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ABSTRACT
A Study to Determine the Basic Requirements
of International Hotel Chains When Investing
in Latin America, and also to Analyze if
Colombia Meets These Basic Requirements
by

Carlos Alberto De Freitas

1. Area of Investipgation

The basic requirements of six ma jor International
Hotel chains when investing in Latin America, and the
Colombian laws which deal with Foreign Investment, in order
to find out the reasons why there are only two major chains

in Colombia,

2. Materials and Methods Used

One questionnaire directed to the Directors of
Operations of the six selected intermational hotel companies
was used to collect the required data as well as in depth
personal interviews, The data gathered in relation to the
Colombian laws came from official publications and Colombian

law codes.

3. Major Findings

A, International hotel chains do want to expand overseas,

but without any commitment of funds.,

B. The requirements of the International Hotel chains are

more strict when the companies want to invest in Latin



America.

Feasibility studies done by the intermational
hotel chains are more in depth and more carefully
done for Latin America than anywhere else.
International hotel chains are very interested in
Colombia as a country to be in,

Colombian laws are becoming more and more liberal
towards foreign investment,

The main reason for Colombia not having more
international hotel chains is because local inves-

tors want a quick return on their investment.

RBesults and Conclusion

A,

B.

Colombia is a good country to invest in,

The Colombian Government must help the local
investors by means of allowing them to have easy
access to credit.

Colombia has to create more incentive to attract
more foreign investors,

Colombia has to get its Tourism Industry out of
the Andean Pact in order to be more liberal towards

foreign investment.
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CHAPTER I
THE PROBLEM AND ITS SETTING

The Statement of the Problem

The purpose of this study is to determine the basic
requirements of International Hotel chains when investing
in Latin America, and also to analyze if Colombia meets

these basic requirements,

The Subproblems

1. The first suboroblem. The first subproblem is

to determine the basic requirements of the International
Hotel chains when investing in Latin America,

2. The second subproblem. The second subproblem is

to analyze if Colombiz meets the basic requirements of the

International Hotel chains.

The Hypotheses

The first hypothesis is that International Hotel
chains have certain requirements when investing in Latin
America,

The second hypothesis is that Colombia does not meet

the basic requirements by the International Hotel chains.

The Delimitations

The study will consider the investing requirements



in Latin America.

The study will only consider the investing require-
ments of International Hotel chains (Hilton International,
Sheraton, Holiday Inn, Hyatt International, Marriott and
Inter-Continental),

The study will be limited to the companies that have
been mentioned above, and the reasons why, only two of them
(Hilton and Inter-Continental), had invested in Colombia and

the others have not,

The Definition of Terms

International Hotel chains: Assuming that these

chains can be considered as Multinationals, then they are
corporations that participate in international business
activities., A firm that produces, markets, and finances its

operations throughout various nations of the world,#*#

Assumptions

The first assumption. The first assumption is that

International Hotel chains will continue to invest and
expand,

The second assumption. The second assumption is that

International Hotel chains are interested in Latin America
and specifically in Colombia as a potential market with

good growth opportunities,

**Jerry M. Rosenberg. Dictionary of Business and Management
(A Wiley-Interscience Publication) p. 292.




Ihe third assumption. The third assumption is that

Colombia is interested in attracting more International
Hotel chains,

The fourth assumption. The fourth assumption is that

the economy and the political situation in Colombia will

remain reasonably stable,

The Importance of the Study

The importance of this study can be viewed from two
different sides. From one side the importance to the Inter-
national Hotel chains, and from the other side the importance
to Colombia,

First of all then, this study is important in that it
will help the researcher know which are, if any, the basic
requirements of the International Hotel chains when investe
ing in Latin America, Furthermore, if these basic require-
ments vary from one part of the world to another, or if on
the other hand, they are the same all over the world.

Second of all, this study is important because it
will give an idea to the researcher of how important Latin
America is for the International Hotel chains, and how do
they view Latin America in their long run plans.

Finally, the study will help the researcher find out
the reasons why, at the present time, there are only two
ma jor Internmational Hotel chains in Colombia,

On the other hand, this study will help determine

which of the basic requirements, Colombia does not have in



order to attract more International Hotel chains,

Additionally, the study will give the researcher an
idea of how does Colombia view its tourism potentials, and
if the Colombian Government has any specific plans towards
the development of the Tourism Industry.

Furthermore, by means of this study the researcher
will be able to know what is the image that the Inter-
national Hotel chains have of Colombia as a market with a
good potential for tourism or not.

The study will become even more important when the
researcher analyzes some of the points mentioned above, and
gets some conclusions on whether or not Colombia should be
more flexible in its requirements towards foreign invest=-

ment,



CHAPTER II
THE REVIEW OF THE RELATED LITERATURE

HISTORY AND DEVELOPMENT OF INTERNATIONAL

HOTEL CHAINS

"In Asia, starting about 500 B.C., along the caravan
routes Caravanserais were found in the country and Khans in
the cities. Caravanserais provided lodging only and were
maintained as charities by the local mogul. There was a
porter who might receive gratuities from the traveler. The
Khans, on the other hand, provided lodging, food and other
necessaries, and charged a fixed rate decided by the

Governor."l

In the 13th century China, the Mongols established
relay houses to accommodate travelers and provide postal
services,

The Roman Catholic Church was perhaps the first
international hotel chain. Monasteries or Abbeys operated
hospices at key points along the road, as well as guest
houses adjacent to the church building if located in a
remote area, Guests were also accommedated within the mein
buildings themselves. However, the guests were expected

to supply their own food, fuel, and bedding.

1Statler, Lectures., Presented at the University of

Massachusetts, Department of Hotel, Restaurant and Travel
Administration, 1971, p. 62,



Increase in Hotel Construction

With the advent of general travel by rail, hotel
construction increased greatly in Europe and the United
States, Individual hotel managers started seasonal opera-
tions in two countries., A European manager might operate
a hotel in Switzerland in the summer and in Southern France
or Italy in the winter season, sometimes for the same
OWners,

"Probably the most famous of these international
hotel-keepers was Cesar Ritz (1850-1917)., His first such
international management experience was at the age of 26,
managing the Rigi Kulm Hotel in Switzerland and the Hotel
Victoria at San RBemo. During the 1890's, Ritz was admin-
istratively and financially active in the planning or
operation of seventeen hotels and restaurants located in
Egypt, South Africa, Spain, Italy, France, Switzerland,
Germany, and England; and he was engaged in investment
negotiations and discussions for new hotels in Portugal,

Argentina, Hungary, Canada and the United States,"?

"Probably the first referral services, besides
Thomas Cook and Sons which was established in 1844, was
the British Register of Inspected and Approved Hotels

issued by the Bicycle Touring Club in 1878."3

2Ibid., pp. 62-63.

3peter Michael, International Tourism (London:
Hutchinson and Co., Ltd., 1969) P. 120,




Centralization of Control

At the time that E.M. Statler was establishing his
Inside Inn at the St. Louis Exposition, country trust
associations in England, Scotland, Ireland, and Wales were
reforming the public houses to serve better the traveler,
Gradually one association joined with another; and in 1919
Trust Houses Limited, was formed to provide centralized
control, inspection of local managers, and fixed and reason-
able prices. Catering was encouraged, as was expanding the
number of rooms. The benefits of centralization enable the
inns to operate free of ties to a specific brewery for
supply of alcocholic refreshments,

"Incidentally, brewers in England, Europe, Australia,
and New Zealand have operated taverns, public houses, and
inns for several centuries to ensure outlets for their

"’“‘

products, Like modern governments, the brewers supplied

the capital for construction, technical advice, and inspec-
tion services,

"The first American international hotel operator
was probably Eugene C., Epply during the twenties and thir-
ties. Based in Omaha, he operated three hotels in Central
America as well as a number of midwest (U,S.) properties,
In the thirties, the American Hotel Corporation operated

two hotels in Panama and one in the Dominican Republic."5

“statler, op. cit., p. 63.
5Ibid.



Hotel construction in Europe and in North America

was stimulated by the prosperity of the twenties., Dr,

Lundberg has indicated that hotels are built f‘or-:6

To

Pride of ownership
Profit from building expenditures
Profit from promoting and financing

Profit from appreciation in value of site
and of the surrounding property

To reduce income taxes
this list of reasons might be added the following:

To serve as part of a larger (entertainment)
development

To sell products and services in the future
as represented by franchising systems and
"tied houses"

Profit or salary for managing operations
(such as Trader Vic's or hotel owning
company managers)

Profit from sale of land to hotel company

To generate sales for other hotels (in
chains) or modes of transport.

International Hotel Companiss

Multi-unit North American hotel companies emerged

in the twenties, and their very size forced standardization

of design, operations and control methods. Some of the

operational techniques were made available to all American

6ponald E. Lundberg. The Hotel and Restaurant

Business,

P. 71,



hotels by the American Hotel Association's publications.
After World War II, American hotel executives and companies
were in the best economic position to expand overseas,
aided by the principles and legislation of the Marshall Plan,
It was at this time that Pan American World Airways
organized the Inter-Continental Hotel Corporation. The
company began &s the inspiration of two visionaries,
Franklin Delano Roosevelt, then President of the United
States, and Juan Terry Trippe, former President of Pan
American Airways. At a White House breakfast one day in
1944, the two discussed a concern for the development of
South America, Out of the meeting came a practical con-
clusion--one way to attract businessmen and tourists would
be to offer them good hotels. Trippe agreed that Pan Am,
with the support of such U.S. institutions as the Export-
Import Bank, could form a subsidiary to foster endeavor;
and in April 1946, International Hotels Corporation was
born, only to change its name the following year to Inter-
Continental Hotels Corporation, which has been printed since

1964 to further the corporate image as "Inter-Continental."

The First Inter-Continental Hotel

The organization started out by remodeling, and taking
over the management of existing hotels., Inter-Continental's
first hotel (which was sold and closed in 1967) was the
Grande in Belem, Brazil, at the mouth of the Amazon River.

Under the corporation's original policy, hotels were to be



situated along Pan American's routes, and Belem was a stop
on the airline's flying boat run across the northeastern
shoulder of South America. Belem can be steaming hot, and
after Inter-Continental's refurnishing, the Grande's
cocktail lounge was the only air-conditioned public room in
town,

Following face-liftings were more elaborate., Under
Inter-Continental operation, the Hotel Carrera in Santiago,
Chili, was changed figuratively from caterpillar to butter-
fly. "As a result, room occupancy jumped from 49 percent
in 1959 to 74 percent in 1953. Food and Beverage sales and
other peripheral income rose from 122 percent of room sales

in 1950 to 156 percent in 19539“7

Similarly, the 250-room Hotel Del Prado in Barran=-
quilla, Colombia, before joining Inter-Continental, had the
fading charm of an 0l1d World grande dame, Inter~Continenta
restored her youth and added a soda fountain and a snack ba
by the swimming pool., The nightclub was redecorated; and
after dark, newly installed floodlights illuminated the
hotel's swaying palms, while famous bands played on the
terrace.

Soon Inter-Continental was breaking ground for new
hotels. The corporation generally preferred associations
with local investors having majority control, Inter-Con-

tinental providing minority financizl interest and a

’Statler, op. cit., p. 6k,

10

1

r
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management contract. It assumed the major responsibility
for designing and promoting the new hotels that would bear
the Inter-Continental name; and in so doing, brought about
radical innovations in the concept of what a hotel in a
"foreign land" could be,

A principal influence in this regard was Inter-
Continental's second President, Byron E. Calhoun. A veteran
hotelier, Calhoun had definite ideas about the function and
design of Inter-Continental hotels, Their aura, he felt,
should be one of informel, distinctive luxury. There should
be a grill, a coffee shop and a snack bar, all places where
guests could get quick service at reasonable prices. There
was also to be a formal dining room, with dancing and evening
entertainment. If guests wished to wear dinner clothes,
fine; but formal attire, as in "British Colonial" hotels,
was not to be required, He had noted that the less formal
establishments were doing the greater business,

The combination parlor and bedroom, typical of
traditional hotels, was replaced by an attractive, air
conditioned living room with a picture window, and a divan
that converted to a bed. This provided patrons with two
rooms for the price of one.

Large trunk closets were eliminated as travelers
no longer arrived by ship with luggage for an entire season.,
They now came by plane, with compact suitcases that held
clothing for a few days., The old-fashioned, high-ceilinged

hotel lobby, with its ornate walls, was also deemed a space-
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waster, The modern lobby's function was that of a thorough-
fare for busy travelers, not a dawdling place. The Inter-
Continental lobby ceilings were lower, making available more
room space above. Lobby walls were converted into shops,
airline and cable offices, plus other facilities that pPro=-
vided conveniences to the guests and income to the hotel.

Inter-Continental's new hotels began to embellish
the Latin American landscape with a contemporary elegance
that the region had never known, "The first hostelry
designed and constructed by Inter-Continental was Bogoté's
Tequendama - a 400-room, $8,725,000 modern palace with wall
to wall carpeting and high-speed elevators,"8 The 150=-room
83,000,000 Hotel Del Lago, in Maracaibo, Venezuela, featured
a swimming pool with a window through which non-swimmers
could watch the underwater ballet.

Nonetheless, along with modern comforts, Inter-Contin-
ental insisted that each hotel preserve the unique charms
and decor of the host country. Guests should not travel
thousands of miles and step into the atmosphere of a Miami
Beach resort. This policy is still honored in Inter-Con-
tinental's current marketing slogan, "When you have seen
one, you haven't seen them allt"

In all of its facilities, Inter-~Continental strove
to preserve local tradition. As part of its effort, it
built its kitchens backward. Instead of first constructing

the kitchen, and then turning out the meals that it could

,8Cen. Hernan Medina. Historia del Hotel Tequendama.
(Bogota: Editorial Norma, 1974), p. 40,
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best produce, Inter-Continental observed the types of local
preferences in cuisine, then built the kitchens around the
local menus and available foods,

From the beginning, Inter-Continental staffed its
hotels with as many local citizens as possible, Admittedly,
this practice presented problems, Some locally hired
waiters thought that fast breakfast service meant putting
fruit, cereal, bacon and eggs, and a second cup of coffee,
all on the table at once. "In Caracas's Tamanaco, 2 tele-
phone operator became so excited upon handling her first
call from overseas that she deserted her switchboard and ran
through the lobby paging the recipient."?  Inter-Continental
alleviated such employee inexperience by starting personnel
training programs that have developed into a global educa-
tional curriculum,

For all of its trials and tribulations, Inter-Con-
tinental's pioneering enterprise bloomed; and unprecedented
numbers of tourists and businessmen went south of the
border. By 1960, the chain had 11 properties in Latin
America for an expansion rate of almost one hotel per year.

The vast majority of new hotels opened in the prin-
cipal cities of the world since 1957 are associated with
international hotel companies, increasingly in cooperation
with airlines, or as a result of airline leadership. Thus,
these companies are making a powerful contribution to
economic growth through the encouragement and facilitation

of tourism,

9statler, op. cit., p. 65.
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Vhile initially there was a tendency to export "an
American hotel" overseas, most U.,S. international corpora=-
tions today attempt to embody in each hotel's design some of
the cultural traditions of the host country, so that each
hotel will be representative of the country in which it is
located. Local investors are not always sympathetic with
these efforts, They frequently demand, apparently for
reasons of status, a "modern" hotel, which to them means
"North American.,"

The chief contributions that international hotel
companies can make to an operation of individual hotels
include:

- Their experience in development and funding

of projects
- Possible equity investment in the property

- Profit-generating design criteria and tech-
niques

- Technical services in construction, decora-
tion and equipment

- A manpower pool of trained executives and
supervisors

- World-wide personnel recruiting services
- Training know-how and materials

- Uniform systems of economical operating
techniques

- Impartial application of standards and
controls

- World-wide advertising

- World-wide reservations and sales organi-
zations
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- World-wide private network of telecommunications
- Identification in the world travel market

- Reservation referrals from one hotel to
another

- Some sharing of risks
- Shared benefits of good business practices

- Logistical support by home office and regional
staffs composed of trained executives

- Group buying benefits

Methods of Compensation for International Hotel Chains

Methods of compensation to the International Hotel
company include incentive fees or participation in profits,
or a fixed lease rental income, or a fixed management fee,
or & franchise fee, plus special charges for technical or
managerial services, possibly a fixed charge per reservation
or room night, perhaps in the form of reimbursement of
system expenses,

In 1971, hotel companies operating internationally

included:

- Braniff Airlines

- Esso Motor Hotels

- European Hotel Corp. (several airlines)
- Flagship Hotels (American Airlines)

- Grand Metropolitan Hotels

- Hilton International

- Holiday Inns

- Howard Johnson
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- Hyatt Intermational

- Inter-Continental Hotels
- Knott Hotels Corp.

- Loew's Hotels

- DWW, Ludwig Interests

- Marriott Corporation

- Rockresorts Company (Eastern Airlines)
- Sheraton International

- Sonesta Hotels Corp.

- Steigenberger Hotels Ltd.
- Travelodge International
- Trust Houses/Forte Ltd.

- Western Hotels International (United Airlines)

Colombia's General QOutlook

During the 16th century, Spanish conguistadores
marched up the Valley of the Mapdalena River into the
Andes mountains, They hoped to find gold. Legend told of
El Dorado, an Indian king who took part in a dramatic
ceremony. His attendants powdered him with gold dust, then
rowed him into a lake., He submerged himself, and his sub=-
jects tossed in emerald and gold ornaments as offerings to
the gods,

Today Colombia with more than 600 mines, is a leading
producer of gold in South America. Most mines lie near the
country's second largest city, Medellin. Colombia also

produces 90 percent of the world's emeralds., The green
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crystals come from mines near Bogoté. No dynamite blast
and mountain-eating machinery. Workers chip away at the
thin veins with hand tools, Jjust as Indians did centuries
ago, In the capital and largest city, the gold museum
displays a 1796 karat emerald, the size of a woman's fist,

For all its gold and emeralds, however, Colombia's
real treasure is coffee, Some 300,000 farms, of about
fifteen acres each, cling to the sloﬁes of the Andes. In
the shade of banana trees, the berries of the coffee trees
slowly ripen, turning from dark green to yellow to bright
red, After three weeks, they removed the skins and pack
the coffee beans into large sacks.,

If you stood at the foot of an imaginary mountain
with a telescope, you could see sugar cane and cotton
fields in the low lands, coffee trees in the cool slopes
above 3,000 feet, and potatoes in the colder regions above
6,500 feet,

Even though western Colombia contains steep terrain,
the ma jority of Colombians live there. Farm villages cling
to alpine ridges, and modern cities seemed to crawl up the
sides of valleys,

Colombia, the fourth largest country in South America,
has an area of LL4L 000 square miles, about the size of
Texas and California combined, With a population of about
twenty-seven million, it ranks second in South America,
after Brazil, in number of inhabitants. Two thirds of the

population is concentrated in the country's highland regions
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covering roughly one third of the country. By contrast,
the eastern regions are scarcely populated.,

Most prominent in Colombia's topography are the
three ranges of the Andean Mountain chain., The Pacific
Ocean coast line is nearly 800 miles long, and the Atlantic,
or Caribbean, some 1,000 miles. Crossed by the Equator,
Colombia has four distinct climatic zones depending on
altitude: tropical, moderate,cool and cold., Bordering
nations to the South are Ecuador and Perﬁ; to the East

Venezuela and Brazil; and to the Northwest Panama.

Economy

Colombia has attained a solid foreign exchange
position, with large reserves and an excellent credit
rating. The current level of international reserves exceeds
the yearly value of imports or, seen in other terms, the
outstanding balance of the entire foreign debt of Colombia,

Expansion in exports of merchandise and services
has largely contributed to this unprecedented rise in the
level of international reserves., There is now greater
diversification in exports, with coffee representing some
60 percent of the total value; semi-manufactured and manu-
factured items some 20 percent; foodstuffs other than
coffee 10 percent; fossil fuels U4 percent; and other basic
products 6 percent. Among services, tourism has come to
play a relevant role with a yearly inflow of about $700

million.
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Following five successive years of dynamic growth,
Colombia's export trade contracted by about 27 percent in
value terms for the period January-November 1981, The
main factor in this decline was coffee. Exports other than
coffee amounted to $1.425 billion through the end of 1981,
just under the $1.436 billion recorded in 1980, Many agri-
cultural commodities performed well and the overall value
of these exports remained as in 1980. Of particular dyna-
mism were bananas, frozen beef, rice, beans and cacao,
which emerged as an export for the first time in a decade.
Fresh cut flowers and cotton fiber showed moderate growth,
but sugar, tobacco, and cheeses were off sharply.

The entire volume of foreign trade, including im=-
ports and exports, reached close to §8 billion in 1980,

a record high., Colombia's key trade partners are Europe,
the U.S. and Latin America, particularly Andean Group
nations. Exports to Europe are newly vigorous, and this
area now exceeds North America as a market for Colombian
£00ds .

Colombia's financial liquidity enables it to obtain
the necessary foreign financing for its larger development
projects., Foreign credits will cover approximately 50
percent of the 1981-1984 investment program, some $10.6
billion out of a total $19.4 billion package.

The private foreign investor is also finding Colom-
bia's business opportunities attractive., On the basis of

Joint Venture agreements, large scale coal and nickel
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mining projects are underway, and the search and development
of new o0il and gas deposits is picking up rapidly. About

71 percent of the outstanding bock value of foreign in-
vestment is associated with manufacturing. Foreign invest-
ment is associated with manufacturing. Foreign investment

in manufacturing rose by 31 percent between 1978-80 just

ahead of the 26 percent increase registered in overall foreign
investment. This spurt is investment activity follows a rela-
tively slow period in the early seventies and is indicative

of Colombia's highly stimulative policy of recent years.

The Colombian economy in 1981 registered a moderate
GDP growth rate of 3 to 3.5 percent per annum, compared with
grovth rates between 4 and 8,9 percent per amnum for the
previous five years, The projected improvement in the world
economic picture for the second half of 1982 should help
Colombia's economy resume a faster growth pace,

In 1982 recovery is predicted for export trade, both
in coffee, and in exports other than coffee. Colombia ex-
pects to become an exporter of non-ferrous metals by mid-
1983, when the Cerromatoso project begins production of an
estimated forty million pounds per year of ferr-nickel. In
subsequent years, mining products such as coal should become
an important component of the export mix.

A new pulp and printing paper mill will also begin
operations next January in the Cauca Valley. Owned by
Cartdn de Colombia, its production capacity will be 50,000

metric tons/year of bleached pulp and 60,000 metric tons/
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year of writing and printing papers. In Bogoté; Alcalis

de Colombia is about to complete a new electrolytic caustic
soda plant as well as the expansion of its iodine salt
refining plant. Bogoté's automotive assembly production
will also get a boost in late 1982, when GMC begins assembly
of its Chevette and Citation cars, expected to take é large
market share,

With current revenues off by 12 percent and current
payments abroad up by 15 percent, Colombia emerged from
1981 with a deficit of some $645.7 million, compared to a
surplus of $735.3 million registered in the previous year.
In spite of this trade gap, the intermational reserves
reached a record high of $5.6 billion, a 4 percent increase
over 1980, A good portion of the capital inflow related to
private foreign financing was destined for the development
of the E1 Cerrejéh and Cerromatoso nickel mining projects.

Colombia's energy profile has improved in the past
year, not only due to the recent discovery of important
0il fields in the Eastern Plains, but also because of the
recent completion of the national electric power grid. The
final link with the Caribbean coast power system gives
Colombia added stability in a network that now expands all
the major cities, the two coasts and the Venezuelan and
Ecuadorean borders., Further stability comes from the
500 Mw Chivor hydroplant that went on stream in mid-December
1981, ending the need for electric power rationing. By the

end of 1982, the 620 Mw San Carlos hydroplant will offer
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back-up to the national power system, covering expected
growth in demand through 1983.

0il prospects again also look good. The Eastern
Plains, mentioned before, are expected to become Colombia's
most important oil region by the end of 1982, The yield
by that date could be in the order of 100,000 barrels of
crude oil per day, compared with the present daily rate of
3,500 barrels. This kind of production could once again
make Colombia self-sufficient in its production of crude
petroleum and might also provide an export surplus by 1985.

The present rate of increase in Colombia's output of
crude oil--6 percent per annum--outpaces the increase in
domestic demand for liquid petroleum products, Contri-
buting to this trend has been the secondary development of
the upper Magdalena Valley oil structures, which have been
yielidng 33,000 barrels/day. Consequently, imports of
liquid petroleum actually experienced a 6 percent reduction
from January-October 1981.

Rounding out the energy picture is coal mining,
earmarked primarily for export. Coal mining will experience
a surge in 1983-84 when the initial development of the
Central zone of the El Cerrején coal field is carried out,
putting some 1.5 million metric tons per year on the inter-
national market. This will be followed in 1985 with a set
up in production from the huge northern zone of El Cerrején,
targeted initially at some five million metric tons per year.

This is a joint project of the Colombian mining company and
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the Exxon.,

Pro jections for 1982

For 1982-83 a substantial recovery in Colombia's
export trade is projected. Coffee is expected to register
gains of 12 percent, based on anticipated increases in the
price of coffee due to the most recent freezes in Brazil.
Colombia's inventories are presently high and the country
will again be able to act as a reliable source of coffee
as a tighter supply-demand situation comes into play on the
world market.

World economic improvements could contribute to a
revival of Colombia's manufacturing sector, since industrial
goods such as textiles, garments, cement and chemicals are
produced in large part for foreign markets, Public invest-
ment and urban construction are expected to continue their
trend of improvement in 1982 and 1983, The results in
agriculture are also expected to be favorable, except per-
haps in cotton, sugar and flowers which face possible drops
in intermational prices,

Additionally, domestic mining is expected to con-
tribute in the near future to & more stable balance of
payments. By 1985 all liquid hydrocarbous presently
imported, should be supplied from domestic sources. The
continued flow of foreign capital, mainly for mining

projects, should also help the balance of payments situation.
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Foreiegn Investment in Colombia

The favorable investment climate in Colombia has
led to an increase in approvals of new foreign investment.,
According to different data, the National Planning Depart-
ment granted approval for foreign investment projects
amounting to $230 million compared with $27,7 million in
1978 and $26.6 million in 1977. The step-up in foreign
investment activity is linked to the strong economic per-
formance of the past four years with GDP growth averaging
eight percent per annum, and to the amendment of various
regulations reflecting a more liberal attitude toward
foreign investment within the guidelines of Andean Group
agreements and standing Colombian Legislation.

Colombia has traditionally welcomed foreign invest-
ment, clearly establishing the rules under which the invest-
ment is accepted and providing fair and equal treatment.
Among the priority sectors in which foreign investment is
actively sought are: projects to increase production of
export; activities which foster a further decentralization
of manufacturing growth away from the three major urban
centers of Bogoté, Medellfn and Cali; and high risk ventures
in the field of mining and energy development.

Enterprises in Colombia are divided into three
categories in accordance with the degree of ownership of

national investors., These are:
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- NATIONAL: Enterprises in which the
national ownership of the equity capital
is no less than 80 percent.

- MIXED: Enterprises having a national

ownership of equity capital ranging
between 80 and 51 percent.

- FOREIGN: Enterprises in which the nationally

owned portion of the equity should not be
less than 51 percent. Inspired by the basic
common philosophy that foreign capital
operating on a joint venture basis with na-
tional capital, promotes & more rapid trans-
fer of know how and technology to local
entrepreneurial groups.

Decision 24 of the Andean Group Stipulates that
manufacturing operations fully or predominantly owned by
foreign investors camnot enjoy the benefit of the enlarged
regional market. However, foreign enterprises willing to
convert into mixed or national enterprises by selling part
of their equity capital to Colombian investors may also

enjoy these advantages as soon as an agreement is signed.

TABLE #1

Direct Foreign Investment in Colombia
(Book Value of Registered Foreign Capital Other Than

Petroleum and Natural Gas)

(U.S. § millions)

1978 1979 1980
Agriculture 7.6 9.0 11.1
Mining 30. hg,2 53.6
Manufacturing 572.6 648.9 749.8
Public Utilities o .9 .8
Construction ; 2.5 2,6 3.2
Hotels, Retail, Wholesale
and Restaurants 85.7 94,9 96,3
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Direct Foreign Investment in Colombia (Cont.)

1978 1979 1980

Transportation, Communs, 29.1 30.3 32,1
Banking, Insurance, Real

Estate 112.8 119.1 110.2

Communal, Social and

Personal Services .8 8 .8

Non-specified activities 2.4 2,7 2.9

TOTAL $844 .0 $957.4  $1,060.8

Source: Banco de La Repﬁblica

Tourism in Cclombia

The number of foreign tourists annually visiting
Colombia has risen to a level of 1.2 million (1980 figures)
and in the last five years earnings increased seven fold
from $93.1 million in 1975 to over $640 million in 1980.
The visitors are largely from neighboring Latin American
countries, North America and Europe.

Coordinating the development of the tourist industry
since 1968, the Colombian Government Tourist Office
(Corturismo) recently prepared a comprehensive national
tourism plan focusing on a number of different regions.
Corturismo's financial position was strengthened in 1979
by legislation empowering it to directly collect a special
tax for tourism development.

Corturismo and the private sector have plans to
expand the tourist industry through the construction of new
modern hotels and convention centers. Within two years

construction should be completed on four diversified con-
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vention facilities located in the cities of Bogoté, Medell{h,
Cali and in a small town called Paipa, which is northeast of
Bogoté. These will be accompanied by improvements in the
country's extensive air and highway services, and by train-
ing programs for management and staff of hotels, shops,
restaurants, travel agencies and local transport concerns.

The past decade has seen a rapid rise in the number
of tourists visiting Colombia from all over the world and
particularly from neighboring Latin American countries.
Almost three quarters of the foreign visitors came from
two bordering countries: Ecuador (43 percent), and Venez-
uela (31 percent). Nine years ago these countries accounted
for only about a quarter of the total number of tourists.
From 1970 to 1979, the actual number of tourists increased
twenty times, generating two-thirds of tourism earnings. In
the same period, tourism from Europe tripled, and visitors
from North America approximately doubled, From the rest of
the world, mostly Central America, the Caribbean and other
South American nations, the flow of tourists nearly doubled.

Air arrivals and departures grew approximately 12
percent between 1976 and 1978, with close to two-thirds of
the foreign air travelers arriving in Bogoté's E1 Dorado
International Airport. Airports in Colombia are owned and
operated by a government corporation which finances improve-
ments in landing facilities through an airport tax.

Colombia was & pioneer in commercial air service,

the first to operate a regular commercial airline in the
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Western Hemisphere. Avianca, the leading airline, carries
over seven million passengers annually, about ten percent
of the volume corresponding to international passengers.
While ocean arrivals account for only a small
fraction of Colombia's tourist traffic, the number increased

four and a half times between 1976 and 1978,

TABLE #2
Purpose of Travel to Colombia (1979)

Percentage

Recreation 41,3
Business 3.0
Conventions 23.1
Other reasons 32.7

Source: Colombian National Tourist Office

Colombia's strategic location on the northwest
corner of South America makes it ideally suited for
regional convention purposes, Colombia is now making a
strong bid for Latin America's convention market. A total
of four large modern convention complexes are to be com-
pleted by 1982 in Bogota, Medellin, Cali and Paipa.

These new constructions will supplement Colombia's
existing convention facilities in leading hotels such as
the 800-room Tequendama-Inter-Continental and the Bogota
Hilton, now expanding to 800 rooms. 1In total Colombia has
convention facilities in five major hotels, including three

managed by Inter-Continental (Bogoté, Medellin and Cali),
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and two managed by Hilton International (Bogoté and
Cartagena)., With a present total of 1,500 rooms, these
hotels have auditoriums and conference rooms of various
flexible sizes, full restaurant services and ample recre-

ational and social areas.,

Colombian Government Tourist Office

Corturismo was organized in 1968 with the main
purpose of promoting and financing the tourist industry.
Towards these ends, it gives assistance to the construction
of infrastructure works required for tourism development,
provides long term loans at moderate interest rates to
Colombian and foreign investors for various tourism pro-
Jects, and has frequently participated in the equity capi-
tal of corporations constructing modern hotels, particularly
in the cities most likely to act as tourist poles. In more
isolated areas believed to be of tourist potential, Cortur-
ismo has sometimes acted as a catalyst by building and
managing in the early stages certain basic tourist accommo-
dations.

"Corturismo has been given a sounder financial base
through the passage of Law 20 of 1979 which empowers the
agency to directly collect a tourist hotel tax. Estimates
place the annual potential revenue of this tax at about
$10 million “in 1981, permitting completion of some vital
projects as well as initiation of new investment programs

for basic infrastructure works, primarily along the



Caribbean coast,"1C In addition, Corturismo oversees a
Substantial line of credit extended by PROEXPO who recog-
nizes that the tourist industry has become a significant

source of foreign exchange for Colombia,

HOTEL INDUSTRY IN COLOMBIA

Classification of hotels: one to five stars
Number of Establishments: 142
Number of Rooms: 11,056

TABLE

Supply of Rooms in Colombia by Departments

Number of Number of  Percentage
Establishments Rooms of Rooms.
I

Bogota Lo 2,951 13.8
Bolivar 39 2,117 9.9
Antioquia 35 2,045 9.6
Valle 34 1,735 8.1
Norte Santader Lg 1,658 7.8
San Andres Lo 1,455 6.8
Magdalena 34 1,134 5.3
Atlantico 21 1,121 5.2
Tolima 36 964 L,s
Santander 25 857 4,0
Boyaca 32 743 3.5
Narifio 26 727 3.4
Cundinamarca 23 697 3.3

Note: Above figures include hotel rooms, motel rooms and
apart-hotels,

Hotels in Colombia account for 27 percent of the

lodging establishments, and 51 percent of the total rooms.

10nTourism in Colombia," Colombia Today Vol. 15, No.
(June 1980), p. 5.

30

2
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TABLE #4
Type of Hotel Number of Rooms Percentage
5 Star 1,614 14,6
4 Star 1,327 12,0
3 Star 2,609 23.6
2 Star 2,996 27.1
1 Star 2,510 22,7
TOTAL 11,056
TABLE #5
Percentage of
Type of Hotel Number of Rooms Variation
1977 = 1978 1977 - 1978
5 Star 1,514 1,61k 6.6
4 star 846 1,327 56.8
3 Star 2,231 2,609 17.0
2 Star 2,065 2,996 45,0
1 Star 2,455 2,510 2,2
TABLE #6
Number of Rooms in
5.4,3 Star Hotels Percentage
Bogota 1,662 30.0
Antioquia 1,083 19.5
Valle 745 13.4

Magdalena 564 10.2
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The average number of beds per room in 1978 was
2,14, 1In terms of the number of guests per room it varies,

depending upon the hotel classification:

- Five star hotel..eoss 1.3

- One star hotel.eesess 1.8

The biggest revenue center in hotels is the Rooms
Department, with an average of 63 percent of Sales.

The northern part of Colombia, reveals a strong
increase in the number of hotels, In 1977 for instance,
there were 44 hotels, and in 1978 there were 51 hotels, an
increase of 15 percent.

In Bogoté, the total number of rooms is 2,285,
which represents a 77.4 percent, showing that it is the

region of the country which has the most qualified supply.
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CHAPTER III
THE DATA AND THE TREATMENT OF THE DATA

The Data

The data of this research are of two kinds: primary
data and secondary data. The nature of each of these two
types of data will be given briefly below.

The primary data. The responses obtained from the

questionnaire and the personal interviews with the Operations
and/or Finance representatives of the different International
Hotel chains was the main source of primary data.

The secondary data. The published studies, texts,

codes and reports, and the unpublished dissertations and
theses dealing with either the basic requirements of the
International Hotel chains when investing in Latin America,
or dealing with the Colombian Laws and regulations concerning

foreign investment are the types of secondary data.

The Criteria for the Admissibility of the Data

The responses from the questionnaire and the personal
interviews and any other data that deal with the basic
requirements of the International Hotel chains when invest-
ing in Latin America, was used in this study. The companies
representatives which were interviewed were from: Hilton
International, Inter-Continental, Holiday Inn, Sheraton,

Hyatt International, and Marriott Corporation.
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Only the regulations and requirements that deal

with foreign investment in Colombia were considered and used

in this study.

The Research Methodology

The methods and procedures used in this study will
be related to the descriptive survey method because the
researcher will be gathering the data by means of personal

interviews and by a questionnaire,

Specific Treatment of the Data for Each Subproblem

Subproblem one. The first subproblem was to deter-

mine the basic requirements of International Hotel chains

when investing in Latin America.

The Data Needed
The data needed for the solving of subproblem one
were the different basic requirements that the International
Hotel chains have and/or follow when investing in Latin

America,

The Location of the Data
The data is located within each of the Internmational
Hotel chains studied, specifically in the Latin America

division.,

The Means of Obtaining the Data

The data was obtained by means of mailed questionnaire
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and interviews using a tape recorder. The interviews were
conducted at the headquarters of the hotel companies when

possible, and its length varied depending upon the inter-

viewee,
The Treatment of the Data and its Interpretation

The data was compiled and classified according to
the requirements of the international hotel companies,
Then, each individual hotel's basic requirements were
analyzed. Once this was done, the researcher did summarize
the most common and basic requirements of the international

hotel companies.

Subproblem two. The second subproblem was to

determine if Colombia meets these basic requirements of the

International Hotel chains.

The Data Needed

The data needed for the solving of subproblem two
were the different laws and legal requirements that foreign

investors have to fellow when investing in Colombia,

The Location of the Data

The data was located in the law codes, law books
and official Colombian documents that deal with foreign

investment in Colombia.
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The Means of Obtaining the Data

The data was obtained by means of an intensive

research in the different sources indicated above,

The Treatment of the Data and its Interpretation

The data was organized as follows: first the data
that deals in general with foreign investment in Colombia,
including the tax holidays, government incentives, the
process that Multinational companies have to follow, re-
mittance of profits and so forth.

Once the data was organized, the researcher did
proceed to analyze and interpret it in order to find out if
Colombian laws meet the basic requirements of the Inter-
national Hotel chains or not. Based on this previous result,
the researcher found out whether or not there was the proba-
bility of reaching an agreement between the Colombian Govern-
ment and the International Hotel chains, in order for Colombia
to attract more International Hotel chains, and hence, more

foreign investment.
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CHAPTER IV
THE REQUIREMENTS OF THE INTERNATIONAL HOTEL CHAINS

THE SHERATON CORPORATION

INTRCDUCTION

Sheraton was founded by two former World War I
aviators and roaring twenties entrepreneurs; the two saw
real estate investment opportunities during the Depression.
From a meager begimning of a two hundred room hotel in
Springfield, Massachusetts, the chain has grown into more
than four hundred and twenty hotels, with approximately
110,000 rooms in 53 countries,

Rapid expansion of Sheraton was accomplished by
buying up of existing hotels which exhibited an increase in
the value of real estate, This was done by merging with a
reality company. Sheraton, in the beginning, had ventured
to take a path of expansion much different from the com-
petitors. The founders emphasized that the company should
own the hotels they operate and hence, the feeling among
security analysts was that they were more in the tax business
than in the hotel business.

The philosophy of the founders was that Sheraton is
a hotel chain, cum tax shelter, cum real estate investment
trust. The founder of Sheraton felt, at that time, even if

he breaks even in the business of running hotels, he is
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still ahead by quite a few million in the real estate
business of owning hotels.

As owner of vast amounts of hotel property, Sheraton
had naturally combed the ins and outs of real estate tax
from top to bottom. And by so naming Sheraton as much like
a reality company &s an operating hotel chain, most of the
company's earnings were taken by the owners in the form of
depreciation under the extra lavish real estate allowances
offered by 1954 revenue laws, This allowed him and gave
him cash to finance investments and improvements.

With real estate values declining, Sheraton revalued
its assets and cut its net asset value by 12% or $74 million.t
The expansion goals set by the company could not be achieved
from internal financing or by borrowing money. The time had
come to franchise hotels and operate hotels overseas under
management contracts and thus follow the lead taken by other
international hotel companies,

A multinational company was actively seeking com=-
panies which had growth patterns equal to or better than
their own. It also looked at industries which were resis-
tant to cyclical trends., This multinational company was
attracted to Sheraton because it had an extremely good name,
a name not limited to geographic area, and one which could

be used around the world, So the stage was set, whereby

InTax Duplications in Foreign Countries," Dun's
Review, June 1964, pp, 33-Li4,
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Sheraton could expand intermationally with the support

and backing of this multinational company: ITT.

A, CRITERIA ESTABLISHED BY SHERATON PRIOR TO EXPANSION
OVERSEAS

I. Primary Considerations

a) 1In the years 1945-1950, Sheraton aggressively
sought investments opportunities overseas where the
value of real estate would increase significantly. The
founders of the corporation felt that real estate had
been the first value to decline in the depression over-
seas, especially in Japan and Europe, and had dropped
the furthest. BReal estate values would also be the
first to come back in the recovery, they felt eventually
had to come. The first opportunity was in 1949, when

two Canadian hotel chains were bought.2

b) Sheraton had been limited in its international
expansion because of financial reasons due to both the
opportunity for and availability of financing. Sheraton's
past marketing penetration based on opporfunistic ceri-
teria evaluating development sites and hotels offered
but not selecting its own markets and sites. Overseas

expansion outlimited needed a capital outlay of §365

2nSheraton Corporation-Expansion Plans," Hospitality,
December 1969, p. 68.
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million.3  These funds could not be raised by
internal financing or by taking loans out., Hence,
the philosophy of the company was changed in 1970,
whereby Sheraton became the manager of hotels
rather than the owner,

c¢) Certain cities were initially selected because it
was envisioned that there would be tremendous real
estate values., Another important reason for the
selection of certain areas was the fact that marketing
studies had revealed the need of cities that are
gateway cities, most of them with more than a million
inhabitants, plus a projected or actual one million
annual air passenger flow and projected increase in
air traffic. So their strategy was to expand into

prime tourist destination markets,

ITI. Tax Considerations
a) These played a major role in their decision to go
overseas, For example, in 1969, there was a great
need for hotel rooms in the city of London, and
British Govermment was offering $1,000 a room tax
exemption for every new room built in London. This
was a primary consideration to build a hotel in

London and it was built by The Sheraton Corporation.

3"ITT Learns the Hotel Business," Business Week,
November 3, 1973, p. 55.




b) The initial feasibility study conducted by

Sheraton looks at the tax structure very

closely:

1l -

Is there a double tax treaty between
the foreign country and the U,S.?

What are local regulations on "with-
holding tax" on foreign companies?
What are the ramifications?

Is there a foreign Tax Access Rate in
the host country?

Are these Deemed Taxes in a foreign
country payable only on complete
earnings?

Is there a foreign tax credit so that
the taxes that are paid overseas can
be credited to the taxes paid in the
United States?

ITI. Guarantee

In 1969, Sheraton had descended on a massive

overseas expansion plan: "Our segment of

expansion programs calls for addition of thirty
new properties at a cost of $381 million vs $81
million put in by investors which Sheraton will

manage," this was said by the President of the

Sheraton Corporation.

L1

Until this expansion plan was announced, they had

not sought any kind of guarantee, nor did they

back OPEC insurance.
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IV, Expansion Philosophy

a) Sheraton was aggressively expanding overseas
because extensive studies conducted by their
marketing department and by that of I.T.T., revealed
that they had an extremely good name; a name not
limited to any geographic sector, and one which
could be used around the world,

b) A country is evaluated on the basis of whether
it would be able to provide the market for the
services they offer.

c) The corporate philosophy has been changed as
far as building of hotels goes. From now on

Sheraton will not own any hotels, but rather manage

them.4

B. CRITERTA USED FOR DEVELOPMENT OVERSEAS

I.

Financial

a) Extensive studies are conducted by the marketing
department of Sheraton, I,T.T. and more often than
ever by an outsider (Accounting Firm), who conducts

a feasibility study to determine the viability of
hotel development in a foreign country.

b) Sheraton endeavors to follow the rules and
regulations that are applicable in the host country.
Being in a service industry, it has to be very careful,
that it does not tarnish the public relations image.

c) The decision to form a corporation, sub chapter

buNews from A1l Around the World," Sheraton World,

VvolebBooNood, March 1974
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corporation syndicate of any hybrid combination
is dependent on location of the site. However,
the form of organization already exists and could
have an effect on the type of ownership or lease,
the financing or the type of property which can

be acquired or used,

In case of trust or a joint venture, the agreement
spells out certain types of potential sites that
are acceptable,

d) Feasibility studies dictate whether the

pro ject would be economically viable or not. After
that a financial analysis is undertaken to deter-

mine:

1l - Gross Revenues
2 - Discounted Cash Flows

3 - Average Room Rates

e) An important consideration of the financial
study is to determine how the expansion overseas
will affect the financial structure of the parent

company. Some financial considerations are:

Return on assets

Distribution of earnings

P/E ratio

5w N e
i

Adequate coverage of fixed charges
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5 = Profit margin on sales
6 - Return on fixed assets

7 = Return on net worth

IT. Local Currency Loans

a)

Dollar Loans

1 - Foreign financing of hotel projects is used

for import of goods and services~-this is
perhaps the only source and is exclusively
done by government owned credit institutions...
Export-Import Bank, Sheraton makes their
investment through the Export-Import Bank,
Sheraton also involves the Agency for Inter-
national Development (AID) who participates

in numerous national development banks and

has provided them credits which in theory

may be loaned to hotel projects.

ITI. Stability

a)

b)

Sheraton is not looking at diversification as a

means of strengthening their position in the

hospitality industry, but they have entered another

market, that of the "rest care center."”

Their main purpose of expansion has been so that

they could take advantage of mass marketing,

merchandising and strengthen the referral system.

But Sheraton Hotels and Inns will continue to
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stress quality in diversity. "Sheraton
does not consider standardization of
design as important as maintenance of
high standards of services," says the
President of the company, for standardi-
zation does not permit proper site selec;
tion, utilization and maximum exploitation
of local characteristics,

c) Country social and political climate was
not thoroughly examined until recently
I.T,.T., has an information file on rules and
regulations for each country. So Sheraton
has access to the files now, and is able
to evaluate each country's so