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     Honors Senior Thesis Capstone Statement: Methodology, Techniques, and Assessment. 

 

The initial goal of this thesis was to research the Central American Free Trade Agreement 

(CAFTA).  Throughout my college career, I have been drawn to the Latin American region and 

the Spanish language.  When I learned about the opportunity to study abroad in Guatemala at the 

University of Arizona, I knew that the experience would offer me the chance to explore my 

interests in the political and economic issues of the region. Before I traveled to Guatemala, I 

began to research the CAFTA. I became increasingly concerned about the potential of this 

agreement to harm the already underprivileged rural population. As I took classes that helped to 

increase my understanding of international trade, I concluded that Free Trade Agreements should 

not only increase the GDP of a country, but should also help to augment the standard of living.  

 

I began my research of Guatemala’s economic and political situation during my junior 

year of college. I felt impassioned by the inequality and injustice that has been present in the 

country for centuries. The dreadful condition of the rural population and small farmers in Central 

America particularly alarmed me. I took my ideas about free trade to Dr. Paul Wilson. We 

discussed the significance of assessing the ability of these small farmers to obtain market access. 

The ability of small farmers to produce and successfully sell agricultural goods is vital to their 

livelihoods. I was eager to understand what kind of impact CAFTA would have on market 

accessibility for small farmers. 

  

Much of my time in Guatemala was spent researching the history of the country. 

Guatemala’s violent and unjust past plays a crucial role in the current state of the nation. During 

my last week in Guatemala, I journeyed throughout the country talking with victims of the civil 
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war.  The target of the violence during the conflict was the rural Mayan population. This same 

population is also struggling for economic survival as new foreign businesses enter the country 

with the assistance of CAFTA. 

 

The other part of my research in Guatemala involved interviews with small farmers. A 

non-profit organization in Guatemala, called As Green As It Gets, introduced me to some of the 

farmers they helped to support. My interviews with these individuals helped me to understand 

their struggles as farmers and small business owners. I was able to assess the impact of this non-

profit on the success of the farmers. Additionally, I discovered the opinions of these farmers 

about CAFTA, as well as about foreign industries.  These interviews helped me to gain 

perspective about how free trade affects poor rural populations.  

 

In the fall of my senior year, I reviewed books and many journal articles addressing 

CAFTA, free trade, fair trade, rural poverty, and development issues. I began to outline the 

approach of my thesis. While I initially intended to concentrate my writing on the specifics of 

CAFTA, I discovered the importance of including important pieces of Guatemala’s history. A 

thorough knowledge of the history of Guatemala and Central America allows one to better 

understand why agreements like CAFTA are so threatening to rural populations. I also began to 

take a solution-oriented approach. I didn’t want to just demonstrate that CAFTA could have 

negative consequences; I wanted to figure out how small farmers could overcome these 

consequences. My work with As Green As It Gets helped me to discover the potential of coffee 

to provide income to poor farmers pushed out of their original agricultural specialties.  

 

I decided to include key aspects about CAFTA as it pertains to agriculture, and address 

how certain elements of the agreement would affect small farmers. The second half of my work 
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centered on my case study and the potential of the coffee industry to provide economic 

assistance to small producers. I discovered the coffee market to be one viable solution to small 

farmers in need of income; however, I also learned that the severe underdevelopment of the 

region was a recurrent obstacle.  My thesis provides an appropriate and useful assessment of the 

potential of the coffee industry to aid small farmers in light of challenges created by CAFTA; 

however, the deep underdevelopment of the nation requires a multifaceted and dramatic solution.  
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GLOSSARY 

 
Cash crop: A crop generated for income purposes. Cash crops are usually export oriented.  
 
Comparative advantage: The ability to produce a product most efficiently compared to all other 
products that could be produced. Under comparative advantage, a country specializes and invests 
resources in the good or service that they produce most efficiently.  
 
Duty-Free: No application of international taxes.  
 
GATT: The General Agreement on Tariff and Trade was treaty created between participating 
countries from 1947 until 1994. The functions of the GATT were taken over by the World Trade 
Organization which was established during the final round of negotiations in early 1990s. 
 

GDP (Gross Domestic Product): a measure of national income and output. The value of  all final 
goods and services produced within the country in a year. 

 
Foreign Direct Investment (FDI): A foreign company that makes a physical or tangible 
investment in another country through the establishment of a factory or enterprise.  
 

Import Substitution Industrialization (ISI): Policies which promote the local production of 
industrialized products in order to reduce foreign dependency. These policies have been 
implemented in many developing countries. It was extremely prevalent in Latin America in the 
1980s. 

Per capita income: The average amount per person, in monetary terms, of the yearly income 
generated in the country. 
 
 
Protectionism: Actions taken to discourage the entrance of imports (or a specific import) and 
prevent the foreign dominance of a particular market (subsidies, tariffs, quotas are all 
protectionist measures). 
 
Quota: A numerical limit placed on the quantity of a good that can be imported into a country 
during a specific period.  
 
Tariff: A tax or duty placed on a good or service as it crosses an international boundary.  
 
 
Trade liberalization: The removal of trade barriers between countries; greater accessibility to 
international markets.  
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Uruguay Round: The second round of negotiations under GATT. The round lasted until 1994 
and helped to form the World Trade Organization. The round intended to reduce agricultural 
subsidies, address foreign investment, open trade in banking and insurance services.  
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ABSTRACT 

 

The introduction of the Central American Free Trade Agreement (CAFTA) unleashed a 

new era of trade relations between the participating regions. CAFTA followed a history of U.S. 

involvement with the Central American economies. This paper focuses on the specific effects of 

CAFTA on Guatemala in the agricultural industry; it endeavors to analyze the ability of small 

farmers to obtain market access in light of these new trade provisions. It also provides a brief 

history of U.S. economic participation in the region, and demonstrates the severe degree to 

which Central American nations are the disadvantaged members of the trade relationship.  The 

paper focuses on the impact of CAFTA on Guatemala’s three major agricultural exports and 

provides suggestions for how small farmers can acquire income through the coffee export 

industry. The role of alternative markets (fair trade and organic) and non-profit organizations 

may provide some hope to small farmers.  These opportunities, however, must be backed by 

increased development throughout the region.  CAFTA, if it is to provide meaningful economic 

growth to these nations, should therefore include provisions that initiate more investment in 

economic development services in the region.  
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I.   Introduction:  

The Historical Relevance of Free Trade in Central America 

International trade is a historical yet continually evolving phenomenon.  In recent 

decades, the neo-liberal forces of the global market have pushed for a reduction of trade barriers 

and open markets.  Free trade allows States to participate in the free exchange of goods and 

services, foreign direct investment (FDI), accompanied by the elimination of most of the tariffs 

and quotas. Theoretically, successful producers should be able to sell their products in another 

market without barriers that reduce competitiveness; the increased market access would 

subsequently provide economic stimulation to national economies. Market liberalization began 

to expand significantly during the General Agreement on Tariffs and Trade (GATT) negotiations 

during the Uruguay Round in the 1990s. This era also marked the beginning of regional 

integration pacts such as the North American Free Trade Agreement (NAFTA), The European 

Union (EU), and the Asia Pacific Economic Conference (APEC).1 The World Trade 

Organization (WTO) was created in 1995, and is often regarded as the most potent symbol of the 

liberalized global economy.2 If the WTO represents a new and liberalized global economy, then 

the United States represents one of its most avid proponents. The United States continues to be a 

fervent advocate of Free Trade through multiple agreements. According to the Office of United 

States Trade Representative (USTR), from 2001- 2006 the United States obtained congressional 

approval of 12 new free trade agreements (FTAs) with various countries. These countries 

included Jordan (December 17, 2001), Chile (January 1, 2004), Singapore (January 1, 2004), 

Australia (January 1, 2005), Morocco (January 1, 2006), Bahrain (2006), as well as the six 

                                                 
1 William, Robinson. Transnational Conflicts: Central America, Social Change and Globalization. ( Verso 
Publishing, 2003),  51. 
2 Robinson, 50. 
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countries included in the Central American Free Trade Agreement (CAFTA-DR); El Salvador, 

Honduras, Nicaragua, Guatemala, Costa Rica, and the Dominican Republic (2006).3  

 

 The United States’ southern neighbors are particularly concerned with the significance of 

Central American Free Trade Agreement. CAFTA acts as an expansion of the North American 

Free Trade Agreement (NAFTA) and a possible precursor to a Free Trade of the Americas 

Agreement (FTAA); FTAA would entail a free trade pact between the U.S. and all of Latin 

America. CAFTA also retains great significance for many in Latin America because it is one of 

the few trade agreements with such immense differences in the size of the economies of the 

trading partners. The U.S. economy is a giant compared to the six small Central American States 

included in the pact. Additionally, the United States has a historical record of economic influence 

of and intervention in many Central American nations. 

 

  The United States maintains a history of direct and indirect intervention in the Central 

American economies. Central America has endured centuries of control by foreign powers. In 

the sixteenth century, Central America was created through colonial conquest and was then 

integrated into the world capitalist economy through the export of coffee and other products.4  

Central American nations eventually transformed into agro-export economies.5 After World War 

II, many Latin American nations attempted to install Import Substitution Industrialization (ISI) 

policies. These policies were out of accordance with U.S. economic policies because they briefly 

shut out significant imports to these countries and instead relied on domestic industry to produce 

the majority of goods.  

 

                                                 
3 “Free Trade Agreements” Office of the United States Trade Representative,     
http://www.ustr.gov/Trade_Agreements/Section_Index.html,  Accessed 10 January 2009. 
4 Robinson, 65. 
5 Robinson, 65. 
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The 1970s and 1980s, however, signified a large shift in the economic policies of many 

Central American countries. The economies were transformed with the use of new concepts like 

privatization and liberalization. These concepts included efforts to limit government involvement 

in economic activities and to open markets and trade to foreign investment. The economies 

became focused on maquiladora production, which involved foreign corporations that set up 

manufacturing facilities around Central America to capitalize on cheap labor. The economies 

also become centered around tourism, non-traditional exports, export of Central American labor, 

and the elimination of Import Substitution Industrialization (ISI) policies .6 The introduction and 

acceptance of these neo-liberal policies prepared the way for significant regional trade 

agreements with the U.S. like CAFTA. 

 

  Guatemala; The Significance of Agriculture and Land Distribution 
 

Guatemala’s agricultural sector is tremendously affected by the new trade agreement. 

Small farmers in Guatemala face many structural disadvantages that limit them from obtaining 

access to the local and international markets. Many of Guatemala’s main agricultural export 

industries are controlled by large foreign companies that prevent small farmers from 

participating in viable competition efforts. The position of these small farmers is attributed to the 

historical record of exploitation, and foreign economic control of many Central American 

nations. 

 

  

The history of Guatemala and the significance of U.S. intervention are similar to many 

other Central American nations. The political and economic turbulence in Guatemala, coupled 

with high inequality, demonstrate why Guatemala and other Central American countries are still 

                                                 
6 Robinson, 65. 
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so highly disadvantaged in trade agreements. The turbulent history also graphically depicts why 

these agreements need to be better formed to confront these vast disadvantages. Like the rest of 

Central America, foreign control in Guatemala was established during colonization and remained 

prevalent through a succession of dictators. Foreign control of the Guatemalan economy was not 

truly challenged until the revolution of 1944.7 Prior to 1944, Guatemala was ruled by a 

succession of dictators; the most notorious of them, Jorge Ubico. The atmosphere under these 

dictatorships was characterized by large inequities. The land ownership in particular represented 

one of the largest inequalities in the country. Just two percent of the population owned 60 

percent of the land in Guatemala.8 Jorge Ubico and other dictators who encouraged the entrance 

of foreign companies into the Guatemalan economy exacerbated these inequalities. The U.S. 

owned United Fruit Company dominated the country’s holdings. The economy was centered on 

the export of lucrative crops and focused little attention on the production of resources for local 

communities.9 The failure of the Guatemalan government to provide assistance to its local 

population became an unfortunate pattern in the country. 

 

The vast chasm between the rich in the poor, however, drastically changed for a short 

period. In 1944, Jorge Ubico was overthrown by the military, and free and democratic elections 

occurred throughout the country.10  Juan José Arevalo was democratically elected and his 

leadership began the “Ten Years of Springtime” in Guatemala. Arevalo’s reforms empowered 

the poor and the indigenous populations. These reforms included the implementation of a social 

                                                 
7 Norma S. Chinchilla, “Industrialization, Monopoly Capitalism, and Women’s Work In Guatemala.” Signs. 3 no. 1 
(Autumn, 1977) 40. 
8  Laura Moye, "The United States intervention in Guatemala," International Social Science Review 73, no. 1 
(1998): 8. 
9  Moye, 8. 
10 Moye, 9. 

 13



security system, rural schools, cooperatives, land reforms, as well as new labor regulations.11Six 

years later, Jacobo Arbenz was elected into office and his administration continued reforms 

similar to those of Juan Arevalo. One of the most notable accomplishments of Jacobo Arbenz 

was his land reform. The Agrarian Reform Law (Decree 900) was initiated in 1952. Through this 

land reform approximately 1.5 million acres of land not currently being used was expropriated 

and distributed to the local population.12  The United Fruit Company (UFCO) of the United 

States owned much of the land that was expropriated because of this reform. Estimates 

demonstrate that nearly half of the land expropriated was land owned by UFCO. 13 The effort to 

redistribute land to the local rural population was a bold move for the Arbenz administration. 

Even so, the decision to expropriate land from these powerful landowners resulted in disastrous 

consequences for the government.  

 

The Agrarian land Reform (Decree 900) in 1952 is usually considered to be the primary 

reason for the fervent dissent among foreign companies and the Guatemala elite towards the 

Arbenz administration14. One persistent dissenter of the agrarian reform was the United Fruit 

Company (UFCO). UFCO was the largest landowner in Guatemala and they were not only 

dissatisfied with the nature of the land reform, but they also felt that the compensation being 

offered by the government for the expropriated land was unacceptable.15 UFCO immediately 

reported the provisions of the reform to the U.S. State department with the hope of changing 

Arbenz’s approach to these types of reforms. The Guatemalan government, however, refused to 

                                                 
11 Moye, 9. 
12 Moye, 8. 
13 Moye, 9. 
14 Rachel McCleary, Dictating Democracy; Guatemala and the end of a violent revolution. University Press of 
Florida, 1999, 23. 
15 McCleary 24 
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meet any of the demands made by the State Department concerning the reform, or UFCO’s 

interests in the region.16

 

UFCO may have not directly caused the coup but its influence is apparent. UFCO, which 

was significantly affected by the Agrarian land reform, worked with the CIA to find and appoint 

Castillo Armas, who would become the leader of the military coup.17 The Coup D’Etat in 1954 

launched Guatemala into a 36 year long civil war. Decades after the Agrarian Reform of 1952 

was abolished, agricultural land ownership was re-concentrated and returned to a grossly unequal 

status. Just ten years after the reform, 62.6 percent of the arable land was again held by 2.1 

percent of the farms18. There was also a severe repression of union activities, resulting in few 

alternatives for low wage workers19. UFCO, under another name, continued to dominate a large 

portion of Guatemala’s agricultural export industry. The atmosphere after the revolution was 

once again friendly to large foreign companies and foreign participation in the economy. The 

introduction of CAFTA in Guatemala is significant because it seeks to expand this foreign 

participation. The large disparity in land ownership that exists today means that many poor 

Guatemalans who rely on agriculture are left with little or no plots of farming land. They are also 

forced to compete with huge businesses that dominate the international and local markets.  

 

The Current State of the Rural Population in Guatemala 

Land ownership and agriculture was a significant point of struggle during the Armed 

Conflict. Agriculture continues to be the dominant force in the Guatemalan economy. According 

                                                 
16 Douglas W. Trefzger “¿De Guatemala a Guate-Peor? Guatemalan Military Interventionism, 1940-1977.” Armed 
Forces and Society 28, no. 77 (2001): 81. 
17 Trefzger, 83. 
18 Chinchilla, 47. 
19 Chinchilla, 47. 
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to the U.S. Department of State, agriculture contributes 13.3% to the GDP and accounts for 24% 

of Guatemalan exports20. Guatemala maintains the largest population of the Central American 

countries (over 11 million) with significant economic activity. However, it has a large rural and 

very poor population. The arable land, income, and wealth are controlled by a small Spanish 

speaking elite and are not accessible to indigenous farmers.21 The income distribution is 

decidedly unequal and is remarkable among countries in the western hemisphere. The richest 

10% of the population are the recipients of nearly half of the income in the country, and the 

wealthiest 20% of the population receives nearly two-thirds of the total income. Additionally, 

much of the population in Guatemala lives in extreme poverty; 32% live on less than $2 a day 

and 13.5 % on less than $1 a day.22 This concentration of poverty among the rural populations 

indicates the severe challenges many small farmers face. It also demonstrates the power large 

businesses have to exploit poor workers. The desperation felt by many of these people often 

forces them into low paying and exploitative job situations.  

Developmentally, Guatemala faces numerous challenges in its infrastructure and essential 

social services among the rural population. As a result of these deficiencies in services, less than 

half of rural Guatemalans have access to running water, a quarter have access to electricity, and 

less than one in ten have access to modern sanitary facilities.23 The developmental sensitivities in 

these rural areas demonstrate that any new agricultural policies must be implemented with 

extreme caution so as not to cause further harm. 

                                                 
20 “Guatemala” United States Department of State, http://www.state.gov/r/pa/ei/bgn/2045.htm, Accessed January 
10, 2009.  
21 “Guatemala” USAID, http://www.usaid.gov/pubs/bj2001/lac/gt/, accessed January 10, 2009.  
22 “Guatemala” U.S. Department of State. 
23 “Guatemala” USAID. 
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The vulnerability of Guatemala and its Central American counterparts demonstrate the 

potential long-term impact this new trade agreement could have on Guatemala. The United 

States is Guatemala’s largest trading partner, providing 34.2% of Guatemala's imports and 

receiving 42.3% of its exports.24 On the contrary, Guatemala and other Central American nations 

are not significant trading partners of the United States. Guatemala’s reliance on agriculture for 

such a significant portion of its GDP, coupled with the fact that the U.S. is its biggest trading 

partner, demonstrates that Guatemala has much to gain from a new trade agreement with the 

United States.  Nevertheless, those who are economically disadvantaged are at risk to lose even 

more.  

II. The Specifics of CAFTA  

In May 2004, the United States, Costa Rica, El Salvador, Guatemala, Honduras and 

Nicaragua (and later the Dominican Republic) signed The Central American Free Trade 

Agreement. The Agreement was ratified in most of these countries by 2006. CAFTA is a 

regional agreement, which implies that all parties abide by the same obligations and 

commitments; however, each country defines its own distinctive schedule for market access.25 

While CAFTA generally obligates its signatories to eliminate most tariffs, it does maintain 

exceptions for select sensitive products. There exists a separate tariff elimination schedule for El 

Salvador, Guatemala, Honduras and Nicaragua that excludes white maize from tariff reduction 

obligations. The agreement also excludes onions and potatoes from tariff obligation in Costa 

                                                 
24 “Guatemala” U.S. Department of State. 
25 JF Hornbeck, “The U.S. -Central America Free Trade Agreement (CAFTA): Challenges for Sub-Regional 
Integration.” CRS Report For Congress; Library of Congress, http://guatemala.usembassy.gov/uploads/images/, 
accessed February 2009. 
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Rica.26  Sugar for entry into the United States was also exempt from the eventual zero-duty 

status.27 Tariffs on other agricultural goods are phased out based on specific schedules instated 

by each country. These tariffs are reduced within one of the subsequent time frames; immediate, 

5 years, 10 years, 12 years, 15 years and 20 years.28 Government subsidies run counter to the 

concept of free trade, however, the issue of subsidies was not resolved in the Central American 

Free Trade Agreement.  

The United States made no significant commitments to the elimination of its agricultural 

subsidies. The agreement includes an acknowledgment by the involved parties not to subsidize 

exports to each other’s markets, and only to compete with third party markets. However, the 

United States has not significantly changed its export subsidy policies.29 The United States, 

clearly, greatly benefits from providing export subsidies to its industries.  The U.S. has the 

financial capacity to provide substantially more money to industries through subsidization. 

 After the ratification of CAFTA-DR, exports out of the United States significantly 

increased. According to the United States Trade Representative, agricultural exports to all six 

participating countries reached record amounts in 2006. The amount of agricultural exports 

reached $2.2 billion in 2006, which was greater than the 2005 level by 19.6%.30  The agricultural 

exports from the United States increased 31% in Honduras, 20% in Guatemala, 16% for El 

Salvador and 11% for Nicaragua. While the amount of exports coming from Central America to 

                                                 
26    Jaramillo, Carlos Felipe. Challenges of CAFTA : Maximizing the benefits for Central America.,( World Bank, 
2006), 41. 
27 Jaramillo, 42. 
28 Jaramillo, 42. 
29 Jaramillo, 45. 
30 “U.S Trade with the CAFTA-DR Countries: Policy Brief” Office of the United States Trade Representative, 
http://www.ustr.gov/Trade_Agreements/Bilateral/CAFTA/Briefing_Book/Section_Index.html, Accessed 12 
February, 2009. 
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the United States increased as well, by 13%, the exports coming from Central American 

countries to the United States was not evenly spread out. U.S. agricultural imports were up 28% 

from Nicaragua and 0.4% from Guatemala, but down 4% from El Salvador and down 1% from 

Honduras.31  

Central American exports into the United States have not enjoyed the same consistent 

increases in quantity. Central American nations do not have the same industry and infrastructure 

to take advantage of the removed trade barriers at the pace the U.S. can take advantage with its’ 

mega infrastructure and subsidies. As the U.S. assesses the equitability of this free trade 

agreement, it must consider the substantial disadvantages facing its trading partners. 

NAFTA and CAFTA- How equitable are they? 

  
Both NAFTA and CAFTA have received praise as well as vehement criticism due to their 

enactment.  These agreements focus on the promotion of trade liberalization. Trade liberalization 

is not a wholly inequitable or negative phenomenon. Economists Joseph Stiglitz and Andrew 

Charlton affirm that international trade has greatly contributed to the development of North 

America as well as Australia in the nineteenth century.32 International trade has also been 

beneficial for China, India and some East Asian economies. Stiglitz and Charlton note, however, 

that trade was a necessary condition for this development, but it was not a sufficient condition.33 

The development of these economies was due to trade liberalization in combination with 

development initiatives that allowed for growth. 

 

                                                 
31 “U.S Trade with the CAFTA-DR Countries: Policy Brief.” 
32 Joseph E. Stiglitz and Andrew Charlton. Fair Trade for All: How Trade Can Promote Development (Oxford 
University Press, 2005), 12. 
33 Stiglitz and Charlton, 12. 
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 Stiglitz and Charlton also heavily criticize NAFTA. They argue that NAFTA was not 

really a free trade agreement. NAFTA allowed certain industries to be protected, while leaving 

many industries vulnerable.34  They write, “NAFTA pitted the heavily subsidized U.S. 

agribusiness sector against peasant producers and family farms in Mexico. U.S. farmers export 

many of their products as costs far below those of the local market, driving down prices for local 

farmers.”35 The inability of NAFTA to authentically raise living standards should be noted in an 

analysis of the effectiveness of the agreement. Additionally, NAFTA did not ensure that other 

development services existed in Mexico in order aid its rural population. CAFTA and NAFTA 

maintain many similarities. They both share the objective to initiate a broad reduction of tariffs 

with provisions for dispute resolution.36 These objectives are not entirely negative, but the 

inability of the respective countries to more successfully implement such agreements is 

problematic. Central America and Mexico are much more impacted by the implementation of 

these agreements than the United States.  The potential of these agreements to greatly affect 

these small countries must be given more attention. Before the introduction of CAFTA, for 

example, Central America already maintained strong trade relations with the United States.  

 

The Caribbean Basin Initiative (CBI) allowed Central American countries to have 

preferential access to the United States markets. Essentially, many goods already entered into the 

United States from Central America without added tariffs. CAFTA initiates a bilateral agreement 

between the counties in which the United States now enjoys access to the Central American 

                                                 
34 Stiglitz and Charlton, 22. 
35 Stiglitz and Charlton, 23. 

36Ayhan Kose. “How might CAFTA change macroeconomic fluctuations in Central America?: Lessons from 
NAFTA.” Journal of Asian Economics,  16 no. 1  (2005): 11. 
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markets.37 The agreement in effect allows unseen quantities of products to unload on Central 

American markets.  The Central American economies now have to readjust to these vast new 

markets. NAFTA also had a much greater effect on the Mexican and Canadian economies than 

on the U.S. economy. The effect of NAFTA on the U.S. GDP was small, at an estimated $2 

billion annually in a $10 trillion economy.38 Likewise, CAFTA is expected to affect Central 

American economies much more than it will affect the U.S. economy.  

 

Many argue that NAFTA has not really provided substantial benefit to Mexico’s poor. 

This argument is what leads to the great speculation about CAFTA. Mexico’s real per capita 

income increased from $5,483 in 1993 to 6,200$ in 2002.39 While there was a 13 percent 

increase in real per capita income, the average Mexican today still remains extremely poor. This 

continued existence of poverty is due to the lack of funding mechanisms in the agreement or 

elsewhere to promote authentic development.40 Unfortunately, while CAFTA does many things 

similar to NAFTA, it does not do many things different; it does not provide for increased 

investment in development services to better absorb free trade initiatives. 

The Beneficiaries of Free Trade 

The Central American Free Trade Agreement, like NAFTA, raises questions about 

equality. Who will end up as the primary beneficiaries of such an agreement? Will the smaller 

Central American economies authentically benefit? If so, will the income distribution continue to 

                                                 
37 Kose, 12. 
38 Gary Hufbauer and Ben Goodrich. “Lessons from NAFTA” Free Trade Agreements. Jeffery Schott, ed. (Peterson 
Institute, 2004): 39. 
39 Hufbauer and Goodrich, 39. 
40 Hufbauer and Goodrich, 48. 
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be highly slanted in favor of the elite? The answers to these questions require a careful analysis 

of the trade agreement and of the current economic situation of its trading partners.  

The World Bank asserts that while CAFTA does not provide a guarantee to sustained 

economic growth, it may provide advantages in areas of improved market access and domestic 

reforms.41 However, the terms of the agreement seem to suggest that this idea of improved 

market access does not necessarily imply improved access for everyone.  A deeper understanding 

into the stipulations of the agreement reveals that small farmers are, for the most part, left out of 

the free trade equation. The small percent of the elite continue to exert control over most of the 

resources in the countries.  

One of the first considerations to make in regard to the CAFTA is the vast difference in 

the sizes of the economies between the U.S. and the Central American countries. The differences 

in the sizes between the U.S. economy and that of the Central American signatories demonstrate 

why this FTA will impact Central America much more than it will the United States. CAFTA 

changes the rules in a sector of the economy that is very important to Central America. Figure 

1.1 provides an adapted overview of the enormous distinctions in six key areas. 

 

 

 

 

                                                 
41 Jaramillo, 39. 
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Figure 1.1             U.S. VS CENTRAL AMERICA42 (Adapted) 

POPULATION The population of the five Central American countries is 
33.2 million; 11.7 percent of the United States. 

TERRITORY The territory of Central America combined is 4.5% that 
of the United States.

GROSS DOMESTIC PRODUCT 
(GDP) 

The combined GDP of Central America is just 0.5 percent 
of the United States. 

PER CAPITA INCOME Per Capita income of Central America was on average 
$1,822; 1/19 of the United States at $34,637 (2000) 

AGRICULTURE Agriculture contributes only 2 percent to the GDP of the 
United States; Agriculture contributes (on average) to 17 
percent of the GDP in Central America  (23 percent in 
Guatemala and 32 percent in Nicaragua). 

LABOR FORCE 36 percent of labor force in Central America is employed 
in agricultural activities.  2 percent of labor force in U.S. 
is employed by agricultural activities. 

TRADE As for trade, 50 percent of Central American exports go 
to the United States, and 45 percent of imports originate 
in the United States; in contrast, Central America as a 
whole accounts for only around 1 percent of U.S. exports 
and imports.

 

The United States is not only a giant compared to each tiny Central American nation, but 

also to the entire region of Central America as a whole. The turbulent history of Central 

America, especially Guatemala, has left these countries seriously unstable today. The 

socioeconomic and equality factors play a large role in determining the fairness of this 

agreement. However, the terms of the agreement allow for examination of the effects of the 

agreement. Before the implementation of the CAFTA, trade regulations seemed to be in favor of 

the highly economically disadvantaged Central American regions.  

                                                 
42 Jose M. Salazar-Xirinachs and Jaime Granandos. “ The US- Central America Free Trade Agreement: 
Opportunities and Challenges,” Free Trade Agreements. Jeffery Schott, ed. (Peterson Institute, 2004): 227-235. 
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The Caribbean Basin Initiative (CBI) previously allowed many Central American goods 

to enter the United States duty-free, while U.S. exports to Central America usually paid custom 

tariffs. CAFTA, which now allows a multitude of U.S. goods to enter duty-free, implies that the 

Central American nations will be the partners to endure a higher degree of burden when it comes 

to CAFTA.43   The Central American countries will have to adjust to the trade liberalization 

changes with comparably inferior resources to do so. The severely disadvantaged position of 

these countries necessitates an agreement that seeks to provide these nations with additional 

economic development in order to equalize the trade relationship. The trade relationship will 

only be equalized once there is an increased effort to prop up small farmers who are at risk to 

lose the most from such agreements. 

 III. Guatemala’s Central Export Industries 

Three major agricultural exports in Guatemala and other Central American countries are 

coffee, sugar, and bananas. Each of these goods plays significant roles in the livelihoods of many 

Central Americans. Nearly, 40 percent of the workforce and 60 percent of the poor are engaged 

in some form of agriculture.44 Unfortunately, in terms of Guatemala’s three central exports, 

CAFTA does not provide much promise for the economic sustainability of its farmers. 

The Sugar Industry 

One of the largest exports by the Central American countries is sugar. The region exports 

approximately 2 million tons of sugar annually, and exports less than 10% of its sugar exports to 

                                                 
43 Salazar and Granandos, 239. 
44 “Coffee Co-operative, Guatemala” The Fair trade Foundation, 
http://www.fairtrade.org.uk/producers/coffee/fedecocagua.aspx, Accessed 10 February 2009. 
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the United States.45 Guatemala is Central America’s largest sugar producer at 1.8 million metric 

tons, followed by El Salvador, Costa Rica, and Nicaragua, with 453, 379, and 370 metric tons 

respectively.46 Perhaps one of these most highly contested parts of the Central American Free 

Trade Agreement is the protection provided in CAFTA for the large U.S. sugar industry. 

According to the terms of the agreement, Central American countries will phase out tariffs on 

sugar within 15 years, nevertheless, the tariffs imposed by the U.S. on its sugar imports will not 

be removed. The U.S. will establish tariff rate quotas (TRQs) to deal with its sugar imports. 

CAFTA will slowly increase the TRQs from Central America by very small percentages each 

year. However, these small increases will essentially have no impact on the U.S. sugar industry. 

The agreement will maintain Central American sugar exports below 1.7% of the total U.S. 

consumption.47 Figure 1.2 demonstrates the limited market share Central American sugar 

producers will hold in the U.S. sugar market (less than 4 percent). The United States has an 

extremely powerful sugar lobby. The sweetener industry is present throughout almost the entire 

United States; in 42 out of 50 states.48 The influence and power of this lobby is a result of the 

economic importance of the industry in the U.S., the significant representation of sugar 

producing states in the U.S. congress, and the success of lobbying activities.49 The protection of 

the U.S. sugar industry (its exclusion to the elimination of trade barriers) demonstrates a 

substantial disadvantage for the Central American sugar producing states. The U.S. sugar 

                                                 
45Won W. Koo. “Impacts of U.S. – Central American Free Trade Agreement on The U.S. Sugar Industry,” Center 
for Agricultural Policy and Trade Studies, December 2003: ii. 
46 Koo, 7. 
47 Joseph F. Francois, Luis Rivera and Hugo Rojas-Romagosa “Economic perspectives for Central America after 
CAFTA” CPB Netherlands Bureau for Economic Policy Analysis, 99 no. 1 (2008): 28. 

48 Jose Alvarez “Sweetening the US Legislature: The Remarkable Success of the Sugar Lobby,” The Political 
Quarterly 76, No. 1, (2005):  90. 
49 Alvarez, 92. 
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industry originally opposed CAFTA, but due to its influence in Congress was able to arrange an 

agreement that would sway greatly in their advantage. The protection of the sugar industry 

indicates that small farmers will have little opportunity to break into this industry with the 

introduction of CAFTA.  

 

50

Figure 1.2 
Projected U.S. Sugar Utilization for 
2014 (10.56 million short tons)  

The CPB Bureau for Economic Policy Analysis conducted a simulation on the effect that 

the elimination of the U.S. protectionism would have had on Central America. According to their 

analysis, the effects of CAFTA for the U.S. are actually fairly small. They calculate that an 

increase in sugar exports for Central America nations would have been very beneficial to the 

region. The increase in sugar exports would have meant less dependence on Textile and Apparel 

exports for Central America.51 Additionally, welfare gains would have increased by $120 

million. They concluded in their analysis that U.S. sugar protectionism is generally harmful for 

                                                 
50 Andrew Schmitz, Troy G. Schmitz, and James L. Seale, Jr. “CAFTA and U.S. Sugar,” The University of Florida, 
http://edis.ifas.ufl.edu/LyraEDISServlet?command=getThumbnailImage&oid=4313111 Accessed on 10 February 
2009.  
51 Francois, 19. 
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Central America.52 While sugar production in Guatemala and the rest of Central America could 

potentially provide increased market access for small-scale sugar producers, the agreement limits 

the opportunity for Central America to significantly expand its sugar market into the United 

States.  

The Banana Industry 

          Guatemala, Costa Rica and many of the other Central American nations are primary 

exporters of the bananas in the world (see Figure 1.3). The foremost exporters of bananas in the 

world are Ecuador, who exports approximately 34% of the world’s bananas, followed by Costa 

Rica at 14%, the Philippines at 12%, Columbia at 11%, Guatemala at 8%, and the remaining 

21% of bananas are produced in small proportions by countries around the world.53 India, 

Mexico, Brazil and Indonesia produce and consume large amounts of bananas, but these large 

amounts of exports, especially to the U.S. and European markets, come from Central America, 

South America, and the Caribbean.54  

Figure 1.3 also demonstrates the significance that many signatories to CAFTA have in relation to 

the export of bananas. The significant amount of banana exports that many of these countries 

produce suggests that a free trade agreement will further help out the banana industries in these 

countries.  Remaining banana tariffs were phased out according to the stipulations of the 

                                                 
52 Francois, 30. 
53 “Market” UNCTAD, http://www.unctad.org/infocomm/anglais/banana/market.htm, Accessed 12 February 2009.  

54 Michael R. Hall  Banana Wars: Power, Production, and History in the Americas. Journal of Third World Studies 
(2008): 54. 
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agreement. In 2007, the U.S. Embassy to Guatemala reported that banana imports went up 37 

percent to $148 million after the implementation of CAFTA.55

 

Figure 1.356

Banana exports in thousands of metric tons 
   2004
Costa Rica 1,793 
Colombia 1,395 

 Ecuador  4,537 
Guatemala 1,058 
Panama 398 

 Peru  27 
Mexico 46 
Honduras 528 
Venezuela 36 
Brazil 188 
Nicaragua 41 
Total Exports 10,047 
Total world exports 12,839

 
 

This significant increase in a very important export in Central American countries would 

then on the surface suggest that CAFTA provides substantially more market access for some 

agricultural producers. The increased market access is indeed present. However, the existing 

market leaves many out of the equation, namely the rural poor. The control of the banana 

production in these Central American countries has for centuries, been dominated by large and 

powerful foreign corporations.  Central America was the region where many of these huge 

banana corporations first set up their businesses.  Huge U.S. multinational corporations like the 

United Fruit Company (UFCO) and Standard Fruit prevailed over the markets and often the 

                                                 
55“Secretary Johanns Highlights Cafta-DR Successes in Guatemala,” Embassy of the United States, Guatemala, 
http://guatemala.usembassy.gov/pbe20070906.html, Accessed on 12 January, 2009.  
56 “Market” UNCTAD, http://www.unctad.org/infocomm/anglais/banana/market.htm, Accessed 12 February 2009. 
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political systems of countries like Costa Rica, Panama, Honduras, and Guatemala.57 This 

domination continues to exist today in the banana industry. 

 

In his book, Banana Wars, Michael Hall describes how foreign entities early on began to 

take over large plots of land for banana production. The history of UFCO and its political events 

were noted along with detailed documentation of observations, interviews, and research.  

According to Hall, a United Fruit executive once explained that UFCO entered Guatemala 

because its government was the weakest, as well as the most corrupt in the region.58 UFCO 

capitalized on the weaknesses of the government and the willingness of dictators to oppress 

people in exchange for wealth.  He called attention to the role UFCO played in the 1954 coup of 

the democratically elected president Jacobo Arbenz, after Arbenz attempted to limit UFCO’s 

control over Guatemala’s lands. As a retaliation, UFCO pressured the U.S. government to assist 

and engineer the coup. UFCO put much work into manipulating the government. Hall notes, 

“virtually every major American official involved in the plotting had a family or business 

connection to the company itself”.59 The dominance of UFCO in many Central American 

countries played a major role in shaping their economic environments. They also influenced the 

power balances within these countries. Power became concentrated in the hands of the foreign 

elite and was removed from the local and indigenous rural farming populations.  

Today, the predominance of foreign entities in the banana industry continues to exist in 

Guatemala. The power of these corporations demonstrates that this major export industry does 

not provide opportunities for small farmers to participate in this market. Internationally, the 

banana industry is extremely competitive. A few large companies dominate the chain from the 
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plantation worker to the final consumer.60 Additionally, consumers usually buy from a handful 

of powerful supermarket chains. The competitiveness and monopolistic nature of this industry 

makes it impossible for small farmers to endeavor to penetrate the industry. The domination of 

the land suited for banana production by large foreign companies further pushes small producers 

out of the equation. 

The major fruit corporations have demonstrated their desire to keep the prices of their 

products low. They do not want to risk losing lucrative contracts with the major retailers61.  The 

demand for these low prices means that these corporations must pursue whatever means 

necessary to keep these prices low while ensuring high profits for their companies. This 

price/profit manipulation results in the control of land and the exploitation of labor where land 

and labor are cheap, such as in Central America. The United Fruit Company has since diverged 

into two different corporations, Chiquita Inc. and Del Monte. United Fruit sold its properties in 

Guatemala to Del Monte in 1972 for $20 million.62 Under its new name of Chiquita Brands, it 

still maintains its empire throughout Central America. It is controlled by the Lindner family in 

Cincinnati through the American Financial Group.63 The foreign control of the banana industry 

demonstrates the dynamics in the economy of Guatemala and many Central American nations. 

These corporations control the land, resources, and cheap labor throughout the region. The power 

accumulated by many of these businesses for decades has greatly limited efforts by the rural 

population to act as viable competitors.  

                                                 
60 “Chiquita Brands International” Banana Link. http://www.bananalink.org.uk/content/view/62/22/lang,en/, 
Accessed 19 February 2009. 
61 “Chiquita Brands International” 
62 “Chiquita Brands International” 
63“Secretary Johanns Highlights Cafta-DR Successes in Guatemala” 
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Two of Guatemala’s largest agricultural exports (sugar and bananas) do not provide much 

opportunity for increased market access to Guatemala’s small farmers. Instead, they remain 

controlled by large and primarily American owned corporations. CAFTA does not provide 

market access for small farmers in Guatemala’s major agricultural export industries. It continues 

to facilitate large businesses by reducing tariffs in industries already dominated by large 

agribusiness. An increasingly prevalent pattern among small farmers is their inability to compete 

with the low prices of agricultural products produced by these agricultural giants. Guatemala’s 

large rural poor population is left without real access to markets. 

 

The Coffee Industry 
  

 Coffee, another leading commodity exported by Central American countries, seems to 

provide some promise of economic improvement to small farmers. Coffee will be, for the most 

part, unaffected by the Central American Free Trade Agreement. Before CAFTA, coffee entered 

into the United States duty-free, and continues to enter duty-free. Additionally, coffee is not an 

important export industry in the United States (instead the U.S. imports much of its coffee). The 

increasing international consumer awareness of specialty coffee (fair trade and organic) has 

allowed small farmers to sell their products at slightly more expensive prices than their large 

corporate competitors.  

 

Unlike many other agricultural products, small farmers dominate the coffee markets. 

They produce over 70% of the world’s coffee in 85 different Latin American, Asian, and African 

countries.64 The entrance of the small farmers into these coffee markets implies that they do not 

                                                 
64 Christopher, Bacon. "Confronting the Coffee Crisis: Can Fair Trade, Organic, and Specialty Coffees Reduce 
Small-Scale Farmer Vulnerability in Northern Nicaragua?" World Development 33, no. 3 (2005): 497. 
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compete with large agribusiness on the same level as they do in other agricultural markets. Most 

of these small farmers attempt to enter markets with products labeled as specialty coffee. 

Specialty coffee indicates that the coffee is certified as organic or fair trade and usually 

maintains a higher price. Coffee labeled as organic certifies that the farmer has not used 

pesticides or other chemicals during the cultivation process. Fair trade coffee requires that the 

traders pay a price “that covers the costs of sustainable production and livelihood, provide a 

premium for social development, sign contracts that encourage long-term planning and stability, 

and help provide pre-harvest credit.”65 The fair trade industry and its intention to provide 

respectable profits to the original producer may show potential to provide market access and 

economic sustainability to small farmers.  

 

The specialty coffee market is on the rise and the growth for bulk commercial grade 

coffee has been much slower than growth for specialty coffees. The specialty/gourmet coffee 

market now represents 17% of U.S. coffee imports and the specialty market as a whole has on 

average grown 5 -10% each year.66 The land available for the production of this specialty coffee 

has increased throughout Central America. Guatemala, in particular, has demonstrated the 

highest increase in land dedicated to organic and fair trade production (see figure 1.4).  The 

increase of land available to fair trade production demonstrates the beginning of a small trend 

that if it continues, could greatly help small producers.   

 

The availability of land for coffee production is crucial to the success of small farmers. 

Large foreign businesses own other areas of land that is best suited for the production of fruit and 

sugar cane. Specialty coffee could potentially provide significant advantages to small farmers in 
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Central American nations. It may also provide an outlet for these farmers to separate from 

industries, which are run by giant corporations who are arguably the primary beneficiaries of 

trade liberalization. 

Figure 1.4  

Certified areas of coffee in Central America in 2002/200367

Country  
 

Total production  Organic  Fair Trade  

 In ha  In ha  In %  In ha  
 

In %  

Costa Rica 100,000 1234 1.2 1100 1.1 

El Salvador 160,945 2193 1.4 2187 1.4 

Guatemala 245,000 6854 2.8 3121 1.3 

Honduras 215,000 1823 0.8 866 0.4 

Nicaragua 115,200 4752 4.1 2602 2.3 

Total of selected 836,145 16,856 2.0 9876 1.1 
 

 

 

IV. The Fair Trade Industry 

The sustainability of the fair trade industry will require continued growth of the fair trade 

market, coupled with continued assurance of sustainable profits for the original producer. If 

small farmers are to gain increased access to the specialty coffee markets, then the markets for 

specialty coffee must also continue to grow. Author Christopher Bacon, whose work focuses on 
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trade, globalizations and sustainable community development in the Americas, defines markets 

as “institutions that reflect the collective results of socially agreed upon rules and practices.”68  

The market for fair trade coffee will continue to grow only if attitudes about the necessity of fair 

trade practices continue to expand. These attitudes will continue to be shaped towards the benefit 

of free trade with increased awareness and marketing of fair trade products. The fair trade 

concept seeks to avoid negative externalities, such as environmental harm and socially 

inequitable production.69 The fair trade scheme asks the final consumer to pay a higher price in 

recognition of the elimination of these negative externalities.70 There has been some effort to 

advertise fair trade products. The fair trade logo (see Fig. 2) is becoming increasingly recognized 

among the general population, and U.S. Consumer awareness groups could potentially impact 

the fair trade industry with increased messages about the importance of fair trade practices and 

sustainability of these alternative markets.  

 

While it is essential that the fair trade market continue to grow, this expansion of 

consumer awareness may still be difficult as long as there is a continued lack of funding for fair 

trade marketing. The budgets for fair trade marketing are usually low and many fair traders rely 

on the publicity of newspaper articles, promotional tours, and other grassroots efforts.71  

 

 

 

 

                                                 
68 Bacon,501. 
69 Bernard Killian. “Is sustainable agriculture a viable strategy to improve farm income in Central America? A case 

study on coffee” Journal on Business Research ( 2006); 322. 
70 Killian, 325. 
71 Witkowski, Terrence H. “Fair Trade Marketing: An Alternative System for Globalization and Development”.   
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         Figure 272

  
 
 

The specialty coffee market could provide economic benefit to small farmers through fair 

trade practices, but there are still many challenges present in these markets. As soon as the 

distance between the original producer and final consumer begins to expand, it is the small 

producer who risks losing much of his/her profits. The fair trade scheme seeks to maintain 

equitable profits for the final producer, but there is risk of the farmer losing promised profits as 

the distance to their final product increases.  The fair trade network continues to expand its 

supply chain levels. The first level consists of producer organizations in the developing nations 

that help to organize farmers into cooperatives that assist with credit and the production process. 

At the next level in the supply chain, there are fair trade wholesalers who receive products from 

fair trade organizations.  The Fair Trade Organization lists 131 different wholesalers who 

specialize in fair trade products.  Fair trade retailers make up the final level and are usually found 

in affluent countries. These retailers can consist of smaller independently run organizations (like 

Global Exchange) and can also include huge retail chains that wish to supply fair trade 

products.73 In order to ensure that the goals of fair trade remain intact, fair trade certification 

organizations only certify products that have eliminated profit stealing from intermediaries.  
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The expanding layers of the fair trade networks may also cause some consumers to 

become wary of whether or not the products are truly fair trade  as large retailers continue to 

become involved in the free trade effort, this suspicion may grow further.  Most consumers who 

are attracted to fair trade products are also very cautious of large retailers and global 

marketing.74 Fair traders should cautiously approach fair trade marketing to ensure that retailers 

are meeting fair trade requirements in order to not taint the fair trade brand. 

  

 Another challenge present for the alternative markets in fair trade for small farmers is the 

increasing competition in the fair trade industry. The increased competition in the fair trade 

market means that farmers cannot just rely on fair trade or organic certification to receive higher 

prices for their coffee. In order to sustain their income and profit levels, farmers must understand 

the basic principles of business. They must continue to increase their productivity and quality if 

they wish to remain competitive.75 Researcher Bernard Killian notes that, while the fair trade 

labeling and certification provides increased profits in the short term, small farmers must still be 

able to compete in the long term. He writes, “in the long-term, an increase in productivity is an 

inevitable requirement for producers and the national coffee sectors in general.”76 The ability to 

increase productivity and quality will depend on access to better land, technology and 

infrastructure. The access to these essential services is undoubtedly difficult for many farmers to 

obtain. Small producer organizations and non-profits offer hope and potential for farmers to 

increase market access. Outside organizations may help small farmers to confront many of the 

challenges that exist in the fair trade industry. 
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V. CASE STUDY- “El Pobre  Siempre Será Pobre?” 
 

The economic potential of the specialty coffee industry has led many small farmers to 

look for ways to break into the fair trade alternative markets. Miguel, a small farmer in San 

Miguel Escobar, Guatemala has openly described his troubles with farming, his view of the 

introduction of CAFTA, and the assistance he has received from a local non-profit organization. 

San Miguel Escobar, a small village located no more than twenty minutes outside of the bustling 

tourist markets in Antigua, is home to a small cooperative of farmers who participate in coffee 

cultivation through the organization As Green As It Gets. Miguel and his wife have raised 12 

children in Guatemala. Miguel has, for many years, tried to run some type of small business 

operation in order to provide income for his family.  

 

 Shortly after Miguel and his wife were married, he saved up enough money to buy 25 

chicks. Miguel intended to raise these chicks and begin selling chickens in his local town. 

Miguel’s small business became fairly successful locally, and grew to about 2,000 chickens. He 

became the primary producer of chickens in his town. In the fall of 2007, Miguel decided to 

expand his business by opening up new operations in Antigua.  

 

       Within weeks of Miguel’s move to Antigua, Tyson Foods announced its plan to enter the 

Guatemalan markets, and would essentially dominate 30% of the market in 12 months.77 The 

fresh chicken produced by Miguel became replaced by a cheaper form of chicken found in the 

major markets wrapped in plastic and often frozen. After the entrance of Tyson Foods to the 

Guatemalan market, Miguel was forced to shut down his sales in Antigua and eventually he had 

to shut down his chicken sales entirely. 
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         Miguel later expressed his dismay at the free trade initiatives like CAFTA. In his view, the 

“big fish would always eat the little fish.”78 Tyson Foods (a huge fish) wiped out Miguel’s small 

enterprise, thanks to the convenient reduction of trade barriers through CAFTA. Miguel accepted 

that trade liberalization efforts were not aimed to sustain small farmers like him. Miguel did not 

view the world as fair and accepted the nature of the system, remarking, “el pobre siempre será 

pobre” (The poor will always be poor).79 Miguel’s story is not unique; many other small 

producers in San Miguel Escobar, Guatemala, and Central America confront similar challenges. 

They face little chance against large producers who offer cheaper goods produced by cheaper 

labor. 

 

 The large influx of chicken on the Guatemalan markets was one of the immediate 

negative consequences of CAFTA for the general Guatemalan population. U.S. chicken 

producers generally receive high prices for the production of chicken breasts. The producers 

raise chickens in order to sell the breast meat in the U.S. markets and they then dump large 

numbers of the unwanted (and cheaper) chicken parts on the Guatemalan markets.80 While one 

could point out the benefit of Guatemalans receiving chicken at lower prices, one should also 

look at the type of chicken these people are receiving. The Guatemalans are indeed attaining 

chicken at a cheaper price, but they are getting the unwanted, left over chicken parts, such as legs 

and wings. CAFTA established a quota that allowed 21,800 metric tons (MT) of chicken to enter 
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80  Mazzei, Umberto. “ Two Months of CAFTA” Americas Program Commentary, http://americas.irc  
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the Guatemalan markets duty-free.81 This cheaper imported chicken affects Miguel and all those 

who depend on any part of the supply chain of chickens. The importers and distributors of the 

chicken usually consist of retails chains and other monopolized distribution channels.82 The 

monopolistic nature of these retail chains and importers does not allow room for the small 

producer.  

 

The experience of dumping large quantities of chicken on the Guatemalan markets after 

the introduction of CAFTA and its various TRQs, demonstrates the drastically negative 

consequences FTAs have on small producers. Large producers operate on economies of scale. 

Their average cost per unit declines as their business expands. Large corporations are usually 

able to keep costs exceptionally low through the inclusion of cheap labor options. Small 

producers, like Miguel, do not have the economic benefit of economies of scale. Additionally, if 

they employ friends or neighbors in their operations, they cannot offer dismally low wages to 

their community members because it is not culturally acceptable. 

 

 

 Miguel and other farmers around the area of San Miguel Escobar found it too difficult to 

sell most agricultural goods in the traditional markets. They encountered exploitation from 

middle men, retail chains and ultimately received such low prices that they were unable to 

sustain their production efforts.83 Miguel joined a group of eleven other farmers in the area and 

began to participate in the organization As Green As It Gets. The organization aims to help small 

producers obtain market access in Guatemala. Their stated goal is to “provide training, technical 

services, marketing and financing to hard-working proprietors who need a push in the right 
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83 Interview. San Miguel Escobar, Guatemala. June 23 2008 (Emily Johnson). 
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direction to lift themselves out of poverty.”84 Many other farmers who work with As Green As it 

Gets abandoned efforts to try to sell other crops and became involved in coffee production. The 

organization also provides financial assistance to help farmers buy additional plots of land for 

coffee cultivation. The coffee is produced without the addition of any herbicides or pesticides. 

Additionally, all revenue from As Green As It Gets product sales goes directly to the producers 

and their families.85  

 

The coffee product from As Green As It Gets is by definition, organic, and most 

definitely fair trade. As Green As It Gets, however, decided not to pursue fair trade certification. 

The decision was based on the conclusion that fair trade certification would not provide their 

farmers with additional income. The participating farmers in the organization receive wages that 

are substantially higher than those guaranteed by fair trade certification. The organization 

determined that the adherence of the price points and wage rates required for fair trade 

certification would actually decrease income for the workers. They also determined that the 

substantial expenses required for such certification would burden the farmers.86 The choice made 

by As Green As It Gets to not pursue fair trade certification was due to the concern that their 

farmers would not receive fair wages.  

This concern suggests that as the fair trade process becomes more institutionalized, the 

assurance of market access and substantial profits becomes more limited. The fair trade market, 

as it becomes more commercialized, creates distance between the farmer and the final consumer. 

The involvement of fair trade institutions and intermediaries can still cause the farmer to miss 

out on some potential profits.  

                                                 
84 “As Green As It Gets Position on Fair Trade” As Green As it Gets. 
www.asgreenasitgets.org/fairtradepositionpaper.pdf, Accessed 10 February 2009. 
85“As Green As It Gets Position on Fair Trade” 
86 “As Green As It Gets Position on Fair Trade” 
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Non-profits, Cooperatives and the Fair Trade Method 
 

As Green As It Gets provides an alternative example of assistance to small farmers by 

promoting market access and profit revenues. While there are other cooperatives and non-profits 

working in Guatemala, one of the greatest benefits of As Green As It Gets appears to be the 

organization’s smaller size and dedication to make certain the success of its members. The 

organization is run primarily by volunteers and offers farmers small business loans. In addition 

to loan assistance, the organization launches small farmers through the contribution of startup 

capital. Furthermore, As Green As It Gets allows their farmers to use its coffee roasting 

equipment which otherwise would be extremely expensive. The use of this coffee roasting 

equipment means that As Green As It Gets farmers maintain an advantage that many other 

farmers do not possess. The farmers in the organization have the option of selling roasted coffee 

and do not have to sell their raw coffee to businesses that first have to roast the coffee. The 

availability of coffee roasting equipment also ensures that these farmers have the option of 

selling to individual consumers. 

 

The head of the organization, Franklin Voorhes, assists the farmers with market access to their 

goods. Voorhes, an American, travels around Antigua and talks with restaurants and local businesses 

interested in selling fair trade products. He also makes trips to the United States and encourages groups, 

often churches, to buy coffee and goods from their organization. Voorhes has been successful at finding 

people interested in buying such goods. One of the farmers in the organization, Filiberto, expressed his 

gratitude that someone like Voorhes entered their village and assisted them with their business ventures. 

While Filiberto is extremely grateful for Voorhes’s efforts, he observed something that may be a key 

challenge for similarly run non-profit organizations. He said that without Voorhes, an educated white 
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man, they would not be able to sell their goods. He affirmed that the farmers in their organization would 

not be able to find markets, or many individual customers to sell to. As Green As It Gets provides 

substantial (and much needed) assistance to these farmers, but the future is currently unclear about how 

these farmers will one day be able to produce independently.  

   

As Green As it Gets has dramatically demonstrated that it provides its farmers with profits and 

assistance that go beyond even the minimal standards set by the Fair Trade Association. As Green As It 

Gets contributes 100% of the profits to the farmers. Additionally, the organization teaches many of the 

farmers about sustainable production, the elimination of chemicals, and the art of coffee farming in 

general. These are valuable skills that will contribute to the continued success of these farmers. The 

organization also helps to further market access - a crucial part of success. As Green As It Gets provides 

its clients with market access that continues to be shaped by Franklin Voorhes. The challenge, then, lies 

in finding a solution that would allow these farmers to become independent and find their own ways to 

access the markets.   

 

         As Green As It Gets differs from other coffee cooperatives in Guatemala; it eliminates 

intermediaries entirely. This organization seems to provide aid to small farms in the purest way. 

Coffee cooperatives, however, are significant in Guatemala and are increasingly more visible 

throughout the country. Coffee cooperatives benefit substantially from alternative markets, like 

Fair Trade, because the certification requires that these groups of farmers receive a fair price. 

Cooperatives in Guatemala are not a new phenomenon and have actually existed in Guatemala 

for decades. The growth of coffee cooperatives in Guatemala coincided with the increasing 
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violence erupting during the civil war notably from 1950-1980.87 The government targeted these 

community projects and cooperatives during the war. Between 1976-1978 in Quiche, 168 

cooperative leaders were murdered.88 The violence, directed at organized communities during 

the civil war, created a great climate of fear towards organization. During the civil war the 

government intended to break community solidarity. The rural populations are slowly reforming 

community efforts to organize in order to maintain a stronger voice in the country.  

 

 

         Many coffee cooperatives in Guatemala do not have the same roasting advantage as does 

As Green As it Gets farmers. These cooperatives must sell their raw coffee to fair trade roasters 

if they wish to participate in the fair trade market. These coffee roasters are usually located in the 

U.S. and sometimes stand in the way as one intermediary in the production chain. The ability of 

coffee farmers to find coffee roasters who are committed to their success is essential. Naturally, 

some coffee roasters are only interested in maintaining the minimal standards to meet fair trade 

requirements while others are more dedicated to the success of the coffee farmers. 

 

  

 While the organic and fair trade alternative markets and (cooperatives and non-profits) 

organizations like As Green As It Gets still present challenges for small farmers, they are still currently 

some of the best options way for farmers to earn a living wage and not be mistreated. As farmers have to 

deal with more intermediaries, they risk the chance of exploitation from large U.S. and Guatemalan 

businesses. Contract farming is sometimes promoted as a viable option for small farmers looking for 

assistance with small-scale production. Contract farming, however, does not provide the same degree of 

power and profit that independent organizations of producers often maintain. Contract farming involves 

                                                 
87 Lyon, Sarah, “Fair Trade Coffee and Human Rights in Guatemala” Journal of Consumer Policy 30, no. 3 (2007): 
241. 
 
88 Lyon, 241. 
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agro-industrial firms who provide the credit, inputs, information, and services smallholders need to 

cultivate and market crops, in exchange for a certain amount of crop production.89 Contract farming, 

however, leaves much opportunity for exploitation of the farmer.  According to Nigel Key, over time 

farmers invest fixed resources into production or alter their cropping patterns and become dependent on 

their contract crops. The producers then face limited exit options and are essentially forced to accept 

more exploitative contract terms.90 Contract farming also does not address issues of independence and 

increasing the necessary technology and infrastructure desperately needed in rural areas.  

 

Cash Cropping- Obstacle or Opportunity? 
 

The attempt by small farmers to enter in the coffee industry will undoubtedly receive 

some criticism regarding the potential drawbacks of switching to a “cash crop.” Coffee is 

considered a cash crop because it is not used for the producer’s general consumption and it is 

intended primarily for export. There is opposition about the possibility of dependency on these 

cash crops. Farmers who switch to cash crops may invest substantial resources into these efforts 

and become dependent on the crop for their livelihood because they have essentially committed 

to the crop and maintain few exit options.91 Dependency also occurs on a macro-economic level 

when the country as a whole becomes dependent on exports for its survival. In Honduras, for 

example, 85% of exports are agricultural and agricultural exports account for 33% of GDP.92 

Cash cropping also raises concerns about food security. If small farmers switch from subsistence 

                                                 
89 Key, Nigel and David Runsten. “Contract Farming, Smallholders, and Rural Development in Latin America: The 
Organization of Agroprocessing Firms and the Scale of Outgrower Production.” World Development  27, no. 2 
(1999):381 
 
90 Key, 381. 

91 Adrian Fernando and Simon Maxwell. “Cash crops in developing countries: The issues, the facts, the policies” 
The Institute of Development Studies at the University of Sussex (2002): 2. 

92 Fernando and Maxwell, 2. 
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agriculture to producing non-consumption based crops, farmers are subject to the market prices 

for food. If many farmers in a small town began to produce for export purposes, there will be less 

food on local markets for consumption purposes. The population will have to rely on imports for 

their food sources, and if food prices augment, farmers do not have the advantage of availability 

of their own food sources.  

 

Cash cropping is based on the idea of comparative advantage. This economic concept 

says that a country should focus its resources to produce the product it can produce most 

efficiently with the given resources. The opposition is primarily concerned with the instability 

that occurs with cash cropping and comparative advantage. Producers put all of their resources 

into producing a specific product and are subject to falling and rising market prices. In order to 

avoid this instability, the most important part of cash cropping must involve a linkage between 

the short-term profits and surpluses of these cash crops and diversification investments.93 Adrian 

Fernando and Simon Maxwell ask an important question in regard to the effectiveness of cash 

crops, “Are they invested for growth or are they diverted to Foreigners or “wasted” on luxury 

consumption?”94

 

Many of those in opposition to cash cropping overlook the possibility that investments in 

these crops do not have to replace other food cropping and labor possibilities. The revenue 

generated by cash crops, if used properly, can contribute to credit, training, and other resources, 

which would aid farmers in the production of other food crops95. The revenues from cash crops 

could potentially provide small producers with resources that they may have not had without the 

                                                 
93 Fernando and Maxwell, 6. 
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profits from these cash crops.96 Govereh Jones and T.S. Jayne refer to the potential “synergies” 

between cash cropping and food cropping that can be created when producers are able to take the 

surpluses from cash crops to not only diversify their economic enterprises but also to become 

involved in food cropping to increase their food security.97 Cash cropping also has the potential 

to create regional effects.  If numerous farmers within a region decide to invest in cash crops it 

may have the potential to benefit the region as a whole. The benefits to this region could occur 

through key inputs that may have become more readily available in the area.98 These inputs 

could be used for the further production of both food and cash crops.  

 

 

Some of the farmers working with As Green As it Gets demonstrated the possibility of 

coexistence between food crops and cash crops. One farmer, Filiberto, used some of his first 

profits for household investments; he invested in plumbing and the further construction of his 

home. He also invested the money to buy additional plots of land. With these additional plots of 

land, Filiberto and his family farmed some other food crops and began a vegetable garden. The 

additional investments that Filiberto made would have been extremely difficult without the 

revenue he received from his coffee sales. There is a key difference between small farmers who 

switch to cash crops and large companies that dominate large amounts of land intended to 

produce cash crops. Small producers may demonstrate potential to provide further development 

services. 

 

VI. Developmental Challenges for Small Farmers 

Small producers in agriculture could potentially benefit the local Guatemalan economy 

substantially. In his article, John Mellor, writes, “Smallholder agriculture is innately highly 
                                                 
96 Jones and Jayne, 40. 
97 Jones and Jayne, 41. 
98 Jones and Jayne, 42. 
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efficient in production – smallholders potentially get higher yields and produce higher quality 

than large farmers.”99 He also notes, however, that small farmers are at a disadvantage because 

they cannot provide the same critical advantages as large producers, such as physical 

infrastructure, research, technology, education and market promotion.100 The absence of these 

services is one of the largest challenges the small farmers face in their production efforts.  
 

 

Education is one of the first services that must be improved if these farmers are to be 

successful. Education should not be limited to learning about farming practices. It needs to 

include instruction about marketing and business. The Food and Agriculture Organization (FAO) 

of the United Nations affirms that when producers maintain a higher level of education they are 

able to better participate in the markets because they are able to plan, supply, assess and reduce 

risks, understand competition strategies, and instate quality control.101 Non-profits like As Green 

As it Gets, provide some opportunity for education.  However, the dismal education system 

throughout much of the rural areas leaves most of the local population in an extremely 

disadvantaged position to maintain competitive businesses. The education system in Guatemala, 

like many of the country’s other resources, is unequally distributed. While a majority of the 

population is rural, only 1.8% of high school students are from rural areas102 and 33.4%  have 

not completed primary education.103

 

                                                 
99 Mellor, John W.  “CAFTA, Agriculture and Poverty Reduction in Guatemala– Opportunities, Problems & Policies” Abt 
Associates. 9 November 2008: 5. 
100 Mellor, 5. 
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The farmers with As Green As It Gets were fortunate to have encountered Franklin 

Voorhes. The organization offered them small loans to help them invest in land and capital. 

Unfortunately, most farmers do not have the benefit of affordable and fair loans. The availability 

of credit and affordable interest rates is crucial to the success, or failure of small farmers. Mellor 

notes that rural credit systems in Guatemala, for the most part, are very weak.  For people living 

in rural areas, credit is very difficult to obtain and the interest rates are comparatively high.104 

The continued inability to find accessible credit and small loans will make it nearly impossible 

for these farmers to access either the local or international markets.  

 

  
The improvement of rural credit markets demonstrates once again the need for better 

development in the region. The issues around fair credit availability, together with scope of the 

research, suggest that as a country becomes more developed its accessibility to improved rural 

credit markets also increases. The problems of screening, incentives, and credit enforcement are 

much more difficult when a nation is substantially underdeveloped.105 Guatemala is still making 

great efforts to overcome years of instability and civil war. The government enforcement system 

throughout the country is generally very weak, and this weakness extends to an inability to 

enforce the credit systems. The limited enforcement ability produces a very inhospitable 

environment for lenders. Several studies demonstrate a correlation between the increased 

developments, rising incomes, and the diminishing of imperfections in rural credit markets.106  In 

India, for example, the rural areas with higher incomes seem to face lower interest rates from 
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lenders.107 This evidence suggests that small farmers who wish to obtain better access to credit 

must often find an initial way to increase their incomes. The establishment of more non-profits 

like As Green As It Gets, who are able to provide small loans to farmers, is crucial. Honestly 

implemented micro-loans are essential for small farmers to invest in the production of more 

lucrative crops like coffee. If the incomes of these farmers and the general rural population begin 

to increase, it will contribute to the health of the country as a whole. Additionally, if  micro-

finance regulatory associations are strengthened in Guatemala, micro lending will also contribute 

to the overall improvement of the rural credit systems, which will make other investments more 

accessible to the rural population. 

 

There is also a necessity for more investment in public goods like technology and 

infrastructure. The lack of rural infrastructure is an obvious and debilitating challenge. 

Successful producers must use modern technology in order to compete in markets even if they 

possess an intensive labor force. The improved technology will not only help the farmers 

produce more efficiently, but will also assist with quality control efforts.  Farmers, in order to 

compete with other coffee producers, must be able to improve the quality of their products. 

According to John Mellor, massive infrastructure investments are a necessity for rural 

development. Market conditions could potentially allow the small producer sector to grow 

rapidly and become a much larger share of total coffee production.108  

The success of small-scale farmers and poverty reduction in rural areas is crucial to the 

health of the country and region as a whole. The rural areas in Guatemala and other Central 

American countries are marked by great poverty. An estimated 1.3 million people in the (mostly 
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rural) Central American region face starvation.109 The coffee sector in Guatemala is an especially 

significant part of the economy. The sector includes 63,000 producers and 700,000 laborers. It 

represents 31 percent of the rural labor force, makes up 21 percent of total exports, and 

represents 7 percent of agricultural output.110 The scale of the coffee sector in the rural areas of 

Guatemala indicates that this industry has the potential to provide significant advantages to 

small-scale producers. These producers will be able to benefit the most if they are able to break 

into the alternative markets and receive a higher percentage of their profits through better market 

access.  

 

VII.  Concluding Remarks 
 

The rural sectors of Central America are critical to Guatemala’s future, yet are the most 

disadvantaged areas. Those who promote the Central American Free Trade Agreement discuss its 

significant contribution to the growth of the participating economies. CAFTA, however, for the large 

part, ignores the necessity of rural development. CAFTA promotes trade liberalization and benefits 

select industries in Central America, while leaving most rural communities without market access. In 

agriculture, the agreement promotes and protects the continued wealth of large agribusinesses that 

already dominate the industry in Guatemala and other participating countries. As an example of this 

domination, two of Guatemala’s largest exports remain under the control of large corporations. 

 

 

The coffee industry is currently providing options for some farmers. Increasingly, farmers like 

Miguel and Filiberto are finding successful ways to tap into “alternative markets” through the supply of 
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fair trade and organic products.  The fair trade movement takes important steps toward the recognition 

that small producers need to make livable profits from their production efforts.  However, fair trade 

certification and its products still maintain many tribulations. Farmers will not always be able to rely 

solely on marketing their products as fair trade. They will also have to find the resources to improve the 

quality of their products. The continued establishment of non-profit organizations like As Green As It 

Gets, may also help increase farmer income in the region. These organizations, nonetheless, should also 

focus on the end goal of helping farmers achieve independence.  These farmers must eventually be able 

to break into the markets through their own resources, community, and education,  and without reliance 

on the United States or other foreigner. 

 

Increased market access will only be truly feasible if there are improvements throughout the 

region. CAFTA, a trade agreement between highly unequal partners, needs to have modifications that 

recognize the desperate need for development in many Central American countries. This development 

comes in the form of education, technology, and infrastructure. If rural regions continue to lack these 

developments, it will be nearly impossible for the small farmers there to engage in any type of 

sustainable and competitive production. There should be a significant funding provision or impact fees 

on large corporations for these development efforts in rural areas.  Otherwise, the CAFTA is an 

agreement that will ultimately not provide authentic and fair economic growth to the Central American 

region.  

 

 

Finally, there needs to be a general recognition that free trade agreements can push some small 

farmers, like Miguel, out of their original agricultural specialties. This acknowledgement must come 

with an attempt to aid small farmers to enter into more viable industries. Any revision or additional 

consideration of CAFTA must increase its focus on the effects of trade liberalization on rural 
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populations.  Moreover, there needs to be continued study and assessment, along with the supplementary 

funding opportunities, to start off small farmers. Ultimately, such an agreement must recognize that the 

development of severely underdeveloped nations is in the best interest all trading partners.  
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