A tepid partnership: Free trade and
labour rights in Central America

SIGNING UP CENTRAL AMERICA
FOR FREE TRADE

he enactment by Costa Rica in Janu-

ary 2009 of the Dominican Repub-
lic-Central America-United States Free
Trade Agreement (CAFTA-DR) con-
cluded the process of ratification by its
members and coincided with President
Barack Obama’s assuming office. The
agreement was first signed in 2004. It
came into force in El Salvador in March
2006, then in Nicaragua, Honduras, and
Guatemala in the same year, and in the
Dominican Republic in 2007.

As a senator, President Obama voted
against CAFTA-DR because of his con-
cern about the protection of labour rights
and the enforcement of basic environ-
mental standards in Central America
and the Dominican Republic. However,
a review of some of his statements
reveals that President Obama generally
supports free trade policies despite these
concerns. His administration is cau-
tiously trying to revive its trade agenda,
fuelled by the objective to double US
exports by 2015; at the same time, it does
not want to lose the support of the labour
unions. In that sense, the announcement
on July 30, 2010 that the United States
requested consultations with Guatemala
under article 16.6.1 of CAFTA-DR, for
apparent violations of obligations on
labour rights, could be interpreted as a
victory for the labour unions. It is the first
time that the United States has pursued
such a case against a free trade partner.

THE GUATEMALAN LABOUR CASE
Since 2008, the US government has been
conducting an extensive examination of
Guatemala’s compliance with its obliga-
tions under Chapter 16 (Labour) of
CAFTA-DR, based on a petition filed by
the AFL-CIO together with six other
Guatemalan labour groups. The Office
of the United States Trade Representative
(USTR) reports that the examination has
included a careful review of Guatemala’s
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labour laws, an extensive collection of
factual evidence, and an analysis of
Guatemala’s obligations under CAFTA-
DR. The US government determined that
Guatemala is failing to meet its obliga-
tions with respect to effective enforce-
ment of labour laws related to the right
of association, the right to organize and
bargain collectively, and acceptable
working conditions. In addition, it
expressed concerns about the problem
of labour-related violence in Guatemala.

Under CAFTA-DR, a party may
request consultations with another party
regarding any matter arising under Chap-
ter 16. If the matter involves the effective
enforcement of domestic labour law and
the consultations do not resolve the mat-
ter within 60 days, the complaining party
may then request a meeting of the Free
Trade Commission. If no agreement is
reached, the United States may request
the establishment of a panel. If the panel
finds that Guatemala has failed to
enforce its labour law effectively, it may
impose an annual monetary assessment
of up to US$15 million.

On the other hand, average growth of
Guatemala’s exports to the United States
has been around 3.4 percent, which is
less than expected and is strongly related
to the impact of the global economic

crisis. Despite this, Guatemalan export-
ers are focusing on increasing trade with
the United States, its largest trading part-
ner. Agriculture exporters, in particular,
are seeking to take advantage of CAFTA-
DR, and agriculture exports grew 28.3
percent in 2009, compared with 2008.
The labour claim referred to, above,
puts Guatemala’s government in a com-
plex position vis-a-vis the business com-
munity, which supported CAFTA-DR
against the opposition of the unions,
based on an expectation of increasing
sales in the US market. Although the
government of Guatemala accepted the
consultation process, it officially recog-
nizes the legal and institutional difficul-
ties that still exist to provide labour full
protection. A Republican administration
probably would not have taken this step.
The recognized labour laws in
CAFTA-DR are those directly related to
the right of association, the right to
organize and bargain collectively, a pro-
hibition on the use of any form of force
or compulsory labour, a minimum age
for the employment of children, the
prohibition and elimination of the worst
forms of child labour, and acceptable
working conditions with respect to min-
imum wage, hours of work, and occupa-
tional safety and health. Part of the criti-
cism in relation to Chapter 16 is that it
does not encourage the parties to estab-
lish more advanced labour standards.

THE CAFTA-DR ENVIRONMENT
AND OBAMA'S ADMINISTRATION

The impact of the global economic crisis
on Central American exports to the
United States, its main market, affected
the evolution of CAFTA-DR. Exports
grew during the first three years of the
agreement but decreased during 2009.
The recovery of the US economy, based
on the measures taken by the Obama
administration, is crucial for Central
American countries and their exports,
investments, tourism, and remittances.
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IMMIGRATION AND SECURITY
BIGGER CHALLENGES
THAN TRADE

The regional economy is vulnerable to
changing conditions in consumption and
immigration in the United States, which
is the largest recipient of immigrants,
also called “economic exiles.” For coun-
tries like Honduras, El Salvador, and
Guatemala, a decrease in remittances
represents a major economic collapse
because they receive a sum of more than
US$10 trillion annually. Several reports
indicate that 10 percent of the Central
American population, about four million,
are immigrants, and their dollar remit-
tances represented 10 percent of regional
GDP.

Immigration and security are central
issues in relations between the United
States and Central America. For example,
during his meeting with President Mau-
ricio Funes of El Salvador in May 2010,
President Obama pointed out that the
relationship between the two countries
has to consider the two million Salvador-
ians who live in the United States and
who send remittances back to El Salva-
dor. This consideration provides an
outstanding foundation for continuing
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cooperation between the two countries.
In that sense, the July 2010 decision by
the Obama administration to extend the
temporary protected status (TPS) for
immigrants an additional 18 months was
a positive signal for the Central American
region.

On security issues, the Obama admin-
istration announced in May 2010 the
donation of US$130 million, to be
received in 2011 in support of programs
in Central America to combat gangs,
organized crime, and drug trafficking.
The administration also modified the
Merida Initiative for security cooperation,
approved during the Bush administra-
tion, by increasing the contribution for
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Central America and changing the focus
to a major emphasis on preventing youth
violence and strengthening the judicial
and prison systems.

WASHINGTON:

A TEPID PARTNER AT BEST
Although CAFTA-DR covers only trade
in goods and services, the reality is that
without an adequate environment it will
not be feasible to achieve the develop-
ment goals of the free trade agreement.
Therefore, the agenda between the
Obama administration and the Central
American governments must go beyond
trade issues.

The US government continues to
implement day-to-day issues under the
CAFTA-DR. For example, in June 2010
it signed an amendment to allow sugar
imports from Costa Rica once that coun-
try complied with the intellectual prop-
erty rights reforms on its legislation. The
biggest challenge for the United States
and Central America is how to translate
into reality Obama’s idea that the United
States should become a strategic partner
for development in Central America in a
relationship based on mutual interest
and mutual respect. L 4

he Latin American Trade Network (LATN) is an independent, interdisciplinary research
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