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INTRODUCTION
As the resylt of foreign interest in the extraction of

petroleum, Venezuela has probably received a larger amount of

foreign capital for direct inve&tment in the post-war peﬁiod théh: i

any other country. The net inflow of such capitale}ém'thé ﬂﬁifedr‘j

States during the year3719h5-l9h8_inclusive,wa; $4+89 million, of
which 90 to 95'péfﬁbent'Was ihvestéd‘iﬁﬂthé'betféleum industry.l/
During this period Venezuela absorbed over Half of the addition to
United States..investments in Latin America and about a -third of
those in the world as a whple. | N

Since 1943, the year éf the last éffiéial United States census
of fofeign assets, the value of United States investmentsﬂin |
Venezﬁela has more than doubled., The predominancerﬁf'TOIeign
investments in petroleum is shown in table 1, whish relatés to
1943, in the post-war period substantial"addifions have also been

made to previous investments in petroleum by British énda Dutch

1/ This rigure includes the reinvested earnings-of branches birt
excludes the reinvested earnings of subsidiaries which -
represented more than 60 per cent of the value of United
States direct investments in Venezuela in 1943, In 194%
and 1946 inclusive the reinvested earnings of subsidiaries
amounted to $29 million, '

/interésté
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1nterests.‘ Tne assets 1n Venezuela of the Hoyal Dutch-Shell group
1ncreased by some 50 mllllon in, 19#7 and by %80 to &100 million

in 19#8.n/ o
 Tablef1l’

Value of United States direct investments in Venezuela,
by 1ndustr1al groups, 31 May 1943

(In mllllons of Unlted States dollars)

Manufacturlng l 3
*Petroleum ~~ -~ o 0 LI I >
_ Publlc utilities and o
T “transportation S 7Y E
. ~ Trade. o 1.6
e L o Finanees” v iS00 ARV R N I < 1 T
~Miscellaneous . h.?_
IO oL n s LPogals DT 0 T T nigna hg

. godifge: United States ‘Treasury Department, Census of American-
Owned Assets in Forelgn Countrles, Y1947), page 70

Sy \ e i

_:Venezuela 1s ono of the few countrles in Latln Amerlca the

Government of whlch dld not ralse any forelgn loans durlng thelnbwq

1920'5 in the Unlted utates. In fact the external publlc debt,

whlch amounted to 113 mllllon bollvares Ain 1914 ”steadlly decllned

tx>€§§7 bollvares in 1929 (%7 mllllon at the prevalllng rete of 3
E -

exchange) In recent years Venezuela has borrowed to a smell

'extent from forelgn governmental egenc1os, partlcularly the

. . e e S ) ot N T . - v . . : . Loh

I/ TFigures baséd o -data from dnrual revorts 6f Verézuela 017"
Concessions, Limited, which accounts for two~thirds of the

Royal Duteh-Shéell group's “eutputin Vénézuels (see United-
Nations, World Economic Report, 1948, page 2Wk),

2/ “United Nations, Public Debt, 1914-1946, (1948), page 157

/United States
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United States Expor t- Import Bank, Includlng a credlt of $5.
mllllon for the purchase of eleotrlcal equipment authorlzed 1n__
November 1949, credits authorlzed by the Export- Import Bank
during the period 1941-1949 totalled $12.4 million.

I. -GENERAL CONTROLS

A, Nationality of ownership

Foreigners mey engage in praotically all signiﬁicant types of
economic activity on the same basis as Venezuelén nationals,
including industries requiring government concessions; such as mining
and petroleum ektraotion. 1/ The limitations on this right are
relatively unimﬁortant. For security reasohe the Federal Exeootive
may prohibit the transfer to foreign companies or individuals of
lands- or-buildings located within 25 kilometres of the frontier.g/
Banking activities may be engaged in By'fooeign enterprises oniy
if they are legally domiciled in the country., While domestic air
‘transport activities are feserﬁed_to &omesticallyeowned airlines,
the Governement may permit foreign airlines to engage in such
service temporarily for reasons of "general interest or special .
advantages to the couopryﬁ.- 'Foreign coﬁpanies,are free to
1/ These concession industries, in fact the most important in the
Venezuelan economy, have been developed almost exclusively by

foreign capital,

2/ Article 17 of the law of Expropriation of 4 November 1947, The
power may be enforced by expropriation of such holdlngs.

3/ Article 6 of the ClVil Aviation Law of . 13 June 194k,

/t0 engage in
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engage in the insnfance bﬁéineés but must make higner initial
deposits of funds or securltles than domestlc companies as
guarantee of financial respon51b111ty.

Foreign enterprlses mey generally carry on bu31ness operations
in Venezuela either by formlng a local company or by establlshlng
agencles or branches of forelgn parent companles.- As of 31 May
1943, some 62 per cent of the total assets of United States-owned
enterprises were renresented by 1ocal corporatlons and 38 per
cent by branches~ﬂf |

" A provision in the Venezuelan Constitution relating tor
procedure in the event of a dispute erieiné frem a contraef with
the Government or a public authefity'has a bearing_on_foreign
investments in the petroleum and mining industfies, since such
investments are regulatedhby concession contracts with the_
government. Pursuant'to_this'provision all such contracte are
subject to the follbﬁing clause: "Dispntes and centrovereies
of any nature_whiph mey arise with respect to this contract,
~and which cannot beeamicably éettled by the contracﬁing parties,-

shall be decided by the cempetent courts of Venezuela”{g/

1/ United States Treasury Department, op cit., page 72,

2/ aAccording to Article 50 of the Constltutlon of 1936, as"~
amended by the regulatlons of 5 May 1945, :

/In connexion
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In connexion with the expropriation of forcign investments, it
may be observed that Venezuela exprcssed a formal reservatlon
with reqpeet to a clauae contalned 1n the Economlc Agreement of
Bogotd, signed at the Nlnth Internatlonal Conference of Amerlcan
States on 2 May 1948, The p051t10n of Venezuela was that ”1t in
"no case will (Venezuela) admlt the preemlnence of 1ntcrnatlonal y
treatles or agreements over tne text of 1ts Constltutlon, nor
will 1t acccpt any gurlsdlctlon for forelgn 1nvcstments othcr ;H
than that of its own courts.” Under the Constltutlon, however,“”
the property ‘of both domeotlc and forelgn natlonals is sub30ct
to exproprlatlon only for reasons of ”publlc or 5001&1 utlllty"
and prior 1ndemn1flcatlon 1s reqnired;-
’ | B. Taxatlon

Venezuclﬂn tﬁxes are admlnlstered w1thont dlscrlmlnatlon as
to the natlonallty of the taxpayer. However,hlgher rates of
taxation apply in the mlnlng and ootroleum 1ndustrles whleh are;
. almost exclu51ve1y forelvnnowned The 1mp081t10n of bl graduated
surtax on incomes also results in effect in heav1er taxatlon on
forelgn owned than on natlonel enterprlses since forelgn—owned
enterprlses, belng comparatlvely largc gcnclally earn hlgher
incomes than domestlo concerns. Furthermore, nersonal income tax
rates are higher for non-residents than for residents.

Net profits of industrial, commercial and mining enterprises

1/
are subject to a basic tax rate of 2,5 per cent, A graduated

17 Income Tax Taw of 12 November 1948, superceding the law of 7
July 1942, and its.amehdments of 27 July 1944, and 30 Decembep

1946e - i /surtax
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surtax is leviédion all taxable income in excess of 9,000 bolivares
per annum.;/ Rates (Draft not legible) per cent on incomes between
9,000 and 10,000 bolivafes to 26 per cent on incomes over 28
million bolivaros.tCertain reductions in the rates are granted

to enterprises with taxable incomes exceeding 14 million bolivafes,
depending on the extent to which they feinvest theif earnings. In
the. case of income in excess of 28 million bolivares, to whiéh the
maxim@m rate of 26 per cent-is applicéble, the rafe is\redﬁdéd to
22 pét cent on’the_amount reinvested.

Législation aiéo provides for compulsory profif-sharing with
employees by all‘business entorprises to the extent of 10 per cent
of annual profits. The employeest! shares are proportionate to their
regular wages but in no case are'to-exceed two months?! wagps,

Petroleum companies are subject to aAso-called eibloitation
tax or royalty of 16 .2/3 per cent oﬁ all oil produced, péyaﬁle in
cash or in kihd.woﬁher taxes on pétroleum.dperations are minbf“and
include an initial exploration tax and a so-called initial
exploitation tax. The taxes paid by the twelve major petroleum

companies in - relation to their net income are shown in table 2.

1/ One bolivar = $0.2985 in United States currency .

. /Table 2
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Table 2
: . a/
Taxee paid by petroleum companies
(In millions of dollars) o
\ S . 19%3-1948
1948 inclusive
Taxes paid.

. Exploitation tax (royalties) 20k - 538
Income taxes _ 151 | 368 .
Import duties : | 15 iy
Concession~carrying taxes : 10 56

" Initial explordtion and exploitation

taxes 13 9
Annual exploration taxes ' 1 12
Services _ | -6 25
Miscellaneous : - 11
Total o - %11 1,131

Net income (before texes) o : 788 . 2,102
Taxes as percentage of net income _ | 52 54
ooggpw P .

a/ Adaptea form J. E. Pogue, 0il in Venezuela, (New Yorks Chase
--National Bank, 1949), page 260. Figures relate to the twelve
major petroleum companies operating in Venezuela.

It will be observed that in 1948 taxes paid were 52 per cent
cf the companiesf net ipcome befope taxess In 19H8_the income tax
law was revised te‘ensure that total taxes paid by petroleum end o
miniﬁg coﬁpanies shdﬁld gqual 50 per cent of their net income,
This was accomplished by a prOfieion that such companies should
pay, in addition to the taxes referred to, a specilal tax
determined according to the so-called "50-50" formﬁla. The minor
exploration and initial exploitation taxes are not counted fOr
this purpose. The fate of 50 per cent applies,. regardless of the

/size
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51ze of 1ncome; tollncomes in excess of 15 per cent of 1nvested
capital ("petrlmony“). Entorprlses whose net 1ncome after normel
tax and surtax 1s less than lO per cent of lnvested capltal are
exempt from the addltlonal tﬁx,'and enterpr1ses earning net 1ncomes
between lO and 15 per cent of 1nvcsted capltal are subaect to only
half the addltional ta X. The Govcrnment 1s also authorlzed to :
accord complete or p“rtl”l tax exemption for a spec111ed perlod to
new mlning entorpr1ses° The 1mportance of the petroleum industry
in the country's flscal systcm 1is 1nd1catod by the fact that
revonue collected from the 1ncustry cons tltutef 50 per oont of :
Government revenue in 10M3 and 72 per cent in l9h8, averavlng 64
per cent durln@ the pellod 10H3—l948. 7 o

At the lcvels of earnlngs prevtlllng 1n 1048 the new tex law
does not involve a substcntlal change in the tax llabllities of
the maaor petroleum companles. The net 1ncome of ‘the magor oompanies
iner eesed from ”32 mllllon in 1943 to ¢377 mllllon in 19h8
representlng 27 7 per oent of 1nvosted capltal (“net worth“) 1n the
latter year.l‘ The nroflts of tne 1ndustry are hlghly sens1t1ve to.
the price of potroleum in world markets however, and petroleum
prloes heve recently declinod. It has been reported that a prov1s1on
in the conce531on acreements between the Mlnister of Public Works
and the pctroloum coauanles relatlnv to the payment of certain taxes
Wa S denounced by the compenles on l October l“h9 follow:anr the
decline in petroleum plloes and that there has been a resultlnei"
delay in the ng yment of taxes due, pendlng the conclusion of new

1/ J.5e Povue, 0p. cit., paze 12

ey’ el

/arrangement
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arrangements. ThlS 31tuatlon resulted 1n greatly reduced reoelpts
of dollar exchange by the central Bank in Jannuary 1950.-

C. Transfer of earnlnos and capltal

The exchange transactlons of forelgn-OWned enterprlses are
not subaect to off1c1al 11m1tatlon in Venezuela except that the
forelgn exchange proceeds of petroleum sales that are utllized by.
the companles to meet local expendlture must be surrendered at the
offlcial buylng rate of exchange. ‘

Petroleum companles buy local currency from the Central Bank
for thelr expenses in Venezuela at the rates of 3 09 and 3. 03
bollvares to the dollar. The rate of 3. 09 applles to the bulk of
the sales of forelgn exchanee by the companles, the balance belng.
bought at the rate of 3.03, The general buy1ng rate for foreign
exchange is 3 32 bollvares to the dollar. The ba31c selllng rate 1s
3435 bollvares to the dollar for all transactlons except some
government operatlons to whlch the rate of 3 09 applles. The
dlfferenoe between the rates at whlch exohange is bought from the
petroleum oompanles and sold to importers constltutes a source ofg
revenue for the Government. | 7'

The favourable balance of payments situation of Venezuela
‘during the war and post-var years is rerlected in'the.substantial

increase in off1c1al and commercial bank holdlngs of gold and

forelgn exchange 1argely dollars. These holdlng increased steadlly

1/ Based on information appearing in El Nacional, (Caracas), 10
and 12 March 1950, as reported by the International Monetary
Fund, International News Survey, (2% March 1950).

/from $59 million
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from @59 mllllon at the end of 1939 to $h06 mllllon at the end of
1948, and were eelo mllllon at the end of September 1949. The last-
mentloned flgure equalled about 80 per cent of the average annual
value of imports durlng the years l9%6~19h8

In 19%8 96 per cent of the country S exports con51sted of
petroleum. In that year the forelgn petroleum companies (and thelr
employees) surrendered to Venezuela forelgn exchange amountlng to
687 mllllon (net) Thls represents chlefly the expendlture of the
companies for current operatlons and 1nvestment outlays (1ncluding‘:
relnvested earnlngs) and payments to the Government on account of
taxes and royaltles. Imports by the petroleum companles for their
own account were $201 mllllon and the net 1nward capltal movement
represented by these enterpr1ses was $32H milllon. A large part of
the nev investment represented relnvestment of earnlng. Total .
earnlngs (dlstrlbuted and relnvested) amounted to %430 mllllon.l/

Excludlnv the transactlons of the petroleum companles, there
was a def1c1t on current account 1n Venezuela 5 balance of oayments_
of $528 mllllons in l9h8 The dlfference between thls deficit and
the %687'million‘surrendered hy the petroleum companles is
reflected in the 1ncrease of gold and dollar balances of $129 ;.
m1111on. Inward capltal movements for 1nvestments in 1ndustr1es
other than petroleum were small° in fact there was recorded a net

outflow of prlvate capltal of 5 5 mllllon.

1/ According to J. E Pogue9 op c1t., in 1948 reinvested earnlngs A
of the twelve major companles were 70 per-cent of het income -
after taxes.

/D, Personnel
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- D. Persomnnel

Venezuelan law requlres that 75 per cent of gll manual and
clerlcal workers of an enterprlse must be domestic nationals, but
thls proportlon may be reduced temporarily if it is necessary to
use foreign personnelwlth.epe01a11zed.technlcel“knowledge.l/
Slmllarly, foremen and other superV1sory personnel must be
Venezuelans, but exceptlon is made for technical specialists and
hlgher superv1sory personnel, such as office chlefs,.department_
heads and manamers. No wage dlfierentlals are permltted on the
ba81s of natlonallty. | =

VIn practlce‘forelgneowped enterpriseg in Vepezuela employ
substantially more domestieeﬁefsopnel tban.the legal minimum of
75 per cent., It is repoftedfthat-93 Peréﬁent of the employees.in.

the petroleum industry are Venezuelans,

BE. Commerc1al policy

The establlshment of manufacturlng industries to supply the
domestle ma:ket hes,been encouraged by high 1mport ‘duties. on
manﬁfactures, import gquotas on selected products,'and reductions - -
in of exemptione from duties_for the equipment and materials
needed by local industries. o |

Theivenezuelanltariff has long been considered one of the .
highesf in the world. Some reductions have been mede_in recent

years, largely on machinery and raw materials for industry. The

1/ Labour law of 16 July 1936, as amended-+May 1945 and 3
November 1947,

2/ J«%. Pogue; op, cit,, page 14

/scope‘
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,scope of 1mport quotas, orlvlnally establlshed before the Second
World War to aid the cotton textale 1ndustry, has been extended
in recent years to other consumers' goods.

New 1ndustries and ex1st1ng enterprlses belng expanded are
ellglble for reductlons in or exemptlons from 1mport duties on
machlnery, tools, equlpment, raw materlals and other articles
necessary for thelr operatlon or. malntenance, except to the extent
'that these products are avallable locallyol/Untll 1943 the
petroleum 1ndustry was accorded duty free entry of all equlpnent'
and materlals necessary for operatlon. ThlS general exemptlon was
abollshed by the Petroleum law of 1943 but exemptlon may be ‘
granted in partlcular cases.g/Exemptlon from 1mport dutles on
machinery and equlpment is prov1ded to mlnlng enterprlses and
railways by general legislation., _ _ o

Forelgn capltal has not res ponded to any apprec1ab1e extent |
to the off1c1al pollcy of promotlng manufacturlng 1ndustr1es. The-

value of Unlted States dlrect 1nvestments 1n Venezuelan

manufacturing 1ndustr1es was $0.5 million at the end of 1940

1/ Organlc Law of Natlonal Finance9 15 July 1938, and Resolutlon |
No., 95, June 1939

g/-' Import dutles pald by the petrolenm 1ndustry 1ncreased
from $3 million in 1943 to $15 million in 1948.

/and $1.3 million
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1/

and $1,3 million as of 31 May 1943. An inflow of Unlted States

capltal into manufacturlng, amountlng to $2 mllllon9 did, however,

oceur durlng the years 19#5 1947

IT. CONlBOL oF THB PETROLEUM ILDUSTRY

The 1mpact of flscal and exchange controls on the petroleum

1ndustry has already been 1nc1oated the pollcy of taxatlon is based

on the pr1nc1pal of equal partlolpatlon by the Governement and the

nrlvate companies in the net profits reallzed the forelgn exchange

proceeds from sales of petroleum may be retalned or freely

transferred the portlons returned to the country for 1ocal

expendlture belng converted at a rate of exchenge sllghtly less

favourable than 1s applled to other tran actlons.

The Hydrocarbon Law of 17 March l9h3 prOV1des for spe01a1

controls on the 1ndustry.

Petroleum depos1ts may be exp101ted elther dlreotly by the

Governement or by prlvate persons under conce551ons granted by |

3/

the GOVernment. No such conoe551ons may be acqulred by 2.

foreign government Con08551ons for exploratlon are granted for

7

United States Department of Commerce, 4merican Direct
Investments in Foreign Countries - 1940 (19%2), page 13;

United States Treasury Department, op. cit. page 70.

United States Department of Commerce, burvey of Current .
Business (November 1949), page 22, -

It was reported in mid-1949 thst no new petroleum oonce551ons
had been granted by the Government since l9h5

fa period



E/crliekléé/aadié
Page 15

a period of three years and for exp101tatlon for forty years,
subaect to renewal for an addltlonal perlod of forty years. Upon
the termination of a conce551on, the Government re-acquires ‘
wrthout cost the land as well as all the permanent 1nstallatlons
that have been constructed The law repeats the pr1nc1ple
embodied in the Constltutlon that dlsputes relatlng to conce531ons
that cannot be settled amlcably shall be dec1ded by Venezuelan
courts and under no c1rcumstances may clve rlse to forelon
governmental clalms. o | | o |

The law also authorlzeslthe Government to take approprlate
neasuresto develop petroleum reflnlng. Pursuant to thls prov151on, |
1t has become obligatory for holders of new concessions granted k
after adoptlon of the lLaw in 1943 to refine within the country
one- tenth of their oroductlon, u1th the aux1llary requlrement o
that none ' of the remalnlng nine tenths be reflned 1n the Carlbbean ‘
-area out51de of Venezuela. ThlS requlrement has not been applled,__'
however, to holdlngs of conoe551ons under prev1ous laws or to old
oonce581ons modlfled 1n accordance w1th the 19h3 statute.%/ About
9 per cent of the crude petroleum produced in 1948 was reflned 1n_

2/
the country.

17 Virtuaily all the companles operating in Venezuela have replaced
their existing conce551ons with forty-year concessions under
the nevw law. |

2/ Banco Central de Venezuela, Memori & Correspondlente al
Eikreicip dnnual 1948, (baracas) page 22.

/I11. Government
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ITITI., GOVERNIENT PARTICIPATICON IN INDUSTRY

Direc¢t participation in indﬁstry bj'the"vehézﬁeléﬁ GovVernmeht'
is on*a’'limited sc¢alé. The AgrichturEIfehd'LiveStOCK’Bank, the
principal function of which is to supply-eredit, operatee:slaughter~
houses, rice, coffee and flour mills, and grain stéraie facilities.
It also holds shares in the Great Colombian Meérchant Fleet, a
shippihg company owned jointly by thé Governménts 6f Venezuela,
Colombia:and Ecuador. Another Government-<owned shipping company,
primarily engaged in coastwise and inland riveér: shipping, has
recently expanded into overseas operation. 4 Government-owned -
airline engages in both domestic and international operations. The
important'reilroads are owned or operated by the Government thréugh
a State Railways Institute. -

The importatiori’and sale of matches and cigarétte paper-are
government monopolies. The GOVernment-also'p&rtidipateéfiﬁ*aflimited
numbér of other activitieés and industries through various- Zgencies
and corporations. Thé Natichal Supply Coummission is empowered to buy
and sell articlés of "prime necessity" in ofder to carry out the:
objective of‘contr01ling'the prices of such commodities, Certain
salt ‘beds are directlyiexploited by the State.,

The Venezuelan Development Corporation, (Corporaciodon Venezolana

de Fomento) a governmental azency, was establlshed 1n 1946, Modelledw

after Slm1lar agencles prev1ously establlshed 1n Chlle, Colombla and
Mexico, the Development COTPOL&ElOH 1s 1ntenued to stlmulate
investment in the productlon of ba51c commodltles and 1n enterprlses

/providing
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providing,vaqious public services that are of such a size or nature
that they are not attractive to private enterprise. It may operate
its own. enterprises or participate in enterprises.jeintly with
private capital and also guarantee in whole or in part the securities
issued by private enterprises and the~interest-thereon.l/'The
resources of the:Corporation are‘provided from an initial fund of
- 90 million bolivares ($27 million) augmented by annual appropriations
of not more than 10 per cent ef the Federal budget. Thus far the bulk
of 1ts resources has been devoted to food production, but smaller
investments have been made in a cement piant and in a plant fof the
generation of electriceenergy, The total loans and investments of
the Corporation were 110 million bolivares (£33 million) in'i9h8
and 75 million bolivares ($22 million) in the first half of 19#9.2/
Part of the Development Corporation's operations have been
undertaken in co-operation with the Venezuelan subsidiary of the
International Basic Economy Corporation (IBEC), a private enterprise
organized in the United States in l9¥7 with an initial capital of
&7 million. The IBEC has advanced &2 million to its Venezuelan
subsidiary; in addition the subsidiary has issued $14.5 million of
non-voting preferred shares, of -wnich $10 million have been

subscribed by the foreign petroleum companies and § ﬁo5'million by

the Development Corporation. The enterprises thus far established

3

1/ For a full account of the Corporations organlzatlon and
powers see United Nations, Economic Development in Selected
Countries, (1947), pages 13L-I%3,

2/ See Ministerio de Hacienda, Boletin Informatlvo, (Caracas, July
1949), page 8. /through
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through these' arrangements are engaged in fafmiﬁg,_fiéhiﬁg,'daify |
production and the wholesale distribution of Tood. THe fiéhihg o
venture has provided motorized fishing vessels and established &
refrigeration plant. The fafﬁing:entérpriéé'iéléngéged:mainiy in’
the prodiiction of improved crops, chiefly corn, and the raising
of livestock. The operations in food distribution are reported to
“account for dbout 10 per cent of the distribution of foodstuffs -
in Venezuela at the wholesale level., It is the stdted pollcy of
the parent company to offer half of the VOtlng stock in the
Verlezuelan subsidiary for sale to 16cal investors afted five years
and to offer majority ownership of fhe'eﬁterprisé'fof;sale to

Venezuelan investors after the end of tén;yeérs,'



