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ABSTRALCT

Guatemala has received antensive foresian 1nvestment
since the early 19'e to develup e.port agricul ture,
manufacturing and mneral i1ndustries, This study focuses on
the years after the 19%4 revolution and esperially on the
results of the Central American Common Marbet and the
Alliance for Progress programs that encouraged foreign
investment in manufacturing 1ndustrivs tor the reqional
market, While the results show Qood returns for 1nvestors
there were limited gains 1n the economic, social and
political development of Guatemala. These results led to
numerous debates over whether foreign i1nvestment 1s
therefore good or bad. These findings sugaest that neither
conclusion 18 sufficient, bLut rather that Guatemala and
imilar countries need domestic policires that encourage
domestic investment and socilal and political development 1n

addition to foreign investment for econumic development.




fYou .

tistful nt Ameritcsan uyust

seeds a small

Guatemal o,

are a figt gl A

with

tiattul ot hope.

Defend t1t, deétmnd uz ... Lecaunse
1N the darl Rourts o were the
honar, the pride, the dianit.
of the HAmericas.

Fablo Neruda, (754,

a

sometimes known derisivaly along with

Although 1t 18
other Central American nations, as a banana republic.
Guatamala is thye largest economy 1n Lentral America. @
region long considered critical to U.5 business and
security interests.

Since the 1(B70’s, fore1an bLusiness has enjoyed 4
hospitable investment climate in Guatemala, Not onlv does

abundant

the country possess

sach Guatemalan leader from the

esager for some semblance oOf

welcomed foreign investment as A

Qoals, and thus guaranteed

climate. Indeed,

rule: Carrera (1840~-1865) ,

(1873-188%5), Manuel Estrada

1t A

it has been a long history

Cabrera

neatural resources but also

time o0t Ratael (Curreara,

economic development, has

means o+ +inancing these

"stable" i1nvestment

of strong=-man

Justo Rufine Earrios

(18%98-1920) , and




General Jorge Ubico (i9.1-1vd4d:,

The earliest busineds interests tool advantaece of thege
tvo situations and esestablished strongholde  on wpor t
agriculture. In the early 1900's German capital cont 1buted
much to the boom i cofétee reportas. But gradueliy  an
AmEerican  company, engaged in the cultiotion oar hanalin,
attenuated the GBerman 1nfluence and by the &nd of the first
World War attained a dominant pogsttion +or  AMErican
capital. For the rest of the first half of the _ith contury
1t would be hard to exaggurate the 1nfluence or the United
Fruit Company on Guatemala.

Until the 1950's UFCO and two ot 1ts subuidiaries
prospered until they esasentially controlled the major
sectors of the Guatemalan economy: agriculture, finance,
transportation. communications etec,... Their political clout
poralleled their economic success, and the throe companies
would enjoy a '"close" relationship with the Guatemalan
qovernment who maintained the proper political stabilaity
that als0 fulfilled the U.S government's security
obiectives during this Cold War periad.

Yet in the 19%0° s, the retormst, nationalist
government of Jacobo Arbenz chellenged the U.S business and
secitrity interests as he sought to lessen Guatemala's
dependence on foreign powers. His actions in oftice upset
both the manner in which UFCO was accustomed to doing
business, and frightensd the U.S government who feared the

spread of communism in Latin America. Almost exactly thirty




FEAPY agn, at tor o (Wi TP! Cadr ] et 2 Cotrirennat ions and
accusations between ‘he tws countrive. Arhens'. qovernment
fell 1n  19%4, ousted by 3 coun «lleged t93 have been
directed by certain 2lenments ot the L5 government worl ing
closely with United Fruit,

The purpnse of this study 18 Lo traces aned analyse the
ascone, character and ettects o+ toreian thvestment
estadlished aftwr 1934 1n the nvestmant climatw secured by
the coup. After this ncident., the LS gought to male
Guatemala a showplace for democracy., and tg this end they
actively ercouraged private direct ‘. eign 1nvestment,

Foreign investment over these last thirty vyears 1in
Guatemala 18 & broad and complex tapic, but 1n thas
analysis it will be limited to?

1) a discussion of the climate for uvrivate 1nvestment
nurtured after (954 as the U.S government allaoted larqge
sums of loans and grants so Guctemala could be an eample
to the whole world.

2) A review of the special partnership bet.een private
investors and the U.S government 1n the si1:ties and
sevanties. In order to secure their business and security
interests, the U.S funded two programs that were founded 'n
the name of economic development for Latin America and had
the effect of rreating the conditions that spurred a boom
in foreign investment in a'i aof Central America. and
especially Guatemala. These programs were the Central

American Common Market (a landmark attempt by developing




natLns dependant on eopord AWAricul torieg PO estob) s, @
scheme o+ regional 1nteqration based on  the trade of
industrial goods). and the Alliance tor Frogrecs,

S} examplies of the specific characteriastics o+ rorean
investment 1n Quatemala durina thia period. An Iintens ve
e:amination of the 1nvestments 1n Guatemalan 1nfrastructires
will not be attempted, rather a more genwral | empierical
description of the role of fore19n caprtal wiil follow,
culminating with a detaried lnol at ancther paiae
tnvestment 1n Guatemala. that of the I[nternational Nyiclrel
Company.

In the literature it 18 most evident that the topic o+
foreign investment provokes strong responses, el ther
enthusiastically positave, or sharpiy critical, A
presentation of both views will be accompanmied by empirical
data, that while not alwavs accurate and reliable, give one
& general 1dea about the trends 1n fore:gn ttnvestmert 1n

Guatemala since 1954,




Chapter 1. LA UNITED FRUIT COMFANY

"Cuando sono la trompeta. estuvo

todo preparado en la tierra, v
Jehova repartio el mundo a Coca-f.ala
Inc.. Anaconda., I'ord Motore= -, Otr ...
enti1dades:

la Companisa Frutera lnc.

S reserve lo mas 1ugQqoso.

la costa central de mi tierra,

{a dulce cintura de America. .. "

Fablo Nerunda.




e oo At emala s te: tor o, N T ragrral
Mas Dl ] Vf‘d a Llgnl t+1 c\_“nt rc’l & g t g d(f_-_ (,9] upmt'_"'\f ot t he
ountry’s  £CONOMY. 3y r, past of Latin America. tor @

period of seventy YRarg pheginning in  the 1870°«, toreign
capttal, wirth littie regtricti10n trom the hast or capital -
Riporting countr /. wWag the wmarnr agent o+ developing and
t1nanulng agricul tura, port worts, railways, power supplies
and  other  basic  services. giv.ng  Guatemala its
char acteri1atic export orientation towards the markets of
Europe and Morth America.!' MWistorically, Great Britain,
Germany and the United States have baen the sources of
invastment 10 Guatemala. Guatemalans otten viewed the
British as harsh creditors since most of the Eritish bonds
were long standing obligations dating back to the 19th
century. [ndeed, the EBritish had concentrated ther
investment 1n  the financial areas through loans made
directly to the government or private f.rms through banbking
facilities., Primarily Britain had sought to acquire
interest 1n the Central American 1sthmus as a means ot
controlling future canal routes. However by the turn of the
century North American dominance in this aspect was
ectablished) the amount of new British capital entering the
region and specifically Guatemaia became minimal.? Since
the late 1800"s, Germany's contribution was substant:ial and
expanding by 19213 Germans dominated the coffee sectors in
such districts as Alta Veraipaz from where they exported

directly to Hamburg.® Although Germany was initially the




[ ]

domir bt +toreian  presence i Suatemala,  torrn Anericdan
investors and traders created o huge U.n economic leverage
over the region between the 1870°'s and the 17205,

Increasingly, the United States governmant felt that it
was their duty to work with these i1nvestor: ha exclude
Europeans and to develop stable internal regrme. that  were
considered necessary for a good i1nvestment climate.® [n
Guatemala this “partnersnip” would reach 1ts cenitth  with
the overthrow 1n 1994 o+ the qovernment of Jacobo Arben:z.
While this paper will concentrate on foreiyn investment
after 19%4, a qgeneral understanding of this process of
fo-eign capital expansion that began 1n the 137078 18
NeCessary,

The Spanish American War seemed to interest the Germans
in Latin America, QGerman newspaper editorials 1ndicated
that they would have liked to contest the Monroe Doctrine.®
However, from 1893 until the outbreak of World war 1,
conditions in the rest of the world never permtted Germany
to defy the Monroe Doctrine or oftend the United States.®
So Germany limited iteelf to promoting and protecting their
commerce, investment and emigrants 1n Latin America.? Some
of these actions would i1nclude: the blockade of ports, the
bombardment of cosstal towns, the seizure of custam housws
and the occupation of territory. Because of the possible
relation of these coercive measures tc the Monroe Doctrine,
author J. Fred Rippy claimed that the United States was

usually an interested party to them.®™




Marny German i1mmiygrarts were drawn to Guatemsl.s by the
coftee bhoom. Germany wae the major 1mporter of Luatemal an
coffee ( i1n 1900 they i1mported 40 percent ) and many ot
these 1mmigrants maintained credit ties to baniing houses
1n Hamburg and Bremen. These financtial cuntart: al)owed the
Sermans to take over many Guatemalan cotfer holdings 1n the
late 1890’3 and early 1900's when there was « period of
depression in coffee.®

In Central America the successful cultivation ot cotfee
had been started with national capital but 1t =ocon bDecene
dependent on eiternal financing. In Guatemala a sign:ficant
portion of the production and distribution ot coffee became
controlled by the Germans who although they were 1n
Guatemala and often married 1nto the local elite,
maintained direct commercial and financial ties with their
native country., Guatemalan efforts to maintain national
control over coffee production soon collapsed. The main
difficulty wam raising the necessary capital., Efforts such
as the establishment of & banking systam under the state
control failed and the bank was formed with strong
participation and control of foreign capital.t'®

Cuatemalan coffee producers alse lagged behind the
Germans in cultivating and harvesting techniquea. The
Germans had more capital and better connections, imported
the best machinery and Jearned the latest methads from

agronomists brought from Germany. Therefore, their lands



were able to si1eld more antt it teg I ~E R 3] ceabl e
portion of the landholding class 1n BVuatemal o was Ot Larman

descent., This along with the fact that they wuere primarily

engaged 1n agriculture made the German presence and
investment in Guatemala r~re palatable, especiall, to the
elites. [t was not sasy to 1dentitv "“German capital”, sinee

it entered the nation usually through domestical ly
incarporated banks and then lent to a local entrepenesur who
although of German descent, was a longtime resident marr)ed
to a Guatemalan.!'* Hence by 1915 the German community owned
‘U percent of the coffee plantations 1n Guatemaia «nd vyet
they produced 40 pesrcent of the total harvest, =

Since the 1870’s as Guatemala grew more heavily
dependent on coffee for export esrnings, the political
power of the coffes growers grew along with coffee's role
in the financing aof public works, '3

The lack of adequate transportation 1n Uuatemaia had
weakened Guatemalan attempts at developing and maintaining
the system of coffee production. FProducers totally depended
on foreign shipping lines to qget their coffee to market,.ts
In 1873 the new liberal regi:me set out to construct badly
nesded roads. Much 0f this system was completed by 1876, [n
this way, ¢the capital was linked to the citiexs of
Quezaltanango and Hushustenango and to the pacific ports,
Other roads went to San Salvador and the Atlantic port of
Santo Tomas.'® The regime financed the construction with

torced loans and taxes an rural properties and provided for




1ts maintenance iy redquiring rach naAl Yo owbird 36 Fedal P
dave A y@ar,'® The first railroad was contracted 1n 1377
and 1880 to William Manne and huilt with nationes! capttal.
It linked the port of San Jose with EscuintlailB83d) and
with the capital (1884). The contract provided tor tinancial
help trom the State for Manne's company, N CONCESELONE
and ta: wairvers. In 1884 the Atlantir pourt later | nown as
Fuerto Barrios was founded and construction was begun (
again with national capital ) on the Northern Raitlway,
Howsver in 188% construction was halted.'” The Northern
Railway was not finished unti] (908, atter having been
contracted in 1900 to the Centra! American [mprovement
Company Inc.'® This would be the beginning of a qgreater
presance of North American capital 1n Guatemala., The
earliest ventures 1n forergn i1nvestment 1n Central America
are closely identi1f1ed with certain strony personalities
who gquided them. Perhaps one of the most tamous of these
"characlers” was Minor C. kKeith who's name is linled
inextricably to the railroad and banana industries of
Guatemal a,

Shartly after construction of the nationally +unded
Northern Railway ceased, Minor C. keith visited Guatemala.
Born in Brooklyn, Minor C. keith had always wanted to build
railroads and so he went teo Central America and made his
fortune doing that. One of his major achievements was the
first 25 mles of tiack betwesn Port Limon and the Costa

Rican capital of San Jose. In 1871 Keith's uncle, Henry




Me:9aqs already a famous ratlraad man 1n 3outh Fmerica. 1.ad
invited ham to Limon. While that tracl was being laid $, 0l
men died including kKeith's three brothers. atter completing
the railroad keith's ne:t problem was tinding people to
ride 1t. kerth and the Costa Rican yovernment had expected
that passenger revenues would pay the operating costs and
the immense debts they had 1ncurred during construction.
'Rith’s solution was to plant bananas near the tracka, 1n
the jungles near Limon. By 1883 he owned three hanana
companies which shipped five million stems mach vear to U.S
markets from four Central American countries and he merried
the deaughter of a former Costa Rican president., His
prosperity was unexpectedly interrupted si: years later
when a New York bank failure stuck him with a debt of 1.9
mitlion dollars. Even though the Costa Rican government
bailed him out he sti)l]l had financial trouble. Hence., teith
went to Roston to speak with Andrew Preston, an owner of
the Boston Fruit Company. This trip resulted in the birth
of the United Fruit Company on March 30, 1899.%** He had a
plan for Ouatemala that had already proven successful in
his construction on the Northern Raiiway of Costa Rica.
Basically, some new snterprise had to come to the northern
coastal plains in order to make the railway profitable.
Keith saw that the lowlands traversed by the railwuy were
ideal for cultivating bananas and he was convinced that the
Northarn Rajilway could be completed and paid for with the

procesds of banana freight. He arranged for his United




Fruit Compuriv 70 establish plantations along the path  of
the ratliwav. Once the piantations hegan to bear truit teith
signed a contract on January t., 1904 to eextend the
railway. Sigred by Fercival Fargquhar, representing Minor C.
Keith and his associate William C. Yarn Horne, and Jose
Flamenco., Minister of Development tcr the anvernment of
Manue} Estrada Cabrera, this "Farquhar Contract” would have
a decisive 1mpact on Guatemala's future. Not ornly did it
bring about tne completian of the Northern Kallway., but
perhaps more 1mportantly it made possible the rapid growth
and ygreat success of the United Fruit Company in Guatemala.
At this time the Northern Railway and the United Frurt
Company ( UFCO ) were not associated, but as they gQrew
complemented each other.?*® Delmer Foss' summnary of the
generous terms of the "Farquhar Contract”" bear repmating &s
they allow one to see how the roots of North Amarican
economic power i1n lLLatin America .sg9an te take hold.
The agrcement concaded the contrwuctors the right
to construct, maintain and operate & railway +trom E)
Ran:hc to San Agustin..., the southern terminus of the
Northern Railway, to Guatemala City. The contractors
undertook to finish the railway within three and one
hal$ years after the Guatemalan legistlature gave its
approval to the contract, which it did on April 9. In
return for conatructing the railway, the contractors
were to receive no money. Instaad they were given land

and certain valuable rights and concessions. As soon as




the raitroad from ] Rancrha ¢ | Guatrond@i A L3ty v
completed and 1n operation, the AOvernment prumissn Lo
tranzsfer to the contractors, with out charge, all the
existing railway from FPuerto Barrige ¢t EiI  Randlio.
inclugaing all rolling stocy, Buiiding-, telear aph
tines, the whart at Fuerto Barrios. ang all othor  eowl
@,d movable property that helonged tea the Northoen
Failway. Th's was an outright grant - i1, rallway woulg
become the private property of keitr and Yan Mcrne, or
their company. The only limitat.ions te this grant were
that the concessionaires could not sgli the raitlway tc
the gqovernment cf any foreign country, and, wafter 99
years the qovernment had the option o+ buying back the
line Ly paving the then valiated price of the railwayt
the qoverrment had six morths 1n which to exercive this
option, anad 1f 1t did not do su the line bhelonget te
the concessionaires 1n perpetuity. The contractores were
given sections of shoreline measurir; one mle §n
length and one hundred vards 1n width...land whaich the
qovernment promised rever to tax or to eipropriate
uniess nacessary for national dw'ense. They were
granted tnirty square blocks of land ‘n Puerto Earrios
and 1,800 cabellerias, 147,000 acres, of other land.
The qovernment aleo guaranteed an anhual income of five
per cont on the satimated cost of $4.5 miltlion (U.S)
for fifteen years, N competing railrosds would be

allowed within twenty miler of the Puerto Rarrice -



Guatemal « Cit. ity and the gowseiromer:t el sed the
caontractors preteranced 1 cpntracts for erxtrenzlons or
br anches that might later be added to the main line@. In
one of the clausecs of this (ontract, which was to
become more and more i1mportant ac the barnwna 1ndustry
grew, the qovernment promised that ohips careying fruat
would be allowed to co1l At any time ot the dav or
ni1ght. Thia clause nnt only oupedited thy espor tation
2+ the firuit, but made nozsible the nnst wtficient use
o+ the raillroad because trains could be loaded and
unloaded at any hour. Another clause provided that,
aside from coffee, fll fruit arnd other agricul tural
products tranzported by the railroad would be free trom
export duties and local taces for a period ot % vears
beqginning ir 1994,,, Aside trom mnor restrictions and
regulations, ;nd the qovernmental laws applied to all
common carriers and railroads 1n Guatemal a, the
contractors could manage their railway as they plaased.
Moreover, they could purchase or lease other railways
or they rould combine with other rajlways i+ they so
desired. .. 31
Obviously the terms of the Farquhar Contract
openst up Buatemala to Minor keith’'s United Fruit Copmpany
in a way that oftern seems inconceivable. Not only would 1t
allow the company to control the communications and
transportation networks of Guatemala's intericr, but aliso

through contrel of the ports and the railroads, any contact
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with the rest of Central America or the outside world. i3
1in other countries ot Latin America, this selling ot the
national resources seemed to the government to bhe the only
way path to economic development -~ thore were no o' her
financial alternat:ves, not the Guatemalan treasury and no
cther 1nterested {forei1gn 1nvestors, [t would te hard to
overstate the influence that the United Fruit Companv counld
now have on the Guatemalan economy.

In 1912, the directors of the Guatemala Railway Lompany
changed the:r name to I[International FKRailways Central
Ao ica (I2CA)., Shortly thereafter, [RCA obtained the
Guatemala Central Railroad and the other railroads in
Guatemala and E] Salvador so they soon controlled most of
the railway 1n both countries.*® Minor Keith had 1ndeed
guessed correctly, by 1914 the line transported over 7
miilion bunches of bananas and as the railroads linked the
interior coffes exports grew.a3

Potential investors usually sought some assurance of a
stable investment climate in which they might obtain
profits and have a secure sxistence., In tre early 1900's, a
measure of this essential soundnuess was a strong lesader
successful at contrelling the various sectors of the
population. In Guatemala since the rule of Rafael Carrera,
political stability seemed assured. When he diad in 18435,
he was succeeded by Justo Rufino Barrios who established a
12 year dictatorship (1877-1688%) and Manuel Estrada Cabrera

followed with a 22 year regime (1898-1920) - the longest




wrnnterrupted  ore-nan rolc o tn owantr ol Roer g, tniter tHesE
conditions the power ot the United OUtutes 0 Lentral
A“Meri1ca grew rapidly and the Wilcon ang Cewnli1doe
administrations demonstrated their willingnese tao wort with
North American i1nvestors to exclude the Europeans and
insurse stable 1nvestment conditions. [0 buateomal o bot ween
1917 and 1929 overail exports rose 67 porcent but e:ports
to the United Statoes e.ploded over 159 percent. Yot 16
1727,y DBermany was still the leagding market 1n Guatemal a.<*
The North Americans at least doubled theilr mport marlets
in each of the ¢ive nations betwean 91D and {929, 3% By
1920, the economic and politicral elites ot these countries
understood that not only ware they 1ncreasingly dependent
on North America. but also that the North was able and
willing to reinforce economic deoendence with direct
political and military 1ntervention.

The administrations of Theadore Roosevelt ond Will:iam
Howard Taft were thought to be the best exampies of dnollar
diplomacy. but Woodrow Wilson would refine thias practice,
Dollar diplomacy doms not refer to e:erting diplomatic
pressure by paying out bribes here snd there. In reality
according to Jean-bBaptiste Duroselle, "dollar diplomacy g
the use by American interests abroad of the political
suppcrt of their government, support which they solicit and
cbtain by every imaQinable means. Ingst:ziices o¢ *this would
be diplomatic eftorts to obtain certain modification in

customs laws, taxation, and requlation of concessions,



ts

marea g .treme forys woilld be prot Chi1ar Ot @M ) AN It ireet e
bv the threat or use ot torce.”$® Mo @ amplies o+  both
types ot afttorts bv the . Jover nment Absawrid, he
revsclution of (90T 1n Panaha was  1rcited by capirtalist

Interests with almost open support o+ the Nt Asde o an

government. =<7 In the Dominican Repabliac, ey SRt Ome
receivership 1mpounded S5 percert (ot tihe ‘N Miney tor
pavment of forerqgn debt s +rom ) v 1904, ‘hie country
rOLLD  romain v Fanancial nrotectorate antic 1 /4 ee |
dlraragua tn 1212, intervest1on was ndertal @ to protect
twno banks - BRrown Brothers and Compan.., «nd J.W Seligman

and Company®¥, and the U.S Marines staved and roliced
elections in that country until 1924.%° Actually, betweszn
1898 and 1920, the United States Mar:ines entered the
Caribbean no fewer than twenty times. *?

before assuming oft+ice 10 1913, Woodrow Wilson had
thaught little about the probiems ot foreign policy and he
had no experience in that field. EBut he held certain
idealistic principles 1n which he fervently belieoved, $®
Wilson maintained that man was sufficirently good and that
democracy was the most humane and most Chrintian +orm of
government., Evary people must then be capable of
sel f-government. [+ they do not achieve 1t by persuasion.
it may sometimes be necossary to 1mpose it upon them by
force.®? For Wilson the true way was to use American power
to insure '"the slow and steady improvement ot mankind

through the spread of a retormed and socially responsible



demopcratic capttalrsm. 3% nege preceopts would cortainids
“tfect Wilson's fore1Qgn policy towards Certral nmerica.

Upon his entry tn otfice, Wilson souaht to assuage the
rears and suspicions of Latin Americans who had sesn the
effacts of Roosevelt’'s and Taft's dollar diplomacy. He
pwresented his policy 10 a4 gpeech 1n Mobile. Alabama an
NQctober 27, 19170

Interest sometimes aeparates nations, but s mpathy

unites them. Therefore one should not build tore1qn

policy 1n terms of material interests, | want to take
this occasion to say that the United States will never
again seek one additicnal foot 2f territory by conguest
vo-We dare not turn from the principle that morality and
not expediency 18 the thing that quides us, and that we
will never condone iniquity because i1t i3 most convenient
to do soc.>*"

Wilson began by dencuncing i1mperialism and the dollar
diplomacy and intervention of his nredecessors. Eut as Dr.
Arthur 8., Link commented:

The vears from (913 to 1921 witnessed intervention

by the State Department and U.S Navy on a scale

that had never before besen contemplated, even by

such alleged imperialists as Theodore Roosevelt

and William Howard Taft, 3

Wilson’'s 1nterventions 1nto Central Amer.ca would also
contribute to the increased protection of the North

Amarican investors, His Secretary of State William Jennings
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ryan  would b proud Lo be associated With o pr e tdent who
had "“"opened *he doors ot all the weaker cointrise O  an
invagion af éAmerican capital and Aamerican enterprise. '3’
When Germany demonstrated :1ts desire to e:tend i1nvestments
in Haiti, Wilson warned the haiser:

Certain sorts of CcONCesslons granted .

qover nments 1n America to Lurconeanm financiore

and contractors...miybt lead to neasures which

would rmperi! the political! i1ndependence, or at

least the complete political avtonoimy ot the

American states involved.3®

Thus one of the Wilson administrations contributions to
the increased protection 0f North American investors was
the extension of the Monroe Doctrine to European financial
as well as political and military 1nterventiun.3®® Calvin
Coolidge’s ramark i1n April 1925 to the United Press further
resounded the theme for the 1920's. He said that North
Americans and their property “are a part ot the general
domain of the nation, even when abrgoad...There 18 a
distinct and binding obligation on the part of
sel f-respecting governments to a¢ford protection to the
persons and property of their citizens, wherever they
be."4® S8Since the tims of Theodure Roosevelt :t was
abundantly clear teo the economic and politicel elites of
Latin Amer:ca that the U.S was quite willing to enforce the
Latin Americen’s economic depesndence with direct political

and military intervention. Une Latin American leader wha




recognized Lhiz realit, ani  accepted 1t was Goatomal an
leader Jorge Ubico,

By +he 1970 s, the perica of Joraoe Ubico's
dictatorship, the larqgest share of foreign nvestment 1n
Buatemala came from the United Stateas. The North FAmerican
preferad direct 1nvestment as opposed to e tending loans,
Hence, most ot the United States involvement 1n buatemal a
was conductaed through large multinational corporations or
through direct ownership of domesticelly incorporated
firma. In this manner. the North American presence was much
more visible that that of German and Eratish capital. In
their preferenca for certain sectors of the sconomvy. North
AmMerican capital would i1nvest in key areas where 1t was
crucial, but it also resulted in North American domination
of pivotal portions of the ®|CoOnOMy? transportation,
communications and public utilities,*t

The United Fruit Company constituted the largest
foreign or domestic enterprise in Guatemala, and relations
with this huge firm, called "El Fulpo" (the Octupus) were
of critical importance to the economy sspecially during the
Ubico period.*® Previously with Guatemala solely depandent
on coffae exports Ubico had ruled the country +or the
coffes oligarchs between 1931 and 1944,4% For reasons
mentioned earlier, Ubico and other GBGuatemalans loocked
favorably on the Cerman influence concentrated 1in
agriculture. Yet in this major economic sector, United

States coffee purchases slowly :.ertock Germany’'s between
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1974 and 1776, and by 17227 outranbted Germaals s - hare o
percent to 19 per cent.** and with Wrerid War [ Guatnemal a,
under American pressure, eMpropriated the lands 9% Lerman
coffee barons and tne aconamy was dominated by United Fruit
a3 banana prices recavered faster than cottee prices rtrom
the OUreat Depression as the U.S marlet and the WHCL became
more tmportant to the Guatemalan treasury.=®

UFCD was the e:clusive marleter and virtually the cole
producer of Guatemala's banana crap which qreatly e:panded.
rhough still second to coftee, the ratio ot banana to
coftfee 1ncome changed from 1 to Y 1n 1920, to | to 5.9 in
1932. Guatemalans viewad this change with favor since 1t
seened tOo be an opportunity to break the nation's complete
dependence on coffes expaorts. At least dependence on two
crops was better than total dependence on one. In addation,
the two crops grew 1n different climates and wer e
cultivated in different parts o+ the republic. Hansgnas
opened up previously unproductive jungle lands.** [hrough
the Farquhar Contract that Minor Keit). had obtained. UFCQO
controlled the wharfs in the principai ports antt owned
considerable railroad track on its lands as well as through
IRCA now its subsidiary.*?” In the mid 1930's UFCO had
Qained contreol of IRCA. At this time they had considered
building a port on the Pacific Coast of Guatemala in order
to ship its weast coast bananas. A naw west coast port would
compate with IRCA who at ¢this time had some financial

problems. UFCO decidad not to build the port and a1d the




raitlraoad. [n return tor theirr assigstance they recel e 4d
percent of the rairoad's stoct.*® [(n  this marner yroeQ
controlled virtually all the tracl 1n the republic ang tne
transpart of bananas to mariet could come bofore anv pther
cargo. As author Fkenneth Grieb points out, while the
corparatxoh only constructed e:tractive r.ailroads and port
facilities where they served 11ts own plantationg ang
enterprises, they were the only entity willing to invest
capital in railroads and ports 1n Lentral America. /At | past
they provided some sort of rudimentary transportation,s®
Since UFCO through its "Great White Fleet" also provided
the principal service to the nation’s Gulf ports, they thus
controlled much of Guatemala's access to other nations,
From 1938 to 1937 Ubico consolidated UFCO'sw
concessions, After eipropriating OCuatemala’s electric
enterprise from its German owners, he turned 1t over to
UFCO. In 1904 the Company had been granted 170,000 acres of
the most productive land, Ubico extended their holdings
until they controlled 42 percent of Guatemala’s lands. In
addition, UFCO was eempt form all taxes and import
duties.®° A UFCO subsidiary Tropical Radio and Teleqraph
dominated the communicetions +field. %! Ubico attracted
other North American firms to the Republic. He felt that
establishing ties with the hamishperes greatest power and
world financial center would benefit Guatemala as 1ts
proximity to the U.S offered trade advantages that could

serve to stimulate the country’s export sector.®® (Qther
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North OGmeri1can  tirms  wolld o ontr ol e wect ot
internaticnal transportation: W,k Groce il Companv, the
Panama Mail! Steamship Company. and FPan Aferitan  A1rways.
The only ather communications firm providing (nternational
s@rvice was Al]l Anerican Cablag, The First Nati1onal Caity
Bank of New Yorlb Zperated a branmch 1n Guatemala ity that
was one of the targest banis 1n the onation, The  largest
department store n  the rcapital, Fosenthal o lirjos and
wtrtually all the principal firms an the field at+ publac
wtilities wwre 1n North American hands. Morth #American
capital was aldo presant 1n finance, ratailing. and mneral
extraction.®®

Yot since UFCO was by far the largest toreign
entarprise in the country and indewd in Central America and
the Caribbean, their intluence was most leenly frlt. &=
their financial and technical resources vastlv sxceoeded any
of the arsa’'s governments they were virtually the only
source of si1zeable external investment and anvy hreat to
take its capital and resources of a country with a more
pliant governmant, was most seripus.®® It 1s this arguement
that Kenneth Grieb uses to explain why Ubico allowed the
growing foreign contreol of Guatemala®s economy. According
to himy, foreign govarnmenis, corporations and financiers
ware Ubico’s only potential source of external capital for
his development objectives - and they were eassential given
the inadeguate internal capital and technical resources.

Ubice and his advisers welcomed North American +ti1rms and
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"ploaced & higher v JJue on sPeuring thoectment witl, vt o
range 1mpact an the domestic economy., rothey thoar inon the
technicalities ot the transactions: the, wero determined to

attract 1nvvestment through liberal torm~. r1qtd adherence

to contractual ot pulations LT A | Rorniest
xedme oo st by o, ar.  throtgh G et g . ¢ T table
g .ernment nnder whi € 1L.TINP &N 25 cd ol tonction

eriectivel, . (i ven the Depression and the pawcit, Of t1rms
rliling to 1nvest capilts. 1n Central nmerica., this policy
wa. snturely underctandable.” 99 Jther Guatemalans werse not
quite so ndecrstanding and 1n 1744 Ubi1co wave overthrown by
& coalition ot 1ndependent businessmen, :1ntellectuals and
military carceri13ts.®® The reality or the new government 1in
Guatemala and the emergence of the United Ltates ftrom World
War Il as an undisputed world power would determine the

palitical and wconomic climate for 1nvestment «tler (9%4,




Chapter J. THE AMERICAN CENTURY

America 1% the dynamic center of ever-widening
spheres of enterprise, America aas the training
canter af the skillful servants ot mankind,
America as the Good Samaritan, really believing
again that {t is more biessed to give than to
receive, and Amwica as the powerhouse o+ the
ideals of Freedom and Justice - out ot these
sleaments surely can be fashioned & vision of the
20th Century to which we can and wil]l devote
ourselves 1n Jcy and gladness and vigor and
enthusiasm. It is in this spirit that all of us
are called, pach to his own measw e o0f capacity,
and each in the widest harizon o his vision, to
create the firat great Ameri1van Jentury.

Henry R, Luce. (1~741()

Sing & song cf qQuetcals., pochets

full of peace'

The jJunta' s 1n the FPalace, they ' ve taien
out a lease,

The commies are 1n hiding., Just across the
streest

To the embassy of Mexi1co they beat a quick
retreat,

And pistol packing Peuritoy loois mighty
optimistic

For the land of Guatemala 18 nu longer
Communistic!'

Fetty Jane Peurifoy.




In the (94u's the United States emerged trom World war
[l wrapped the qlory né the "“"Rmerican Lenturvy’ committed to
exercise i1ts new +tound world status, fThey had recovered
from the depressian and carefu'ly nurtured N 1ncredible
econamy In a boom ot wartime proaoucticn, Jaonopoli.ced the
atomic bomb and with 1tz clear supremacy in the air and on
the seas they stood unchallenged as the most power+$ul
nation 1n history.?!

Guatemala emerged from the 194C’'s further !ocled 1nto a
two crop economy. In 1949 coffes accounted for about 72
percent of the total value of aexports while bonanas
represented about 14 percent of all exports on the basias of
customs receipts.® [n addition, the bulk of these exports
were destined for the United States. While in 1978 the
value of Guatemalam e:ports to the U.5 had amounted to &9.9%5
percent of the total, in 1948 this figqure would reach 92
percent, A further reinforcement of these ties to the
United States, was that 1n 1949 73 percent of Guatemalan
imports came from the U.S.9

During the wmarly postwar years officirals in Washington
~recccupred themselves with the now dependent nations in
Europe and Asia and much to the dismay of the Latin
Americans, Central and South America ranked far down on the
list of priorities, For Latin Americans, this
concentration on European reconstruction signified the

smergence of an East-West Cold War that they were




ingcreasingly  forced to particaipate 1n At o« [rICE tOr  an.
ard at all.® rhis would bring an endg to the "wone  Netpoghbor
Folicy" ot the honsevelt years, Lautor, as demanstrated 1n
the Truman administration, 1nterest was +ocused or what was
seen a3  the growth ot communicem .na matiomalism in Latin
ronerya. o the miqdd 19507, 2ar livr  ortontation toward
Europa had shifted and United Statims w1d proar ams would
concentrate on L,5 security object:ves and on assisting the
w2l ] being of U.3 private enterprise by fostioring private
U.S darect i1nvestment 1n  less~developed countries.®* From
190 to 1960 over hal+t of the total long term 1nvestment
yas 1n this form and the value of U.,sS direct a1nvestmen:
rose by over 80 percent from U.S$4,400 miillion to US$8.400
million.” The new wor!d economic policy that develcped
during this time would be challenged by Guatemala’s new
rulers after 1944 and the policy’'s ultimate success i1n 19,4
woull d shape the political ant¢ eronomic climate +or
investment in that country,

THE GOOD NEIGHBOR

No nations in the world were more dependent on the
United States than the five countries i1n Central America.®
Eut it was with great optimism that the "ccéfee and banana
republics” viewed the firgst few vears after 1945, for thaey
felt that this status might change.

At the start of the war in 139, offi1crals in
Washington worked out some agreements in order to insure

access to Central American foods and raw materials., Once




they had opposed an,thinag ot the sort, bnt pow they oven
accepted purchasi1ng quaotas on coffee ( although they wore
suspended as soon a8 the war enrnded ). Hence cofter? Qrowkrs
and others enjoyed a semblance of assur~d marlets and
stable and low prices. and watched the dollars pour 1nto
tatin Ameri1ca. Although partly out ot patriotis~ and partl,
out of 1ntense U.S pressure, these producers ot raw
materi1als accepted prices below those or the marlet, tha
balance of trade turned tavorahle.® BHut Latin Americans
accepted this relationship hoping that atter the war
Washington wuiild show 1ts appreci:ation with a ntream of
goods and investment. The Central Americans sL¢ tered
especially when the Roosevelt administration crushed these
ideas by moving to develop a postwar policy that was global
not reqgional. Folitical stability was e:pected whether jt
was enforced by a mictator or a more "democratic”’
Qovernment. As available resources went to other natians
considered to be most important for U.S security and trade,
little or no economic aid went to Latin America atter the
war.'® Spo by 1949 the US42.4 billion Latin America had
accumul ated by selling raw materials to the United States
had dwindled away. And the Latin Americans had little or no
development to show for it. They had cooperated during the
war in the faith that later they would rece:ve their “fair
share of capital and goods”.*?

The 1i1dea of foreign aid had come through Roosevelt's

New Deal. When they realized that trade sxpansion was not




prssible  unless tareilan nations pnssessed or Zould acguire
tfunds to buy American gQods Conyress creatid the
Export-Import Ban) to locan dollars tor purchascs of
Ameri1can goaods abroad.!? Soon the Roosevelt administration
decided that perhaps & multilateral approach would be nmore
economically efficirent and neutrall e ant 1 -American

sentiment. Their first eééorts at this were the proposal

for the Inter-American Kank and the {ntoer -KAmer 1 can
Development Commissinn (IADC) that was established with
Nelson Rockefeller as chairman,?®s This Approach to

multilateral:1im meant that Latin émericans would need
supervision 1n the disposal ot U.S5 +unds but also 1n the
disposal of their own funds. For under U.5 gquidance,
economic development would be chanrnelied into areas
conplementary ( not competit:ve with ) with axi1sting U.S
industrias. Under these terms Latin Americans would be
given a share.'”® For as Roosevelt said 1n 1940: "Give them
a share. They think they are jJust as good as we are, and
many of them are."'® [In this spirit, development loans
became part of U.S economic foreign polaicy.'*®

THE ESCALATING COLD WAR

From the United States’ presccupation with Euraopwan
reconstruction agsfqed an escalating Kast-West Cold War.t?
The faeling at th@ time wees that tre feared 110k up of
Latin America with communism could be prevented by a more
direct and cheaper program of ailitary aid. At the end of

1948 dictatorships in Feru and Veshssusla hecamw warly
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recipients ot large-scale U.S milit wy «td. Bub aéteor 1944
the retormist-nationalist government of Juan Jose irrvalo
1N Guatemala received nO a1d &t all.r® The Truman
administration continued 1n this vein by sponsoring the
Mutual Security Act of 199! which resulted 1n A buildup of
Mmilirtary assistance to Latin America trom  $200,000 in
fiscal (952 to several millijons 1n fi1acal 1957, The
economic dimension of this military a:1d was demonstrated by
a provision whereby the Latinsg agreed to limit trade with
Soviet bloc countries.:® A3 far as the nature o+ the U.S
Qovernments 21d shift towards protecting and encouraging
private investment, Truman proposed his Foint Four Program
which projected a benevolent exportation of American
technological know-how. He offered to include an i1nvestment
Qquaranty clause 1n this.*? The Eisenhower adminmistration
would take proposals such as this and buildup the American
position of vanqQuard against communist encroachment of the
free enterprise system, The event that singulerly would
mani fest this policy was the administration’s backing of
the Guatemalan coup in 1954 that toppled the democratically
electad government of Jacobo Arbenz. Before discussing the
particular climate sstablished in Guatemala after 1954, one
must understand the events in this country that led the
Eisenhower agdm nistration to take such steps.

THE “REVOLUTIONARY" GOVERNMENT OF ARBENZ

I have discussed the tendency of each administration

since the begQinning of the twentieth century to view



Lentral America as a region to ba opt "eate” ror smear i an
corporations., Obviously not all Central Americans shared
this viaw., Their feelings of bitterness towurds one
company. the United Fruat Company ( WFCU ) wre nupressed by
Alfonso FEauer Fai1z, Minister ot labor and ktcoramy under
Arben:z,
All the achievements of the Company were made at the
expense of the impoverishment of the country and by
acqQuisitive practices. To protect i1ts authority 1t h.ad
to recourse to every method: political i1ntervention,
econcmic compulsion, contractual 1mpomition, bribery
and tenditious propaganda as suited 1ts purposes of
domination, The United Fruit Campany is the principal
snemy of the proQress of Guatemala, of its democracy
and of every effort directed at its mconomic libharation.®?
The United Fruit Company had 1ndeed prospered 10
Guatemala. DBestween 1942 and 1952 the company i1ncreased its
assets by 133.8 percent and paird stockholders nearly 62
cents ¢for every dollar invested. The company’s public
relations consultant, Edward Bernays recalled that 1t was a
highly profitable venturs largely bacause “"the company was
conducted like a private government”.®® Thomas McCann. who
worked for United Fruit for many ysars and then wrote a
book about it, obuerved: “Guatemala was chosen as the site
for the Company’s wsarliest development activities at the
turn of the contury because a good portion of ¢the country

contained prinae banana land and also because at the time we




entared Lentral Americ . Guartemal. = governoent  was  the
Fegion's weakest, most corrupt and mont plrahle. (n short,
the country oftered an ‘i1deal 1nvestmen: climate’. and
United Fruit's profits there flourished 1or t1+ty s@ars.
Then something went wroma! & mar named Jacob Arben: became
cresident, 3
Since the overthriow of Ubico 1n 1744, the tane ot the
Guatemal an gaovernment had changed. With the election of
Arbenz UFCO foresaw that 1dealistic generalities could g ve
way to action.?4 Arbaen: outlined his goals 1n has (naugural
addresst
Our government proposes to begin the march toward the
economic development of Guatemala, and proposes three
fundamental objectives: to convert our country from a
dependent nation with a semi-celonial wsociety 0o an
economically 1ndependent country: to cnnvert Guatemala
from a bac ward country with » predominantiy feudal
sconomy 1rto a modern capitalist state arnd to malke thas
transforration in a way that will raise the standard of
living of the great mass of our people to “he highest
level...Qur sconomic polqu munt necessarily be based
on strengthening private initiative and developing
Guatemalan capital, 1n whose hands rest the fundamenta]
sconomic activity of the country...Foreign capital will
always be welcome as long a8 i1t adjusts to local
conditions, remains always subordinate to Guatemalan

laws, cooparates with the economic development of the
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country ., and strictl s abitaine troam ntervening in the
nation’'s soc14l and political lite...Aqarran retorm g
a vital part 0ot aur program so that we can rid
ourselves of the latifundios. ..and wntroduce
fundamental changes 1n our primitive work methods., that
15, to cultivate uncultivated lands and those |ands
where feudal customa are maintained Incoarporating
science and agriculitural technoloay. *%

Several of Arben:’'s goals would conflict directly with
the interests of UFCO. He announced a priority of building
4 highway to the Atlantic 1n order to end IRCA/UFCOD's grip
on the natior’s foreign trade; he unvelrled pians to build
an eslectric power plant which would ¢ree QGuatemala from
reliance on the American-owned facility which at the time
was the only major gqenerating outlet 1n the country.2e
Having recel ved many privileges ¢orm the LGuatemalan
Overnment since the early 1900°’s, UFCQ’s offictals were
shocked in October of 1951 by Arbenz’'s refusal to mutend
WCO’s labor contract until the company pledqed to respact
the laws and constitution of Guatemala and accept the
QOvernment as the final arbiter in any disgutes bDetween
labor and managesmeant. In addition he proposed that the
docks at Puertc Barrios be improved, that rail freight
rates be reduced, that UFCO bugin paying export duties and
that the company consider paying compensation for the
"exhaustion” of Guatemalan land.Z®” These demands were not

tomented by communist infiltrators, i1n fact, manv of them
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SUER a3 = quvernmeat regurlation ot energy. Coumpaniees and
establishment of an autonaomoais National Fower A4Authority:
wages that toor 1nto account the general price 'level’;
regqulation of foreign businessesi industrialization to
lessen reliance on foreign tradet & capital gains ta:g and
public spending projects 1n transportation, communications,
warghousing. education and health carm - were recommended
1n a report on the economic development o+ Guatemala by the
International Bank faor FReconstruction and Development ¢
World Bank ) issued in 19%1,3%

As Arbenz assumed office, the IBRD 1n their report made
observations and conclusions 1n response to the way UFLCOD
had done business in Guatemala They remaried that recently
“the activities of the Government 1n fostering more
pragressive social and economic conditions have sometimes
created and imprassion that legitimate profit-seeking
enterprise is not lacked upoyr with favor. The 1mpression 1s
very largely psychological. '2® In fact. the authors of this
"Mission to Guatemala" sugpestad a review of the status of
UFCO’s relationship with Suatemala, much as Arbenz had.

It is the view f the Mission that if a few obvious

agjustmentsa can be made, both in the gQeneral attitude

toward foreign investment and in somy of the positive

aspects qgoverning it, the way might be paved for a

successful revision of the legal status ogoverning

activities of the United Fruit Company and the Inter-

nationial Railways of Central America 1n Guatemala. The
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basic ph losophy Gt the peroaant it & ¥ il t the
International Failways f Uentral Amer 1ca. conrluded 1n
1923 and running until the vear 2009, Jdor-s  not Appear
fiindamentally different from trat o+ the ¢+irst

cCONCRSS1ION gJqranted by the admimiltratior o+ Geoeral
Barrics as earl: w1877, The origitial contract with
the United Fruit Lompamny was conciuded 1n 1901, These
dates by themselves 11ljustrate the outmoded char acter
of these agreements. >”
The report also observed that
... foreign companies 3hould refrain from any direct or
indirect political activity against the Government: .and
they should accept. perhaps less reser vadly than they
have thus far done, the need to adapt their legal
status and their operations to changed corditions. Such
a change in sttitude would appear to be a prorequasite
to more positive maasures towards counstructive
cooperation. "3t
To be sure, the proposals of Arbenz and the IBKD would
upamt UFCO’s traditional business practices. But none would
be quite so threatsning as the Decree 900, the AQrarian
raform act of Juns 27, 19%2. Agecording to Walter [ aFebar
the 4.9 State Departasnt realized as early as 1950 that U.S
e*cONAMIC pPoOWEr, ves being challenged by Guatemalans who
defined the confrontation as being over who was to

determine the future use of their own property. ™=




THE DECREE 9
Fres;dent of a country where saome 90 porcent o+ the
Woriers wevre rural3d, Arpen: considered ' he passauye 3f an
agrar.an reform law tc be a priorit., he prouvisions of the
B1ll, Decree 900, enacted on .June 7. 1952 umpowerod the
Jovsernment tno:
c..e@xpropriate onlv uncultivated portions o { arqe
plantations. Farms smaller than 207 a res were not
subject to the law under any circ.imstancues, nor were
farms of 22T to 670 acree which were at lea .t twe
thirds cult:vated. Farms of¢ anv a1 tht were fully
woried were lilewise protect.d ayainst seilczure. All
lands taken were to be pai1d for 1n 25 seer bonds 1ssued
by the government bearing « "% i1nterest rate. The
valuation ot the land was to be determined from 1ts
declared ta:able worth as ot May (9350 o Provison
that deeply disturbed some targets o+ the l aw,
especially United Fruit, which had undervalued 1ts land
for years i1n order to reduce 1ts ta: liabalaty The
complicated lands and the vast "national farms” already
in public hanus as & result of the nationali- tation of
German property in the previous decade would be
distributed to landless peasants in plots not to exceed
42.% acres wach. Most aof those receiving the land would
nold 1t for their lives nnly, and would not be given
legal title to 1t as a way of preventing speculation

ard resale of the land. They would pay a rental fee




equivalent tno & percent of the v.lue ot the rood

produced 11 the cese Ot w propri~ted private land and 3

percent n  the case 0Or "'national farmes" *taler earlier

trom the Germans, S

Jver a4 puri1od of 14 montha that the land reform program
was 10 operation, about 00, 006 tam.lies received « total
of $8,345,54%5 1n bonas. In all. 107 "national farms” and tO
percert of the nation's faliow land were distr ibuted and 346
farms qiver to peasants organiced 1n cooperatises.3? Thomas
McCann, a former exscutive of UFCO commented |ater that 1n
1953 only 139,000 acres ot the company’s - mllion acres
were actually planted in bananas. The rest was held by the
company to assure 1n part that the competition would not be
able to utili:ze the land.®* The 1mplementation of the
dagrarian reform law did not go smoothly 1in  all aspects.
Feasants ®ither amilous +or nore land, or those waiting for
farms for which they had applied, or even saome of hostile
towara arrogant or frightensd lundowners began to sei1ze
farms which they were not legally entitled. Leftists and
radicals determined to increase the revolutionary pace
encouraged these takeovers and Arbenz did nct respond to
these actions with the severity that the situation
demanded.>”

How did United Fruit Company fare under Decree 9007 In
March 1953 twDo separate decrees expropriated 209,842 acras
of uncultivated land on the Tisquisate plantation 1i1n the

lush Escuintla area near the Pacific.®® The government




Cfrerad $827.5°7 1n nonds 0 82,77 per ative taa land ERat o

-

years earlier had oeen purchased ftor 31,48 per acre ) based
on UFCO s déclared tax value ot the land. In October 19%7
and February 1954 the qovernment ordeared 2 more
expropriations of uncultivated UFCO lands on the Atlantie
coast. For these new talkcovers Guatemala oftered to Py
$3Q0, 000, On Apri1l 20, 1954, the U.S Itate Department, not
UFEQ, delivered a formal complaint demanding $15,8%4,44% 1n
compensation ( gver 375 per acre 1.% At this time a serige
of crucial meetings 1n Washington called at the wrging of
UFCO and 1ts supporter: 1n the government considered how to
and the process which had led Guatemala to take these
actions. *? Indeed, within weeks atter the expropriations
appeared to be inevitable. Ei1senhower or-ered the CJIA to

plan a countarrevolutian, 4t

Although the reason civen for the U.S supported

counterrevolution that came 10 1954 was Guratemala’s
importation of Saviet bloc weapons, thi1s would seem to
disregard the preavious sgven yaars of 1ncreasing

controntation between the Cuatemalan government and the U.S
governnent Over wsucth issues &8 private property. Yet
another simplification would be asserting that the United
States designed the military intervention to merely save
the property of United Fruit. The U.8 government saw the
UFCO vs. Guatemala problem to be a crucial bit of evidence
that proved that Arbenz was coming under communi st

influence. Even as late as April 1954, that evidence could



ot rest on Guatemslats suppurt or nternational " OMMUN L SN
- there was no proot of that - rather on i1te treatment of
private property 1n the country. e«

Many studies have been made o+t the 1954
counterrevolution 1n Guatemala, and 30 the ob)ective of
this paper 1s not to attempt to shed new light on the
matter. FRather the events in the late fourties and early
firties in Guatemala are of 1nterest because they mnade
Guatemala a "good place to do business”.

The 1920°'s ushared in & "new worid economic policy" for
the Uniteo States. Prior to 1954, the dispute between
Cuatemala and the U.S had centered around Guatemala's
inclination to establish some ¥ind of control over private
property, especially that owned by foreigners. Ferhaps the
events of 1954 encouraged eight Latin American nations 1in
1955 tc sign treaties permitting the U.S qovernment to take
over private claims in the event of dispute.*® During the
Eisenhower agministration popul ar governments were
overthrown on three continents. He pursued means by which
to ensure Amer.ca’s dominance 1n the race against the
Soviet Union and in the race to secure access to the
world'’s resources and markets. To Eisenhower and his
associates that was a2 committment to a free marlet economy
and they spoke of new worlds to liberate not of maximizing
profit, Others called it empire.*® Others such as author

Blanche wissen Cook in her book The QDReglassifijed
Eigsenhower, were sharply critical.
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+ GLOBAL DEVELOFMENT FROJECT

The 1nmitial focus o+ Ei1senhower € progr am was
international trade for agsecurity and private protit.
Joint-business—qovernment that 1n the past had been just
spoken of, was reali1zed in an ambiticus series of trade
missions to sell American goods &nd values abroad,*®
Certain comments made in addresses during hi1s term bespeal
of this focus.

On March Z, 19%4 Eisenhower addressed Congress to
introduce the new foreign economic program and spoke of
specific measures to further the government-private
enterprise partnership.

The nationel interest i1n the field of foreign economic

policy is clear, It 18 to obtain...the highest possible

level of trade and the most efficient use of capital
resources. " He then detailed America’s new ta: supports
to encourage the "flow of private investment abroad”:

"Ta:ation of business income érom foreign subsidiaries

at a rate of 14 percentage points lower than the

reqular corporate rate”j’broadening the definition of

foreign taxes which may be credited against the U.S

income tax" ...removal of "the overall limtations on

foreign tax credits..." There would., of course, be

"$full diplomatic support to promote the acceptance and

understanding of by other nations of the prereqguisiteu

for the attraction of private foreign investment. *®

Probably after the counterrevolution in Cuatemala in



1754, ciher nations could 1nfer how cructal their treatment
ot private investment was to their relationship with the
U.S government. Blanche Wiesen Look in her book 1he
Reciassifjed Eipenhower cel:vers scathing criticism ot this
new world economic policy. In her opinion. "Eisenhower
helped to begin the process of undermining AmMErica’s
economic 1ntegrity and transforming the world scondm:ic
system. To pressrve free enterprise qgunboat diplomacy has
been globalized."*” [In reference to the couo of 1954 in
Guatemala she states that counterinsurgency "was to be an
interim pelicy that wou.d continue to ensure and acceptable
political climate for rivate investment expansion
overseas. [t was not meant to he an end 1n itselé, The goal
of the American Century was not, after all, to establish
tyrannical and repressive regines abroad while destroying
the domestic economy o the United States. [t was to
promote the American way of life throughout the world. The
American Centurv would and pecnage and suffering, It would
thersby eliminate interest in communism and i1nsure a g9lobal
marketplace for Americar goods and services,'"*®

To be sure Washington continued to support thz U.S
private stakes abroad, but in the late 1950’'s and 1960’s
U.S policies sought to foster private U.S dirsct investment
in less developed and not developed nations.“® Emphasis on
Euror»a reconstruction had shifted. In 1960 Eissnhower

spoku Of this naw government policy:



I+ private U.S firms go to the developed countries. 1%

13 because they see a profitable mari et there which Can

enly be reached by qoing thare...In the case of the

lesser developed countries there 1a and urgent neead,
not to retard the 1nput aof now private capirtal +rom the

U.Ss but vastly to e:ipand 1t, YThis 1% the best w&y to

counter the communist economiz otfensive, to guard

against expropriratione and state ownershap and to
provide private Jjobs for the growing populations of
those reqions...%°

The views of the United States [nternational Chamber ot
Commerce ( U.S-ICC ) and businessmen such as Nelson
Rockefelli2r also spaoke of a global Jevelopment through the
free market economy. Free trade was the li1nk betveesn free
enterprise and the free world. Free trade resquired an
appropriate investment climate: stable a1nternational
relations, agreeable allies, respectful clients. In thas
manner the government could be of uervice to the organmiced
busincss community.®?

Accor. .ng to the U.S~ICC, private capital should not be
askad to risk its profits 1n the dangers of statism and
upheaval. Inducements would include ta: incentives,
dramatic changes i1n U.S antitrust laws, "Quarartees"
aQainst "the risk of loss as a result of civil strife, or
confiscation.” “The United States governmant amight ailow,
for tax purposes, a vary rapid depreciation of foreign

plants ownad by (J.S naticnals. The United States government
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might extend loans tor private torolan tnvestments,
repayments to be dependent upon profits. o2

Nelson Rockefeller spoke of a new partnership between
business and capital. "The United States qaovernment can
make international agresments, loan tunds and cooperate in
innumerable ways."” But the government "cannot go abroad and
develop the production of qQoods and services.” It seemed to
him "almost preposterous for a private group to enter this
field" wunprotected. His "ultimate hope” was that "our
government” would "recognize the importance" of
international economic development.®? Here again Cook is
sharply critical. "The creation of a system whereby the
state would expend billions of dollars each vyear to
protect, snsure, coddle and promote private i1nteresst +or
strictly private profit organized 1nto vast merger
monopolies and international cartels which were boldly
expanded in the postwar world. Nobody named i1t imperialism.
Nobody named it at all. For years it was shrouded 10
cliche, dr apped modestly in the mystique of $res

enterprise,"%s

THE EMPIRE

The establishment of the U.S as the dominant world
Nower after World War 11 and the new world economic policy
would lead others to spewak of an sampire.

In March 1958 Adlai St.venson extollad the virtues of

the new policy et the National Conference of Organizations
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on Interrational irade Fol:ic,:
We are *he worl ‘s greates traders...'he sun never sets
on the Americin business empire. AN empire without a
capital. colony, or ruler, 1t ¢lourishes evervwhere
because it renders 1ts customers greter satistactions
at lower cost than they can recei1ve selsewhere...Our
foremign trade loomes over the world. Last year the
combined valum of exports, imports and oversean
manufacturing reached the staqgering taotal ot $67
billien,..®®
Others like Cook would lament this "rising” of the
transnational American businesc empire - one without a flag
or loyalty. Clarence Randall, Eisenhower's special
consultant on forei1gn ecoromy policy presented a less
dramatic assessment before the 5S9th Annual Congress of
American Industry sponsored by the National Association of
Manufacturers.
The entire world must buy American products but the
othe-s have nothing with which to balance their trade
budget. Trade aust be two way...outward flow of
American private investment 1i1nto the underdevelcoed
parts of the world would result in gain under the
incentive system. Private American capital must deo 31t
because we will make more money than by investment in
the United States.®*
The problam was how to bring about an increase in world

trade and offer hope of a ateadily rising volume of



on Interrational Trade Folicy:
We are the world s greates traders...The sun never sets
on the Amer:ican business empirae. An empire without a
capital, colony, or ruler, 1t ¢flourishes everywhere
because it renders 1ts customers gre.ter satisfactions
at lower cost than they can receive elsewhere...Our
foreign trade loome over the world., Last year the
combined valum of exports, imports and overseas
manufacturing reached the staqgering total o+ 967
billion,..%®
Others like Cook would lament this "rising” of the
transnational American business empire - one without a flag
or loyalty. Clarence Randall, Eisenhower’s special
consultant on foreign economy policy presented a less
dramatic assessment before the I9th Annual Congress of
American [Industry sponsored by the National Associetion of
Manufacturers.
The entire world must buy American products but the
others have nothing with which to balance their trade
budget. Trade must be two way...outward flow of
American private investment! into the underdevelopeg
parts of the world would result in gain under the
incentive system. Private Amorican capital must do it
because we will make mare money than by investment in
the United 3tates.®e
The problem was how tec bring about an increase in world

trade and offer hops of a steadily rising volume of
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oroduction in the world, Rande«ll urged hi1s audience to
support Eisenhower's program not for political reasons
only, but for persnnal Qain also.

Each of the preceding viesws expressed at least ayreed
on the point that United States business e:pansion would
alter the nature of government and business relations. he
coup of 1954 had certain ramitications for foreign
investment., First it seemas to have assured both private
investors and Guatemalans that the U.S would support
investments and investors outside of the U.S. As seen
above, specific programs wero undertaken ttn encourage
further U.S business ®&ipansion and promotieon of the
Amarican way. In Guatemala, these aims of the new world
economic policy appeared to encourage the maried increase

in foreign investment in Guatemala after 1934.



Chapter 3. IN SEARCH OF MUTUAL PRUSFERITY

What we are proposing will not adversely aftect

the United States. It will benefit future
generations, since with a developed Latin America
the United States will have more commerce ... 1f we
solve the economic problems now, we will lay the
base for a humanist democracy in the +uture.

Fidel Castro. (195%9)



The U.S-backed coup of 1934 1n Juatemala abruptly
changed the direction that that country had taten 1n 1944
when Jorge Ubico. the dictator closely 1denti1fi1ed with the
three most powerful American companies. was overthrown. The
new Guatemalan president. Colonel Carlos Castillo Armas
would set a new course "more compatible” with the interests
of the United States, that each aucceeding Guatemalan
Qovernment has maintained to this day. Eeginniny at this
time in the 1950's and through the end of the 1960°'s, was a
period of expanded North American presance - both in the
public and private sector. The '"changed face" of U.S
foreign aid could be seen 1n their support of multilateral
regional institutions, and in their funding of the Central
American Common Market and the Alliance for Frogress. These
two approacthes towards encouraging economic development 1n
Central America will be discussed because the growth of
foreign investment depended uporn the proper conditions
(i.2. infrastructure) that these two U.s government
undertakings created. U.S private direct investment in
Guatemala appears to have grown and prospered in this good
investment climate that the CACM and the Alliance for

Progress helped create.

INVESTMENT AFTER 1954
FPast history has demcnstrated that because of the

strategic considerations Central America has always been an

-8
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area of North rmerican 1nterest. However, rhe coantricos 10
thig regqion nevar receltved o considerable  amount ot
devalopment assistance from the ‘.5 government until 1954
when fears of a left wing qovernment 1n Central America
heightened by the Cold War led to the v1oppling o+ the
Arbenz regime 1n Guatemala.! Ailthouih Arben: od. ocated
reforms that would be endorsed later by the Alliance for
Frograess., his programs received neither 1deological nor
economic support +rom the United States. Due to the
pressure exerted by the United States any aid receyved trom
the rest of the world was too small to be signhificant. That
the Javels of U.S a1d, and consequently forsign i1nvestment,
1increased after the coup in 1954 that sgecured a less
threatening atmosphe @ for the U.S, 18 wel!l documented by
figures of the level of U.S aid and the observations of
government publications immediately foillowing the 1ncident
in 1994, However, as shown 1n Table 1. the international
support that had been denied to Ardenz was given genaerously
to his predecessor, Colonel Carlos Castillo Armas. as the
Uni ted States Congress gave the bilateral assistance
program a blank check with tne mandate to make Guatemala a
"showplace for democracy".=*

The figures demcnstrating the level of U.S aid to
Guatem:la impulsed by this Congressional mandate, lead one
to understand how foreign 1nvestment prospered after 1954,
Table 1 demonstrates the sharp increase in development

assis‘ance from the United States. The amount of medium and
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low 1nterest [mnang and grarts receilved by Guatemala baetwesn
1935 ang 1950 1% about 47 percent o+ the total receilved ror
the 15 years from 1951 to 1964, and 1t 1s almost double the
amount received during the RAlliance for Frogress years
(1965-1966) ., During tr~2se vears S7 percent of the tot |
asslstance wa®s qQiven 1n the form ot loans. Hawever. from
1955 to 19%8, $81.8 million, or 81 percent ot the total
assigtance, was qgQilven 1n grants and thus did not require
Guatemala to make substantial contributions or demonstrate
"gel f-help" (as wi1ll]l be discussed later, these were
requirements for the Alliance for Progress programs),
Despite this “support” President Castillo Armas was never
gecurely in power, and he was assasinated in 1957, In a
discusasion of this bilateral ausistance program to
Guaterala, John McCamant, in his book. Revelapment
Asgistance 1ip Central America. makes the observation that.
“ 8ince 1955 the United States has been giving support to
gavernments in Guatemala which had no orqanizational base
in the population. Three groups have come and Qone wlthout
developing & political power to carry nut
reforms. "“Apparently, simply making these vast sums of
money available to the Guatemalan gqovernments was not
sufficient for the establishment of a democracy. Yet what
this increased Aid signified was the support of the U.S
govarnment for the establishment of the proper foreign

inveatment climate.




Table 3.1

Guatemala: Development Assistance Authorizations
(millions of U.S dollars)

U.S Fiscal Years
Source of Assistance 1951-54 1955-58 1958-62 196366 1951 -64&

Medium Interest lLoans

Ex-~1Im Bank ——— 1.2 15.5 4.4 2103
IBRD -—— 18.2 . 2 —- 18. 4
IDB et —_— S.3 3.6 8.7
CABE1 - - — 2.8 5.4

SUPTOTAL 0.0 19.4 21.0 14.0 4.4

fow Interest f(oans

AID —— -— 16.4 tu.o 6.8
IDA —— —- — -- -
SPTF ot - .o=eD 10,8 14,3
SUBTOTAL 0.0 Q.0 19.9 20.8 a0, 7
Grants
AlD -& S4.7 2.5 .8 . 6
U.N -3 1.0 1.8 Y. &a 7
Other U.S T 1.6 D6.1 6.9 100 Gtld
SUBTOTAL 2.5 B81.8 2.2 2460 14,7
S22 PR332 22030232228,
ALL ASSISTAMCE 2.5 101. 2 7.1 Hi. 0 PR P 3
navhont 4 [N hecrminws * ase " rA, e, avend asnr B usefle—al
{Source: From McCamant, John F. Q_eve;_gg_@gég_ Aesistance 1t Lantr al

America. p.33]
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Faor a description ot Guatemala's investment climate 1n
the late 1950°s, one may consult a 195 Department of
Commerce publication, [nvestment i1n Central America: hasig
ipformation for United States Dusingysmen. These authors’

view of the "climate for foreign investment in Guatemala

follows:

A considerably Qreater 1ncrease 1n United States
investments is expected i1in the +future with the
development in Guatemala since mid 1959 of & more
friendly attitude toward private foreign investment,
and the effort that is being made with the help of the
U.8 qQovernment and intarnational agencies to plan key
investments in basic facilities such as highways,
powar and credit for industry, and to effect
improvements in public adminmistration... New ventures
with mixed United States and Guatemalan capital in such
fields as ready-mix concrete and lumber mills have
recently been formed. Several foreign companies have
begun petroleum sxploration activitins in view of the
development of new petroleum legislavion. United States
contractors are involve' in public-works programs and
the American Embassy in Guatemala City reports a
substantial number of visits since the latter part of
1954 by inter-ests investigating investment
cpportunities.®

Clearly, as shown above, after 19354 there was a



dramatic shift 1n U.S toreign ard. Previously foreign ard
did ne* volve the outlay of public funds as 1n Guatemala
after 1954, Usually U.8 foreign policy 1nitiatives were
carried out through military intervention and the use of
American personnel to admin}ntur the 1nternal resources of
the cccupied nation (a5 has been mentioned in the case of
Nicaragua, Haiti and the Dominican Republic).® But in
Guatemala from 1955 to 1958 foreign aid meant loans and
qrants totalling #101.2 million in funds from the U.8
government and other i1nternational agencies. This aid would
help private investors establish themselves in the area and
pressure would be put on Latin American governments to
legislate the '"proper investment climate". To illustrate
this first point one can examine some of the assistance
authorizations made to Guatemala. The first Export-Import
Bank 1oan to Guatemala was announced in April 19%5, and
consisted of a 500,000 line of credit to a Guatamalan
mining czompany. In August of 1955, the Ex-~-Im Bank
authorized a credit nf $675,000 to a United States exporter
to finance the sale of telescommunications equipment to the
Qovernment of QGuatemala. The Inter-American Developmont
Bank made its first lcan to Guatemala in 19585 for ¢18.2
million, for highway construction and maintenance.” These
types of infrastructure developments are important for

Pusiness climate, for investors are not likely to establish
their operations in a country where it is impossible to

efficiantly and quickly gt their goods to market. This

G
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same 1nvestor’s gquide refars to how a new type o+
investment, the joint venture 1s being accomodated and
encouraged by a "growing tendency to enact qeneral
legislation that fizes uni form conditions for all
investors."® Therefore. in making Guatemala a "showplace
for democracy", the $101.2 million 1n assistance from 1955
to 1958 also made it a good place to do business.

The other Central American nations would see no
increase in developmant assistance until the end of the
decade after the rude shock of the Cuban revolution and
expropriations. With a new found awareness of Latin
American development aspirations aid programs revived with
the United States’ support of the Central American Common
Market (CACM) and Kennedy’s Alliance for Progress.

According to many authors this surQe in the late (950's
and 1940’s of development aid was actually tailored to
United States national ~equirements, for U.8 policies
tendad to seek to foster private U.8 direct investment {n
the third world rather than in the more industrial
countries. Mira Wilkins in her book on the growth of
multinational corporations, commented on this
transformation.

To be sure, in the 1920's...the U.8 governmant might

have sent Marines to protect endangered .S properties;

government loans had aided U,S business abroad before

World War I over the years the U.8 government had

participeted in diplomatic discussions on behalf of of
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U.S business and acted on claims commissions to try to

recoup losses: the Department nt Commerce had surveyed

foreign investment opportunities. Yet the specific

measures taken in the late 1950°s and 19460’s to promote

private direct investment in less developed countries

and to cope in advance with the uncertainties were

unquestionably new...®

So, the character of foreign ai1d evolved from the days
whan military interventions i1mplemented U.8 policy in
Central America. However, the new foreiqn aid dispersed
public funds in countries like Guatemala, not sclely mo
that these governments would spend them as they saw fit but
alse wmo as to "pave”" the way for private foreign direct
investment.

INTEGRATION EXPERIENCE

During this same period of time in the 1950's, leaders
of OBuatemala, E] Salvador, Honduras, Nicaragua and Costa
Rica began to take steps to realize their objectives of
sconomic integration. The outcome of these discussions
would affect foreign investment., In this endeavor the
leaders ware aided by the United Nations Commission for
Latin Amarica (ECLA, or in wspanish, CEPAL), while the
United States maintained an attitude of "cold indifference"
until 1958. The significance of the analysis of the Central
American intergration efforts in this paper results from
the fact that this integration greatly wpurred foreign

investment in Guatemala. Before briefly discussing the
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development of this i1ntegration scheme and the i1nvolvement
of the United States private 1nvestment, it would be useful
to understand why these Central American countries wished
to form a common market, the first of its kind among third
world caountries.

Enrique Delgado in his article on Central American
Economic Inteqration, discussed the economic framework of
the Central American Integration Program. These
underdeveloped countries were convinced that the si:e of
their domestic markets was a significent limitation to
sconomic growth, and they sought to establish an internal
market that allowed them to 1)diversify production and
reduce their extreme dependence on the exportation of a few
primary commodities; 2)accelerate their rates of economic
growth in order to raise living standards and curtail
chranic unemployment; and 3I)modify or modernite their
productive sector and exploit natural resources to greater
advantage.®® In each nf these countries the distortions
caused by the «cyclical behavior of export prices had
sharply affected their production patterns and social
structures. SBudden price rises for major export products
like coffes, bananas and sugar were not {fully taken
advantage of as these price rises are unforssen and the
domestic producers are slow to respond. Hence, the major
part of the price increase obtained created an increase in
price for factors of production like land, an increase 1in

the income of the wealthy minority of landowners and
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increases in the imports of luwiury 1tems. UOnly & very small
part of the higher price for exports is exploited through
increasad fiscal revenue and through spillover into other
sectors of the population, and private investment is
repeatedly channeled into tradit;onal activities like
export-ariented agriculture.t?® Hence. for Delgado and ather
sarly supporters of Central American inteqration, i+
economic integration contributes to diversification of
production and to making the growth of tha wmsconomy less
dependent on price fluctuations of a few export products,
then benefits will have been achieved 1n terms of the
fundamental objectives of the integration program.”":d In
the next chapter a discussion of the record of the Central
Amarican Common Market until 1949 will examine whether it
WaS A SUCCEeSS accor 1. 19 to this standard of Delgado.
Although there is a vast amount of literature on the
Central American Integration Program, for the purposes of
this paper we will chiefly be concarned with the degres of
direct forsign investment participation {n this movement.
Basically the discussions on an integration program
diverqQed into two distinct perceptions of how to achieve
regional integration. One approach was that of ECLA and the
other that of proponents of free trade. The conflict that
arose betweesn these two groups would astall the Integration
Program in 1959. ECLA proposed as a major goal of the
program, the establishment of the Regime of Integrated

Industries (RI1})., The RIl program had thres  basic
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objectives: 1) to encourage the establishment ot (ndustries
of optimal size with eiclusive access to the expanded
market 2) to avoid duplication of i1nvestment and J) to make
industrialization reciprocally beneficial to all
participants.*® Countries like Honduras and Nicaragua with
lesser mconomic potential supported this torm of programned
and protected industrialization. However, those countries
(like Quatemala and El Salvador) with 5 broader industrial
base preferred an unrestricted free trade zone where the
allocation of industries would be conditioned by market
forces.** No agresment could be reached on this matter of
integration industries and the future of Central American
integration did not seem too bright. The turning point came
when the United States expressed support for a Central
Amer-ican Common Market in 1938.

Indeed, it has been mentionad before that 1958 i:
widely acknowledged as the vyear in which United States
foreign policy towards Latin America in general was visibly
transformed., At the meeting of the 0AE Committee of 21
(OA8’ Special Committes to Study the Formulation of New
Meoasures for Economic Cooperation) the U.8 representative
declared that, "We have supported a fres—-trade ares in
Central Amarica. We have also made it clear that we are
prapared through the Export-Import Bank, to consider dollar
financing raguired by roagional industries in Latin
America."'® Accord.ng to James D. Cochrane, the favorable

attitude of the U.8 government toward the principle of
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Central American Integration was based on the belief that
it would promote certain objectives of the United States
such as! the improvement 0f social and economic conditions
in the Central American nations: the unity of the Central
American isthmus; and the liberalization and expansion of
international trade and facilitation of the tlow of
international investment capital.* The more traditional
aims pf foreign aid vwere coupled with the desire to expand
the markets for American goods and to encourage the growth
of foreign investment. This reality ieads one to some very
important considerations. Far example, the new
infrastructure investments - did they improve the social
and economic conditions in Central America or did t:.ey
mersly serve to prepare & system meeting the newds of
foreign investors {(ensrqgy, transportation etc.). The next
year before the DAS Committee of 21, Undersecretary of
State Douglas Dillon stated the following conditions under
which the U,S8 would support regional integratiun in Latin
Amarica.
1) Regional markat arrangements should aim at trade
creation and increased productivity through broadening
opportunities for competitive trade and should not
simply be trade diverting. This means that arrangements
should provide for trade liberalizaticn in all
commoditiss - not just those in which membars are
competitive with non meambers - and that duties and

other restrictions applied by mmnbers of a regional



martet to non members should not be higher or more
restrictive after the farmation o+ the martet than

before.

2) The arrangemart should provide for a definit:ve
schedule for the gradual elimination of virtually all
barriers to i1ntra-reqional trade, and this process
should be completed within a reascnable period of time.
The Umted States does not favor an arrangement that
provides ximply for regional preferences with little
more than & vaque hope of eventually creating a free

trade reqgime.

3) The arrangement should be in accvordance with the
prirciple of GATT (Article XXIV) for the creation of a
free trade arsa or customs un:on and should be

submitted to GATT approval...

4) Regional trade arrangements should aim at i1ncreasing
the degree of competition within the area. This means
not only that virtually all commodities should be {reed
from all restrictions on intraregional trade, but that
exclusive monopolistic privileges sheuld not be given
teo particular industries or that Lthers lhoul& be
control agreements preventing competition. Not only is
it believed that intra- regionsl competition will

increase productivity and invest- ment in the area, but




that these conditiors will also help to induce private

investment.

S5) FRegional arrangements shauld provide nol only for
free trade in commodities but also for free flow of

labor and capital 1n response to economic forces...

&) Any regional arrangement should p-ovide for the
financing of trade i1n convertible currencies. Neither
bilateral paAy~ ments nor a restrict:ve rsqional
payments scheme which involves discrimination against
non members is justified. *7( from US Congress, Senate,
Upited States and Latin American Policies Affecting
their E Lc Relati )

K}

Condition #4 expresses the US dis. . » far the concept
of the Integrated Industries. Again Cochr - ponders the
explanation for this atti.ude toward the KIi. Suesi10ly some
opponants truly believed that such a scheme 49u. <  oc ually
retara industrial development. Eut for Cochraneé .+ .s nore
probable that the “"position of the United States toswer d
integrated industries may reflect the attituders L
anticipated attitudes) of u.s investors, "*® Several
features of the plan could be objectionable to U.€
investors. Only a 7few industries would be qranted
integr axted status and thus trhey would be extenced

privilages and protectior not accorded to non members
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producing 1dentical or similar products. Clearly i1n the
conditions stated above the U.S is refering to ezactly such
a g1 tuation when it states oblections to higher
restrictions on non members. They were i1nterested 1n having
a full share of the berefits of the Common Market. Instead
they advocated a complote opening up of the economies -
" edavirtually all commodi t:es should be freed from
restrictions on intraregional trade..."” - and in such a
manner they maintained that productivity and 1nvectment
would follow. How then would they ensure that all
investment would not concentrate 1n the more industrialized
areas that had the adventages of experience and know-how?
This regard for a balanced economic development had been a
main concern of FCLA and of the integration discussions up
until 1988: and as demonstrated above, U.E support would
mean the restructuring of some of these sarlier goals and
the total abandonment af others. That the U.S government in
their support of the Common Market might have heen
influented by pressures of the U.S investors cannot come as
& surprise in light of the previcusly mentioned "unigus®
direction that UWU.8 foreign policy had taken in the late
1950’8 - that of seeking to promote and protect U.8 direct
foreign investment and more importantly, prepare in advance

for any “"uncertaintieas” like civil war or expropriations.
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After this clarification of the U.5" position on
integration, the visit of Salvadoresan president Lemus to
Washington in the spring of 1959 appears to have sped uwp
the inteqration process. as is expressed in a communique
issued on the outcome of the meating.

..othe establishment of an ecaonomically sound asystem
for the wconcmies of the Central American republics and
for a common market comprising thosa nations would be
beneficial and would receive the support of El Salvador
and the United States... The subject will receive
continued study by the two governments with a view to
taking appropriate action to carry on those sound plans
already contemplated," **

Issac Cohen Orantes comments that one should interpret
2 gpund system to be one that +fulfilled the previously
renticned requirements of the United States. The United
States was in better condition than any of the Central
American nations or United Nations committee to fund the
Common Market and solve the deadlock with foreign aid.

Observers with experience in Central American issues would

argue that " a strong case can be made that U.8 support was

a vital condition for the important decisions that speeded
up the integration program in 1960,"%®

CREATIDN OF THE CACM
Not much time was spent on studying the situation and

toward the middle of 1959 QGuatemala was included in
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discussions that El Salvador and Honduras had begun on
matters pertaining to a revision of their old (1914)
bilateral treaty on free trade. In January of 1960 the
"Declaration of El Poy" emerqed from the meeting of the
three presidents of these countries in that border town.
Neither Nicaragua nor Costa Rica were informed of the
contents of these a:scussions nor of the motives of thome
invol ved. The integration scheme that had been discussed
and planned throughout the (?50’s was suddenly modified
when Guatemala, El Salvador and Honduras signed a "Treaty
of f.conomic Association” in February of (960.2% The signing
of the ¢trwaty significantly changed the direction of the
Economic Inteqration Program as it dashed the hopes of the
proponents of the ReQime of Integrated Industries by
including in free trade all products <¢rom participating
countrims. In addition it virtually excluded Nicaragua and
Costa Rica from the plan.®® In December of 1960 the General
Treaty on Economic Integration and the Constitutive
Agreament on the Central American Bank for Economic
Integration ({CABEI) were signed. All tha financial
assistance for the sconomic integratior was to be channeled
through the CABELl.®% This Central American fund for
sconomic integration recaived itas 4irst contribution in the
amount of #10 million from member countries and $33 million
from the United Btates.®® By April 1949 the Integrated Fund
of the Central American bank contained resources amounting

to 8120 million, of which slightly more than 80 percent
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consisted of loans from the U.S Agency for I[nternational
Development (AID) and the Inter-American Development Bank
(IDB), and the rest came from the member countries,®*® The
significance of this makeup of the funding was that the U.S
influence could determine which integration projects would
receive financial assistance. They aight even have been
able to favor foreign i1nvestor’s projects over those of
local capital.®* Nicaragua was allowed to choose Latwaen
accepting the structure approved by the three countries or
remaining excluded from the Integration Program. Costa Rica
had the same alternatives and it was incorporated into the
program two vyears after the signing of the Qeneral
treaty.®2” After the General Treaty for Economic Integration
became effactive, the CACM esstablished frees trade in the
region and uniform tariff regulations ¢or 94% of the
customs categories. These measures ware accompanied by a
spectacular growth in interrregional trade that made many
forget their objections to the modifiad schame and silencaed
those voices of caution. The new institutional! organization
aof the program was sstablished - the Permanent Secretariat
of the Treaty (S8IECA). The attitude of the United fitates
toward the creation of the CACM was one of enthusiastic
approval and support as sxemplified by the new democratic
edministration of John F. Kennedy who proposad the Alliance

for Progress on March 13, 1941.3¢
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THE ALLIANCE FOR PROGRESS YEARS

Far many, the entry of John F. kennedy’s demacratic
administration signaled the real shift 1n foreign policy
towards Latin America. Within sixty days after taking
office, Kennedy announced the Alliance for Frogress., a
program that over the nmt ten yesars would pump $100
billion of U.S public and private funds 1nto l.atin American
development.2* Some have called it a "bold new departure"
in foreign aid, but for others <he Alliance shouluy be
viewad in terms of the Cold War cbjective of arresting the
spread of Castroism, and in terms of the mutual prosperity
thene found among the "Good Neighbor" vyears of the
1930’e.%° As observad in Table 2, the average annual
assistance to Guatemaia from 1939 to 1942 amounted to $18.4
million (the highest figQure for Central America). Yet in
terma of average annual assistance per capita, Guatemala
ranked the lowest in the region (4.3 percent). In the later
vears of the Alliance (19463-1966) average annual assistance
dropped to $15.2 million, This was the lowest ¢figure for
aid during this period, and again the average nnnual
assistance par capita fell to 3.6 percent. An assessment
of the Alliance ¢or Progress period in QBuatemala is
esspecially significant for this study as Guoatemala received
a large share of U.8 private and public dollars and

experienced substantial growth in U.8 private investment,



Table 2.2
Guatemal a: Assistance Authorizations and the Economy

Aver age annual

assistance G E.S H N C.R
(millions)
1959-1962 18.4 12.6 11.9 14.1 18. 2
1963~-1966 1%5.2 2.7 17.8 26.& 25.6

FPar capita
1959-1942 4,.9¢ S5.06 6.10 9.5% 1%.20

196C-1766" 3.60 9.40 7.95 15,70 18.10

As 7% of OGDP
1959-1962* 1.8

»
3
4

ol 4.1 4.0

.9 5.8 4.7

W
.

M
“

1963-1946" 1.2
As % of gross
investment

19591962 17.2 14.0 23.4 31.0 22.8

1963~1964" 8.6 23.7 2.4 33.8 28.0

As 4 of
government ta
revenues
1959-1962* 18.5 19.3 32.7 33.2 24.2
As 4 of

import esarnings
1959-1962=

S 10.8 19.3 25.4 22.4
1943-1944" 9

15.0 18.8 21.2 22.6

M

“ as % of 940 ¢igure

® as X of 1964 figure

GeG@uatemala, E.S=E]l Salvador, HwHonduras, N=Nicaragua,
C.R=Casta Rica.

(Source: From McCamant, John F. Develonment Assistance in

Gentral America. p. 451
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Although Fidel Castro’s victory in Cuba had dramatized
the political crisis in Latin America, at this time an
economic crisis Of qrowing proportions seemed more
critical ,>» The Alliance for Progress was Kennedy's
solution to & problem that had already been perceived Dby
the outgoing administration. The Latin American industrial
promotion policies (import substitution industrialization)
of the 1950's had a two-fold effect. First of all, 1t
attracted large quantities of foreign capital as the book
value of U.8 direct private investment qgrew from 94,6
billion in 19850 to $8.3 billion in 1960, This fiQure
amounted to 70 percent of the U.S direct private investment
in developing areas. Although the import substitution
sovement in Guatemala was not as strong uas in other
countries, it alsc sought to substituts domestically
produced Industrial products for goods that had previously
been imported. As thay needed to import capital gqoods and
raw materials for the new domestic manufacturing plants,
large debts in short-term high interest loans and suppliers
cradits became a burden.®® This rising debt was coupled
with a severe crisis in the Latin American export sector,
With tie exception of petroleum, the average prices of all
Latin American exports fell by 18 percent in the four years
before the Alliance. In the case of Guatemala despite the
fall in prices, the volume of exports greatly increasmd ad
hence Jrowth in GDP could be attributed to this factor. In

19640 these three conditions, investment, debt and trade



converged. Falling coffee prices seened to threaten the
political balance in Brazil, Colombia and U=ntral America.
Castro sympathizers began to mount guerrilla operations in
depressec rural areas .nd 80 grew the fears of U.S
irvestors who had seen the fate of their counterparts in
Cuba. Recognizing the putential damage wrought on these
economies who dependad so on exports, Eisenhower in a
departure from his adherance to the principles of free
competition, signed the International Coffee Agreement to
stop the sliding coffee prices.?®® When Kennedy enteresd
office his response to this critical situaticon was the
Alliance for Progreass.

Kennady’s plan 1n March (941, called for channeling
%100 billion over the f+¢cllowing 10 years inte: Latin
American develepmant. The U.8 would invest 20 dillion of
which 91.3 billion would consist 0f new private funds. The
Latin Americans themselves were to collect and invest the
remaining 900 billion from their rescurces and si1d would be
conditional en the enactment of taxes, land and other
socioscenomic reforms. Kennedy snvisionsd an annual growth
rate of 5.3 percent - in Guatemala after taking into
account the population increase, the QDP per capita from
1959 to 1969 was 2.2%.%4 Quitemala and the rest of the
Central American nations would be areas of special interest
as the CACM became a favared project of the Alliance.

Table I summerizes the forms and distribution of aid

that went to al]l the Latin American nations that



Pparticipated in the Alliance for Progress. AID was the
administering aqency for econcmic assistgance under the
Foreign Assistance Act during the last four years shown 1n
this table (it war activated on November 4, 19e1). The
commitments made by AID and its predecessor agencies are
shOown separately for loans and grants in Table 7. The loan
total encompasses development loans, Alliance for Progress
leans, supporting assistance loans, and any other loans
from AID or predecessor agency funds. The loans made by the
Social Progress Trust Fund administered by the 108 are not
shown. 10,3 percent of the total assistance during this
pericd from 1949 to 1965, went to the Central American
nations listed separately in the naext tables. It 1is
significant that substantial aid was not extended to
Guatemala until 198%, resembering that the Arbenrz
government was overthrown in the spring of 1954, Although
the bulk of the funds seem to be concentrated in the period
of (955 to 1961, in total, until 1965 in practically every
category Guatemala’s share of U.S aid was the largest 1in
Central America: 3I& percent of the total net obligations
and loan suthorizations, 52 percent of the grants and &4
percent of the total expsnditures on sconomic assistance

prograns.



Table 2.3

Assistance to 19 Latin Amnericar Republics

U.S Fiscal Year Total Loans Grants Total E:penditures

Marshall 1949 - - - -

Flan 1950 - - - -

Feriod 1951 - - - -
1952 19.4 - 19.4 1G.1
1953 20.6 - 2.4 22.95
1954 27.5 - 27.5 14,7

Mutual 1935 44 _ T - 443. 3 26. 7

Security 19%& 71_7 - 71.33 4.1

Act 19%7 78.5S 12.8 .7 &£4.8

Heriod 1958 84.9 20.6 &b, 1 &3. 3
1959 121.4 57.3 64,1 85.5 ('}
142445 9.8 32.1 bw/7.3 . 4
1961 ~48. 1 143.9 104, = 114.0 '
1942 4. . 58, 114_ 0 781.4

AID 1957 Cile | L 88,7 14505 PSR )

FERIOD 1944 Hiye @ LaE. 4 HeELS 701
19465 AESEEPS | 8%, 1 12,3 47,1

101AlL. ASLISTANCE . . w&1 1.9%.:.4 L. O292.8  1,870,.0

Frincipal repayments RSN

Interest collected

[Source: AID, Statistics ant Meper™ Di1. <1 o, IR S IEUTFVRT: 7% RPN S
Frograms dulministered hy the copens gy #r o tercattonal NDevel ot

R B T
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tanlel L. la
D TE Pl b2 RESLET T PP Ca Ll 33 Croge oo To dAaeneLneT
vend Liyone ot dnl]oar e
. e al Year Totat Loams L ant e, Pet s
Marstall | 247 - - -
F1.an 12800 - - -
Fer ot 1951 - - -
125 o, - b, IR
1993 0.2 - e 0,2
1984 0, Z - el w2
Mutual 198 &.7 - &.7 Se T
Security 19986 18.2 - 19,2 t1., 7
fact 1997 17.4 - 17.4 [
Feriod 1958 12.4 - —ed 11.0
1959 8.% . 4 Tl l t. 4
1960 6.7 S .t Pl
1961 20.9 7% 17.4 1A 2
1962 4.°0 - q.d &eis
1962 .1 0.7 2.4 4.,
1964 S.6 2.7 2.9 Sem
194 7.0 g. 0 2.1 3,4
TOGTAL 11Q,.9 24.8 Boe.l ?4, 0
Frincipal repayment 0.8
Interest collected 1.0

(Source: AID, .S Gconomic Assistance Frograms Administergd
by the Agency for [nteinatigral Development, !

Table C..ob

Agsaistance from AID and predecessor agencies Summary).
U.S Fiscal Year Net Obligaticns end Loan Authorjzations
EL SALVADOR Total Loans Grants Total E:pended
Total Assistance 48.8 28.4 20. 4 2.4
1949~196%
Princ .pal Repayments .2
Interecat Collwcted Dt
NICARAOUA
Total Assistance 4%5.3 28,3 17.2 2.9
1949-19&T
Frincipal Repayments
Interest Collected
HONDURAS
Toto]l Assistance 4%.9 21.4 4.2 &, 2
1949 -196%
Principal Repayments
Interest Col lected
CIOETA RICA
Total Assistance 53.5 3E.8 i7.6 2.
1949-1945
Principal Repavyments Dy
Iinterest Collected 0.8

M o

VL



Actual .S Military Acsttance to Latin
(malliune of US doullarv -

Country 195069
frgentina g6.8
Boliv:ia 20.9
Brazil 282.0
Chile 108. 4
Lwlombia 85.2

COSTtA RICA 1.9

Cuba 10.6
Duminican 20.3
R e

focuador 39.3
EL SALVADOR S.%
LGUATEMAL A 14. =
Hailt: 3.2
HONIAHAS LHL G
Mes 1cos Lo D
NICRAIKAGUA .8
FFanama 2a )
$rar aguay 3.1
F'erw 4.6
Uraguay ~gd.8
Veneziuel a 2.9

(Includes rareign Militar -

2.1
P
2.0
AL Y3
2.0
]

. =84
. 149
1.1
-804
. 786
1.9
1.7
. 745

1971
17.4
1./
11.4
&0

7.5

- 837783
- Bl
.77

(8 .
~le o

8.3
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15.56
2.1
£21.5
1.5
8.5
#

#
1.1
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#
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LOSING ITS WAy

Although some reports on the Allirance far Progroess  at
the time were full of hope for 2 new era i1n J.5 and Latan
America foreign relations, today most accounts of the
Alliance view it as having been i1neffective ei1ther from the
standpoint of solving the previously mentioned political
and economic crisis, or because 1t did not have the
interests of Lattn‘ America at heart.

In their acenunt of this period, The Alliance that Lopst

itg Way. Jerome Levinsmon and Juin de Onis comment on the
Alli1ance’s confrontation of the critical srtuation 1n Latin
AMerica.
Social reform, national economic planning, and long
term government loans got the headlines at FPunta del
Este. But behind the publicity was what amounted toc a
financial salvage operation. In the warly years of the
Allrance, a significant part of the U.8 foreign aid
funds channeled to Latin America served mainly to
refinance debt payments to bankers... This use of U.S
public funds may have preventad some major Latin
American countries from suspending foreign payments,
but it did not add to the visible accomplishnents of
the Alliance.3%
In this manner Levinson and de Onis suggest perhaps why
Latin Americans saw little of the Alliance funds being
translated into schools, hospitals, housing etc... Other

authors have differeant explanations and view the Alliance
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As an example ot the theme of mutial prosperity - "lhe
Alliance was structured to protect edisting smeri1can  |and
holdings and to maximize UW.S5 exports to recipient
countries. "4 J]llustrative ot this are several sections of
the Gocial Progreas Trust Fund that administered the
Alliance funds. Section 1.04a pi'oshibited the use of
American funds for the purchase of agricultural tand -
hence there was no promotion of |land reform. Section 4.0%
prohibited the use of funds for purchasing 1n non-member
countries. Section 4.04 stipulated that purchases must be
made eoither in the recipient country or i1n the United
States. 3’ Given the small, restricted market ot Guatemala,
this would ersure that most of the raw materials reguired
for industrial production, machinery, capital qoods etc.
would be purcheased from the U.S. The Alliance’'s critics
maintain that from the start then, under Fkennedy., the
thrust of the Alliance policy was to make toreign aid a
more effective vehicle for protecting U.S investments.
Further restrictions on aid funds arose 1in 1962 when
Congress . assed the Hickenlooper Amendment that provided
for the cessation of aid to any country which expropriated
American holdings. Again, in 1963 through a provision of
the Foreign Assistance Act the administration agreed to cut
off aid fundms after 1965 to any country that did not agree
to recognize the U.S governmeant as insurance claimant for
the private U.S investors. By 1964, most governments had

signed such agreements.¥® [t appears then that many



countries may have had to pay a prics for this development
ard. Eennedy’s response tn the radicilism 1n Latin America
as smbodied by Castro. had been the Alliance for Progress
that was to brirng about democratization and structural
change ( hence trhe stated conditions like snactinent of tax
laws and socioeconomic reforms )t but U.8 conventional and
counterinsurgency forces werr also a key part of Kennedy’'s
response to radicalism.® Walter LaFeber states that from
19%0 to 1963 Guatemala received $5.7 wmillion 1n milatary
assistance from the U.S. In light of this, Table 4 sugests
that from 19583 to 1969 this type of aid reached $9 million,
that is, it almost doubled. Again, Guatemala received the

largest Cantral American portion of military assistance.

THE ALLIANCE AND PRIVATE INVESTMENT

One has seen how since after WWII the United States has
provided the majority of +foreiqn i1nvestment in Latin
America, and how Prasident Kennedy specifically called on
the private investors to be a partner in the Alliance for
Progress. In spite of Kennedy’s commants, the Charter of
Punta del Este’s only reference to the role of foreign
private investment is the expressed desirs "to stimulate
private enterprise in order to encourage the development of
Latin American countries at a rate which will help them to
previde jobs for their growing population..."#® No
particular emphasis was placed upon foreign investment

during the +first year of the Alliance. Latin American
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statements 1llustrated the:ir e.upectation af a +laow of
public funds from the U.S. Meanwhilae, U.3 statements called
for development planning, self-help measuras and soctal
reforms designed to increase local resources needed for
development, 4t Ry 1961 U.S busineasasmen were undertalking few
new ventures in the area. Perhaps Cuba’s exprapriation of
nearly $1 billion 1in U.S holdings was still too vivaid.
Table 5 shows that although reinvestment of protits by
subsidiaries remained fairly stable, in the warly yearas of
the Alliance direct investment from the LU.S dropped sharply
from $173 million in 196t to -$32 amillion 1n 1962, This
drastic decline in investment and the growing evidence of
domestic capital flight caught the Alliance’s attentiacn.
For if the estimates of an annual capital flight of $500 to
4800 million are correct, then coupled with the adverse
effects of the decline in foreign investment, they may have
cancelled the beneficial effect of the Alliance’'s {low of
U.8 public funds.?*® In his first annual review of the
Alliance, Secretary Dillon comnented that:
There is one area in which during the past year we have
not only made no progress but where we have sufferad a
sarious setback. Private investment, both domestir and
foreign, has suffered deamaging blows and lost
confidence...The plain fact of the matter is that
private enterprise has not always bean made to feel

that it is part of the Alliance,*®



Table 3.5

Summary of U.S praivate investment in Latin America, 1961 1968
(millions of dollars)
reinvested direct inves‘ment income recei1ved 10 .S net 160f]Gn

earnings from the t.5- (profits and earnings) ta LS
1961 255 . 173 -730 -7
19462 248 -32 -761 A 4R
1963 173 69 -g01 =752
1964 216 1473 -89% S AI
1965 306 176 -849 &Y
1944 302 191 265 774
1967 172 191 LU ~t 1
19687210 481 ~1087 Gl
TOFAL 1,902 1, 262 ~7.1 0 . 7 N0

* a negative rumber retlecls o net flaw to the Unrted OF st

" estimated.

F'Source: (.S Department aof Commerce, Surves ot Current I F U R FTRIURN Lt
Levinson, Jerome and de Omis, Juan, The Albiaiw ¢ that Loact ot W .

-0l
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Adiustments were soon made and after 19764, the Cuban
threat sepemed remote and now the Agency tor International
Develcpmant speci1tically had the task of promoting U.S
private investment, The resulting upsurge i1n 1nvestment can
be seer in Table 5. This increase was such that by 1967,
sales of U.S manufacturing subsidiaries in their Latin
American markets (36 billion) e:ceeded UJ.S export sales to
Latin America (34,1 billion).** put certainly to a large
@::tent this growth was due to the impulse ot the CACM.
Some specific examples of how AID aided overseas i1nvestment
can bhe found in a pamphiet that they publish for
businessmen, detailing the services that AlD offers.

ARID provides information an general 1nvestment

opportunities contained in nuMerous industrial

feasibility and econamic studies of developing nations.

AID seeks to increase investment by United States
private enterprise in the economies of friendly
less-developed countries by sharing with U.S owned
firms the cost of conducting surveys of invastment

opportunities,

AID saeks to increase investment by United States
private enterprise in the economies cf friendly
less~developad countries by gQuaranteeing investors

against certain political and business risks.




AID seeks to 1ncrease 1nvestment by pr.vate enter-
prise 1n the economies of friendly less-devel oped
countr.es by helping to provide dollar +inancing for

projects which promote economic cevelopment.

Certainly the figures which have been referred to world
seem to suggest that much of the funds that flowed 1nto
Guatemala in specific would Qo towards i1mproving the
conditions for investment whether they were spent on
infrastructure development projects or loans to industry.
These last examples of how AID explicitly encouraged and
protected private i1nvestment in Latin America are futher
reinforcement, It is difficult to estimate the etfect that
such "aids” had on investment: one author states that the
Qovernmant has Qone "about as far as 1t can go to promote
u.s private foreign investment wi thout outright

subsidization, '"e®

THE ALLIANCE AND GUATEMALA

In Guatamala, the Alliance for Progress had continued
ite efforts to make it the '"showplace for democracy’'. As in
the rest of Latin America, the Alliance for Progress
ancouraged private foreign investment 1n Guatemala in
saveral ways. First mich of the aid during thesse ywears
concentrated on developing the infrastructureg necessary for
prospsrous business conditions. The actions of those :1n the

CACM that created variocus incentives to attract foreign



investors, and those of AlD the agency that adminstered the
&lliance  +tor FMrogress Funds, seamed to work together
towards the same qoal. BEetwaen 1954 and 1(97¢, Guatemala
received more U.S5 dollars than any other Central American
naticn. (See Table I) One could surmise that the greater the
extent of U.S aid, the more a countryv would have to answer
to the concerns of the U.S - such o4 the protectian ot U.S
investors, In spirte of this 11t would appear that with
respwct to the otrer Central fAmerican nations Guatemala 1
relatively better off 1n terms of this “"control" by U.S
aid, Assistance 1s a laower percentage of GDF. of gross
investment, of government tax: revenue and o0+ i1mport
earnings in Guatemala. However, per captita assistance 1s
the lowest figure for the Central American nations. This
would seem to indicate that the bulk of this aid only
berefited certain sectors of the population. In the case
of Guatemala then, haw much did the Alliance do toc achieve
economic development, or did they simply., as in other

countries, avert economic disaster?

THE BEND OF THE ALLIANCE

One should note that in the mid sixties under Fresident
Johnson and his adviser Thomas Mann, the focus of the
Alliante gradually intensified the earlier focus on
military assistance, the encour agement of private
investment, and regQional integration. Earlier aims of

prosoting dempcracy and structural change soemed

[
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ircreasingly subordinated during this peri1od to military
agssistance due to the conerns over the r1se 10 Querrilla
activity sympathetic to Castro’s actions in Cuba. The
second focus on the broadening 0f private i1nvestment as an

engine of development 13 expressed by Frank Bradenburg 1in

his study: The Develonment of Latin American_Private
Enterprise.
Latin America has a long history of violent., authori-

tarian and extremist politics., The best hope 4or
democratization 18 in the qgrowth of many d:verse
interest groups which are relatively i1ndependent of
government. The danger of nationalizing 1ndustry 14
that 1t facilitates the nationalization of people,
inciuding ultimately the nationalization of their
thoughts and beliefs. The advantaqe of private
competitive enterprise is that 1t tends to encourage
and sustain a free press, personal freedom, and free-
dom of thought and Dbeli1ef. It develops a strong
interest in the maintenance of law and order. [t offers
channels for the unfolding of genuine creat:veness and
innovation arising from the varied background of native
cultures. It is the best hope for development of
political democracy, stability, and self-reliance in
Latin America - that is, for achieving the basic
aobjectives of the Alliance for Frogress,*e

Lastly, the third focus of the new administration would

be on the support of regional integration. Accecording to



Walter LaFeher. as tine Alliarce "died” and Yietnam grew
more e:pensive, the common mariets appealed to Jonnson
because they were ‘“cheap” - 1n addrtion they were new
frontiers for multinational i1ndustries and banks.*” Herein
lies what Delgado terms the "Achilles heeil" of economic
integration -~ "inteagration provides the vehicle +tor
mulitinational corporations to enter regional marlets
duty—-+ree., diverting market-widening benefits ¢$rom Lat:n
American interests to United States. European and Japanese
firms."”*® Hence each of these three focuses of the Alliance
for Frogress would undoubtedly aftect foreiqn investment.
The increased military assistance would assuaqe the
investors fears by combating the political :1nstability in
the form of Querrilla activities. The hopes placed in the
role of private investment would greatly facilitate the
foreign investors activities (1.e. he was of tered
incentives and certain concessions). Saumilarly, the fact
that the succeas of the Common Market seemed to be the last
chance for the Alliance for Progress meant that private
investors rocelved encouragement ard beonefits from both

Rrocoases.,

P



Chapter 4. SHATTERED KOPES FOR FROGRESS

We must support all economic integra*tion which
Is & genuine step toward larger markets and
greater competitive opportunity. The
tragmentation of Latin American economiaes 15 a
serious barrier to i1ndustrial growth. Projects
such as the Central American Common Market ...
can help remove these cbstacles.

John F. FKennedy. (1941)




GUATEMALA IN THE CENTRAL AMERICAN COMMON MARKET

An evaluation of the CACM must analvze the success of
the two basic aims that had been present since the earliest
discussions on regional integration. Une was to stimulate
industrial devel opment in these agricultural ~g:port
dependent countries aof Central America. The other was to
establish a free and open market that would foster a growth
in interregional trade and whose free competition would
inspire industrial development. Both Joals would rely on
attracting domestic and foreign rapital. For the purposes
o+ this study we are 1nterested in the role foreign
investment had in the CACM. According to certain authors,
the constant avoidance of sacrifice - the material and
political costs that each country had to make to implement
integrative measures -~ eiplains why the influence of
external forces on the origins and development of Central
American integration are dicussed.®* The most obvious
material cost was the funds that were needed for such 3
wide—-reaching project. Political costs might involve
opening up the political process to a greater percentage of
the population and gQiving up some national autonomy in
order to achieve true coopsration bewtween member nations.
As was mentioned earlier, ECLLA’s participation meant that
the member nations did not worry about the costs of

preliminary studies, as they were funded by the United
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Nations Technical Assistance Administration.? settlina upon
regional import substitution EY 3 a means towards
industrialization assured the member governments that
perhaps industrialization would be achieved without any
major transformations i1n their societies.* Hence from thas
beginning, further sacrifices were constantly avoided. In
1960, the United States had offered to end the deadlock 1in
the integrative process that has been described earlier, by
providing funding for a common market. In return the member
governments accepted the U.S government’'s conditions for
participation,

I the achievements of this Tirst aim are measured by
figures showing an increase in interreqQional trade, then
this integration experiment wee a success., Other authors
may have a different interprestation.

But the expansion of the national markets - the main

justification for economic inteqgration among less

dcvnlépcd. countries - was not only related to the num-
ber of consumera that cou'.d be brought together but
also to the more controversial question of the income
level of the majority of the participant’s population,

The creation of a regional market of 135 million people

in Central America was an illusion as long as the

capacity to consume of the peasant sector was not
drastically improved. To this extent any policy

concerned almost exclusively with industrialization was
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severely limited and risked becoming & costly e:ercise

in exaggerated protectionism.*

By 1944 1t seemed increasingQly clear that the aims of
industrial devel opment through regional 1mport
substitution, and the creation of a free, open market were
incompatible, and the impending cris:s of the CACM
culminated in the soccer war between E] Salvador and
Honduras 1n 1959, After the demise of the Alliance for
Progress and the CACM did toreign investment meet a similar
fate? Since the growth 1n foreign investment during the
gixties was not a secondary effect of the CACM but rather
the very impulse behind the CACM, it no longer seems likely
that private direct foreign investment dwindled in 1969
with the CACM. Rather after successful beQinnings amidst
the favorable climate of the time, it appears that foreign
investment in the form of aultinational corporations
continued to grow into the seventies.

The attempt to initiate industraialization through
import substitution may be considered a success i1f one
measures it in terms of the sharp growth in interregional
trade. To further enhance this growth, the prices of
traditional ex«port products recovered from the lower levels
of the late 19350’s. Financing by the Central Awerican Bank
and other international institutions aided in the creation
of necessary infrastructure for beneficial trade and
sconomic dJdevelopment: highway construction, facilities for

the generation and dimt-ibutior of electricity and port
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improvements., [t must he cobserved that such 1mprovements in
infrastructure would of course be attractive to potential
investors. See Table t and the subsequent qQraph which
demonstrate the boom in interregional trade. In looking at
the total exports of Guatemala to the other nations 1n the
Common Marlket, one can appreciate the magnitude of this
boom. From 1960, its first year of existeance, to 1965,
export trade increased by almost 240 percent. Expansion
continued from 1945 to 1970 when trade grew by IS0 percent
or on the average about SO percent per vear. This
astounding growth slowed down after 1970 when i1t grew only
26 percent between 1970 and 197%. Actually this drop to an
average of 5.2 percent growth per vear is quite dramatic
and could be due to the effects the 1969 war had on
interregional trade. Nevertheless, these figures indicate
that wip until 1978 there continued to be growth in
Guatemala’s exports to the the rest of the Common Market.
It is important to have an idea of the kinds of goocds
that Guatemals exported to the CACM in order to measure
whether tne import substitution model of industrialization
pravailed. Table 2 shows the character and value of
Guatemala’s exports to the CACM in 1967. As it occurred
before the war in 1969 it may Qive one & picture of trade
during the mast prosperous years of the Common Market.
Significantly, the value of exports composed uf chemical
products, manufactured articles, and machinery (what cne

could call "industrial products”) accounted for almost &7
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percent of Guatemala's total exports to the LnlHM, B some
standards, the data 1n Table 2 might i1ndicate that 1ndesd
tndustrial.-ation was @& resounding success. For 1t is
likely that the exported food products were ot a processed
variety and even beverages and tobacco 1ndicate that such
industries had been created. ret 1t should be recalled that
2/3 of the economically active population of Central
America was engaged Iin agricut ture. What was the
consumption capacity of the peasants, the largest sector of
the popu.ation? The entire scope of the regronal marbet
represented 15 mllion people growing at a rate ot 7.5
percent annually with a regional average per rapita 1ncome
of 8305 annually. But the subsistence sector of agriculture
in Central America had an average regional per capita
income of $70-1C0 annually.” It seems unlikely therefore.
that the type of goods shown 1n Table 2 were accesible to
the wmajority of Central Americans. Furthermore. while
Guatemala and the other member nati1ons mede a concerted
effort to creste a manufacturing 1ndu<cry, Table 2
indi1cates that the composition af total exports was still
dominated DLy the traditional products, cof+ee. sugsr and
cotton (they accounted for 56 percent of exparts 1n 1967).
Interestingly, Table 4 indicetes that the composition of
total imports, in larqge part, was devotesd to new raw
saterials and "ingredients" required Sy the ssphasis on

fndustrialization, Usually the prices for Guatemal an

agricyjtural producte were such lower than what they had to
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gipend tor Ltems  cucth s nachner v, chemicodl froducts
etc... Hence thi1s dirference in the value ot e:ports and
imports created & burden on the countr.'s balance of
payments., which was pnsitive only during the last tew vears
of Arben:’s term. &v other standards, this would hardly be
called industrialization. BHut, 1n conclusion, 1+ 1ndustrial
development 18 measured solely 1n terms of growth ain
interregiaonal trade, then the data considered i1ndicates
considerable achievements.

Amidst the heady growth of this periad those that urged
caution and attention tc the requirements for a "bal anced
development” were paid scant attention. 1t appears that
there were few controls establisied on the course of
thvestment and economic development and wnen attempts were
made, such as the Joint Economic Fraogramming Mission, there
were no mechani sma to follow throuqgh with the
recommendations, This Mission established 1n 1962 was to
identify economic sectors which could be objects of both
regional and long-term global development. Despite much
reswarch and creation of strategies it was realized that
not only was there little support from the member countries
for such a schema, but also no mechanism e 1sted to carry
it out.®In short, member countries icathed making any
material or political sacrifices for the inteqrative
process. Rather than learning ¢t0o upgrade the common
interest, the participants learned to put 1nto practice

theose measures whose economic consequences werae buffered by




Table_4. .
Guatemala: Value ot the principal e:por
(thousands o+ dollars, MNraoducts - (967
Product Value
Coffee 69592, 3>~ _Fercentage
Cotton 31497, 2 3%.2
Sugar 9769.8 15.9
Meat 7967, ¢ 4.9
Vegetable products S$5612.8 4.0
Fraesh fruit and nuts 4924. 4 %.8
2.5

(non-oleaginous)

Articles of clothing

4322.0

Textiles 4315.4 <.z
Cosmetic products 3%594.7 =2
Textiles({cotton) 748%.8 1.8
Materials destined 3441, 1 1.8
for animal feed 1.7
Manufactured i1temsicorlk) 2721.8

Fresh and dried vegetabls 2%80. 1 1.4
Fish and crustaceans 2171.4 L.
Machines and electrica 2109.14 1.1
1toms 1.1
Essential oils 2060, 4 )
Shoes 1912.5 1'3
Pharmaceutical products 1721.5 0'9
and mudicenes '
Canned veqetables 1392.8 0.8
Manufactured articles (metal 1515.1 ﬁ:7
Chemical products 1464,7 &_7
Assorted manufactured article 1452.56 0.7
Manufactured articles (glass 1427.8 0.7
Zinc 1359.7 0.7
Canned fruits 1297.4 0.7
Vegetable oils 1255.9 U, b
Marqgarine and lard 1198.9 0.4
Paper pulp and paper products 1192.7 0.6
Tobacco products 1128.9 0.6
Articles made from textiles 1111.3 C.6
(not clothing or shoes)

Fackaged, prepared meats 1081.6 0.%
Wood 1070.% 0.%
Seeds, nuts and almonds 1017.95 0.5
(olwaqinous)

Miscellaneous 14978.2 7.6
TOTAL 197939 100, 0

{Source: Guatemala,

Anuaric de

Comercio Exterior 19467-1949)
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Table 4.4
Guatemala: Value of principal imports - 1967
(thousands of dollars)

Product Value Fercentage
Machines for mining, canstruction 19487.1 7.9
and other industriai uses

Automotive vehicles 17374, X
Textile threads 134073,7 S. 4
Machines and electrical 12796. 3 T2
items

Chemical products 12008, 1 4.9
lron and steel 1175%.7 4.8
Manufactured articles (metal) 10394, 7 4,2
Pharmaceutical products 4320,7 3.8
and medicenes

Organic chemical products 8651.1 2.7
Paper and cardboard 60468. 95 2.3
Live animals 5967. 6 2.4
Assorted manufactured articles 5847.9 2.4
Articles of clothing 55462, 2 2,3
Fertilizerr 5%561.3 2.2
Wheat 4784. 4 1.9
Textiles (cotton) 4731.9 1.9
Crude petroleum, partially 4691.9 1.9
refined

Paper pulp and cardboard products 442%5.1 1.8
fetroleum derivitives 3026.% 1.6
Inorganic chemical products 3425.5 1.4
Textiles 3327.7 1.3
Tractors 2550.0 1.1
Special textiles 2504, 0 1.0
Animal oil and lard 2442, 5% 1.0
Materials destined for animal fee 2328.2 0.9
Pawar generating machinery 2325.1 ¢.9
Glass manufacturing 2096.5 ©.8
Miscell anecus T844%.9 3.7
TOTAL 247098.0 100,00

(Source: Guatemala, Anuario de Comercio Exterior,
1967-19691
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foreign assistance. Avording the qgradual trangster of
axpectations to a larger entity, each member pursued the
satisfaction oOf his 1ndividual interests by such
uncooperative methods as retaliatory measures agai-st 1ts

partners or the dedicated protection of 1tas naticnal

producers against reqional competition.?” Instead of.

coordinating thear ind:ividual programs of 1ndustrial
development, in the apirit ot free competition the Central
American rountries strove to attract plants, Given the
small si1z2e of the market- which might only be able to
support a very few firms in one Qilven industry - this could
result in such dangers as a proliferation of similar
projects, and an excess of installed capacity. ® Actually,
the only type of "industrial planning program" that was
established was proposed in 1943 and involved a permanent
system of customs incentives <for the promotion of new
industries. Called the "Special System for the Promotion of
industrial Activities” it gqgreatly differed from the
Regional Integrated Industry plan proposed by ECLA. It
consisted of establishing protective tariffs for those
articles whose production was considered to be sssential to
the economic development of Central America. Tariffs were
set protecting such products as plate glass, gl ass
containers, electric light bulbs, bodies and chassis for
buses and trucks, and refrigeration units. The so called
transformation industry had to meet the reguirsment of

filling S0 percent of the regional demand.® The critical
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difterence between this plan and that of RI[ wae thar the
new system made no provision for dealing with the problem
of where to eaequitably locate the plants (the 1dea of
balanced development). and it did not require a minimum
level of Central American ownership of capital. Hence., both
domestic and forwign private i1nvesiment which had feared
the kind of government intervention implied in the eparlier
scheme of ECLA, found & broad entry 1n the new system.
Table & chronicles private investment 1n Central America
during the early years of the CACM. E€! Salvedor. Honduras,
Nicaragua and Costa Rica all show a marked rise in private
investment after 1960, Guatemala, in terms o+ GDP, the
largest eCOnoOmy in Central America., shows private
investment fluctuating around 1.5 percent of the BGDP 1in
these vyears. Industries which had remained stalled in the
process of negotiation were established., Many 1ndustries
were estatlished in those countries which had a larger
domestic market and therefore a broader base for industrial
development. Less developed countries 1ike Honduras and
Nicaragua were gradually being left behind. In summary, the
free competition implicit in this free market strateqy
together with high tariffs of the CACM did encourage
investment in industrialization. But it appears that most
of the competition occurred bDetween member countries to
attract foreign companies with their capital and know-how,
to their countries. In this endeaver countries like

Guatemala that had a relatively broade- industrial base and




Iable 4.5

Private Investment in Central Amserica 1957-1943.
(in millions of Central Aserican pesos)

1957 1954 1959 1960 1961 1942 1963
Guatemsal a 17.12 17.2 23.53 19.4 13.2 16.4 19.0
El Salvador -1.9% 5.7 -4.0 9.6 13.0 12.0 1.7
Hondur as 1.5 -6.4 -4.0 -7.9 -&h.4 2.9 9.7
Nicaragua 13.8 5.3 3.4 5.6 1.8 16.7 14.2
Costa Rica 3.1 -0. 4 7.5 4,7 4.5 20.% 25.5

ross Domestic Praduct in Central America 19571943,
{(3n millions of Central American pesos®

1957 1958 1959 1960 1961 19462 19463
Guatemala 940 971 991 1021 1043 1097 1174
El Salvador - 499 478 491 S12 &4 4 7ig
Horduras 344 362 375 3I7’8 398 424 440
Nicaragua 342 343 349 353 376 416 344
Costa Rica 354 382 395 417 479 875 <032

[(Source: Secretaria Permanente del Tratadao General de Integracion
Economica Centroamericana (SIECA), Cuarto Uompendio Estadistico
Centrcamericano(1? de octubre., 19465),p.811]

~&HB8-
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more extensive Infrastructure appearentty met with =uccwese,
The lack of controls on both foreign and domestic
industrial itnvestmeént might have ied to the boom 1n
interregional trade, but it also created serious i1mbalances
that would undermine the CACM in 1949 when such imbalances
played an mportant role 1n the gestaticn of the war

between El Salvador and Honduras.

GROWTH OF FOREIGN INVESTMENT

From the beginning of the CACM, the U.% gnvernment
contributed the bulk of funding for 1ts planning. research,
and financial agencires. In 1968 and 1946 U.S funds
represented 5S4 percent of the budget for the nine CACM
agencies, 33 percent came from countries outside the
region, and only 13 percent of the annual budget came from
the membar nations.? These nations agreed 1n turn to
accept the "proper" rules of the game by refraining from
anterfaring with free market forces or foreign
investment,? The reduction of trade barriers, the
incentives offered to inveators and the lack of jai1nt
industrial policies 1n the CACM resulted in the unchecked
growth of foreign investment. (See Table 6.) It appears
trat a majority of the direct foreign investment in Central
Amnerica both before (1959) and during the period of the
CACM (1969) was in Guatemala. This table indicates that
between 1959 and 1969, direct foreign investment grew by

almost 95 percent in Central America. There are different




Table 8.6

Dtrect Fareign Investment 1n Lentral dmer T
{mi)llions of dollars)

1959 1769
E pA $ oA
Custa Rica KA 183.9 1/7%. SO
£l Salwvador aQi.y 11.1% 114,86 15,2
Blatemal & 1174 5.4 200 S
Hondur as | 30 T AL R 1034 _ 1} A4
Nicaragua 1. 4.9 re-TO0 1o
PPentral funertca 43, - 106, 0 LA 13, 6

ESour ¢ Gert Fosenthal , "l PJUNOS aspec tos oG e Gl oar Lol e
partrcipacion (oI b e 1nver sion elr anipera die et 0 e
Brocesa b o tntegr an cun cont e Oamer 1o ane I TR
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tntaerpretations or  thas growing invol cement o  direct
fore:rgn investment during these yvears o+ the CACM.

In the opinion ot Myra Wilkins the main reason for the
growth of the U.S direct investment was the impart
substitution policies of the late 1950°s and the early
{9607 s, Host qovernment action, as 1n Central America. to
encourage :ndustrialization had forced U.S businasses to
transform their sales. service, and assembly operations
into manufacturing facilities, Because of barriers to U.S
exports this was the only way American companies could
maintain their markets. Hence, the geographical scope., and
the degree of i1ntegration and divers:fication of U.S
irnvestments in manufacturing steadily grew. ¥ Freviously,
major U.S investment i1nterests had been i1n the e:ploration
and extract:ion of petroleum, but by 19646 in Latin Ameraica.
the majority of U.S direct investment concentrated :i1n  the
manufacturing sector. Guatemala was no exception. (See Table
7) 1t should be noted that much of the production ot these
manufacturing facilities was destined for the regional
market as asserted by Wilkins. By 1968, U.5 mnanufacturing
companies in Latin America sold about 89 percent of their
output in the hcst country,*3

However, Wilkins asserts that U.S direct i1nvestmants in
manufacturing were stil) greater in Eurppe and she
expresses surprise that afte Latin American qovernments
had pressured investors in uuth & manner there should now

exist alarm over what was seern as foreign doemination,t4




(able 4.7

DIRECT FOREIGN INVESTMENT IN GUATEMALA BY SECTOR
(miilions of dollars)

1963 1968 1970
sector value % value % value %
Agriculture 29.2 27.2 27.9 25.7 27.1 2.2
Mining 8.0 7.4 2.6 2.4 2.9 2.5
Manufacturing 11.2 10,4 3.9 31.2 42.6 3Jb.Z
Construction .6 2.4 1.8 i.7 1.8 1.5
Electricity,.Gas 13.5% 12.6 14.3 132.3 14.6 2.4
and Water 15.0 13,9 20.8 19.1 19.9 16,9
Commerce
Banking | X 4.8 .6 6.1 2.2
Transportation & 26,2 24.4 «3 -~ .4 .4
Communications «3 .S 7 .5 1.7 1.5
Other 1.9 1.4 . 1 . 1
TOTAL 107.3 100.0 108. 4 100,00 117,11 100.0

[Source: Departamento de Cambios. Banco de Guatemala. Talen
from NACLA, vol VII no.S May/June t973)
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While 1n terms ot «~Lsolute amount: thiszs wa-. he e, 19
relative terms the U.S presence in Latin Ameri1ca was o! far
qreater importance to those countries. U.5 oirect
investments not only represented a larqe~ percentage of the
country’s sconomy, but historicall, they were able to wield
much Qreater economic and poelitical leverage than 1n
Evrope. The second itnterpretation ot the growing
1nvolvement 2f direct foreign 1nvestment during the vyears
of the CACM decried what thev saw as domination ot national
1ndustry by the foreign economic powers.

It is often pointed out that the problem of the Cr .M
Wwas that each of the five countries was small and
essentially a producer of the same raw materials and
commodities ~- 80 what benefits could be accrued by
increased interregional trade? Rather . Qoods like
machinery, industrial items and processed ‘oods were traded
in the CACM, and these gouods benefited from the reduced
tariffs. Critics of the 1ntegration process maintain that
United States corporations were the main producers o+ these
items 1in the five Central American countries.'®™ Hence in
the opinion of many, U.5 aid helped create and aestroy the
CACM. For them the increased U.S aid of the pericod was only
4 means of manipulating people and governments in Central
America to suit the particular needs and whims of corporate
investors and tu keep the region safe for them.:* Their
presence, a result of minimal government control and tax

incertives, had numerous ramifications. The ta: exemptions




- allowtng the hignest rate o+ okl b be oo b et
importing the butll ot material tnputl s - wned thie
recatriation of protits put pressure oan the bal noe of
payments too. Many national producers coulrd simply  not
compete with the rapital. I now-how. ind techroloqy ot the
J. 5 companies. The resulting toreran domination ot the most
dyrneamic industrial weetars 1d not partioularly ald
natinnal economic developmint. [n addition, countries lihe
Guatemala could not be consolad by the pdea that such
fore1qgn Investment was creat:ng matty jobas tor the QrawinNg
population because oftten the type of technolaoyy usead
resulted 1n orily a slow 1ncrease 1n amployment.t’ The next
chapter will e:ramine the character and distrirbution of
fare1gn investment 1n Guatemala more closely, but at ths
point  one may summar:te the difteront interpretations of
the toreign tnvestment  that the policies 0f the (LALLM
encour aged. Some. like author Wilkins, might sssert that
the 9% percent 1ncresase 1n direct foreign 1nvestment 1n
Cenvtral America between 1959 and 1969 resulted merely from
investors playing by thne “rules” of the Common Market.
Critics of the deepening presence of direct foreign (moastly
American) .nvestment 1n Certral America seem to sugqQest
that it resulted from the U.S attending to 1ts cwn needs
for expanded markets. The Deputy Chief of the United States
Embassy 1n Guatemala when asked :1f he felt that the CACM
WRS A& greaater beneféit to the ULnited States then to Central

American countr:es, answered: “The Central American Common
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Market 12 1n the selti1och 1nterest af tnhe Uniteg oSt atoa, but
fortunately our 3seltish 1nterests corncilde with those of
the Central American countries."'" it 18 a simplitication
to assume that the CACM served the 1ntergsts of Central
American nations as a whole. Rather only the concerna of a
small aegment of the population were addressed by the CAUM,
The elite. with their traditional dominance 1n agriculture,
banking and commerce, received the benefits o+ cooperation
with the United States 1nterests tn the Central American
inteqration process. Whatever the difierences 107 npinion,
it is agreed that the lack o+ contraols of the +ree mariet
allowed tihrs growth 1n domestic and especially foreign
1nvestmnent, These same conditions that encouraged
investment would Jead to the seriocus 1mbalances that

eventually debilitated the CACM in 1969,

CRISIS IN THE CACM

After the initial so called “"success” of the CACM,
apasured by the tremendous growth in trade, the major
principle of the market, that of free trade, began to
result in imbalances that together would culminate in war
in 1969. The war that erupted between two members o0+ the
CACHM, El Salvador and Honduras, disrupted the CACM.
Although technically the CACM did not terminate at this
time and efforts to revitalize it still continue to this

day, since this is not a study of the CACM, 1949 will be
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treated as the et+ttective collapse ot thio development
effort.

The process of 1ndustrialization 1n Lentral America
evol ved in the environment of an open market where
protectivy fiscal measures produced a majyor flow of
regional trade in manufacturing products with a high
content of imported raw materials., Some secondary results
of this trade were decreas=d fiscal receipts and higher
prices for the Central American consumers. A serious crisis
in government revenues arcose since historically., since the
19th century, the bulk of tax income had oriqQinated from
imports.*® These effacts were not dis ributed evenly, Free
trade meant that the investment was drawn to the countries
of Guatemala, Costa Rice and E]l Salvador which had a much
broader industrial base. (See Table 6), Thes®e countries
benefited from this fiscal situation as they were able to
pass the cost of the imported components almost totally to
the consumars in the other two importing countries. The
Protoceol of 8an Joss further added tariffs of 30 porcent to
raw materials imported from outside of the CACM and the
consequent price rise of final manufacturing products
further intensified the protests of Honduras and Nicaragua
who ware becoming burdenad with an ever more critical
balance of payments problem and the feeling that the
benefits of regional integration escaped vhem,2°

There seemed to be a wealth of instruments available to

this integration program for formulating and implementing a
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strateqy ot bal anced economic deve!opment st These
included: the annual meeting of Ministers of Economc
Affairs: the Permanent Secretari:at of the General Treaty of
Central American Economic Inteqration (SIECA): twec
institutions- ICAITI, created to deal with industrial
technoloqQy. and ICAF, in charge of the training of national
bureaucrats: and the Central American Ekank ot Economic
Integration (CABEI). EBut these agencies were unable to
overcome the growing stagnation of integration. The
inability of the five member nations to agree on the
problems and solutions of inteqration did little to i1mprove
the matter. Furthermore. these regional agencies were being
asked to consider problems formerly under the jurisdiction
of national goavernments.®®* These conflicts =& wd toO
culminate in the July 114, 1949 Soccer War ¢t - w.en E]
Salvador and Honduras, a war that cannot be attributed
simply to the ocoutcome of a soccer match, but rather to the
steadily worsaring imbalances triggered by the integration
Process. Thus the averall failure of “he "oainless
davelopment” process set forth by the CACM may be due to
what author Cohen Orantes terms, the “low" cost process
adopted by the member nations. The notion of low and high
cost processes refers to the efforts and the concessions,
in material and political aspects, that had to be assumed
in order to impl ement the integrative process.®»s
Industrialization by means of regional import substitution

ensured that industrialization would not exact a high price
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in terms ot majar transfaormations 1n Central American
soci1eties. The fact that member nations stayed within the
confines set up by 1i1mport substitution probably led to
negative consequences for participant’s economic grawth to
the extent that it promoted inefficirent activities 1n terms
of too many producers for the market to support, and 1n
terms Of the character of goods produced.?®* We have seen
how the menber nations zealously competed to attract
industry and the nature of the goods traded. The small =i:ce
of the Central American market could not support the
ensuing proliferation of similar i1ndustries and furthermcre
the sort of goods they produced were not needed and could
not be afforded by the vast majority of the Central
Anerican population. Again in 1960, the committment to the
"low" cost route to industrialization was affirmed when the
CACM countries accepted the United States conditions for
financial support. As the pressure of foreign i1nvestment
grew and dominated some sectors of the national wesconomies
the member nations realized the limitations that the
financing of industrialization by foreign investment
involved. So, the failure of the Common Market that was
underscorsd by the 19469 Soccer War, really resulted from
the repeated refusal to make the sacrifices, and pay the
"high" costs for esconomic development. Economic development
seams to have been equated solely with industrialization.
True sconomic development would involve making radicial

changes in the structure of production and in the
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distribution of 1ncome. [n Guatemala the economy was
dependent on the export of a +ew crops. this si1tuation
would not change 1n spite ot the Common Market,
Furthermore, in 1948 two percent of the landowners owned 72
parcent of the land and 90 percent owned and operated 15
percent of thae land. Farms with 1.115 acres or more of
land, Q.3% of all farms, controlled more than half of all
the arable land in the nation.2® Committment to changes in
these situations would exact a high price from this two
percent engaged in traditional export agriculture. Indeed,
economic development would be costly in social, economic
and political terms. Socially, many wauld feel threatesnad
by snlarging the benefits of the vast Indian, peasant
population. Effecting these changes would diminish the
profits that had been garnered from the axport of coffee,
sugar, cotton and bananas. Lastly, as 1n the rest of Latin
America, rolitical powsr was squated with the ownership of
land, redistribution of land or de-emphasis on traditional
axport agriculture would challenge the slites dominance in
this sphere. 80 those responsible for integration in
Central America ignored the most urgent problem of those
countries, where 2/3 of the ecornomically active population
was engaged in agriculture, that of agricul tural
improvement. The growth of the Central American economies
that had been measured by the growth of interragional trade
might have slowed down after 1969, but this does not seem

to have been the case with the direct foreign invastment
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distribution of 1ncome. In Guatemala the economy was
depandent on the export of a few crups, this si1tuation
would not change 1n spite ot the Cammon Marhket,
Furthermore, in 19648 two percent of the landownars owned 72
percent of the land and 90 percent owned and operated 15
percent of the land. Farms with '.115 acres or more ot
land, 0.3% of all farms, controlled more than half of all
the arable land in the nation.2® Committment to changes in
these situations would exact &« high price from this two
percent engaged in traditional expart agricul ture. Indeed,
sconomic development would be costly i1n social, economic
and political terms. Socially, many would feel threatened
by enlarging tha benefits ©of the vast I[ndian, peasant
population. Effecting these changes would diminish the
profits that had been garnered from the axport of coffees,
sugar, cotton and bananas. Lastly, as in the rest of Latin
America, political power was eaquated with the ownership of
land, redistribution of land or de-emphasis on traditional
export agriculture would challenge the slites dominance in
this sphare. 8o those responsible +or integration in
Central America ignored ths most urgent problam of those
countries, where 2/3 of the sconomically active population
was engaged in agriculture, that of agricultural
improvement. The growth of the Central American economies
that had been measured by the growth of interregional trade
might have slowed down after 1969, but this does not seem

to have been the case with the direct foreign investment
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that 1impulsed the CACM. after the 1ni1ti1al surage due to the
favorable climate created bv the CACM, foreign 1nvestment.
represented by multinational corporations continued to

prosper in Central America and Guatemala into the

seventies.




Chapter 5. A GOJD FLACE 10 DO RUSINESS

"We are trving to ensure vour invastments
and we would like all the orqQanizations
and the businessmen that are able to
invest in Guatemala... We Quarantee your
investments. The government has said 80.
The president has said so. The Jurdges
have sai1d so. Those 1in charge of the
security of the country have said so. |
want all Morth Americans to come and
invest in Guatemala."”

General Benedicto Lucas Garcia,
former army chief of stafé.




MULTIMNATIONAL UOFLESTION TR GHRTERKL» By AMBERTUAN COMEENILS

The growth 1n U.S5 multinatioral 1nvestments in the late

1950° s was a worldwide phenomenon. By 19857, 2,300 U.§
businesses had stakes 1In some {0,000 direct (nvostment
enterprises abroad - the sales ot U.- contralled business

abroad were known to exceed U.S 2nports.t Lenerally thosge
companies that thus expanded their mari et had a
technologicel advantage. Ileadarship 10 American Lndustry
and/or established overseas stakes. Primarily thair sales
consisted of: transportation equipment, chemicals,
machinery, food products. electrical machinerv, and primary
and fabricated metals. it has been noted that at this time
the U.S government had a policy of actively encouraging
investment 1in the less developed countries of the world.
Wilkins again contends that "...foreign conditions and the
actions of foreign governments far more than the policies
of the U.S government influanced the decisions of American
investors abroad..."2 Rather., American 1nvestors were
disposed to concentrate in areas with & high standard of
living, healthy economic growth, rescurces and a favaorable
political environment for investors. She supports this with
the fact that U.S direct investment in developed nations
($53.1 biilion) was almost 2.5 times as great as that in
less developed countries (821.4 billion).® This does not
diminisn the importance of the U.5 1nvestment 11 Latin

Americse though, and one has seen how Guatemala with its

1O




abund.nt  natural rescuracos atrempt e to, Vet @ o
appropriate climate tor just such 1nvestars, This topic ot
U.S foreign 1nvestment &lways 1ncites strona  tealbings  on
the part of those who defend tts advantagee ard those who
bitterly criticize 1ts record. We will! rely .ga100 on
Wilking’ defense Ot U.»s drrect toresan 1tnvestment nil her
perception of the criticrsms that have been leveled against
1t. Those that articu.ate the objections she mentions,
often dedicate themselves to expousing the e:cess o+ .3
companies 1n the respective Latin American nations. Hence,
the 1nformation obtained on the dit+ferent ainds af U.S
direct praivate investment :1n Guatemala aften e:press the
views of these critics. PBasically then, these two
conflicting opiihions aver the qQrowth o+ American

multinationals 1in Guatemala since 19%4, wi1l) bhe discussed.

GUATEMALA AND FOREIGN INVESTMENT

The Guatemalan government during the CACM 1n the |ate
cirxties was eager to attract the many multinational
corparations who were sxpanding their operations overseas.
Their eagernsss to attract and cooperate with i1nvestors is
refiected in the following micerpt +rom part of a campaign
of the National Export Promotion Centre of Guatemala.

Just two and a half hours from New Orleans. i1n the

heart of Central America. a naw American frontier has

been opened. Both agyressive multinational corporations

and lons entrepmneurs have discerned the path of
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Proogry o nton Fioo vt e qnet A1 e 1 r it et LA T A

“0 Dt emal &, n t e BNt ar at L e erar o
rrontiersman, the country 1s "bist .o v wilde epen’ . (hir o
are e:ucellent reasons why Liratemal.s .= the most highly

rtavored gi1te +tor new 1nvestment riabit naow - political

And economyc stabilit ., resources, modernn suppar t

tacil:tieoe, .+

Indeed. some have maintained rhat the cocamunity o+ U, S
and Guatemalan businessmen 1s probal !y the most tightly
integrated, socially., economcaliv, and pulitically an all
of Latin Arerica. The multinational corporations honor the
domain of local monopolies held traditionally by old

Guatemalan families, and defend the Guatemalan reqime 1n

the li.S8 whilie in turn the governmant 1mposes nNO
restrictions on the financial operations of these
companies.,” Hence there were a variety ot t+avorable

conditions and exemptions thac these companies enjoved.
The-e were no transfer rastrictions on any kind o+
rorelgn-owned assets, dividends, and 1nterest and there was
no fixed amount of profilt that had to be reinvested 1n
industry, Furthermore. any 1aws giving prefarential
treatment to domestic capital were repealed 1n 1959.
Foreign companies were exempt from payment of duties on
imports of construction materials, factory machinery and
equipment, raw materials and automotive vehicles tor

industrial use. They were also e:empt from pavment of taxes

$or 3 ysars and could obtain a %0 percent reduction on
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tares tor  the  followina o veart. Wibn snch measurnea, het
anly could forei1gn capital be assured that they would not
rave to worry about local competition., but 1t 3 diftricult
to 1magine how they could help not controlling the market,

Still it might be difficult to comprehend that the
incentives the Guatemalan and U.o government ottered
fore1an 1nvestars were enough to nduce them to establigh
in a less adeveloped nation. There was always the guasti:on
of economic and political stabil.ty and the rudimentary
infrastructure. In light of the unrest i1n all of Central
America during the 1970°s and continuing to this day. this
qguestion 18 askwd with more urgency. Yet i1n 1981 and AvVX
Ceramics e:ecutive 1n El Salvador commented:

We cannot meet the competition of the Japanese 1n in

Europe with supplies from the United States. The U.5

cost of product:on is higher than the selling price 1n

Europe. But we can compete from Central America...and

our experience shows that you can operate 1n a

disturbed climate.*

Maybe his experience showed him what a Department of
Commerce report would conclude: that it i1s no small saving
for a U.S company to locate tn Certral America. The report
found that the average wage rate 1n U.S Central American
subsidiaries of $1.08 per hour was ®2ight times lower than
the average wage rate of $8.76 per hour 1n the parent
companies in the U.S.” Or possibly his experience bore out

the Departinent of Commerce in 1979 when it reported that
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the v te of return an U.a  dJirect IAveEatment i Latin
Ameri1ca was 9.6 percent while the average internatianal
rate of return for U.& direct 1nvestment was /.o poercent.®
This means that a U.S company 1n Latin America could make
258 percent more than 1t could 1n anather country. This 1S
doubtless a powerful stimulus for foreilgn 1nvestment and 1t
18 little wonder that so many corporations would decide to
do business 1n places lixe Guatemala.

U.S i1nvestors 1n Central America range from the largest
transnational corporations to smaller retail operations. It
is 1nteresting to note that 1n a study conducted at Harvard
of 187 multinational corporations, of the 120 manutacturing
subsidiaries they had in Central America, 80 percent had
been established after 1957.° With repect to Guatemala,
this means that the subsidiaries tont advantage of the
business climate nurtured atter the coup. Iin Guatemala U.S
investments have increased through accquisitions of local
firms, Jjoint ventures with local firms or production
arrang-ments with other firms.?

Because the transnationals had access to credit and
higher technology and enough reserves to withstand
temporary losses they could operate more efficiently and
make a profit. Local capital <formation declined as U.S
companies acquired iocal companies.*?: Some of these local
firms had existed as monopolies because the limited size of
the market could only support one firm.*? See Table 1 for

axamples of Guatemalan firms that U.S companies acguired.



lable =.¢
GUATEMAL AN FIRMS ACOUIRED BY 1).: M TINAT 1O PN T BTN 19
Fortung =00 Buatema) an LI IR WS "IN
Company Compare, (s ey
beatrice Food« 1'Fabrica de Feidou tos Mi<haooen ¢+ 1nto,
Alisentictos Rene 5.4, | TE TV o "EUTYSTIO8 IO
Boi1we Cascade DIindustria Fapeler a Ar Emat.,
Conth oamericana S.A.,
M1RFolsas o Pape) S A, Arsmairy
)Empress Comercyat Danrtwe: Basron o
Industrial Hispania 5.4,
Cargil) 1Al iansa Zar cO sl es i
Central Soya HIAl 1mentos Mari st o3 S.A, it trrr o, Bl anca.
Sota
Cluett, Feabody TIArrom d@ Centroamer yon L tata,
Coca-tota H)Industrias d+ (ate S A, oo Soenrte
CINCASAY 9IProductos Aliment so i o uanche s
Hharp S.4.
Colgate-Fala- 1) Industria thumica S.A, hioo Soatec b
vizve
ESH 1120w alux S.A,
Foremast - 12 Forwaost Dairies Je Tsicec COMpamist)
ek exs0n Guatemala S.5,
General Mmlls 1) Industria Mar 1nera 164 COm=e it )
weatemalteca S.4,
Gliaden 18)Galvanisadora Lentr o beaem Fata-la
Amer 1Cana S.ea, dUN LT
1) lncestraa Quamics (At Fecalar Lacenn .- ja
malteca de Adhes: ..~ ,
Dae s vados (TNDIX L1
15 inturas Centroamer 3 e brea b o)
$F LI ASA)
Good y i+ ar LIGe an Industr 1o -0 Poas oot
Neeumaticos Centriane,
Latiren S_A,
Gul ¢ 1Hfetroleos Gulid o e L ORI PR ]
Guateaala S A, -y A
Fhillip Morris 1756 oductos Cl.o) .1 S
’ lentrpvamersca .,
SN Tabac alora Centracaon g 1o el .-
rana S A,
Fillstuw S1rMulinos Mode . Gt e e | t
SITEr i Bess ARsme st L LY .

Impierr 141 S, A,

SIS B 7

hoach

vl

‘r Yeuor

Ye-ar

Forcent .S Fasd-an

AFuseter Type ot

Founded Acquired Uwnershnip Capital koot Value Froduction

1964
194%

1960
1971

1964
19863

1981
197

1958

1942
1960

19%8
1942

1967

1958

1vTa

100 *

197y

164
1963
1967

1968

1948
1963

196%
1960

1969

1968

1763
1’467

tvasd

[- %4
a

2.
&0
o0
a7
a7
wa

Ty
7

T

&1

StM, GO or enar ed
tarmals,snacts
4,700, 0 band §& raft

Paper
cement bags
prainticrs plant

W, 000 857,345
78,000 1, 3w, 733

anseal $eed
animal feed
oen’'s sharts

O, 000 2,72 118
Tarp Ouer 3, 77,009

TAm, OO0

J.20,.0mmy T BIS. 7N
canned {nod- .,

instant coffe.-,

LEETS ] B

LIRS T {1 N

t

St (OO 7T72.061 swests,cannail

W, OO0 1.7.49, 851 toathpastoe. . .
Al S a SO0

Ttas, O batteries

S8, 65,139 1. 1ce v

HTT.827 1,094,677 $lovwe m))

G W0 6 T4 684 galantzen o -
st sl

Lo, OOmr adhest ven,
Sseyntiuctic raet .

Sl Mty S 3R D7 painta_ varan nia

Td 1T U W R 97D tyr e

AT N

4.1°1,.°78

| RCITE DL LY I SACEYNLIVE'S JEP 30 YOG egum,

TLaama M C1 pAar st ty.a

Jee dinteybara,

*



-108-

23YFaber \ugart 3 1963 1944 “ar 403,000 1, 786.901 $louwr #21)
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While aothor authore v Msura Wilkins speal o the
advantages o+ Joint ventures there are those who teel thev
only benefit the U.5 company and the well-to-do Luatemal an
who forms a partnership with 1¢t. Historicallyv, kevy sactors
of Guatemala's economy were dominated by tamilies who had
usually made their fortune 1n export agriculture. AE the
bulk of toreign exchange had been acgquired through these
zort of export activities, those famiiies were the same
local capitalists who were able to engage 1n  joint
ventures, Hence their prominent position wasg only
reinforcad. The most obvious result of joint ventures in
their opinion is that local wealth 1£ absorbed as the local
economy comes under U.S corporate control. Another benefit
for the investor is that the risks of nationaiizetion are
diminished, Furthermore, tha interests of the Guatemaian
elite are linked with those ot the U.S corporation and the
surplus they appropriate only further i1ntensities the
distortions in income distributions,*>*

Froduction contracts with local <irar allowed U.S
companias to enter the Guatemalan m:- 9% with inttially
little capital outlay or risk. Some of the surf .3 derived
then remained with the local producer. Usually the U.S
company would sventually acquire the local! firm.:* Table 2
sesms to indicate that especially in the manufacturing
sector, a substantial numbe (49 percent) of U.S firms
participated in joint ventures. Many of the i1ndustries

that were located in Guatemala and Centra)l America in this
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.S Firms in Jaoint Ventiwres 1n Guatemataz 19/

Sector Total number of U.S firms Fercoent or thiewe 17 me
in the sector 3t JOlnit wecibag oo o

Manutacturing 57 Ay

Sersvicoes 10 4y

Caommerce 26 |

Construction 17 I

Mning and Finance Agriculture 4

O

TOTAL. 110

[Source: Fhil Church, Forergn Investment: The Bperation e i, Lyt

Investment in Buatemala, ™ i Yacct fred M 1D S FETURRT ARTRE SUUNE SR S R

from NACLA VIT nG.S Ma. 2 loase 19773
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manner were only/ finishing operations for somt ~meoiud Al turen
guods. They are sometimes termed - “"+inighina—touch',
screwdriver or wrap and pachk 1ndustries., Essentially,
although the product might say “"Hecho en Lontroamerica'’,
the only elements genuinely Central American were those
used 1n packaging.!® Later 1n the (970'«, the electranies
and textile industry would set up labor 1ntenstve assemhly
operations called maguiladoras. Maguiladoras would assemhle
basic miterials produced in the U.5S at a much lower labor
cost and then the assembled electronics part and clothing
would be ashipped to the U.S for +urther manufacturs or
distribution, Such operations are criticized because due to
the small magnitude of investment in plant facilities or
squipment, they can move on easily to a cheaper area of the
world to do business,i*

The pressnce of foreiqgn investnent has certainly
diversified since the davs when UFLO. [RCA and Empresa
Electrica dominated Guatemala. In the late 1960°s IRCA and
Empresa Electrica sold their holdings to the Guatemalan
govarnment. ¥ UFCO also disposed of some of 1ts holdings in
the late 1950’s, but still in 1958 an antitrust ruling
found United Fruit guilty ot monapolizing the banana trade.
As the deadline for divestiture approached UFCD was
purchased by United Brands in 1970. Del Monte approached
United Brands with a purchase offer far the cumpany’s
Buatemalan plantations., For $20.5 million in 1972, Del

Monie acquired 55,000 acres of priae agricultural land,
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pilus  an  aaroindustrial canpie: atrot- hong rran plantation
to port."

Although the significance ot these thrae ti1res  and
their investments 1n agriculture, transportation ant public
utilities has ended. U.S haoldings have i1ncreased remari ably
1n manufacturing. Table T 1i1llustrates that while 1in
compar:son with rest of the Central American members Of the
CACM the manutacturing industry’s share of the 8LUF 1s less
in Guatemala. nevertheless this share has i1ncreaged 1n each
of the ina.~"ated years. [n addition, Table 4 gives one an
even better qrasp of the extent of the i1nvolvement of
foreign investment 1n the manufacturing sector. In fi1ve
different areas of this sector forei1gn companies account
for a majority of the production. .

O¢ the 19 firms in the tobacco industry represented in
Table 4, the two foreign companies, Fhallap Morris and
British~American Tobacco represent 99 pe,cent o+ the
praoduction. Although 231 national companies represent the
majority of the production in the food Procesg ng 1 dustry.
the comparatively small numbers of fore;,

compa 11 es

account for 168.6 percent ( that :8 un veraue o+ 1.8

. "y ¢m
percent per foreign company and O,22 Lercent per nat.aInal

company.) In Guatemala this indust ., +:erg ek things as

cheawing gum, margQarine, food snacis, instan: cot+fee and

breakfast cereal to the marker.**® [ rhe Chemical 1ndustry

foreign companies vield 54.7 rercent ¢ the praductiorn

Sourcas :1n NACLA reports 3°© . a1meg that thege firms were




Table 5.3

Share of manafacturing 1ndustry in GDI-

Guatemal a El Salvador
1945 n.a 11.43
1950 11.1 1> @
1955 11.7 1.8
1960 11.7 17,9
19265 1.0 1&. 7
19706 14,46 17,85
1975 14. 0 17.9
1278 151 13, 7

tSonrece: EtLA, Stati=ire .-}
Nations, New Yort . 1958ba .
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Table 5.4

Guatemala: The participation of foreiogn capital i1n the or oos domest oo

product i the manufacturing sector - 19&8.
(thousands of $Ca)
national companies foreian COompail es.

production praduct: .1

#_ $CA A ¥ $CA %
Food products 25t 1018011} 81.4 17 2321704 145_ &
Beverages o R Uy Q2.7 2 DR 7.
Tobacco i7 ) S T | 1.0 u 1598, &6 A
fextiles 129 4%, 343, 9 77.4 1 19,8 et
Clothing 48 A IRV N | 210 N | 1 480, 7 10, Y
Leather 7% HS IS 106 O -
Wood a9 8144.9 1000 -
Faper and &Y 1731, 6 ‘4.9 - E N I T BT R |
Frinting Chemical &H1 164475 qr,, 7 14 RN S
Industrv Fetroleum . - D [ A S fro
Industry Kubber 1% DU 0 10,.7 o 1.7
Industry Flastics 14 399, T AR IO . B |
+] ass 5 480 9,1 1 I
industey Mrroer 21 & Gvn., ) Y4 e, : BRI
metallioY Miner al< Gt ] =) 171 15,07, 7 TP 1¢: | I I B
iJt bt D | 1750t . & .4 | 1.'9., Ve,
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locateo 1os Luatemal.a Lo Ser s= ¢ an outiot' Liokhiad Che
tarit+f wail ot the CACM and hence ond . Battilog anrd in) nor

chemical addirtions occurred N the Luatesalan plants,

Similarly., tore1on compantes enaaged 1n the rahbber 1ndustry

controlled 83.7 parciznt atid Ly e iAo tadustr L, Y
percent ot the production. ret ger haps thie most anpress) ve

frgure 1r this table shows that «t least 1n 1768, torei1gn
companies (among them Eaxxon,  Guit, fe:aca. Koval Duteh
Shell and Standard 01l of Californi«) controlled 100
percent of the petroleum i1ndustr, 1n Guatemala. Luatemala
is believed t- have plentiful o1l reserves and therectore
several international o1l comlanlies ir the 1970 g
concentrated on exploration for o1l. The Luiembourg-based
Pasic Resources International S.A has discovered o1l on its
FT6H, 000 acre petroleum cancession 1n the Peten, This
company’s subsidiary., RKecursos del Norte Ltda, cooperated
in a joint venture with Shenandoak 011 Corporation and Saga
Fetroleum A/S of Norway to develop that concession.+“: Due
to the limted si1ze of the Guatemalan market, the companies
had difficulty expanding and 1t was with much anticipation
that they awaited the development of industries that
requirad the intensive use of petroleum products. Umne such
project was the proposed investment of the Caned:an
International Nickeil Company in the eastern part of the
country, it was estimated that in a few vyears the

investment should be $60-80 million - making it the larcest
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SLrgl e Lrvedt meeriot 1 Laatemalas MNatorati . the petbroieam
indestr s wawld  be essentiol t or the miritng pro)aect <
deveiopment, 22

As cited 1n Table S ot the previcis chapter. at least
by 1968 direct forcoign investment 1n Buatemala concentrated
N the manuiactgran sector. Thie fareilgn i1nvectment had
been called upon to be the enaitne tor ndustriali-ation
during the CACM. [n addit:on. one ot the «1ms of the CACM
sotight te Linp l ement regtonal Lipowrt subatitution
itndustrialization thr ough the  1nterr eqraonel trage of
manufactured qoods. [ndeed, Table S indicates that 9., |
parcent o+ Guatemala’'s exports to the CAUM consisted of
manvfactured products. In thas afalysls of faorei1gn
investment we Mave looked to see the e:tent of 1ts
participation in the Guatemalan economy. Henre continuing
tn this vein, Table 5 exposes the percentage ot Guatemalan
upurts to the CACM that were produced b toregn
comparaes., In 1970 then 98.37 percent ot the e perts .
foreign companies were manutactured products and ths
accounted for 44.6 perceant of the total manufactured :tems
sxported to the CACM. Despite their substantizl presence
one cannot say that foreign companies totally domnated the

interregional trade of Guatemala.
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The asubciLantial 1nvegtment o+ ftoaretygn caplhal  ap
the manutacturing sector was lilely to shift atter the
demise of the CRCM. This 1s because s mentioned earliar,
the bulk of the expaorts of foreign companies that arew and
prospered during these years, wag destined tor the Cantral
American market. As 1nterreqional  trade dwindled e:cngs
installed capacity 1n manufacturing 1ndustries aswelled,
This sugqests that foreiqgn 1nvestment woutld perhaps
concentrate 1n a differont sector. Hence 1t 1 i1nteresting
to examine 1n detail the 1nvestment of the (nternaticnal
Nicke! Company (INCO) in Guatemala i1n the late 1970 s. This
venture involved the exploitation ot nonrenewable national
resources and would be the single largest i1nvestment 1n
Guatemala. An analysis of INCO 1n Guatemala qi1ves one an
1dea of the future emphasis ot development, of how the
Guatemalan leadership 1s likely to handle the relationship
with foreign investment, and it shows a new and more
sophisticated strateQy on the part of foreign companies
when compared with the past record of foreign 1i1nvestors.
(For this following section [ have relied heavily on the

book, The Big NickelpINCO at Mome and Abroad. by Jamie

Swift and the Developmant Education Centre.)

INCO IN BGUATEMALA
In 1956 the Hanna Mining Company of Cleveland secured a
concession on the shores of Lake Izebal in Guatemala from

the gqovernment of C(Colonel Carlos Castillo Armas. Wanting
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perhaps to share the risls 1n developinyg these Jdeposits.
Hanna turned over control to the International Nackel
Company (INCO), Canada’s largest mining company and the
world's largest producer of nicikel, 1n 19640, AR new company.
Exploraciones v Explotaciones Minaras (EXMIRAL) , was
incorporated 1n which Hanna retained onlv J0 percent o+ the
equity in EXMIBAL, and INCO tool up the remaining 8o
percent.*3

By the summer of 1962, EXMIBAL was technically ready to
begin the mine development. However, 1ts mining project was
not officially dedicated until July ot 1977. During these
years, the parent companies undertook what they telt was
the "political work" necessary hefore production could
begin,®*

First of all, praessure was brought upon the Ydiqoras
govarnment to adopt a new mining code. E.. before an
agreament could be reached, Ydigoras was overthrown and
Colonel Enrique Peralta Azurdia seized control and
suspended the constitution. EXMIBAL was 1nterested 1in
encouraging the westablishment of comprehensive mining
lagislation and it hired a Peruvian sngineer to draft such
a code. In April 1965, the Guatemalan Congress passed this
dratt as Decree 342 and in four months EXMIBAL had obtained
the rightas to the Niguegqua nickel deposits \n the hills
ovarlooking Lake Izabal.®%

Next, EXMIRAL desired to bave its strip mining

operation classified as a transformation industry. It would
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then benefit from the tax i1ncentives the Iyrateomal an
government offared as part ot the Common Marlet strateqgy to
attract industrial i1nvestment. When EXMIEAL regquested this
special status in 19467, the Minister of the Economy at the
time, Roberto bBarillas Izaguirre rejected 1t citing that
oanly non-metallic mineral opaerations could gualifv for
transformation industry status.<“* Hence the mining company
commissioned the industrial research arm of the CACM,
ICAITI, to do a special study. ICAITT recommended that the
Guatemal an government bestow the special status wpon
EXMIBAL. And in May 1948, with a new Minister of the
Economy, EXMIBAL was declared eligible for special tax
treatment,®”

Still INCO wished to secure the ability of EXMIBAL to
repatri~te profits without 1nitially depositing export
earnings in the Guatemalan Central bFank as bhad been the
custom. EXMIBAL claimed that 1n order to amortize the
foreign loans for investment it must be allowed to
accumulate a capital fund outside of Guatamala. On March
29, 1968, the government’s Resoclution %5727 ruled that
companies with large foreign debts could depomit their
funds outside the country.a®

Rfter securing these concessions that seemingly would
assure them of a profitable experience in Guatemala, INCO
sought one more last assurance of a good investment climate
in Guatemala. INCO wanted procf from the government o+ ¢irm

cantrol over political opposition that might endanger




tnvestment . =%

Throughout the mid si1:ties, the hilis  aroung Lake
Izabal were the base for eft-wing uerriilas. The fruerzas
Armadas Rebeldes (FAR) and the Movimiento Kevolucivnariao 13
de noviembre (MR 13} had established a base o+ support
among the peasants of the provinces ot [2abal and Zacapa.
According to the authors of The Eiq Mickel, 2ust as the U.S
had made QBuatemala safe for democracy i1n 19%4, Colonel
Carlos Arana Osorio made Izabal and Zacapa sate for INCO 1n
1968. In 1968, Arana Usorio and his American—trained «and
armed soldiers Jlaunched a “pacttication campaign’ to
destroy the guerillas - by the end ot the decade and this
exercise, 3000 Guatemalans had been killed., many ot them
peasant supporters of the opposition. On the strenath of
his "perfornance” Arana Osorio ran for the presidency and
was elected in 1970, MHe pledgad during the campaign that,
"If I am elected, all Guatemala will be like Zacapa". Atter
his victory EXMIBAL was finclly ready toc proceed and :in
February, 1971 an agreement was signed.3° A complex capable
of producing 60 million pounds of nickel per yvear was to be
built at a cost of #2250 million.

ARecaording to INCO, the agreement brought “together
certain conditions contained in the laws of Guatemala and
other conditions contained mutually agreed upon...”3* 1lhe
company agresd to pay half the usual 53 percent tax on
mining operations for the first five vyears of production

and 3/4 the usual rate for the following five vears. In

kmn i 4 b e e eamans aae e




addition, probably the most touted oSpect ot the  aoreement
was tme provisian for government participation 1n the
mining praoject through an acquisition of up to 0 percent
of EXMIEAL., the equity of which would accrue i1n lieu of
taxes,32 The authors of The Big Nickel. suggest that the
state 1nvolvement 16 EXMIEAL may have been an sftort to
appease those in Guatemala who were reminded of the
country’s experience with UFCO and saw it as « sell-out of
non-renewable national resocurces, or an et+fort attemptinag
to secure the company against the threat of
nationalization.

INCO secured financing for the project from various
international agencies, and in the end roughlv one quarter
of the necassary capital came from government agencies 1n
the form of export credits or from lending i1nstitutions
which received most of their +unding ¢rom 1ndustrial
countries. 33

In May 1949 an ad hoc group of academics., unionimts,
and aoppostion political leaders convened a public inquiry
into the aQreements with EXMIBAL., They offered the
following recommendations concerning the Lake Izahal
project: A new mining code to replace the "INCO code”
passed in 1945 should be devised. EXMIBAL should also be
taxed directly so that for each ton of ore extracted the
governmant should receive some payment. In addition other
national companies should be allowed to bid on the project,

or it might sven be run as a state enturprise. Furthermore,




he deci oan ton o wilow FaMIbtal to repatriate tnewr prutits
freel / should be -reversed as 1t went aqanst  current
policy. Final v, EXMIBAL should be dgenied status as a
transformation industry.®® In response to other 1nstances
of growing discontent, Arana (soriuv ordered his Minister of
the Economy to review the concessions granted to [(NCO's
subsidiary. This minister, a former employee of EXMIRAL,
not suprisingly, could find no fault with the agreements, 3%

Fulfilling his campaign promise to do to Guatemala what
he had daone t0 Zacapa. Arana 0Osorio declared a state of
sieqge 1n November 1970, The wsuspensiaon ot normal leqal
rights allowed increased of+ical repress:an and an 1ncrease
in the activities of right wing death squads.* Some of the
most vocal critics of the EXMIBAL deal were victims of the
terror of these years. Alfonso Bauer Paiz, a law professor
and member of the ad hoc commission was shot by assailants
but survived. In that same month another member of the
commiasicn, Juiio Camey Herrera was machine-qunned to death
in his car. Two months later, Adolfo Mijangos, the fornmo’t
eritic of the project, and one of the four cpposition
deputies elected that year. was murdered just before the
final agresment between Buatemala and INCO was signed.

In July 1977, EXMIBAL was officially dedicated by then
prasident General Kjell Laugerud. The Guatemalan government
saw the project as a model of foreign investment for it not
only opsned up a new export sector, but the fact that INCO

was Canadian represanted a change from the usually obvious
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Amcrican presence. (he extractl /e nart o+ the MNerat1on was
st 1p mioing. Power shovels scooped away the halls 1 22
foot strips and 35 ton trucks hauled the ore toc the
processing plant on the shores of Lake [zabal. Atter the
ore was reduced and melted. the niciel matte was shryped
down the Lake and eventually to the C«ribhean port ot Santo
Tomas where 1t was shipped to the <ountries that refired
nickel. EXMIBAL was e pected to be exporting by the end of
the year and when ocperating at full capacity to employ 00
people. Critices of the proJject saw little tf no benefits
for the Guatemalan people. In termy o¢ creating )(0o0s. the
anticipated stafé of U0 seemed i1nsignificant compared to
the 20 percent unamp loyed, and the S percent
underemployed, of the population of five mllion, Ip
addition to the criticism of the company’s requlation of
rate of resource extraction, control o+ marketing and
pricing, concern was e:pressed over the effect o+ strap
mining on the ecology of the Lako [zabal region. It sesmed
that the only Guatemalans that would gain ¢érom this venture
were those who allied themsel ves directly to the
transnational. These people were often members of the most
influential families ir banking, agriculture and business,
Notes In January 1981, the much awa.ted mine shut down
for a year due to low nickel prices and the high cost of
oil used in the smelting process. At its peak the mine had

brought in about as much foreign excharge as the entaire

tourist industry.3”
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It has been ashown that the CACM member nations fixed
upon foreign 1nvestment to spur their programs tor
industrialization. To this end they activelv competed
againat sach other i1n efforts to attract toreign capital.
In most cases however, the desire for i1ndustrialization
co-existed with strony nat:onalistic and often,
anti~American sentiments. S0 1n Central America ambivalent
feel 1ngs that encouragaed forei1gn inveustment to raise the
nat:1onal income, and feared that such i1nvestment wouid be
coatly in economic and social terms and impair independence
prevailed.®® Wilkins below, recogni:es these sears that
exist in all of Latin America (and are definitely
representative of the Guatemalan experience). in responding
to each one, she speaks for the good that muitinationals
could accomplish.

First, recipient nations fear t"e economic costs o+ U,S
investment, By taking large earnings out of the country and
in other ways hurting the nation’s balance of payments, U.S
investment would retard economic growth and local
initiative a8 it sought to aid the parent company’s growth
at the expense of the national econcmy. Wilkims counters
that payments abroad by U.S business contributed pomitively
to the host nation’s growth. For i1nstance. it would provide
capital, management, technology, skills and know~how,
employment opportunities and taxable snterprise. In

addition, basic infrastructure investments in
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tranasportation, housing, education and medicawl Care tr.
benefits to the host country. With respect to tliuctuat:
1n the nation's balance of payments, Wiltins states
the effects could be positive whaen a forei1gn 1nvest
production was substituted for 1mports and when t
tnvestors exported their output. ws far as sapping lo
imtiative. she maintains that by demonstrating techniau:
that could be 1mtated., by training 1ndigenous per soninel
and by creating new activities f‘secondary 1i1ndustries)
linked with the i1nvestor’'s primary business. host nation
local bus:ness could prosper. Albert U. Hirschman concedes
that foreign capital 18 now taxed more heavily., more
foreign earnings are returned to the host country., foreign
firms buy more from and sell more to domestic producers,
and technology 18 bei1ng transfered. However , the
pert+ormance ot {forei1gn capital teday 16 stil nvershadowed
by the "conspicuous cases of unbrindled exploitation i1n the
past, Today the U.8 18 sti1ll accused of economic
dominetion, political intervention ard perversion ot Latin
American values through their i1nvestmrots.”>® 0On the
question of economic costs of foreign 1nvestment, Wilkins
concludes that the racord shows that 1t has helped the
national economy:

There need be no contradiction between ai1ding the

parent company’s'and the host nation’s growthiy bhoth can

Q0 hand in hand, In net, U.S business abroad usually

has made an important contribution to the economic
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growth ot the host nation. =@

Again Hirschman agrees that toreign 1nvestment can
bring in MisE%1INg factors of production <(capital.
management, technology. skills etc.) complementary to those
available locally 1n the early stages of development of a
poor country. However, ownce a country has started to
Qenerate 1i1ts own entrepeneurs, and technicians, toreign
investment may play a stunting role as i1t Fkeeps 1mporting
80 called scarce factors of production.*' As Guatemal a
appears to have reached ti:1s stage ot develaopment 1t seems
that foreign firms may compete with rather than complement
domestic enterprise. when s0l.ent local businesses are
bought out 1t -] hard to continue talking about
contributions. In Wailkin’s opitiion, thae major contribution
forei1gn 1nvestors have made has bheen their role 1n the
industrialization of Latin wmerica. Further, the mnst
modern parts of the industrial sec-or 1n Latin Amer:ica
result from U.§B stakes. Certainly ¢this 15 litely to be
true. However, when i1nvestors own the most modern parts of
the industrial sector, then often the very core of a
national economy is controlled by other than national
interests - a situation which seems hard to justify. These
industrialists cannot usually constitute an effective
intoreat group +or modernization as foreigners tend to act
with cauwtion and restraint and not as a pressure group for
the reform of domestic policies.*® [t is hard to 1magQine

why they would want to change domestic policies that
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granted theim v ari1ous CoOPCessIoNs. The lsuxtemalan experlonce
with foreign nvestment supports ¢hys, UFCU., betore the
slection ot Arben: controlled not only a vast amourt of the
country’s mos:. fertile land, but it 3]1¢p0 1ts transportat:on
systems both inside Guatenala and gutside (1n terms of
shipping). In addition 1ts subsidiar,es owned the country's
public utilities and communications gystem. No one has ever
asserted that UFCO ever acted to change this status guo.
certainly, their success at resisting such attempts 1t well
documented. Later INCO's nickel miming project, one of the
most recent and largest foreign 1nvestments 1n  Guatemala.
only sought to expand the concessions that they recelved
from the nhational government and did not proceed until they
were secured. In addition, when policy makers malke
decisions affecting key 1ndustrial sectors. the fruits o4
their decisions accrue to non-nationals and hence just
further strengthen their position.4® [t 5 therefore
difficult to make national decis:ons that concern economic

development,

Nuxt the Latin American countries that hosted direct
toreign investment feared its political costiw the creation
of dependent relationships and the loss of sovereignty. In
this light there were many critical gquestions they faced.
What about the lovalties of multinational corporations. Are

thay responsive first to the U.S government and then to the




host government., fi- it to the par=nt -pomp.r. ond rhen to
the host nation® [f the toreian in.estment 1s 1N an
important i1ndustry or another preeminent role 1n  the
ecoraomy, will it be able t circumvent national goals™ Can
any nation retain its sovereignty 1+ 1ts aajor 1ndustry,
tts national defense. its communication, i1ts transport, or
its banking activities are in foreirgn hands? (lan foreiqn
investors upset a national currency”

Wilkins responds to these deep concerns by countering
that nations that host direct foreign private tnvestment
can 1ndeed maintain their sovereignty. These host nations
have the power to enact laws (tax and expropriation} to
control the activities of foreign investors. As far as the
loyalties of foreign investment and its circumvention of
national goals, Willinse believes that compared with the
alternative of foreign Qovernment capital, private foreign
diresct 1nvestment is free of political strings as they have
economic qoals behind their investment, In addition,
Wilkins contends that there cannot be true national
sovereignty Qithout sconomic strength - and foreign
investors aid in establishing this foundation. Actually the
record in Guatemala shows that there have bewn no
expropriations since 1955, end although ta: laws might
control the activities of foreign investors, 1in Guatemala
this has not been their aim. Rather, tax incentives and tax
breaks have besen used to attract more capital to Guatamala.

In addition, not only did the host nations seem unable to




#nact laws that controlled $oreian cnvestmant bt
companies like UFCO and EXMIBAL proved adept &t intluencing
the passage of laws that favored their particular needs.
Rlthough it might bhe correct that 1n 1tselt private
investment had less political strings, we have seen how
since the administration ot Woodrow Wilson, qo0vermament aird
has 1ncreasingly been implemented to protect and provide
quarantees for private i1nvestment. Much of their ai;d money
was used to build infrastructure that would be ot qgreat
assistance to these new industriea. The 1dec that there 13
no linkage between private foreign direct 1nvestment and
foreign capital seems questionable aiven these developments
since the days of Wilson.

Lastly, host nations ¢sared the soci1al costs of direct
foreign investment. They worried that the muitinational
firms would impose alien cultural patterns and hence
destroy the nation's culture. Wilkins does not appear to
challenge these concerns, rather she seems to confirm thean
and accapt their inevitability.

.. @CONCMIic development. particularly irndustrialization

wherever it occurs, decimates old cultural patterns.

The question is, domes te recipient nation want to

develops if so it must sacrifice many of the existing

ways of life., There seams no choice. No nation has
developed economically without some crumbling of the
cake of custom,**

The implication of the above statement is that
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industrialiravion 158 o set package ~ cont-aning  Epecltic
policies, skills, and technology that must untlinchingly be
implemented if a society decides to seelk Jreater esconomic
development. 1 cannot agree that the destruction of &
culture so0 rich and colorful as that ot Guatemala should be
accepted a5 an 1nevitable coneequence of modern: zation.
Econamic development must be an 1llusion withoitt the
foundation of an educated, healthy and proud society.

{n a number of cases, Wilkin's views on the economic,
political and social consequences of foreign i1nvesatment 1in
Latan America, conflict with what we know about 1ts record
in Guatemala.

According to ilkins, /.S business abroad has made
important contributions to the esconomic qrowth of the host
nation, It has provided crucial factors of produccion libe
capital, manigement, trchnology. know-how, skills etec...
Aleo it provides employment opportunities. beneficial
additionn to the national infrastructure and ta:able
enterprises. In the case of Guatemala, as many of the
foreigr investments were capital intensive. the I[DBE's
Annual Report stated in 1968 that the new investments
created about 1,500 new jobs a year. while the 1ncraase 1in
the national labor force amounted tao 80,000 persons a
year.*® g far ag the creation of taxable enterprise is
concarnad, we have teen how in the cate of two major
foreaign investments, UFCO and EXMIBAL, taxes were reduced

in some casas bv one half, or esver eliminated all together,




Orn the contrarvy. t.u revenue declined as Luatemal.a sowht
to attract forei1gn companies. She stated that the balance
of paymants effects due to +torreran i1nvestment could ba
positive as the foreign 1nvestars production could be
substituted for imports. Actually. the only time that
Guatemala’s balance of pavmerits was positive was during the
last few vyears ot Arben:’'s reqime. Kather than weakening
local capital Wilkins countered that foreiaqan 1nvestors
bolster their 1miti1ative bty demonstratinag new technques
that can be 1mitated. by training native personne!l and by
atimulating the creation o+ complementary. secondary
industries that could supply the needs ot the larger
industry. As mentioned by Hirschman, 1t 15 questionable
whether foreign firms did not just compete (with an unfair
advantage) with already established Ilocal entrepensurs.
Lastly she bel)ieved that one of the ma)or contributions of
foreign investment was its creation of the most modern and
industrial sectors of Latin America. .n the case of
Guatemala probably one of the major detriments of foreign
investmant was exactly this, since the days of United Fruit
it controlled most of the key industrial sectors. i1ndeed
the very core of the national esconomy.

As far as the political consegquences of foreign
investment Wilkins seemad assured that local sovereignty
could be maintained since host nations had the power to
snact laws that would control foreign investors. Again, the

Guatemalan experience 3shows that those laws that were




enacted either, gave ta: breaks and 1ncentives to +orelgh
companies during the period of the CACM. nr as 1n the case
of UFCO and EXMIBAL thes® companies were actually able to
influence the passing of leqQislation 1n their favor,
Wilkins did not feel that Latin American nations should
worry about whether foreign companies would be more laoyal
to the parent company and the U,.S government than +to the
local anthorities. After all she asserted, private formign
direct investment was purely motivated by economic goals
and free of political strings., The recerd 1n Guatemala
1indrcates that this i3 nonsense. 0f course the best example
of foreign i1nvestment with political strings was UFCO, who
sfter being threatened by expropriation and other changes
in their way of doing business, was abie to play a major
role 1n the overthrow 0f the elected government of Arbenz
in 1954, [n regard to political costs., Wilkins concludes
that true national sovereignty was not possible without the
economic strength that foreign companies could provide. Vet
how could a nation like Guatemala retain its sovereignty
{if it sver had it) when its maj)or industry, its national
defense, i1tes communications, its transport, or i1ts banking
activities are in foreign hands? MWould foreign investors
ever allow the nationalization of these interests when they
attained this foundation of economic strength? Lastly, 1in
terms of social consequences, Wilkins held that in order to
achieve sconomic development some destruction of the

national culture must be accepted. Certainly in Guatemala
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during the past twenty years "old cultural patterns” bhave
been decimated, especially those ot the targe I(ndian
popul ation. Yet it appears that this grave !ass has not
been accompanied by any qgreat measure of development as

indicators ot social. political and economic modernization

will show,

In order to analyze some of the current sociral
conditions in Guatemala [ have qathered data 1n Table &
from the [nter-American Development Eank Annual Reports of
the last twenty years. While advances appear to have beaen
made in reducing the death rate and infant mortality and
increasing the li1fe expectancy and literacy rate, other
measures of social well-being such as central government
expenditures on aducation, public health and housing have
declined. These figures become more meaningful when
compared with strides other Latin American nations have
made in these areas.

It would seem 1mpossible for any study of Guatemala to
ignore this country’s recent record of vinlent political
unrest. [ feel that Jonathan Fried’s book Guatsmala in
Rebellion: Unfinished History includes a chronology that
sSummarizes the political situation since 1954, (See
Appendix 1). Unfortunately, entries that would indicate an
opening of the political process to a larger sector of the
population, fair elections, or the confidence of the

Suatemal an pecple in their welected government., are
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conspic¢ .. absent 1n this tragic latany o+ political
vitlence ar Jjestruction 1+ the Indian culture. Apparently,
political jevelaopment has not accompanied the economic
growth of the past thirty years.

Indicators of economic advances i1n thase years can be
tound 111 Tables 7, B, and 9. The years after 19%43
‘dominated by the CACM period) are characterized by healthy
growth rates when compared to the rest of Central America.
Although the war in 19569 signaled the decline of the CACM,
the resulting deceleration 1n the industrial sector was
compensated by a rise 1n the world commodity prices atter
1971, It is 1nteresting to note that despite two decades of
concerted efforts by such programs as the CACM and the
Alliance for Progress to encourage industrialization. the
export agriculture sector did not relinquish its dominance
as shown in Tahle 8. Also in Table ¥ 1t appears that the
expansion of this sector led to increased e:pori warnings
for Guatemala that were not so much a result of increased
productivity as Of a greater cultivated area. Indeed, from
1950 to 1980 the area planted in rotton increased by 2307
percent as compared toc a much smaller increase in yield.
S8ince 1979 the economic crisis that had be«n threatening

for vears finally took hold.

In contemplating the deteriorated econamic and
financial condition of the last five vyeari in QGuatemala

(Table 10), the 1964 Interamerican Development Bank Annual




Table 7. Rate of Growth of Gross Denesti. Froduct at
1950 prices.

(Rates expressed as geometric annual
averaqes)
Costa E1l Guate-

Period Rica Salvador mala Honduras Nicaragua
1920-4 3.0 4.7= S.4 0.5 1.9
1924-9 0.2 2.6 3.8 8.3 &. 4
1929-34 0.0 - 0.7 -0. 6 -2.4 4.9
1934-9 8.0 3.3 12.5 0.2 2.4
1939-44 -2.7 3.5 -4.7 2.4 4.5
1944-9 10.9 6.6 6.9 5.3 6.9
1949-54 S.1t 3.8 3.5 2.0 11.3
1954-9 4.1 3.2 4.9 5.1 3.1
1959-64 3.9 7.2 5.0 3.9 .8
1964-9 7.8 4.7 5.5 4.5 5.5
1969-74 7.1 4.9 6.4 3.5 5.4
1974-9 5.4 3.5 P4 5.2 -4.7
1979-82 —-1.2 -8.1 0.8 .5 4.9
(Source: Thomas i1n JLAS vol.15 part T November 1983)
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fable 8. Export Earnings trom Agriculture and [(ndustry.
1970-1978 (mxllions of doliars)
1970 1971 1972 1973 1974 197% 1976 1977 1978

A Q r 2 - _a 1 t W r e
Cof fee

100.6 96.3 105%5.7 14%.6 173.0 164,22 243,00 526.%5 455,0
Cotton

27.2 26,0 40.9 47.9 71.9 7%.9 87.8 152.1 161.6
Bananas

12.6 14.4 25,7 24,7 Tt.4 8.t 45,7 A4S.64 49.9
Sugar

?.2 9.9 16.1 21.9 49,6 15,6 1046,7 81.8 28.6
PBewf

12.7 7.4 18.1 2%.,f1 21.% 17.0 14,% 27.9 27.95
Other

22.1 7.7 18.4 23.4 34,3 22,0 %7.6 69.9 80.0
TOTAL

185.2 181.6 224.5 2088.6 380.8 429.7 §55.2 FU3.7 602.4
As % of all ]
2.3 63.2 66.8 65.5 6£%5.4 7.0 70.8 76.7 69.2
exports
Ingustry
1970 1971 1972 1973 1974 197% 1976 1977 1978
Manufacture .
107.% 101.68 107.4 146.4 192.1 203.1 221.7 267.8 341.3
Minerals
403 3.4 3-9 6.6 Bl4 802 70:’ 7l3 1&'3
TOTAL -
112.0 10%.2 111.3 153.0 201.% 211,33 229.2 275.1 357.89
As 7 of all . .
37.7 36.7 33.2 34.% 4.6 3I3.0 29.2 23.3 Jv.8
exports
[Source: World Bank, 1980 from NACLA vol XVII no.1l

Table 9. Increases in Area and Yield for Export
Agricul ture(i)

Pariod Guatemal a

Cotton

Area(1950-80) 2307

Yield (1950~-80) 349
Cane Bugar

Araa(1950-80) 392

Yiald(1950-80) a3
Coffee

Area(1934-80) 136

Yield(1934-80) sS4
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Basic Information:
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Report, Egonomic and Social Frogress _1n__Latin  _Amarica.
speaks of the prospects for a gradual recovery 1n the next
few years,

The Annual Report mentions the factaors that they feel
have accounted for the estimated 2 percent contraction of
the Guatemalan economy i1n 1987, and sees hope Ffor therr
improvement. Dependence on the worid prices for their
traditional export productas, Guatemala has been sericusly
affected by their low levels o0of the past yemars., Coffes
exports, which account for 30 percent of the total exports,
amounted to $308 million in 1983, which meant a decline o+f
18 percent from 1982. Earnings from cotton fell 20 percent
to 877 million in {983 and banana exports, plagued by bad
weather, decreased by 26 percent. The value of sugar sales
however, almost doubled.*® Another factor in the Guatemalan
crisis i1s the decline 1n public expenditures. Fublic sector
investment, affected by a government austerity program,
fall another 15 percent after a reduction of 20 percent 1in
1982.4”7 Lastiy, private investment, due to tight credit,
limited access to foreign exchange and political

uncertainty, has continued its decline,*®

It is interesting to note that in trese authors’
snsussment of the potential recovery of these three factors
and hence the Guatemalan recovery, they continue to put the
emphasis on the role of export agriculture parallelad with

private investament.
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Frospects of gsome recovery i1n the external demand tor
traditional exports may prevent a further eco—- namic
decline in 1984 and contribute to a very gradual
recovery in the following vears. The pro- Jected
performance assumes restraint in public expenditures
and a modesat recovery of private investment 1n a
climate of relative political stabiiity...The policy of
keeping public expenditure in check means that the
prospective sconomic recovery depends mainly on praivate
investment and external demand. The conficence of the
private sector may be strengthened by the anncuncement
that a National Assembly is to be elected in mid- 1984
to draft a new constitution and presidential elections

are to be held in early 1985,4°
.Du. to the focus of this paper on foreiqnh 1nvestment
special attention should be takin on this key role that the
Annual Report hopes that the private investment sector will
take in GBGuetemala. In the past 20 yearsn, the growth in
direct private investment concent-ated in manufacturing
industries. But they do nat anticipate that in the future
major investments will remain here because of various
reasons. First of all, at preassnt there is an excess
installed capacity.®° Thie saule me rua t@ she emall eise
of the narket that gqgrew saturated by the abundancy of
industrial investors who were drawn in the past vyears to
take advantage of the special incentives that have been

discussed throughout the paper. The other reason for no
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expected dymnamic growth 1n i1nvestment 1n the manuracturing
industry is the collapse of the main cutlet for Guatemalan
goods. It has been mentioned that the bulk of the products
of Cuatemalan industry were destined for the regional
markets of Central America. Hence the current unsettledg
economic and political situation in this area has atfected
the future of that industry.®?

Rather, the Annual Report sees that major private
investment opportunities in 1984 1lying in the energy
sector, offshore assembly ocperations. and agro-:industrial
projects.®® Guatemala is believed to have considerable
untipped o1l wealth. However, they are a high cost producer
of o0il primarily due to high exploration costs and
difficult production conditions. As in the past, 1n order
to stimulate further activity in the o0il sector, the
Guatemal an governmant has turned to forsign private
investment. In September of 1983, it approved new
legislation designed to make foreign investment in o1l
exploration and production more attractive.®® According
to tha Annual Report, the agro-industrial sector seems to
be in a good position fFor "industrial expansion and
diversification of industrial wxports (based chiefly on the
processing of natural resources). Given labor intensive
operations they may be in a position to compete in the
international market. At the same time, the reactivation of
the world wsconomy and the Caribbean Basin Initiative are

likely to facilitate industrial recovery in the
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country. 'S4

“"Palitical uncertainty" seems to be a rather mild term
to describe the litany of violence gQiven i1n the chronology
of political modernization, If thas critrcal situation can
be remedi ad by national elections as the 1984
Inter-American Development Bank Annual Report suqgests,
then great strides would have been made 1n the democratic
system of QOGuatemala. 't is interesting to note the path
toward economic and finarcial recovery 18 to be funded
again through aubstantial private foreign i1nvestment. Given
Guatemala’s past history with the United Fruit Company 1¢
is perhaps not surprising that the Annual Reprrt emphasice:
that " industrial expansion and diversification of
industrial exports (based chiefly on the processing of
national rosources” 1% the key to future prosperity i1n that
country. Although today the strateqy of foreign capital is
more saophisticated (the example of EXMIBAL)., and although
Suatemala wexperierced thirty years of strenuous efforts to
undergo industrialization on a regional scale and lessen
ita dependence on the export of basic raw materials, it
appaars that very little has changed in Guatemala’s
relationship with foreign investors, and in the composition

of the country’s exports.
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Conclusion.

Foreign investors in Guatemala in the first half of the
20th century primarily engaged in the cultivation and
eportation of coffee. Dominated by Germans and their
Guatemalan descendents, this sector’s exports became
responsible for the bulk of the country’'s revenue.
Gradually the United Fruit Company (UFCO), which began the
cultivation of bananas, surpassed the German i1nfluence so
that by the end of the +first World War North American
capital had assumed the dominant position. As has been
demonstrated in this study, the power of the UFCDO in
Guatemala can scarcely be exaggerated. The UFCO along with
the International Railways of Central America (IRCA) and
the Empresa Electrica gained control of vast plantations
and virtually the only means of modern transportation 1in
the country and thus secured undispu.ed economic and
political power. As the Guatemalan treasury qgrew totally
dependent on the export of coffes and bananas (it is
estimated that by the 1920’s these two crops accounted for
more than 90 percent of the axport sarnings) these two
powers ware ispregnable. During the Ubico regime, the elite
sector (agrarian oligarchy) of Guatemalan society willingly
Qave great advantages and independence to these thres North
American multinational companies who invested in expanding
Suatemala’s axport market and infrastructure. Guatemala has

never abandoned the axport-led model of growth] with rare
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expectations this model provided the source of growth an
the Guatemalsn economy since the 1920’s. The ayrarian
eligarchy benafited from the country’s exports of coffee,
bananas, suqQar and cotton and the growing i1nternational
market. In the 1950's the mar ket fluctuations had
increasingly been negative and both this elite sector of
landowners and Gua‘esmala’s nationalistic leaders (who had
overthrown Ubico 1n 1944) thought that an expanded and
diversified export market could be beneficial. An
industrial policy based on the distribution of benefits to
all sectors of scciety was averted by revolution in 1954,
Instead, the policy bDecame import substitution at the
regional level: the Central American Common Market (CACM).
The CACM, founded in 1940 te inspire sconomic
development of the region through free interregional trade
and economic integration, stands out as the most successful
integration movement of Latin America and perhaps of any
other developing countries. The financial resources
required by the Common Market's industrialization scheme
were provided mainly by the United States. A substantial
increase in U.8 foreign direct investment, now concentrated
primarily in manufacturing industries, paralleled this
funding. Almost immediately there were signs that the CACM
was an sconomic success if measurad in terms of growth in
interregional trade, and vyet a Zisappointment by other
indicators ocf esconomic developoment such as a mare

squitable distribution of land and income and less
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dependence on the world economy. With ‘few restrictions on
foreign inveastinent and intense competition among member
nations to attract this industrial capital many plants were
established. Problems arose for each Central American host
nation’s balance of payments as the manufacturing
industries paid lower taxes but required increasingly
spensive imported materials and capital goods that had to
be financed by the traditional export agricultural products
that fetched a decreasing price in international markels.
The Common Market as a wvhole encountered problems as
manufacturing industries concentrated in the countries with
4 larger industrial base, creating resentment in countries
like Honduras and Nicaragua that +felt they were bheing
forced ¢to subsidize the protected industries of Guatemala,
Costa Rica and El Salvador. Furthermore. the types of goods
produced by these industries for this regional market of 135
million were likely to be inaccesible ¢to much of ¢the
economically active Central American population, two thirds
of which was engaged in agriculture. The CACM never
attempted to address the need for land reform in these
countriss where sxport agriculture continued to dominate.
In 1969 as the severity of these problams mounted, any
progress the CACM had achieved was stalled by the war
between E£1 Salvador and Honduras. Critics have maintained
that some of the failure of the CACM resulted from the
desires of such groups as the U.8 government, investors and

the landed elite of Central America to achieve industrial
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modernity while avoiding social and political crisi3s as 1n
Cuba, The Alliance for Frogress. another effort of the U.S
Qovernment during the 1940’s to help Central America
achieve ecnomic and social development while maintaining
democratic government, resulted in the qgrowth of private
direct foreign invest ent as the CACM had and was similarly
criticized.

In Guatemala, as in the rest of Central America, in the
sixties and seventies, the years of the CACM and the
Alliance for Progress, the qgqains Of multinational
corporations in the manufacturing and mining industries
contrasted with the unfulfilled hopes or a more equitable
distribution of land and income, for health and educational
improvements, for less political vicolence and for more
open, democratic governments, as well as less dependence on
the world economy. As discussed in Chapter Five, this
situatior sparked a debate as to whether foreign investment
was Qood or bad for these nations. The results of this
study do not suQgest either absolute conclusion.

Historically in Buatemala, all efforts at achieving
econamic development have depended heavily on foreign
investment: the incorporation inte the world market of
export agriculture, the building of modern transportation,
communication and powar systems, tha Central American
Common Market, the Alliance for Progress and the creation
of modern industries in the manufacturing, aineral and

snerqgy sectors. 8Statistics show that foreign invastesent
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alone has not heen abla to ach-eve propartional results 1n
terme of =CONOMIC., 30Cial. and political development. The
similarities between the results of the largest foreign
investment i1n Guatemala 1n the first half of the 20th
century, the United Fruit Compamy, ancd the largest foreign
investment .n recent vears, EXMIBAL. demonstrate how little
has charmged. The years have only resulted 1n the more
sophisticated manner that EX™MIBAL used to secure the
concessions 1t desired from the governman®, Al though
through these vears foreign i1nvastment has provided scarce
tactors of production such as capital. technology and
know-how, this study suqQgests that foreign investmert alone
will not provide for development. Apparently for Guatomala
and other similar nations, policies that encourage domestic
investment and resolution of social and political crises
are needed in addition to forwign investment #s a source of

capital.




AFPENDIX 1

Political Indicators: Chronelagy

1954 Arbenz is overthrow- .ad Colonel Carlos Castillo
Armas is installed in a CIA-planned and -financed invasion
and coup. Land reform is reversed, pnpular organizations

crushed 2 ¢ thousands ki1lled.

1957 Castillo Armas is sssasinated.

1958 General Miguel Ydigoras Fuentes is welected
president

1999 The Cuban Revolution: Fidel Castro takes power
1960 Ydigoras allows the United States to train Cuban

exiles in Guatemala for the Bay of Pigs invagion oé¢ Cuba.
The Central American Common Market is formed.

Nov. 13 A major wmil.tary uprising against Ydigoras.
tavolving one-third of the army is suppressed.

Mar.~-Apr. Massive demonstrations by students and worlcrs in
1962 Guatemala City against the Ydigoras government.
Dec. 1962 The  Rebel Armad Forces (FAR) guerilla
organization is formed and begins antigcvernment activity
in the mountains of nortaesastern Guatemala.

Mar. 1963 Yaigoras is overthrown in a coup led by Colonel
Enrique Peralta Azurdia.

1965 The chief cf the U.S military mission is killed




and a state of siegQe declared.

1966 Julio Cesar Mendez Montenegro 1s elected
president.,

1966~469 United States increases military and ecocnomic aid
to Gua“emala, and army counterinsurqQency campaigns and
repression by right-wing paramilitary squads intensify., U.S
sends Green Berets., guerrillas are decimated and thousands
are killed.,

1970 Colonel Carlos Arana Osorio :1s elected president.
A one year state of siege is 1mp;;od 1n November and a new
wave of government repression begins.

1974 Generel Kijell Eugenio Laugerud Garcia, the
official presidential candidate, is chosen over apparent
election winner General Efrain Rios Montt.

1975 The Guerilla Army of the Poor (EGF) imitiatee

guerrilla activity in the northern part of the Guiche

.

province.
Feb.4 A massive earthgurake leaves over 22,000 dead,
1976 77,000 {njurad and one million homeless,

Apr. 1976 The National Committee of Trade Union Unity
(CNUB) is formad.

Nov. 19 A protest march of miners from Ixtahuacan,

1977 Hushuetenango is met by one hundred thousand
supporters in Guatemala City.

Mar. 1978 A public workers’ strike shartly betore
presidential wlections forces the government to approve

wage hikes. General Fernando Romeo Lucas Garcia is elected




president 1t what was seen as an openly rigged contest.
Apr. 1979 The Committee of Campesinae Unity is formed.

May 29 Over one hundred Kekchi Indians are killed by
1978 qovernment troops and armed landowners in Panzos,
Alta V-rapgz.

July 1978 Lucas assumes power.

Oct .1978 A Qeneral strike and larqQqe spontansous protests
in Guatemala City force the government to revoke a 100

percent city bus fare hilke.

Det. 20 Oliverio Castaneda Je Laon, prasident of the
1978 Association of University Students is gunned
down.

Jan., 28 Dr. Alberto Fuentes Mohr, former gavernment 1979
minister and leader of the Democratic SBocialist Party, is
sssassinated in Guatemala City.

Feb.24 The Demoncratic Front Against Repression (FDCR) is
1979 formed.

Mar. 23 Manuei Colom ArqQueta, founder and leader of the
1979 social democratic United Revolutionary Front
warty , is killed in Guatemala City.

Sept.18 The Organization of the People in Arms (ORPA), a

1979 Quarrilla organization, announces its existence.
Jan 31. Part of a group of campesinos who had come to
19680 Guatemala City from GQuiche to protest armed

repression i1in their villages occupy the Spanish embassy.
Police store and +Firebomb the embassy building killing

thirty-ninea.




president i1t what was ==en as an openly rigged contest.
Apr.1978 The Committee of Campesino Unity is formed.

May 29 Over one hundred kekchi Indians are killed by
1978 government troops and armed | andowners i1n Panzos,
Alta Vlrapfz.

July 1978 Lucas assumes poweor,

Oct .1978 A qgeneral strike and large spontanecus protests
in QGuatemala City force the government to revoke a 100

percent city bus fare hike.

Oct. 20 Oliverio Castaneda de Leon, president of the
1978 Asscciation of University Students is gQunned
down.

Jan., 25 Dr. Alberto Fuentes Mohr, former government 1979
minister and leacder of tha Democratic Socialist Party, is
assassinated in Guatemala City.

Feb. 24 The Democratic Front Againat Represmion (FDCR) is
1979 formed.

Mar. 23 Manuel Colom Argueta, founder and leader of the
1979 social democratic United Revolutionary Front
party , is killed in BGuatemala City.

Sept. 18 The Organization of the People in Arms (ORPA), a

1979 Querrilla organization, announces its existence.
Jan 31. Part of a group of campesinos who had come to
19680 Guatemala City from Quiche to protest armed

repression in their villages occupy the Spanish embassy.
Police storm and +firedbomb the embassy buildino killing

thirty-nine.




Feb.~Mar. Nearly 80,000 Indiar and ladino farmworkers Qo
1980 put on strike, forcing the gqovernment to raise
the minimum wage for farmworkers.

May 1, Forty thousand turn out.for the May Day protest
1980 march in Guatemala City, the |[|ast above-qround
demonstration to take place 1n uvuatemala. Docens of
demonstrators are kidnapped 1n the course of the march.
June 21 Twenty-seven trade union leaders are kidnapped
1980 from the Guatemala City headquarcers of the
National Confederation of Labor (CNT),

July 14 Armed men indiscriminately shoot at students

1980 stepping off public buses at the University of
San Carlos,killing ~everal.

July 20 Atter the murcer of two priests and two attempts
1980 on the life of the dishop, the Catholic Dioccese
of (uiche is closed.

Aug. 1980 The army gathers residents of San Juan Cot:zal,

Quiche and shoots sixty male villagers.

Aug. 24 Seventeen trade union leaders from the CNT are
1960 kidnapped from a Catholic retreat house in Palin,
Escuintla.

Aug. 28 A violent five-year long labor conflict at

1980 Guatemala’s U.S-owned Coca Cola franchise is
rescolved after an international union-led boycott forces
the parent company te intervenes.

Sept. 6 The army attacks the town of Chajul, Quiche,

1960 bombing the convent, beating and interrogating




residents and killing at least thirty-six.
Oct. 1980 ORPA joins EGP, FAR and the Leadership Nucleus of
the Guatasmalan Workers Party (PGT) in a guerrilla alliance.
Jan. 1981 The guerilla alliance launches a coordinated
campaign aimed at preventing the intervention of Guatemalan
troops in El Salvedor during the Salvadorean guerrillas
Qeneral offensive,

The January 31st Popular Front (FP=31) announces
its formation.

Feb.-Mar. An evtimated fiftesn hundred Indian campesinos

1981 are reported killed in army MASSACres in
Chimaltenango.

Apr.9 Twenty=four peocple are massacred by machete in
1981 thn wvillage of Chuabajito in San Martin

Jilotepeque, Chimaltenango.

Apr. 15 Forty to one hundred campesinos are massacred in

1981 the village of Cocob in Nebaj, Quiche.

Apr.31 At least thirty-six campesinos are killed 1in an
1981 attack on the town of San Mateo Ixatan,
Huehuetenango.

May 1981 The army bombs and lays siege to the villages of
Tres Aguadas, El1 Cacba, El Remats, and Paxmacan in the
Peten province. Five hundred seek refuge in Mexico and
within days are deported back to BGuatemala.

June 1981 Ninetesn rural cooperatives in the Pesten province
are attacked by the army. At least fifty pecple are killed
and 3,500 flee to Maxico.




June 10 The Reagan administration approves the sale of
1981 3.2 million of military jeeps and trucks to the
Lucas government.
July 1981 Most of the campesinos from the Peten cooperative
who had sought refuge in Mexico are deported back to
Guatemala,
July 19 Two hundred soldiers attack the village of Coya,
1981 Hushustenanago, as residents attempt to resist
with machetes sticks and stones. One hundred fifty to three
hundred villagers are killed.

AmoNng a series of Querrilla actions commamarating
the 1979 Nicaraguan revolution, five hundred guerrillas
occupy the tourist town of Chichicastenango, Quiche.

July 28 U.8 priest Stanley Rother is killed in Bantiago

1961 Atitlan, Solola.
Aug. 12 AS many as one thousand campesinos are killed in
1981 army attacks on two villages in San Sebastian

Leamoa, Quiche.

Sept,198] The army kills about seven hundred in San Miguel
Chicaj and Rabinal, Baja Verapa:z.

Oct.-Dec. 8oldiers burn homes, crops and kill as many as
1981 one thousand in the Chupol region of
Chichicastenango, Guiche.

Oct. 10, Guerrillas launch a series of bombing and 20,1981
military attacks on police, government and sconomic targets
in Suatemala Lity.

Oct. 28 Guerrillas simultanecusly mount attacks on two




198¢ provincial capitals, Mazatenango and Soiola. and
briefly occupy the latter,

Nov. 1961 The army carries out a majc™ countesrinsurjency
offensive in the Chimaltenango province.

Nov,. 22 Emeterio To). leader of CUC and EGP mamber.

1981 escapes a Guatemala military base close to four

months after hs was kidnapped by government security

forces.
Dec.2 Five hundred guerrillas attack army posts in
1961 Santa Cruz del Quiche.

Jan. 1982 A major counterinsurgency offensive is launched
in the Guiche, Chimaltenango, Hushuetenango and San Mercos
provinces.
Jan. 19 A larQge querrilla force attacks and nearly
1982 overruns the San Juan Cotzal. Quiche military
base.
Feb. 7 The EGP, FAR, ORPA and the Leadership Nucleus of
1982 the PGT announce their unification under the
umbrella of the Guatemalan National Revolutionary Unity
(URNG) .

€xiled leaders of diffarent orQanizations,
sactors and ideological perxuasionas form the Guatemalan
Committee of Patriotic Unity (CBUP) endorsing the URNG and
their points for a program of governmant.
Mar. 7 Geaneral Angel Anibal Guevara, official
19682 presidential candidate, wins a plurality of the

vaotes amidat charges of fraud by the threw right-wing




cpposition candidates.

Mar. 23 A blpodless palace couvpy overthrows the Lucas

1982 government befure power i1s transtered to Guevara.
General Efrain Rics Hontt. is installed as head of a
three-aan junta. Five hundred pecple are killed by soldiers
in the villages of Parraxtut, El Fajarito and Pichiguil,
Quiche.

Mar .24~ Helicopter bombing raids kill one hundred in the
27, 1982 villages of Las Facayas, Cisiram. El FRancho,
Quixal, and Chuyuc in San Cristcbal Verapaz, RAlta Verapaz.

Mar.28- Soldiers kill two hundred and +ifty and burn down

Apr.10, the villages of Estancia de la Virgen, Chicocon,

1982 Choatalun and Chipila in San Martin Jilotepesque,
Chimaltenango.
Apr. 3= Soldiers kill most of the residents of Chel, Jua

S, 1982 and Amachel in Chajul, GQuiche. In one of the
villages the women are raped, the men bDeheaded and the
children tossed againat the rocks of a river bed.

Over ona hundred are killed in the village of
Mangal in Chajul, Quiche.
Apr. 12 The army burns down the houses, fields, and
1982 foraste in SBan Antonio Ixchiguan, San Marcos.
Apr. 135 Soldiers kill over a hundred childre~ and
1982 seveanty-three woman in Rio Negro. Baja Verapaz.
The bodies of the women are found hanging from the treess
with the children oan their backs.

fpr. 16 The villages of Agua Escondida and Xugueza II in




1982 Chichicastenango, Quiche, are abandoned after the
houses and fields are set afire.

Fifty-four persons are beheaded in Macalbaj.
Guiche and the entire village burned down.

Apr. 20 One hundred campesinos are massacred in the

1982 village of Josefinos in La Libertad,
Feten.

Apr .29 Twa hundred campesincs are killed in Cuar .o

19682 Puerto Quiche, and houses, crops and Fforests

burned down.
June 1982 One hundred campesinos are killed in the village
of Pampach in Tactic, Alta Verapaz.

One hundred sixty of the one hundred and eighty

families living in the town of Chisec, Alta Verapaz., are

massacred.
Juns 9 Rios Montt declare himself opresident and sole
1982 reler of QGuatemala and the other two junta

members resign.

July 1 Rios Montt dreclares a state of siege.
Jan. 7 The Reagan administration lifts the five-year old
1963 embargo on arms sales to Guatemala, approving the

sale of over $6.) rallion worth of helicopter snare parts
and military equipment.

Jan, 25~ Guatemalan soldiers and government civil patrols
26,1983 anter Mexico and kill four refugees at Santiago
@l Vertice and La Hamaca refugee camps in Chiapas.

Mar.3 Six men are shot by firing squad three days




1982 before the arrival of Fope Johr Faul Il., and

despite mis pleas for clemency. This was the second mass

execution of persons tried in Guatemaia’'s secret ml:tary

tribunals.
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