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T. THE NATURE AND ECONOMIC SIGNIFICANCE OF FOREIGN INVESTMENTS IN.PARAGUAY

Prior to 1915, foreign borrowing by the Govermment of Paragusy was limited
to two 8 per cent imsues of Bl million and E2 million, placed in the London
capital market in 1871 and 1872 respectively. The effective interest rates on
these loans were considerably higher than thé nominal rate; the loans were 1=sved
to the public at 80 and 85 per cent reapsctively and the price to the underirs tevs
Gk and 73 per cent resvectively. In 1915, an lssue of 5 per cent bonds aﬁéunting
to B440,000 was privetely placed in London. The ioeles of 1871 and 1872 were the
only Paraguayan bonds ever public}y.of?e:ed abroad and the bonds privately placed
in 1015 were the only pert ever iésuedjofra*51,3‘@;111Qn loan authorized in 1912,

Service payments on all three loans have been irregular. Default on the
1871 and 1872 loans occurred in 1874, but in 1875 the Government, out of the
nrocpeds of the loans, repurchased Bl.lt million of the 1872 loan. Under a
zettlement arrived at in 1885, the principal and the rate of interost on both
loans were reduced by half, and interest arresrs amounting to k1.3 million were
liguidated by the assignment to bondholders of 2,177,34k acres of public land in
Pareguay. Payments were continued under this arrangement until 1892. A new
settlement in 1896 reduced the rate of 1ntereét to 2 pex cent, the present rate,
Payments were mede regulaxl ly vnder this agreement until 1014, and irrvesularly
from 1914 to 1920, when they c¢eaned altogether. A nevw settlement was made in -
1924 which reduced the interest rate on the 1915 loan to 3 per cent and, in effect
veduced the redemption value of all three loans to 70 per cent of the nominal
values established in 1885. This effective reduction in principal was accomplishel
through a stipulation in the settlement agreement that the bonds would be retired
through the operation of a cumulative sinking fund to be applied to the purchase
or tender of bdhds at less than 70 per cent of thelr face value, or, if not thus
obtained, through drawings at 70 per cent. TFunds for this purpose, and for the
peyment of interest, were to be remitted to London by the Paraguayan Goverrment
at the minimum rate of E52,572 per annum. The agreement of 192k 15 still in
effect, but payments due under it have been suspended twice - once in 1932, to be
resumed in March 1938, and agoin in June 1938, to be resumed as to interest only
in August 1942 and in full in November 19hh.i/ On 31 December 1949, the face
value of the outstanding sterling bonds eamounted to EO.4 million.

—a

_f For further- -details, see the Anmual Reports of the Council of the Corporatio
‘of Foreign Bondholders, London, /The United
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The United States Export- Inmert Bank granted: Paraguay a credit of $3.4
~_m11110n on 1 June 19390 and another of $3 million on: lB-May 19h2 Both loans wore
for highway conatruction.: Of the'total amount.authorized, $6 miliion was utilized
by Peraguey. Service paymentd on thesé loans, in partioular amortization, have
‘been made irregularly, -On 31 Decerber 1950 an obligation of $3.7.m11110n v s
outstanding under the two credits; including arrears oh principﬁi’of‘$Ot8'm11110n
(but not arrears on.interest, amounting to $81,000), During the: first half of
1951, edditional paymenta of $0.6 million were made.>/ L

- v . Under.an agreement, approved by the Government of Paragusy -on' 19:June 19&2,
the Bank of Brazil established a credit amounting to 100 million cruzeircs (about
- $6- million at the officlal rate of ‘oxchange) in favour ‘of -the Paraguayan™:
‘Governmpnt According to the agreement the credit was to be made amailable,?in
installmbnta,'over a period of six years and to be repaid in dollare by the end
of 1958, Availsble information indicates that by 1948 Paragnay had utilized the
full emount of the loan and that the Paraguayen Government hag regularly deposited
the requisite amounts in guaranies with the ‘suncidn branch of the Bank of
Brazil, but that because of th5 shortages of foreign exchange dollar remittances
to Brazll are 1in arrears.

A concesgion contract between the Paragueyan Government and a United States
construction company, approved dy a law of 17 Qctober 1927, provided for the
construction and operation of facilitles at the Port of Asuncidn. The total cost
of construction, installations and improvements to be undertsken by the company
was fixed at $2.5 million. The conceasionaire was glven the right to operate and
maintain the facilities for a period of eleven years,gf after vhich operation of
the port and title to the installations was to rever to the Goverrment. The
compeny was authorized to collect, during the period of its opsration of the port,
.certaln speclal charges and to retain about half of the amounts collected for
operation and maintenance expenses, etc, The remainder was to be dslivered o a
trustee and applied to service bonds 1ssued by the company to finance construction
costs, If any bonds were still outatanding upon expiration of the conceasion,

the Goverrment would assuma responaibility for, ‘them, and retire them'within Tive
Yyears.

1/ Export-Import Bank of Washington, Eleventh Semiannual Report to Congress for
the Period July-December 1950, Washington, 1951, pages 15 and 35-35.

2/ The port ves opened on 18 December 1929.

/During the life
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During the life of the concession little service was paid on account of the
' bonde, and on 18 December l9h0, when the conceesion expired, the compeny claimed
that the amount due under the contract vag about $3.9 million vhich should be
inoreeeed to $6. 6 million by virtue of a “gold clauee" contained in its contract
with the G-overnment. LA law of 9 November l9h0 provided for eettlement with the
company and for nationalization of ‘the port as of 18 Decemher 19k0, Uhder the .
eettlement the total obligation of the Government to the company wae fixed at’
$3.9 ‘million, coneisting of $2, h million in prinoipel of outstending bonde,

$1. 1 million in unpaid interest, and the remainder in 1nterest on unpaid coupons
’and varioue other claims for intereet and expenses. The reoognized obligation
was reduoed to $2 7 million which the Government agreed to, pay, over a _period of

30 yeare with intereet at 5 per oent It ie understood that pagmante have been
made regularly —/ ‘

1/ see statement by ‘the Director General of the Port of Asuncidh contained
in "El Paraguayo”, (Aeuncicfn) 22 December 1945.

 /The external debt
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The external debt of the Paragua.yan Govenmmxt at- the ‘end: of 19h9 may be
summarized as followa-' AR P

(In thousa.nde of currencles 1ndicated)

Im__;__.an B Original currency Equivalent in dol1 ars
 Bterling loans " B 4315 - 1,208 o
Export-Import Bank of v ' |
the United States % bl b, Clil

Bank of Brazil Guaranies 14,553 . k,709
.Port con‘peas'ion' _ $ _ 2,246 ' . 2,246
Miscelldaneous : o 3 R

- creditors af " Guaranies 6,080 - . 1,967

- Total A 14,174 b/

a/ . Largely due to ma.nufa.cturare of militarv supplies in varicus foreign '
counttries,

+ bf- -If account be taken of the reduction 1n th.e outste.nding sterling debt to

-, & maximum of 70 per cent of thé nominal amount; as agreed in the 192bk -
-'-aettlement referred to above, the total outstanding at the: end of 19h9 i°
reduced from $14.2 million to $13.8 million.

AAccording to information published by the Minister of Economy in July 19149 ,
f'oreign-owned enterprises onera.ting in Paraguay had registered their total
capital employed in Paresguay at 1890 million guaranies, equivalent to about
$61 million at Jc.he; official exchange rate then prevailing of 3. 0% guaranied per .
dol_lar.y ‘The . distribution of thie amount by nationality of omwrshﬂp and -
industry was as follows:

1/ Conversion to dollars of amounts relating to the pericd 194ki-I March 1951

' have been mede-throughout this study at the official "par" rate of 3.09
guaranies to the dollar., The corresponding rate from 5 March 1951 would
be & guaranies per doller,

/Table 1. Foreign
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Table 1. Forei n Businsss Investmanta in Par ‘ aini.E-
iIn millions of guaraniesi a '
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Source: Peragiay’ Industrial Y Comorctal (Organo Oficial del Miniaterio do ¥
Econoaia), {Asuncidn}, Juirio de 1949, . AT

a/ See footnote 1, page 5.

The figure of 48 million guaranies ($15 million) repreuenting rsgistereﬂ
Uhitad States investmsnts in 19&9 is cons*derably smaller than the total amount of
United Statea inWestments %n Paraguay as reported by Uhited States authorities'

/Table 2.
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' Tﬁhié 2, United Stetes Private Investments in Paraguag
{In millions of Uhited States dollers).

1. Outstanding on 31 May 1943 |
{a) TInvestments in “controlled" enterprises-

Menufacturing b9

Other, TS A

[ ] . 9.1|,

(v) Real éstate = S ' B 0.2

(c) Miscollaneous =~ o o _ 0.4

S o : ‘Total T T 100

2. Now divect investment 1045-2940 &/ . 12,0
| _ Total | 22.0

.C

Sources: Uhited States Treasury Department, Census of American-Owned Assets in ..
Forelgn Countries, (Weshington, 1947), pages o8 and 0. United States
. Departmsént of Commerce, Survey of Current Business, (Washington, D.C.},
Novemher 1949, page 23, January 1951, page 23.

a/ No figures are avallable for June 1943 to ‘the end of 194%, but it is bolieved

“that Lhe capltal inflow during that period wes negligible.

The official Paraguayen flgure for registered British busliness investments at
the end of 1949, 48 million guaranies, may vbe compared with an estimate of the’
South American Journal (London), which relates to the amount of British capital at
the end of 1948 invested in Paragusy and. quoted on the London stock exchange.
Including holdings of sterling bondes of the Covermment of Paraguay, the investment.
in question are glven at B3.3 million, equivalent to 53 million guaranies;l/ of
this sum, 52,8 million or 8 per cont yielded no incoms during 1948.

The Paraguayan rallways, measuwring 712 miles, are practically-all foreign-
owned, Of tha~total,:27h miles comprise the British-owned Paraguay Central
Railway, the principal railway whose services are available to the public. The
Paragusyan Central Railway Compeny was registered in 1889, when it was formed to .
acquire a 45-mile line owned by the Paraguayan Goverrnment. The additional mileage
has been constructed by the company with the assistance of the Government. The
compasly is oapitalized at 52 8 million (stooks and bonds). No interest or
dividenfls have been paid on any securitiea of the company for several years, oxcept

on 6 por cént prior lien debenture stock, of which 50 6 million are outstanding.
1/ Ssee South American Journal (London), 22 Jenvary 19&9

/Most of the other
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Most of ‘the other. railway lines ‘in Paraguay are owneﬁ by the large forelgn-
owned lands, cattle, and quebracho companies which operate them primarily to
transport their own products. .
| The meet-packing industry of Paraguay ie dominated by thres companies - one
American, one British, and one Paraguayan. The two foreign companises produce
primarily canned meéf. The Paraguayean company enjoys monopoly in the domestic
market; the two foreign companles proéuce for export, The American company, the
International Products Corporation, owns a plant at San Antonlo on tne Paraguay
River; it also ovne and operates a quebracho extract plant. The company owns
more than 2 million acres of land and about 90 milea of industrial rallraod, &/
~ The British Company, Lisbigs Extract of Meat Compeny, has large land holdings,
and numeTOuS catble (in 1944 reported at 100,000 heed).
.. The, Paraguayan compary, Industrial Paraguaya de Carmes S.A., is s co-
operative enﬁerprise owned by the Paraguayan Governmant and by ranchers, v
' The - potroleum investment shovn in the above tahle con81sta primarlly of
expenditures on exploration operations by a Uhited States company. It is reported
that findings vere not sufficiently encouraging to Juatify contlnuation, and in
October 1950 the company announced the dissolution of 1ts Paraguayan subsidiary
and the sale of the subsidiary's eguipment. :
| Production of quebracho extract in Paraeguay is domfnated by four foreign
companies - one Americen and three Argentine. The. American company, &8 indicated
above, 1is the International Products Corporation, which in 1949 accounted for
abolit U6 per cent of the total production. Besldes their qvebracho extract plants,
the foreign compenies own large tracts of ‘land. .
At present no important public utillty operatlng in Paraghey i§ foreign-
.bwnsd. Hovwever, until it was. nationalized ‘in: &ccordance with & law of -
13 Augnst 1948, the electric power and otreet rallway system serving‘the ¢ity of
Asuncidn and ﬁhe'éurfounding area vas owned by the Companie Americens de Luz'y
.Traccién, & compeny incorporated. in Argentina 4n 191& with a capital of '8 million
Argentine pesos. ' ‘

1/ These assets apparently aré included in United States investments in
quebracho and meat packing. Thus while the ebove table doee not shov any
United States investments im. livestock or cattle, such investments in fact .
are substantial. TIf the value of these items could be shown separately, the

amount of United States 1lnvestments in quebracho and meat packing would be
- veduced., /In accordance
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In accordence with a cont.ract bet‘ween tho compcmy a.nﬁ the Paraeuz,yan
Government, approved by = lew of 13 Auguat l9h8, the propertleu of the comp‘uw
were sold to the Governmnt for 31.2 m.illmn 3uaran:kes. Peyment was effected
(about $10 million et the Offlci-ll rato of exchange) during the period September
1948-June, 1951, The natlonaln.ty of the stock owners is not known, but of the
total purchase price, 48 pexr cent was to be paid in guaranics, 30 per cent in
United Stetes dollars, and 22 per cent in Argontine pesos, (It will bo observed
thet the Paraguayon 9stmnte gquoted above puts Swiss investmanbs in ele,ctric
pover at 10.14 mil‘l.ion guaranies but doee not indicate any investments in that
1nduetry by Argentim. or the United States.) The balence of tho purchuse price
that remained unpaid ot the ond of 1949 is not included in the statoment of the
pubiic debt as of that date set out on page 5 above.

Foreign-mmed banks in Parapguey include branchee of the Ba.nk of the Argentinﬁ
Nation, the Bank of Braz.il, and the Bank of London and South Amez ica. o

] . | |  /Statistical
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Statistical “information on the balarice of international payments of Peraguay
for the year 1948 and the first half of 1949 is shown Delows - ‘
 fable 3. Parsguey: Balance of Paymonts 1948 and Jamuary to June 1949
o ' Inward {+) or outward (-) payments
(In millfons of United States dollars)
. 198 - loko

January-June

Merchandisoes / . ‘ o
exports f&O.be"‘ 429,11 437.0
tmports c.t.f.a _/ : - ' - -=30,2. -15.4
Balance - T - L.l + 1.6

Miscellansous services, etc, -+ ° o -1.8 - 0.9

Investment yield e P =1,0 0 T - 0.3

' Balance of sbovo items” =~ =~ - oo 3,9 S 0.k

Long-term capltal: S . ' L
loans .= 0,7 - 0.4
direct investmsanta—/ - 1.6 } 0.%
subscription to Internatlonal ‘

Monetary Fund - 0.4 -

Short-term cai’pital and monetary gold + 7.3 - 0.2

Balance due to errors and omissions + 0.7 + 0.2

Source: Intermational Monetary Fund, Balance of Payments Yea.r‘book 1948
(Washington, D.C., 1950), pages 316-317.

g_/ Exchange control figures, referring to payments rather than shipments.

g/ In 1948 peyment for the purchase of the Compenla Americana de Iuz y

Traceidn by the Paraguayan Government was squivalent to $2.7 million; new

investments by the Union 0il Company of California partly offset this capital

outflow., In the first half of 1949 payment for the Compania Americana
amountod to about $0.8 million, which was more than offset by new investments
af tho Union Cil Company.

In 1948 the deficit on merchandise a,nd service transactions and the large
payments to forelgn creditors for the power and light installations =znd for
amortization of the forelgn debt resulted in a large decline in forelfm exchange
reserves and in large increases in liabilitles by the Bank of Paraguay to foreign
banks, In 1949 the foreign exchange reserves of the Bank of Paraguey further

declined; however, there was also a substantial reduction in liabilitles to
forelgn banks.

/II. GOVERMMENT
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II. GOVERNMENT POLICY AND FOREIGN INVESTMENTS

The policy of the Paragusyan Goverrmment with respect to foreign investuent,
as reflocted in legilslation and otherwise, is genarally regarded as "relatively
favourable" . 1/ There is no formal discrimination between domestically owned and
foreign-cwned enterpriseve, and Paraguayan lépgnl requiremonts for establishing a
businese enterprise cre regarded as “relativoly liberal". Foreignors my acquire :
~nd hold any property that a nectional mey acquive end own and conduct iy business
omen to nationala.

BExcept for cortain properties «djacent to nevigable water, and exceyt for
cervain riverian cnd certain subsoil properties, any type of rozl property may be
.p“ivately held, 2nd private enterprises msy ongage in eny type of bueinoss.
Mining rights moy be gronted to nstionals or forelgners without discrimination on
the bosie of nationality. ' o

Contrel over transactions in foreign exchange haé been in effect since'l932.
The provisions waich affect foreign cnterprises are primarily those relating to
delivery of incoming exchonge to the authoritics and the disposition of such
exchanse by the authorities. ‘ '

Under regulations In effect since 5 May 1951 foreign exchonge derived from
exporte up to the "aforo" valneg/ and from the inflow of registered capital (sec
volow) must bo sold 1o the Bank of Parsguey at fixed rates. A rate of six
gueranies per dollar applies to the exchange proceeds from principal exporie,
such as lumber, quebracho extrzct, cotion, peeking house products, cobblo and
hides, A rate of nine guaranies per dollar applies to the exchange procoeds from
minor or irregulsr exports and to incoming reglstorod capitel. The difference,
1f any, tetween the "aforo" value and actusl sales valuo of oxperts may be
rotained by tho exporter. Exchange to pay for imporits may be obteined at rates
fixed by the Bank of Pareguay. A rate of six guaranies per dollar applies to

esgential imports; particularly wheat, fuels end lubricants and products ﬁsed

1/ United Stotes Départment of Cdmmerce, International Refoerence Sexrvice, No. 16,
Establishing a Business in Perngusy, (Weshington, D.C., April 1946), pece 1.

2/ The "aforo” value of export products is fixed pericdically by tho Bank of
Peragury on the basis of current nrices in internctional markets for such
products,

/ "for the
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"for the production of goods and servicee of unquestionhble importance to the
economic development of the country .l/ Thie rete also appliee to. purchases by
the Government from the Bank of Paraguny to meet public dobt payments. A rate
of nine guaranies per dollar applies to eseenxial Amports not specificully
suthorized at the more favourcble rote and to cutgoling reglstered cepital and
incomo on registered foreign capit&l. L : ’ :

The Bonk of Paraguay also operates a legal “free“ exchange market whlch Loy -
be used by incoming and outgoing non-registered foreign ogpiﬁal, by exporters for
selling the difference between the "aforo" value end-the.salee value of exports,
and for various other services (including invostment income on capitel not
officially re isterod) and capltal trensactions. anj March 1951 the "free" rate
was 19 guarnnies per dollar.

Althouah not roquirod to do 80, nowly 1nxoatcd and oxisting foreign capltal B
mey be reglstered with the Bank of - Paraguay. ' Such regietretlon.mnkes the capital
eligible to apply for, but does not guarantee availebilitj?gf, oxchange at the
rate of:nine guaranios por doilar, Qwing to exchange snortagea foreign
enterprisee at tho end of 1950 wore balng. authorized to itransfcr only limited
amounts of their income ‘80 that substantial mmounts of uniransferrod proflts are
accumulating. Some relief has been obfained in individual cases: through special
arrangerents wath fhe Bank of Paruguny under which lower "aforo" veluos are
ostebliched., Mho offect of such. arrangemonts is to permit exportoers to retain
avroad a lorger proportion of their export procoeds than would otherwise be the .
case . - ' o - ’

It is requirod by law that 90 per cont. of ‘the workers anﬁ 95 per cent of
cortoin other employees of any inﬁuetr;al banking, or counnrcial enterpriea in
faragusy be of Poxoguayan nationnlity‘ Bowsver, in determining the proportion of
nationnls to be omployed, all technical porsonnel and ‘othor epecialiete are
oxeluded unloss thoy can be reploced by Paragusyans who, in the  judgemont of the
National Department of Labour, are capable of verforming the sapme duties, . ‘1_ |

- The' Paragua;anecovernmont offore eertain inducemente to oncouragc the..
establishment of now entorpri ges, - The inducements, made svailable on tho morits
of cach caso and without Yegard: to nntionrlity of tho applicants, genernlly imply

_/ United States Department of Commoroe, Foreign Commeres Weokly, 9 April 1951
(Weshington, D.C.}.

Jexomption
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oxemption from import duties on machinory and raw matorials and from vorious
other forms of taxos.

Incomcs from businoss in Paraguay are taxed under a law of 29 December 1949
which beccme effective 1 January 1950, —/ The law specified catogorics of incomo
subJect to tex ond specificnlly oxempts incomes derived from ferming (othor than
cattle roising), the professions, public service and labour. There are fiftoon
brackets of net taxable income, with rotes ranging from 5 per cent on such
incomse up fo 2,500 guarcnics to 19 por cent of nmet inxable income in excees of
35,000 gucranion. Under o previous law of 1943 rotes rangod from 6 to 10 per cent
The tax applies'to businces incomes of foroign and domestic enterprises alike.
Cthor business toxce appoer to bo of o minor importancé, and there sappecrs to be
no discriminction between foreign and dompstic entorprises.

Imports are subject to exchange toxvs amounting to 2 por cent, 5 per cont
or 10 por cent dopepding on thoe "essentislity" of the goods; howover, importe by
forcign componies which have concludod o conceseion contract with the Goverrment
are not subJcot to these taxes, In Morch 1951 export toxssy which had
previously ranged from 1 to 8 per cent of tho Waforo” valuo of tho oxports, wore
roised to 17-33 per cont of that volue,

The Paroguayan Govormment perticipetes in morchnnt shipping throvgh its
Flota Mcreznte dol Batcdo which tronsports o amnll portioﬂ of tho country®s
oxports and imports, and in rail transportation through ite ownership of a smnll
line, the Concepcidn-Horquetn Railway. A monopoly over the supply ~nd
distribution of mect within the country is oxercised by the Industrial Paragucya
de Carnes 8.As, which is owned Jointly by the Government ~nd domestic private
inveators.

Undor o law of 30 August 1947 the Notional Administration of Public
Enterprises woas created with cuthority to engage in querrying and cattle rodsing,
the monufecture of vorious products, includiﬁg wood pulp, papor ond cement, and
to mopopolize the domestic distribution of petrolewm products. Thus for this
Administration has not boon active.

The Govornment owns ~nd operctes the telephone, telogroph, rodio and
domoBtic air tronsport sorvices,

E/ 8co Intern*tionnl Monetmry'Fund, Intornrtionnl Finonelol News Survey,
2k Fobrucry 1950, (Woshington, D.C.).




