ferndndez Reyna, had intro-
duced important free-market reforms from 1996. The
third party is the Social Christian Reformist Party (PRSC),
which presented the 94-year-old Joaquin Balaguer, 7
times president since the 1950s, as its candidate in 2000.

Little separates the main parties in terms of economic
policy, although Balaguer’s PRSC has proved to be more
hostile than the others to privatization. All are in favor
of moving towards a free-market economy and encour-
aging foreign investment in the country. Differences be-
tween Dominican parties tend to be more personal than

Dominican Republic

ideological, although the PRSC is generally regarded as
more conservative and less committed to redistributing
wealth than its competitors. Balaguer’s autocratic style
of government also concentrated economic decision-
making and resources in the hands of the president, al-
lowing him to control a large proportion of the national
budget.

Government economic policy since the 1960s has
been more or less consistent, but some administrations
have been forced to adopt unpopular austerity programs
due to recession and a deteriorating economic situation.
After the recession of the 1980s, successive Dominican
governments have attempted to maintain strong eco-
nomic growth while keeping inflation under control.
Priorities have included not only the sale of state-owned
enterprises and an end to subsidies to these bodies but
also considerable investment in roads and other infra-
structural development related to tourism and manufac-
turing. The damage caused by Hurricane Georges in
September 1998, estimated at US$2 billion, also re-
quired exceptional government investment, but part of
this money was provided by grants and loans from mul-
tilateral institutions such as the World Bank. The PRD
administration elected in 2000 intends to follow free-
market reforms, continuing to privatize state assets, at-
tract foreign investment, and promote the country as a
tourism destination and stable offshore manufacturing
location.

Government tax revenue relies more on sales and
business taxes than income tax. Low levels of income-
tax collection, due in large part to tax evasion and bu-
reaucratic incompetence, have forced successive govern-
ments to increase taxes on consumer goods and services.
Pressure to dismantle tariff barriers in keeping with trade
agreements with the United States and other countries
have reduced revenues on imported goods, with a result-
ing rise in sales taxes on many basic items. In 2001 the
Mejia administration raised a number of indirect taxes
but was forced to introduce subsidies and relief programs
to offset the impact on the poor.

Communications
Cable Personal
Country Newspapers Radios TV Sets? subscribers® Mobile Phones® Fax Machines® Computers® Internet Hosts®  Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Dominican Republic 52 178 95 15.5 31 0.3 N/A 7.63 25
United States 215 2,146 847 244.3 256 784 458.6 1,508.77 74,100
Jamaica 62 480 182 73.1 22 N/A 394 1.04 60
Haiti 3 55 5 N/A 0 N/A N/A 0.00 6
2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
SOURCE: World Bank. World Development Indicators 2000.
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INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Until the 1960s the Dominican Republic had a back-
ward and crumbling infrastructure, ruined by decades of
neglect and under-investment on the part of the Trujillo
dictatorship. Since the advent of tourism as a major eco-
nomic sector, however, Dominican governments, espe-
cially those from 1986 onwards, have invested heavily in
roads, airports, and docks and other forms of tourism-
based construction. These improvements do not, how-
ever, benefit the country as a whole. Many of the more
remote rural areas still have often impassable roads, made
worse by natural disasters such as frequent tropical
storms. Small farmers often struggle to bring their pro-
duce to market or to other buyers, while coastal resorts
enjoy modern highways.

Of the 12,600 kilometers (7,830 miles) of roads ex-
isting in 2000, about half were paved, while the others
were of variable quality, depending on remoteness and
weather conditions. Well-maintained roads connect Santo
Domingo with the north coast via Santiago de los Ca-
balleros and run from the capital to the Haitian border
and eastward to the modern tourist resorts. Elsewhere,
rutted tracks and potholes are commonplace. There are
occasional stretches of railway line, but these are owned
by sugar plantations and are used for transporting sugar-
cane rather than passengers.

The Dominican Republic has 13 airports, 5 of them
classified as “international.” The government’s aim is to
spread tourist arrivals throughout the country, thereby re-
ducing congestion at the main airport in Santo Domingo.
In keeping with its privatization agenda, the government
sold control of the airport’s management to various for-
eign consortia (business groups) in 1999. Tourists also
disembark from cruise ships at modern port terminals in
Santo Domingo and Puerto Plata, while other ports han-
dle merchant shipping.

Perhaps the biggest obstacle to the country’s indus-
trial development since the 1960s has been its unreliable
electrical service. After years of near bankruptcy and fre-
quent power cuts, the state-run Dominican Electricity
Corporation (CDE) was dismantled, and in 1999 the first
50 percent of shares were sold to foreign investors.

Telecommunications are more efficient, although tra-
ditional main lines, operated by Codetel or Tricom, are
losing ground rapidly to cellular phones. Codetel is also
an Internet service provider, but there are frequent com-
plaints about its standard of service. In early 2001, Code-
tel announced that only 14 percent of Dominicans had a
domestic phone connection, 7 percent used mobile phones,
and 1 percent had personal access to the Internet.
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Dominican Republic
GDP-COMPOSITION BY SECTOR-1998 est.

Services 55.6% Agriculture 13.6%

Industry 30.8%

SOURCE: CIA World Factbook 2000 [Online].

ECONOMIC SECTORS

Since the 1960s, agriculture’s share of GDP has de-
clined in the Dominican Republic, while the share con-
tributed by industry and services has grown. The CIA
World Factbook estimated that in 1999, agriculture con-
tributed 11.3 percent to the country’s GDP, while indus-
try contributed 32.2 percent, and services, mostly
tourism, contributed 56.5 percent. Governments have
sought to encourage some areas of agriculture by cutting
duties on imported products and offering cheap loans to
farmers, but they have also been willing to sell off the

Dominican Republic
LABOR FORCE-BY OCCUPATION

Services &
Government 58.7%

Agriculture 17%

Industry 24.3%

TOTAL LABOR FORCE 2.3-2.6 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Percent distribution
for 1998 est.
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profitable parts of the state-owned sugar industry and
abandon those that are unprofitable.

The economy remains extremely vulnerable to eco-
nomic developments beyond its control. Competition
among Caribbean countries for the North American
tourism market, for instance, is extremely fierce, and
tourism revenues can be adversely affected by natural dis-
asters, bad publicity, or recession in the United States.
Likewise, the Dominican Republic has to compete with
Mexico and other developing countries as a supplier of
low-cost apparel and electronic components for the North
American market. Key sectors of the national economy
are also dominated by foreign companies: Canadian in
the case of ferronickel, German and Spanish in the case
of tourism, and American in the case of offshore manu-
facturing.

AGRICULTURE

Although it has declined dramatically since the
1960s, agriculture remains an important factor in the
economy of the Dominican Republic, accounting for an
estimated 11.3 percent of the GDP in 1999. In 1998,
about 17 percent of Dominicans were employed in agri-
cultural work, either as small farmers or plantation work-
ers. Sugar continues to occupy first place in the coun-
try’s agricultural production and exports, but output has
fallen considerably since the 1980s, and there are many
other crops grown, including food for local consumption
and non-traditional exports such as pineapples and ex-
otic fruits destined for the United States. The Domini-
can Republic is an importer of certain foodstuffs, notably
wheat, but it is overall a net exporter of agricultural prod-
ucts, with sugar, coffee, cocoa, tobacco, and meat among
its principal exports. Dominican cigars now outsell
Cuban ones which are embargoed by the United States.
In the late 1990s tobacco exports averaged US$100 mil-
lion annually. Significant growth has also been recorded
in non-traditional exports such as cut flowers, ornamen-
tal plants, and exotic fruits, which together earned nearly
US$200 million in 1997. The Dominican Republic is also
a major producer of bananas, and although most are con-
sumed locally, some producers have begun exporting or-
ganic bananas to a growing market in Europe and the
United States.

Much Dominican farming is aimed at local markets,
especially the production of rice. Other crops include
maize, plantains, and tomatoes. All agricultural activity
is extremely vulnerable to hurricanes, droughts, and other
natural hazards.

Although fishing takes place around the country’s
extensive coastline, there is no export industry, and most
fish is destined for hotels and restaurants. Some fish,
mostly salted or frozen, is imported.
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INDUSTRY

The industrial sector contributed an estimated 32.2
percent to the country’s GDP in 1999, led by mining (fer-
ronickel, gold, and silver) and the manufacture of goods
for export to the United States. To a lesser extent, there is
the manufacture of food products, consumer non-durables,
and building materials for the local market and for neigh-
boring Haiti. The sector employed an estimated 24.3 per-
cent of the workforce in 1998.

MINING. It has been estimated that the Dominican Re-
public contains about 10 percent of the world’s fer-
ronickel deposits, but mining is a highly unpredictable
part of the industrial sector, vulnerable to fluctuating
world prices and unsustainable production techniques. In
1998, for instance, ferronickel exports earned the Do-
minican Republic US$372 million, but in 1993 declining
world prices, due to oversupply, forced the country’s ex-
port earnings down to US$128.2 million. Since then,
prices and export income have stabilized. Gold and sil-
ver have been of importance to the Dominican economy
since the 1970s, but export earnings have again been ir-
regular. Some gold and silver is exported as basic com-
modities, while the Dominican Republic also exports
semi-finished metals and jewelry.

MANUFACTURING. About 500 companies in the Do-
minican Republic manufacture goods primarily for the
North American market. Situated in 50 industrial free
zones around the country, these mostly foreign-owned cor-
porations take advantage of generous tax and other finan-
cial inducements offered by the government to businesses
that operate within the zones. Approximately 200,000 peo-
ple, or about 8 percent of the workforce, are employed in
this sector. The principal attractions for the foreign com-
panies, which are based in the United States, Canada, Ko-
rea, and Taiwan, are a large pool of cheap labor and prox-
imity to the North American market. They mostly produce
clothing, electronic components, footwear, and leather
goods, which are assembled rather than manufactured by
a mainly female workforce. The raw materials or semi-
manufactured goods are usually imported duty-free from
other developing countries (electronic parts are imported
from industrialized Puerto Rico) and put together in the
free zones. They are then exported under the terms of the
Caribbean Basin Initiative, which gives duty-free entry
into the United States to goods produced in the Domini-
can Republic. The value of exports amounted to US$1.9
billion in 1996, but the contribution to the trade balance
was only US$520 million because many of the basic ma-
terials for the free zones had to be imported and paid for.

Other, more traditional manufacturing is based on
sugar refining, cement, iron and steel production, and
food processing. Rum is a significant export commod-
ity, and beer and cigarettes are manufactured for local
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consumption. Most industry of this sort is located around
the working-class perimeter of Santo Domingo and other
large towns.

SERVICES

TOURISM. Services were estimated to contribute 56.5
percent of the GDP in 1999 and to employ an estimated
58.7 percent of the workforce, making this the most im-
portant sector of the Dominican economy. Tourism is the
single biggest revenue earner, with receipts increasing
more than tenfold from US$173 million in 1980 to more
than US$2 billion by 2000. Successive governments have
invested heavily in tourism development, creating up-
graded airports and other infrastructure. Foreign invest-
ment has also been important, with several large Span-
ish, German, and French companies building or managing
some of the larger hotels. Some 2.1 million tourists ar-
rived in the country in 1999, not including visiting Do-
minicans. Most come from Europe, with about 25 per-
cent originating from the United States or Canada. The
country now has almost 50,000 hotel rooms, more than
any other Caribbean country. About 50,000 Dominicans
are directly employed in this sector, mostly working in
hotels, and another 110,000 are indirectly employed as
taxi drivers, tour guides, or tourist-shop staff. Most
tourists visit the Dominican Republic on account of its
beaches, but there is an expanding eco-tourism and out-
door activity sector, focused on the country’s mountains
and wildlife.

RETAIL. Retail activity in the Dominican Republic
takes many forms, from U.S.-style supermarkets and
shopping malls in Santo Domingo to rural markets and
tiny family-run corner stores in villages. A small but
affluent middle class can afford to shop at the former,
while the large impoverished rural community resorts
to buying small amounts of daily essentials from col-
mados (small stores that often double as bars). Much
of this small-scale retail activity occurs within the so-
called informal sector, and reliable statistics are un-
available. In an attempt to regulate the retail sector,
the government has recently reformed taxation laws,
so that small shops pay taxes on a regular monthly ba-
sis. Many transactions, however, go unrecorded.

FINANCIAL SERVICES. The Dominican Republic does
not as yet have a financial services sector aimed at for-
eign investors, but a securities exchange was opened in
1992 as the first step towards a stock exchange.

INTERNATIONAL TRADE

Since its independence in 1844, the Dominican Re-
public’s main trading partner has been the United States.
Initially this trade overwhelmingly consisted of sugar ex-
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Trade (expressed in hillions of US$): Dominican
Republic

Exports Imports
1975 .894 .889
1980 .962 1.640
1985 .735 1.487
1990 .735 2.062
1995 767 3.639
1998 .795 N/A

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

ports, but currently trade is more diversified, with the Do-
minican Republic still exporting sugar but also other
commodities such as clothing, footwear, and electronic
components. The United States exports a large range of
goods to the Dominican Republic, including automobiles,
machinery, chemicals, and some foodstuffs. In 1999, the
United States accounted for 66.1 percent of Dominican
exports and 56 percent of its imports. Belgium is also an
important export market, while Venezuela, the Domini-
can Republic’s main supplier of petroleum, accounts for
23 percent of the import bill. Trade with neighboring
Haiti is much less, largely because much of the flourish-
ing informal-sector trade that takes place across the bor-
der is not regulated or recorded and hence does not ap-
pear in national accounts.

The Dominican Republic has for many years spent
much more on imports than it earns from exports. The
CIA World Factbook estimated that in 2000, for instance,
its import bill totaled US$9.6 billion, while exports
brought in only US$5.8 billion. This huge trade deficit
is offset by earnings from tourism (approximately US$2
billion annually) and by the money sent back to the coun-
try by Dominicans living overseas (estimated at US$1.5
billion each year). Even so, the Dominican government
often records a deficit in its balance of payments. While
deficits are not necessarily damaging, they generally
mean that there is a shortage of foreign reserves in the
country’s banking system and that the government may
need to borrow from abroad to finance its spending.

In 1998 the Fernandez administration signed free-
trade agreements with the Central American Common
Market (CACM) and the Caribbean Community and
Common Market (CARICOM). The Dominican Repub-
lic has also made it clear to the United States that it would
like to be part of an enlarged NAFTA or similar regional
free-trade bloc. The country also has preferential access
for certain goods into the European Union (EU) and ac-
cess to EU financial aid.
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Exchange rates: Dominican Republic

Dominican pesos per US$1

Jan 2001 16.888
2000 16.415
1999 16.033
1998 15.267
1997 14.265
1996 13.775

SOURCE: CIA World Factbook 2001 [ONLINE].

MONEY

For many years the Dominican peso stood at par with
the U.S. dollar, but in 1985 it was devalued as part of an
IMF-approved program to pull the country out of reces-
sion. Subsequently it was allowed to float against the dol-
lar and has gradually lost much of its value. In 1990,
US$1 was worth 11.20 pesos, but in early 2000, the dol-
lar was worth 16.20 pesos. This rate means that imported
goods from the United States have steadily become more
expensive, including many staple items on which poor
Dominicans depend. On the other hand, a cheap peso
makes the Dominican Republic attractive both to foreign
investors, who can pay even lower wages and to tourists
whose dollars stretch further than elsewhere.

The country is currently experiencing relatively low
levels of inflation, averaging less than 10 percent annu-
ally since the mid-1990s. This rate compares favorably
with very high inflation rates in the early 1990s, which
reached 54 percent in 1991 alone.

POVERTY AND WEALTH

Steady economic growth has brought considerable
wealth to some Dominicans, but a considerable sector
still lives in extreme hardship, without access to social
services or proper educational opportunity. Recent fig-
ures are not available, but in 1989 it was estimated that
the richest 10 percent of Dominicans accounted for al-

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Dominican Republic 1,179 1325 1325 1,366 1,799
United States 19,364 21,529 23200 25363 29,683
Jamaica 1,819 1458 1353 1,651 1559
Haiti 500 607 527 481 370

SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Dominican Republic

Lowest 10% 1.7
Lowest 20% 43
Second 20% 8.3
Third 20% 131
Fourth 20% 20.6
Highest 20% 53.7
Highest 10% 37.8

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

most 40 percent of national income, while the poorest 10
percent received only 1.6 percent.

While free primary school education is available,
many children fail to complete their early education, of-
ten because they are required as workers to supplement
family income. There is no national system of health care
or old-age pensions. The state occasionally attempts to
lessen the impact of price rises by subsidizing basic foods
such as milk powder or rice and by job-creation schemes
in the poorest neighborhoods.

Dominican society is highly stratified, with a very
small and very wealthy upper class, a medium-sized mid-
dle class, and a very large working class or poor peasant
class, many of whom live in absolute poverty. The mid-
dle class encompasses professionals such as teachers or
hospital workers or those involved in retail, while the
poor include agricultural and factory laborers, those
working in the informal sector, and the unemployed.
There is little upward social mobility, with the exception
of musicians or baseball stars who may escape a life of
poverty and become millionaires.

The poorest areas of the country are to be found
both in Santo Domingo, where shantytowns sprawl
around the edges of the city, and in remote rural areas.
Perhaps the most impoverished district is in the south-
west, near the border with Haiti, where thousands of
Haitian migrants and poor Dominican families inhabit
rudimentary shacks.

WORKING CONDITIONS

Few Dominicans enjoy pleasant or healthy working
conditions. In rural areas, small farmers and agricultural
laborers endure back-breaking work, the worst of which
is often performed by imported Haitian cane-cutters who
do the plantation work that most Dominicans refuse to
touch. Conditions in most industries are different, but
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little better, with workers exposed to a dirty and danger-
ous environment in return for low wages. Only in tourism,
within the more modern resort hotels, are conditions more
acceptable, though wages are low.

According to the International Labor Organization,
the active Dominican workforce in 1997 numbered
3,464,000, with some 500,000 people unemployed, over
14 percent. Of these a large percentage were defined as
working in personal services, meaning in many cases do-
mestic service. The second largest category was trade,
restaurants, and hotels, with manufacturing coming third.
There is also an enormous unregulated informal sector
that offers work to women and children who would not
find opportunities within formal employment and which
is even more exploitative and low-paid than its formal
equivalent.

Approximately 200,000 people, or about 8 percent
of the workforce, are employed in the free-zone sector.
Wages in the free zones are low, averaging no more than
US$120 monthly, with supervisors earning perhaps
US$350. Trade unions are in theory legal and entitled to
operate in workplaces, but many employers routinely fire
union activists as “troublemakers.” The industrial free
zones, in particular, are notoriously hostile to union ac-
tivity. The union movement is further weakened and frag-
mented by inter-party competition. The largest union, the
National Confederation of Dominican Workers (CNTD),
claims fewer than 200,000 members nationally. Public-
sector workers such as teachers, doctors, and hospital
workers have been especially successful in organizing
strikes in recent years.

Supporters of the free zones argue that they bring
employment to areas where there are few other opportu-
nities and that women are the main beneficiaries of this
work. Women are estimated to comprise about one-third
of the formal workforce, but many more are employed
informally in private homes, in street vending, and in
small-scale sweatshops. The same applies to hundreds of
thousands of children, who begin work from ages as low
as ten. Women are also particularly in demand in the in-
dustrial free zones, where rights are strictly curtailed.
There have been allegations that companies hire workers
as low-paid apprentices and fire them after their appren-
ticeship period has ended.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1492. Christopher Columbus arrives on island of His-
paniola; Spanish colonization begins.

1697. Western part of Hispaniola is ceded to France
under terms of the Treaty of Ryswick. The French de-
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velop the colony of Saint-Domingue, while Santo
Domingo remains Spanish.

1791. Slave insurrection breaks out in Saint-
Domingue, leading to 13-year period of war.

1822-44. Haitian forces occupy Spanish colony of
Santo Domingo.

1844. Dominican Republic declares independence.

1861. Spanish sovereignty is re-established at the re-
quest of the Dominican government.

1865. Second independence is declared.

1916-24. First U.S. occupation occurs after a period of
political chaos. Influx of U.S. capital leads to develop-
ment of sugar industry.

1930-61. Rafael Lednidas Trujillo is dictator. National
assets are centralized under personal control of the Tru-
jillo family.

1939. Dominican Revolutionary Party (PRD) is
founded in Havana.

1961. Trujillo is assassinated.

1965. Second U.S. occupation takes place after fight-
ing between supporters of ousted PRD President Juan
Bosch and military forces threatens civil war.

1966. Joaquin Balaguer wins election and begins 30-
year domination of Dominican politics.

1996. Leonel Fernandez is elected on modernizing
program in first free and fair elections.

2000. Hipolito Mejia is elected president.

FUTURE TRENDS

The Dominican Republic enters the 21st century
having made considerable strides in modernizing its
economy and ridding itself of dependency on sugar. Its
economy is now relatively diversified between agricul-
ture, manufacturing and services. It also has consider-
able potential for expanding its tourism industry, for de-
veloping export markets for non-traditional agricultural
commodities, and for maintaining a steady level of in-
come from mining. The movement towards privatization
is likely to continue, as governments try to divest them-
selves of loss-making assets. The country is well posi-
tioned in terms of international trade to take advantage
of preferential treatment both from the United States and
from the European Union. After decades of regional iso-
lation, it is now also looking to increase its commercial
cooperation with other Caribbean and Latin American
countries.
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However, severe problems remain. Tourism and
manufacturing, as well as mining, are still vulnerable to
external economic shocks. Too little manufacturing is
aimed at the domestic market, with the result that the
country spends too much on imported goods. Stubborn
trade deficits and dependency on foreign capital appear
likely to continue as obstacles to sustained economic
health. Privatization will likely have a negative impact
on the poor through reduced employment and rising
prices. No Dominican government has yet succeeded in
radically altering the imbalance of wealth and opportu-
nity in the country, and it will take unusual political
courage to do so.

DEPENDENCIES

Dominican Republic has no territories or colonies.
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CAPITAL: Quito.

MONETARY UNIT: U.S. dollar replaced the
Ecuadorian sucres as the official monetary unit in
September 2000.

CHIEF EXPORTS: Petroleum, bananas,
coffee, cocoa, cut flowers, fish.

shrimp,

CHIEF IMPORTS: Machinery and equipment, raw
materials, fuels, consumer goods.

GROSS DOMESTIC PRODUCT: US$54.5 billion
(1999 est.). [CIA World Factbook estimated the
GDP at purchasing power parity to be US$37.2
billion in 2000.]

BALANCE OF TRADE: Exports: US$4.141 billion
(1998). Imports: US$5.503 billion (1998). [CIA
World Factbook estimated exports to be US$5.6
billion f.0.b. and imports to be US$3.4 billion f.0.b.
in 2000.]

COUNTRY OVERVIEW

LOCATION AND SIZE. Located between Colombia and
Peru on the west coast of South America, Ecuador has
an area of 283,560 square kilometers (176,204 square
miles) and a coastline of 2,237 kilometers (1,390 miles).
The Galapagos Islands, which rest 960 kilometers (600
miles) to the west of mainland Ecuador in the Pacific
Ocean are part of the Republic of Ecuador. Ecuador is
slightly smaller than the state of Nevada. Ecuador’s cap-
ital city, Quito, is located in the Andes mountain range
on the equator, while Guayaquil, the country’s most pop-
ulous city, is positioned on the southern coastline about
210 kilometers (130 miles) from Quito.

POPULATION. An estimate in July 2000 put the popu-
lation of Ecuador at 12,920,092, representing an increase
of almost 26 percent over the nation’s 1990 population
of 10,260,000 and making the country the most densely
populated in South America with 187 people per square
kilometer (484 people per square mile). The birth rate in
Ecuador for the year 2000 was 26.51 per 1,000 inhabi-
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tants, while the death rate the same year was 5.52 per
1,000 inhabitants. Population growth is expected to slow
slightly to an annual rate of 1.6 percent between 2000
and 2010, bringing the population to 14.9 million by
2010. The percentage of people residing in urban areas
has grown steadily since the 1960s and was estimated to
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Ecuador

be 62.7 percent in 2000. Guayaquil, Quito, and Cuenca
are the 3 largest cities in the country.

The Ecuadorian people are one of the more diverse
groups in Latin America. The Ameridians, descendants
of the groups who inhabited the area before Spanish col-
onization of the Americas, make up 30 percent of the
population. The other ethnic groups include the mestizo
(mixed Spanish and indigenous descent), Spanish, and
black and account for 60 percent, 7 percent, and 3 per-
cent of the population. Indigenous presence in Ecuador
is the second highest in South America after Bolivia. The
population of Ecuador is also young, with 70 percent of
the country’s inhabitants under the age of 35. Over the
next 10 years, if population growth rate in Ecuador slows
and life expectancy improves as anticipated, age distrib-
ution should even out slightly.

Sustaining the population is one of the Ecuadorian
government’s primary national concerns. Article 39 of
the Ecuadorian Constitution addresses the issue of pop-
ulation, guaranteeing individuals the right to determine
how many children they will have, while noting the ac-
countability of the state to inform and educate individu-
als about the responsibilities that accompany this right.
Because of Ecuador’s strong Catholic influence with its
emphasis on family, population control is a sensitive
topic, and the government is reluctant to make strong
statements on the issue. To ameliorate poor crop pro-
duction and slow rural to urban migration, the govern-
ment offers small grants to individuals to subsidize their
farming practices.

OVERVIEW OF ECONOMY

Because of its rich natural resources and mild cli-
mate, Ecuador’s economy first developed around the har-
vesting of agricultural products such as coffee and co-
coa. As different regions of the country were settled,
other resources were exploited and production diversi-
fied to include lumber and oil from the Amazon, shrimp
and fish from the coast, and fruits, grains, and other food
commodities from the sierra (mountain country) and
coastal regions. The economy of Ecuador is still rooted
strongly in extractive products and primary commodi-
ties, particularly in exports. Oil, shrimp, and bananas are
the nation’s top 3 exports, while the manufacturing sec-
tor (including basic manufactured goods, machines, and
transport equipment) accounts for less than 7 percent of
all exports.

Ecuador faces many economic problems experienced
by developing nations. Political instability in the country
has affected the national economy, discouraging interna-
tional and domestic investment in Ecuador’s market and
sparking higher interest rates. In 1979, Ecuador led the
way in Latin America by developing a democratic gov-
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ernment. Since then, the country has endured political
corruption, inefficiency, and erratic transfers of political
power that thwart the pursuit of economic progress.
Ecuador’s inability to post consistent growth in produc-
tion has had serious social ramifications, causing half of
the population to fall below the poverty line in 2000 and
pushing unemployment to 15 percent.

Despite restructuring the nation’s debt is more than
$15 billion, making the country a high-risk area for in-
vestors. Ecuador also faces a deteriorating balance of
trade because of its heavy reliance on primary com-
modities for export. Without support from foreign in-
vestors, there is little hope that the country will be able
to develop more profitable industries. In addition, tax eva-
sion and the ineffectiveness of the administration to col-
lect taxes cause great problems to the domestic economy.

Because of the lack of well-paid jobs in Ecuador, al-
most 60 percent of economically active Ecuadorians turn
to the informal economy for employment. Informal work-
ers, instead of working for the state or state-recognized
private employers, support themselves by working for mi-
cro-enterprises or selling items illegally (without permits
or income reports to the state) in metropolitan areas or
market towns. One of the most visible concentrations of
informal employment is in the cities of Quito and
Guayaquil, where vendors set up kiosks in the city cen-
ters and sell items to passers-by. The scarcity of money
has led to child labor. It is common to find young chil-
dren shining shoes or selling candy on the streets to aug-
ment their parents’ income. Many international funding
organizations (the Inter-American Development Bank,
the World Bank, and USAID) sponsor development pro-
jects in Ecuador to improve the socio-economic situation,
but the scope of these projects has been local and have
not made significant contributions to economic stability
or growth.

In 1999 unstable export prices and the natural dis-
aster of El Nifio combined with internal stresses to in-
duce a severe economic crisis. The crisis spurred the gov-
ernment to adapt a new economic program in 2000, which
included the privatization of many state-owned enter-
prises, more flexible labor laws, and reductions in pub-
lic expenditure. These measures, commonly referred to
as structural adjustments and actively endorsed by orga-
nizations like the International Monetary Fund (IMF), are
expected to bring a strong sense of discipline to the econ-
omy and provide the foundation for future growth.

POLITICS, GOVERNMENT,
AND TAXATION

Ecuador is a unitary republic that consists of 3 gov-
ernmental branches: the executive, legislative, and judi-
ciary. Presidents and congressional representatives are
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elected by popular but compulsory vote, while members
of the independent judiciary branch are appointed. Still
in the early stages of democracy, Ecuador has not seen
the consolidation of political parties. Instead, there is a
multitude of parties whose popularity wavers from elec-
tion to election, sometimes based on the performance of
individual politicians. The leading parties to have
emerged from the 2000 congressional election are the
Social Christian Party (SCP, center-right), the Popular
Democratic Party (PDP, center-left), the Democratic
Left (DL, center-left) and the newly founded Pachaku-
tik-New Country Party (P-NC, populist-left). All parties
support government-funded social programs, but they
have dissenting opinions about privatization and the eco-
nomic role of the state. The SCP supports economic lib-
eralization and the privatization of state-owned entities
such as water, electricity, and the postal service. The
PDP and DL support a broader economic role for the
state and, therefore, advocate price subsidies and con-
tinued state ownership of most utilities. The P-NC is the
most liberal of the 4 parties, favoring tax, welfare, and
social policies that would benefit the most Ecuadorians
rather than the elite.

Ecuador’s economic reforms of 2000 established the
U.S. dollar (US$) as the official monetary unit and di-
minished the role of the Ecuadorian government in the
economy. Before reform, the state had played an impor-
tant role in economic affairs, holding a large payroll, pro-
viding price subsidies on gasoline, and cooking gas,
maintaining ownership of telecommunications, and the
production and distribution of electricity. The reform
agenda cleared the way for structural adjustments to re-
duce the number of state employees, auction off utility
companies to private enterprise, and adjust the price of
gas and other commodities to international levels. The
role of the Ecuadorian government in the economy will
be much smaller if these reform measures are carried out.

There are several different types of taxes in Ecuador,
including value-added tax, personal income tax, a con-

Ecuador

sumption tax on domestic fuel, and a financial transac-
tions tax. These taxes were adjusted when the liberaliza-
tion program was adopted, shifting the bulk of taxpayer
responsibility to individual Ecuadorians through higher
personal income tax. These measures were taken to lower
the financial transactions tax and encourage foreign and
domestic investment. Tax policies, like most other eco-
nomic policies in Ecuador, are designed by the executive
branch of government and carried out by the legislature.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

Ecuador is well-served by an accessible transport
system and profits from an extensive infrastructure of
roads and an uncommonly efficient bus system that make
travel to almost any region possible. The country has
43,197 kilometers (26,843 miles) of highways, of which
8,165 kilometers (5,074 miles) are paved. Three national
airlines—Saeta, Tame, and Ecuatoriana—provide flight
services within Ecuador and from the international air-
ports in Quito and Guayaquil to select locations outside
the country. Because the vast changes in altitude and
terrain in Ecuador can make road travel slow and diffi-
cult, tourists and Ecuadorians alike frequently utilize in-
country flights. Taxis and buses provide nonstop city
transport for very reasonable fares, and a newly con-
structed trolley line in Quito delivers passengers to the
center of the city. The trans-Ecuadorian railway, which
extends for 812 kilometers (505 miles), needs renova-
tion and is used for freight purposes.

Telecommunication and electrical services in Ecuador
are state-owned and operated. They are available to
Ecuadorians at subsidized rates but perform at less-than-
desirable levels. The domestic telephone service is inade-
quate and unreliable because of its dismal 40 percent com-
pletion rate. Despite the limited portion of the population
that can afford modern communication devices, the com-
munications industry is growing rapidly. Ecuador has 15
television stations, 419 radio broadcast systems, and 8

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers Radios TV Sets® subscribers®  Mobile Phones*  Fax Machines® Computers® Internet Hosts® Internet Users®
1996 1997 1998 1998 1998 1998 1998 1999 1999
Ecuador 70 419 293 1.7 25 N/A 18.5 1.42 35
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Brazil 40 444 316 16.3 47 3.1 30.1 18.45 3,500
Colombia 46 581 217 16.7 49 4.8 27.9 7.51 664

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
“Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.
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Internet service providers, but many individuals cannot af-
ford televisions, radios, or personal computers.

Besides excellent transport for commuters and trav-
elers, its seaports equip Ecuador for international com-
merce. The largest is at Guayaquil, the main port for oil
exports is at Esmereldas, and there are other major ports
at Manta and Machala. While the extensive road infra-
structure and port system contribute to productive do-
mestic and international trade practices, productivity is
hindered by aging vehicles and oil pipelines.

ECONOMIC SECTORS

Although Ecuador originated as an agrarian society,
over the past 30 years the global market has shaped the
country’s economic focus toward industry and services.
Part of this shift has occurred because of more advanced
production practices. Despite new methods of technol-
ogy and production, the country experienced severe stag-
nation in its production of goods and services at the end
of the 20th century. In 1999 gross domestic product
(GDP) shrunk 7 percent from its 1998 level, and imports
fell drastically because of the lack of financial capital in
the country. The CIA World Factbook estimated that agri-
culture accounted for 14 percent of the GDP, industry for
36 percent, and services for 50 percent in 1999.

Political instability and inefficiency prevented the
implementation of economic reforms during the 1980s
and 1990s. Loose fiscal policies, a burgeoning external
debt, and rampant inflation culminated in a financial cri-
sis in 1999. The crisis caused drastic economic reforms
in 2000, including dollarization, privatization of state-
owned entities, and liberalization of trade and labor. These

Ecuador
GDP-COMPOSITION BY SECTOR-1999 est.

Agriculture 14%

Services 50%

Industry 36%

SOURCE: CIA World Factbook 2000 [Online].

164

Ecuador
LABOR FORCE-BY OCCUPATION

Agriculture 30%
Services 45%

Industry 25%

TOTAL LABOR FORCE 4.2 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Percent distribution
for 1999 est.

policies, advocated by the IMF and the United States gov-
ernment, are expected to bring new growth to the agri-
cultural, industrial, and service sectors of the economy.

Remittance pay, the money sent to Ecuadorian res-
idents by family members or friends living and working
abroad, is an important factor in Ecuador economy that
does not fall into conventional economic sectors. Because
of poverty and the lack of well-paid jobs in Ecuador,
many Ecuadorians emigrate to countries such as the
United States and Spain, where jobs are easier to find.
These individuals send parts of their paychecks back to
Ecuador to support their families or supplement the fam-
ily income. With increasing rates of poverty and conse-
quent emigration, remittance pay has become an enor-
mous force in the Ecuadorian economy and, valued at
USS$1.185 billion in year 2000, was the second largest
source of national income after petroleum exports.

AGRICULTURE

BANANAS. The agricultural sector, which accounts for
about 14 percent of the GDP and 30 percent of the labor
force (1.25 million workers), is sustained by its largest
export, bananas. Owing substantially to the cheap price
of unskilled, unorganized labor (Ecuadorian banana
workers are not unionized and earn roughly US$2-3 per
day), Ecuador provides an attractive base of operation for
fruit companies. The banana industry faced temporary
difficulties with production in 1998 when El Nifio de-
stroyed much of the crop, but it has since recovered its
position as the world’s top exporter. A more stubborn
problem facing the industry is the low price for bananas
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on the international market. Despite Ecuador’s domina-
tion of the world banana trade, profits from the industry
are declining and thus contributing to the nation’s dete-
riorating trade.

COFFEE AND COCOA. Since 1970, the role of coffee in
Ecuador’s agricultural sector has diminished. Coffee was
once the foundation of Ecuador’s export economy, but it
has been damaged by the global coffee recession, which
has seen the production of coffee beans taper off over the
past 30 years. From 1995 to 1999, production dropped
from 150,000 metric tons to 57,000 metric tons. Never-
theless, coffee is considered a staple of Ecuadorian agri-
culture and is one of the country’s largest exports after
bananas. The production of cocoa beans, another of
Ecuador’s oldest cultivated crops, has remained stable
throughout the last decade, probably because cocoa beans
are cultivated for domestic consumption.

SUGAR CANE. Ecuador produces more metric tons of
sugar cane per year (7 million in 1999) than any other
crop. Because of the immense demand for sugar and
sugar-based foods, production barely guarantees the
country’s status as a net exporter of sugar cane. Much of
the sugar crop is exported to neighboring countries, but
almost as much is imported by Ecuador from surround-
ing Andean nations. This cross-border exchange usually
occurs because of the changing demand for raw and re-
fined forms of sugar in a country at any given time.
Ecuador is striving to secure its position as an exporter
of sugar by producing more than is needed for domestic
consumption.

SMALL-SCALE CROPS. While agro-industries grow crops
for export, many Ecuadorians live as subsistence farm-
ers, selling or trading the food they produce to support
themselves. Because of the multitude of fruits, vegeta-
bles, and grains that grow in Ecuador’s climate, these
small-scale farmers can trade to acquire any food they
want. Commonly grown crops include rice, maize, pota-
toes, manioc, and soybeans. Indigenous Ecuadorians,
whose heritage is deeply connected to the land for sur-
vival, make up most of the subsistence farmers. Their
crops are sold at local markets and do not usually leave
the country.

INDUSTRY

First introduced to Ecuador in the 1950s, industry
makes up about 36 percent of the GDP and absorbs 25
percent of the total labor force (1 million workers). The
chief industrial exports are petroleum and farmed
shrimp, but mining of metals is emerging as a lucrative
industry. Industry is a volatile component of the econ-
omy because Ecuador’s industrial sector is oriented to-
ward primary commodities. These command erratic
prices on the international market when compared to the
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more stable demand for manufactured and value-added
goods. The precarious structure of Ecuador’s industrial
sector was revealed in 1998 when oil prices dropped
and South American shrimp were struck by the deadly
Mancha Blanca virus. This double stroke of bad luck,
afflicting Ecuador’s 2 most important industrial prod-
ucts, led to a shrinking economy in 1999 that aggra-
vated Ecuador’s economic woes.

PETROLEUM. Oil is Ecuador’s top export, its revenue
makes up 10 percent of the GDP. A member of OPEC
(Oil and Petroleum Exporting Countries) since the 1970s,
Ecuador exports 60 percent of the oil it produces, most
of which originates in the Amazon basin. Until recently,
the government granted large price subsidies on domes-
tic oil, driving down the price of gasoline for individu-
als and facilitating inexpensive fares on public transport.
In 2000 as part of the nation’s new economic reforms,
these subsidies were gradually removed, and oil prices
were set to international levels, making gasoline unaf-
fordable for many Ecuadorians. Untapped oil reserves be-
long to the government by authority of the constitution,
which decrees all subsurface resources to be the property
of the state.

SHRIMP. Ecuador is the world’s second largest exporter
of shrimp, which makes up 2 percent of the nation’s over-
all GDP. The tools and production of the shrimp indus-
try have changed over the past 2 decades in response to
the forces of technology and international demand. The
industry used to take its shrimp from the Pacific Ocean,
but now shrimp farms are the prevailing method of pro-
duction for export. Shrimp farms have a negative envi-
ronmental effect on the mangroves and marine life in the
ocean and have caused a serious decline in the wild shrimp
population. This phenomenon, combined with the yellow
head and white spot viruses that attacked Ecuador’s
shrimp in the late 1990s, threatens to destroy the shrimp
industry if changes are not made to the system.

MINING. With abundant deposits of gold, silver, lead and
zinc, Ecuador has great mining potential, but the country
does not currently possess the financial resources needed
to develop this industry. Mining accounts for only 0.5 per-
cent of Ecuador’s GDP, and much of this revenue is
earned from black market sales. Nevertheless, mining is
an emerging market in Ecuador and may become an eco-
nomically vital factor with help from foreign investors.

SERVICES

The service sector, responsible for half of Ecuador’s
GDP and 45 percent of its labor force (1.9 million work-
ers), embraces tourism, transportation, utilities, commu-
nications, parcel delivery, and financial services. Because
of its beautiful geography, the diversity of its flora and
fauna, and its cultural attractions, Ecuador is a popular
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destination for travelers and earns good profits from
tourism. The other major economic force in the service
industry is the informal work sector, which gives many
people a means of income when formal employment is
in short supply.

TOURISM. Ecuador collected US$281 million in foreign
capital from tourist receipts in 1996. The Galapagos Is-
lands, famed for their unparalleled biological diversity
and as the site of evolutionist Charles Darwin’s studies,
are Ecuador’s leading tourist attraction. Other main points
of interest include Quito, which is stationed almost di-
rectly on the equator in the Andean highlands; Cotopaxi,
the world’s tallest active volcano; and the Amazon rain-
forest. Tourism is still a budding industry in Ecuador, and
the low prices attract many new visitors each year. But
political instability and rising crime in 2000 discouraged
many visitors and affected tourism revenues.

INFORMAL SECTOR. A huge, unofficial role in Ecuador’s
service sector is the informal economy, which supports a
fluctuating percentage of Ecuadorians according to the
availability of official employment opportunities. Prod-
ucts sold in the informal sector include clothing, small
appliances, food, artisan crafts, stolen goods, and any item
in demand. Vendors set up booths in commercial areas,
while others navigate the streets of large cities during rush
hour and make sales to motorists. Because of its under-
ground nature, it is hard to estimate the national income
that the informal sector generates, but it is playing an in-
creasingly important role in the economy as urbanization
and access to common markets escalate.

INTERNATIONAL TRADE

Ecuador’s balance of trade fluctuates from year to
year according to international demand and economic
conditions in the country. In 1998 Ecuador ran a trade
deficit, exporting $4.1 billion worth of goods and im-
porting $5.5 billion. In 2000, exports were US$3.4 billion
while imports reached US$5.6 billion. Ecuador’s main
trade partners are the United States, Japan, and Germany,
followed by the other nations involved in the Andean Pact
trade agreement (Colombia, Venezuela, Peru, and Bo-
livia). These trade associations have remained stable since
the 1970s, and the quantity of goods traded has increased.
A border dispute between Peru and Ecuador that flared
up in 1994 caused a temporary damper on trade. During
its war against Peru (which lasted until 1998), Ecuador
imported greater quantities from the non-warring Andean
nations to compensate for lost Peruvian goods.

Ecuador’s main exports are oil, bananas, shrimp, and
other agricultural goods. The United States, which pro-
vides a market for 35 percent of the country’s exports,
imported a total of US$1.2 billion worth of goods from
Ecuador in 1998, most consisting of fish, petroleum,

166

Trade (expressed in hillions of US$): Ecuador

Exports Imports
1975 974 .987
1980 2.481 2.253
1985 2.905 1.767
1990 2.714 1.865
1995 4.307 4153
1998 4141 5.503

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

fruits, and vegetables. Ecuador sends exports of a simi-
lar nature to Europe and Japan, where there is demand
for primary products and non-native foods.

MONEY

Until recently, Ecuador struggled with the persistent
devaluation of its currency (the sucre) on the world mar-
ket, making it harder for Ecuadorians to afford goods pro-
duced in other countries. After a decade of steady de-
preciation, the value of the sucre plummeted in 1999,
prompting then-President Jamil Mahuad to announce the
national policy of dollarization in January 2000. In Sep-
tember 2000, the country completed its dollarization
process, stopping the printing of sucres and introducing
the U.S. dollar as the official monetary unit for all bank-
ing and government transactions. Ecuador’s problem
with currency devaluation has since ceased, but inflation
has continued to plague the economy, making basic goods
unaffordable for many Ecuadorians.

Dollarization brought many changes to the banking
sector. Although the Central Bank of Ecuador used to be

Exchange rates: Ecuador

sucres (S/) per US$1

Jan 2001 25,000

2000 24,988.4
1999 11,786.8
1998 5,446.6
1997 3,988.3
1996 3,189.5

Note: On January 7, 2000, the government passed a decree “dollarizing”
the economy; on March 13, 2000, the National Congress approved a new
exchange system whereby the US dollar is adopted as the main legal
tender in Ecuador for all purposes; on March 20, 2000, the Central Bank of
Ecuador started to exchange sucres for US dollars at a fixed rate of 25,000
sucres per US dollar; since April 30, 2000, all transactions are denominated
in US dollars.

SOURCE: CIA World Factbook 2001 [ONLINE].
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responsible for setting domestic interest rates and print-
ing money, those responsibilities now rest with the
United States Federal Reserve, which sells dollars to
Ecuador and decides whether to raise or lower interest
rates. Many banks in Ecuador went bankrupt because of
the 1999 financial crisis. The government is working to
revitalize its banks and pay back investors who lost
money because of bank closures. Since adopting the dol-
lar, Ecuador’s banks have grown stronger attracting more
investors. Interest rates are much lower than they were
before dollarization, marking an improvement in in-
vestors’ perception of the Ecuadorian economy. The GDP
grew 2 percent in 2000, a modest but important sign of
progress after a decline of 7 percent in 1999. It is too
early to deliver a final verdict on the merits of dollariza-
tion, but these figures indicate that Ecuador’s adoption
of the U.S. dollar might well have paved the way for more
sustainable economic development.

POVERTY AND WEALTH

Ecuador’s population was burdened by an unequal
distribution of wealth in the 1990s. In 1996 the wealthi-
est 20 percent of Ecuadorians earned half of the nation’s
total income, while the poorest 20 percent collected only
5 percent. The gap between rich and poor grew notice-
ably during the 1999 economic crisis, when much of the
middle-class fell below the poverty line because of ram-
pant currency devaluation and inflation. Figures released
by international organizations in 2000 show that half of
all Ecuadorians were living in poverty, a dramatic in-
crease from just a few years earlier, when the poverty
rate was estimated at 35 percent. Poverty is more perva-
sive in rural areas of Ecuador, affecting almost 70 per-
cent of non-urban dwellers (2000).

Because of the contraction of Ecuador’s middle
class, the division between the upper and lower classes
has widened, allowing for little upward mobility among
the nation’s poor. Members of the elite are well estab-
lished within their specialist fields as doctors, lawyers,
politicians, or leading business entrepreneurs. The mid-
dle class embraces a wide range of professional and blue-

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
Ecuador 1,301 1,547 1,504 1,475 1,562
United States 19,364 21,529 23,200 25,363 29,683
Brazil 3,464 4,253 4,039 4,078 4,509
Columbia 1,612 1,868 1,875 2,119 2,392
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: Ecuador

Lowest 10% 2.2
Lowest 20% 5.4
Second 20% 9.4
Third 20% 14.2
Fourth 20% 21.3
Highest 20% 49.7
Highest 10% 33.8

Survey year: 1995

Note: This information refers to expenditure shares by percentiles of the
population and is ranked by per capita expenditure.

SOURCE: 2000 World Development Indicators [CD-ROM].

collar workers, including teachers, bus and taxi drivers,
service and retail employees, oil industry employees,
small-business owners, and small-scale farmers. The
largest segment of Ecuador’s population includes peas-
ants and subsistence farmers, informal sector vendors,
agribusiness employees, temporary workers, and the un-
employed. Most of these Ecuadorians are denied the ed-
ucation and connections to gain access to the small pro-
fessional sector and are thus confined to low-paid jobs.

Ecuador’s constitution, revised in 1998, places
strong emphasis on social programs and assistance to the
poor, promising free health care and government subsi-
dies to the nation’s most needy citizens. However, pub-
lic welfare expenditure, limited by the government’s
cumbersome debt and lack of funds, has had little impact
on poverty. A cash transfer to the country’s poorest fam-
ilies, called a bono solidario (solidarity bond), is the most
consistent element of Ecuador’s poverty relief program,
but it reaches only some of the poor. Public health care
is officially free, but the quality of medical services is in-
adequate. A report on Ecuador’s health care system re-
leased in 1996 by USAID, observed that “The supply and
quality of care in Ministry of Public Health facilities is
generally agreed to be inefficient and poor.” The wealthy
can afford private health care of a higher quality, but pri-
vate care is increasingly beyond the reach of middle- and
lower-class Ecuadorians.

The design of Ecuador’s education system causes
similar problems for economically disadvantaged citizens
because the government subsidizes university education
at the expense of elementary and secondary schools.
Wealthy families can afford to send their children to the
best private schools, while poorer families must settle for
the variable quality of public education and disruption
caused by frequent teacher strikes. Access to education
is also divided along rural/urban lines, with public ex-
penditure favoring urban schools and neglecting voca-
tional and manual skills training.
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Household Consumption in PPP Terms

Data represent percentage of consumption in PPP terms.
aExcludes energy used for transport.
®Includes government and private expenditures.

SOURCE: World Bank. World Development Indicators 2000.

Country All food Clothing and footwear Fuel and power® Health care® Education® Transport & Communications Other
Ecuador 26 9 15 13 10 3 24
United States 13 9 9 4 6 8 51
Brazil 22 13 18 15 34 4 -6
Colombia N/A N/A N/A N/A N/A N/A N/A

WORKING CONDITIONS

Employment conditions vary greatly in Ecuador ac-
cording to type of work, individual management styles,
and susceptibility to government inspection. Inefficient
government enforcement of labor codes and the perva-
siveness of informal employment have created an inse-
cure working environment where labor laws are flagrantly
violated. Also, child labor is common, despite legislation
that prohibits children under 14 from working.

About 12 percent of Ecuador’s 4.2 million workers
are unionized. The umbrella group Frente Unida de Tra-
bajadores (United Front of Workers, FUT), the most vis-
ible labor advocacy organization in the country, is ac-
tive in protesting against policies such as outdated
minimum wage laws and the elimination of government
subsidies on gas, which have a negative impact on
Ecuadorian workers. Many formal sector workers, such
as teachers, are also organized into independent unions
to enable collective negotiation with management.
However, the lobbying power of independent unions is
weak and does little to improve the pay and benefits of
employees. Unions are non-existent in the agricultural
and informal sectors, where most Ecuadorians are em-
ployed and conditions are often worst. One poignant ex-
ample of this phenomenon is the plight of Ecuadorian
banana workers, who are unorganized and receive de-
risory wages of $2-3 per day. By contrast, unionized
banana workers in Guatemala and other countries re-
ceive $10 per day plus benefits.

The Ecuadorian labor code, modified between 1991
and 1996, includes more than 600 articles regulating for-
mal sector labor and the role of the government in arbi-
trating labor disputes. One of the most important policies
outlined in the labor code is the official minimum wage,
which was set at US$117.64 per month in 2001, a US$21
per month increase over the minimum wage in 2000.
Minimum wage laws change frequently in Ecuador to
compensate for rapid inflation. Employers in the formal
sector are prohibited from firing workers without the per-
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mission of Labor Ministry inspectors. Other labor laws
guarantee the right of large-firm workers to form trade
unions but limit the length of solidarity strikes to 3 days,
permit the hiring of temporary workers in export pro-
cessing zones, and promise 15-day vacations, social se-
curity, and job training. Although these regulations are
spelled out thoroughly in Ecuadorian law, they are en-
forced only in the formal sector and, therefore, do not
benefit the majority of workers.

Unemployment lingered at 12 percent in early 2001,
down slightly from 2000 but still well over the average
rate for the 1990s. One of the most stubborn labor prob-
lems for the economy is the lack of skilled workers. The
public school system focuses on academic and intellec-
tual education and neglects vocational training, although
there are few academic-oriented employment opportuni-
ties in Ecuador. The dilemma of vocational education is
different for women, who are often pigeonholed into tra-
ditionally female work in the service sector, where they
receive less pay than men do. While the GDP per capita
was $4,940 in 1997, the GDP per capita for women was
only $1,925.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1450s. Incas conquer indigenous tribes in and around
Quito.

1531. Spanish conquistador Francisco Pizarro lands on
the Ecuadorian coast.

1534. Spain conquers Ecuador and claims the city of
Quito. Ecuador becomes part of the Spanish Viceroy-
alty of Peru.

LATE 1500s. The Spanish establish large agrarian es-
tates, or haciendas, which feature indigenous peons
working for European owners.
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1739. Ecuador becomes part of the Spanish Royalty of
Nueva Granada, which also comprises Colombia and
Venezuela.

1822. Antonio José de Sucre, one of revolutionary
leader Simon Bolivar’s field marshals, defeats Spanish
Royalists at the battle of Pichincha, near Quito.
Ecuador becomes part of Gran Colombia, the indepen-
dent territory comprised of Colombia, Ecuador,
Panama and Venezuela.

1830. Ecuador leaves Gran Colombia to become a
fully independent state.

1845-60. A period of political and military instability
is caused by minor wars with Peru and Colombia and
increasing tension between the conservative center
Quito and the liberal metropolis Guayaquil.

1860-75. Autocratic conservative Gabriel Garcia
Moreno holds power and establishes education and
public works programs.

1895-1912. Radical liberal General Eloy Alfaro rules
and reduces the power of the Catholic Church.

1925-48. Ecuador undergoes a period of great insta-
bility.

1941. Ecuador loses a border war with Peru and gives
up land in the Amazon.

1970s. Ecuador becomes a major producer and ex-
porter of oil.

1979. Ecuador adopts a new democratic constitution
and gains official recognition as a democratic nation.

1981. Border conflict with Peru surfaces again.

1988. Rodrigo Borja Cevallos wins the presidency and
introduces austerity measures designed to discipline the
economy.

1992. Ecuador withdraws from OPEC to avoid export
limitations.

1994. President Sixto Duran Ballen’s neo-liberal pro-
gram encounters strong opposition.

1995. War between Ecuador and Peru flares up again.

1997. President Abdala Bucaram flees Ecuador on
charges of corruption. Fabian Alarc6n becomes interim
president.

1998. Jamil Mahuad becomes president and negotiates
an end to the 157-year border dispute with Peru.

1999. Economic crisis hits, sparking rampant currency
depreciation, high inflation, and severe unemployment.
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2000. Mahuad is ousted in a non-violent coup after an-
nouncing plans to dollarize the economy. Vice Presi-
dent Gustavo Noboa is installed as president.

2000. Dollarization reaches completion.

FUTURE TRENDS

There are several issues facing Ecuador that will in-
fluence its future economic performance. Dollarization
and the economic reforms of 2000 will provide the econ-
omy with stability and credibility if they are carried out
as designed, free of partisan battles. Yet, these reforms
will not succeed without cost to the social wellbeing of
the nation, since welfare and other social programs will
be cut, government jobs will be eliminated, and further
inflation will occur connected to the change of currency.
The success or failure of reform will depend heavily on
the reactions of the Ecuadorian people to these social
strains. An uprising like the coup that occurred in Janu-
ary 2000 could upset the entire program and inhibit
further progress; conversely, an expression of faith in
Ecuador’s government could help to consolidate democ-
racy and attract investment from abroad.

Another immediate concern for Ecuador is the tur-
moil over Plan Colombia, the United States” US$1.3 bil-
lion anti-drug offensive in Colombia. A massive influx
of people from southern Colombia into northern Ecuador
is anticipated, and an overflow of violence into Ecuado-
rian territory. Ecuador has given the United States mili-
tary access to its base in Manta, an agreement that
created tension between Colombian guerillas and the
Ecuadorian government. The severity of Colombia’s
internal conflict will have major implications for the
Ecuadorian economy because the Ecuadorian govern-
ment does not have money to set up a major operation
on the Colombian-Ecuadorian border.

The long-term outlook for Ecuador’s economic and
social well-being is as precarious as in the short term.
While the land is rich in natural resources, the country
has not been successful in using this advantage to de-
velop sources of consistent income and growth. Price in-
stability for major exports on the international market
makes for further difficulties. Ecuador’s oil production
will receive a boost from the completion of a new refin-
ery and pipeline, expected within 2 years, but this will
not be enough to sustain the national economy. The best
hope for future growth in Ecuador is the diversification
of its exports and substantial investment in value-added
industries that can produce higher-value goods. Such di-
versification, combined with the consolidation of democ-
racy and a disciplined approach to government expendi-
ture, offers the best solutions for Ecuador’s future
economic and social advancement.
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DEPENDENCIES

Ecuador has no territories or colonies.
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CAPITAL: San Salvador.

MONETARY UNIT: Colén (¢, often called “Peso”).
One colén equals 100 centavos. Coins are in
denominations of ¢1, and 1, 5, 10, 25, and 50
centavos. Paper currency is in denominations of 5,
10, 25, 50, and 100. U.S. dollars have also been
accepted as a dual currency since January 2001.
CHIEF EXPORTS: Coffee, sugar, shrimp, textiles,
chemicals, electricity.

CHIEF IMPORTS: Raw materials, consumer goods,
capital goods, fuels, foodstuffs, petroleum, elec-
tricity.

GROSS DOMESTIC PRODUCT: US$24 billion
(purchasing power parity, 2000 est.).

BALANCE OF TRADE: Exports: US$2.8 billion
(f.0.b., 2000 est.). Imports: US$4.6 billion (f.o0.b.,
2000 est.).

COUNTRY OVERVIEW

LOCATION AND SIZE. El Salvador, a Central Ameri-
can country slightly smaller than Massachusetts, borders
the North Pacific Ocean between Guatemala and Hon-
duras. It has a land area of 20,720 square kilometers
(8,000 square miles) and a coastline of 308 kilometers
(191 miles). Land boundaries in El Salvador total 545
kilometers (339 miles). It shares a 327-kilometer (203-
mile) border with Guatemala in the northwest, and a
341-kilometer (212-mile) border with Honduras in the
southeast.

POPULATION. In 2000, the population of El Salvador
was about 6.2 million and was growing by approximately
2.1 percent a year. At this rate, the population is expected
to climb to nearly 8 million by 2015. The birth rate in
2000 was estimated to be 29.02 per 1000, and the death
rate, 6.27 per 1000.

About 90 percent of the Salvadoran population is
mestizo (of mixed Spanish and Amerindian ancestry). Na-
tive Amerindians make up about 1 percent of the popu-
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Republic of El Salvador
Repiiblica de El Salvador

lation, and whites account for the rest. A significant por-
tion of the population, nearly 40 percent, is under the age
of 15. Those 65 and older account for only 5 percent of
the population. The percentage of Salvadorans living in
rural areas declined in the last half century from 64 per-
cent in 1950 to about 40 percent in 2000.

Over the past 20 years the Salvadoran population has
been subject to highly stressful conditions. A number of
military coups (domestic takeovers of governments) in
the 1970s and sham elections rigged in the army’s favor
diminished civilian confidence in the political system and
spawned a violent guerilla movement (guerilla wars are
fought by units with non-conventional military and po-
litical tactics). The 1980s were marked by a series of
bloody conflicts between leftist rebels and right-wing
paramilitary death squads who, with tacit support of the
army, violently suppressed opposition. Over the course
of the decade, 70,000 people were killed. Thousands fled
the country, many coming to the United States. There are
currently about 1 million Salvadorans living in the United
States, many illegally or with uncertain legal status.

OVERVIEW OF ECONOMY

El Salvador’s civil war, which lasted from 1979 un-
til 1990, had a devastating impact on the country’s econ-
omy. Rebel guerillas during the fight engaged in wide-
spread sabotage, damaging the nation’s infrastructure
and undermining production and distribution. Export lev-
els dropped during the war and earnings declined. Rev-
enue losses during this period amounted to $2.2 billion.

Since the signing of the peace accord between the
government and rebel factions in 1992, the economy has
improved. Alfredo Cristiani, who as head of the Arena
party became president in 1989, launched free market
initiatives and tightened fiscal control. Competition was
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increased in a number of sectors; banks were privatized, economy. As the once rural-based economy gives way to
import duties were lowered, and price controls on con- urban dominance, peasants are abandoning farm labor
sumer products were virtually eliminated. Successive ad- and moving toward the cities in search of higher paying

ministrations have continued market liberalization.  jobs, leading to the development of shantytowns around
Tariffs were further reduced under Armando Calderon many urban areas.

Sol, who was elected president in 1994. The Calderon
administration also sought to strengthen intellectual
property rights, and in 1998 the government privatized
the country’s main power plants and telecommunications
firms, marking the most extensive efforts thus far to lib-
eralize the economy.

The growth in industry, primarily in the maquila sec-
tor (offshore assembly for re-export), added new jobs to
the economy in the 1990s. However, a majority of those
were taken by women. Unemployment among young
males is still high, which some associate with El Sal-

vador’s high crime rates.
Improvements in economic performance in the first

half of the 1990s boosted investor confidence and led to
a significant rise in the inflow of foreign capital. How-

With no discovered reserves of oil or coal, the coun-
try is dependent on imports for fuel and energy. Trade
ever, by 1995 the post-war boom was over, and the econ- deficits in El Salvador, while historically broad, widened
omy began to cool. Agriculture, once one of the coun- 10 the 1990s. Remittances from Salvadorans working
try’s primary export producers, registered little growth in ~ overseas, which in 1999 totaled US$1.6 billion, help to
the latter part of the 1990s, diminishing its role in the  offset trade imbalances. However, at least a portion of
economy. The manufacturing industry, on the hand, grew  the trade deficit is generally financed through borrowing,
rapidly during the 1990s, although by the end of the = Wwhich adds to the country’s debt.
decade its performance, too, had begun to decline. In the
late 1990s, no sectors registered significant gains. Over-
all, GDP growth rates fell: 4.0 percent in 1997, 2.6 per-
cent in 1999, and to 2.5 in 2000.

Remittances from expatriates are the country’s
largest source of foreign currency, bringing in more
money than all the traditional exports combined. Some
of the cash inflows likely come from smuggling and drug-

Commercial and financial services are fast replacing  running operations. Money laundering is becoming
industry and agriculture as the mainstays of the country’s prevalent as well. If El Salvador is unable or unwilling
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to crack down on these illicit operations, establishing fa-
vorable trade deals with the United States will become
difficult.

Taxes also provide a significant source of revenue.
The value-added tax (VAT), which was established in
September 1992 at 10 percent, was raised to 12 percent
in 1995 to offset losses from tariff reductions. The VAT
accounts for more than half of all current government
revenue. While tax collection is more efficient than it
used to be, the system is still hampered by inefficiency
and corruption.

POLITICS, GOVERNMENT,
AND TAXATION

The political climate in El Salvador fundamentally
changed in 1972 when the military overturned a national
election that had been won by the Partido Democrata
Cristiano (PDC). Groups of students, peasants, and mem-
bers of the labor movement abandoned the electoral
process, forming guerilla groups in opposition to military
rule. Throughout the 1980s, rebels and government forces
clashed. Attempts to suppress the rebellion by the army
and paramilitary death squads were brutal but ultimately
unsuccessful. In November 1989, the guerillas—under
the party banner Frente Farabundo Marti para la Libera-
cion Nacional (FMLN)—launched an attack on the cap-
ital, San Salvador. The 2-week siege was effective, con-
vincing government and business elites in El Salvador to
seek an end to the war. Negotiations brokered by the UN
resulted in the signing of a peace accord that went into
effect on 16 January 1992. Members of the FMLN agreed
to lay down their arms in return for political and military
reforms, including a reduction in the size and role of the
military. By the time the war had ended, 70,000 people
had been killed.

In March of 1989, the right-wing party Alianza Re-
publicana Nacionalista (Arena) won control of the pres-
idency with its candidate, Alfredo Cristiani. Arena has
held the executive branch ever since.

The Salvadoran constitution, enacted 23 December
1983, stipulates that the country be headed by a presi-
dent and vice president who are elected to 5-year terms.
The legislature is made up of an 84-member body elected
every 3 years, which is responsible for taxes and the rat-
ification of treaties signed by the executive. Members of
the Supreme Court, El Salvador’s highest judicial au-
thority, are selected for fixed terms by members of the
legislative assembly. El Salvador considers itself a rep-
resentative democracy.

The Arena party, while controlling the executive
branch, has been struggling to maintain its power in the
legislature. The FMLN, since laying down its arms, has
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become a force in mainstream politics. It captured 31
seats in the legislative assembly in 2000, making it the
largest party in the unicameral (one chamber) congress.
It has also gained control of the municipalities in most
major cities, including San Salvador, giving it governing
authority over about half the country at the local level.
The FMLN’s rise to power has forced Arena to abandon
some of its far-right positions in an effort to gain leg-
islative support for its policies.

The 1980s in El Salvador were marked by chronic
trade deficits and fiscal imbalances. Expenditures out-
paced revenues, destabilizing the currency and raising the
rate of inflation. When Alfredo Cristiani came to office
in 1989, he introduced fiscal austerity, liberalization, and
privatization as a means to induce economic stability. He
also passed a series of tax reforms to lure foreign in-
vestment, including the abolition of export tariffs on cof-
fee and sugar. To offset losses from the cut, a 10 percent
VAT was implemented in September of 1992. The VAT
was increased to 12 percent in 1995 in order to fund cuts
in the asset tax, which was revoked in 1994, and capital
gains taxes, which were removed in 1996.

The VAT in 1999 accounted for over half of the gov-
ernment’s revenue. Still, public sector revenues have
suffered as tax collection has been persistently corrupt
and inefficient.

Armando Calderon Sol, elected in 1994, expanded
on the policies of the Cristiani administration, seeking
higher investment by reducing import tariffs, accelerat-
ing the privatization of state assets, and introducing a
fixed exchange rate. The Calderon administration pri-
vatized 75 percent of the country’s 4 regional power
plants and split up the national phone company, which
was sold to consortia made up of private investors and
local partners. The shift from a state-run to a liberal, mar-
ket economy has continued under the current president,
Francisco Flores, but economic growth has been slow.

INFRASTRUCTURE, POWER,
AND COMMUNICATIONS

War, corruption, and general neglect have taken a
toll on El Salvador’s infrastructure, as have a string of
earthquakes that hit the country at the beginning of 2001.
Improvements are badly needed. There are 10,029 kilo-
meters (6,232 miles) of roads in the country. Less than
1,999 kilometers (1,242 miles) of them are paved. The
country’s rural and secondary roads often become
flooded during the 6-month rainy season. In the cities,
population growth and a rise in vehicle ownership have
increased traffic congestion.

There are 2 main highways in El Salvador, both of
which cross the Lempa River. The bridges servicing the

173



El Salvador

Communications

SOURCE: World Bank. World Development Indicators 2000.

Cable Personal
Country Newspapers  Radios TV Sets®  subscribers®  Mobile Phones®  Fax Machines®  Computers® Internet Hosts”  Internet Users”
1996 1997 1998 1998 1998 1998 1998 1999 1999
El Salvador 48 464 675 N/A 18 N/A N/A 1.17 40
United States 215 2,146 847 2443 256 78.4 458.6 1,508.77 74,100
Mexico 97 325 261 15.7 35 3.0 47.0 23.02 1,822
Guatemala 33 79 126 28.5 10 N/A 8.3 1.26 65

2Data are from International Telecommunication Union, World Telecommunication Development Report 1999 and are per 1,000 people.
®Data are from the Internet Software Consortium (http://www.isc.org) and are per 10,000 people.

highways were destroyed by rebels during the war. Tem-
porary spans were established to accommodate traffic,
and in the late 1990s, efforts were underway to rebuild
the bridges and repair smaller crossings along the 2 main
routes. However, in 1998 the temporary bridges and the
repair work were swept away in floods caused by Hurri-
cane Mitch. The reconstruction project, financed by a
US$90 million loan from Japan, is expected to be com-
pleted in 2001.

While road construction measures have been con-
sidered in order to facilitate travel and alleviate urban
congestion, there is currently no specified transportation
policy. In the 1990s, increased transportation spending
resulted in few real improvements. Due to high levels of
corruption in the administration of road contracts, sev-
eral highway projects that got underway were never com-
pleted. The government has had a difficult time forcing
contractors to meet deadlines and maintain adequate
quality standards. In 1999 new legislation was being con-
sidered that would regulate bidding and require comple-
tion bonds for contracts.

Efforts were renewed to improve the road network
in 1999. A construction project was initiated to build
overpasses and new interchanges in the capital city to
mitigate traffic problems. Other improvements were be-
ing considered as well, including the construction of 2
ring roads around the capital area and the creation of a
special road fund which would finance highway im-
provements throughout the country. The fund, however,
would likely depend on the creation of a new gasoline
tax. As of March 2000, the time of mid-term elections,
politicians in El Salvador had refused to acknowledge the
need for such a tax, leaving the fund’s creation in doubt.
A string of earthquakes that struck El Salvador in Janu-
ary and February 2001 will also delay the implementa-
tion of road construction programs, as money and for-
eign aid will be diverted to more urgent reconstruction
projects.
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El Salvadorans are dependent on 3 main sources for
their energy: hydroelectricity, geothermal power (includ-
ing oil), and firewood. No deposits of oil or coal have been
found. Thermal energy was widely utilized until the 1970s
when rising world oil prices led to a higher dependence
on hydroelectricity. About one-third of the country’s en-
ergy consumption is still derived from oil imports.

The generation of electricity and the development of
energy resources generally falls under the purview of the
Comicion Ejecutiva Hidroelectrica del Rio Lempa (CEL),
a state-run agency which recently privatized 4 of its re-
gional distribution companies. CEL is also targeting 3 of
its thermal generating plants for privatization. It is hoped
that opening the market to competition will increase in-
vestment in the sector. Customers will likely reap long-
term benefits as well, as electricity tariffs are reduced.

ECONOMIC SECTORS

El Salvador relies primarily on financial services and
manufacturing for the generation of export revenue. Agri-
culture, once the country’s dominant economic sector,
has declined in importance but still plays a strong role in
the economy. The economic restructuring which oc-
curred over the 1980s and 1990s was undertaken to re-
duce volatility. Agricultural production was vulnerable
to price declines and poor weather, prompting the gov-
ernment to reposition the economy in favor of more sta-
ble sources of revenue. The service and manufacturing
industries were targeted for development.

Growth in the manufacturing sector was substantial
in the 1990s, primarily due to the expansion of the
magquila (offshore assembly for re-export) industry which
has become the country’s single largest category in terms
of export revenue. Revenues generated by industry ex-
ports more than doubled in the last half of the decade.
The CIA World Factbook estimated that by 1999 agri-
culture accounted for 12 percent of the GDP, industry 28
percent, and services 60 percent.
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El Salvador
GDP-COMPOSITION BY SECTOR-1999 est.
Agriculture 12%

Services 66%

Industry 22%

SOURCE: CIA World Factbook 2000 [Online].

El Salvador
LABOR FORCE-BY OCCUPATION

Agriculture 30%
Services 55%

Industry 15%

TOTAL LABOR FORCE 2.35 MILLION

SOURCE: CIA World Factbook 2001 [Online]. Data for 1999.
Percent distribution for 1999 est.

AGRICULTURE

Agriculture, while showing negligible growth to-
wards the end of the 1990s, has continued to play a key
role in the Salvadoran economy, employing nearly 25
percent of the country’s labor force, providing a third of
its export earnings, and meeting about 70 percent of do-
mestic food needs. In 1996, agriculture accounted for 14
percent of the GDP. By 1999, agriculture accounted for
12 percent of the GDP, but employed nearly 30 percent
of the labor force.

Worldmark Encyclopedia of National Economies

El Salvador

Prior to the 1980s most of the land in El Salvador
was owned by a minority of wealthy elites. Roughly 70
percent of the farmers who worked the land were share-
croppers or laborers on large plantations. This situation
began to change in 1979, when a military-civilian junta
came to power and issued sweeping land and agrarian re-
forms. The government carried out policies of property
redistribution to address the grievances of the rural poor
and make up for past injustices. Land was transferred to
small farmers in an effort to create a rural middle class.
By 1990, when the reforms came to an end, 22 percent
of El Salvador’s land had been transferred to farmers who
had previously worked the land but did not own it. Over
500,000 farmers benefitted from the reforms.

El Salvador’s mild climate and fertile soil have
proven ideal for the production of the country’s main ex-
port crops—coffee and sugar. Coffee production, which
began on a mass scale in the 1850s, dominated the coun-
try’s economy for over a century and is still the largest
agricultural export, accounting for US$244 million in
revenues in 1999, about 10 percent of all export earnings.
Sugar, the next largest export, was responsible for about
2 percent of export revenues in 1999, bringing in ap-
proximately US$46 million. Fisheries have grown more
important to the economy as well, mainly through shrimp
production, which is third in agricultural export earnings
behind coffee and sugar, generating US$25 million in
revenues in 1999, a little over 1 percent of the total.

The earnings from agricultural exports as a percent-
age of the country’s total export revenues diminished in
the 1990s. Coffee revenues, especially, began to fall dur-
ing this time. A surge in coffee prices in 1997 led to a
brief revitalization in the sector, but poor harvests and
falling prices in 1998 sent revenues plummeting. Be-
tween 1997 and 1999, coffee earnings dropped by over
50 percent. Improved harvests may raise coffee-gener-
ated revenues in the near future, but coffee will not likely
regain the position it once held as a mainstay of the econ-
omy. Maize, beans, rice, and sorghum are food crops pro-
duced primarily for domestic consumption.

Cattle production plays a role, albeit a slight one, in
the economy. Widespread cattle rustling and extortion
have made ranching difficult, although milk production
has increased.

INDUSTRY

The industrial sector of El Salvador accounted for
28 percent of the GDP and employed 15 percent of the
labor force in 1999.

MINING. Mining currently plays a negligible role in the
Salvadoran economy, accounting for just 0.3 percent of the
GDP in 1997, with mineral production limited primarily
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to gypsum, sea salt, and construction materials such as
limestone. While mineral deposits are thought to exist,
there has been little attempt in the past 20 years to ex-
ploit them. The country had 2 gold mines in operation
until the early 1980s: San Cristobal in Morazan province
and El Dorado in Cabanas province. Both fell into dis-
use during the country’s civil war. There has been some
renewed interest in mineral exploration at the El Dorado
mine. A joint mining venture between Mirage Resources,
Bethlehem Resources, and Dejour Mines was launched
in July 1993. Although San Cristobal is estimated to con-
tain 200,000 tons of ore, including deposits of gold and
silver, efforts have not been made to reestablish large-
scale operations there.

MANUFACTURING. El Salvador’s manufacturing base
was established in the 1950s. As regional markets began
to open in the 1960s as a result of the Mercado Comun
Centroamericano (Central American Common Market,
CACM), the industry began to expand. There was sig-
nificant growth in the output of capital goods and chem-
icals in the 1970s, but manufacturing contracted in the
1980s as a result of the war and recession. The CACM
began to collapse, there were shortages of foreign ex-
change, and the manufacturing base declined. The indus-
try rebounded strongly in the 1990s primarily as a result
of growth in the maquila sector. However, this growth
steadied somewhat towards the end of the last decade as
the industry matured. Expansion was also slowed by com-
petition, especially from Mexico, which, as a party to
NAFTA, receives trade benefits from the United States.
Almost a dozen manufacturing plants in El Salvador
closed in 1998. As of 1999, no new ones had opened.

Over the last 10 years, the maquila industry has
emerged as the largest producer of export revenue in El
Salvador, boosting manufacturing to 22 percent of the
GDP. Production and export revenues from maquila dou-
bled between 1994 and 1998, going from US$650 mil-
lion to US$1.3 billion. Offshore production has become
more important than local manufacturing, employing
around 50,000 people, 85 percent of whom are women.

New opportunities have arisen since the 1990s from
the revival of regional trade, yet Salvadoran manufac-
turers have been hard pressed to develop competitive ad-
vantages. Failure on the part of manufacturers to mod-
ernize operations, which some have blamed on the high
cost of investment, have left local manufacturers vulner-
able to increased competition. Compounding this liabil-
ity was the failure to achieve a NAFTA parity agreement
with the United States. (NAFTA is the North American
Free Trade Agreement.) By enjoying a “parity agree-
ment” under NAFTA, El Salvador would have had the
same free trade benefits as NAFTA signatories Mexico
and Canada.
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CONSTRUCTION. After the peace accord was signed in
1992, construction levels in El Salvador rose, with the
building industry growing at an average rate of 6.7 per-
cent a year between 1992 and 1997. Growth peaked in
1994 at 11.5 percent. Due to such rapid expansion, sup-
plies of new property began outpacing demands. Con-
struction began on 6000 new homes in 1997 alone. Many
housing and commercial units built during this period have
yet to be sold. In 1998, growth slowed to 3.7 percent, and
in 1999 it further declined to 2.2 percent amidst allega-
tions of corruption and charges that the sector was being
used as a front for money laundering. The Camara Sal-
vadorena de la Industria de la Construccion (Casalco, the
construction industry association) is marketing newly-built
homes to Salvadoran expatriates in the United States. The
earthquakes that hit El Salvador at the beginning of 2001
will also stimulate activity in the construction sector.

SERVICES

El Salvador’s service sector was the most dominant
sector in the late 1990s. It accounted for 60 percent of the
GDP and employed 55 percent of the labor force in 1999.

TOURISM. Although El Salvador has a coastline of over
308 kilometers (191 miles) and is home to ancient ru-
ins, tourism in the country is limited. As of 2000, there
had been no major initiatives launched to spur growth
in the sector.

FINANCIAL SERVICES. A primary component of the Sal-
vadoran economy is the financial services sector, which
has grown rapidly in recent years as the dependence on
agricultural exports has declined. The sector registered an
annual growth rate of 9.6 percent between 1995 and 1999.

In November 1998, the central bank in El Salvador
increased bank reserve requirements by 3 percent. The in-
crease was phased in over 5 months to reduce the avail-
able money supply and slow inflation. As a result, the av-
erage reserve ratio rose from 21 percent to 24 percent.
Banks raised interest rates to make up for lost liquidity,
and the economy slowed. In 1999, requirement rates were
restored to their previous levels. A drop in interest rates
could help quicken the rate of economic growth.

The rise in bank reserve ratios may also have been
implemented to keep banks from overextending them-
selves. Bank failures in the 1990s lowered client confi-
dence and small banks have suffered as a result, with
many depositors transferring funds to the country’s 3 or
4 largest institutions.

INTERNATIONAL TRADE

War and civil unrest in El Salvador during the 1980s
disrupted production, undermined the export sector, and
raised the demand for imported goods. As import levels
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Trade (expressed in hillions of US$): El Salvador

Exports Imports
1975 531 614
1980 .967 .966
1985 679 .961
1990 .582 1.263
1995 .998 2.853
1998 1.263 3.112

SOURCE: International Monetary Fund. International Financial
Statistics Yearbook 1999.

began to surge in the early 1990s, the trade deficit grew,
reaching US$1.7 billion in 1995, about 15.4 percent of
the GDP. By 1999, the deficit had narrowed slightly to
US$1.6 billion, accounting for 13.3 percent of the GDP.

Total exports in 1999 amounted to around US$2.5
billion, and imports were about US$4.1 billion. These
amounts rose to US$2.8 billion for exports and US$4.6
billion for imports by 2000, according to the World Fact-
book. Over the years, El Salvador’s trade imbalance has
been partially offset by family remittances. However,
continuing deficits have forced the country to rely on for-
eign aid to pay for consumption.

El Salvador is dependent on the United States for a
majority of its trade. Exports to the United States grew
steadily over the latter part of the 1990s, climbing from
US$844 million in 1995 to US$1.5 billion in 1999. By
the end of the decade exports to the United States ac-
counted for 63 percent of the total. Imports of U.S. goods
grew as well during this period, though not as dramati-
cally, rising from US$1.7 billion in 1995 to about US$2.1
billion in 1999. As of 1999, about 52 percent of Sal-
vadoran imports came from the United States.

El Salvador’s largest trading partner behind the
United States is Guatemala, which accounts for about 11
percent of its exports and 9 percent of its imports. The
remaining trade is conducted primarily with Germany,
Japan, Costa Rica, Honduras, the Netherlands, Mexico,
and Panama. El Salvador’s main exports include coffee,
sugar, and shrimp, as well as textiles and products de-
rived from offshore assembly.

The Triangulo del Norto (Northern Triangle, or NT,
consisting of El Salvador, Guatemala, and Honduras) has
negotiated a free trade agreement with Mexico pending
approval from the United States. Talks with Mexico
stalled in 1998 when NT countries demanded they be
given up to 15 years of preferential access to Mexican
markets to allow local industries time to retool and to
mitigate near-term trade imbalances which might arise
from an influx of Mexican goods. Disputes blocking the
deal were resolved in the latter part of 2000, and an agree-
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ment was signed. Mexican industries have become in-
creasingly interested in Central American markets, pri-
marily for the distribution of household appliances,
processed foods, clothing, and footwear. Under the terms
of NAFTA, trade agreements between Mexico and her
neighbors must gain U.S. approval.

El Salvador, at least in the near term, will probably
not succeed in its bid to gain NAFTA parity for its ex-
ports. NAFTA parity would benefit El Salvador by mak-
ing merchandise shipped to the United States more com-
petitive. Rising levels of drug trafficking and organized
crime in El Salvador could complicate future bids for ex-
port parity.

MONEY

Stabilizing El Salvador’s currency and keeping in-
flation down are key components in the government’s
plan to attract foreign investment. In 1994, the colon
was fixed at ¢8.755 = US$1. Strong reserves allowed
the Central Bank to maintain the fixed exchange rate.
Bank reserves in 1999 were US$1.97 billion, nearly 4
times what they were in 1992, when reserves stood at
US$501 million. The end of the civil war, privatization
of state assets, and strong family remittances have fu-
eled the growth in reserves, which rose US$204 million
in 1999 alone.

On 1 January 2001, the government in El Salvador
gave up control of its monetary policy. It abandoned the
fixed exchange rate and “dollarized” the economy. Thus,
U.S. currency can be used in El Salvador as legal tender.
El Salvadoran monetary policy is now effectively in the
hands of the U.S. Federal Reserve Bank.

Proponents of dollarization say it will keep the cur-
rency stable and help drive interest rates down. Critics
argue that the export sector could be hurt by the move.
They point out that exporters are having trouble main-
taining market share in the global economy. Converting
to the dollar, they argue, might lock in this competitive
disadvantage.

Exchange rates: El Salvador

Salvadoran colones per US$1

Jan 2001 8.755
2000 8.755
1999 8.755
1998 8.755
1997 8.755
1996 8.755

Note: Salvadoran currency has been at a fixed rate since 1993.

SOURCE: CIA World Factbook 2001 [ONLINE].
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POVERTY AND WEALTH

The wealth in El Salvador is held by a small mi-
nority of the population who made their money from
coffee and sugar and have now diversified into finance
and commerce. Land reforms and property redistribu-
tion in the 1980s improved the situation for many small
farmers and peasants, but there is still a substantial di-
vide between the rich and the poor. According to a re-
port from the U.S. Agency for International Develop-
ment (USAID), El Salvador’s per capita income is the
fifth lowest in the Western Hemisphere (when adjusted
to reflect the cost of living).

The health-care system in El Salvador is in a state of
disarray. Medical unions are resisting government moves
toward privatization, and as a result strikes by hospital
personnel have become common. Supplies of basic drugs
and medical equipment are often inadequate. Hospital
budgets are used up to pay salaries, with little left over
for other costs. Still, general health trends have managed
to improve over the last 30 years. The infant mortality
rate, though still high, has fallen by over 70 percent in
the last 3 decades, from 105 per 1,000 live births in 1970
to 31 per 1,000 in 1997. During the same period, life ex-
pectancy increased from 57.4 to 69.1 years. The death
rate for children under 5 remains high at 81 per 1,000.

The education system in El Salvador is weak. Ac-
cording to the USAID report published in 1998, less than
50 percent of Salvadorans graduate from the sixth grade,
only 1 out of 3 complete the ninth grade, and only 1 out
of 5 complete high school. The Ministry of Education has
worked to improve the quality of schooling in El Sal-
vador, and some of its efforts have met with success. The
Economist Intelligence Unit (EIU) reported in 2000 that
programs designed to increase community participation
in education at rural schools has increased student en-
rollment. The school day has been extended as well. Also,
in 1995 a program was introduced integrating health care
and public works agencies with education initiatives to
ensure students had clean water, regular medical exami-
nations, and nutritional monitoring.

GDP per Capita (US$)

Country 1975 1980 1985 1990 1998
El Salvador 1,779 1,596 1,333 1,378 1,716
United States 19,364 21,529 23,200 25,363 29,683
Mexico 3,380 4,167 4,106 4,046 4,459
Guatemala 1,371 1,598 1,330 1,358 1,533
SOURCE: United Nations. Human Development Report 2000;
Trends in human development and per capita income.
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Distribution of Income or Consumption by Percentage
Share: El Salvador

Lowest 10% 1.2
Lowest 20% 3.4
Second 20% 7.5
Third 20% 12.5
Fourth 20% 20.2
Highest 20% 56.5
Highest 10% 40.5

Survey year: 1996

Note: This information refers to income shares by percentiles of the
population and is ranked by per capita income.

SOURCE: 2000 World Development Indicators [CD-ROM].

El Salvador is highly polluted and suffers from se-
vere environmental degradation. By some estimates, only
59 percent of the population has access to safe drinking
water. That figure is likely optimistic. Recent studies
have shown that the Lempa river, the country’s main
potable water source, is contaminated with dangerously
high levels of mercury and other heavy metals.

The earthquakes that struck El Salvador in January
and February 2001 have made matters worse for the poor.
Many were left homeless. Social services have been cut
or delayed. The Flores administration has its work cut
out for it. Its leadership, or lack thereof, during this cri-
sis will likely determine the future political landscape in
El Salvador.

WORKING CONDITIONS

A number of labor laws exist in El Salvador to pro-
tect the rights of workers. Some of these laws are en-
forced more than others. The Ministry of Labor, respon-
sible for upholding labor-related statutes, has limited
resources and, as a government agency, has at times been
accused of bias when dealing with government-union
conflicts.

According to the constitution, workers are guaran-
teed the right to unionize without the threat of harassment
or discrimination. However, this right has not always been
recognized. When the government telecommunications
firm, CTE, was put up for sale in the 1990s, 72 labor lead-
ers were fired to keep the company union-free for poten-
tial purchasers. When the workers appealed, the Ministry
of Labor sided with the government on dubious grounds.

Because of its limited resources, the Ministry of La-
bor cannot conduct thorough labor inspections through-
out the country, especially outside the manufacturing dis-
tricts, and worker complaints of mistreatment, though not
altogether common, frequently go uninvestigated.
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Forced labor is generally prohibited by law, although
in cases of calamity or national emergency the govern-
ment can make exceptions. Child labor is prohibited.
Children below the age 14 are not allowed to enter the
workforce. Minors between the ages of 14 and 18 may
work with permission from the Ministry of Labor if their
employment is indispensable to either themselves or their
family. Many children under 14 work despite the laws,
either as street vendors or doing general labor for small
businesses in the informal sector.

The minimum wage in El Salvador varies depend-
ing on the industry. Set by a tripartite commission (con-
sisting of members of government, labor, and business),
the minimum wage per day as of 1 May 1998 was
US$4.81 for commercial, industrial, and service em-
ployees. Coffee plantation workers received US$3.66
plus a food allowance, and sugar and cotton plantation
workers were paid US$2.61 plus a food allowance. All
other agro-industrial workers were paid a minimum of
US$2.47 per day. The minimum wage does not provide
a decent standard of living for either individuals or their
families.

Workers are on the job 6 days a week, for 8 hours a
day. They get paid, however, for 7 days (56 hours) of
work each week. Minors between age 14 and 18 are re-
quired to work no more than 6 hours a day. Employers
are required to provide 1 month’s wage per year as a
bonus to workers, who are also supposed to be given 2
weeks of paid vacation a year.

COUNTRY HISTORY AND
ECONOMIC DEVELOPMENT

1524. The Spanish first attempt to subjugate the terri-
tory of what is now EI Salvador.

1821. El Salvador gains independence.

1822. El Salvador refuses to join union with Mexico,
insists on maintaining its independence.

1823. The country joins the Central American Federa-
tion under General Manuel Jose Arce.

1838. The Central American Federation collapses. El
Salvador becomes an independent republic.

1850s. El Salvador begins large-scale production of
coffee after the discovery of synthetic dyes renders in-
digo production unprofitable.

1972. Jose Napoleon Duarte, leader of the Christian
Democratic Party, wins the presidential election. The
election is overturned by the military. Guerilla groups
are formed in opposition to military rule.

1977. Right-wing government of General Carlos Hum-
berto Romero comes to power.
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1979. Leftist guerilla warfare breaks out in the cities
and in the countryside and results in a 12-year civil
war. Reform-minded military officers and civilian lead-
ers unite and oust Romero, forming a revolutionary
junta.

1980. Duarte, who has returned after being tortured
and exiled in 1972, joins the junta.

1982. Salvadorans elect a new constituent assembly.

1983. The assembly drafts a new constitution strength-
ening individual rights.

1984. Duarte, head of the Nationalist Republican Al-
liance (Arena), becomes the first freely-elected presi-
dent in over 50 years.

1989. Arena’s Alfredo Cristiani wins the presidency.
Talks are initiated in September between government
and the Farabundo Marti National Liberation Front
(FMLN). Talks break down in November when FMLN
guerillas launch a nationwide offensive.

1990. The UN steps in to mediate the conflict. El Sal-
vador allows its exchange rate to float.

1991. The New York accord is signed by both sides,
setting up a framework for peace. The banking system
is re-privatized.

1992. A final peace agreement is signed. The FMLN
lays down its arms, transforming itself into a main-
stream political party. A value-added tax is instituted at
10 percent.

1994. Armando Calderon Sol of the Arena party takes
over the presidency. He introduces reforms aimed at
liberalizing the economy, including the privatization of
state assets. He also institutes monetary stability.

1995. A plan to dollarize the economy fails. The VAT
is increased to 13 percent. The economy starts to slow.

1996. Laws to facilitate privatization of state assets are
passed.

1998. State sells 4 of its regional electricity distribu-
tors. The state telecoms are broken up. Social security
privatization begins.

1999. Francisco Flores of the Arena party becomes
president.

2001. Earthquakes hit, damaging homes and infrastruc-
ture, killing many people. The government dollarizes
the economy.

FUTURE TRENDS

El Salvador’s future is uncertain. It is a country be-
sieged by poverty and corruption. Crime rates are high,
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the standard of living is low, services are scarce, and
health care is inadequate. A series of natural disasters
have worsened already poor conditions. Hurricane Mitch
in 1998 and earthquakes in January and February of 2001
damaged the country’s infrastructure, slowed the econ-
omy, and destroyed thousands of homes, leaving many
in El Salvador, especially the poor, in dire straits. Road
and infrastructure improvements will now have to be de-
layed as funds are diverted to general reconstruction pro-
jects. The administration under President Francisco Flo-
res will be tested by the current situation. Flores has
already been accused of allocating economic aid along
partisan political lines, and his ability to effectively steer
the country out of the current crisis will affect his chances
for reelection in 2004.

El Salvador has signed a trade agreement with Mex-
ico which will grant Salvadoran exports preferential ac-
cess to Mexican markets. Trade agreements with the Do-
minican Republic and Chile should be ratified in 2001-02,
which could help boost the economy. What is certain is
that solid economic performance will depend on contin-
ued growth in the manufacturing and services sectors,
whose expansion after the cease-fire helped fuel the post-
war boom. Where El Salvador is most vulnerable is in its
dependence on U.S. markets, which account for nearly 60
percent of its exports. A high performing U.S. economy
will guarantee El Salvador good export earnings. A down-
turn in the U.S. economy, however, will lower the de-
mand for imports, diminishing one of El Salvador’s main
sources of foreign exchange.
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El Salvador will continue to battle unemployment
among young males, which, according to some analysts,
has contributed to high crime rates. Smuggling, drug traf-
ficking, and money laundering, if left unchecked, will
likely complicate relations with the United States and pre-
clude future trade arrangements.

DEPENDENCIES

El Salvador has no territories or colonies.
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FRENCH ANTILLES
AND FRENCH GUIANA

CAPITAL: French Guiana: Cayenne; Martinique:
Fort-de-France; Guadeloupe: Basse-Terre.

MONETARY UNIT: French franc (F). 1 franc equals
100 centimes. Notes are available in denominations
of 20, 50, 100, 200, and 500 francs. Coins are in
denominations of 5, 10, 20, and 50 centimes, and
1, 2, 5, 10, and 20 francs.

CHIEF EXPORTS: French Guiana: Shrimp, timber,
gold, rum, rosewood essence; Martinique: Refined
petroleum products, bananas, rum; Guadeloupe:
Bananas, sugar, and rum.

CHIEF IMPORTS: French Guiana: Food (grains,
processed meat), machinery and transport equipment,
fuels, chemicals; Martinique: Petroleum products,
crude oil, foodstuffs, construction materials, vehicles,
clothing, other consumer goods; Guadeloupe: Food-
stuffs, fuels, vehicles, clothing and other consumer
goods, construction material.

GROSS DOMESTIC PRODUCT: French Guiana:
US$1 billion; Martinique: US$4.39 billion;
Guadeloupe: US$3.7 billion (all in purchasing
power parity, 1997 est.).

BALANCE OF TRADE: Exports: French Guiana,
USS$155 million; Martinigue, US$250 million;
Guadeloupe, US$140 million (all f.o.b., 1997).
Imports: French Guiana, US$625 million;
Martinique, US$2 billion; Guadeloupe, US$1.7
billion (all c.i.f., 1997).

COUNTRY OVERVIEW

LOCATION AND SIZE. French Guiana, Martinique, and
Guadeloupe are each separate overseas departments of
France. Martinique and Guadeloupe are collectively re-
ferred to as the French Antilles, while the 3 countries to-
gether comprise the 3 Caribbean Departments of France.
Located in northern South America, French Guiana is
bordered by Brazil to the south and the east, the Atlantic
Ocean to the north, and Suriname to the west. The total
area of French Guiana is 91,000 square kilometers
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French Guiana
Martinique
Guadeloupe

(35,135 square miles), rendering it slightly smaller than
Indiana, while the coastline spans 378 kilometers (235
miles). Cayenne, the capital of the country, is situated
slightly east of the center point along the coastline.

Martinique, a small island that lies between Do-
minica and St. Lucia in the eastern Caribbean sea, has a
total area of 1,103 square kilometers (426 square miles).
The capital of Martinique, Fort-de-France, is situated on
the northern tip of the island. Martinique is about 6 times
the size of Washington D.C.

Guadeloupe, which actually consists of an archipel-
ago of 9 inhabited islands, is also located in the east
Caribbean sea, to the north of Martinique, south of the
British island Montserrat. The islands of Guadeloupe, in-
cluding the French part of the island of Saint Martin that
is divided with the Netherlands (whose southern portion
is named Sint Maarten and is part of the Netherlands An-
tilles), have a total area of 1,780 square kilometers (687
square miles). The capital of Guadeloupe, the town of
Basse-Terre, is located on one of the 9 islands with the
same name. Comparatively, Guadeloupe is about 10
times the size of Washington, D.C.

POPULATION. The total population of French Guiana
was estimated at 172,605 in 2000, a 4.0 percent increase
from the population of 115,930 in 1990. In 2000, the to-
t