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_ Fbrelgn caprtal in Guatemala is represented largely by dlrect‘ AL

investments of United Statas~owned corporetlons. The valie of. these e
Y

investments as of 31 May 1943 was reported as $87.3 milliom, During the

four yeap period 1945-1948 e net additionsl inflow of $31 miilion of':
cepitel from the Uhiﬁed'éeates.for'direeﬁ investmeatrﬁaa reeo;ded.

Close to 95 per cent of Tnited States investments in Gustemale in
1943 consisteé of enterprlses in public utilltles,‘lncludlng transportation

and agriculture, The net 1nfl0w of capltal during 1945-1947 went almost

exclusively into, agrlcultural entorprlses. Io flgures for the dlutrlbutlon

byeindustries pfhtpa 15 mllllon enterlng in 1948 are avallable but it is

llkelysthat the bulk of thls sum was absorbed by ag rlculture, though part

Was eLso aneated 1n public utlllﬁies._lz-'f_ : ri:-::'f‘

“«

ij Ihe branqhas and subsidlarles of ‘three Unlted States corporatlons '

account‘for almost all the directflnvestments.-=The-Uh1ted"Eru;t Company
controls the productien and export of bananas, PubliCnrailwaynService is

. L]

provided 1argely by the Internatlonel Railways of Central America, Electric

_power is provided in the most important area of the country by- subsidiaries

;/ United Stetes Treasury Department, Census of American-Owned Assets in
Mreign Countriesg, 1947,

2/ Abelscen, Milton, "Private United States Direct Investments Abroad", Survey
of Current Business, November 1949, pp, 18-23. United States Department
of Commerce, This figure includes reinvested esrnings of branches only

- .end not of locally incorporated subsidiaries, The branch type of
' organizat1on,-howaver, ‘represents more than 80 per cent of Uﬂlted States
direct investments in Guatemala,

/of the American and
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of the Americeniend bbreign Fower Compeoy.UA
Inberesb‘ln petrolebm exploitation and.ioithe miniﬁg of”iééd'éﬁa zino'in".
Guatemela‘hes.been shown by United étabes oomoenlée in.recent years. The
interesb_in leed'end zin¢ mining nas‘reeulted in bhe conclusion of a
conceeeion“contraot for the working of certaln‘probertles. The petroleum f“r
compeniee engaéed in erploratory activities have witharawn, however, &8 a
result of a new Petroleoﬁ Lew, effective in Sepfember l949, which they
con31der to render proflteble operetlons 1mpoes1ble.l/
Guetemela has not borrowed abroad from foreign éovernmentel or
1nternat1onal lendlng egenc1es. Recent developments however, indicate the
p0581b111ty of such a531stance 1n the future, An appllcatlon has been filed
with the Export-Import Bank for a loan of 960 OOOﬁbyfeieobsidiery of the
American end Ebrelgn Power Company to finence the dollar expendlture 1nvolved
in. 1ts construct1on prograﬁme:gx Representab1ves of the Internetlonal Benk
for Reconstructlon end Development v1sited Guetemala in November 1949 for
preliminary discussions. Pursuant to this Vislb, Guatemele has reguested tne

services of a mission from the Bank to assist in the formuletioﬁ of a geherel

development programme,

i/ Uhited‘Sfatés Department of Commerce, Foreign Commerce eekly,
19 September 1949.

2/ American and Foreign Power Company, Incorporated, Finsncial Report,’
Septembexr 30, 1949, New York, N,Y¥, The first 3,500 KW Unit in & new
steam plant near Guatemala C1ty was placed in serv1ce on 1 November’ 1948
and. a seoond unit of 3,500 KW was under construction for completlon late
in 1949, :

/A. CONTROLS
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A. CONTROLS AFFECTING FOREIGN INVESTMENT

1, Concession contracts

The operations of the large foreign investments in Guatemala have
‘traditionally been regulated by individual concession contracts with the
.(Government;-:fnese are usually long-term oontracts ranging up to ninety-nine
years in duration, which exempt the companies from the proviSions’of any"
future legislation that may conflict w1th thelr terms, . The terms of these
contracts are therefore more lrmortant tban general leglslatlon, from whlcn
the 1nvestments concerned are for the most part exempt.. |

| The Unlted Fruit Company oonce881on eprres in 1981, when most of 1ts
property 1n the country will revert to the Government without cost to the
latter, The concesslon of the Internatlonal Rallways of Central Amerlca
explres in the year 2009 when all railroad lines will -similarly revert to |
the Government, The franchlsee of the Amerlcan and Foreign Power Company
subsidiaries exclre in the decade 1970—1080.

There has been much agitatiOn in Guatemala for revision of “the
conce551cn contracts with the three maJor forelgn enterprises on the ground |
that they were granted by .earlier: reglmes and afford excessive advantages totr
the companles concerned to the detrlment of natlonal welfarg. 4 Congre551onal‘.
Comm1551on to revise the. contracts was formed seVeral years ago “but” has not h
issued any recommendatloneqr | i

Partlclpatlon by foreign enterprlSes in the extractlon of petroleum

is subJect to conce581on contracts ‘with the government, the general terms of

1,;7 Decree No. 649, effective R8 September 1949,

Juhich are set . .
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which are set forth in a Petroleum Law enacted in 1949;l/ As was observed-
above;'no sﬁcﬁ boﬁﬁracts héve'béén COﬁciudéd since interested foréigﬁ'
péfroiéuﬁ enterprisés'object to these fefms} “The Law requires:ﬁhatfforeign '
enterprises:séll to the vaernmént,‘immediaﬁely upon the beginiﬁg'of
operations, all'machinery and capital eéuipment brought into the éountfy;"
payment fbr:£hié equipment is to be made by the Government from productioh”
or iﬁacash;'in a number of iﬁstaiimenﬁé, to be'agreed upon in the contract,
Thus, the éhté;ﬁrise woﬁldrhold.no:eQﬁftyrin the property‘worked or in the
equipment uééd; During the ﬁeriodAwhénjthe Government is paying for the
initial capltal investmént_ it I‘ecei{res a 'li'oyalty of twelve and a half per
cent of thé'ﬁétroiedm-ﬁrdduced. Once the inétallment payments havé been
completédlfhé3foyal£y is iﬁcréased to twenty-seven and a half per cent of
tﬁé‘value_of petroleum produced for the remainder of the contract period;
the maximuﬁ iength of which is fiffy years, New capital equipmenﬁﬂmust'be
sold to the‘d;ﬁsrnmeht on Eefﬁs‘simiiar‘to’%hdse for the initial investment,
Reflnerles must be constructed in the country, to the extent stlpulated in
each contract Ihll or partlal exemptlon from general taxatlon may be
granted Royalty payments by domestlc conce381onaires 1nclud1ng companles
sixty per cent of whose shara cupltal is bwned by Guatemalens and 31xty per.
cent of whose proflts are relnvested 1n the country, range from ten per cent
during the first ﬁﬁree yeafs!to sixtéenlahﬁ oné’haif per cent affer the

ninth year,

1/ Decree No, 649, effective 28 September 1949,

coocoe oy et 2, Netionality
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R« Nationality of ownership

The major contracts withlforeign in#estors were effected at a time when -
foreigners were completely free to invest in any type of enterprise in Cuatemala
with no requirement of participation by‘hational investors.. While this
condition generally céntinues to dbtﬁiﬂ: itAhas recently been subject to
qualifications, notébf& in fespect of'pétroleum_concessidns, as indicated above,
New enterprises deVOted‘to tﬁé producﬁion of alcoholic beverages and tobacoo -
products, according to legislétioh enacted in 1947, have to be controlled by -
éuatemala capital.i/ The.grénting ¢f certain tax exemptions, under the same
legislatibn, was made condiﬁional upon thé participation by demestic capital
in varying degrees, depénding-upbn the.nature'of the'enterprise; Foreign
~ participation in the copstruction of a pfopoéed new railway*has been limited
by enabling legislations?/

A foreignzbusiness in Guatemala méy‘operaﬁe d4s a loeal company or as a
branch or agencyrdf a foréignroompan&.‘“ih éiiher'éasé,'formal permission of
the‘Ministry of Finance must be sbtained, ‘However, the logal eriteria for
the permission do not differlfrom‘fhogé'which'afﬁébt”dbmosﬁic nationals, ..
applying fﬁr approval for'théufdrma£ioﬂ‘6%T§”Ibc&lﬁcbmpahyo . The great -
ma jority of foreign dirécf'ihﬁﬁéimehﬁs id”GﬁEtéhalé’éﬁe'o;ganized as branches
of foreign companies.é-ﬁs.éf 31 May 1945,lsgﬁo eightf:thrée‘per cent of total

United States direct investmonts werc organized on-this basis.

!;‘Puréaght‘%o the Law-of Ihdustrial Development -ef -December 1947,

%/ See page 20. /No important
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No important limitations apply to the ownership of land by foreigners.
However, for ressons of naticnal securiéy, é cﬁrboration, whether domestic or
foreign; may not own land within‘fifteen'kilométres of-the frontiers or along
the shores of certain bodies of wéﬁer.' The seme restriction.applies to the
Department of EL Petén; an undé#eIOped section inlthe interiqr of the
country.

Like z number of other Latin Amsrican Republics, Guatémala requires that
foreign companies applying for pérmisSion to éﬁerate in the country_declare;
that théy will be sSubject exclusively to the locéi laws and coﬁrts in :espgét
. 0f their local activities and that with regard tbugﬁch métters they will ngp
invoke any special rights as fofeighers, but wili‘have only ;uch rights as the
lawvs of the Republic guarantee to Gﬁatemalans.&/ | |

3. Employment and labour

The Guatemalan Labour Code5‘Which became effective:in 1947, provides that
employers in-any-enterprise must amploy‘natidnalé.to thé.eﬁfent of ét 1east,.
ninety per cent of totsl personnsl and ogy elghty‘flve per cent of" total
.salarles and weges to nitionals, tnder speclfled condltlons these
ﬁercentages may be reduced by a-maximun of ten per cént. However,fenterprlses
that receive special permission to employ natlonals to the extent of less-than

ninety percent“must establish tralnlng programmes s0 that natlonals w1ll

become qualified. to replace foreigners: Menegers, directors, administrators

1/ Thus the United Fruit Company contract provides that diplomatic channels
can i no case be used to settle zay dispute arising therefyom and the
company expressly rencunces any such right, Disputes are to be settled
by srbitration, with each party naming one arbitrator, the third to be
named by the Internatlonal Court of Justice or by the chlef executive of
a nation jeintly agreed upon.

/and superintendents
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and-superihtendente‘erelekeﬁpt freﬁﬁthe cednt tohthe_ektent of twolbersons in
'“eech“énterpfiseia‘ | o

Since the conce851on contracts w1th the 1mportunt forelghdcompahles N
typically provide for V1rtuelly comblete freedom regerdlng employment of o
foreign personnel these spe01el st1pu1<t1ons of the Labour Code ao not appiy
.to these enterprises. 1In any cese fbrelgn enterprlses operatlng in Guatemala
‘have- apperently exceeded the minimun reoulrements by a eubstdntlal mergln._
The United "Fruit Company enterprlses employed forelgners to the exteht of
- abaont four per cent of thelr staffs in 1948 dnd peld them ten per cent of
their total’ poyrolls.l/':z B | ; |

Appllcetloh of the general prov131ons‘of the Labour Code to whlch the d
forelgn-compenles are subject hes been = source of frlctlon between the
companies and the Government, The companics have cherged 2} l ck.of 1mpertlei
'5Judgment by the Lebour Gourts in connex1on.w1th dlsputes adJudlcated pureuent
to‘the Code. The Uhited Erult Company has elso contended that certain .
prov131ons of the Code ave dlscrlmlnatory ag Hlnst 1ts enterprlses. Theee_
charges have been deﬂled in a series of pomphlets 1esued in 1949.by.the‘
“Ministry of Economy snd Lebout'dhder.the titierof-"ihe Gueteheien Netioh and
“the Uhitedrﬁiditdompeny“. ("La Nacléh Guatemelteca ¥ 1s Uhlted Fruit |

2

Compahy* )w Friction regardlng eovernmental adJudlcation of 1abour confllcts

occurred partlculerly in connexlon w1th a dlspute between the United Fruit

;/e,Detoe Unlted ITult Compehy, Compafiia Agrfcola de Guatemale 1948,‘
- Guatemala, 1948, - : , df? C
2/ ﬁPubllcac1ones del Goblerno de Guetemdle, dlnlstcrlo ae hconomia y
TrebeJo 1949, See Wo. 1, La Frutera anto”la Ley ‘and No, 3 ‘
La Frutera y le Dlecr1m1n3016n Repuiblica al Senador Lodge Xk018.

/Company
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Company and its dockworkers at Puerto Barrios lste in 1948 and eérly.in 1949,
which was settled on 7 March 1949, with the signing of a new collective
" contract, The provisions of the Labour Code which fhe United- Fruit Company
" contends are discriminatory concern certaln special benefits accruing te
wbrkers in agricultural'enterprises employing mofe than 500 workers.l/ The
Miniétry of EcOnoﬁy and Labour hes denied that these provisions diseriminats
against the Company since-it has listedfiniits registry twenty nine Tirms to
~ which the provisions'apply,'only two of which are foreign, The remaining
twenty seven consist of Govermmsnteowned farms and-domestic privately-owned
enterprisesQA o |
‘.4, Taxation

Taxation in Guatemala doés'not*diSCriminate ag&inst-foreign‘énterprises,
with the minor exception of éh"énnual"fr&nchise tax levies on all branches of
foreign enterprises, The concession contracts under which the three major
foreignzﬁbmpaniés operate in Tact puts them in & more favourable position with
regafd to taxation than would obtain were they subject to general tax
legislation. Since similar ad hoc tex arrangements exist in several other
coontries of Latin ﬂmeric;; it‘éppeérsAuséful?%b:cbﬁsidg§ thé.Guétemalan

situation below in some detail;

.

17-_Ehe8e provisions deal with the length of the work day,: overtime- pay rates

) vacation benefits and the right to strike, Agricultural enterprises,
except for those employing more than 500 workers, are exempt from the
general provisions on these metfers, The most important relates to
strikes which are prohibited in public service industries and on farms
during the harvest period, except in agricultural enterprises employing
more than 500 workers,

/B- ¢ Qeheral
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e General tax laws

Direct taxation is imposed on the profits of businessrenterprises by a
“‘1sw edobted iﬁélésa l/ The$sesie.or.rdtes 1s‘proéress1ve renging from five
"per cent on 1ncomes from 500 te l.OOO quetzales to forty three per cent on
1ncomes of 300 000 quetzales en& ebove.é/ Dlvidends recelved b@ shareholders

"\1n Jolnt SbOCk comoanies ere 0ot taxed 1f the enterprlse is subJect to the
business proflts tax. DlvidendsAare otherw1se taxed along wmth other income
frombintGSteo ceyitel uch as interest or. reﬁts; by a progressive scale of
”'rates whlch is somewhat lower in the lower'brackets of lncome than the scale
applylng to business profttstg/ Persons re51dent ebroadhare subject to thls
taxatlon only on 1ncome 1n excess o}LiO?obdieueteales.annually, therebr being
in @ more favoured status than resident investors. ’

The Comm1881on of Tax Studies (Com1s16n de uStUleS irlbutarios) of the
- Ministry” of Financs has for some tlme been studﬁlng oroposals for unificetlon
of the tax system end for‘tse taxetlon of pereonel incomes not now essessable,

.( _; , . .4-:/
" and has drefted a prop0sed law for presentetlon to the Congress. " The proposed

;/ Decree No, 2093, 27 May 1938, The latest revision of ‘the seale ofr
apﬁllcable rates was edepted 1n Decree No. 204 1 Janusry 1946.

3
1\, |

'The exchenge rete is one ouetzal = $1 (Unlted States currency)
Decree No, 454 23 October 1947,

Revista de Hacienda, published by that Ministry, January 1949, pages 14-26,
Certain revisions of the proposed law were made in September 1949,

(3 'e'*_.

/Law weuld
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law would replace -the present taxes on business profits and on other incomes -
from invested eapital with a single-scale of rates, and would continue tb,
exempt enterprises now exempt from direct taxation by special laws or contracts.
It'wodldiﬁlso introduce a tax oﬂvﬁersonal'income from all sources,

‘Personal :nd business incomés would be: taxed on the same basis, The income
of Guatemalan individuals, of domiciled foreigners, and of. domestic
corporations, regardless of the nationality of ownefship, would be taxed at
progressive rates identical with those now spplying under the Law on Erofits.
of Business Enterprises (from five per cent on the lowest.bracket of income.
to forty three per.cent on income in:excess of 500,600'quetzales).

Fereigners domiciled abroad snd foreign corporaﬁions operating through
brenech organizations would be taxedJéEia single rate of twenty ﬁer cent. This,
it appéérs, would encourage the formation of 1ocally organized corporations,
at leasti in the case ostmall and medium-sized enterprises. 'The average -
impact of the progressi&é-scalewof rates applicable to locally eorganized :
corporations would exceed twenty per cent only in the upper breckets of
income, Large-~scale foreign enterprises that weuld consejuently have to pay
higher taxes if orgenized as branches rather than as loeal corporations
might, howsver, be subject to-special tax treatment established through
individusl concession codtracts,

Tex concessions are provided otherwise than through individuél—concession

. . 1/
contracts by a Taw of Industrial Development of December 194%7. Certain - .

Voo

7 United States Department of’ CommsrcéL oreiegn Commerce @ekly,
2 F@bruary 1948 page 17

/ provisions
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W e e

provisions. of the Law ave of particulst? inberést as an indication 6f the
~official .ettitude towards foreign capitsl, The tax concéséibﬁéiﬁrafiaé& by
the Law fop 'new and existinig industries include the relinguishment ofﬁéﬁecffied
-portions of the business profits tax for a number of years snd total exempbions
for varying periods from inpdrt’ duties on équipment éhd‘réw.mé%efféigﬁnét
obtainable lﬁoally. ‘The  degree of concession varies with the extent of
- wbilization of domestic raw materials and5the*éﬁplbyménﬁk%bpbr%ﬁhifigé"ﬁ“
offered, ' Neir énterprises as well as existifig enterprises pléhning td'éxpand‘
their activities aré required t0‘admit'parficipétioﬁ'byinéﬁibhai‘éébifai up

to certain limits:in ‘érdér to oguallfy for the:ékémptiohé.i”ﬁhe:ﬁéjoriﬁ& of
‘thé‘sharGS'OfLcompanies'produciﬁg'primafily'fbf the domestic ﬁérkét and o
"which do.not require o -high degree of technicsl skill" spd ode third of the
shares of eénterprises recuiring a "high desree of technical skill" must be
owned byldomestiounationals; For this purpose'domestié:ﬁéfioﬁals sre defined
to include perminent alien residénts and cdfpbraﬁiéné dfgéniZéd'uﬁdéfithé

laws of Guatemela 'which invest at lesst sixty per cent of their anmnual =
profits in-the country.,

by Paxation of condesdibns

Two of the three major foreign enterpriSeslare exempt from taxésﬁoﬁ
‘business profits, except for cértain indidéntdl ‘detivities which they carry on
through séle‘QE-Cbﬁsumpﬁibn“goods‘iﬁ”@dﬁpény‘Storéé; The ‘third (the
electricity enterprise) pays a direct prdfits tax, pursuant to separate
legislation taxing net. Profits from the séle of electric energy at a siﬂgle :
rate of five per\cent. In addition, the three éﬂﬁérpriseg receife important
exemptignézfréh Aﬁties on imported equipment uvsed in connection with their

/principal activities
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principal,act;viti§§,

The most.imgo;tgnttax;s to which ghe ﬁhifed‘Fbﬁiﬁ Company enterprises
are subject are imgprt dupies on_certain eqﬁiﬁmént and‘coﬁsumption'goods»and
en -export. tex on benanas, Dgr;ng 1948 the&rﬁaidvsomé 848,000 quetzales in
import duties and 160,000 quetzéies as exporf %ék. Exémﬁtions from import
duties amounted to 356,000 quetzales., The amoﬁﬁt;Of ﬁhefexemption from
business profits tax_ggnngt beléalculated bécéuSé“of lack of data ccncerning
‘;ithé theoretically taxable‘iﬁcﬁmé of the enterpfises;‘which is not reported

' to any sovernment agency in‘Ggafemala. ' .

The railways are virtually freé of taxaéion, eidépt‘for“bertain import
duties and‘a.tax,pn passengefé énd freight, Eﬁeﬂptions from a property tax
- amountedto_165,ooo,quet;gies in 1948 ond from inport dutiss to BIZ;000
quetzales, As in the case pf the.fruif:cﬁmpan&,.ihformatidn on the amount
exenpted from the business profits ﬁax iéxﬁot avéilable.: The tax on -
passengers and freight amoun£ed to.45,000'§uet£ales in 1948, " Payment of this
tax has béen the subject to dispute between the enterprise and the*Goﬁernment.
The Government contends that some 4,600,060 quetzales are due for failure to |
pay the tax at éertain stipulated raﬁes for the past ten years;‘ The
enterprise has been paying the tax atllower rates, apbafently as a result of
ag;eement with earlier administrations. ‘ThelMinistry of Finance, ZTter
negotistions with the railway, proposed fg fhé Cbngréss in 1949 that it be
authorized. to renegot;ate the.raiiway ébnééséion.éuntEaét to provide for the
payment of certain taxes in the futuré; iﬁ.return for which it would cancel
its claim fgr’badk.payment of the transportation tax.

/The most
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The most;important taxeleéidtb§;tﬂe:eleetriEity*enterprise-are the five:
per cent tax on net profits previously mentioned; & two per ceht tax on the
gross sale of'eterg&, and impert'dutﬁ‘oﬁ”ceftéin‘equipment. “The. profits tax
paid in 1948 smounted to some 34,00 cuetzales, or much less than if the
genefai tai onnbusieess ﬁfof{te‘had Beeh applicable};/'Theéﬂwo'per.menthsales
tax amounted to 27,000 quetzales and 1mport dutles to 19 ,000 guetzales; the
exemptlone from lmport duty ‘amounting to some 50,000 ¢uetzales. The ratio of
tax‘exemptlons to tex payments was probably almost three to onse,

Ihe effect of the tax exenptlons enjoyed by these three major enterprises
on thelr proflts after taxes fS 11m1ted by their tax liabilities to the
”.Unlted Stqtes Government. Presumably all three quglify for the ‘benefits of -
:the Uhlted States Jestern Hemlsahere Trade nct andér which the rate of
taxatlon is twenty.four per cent of income rathef‘thah”théithiTtyﬂeight per
rcent 0therw1se appllcable to corporéte incomes in exdess of w50 000. It
should be obsetved that these entererlses pay taxes to the United States
Governﬁent equlvelent only to the difference betweén taxes paid to the
Guatemelan Government whlch are treated as offsets to the United States
tax llablllty, and the United States tax Of twenty four:per cent. Increases in
Guatemalan taxetlon up to twenty four per cent, assuming. similer definitions
.ofllnceme in the two coantrles, thefefore;_would not:effeCt the level. of
profits after taxes, but‘mereiyrdiveft'to'Guatemalaetax payments now made to

the ﬁnited States, On the other hand, taxation under the rotes generzlly

applicable to business profits in Guatemala {ranging up to forty three per cent _

pe——— rorar——t——

_/ Profits on which this tax was paid amounted to 673,000 guetzales. It will
be recalled thot the scale of rates on general bus1ness profits ascends
to forty three per cent on income in excess of 300,000 guetzales
/of the income
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on the part of the intome exceeding 300,000 quetzales) mightlexceed the present
tax liabilities.of the compsnies underfUnited.states legislatidn.l

5, Transfer of earnings and capital

TTansactiens,in”foreign exchenge in Guatemsla arernot‘subjeet to
limitations. :ﬁehittenees ef’ income from cepital. and transfere of such eatitel
may be effected freely. B

The Guatemalan Monetary Law of December 1945 establlshed an emergeﬁcy
system of exchange control to come into effect, after apprpvel_ef the
Internutlon l monetary Fund, When net officigl reserves‘eQuél less than
forty per cent of the annual average of totel sales of exchunge Gurlng the

R

three precedlng‘yeers or are fdlllng at a rate exceeding twenty llve per cent
per yee;:“ Uhder the system, exehenge‘mould be provided at tpe efflc;el rate
for essential imports and reasconable remittances on account of.tegistered
foretgﬁ in;estments.”'Ali acruing foreign exchange not sold for these purposes
woulﬂhte sold at auction for imports not on the essentisl liet. The controls
would be te;minateé if the euctienapremium was elimineted during twelve
consecuﬁite months ‘as a result of the reduction_of the exchange.strigency.
Guateﬁela's gold and foreign exchange assets increased frem'$ll.4 million
at the end'of'l939 to a peak of 53,7 million at the end of 1947 and then |
declined to 38 million‘by Qctober 1949.2/ Gold and foreign exchange heldings

declined by‘$8.7 million or 18.6 per cent during the year ending on 31 October

1949,

_/ International llonetary Fund Internatlonal Finan01al Statistics,
December - 1949 ‘pages 70 71 -

/During the
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During the war years Guatemala developed relatively large export surpluses
and enjoyed_extraordinery receipts from special Uhited States expenditure
related to the war, The surplusses have been con51derably reduced in the
post-war years, and were in fact replaced by a smell deflclt of some w5 milllon
in 1948, with a somewhat smaller deficit llkely for:l949;;/ largely as a result
of greater increases in inports than in exports. |

The remittance of income on foreign investiments has constituted e éinee
element in the post-war balance of payments of Guatemela.g/ Such pe&ﬁents .
averaged $4.6 million annuelly during 1946-1948, cor about 7.6 per cem: of the
value of exports. These paymenterwere.primarily on direct inveetments and
include profits retained out ofexpore proceeds of sucﬁ enﬁeesfises as‘the
United Fruit Company., The foieign public debt was repeie‘elmost entirely in
1944.§/ -

The_percentage yie;d of income received in the United Stafes on direct
investments in Guatemala has been below the average yield of Thited States
investments in Latin America generally. During 1943 the iﬁcome received
amounted to $4.4 million, about the same as the average for 1946- 1948
revresenting a yield of 5.1 per cent of the value of the investments, The
average yield in Latin Amsrica was 6.6 per cent. The percentage yield of the
z7"_fﬁﬁa;ts during the first nine months of 1949 were st absut the same

‘level as in the corresponding period of 1948, but exports were five to
six per caat higher, 'The increase in the price of coffee during 1949

did not ecenr until after the bulk of the crop had been shipped.

g/ See International lonetary Fund, Balance of Payments Yearbook - 1938,
1946, 1947 and International Financial Statistics, December 1949, page 153,

5/ The externazl public debt amounted to about 650,000 quetzales as of
31 December 1948, 'The debt was reduced from lO 4 million quetzales
at the.end of 1943 to 3,1 million as of 30 June 1945, S
/income
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inc;mé reﬁiﬁée&‘in 1946~194S wés probably lower.since there was a net inflow.
durin: thbse years of $17 million of capital for direct investment, sdding to
the value of ihvesfments. .During this period_average vields throughout Latin
america increased to 10.3 per-qent. The relatively low standing of CGuatemzla
in this respecf may be the result of the predominance of public utility and
transportétidn holdings among the ?qtal invespments.(about seventy two per cent
in May'l945).l Ebreign investments in these industries in Latin Americe have
generally beénlless piofitable then the zverage, particularly in periods of
‘iqflation with rising costs,

6. Commercial policy

Ieriff’protection of induétries has been provided only to a limited
degree in Guatemaia. Import licensing_for the purpose_of:prbtectidn hés heen
used even less extensively. .ihe relap;yely limited‘applioation of these
measures of protécﬁion, howg?ér, probgply reflects the small scope for
indusfries mcnufacturing fo% the locel market. ﬁith recent increased emphasis
on ecopomic diversification,‘thére is evidence tﬂatlthe-traditionally.libeﬁal
cbﬁmﬁréial éolicy‘is being reviewed, | |
| Iﬁ Tun§_1949, ansoffigial Commgrcial Policy Cocrdincting Committee wa

1/ '

Local manufacturers,

RPTI

formed to review traditional policy in this field.
suﬁﬁdfﬁed by organized labgur_havg been pressing for revision of the
Reciprocal Trade Ag?egmﬁﬁf with tha:Upited States, in effect since 1936, ih
‘order‘"tq permit theAdevelopment Qf natiqnal industries™, and for the
imposition of import lipénsing on all articles, the local production of which

1/ United States Department of Commerce, Foreign Commerce Weékiy,
25 July 1949,

/is adequete

-
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is adequate, in quaﬁtity and quality,’to meet'ddﬁestic'redﬁiféhenté.
‘B, GOVEZRMITINT PARTTCIPATION IN TNDUSTRY

Direct partid&paﬁibn in industry by ‘the Goverhmentihés Béeﬁ rélatively
limited in Guatemala., Aihe most important instances of such’ participation are
coffee farms formerly owned by German citizens;‘nationélized'duringj%h; war
and now operated by! the Government, and the generation andffrénsmission of
electricity through certain state amd municipal entefpfises} Monopoly control
over the production end marketing of a few commodities, including tobacco,
aleoholic beverages, matéhes and ammunition is exercised for fiscal reasons;
however, this control has<been implemented, for thé~moé%wfértf-nof by the
operation of state-ownsd establishments but by ﬁhe'licenéiﬂg ahd regulation
- of private ‘enterprises.

“ Nationalized coffee farms, vhich accounted fdf"abdut.fﬁénty'two péf cent
of the coffee production during the crop year 1948~ L949, are admlnlstered by
. a Department of National Farms. The Governmelt owns the sSecond largest
“electric power company in Guatemela, which provides close to ten per cent of
the country's consumption, This company does not compete ﬁith'the
subsidiaries of the American snd Foreign Power‘Company; which are the principal
,suppliers of electric power in the country. It operates inrouﬁlying areas
where power is scarce, and on a cooperative bssis with municipalities, which
-also own and operate alectric power plante.’

. Present trends indicate that the Guafemalan'Governheh%“willﬂekpéndﬂits
- direct participation in the sconomy, particularly to stimilate a fore rapid
rate of economic development. In 1948 the Government establlshed for thls

PurPose the Institute for the Development of Production (Instituto de Fomento
o . /de la Produccibn)
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de 1a Produoeton) Y

The Institute hae functlons 51mller to thoee of the governmente,
development corporations in other Latin Amerlcan eountries. ts obJectivee
are to improve existlng agrienlturel and pastoral produotlon prectices, to
divereify agriculturel production, and to encourage industrie;izetion.A
Its initial capital was 6, 560 0Cco quetzeles. From twe to six per cent of tne
.Govevnment's budget is to be spent each year to increase the Inetltute's
capital, The Instltute may eetabllsh 1ndustries dlrectly or partlc pate on-
an equity ba51s in private venturee;-such partlclpetlon, however, mey not |
exoeed twenty five per cent of ite capital and reserves. The Institute's
interest is to be sold when the enterpriSee neve been established on a firm
basis, | | |

The Institute is already operating some-enterpfises end hes pienned a
series of others, It is financing ths construction of a factory to snbply
the country's entire requifements of coffee begs. It eomﬂucts an exrerimental
farm Nlth motorlzed equlpment and admlnlsters a large coffeo, sugar and
corn plantetlon. Its most 1mportent plans relate to the meohanteaulon of
.agrloulttre through the establishment of farm mecnlnery etetlone andrtne |
grentlng of loens for the ecqui51tion-of equlpment to the improve 1ent of“
hendlcrefte an¢ of prlnolpel the most 1mportant exlstlng 1ndustvtee 1ncludlng
those produ01ng textiles, leather, flour and dairy product,; to the |
establishnent of new industries using local raw materials; such as-the .
production of vegetable oils, lumber and forest products, glase contalnars,
and fertilizers; to the develepment of hydro-electric power; snd to ths

1/ Decree Mo, 533, 17 August 1948,
J/eonstruction
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construction of low-cos8t housing.

Participation by the Government ip a;teqeion ef the_countryfs railway
system may be expected if plans materializa,~aa.amquied in_a decree adopted
by the Congress lata.in 1949, fer.eonstfectienlaf-a railway of aboet.BOO milee
into thn undeveloped area of the Department of El Petén. The Deereeé/
authorizes the Executlve to stlmulate the constructlon by the formatlon of a
local eompany, in which the State would partlclpate by rece1v1ng shares of
stock in exchange for lte contrlbutlon of the twenty nlne m les of line known
as the Verapaa Rallwafg/ and of certaln lands, Other participants may he
private 1nd1v1duals State abencleeland munlclﬁelltles. Private foreign
capltal may partlclpate but only up to forty per cent of the stock issue.
Except for the Verapaz Rallway, forelgn interests now operate all rallroads
in the country. Public serv1ce is offered by the Internatlonal Railways of
Ceﬁtral Ametica and 1ndustr1al llnes are operated by the Uhlted Fruit
Company., . o
| c'. A'I'I‘ITUD:L TOARD TOREIGN INVBS’EJIEE\IT

The frletlon that has d=veloped durlng the past f1ve years between the
major forelgn—owned enterprleee 1n Guatemala and the Government 1nd1cates a
change 1n the attltude towards forelgn dlreet 1nve tments whlch thqa far have
been subJect to llttle legal reetrtctlon; The future p051tlen of some of the
1mportant 1nvestments in the country is, eoneequeatly, somewhat uncertain.a/

The official pollcy toward private foreign invesiment has not been clearly

1/ No, 694, 24 November 1949
2/ Nationalized in 1941 because of German ownership,

g/ It has been reported that the United Fruit Company postponed plans' to
inveat some $7-$8 million in 1949 as a result of disagreemert with the
Government,
: /redefined
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redefined as'regardé either the treatment of existing investrients or the
fields considered appropriate for the future employment Af private foreign
capital, As was observed above, the Congressional Commission formed to revise
concession contracts with the major foreign eﬂtérprises hzs not yet issued a
report. While & concession contract with a'fOréigﬂ eﬁﬁerprise‘for the mining-
of léad and zinc has been coneluded, it hés not been possible for the
Government and foreign enterprises to agree qﬁ terms'for:exploitation of
petroleun under legislation Tecently adopted.

The Government of Guatemala has indicated that it is not prepared to
assume international ‘obligations regarding the treatment of foreién Cépitai
that imply any-iimitatiad‘of’the'principle that foréign‘investofs nust be
subject to its jurisdiction, This policy was expressed in the form of @
reservation to certain provisions concerning private forgign investments
contained in the Economic Aéfeémeht'of Bogotd (Colombia), signed at the -
Ninth International Conference of American States in May 1948, With respect
to a provision concerning compensation in the event of expropriation, the
Goveroment of Guatemzla expressed the reservation that the payment of |
compensation should be subject to the Constitution of the country.

A.clause axcluding "unreasonable or discriminatory measures" againsf foreign
enter@rises was made subject to an "express reservation" to the extent that
it would restrict the principle that aliens are subject to Guatémalafs
jurisdiction,

The principal labour unions of Guatemala have suscribed to a programme.

Y

to reduce the influence of foreign capital in the economy.  This programme -

17 United States Department of Commerce, Foreign Commerce Weekly, 21 February
1948, R Y R .
/calls
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calls upon members of the unions to oppose the economic and political
intervention of iforeign-owned firms in Guatemalsan affalrs - to oppose dlle ed
economic boycotts initiated by such firms against the-ébuntry%/ to protect
national 'severeignty, and ﬁo'urge the Government ahd'bfivaté Guatemalah
interests to establish industries and services of the same kind ss these -
owned by foreign enterprises,

Scme of the major foreign investors in Guatemala have charged that the
Government is pursuing a policy of discrimination against private foreign
capital, The Goveroment, through its liinistry of Zconomy ahd Labour, has
denied that its attitude toward foreign capital is diécriminétory'by‘pbinting
to the degres to which major sectors of it economy are controlled by foreigm
capitel, to ‘the liberal tex treatment under the contracts with major” foreign
enterprises, to recent foreign investments, especially in mining, and’ to’ the

2/
lack of any restrictions on the export of capital, = -

o g - —

17 Presumably & reference to the cancellation of shipping by the United
Fru1t Company durlng t” labour dlspute of early 1949 at Puerto Barrlos.

_/ La FTutera y la Dlscrlmlnaclén. See footnote on page 8,




