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Abstract 

Based on the directives from May 2007, the negotiations on an EU-Central America 
Association Agreement (AA) were concluded three years later in May 2010 during the EU-
LAC Summit in Madrid. The initialling of the agreement text followed on 22 March 2011 
in Brussels. 

The agreement can be characterized as extensive. In most areas the EU has obtained 
access equal to that granted to the United States under the CAFTA agreement. Moreover, 
the agreement includes commitments on services and intellectual property rights, the 
latter also commitments on covering geographical indications. 

The overall economic impact (in terms of real income) on both regions, the EU and 
Central America is positive. Nevertheless, the impact of the agreement on the economy 
and trade flows of the EU will be negligible due to the small size of the Central American 
economies. In those countries, the Association Agreement will have the biggest impact 
on production and trade in the fruit, vegetables and nuts sector (FVN). 
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INTRODUCTION 

1.1 Geography 

Central America is the southernmost region of North America, lying between Mexico and South 
America and comprising Panama, Costa Rica, Nicaragua, Honduras, El Salvador, Guatemala, and 
Belize.1 

 

 

 

1.2 Central America's economy 

From the mid-19th century onwards, Central America's economy was mainly based on the production 
of coffee and bananas for export. Cotton, sugar, and beef were exported in increasing amounts after 
World War II. Maize, beans, and squash traditionally have been grown as staple foods. Central America 
experienced strong economic growth during the 1960s and 70s, which unfortunately was followed by 
national indebtedness and low or negative economic growth rates in the 1980s. Throughout the 
1980s and into the 90s, armed conflict, civil wars, high inflation, and poor social conditions 
contributed to a deteriorating economy and all countries, except Panama, had to seek foreign aid 
from the World Bank and/or the International Monetary Fund as well as debt relief from their 
international creditors.2 Near the end of the 1990s, the regions' economies rebounded due to the 
various aid programmes that were accompanied by privatisation of companies and utilities as well as 
closer economic cooperation within the region and free trade arrangements with Latin American 
neighbours and beyond. Inter-regional integration started as early as 1960 with the signing of the 
General Treaty on Central American Integration (SICA), which was supported by an annex fostering 

                                                               
1 Belize is not a party to the Association Agreement between the EU and Central America and shall therefore be excluded 
from this note. 
2 Costa Rica, El Salvador, Guatemala and Honduras received IMF support in the form of a Stand-By Arrangement; Nicaragua, 
the poorest country in the region, an Extended Credit Facility. The World Bank stepped in with various technical assistance 
programmes and the Paris Club creditors with debt cancellation in part or total as in the case of Nicaragua. 
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economic integration and the establishment of SIECA3. SIECA was complemented with the 
Agreement on the Central American Tariff and Customs Regime in 1984. On August 5, 2004, five 
Central American countries (Costa Rica, El Salvador, Guatemala, Honduras and Nicaragua), the United 
States of America, and the Dominican Republic signed the Dominican Republic-Central America-
United States Free Trade Agreement (CAFTA-DR). Thereafter, Central American governments 
continued to revitalize their economies further by fostering diversification and expansion of non-
traditional exports.4  

During recent years, substantial reforms to the management of the SICA institutions and specific 
sector strategies in areas such as energy, regional security, social cohesion, agriculture, food security 
and climate change, contributed to macroeconomic stability throughout Central America. This 
positive development has also been backed up by improved fiscal performance, in part assisted by 
debt relief initiatives in Nicaragua and Honduras under the Heavily Indebted Poor Country (HIPC) 
initiative. Although the balance of trade and capital account deficits worsened in 2004, foreign direct 
investment increased by 2.6 percent to some USD 2 billion. However, improving the tax system 
remains a serious challenge for the region. Generally, Central American countries face widespread tax 
evasion and weak performance in tax collection, e.g. 10.5 percent of GDP in Guatemala in 2005. Poor 
tax collection limits the possibility of government in terms of social spending in order to increase 
social cohesion. Remittances from migrants to the US contribute significantly to many Central 
American economies, representing about 15 percent of their GDP. The global financial crisis and the 
increase in oil and food prices in 2007/08 had a negative impact on remittances, trade and growth 
and with that increased poverty and food insecurity.  

 

Main Economic Indictors (2010) 

Country Population 

(Millions) 

Current GDP 

(Euro Billions) 

GDP per Capita 

(Euro) 

    

Costa Rica   4.8   26.4   5.544 

El Salvador   5.9   16.4   2.804 

Guatemala 14.4   30.8   2.142 

Honduras   7.6   11.6   1.520 

Nicaragua   5.8     4.8      827 

Panama   3.5   20.5   5.817 

Source: EuropeanCommission, DG Trade Web site, 17 March 2011 

 

Against the background of different starting points and varying ambitions in terms of economic 
policies, the wealth continues to be unevenly distributed amongst the region. Per capita income 
ranges from Euro 5.817 in the riches Central American country, Panama, which could build on a 
remarkable economic performance over the last years and which is expected to remain one of the 

                                                               
3 Morazán, Pedro, Negre, Mario, Análisis del impacto del CAFTA en Honduras, 2008, p. 43 ff. 
4 Central America - Britannica Online Encyclopedia 
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fastest-growing countries in the Americas, and Euro 827 in the poorest country, Nicaragua, which still 
suffers. Honduras, which accounted for a per capita income of Euro 1.520 in 2010, of course double 
that of Nicaragua but still less one third of GDP per Capita of Costa Rica, apparently has not yet fully 
overcome the set back caused by Hurrican Mitch in 1998. Taken the region as a whole, no progress 
has been achieved in reducing inequality.  In 2007, 40 percent of the overall Central American 
population was still living below the poverty line5. With the exception of Costa Rica, income is also 
unevenly distributed within the individual countries, where the poorest 40 percent of the population 
receive between 10 and 14 percent of total income, respectively.  

 

Gross Domestic Product by Sector 2009 (percentage of total GDP) 

Country Agriculture Industry Services 

    

Costa Rica   7.1 27.2 65.7 

El Salvador 12.5 27.5 60.1  

Guatemala 12.4 28.5 59.0 

Honduras 12.5 27.1 60.4 

Nicaragua 19.0 29.6 51.4 

Panama   5.8 17.1 77.1 

Source: EuropeanCommission, DG Trade Web site, 17 March 2011 

 

GDP by sector (see table above) does not show the same divide amongst the countries. However, also 
here the exception is Panama, where services - overwhelmingly related to the Panama Canal - 
generate almost 80 percent of the country's DGP. Generally, manufacturing is hampered by Central 
America's limited mineral and energy resources and by the restricted size of its market. The 
processing of food, beverages, tobacco and the making of textiles, clothing, shoes, furniture, and 
leather are the main industries. However, much of industrial employment we find in the form of 
cottage industries, where artisans outnumber factory workers. Agriculture still employs a larger 
proportion of workers than any other sector - except in Panama, where services related to the 
Panama Canal are the major economic factor. In Guatemala and Costa Rica, tourism continues to 
establish itself as an important source of income.  

Despite of the overall positive economic development in the region, one cannot overlook that 
insecurity remains to be an impediment to further economic and social progress. In fact, Central 
America is the most violent region in Latin America in terms of drug trafficking (which offers a 
corridor through which passes most of the cocaine consumed in the US) and related crimes.  

 

                                                               
5 European Commission, Summary of mid-term review  2011-2013 of the Regional Strategy Paper Central America 2007-
2013 
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2 PRESENTATION OF THE ASSOCIATION AGREEMENT6 

Based on the directives from May 2007, the negotiations on an EU-Central America Association 
Agreement (AA) were concluded three years later in May 2010 during the EU-LAC Summit in Madrid. 
The initialling of the agreement text followed on 22 March 2011 in Brussels. The Association 
Agreement includes a comprehensive trade chapter.  

In the recitals, the parties expressed their views that the agreement would underline the traditional 
historical, cultural, political, economic and social ties between the parties and strengthen them even 
further. The fact that this AA will be the first region-to-region agreement ever the EU has concluded, it 
will deepen region-to-region relations and foster positive development within the regions, in 
particular in Central America, which regional integration is not yet as deep as the EU's7.  

2.1 General and institutional provisions 

2.1.1 Nature and scope of the agreement 

The AA starts of with stressing the underlying principles which include respect for democratic rules 
and fundamental human rights as well as the promotion of sustainable development, good 
governance and the rule of law. Amongst the objectives it is bi-regional co-operation in all possible 
forms which is the major aim.  

2.1.2 Institutional framework 

An Association Council, which will be composed of representatives of the EU Party and of each of the 
Republics of the Central American Party at ministerial level, shall oversee the fulfilment of the 
objectives and supervise the implementation. The Association council will be assisted by an 
Association Committee, which will meet at senior official level and consider specific issues such as, 
political dialogue, co-operation and/or trade.   

Furthermore, an Association Parliamentary Committee shall be established, which will consist of 
members of the European Parliament, on the one hand, and of members of the Parlamento 
Centroamericano (PARLACEN), on the other hand. PARLACEN will establish its rules of procedure itself 
and work in close contact with the Association Council.  

2.2 Political dialogue 

The Parties agreed that political dialogue should encompass all aspects of mutual interest either at 
the regional or international levels. Against this background, the parties will co-operate in areas such 
as conventional weapons disarmament, the full implementation of the Convention on the Prohibition 
of the Use, Stockpiling, Production and Transfer of Anti-personnel Mines and on their Destruction, 
and the Convention on Certain Conventional Weapons (CCW) and its protocols.  Furthermore, the 
Parties will also co-operate to contribute to countering the proliferation of weapons of mass 
destruction and fight against terrorism as well as serious crimes of international concern.  

Political dialogue will also cover issues such as finance for development, migration, environmental 
protection and sustainable development, securities of citizen as well good governance in the tax area.  

                                                               
6 Parties to the AA were initially Costa Rica, El Salvador, Guatemala, Honduras und Nicaragua. Panama participated in the 
negotiations with observer status and joined the negotiation process in March 2010.  
7 see Regional Economic Integration, Articles 2 and 303 ff. 
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2.3 Co-operation 

The co-operation part contains a non-exhaustive list (see Article 27: Evolution Clause) of areas of 
cooperation such as, democracy and human rights, good governance, modernisation of the state and 
public administration, conflict prevention and resolution, reinforcement of institutions and rule of 
law, justice, freedom and security (e.g. money laundering, including the financing of terrorism and 
the fight against corruption), social development and social cohesion (e.g. employment and social 
protection, education and training), migration, environment, natural disasters and climate change, 
economic and trade development (e.g. customs and trade facilitation, technical assistance on various 
trade aspects such as, intellectual property, technology transfer, artisanal goods, food safety, sanitary 
and phytosanitary matters and animal welfare, renewable energy, fair and sustainable tourism, SMEs, 
and microcredit and microfinance).  

The implementation of the agreed cooperation will be supported by the Commission’s Regional 
Strategy Paper (RSP) for Central America 2007-2013, which pledges Euro 105 million in total. 
According to the mid-term review of the multiannual programming, the RSP for the period 2007-2010 
includes three priorities: 

 Strengthening the institutional system of regional integration; Euro 15 million. 

 Support to the economic integration process, consolidated Customs Union and related 
hamonised policies. A new programme with a volume of Euro 23.5 million, PRACAMS, will 
support the creation of a regional system of quality control and the application of sanitary 
and phytosanitary measures. 

 Strengthening regional governance and security matters, for which Euro 5.5 million were 
spent to promote the coordination between police, immigration and customs authorities. 

 

The implementation of the RSP in the remaining period 2011-2013 shall continue to support the 
Central American process of political, economic and social integration and with that facilitate the 
implementation of the AA; e.g. support for regional economic integration will rise to Euro 44 million 
and strengthening regional security to Euro 7 million.  

2.4 Trade 

The centrepiece of the trade chapter is the free trade area which shall be established in line with Article 
XXIV of the General Agreement on Tariffs and Trade 1994 (GATT 1994) and Article V of the General 
Agreement on Trade in Services (GATS).8  This subchapter will highlight achievements in several 
product categories and is based on information provided by the European Commission.9 

2.4.1 Agriculture and fisheries 

The EU obtained several concessions regarding the export of dairy products. The export of whey will 
be liberalized in a maximum of three years. On milk powder and cheeses (except fresh cheeses) a 
duty-free tariff quota that covers more than the existing trade flows was negotiated and will apply at 
entry into force of the agreement. 

                                                               
8 http://www.wto.org/english/tratop_e/serv_e/gats_factfiction1_e.htm 
9 Please not that this is only a selection of commitments and concessions. 
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Furthermore, tariffs on wines will be dismantled immediately. The same goes for spirits and whisky 
where to the exports to Panama are concerned. For the remaining Central American countries tariffs 
on these products have to be liberalised within six years. On vodka, beers and all other spirits except 
rum, the EU obtained tariff reductions that will place the EU on an equal footing with the US. 

Concerning the tariffs on olive oil, the concessions obtained by the EU exceed those of the US in the 
CAFTA deal: they will be liberalized immediately. For hams, tariff quotas covering more than existing 
trade have been agreed upon, as well as a full out-of-quota linear liberalization in 15 years. 

Out of all concessions on agriculture made by the EU to the Central American countries, those on 
bananas will receive the most attention. The EU will cut its tariff to 75 euro per tonne by 1 January 
2020. This should be compared to the MFN level of 114 euro per tonne that was agreed upon in 
Geneva in December in 2010 and will apply as of 2017. However, the agreement also includes a 
special safeguard clause that will be activated in case of a surge in imports in bananas beyond a 
certain country-specific threshold.   

For the following products duty free quotas will be opened by the EU: sugar and products with high 
sugar content (Central America (five countries) (150 000 t) and Panama (12 000t), with a small annual 
growth rate (3%)), rice (Central America for 20,000t with an annual growth of 1,000 t (5%)) and beef 
(10,000 Carcass Weight Equivalent tonnes (about 7,000 t metric tonnes of boneless cuts), with an 
annual growth of 500 t (5%). The sensitive bulk rum tariff lines will not be liberalised while the less 
sensitive duties on bottled rum will be dismantled over 3 years. 

For fish and fishery products, the EU has granted immediate liberalisation. For shrimps - which 
together with tuna account for 95% of all fish exports to the EU - this means that the tariff moves from 
3.6% in GSP+ to 0% under the Association Agreement. The impact on tuna exports will be smaller as 
the tariff on tuna was already completely liberalized. Nevertheless, the agreement will provide 
greater stability and a more solid legal framework for the considerable investments that EU 
companies have made in this sector. Central America will liberalise most of the EU's fish exports (78% 
in value) from the start, with the remaining 10% being liberalised after 10 years. 

2.4.2 Manufactured goods  

For the EU, almost complete (99 percent) elimination of customs duties on imports of non-agricultural 
products from Central America will become effective upon entry into force of the agreement. 
Exceptions from total liberalisation right from the start, which are representing only one percent of non-
agricultural imports from Central America, we find in sectors such as, pharmaceuticals, chemicals, 
leather and fur, non-ferrous metals, and aluminium. Here, the EU committed itself to fully liberalise its 
markets in a period of up to six years. In fact, virtually all trade in industrial goods and tariff lines are 
already duty free for imports under the existing GSP Plus regime. The value of the trade liberalisation on 
the part of the EU lies therefore in the consolidation of the autonomous GSP Plus arrangement in a bi-
regional agreement, thus enhancing tariff predictability for Central American exporters.  

In terms of value of the EU offer, total EU imports from Central America amount to some 4.5 billion 
euro in 2010 of which 49 percent are non-agricultural products (industrial and fishery).  

Central America on its part, will at entry into force of the agreement liberalise about half of non-
agricultural tariff lines which are representing 69 percent of existing trade. The offer includes sectors 
such as, agricultural equipment, construction equipment, medical equipment, certain chemicals, raw 
materials, nickel, zinc, tin, machinery and appliances as well as optical instruments.  In other sectors 
such as, paper, steel, pharmaceuticals, certain chemicals, rubber, leather and fur, wood, textiles and 
clothing, fibres and yarns, glass, ceramics, aluminium, cameras, binoculars and projectors as well as 
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pearls, precious metals and jewellery, liberalisation will be progressive and covering 95 percent of 
trade and tariff lines after 10 years and 100 percent after 15 years. Most non-agricultural tariffs will be 
phased out on a linear basis, e.g. in equal annual steps. However, motor vehicle tariffs will be phased 
out over a period of 10 years in a non-linear pattern, identical to schedules agreed between Central 
America and the US in the context of the CAFTA agreements. Generally, tariffs will be phased out 
linearly from a harmonised Central American base rate. For products for which no harmonised base 
rate exists (for six percent of industrial tariff lines) the starting point will be the highest currently 
applied rate. When comparing the Central American offer with the CAFTA agreements, parity could 
be reached on at least 80 percent of existing trade with Central America.  

In terms of value of the Central American offer, total imports from the EU amounted to some 7.6 
billion euro in 2010, of which 94 percent represent non-agricultural products (industrial and fishery).  

2.4.3 Other 

The agreement also contains a chapter on intellectual property rights, which includes geographical 
indications (GIs). Central American countries will amend their legislation to establish GIs as sui generis 
rights, similar to the system in the EU. 

2.5 General and final provisions 

The fifth part of the agreement contains several general provisions on - amongst others - the definition 
of the parties, the entry into force of the agreement, the duration, exceptions and the accession of new 
members. 
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3 CURRENT TRADE FLOWS BETWEEN EU AND CENTRAL AMERICA 

The first and foremost observation that can be made when analyzing trade flows between the EU and 
Central America is that these trade flows are relatively much more important for Central America than 
that they are for the EU. In 2009, imports of goods from Central America made up 0.2% of total EU 
imports. In the same year, EU exports of goods to Central America were only a mere 0.4% of total EU 
exports. These numbers are higher for Central America. Of its entire imports in 2009, 7.2% emanated 
from the EU, while 12.3% of its exports were destined for the EU.  

Nevertheless, these figures also show that the EU is not that important to Central America either. The 
United States remains the region's most important market for both import and exports of goods. The US 
accounts for over 20% of Central America's imports and close to 35% of the region's exports. However, 
the share of the US in the overall global trade flows of Central America has been declining over the past 
decade. Simultaneously, trade flows with China have been increasing.  

 

 

It should also be noted that not all Central American countries have a similar export profile or equal 
share in total exports to the EU. For example, Costa Rica has the largest share in the Central American 
exports to the EU (around 60%), while the share of both Nicaragua and El Salvador lies around 5%.  
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Similarly, the export of machinery and transport equipment (under which office and 
telecommunication equipment fall) are the most important export products to the EU for Costa Rica 
(74%) and Panama (65%). However, this does not hold for the other countries. Food and live animals are 
the most important export products to the EU for Guatemala (69%), Honduras (84%), Nicaragua (81%) 
and El Salvador (75%). 

Imports from the EU show a more balanced picture. For all six Central American countries the main 
import product category is machinery and transport equipment. The importance of this product group 
ranges from 56% in Panama to 36% in Guatemala. Similarly, chemical products take second-place in all 
countries, ranging from 29% in Guatemala to 16% in El Salvador. Nevertheless, there are still differences 
between destination countries in terms of total value. Panama accounts for 43%, followed by Costa Rica 
and El Salvador which both account for around 17%.  
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Finally, it is important to take into account the extent of regional integration of the six Central American 
countries. This has been increasing considerably over the past decade: 25% of total exports are intra-
regional (i.e. the other 75% is destined for the rest of the world). Costa Rica and Guatemala are the 
principal 'intraregional exporters'.  Honduras and Nicaragua are the main 'intra regional importers'. 10 

 

Source: Secretariat of Economic Integration Central America 

When it comes to trade in services, the countries of Central America run a trade surplus with the rest of 
the world. The contributions of particularly Costa Rica and Panama are fundamental here. The former 
holds a comparative advantage in computer related services, while the latter has a stronghold in 
maritime services thanks to the Panama Canal.  

 

 

                                                               
10 Secretariat of Economic Integration of Central America (SIECA) at http://www.sieca.int/site/Enlaces.aspx?ID=007001 
(statistics exclude Panama) 
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4 IMPACT ANALYSIS 

During the negotiations process with the countries of Central America, a sustainability impact 
assessment (SIA) was carried out by the European Union (EU).11 This chapter reviews the results of 
that assessment with a specific focus on three areas: trade in goods, trade in services and investment. 
The SIA holds that the overall economic impact (in terms of real income) on both regions, the EU and 
Central America is positive. Trade flows between the two regions will increase and lead to more 
specialization between the EU and Central America, and within Central America.  

Concerning trade in goods, the largest gains are expected in fruit, vegetables and nuts (FVN), 
electronic equipment and transport equipment.  Generally for most services sectors in Central 
America, both imports and exports are expected to increase. The exception may be financial and 
insurance services. Here, EU exports are likely to have a negative impact on output and employment 
in Central-America. However, improved access to financial and insurance services will benefit other 
sectors. Foreign Direct Investment (FDI) into Central America is expected to increase and will result in 
extra production capacity in Central America.  

However, several remarks need to be made. Firstly, the overall impact of the agreement on the EU is 
negligible due to the relatively small share of trade with the countries in Central America and the 
small size of their economies compared to the economy of the EU. The relative impact of the 
agreement on the Central American countries is much higher. Secondly, the most comprehensive 
liberalization scenarios lead to the highest positive impact in economic growth rate.12 Thirdly, the 
impact of the agreement in Central-America differs per country and depending on the extent of 
regional integration in Central America certain intra-regional shifts in production will take place. 

4.1 Trade in goods 

According to the SIA the trade flows between the EU and Central America will increase as a 
consequence of the CAAA. In all scenarios (comprehensive and very comprehensive, short run and 
long run) for all Central American countries except for Costa Rica the increase in the total amount of 
exports will be higher than the total amount of imports. For the Central American countries, the 
percentage changes in overall export value in the various scenarios vary between 2.2 and 18 percent 
and between 1.2 and 21 percent in total import value. For the EU, the results generated by the 
economic model stand at a 0.0% change in both total exports and total imports. This low figure 
should be viewed in relation to the relatively small share of Central-American trade in the total trade 
of the EU with the rest of the world. 13 

At a sectoral level it is possible to also discern specific impacts the CAAA has on the EU. The rest of 
this chapter focuses on those sectors on which the agreement is deemed to have the greatest impact: 
fruit vegetables and nuts, electronics, textiles and clothing and the transport equipment sector. Along 
the lines of the SIA, the impact on both the EU and Central America will be dealt with. 

                                                               
11 http://trade.ec.europa.eu/doclib/html/146042.htm  
12 It should, however, be noted that at the time of execution of the assessment the definitive extent of trade liberalization 
was not known. Therefore, it distinguishes between two scenarios: a "comprehensive free trade agreement (FTA)" or 90% 
bilateral tariff reductions and a "very comprehensive FTA" or 97% bilateral tariff reductions. Unless, specified otherwise, the 
lower and upper margins indicated in this chapter reflect that distinction.  
13 Note that whenever in this chapter is referred to "total imports" or "total exports", reference is made to the total amount of 
trade with all countries in the world, and not to bilateral trade. 
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The CAAA has the biggest impact on production and trade in the fruit, vegetables and nuts sector 
(FVN), where the Central American countries have a comparative advantage. EU total imports are 
expected to marginally increase by around 1 percent as a result of this AA. EU total exports on the 
contrary show a decrease of 1.5 percent (in the very comprehensive scenario). The SIA suggests that 
this would reduce the value of output of the fruit vegetables and nuts sector in the EU between 0.8 
and 1.4 percent. This will also have a negative impact on employment and real wages in the sector in 
the EU. However, consumer prices also decline, leading to a positive welfare gain. Moreover, the EU 
will increase exports in some non-FVN agricultural products such as grains. 

The mirror image can be observed for the Central American region that is expected to ameliorate its 
sectoral trade balance considerably. In the region output, exports, and employment will rise. 
Consumer prices will increase as well, but by a lower percentage than output. The impact differs 
significantly per country. Panama (output increases of 58 to 65%) and Costa Rica (output increases of 
20 to 23%) stand to gain most. Other countries gain as well, but to a lesser extent. Honduras and El 
Salvador will see their output grow by around 6%, while the same figure for Nicaragua lies around 3% 
and is between 0.5% and 0.7% for Guatemala. The increase in exports follows the same pattern and 
again sees the largest increase for Panama (142 to 287%) and Costa Rica (52 to 61%). 

In electronics, exports from the EU will decline marginally. Overall, the already existing trade deficit 
for the electronics sector that the EU has with the Central American region will grow. As a 
consequence the EU electronics sector is expected to slightly contract (0.5%). and employment in the 
sector is expected to decrease up to 1.4%. Costa Rica is the country that by far will profit most in the 
electronics sector. The electronics sector is more important to Costa Rica than any other Central 
American country as a consequence of the presence of skilled labour and active policies to attract FDI. 
Other countries such as Guatemala, El Salvador note the same growth in percentage, but growth is 
small in absolute terms. In Nicaragua the output of the electronics sector is expected to decline 
slightly. 

The impact that the CAAA is likely to have on the textiles and clothing sector is an example of intra-
regional shifts in production patterns in Central America as a consequence of specialization. While El 
Salvador, Honduras and Guatemala are impacted positively, Panama and Costa Rica are impacted 
negatively. However, the textiles and clothing sector in those two countries was very small to begin 
with. Overall, the agreement will lead to a small increase in exports to the EU. It will also improve the 
investment climate in Central America and this may encourage outsourcing of clothing 
manufacturing to the region. These investments would come from Asia and the US. 

In the transport equipment industry the EU has a comparative advantage and this is reflected in the 
current figures of exports to Central America. The export of transport equipment accounts for 48% of 
total EU exports to Central America. The CAAA is expected to lead to a slight increase in these exports, 
while particularly exports and output (minus 25%) from Panama to the EU are expected to decrease. 
Employment in the motor vehicles & parts sector and the transport equipment sector in Central 
America is also expected to drop, though with small absolute values. Labour is likely to shift towards 
sectors where wage are rising such as FVN and electronic equipment. 

4.2 Trade in Services 

While dependent on the extent of successful regional integration, influx of FDI and reduction of non-
tariff measures, for most services sectors in Central America, both imports and exports are expected 
to increase. The exception may be financial and insurance services. Here, EU exports are likely to have 
a negative impact on output and employment in Central-America. Nevertheless, improved access to 
financial and insurance services will benefit other sectors. Then again, the impact is not the same in all 
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countries. Panama actually can be expected to see an increase in output in the financial services and 
insurance services.  

The SIA pays special attention to the maritime transportation services as some secondary effects from 
the increased trade in goods can be expected here. The EU maritime transport sector can expect a 
very small positive impact. The impact is so small because of the large overall size of the sector in the 
EU and the relatively small transport flows between the EU and Central America. The Central 
American maritime transport sector is expected to expand slightly as well (except for Costa Rica). The 
impact will be the largest in Panama as in that country the maritime transport sector makes the 
largest contribution to the country's economy. For the rest of the region developments in this sector 
are much more dependent on investments in port infrastructure and efforts to improve intra-regional 
facilitation of transport services. The latter is needed because currently poor overland infrastructure is 
limiting the access of north-south intra regional cargo to water transport. 

4.3 Foreign Direct Investment (FDI) 

The most important factors that currently hold back the influx of FDI in the Central-American region 
are intra-regional non-tariff measures.  The impact on the EU of an increased investment climate in 
Central America is negligible. Projects of EU firms that want to establish in the region can be expected 
to lead to higher returns and lower risk levels, but this would result in only a very limited increase in 
GDP per capita in the EU.  

The impact of improved investment conditions in the Central American countries on those countries 
themselves can be expected to be bigger. In general, increased FDI flows will allow the countries in 
Central America to best take profit from the trade provisions in the CAAA. Moreover, employment 
opportunities may grow and infrastructure may be improved. It is also likely that European investors 
will demand more transparency and respect for human rights in the region which would improve 
labor and social conditions. The sectors which would attract the most FDI can be expected to differ 
per country.  

5 REACTIONS TO THE AGREEMENT 

In the European Union, the EU-Central America Association Agreement has not received much public 
attention. On the one hand, this can be seen as a logical consequence of the fact that trade with the 
Central American countries is of relatively minor importance for the EU. On the other hand, Central 
American countries generally do not have the same human rights issues as Colombia, which in the case 
of the latter have seen a lot of attention drawn to them. 

In Central-America, the agreement does not take center stage in the public debate either. Most of the 
attention still goes to CAFTA, the trade agreement between the US and Costa Rica, El Salvador, 
Guatemala, Honduras, and Nicaragua. Nevertheless, for both agreements the same issues - biodiversity, 
depletion of natural resources, and access to medicines - are targeted by NGOs and trade unions.  


