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INTRODUCTION 
The radical change in the policy of'the Guatemalan Government has been 

the most important of the numerous events which have taken place since the 
involution of October 1944 and which be&r a close resemblance to the changes 
which occurred during the period known as the 1871 Liberal Reform. 

"The economy of Guatemala, in common with many underdeveloped countries, 
was characterised by its extensive agriculture, based on the use of cheap 
labour and consolidated in this particular case by a forced labour system. 
Socially, the country suffered from a lack of racial and cultural integration, 
the illiteracy.of more than two thirds of its population, hich rates of 
infant mortality and other difficulties which are characteristic of low 
standards of living.. 

Being confronted with such conditions, the Government was forced to 
give priority to projects for their improvement» It was essential to build 
schools, establish-a social security system, formulate a labour code which 
would recognize and protect'labour rights, allow the organization of unions 
and undertake other energetic measures which absorbed a considerable 
portion of the Government's attention. 

The radical change in economic policy made it necessary to create new 
instruments for economic action designed to make the new policy effective. 
The? 1945-1949 period can accurately be described as a transition period 
during which these instruments were being elaborated. Thus it would be 
premature at this time to pass judgement on the effectiveness of the; policy. 

Among the numerous economic measures adopted since 1945 are the 
establishment of: 
a) A new monetary and banking legislation which will allow a more effective 
defence against the violent fluctuations to which the economy of the country 
is subjected as a result of its close depending upon international markets. 
This includes a credit policy more in accord with the general needs of the 
country, including extension of banking facilities to sectors and regions 
where these services were lacking; . 
b) An institute for the development of production which will be in a 
posikio¿2<.;fco,.'.carry out-^ese&rclr to.«evaluate the• relative., advantage^ of 

/different fields 



E/CN «12/217/Add i 7 
Page 4 

different fields towards which public and private savings can be directed; 
which will be able to investigate new investment opportunities, reduce the 
risks of private investments ¡through public partnership, and facilit3.te_ . , . 
adequate financing of long-term projects; 
(c) An organization to administer the new petroleum law and to encourage 
petroleum exploration and exploitation; 
< <0 A system of agricultural research mainly directed towards the solution 
of the basic problem of efficiency; and 
(e) New legislation permitting a more flexible utilization of the instruments 
of tariff protection by the administrators of economic policy, 

• As the new economic and social policy was1put into effect, it was 
necessary to increase expenditures. Thus, during 1945 to 1949, Government 
expenditures were tripled.- The•expansion of public activities coincides f 

with an. increase in the real income of the export sector and investment 
activity in the private sector of the economy. As a consequence of the 
combined effect cf these factors, the country has been submitted to inflatiohary 
pressures of some magnitude. 

The increase in real income of the export sectors of the economy arose, 
from the improvement in the terms cf trade of the principa}, export products. 
The capacity to import, which had declined during the Tthirties to 58 per 
*ent of the 1925-1929 level, was maintained during the period 1945-1949 at 
an .average of 82 per cent above the period 1937-1939 and 50 per cent above 
the 1940-1944'level. 

The annual rate of private capital formation, as measured by the value 
of imports of capital goods at constant prices, quadrupled between 1945 and 
1949- This was, on the average, 23 per cent higher than in 1937-J-939." 
During the postwar period about 40 per cent cf the value of imports of 
capital goods was composed of industrial equipment. These two activities, * 
industry and transportation, have developed moft rapidly in the post-war 
period. 

In spite of these achievements the annual rate of increase of production 
of goods for domestic consumption was lower during the periodl945-J-949 than 
during 1938-1945* The volume of agricultural production . with the exception 
of bananasand some export products of secondary importance,.seems to have 
remained unchanged after 1945. In.dustjrial production increased after 1946 
at the rate of approximately 2#5 per cent.per year, but this rate was not 

. / greater than that, . 
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greater than that experienced in the period 1933-1945 (See Table 1). On the 
other hand, the production of services increasê  notably. Government services 
expanded, but the expansion of motcr, land and .air transportation was 
apparently more rapid. The considerable expansion of motorized land v: c 
transportation, however, mainly utilized a system of roads constructed some 
years ago, which has not been expanded significantly since 1945. Accordingly, 
the old problem of linking by road the economic heart of the country in the . 
South to the Atlantic Coast and .the extensive region of Petén has not yet 
been resolved. 

The higher rate of increase of production for the domestic market in 
the period 1938—1945 can be explained by the fact that when the war began, 
part of the country's productive capacity had not been utilized. There was 
idle industrial capacity in sugar, cement, textiles, electric energy and 
probably also in other sectors.. Although there was no apparent labour 
unemployment^ the degree of labour utilization could be intensified without 
rapid increases in the wage level. Mrreover, certain activities affected by 
the war were obliged to reduce their volume of operation. The level of 
exports between 1939 and 1945, for example, was 10 per cent less than in 1938• 
The combination of circumstances mentioned above contributed to the relative 
stability'of costs, while at the same time the limitation of competition from 
ixoorts reduced risks 

/Table 1 
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Table 1 Guatemala: Selected Economic Indices 

(Simple arithmetical average rates of annual growth) 

• Periods 

Production 1938-1945 1945-1949 1938-1949 

Coffee 1,3 0.5 1.1 ' 
Sugar •9.6 1.7 7.1 
Wheat flour 8.1 1.7 6.1 
Beef 1.7 4.0 2.7 
Pork 2.5 1.5' 2.1' 
Alcoholic Beverages 10.1 8.7 11.8 
Cigarettes 10.1 . 9.9 12.7 
Cotton yarn 7.8 . 13.3 25.3 
Cement 18.3 14.7 23.8 
Private construction 21.5 • 11,7 24.4 
Electric energy- 4.5 11.5 8.2 

Monetary Circulation 32.0 6.3 27.3 
Wholesale prices 13.6 9.0 » • • 

Sources: Coffee: Export quantum 
Wheat flour: Instituto de Fomento de la Producción 
Cotton: Spjjxnjjî Tarn: ístetus bisedtffo iépérts^of 'raw cotton -
Other products: "Bulletins of the Dirección General de Estadística 
Monetary Circulation: International Financial Statistics, Octobbr 
1950. 
Wholesale prices: Estimates for 1938-1945 based on import prices 
of clothing, textiles and foodstuffs. From 1946 on figures are 
from the official index. 

On the other hand, by the end'of the war, productive capacity was 
already being fully utilized. In addition, there was more intensive 
competition for factors of production which arose from expanded Government 
activity and from export sectors i/a rapid increase in wages and in the 
prices of raw materials and imported equipment; more intensive competition 
from imported goods, and adverse climatic conditions. Increases in wage 
rates brought about in part by the esapanaie^i^prooes^ by 

1/ In 1945-1949 the volume of exports was 28 per cent greater than in 
1940-1944 and 15 per cent over 1937-1939. 

/ the new social 
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the new social legislation, seem to.have been greater in some cases than 
increases in productivity. 

Although, as stated before, the rate of increase of production for the 
domestic market was less between 1945 and 1949 than between 1938 and'1945* 
the rate cf increase in prices was greater in the second than in the first 
of-these periods(13*6 per cent compared to 9.0 per cent after the war). 
These developments are easily explained if it is remembered that the rate 
of monetary expansion in 1938-1945 was 32 per cent per year, while after 
1945 the annual rate of expansion was 6,3 per cent. Moreover, during the 
postwar period it was possible to divert an important proportion of the 
growing internal demand toward international markets,^which not only 
permitted the increase of disposabl goods but also partly counteracted the 
monetary effects of larger exports, Government activities and private . 
investment. 

The above factors have enabled the country to enter a stage of intense 
economic activity, although the 1925-1929 per capita real income level has 
apparently not yet been regained,* Government support of the country* s 
economy added to the increase of coffee prices encourage the assumption 
that this activity will continue. Whereas, during the 'thirties, Guatemala 
was faced with the problem of economic stagnation, the chief problem now 
lies in the avoidan'ce of the distortions which a very rapid rate of 
development may impose upon the economic structure. 

l/ Imports of consumer goods and raw materials were 80 per cent greater 
during the postwar period than in either 1937-1939 or 1940-1944. 

/CHAPTER I 
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CHAPTER I THE FACTORS OF EXPANSION 

The process of economic expansion which the country has experienced has 
originated from two types of factors: those which have been independent 
of domestic demand and those stimulated by the growth of real income. 
*mong the first type, the most important have been the increases in the 
value, of exports and the growth of Government expenditures, Among the 
second are some tjspes of domestic private investment, especially in 
inventories, and electric energy. 
Table 2 Guatemala: The Factors of Expansion 1945-1949 

(Millions of quetzales) 

Capacity to import ' Government 

1945 
1946 
1947 
1948 
1949 

2/ 

37.6 
47.3 
53.7 
48.5 
44 c 7 

Expenditures 

17.4 
28.8 
32.8 
45.9 
50.8 

y 
Private Investment 

Imports of 0/ Private d/ 
Capital Goods Construction 

4.5 
6.0 

17.4 
18.1 

1.4 
1.4 
1.8 
1'.9 
2.6 

a/ Calculations of the Economic Commission for Latin America (ECLA) 
based on 1937 prices. 

b/ Values at current prices corresponding to the fiscal year ending 
30 iJune of the year indicated. . The figures were obtained from 
monthly data published by the Dirección General de Estadística, 
excluding Public Debt payments. 

0/ Calculations of ¿CLA based on data from the Dirección General de 
Estadística. 

d/ Boletín del Banco de Guatemala, November 1950; these data cover only 
private construction in the capital. 

Note: One quetzal is e^ual to one U.S. Dollar. 

/ The increase In 
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The.,.increase in exports 
The exports of tatémala have been on the upswing during the period 

1945-1949. 
During this period the average annual value of exports at 1937 prices 

was 15 per cent greater than in 1937-1939• The most notable increases 
affected secondary export products, the average annual volume of which 
doubled between these two periods. Chicle and bananas took second place. 
The increase in the case of coffee was only 12 per cent. 

The terms of trade were, on the average, 35 per cent above those in 
the period 1937-1939 and the capacity to import increased about 40 per 
cent, 

19-45 the value of exports at 1937 prices has. remained practically 
c> 

stable with the exception of the years 1947 and I94S, when they increased 
19 and 12 per cent, respectively, in comparison with 1945• Bananas and 
chicle were the main contributors to this expansion. 

The tern.e of trade improved sharply in 1946 in relation to 1945 and 
were amintained in the following years at a level slightly lower than in 
1946, rising sharply again at the end.of 1949 as a result of the increase 
in coffee prices. Only in 1950 did the terms of trade reach levels similar 
to those of the period 1925-1929. 

The experience of the last twenty-five yéars indicates that the major 
part of the fluctuations in the purchasing power of Guatemala originate in 
fluctuations in th<¿ toras of trade. This characteristic , which has not 
changed during the post-war period, nakes it difficult to offset the 
effects of cyclical changes in international- markets on the domestic 
economy. 

/Table 3 
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Table 3. Guatemala: Fluctuations in Exports, the Terms of Trade, and 
Capacity- to Import 
(1945 - 1950) 

Value of Exports Unit 
Year Current' Prices a/ Constant Prices b/ Value Terms Capacity to Import 

. _ . ~ , " of of Millions of Index' Millions index Millions Index E x p o r t s T r a d e Quetzales 
Quetzales Quetzales 

1945 37,6 100 37.6 100 100 100. 37.6 100 
1946 51.5 137 37.4 99 138 127 47.3 126 
1947 71.9 191 44.8 119 ' 161 120 53.7 143 
1948 71.4 190 42.0 112 170 114 48.5 129 
1949 , 62.3 166 35.7 95 175 125 44.7 119 
1950c/ 80.4 214 37,2 '99 •216 f * • • * • 

Sources: Bulletins of the Dirección General de Estadística and the Banco 
de Guatemala. 

a/ Based on balance of payments figures except for 1945, which represents 
declared values in customs, corrected by the value of banana exports 
in the same manner as the official correction made for the calculation 
of the balance of payments in 1946 by the International Monetary Fund,. 
The I95O figure is an estimate, based on values for 9 months in the case 
of coffee, 8 months for bananas, chicle, wood and essential oils, and 
5 months for other products. The value of bananas declared in customs 
has been corrected by the percentage which was used in the official 
calculation of the balance of payments .for 1949. 

b/ Calculated by ECLA. The figures include coffee, bananas, chicle, wood, 
essential oils and honey. The value of other products was deflated by 
an index of prices of the principal exports excluding coffee. 

c/ The 1950 figure is provisional; see note a/ for the method of calculation. 
Note: The constant values presented in this table do not coincide with 

those in the study on economic development, because in this last study 
it was impossible to correct the undervaluation of bananas given in the 
customs statistics, ana because the base year was changed to 1945. 

Up to 1947 the changes in the capacity to import followed closely the 
changes in the volume of exports, but thereafter the volume of exports fell 
back to the 1945 level while the capacity to import continued to increase, 
reaching a figure in 1950 which has been estimated at about 50 per cent 
above that of 1945» 

A comparison of the changes in the capacity to.import during and after 
the war illustrates the different ways in which the stimulating effect of 

/the export sector 
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the export sector reflected on the domestic economy, Although during the 
war the capacity to import was maintained on an average of only 5 per cent 
below the 1938 level, all persons employed in export activities, both 
workers and entrepreneurs (but especially the latter), were compelled by 
the scarcity of imported goods to spend, or hoard, a larger proportion of their 
incomes within the country. The imports of consumer durable goods between 
1939 and 1945, for example, were 43 per cent below the 1938 level. 

Ŵhen international sources of supply were reestablished in 1945, the 
population probably tended to redistribute their expenditures between 
domestic and- imported goods in a more traditional pattern; but since 
total sales had increased substantially, it is possible that the part 
which continued to be spent within the country was not reduced but. 
increased. For this reason it can be said that exports continued to 
stimulate domestic demand even when in 1948 the country began to lose 
foreign exchange which had been accumulated in previous years. 

Government Expenditures 
Between 1938 and 1944 Government, expenditures increased by • 

approximately 70 per cent, an increase which was equivalent to the rise, 
in wholesale prices. Since it is very probable that the increases in 
Government salaries and wage rates did not increase as rapidly as 
wholesale prices,' Government activities, in real terms, must have increased 
slightly. This increase was probably less than that of real national 
income as judged from the figuresfon production given above and by the 
development of foreign trade, 

The increase in expenditures which took place during this period 
was financed totally out of taxes, .and other c.urrent. income., and the 
accounts frequently closed with small surpluses. Government bank deposits 
rose from 4 million quetzales in 1938 to 8.6 million in 1942.and 7.9 
million in 1943* 

The relative reductionin the tax burden and the cautious financial 
policy indicate that the economic activity of the Government did not 
have a stimulating effect during the war. 

In contrast, after the fiscal year 1944/45 Government expenditures 
at durrent.. prices almost tripled, and in terms of constant prices they 

/rose about 
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rose about 85 per cent, much more than real national income. 

?he Financing of Government Expenditures 
Current Government income,-that'is, total incónte minus income 

derived frorñ íoaris &hd áccúmuláted balanties, did not dbver total 
expenditures in four out of the five years during the period studied* 
Deficits in the first two years were approximately half a million 
quetzales, or 3 per cent of total expenditures in 1944/45 and 2 per cent 
in 1945/46, In 1947/48 and 1948/49 the deficits equalled about 
6 million quetzales, or 14 per cent of total expenditures in the first 
case and 12 per cent in the second. In 1946/47 there was a surplus of 
about 7.8 million, or about 24 per cent of total expenditures. According 
to preliminary information, in 1949/50 the deficit reached 10 million 
quetzales, i.e. 20 per cent of expenditures, 

£otal current Government income increased 163 per cent between 
1945 and 1949, and the proceeds of loans increased 129 per cent. The 
farms expropriated from the Germans during the war provided the most 
important new source of Government income. As can be seen in Table 4? 
income from Government enterprises increased notably up to 1949* In 
1950 these farms were organized as an autonomous entity from which the 
Government will in the future receive only a portion of the net profits. 

Table 4» Guatemala: The Composition"of Government -Revenues 
, (i945 _ 1950] 

(Thousands of .Quetzales) 
Fiscal Taxes Government Miscellaneous 
year Enterprises income a/ Total 
ending VaíueT Per Cent Value Per Cent Value Per Cent 
30 June 

1945 14,516.2 86.0 1,739.5 10.3 623.9 3.7 16,879.6 
1946 20,699.7 73.4 6,756,2 24.0 732.4 2.6 28,188.3 

40,536.3 1947 27,471.6 67.8 10,408.1 25.7 2,656.6 6,5 
28,188.3 
40,536.3 

1948 30,639.3 77.3 6,620.1 16.7 2,371.6 6.0 39,631.6 
1949 33,281.9 74.9 • 6,763.0 15.2 4,4Q2P? 9.9 44,452.3 
1950 35,093 .5 2,170.4 5,148.9 42,413.1 
Source: Bulletins of the Dirección General de Estadística, 
a/ Except in 1944/45 and 1945/46, miscellaneous income included some 

amounts from Treasury balances. • 

/Of the increase 
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Of the.increase in tax yield of 18,7 million quetzales between 
I944/45 and.1948/49, 51.5 per cent was accounted for by consumption 
taxes levied on domestic products, 35 per cent camo from increased 
receipts from exports and imports, and 12¿6 per cent was derived from 
greater revenue from the excess profits tax.^ In 1949/50 there was 
a slight increase in tax receipts, partly as a result of greater revenue 

2/ 
from import duties.— 

It has been estimated that the expansion of the tax base, which 
necessarily resulted from the process of expansion of the private sector 
of the economy, contributed about 50 per cent of the total increase in 
receipts. Had there been no changes in the tax rate, the simple 
expansion of the economy would by 1949 have prodiiced receipts 66 per 
cent greater than in 1945. This increase would have been sufficient to 3/ 
finance the increase of Government expenditures due to rising prices.— 
It can .be said, therefore, that tho fiscal deficits in Guatemala have 
been due to the expansion of Government activities and to the resistance 
to new taxes and the increase in the rates of existing taxes to the 
extent that they were necessary to finance this expansion* • 

The resistance to the introduction of new taxes has not only been 
the result of unfavourable political conditions. There are certain 
structural and institutional factors in the Guatemalan economy which 
make it difficult to increase the tax base rapidly. In the first place, 
l/ The tax on gasoline, which yielded 3 million quetzales in 1948/49, 

is at present classified as a consumption tax, while previously it 
was classified as an import tax. It has not been possible to make 
the necessary.correction in order to obtain a homogeneous series. 
In the light of this fact it is possible that import and export tax 
revenues have increased the most. 

2/ Although the value and volume of imports remained stable between 
1948 and 1949,, tax receipts were greater, because private imports, 
increased in comparison with those of the Government, of the United 
Fruit Company, and other foreign enterprises which are exempt from 
taxation,» 

3/. Information obtained from an unpublished report on the fiscal 
structure of Guatemala, prepared by the Banco de Guatemala in 
cooperation with the Federal Reserve Bank of New York. • ' 

/the fact that 
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the fact that an important part of the population is not entirely-
integrated into the monetary economy and that the level of income is 
generally low makes it almost impossible to levy a personal income 
tax with a low exemption and high yields and which can be administered 
e c onomi c ally ^ 

Table 5. Guatemala: Sources of Financing the Fiscal Deficit 
1946 - 1949 

(Thousands of Quetzales) 

End of Domestic Public Debt 
Bank Deposits of the Government 

and ©ffieial Entities b/ 
Total 

December Amount a/ Increase Amount Increase Increase 

1946 
1947 
1948 
1949 

904 
3,890 
4,959 
12,672 

2,986 
1,069 
7,713 

6,954 
12,146 
9,286 
7,907 

5,192 
- 2,860 
- 1,379 

- 2,206 
3,929 
9,092 

Source: Bul&feMns of the Banco de Guatemala. 

a/ Excludes the floating debt and covers only those bonds in effective 
circulation. Includes municipal bonds and those issued by State 
Banks. 

b/ The deposits of official entities have also been included, because 
a part of the public debt has been contracted to provide capital 
for these entities. 

In the second place, Guatemala maintains commercial agreements which 
prevent the free manipulation of import duties. The ad-valorem equivalent 
of import duties, for example, has been declining since 1945* 

There are, moreover, contractual agreements which prevent the 
Government from increasing the taxes on the production and export of 
bananas (the item of second importance in Guatemalan exports) and which 
exempt producers from profits taxes. 

The inelasticity of the tax base and the lack of a well-developed 
market for Government bonds has made it necessary to cover deficits with 
accumulated balances from the Treasury and with loans from the-Banco de 

1/ "An income tax was. introduced in Congress in 1950, büt foi\ the reasons 
indicated it may' be fexpected to be aJ secondary source ioflincome. At 
present there exi'sts an excess profits tax on industry and commerce. 

/de Guatemala 
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de Guatemala (See Table 6). At the end of 1949, "the public,' excluding 
commercial banks, held 65.9 thousand quetzales in Government bonds,and 
private banks 1.1 million, out of a total of 12.7 million in circulation¿ 

The monetization of the fiscal deficit could have had serious 
inflationary effects. The increase of 7.7'ndllion quetzales in the debt 
which took place in 1949 represented 20 per cent of the money in 
circulation. Nevertheless, since there was a 9.4 million quetzal decline 
in foreign reserves, the effect of the deficit on the money supply was 
not felt. 

Private Investment 
There is no information on the amount of private investment during 

the period under review, The only type of private investment regarding 
which it is possible to obtain approximate figures in quantitative terms, 
is equipment, which is; almost entirely imported. Data on construction 
are only available for Guatemala City. 

The current value of•capital'goods imports increased four times 
between 1945 and 1948» but there was practically no variation between 
191, i' and 1949. In terms of constant prices, the total increase in the 
five years was 127 per cent, and the average annual volume was 23 per 
cent greater than during the period 1937-39. 

The imports which, at constant prices, experienced the largest 
increases beginning in 1945 were transportation equipment (317 per cent), 
agricultural machinery and equipment (268 per ccnt), and industrial 
machinery and equipment (136 per cent). On the other hand, construction 
materials declined. Imports of agricultural and transportation equipment 
increased most in comparison with the periods 1937-39 and 1925-29. 

It seems unlikely that annual increases of 53, 92 and 23 per cent 
in capital goods imports between 1945 and 1948 could have been entirely 
financed by current voluntary savings. If voluntary private savings 
had not changed during the whole period 1945-49^ the national income 
would have had to increase four times in order for this .investment to 

i r Although it is possible that the relation between voluntary savings 
and national income rises in a cyclical upswing, this factor seems 
to be of secondary importance in view of the marked rise in capital 
goods imports, 

/Table 6 
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Table 6 Guatemala; Va]^e_of_^pital Goods Imports 
(Thousands of quetzales) 

_ Current Prices^ _ _ Constant Prices __ • 
1945 ' Í94é ""1947 1948' ' I949 1945 1946 ~ 1947" "1948 * 1949 

Total Capital 
Goods 

Industry-

Agriculture 

Transportation 

Construction 

Others 

4504 6914 13213 17399 18090 

1637 2695 5108 7229 7227 

316 461 709 1794 1344 

701 1970 4242 4426 4961 

1179 950 1632 1944 2376 

671 838 1522 2006 2181 

4504 5928 8872 10190 10221 

1637 2326 3307 4402 3865 

316 446 687 1393 1164 

.701 1664 3049 2552 2930 

1179 696 849 754 903 

671 796 980 • 1089 1359 

Source; Calculated by the United Nations Economic Commission for Latin 
America, based on official customs statistics. 

/have been financed 
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have been financed entirely from this source. 
One of the most important sources óf financing imports of equipment 

w&s "dishoarding". In 1945-49 the velocity of circulation of bank 
deposits, for example, was 80 per cent greater than during the war 
(1940-44) and 14 per cent higher than during the period 1937-39. To the 
extent that "dishoarding" was accompanied by a decline in foreign reserves, 
the expansionary effects were reduced, but up to 1947 the country 
continued to accumulate reserves. 

Resources of foreign enterprises was also used to finance imports of 
capital goods. Railroad equipment, for example, which accounts for a 
third of all transport equipment, was financed with funds of the only 
existing railroad enterprise. About 40 per cent of the imports of 
construction materials and about 30 per cent of the imports of 
agricultural machinery and equipment, were financed by the banana 
companies. It is probable that at the beginning of the period, capital , . 
goods imports financed by foreign companies accounted for 25 per cent 
of the total, and that at the end of the period this proportion fell to 
20 per cent. The resources which these enterprises invested would have 
remained outside the country if thoy had not boon so used. Their effect 
on the balance of payments is therefore similar to that of savings in 
current savings, but with respect to the local expenditures which 
accompanied these investments thoy should be considered as a source of 
expansion. 

There are no data on the role of the banking system with regard to 
financing imports of machinery and equipment. Loans granted by the banks 
doubled between 1945 and 1949; but if the increase in prices is taken 
into account, the expansion was 50 per cent. At the end of 1949, loans 
granted by the banks to industry, mining and transportation reached 
3,4 million quetzales, while the c.i.f, value of industrial and transport 
equipment imports amounted to 12.2 millions. The banking system has 
not,apparently? contributed an important part of the inflationary 
fina ncing of the acquisition of equipment. On the other hand, it is 
possible that bank credit contributed to finance the accumulation of 
inventories which .took place in 1946 and 1947. 

In summary, even though it is- not,posible to arrive- at a quantitive 
estimate, it could.be concluded that,the nost important inflationary source 
of financing has been dissaving and the domestic expenditures of foreign 

/enterprise investments. 
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enterprise investments. 
Investment of private capital in machinery and equipment was also 

stimulated by the increase in world demand which affected agricultural 
machinery, construction materials, transport equipment and machinery 
for the production of bananas and citroneltain particular. Imports of 
equipment for motorized transportation increased as a result of the 
natural change-over from human and animal means of transport to more 
efficient and cheaper mechanized methods, This change was no doubt 
accelerated by the higher salary level. The Government also invested 
in capital goods, including'building equipment and materials and 
agricultural machinery, 

CHAPTER II 
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CHAPTER II AGRICULTURAL AND LIVESTOCK PRODUCTION 
/ 

Three main events characterize agriculture and livestock production 
during the post-war period: 1) the expansion of new tropical crops 
following the long-run tendency of Guatemalan agriculture to move from 
the temperate to the tropical zone; 2) the stagnation of the production 
of traditional basic products, with the exception of bananas; and 3) the 
Government's efforts to develop production. In the following paragraphs 
these events will be discussed in detail. 

New Crops 
There has been a long-tem tendency to move the geographic centre of 

Guatemalan agriculture from the temperate region to the tropical zones 
of the country. 

At the time of the Spanish occupation, the indigenous population 
concentrated its activities in the temperate region. The conquerors 
endeavoured to move the centre of production toward the tropics in 
order to devulop indigo production, but mot .without permanent.-.success* Later 
the development of coffee production brought the subtropical zone under 
cultivation and the introduction of banana cultivation on a commercial 
scale at the beginning of the century, extended the agriculture of 
Guatemala to the tropics. 

The development of the tropical regions of the country was dependent 
on exports. Sugar, which is today only consumed domestically, developed 
under the stimulus of world demand i The tropical areas are now directly 
supplying domestic needs to a great extent and the tropical production of 
corn, cotton and oil seeds is being encouraged. 

The movement toward the tropics was also influenced by the fact 
that the temperate zone is over-populated and is suffering from erosion. 
The temperate region can probably continue to grow only if intensive 

/agriculture is developed. 
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is developed. Intensification requires technical research, enterprise 
and capital, and a different system of land tenure than that prevailing 
today. The tropical region can be developed without so much prior 
research, and agriculture in this area is not complicated by the 
"minifundio" problems. 

The displacement of production towards the tropics may have 
important consequences. The soil of the tropical southern coast of 
Guatemala, the areá which as developed most rapidly, is of much.better 
quality than that of the' temperate zone, and the topography of- this region 
makes it siutable for mechanization. There are therefore opportunities for 
a more commercialized, mechanized and intensive syste, which is necessary in 
tropical agriculture. ' ' 

The production of tropical crops has increased considerably since 1945. 
They include bananas, oil grasses, abaca, cotton and oil seeds. All of 
these products except bananas have recently been introduced into 
Guatemalan agriculture. . 
Oil Grasses 

Two oil grasses, citronella and lemon grass, are the raw materials 
for essential oils utilized in the perfumery and pharmacy industries. 

Cultivation on a commercial scale started in the middle of the 
'thirties, but the greatest expansion has taken place during the 
post-war yéars, From 1935-40 to 1941-45 exports increased45 per cent, 
while between 1941-45 and 1949 they increased 240 per cent. It is 
estimated that there are 5,400 hectares under cultivation, in comparison 
with approximately 500 before the war. Total investments in plantations 
and equipment amount to approximately 4.1 million quetzales. 

Table 7. Guatemala: Development of the Essential Oil Industry 

New Plantations New mills installed Average- Annual Exports 
Hectares Value in Quetz . Number Metric FOB value in 

quintals " thousands of 
quetzals. 

1935-40 405 190,000 2 963 60.8 
1941-45 360 • 130,000 3 1,400 151.2 
1946-48 2,700 760,000 26 2,274 395.3 
1949 450 240,000 11 4,728 1,083.6 
1950 1,485 185,000 9 5,520 a/ 
Source: Data supplied by the Banco de Guatemala and by the bulletins of 

the Dirección General de Estadística, 
a/ Estimate based on exports from January to September. 

/This industry has 
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This industry has developed in .the central sector of the Pacific 
Coast. The available area in the region is sufficient to enable the 
cultivation of citronella and lemon grass to be doubled if there.wetfe 
a market for the product* 

The United States is the main market for Guatemala^ essential 
oils, as the European countries are supplied by théir colonies. Total 
citronella imports by the United States increased from 3,773 metric 
quintals in 1946 to'8,327 in,1949. Guatemala provided 35 per cent of 
these purchases in 1946 and 37 per cent in 1949» Before the war the 
Asiatic countries supplied most of the American market, but in 1949 
they supplied only 46 per cent, Formosa being the principal exporter 
after Guatemala. 

United States imports of lemon grass fell from 4,173 metric quintals 
in 1946 to 2,859 in 1949, India being the principal loser as regards the 
export market, Guatemala, which is the second largest exporter, increased 
its exports by approximately 8 per cent, from 495 to 532 quintals. 

Trade figures suggest that the market is limited. The long-term 
effect on Guatemala might be serious if Western Java, where the area 
sown was reduced from 7,000 before the war to 1,000 hectares after the 
war, and Ceylon, where a considerable reduction also took place, were 
to revive their lemon grass industry.. The present market situation is 
good however and conditions do not justify the fear of immediate strong 
competition. Prices dropped from 4 dollars per pound c,i,f, American 
port in 1946 to 1.16 dollars in 1949, but rose again in 1950. 

These facts stress the need for studying the absorption capacity 
of the markets, the possibilities of cutting costs in order to increase 
the yield per hectare, and the proportion of oil extracted. The 
appearance in 1949 of a disease affecting the leaves may seriously 
injure the yield. On the other hand, .a paper factory which uses the 
residue of oil extraction was established in 1949 and it may help to 
improve the competitive position of the Guatemalan product. 

Table .8, 
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Table 8. Guatemala: Exports to the U.S.A. of Citronella and Lemon Grass 
~ 1946-49 ' i" 

(Metric quintals) 
Citronella 

Total Guatemala Ceylon China Dutch Indies Others 

1946 3,773 1,437 1,305 - 386 645 
1947 6,095 1,141 2,395 169 1,822 568 
1948 7,786 2,945 1,604 363 2,524 350 
1949 8,327 3,077 1,332 2,459 18 1,441 

Lemon Grass ' " 11 1 " ' • • • !• V 
Total Guatemala India Others 

1946 4,173 495 3,292 386 
1947 2,854 591 1,877 386 
1948 2,281 645 936 700 
1949 2,859 532 1,909 418 

Sourcê : United States imports by country of origin and by product. 
United States Department of Commerce 

Manila Hemp*• 
World production of Manila hemp before the war amounted to almost 

half a million metric tons of which 98 per cent was produced by the 
Philippines and 2 per cent by the Dutch Indies, 

The Japanese occupation of those countries compelled the United 
States to look for new sources of supply, and Costa Rica, Guatemala and 
Honduras were encouraged to cultivate this product on the basis of an 
experimental plantation which existed in Panama. As a result, Central 
American countries provided in 1945-48 17 per cent of the greatly 
diminished world production^ 

The area sown in Guatemala in 1942 was 2,150 hectares. Here, as in 
other Central American countries, plantations were soon developed 
intensely and this early exploitation reduced their growth and yield* 
Moreover, plantations were ravaged by disease. These problems have 

i / The principal source of this data is the Panamerican Union report 
Economic Survey of Inter-American Agriculture, Vol. I, 1949, p.127-135. 

/gradually been 
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gradually been solved and in 194® it was possible to export 4,616 metric 
tons of fibre in comparison to 1,406 tons in 1946, 

Due to the difficulties experienced by the Philippines in 
reestablishing production, and to world recovery and rearmament programmes, 
unit export prices of the fibre increased more than 170 per cent between 
1946 and 1949• This increase in price and volume exported, placed Manila 
hemp in the third place in importance among Guatemalan exports in 1949. 

In 1950 the United States government again showed interest in 
expanding cultivation and recommended that production should be doubled. 
Technically, it is doubtful if Central America can compete with the 
Philippines, where labour costs are extremely low. The increased use 
of machinery and improvement in the quality of the fibre may, however, 
enable Central América to reduce costs to competitive levels. 

Oil Seeds. 
Guatemala has for some time now boon trying, with some success, to 

supply a higher proportion of its consumption of oils and edible fats 
from domestic production. 

Imports of edible oils have practically disappeared. The 384 metric 
tons of unrefined oils imported yearly during the 1937-39 period decreased 
to 14 tons in. 1945-48. On the other hand, imports of lard, though almost 
35 per cent higher than in 1937-39, are much lower than during 1925-29. 
Guatemala at present supplies approximately 60 per cent of its consumption 
of oils and lard. 

Domestic supplies vof oil and lard in 1949 were estimated at 8,674 
tons, in oil equivalent, of which 1,293 tons were of vegetable origin. 

Table 9. Guatemala: Apparent Supplies of Domestic Lards and Oils,1949. 
(In metric tons) 

î OG >—¡H : • 
Source .. Unprocessed Oil Equivalent 
Sesame 1,339 616 
Cotton • 1,578 213 
Corozo • 714 464 
Tallow 3,453 3,453 
La*d 3,687 3,687 
Butter 268 241 
Total - 8,674 

Sourc United States Departmeht of Agriculture, Foreign Crops and Markets, 
Vol. 60, No. 22, May 1950, Pg. 543. 

/in 1949 imports 
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In 1949 imports of dil. and lard increased greatly in relation to the 
preceding years, imports of lard being six times higher than the average 
for the five preceding years. This rise in imports was due to a fall in 
prices in the international market, which enabled importers to sell 
United States lard at prices 3 to 4 cents lower than lard of domestic 
production, 

Guatemala may in the next three to five years reach a volume of 
oil seed production higher than its present consumption. The programme of the 
expansion of the cotton, area will provide a substantial part of this increment* 
In addition uhe United Fruit Company has planted approximately 650 
hectares of African palms, which began to produce commercially in 1950, 
though the equipment for oil extraction-has not yet been installed. 
Guatemala Vs. "corozo" plantations on the Atlantic coast are just beginning 
to be exploited. 

According to a report of the Instituto de Fomento de la Producción^ 
there are about 500 million trees in the country, 86 million of which are 
in the Izabal region, which is easily accessible and where exploitation is 
most active.Only about 77 thousand of these trees are at present exploited. 

The yield of almonds is estimated at .9 kilogrammes a year per tree, 
and the oil yield,, using modern .extraction methods, could be brought up 
to 65 per cent of the total weight, or about 5.8 kilogrammes of oil per 
tree. The potential oil production capacity of the region could 
therefore be estimated at 450,000 metric tons a year. 

The greater part of the Mcorozon almond crop is at present gathered 
and crushed by hand. Oil extraction by hand processing requires seven 
man-days per metric quintal of almonds. A Guatemalan.industrialist has 
recently invented a machine which, operated by one man, can process 
11 metric quintals of almonds per day. _ A small plant, financed by the 
Instituto de Fomento, is operating in the producing region., 

l/ Juan Rothe. F, Contribución al Estudio del corozo en Guatemala; 
Instituto de'Fomento de la Producción ("mimeographed}*, March 1950. 

/Cotton. 
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Cotton. 
Cotton is not a now crop in Guatemala, Its cultivation was more 

important in the Ttwonties than in the following years until 1948, when 
important commercial plantations were started. 

The Government has since 1946 encouraged cotton production by the-
loan of state owned agricultural machinery and by granting credit 
facilities. In 1948 1,300 hectares of cotton were cultivated by 
mechanized methods. 

In 1949 the Instituto de Fomento de la Producción sowed 600 
hectares of cotton in cooperation with a Venezuelan entrepreneur. In 
spite of adverse weather conditions which affected the region, about. 
3,200 metric quintals of ginned cotton were produced at costs which, 
without doubt, will encourage further plantings, 

Guatemala's total annual imports of.cotton, amounting to 45,000 
quintals, including raw cotton, yarn, textiles and finished goods, 
could be supplied by the output of 10*000. hectares. 

Technicians agree that there is enough land in the country to more 
than supply actual cotton requirements, and it has even been considered 
possible to produce long fibre cotton for export in certain irrigated 
regions of the country.^ 

The Instituto do Fomento estimates that the 1950-51 harvest will 
supply 50 per cent of the ginned cotton requirements of the country in 
comparison with the 6 pur cent which was supplied by domestic production 

2/ 
before the institution of the development campaign.— The replacement 
of imported by domestically-produced ginned cotton will represent a 
saving to the country of approximately one million dollars a year in 
foreign exchange. 
Other New Crops. 

The United States Department of Agriculture encouragcd the production 
of rubber, cardamomum and cinchona during the war. 

Production of cardamomum and cinchona has not progressed very 
rapidly. In 1948 exports of the former reached 57 metric tons and of 
the latter 130 tons. Rubber plantations cover an area of 750 hectares, 
l/ N.K.Ovalle, Industrial Report of Guatemala, Inter-American Development 

Commission, Washington D.C .1948 (mimeographed). 
2/ Monitor del INF0P, Nos, 1 and 2, 1950, p. 10. 

/and it is estimated' 
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and it is estimated that the first commercial crop in 1950 produced more 
than 100 metric quintals* 

Traditional 8rops 
The most important traditional agricultural and livestock activities 

in Guatemala have for many years been coffee, bananasj corn, beans and the 
breeding and fattening of.cattle. In spite of the lack of statistical 
information, it can bo said that, with the exception of bananas, the 
volume of production of these traditional activities' has not increased 
significantly during the postwar years^ 

Coffee. 
The volume of production and export of coffee has not varied since 

1945, and has shown no'particular long-run tendency. In comparison 
with the pre-war years (1937-39 average), exports have increased 
approximately 12'per cent, which is slightly lower than the increase shown 
during the same period by the other countries exporting soft coffee from 
the ContinentM 

•Nevertheless, during the post-war period, due to the marked increases 
in prices' from 1945 to 1947 and then from 1949 to the beginning of 1950, 

2/ foreign exchange earned by coffee exports increased almost three times.— 

Table 10, Guatemala: Volume and Unit Price of Coffee Exports, 1945-50* 
~ " ~ ~ ' ' Valuê at" (XurrenT"~ Volume íñHexTblTuBilT™" 

prices value __ 
1,000 quetzals 1,000 metric 1945 = 100 

_ . quintal s 
1945 17,716. 536.8 100 
1946 24,573 497.3 124 
1947 32,589 558.0 173 
1948 30,916 485.3 192 
1949 37,353 548,3 ' 207 
Source: Customs statistics. 

1/ Including Colombia, Costa Rica, El Salvador, Haiti, Mexico, Nicaragua 
and the Dominican Republic, 

2/ Guatemala did not profit entirely from the 1949 increase in prices, 
because a great part of the harvest was sold before the price rise, 

"t . /During the period • 
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During the peribd iinder Review, production costs of coffee seem* to 
have increased substantially. In fact/ money wagefe in the coffee industry 
increased between 66 and 133 per cent from 1945 to 1950, and the price 
of corn, which constitutes an important part of wages in kind, increased 
by 68 per cent. Moreover, at the end of 1950 the Government increased 
the export tax from 1.50 quetzales per quintal (of 46 kilogrammes)•to 
5.86 quetzales, which, at the price of coffee prevailing during the 
last months nf 1950, represented an ad valorem equivalent of about 11 
per cent.—^ 

On the average, the price of coffee (unit export value) in 1950 was 
about 10 quetzales per quintal (of 46 kilogrammes) greater than in 1949-
This increase represented a rise of 175 per cent r>ver the 1945 price and 
approximately a 10 million quetzal increase in income for Guatemala. 

Even taking into consideration the increase iri costs and taxes, the 
coffee industry is now more profitable than it was five years ago. Thanks 
to this, the industry has been able to pay off a great part of its debts, 
and apparently it is directing more funds to the improvement of yields 

2/ 
but not to the increasing of plantings.—7 

About 25 per cent of the coffee exported wás produced by the 
Government on farms confiscated from German citizens during the war, and 
afterwards expropriated. This change in ownership, in addition to its 
effects on Government income, has increased the country's capacity to 
import resulting from coffee exports. 
Bananas 

The volume of bananaexports has fluctuated violently during the last 
five years. From 1945, the year of recovery to the pre-war level, until 
1947 > the increase was 50 per cent. In the following years'experts began 
to fall, due to weather conditions and labour difficulties. 

1/ It is estimated by producers that the cost of coffee production 
fluctuates around 20 quetzales per quintal of 46 kilogrammes. The 
price received by tha farmer of.approximately 35 quetzales pe*, quintal 
ofiuhprocéssed.ooffee, at the farm, represents a tax of 39 per cent 
ori gross profits of the coffee growers, a rate which is higher than the 
average paid by commerce and industry through the excess prcfits tax. 

2/ Foreign Commerce Weekly. December 25, 1950, page 15, 

/Table 11 
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Table 11, Guatemala: VAVte^itoe and Unit Price of Banana Exports 
1945^1950 ~ 

Value at current Volume Unit yalue 
prices . a/ thousands.of metric 1945 - 100 

thousands of quetzales quintals 

1945 13,080 193-8 100 
1946 19,177 221*2 129 
1947 3^,790 290.9 157 
1948 31.510 273*4 171 
1949 17,966 157.1 169 
Source: Customs statistics. 

a/ Corrected values according to calculations of the Balance of 
Payments. 

Banana prices also increased so rapidly that the value of exports 
of this product in 1948 exceeded the value of coffee exports. 

In the period 1934-1938, world imports of bananas rose to 2.4 
million metric tons a year, of which 1*3 million were purchased by the 
United States. In 1945, due - to transportation difficulties and the economic 
situation in Europe, world imports amounted to 1.2 million tons, of which 
the United States imported 930,000. In 1947, world banana imports had 
not yet recovered to the pre-war level but the United States was importing 
slightly morePerhaps the most significant fact in the development of 
the banana trade is that United States imports are actually lower than in 
1929, in spite of the marked increase in United States national income and 
the increase in the population. 

The relative importance of bananas in Guatemalan trade was greater 
in the post-war period than before the war. The 85 per cent of the volume 
of banana exports is accounted for by foreign companies and therefore an 
important part of the capacity to import thus generated Is not at the. free 
disposition of the economy of the country. It is estimated, for example, 
that in 1947 and 1948 the profits of foreign investments in the banana 

2/ 
industry reached 13*0 and 13»5 millions of quetzales respectively,—7 or 
about 40 per cent of the export value of this product. 

Nevertheless, it is probable that the real cost of production of 
bananas, in terms of the country's resources, is less than the real cost 

1/ Food & Agriculture Organization: Yearbook of Food and Agricultural 
Statistics, Vol. II - Trade Commerce, 1948, page 85, Washington, D.C. 
1949. 

2/ International Monetary Fund: Balance of Payments Yearbook 1948 and 
Preliminary 1949, Washington, D.C. 1950 
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of each dollar obtained from the export of other products, especially coffee» 
These factors, together with the rta-tionalization of the German coffee 
plantations, should be interpreting the changes in the 
country's capacity to import. -

There are indications that the position of Guatemala with respect to 
the world market has deteriorated. A series of weather accidents and * 
diseases have so seriously damaged production on the Atlantic .Coast that 
producers announced their intention of abandoning their crops, a measure 
which'was not finally adopted. In addition/ the powerful workersunions 
have increased the costs of production probably at a faster rate than in 
other producing areas. These factors have induced the large companies to 
encourage banana production by Guatemalan farmers, limiting their own 
activities to marketing tira product. 1 The Guatemalan banana industry will 
be-faced with competition from Honduras, where heavy investment has taken 
place in the rehabilitation of plantations -which were affected by the 
Panama disease. 
Chicle 

The volume of chicle exports increased rapidly since 1945, but began 
W fall in 1948. By 1950 exports were only two-fifths of the 1945 level 
and their value slightly more than .half. 

Table 12 Guatemala: Value, Volume and Unit Prices of Chicle Exports 

Value in current prices . • Volume - ... Unit Value 
Th'ous, of quetzales Thbussof metric 1945 = IPO 

quintals 
1945 2,553 18.4 100 
1946 • 3,076 17.9 ' ' 124 
1947 3,967 22..5 127 
1948 2,841 17,0 121 
1949 1,366 12.0 • -79 

Source: Customs statistics. 

One cf. the reasons for the-fall in demand for chicle in the United 
States, which is the principal buying jnax-kvt, lay in the fact that 
companies had previously accumulated large stocks. Other reasons were 
the competition from synthetic? chicle and from "jelotung" supplied by the 
Asiatic countries. <•••.•'. 

^ In addition to the.factors affecting demand, Mexico and Guatemala 
\ ' ' 
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measure cailsed the two principkl purchasing 6ompanies which financed 
chicle operations to Withdraw from the coxintry>-̂ a move which seriously 
affected production in 1950-
Corn 

Corn occupies the third place in Guatemalan agriculture, after coffee 
and bananas, , 

According to official figures, which in many circles are córtéidered 
deficient, the corn harvest declined by 33 Per c e n t between 1946-̂ 47 and 
1947-48, Unofficial estimates indicate a further reduction in the harvest 
of 19A8-49 ©f 5 per cent below 1947-48. These figures and the fact that 
corn prices were higher than those of any other'food crc*p,and that imports 
increased over the pre-war level̂  indicate' that the level of production in 
the 1945-1949 period was below normal. 
Beans 

There is. no. reliable inforaiation on the volume and changes in-
the production of beans. According to an unofficial source, 1949 output 
was 455,000 quintals, which was approximately equal to that of 1948, 8 per ' 
cent lower than the 1940rl944 average, and 70 per cent above the average 
for 1933-1939.-/ 
Livestock Production 

Changes in livestock production, must also be judged indirectly. 
Cattle slaughtering increased 16 per cent between 1945 and 1949 and was, 
on the average, 17 per cent greater than before the war. The slaughtering 
of other animals, mainly hogs, was 26 per cent greater in 1949 than in 
1945 and 28 per cent above the pre-war period. The increase in cattle 
slaughtering was in part .due to the increase in the number of cattle on 
the hoof imported for fattening in the country. Thus, cattle stocks have 
increased only slightly during the post-war years. In the case of hogs there 
have been no imports, and slaughtering in 1947 was equal to 60 per cent of 
hog numbers, a figure which must be slightly greater than their natural 
increase, In summary, Guatemala increased its per capita consumption rf beef 

1/ U.S. Department of Ccnimerces Economic Review of Guatemala, 1949» 
International Defence Service, Vol.III, No*37"̂  June 1950 

2/" Unitéd States Department of Agriculture';' Foreign Crops and Markets, 
Vol.60, No.22, May 1950, page 535-

/especially by 
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especially by imports and per capita consumption of perk by meahs ol.the 
natural increase of hog numbers. . . 
Total Volume of Agricultural .BXidJfJ,^^^ 

Cb̂ inges in the volume ©f production of various important products 
have been discussed. In order to estimate.the total volume of agricultural 
<and livestock production, it would be necessary to compile a representative 
index. In spit.e of the lack cf information, a partial index has-been 
compiled which gives an approximate.idea of the.magnitude and direction 
of the changes which have taken place. 

The volume of production of goods included, in the index had reached 
a po-sWar maximum in 1947. only, to foil below thes 1945 level in 1949. 
Coffee and bananas represent 84 per cent of the index, the fluctuations 
of which naturally follow these two products. The differences in 
production volume would probably be less severe in a more comprehensive 
index-

Table 13'' Guatemala: Partial index of the Volume of Agricultural 
' " ' : P r o d u c t i o n a / ' 

1945 = 100 

Coffee b/ 
Banana c/ 
Oil Grasses c/ 
Manila Hemp 3/ 
Whea<t e/ 
Ric« f/ 
Sugar Cane g/ 
Total 

mk 12&Z. M 1949 
97 .•98 94 104 
114 149 141 92 
9á 90 263 403 
100 210 328 278 
112 100 110 110 
102 108 ' 111 111' y 
88 107 108 108 y 

102 110 108 98 

a/ The weights are based on the percentages of the value of the group 
in 1948. The figures correspond ,to. the agricultural years ending 
with the calendar years indicated, 

b/ Controlled production. 
0/ Volume of exports. 
d/ United States imports of Manila Ifcmp from Guatemala, 
e/ . Production estimates of the Institute* de Fomento de la Prodtiaaxái. 
1/ .Estimates, based on official figures and on a report by Graham S. 

Quate reproduced in mimeograph form by the Instituto de Foment a de 
la Producción, June 1949* 

jg/ Based oh official, figures for the of 1 diite and- bivhn 
(•panela) sugar, • . 

h/ P-i-oJn̂ titfix a.r -the. ps*ocad±ng tfeaiu ' 

/Possible Causes 
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Possible Causes cf the Stagnation of Agriculture and .Livestock Production 
Under the conditions of full-employment which obtained in Guatemala 

during the pókVwaí* yéárs, the general level of agricultural and livestcck 
production could only have increased' given favourable climatic 'donditions 
and the introduction of significant technical improvements, or such á high 
level of profit as to enable these activities to, compete with Others for 
the available factors of production. None of these conditions prevailed. 

Climatic conditions were unfavourable, especially during 1949 and 
1950. in the middle of 1949 a severe drought affected the North and East 
regions of the country, and by the end of September the Southern region 
was ravaged by great storms. The drought affected the corn crop of the 
temperate region as well as the tobacco and abaca crops, and the storms 
damaged the banana crops especially.—^ 

There have been no improvements of any importance in production 
methods, though the volume of imports of fertilize» increased to an annual 
average of 6, 000 tons, compared with 2,200 annual tons imported during the 
years 1937 to 1939. A great part of the imported fertilizers is. utilized 
in the cultivation of coffee; but total imports, even during the post-war 
period, have been so small that the increase could not have had a 
significant effect on yields. 

The use of improved seeds is still in the experimental stage. 
On the other hand, important steps have been taken in regard to 

agricultural machinery. Between 1945 and 1?49, 643 tractors were imported 
from the United States, of which probably more than 90 per cent were for 
agricultural purposes. In the whole period 1925-1944, 331 units were 
imported from the United States. 

The volume of imports of machinery and agricultural implements of 
all kinds quadrupled between 1945 and 1949 and, on an average, it was 
three times the volume imported between 1937 and. 1939-

The composition of imports has also changed.. Before the war, 
approximately 66 per cent of the total value, at constant prices, was made 
of tools, while in the post-war years "these represented only 43 per cent. 

1/ United States Department o.f .Commerce; Eooncvlc; jto/iew of Guatemala lj?42 
International Reference Service, 7<ri* VII, June 1950» 

/The greater 
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The greater part of agricultural machinery imported was intended for 
use in farms in the tropical zone", especially for banana farms. One of. 
the banana companies owned 200 tractors in 1948--/ It is probable that 
another important part may have been absorbed in the production of 
citronella. 

The use of machinery has also'been encouraged by the Government. The 
Ministry of Agriculture established a machinery station with eight tractors 
in the wheat region of the country arid the Instituto-de Fomento has 
established on the Pacific coast the first of a series-of stations with 
14 tractors. 

Table, \U • Guatemala: Imports of Agricultural Machinery from the United 
States 

1945 - 1949 
* * . (in units) 

Average 1937/39 1945 1946 1947 1948. 1949 

Tractors 29 134 151 197 87 74 
Mowers 3 5 10 3 1 1 
Hayrakés ' - 54 1 21 341 131 71 
Harrows - 1 2 3 - 5 
Harvesters - 5 • - - 3 6 
Maize threshers 12 — 138 . • 90 94 134 
Ploughs 118 167 . 235 354 724 198 
Rakes 6 r - 18 41 46 60 
Cultivators 26 52 0 66 88 147 21 
Planters 2 — 5 26 43 10 
Seeders - - ' 18 3 4 7 

Source: Foreign Commerce and Navigation of the United States. 
In spite of the progress already made, Guatemala has only reached 

the first stages of agricultural, mechanization. No. doubt the increase 
in production in the tropical zone., where the topography of the land is 
suitable, has been largely'due to the progress of mechanization. 

It is doubtful if the profitability of agriculture has stimulated 
expansion. Profits in the coffee industry improved notably after 1945, 
but this rise was not reflected in an increase in the rate of plantings. • 4 
The increase in prices vfoich took place between 1945 and 1947 was 

1/ This company is also an important producer of corn and cattle, on 
a farm with an airea of about 104,000 hectares. 

^ /interpreted by 
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interpreted by coffee producers as..a.short-term occurrence -which . 
consequently did not justify an increase in plantings. This attitude 
may have changed in 1950. 

It is considered by the Asociación General de Agric&ltores^that 
the causes for the reduction in corn production have been the following: 
l) the increase in wages, which has cut profits of the large producers, 
except in the case of mechanized production, and has induced farm hands 
to work longer hours as wage earners rather than to produce their own 
corn; 2) the emigration of rural labourers toward the urban centres; 3) 
labour difficulties; 4) the fall in yields due to the lack of rotation 
and fertilizers, and 5) the losses occasioned by the lack of storage 
facilities. 

Rotation, fertilizers and storage have only long-term effects, and 
since the situation with regard to these factors has not changed markedly, 
they cannot be considered as important factors in the trend of corn 
production in the last few years. 

One of the most important factors in reducing corn production may 
have been the greater increase in the price of labour than in the price 
of corn. The wholesale price of corn increased 68 per cent between 
1945 and 1949* while agricultural s increased approximately 100 
per cent. Considering the high labour requirements to produce a quintal 
of corn and the shortage of labourers, it stands to reason that corn 
production may have ceased to be profitable for the large non-mechanized 
producers and that these factors may have encouraged farm hands to buy 
corn in the market rather than to produce their own. 

Similar conditions apply to beans. As far as beef production is 
concerned, the Government has followed a policy of stable prices - The 
price of beef in Guatemala increased only about 22 per. cent between 1945 
and 1949> while the unit import value fell between 1945 and 1948. It 
increased again in 1949 more than the retail price of meat. For this 
reason, the major part of the increase in consumption has been supplied 
by imports of cattle on the hoof. 

The common factor in all three cases is the increase of costs over 

1/ Bulletin of the Asociación General de Agricultores No.266, May 20, 1950, 
The disequilibrium between Production and Consumption of Maize. 

/ • 1/ /prices * 
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prices' It should not be concluded from this that a policy of high 
agricultural profits would be sufficient to increase production. A policy 
of feemunerative prices might result in an increase in the real income of 
the farmers; but, given full employment in agriculture and the difficulty 
©f transferring resources from no n- a gricultural to agricultural activities, 
it is doubtful if it would result in an increase in the level of 
agricultural production as a whole, unless technical improvements were 
introduced, though such a policy might stimulate the production of 
certain individual crops. 
Efforts, to Develop Production 

Since 1945>"the Government of Guatemala has shown great interest 
in the development'of agricultural and livestock production. With this, 
purpose in mind it has used almost all known instruments, including 
agricultural research, surveys of resources, the establishment of special 
technical services, credit,' customs protection and the fixing of 
remtoerative prices. 

Before 1945, Guatemala had not given much attention to research.as 
a means oí developing agricultural and livestock production. Today there 
are three'experimental stations carrying out several programmes with 
specific practical goals. One with a very small budget, has specialized 
in the search for improved varieties of wheat; another, which was organized 
with the technical and financial co-operation of the United States 
Government, is-carrying out research in coffee, animal nutrition, . 
varieties of cereal seeds, fertilizers, pesticides and weed-killers, in 
addition to other activities.' 

The coffee programme has already achieved definite results. It is 
definitely known that it is possible to increase yields through the 
selections of seeds and by reducing the distance between plants. In this 

2/ way yields'can be increased by more than 200 per cent.— 

1/ As in the case of coffee, producers did not believe that price 
increases would last. 

2/ The Instituto Agropecuario .(Agricultural and -Livestock-Institute) 
estimates that the average yield per hectare is today about 450 
kilogrammes and could be increased to 1,440 if the distance between" 
plants were reduced and-selected seed used. This would increase the 
production per tree from two to four times the actual average yields. 
See "Instituto Agropecuario Nacional" "Dog métodos prácticas para 
aumentar la producción de café", Circular de Divulgación, No.2", 
June 1950. ~ "" ' 

/Investigations on 
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Investigations on animal, nutrition have been carried out on food 
rations for fowls, cattle and hogs. As a result of these investigatibns, 
it has been established that in grass of the desmodium species, "which 
is as good or better than alfalfal1,-̂ the country has an efficient source 
of protein for the livestock industry. It was also found that bananas 
can be used successfully as substitutes for .corn in the fattening of hogs. 

The third experimental station, called the Tropical Research Centre, 
is an organization belonging to the University of Iowa. This station was 
established in Guatemala to do research on corn which could be useful in 
the United States. In 1950, the "Instituto de Fomento de la Producción" 
signed an agreement with the Tropical Research Centre covering a 
co-operative research programme on corn, beans, potatoes and other food 
crops. With this technical assistance the "Instituto de Fomento" has 
recently established a farm to produce improved corn seeds. 

Important steps have been taken concerning the study of resources. 
The lack of knowledge of existing physical resources was one of the most 
serious obstacles encountered by the "Instituto de Fomento" in its first 
year of work. To overcome this difficulty and with the co-operation of 
the Food and Agriculture Organization, the Inter-American Institute of 
Agriculture and the "Instituto Agropecuario Nacional" a tepographical 
survey has been started (25,280 square kilometres have already been 

2/ 
covered in a preliminary fashion),—7and forage resources ofihe Southern 
Coast and oil seeds and forest -resources have been studied. 

Technical assistance to farmers has included a veterinary service 
with a staff of eleven Colombian veterinarians' who, together with 
Guatemalan experts, are doing successful work in the struggle; against 
disease and in the improvement cf the technical education of the farmers. 

Agricultural extension work is being expanded to other fields of rural 
industries, but the scarcity of experts-acquainted with the environment 
and the lack of experimental v*>rk to support technical recommendations 
have been obstacles to further development. 

/During 1950, 
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During 1950, the organization of a service for the storage of grain 
was started. The first step in its organization will be the building of 
a silo in the capital with an 18,000 ton capacity. The objective of 
this service is not only grain conservation; it is hoped that it can 
also be used in a programme, to stabilize agricultural prices. 

Agricultural credit has shared in the stimulus given to credit 
activities by the monetary and banking reform of 1945* The creation 
of the Instituto de Fomento de la Producción has been the mcst important 
measure taken since 1945 for the purpose of modifying the traditional 
trend of credit and the strongly rooted practices in the administration 
of agricultural credit. Before its inception it was practically 
impossible to obtain credit for.agriculture on the favourable terms 
this institution grants today. Bank decentralization has been 
instituted, and the practice of granting equipment credits on annual 
crops up to 50 per cent of their initial value has been introducedt In 
this way the small farmer is able to obtain bank credit through the 
Institute's agencies in towns near his homestead. 

The volumen of credits granted by the Instituto de Fomento is still 
small in relation to the total credits of the banking system. The most 
important aspect of the credit policy of the Instituto de Fomento has 
been the break from the traditional direction of loans. 
The Agricultural Frontier and the Land Problem 

Guatemala is seriously concerned with the problem of the landless 
farmer, which was presented in general terms in the Report on Economic 
Development of Guatemala. This anxiety has led to several legal 
proposals regarding experiments in collective farming and efforts to 
incorporate new areas into cultivation. 

One of the legal proposals contains the following essential points: 
a) All property classified as a "latifundio", be it public or private, 
will be divided by the State or by its owners, except for plots of from 
45 to 225«6 hectares in area. It is proposed that the maximum area to 
be owned by one farmer be limited to 5 "caballerías" (approximately 
225*6 hectares), except in the case of indivisible economic units» 
Economic units are those in which sugar cane, bananas, coffee, cotton and 
all other products for industirisl processing are.-cultivated-and those 

/units in which, 
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units in which, due to capital, techniques and farming methods, there 
might be a fall in yield as a result of the division. Areas used for 
cattle breeding of a size considered necessary by the State are also 
defined as economic units. 
b) Owners of "latifundios11 who give up all forms of serfdom that affect 
workers, modernize their production techniques and increase yields, and 
are prepared to invest a minimum capital, fixed by the State, will not be 

* ' 

obliged to divide their land, 
c) The size of the. plots is fixed between a minimum of 5 hectares and 
a maximum of 15, and persons who are dependent on a "latifundio" will 
have preference in the distribution of the land, followed by those who 
request land and are in-a position to finance and farm the land themselves. 
The Government will fix the price of the plot and determine the terms of 
payment. 
d) Public lands will be established to which all municipalities, villages 
and settlements will be entitled, 
e) The existence of common lands is guaranteed, y 
f) / Credit, technical and administrative services are provided to put the 
law into effect. At present the Ministry of Agriculture is studying a 
more integrated plan for agricultural reform. 

Insofar as collective farming is concerned, two experiments have 
been carried out, but only one is operating and making progress» 

The Government has shown great interest in utilising the large 
territory of Petén, With this purpose it established an agricultural 
colony and established a self-sufficient settlement, in the jungle, 
building a highway which gives it access to a river port near the Caribbean 
Sea. This is the first penetration highway to be established in that 
territory. 

The agricultural experiences of.the colony on Petén have proved that 
the locality is suitable for the production of the majority of semitropical 
and tropical products,.and it may become' important as a centre for cattle 
breeding and logging, 

. . . / 

/ 
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CHAPTER III INDUSTRY, TRANSPORT AND ENERGY 

Introduction 
On the basis of its contribution to national income and the number 

of people employed, manufacturing does not rank among the most important 
economic activities in Guatemala, 

According to the Industrial Census of 1946, the first of its kind 
in Guatemala, of a total of more than 950,000 gainfully employed persons, 
23,914 worked in industrial establishments employing five or more 
labourers. The gross value of industrial production was 43.6 million 
quetzales, compared to a value of 51.5 million quetzales for total 
exports in this year. 

It would appear that the. 1946 level of industrial production was 
considerably higher than that of 1945> the increase being approximately 
24 per cent, according to the available data. This extraordinary 
expansion can be ascribed to the abnormal conditions of supply of 
equipment and raw materials in 1945. During the war, the level of imports 
of industrial equipment was very low, but between 1945 and 1946 it 
increased 42 per cent. 

Since 1946, although the volume of industrial production has 
continued to increase, its rate of expansion has been about 2.5 per cent 
per annum, the same rate which prevailed between 1925/29 and 1945/48. 

Industrial services, such as transport and energy (not included in 
the preceding estimates), also expanded at a considerably high rate. 
This expansion, in fact, is one of the most important developments which 
have taken place in Guatemala since the war. 

It was impossible to include several of the new industries which 
have developed in Guatemala since 1945 in the industrial production 
indices used in this study, 

,/Table 15 
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Tabic 15. Guatemala: Gross Value oí" Production and Number of 
Employees in Establishments with Five or More 

Employees, 1946 -

Industry-

Foodstuffs 
Beverages and distilleries 
Tobacco 
Textiles 
Clothing 
Chemical products . 
Wood 
Building materials 
Electricity and water • 
Printing and engraving 
Others 

Value of Production Number of Employees 
(Thousands of quetzales) 

9,647.8 
10,254.5 
3,620.1 
5,427.4 
3,732.8 
1,716.8 

. 1,759.9 
1,910.6 
1,642.4 
1,111.1 
2,763 .6 

Total 

Source: Industrial Census, 1946. 

43,587.2 

4,084 
2,033 
994 

4,299 
2,992 
711 

1,955 
1,534 
761 
815 

2,244 

23,914 

a/ The data contained in this table must be treated with reserve. 
The real value of production of foodstuffs, for instance, is 
much higher than that indicated in the census. It is therefore 
likely that other items contained herein are similarly under-estimated, 

/One Of the most 
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One of the most important new industries is the production(of 
edible vegetable oils, As was said before, the development of this 
industry has enabled domestic production to supply a large proportion 
of domestic consumption. In fact, this proportion will undoubtedly 
increase as a result of the establishment in 1949 of a large new 
factory for the manufacture of processed oils. The capital invested in* 
this .venture amounts to half a million quetzales. 

The manufacture of plastics, wrapping paper and hard-wood plywoods 
was also begun in 1949. The production of plastic-ware is small, but 
of considerable interest, in view of the fact that these goods are 
competing successfully in Central American markets. The capacity of 
the paper factory is much larger than is necessary to meet local 
demand, but an attempt is being'made to enter the Central American 
market for this product too. 

The most interesting prospects for new industrial development in 
Guatemala are for the manufacture of hard-wood plywood. Consumption 
of this product is increasing in the United States as a result of new 
architectural trends. Guatemala has large resources of mahogany and 
other similar species, which seem to justify the optimism regarding 
the development of .the industry. 

One of the most interesting features of the production indices is 
the fact that, on the whole, industries which were not subjected to 
sharp competition from imported products, such as foodstuffs, beverages 
and tobacco, developed more rapidly than others, such as textiles, yarn 
and clothing, which were affected in.varying degrees by world market 
conditions. 

The production of manufactured foodstuffs increased by 23 per cent 
between 1945 and 1946, and 16 per cent between 1946 and 1949, However 
a large part of this increase is represented by bread baking and 
similar activities of an artisan nature. The consumption of wheat 
appears to have increased from 27,000 tons in 1945 to 40,000 tons in 1949, 
but since nearly all this increment in consumption was covered by flour 
imports, there was little expansion in the flour milling industry. The 
expansion of the bakeries fixed the rate of increase of the index, 

/Table 16 
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á/ Table 16, Guatemala: Indices of Indu£tjrial̂  Pjod̂ tion-'-
1946 - 100 

Industry . 1947 1948 ! 1949 

total _ 10_2 _108 .JL _111.£ 
Foodstuffs 100.7 • 110 .1 116.0 
Beverages 116.2 119 .2 . 118.7 
Tobacco 102.9 122 .5 j 128,6 
Textiles 97.0 96 .6 j 85.0 
Clothes 83.5 92 .2 1 104.9 
Hides and skins 97.4 108 .6 104.7 
Printing and engraving 69.0 139 .1 128.2 
Chemical products 97.6 91 .7 140.6 
Wood 112.3 96 .3 96,3 
Non-metallic ores 101.6 114 .1 129.5 
iletals 109.2 83 .5 83.5 

Source: Prepared by the Economic Commission for Latin America. 
a/ The indices shown above are not siuilar to those published in the 

July, 1950 Bulletin of the Bank of Guatemala, because the methods 
of weighting are different. The weighting of the official indices 
seems very high for beverages and very low for foodstuffs and 
textiles. The system of weighting used herein is based on the data 
supplied by the Industrial Census of 1946 with some changes, . In 
some cases (foodstuffs, beverages, textiles and non-metallic ores, 
for example) the basis of the estimate was different from that of. 
the official Índicos, but elsewhere the same basis has been used in 
both cases. The figures for 1949 were calculated on the basis of 
the percentage changes between 1948 and 1949 indicated by the 
official indices. 
The method of calculation is also different from that used for the 
indices contained in the report on economic development. In the 
latter case it was neccssary to use other indicators of industrial 
development because the complete series used in this case did not 
exist. For instance, in the indices of the development study, imports 
of hops were used to. show the production of beer. Moreover, the new 
index includes á larger nümbcr of industries. 

/No significant 
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No significant developments were noted in the production of alcoholic 
beverages. Production of spirits and beer increased at a greater rate, 
than the manufacture of pure aguardiente. This trend existed before 
the war and has continued since 1945. 

Production of cotton yarns and textiles, after rising sharply in 
1946,—^remained at a high level in 1947 and 1948 , and dropped somewhat 
in 1949. During 1949 the production of rayon materials also decreased, 

2/ 
from 402,000 metres in 1948 to 306,000 metres in 1949.- It was not 
until about the end of 1949 that the clothing industry also showed the 
effects of strong foreign competition. 

When the crisis first affected these industries, their leaders 
sought an increase of the customs duties, which were already high. Their 
request led to the introduction of a bill which was approved by the 
Guatemalan Congress but vetoed by the President. Later additional customs 
protection was extended to certain branches of the textile industry. In 
June 1950, for instance, imports of rayon and cotton socks and stockings 
were suspended, and earl.ior tr.e duties on goods nade in Japan were 
doubled 

The deterioro.tion of the competitivo position of the cotton textile 
industry was caused not only by the reduction in the price of imported 
goods, but also by an increase in domestic costs of production. In 
December 1949 a regulation was enforced prohibiting imports of ginned 
or raw cotton and compelling the yarn manufacturers to purchase the 
domestic product at a controlled price, which was higher than that in 
the international market. 

1/ In view of the fact that the production of cotton textiles and yarn 
was partly estimated on the basis of raw cotton and cotton yarn 
imports, and that a fraction of these imports was probably used to 
re-establish stocks, the increase of cotton textile production between 
1945 and 1946 is possibly over-estimated. 

2/ Foreign Commerce Weekly, March 20, 1950, page 36. 
3/ Based on a decrco empowering the Chief Executive to apply 

discriminatory tariffs against goods made in countries with a 
surplus in their balance of trade with Guatemala. 

/The productive capacity 
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The productivo capacity of the textile and clothing industries in « 
Guatemala did not increase greatly after 1946. With the exception cf 
a coffee bag factory producing 1,500 bags every 8 hours, which was 
established in 1950 with the financial assistance of the Instituto do 
Fomento de la Producción (Production Development Institute, of a shirt 
factory with a capital of 50,000 quetzales, and of a few small work-shops 
manufacturing native, cloth for the export market, no1 new textile 
factories of any importance were established;, 
Availability of Raw Materials 

All the important industries in Guatemala, with the exception of 
foodstuffs, chemical products and timber, depend largely on imported 
raw materials. According to 1946 census data, for the ten most important 
industrial groups, 41 per cent cf the raw materials used were imported. 
The textile, clothing, beverages, building materials, printing and 
engraving, and the tobacco industries, used the highest proportion of 
imported raw material, according to this ccnsus. 

The only change of any importance which occurrcd in the supply of 
raw materials was that of the textile industry. As a result of cotton 
development programmes, the Guatemalan textile industry has sinco 1949 
been using increasing amounts of domestic raw materials. It Is estimated 
that in a relatively short period the country will bo able to supply all 
the cotton required by this industry. In 1946, 54 per cent of the country's 
raw material imports were nade up of cotton. 

Containers comprised 67 per cent of the total raw materials imported 
by the beverage manufacturers. During the war, a glass bottle factory 
was established in Guatemala but technical difficulties intervened and 
the plant never went into production, although the equipment is intact. 
It is quite likely that these technical difficulties may now be eliminated. 
Though raw materials for the manufacture of glass are found in Guatemala, 
their utilisation in the nanufacture of bottles would not be economic 
unless it were possible to make sales in foreign markets. However, the 
bottle-making industry night be based on broken glass, which exists in 
large quantities and which night also be imported. 

Another of the leading raw materials imported by the beverage 
/nanufacturers is the 
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manufacturers is the malt required for the breweries. The country 
might perhaps produce barley, for the brewing of beer, but for this 
purpose it would have to make use of land on which \tfheat is at present 
being grown, and the advantages of this substitution appears dubious, 

The most important "raw ipatorialsH used in the clothing.'industry are 
wool and rayon cloth,, i;i 1946, two-thirds of the value of which 
corresponded to imported cloth. Though its present volume of production 
might be considerably increased, Guatemala does not have the necessary 
conditions for the establishment of an important wool producing industry, 
even to meet its own consumption, and it is highly doubtful that the 
market justifies the establishment of spinning mills using imported yool. 
Therefore, the woollon textile industry will probably always depend on 
imported raw material. For the time being the situation with regard to 
the manufacture of rayon goods is the same. In this case the volume 
of imports is such that the market might be considered sufficiently 
large to justify the establishment of a rayon weaving industry. 

It seems possible, on the other hand, that domestic raw material 
could eventually replace a largo part of the imported material employed 
in the tobacco industry» Fifty-nine per cent of the raw materials 
imported by this industry is nade up of tobacco leaf. (Of the total 
tobacco used by the industry, only 42 per cent is imported tobacco leaf). 

In 1946, the total value of raw materials used by industry equalled 
44 per cent of the gross value of industrial production, imported raw 
materials representing 10 per cent. This percentage may at present br 
lower, and in the future, it is very possible that there will be a tendency 
for the proportion of imported raw materials to continue to decline due to 
greater domestic supply of existing industries and the relatively more 
rapid development of industries using domestic raw materials. 

/Table 17 
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Table 170 Guatemala; Utilization of Imported Raw Materials in| the 
Ten* Leading Industriar Categories ,_1946̂  a/*~ ' 

•Industrial Sategory Value of the Raw Materials Percentage of 
(Thousands of quetzales) Imported Raw 

Materials 

Foodstuffs 6,139.0 IS 
Beverages • 2,618.4 55 
••Tobacco 1,289.5 " 48 
Textiles 2,441.7 70 
Clothing 2,619.4 55 
.Chemical products 1,082.2 32 
Wood 827.7 7 
Building materials 776,1 • 49 
Electricity and water .149.9 57 
Printing and engraving 338.8 _ 50 

Total , 18,282.7 41 

Source: Adapted from the 1946 Industrial Census, 

a/ Excluding fuels. 

% 

Transport 
As was pointed out in the report on Economic Development of Guatemal 

the expansion of motorized transport began during the 'twenties, when 
railway development was slowing down. This trend has become- sharper 
since 1945. 

The increase of notorized transport is well illustrated by the fact 
that between 1945 and 1949, imports of lurries and buses averaged 2,327 
tons annually, whereas before the war (1937-39) they averaged only 606 
tons. Petrol imports increased 162 per cent between 1945 and 1949, 
whereas between 1937 and 1944 there was an increase of only 58 per cent. 

The increased availabilities of motorized transport equipment and 
the improvement of the roads, which enabled the establishment of new 
inter-urban networks, has lod to a considerable increase in the number 
of passengers carried, and probably also in the volume of cargo. In 
1949, the number of passengers carried by inter-urban buses was nearly 
five tines higher than the number in 1945, Should this rate of expansion 

/increase, the nunber 
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increase, the number of passengers carried by motorized transport in 
1950 would be higher than those travelling on the railways, (approximately 
4 million passengers per annum). 

No data are available for the increase of the cargo carried by 
motor vehicles, but during the past few years several large new transport 
companies have been set up. Nearly all the large communities are 
connected by regular bus lines and the competition for trade has lowered 
the tariffs beyond the controlled rates set by the Government. 

Air transport has followed the pattern set by motorized land 
transport. Between 1945 and 1949, the number of passengers increased 
from 16,COO to 74>000, and the volume of cargo increased from 3,500 
to 4,100, while 6,000 tons were carried in 1948.—^ At present nearly 
all the important towns of Guatemala are connected by a regular air 
service, run by a State- - owned company, with an autonomous 
administrative board. 

The railways, on the other hand, show no such trend of expansion. 
The maximum cargo was carried in 1947, due principally to the increase 
of banana exports. This volume began to fall soon after and remained 
at a level 2,4 per cent below that, of 1945. However, in no previous 
period of railway history in Guatemala was the volume of cargo carried 
so high. The same applies to the number of passengers carried by the 
railways, which had reached a maximum in 1947, but then began to decrease. 
This trend may be partly due to the competition of motor transport. 
Whereas the number of passengers carried by the railroads decreased 
8 per cent between 1947 and 1949, the number carried by motorized means 
increased 42 per cent. 

Comparing the relative increase of cargoes and passengers carried 
with the income derived, by the railways from the transport of cargo and 
passengers, it would appear that railway rates have increased 
significantly. In certain sectors of the network, such as, for instance, 
from Guatemala to Puerto San José, which are also linked by a paved highway, 
the railway rates have lowered as a result of the competition of 
motorized transport. 

1/ The reduction in the amount of cargo carried in 1949 is probably due 
to the contraction of chicle exports, which are carried by plane from 
the forest to the ports of embarkation. 

/Table 18. 
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Table 18» Guatemala: Cargo and Passengers Carried by the Hallways 
anT Income"' f rom_the" Transport of Cargo and Passengers 

7 ' "''1945-1949. 

Cargo Passengerŝ  __ Incomê _̂  o 
Thc^ Thousands " Indices Thous'aiids'" Indices 
of tons • of quetzales 

1945 935.0 100.0 3,855.2 100.0 6,412,5 100.0 
1946 1,044.6 111.7 • 4,152.2- 107.7 7,645.8 119.2 
1947 1,141.1 122.0 4,122.7 106.. 9 9,583.2 149.4 
1948 1,090.2 116.5 3,929.2 101.9 9,996.7 155.9 
1949 912.4 97.6 3,790.8 98.3 9,016.6 • 140.6 

Source: Boletín, Dirección General de Estadística (Bulletin of the 
General Statistical Department), Nos. 24 and 25, April-June 1950. 

Thu railway-is the only means of contact with the Atlantic seaboard 
in Guatemala. The Government has shown great interest during the past 
few years ih stimulating competition in this sector, and with this 
object in view, it is planning to build a-road which will'open this 
sector to motorized transport. 

There is another closely related problem which is a source of 
constant concern to the Government, namely, an available port on the 
Atlantic seaboard and the building of a merchant fleet. There is only 
one port at the present time. - Puerto Barrios - where all the installation 
are the property of the same private company that owns the ships and the 
railways serving the port. This situation is a constant source of 
friction between the Government and the.company. The company1s system 
of transport must operate in such a way as to ensure the continuity of 
transport for the banana crops. All other considerations are secondary 
to this objective, since the success of the banana plantations depends 
largely on this factor. On the other hand, the absolute control of the 
transport, system by a private company must necessarily be unsatisfactory 
to the Government. In a me ssa ge to Congress, the Minister of Economy 
declared that "any form of shackling in matters of maritime transport 
involves the subjection of our basic economic occupations to foreign 
private interests, and the consequent insecurity of our system of 
production and of the Public Treasury."^ 
l/ Report of' the Minister of Economy and Labour, Licenciado Alfonso Bauer 
. Paiz, to the Congress of the Republic of Guatemala, Revista do Economía 
Nos. 2 and 3, 1949, pages 97 and 98. 

/It was proposed 
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It was proposed to solve this difficulty by the'building of a 
railroad from the city of Guatemala to Puerto de El Estor, on the north' 
coast of Lake Izabal, which is connected to the sea by a navigable 
river, to carry out the necessiary port installations at El Estor and j 
purchase small-tonnage shipping; These solutions were contained in a 
bill presented to Congress in 1949, together with other measures for 
providing the funds with which to develop the northeastern part of 
Guatemala. None of these bills have yet been carried into effect. 
Production and Consumption of^Energy 

The consumption of energy in the country is expanding rapidly and 
has been stimulated by the development of motoriaed transport, by the 
extension of t|ie electric light services to the great mass of the population 
who have thus far been deprived of it, and by the impetus of industrio.1 
development. The most important inanimate sources of energy in Guatemala 
have so far been the forests, together with domestically produced electric 
power and imported petroleum. 

The importance of wood as a' source of energy seems to have been 
decreasing for some time, partly because the nearby forest reserves have 
been exhausted and partly because of the raising of the wage level. 

The consumption and production of electric power has increased 
remarkably. Excluding a number of small plants, for which no data 
exists, production increased 43 per cent between 1945 and 1949, that 
is. to say, an annual average increase of 8 per cent. According to the 
information available, the increase in 1950 will most likely be more 
than 8 per cent. 

As was said in the report on the Economic Development of Guatemala, 
the minimum reserves of hydro-electric power in the country amount to 
some 12,560 million kilowatt-hours per annum. The present consumption 
of inanimate energy, excluding coal and wood, is about 680 million 
kilowatt-hours. Petroleum and its by-products provide about 88 per cent 
of this total, the greater part of which is consumed by the railways and 
motorized transport. The replacement of a large proportion of petroleum 
consumption by electric power seems unlikely unless the railways are 
electrified. Moreover, the industries which could be developed in 

/Guatemala are not 
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Guatemala are not largo consumers of olectric power, with the possible 
exception .of the nanufacturo of electrolytic zinc,- According to a-report 
drawn up in 1945, the San Migual-Acatán region of the department of 
Huehuetenango is "a- potential Source of lead and zinc which m y become 
very valuable in-the f.utu.re,,'-1/i' and in the'Cobdn region of the Alta Vera 
Paz Department, lead and zinc, are already.being, mined on a comercial 
basis. 

The consumption-of petroleum and its. by-products doubled between 
1945 and 1949, and since the war has accounted for 10 per cent of 
Guatemala's total imports• . It is believed that there'are extensive 
petroleum deposits in .the northeastern, sector of Guate:iala. Until about 
the middle of 1949 this area was b-ing drilled by three foreign, companies, 
who withdrew because they were unable to reach an agreement with the 
Government as regards contracts .and concessions. 
•Table 19. Guatemala ̂Corisuripti on- of Jnctn̂ c.te_ En erjy_ toclu ding 

* Charcool_ ahd^/e^. 

.Years Electric power Petroleum by-products Total consumption Per capita 
1' - consumption 

'1,000 : ' fo 'oTT". . :T;000' " ' fo 'oi 'iV0Qt)7* •' Indices™' IWH "indices 
. KWH . total . KWH , • total KWH 

1945̂  55,252 19.1 .-288,883. 80.9 • 344,135 100,0. 131.9, 100.0 
1946. 59,992 14.4 356,652 85.6 416,644 ,121.1 157.3 119.3 
1947 • 65,507 12.2 470,028 : 87.8 535,535 155*6 198.4 150.4 
1948 70,181 . 11.2 . 609,171 - 88..8 . 679,282 197.4 249.0 188.8 
1949 78,848. .. ..... • • • • • • • • • • 

Source: Data supplied by the General Statistical Department. Petroleum 
was converted into--its KWH .equivalent., ..'the. calculation being 
based on 2,470.. IWH por raetric ton of petroleum. 

V • In. 1949, Guatemala'5 p.otroleu:"-i legislation; was modified,. The outstanding 
features;.of tho .new - Petroleum Law ere -.as. follows:. . a) ., experimental drilling 
concessions -shall•:.not"bo:grantpd- .-.for;'ar.ee.s of no-re than -2GC ,000 hectares; 
b) .experir.ientoi'drilling, concessions shall only entitle the. holder to 

1/ Blandf.ord C. Burgers: Report on the Utilization of the Mineral Resources 
of the Republic of GuatOiaaia ."(Int̂ r̂ AnioricanL̂ Dovelopneñt CmEu.*ssion, 
Washington ,.D'.C.: March i 1946page.. 4i.;) ; .. 

/working .rights when 
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working rights when the concession is held by the State, a citizen of 
Guatemala or a Guatemalan company, the capital of which must be 
predominantly domestic (65 per cent of the capital must be subscribed 
by Guatemalan nationals); c) the working concessions shall be of an area 
not greater than 100,000 hectares, and shall only be granted to the 
State, to Guatemalan nationals and to Guatemalan companies, the capital 
of which must bo predominantly national; d) the State nay, however, 
grant experimental drilling, and working contracts to both national and 
foreign undertakings; o) in this case, the State reserves for itself 
12.5 per cent of the gross petroleum production, the rest being used to 
amortize the capital invested by the contractors: moreover, the State 
is entitled to 15 por cent of the net value of production. The machinery 
and equipment for working the wells shall become the property of the 
State from the nuiiont they are acquired by the contractor and their 
value is paid in petroleum. The contractor must.undertake to build 
refineries. The Petroleum Law also established the Instituto Nacional 
do Petróleo (National Petroleum Institute) the object of which is to 
"formulate domestic petroleum policy and carry out the legal provisos 
which nust be observed by the private companies in the course of their 
transactionsr^" Since its establishment, the National Petroleum Institute 
has carried out various experimental drillings, the results of which are 

2/ unknown. It has also oponed a school for petroleum technicians.— 

Government Policy 
The change of Government policy in relation to various branches of 

economic activity has, in fact, been nore far-reaching than the events 
which mark the course, of development in transport and energy, the creation 
of now industries, with their attendant difficulties, and even foreign 
competition itself.. 

1/ Statement of the Ministry of Economy and Labour on the new project of 
the Petroleum Law, published in the Revista de Economía, Nos.2 and 
3,1949^ page 36. 

2/ Data supplied by tho Ministry of Economy and Labour in 1949. EL mes 
económico y financiero, February 1950, page 20. 

/Until 1945 the 
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Until 1945 the Government was largely indifferent "to industry* -Even 
when it granted protection to various sectors of manufacturing, it was 
not believed that conditions existing in Guatemala were favourable to 
industrial development. In the report prepared by the Government 
representatives for tho Inter-American Commission of Economic -Development, 
the Governmentrs attitude in this respect was clearly expressed. The 
prevailing opinion sineo 1945 seems to be that within acknowledged 
limitations, industries may acquire far greater relative-importance within 
the orbit of domestic economic activity as a whole. 

In accordance with this new trend, the "Ley de Fomento Industrial11 
(Industrial Development Legislation) and tho -instituto de Fomento do la 
Producción (Production Development Institute)' were created as a stimulus 
to industry. Tho industrial Development Law empowers tho Executive to 
grant Customs exemptions for machinery and equipment, raw materials and 
building materials, and to reduce taxation on excess profits and on 
property. 

Tho law classified industries under various groups according to 
two criteria: l) whether the raw material used is of domestic or foreign 
origin, and 2) -whether it is a new product or notr 

Tho industries which work exclusively with domestic raw materials, 
whether previously established in tho country or not, are entitled to 
Customs tariff exemptions on building materials, machinery and-equipment 
for a period of ten years. The industries working with both imported 
and domestic raw materials arc entitled to similar tax exemptions but 
must pay tax on raw material imports and are not granted tax reduction 
facilities for exccss profits and property. The period for which these 
privileges are granted and the amount of tax reductions increase in 
relation to tho proportion of domestic raw material used, and according 
to whether tho companies have boon recently established or are of long 
standing. 

In order to enjoy those privileges, tho law establishes that 100 por 
cent of. tho capital bo of domestic origin if tho whole of production is 
placed on tho domestic market- and if productive technique is fairly simple. 
The capital may bo either national or foreign when the industries produce 
goods for the export market. 

/in spite of the 
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In spite:of tho fact that since the law was passed at the end of 
1949, 41 companies have already taken advantage of its facilities,— it is 
doubtful whether it offers sufficient inducement to industrial development. 

Tho Guatemalan tax rates aro not actually heavy and therefore 
reduction of taxes on excess profits can hardly be considered as an effective 
incentive. The ad valorem import duties.on machinery varied from 10 per cent 
to 15 per cent in 1948. A reduction of 10 per cent to 15 per cent in the c.l.f. 
value ' machinery would only affect the cost of production slightly, 
especially in view of the long period of depreciation. 

The fact that no facilities are granted on imports of raw materials 
can perhaps be justified as a moans of checking tho development of 
occupations which depend largely on foreign supplies, but the law seema in 
any caso too strict, Thero are certain activities which might develop 
economically, (such as the pharmaceutical industry, for instance) but 
which are unable to do so, partly because tho duties on the raw material 
are higher than those on tho corresponding finished product. In the 
case of rayon weaving, for example, a preferential treatment for the raw 
material would probably bo justified. 

The good or bad points in tho industrial development legislation 
must bo considered in terms of what are thought to be the greatest 
obstacles to manufacturing development in Guatemala... 

Apart from the gonoral limitations of natural raw materials and the 
small size of the marketf-perhaps one of the greatest barriers to such 
development is the lack of knowledge regarding the opportunities for 
investment. The largest fortunes in Guatemala are invested in trade 
and agriculture, but have rarely boon applied to industry. This is 
probably duo to sociological as well as economic reasons such as the. 
consideration of the risks involved, However, the lack of knowledge 
concerning tho opportunities for investment, and tho fact that such 
knowledge might be acquired at tho expense of a number of unproductive 
investments is undoubtedly a fundamental factor. 

l/ Report of the Ministry of Economy and Labour in 1949, published in 
El nos económico y financioro, February 1950, pago 18. 

/Another considerable 
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Another considerable obstacle to the development of investment 
which has been widely discussed, is the lack of an organisation which 
could accumulate and channel individual savings and which would act as 
an underwriter for new stock. Finally, there is the consideration of 
the already mentioned risks involved. Evidently, the element of chance 
is much greater in industry than in agriculture or in business, so that 
the profits of industry must bo much higher in order to compensate the 
difference and stimulate the displacement of investments from one sector 
to the other. Given the high profits of trade and agriculture, it is 
hardly likely that entrepreneurs in those sectors should seek investments 
in other fields. 

According to these criteria, industrial legislation can hardly 
be expected to have a great effect in encouraging investments in industry, 
since it does not eliminate any of the principal obstacles to the moro 
rapid expansion of industrialisation. On tho other hand, the 
establishment of the Production Development Institute, which began 
operating in December 1948, was a groat step towards the solution of 
these basic problems. Its Development 'Department is authorised "to 
establish industrial undertakings on its own account and to purchase 
shares, bonds and debentures issued by companies which are beginning 
operations or extending branches of production or services which offer 
sound development possibilities", and "to guarantee tho whole or part 
of the amortization, interests and dividends of .bonds and shares issued and 
loans contracted by the aforesaid 'companies, provided they are subject to th 
financial control of the Development Department". Moreover, it is 
authorised to'"issue, float, buy, sell or receive and deposit any shares, 
bonds or other quoted stock", and "to grant loans thereon and act as a fiduciary", 
In this vny the Developnant Department can act as an underwriter 

In Clause (a) of Article 10, the Developnont Department is 
authorised on its own account, or in co-operation with other organisations, 
to undertake research relating to the basic resources of the country for 
the purpose of determining tho possibilities of establishing new 
industries or ether productive occupations. This authorisation enables 
the department to becone an active promotor of developnont. 

As regards the reduction of risks in industrial ventures, the only 
/neans which the 
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means which tho law offers tho Development Institute for this purpose 
is the establishing of its own companies and tho right to transfer thorn 
to private enterprise, onco their success is ensured. This process 

/ 

requires m^re capital than tho Institute possesses. 
The tasks of the Development Instituto, according to tho Work Plan 

for 1949, are principally directed to achioving the following: a) tho 
introduction of modern technique in existing industries with a view to 
lowering the cost of production; b) tho expansion of industries and tho 
establishing of new ones; c) the reduction of certain'sectors of imports 
which could bo economically replaced by domestic production.^ 

In the field of manufacturing, the Institute, in 1949, proposed to 
"study and develop tho following industries: ccmont, glass, sacks, leather, 
fertilisers, vegetable oils, moat and dairy products, with a view to 

2/ 
rationalising and expanding their production.— . 

By tho end of 1950 tho Ministry of Economy had presented a bill to 
Congress proposing tho establishment of a system wf State Development 
Banks which would also include a Workers' Bank (Banco de Trabajo), an . 
Agricultural Bank and a Mining Bank. 

The proposed Industrial Bank was intended to facilitate tho granting 
of medium and long-term loans to private industry, to the State and to 
Municipal authorities for their industrial ventures. .The authorised 
capital amounted to 50 million quetzales and would be financed by an 
ad valorem tax of 2 per cent on all imports and exports, with the 
exception of those exempted by tho State, (it is estimated that this tax 
would bring in a revenue of 3 million quetzales por annum.) It should 
bo mentioned that tho Development Department- of tho Institute is 
authorised to carry out tho same functions as are assigned to the Industrial 
'Bank. 
1/ The Production of Development Institute Working Plan for 1949, Revista 

do Economía, Nos. 2 and 3, 1949, page 199* The term "industry"" does 
not apply only to manufacturing, but also includes agriculture. 

2_/ Production of Development Instituto, op. cit. Page 204. 

/CHAPTER IV 
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CHAPTER IV THE PROCESS OF EXPANSION AND ITS EFFECTS ON THE MONETARY 
SITUATION, Oil PRICES AND ON THE BALANCE OF PAYMENTS 

The Monetary Situation 
Monetary circulation in Guatemala increased at an annual rate of 

32 per cent between 1938 and 1945. From the end of 1944 till the end 
of 1949,- the 'average rate of increase was 10 per cent, though since 
1946 it has only increased 4.3 per cent per year. 

The most important cause of monetary expansion since 1944 ̂ as the 
increase of foreign exchange reserves which, since 1938, amounted to 
34*5 million quetzales, as compared with an increase of 24 million in 
currency "circulation. As can be seen in Table 20, this factor continued 
to have considerable influence until 1946, after which its pressure was 
weakened and, since 1948, the loss of foreign exchange reserves has 
served to moderate the monetary-expansion arising from bank loans and 
the Government's financial operations. 

The loans and banking investments amounted to 17.5 million 
quetzales in 1945 and totalled 35.8 million in 1949, an increase of 
105 per cent as compared with a rise of about 36 per cent in the level 
of wholesale prices. 

The large proportion of the increase in commercial bank loans was 
derived from the State Bank. Since July of 1946, when the Bank of 
Guatemala was founded, until the end of December 1948, the Banco de 
Crédito Hipotecario (Mortgage Loan Bank) increased its.loans by 7 million 
quetzales, whereas the total of loans granted by all the other commercial 
banks only increased by 3 million. In 1949, the loan policy of the Banco 
Hipotecario became stricter; loans for buildings, the purchasing of land 
and financing of hire-purchase sales were refused. A large share of the 
increase in loans granted by the Bank during 1949 was used in financing 
State farms which were organised as an autonomous undertaking in that year 

1/ Formerly these farms wore financed by State funds. 
/Table 20 
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Table_20, Guatemala: Gross Factors of Monetary Expansion^ 1945-1949 
(annual changes in thousands of quetzales) 

1945 1946 1947 1948 1949 
Bank of Guatemala 

Foreign exchange 
transactions v 

Discounts and 
re-discounts 

Transactions with 
the Government 

Gommc r c ia1 Banks 

Foreign exchange 

6,600 11,000 4,400 - 1,300 - 500 

7,000 

- 400 

2,300 

5,700 

2,700 

2,600 

2,000 

2,400 

1,000 

1,000 

1,000 

3,700 

1,900 

500 

'4,800 

-9,400 

2,200 

6,700 

4,200 

operations 
Loans and 
investments b/ 

- 600 

2,900 

1,500 

500 

- 500 

1,500 

- 300 

5,100 

900 

3,300 

The Total Banking Systeim 8,900 13,000 • 5,400 ' 3,500 -3,700 

Foreign exchange operations 
Loans and discounts 
Transactions with the 
Government c/ 

6,400 
2,500 

7,200 
3,200 

2,600 

1,900 
2,500 

1,000-

-4,000 
7,000 

500 

-8,500 
5,500 

6,700 

Increase of currency 7,600 5,000 600 3,400 2,600 

Government deposits 
Savings deposits 

- 800 
100 

4,400 
400 

4,700 
800 

-2,200 
- 900 

-1,400 
400 

Source: Adapted from International Financial Statistics, Nov, 1950, page 44. 

a/ Does not include the foreign exchange reserves of the Government, 
b/ Discounts and re-discounts in the Bank of Guatemala have been 

subtracted from loand and investments in the banks, 
c/ Loans and investments of the banks also include loans made to the 

Government since 1948. 

/On the other hand 
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On the other hand, while the Banco Hipotecario altered its policy, 
the other State bank,, namely, the Production Development' Institute which 
had begun to operate in 1949, granted 4.7 million quetzales in loans 
during the course of that year. Thus its share in the increase of loans, 
discounts and investments was 73 per cent of the total granted by 

i / 
commercial banks.— 

In September 1949, 27.5 por cent of the loans granted by the -banking 
system were for purposes of assisting agricultural and cattle breeding 
activities, 9*8 per cent for industry, mining and transport15.6 for 
trade., 2.2 per cent fo.r the State and the remaining 4.9 per cent for 
ordinary expenditure and the payment of transfers such as the purchase 
of properties, debt redemptions, etc. 

It is possible that agriculture and cattle breeding derived the 
greatest comparative benefit from the increase of loan facilities, 
especially since the Developncht Institute began operations. In fact, 
60 per cent of the loans granted by tho Institute during 1949 were 
directed toward those occupations, a further 34 per cent being granted 
for industry and 6 per cent for other purposes. 

By tho end of 1950 tho distribution of the bank loans granted had 
been v changed» There was a contraction in tho amounts diverted to-
agriculture, 'consumption and transfer payments, but commercial loans 
increased to 16,8 per cent of the total while those to the Government 
increased £o 12.1 per cent. 

Few deposits were made in State banks. By tho end of 1950, whereas 
portfolio loahs. and investments accounted for 59 per cent of 'the-
total operations of commercial banks in this sector, cash deposits and 
savings amounted to only 25 por cent of total deposits. 

The limitations of resources of.the Banco de Crédito Hipotecario 
compelled this bank to turn to the Bank of Guatemala for assistance in 
financing its own expansion. Out of a.total of 1.9 million quetzales 
to increase advances and ro-discounts of tho Bank of Guatemala in 1949, 
84 per cent wore granted to the Crédito Hipotecario and 10.5 per cent 

Report of the Bank of Guatemala for 1949. Diario de Guatemala, May 31, 
1950. 

/to the Production 

{ 
i 
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"fO the Production Development Institute., 
The greater part of the loans and investments expansion of the 

Bank of Guatemala was for tho purpose of financing Government transactions. 
The bonds issued by the Government and actually in circulation, 

increased by 7.7 million quetzales from 1948 to 1949, and 
used for the building of the National Stadium and'Other contractual 
obligations connected with the Carribean Olympic Gamos, and also for 
financing emergency expenditure for storm damage, the initial 
transactions of the Production Development Institute, and the first expenses 
stages of the Hospital Building Programme undertaking by the Social 
Security Institute. 

The Bank of Guatemala accounted for 7 million quetzales of the 
total of the consolidated public debt, which meant a net increase of 
6.7 million in XJovenatieftt bonds held by the Bank, During 1950 up to 
September, these holdings had increased by only. 451*00 quetzales. 

Monetary and Banking Reforms 

At tho end of 1945, Guatemala undertook a thorough reform of its 
monetary and banking systems, which was implemented by the passing of 
tho "Ley Monetaria" (Monetary Law)t the "Ley Orgánico del Banco de 
Guatemala" (Organic Legislation of tho Bank of Guatemala) and the 
"Ley General de Bancos" (General Banking Law). 

In stating the reasons for reform,¿''it was pointed out that the 
changes were based on the experience gained during tho past 15 years in 
Guatemala, which included: a) a vast reduction of credit facilities, 
owing to the consecutive liquidation of various banking establishments 
(after the reform only one branch of a foreign banking establishment 
remained in operation); the progressive reduction of bank loans to half 
their level obtaining between 1929 and 1931, and the growing monopoly 
of a single establishment, of a semi-official nature, -extending bank 
loans, and b) the violent fluctuations in the volume of the money in 

1/ 
Roberto Triffin: Plan do Reforma Monetaria y Bancaria, para la República 
de Guatemala, Informo"Preliminar "(GuatemaTan Monetary Banking Reform -
Preliminary Report)' - Revista de Ecunonia, Año I, No, 2, Guatemala,1946. 
Pagos 12-13. 

/circulation, 

\ 
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circulation, (there had been a reduction of more than 40 por cent in 
three years (1930-32) and an increase of more than 40 por cent from 
1939-45); these variations wore aggravated by the passive attitude or 
impotence of the monetary authorities and by their exclusive preocupation 
with exchange 'stability. 

The reform was therefore intended to establish a sounder credit 
basis and the means-with which to carry out a policy of greater monetary 
stability in the widest sense. 

The original project of reform consisted of;, a) the founding of 
a simple Central Bank governed by a monetary board made up of Government 
representatives and private persons; b) an agricultural and industrial 
bank, for tho purpose of extending productive loans for long or medium 
periods, which would enable tho Central Bank to operate in tho credit 
market; c) an insurance and capitalisation fund which would issue 
insurance and capitalisation policies and administer the funds obtained 
from social securitjr sources; d) ah institute of agricultural development 
which would grant rehabilitation loans, offer technical assistance to 
farmers and organise a programe of stabilisation of agricultural prices; 
e) an industrial development institute which would share in new 
agricultural and industrial undertakings, subscribing up to one third of 
the capital required, and f) a fund for the control of the stock market, 
in order to provide a constant market for official and semi-official 
bonds. 

Only two of the organisations proposed in the original bill remain: 
the Bank of Guatemala, which has boon granted a fund for the regulation 
of the bond market, and the Production Development'Institute. The latter 
is a mixed institution, 'acting both as a comercial bank and assisting 
agricultural and industrial development. 

Economic Expansion and Prices 
There are no general wholesale price indices in Guatemala for the 

period preceding 1946, and the only available cost of living indices 
r 

date from February 1946. A wholesale price index based on the unit 
priccsof imported foodstuffs, textiles and clothing, shows an increase 
of 13.6 per cent between 1938 and 1945. Foodstuffs alone show an 

/increase of 13 per cent 

.f / 
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increase of 13 per cent, clothing 14 per cent and textiles 20 per cent. 
It would appear that during this period the prices of imported and 
domestic goods rose more or los uniformly. This may bo seen in the 
price of foodstuffs, since indices exist for retail prices of foodstuffs 
in Guatemala Gity, showing an average annual increment of 10:per 
cent. The similarity in the rise of textile prices cannot be proved 
by statistics, but the rise in the price of imported products must have 
been greater because their influence is felt both on the sales price fixed 
by competition, and on costs which ate influenced by the.price of 
cotton, - the important raw material in Guatemala's textile industry and 
which was almost entirely imported during the whole of this period. 

The rate of increase of domestic prices began to fall in 1947 and 
this also occurred in relation to imported products. However, in 1949, 
whereas the price of imported products was reduced, the price level of 
domestic production continued to rise. 

Table 21. Guatemala:. CJiangê s in Wholesale Prices of Domestic 
Production* by Categories. 
January 1946 = 100 

Years Total Foodstuffs Textiles Building Fuel liiscellaneous 
and beverages Materials 

1946 115.6 
1947 124.9 
1948 131.8 
1949 , 136.0 
1950 a/ 143.5 

Source: Bulletin of the Bank of Guatemala, September 1950, page 36. 
a/ Preliminary estiróte, 

The rising price level in Guatemala during the period under 
observation may largely be ascribed to the increases of prices on the 
world market, which can hardly be offset by measures taken locally. In 
fact, during the 5-yoar period, the stabilisation of the general price 
level made it necessary to reduce prices of domestic products to such an 
extent that they would compensate for the rise in the price of imported 

/goods. However 

118.2 
123.9 
135.1 
145.8 
156.1 

117.4 
134.2 
131.7 
124.4 
119.5 

107.9 
116.2 
117.8 
118.6 
122.7 

114.4 
128.5 
130.4 
135.3 
1*1.5 

108.1 
138.3 
137.7 
106.6 
113.2 
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goods. However-, this policy would have, involved, so sharp a monetary 
contraction that it is doubtful whether the results would compensate 
its 'cost. 

The raising of the general price level was followed by changes in 
tho relative prices of various products or groups of products. Up to 
1947, "tho sharpest rise shown was in the price of textiles. Since that 
year, however, priccs of•foodstuffs increased.to an even greater extent, • 
this applying both to imported foodstuffs and to those of domestic origin. 

Priccs of domestic textiles followed the prico trend on the world 
market, but, whereas in 1949 prices of domestic foodstuffs continued to 
rise, those of imported foodstuffs tended to drop. Tho fact that the 
rise in foodstuffs-was relatively greater, can principally be ascribed 
to tho inelasticity of supply which, as will be shown below, hardly 
increased during the war. 

In some cases, the inelasticity of foodstuff supplies has been 
increased not only by technical factors, but also by adverse climatic 
conditions (for instance, In 1949), ¿nd also by reason of the ̂ rising 
price level"itself. As the prices of maize "and beans have risen 
more rapidly than prices of other consumer goods, thus increasing the 
real income of tho small producers, it is possible that producers may 
have reserved a greater proportion, of tho harvest for their own consumption. 

Table 22. Guatemala : Changes' in the Wholesale Price Level for 
Selected Agr i cu-L t ii ra 1 Produ* cts • 

1946 = 100 

Years Maize Beans Rice Potat9es Brown Sugar Wheat Coffee 

1945 97.4 106.2 92.0 51.3 74.9 SI .0 80,9 
1946 100.0 100.0 lCo.O 100.0 100.0 100.0 100.0 
1947 95.6 66.1 . 83'. 6 81.5 79.8 112.0 121.7 
•1948 136.7 122.0 103.5 99.0 60.0 138.8 121.0 
1949 168.7 168.0 111.4 • 86.4 70.0 142.9 138.9 
Sourcê : Based on quotations published in the bulletins of the Statistical 

- Department for the City of Guatemala. 

On the whole, tho increase in tho price level during the post-war 
period has been much greater than tho expansion of the money supply„ 
Apart from-changos of prices on the world market and adverso climatic 

/conditions, factors 
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conditions, factors which" nay have brought about this rise, there are 
also other possible causes for this upward movement. 

In the first place there seems to have been a change in the public 
preference for holding liquid assets; the in croa se in the rate of 
circulation of deposits which has occurred since 1947 

In the second place, the expanded activity of the State probably 
led to a re-distribution of income which favoured the poorer sectors, 
of the population, whose propensity to consume foodstuffs 
is greater than that . of.: the average :fo.r the country as a 
whole.. 

There was also a change in the structure of production, resulting 
in services increasing to a greater extent than manufacturing production, 
and manufacturing production more than agriculture, so that this alone 
would have affected relative prices independently of monetary causes. 

Finally, the wage policy affected the price level of domestic 
goods. Since the beginning of the new political regime in 1945» the 
Government has attempted to raise tho wage level and tho increases made . 
were-^hbstantial. This policy has reinforced the effects of the 
re-distribution of income which government expenditure have brought about 
and raised the cost of production, lowering the margin of profits for all 
these products in which it was not possible to transfer the increase to the 
consumers. 
Price and Wage Policy 

Guatemala has since 1945 adopted a price policy which, in part, was 
intended to stabilise the consumer price level and in part.to stimulate 
the increase of money wages. 

The effort to stabilise consumer prices by direct intervention 
dates from before 1945, when this task was entrusted to an organisation 
known as -Sección de Coordinación Económica y Financiera' (Economic and 
Financial Co-ordination Scction). In 1945, a law known as "Emergencia 
Económica" (Economic Emergency Legislation) was passed, granting the 
Executive Body of tho Government wide price control powers. 

The most important means of control adopted have been: a) the 
establishing of ceiling prices or maximum profit margins; b) the control 
of distribution, and c) the importing of certain products by the State, 

/in order to 
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in order to use then as.stabilisation stocks, 
The control of distribution was- suspended recently and, at present, 

the price control is only applied to certain imported articles, such as 
iron for construction, certain-types of foodstuffs, pharmaceutical goods 
and some durable consumer goods, 

Rents are likewise subject to control, and the prices of meat, milk, 
salt, sugar and its bi-pro duct s f % and cacao beans*^ 

An attempt has also been made to stabilize the price of maize and 
beans though this has met with little success. It is interesting to 
note that the raising of the price level of maize in relation to other 
products implies an improvement of the terms of trade for the low income 
agricultural classes} who pruduce the bulk of this crop, and a deterioration 
of these terms for the urban minorities and for the coffee growers, who 

2/ 

are compelled to pay a. part of. their labourers wages in n a i z e T h e 
rapid rise of maize prices could weaken the relation of coffee prices to 
naize to such an extent that it might endanger the competitive position 
of Guatemalan coffee on .the world market. From 1946 to 1949 the relation 
between coffee and maize prices changed unfavourably for coffee from 100 
to. 82.3> but̂  in 1950 the position improved., An exaggerated rise in the price 
of maize would incline the population to remain in the over-populated 
western area. 

In order to raise the wage level, recourse was had to measures 
such as tho establishment of a minimum wage and social security 
contributions, together with the organisation of labour syndicates. 

No general minimum wage level was established until the end of 1949, 
since it was necessary to await completion of the preparatory work 
involved in- its calculation; though as oarly as 1943, minimum wages were 
l/ Since the end of 1950, in view of international events, moro attention 

is being given to tho control of prices and to rationing. 
2/ Until I949, this so involved a fiscal problem, duo to the fact that 
~ the State was an important coffee grower and therefore the raising 

of the pricc of maize was reflected in its expenditure. 

/being set in 
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being set in certain industries. On the other hand, a law was passed 
in 1947, compelling employers to pay an extra full day's wages weekly 
to employees who normally worked a six-day week. A social" security 
programme was introduced, a quarter of the cost of which was paid by 
the labourer, another quarter by the State and half by the employer. 
By the end of 1950, social security facilities had been extended to 
170 thousand labourers. 

Based on the.Labour Code, introduced in May q£ 1947» the syndicates 
have worked actively and so have brought about significant increases in 
the wage levels in certain industrial and agricultural sectors. The 
syndicates have not, however, developed to the same extent in the rural 
areas as in the towns, though by 1948, 74 syndicates were established in 
addition to the 43 which already existed. In February.of 1949, the 
"Federación Regional Central de Trabajadores" (Central Regional Federation 
of Labour) was founded specifically for rural workers. 

Unfortunately it is not possible to follow the-course of the wage 
levels and rural incomo of the wage earners. In 1945, money wages paid 
on the cotton plantations fluctuated at about 20. centavos (of a quetzal) 
per day. In 1949, they had been increased to 40 centavos, that-is, an 
increase of 100 per cent. In 1945, wages in kind amounted to little less 
than half of money wages. Thus, in accordance with the raising of the 
price level of consumer goods,, the rural rate of wages in the coffee 
industry should have shown an improvement during the last five years.—^ 

Workers on the banana plantations and in manufacturing industries 
probably received greater increases than the workers on coffee plantations. 
On the other hand it is evident that employees and especially civil 
servants, have sustained severe losses. 

The foregoing indicates that the efforts to stabilise prices by 
means of specific controls or by means of monetary measures, have failed 
because, as in the case of Guatemala, the upward tendency springs from 
prices on the world market, and from the re-distribution of income, as 

. well as the changes in the structure of production. If it were possible 
l/ This statement may not apply to female and child labour. 

/to increase the 
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to increase the production of certain basic foodstuffs more rapidly 
than that of services, it is possible that prices would not have increased 
so- greatly, Tho effects of these distortions on tho structure of 
production cannot be eliminated by dealing with the liquidity of the 
system .alono. 

The Factors of Expansion^ Imports and the Balance of payments 
From 1945.to 1948, Guatemalan imports increased rapidly. Tho 

increment during this period amounted to 193 per cent. In subsequent 
years, however, though the quantum of imports expanded slowly, the value 
remained stable. 

The average quantum of annual imports during tho post-war period 
was 52 por cent higher than tho annual average for tho period 1925-29 

and approximately equal to that for the period 1937-39. 

As was to bo expoctod-, after a period of considerable shortage of 
capital govds, imports of this typo increased rapidly during the-
post-war period. While the total value of imports doubled, that of 
capital goods increased by about 300 por cent. 

Table 23. GuatemalaImports and tho Capacity to Import, ̂ 945^949 

Years Current value Capacity Utilization of the capacity Availabilities 
• of imports to import. - to import ^ . for other uses 

— (lit million's" of quetzal's)' 
Total .Consumer goods Capital 

and row materials goods 

1945 23.3 37 .6 23.3 17 .8 5.5 14.3 
1946 36.2 47.3 33.3 26 .1 7.2 14.0 
1947 57.3 53.7 43 .4 32 .6 10 .8 10.3 
1948 68.4 48.5 47.5 35 .1 12 .4 1 .0 
1949 68.0 44 .7 49 .6 37 .1 12 .5 - 4 . 9 

Source: Statistics prepared with dat: i obtained fron bulletins of the 
Statistical Departrac 5nt and the Bank Guatersala. 

Within the sectors of consumer gt jods and r; iw naterials, the nost 
important groups, at constant prices, are: textiles (22.9 por cent), 
chemical products (20.4 P^r cent), foodstuffs, beverages and tobacco 
(14.4 per cent) and fuels (14.3 cont). These four groups comprised 
72 por cent of the quantum of imports during the period 1945-49. The 

/volume of imports 
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volume of imports in these four groups increased 88 per cent between 
1945 and 1949, whereas the total increase in this category was 108 per 
cent. 

An increase of this magnitude in the volume of imports of consumer 
goods and raw materials - which are less affected by accumulated demand 
than are durable goods - cannot be explained solely'in terms of an increase 
' of real income. Of the four principal groups cited, fuels and lubricants 
increased as a result of the expansion of motorized transport.- This 
development may perhaps be accounted for both by a process of substitution 
and by the increase of real income in the country. The increase in 
imports in tho textiles group was first influenced by the need to replace 
stocks and later by price reductions on the world market, leading to a 
displacement of domestic demand toward the imported product. Lastly, 
imports of foodstuffs are largely determined by the deficiency of domestic 
supplies, arising from adverse climatic conditions $nd partly 
by a price increase similar to that occurring in the field cf textiles, 
which was especially marked in the case of lard and vegetable oils. The 
government, in an endeavour to avoid local price increases, granted certain 
tariff concessions, which contributed towards the substitution of domestic 
by imported products. 

Chemical goods showed the smallest increase in the volume of imports 
which consisted largely of products used to combat diseases on the ' 
banana plantations; these wore not much affected by the increase in the 
national income, 

Imports of other groups of secondary importance increased more 
rapidly than the category as a whole. Among tho must outstanding 
increases is that registered in the group of durable consumer goods, 
perhaps due to the very low level used as a basis for comparison. In 
relation to the post-war level (1937-39), the average volume for the 
period 1945-49.was 98 por cent higher, but fobrc again, as in the case 
of capital goods, accumulated demand had a considerable influence. 

If it were possible to reduce each of the numerous factors affecting 
the total volume of imports and their current value to a single quantitative 
expression which could be applied to capital g^ods, consumer goods raid raw 

/Table 24 : 1; ' 
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Table 24 • Guat emala: Changes in the Composition of Consumer 
Goods and Raw Materilas - 1945-1949 

(1945 = 100) 

of the total 1946 1947 1948 1949 

Foodstuffs, beverages 
and tebacco: 
Value 
Volume 

Textiles and manufacturing: 
Value 
Volume 

Chemical Products and similar: 
Value 
Volume 

Fuel and lubricants: 
Value 
Volume 

Durable consumer goods: 
Value 
Volume 

Other consumer goods and 
raw materials: 
Value 
Volume 

Total of the category: 
Value 
Volume 

14.4 12 6.6 202.1 249.3 284.6 
105.1 147.2 155.6 209.1 

22.9 154.6 241.6 231.3 216,2 
138.1 "187.3 168,8 191.5 

20.4 142.0 151.1 206,7 190.8 
132.7 117.1 139.4 120.9 

14,3 125.6 236.4 414.4 337.4 
151.2 201.9 261.3 255.5 

3.8 713.0 2226,4 2794.3 2958.5 
600.0 1494.6 2339.8 1673.1 

24.2 189.4 256.1 289.3 273.6 
193.0 218.0 251.0 248.0 

155.3 236.0 277.1 265.7 
146.3 182,9 197.2 208.3 

Source: Statistics prepared .with data obtained from bulletins of tho 
Statistical Department and the Bank of Guatemala. ' 

/materials, it might 
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materials alike, it might perhaps be concluded that the expansion of the 
domestic economy was not sufficiently great to cause the losses in foreign 
exchange that began to occur after 1948. 

It should not be forgotten that the unit price of imports increased 
40 por cent between 1945 and 1949. 

At the end of 1947 the country had a large foreign exchange reserve 
and it was necessary to decide whether to maintain this reserve at a 
high level or to allow its decrease. The first alternative would have 
involved the restricting of private and public investments by means of 
credit and/or increased taxation, or alternatively restricting imports 
by any of tho known practices. In effect, it was decided to allow these 
reserves to shrink by converting them into a greater availability of 
capital and consumer ̂ oo-ds and leaving the market free so that the 
proportions of these types of goods could be determined by demand. It was 
thought that a distribution of these foreign exchange reserves biased in favour 
of capital goods would involve, the introduction of many complicated contrals. 

Table 25. Guatemala: Changes in the Value at Constant Prices, of 
tho Leading Foodstuffs ¿ 

1945 = 100 

1946 1947 1948 1949 

Bovine cattle on the hoof 201.3 278.2 234.6 148.7 
Lard 95.3 50.0 46.2 489.6 
Skinned and powdered milk 171.7 296.0 449.1 684.9 
Wheat flour 81.7 108.8 120.7 119.6 
Malt and germinating cereals 138.0 197.0 168.0 118.0 
Whisky 221.0 292.1 248.2 237.7 
Tobacco leaf 149.3 134.6 235.8 202.4 

Source: Statistics prepared with data obtained from bulletins of the 
Statistical Department and tho Bank of Guatemala. 

Other Changes in^the Balance of Payments 
Apart from tho increases shown in tho group for merchandise, other 

interesting changes have taken place in the structure of the Balance of 
Payments in tho post-war period, namely, tho expansion of income as a 
result of tho tourist trend which enriched tho country by 2 million quetzales 

/in 1949. 
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in 1949. This r e v a l u e , however, decreased considerably in 1950. Another 
interesting feature was tho liquidation of the' amortization and services 
payments on tho Public Debt, which had boon almost entirely amortized 
during the war and oarly post-war years, No groat changes occurrod in 
tho relations between the not 

on such capital, Tho dountry continuos to show a deficit in those 
transactions, 

Table 26, Guatemala: 
(millions of quetzales) 

Years Balance on the Balance on the Deficit (-) or Gold and foreign 
services0 ' 1 exchange transfers 
. account tho current 

account 
1946 19.6 - 11,1 8.5 7.2 
1947 25.7 - 17,4 8.3 4.2 
194S 10.3 - 13.0 - 2.7 - 5.9 
1949 1,4 - 8.8' - 7.4 - 9.0 

Source: For 1946: Balance of Payments Yearbook 1948, and Preliminary 1949, 
page 218, liiT&rnatlo?^ "̂ utíd7 ¥ashirigton/ 'Ü.C* j o ^ 
For the remaining years: see the Report of the Bank of 
Guatemala 1949* 


