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1 Introduction

This thesis seeks to contribute to the understanding of why development paths diverted
between Guatemala and Costa Rica despite similarities in aggregate growth performance. By
going beyond a growth performance analysis and delving into the social and economic
progression. Investigating the quality of social capabilities during the neoliberal period

between 1985 and 2020.

Guatemala, with a multiethnic estimated population of 17.3 million (Our World in Data,
2024) and a gross domestic product of US$ 77.72 billion reported in 2020, (World Bank,
2023) is the largest economy in Central America with solid macroeconomic indicators from
2010 to 2019; the economy experienced a steady 3.5 growth in terms of GDP (Our World in
Data, 2024). Nevertheless, half of the population survive on less than $6.85 a day with an
estimated 55 percent of nationals during 2014 (World Bank, 2024) concentrated mostly in
rural areas affecting Mayan indigenous. Consequently, leading to low development
indicators; during 2019, the development index posited at 0.66, slightly above the average
development country but far below the Latin American average; only Haiti, Nicaragua, and
Honduras had a lower score than Guatemala (UNDP, 2022). Guatemala’s Development Index
experienced a positive performance from 2000 until 2015, mostly due to the implementation
of policies agreed upon after the Peace Accords in 1996 that sought to increase government
social and public investments. However, in 2015, the development index stagnated, followed

by a decline.

Conversely, Costa Rica with a population that reached 5.15 million in 2020 (Our World in
Data, 2024) and a gross domestic product of US$ 62.4 billion (World Bank, 2024) is
considered a middle-income country. Costa Rica’s social and economic progress is based on
trade openness, well-being with a long-lasting stable democracy. Over the last years, growth
has been steady and GDP per capita have tripled (OECD, 2020) making significant

investments through the years in education, health, and infrastructure.

Moreover, during 2019 Costa Rica’s development index posited at 0.81 making it the highest
score for Latin America and the Caribbean. In terms of poverty since 1986 Costa Rica has

made significant improvements decreasing the figure to a 14 percent of the population living



under the $6.85 mark reported during 2019 (Our World in Data, 2024). However, Costa
Rica’s development is affected by longtime inequality, youth unemployment, and high levels
of employment in the informal sector have hindered Costa Rica’s overall development.
Nonetheless, in 2021 Costa Rica’s performance allowed it to become the first OECD member

country from Central America.

Besides being neighboring countries, both nations have experienced similar growth
performance and shrinking episodes (Figure 1), but their development paths have diverged

significantly.
Figure 1. GDP per Capita Growth (%) Guatemala and Costa Rica 1985-2020
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Source. Own elaboration based on data from World Bank 2024

Since 1950, Guatemala’s annual growth rates have been highly volatile due to international
prices of agricultural commodities such as sugar cane, coffee, and cacao beans. Structural
inequalities and poverty caused social and political unrest that materialized in a civil war,

impacting growth performance (Loening et al., 2010).

At the same time, Costa Rica also experienced a short civil war caused by political tensions.
During 1975 and 1985, external shocks caused shrinking economic episodes for both
countries, both in terms of trade and international economic crises due to the increase in oil
prices. After 1985, both countries started a period of economic stabilization followed by
moderate growth, but after the 2009 crisis, both economies stagnated. Nonetheless, both

countries had different economic and developmental outcomes.



Such a diverted path requires an analysis based on theories of social capabilities and
economic convergence. Both nations present an ideal scenario to investigate the convergence
theory by examining their social capabilities, considering their shared economic composition
at early stages of development and distinctive convergence outcomes. Hence, this study
applies the theory of social capabilities to the Guatemalan and Costa Rican context; following
(Abramovitz, 1986; Andersson & Andersson, 2019; Andersson, 2018). By investigating the
long-term growth strategies both countries pursue through the lens of the four elements of
social capabilities: transformation, social and economic inclusion, state autonomy, and

accountability.

This paper seeks to understand their divergence path regarding their economic performance
and the role that institutions and the state had in their development. Therefore, this research
aims to provide insights into the complex social, political, and economic dynamics that have
shaped the economic outcomes of both countries. Thus, the research questions proposed to

guide this thesis are:

What were the fundamental social and economic differences that took place in Guatemala
and Costa Rica that shaped their economic development during the neoliberal period? How
social capabilities in Costa Rica and Guatemala progressed during the analyzed period?

What factors impeded convergence in Guatemala to more inclusive economic growth?

1.1 Aim and Scope

Researchers have used diverse approaches to measure economic development however, |
believe that social capabilities are the key and a better fit to understand the complex
economic development and divergence between Guatemala and Costa Rica. By the
application of such framework, we can gain insights into the determining factors that
contributed to their economic development and get a deeper understanding of the
effectiveness of the different approaches each country adopted in terms of long-term

economic growth.

Analyzing each country's convergence path and progress on its social capabilities can also
potentially lead to exploring the reasons behind the understanding of the divergence paths
from the rest of Latin America. The study's conclusion can also contribute to policy-making,
foster inclusive economic growth in Guatemala, and provide additional suggestions for

improvement in Costa Rica.



The scope of this study is focused on economic convergence, social capabilities, and the
strategies adopted in each country. By analyzing the interplay between those aspects, this
study aims to provide insights into the elements that determine each nation’s own economic
development and its consequences for long-run growth. Hence, it contributes to a deeper

understanding of the effectiveness of each nation's different economic policies and strategies.

This thesis centers its analytical method with (Andersson & Andersson, 2019) work.
However, the central aim of this study is to determine whether a successful economic
convergence and sustained, inclusive growth heavily relied on the quality and enhancement
of each nation's social capabilities, its consequences, and development through the years.
According to (Abramovitz, 1986; Andersson, 2018) the quality of a country’s social
capabilities play a more significant role in determining a nation’s success and economic
catch-up and be less prone to shrinking and eventually converge. Strategies based on the
enhancement of social capabilities are crucial for long-term economic development;
therefore, if the investigation progresses, such an argument becomes evident. A secondary
objective will be to identify which social capability had the most significant influence and
which ones have even more potential to develop. Such insight can provide valuable elements

to consider as well as areas to improve for economic expansion.

To my knowledge, this is the first attempt to assess the development of social capabilities in
Guatemala and Costa Rica and uncover the unique characteristics of each social capability.
By taking a historical-empirical approach and inspired by (Andersson & Andersson, 2019)
framework, it will be possible to gain insights into the economic, social, and political

structures established and influenced by the neoliberal period.



1.3 Outline of the Thesis

After the “Introduction,” this thesis continues with the following sections: Context, Theory

and Previous Research, Data and Method, and Empirical Analysis, followed by Conclusions.

The subsequent section, “Context,” is intended to provide the reader with key socio-economic
events of each country. Specifically, this section describes each country's attempts for
industrialization, its outcomes, and the effects of the Central American free trade agreement
on each nation. Hence, sections (2.1) and (2.2) provide the socio-economic background of
each country and (2.3) provide insights regarding the development of the Central American

Common Market Agreement.

The third section, “Theory and Previous Research,” discusses the theoretical and conceptual
framework used for this paper. The chapter provides a summary of all the theories utilized in

this paper and their relation to one another.

The fourth section presents all the compiled data to be considered for this study, discusses
their relevancy, and describes the method applied. It also discusses the data constraints,

limitations, and challenges presented in terms of data usage.

The fifth section, “Empirical Analysis,” applies and analyzes the four elements of social

capabilities: transformation, inclusion, autonomy, and accountability.

Lastly, the final section, “Conclusions,” revisits the main research questions proposed for this

study, providing answers and proposing avenues for further investigation.

10



2 Context

The following chapter provides a comprehensive understanding of the social and economic
context of Guatemala and Costa Rica from 1950 to 1985 laying the groundwork for
subsequent discussions on the factors that determined economic development paths in
between both countries. Several historical events, social and economic reforms impacted the

further economic development of these nations.

The first section provides an analysis of the economic and social background of Guatemala
and Costa Rica. While such countries shared similarities in terms of their economic
transformation strategies at the early developmental stage, each country had their own
challenges to overcome. The following section is also intended to provide an understanding
of the complex political scenario prior to the period selected for this paper, and how the social
context of both countries affected their economic outcomes, as well as the power dynamics

that influenced their paths both internally and externally.

The second section analyzes the Central American Common Market Agreement (MCCA) 's
influence on both countries. It also provides insights into the challenges faced by both

countries during this adoption and their impact on their economies.

2.1 Guatemala Social and Economic Context 1950-1985

During the period of 1950s to 1980s Guatemala as many other Latin American countries
experienced several political events that marked a period of conflict and political crisis. The
Juan Jose Arévalo and Jacobo Arbenz administrations introduced a series of reforms that
impacted land and labor. A land redistribution process began taking place during 1952 by the
Arbenz administration, aimed to reduce the large land ownerships granted to a privileged
economic elites that traced back to the land tenure system (latifundios) that took place during
the colonial period, but also land belonging to the US-owned United Fruit Company
(Krznaric, 2022).

During the Arbenz administration several economic policies were proposed to promote
industrial development. During 1947 the first law to incentivize industrial transformation
through tax extensions was passed, it was a milestone for the country as it was the first open
not restricted to any individual or group (Ackah et al., 2018) industrial policy; leaving a side
the usual individual deals the State made with the elites, during the previous governments of

Justo Rufino Barrios, Estrada Cabrera and Ubico (Fuentes Knight, 2022).
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Arbenz had a clear vision towards economic development that had as one of its main
objectives to “convert Guatemala, from a backward country and feudal system economy,
towards more a capitalistic and modern country” as he addressed the nation during his

inauguration speech (Fuentes Knight, 2022).

Unfortunately, the US backed a coup that overthrew the Arbenz administration in 1954 with
significant opposition from the economic elites to the expropriation of their lands and the
military, supported by the CIA (Krznaric, 2022). Hence, during the early 1960s, a long period
of civil war took place lasting more than three decades, with strong ideological influences
from the Cold War, rooted in causes such as extreme poverty and land inequalities in rural
areas. During the war, the worst human rights violations took place. According to the Truth
Commission Report, around 150,000 Mayan indigenous were murdered as part of the army’s
counterinsurgency efforts (Krznaric, 2022). Conversely, the economically powerful elites'
farms and their properties were protected by the army with military police, neither were they

subject to the mass violence the indigenous population suffered (Krznaric, 2022).

From 1951 to 1975, Guatemala continued expanding in terms of economic growth (Table 1);
however, growth was volatile. Nevertheless, structural imbalances of the economy remained
unchanged (Loening et al., 2010) causing social unrest. Growth was volatile due to the
dependence on agricultural commodities, and external shocks provoked by the international
oil crisis directly impacted economic performance. In 1976, a major earthquake severely
affected Guatemala’s infrastructure, followed by the explosion of the civil war. Such events
resulted in multiple human losses and high costs for long-run growth in terms of human
capital development (Loening et al., 2010). In 1985, a period of economic restoration began,
with moderate growth, although it was followed by stagnation that persists today. Since then,
Guatemala has made improvements to investment in critical infrastructure, human capital,

and tax revenue management (Loening et al., 2010).
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Table 1 GDP Composition Guatemala 1950-1980

Year Agriculture  Industry Commerce Gowernment
1950 239.4 B6.6 192.7 a41.7
1957 260.3 116.8 2551 52.4
1960 3EA 135.5 274.5 63.7
1965 389.4 190.8 376.6 65.1
18970 488.7 2829 518 86.9
1971 524.3 303.2 5421 88.1
1972 574.7 319.8 569.6 975
1873 605.1 345.8 809.1 998
1974 643.8 361.6 655.5 106.4
18975 6659.9 356.3 648,7 118.2
1977 7165 4356 76B.5 131.1
1878 7391 463.7 B02.4 138.2
1580 7r2 517.8 B839.1 163

Source (Guatemala Central Bank, 2024)

2. 2 Costa Rica Economic and Social context 1950-1985

Costa Rica during 1948 experienced a short civil war that lasted less than a year due to
political tensions that arose after the national elections during the same year. However, after
the civil war the country experienced significant state transformations due to distributive and
redistributive policies that helped consolidate an industrial sector (Mas, 1985) transitioning to
a more capitalistic economy. A new economic and social structure emerged allowing more
sectors in the society to hold spaces in the public sector, previously occupied mainly by the
traditional elites conformed by coffee producers, import traders, and bank owners (Mas,
1985). There was political willingness from groups in power to modify the state structure to a
more interventionist state as well as several economic reforms that promoted domestic

consumption and the diversification of exports.

The attributions of the state were extended by the creation of key state institutions such as
Costa Rica’s Electricity Institute and Telecommunications (ICE), the Institute for National
Insurance (INS) and the National Learning Institute (INA) in charge of the training and
qualification of capabilities demanded by the industrial sector. The Institute for National
Insurance (INS) was also created (Roman, 2012) and more responsibilities were granted to
Costa Rica’s Social Security system “Caja Social” (CCSS). Since Costa Rica’s independence
from colonial Spain in 1821 to 1947 a total of 112 public entities were created (Mas, 1985)
and from 1948 to 1980 another 106 new public entities were also inaugurated in just 32 years
apart (Mas, 1985). In 1957, Costa Rica’s public sector contributed to 12.1 percent of GDP
(Table 2), slowly degrading in accordance with the economic strategy oriented to create the

preconditions necessary to constitute and strengthen the capabilities to promote a capitalistic
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state. During 1980 state contribution to GDP posited at 9.8 percent (Table 3) Costa Rica’s
state represented approximately 20 percent of the occupied workforce (Mas, 1985) with more

than 143,000 employees.

Table 2 Costa Rica GDP growth (%) by Economic Sector 1957-1979

Year Agriculture  Industry Commerce Government Others
1857 24.4 14.1 20.7 121 28.7
1960 25.2 13.8 20.4 11.3 33
1965 2258 16.7 20.2 10.8 254
1870 241 18.6 18.8 9.9 275
1971 236 18.8 19.5 10 281
1972 23 18.2 19.4 10 284
1973 226 18.7 19.5 9.8 28.4
1974 21 21 18.4 10.2 254
1875 21.2 212 17.2 10.3 30.1
1976 20.2 21.3 17.8 10.1 30.6
1877 18 22 18.2 9.8 30
15978 18 22.4 18.9 9.7 30
1879 18.3 22 18.7 9.9 314

Source. (Mas, 1985)

From 1950 to 1980 Costa Rica’s GDP kept a dynamic yearly increase rate of 6 percent (Mas,
1985). Primarily due to the expansion of agricultural activities oriented towards exports in
products such as coffee, bananas and an incipient diversification of commodities such as
sugar cane, cocoa among others (Mas, 1985). However, the industrial sector was
experiencing an important development, increasing the contribution to the GDP. Nearly half
of the labor force in 1963 (49.7%) was involved in agricultural activities, manufacturing
accounted 11.7 percent, construction 5.5 percent (Fields, 1988); public sector was still an
important employer with 13.3 percent an indicator of a strong state institutional development
at early stages, the lasting 33.1 percent was divided among services, commerce and

transportation (Fields, 1988).

1948 represented for Costa Rica a breaking point. Set after the civil war, the new constitution
promoted in November 1949 meant a new political pact; it incorporated new ideas and the
redistribution of power between the executive and the legislative branches, the legislative
branch gained a strong supremacy (Mas, 1985). The creation of the Electoral Supreme Court
guaranteed the procurement of the upcoming electoral processes. Due to redistributive
strategies unemployment rates held upon six to nine percent, to avoid any social polarization.
Social development was important during the tenure of the National Liberation Party during
1953 and 1958, paying attention to two strategic sectors: health and education (Mas, 1985).

Hence, at the end of the seventies the life expectancy indicator had reached seventy two years
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(Our World in Data, 2024). Child mortality index per 1.000 children had descended from 84
in 1953 to 21 in 1978. Additionally, the national health system practically covered 90 percent
of the Costa Rican population (Mas, 1985). In terms of education, after an impressive
expansion of elementary and high school levels during the 1970, state higher education levels

reached 48.000 students or 2.16 percent of the total population of Costa Rica in the 1980.

Between 1950 and 1979 Costa Rica benefited from a healthy rate of economic growth
(Franzoni & Sanchez-Ancochea, 2013). GDP per capita in real dollars expanded at an annual
average rate of 3.2 percent (Franzoni & Sénchez-Ancochea, 2013). Unemployment and
underemployment were low, universal social programmes expanded between the 1950s and

early 1980s (Franzoni & Sanchez-Ancochea, 2013).

2.3 The Central American Common Market Agreement (MCCA)

In 1950, a regional industrialization strategy began to be discussed and led by the Economic
Commission for Latin America of the United Nations (CEPAL). A plan based on import
substitution to enhance industrialization was proposed. After years of negotiation, Guatemala
adopted the agreement in 1961 and Costa Rica in 1958. The agreement most important
results, included a common external tariff for Central American countries and the free
commerce of industrial goods (Fuentes Knight, 2022). Integrational institutions such as the
Central American Economic Integration System (SIECA) were also created to oversee the
compliance of the regional free trade and tariff system. Additionally, the Economic
Integration Central American Bank (BCIE) was also created and funded important
infrastructure plans to integrate Central America economically (Fuentes Knight, 2022). A
Central American monetary council was also inaugurated to contribute to the coordination of
the central banks policies. These regional institutions contributed to the formulation of more

open-access economic strategies in Central America and stimulated regional cooperation.

In Guatemala the effect of the regional integration translated into an increase of industrial
activities in terms of GDP from 1965 to 1970 (Table 1). The agreements led to a special
interest for foreign investment, who saw the Central American market as one, in an integrated
manner. Such investment was translated into the acquisition of Guatemalan companies by
transnational companies such as General Mills, Coca-Cola, Cargill, Purina, Goodyear,

Colgate Palmolive (Fuentes Knight, 2022). Such companies took advantage of cheap labor, to
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produce at a low cost and the special exports agreements between the rest of Central America.
Therefore, an important effect of those agreements was the stimulus of foreign investment.
Domestic medium size companies were large companies established had to re-adjust or
simply disappear in a process of creative destruction. However, the accelerated plan to boost
industrialization in Guatemala and transform the economy was instantly limited for several

reasons.

Most of these transnational companies needed supplies that the domestic market could not
provide because the Guatemalan market was not developed, still very much reliant on
agricultural commodities. Consequently, the new industrial sector was forced to import
supplies for transformation, this effect did not allow a successful merging of the domestic
agricultural market with the new established industrial sector (Fuentes Knight, 2022).
Domestic consumption was low because of low wages, which limited Guatemalans from
purchasing new industrial products. External events such as the oil crisis in 1974 affected the
ongoing economic transformation, causing an increase in inflation in Guatemala and other
Central American countries. Exports to the Central American market experienced a
significant increase from 12 percent of GDP in 1960 to 22 percent in 1980 in GDP (World
Bank, 2023). However, despite of the important increase in the industrial sector activities
Guatemala was not able to achieve a successful transformation as other countries did when
they experienced their industrial revolution. The unequal distribution of resources (Rosenthal
& Cohen, 1977) and the preconditions of an open access society not being fulfilled yet. The
unfavorable political landscape to seek for inclusive social development made these growth
efforts unsustainable. Instead, the integration efforts did now allow mechanisms to promote a
better-balanced development (Rosenthal & Cohen, 1977). It led to an “additive development”
where the new industrial sector lacked spillover effects and was simply “aggreged” into the

economy without promoting a profound transformation (Rosenthal & Cohen, 1977).

Costa Rica had also adopted an import substitution strategy alongside with the adoption of
the Central American Common Market Agreement. However, Costa Rica had already started
developing its state institutions oriented to the development of its human capital and a more
pro-poor growth approach, placing ambitious social policies to guarantee the food safety of

its population. Costa Rica’s state institutions had a more social-oriented approach.
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Table 3 GDP Real Growth (%) by Economic Activity 1981-1984

1981 1982 1983 1984
Agriculture 5.1 -5.5 3.9 a8
Industry -0.5 -11.4 1.2 10
Commerce -10.6 -32.7 27 9
Construction -21.7 -11.7 3.6 18.3
Basic Services 1.6 -1.3 1.4 1.5
Other Services -0.7 -0.3 2 27

Source. (Mas, 1985)

After thirty years of accelerated growth (1948-1980) and public policies oriented towards the
improvement of the distribution of resources and redistribution of incomes (Mas, 1985).
Costa Rica kept a steady 6 percent (in real terms) growth (Mas, 1985). Compared to
Guatemala, which kept pretty much intact the distributive structures with highly concentrated
structures and a non-inclusive set up in most proportions of the society. At the beginning of
1980 Costa Rica suffered the consequences of an economic recession. Inflation reached 65
percent during 1981 and 80 percent during 1982 unemployment peaked at 8.7 in 1981
percent and 9.4 percent in 1982 (Mas, 1985). External debt went from 1.870 million dollars
in 1978 to 3.497 million dollars during 1982 (Mas, 1985); debt was the equivalent of 185
percent of their total exports during 1980, three times more than the equivalent debt from
Guatemala with 61 percent of their total exports (Fuentes Knight, 2022). However, such debt
allowed Costa Rica to invest in programs oriented towards social-economic development
(Fuentes Knight, 2022; Mas,1985) which contributed to the fact that even with an economic
crisis Costa Rica did not experienced social unrest because of the economic slowdown, as

other Central American peers did, including Guatemala.
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3 Theory and Previous Research

The former thesis is based upon established theories. The following chapter is structured into
a literature overview and a theoretical framework. The literature overview covers the main
topic of the thesis—social capabilities and economic convergence—all in the context of
Guatemala and Costa Rica. The second part of the chapter outlines the theoretical framework

that defines the capabilities with more precision.

3.1 Literature Overview
The following subchapter presents a literature overview on the main topics that evolved this
thesis: theories regarding social capabilities, economic convergence, and the neoliberal

strategy for Central America.

3.1.1 Economic Convergence

Several authors have contributed to the concept of economic convergence. Neoclassical
convergence models, such as the growth model developed by Swan (1956) and Solow (1950),
focusing on capital accumulation, labor, and technological progress, explain how a nation's
economy can drive changes and advancements over time. Such theory served as a foundation
for the concept of economic convergence. For instance, Abramowitz (1986) developed the
“catch-up hypothesis,” which explains how a nation can exploit emerging technological
opportunities by being “technologically backward but socially advanced” (Abramovitz,
1986). According to this theory, low-capital developing countries have the potential to
accelerate their growth by adopting the latest technologies from developed countries by
reaping the benefits of the “advantage of backwardness” (Abramovitz, 1986; Gerschenkron,
1979). Having a strong potentiality to converge. Nonetheless, this is granted by countries that
have strong social capabilities (Abramovitz, 1986). Such theory highlights the importance of
effective institutional conditions that can propitiate the diffusion of technologies such as legal

frameworks, political stability, and educational systems.

Moreover, Barro and Sala-i-Martin (1996), based on the neoclassical growth model from
Solow's (1950) and Swan's (1956) model, nuanced the foundational ideas of the theory of
convergence. Their main contribution evolves from the idea that in open economies, it is
possible to find convergence effects associated with technological diffusions even if the
returns to capital are constant (Barro, 1992). As well as the role of institutions and policies in

“steady state” nations can have long-run growth. Acemoglu and Robinson correlated
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differences in colonial experiences as a way to explain differences in institutions and state
policies, highlighting the role of institutions for economic convergence (Acemoglu et al.,
2001) and problems with persistence in colonies where extractive institutions were promoted,
recognizing that the role of institutions was largely treated as a “black box” (Acemoglu et al.,
2001). (Rodrik, 2011) Highlighted the importance of “pro-active policies that foster structural
transformation in convergence industries which requires the development of social

capabilities”.

3.1.2 The Neoliberal Period in Central America

Many discussions have been held about difficulties in convergence in Latin America. The
period of analysis selected for this study marks the beginning of the influences that came
from the Washington Consensus (1985). The Washington Consensus then proposed, in line
with the neoliberal views, to liberalize economies by promoting state privatization to stabilize
nations. Fiscal discipline was promoted as a reduction of government expenditures,
commercial liberalization, market de-regularization, and the free entry of foreign companies,

which are some effects that will be further discussed in this thesis.

Homogenizing the Washington Consensus, especially in the 1990s, created many
expectations that market reforms would make economies in the region resemble liberal
economies elsewhere (Schneider, 2013). Indeed, market reforms and globalization have
transformed several aspects of capitalist systems in Latin America. However, convergence
was less consequential for development than the areas of continued divergence (Schneider,
2013). However, its effects combined with colonial legacies emerged into “hierarchical
capitalisms,” as (Schneider, 2013) posited, with effects on political systems that favored
incumbents who pressed governments and influenced political and economic institutions, in
the elaboration of those ideas, this study shall investigate such effects in Guatemala and

Costa Rica.

3.1.3 Social Capabilities

After World War II, economists searched for a different approach to understanding
convergence, specifically to comprehend the role of social and political institutions in
economic growth in Japan (Palacio, 2018). A complication regarding social capabilities is that

its exact definition remains ambiguous.

Following Kuznets (1966) discussion on Abramovitz he posits that social capabilities

consisted in the following elements: “people basic social attitudes and political institutions”
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and “the ability to exploit modern technology”. Later on, (Abramovitz, 1995) asserted more
precisely the key elements that foster growth such as: the institutional differences and social
factors promoted opportunities and incentives (Abramovitz, 1995). (Palacio, 2018)
understands them as a set of national characteristics that explain why some countries grow
faster than others (Palacio, 2018). Thus, social capabilities are mostly seen as a critique of the
conventional and simplistic theory of growth (Andersson & Andersson, 2019). Based on the
latter, (Andersson & Palacio, 2017) developed a conceptual framework of four interrelated
dimensions for capability development for developing countries that enables the analyses of
the potential processes for an economic catch-up. Such abilities are: (i) diversification of the
economy (transformation), (ii) connecting people to the growth process (inclusion), (iii)
imposing laws and taxation for everyone (autonomy), and lastly, the ability to provide goods

to broad sectors in society (accountability) (Andersson & Palacio, 2017).

Other scholars have also contributed by adding more elements that contribute to the
development on social capabilities such as: human capital, distribution of incomes,
government policy and the state of financial systems (Koo & Perkins, 2016). While other
authors have aligned social capabilities with the relationship with better institution
performance which goes hand in hand with more advanced social capabilities (Putterman,
2013). Later work from (Rodrik, 2011) discussed how governments have expanded fast in
most open economies due to globalization, contrary to what most economists would expect,

which requires the need to develop more social capabilities.

Furthermore, works from (Andersson, 2018), (Palacio, 2018), (Andersson & Andersson,
2019), (Andersson et al., 2021), (Rohne Till, 2022) documented the strong influence of social
capabilities towards shrinking and sustained economic growth. (Andersson, 2018) work
provided a new research agenda on how the role of social capabilities is crucial to building up
resilience against shrinking; complementing our understanding of catch-up growth including
economic shrinking would have a large impact on shrinking on long-term sustained growth,
contributing to the literature on economic development. (Palacio, 2018) contribution was in
terms of a summary measure of the capabilities based on historical processes through which
successful economies had to go through to industrialize and eliminate poverty. (Andersson &
Andersson, 2019) investigated the uneven progress in social capabilities in Cote d’Ivoire and
Senegal highlighting how the lack of broad-based access to economic opportunities played a
role in disrupting sustained economic and social progress in both countries. (Andersson et al.,

2021) examined the role of social capabilities in Indonesia from 1950-2015; their findings
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contributed to the understanding of the importance of powerful and privileged elites' role in
shaping economic and political institutions and how institutional changes are needed to
distribute rents and political participation more widely so that they can achieve an open-
access society as a precondition for inclusive growth and remain a shrinking-resilient country.
(Rohne Till, 2022) explore the catch-up opportunities for Ethiopia by measuring the four
elements of social capabilities, providing some insights about how levels of inclusion have

been persistently low, which had conditioned future catch-up growth.

3.2 Theoretical Approach

This paper is built upon the conceptual framework proposed by (Andersson & Andersson,
2019). They captured the multi-dimensionality of the development process in Senegal and
Cote d’Ivore following Abramowitz (1995) interpretation of social capabilities. Therefore,
this subchapter is intended to define the four elements of social capabilities to be analyzed in

this paper.

According to Acemoglu and Robinson (2006) a democracy consolidates firmly when elites do
not have a strong incentive to overthrow it. This is due to the fact that different social groups
prefer different sets of political institutions because they can allocate political leverage and
economic resources (Acemoglu & Robinson, 2006); political power can also allow elites to
shape economic institutions to their vested interests (Acemoglu et al., 2004). Therefore, elites
tend to concede power to more democratic conditions when they realize they may lose their
privileges anyways, avoiding social revolutions (Acemoglu & Robinson, 2006) which are far

more detrimental to economic performance and can allow a shift of power abruptly.

Similarly, North et al. (2009) acknowledge the problem that intra-elites dominant
relationships cause to impede what they define as an “open access society”. They argue that
the main characteristics of modern societies are those who provide material prosperity and
political liberties to broader sectors in the society (North et al., 2009); asserting that modern
societies need to transition from a natural state to open access societies. Their framework
suggest that they are three necessary doorstep preconditions for nations to follow to transition
for an open access society: (i) rule of law for elites, which requires the establishment of an
unbiased judicial system in which all individuals have access to rules and procedures (pp.
152); (ii) perpetually lived organizations in the public and private speres, meaning that the
durability of institutional agreements lives beyond the life of individual members, but not

without a proper legal system capable of enforcing legal rules regarding organizations
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(pp-152); and (iii) a consolidated control of the military, because in most natural states
violence can be dispersed throughout the elites, therefore the need of an organization who
oversees all military resources and operations in the nation so that they won’t interfere with
political matters (North et al., 2009). Notably, natural state conditions limit access to broad

sections of societies, concentrating political power and resources on a few selected groups.

Nevertheless, nations around the world are at a natural state level, representing approximately
85-90% of the countries around the world; no countries in Latin America have been able to
achieve open-access conditions yet; however, most of these countries are at mature state
levels (Andersson et al., 2022). Meaning they can support broader and diverse sets of
institutional organizations outside the control of the state (North et al., 2009). As I will
explore in this study, I shall expose the progression of Guatemala to improve its development
to achieve such pre-conditions and the complications that Costa Rica faces in terms of

economic development and successful convergence.

To better understand the progression of the latter for both nations, I will be analyzing the
cumulative evolution of the four elements of social capabilities: transformation, inclusion,
autonomy, and accountability during the proposed time frame (1985-2020). As Abramowitz’s
(1995) posits: Social capabilities develop in a process of interaction between the development
a country can achieve, given its state of technology, capital, and social capability, and the
further effect of that development on its social capability, which is one of the conditions for
further development (Abramovitz, 1995; Andersson & Andersson, 2019). This will allow a
proper assessment of the social and economic dynamics in each country and investigate
further their diverging paths. By considering Abramovitz’s (1995) discussion on social
capabilities inspired by Kuznets (1966) two distinct elements can be related to social
capabilities (1) people’s basic social attitudes can be captured by inclusion as the way for
states to provide incentives and sense of belonging (Andersson & Andersson, 2019)
translated into the inclusion of economic and market opportunities broadly. Political
institutions are captured by autonomy and accountability and (2) the ability to exploit modern
technology is captured by the transformation capability. Each of those elements is
interconnected and can be measured by different proxies coming from Abramovitz’s (1995)
framework and the doorstep conditions proposed (North et al., 2009). I will now define each

of the four elements with more precision.
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Transformation captures the ability of states to scale up into more productive economic
sectors by structural transformation through technological diffusion. This element is vital for
economies to be less dependent on raw commodities prone to volatile prices. As Kuznets
(1973) posits a country’s long-run sustained economic growth may be achieved by its
capacity to supply diverse economic goods to its population by growing its capacity based on

advancing technology (Kuznets, 1973).

Autonomy is often referred to as the ability to choose rules and regulations that prevent
interference from vested interests (Andersson et al., 2022). “When a particular group is a rich
relative to others, this will increase its de facto political power and enable it to push for
economic and political institutions to its interests” (Acemoglu et al., 2004). Autonomy is
often measured by the ability of the state to tax in broad sectors of the society including the

elites or non-poor, and minimize tax evasion (Andersson & Andersson, 2019).

Inclusion measures the ability to distribute access to economic opportunities broadly
(Andersson, 2018). Such cumulative conditions are vital to increasing the country’s human

capacities and allowing faster technology adoption.

Accountability refers to the quality of governance and provision of public goods (Andersson
& Andersson, 2019). The state's autonomy is an important characteristic of an open-access
country as it prevails from powerful groups to impose their vested interests and ensures that
social needs are considered. This capability is often measured by the government’s evolution
on expenditures in health, education, or infrastructure (Palacio, 2018). Another important role
often encouraged is the ability of the state to provide law and order, manage conflicts, and
guarantee the enforcement of contracts (Andersson & Andersson, 2019). Such preconditions

are beneficial in creating ease of doing business and attracting foreign direct investments.

Figure 2 The four dimensions of Social Capabilities
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As Figure 3 shows, all four elements of social capabilities are interconnected and equally
important. They are argued to be key for developing economies but not preconditions for

sustainable growth (Andersson, 2018).

4. Data & Method

Following (Andersson & Andersson, 2019; ed. Rodrik, 2003) the framework, the research
method to be applied to this study can be described as a comparative country analytical
narrative. This method involves applying an elaborate theoretical framework to two country
cases, using thick descriptions to increase our understanding of the growth process
(Andersson & Andersson, 2019; ed. Rodrik, 2003). This method will allow us to look deeper
into the development paths followed by Guatemala and Costa Rica, identifying their
divergence and which social capabilities can be further improved since both countries have

yet to achieve economic convergence.

This study uses multiple historical datasets to measure all four dimensions of social
capabilities in both nations to understand the social and economic dynamics in both contexts.
Since the development of social capabilities is a non-linear process, the approach selected for
this thesis better captures the dynamic and cumulative process of social and economic
development to help answer the research questions proposed for this paper instead of a cross-
sectional framework, following (Andersson & Andersson, 2019). Adopting a country
narrative approach allows the possibility to explore the respective roles, microeconomic
policies, institutions, political economy, and initial patterns of technological convergence and

accumulation in selected countries (Rodrik, 2003) to the progress on social capabilities.

A significant problem with the social capabilities approach is that its precise definition is still
disputed, reducing its application. It also builds upon the cumulative progress a developed
country can achieve based on its current technological advancements. A major complication
observed regarding the assessment of Guatemala was data quality before the 2000s, which
made measurements of certain capabilities difficult. Official national employment data is
incomplete for the period considered; therefore, only formal employment has been considered
for the analysis, as it is known that Guatemala faces challenges regarding data recollection. A
limitation of the current study relies on a more in-depth analysis of the cumulative progress

of both states' roles in providing law and order as stated in the Accountability capability.
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5 Empirical Analysis
The following section covers the empirical section of this thesis, which consists of applying

the four social capabilities to Guatemala and Costa Rica from 1985 to 2020.

5.1 Transformation

The following subsection starts with a general overview of both countries' progression to
transform their economies. Secondly, I elaborate on the differences between the two nations
regarding their land redistribution process. Thirdly, I analyze agricultural transformation
since it represents an essential development sector, followed by a brief microeconomic
analysis of Costa Rica and Guatemala’s productivity. Finally, I provide an in-depth analysis

of the elite dynamics and their role in transformation.

Agriculture in Guatemala represents 11 percent of the GDP employing 2.5 million people,
equivalent to 32 percent of all workers (World Bank, 2023). In rural areas agriculture
employs 70 percent of rural workers and 81 percent of indigenous workers specifically, most
of them are employed in primary agriculture (World Bank, 2023). Compared to an scarce
remaining 20 percent working in processed or secondary agriculture (World Bank, 2023)
despite all the efforts to promote structural transformation Guatemala is still predominantly
an agricultural country. By the end of 2022, Guatemala’s main exported products were coffee,
bananas, plantains, palm oil, and cardamom (Statista, 2024a) (Appendix A). Nonetheless,
heavily reliant on the services sector, where the greatest proportion of workers are
concentrated, alongside commerce and construction, these three sectors occupied more than
half of the total proportion of employment in 2019 (INE Guatemala, 2022). The
manufacturing sector mainly comprises garment manufacturing, which employs 16.6 percent
of formal employment, and processed food, which accounts for 42 percent of total
manufacturing output (World Bank, 2023). The industry sector experienced a slow positive
development throughout the period analyzed. However, in the last decade, it slowdown
returning to 1986 value-added performance (Table 4) an effect of scarce public and private
investments based on science and technology, and a modest contribution from foreign direct
investment (Figure 3). Family-owned Guatemalan elite business groups have historically

developed their businesses in this sector.
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Figure 3 FDI Costa Rica and Guatemala 1986-2020

CostaRica

Guatemala

Source. Own elaboration based on World Bank Data 2024

Few episodes can be accounted for FDI in the country throughout the last three decades. The
most significant has been the interest from South Korean investments in textile production,
mainly during the 1980s due to cheap labor and privatization from state companies such as
telecommunications and electricity at the end of the 1990s (Fuentes Knight, 2022). The
acquisition from Walmart of “Almacenes Paiz,” Guatemala’s largest retailer, the interest from
foreign investors in promoting extractive industries during 2010, and more recently, the
acquisition from two private banks by Colombian banking investors (Fuentes Knight, 2022)
represent the most relevant investments through the period analyzed. Costa Rica’s FDI since
1986 had followed a positive trend until 2009, which decelerated due to the economic crisis.
Since then, FDI has been negative; however, several international firms such as Bayer, Intel,
Coca-Cola, Amazon, Procter & Gamble, Microsoft, Hewlett-Packard have established

operations in the country attracted mainly by Costa Rica's stable and peaceful social

conditions.

Table 4. Main Sector Composition 1986-2020 value added (annual % growth)

Guatemala Costa Rica
1085 | 1995 | 2005| 2016 | 2020 | 1985 | 1995 | 2006 | 2016 | 2020
Agriculture 0.4 4 2.1 2.4 -0.1 -5.5 10 9 5 -1.4
Industry -2.48 5.3 3 1.7 -0.8 15 4.3 6 3 2
Manufacturing -0.8 3 2.6 3 -0.6 2 4 4 4 2
Services -2.2 6 4 3 -2 2.8 3 8 4 -5.5

Source. World Development Indicators, 2024
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Furthermore, Guatemalan service firms tend to perform poorly and export less than
manufacturing businesses. Nonetheless, net exports have decelerated since 2003, followed by
a negative trend (Figure 4). Consequently, domestic firms reduced the size of their
employees; in Guatemala, services and manufacturing firms reported 59 and 81 employees on
average in 2010; however, during 2017, companies reported a reduction of 29 employees for

services while manufacturing was reduced to 57 employees on average (World Bank, 2023).

Figure 4 Exports of goods and services (% of GDP)
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Source. Own elaboration based on World Bank Data 2024

Similarly, Costa Rica’s GDP performance has been mostly dependent on the services sector
by 69 percent, with commerce, finance, and tourism as the most grossing industries (Statista,
2024b). By 2022, the main exported products were devices and instruments for medical
purposes, orthopedic equipment, and implants, followed by coffee, pineapples, bananas, and

plantains (Statista, 2024b) (Appendix B).

Compared to Guatemala, Costa Rica experienced a degree of transformation (Figures 6 & 7),
moving away from primary products by being able to produce sophisticated medical
equipment. Costa Rica has recently partnered with the US government to promote
opportunities to diversify and grow the semiconductor supply chain; as part of the US
International Technology Security and Innovation Fund created by the CHIPS policy
implemented in 2022 (US Department of State, 2023) the policy aims to make Costa Rica a

regional semiconductor hub.

Several challenges and difficulties have hindered Guatemala’s transformation. For instance,

the lack of public infrastructure critical for commerce and logistics.
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Figure 5 Evolution of Exports by Sector Total (%) Guatemala
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Figure 6 Evolution of Exports by Sector Total (%) Costa Rica
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According to the Global Competitiveness Report, Guatemala ranks 114™ out of 1415 in
transport and logistics infrastructure (World Bank, 2023). Reasons for this are primarily due
to the poor quality of the road network and low maintenance, persistent corruption and
criminal schemes by contractors to whom they allocate contracts for main infrastructure, as
(Waxenecker & Prell, 2024) documented. Making it difficult and adding additional
transportation costs to commercial operations. Especially in rural areas limiting small-scale
producers, leading to logistical inefficiencies, undermining the competitiveness of
agricultural products, and limiting export capacity (World Bank, 2023). The road density is
below the average from the rest of Latin America 15.5 km/100 km? compared to the average
22 km/100 km? (World Bank, 2023).

28



To understand the dependence of agriculture in the Guatemalan context. I considered relevant
to investigate in-depth the land redistribution process of both countries, specifically, the
subsistence or primary agriculture. Such analysis is also important to contextualize the
dynamics of the elites and their influence during this process. I attempt to do so in the

following subsection.

5.1.1 Land Redistribution

As previously discussed in the context section, the agrarian reform (1950) attempted to
enforce land redistribution in Guatemala. During the short period, the reform was
implemented, the lands of these powerful elites were affected; such is the case of the
Ibarguen family, owners of the textile company “Tejidos Cantel” who used to hold the textile
sector under a monopoly; this family lost over an impressive 12,000 acres of land (Diaz,
2019). Bouscayrol family was another important family to whom land was expropriated
(Diaz, 2019; Melville & Melville, 1982). The wealth of the Herrera family was such that
around 10,000 acres of land were expropriated by the state, the second largest property
confiscated by a single owner. Nevertheless, the US banana company United Fruit Company
was the most affected by the land redistribution process (Melville & Melville, 1982).
Unsurprisingly, in 1954 the process was frustrated, and swiftly reverted, sectorial interests

were at play.

In Guatemala, only four agricultural censuses measuring land tenure have been held; the
latest was performed in 2003. This census determined that the country had been experiencing
a reduction in the size of land properties combined with an increase in landowners. According
to the data from all censuses, the average length of a property used for agricultural purposes
was 25.84 acres in 1950 and 1964, with 20.06 acres, 18.87 acres in 1979, and 10.88 acres in
2003 (INE Guatemala, 2003). The Gini index for land concentration reported for 2003
posited at 0.84 (INE Guatemala, 2003) , meaning that Guatemala has one of the starkest
inequalities in terms of land ownership (Krznaric, 2022). An estimated 2 percent of the
population owns 72 percent of the agricultural land used for the country's main export
products: sugar, bananas, coffee, and rubber (Krznaric, 2022). The 2003 census reported that
over 1000 estates (0.2 percent of the total national) own 52 percent of the cultivable land

(Krznaric, 2022).

Contrary to the 1979 census that reported 31 percent of smallholdings under 0.7 hectares

covering only 15 percent of the potential agricultural land (Krznaric, 2022) on these small
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parcels, rural indigenous practice subsistence agriculture, cultivating corn, beans, and sprouts
for daily consumption. However, this proportion worsened to 45 percent in 2003, with an
estimated one-third of rural heads of households being landless (Krznaric, 2022). In 2019,
estimations accounted for 80 percent of farms being smallholdings of less than 0.7 hectares
and 60 percent of farmers engaging in subsistence agriculture with no technical assistance

from the state or planned agronomic plans (World Bank, 2023).

Conversely, elites have kept large land ownerships, which has allowed them to control sectors
like sugar cane processing (Appendix C). Attempts to redistribute land had been promoted; in
1996, the government established FONTIERRAS, a state institution that provided technical
assistance and financial support to help the landless obtain credit for land ownership.
Between 1997 and 2008, FONTIERRAS redistributed a scarce 4 percent of the country’s
arable land to less than 5 percent of the country’s landless families (Alonso-Fradejas, 2013).
Nevertheless, the adverse economic situation of these families forced many of them to sell
their land titles due to the low quality of the lands being sold to them, with no support from
the state followed by the disadvantageous neoliberal structural adjustments (Alonso-Fradejas,
2013) promoted in 1996; diminished the support for subsistence farmers by practically
eliminating the agricultural extension services (Fuentes Knight, 2022). These reflect the
sector’s low productivity and value-added per worker, a scenario where 90 percent of the jobs

are informal (World Bank, 2023).

Moreover, in a short-sided vision the Arzi government (1996) severely reduced the budget
for the National Institute for Agricultural Science and Technology Research Center (ICTA)
(Fuentes Knight, 2022). The only public institution established for research and development
for agriculture. Such measurements responded to neoliberal structural adjustments to public
institutions, with the idea that innovation should instead come from the private sector without
support from the state. On the other hand, the elites had made investments in research and
development in sectors they control, such as the case of the sugar cane industry with the
introduction of the Center for Investigation and Capabilities Enhancement for Sugar Cane
(CEGICANA) in 1992; the owners of the sugar cane industries integrate the general
assembly. More recently, public spending on agricultural R&D equals less than 0.2 percent of
Guatemala’s agricultural value added, far below the levels of regional peers and the 1 percent

recommended by the UN (World Bank, 2023).
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Costa Rica’s development success, according to researchers, is due to a relatively equal
pattern of land distribution since colonial times, which resulted in a more equal society from
a less predatory elite (Franzoni & Sanchez-Ancochea, 2013) whose primary interest initially
was not to reduce inequalities but to build state capabilities (Franzoni & Sanchez-Ancochea,
2013) by socially incorporating the society into the national markets. During 1963, 100
hectares or more holdings accounted for 6.5 percent of the total farms but represented 62.4
percent of the arable land (Franzoni & Sanchez-Ancochea, 2013 pp 37). Such a scenario led
to around 16,000 households engaging in land occupations in different parts of the country
(Franzoni & Sénchez-Ancochea, 2013) during the beginning of the 1960s. Because of the
escalating growing tensions in rural areas. The state created the Institute of Land and
Colonization (ITCO) (1961) to expand the number of landowners in the country and reduce
social conflicts between large landowners, small owners, and the landless (Franzoni &
Sanchez-Ancochea, 2013). ITCO purchased 1,384 hectares and distributed them among over
60,000 farmers and their families (Franzoni & Sanchez-Ancochea, 2013; Roman Vega &
Rivera Araya, 1990). At the same time, the state encouraged the creation of agricultural
cooperatives or co-ops to support rural families. Until today, it represents a necessary social
and economic support to Costa Ricans, where 21 percent of the population are reportedly

members of at least one co-op.

Until the closure of ITCO (1984), the redistribution had modest results. For instance, the
share of land in the hands of smallholders increased from 20 percent to 24 percent, while the
percentage of large landowners decreased from 67 percent to 61 percent (Franzoni &
Sanchez-Ancochea, 2013). The redistribution process was also accompanied by state support
through the National Production Council, which provided access to preferential credits and
technical assistance. Such policies contributed to the slowdown of farmers working in
primary agriculture from 54 percent in 1950 to 27 percent in 1984, setting an important
development milestone for Costa Rica since the proportion of employment in agriculture
reduced (Franzoni & Sanchez-Ancochea, 2013) while other sectors increased their

participation.

According to the last agricultural census in 2014, the total number of properties reported for
agrarian purposes was 93,017, representing a decrease of 8,921, equivalent to 8.7 percent,
compared to the 1984 agricultural census (Instituto Nacional de Estadistica y Censos, 2015).
From the total six agricultural censuses held (1950-2014) (Figure 7) from 1955 until 1984,

Costa Rica experienced an increase in the number of properties; however, the trend diverted
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during 1986-2014, possibly due to the closure of ITCO following structural policy

adjustments.

Figure 7 Costa Rica Agricultural Properties per census 1950-2014
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5.1.2 Agricultural Production

The production of maize represents the largest share of harvested products in Guatemala
(Figure 8), an indicator of a low degree of transformation from an unequal land distribution
composition, leaving many farmers in primary subsistence agriculture cultivating small
parcels of maize and beans for daily consumption. Producing coffee, sugar cane, and palm oil
is only possible for large landowners with access to water and technologies. Similarly, beans
and corn are essential to Costa Rica’s daily consumption. However, as previously discussed
from favorable state support, Costa Rica decreased the production of their basic grains
(Figure 10) to give space to value-added, better-paying products, now becoming an importer
instead of a producer. Concentrating agricultural production in coffee, bananas, and

pineapples, among others.

According to the Guatemalan Central Bank, primary agriculture represented 876,400 jobs
while secondary agriculture employed 421,600 people, totaling approximately 1.3 million
employees; such estimates almost tripled the number of people employed in non-traditional
production (Fuentes Knight, 2022) primarily for export purposes. In 1985, non-traditional
agriculture represented 11 percent of the total exports to Central America, increasing its value

to 19.5 percent in 1995 (INE Guatemala, 2003).
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Combined efforts from part of the private sector, international cooperation, and ICTA sought
to boost the production of such products during the 1990s by promoting technological
packages to cooperatives and organized producers, investing in research (Fuentes Knight,

2022) made by ICTA.

Figure 8. Evolution in Agricultural Production Guatemala
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Figure 9. Evolution in Agricultural Production Costa Rica
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As a result, the proportion of non-traditional exports increased to 52 percent during 2002
(INE Guatemala, 2003). However, price fluctuations combined with the unfavorable policy
adjustments during the Arz administration weakened the technical capacities of ICTA
(Fuentes Knight, 2022) , diminishing the attempt to transform the agricultural sector and
stagnating production (Figure 10).

Figure 10. Proportions of Traditional and non-traditional Agriculture Guatemala
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On the other hand, Costa Rica reduced their economic dependence on three traditional

products (coffee, bananas, sugar), which represented 90 percent of total exports in 1950,
constituting only 14.1 percent of total exports in 2001 (Rodriguez-Clare et al., 2002).
Following instead the promotion of non-traditional exports focusing on international markets
linking into global value chains, causing structural transformation in labor markets (Roman,

2012). Thus, impacting the composition of formal employment (Figure 11).

A remarkable difference between Guatemalan and Costa Rican agricultural development was
the support from the state for the cooperative system. Such organizations pursue economic
objectives and social and long-term development for their members, focusing on their
members' well-being (Roosendaal et al., 2021). By integrating smallholders, such
organizations can collect large volumes of harvested products from small producers, reduce
the costs of supplies for the field, and give voice to small producers. According to the last
cooperative census in 2012, cooperatives contributed 37 percent of the total coffee production
(Programa Estado de la Nacion, 2012). During the 1980s, structural adjustment programs

(SAPs) were implemented in several countries in Latin America (Roosendaal et al., 2021),
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following the neoliberal strategies; However, the Costa Rican government decided to
continue the support for free extension services spread across the country (Roosendaal et al

2021) with programs like the agricultural knowledge and innovation system (AKIS).

