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CENTRAL AMERICA & THE CARIBBEAN
Trade History


The first known trading activity for Central America and the Caribbean dates between 4000 and 1000 BC. The first evident signs of trading can be traced back to plant cultivation and hunting. During this time, settlers would travel from North America to South America. In their travel, they would make stops within Central America. Expansion of trade went from hunting and planting to actual pottery (Central America, 2010a).

Today the region has become a major source for raw materials and even labor. It is the leading destination for U.S. goods in Latin America. With the Central America-Dominican Republic Free trade Agreement (CAFTA-DR), there is hope that there will expansion on the labor force and what types of exports and imports come into the region. The region’s location makes it ideal for transporting goods to other areas, such as the United States, in a short matter of time instead of weeks (Brown, 2010).
Major Trade Activities


The major trading partners for the region are the United States, Canada, and Western Europe. With the enactment of the Central America-Dominican Republic Free trade Agreement (CAFTA-DR), the opportunity to trade has grown (Central America, 2010). The United States has been the region’s biggest trade partner. The most well known export products from the region are bananas and coffee (Central America, 2010b). 

1994 was a turning point for the region when the region constructed the Free Trade Area of the Americas (FTAA). In order to work with the FTAA, assistance was needed for the region. The assistance would aid subgroup economies and increase development. One of the main issues of this area would include worker’s rights. This includes the work hours, work pay, and even work environment. Efforts to worker’s rights led to the Hemispheric Free Trade Expansion Project. This project was directed between the region and the United States to support the expansion through technological means. The goal was to modernize the region to improve on existing expansion efforts (Foreign Trade Information System, 2009a).

Key Resources


Central America and the Caribbean have limited resources in terms of minerals and energy. The most dominate energy resource is the region’s use of water. Part of the reason for this is because of the region’s location. The region, at no one point, expands 125 miles from border to border east to west and 1,140 miles north to south; therefore, the amount of land is small. The region is also surrounded by major bodies of water where transportation of good requires a long haul across the sea (Central America, 2010a).

Central America and the Caribbean have a wide variety of landscapes, ranging from mountains to swamp lands. The majority of the region is either hilly or mountainous, which makes cultivating difficult. Nevertheless, the region has a great deal of fertile soil in the non-mountainous areas. There is an average of 40 volcanic cones in the area, providing fertile soil to the low lands through ash from eruptions. The region is primarily tropical, which helps cultivate plants in the lowland areas, making the Caribbean the best area to cultivate plants because it receives double the amount of rain received in the Pacific Central America (Central America, 2010a).

The most common types of natural produce from Central America and Caribbean are coffee and bananas, which have been around since the 4000 BC. Cotton, sugar, and beef also became important exports during the World War II. Some common staples for this region include corn, beans, and squash. Just recently, the region has grown to export actual products for food, beverage, textiles, tobacco, furniture, medical supplies, and more. The focus for the region remains agriculture (Central America, 2010a).

Political Climate

In the 1980’s and 1990’s, it was not uncommon for the Central America and the Caribbean to experience armed conflict, including many civil wars. Because the region faced such hardships from the wars, the region often asked for aid from other countries and regions. During the 1980’s over a million people were displaced from their homes due to the instability of the region (Central America, 2010a).

One issue that remains is the perception that the area is a capitalist region. Some countries within the region still have a communist rule, or a communist influence, such as Cuba. The goal of the entire region is to become capitalist in the way business is conducted to help influence the growth of the economy. Many countries in the region would hold protests against CAFTA-DR, which led to tension among the countries in the region and even those outside the region, such as the United States. In some countries, there is a monopoly in industries such as telecommunications. In 1983, the telecommunication fees of Costa Rica and Nicaragua were so inflated that only governmental agencies could afford any sort of phone or Internet (Almeida & Walker, 2006). 
Other Risk Analysis

Because Central America and the Caribbean faced significant hardships from the wars, the region often asked for aid from other countries and regions. The inflation rate for the region has been high since the 1990’s due to economic instability (Central America, 2010). In 2005, the gross domestic product shrank. Economic performance has only been mediocre for the region. Some believe that with the trade agreement between certain countries, there should be more growth than what the region is currently reporting (USAID, 2010).

Cultural Risks & Issues

Education in the region is below expectations. There are reports that one-half of the children who attend school in the region never make it past fifth grade. From there, only thirty percent make it past secondary education. Those who do achieve in school tend to make low grades on standardized tests (USAID, 2010).

There are reports that the Caribbean region has the second highest HIV/AIDS rates in the world. In the last year alone, over 200,000 citizens contracted some form of a sexually transmitted disease. There are other multiple accounts for diseases in the region aside from sexually transmitted diseases, such as the flu and West Nile virus. This is partly due to poor sanitation resulting from polluted waters (USAID, 2010). 

Region Classification


Central America and the Caribbean have a growing infrastructure of technology, thanks to the Hemispheric Free Trade Expansion. The variety of exports that come from the region, from bananas and coffee to textiles and machinery, shows that the region is moving toward economic success. However, the area’s extreme pollution is contributing to the fall of the economy and the health of the area’s inhabitants, putting the environment and the peoples’ health at risk and demonstrating that this region is least developed. 


Some of the countries are unquestionably developing regions, such as Costa Rica. These countries are helping the region grow in the economic spectrum. However, some countries, like Haiti, have a severely least-developed status. Because of the vast range of classifications of countries within the region, the Central American and Caribbean region could be classified as a region in transition. The developing countries are not only helping themselves grow, but also helping the region as a whole. Inevitably, the growth of successful nations within the region will facilitate the growth of neighboring faltering countries.

Additional Information


With the expanding population, the rainforests are becoming sparse. This will eventually end up affecting the resources the region offers, such as the cultivation of plants. If the fertile land becomes dried out, it will become difficult for the region to grow its most common products, bananas, and coffee. This would lead to less exports and a lower gross domestic product. Currently, some areas within the region are off limits to business development due to the fall of the rainforests. The hope is that these areas will reforest for development (Pfeffer, Schelhas, & Meola, 2006).
Recommendation 

Although there is great potential in the growth of the region, the majority of the countries within Central America and the Caribbean face many challenges for business expansion. From dismal education levels to considerable health concerns, the region itself is a work in progress. Although there are countries within the region that are good for development, the overall region is a questionable place for a business to start. When growth in the region influences and assists more of the impoverished areas, the region may have the potential to welcome more progress.
COSTA RICA
Trade History

Rachowiecki & Thompson (2000) wrote that there were early signs that trading occurred in 20,000 BC. However, the first physical evidence was in 2000 BC. Most of the trading then was in the form of ceramics and stones that Costa Rica offered. However, in the trade settlement, Christopher Columbus was the first person to start trade between Costa Rica and other areas. 

According to the U.S. Department of the State (2010), Christopher Columbus discovered Costa Rica in 1502. Settlers began to inhabit in 1522. Since then, Costa Rica has been trading natural resources back and forth to Spain. Such natural resources included gold and minerals. Not long after, the country decided to stick to cultivating the country’s own agriculture (Costa Rica, n.d.). Since, Costa Rica has been importing and exporting other goods, with agriculture opening back up. Total exports for Costa Rica reached $8 billion and imports reached $10.5 billion in 2008, according to the Central Intelligence Agency (2010a). 

Major Trade Activities

In 2008, Costa Rica accounted for $9.6 billion in trading both to and from the United States. This ranked Costa Rica as the 49th largest trader with the United States. The Office of the United States Trade Representative (2009a) showed that Costa Rica was the United States’ 37th largest export nation. In 2008, Costa Rica was ranked 53rd for being largest supplier of imports into the United States. In 2008, the United States held a trade surplus of $1.7 billion with Costa Rica, which increased from the previous year (Office of the United States Trade Representative, 2009a).

In 1997, Costa Rica and the United States signed the Declaration of Jose. The goal of this declaration was to support international trading with not only the United States, but also other Central American countries. One of the main purposes of the declaration was to help control drug trafficking. Although the goal was to support trading internationally, the only signees were those of the United States and Central America: El Salvador, Costa Rica, Guatemala, Honduras, Nicaragua, Dominican Republic, and Belize

Key Resources


Top resources, as of 2008, that Costa Rica exported to the Unites States included oil at $459 million, plastic at $369 million, and corn and wheat at $320 million. Popular exports from Costa Rica into the United States included fruits and nuts at $699 million and spices, coffee, and teas at $193 million (Office of the United States Trade Representative, 2009a). 


Considering Costa Rica has water on either side of the country, the country has notable recognition for their hydroelectric power. The country’s focus was to promote the use of hydroelectricity for energy resources aside from using the traditional polluted methods. In agricultural exports, Costa Rica is famous for their coffee. Not far behind coffee, agricultural exports include bananas, sugar, rice, fruits, corn, and timber. In terms of machinery, or electronics, Costa Rica was famous for the machinery, medical equipment, plastic equipment, and processing machines, the country exports (U.S. Department of the State, 2010)


The World Trade Organization shows that Costa Rica has strong enforcement of financial activities, including taxes. There is a Ministry of Finance whose job is to end tax fraud, smuggling, and the like. The Ministry for Finance and Ministry of Justice team up to deal with enforcement of the rights of intellectual property (World Trade Organization, 2010a). Even though the country holds these positions in office, Costa Rica ranked 121 of 182 in businesses for banking on Doing Business. This tends to lead business owners in fear of their financial security. 


Costa Rica was primarily Spanish and Indian when first founded. However, over the years, this has changed. The primary heritage of those now living in Costa Rica is of European descent. Of the European culture, the focus was those from Spain and England according to the U.S. Department of the State (2010). Local countries that have migrated into Costa Rica include Nicaragua and Jamaica. 

Political Climate


 Costa Rica has a democratic environment. Executive branch has a president that runs for four years, as in the United States. However, unlike the United States, Costa Rica has two vice-presidents (U.S. Department of the State, 2010). Some books state that Costa Rica became independent from Spain in 1821 (Rachowiecki & Thompson, 2000), the U.S. Department of State shows that Costa Rica has had independence from Mexico in 1838. At this point, Costa Rica created a Constitution in 1959. Although there still was communist political parties that have tried to regain control over Costa Rica, no serious violence has occurred to make Costa Rica undesirable. In fact, the Central Intelligence Agency rated Costa Rica as a politically stable country (Central Intelligence Agency, 2010a). 

The Central Intelligence Agency (2010a) showed that Costa Rica has no form of military. The only protection Costa Rica has from violence is in the form of its police force. Citizens can join the police force at sixteen for both male and females. Given the population on Costa Rica, males were more prone to becoming cops in Costa Rica. The other enforcement that Costa Rica has is the Ministry of Public Security. 

Other Risk Analysis


Costa Rica’s inflation in 2009 was an estimated 8.3%. This has dropped since 2008 from 13.4%. This showed that the economy in Costa Rica is not stable based on such a dramatic drop. Costa Rica’s currency is the Costa Rica Colon (U.S. Department of the State, 2010). The Central Intelligence Agency (2010a) stated that Costa Rica is risky in terms of business contracts and weak investor protection. One issue that Costa Rica has not been able to flee from is the issue of poverty. The country has not been able to reduce their poverty levels in 20 years. The employment rate has also risen in the last year alone from 4.9% to 6.4% (Central Intelligence Agency, 2010a). 

Cultural Risks & Issues

The top 183 countries were categorized based on several factors on Doing Business. According to the website, Doing Business, Costa Rica ranked 121 for overall ease of doing business. It ranks 60 in one of the best trading countries. However, when it comes to enforcing contracts, Costa Rica only ranks 132. This can steer some of the potential foreign investors out of Costa Rica. 

According to Costa Rica’s website, businessmen are to wear dark suits, although jackets are optional in the more humid and hotter areas of Costa Rica. Women commonly wear pants to their jobs, but skirts and dresses are appropriate as well. If jackets are worn, it is respectable to keep the jacket on during a business meeting. Costa Rican business is very formal. Before a business meeting, Costa Rican’s believe guests should bathe, as it is a sign of respect. Although most gestures are understood, the fumbling of hands and feet are considered inappropriate and disrespectful. When a business meeting takes place, the people believe you are to arrive on time, if not a little early. Gift exchange is a major deal when dealing with business meetings. Handshakes and titles are extremely important in Costa Rica. If not used, it can be a sign of disrespect and may lose a business contract. 

Costa Rica Tourism news reported that tourism in 2009 dropped by 8%. This is crucial when considering that tourism is a leading source of income for the country. Some believed this was due to the economic issues that were faced in the United States during 2009 and previous years. However, this is convinced Costa Rica to push for 2010 tourism improvements. One of their potential pushes for more tourism is the use of American television travel channels to promote the country.

Country Classification


Costa Rica is expanding annually according to reports from the Central Intelligence Agency. The country deterred from only exporting natural materials and food, such as bananas, spices, and more, to exporting actual products, such as medical devices and microchips. Imports still exceeded exports by $2.43 million, according to the Central Intelligence Agency (2010a). The number of both the exports and the imports dropped since 2008, which is the opposite of growing to become a newly industrialized country. However, since Costa Rica does have the resources that help in development, therefore it is not classified as a least-developed nation. Since Costa Rica is showing some progress in terms of differentiating their exports and noticeable distinguishing factors of classes, Costa Rica would be a developing country. 

Legal System

According to the U.S. Department of the State (2010), Costa Rica became part of Central America in 1821. Then in 1838, Costa Rica withdrew and became independent due to border disputes between the Central American Federation and Mexico. Costa Rica also has a legislative and judicial branch (U.S. Department of the State, 2010). Costa Rica has only had a constitution for 61 years, which was recently amended in 1953 (Central Intelligence Agency, 2010a). 

As mentioned previously, there is one President, who is Chief of State and Head of Government, and two vice Presidents. According to the U.S. Department of State, Costa Rica does have a Supreme Court, which is comprised of twenty-two justices. This judiciary is separate from legislative and executive branches to ensure a fair trial has taken place. Costa Rica is based on civil law practices. In order for a decision to take place, two thirds of the justices must agree on an outcome. With the judicial, executive, and legislative branches, there is also an electoral tribunal. 

Trade Agreements

Costa Rica just recently made a decision to agree to the Central America Free Trade Agreement with the United States. There were five other nations that signed onto the agreement, including El Salvador, Honduras, Dominican Republic, Nicaragua, and Guatemala (Jenalia, n.d). The President of the United States signed the Central American Free Trade Agreement in 2005, but it was not into force until 2009 with Costa Rica. With this agreement, the United States has the third largest trade behind Mexico and Brazil. The agreement is to help reduce tariff and non-tariff barriers across these countries, which is partially why it took so long to come into force with Costa Rica. Costa Rica had closed certain sectors to competition (Jenalia, n.d). Under the Central American Free Trade Agreement, Costa Rica was required to open some of those sectors: including telecommunications and insurance. However, the only way Costa Rica agreed to this was by having the United States agree to import one-tenth of its sugar from Costa Rica (Jenalia, n.d). 

The Canada-Costa Rica Free Trade Agreement was signed in 2001 and enforced in 2002. The trade helps open up trade between Canada and Costa Rica through reduction of tariffs on 194 of Costa Rica’s agricultural goods. Canada and Costa Rica trade about 653 agricultural goods. The trade agreement gradually takes place between immediate enforcement and fourteen-year enforcement, depending on the good (Agriculture and Agri-Food Canada, 2010). 

The Caribbean Community (CARICOM)-Costa Rica Trade Agreement was enacted to help promote job creation and investment. The agreement ensures that no new tariffs are placed on goods, nor are existing tariffs increased. The agreement seeks to eliminate duties between multiple countries and Costa Rica. The agreement goes on to discuss how some products, or services, that are limited to importation to Costa Rica (such as equipment for press and advertising filming) now be open temporarily (Parliament of the Republic of Trinidad and Tobago, 2010). 

The Caribbean Basin Initiative was introduced in 18 countries in order to trade with the United States Duty free. Costa Rica was part of this initiative. The Caribbean Basin Initiative initially was part of another Act, the Caribbean Basin Economy Recovery Act, but expanded in 2002 to become the Caribbean Basin Initiative. 

In 1990, Costa Rica became a member of GATT. In 1995, Costa Rica was inducted into the World Trade Organization (2010a). Although those are two important memberships, there are other upcoming trade agreements. As of February 2010, Costa Rica and China are in talks for a free trade agreement. The idea behind the trade agreement is to open up products and rules for tariffs on agricultural products from Costa Rica. Some of the leading products would include pineapples, pork, beef, chicken, bananas, and orange juice (AFP, 2010). It is believed that the trade deal will improve the economy of Costa Rica by opening up trade. 

Additional Information

Costa Rica was ranked as the number one most competitive country in Central America for 2009-2010 (Costa Rica Tourism, 2010). This study is conducted on a yearly basis for 133 countries. Costa Rica was 7th in overall developing countries, but number one in the Caribbean. Costa Rica has sustained economic growth yearly according to the Central Intelligence Agency (2010a). Part of the reason for this expansion, also according to the Central Intelligence Agency, is because Costa Rica has expanded their exports to include items such as microchips, plastic products, and medical equipment as well. Another reason for the expanded growth is the use of tourism. 

Costa Rica has a good reputation of being environmentally friendly. Costa Rica Tourism news has several reports on how the country is trying to conserve for the environment. In fact, the country was ranked number three in the world for best country in conserving for the environment. Costa Rica is the seat country for the “Save My Planet” program. The yearly program goes country to country to show how each one is preserving in the environment (Costa Rica Tourism, 2010). According to the World Trade Organization website, certain items, such as logs from specific areas, are banned from exportation due to endangered species (2010a).
Recommendation 

Although the amount of exports and imports has dropped since 2008, Costa Rica is a prime country to place a business. The country has little political threat for which a company should be worried about a takeover in a communist act. Costa Rica has expanded their offerings in terms of exports and is receiving a wider range of imports. This brings in new development for a country and more money. The country has many natural resources that are prime products for other countries. 

The fact that Costa Rica brings in tourism is a great incentive for a business to expand into the country. The fact that Costa Rica has received several awards for being economically friendly gives a good reputation on the country. This, in turn, brings in more tourists, if not permanent settlers. Some businesses that could be successful in Costa Rica, just based on tourism alone, are businesses that offer excursion tours. Great activities in, and around, Costa Rica would include surfing, hiking, Rainforest canopy tours, hotels, and coffee shops. 

Since Costa Rica has a reputation for being environmentally friendly, great natural resources, and brings in many tourists, there are three main businesses that are ideal for the country. Tourism businesses would be a great start for a newly founded business. The businesses could base their user information on the history of Costa Rica and its beautiful surroundings. The second type of business that would be good for Costa Rica would be an energy or environment company. In such an instance, the company could focus on improving energy efficiency from Costa Rica’s natural water supply. The last company that Costa Rica would be successful at would be a business directed towards manufacturing the natural resources of Costa Rica. Businesses could expand the ability to export natural resources through factories.

Some businesses that could not be successful are businesses that rely heavy on fossil fuel as a way for creating energy. Since Costa Rica is environmentally friendly and consumes most of their energy through their water resources, anything aside from that may be looked down upon and receive a bad reputation. At the same time, businesses that focus primarily on the natural resources in Costa Rica may not be successful either. If a new factory comes in trying to sell coffee and bananas, they may not be successful as there is an already established business. Usually established businesses have a reputation. Competing against these companies would be difficult and may ultimately lead to failure. 
DOMINICAN REPUBLIC
Background

The Dominican Republic sits east of Haiti on the eastern portion of Hispaniola, an island located between the Caribbean Sea and the North Atlantic Ocean (The CIA World Factbook, 2010). The country covers 18,172 square miles and its population is approximately 9.65 million (The U.S. Department of State, 2009). The Dominican Republic is a developing country with 42.2% of its citizens living in poverty (The CIA World Factbook, 2010). 

Since gaining its independence from Spain in the mid-1800’s, this Spanish-speaking nation’s past has been marked by instability, dictatorships, military coups, uprising, civil war, economic problems, and periodic intervention by the United States (The CIA World Factbook, 2010). By the early 1980’s, the country achieved a semblance of political stability; however, the economy remained problematic. Despite efforts to address the nation’s dismal economic situation, the Dominican Republic continued to experience high inflation, currency devaluation, breakdowns in utilities and service delivery, violent protests, and strikes as late as the 1980’s. 
Economic reforms and growth fueled by tourism, telecommunications, and maquiladora manufacturing provided relief and growth during the 1990’s; however, by 2003, the Dominican Republic was once again experiencing negative growth (Heritage Foundation, 2010a). The Central America-Dominican Republic Free Trade Agreement (CAFTA-DR), which was fully implemented by 2007, encouraged investment and expanded exports, facilitating some recovery; nevertheless, the Dominican Republic is currently experiencing another economic downturn, although positive indicators suggest recovery is underway. 
Trade History and Activities
Historically, the Dominican Republic’s economy has been largely dependent upon the export of sugar, coffee, and tobacco. According to the United States Agency for International Development, the Dominican Republic is “strongly integrated” with international markets (2006). Foreign investors do not need government permission to engage in operations in the Dominican Republic. Until 2000, tariffs were as high as 40% (Political Yearbook, 2009). By 2008, the Dominican Republic’s weighted average tariff rate was five percent (The Heritage Foundation, 2010a). Nevertheless, there is some non-tariff trade barriers still associated with doing business in the Dominican Republic. These non-tariff barriers include import permit requirements, restrictive regulations and standards, non-transparent government procurement, inefficient customs administration, and corruption (Heritage Foundation, 2010a).
Overall, exporting to the Dominican Republic typically requires less time and cost than to other nations in the region. Importing from the nation also takes less time than other countries (The Doing Business, 2010). Bilateral trade between the United States and the Dominican Republic totaled $10.3 billion in 2007 (U.S. Commercial Service, 2010b). In 2008, exports from the Dominican Republic totaled $6.484 billion (U.S. Department of State, 2009). Products typically exported by the Dominican Republic include textiles, sugar, ferronickel, cacao, tobacco, meats, and medical supplies (U.S. Department of State, 2009). 

The United States is the largest recipient of goods from the Dominican Republic. According to the United States Department of State, the United States accounts for 75% of the Dominican Republic’s total exports (2009). Other popular export locations for goods from the Dominican Republic include Canada, Western Europe, and South Korea (U.S. Department of State, 2009). Imports to the Dominican Republic totaled $8.797 billion in 2008 and include foodstuffs, petroleum, industrial raw materials, and capital goods (U.S. Department of State, 2009). The Dominican Republic is the seventh largest market in the Western Hemisphere for United States exports (U.S. Commercial Service, 2010b). 48% of all imports to the Dominican Republic come from the United States (U.S. Department of State, 2009). Other major importers to the Dominican Republic include Japan, Germany, Venezuela, Mexico, and Colombia (U.S. Department of State, 2009). 
Trade Agreements

A free-trade agreement between the Dominican Republic and the 15-nation Caribbean community (CARICOM) went into effect in January 1999 (Political Risk Yearbook, 2009). Another trade agreement, CAFTA-DR, has had a significant impact on trade with the Dominican Republic, offering tariff reduction and new market access for consumer, industrial, and agricultural goods (U.S. Commercial Service, 2010b). The 2007 agreement permits over 80% of United States goods to enter the Dominican Republic duty-free (Political Risk Yearbook, 2009).  
The Dominican Republic has Free Zones where companies can take advantage of 100% tax and duty exemptions on raw materials and equipment. Companies can also take advantage of unrestricted repatriation of profits. Included in the benefits, companies can utilize incentive programs such as the Caribbean Basin initiative and the GSP, which gives preferential treatment to products manufactured in the Dominican Republic upon entry into the United States. Additional incentives include the Lome IV Accord, which provides the same preference upon entering the European market (Dominican Republic, 2010).  

The Dominican Republic is a member country of the following negotiating groups: the ACP (African, Caribbean, Pacific countries with preferences in the European Union), the G-90 (African, ACP, and least developed countries), the SVE (small and vulnerable countries), the G-33 (the Friends of Special Products Coalition – a coalition of developing countries pressing for flexibility for developing countries to undertake limited market openings in agriculture).

Key Resources

The Dominican Republic, small in size, has limited natural resources. The Dominican Republic has no natural gas production capability. Growth and tourist development over the past decade has resulted in water treatment problems, excessive demands on aquifiers, waste disposal problems, and agricultural runoff issues. The Dominican Republic has adequate communications systems. Its telephone system is constructed for both island-wide and international communication and is based on a microwave radio relay network, fiber optics, submarine cable, and satellite technology (The CIA World Factbook, 2010). Numerous cellular providers offer services on the island. Additionally, the Dominican Republic has full internet capabilities. 
The Dominican Republic’s transportation infrastructure includes 35 airports (16 with paved runways as well as five international airports), a 1,784 kilometer railway system, 9,872 kilometers of paved roads, 9,833 kilometers of unpaved roads, and seven major ports (The CIA World Factbook, 2010). The Dominican Republic has an 85% literacy rate (The U.S. Department of State, June 2009). 
The country offers a large workforce: 62.7% of the country’s population is between the ages of 15 to 64, although most of those workers are unskilled (The CIA World Factbook, 2010). There are certain legally required fringe benefits for workers in the Dominican Republic. These include Christmas bonuses; profit sharing; vacation leave (15 days after one year of employment, 18 days after five years), and limited paid time off for marriage, death, and for any husband whose wife has just given birth (Grant Thornton, n.d.). Employers are also responsible for contributing to employees’ social security and must provide health insurance as well as labor risk insurance. There are strict (and expensive) regulations regarding employee termination (The Heritage Foundation, 2010a). 
The Foreign Investment Law (Law 16-95) was enacted in 1995 to encourage foreign investment and to strengthen the Dominican Republic in the global marketplace (Grant Thornton, n.d.). The financial system in the Dominican Republic is subject to minimal monitoring and regulation. This can make access to credit problematic. Amendments to the Monetary and Finance Law were proposed in 2008 in an effort to toughen regulations and improve confidence (Heritage Foundation, 2010a). The highest income tax rate in the Dominican Republic is 25%, and corporations are taxed a flat rate of 25% (Heritage Foundation, 2010a). Other taxes include a value-added tax, an estate tax, and a net wealth tax (Grant Thornton, n.d.).

Companies seeking to set up branch operations in the Dominican Republic do not need to incorporate a local company; however, it is recommended that foreign companies maintain a legal domicile in the Dominican Republic for administrative purposes (Grant Thornton, n.d.). According to Grant Thornton, net profits can be repatriated in foreign currency without restrictions; however, when a branch structure is used, a foreign company’s entire assets can be subject to liability, not just those in the Dominican Republic.
Legal System
The Dominican Republic’s legal system is based on French civil codes. The Dominican Republic accepts compulsory ICJ jurisdiction. The Heritage Foundation considered the Dominican Republic’s court system to be inefficient, lacking transparency, and riddled with red tape (2010a). The government can appropriate property. Despite major improvements, intellectual property rights remain an area of concern in the Dominican Republic. Property title conflicts have been noted, and corruption continues to affect business disputes, although efforts have been made to address the issue (Heritage Foundation, 2010a). 

Political Climate

The Dominican Republic is a representative democracy with a multi-party system holding national elections every two years (The U.S. Department of State, 2009). The United States has a strong relationship with the Dominican Republic (The U.S. Department of State, June 2009). While the country is considered reasonably safe at this time, protests and political demonstrations are common and frequently turn violent.
Cultural Risks & Issues

Dominicans are less time-conscious than other cultures; consequently, they are often late to meetings or functions. Like most of the region, Dominicans are part of a male-centered culture. Women earn less money than men earn. Women tend to be objectified. Dominicans emphasize relationships and harmony in business dealings. Dominicans do not conduct business on a first-name basis – titles and surnames are essential. Dominicans dislike confrontation and do not respond well to sales pressure tactics. Due to the authoritarian nature of Dominican culture, most firms practice top-down and slow decision-making. Business attire is recommended.
Additional Information
Due to its location, the Dominican Republic is subject to frequent severe storms, including hurricanes, as well as flooding and periods of drought. Additionally, there are some environmental considerations associated with conducting operations in the Dominican Republic. Water shortages and deforestation, as well as damage to coral reefs because of soil erosion, are all areas of concern in the region. Deficiencies in the nation’s electrical supply have resulted in frequent power outages, causing civil and economic problems. These electrical issues remain a major area of concern. There is still a high risk associated with infectious diseases in the Dominican Republic, including prevalence of bacterial diarrhea, hepatitis A, typhoid fever, dengue fever, malaria, and leptospirosis (The CIA World Factbook, 2010).
The Dominican Republic’s GDP was $45.6 billion in 2008 (The U.S. Department of State, 2009). In 2009, inflation in the Dominican Republic stood at 1.4% (The CIA World Factbook, 2010). The official currency of the Dominican Republic is the Peso. For the past nine years, the U.S. dollar exchange rate has ranged from 16.70 to 16.90 pesos per U.S. dollar (Dominican Republic, 2010).

Recommendations 

Several areas within the Dominican Republic are excellent for business. According to the United States Department of Commerce, the best prospects for doing business in the Dominican Republic include household consumer goods, air conditioning, telecommunication equipment and services, and building products. In addition, other top sectors include franchising, computers and peripherals, automotive parts and services, food processing and packaging equipment, cosmetics and toiletries, electrical power systems, hotel and restaurant equipment and services, and drugs and pharmaceuticals (U.S. Commercial Service, 2010b).
GUATEMALA

Trade History

 The early history of Guatemala centered on the Mayan civilization that grew and prospered during the first millennium A.D., and continued for many centuries until the Spanish came in the early 1500’s to the Americas seeking riches (U.S. Department of the State, Diplomacy in Action, 2010). The Spaniards were seeking gold and other minerals to send in trade back to Spain. In the meantime, the Spaniards discovered a source of slaves in the Mayas to work the mines and to send back to Spain as trade goods. 

Guatemala spent about 300 years under Spanish rule but finally won independence in 1821 (Central Intelligence Agency, 2010c). Following that, it formed an alliance with Mexico for a time, and then formed a federation with some of the Central American countries for a time, followed by almost a century of various dictatorships, civilian governments, and insurrections (CIA, 2010). In 1960, an armed revolt began a 36-year period of guerrilla warfare that finally was brought to an end in 1996 when the government signed a peace agreement (U.S. Department of the State, Diplomacy in Action, 2010). Unfortunately, the conflict caused over 100,000 people’s deaths and created about 1 million refugees, many who would flee to the United States (USAID, 2006).   

Major Trade Activities

Nearly 50% of Guatemala’s population work in some form of agriculture with the major products being sugarcane, corn, bananas, coffee, beans, cardamom, cattle, sheep, pigs and chickens (Economy Watch, 2010). In recent years, due to new trade agreements and the opening of more profitable markets for export, farmers have begun producing fruits, vegetables, and cut flowers. Other than agriculture products, the other main export products are petroleum and textiles (Economy Watch, 2010). According to Guatemala’s 2008 Trade Profile from the WTO, the United States is Guatemala’s number one trade partner for both imports and exports (World Trade Organization, 2008). The next four largest importers of Guatemala’s products are El Salvador, Honduras, Mexico, and the European Union (World Trade Organization, 2008). United States imports of agricultural products from Guatemala added up to $1.3 B in 2008, which made Guatemala the 17th largest supplier of agricultural products to the U.S. (Office of the United States Trade Representative, 2009b). The U.S. imported $3.5 billion in total goods including food and manufactured goods from Guatemala in 2008. According to the Office of the United States Trade Representative, the top two products exported to the U.S. were bananas ($375 million) and coffee ($370 million). The third ranked product was raw beet and cane sugar totaling $102 million. Guatemala has seen an increase in the market for sugar. This is due to the increased demand for ethanol supplies in the United States (Office of the United States Trade Representative, 2009b).  

Key Resources


Telecommunication resources are the one bright spot to for Guatemala. The government fully deregulated the telecommunications industry in the 1990’s and foreign ownership is now permitted (Central Intelligence Agency, 2010c). E-commerce is growing, and it is supported by larger banks and supermarkets. In September 2008, the Congress passed a law, which created a much more secure environment for electronic commerce (U.S. Commercial Service, 2010a). The Government Procurement office, as well as the Trade Mark Registry, has launched web pages and online services to speed up their very inefficient services (U.S. Commercial Service, 2010a) 

In reference to financial resources, the inflation rate had been high, peaking in July 2008 at 14%, but fell back under 4% by early 2009 as the economic downturn hit worldwide, and has remained stable since (Heritage Foundation, 2010b). Tax rates are moderately high for the top income levels, and corporate tax rates are 31% (Office of the United States Trade Representative, 2009b). Capital markets are small and not fully developed. The five largest banks hold 80% of total assets. There are few foreign banks currently and they only hold about 8% of deposits. Foreign investors do receive national treatment and repatriation of profits is currently not restricted (Heritage Foundation, 2010b).

Political Climate


 The Republic of Guatemala is a constitutional democratic republic with an elected President, VP, and Congress. The President is both Chief of State and Head of Government, and is elected for a four-year term (U.S. Department of the State, Diplomacy in Action, 2010). The current President Alvaro Colom was elected on promises to improve education, increase spending on health care, promote social democracy, and promote rural development. The election process and the transfer of power went smoothly. There is little risk of armed conflict at this point, as according to the Central Intelligence Agency, Guatemala has a stable army, navy, and air force supported by a male draft of all males 18 to 50 years old for 12 to 24 month duty periods. Females are allowed to be officers. Guatemala has over 2.4 million males classified as fit for military service (Central Intelligence Agency, 2010c).    

Other Risk Analysis


Guatemala’s currency is the quetzal (ket-sahl) normally abbreviated to Q. It is considered fairly stable at around 7.5 Q to one U.S. dollar. It is allowed to fluctuate on the open market but has remained as stable during the last economic downturn that affected the whole world as any other currency (Central Intelligence Agency, 2010c).  


One major concern is the weak rule of law that encourages an escalating violent crime rate. Guatemala has one of the highest murder and robbery rates among Latin American countries (U.S. Commercial Service, 2010a). Well-armed gangs are a constant threat in the cities, while police are understaffed and corruption is found in all levels of the ranks (U.S. Commercial Service, 2010a). Guatemala has become a major transit country for heroin and cocaine, with money laundering a serious problem (Central Intelligence Agency, 2010c). 

Cultural Risks & Issues

Cultural risks are concentrated in what could be termed the results of poverty. There is a prevalence of malnutrition in children and a mortality rate in live births at 240 deaths per 100,000 compared to 43 for Costa Rica (Heritage Foundation, 2010b). Unemployment stands at 40% while 80% of people live below the poverty line, and only 41% of school-aged children are enrolled in school (Heritage Foundation, 2010b). There are significant risks for employees of foreign companies establishing businesses due to the risk of violent crime and infectious diseases including typhoid fever, malaria, and dengue fever (Central Intelligence Agency, 2010c).    

There are differences in styles of doing business and etiquette issues, which are wisely observed and followed. Guatemalans are not “clock watchers” as Americans tend to be, it is common to be 45 minutes late for a luncheon. They wish to build personal relationships before getting down to business, so the foreign visitor should be ready to go home with his host for dinner to meet the family before business is ever brought up (U.S. Commercial Service, 2010a).

Country Classification


Guatemala came into accession, or membership, of GATT and the WTO as of July 1995. The country is specifically classified on the website as a developing country (World Trade Organization, 2010b). As a developing country, Guatemala is vulnerable to many possible risks. Due to its geographic location and risk for natural disasters from hurricanes, mudslides, earthquakes, and drought or flood from El Nino, Guatemala could be threatened with economic collapse at any time without the resources to deal with these natural occurrences. One very positive help for the country is that the United States has a great interest in the country’s success, especially in it remaining a democratic form of government (U.S. Department of the State, Diplomacy in Action, 2010). As more confirmation that it is still a developing country, Guatemala struggles with childhood malnutrition at 22.7%, which is higher than most other Latin American countries which average 14% , and a literacy rate of only 69%. In addition, the country is ranked 154th out of 182 countries due to the extremely low 2.6% of GDP spent by the government on education for its children (Central Intelligence Agency, 2010c).  

Legal System

Guatemala has a civil law system, which includes judicial review of legislative acts. The highest court is the Constitutional Court with five judges elected by the Congress for concurrent five-year terms (Central Intelligence Agency, 2010c). Another section of the court system is the Supreme Court of Justice that has thirteen members serving five-year terms also elected by Congress. The president of this court oversees all the trial judges of the country (Central Intelligence Agency, 2010c). Judicial resolution of disputes takes a long time and is not reliable at all. Civil cases have taken as long as a decade to resolve. Guatemala is ranked only 80th out of 115 countries for the World Bank’s ranking on the international property rights index (World Bank Group, 2010). As of 2006, Guatemala had not accepted compulsory International Court of Justice jurisdiction (Central Intelligence Agency, 2010c).  

Trade Agreements

The most important free trade agreement that Guatemala is a part of is the CAFTA-DR which stands for Dominican Republic-Central America Free Trade Agreement. The countries that are part of the agreement are the United States, Costa Rica, El Salvador, Honduras, Nicaragua, Guatemala, and the Dominican Republic (U.S. Department of the State, Diplomacy in Action, 2010). The United States ratified by legislation in August 2005, and Guatemala met all of the prerequisites and put it into force on July 1, 2006 (U.S. Commercial Service, 2010a). All of the countries who signed made commitments to have the same rules for foreign investment, intellectual property rights, and determining country of origin on trade goods (U.S. Commercial Service, 2010a).   

The major benefit of this agreement is that Guatemala is now guaranteed tariff and quota free trade on most goods with the world’s most desired market, the United States. Most remaining tariffs on agricultural products will be phased out by 2015 as well. Guatemala has seen increases in foreign direct investments from the agreement grow from $592 million in 2006 to $753 million in 2008 (U.S. Department of the State, Diplomacy in Action, 2010). Of course, there are challenges included in the agreement as well. The agreement opens up competition in both trade and investment between the signing Central American countries, so the countries will now be competing with each other for the prizes of foreign investments (USAID, 2006). 

In September of 2005, Guatemala and Taiwan signed a free trade agreement, which they then ratified on June 29, 2006. This agreement brought major tariff-free action between the two countries with important changes for agricultural products. Guatemala will give Taiwan tariff free status on 45.8% of their products with another 22% to be reduced and phased out in stages. In return, Taiwan granted tariff free status to 41% of Guatemala’s agricultural products, and will later lower tariffs on the remaining ones (Foreign Trade Information System, 2009b). The two countries also included most favored nation docking and customs inspection as part of the agreement, which gives them each an edge on shipping speed and costs (Foreign Trade Information System, 2009b). 

Recommendation 

 The U.S. Commercial Service, United States Department of Commerce (2010) found potential opportunities for growth in several business areas that could be areas for expansion for an interested company. One of those expanding markets is in automotive parts, accessories, and service equipment used in mechanic shops. The U.S. Commercial Service (2010a) reported that used cars are in high demand with Guatemalans due to an import tax on new cars. Consequently, the approximately two million used cars concentrated mainly in the cities would provide a growing demand for parts and accessories for an interested business (U.S. Commercial Service, 2010a). Another type of business that offers expansion potential is the security and safety products business currently booming, unfortunately in response to Guatemala’s increasing murder and robbery rates and gang violence rates (U.S. Commercial Service, 2010) 

As previously discussed, the technology sector is growing and the government passed the e-commerce bill in September 2008 that will support and give a more secure environment for electronic signatures (U.S. Commercial Service, 2010a). However, Guatemala’s weak and inefficient capital markets are hindering availability of capital for growing companies, as well as a continued concern for the government’s weak enforcement of intellectual property rights (U.S. Commercial Service, 2010a).  

Poor public health in Guatemala results from poverty, cultural disparity, social exclusion, and governmental shortcomings (Heritage Foundation, 2010b). Malnourished children, corruption, weak judicial institutions, crime, poverty, and low literacy rates must definitely be at the top of the list for reforms if Guatemala hopes to move toward economic stability and growth (Heritage Foundation, 2010b). Without those things, the numbers of productive, employable workers needed to fill jobs created by foreign businesses that will in turn invest in the country’s economy and help it grow cannot be met. Based on over all research and information collected, Guatemala faces many challenges and does not appear to offer a stable enough economic or business base at the current time to allow recommendation of the country as a good place for foreign direct investment. This team has serious reservations about the risks of investing in the country at this point and does not recommend that our company do so. 
PANAMA

Trade History

Original natives to Panama died out after the Spanish arrived in the 1500’s and Spain controlled Panama for the next 300 years. Panama helped facilitate trade as it connected South America and the New World now known as North America. The Spaniards brought gold up from South America to Panama along a route known as the Camino Real (Royal Road) and then were able to send it back to Spain. The route is now more commonly known as the Camino de Cruces (Road of the Crosses) due to the gravesites alongside it. Panama declared independence from Colombia in 1903, with the signing of the Hay-Bunau-Varilla Treaty with the United States. This treaty allowed the U.S. to build the Panama Canal, which has been important for trade in Panama. During the early 1900’s, urban areas called for high import levels as there was little agricultural excess and no manufacturing. By the late 1900’s, Panama became more industrialized but continued to important large amounts of commodities and food products such as wheat, oils, and fruits and vegetables (Mongabay, 2010; Central Intelligence Agency, 2010b).  

Major Trade Activities

In 2009, Panama exported 11.41 billion. This was up from 10.29 billion in 2008. Their biggest exports are bananas, shrimp, sugar, coffee, and clothing. The U.S. is their largest export market at 39.2%, where they ship repaired goods and seafood. The country’s other export partners are as follows: Spain (4.2%), UK (5.4%), Sweden (5.4%), Costa Rica (5.8%), and the Netherlands (10.7%). They import more than they export, with the U.S. (39.2%) being their largest import partner. Other import partners include Costa Rica (5%), China (5%), and Japan (4.2%). Panama primarily imports technology intensive manufactured goods and oil from the United States (Central Intelligence Agency, 2010b). 

Key Resources


The natural resources of Panama are copper, timber, shrimp, and hydropower. Unfortunately, these resources are in danger as deforestation threatens the timber production, as well as water pollution their fisheries. Over 90% of Panamanians primary language is Spanish. Many are bilingual, especially college graduates. As many seek education opportunities in the U.S., it helps increase the probability of meeting someone bilingual. While not technologically advanced, Panama has been extremely successful in enforcing the protection of intellectual property rights (Office of the United States Trade Representative, 2009c).

Political Climate


For most of its history as a country, Panama has been a constitutional democracy but experienced turmoil and government changes from the 1960’s. Panama finally stabilized in the early 1990’s. They now are back to a constitutional democracy and have an elected President. With the passing of a constitutional amendment, the military force was done away with in 1994. Panama and the U.S. have strong relations and continue to work on forming a Trade Promotion Agreement. They are currently politically stable (Office of the United States Trade Representative, 2009c).

Other Risk Analysis


The currency of Panama is the balboa. However, the Panamanians stopped printing the balboa in 1941 and now use American dollars. They still have their own coinage but it comes in the approximate size as U.S. coins, which are used interchangeably in Panama. Inflation started rising slightly in 2004 and peaked in 2008 when it reached 8.79%. The inflation rate has since gone down to 2.29%. This is a decent inflation rate. Panama has average consumer prices. Panama’s economy is relatively stable as the service industry is strong and the expansion of the Panama Canal is underway in hopes of bringing in future revenue. After President Torrijos was elected in 1994, poverty levels went down from 40% to 30% and unemployment went down from 12% to 6%. The country has continued to stay around these levels. As of September 2009, the poverty level was 28.5% and the unemployment rate was 6.6% (Central Intelligence Agency, 2010b; World Trade Press, 2003).

Cultural Risks & Issues


According to Doing Business, out of the top 183 countries Panama is number 77 for 2010. This has shown an increase from 2009 when they were ranked 83. While most businesses are open from 8am to 5pm as is standard in the U.S., Panama usually closes down for two hours for lunch. Additionally, banks are only open from 8am to 1:30 pm Monday through Friday. Panamanians respect titles and they expect timeliness in business situations. They use handshakes in formal settings, but also prefer to do business with friends and by cultivating relationships that will last (World Trade Press, 2003).

Country Classification


Panama is a developing country. It is considered low income and has poverty levels of 30%. The country has a highly uneven distribution of wealth, which accounts for the high poverty level of Panama. Panama is less focused on becoming more industrialized but instead are focusing on working on the Panama Canal and increasing tourism as shown by their tax incentive laws Central Intelligence Agency, 2010b). 

Legal System

Panama has a civil law legal system. They have three separate branches of government. A judicial review is given for legislative acts of the Supreme Court. The Supreme Court has nine judges appointed for ten-year sentences. There are also five superior courts and three court of appeals. It appears there is corruption throughout the lower level courts and people can spend years in jail waiting for a trial. As far as business law, after Hong Kong, Panama is the second most popular jurisdiction to incorporate in the world as it has favorable and flexible incorporation laws. They do not impose reporting requirements for non-resident Panamanian corporations. Business owners do not have to live in Panama to establish the corporation, the directors, or officers. In addition, shareholders may residents of any country and accounting books may be held in any country (Winner, 2009). 

Trade Agreements

Panama has been a member of the World Trade Organization since 1997. They are part of the Caribbean Basin Initiative, which provides beneficiary countries with duty-free access to the U.S. market for most goods. In 1982, Panama signed a Bilateral Investment Treaty with the United States. This treaty was signed in hopes of strengthening the private business sector in Panama. In doing so, investment and creation of more favorable conditions for U.S. businesses thereby increased U.S. investment in Panama. 
Panama has approved a Trade Promotion Agreement with the U.S., but the U.S. Congress has yet to ratify it. They are also in the process of completing a Free Trade Agreement with Canada. An important treaty was also the Torrijos-Carter treaties signed in 1977 which turned the Panama Canal back over to the Panamanians and held them responsible for primary defense. However, the Torrijos-Carter treaties allowed the U.S. to step in defend against any threat against neutrality. For a more complete list of treaties Panama has signed see Appendix B (Foreign Affairs and International Trade Canada, 2009; Office of the United States Trade Representative, 2009c; Business Panama, 2008).

Additional Information


Most U.S. direct investment is in the wholesale and finance sector. Investment in Panama has been on the rise in the 2000’s. The metropolitan area of Panama City-Colon houses over half of Panama’s citizens. Panama signed the Alliance for Sustainable Development known as CONCAUSA in 1994. This was the year they elected their first female president, Mireya Moscoso (Central Intelligence Agency, 2010b). 

 Recommendation 


Panama has continued to experience economic growth. There are no signs of the country slowing down. There is a low risk for political upheaval. Tourism is a prime market for Panama and the country is continuously encouraging growth in. The best place to establish a business is in the urban areas near the Panama Canal and Colon area. 
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Appendix B: Panama treaties
Multilateral Agreements
	World Trade Organization (WTO)
	Member since 1997


Bilateral Agreements: Free and Limited Trade Agreements
	Andean Community (CAN)
	Agreement in process

	Bulgaria
	Free Trade Agreement 1980

	Canada
	Free Trade Agreement in process

	Central America Trade Pact
	Limited participation

	Czechoslovakia
	Free Trade Agreement 1980

	Chile
	Free Trade Agreement in process

	Colombia
	Limited Trade Agreement 1995

	Costa Rica
	Free Trade Agreement 1974

	Cuba
	Free Trade Agreement in process

	Dominican Republic
	Free Trade Agreement 1987

	El Salvador
	Free Trade Agreement 1971

	Guatemala
	Free Trade Agreement 1975

	Haiti
	Free Trade Agreement 1973

	Honduras
	Free Trade Agreement 1974

	Hungary
	Free Trade Agreement 1979

	Libya
	Limited Trade Agreement 1979

	Mexico
	Free Trade Agreement in process

	Nicaragua
	Free Trade Agreement 1974

	Poland
	Free Trade Agreement 1996

	Romania
	Free Trade Agreement 1992

	Russia
	Free Trade Agreement 1989

	Singapore
	Free Trade Agreement 2006

	Taiwan
	Free Trade Agreement 1982

	Trinidad & Tobago
	Free Trade Agreement in process


Investment Protection Agreements
	Argentina
	1998

	Canada
	1998

	Chile
	1996

	Cuba
	1999

	Czechoslovakia
	2000

	Dominican Republic
	2003

	UK and Northern Ireland
	1985

	France
	1985

	Germany
	1989

	Korea
	2002

	Mexico
	2005

	Netherlands
	2001

	Spain
	1998

	Switzerland
	1985

	Taiwan
	1992

	Ukraine
	2004

	United States
	1991

	Uruguay
	1998


Source: Ministry of Foreign Relations, Dept. of Treaties, October 1, 2008

