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I. Introduction 

The 1983 Article IV consultation discussions with Guatemala were 
held in Guatemala City during the period February ?4-March IO, and in 
Washington, D.C. during the week of April 11-15, 1983.11 The represen- 
tatives of Guatemala included the Ministers of Finance, Economy, and 
,Agriculture. the Executive Secretary of the National Planning Office 
iCONAPLAN). the President of the Rank of Guatemala and other senior 
officials of the Central Government, the Bank of Guatemala, and the 
rest of the public sector. The staff representatives were R. A. Elson 
(Head), C. Cha and C. de ROSA (all !JHD), S. Lurie (STAT!, and M. Fawcett 
(Secretary-ERD); !Ir. Y. Saran (IBRD) accompanied the mission. Mr. S. 
Csnrado, Advisor to the Executive Director for Guatemala. participated 
in some of the meetings. 

Il. Recent Developments and Performance Under 
Under the Last Stand-By Arrangement 

During the three-year period through 1981, the economic and finan- 
mcial situation of Guatemala deteriorated sharply because of an adverse 
t!lrn in its terms of trade, mounting political tension in the Central 
.American region, and expansionary demand policies. The rate of economic 
growth decelerated significantly, and large external imbalances emerged 
which drained the net international reserves of the Bank of Guatemala 
Sy w?r usS30il million in both 1980 and 1981. During this period, fis- 
cal policy was particularly expansionary. as the overall deficit on 
,:rntral government operations rxe from 1 per cent Qf GDP to 7-l/? per 
(cent of CDP, reflecting both a decline in revenues (as a ratio to GDP) 
and a sharp increase in development expenditures (Table I). The bulk 
,~i these deficits was financed by central bank credit. 

1 ! Guatemala has accepted the obligations of Article VLII, Sections 2. 
3.~5mi 4 of the Fund Agreement. 
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Table 1. Guatemala: Selected Economic Indicators 

SBA Est. proj. 
1978 1979 1980 1981 1982 1982 1983 

I. National Accounts 

Nominal GDP 
Real GDP 
GDP deflator 

I”“eStDE”t 
External savings 
Domestic savings 

Of which: 
public sector 

current account 
balance 

Net private capital 
Net official capital 
Net financial capital 
Overall balance 

(Percentage change) 

10.8 13.7 14.1 9.9 
5.0 4.7 3.7 0.9 
5.5 8.6 10.0 8.9 

II. Savings and Investment 

(Aa a per cent of GDP) 

21.6 18.7 15.9 17.4 
6.0 4.4 3.0 6.6 

15.6 14.3 12.9 10.8 

(4.1) (3.1) (2.2) !L.L) 

III. Balance Of Payments 

(As a per cent of GDP) 

-4.3 -2.6 -2.2 -6.5 -4.6 -4.2 -3.3 
3.9 0.2 -3.6 -0.1 0.6 -3.2 - 

1.5 1.8 1.2 1.2 2.5 0.9 1.2 
0.1 II . 2 0.5 1.4 1.0 2.1 2.0 
1.2 -0.4 -4.0 -4.0 -0.5 -4.4 - 

14.0 2.7 4.3 
2.5 -3.5 -2.3 

11.2 6.5 6.8 

17.0 15.7 14.9 
4.6 3.6 1.7 

12.4 12.1 13.2 

(3.9) (1.3) (2.0) 

IV. Central Gclvernment operations 

(As a per cent of GDP) 

Revenue 11.0 9.7 9.5 8.6 8.9 
Current expenditure 7.7 7.7 8.3 8.4 i.4 
savings 3.2 1.0 1.2 10.2 1.5 
Capital expenditure 

and “et lending I I 

-;.; 
4.b 5.9 7.5 5.7 

Overall deficit -2.6 -4.7 -7.1 -4.2 
Net external financing 1 . 5 1.6 1.2 1.2 2.2 
Net internal financing -0.4 1.0 3.5 6.2 2.0 

V. Banking System 

(Percentage change) 

Net domestic assets 17.5 16.7 45.5 40.8 20.3 
Credit to private 

Sector 25.5 20.2 22.5 12.2 16.2 
Liabilltles to private 

sector 14.9 7.4 9.8 12.4 14.5 

8.2 8.1 
7.9 7.6. 
0.3 0.5 

5.3 4.2 
-5.0 -3.1 

0.9 1.1 
4.1 2.6 

18.6 

7.1 

14.2 

. . . 

. . . 

. . . 

sources : Staff report on recent economic developments; and Fund staff esti- 
mates. 
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At the sane tine, nonetary policy was relaxed through reductions 
in legal reserve rfquirrments and increases in central bnnk rediscounts, 
while the hank:=, experienced a decline in the rate of their deposit 
zruwth. Thus, the expansion in net donestic credit of the hanking sys- 
tem accelerated to a rate in excess of 40 per cent in 1981. whereas the 
grs,wth of private sector savings chnnnrled through the doncstic hanking 
system decelerated to around 10 per cent. Both an erosion of private 
sector confidence .and uncompetitive interest rates discouraged the 
growth of domestic financial savings. During the period lY78-RI, when 
deposit rates in the Eurodollar mar&t rose fron an annual average of 
,around 9 per cent to l&l/7 per cent, the le.yal maxinun deposit rate 
in Guntenala was maintained at Y per cent. 

In response to large private capital outflows and the attendant 
decline in net official international reserves which began in mid-1979, 
the monetary authqritirs established exchange controls in early 1980 to 
restrict private capital transactions and transfers of capital disguised 
as current transactions. Despite these controls, the overall balance of 
payments deficit rose from USS?7 nillion in 1979 to around USS3’20 nil- 
lion in 1980. In 1981. a deficit of similar magnitude was registered; 
short-tern private capital outflows continued and a sharp deterioration 
txcurred in the current account balance on account of a decline in 
coffee and nineral exports and a sharp growth in imports of goods and 
nonfactor services. 

Ta check the deterioration in Guatemala’s financial performance, 
the authorities framed an adjustment program for 1982 which was sup- 
p,,rted by a one-war stand-by arrangement In the first credit tranche.11 
Xle nain objective of the prograo was to hold the loss in net official- 
i7temationnl reserves in 1982 to no more than GSS51> million. This ob- 
jective was tQ he achieved hy restrained monetary and fisc.31 policies, 
.accnnpanied bv in increase in domestic interest rates. Th? pri>yran 
.also e:nvisaged larger recourse to nedium-tern f,:,rei:,? hx,rrwtiing to fi- 
nance the puhlir iilve-;tnrilt pro<ran. The over;lll .ieficit nf the Central 
Govemmeilt was t,J be red~ucrd ta) ahnut 4 per cent of GDP; together with 
an increase in furcidn fina2citl.g. this reduction would have allwed for 
a decline in net cr0tr31 hank financing of the Central Government’s 
.irfirit of more than 1-I!? per cent nf i:I)P. The rgtr ~#i eruwth of the 
net d.mrstic assets of the Bank of i;uaten.?ld also was to he reduced 
thr,,u<h R c!!tback in its net credlc acconnodation ,3f the rest of the 
hnnkin,? system, d cutback r?wctrd td he conpensatrd hy the impact of 
an upwar~l ndjustmrqt uf ,Joncstic interest rates un the ::r,,wth of depos- 
its in the banks. 

__-- -__ 
Ii The starting point of the financial pro,rram was early October 

lqsl, and the stand-by srrangenent was appruvpd by the Fund’s Executive 
Roaril in mid-R,r,venher IYAI, along with a request f(Jr a purchase under 
thr twnpensatory financiixg facility equivalent to 1~~~0 p2r cent of 
Juatrmala’s ,ql!~ta (EHSItilILl2 and 213). 



Performance under the progran was mixed. Contrary to program as- 
sumptions, exports fell in 19R? for the second consecutive year. an;1 
real economic activity declined by an estimated 3-l’: per cent. illstead 
of a projected growth of ?-I/? per cent. The drop in exports in lY82 
was related to lower prices and volumes of cotton and sugar exports, as 
well as a sllbstantial decline in exports of manufactures reflectin): 
weak re,~ional and international demand. This export performance, as 
well as a significant reduction in ouhlic investment, were the nain 
factors which accounted for the decline in econonic activity last year. 

By contrast, price performance was better than expected in 1982, 
as domestic prices (measured by the GDP deflator) rose by around 
b-1/2 per cent, compared with a program projection of 11 per cent; ac- 
cording to the consumer price index, there was no change in the dones- 
tic price level in 1982, hut this result may be biased hy certain de- 
fects in the cost of living index which is in the process of revlsion.1/ 
Foreign inflation turned out to be lower tha” projected, hut domestic 
factors also played a role in the deceleration in the rate of inflation 
last year. There was a large production of basic grains in lY81182 
and local electricity tariffs were lowered early in 1382 In connection 
dith the substitution of new hydroelectric power for thermal sources. 
At the same time, weak internal demand put downward pressure on rents, 
while a decline in foreign demand nay have led to an excess supply of 
certain manufactured goods in the domestic market. 

The weakness of the domestic and foreign sectors of the econony 
affected governnent revenue i” 1982. Ce”tra1 government revenues de- 
clined fron E-112 per cent of GDP in 1981 to 53 per cent uf GDP in 1982 
(conpared with a program target of nearly 9 per cent), nainly because 
of a decline in customs duties and petroleun taxes alon!! with slufizish 
growth in income and sales taxes. To a large extent, however, this 
shortfall in revenues was offset by a cutback in government expendi- 
tures. with the result that the overall deficit on central govemnent 
operations turned out to be .lery close to the target, althouj:h it was 
somewhat higher in relation to GDP than in the prngran because of the 
weaker GDP. 

Total government expe”ditures in 1982 were 17 per cent below the 
level in 1981 as a result of cutbacks in both current and capital spend- 
ing. In accordance with decisions taken in April 1982, current expendi- 
ture was held to a level 10 per cent below the 1982 budget, nainly 
through a freeze in government salaries, reductions i” personnel, and 
cuts In budget allocations for goods and services. In the area of capi- 
tal expenditures, substantial cuts were nade in the context of a major 
revision of the public investment projiram. some projects were scaled 
down, others were postponed pending the arrangement of suitable external 
financing, and still others were eliminated altogether for lack of 
strong economic justification. As a result of these efforts, investnent 
spendinp, of the Central Government (including capital transfers to the 

11 For more details, see the report on recent econooic developnenns: 
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rest of the public sector) was reduced by the equivalent of some 2 oer 
cent of GDP in 1982. All in all, total government outlays declined from 
16 per cent of GDP in 1981 to 13 per cent of GDP in 1982. 

Although the overall fiscal deficit was in line with progran pro- 

jections, the share of the deficit financed with domestic bank resources 
was well in excess of the program targets because of a shortfall in 
external financing. Net domestic hank credit to the Central Govemnent 
increased by Q 32’7 million in 1982, conpared with a program target of 
0 200 million. Despite this excess, the growth in total banking system 
credit was in line with program projections because of a nuch weaker 
than expected expansion in credit to the private sector associated with 
the sharp downturn ln business activity last year. Private sector tde- 
posits in the banking systen increased strongly last year, despite the 
deceleration in the growth of national income, but a substantial share 
of this growth may have reflected the accumulation of payments arrears 
for foreign commercial transactions. Some of the growth in the hanks’ 
resources may have also been due to an increase in deposit rates last 
year. In October 1981 the athorities raised the legal ceilings on loan 
and deposit rates by 4 percentage points to 15 per cent and 13 per cent, 
respectively. However , effective deposit rates in the connercial bank- 
ing system rose by only around 2 percentage points last year, in part 
because of certain legal rigidities in the interest rate structure which 
prevented the hanks from increasing interest rates on existing loan con- 
tracts. 

In the external sector, the objective for net official intema- 
tional reserves was achieved in 1982 (i.e., a decline of no more than 
USS50 million), but not without an intensification of exchange restric- 
tions, the imposition OF import controls and a large accunulation of 
payments arrears. Oespite a decline in exports, the current account 
deficit declined from 6-l/2 per cent of GDP in 1981 to about 4 per cent 
of GDP last year. compared with 4-112 per cent in the progran, because 
of a large contraction of imports. The decline of imports in 1982 can 
he associated with the decline in real economic activity, but it also 
reflected the policy of foreign exchange rationing applied by the Bank 
of Guatemala during the year which was formalized into a system of Im- 
port quotas in November 1982. 

The buildup of payments arrears in 1982--estimated at USS344 mil- 
lion--was precipitated by a large net outflow of private capital. This 
outflow can he explained primarily as a repayment of Foreign connercial 
lines of credit which reflected, in part. a hardening of credit terms 
by foreign hanks and suppliers and. in part, a speculative move on the 
part of local inporters and manufacturers induced by fears of a devalu- 
ation of the quetzal last year. The accumulation of erreat-s in 1982 
also reflected the near-exhaustion of Guatemala’s gross liquid foreign 
reserves, as the Bank of Guatemala accumulated substantial nonliquid 
claims on other members of the Central American Connon Market which 
were unable to pay for Guatenalan exports because of their own weak 
financial position. 
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III. Report on Discussions - 

In view of the difficulr balance of payments position of Guatemala, 
the Article IV consultation discussions stressed the issues of short-run 
stabilization policy. The economic. measures taken since the expiration 
of the stand-by arrangemnt in November 1982 were assessed, and new 
policy initiatives to be developed in the framework of an adjustment 
program covering 1983 and 1984 were explored. In the latter connection, 
the Guatemala" authorities made know" their intention to request later 
this year the use of Fund resources under a stand-by arrangement which 
would extend through the end of 1984. In these discussions, the 
Guatemala" authorities emphasized both the reform aspects of their 
policy program, as well as the adjustment effort involved. 

1. External sector policies 

The most immediate concern of the authorities at the present time 
is the elimination of the payments arrears accumulated during 1982. 
Since November 1982 the authorities have been negotiating with domestic 
importers and foreign suppliers specific terns for the liquidation of 
these arrears. According to present plans, about two thirds of the 
arrearage would be settled during the balance of this year and in 1984, 
mostly I" the fern of cash payments, hut also through refinancing ar- 
rangements with foreig" comnx?rcial banks. 1" an effort to verify as ac- 
curately as possible the true extent of payments arrears, the Guntenalan 
authorities agreed with the staff on the "eed to establish a domestic 
currency deposit in the Bank of Guatemala as a Euarantee against ex- 
change requests pending authorization. Such deposits would also provide 
a means of monitoring the orderly payment of any arrears that may arise 
in the future. In exchange for the local currency counterpart of the 
external arrears, importers would receive government bonds fron the 
portfolio of the Bank of Guatemala which bear interest at an annual rate 
of 8 per cent, and are convertible into U.S.. dollars at the existing 
official exchange rate (IJSSl = Q I). 

In an effort to minimize the accumulation of payments arrears in 
the future, the authorities introduced an import quota system in Noveti- 
her 1982. This system, which was established temporarily for the re- 
mainder of 1982 and for 1983, is designed to link the authorization of 
exchange for import payments more closely with the authorization of per- 
mits for essential imports. Imports under the systen have been classi- 
fied into six different categories of essentiality for which quotas 
ranging from 20 per cent to 100 per cent of the value of imports in 
lY81 will be granted. Imports from the Central American region and 
those paid for with foreign credits or with foreign exchange held by a" 
inporter abroad are exempt fron the system. 

The authorities recognized the distortions which import quotas 
create and confirmed their intention to begin to phase them out during 
the period of their adjustment progran. i.e., before the end of 1984. 
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One possible device under consideration which would Facilitate the elin- 
inatiQn of these restrictions is the substitution (of temporary inport 
surcharges for inport quotas. Such surcharges would involve fewer dis- 
tortions than quantitative restrictions if they were set at fairly uni- 
fnrn rates. and would have the added advantage of strengthening govern- 
ment revenues at a time when a larger tax effort was needed. 

The imposition of import quotas last year was accompanied by an 
intensification of existing exchange restrictions. In Novenher 1982 
the authorities reduced the linits For exchange payments in respect of 
tourist travel and study abroad. and increased the deposit requirement 
for exchange requests for tourist expenditures Fran 25 per cent to 
50 per cent. Limits for fanily remittances and other personal services 
reoained unchanged. When these linits were first introduced in April 
1980, they were deemed not to constitute exchange restrictions within 
the neaning of Article VIII of the Fund Agreement because the limits 
were applied flexibly and were considered ample enough to cover legiti- 
mate requests. Suhsequentlp, when the limits were lowered in Septenher 
1981, the authorities introduced a hone fide clause in their regulations 
which allowed for exceptions to the stipulated lioits in duly authenti- 
cated requests. However, in practice this bona fide clause has not been 
applied and thus the following restrictions on payments and transfers 
for current international transactions exist: (I) a systen of quotas 
for inport payments; (2) a deposit requirement for foreign exchange re- 
quests related to tourist travel abroad; (3) limits on tourist expendi- 
tures abroad; (4) limits on student expenditures abroad; (5) limits on 
family remittances ahroad; (6) linlts on the remittance of earnings in 
Guatemala of Guatemala” residents abroad; (7) limits on the remittance 
abroad of earnings of foreign workers in Guatemala: and (8) arrears on 
payments and transfers for current international transactions.l/ i’he 
Guatemalan authorities confirmed that the exchange control reg& con- 
tinues to be a temporary measure which they intend to remove as soon as 
conditions permit. 

Despite the recent deterioration in the balance of payments posi- 
tion of Guatemala and the resort to exchange and trade restrictions, 
the authorities expressed their strong intent to maintain the existing 
parity of the quetzal (US51 = I) 1) which has remained unchanged for 
nearly 60 years. It was recognized that the quetzal has experienced 
overvaluation since 1980 because of the strong appreciation of the U.S. 
dollar and the emergence of an illegal parallel market where the dollar 
is selling at a prenium over the official rate of 20 per cent to 30 per 
cent.21 In the authorities’ view, however, the naintenance of the 
existing parity is essential to internal financial discipline. Except 

I/ A fuller description of the exchange and trade system is provided 
In-Appendix B of the staff report on recent economic drvelopnents. 

2/ The trade-weighted effective exchange rate, adjusted for price 
changes in Guatenala and abroad, appreciated by 10 per cent in 1981 and 
by 2-l/2 per cent in 1982, but these changes were preceded by a period 
of four years in which the real effective exchange rate depreciated by 
8 per cent (Appendix I). 
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in very recent years, Guatemala’s financial policies have bee” re- 
strained, and there was a clear determination expressed on the part of 
the authorities to return to that standard. The authorities also 
pointed to the substantial reduction in Guatemala’s rate of inflation 
last year and the absence of etrong pressures on domestic labor costs 
as further justification for naintaining the existing parity with the 
U.S. dollar. 

The staff representatives nottld that the recent performance of 
exports appeared to cast some doubt on the adequacy of the exchange 
rate. Cotton is one export crop which apparently has problems of con- 
petitiveness; however, other factors such as the deterioration in the 
Central America” regional market, the limitations of international coo- 
nodity arrangements (e.g., coffee and sugar) and the recession in the 
industrial countries were viewed by the authorities as more powerful 
influences on recent export performance than the exchange rate. i-k-Je?C- 
theless, the Guatemala” authorities were reinforcing their policy of 
export promotion; they pointemi to efforts under way by the Guatemala” 
Export Pronotion Agency (GUATEXPRO) to establish new markets outside 
Central Anertca for Guatemala” agricultural and industrial exports, and 
they noted that in September 1382 a new export incentive law was promul- 
cated which grants tax exemptions to firns whose exports have a high 
content of domestic value added. 

Over the nediun term. the authorities projected the current account 
deficit OF the balance of paywnts to stabilize at around 3-4 per cent 
of GDP. Even in the absence of a recovery of foreiw private capital 
inflows, “et lonx-tern official external borrowing equivalent to 3 per 
cent of GDP was not viewed as a problem in view of the country’s rela- 
tively low debt burden. At the end of 1982, Guatemala’s external pub- 
lic debt of one-year maturity or uorr amounted to USSI.? billion, or 
the equivalent of 13-l/? per cent of GDP. As of the same date, the 
service payments o” this debt amounted to about 1 per cent of GDP, or 
8-l/? per cent of exports of goods and nonfactor services. The authori- 
ties pointed out that they would like to increase the share of external 
financin,? in their public investment program uver the next four years ’ 
i1983-86) which could lead to a mart: than doubling of the outstanding 
external public debt by the end of the period. Such a level was pro- 
jected to be the equivalent of 24 per cent of GDP at the end of 1986, 
and the service payqer,ts on the debt were projected to be equivalent 
to ?-l/l! per cent of GDP, or around 15 per cent of exports of goods and 
nonfactor services. 

2. Fiscal policy 

The Government’s fiscal policy will be focused mainly on a further 
compression of the overall public sector deficit. Primary enphasis in 
this effort will he riven to expenditure restraint, but the authoritiek 
also indicated their intention to raise revenues throwh a strrngthen- 
iny: of tax administration and the introduction of new tax measures. 
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The 1983 budget calls for expenditures of Q 1,243 million, or a 
level about 9 per cent above the actual outcome for 1982. Most of this 
increase. however, is explained by higher budget outlays for interest 
payments on domestic bonded debt. Capital expenditures were budgeted 
at virtually the same level as in 1983. In view of a projected growth 
in revenues, which is roughly In line with the expected rate of price 
increase, the overall deficit implicit in the original budget for 1983 
is 0 474 million, a level somewhat higher than that registered in 1982, 
but about the same ratio to GDP as last year (i.e., 5 per cent). About 
two thirds of the overall budget deficit would be financed by the net 
placement of domestic bonds, mostly with the banking system. Such an 
increase in net credit of the banking system to the Central Government 
would be roughly similar to that of last year. 

The authorities indicated that decisions had recently been taken 
to reduce government expenditures below the budgeted anounts, in similar 
fashion as last year. Total expenditures would be linited this year to 
a target of around Q 1.100 million, compared with Q 1,172 million in 
1982 and a budgeted amount of Q 1,243 nillion. Current expenditures 
would be held to nearly the same level as last year, whereas capital 
expenditures would be constrained to less than Q 400 nillion, compared 
with 12 450 million in 1982 and Q 622 oillion in 1981. In the area of 
current expenditure, the authorities pointed out that the policy of 
the Government was to continue a freeze of government salaries at last 
year's level and to reduce outlays for other goods and services by 
10 per cent. This policy was expected to yield budgetary savings 
amounting to Q 90 million, or about 1 per cent of GDP. In the area of 
capital expenditures, no new projects are being initiated. while certain 
projects in the hydroelectric field will be winding down or postponed. 

In the field of tax policy, the authorities recognized that a 
serious erosion in the tax effort had occurred in the last four years, 
as government revenues fell from 11 per cent of GDP in 1978 to 8 per 
cent in 1982. Essentially, the lack of buoyancy UC the tax system can 
be explained by its heavy dependence on specific tax rates and taxes on 
fbreign trade. In an effort to remedy this situation, the authorities 
are contemplating a number of important changes in the tax system. 
First, the specific base of certain selective excise taxes will be 
changed to an ad valorem basis. Second, selective consunption duties, 
ranging up to a maximum of 60 per cent, will be introduced on certain 
luxury items. Thirdly, improvements in tax administration, affecting 
the property tax, the sales (stamp) tax, and customs duties were being 
introduced. These changes, which are expected to be ioplemented before 
nidyear, are projected to yield at least Q 50 nillion during the remain- 
der of the year, or about l/2 per cent of GDP. The authorities have 
also announced that they intend to introduce during the second half of 
the year a new value-added tax (VAT) which would replace the existing 
stamp tax which is a cascade-type turnover tax. The intention of this 
reform is not only to replace the yield of the stamp tax with that of 
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the VAT, but also to improve the buoyancy of the tax system in the 
future. The measures just described are expected to maintain the ratio 
of government revenues to GDP this year at the same level as last year 
after four years of decline and would raise the tax ratio to around 
9 per cent in 1984. 

The result of the expenditure and tax policies outlined by the 
authorities was expected to be a reduction in the overall deficit on 
central government operations from Q 442 million, or 5 per cent of GDP 
in 1982, to around Q 345 million, or 3-l/2 per cent of GDP in 1983. A 
further reduction in the fiscal deficit was expected in 1984. The share 
of the deficit financed with domestic bank resources in 1983 was pro- 
jected at Q 240 million, or about 2-l/2 per cent of projected GDP. 

As regards the rest of the public sector, the authorities confirmed 
their intention to maintain a policy whereby the combined operations of 
the rest of the general government and the nonfinancial public enter- 
prises would be in overall equilibrium, or yield a small surplus. In 
this connection, they pointed to efforts under way to cut costs and cur- 
rent outlays throughout the public sector, in line with the directives 
issued by the Government since early last year. Also, tariffs of the 
major public enterprises, such as the Electricity Authority (INDE) and 
the Telecommunications Enterprise (GUATEL), were being reviewed to 
determine whether price increases were justified. 

3. Monetary policy 

The domestic financing requirements of the fiscal deficit have 
complicated the conduct of monetary policy in recent yesrs. Domestic 
bank credit expansion to the public sector, mainly from the Bank of 
Guatemala rose to n peak of 5-l/2 per cent of GDP in 1981, and then de- 
clined to 3-l/2 per cent of GDP in 1982. During 1983 the authorities 
anticipated a further reduction in the net financing of the public sec- 
tor by the Bank of Guatemala, but an increase in its net accommodation ' 
of the rest of the banking system. But overall credit policy would be 
geared to the goal of overall balance of payrznts equilibrium. 

The increase in net central bank credit expansion to the rest of 
the banking system would result both from the drawdown of excess liquid- 
ity in the banking system to constitute deposits against external pay-~. 
ments arrears and from the need by the private sector to refinance its 
indebtedness with the banking system because of the weak financial slt- 
uation of many enterprises. In view of the depressed state of private 
sector economic activity, especially in the agricultural sector, the 
authorities noted that there was substantial political pressure on the 
Government to declare a general debt moratorium in the banking system.' 
However, they confirmed that the Governnent's policy was to have the ! 
banks deal with their clients on a case-by-case basis without government 
intervention. Nonetheless, because of the difficult financial condition 
of many businesses, it was possible that some banks would not be able 
to repay their lines of credit to the Bank of Guatemala. In December 
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i 
198’2 a special rediscount line of 11 50 million was established to help 
the banks in refinancing certain credits in the agricultural and manu- 
facturing sectors which needed to be extended. 

The authorities regard the present levels of interest rates in 
Guatemala as adequate. They felt that the reduction in the interest 
ceilings by 3 percentage points for bank loans, and by 4 percentage 
points for bank deposits, in November 1982 was justified in the light 
of the downward trend in foreign interest rates and the significant de- 
celeration in the domestic rate of inflation last year. In view of the 
outlook for inflation (around 6 per bent for 1983), it was pointed out 
that all lending rates and most deposit rates in the banking system are 
now positive in real terms. 

The authorities recognized, however, that the structure of interest 
rates was excessively rigid, as evidenced hy the sluggish response of 
domestic bank interest rates to the increase in interest rate ceilings 
in October 1981. According to the Central Bank Law (Article 101). any 
increase in maximum lending rates can only be applied to new loans which 
limits the ability of the banks to raise their deposit rates. The au- 
thorities intend to introduce a provision in the law to allow for float- 
ing rate contracts in the context of a general reform of the banking 
laws to bring about more interest rate flexibility. They also are con- 
sidering the elimination of the application of the stamp tax to bank 
credits in the context of the tax reform described earlier, so as to 
reduce the distortion which this tax creates in the existing interest 
rate structure. 

IV. Staff Appraisal 

During the last four years, Guatemala’s external position weakened 
considerably due to a combination of external and internal factors. 
Political uncertainty in the Central American region eroded confidence 
both within and outside Guatemala resulting in massive capital flight. 
At the same time. the world recession, declining terms of trade, and 
the weakening of the regional economy severely affected Guatemala’s 
exports. On the domestic side, expansionary fiscal and monetary poli- 
cies, especially in 1980 and 1981, contributed to the deterioration in 
the balance of payments. The combined result of these factors was a 
decline in the net official international reserves of over LlS$600 mil- 
lion and a deceleration in the rate of real economic growth to less 
than 1 per cent during 1980 and 1981. 

[tiring 1982 the Guatemalan authorities implemented an adjustment 
program which was supported by the Fund with a stand-hy arrangement in 
the first credit tranche. Government expenditures, both current and 
capital, were cut in nominal terms. in order to reduce the overall fis- 
cal deficit and the amount of financing required by the Bank of Guate- 
mala. Also, domestic interest rate ceilings were raised significantly 
in an effort to encourage a greater retention of private savings in the 
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domestic banking system and thereby reduce the reliance of the banks on 
the Bank of Guatemala for refinancing. Despite the continued deteriora- 
tion in foreign trade and domestic economic activity, some of the main 
elements of the program were observed. The overall fiscal deficit was 
reduced by more than 2 percentage points of GDP, after four years of 
steady increase. Net bank credit expansion to the public sector was 
larger than programed last year, in part because of a shortfall in 
external financing, but overall bank credit expansion was within the 
program targets because private sector credit demand was much weaker 
than anticipated. The sharp slowdown in the growth of overall credit 
of the banking system during 1982 was reflected in a small loss of net 
international reserves of the Bank of Guatemala. However, exchange re- 
strictions were intensified last year, and large payments arrears wet-e 
accuoulated. 

This year the Guatemalan authorities have been reinforcing their 
adjustment effort, mainly by a further strengthening of the public fi- 
nances. Overall government expenditures will be reduced in nominal 
terms, for the second year in a row, and new revenue neasures will be 
put into place, including the establishment of a value-added tax to re- 
place the existing stamp tax. The staff welcomes this initiative and 
believes that the additional tax effort can contribute importantly to 
both short-run stabilization objectives and a sound execution of the 
public investmznt program. 

The fiscal program of the authorities is expected to allow for 
a significant reduction in net bank credit expansion to the public 
sector. The rate of increase In overall hank credit also is to be re- 
duced consistent with the goal of equilibrium in the overall balance 
of payments and a significant reduction in payments arrears. Domstic 
interest rates have been lowered in line with a reduction in the rate 
of inflation in Guatemala and interest rate levels abroad. However, the 
staff would encourage the authorities to take steps to allow more flexi- 
bility in interest rate movements and to phase out the distortion in 
the interest rate structure created by the application of the stamp tax 
to loans of the banking system. 

On the external side, the staff believes that overall balance of 
payments equilibrium Is an appropriate target for the medium-term, but 
in the immediate future, the elimination of payments arrears is a neces- 
sary condition for the restoration of Guatemala’s external credit 
standing. These objectives are all the nore necessary because of the 
Government’s decision to maintain the existing parity of the quetzal 
with the U.S. dollar. The staff notes, furthernore, Guatemala’s inten- 
tion to resort to exchange restrictions only as a temporary measure, 
but would encourage the authorities to eliminate these restrictions as 
quickly as feasible. Guatenala is expected to request soon that there 
be discussions cm a stand-by arrangement which would have as one of its 
objectives the phasing out of these restrictions. In the meantime, no 
approval of Guatemala’s exchange restrictions is being recommended. 
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.AP?T.i~ZI::< II 

Date of membership: December 1945. 

status: Article VIII. 

Iouota: SDR 76.5 million. 

Fund holdings of 
quetzales: 

Millions Per Cent 
of SDRs of 10uota 

Total 172.1 225.r1 
Of which: credit tranches 19.1 25.0 

compensatory 
financing 76.5 IOO.~l 

Millions Per Cent of 
of SDRs Allocation SDR Department: 

Fund Relations with Guatemala 
(March 31, 1983) 

Net cumulative 
allocation 

Holdings 

Xrect distribution of 
profits from gold 
sales (July I. 1976- 
.JuLy 31. 1980): lJSS5.7 million. 

27.7 100.0 
0.02 0.1 

Cold distribution: 30,810 fine ounces (four distributions). 

Contribution to SFF: The equivalent of SDR 30 million in dollars, 
of which SDR 8.4 mIllion were used and repaid 
in advance to” February 8, 1982 (EBS/82/22). 
The unused halance (equivalent to SDR 21.h 
million) is not being called upon at present 
3s Guatem?la’s balance of payments and r~sef”e 
positions are not sufficirntly strong. 

Exchange system: 

last Article IV August 19W completed by the Executive Roard 
consultation: on November 21, 1980 (~B~/B0/170). 

All transactions take place at the Fixed ex- 
change ratr of IJSSl per quetzal. 
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CUATWALA 

Area and population 
Area 
Population (mid-1982) 
Ann,ml rate of population increase (1973-82) 

GNP (1982 est.) 

GNP per capita (1982 est.) 

Balance of payments current account deficit 
Exports of goode and nonfactor services 
Imports of goods and nonfactor services 
Central government overall deficit 

Central government revenue 
Central government expenditure 

External public debt (end of year) 
External debt service payments 
Cross domestic saving 
Gross domestic investment 
bmey and quasi-money (end of year) 

Annual rates of change in selected economic 
indicators 

El GOP per capita 
Real GDP 
GDP at market prices 
Domestic expenditure (at current prices) 
Gross fixed investment 
Consumpcio” 

Wholesale prices iannuai averagesr 
‘:“sc of living ‘annual averages! 

central government finances 
Central ,p*ernment re"e""eS 
Central .qa"ermenr expenditures 

Yonev and credit 
?loney; and quasi-money 

!,oney 
touasi-money 

Net domestic bank assets 1: 
Credit to public sector !"ec) 
Credit to private sector 

Trade 
"erchsndise exports (f.0.b.. I" L'.S. 

dollars) 
Merchandise imports (c.i.f., in U.S. 

dollars) 

log.889 sq. kilometers 
7.4 million 

2.9 per cent 

SOR 7,956 million 

SOR I.075 

1979 - 

25 
16 

3 
7 

2.3 
5 

I6 

1980 19Rl 
(per czi 

25 25 

1982 - 

16 14 
1 4 
7 7 

27 27 
5 6 

17 15 

25 
16 

3 
7 

27 
6 

16 

-2.6 -1.1 -6.5 -4.2 
21.3 21.9 16.8 14.6 
25.7 24.8 23.4 18.2 
-2.6 -4.7 -7.3 -5.0 

9.7 9.5 8.6 8.2 
12.3 14.2 15.9 13.2 

8.5 a.8 10.8 13.4 
1.6 0.9 1.1 1.3 

14.3 12.9 10.8 12.L 
18.0 15.9 17.4 15.7 
22.7 21.9 22.5 25.2 

1.9 
4.7 

13.7 
12.0 

5.6 
15.4 

0.7 
3.7 

14.1 
12.5 

0.7 
15.9 

-6.2 
-3.5 

2.7 
-0.1 

9.5 
1.2 

3.0 
9.9 

Il.5 

0.8 
15.b 

7.3 
IL., 

2.4 
IO. 1 

3.i 
II.1 

13.6 

8. i 

Il.4 
31.b 

10.1 
? . 3 

16.2 
29.9 
18.7 
13.9 

-1.8 
0.9 

Ill.0 
13.9 
11.4 
12.7 

8.9 
Il.9 
11.; 

-0.8 
23.6 

I2.i 
‘.L 

18.8 
35.5 
25.1 

8.i 

-1A.5 

6.3 1,:. 1 

h.5 
-7.7 

'0.2 

-2.8 
-15.! 

Ii.9 
1.i 

23.: 
20.3 
14.b 

b.9 

-7.l 

-17.1 
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1979 1980 1981 1982 .- - - 
Central government finances (millions of quetzales) 

- Total revenue and grants 670.4 748.0 742.4 731.0 
Total expenditure and #net lending R48.1 1.116.5 1,380.O 1.172.0 
Currrnt acl‘ount surplus 135.5 93.2 13.0 27.2 
Overall deficit (-) -177.7 -368.5 -637.6 -441.0 
External Financing (net) 115.2 92.9 102.1 79.2 

Internal financing (net) 62.5 275.6 535.5 361.8 

Balance of payments 
Merchandise exports (f .o. b.) 
Merchandise imports (c.i.f.) 
Factor income (net) 
Other services and transfers (net) 
Balance on current and transfer 

accO”“tS 
Official capital (net) 
Financial system medium- and 

long-term cspltal (net) 21 
Private capital (net) and - 

errors and omissions 

Change in net official inter- 
national l-eset-“es (increase-) 

1.241.4 
-1,503.g - 

3.1 
83.0 

-176.4 
120.9 

14.2 

13.9 

27.4 

1,519.g 1.299.1 1.199.4 
.1,598.2 - 1,673.5 -1.388.0 

-55.8 -85.4 -114.7 

-42.2 -104.9 -68.0 

-176.4 -544.7 -371.1 
94.3 107.4 82.4 

35.9 120.5 184.7 

-272.5 -12.0 -289.5 

318.7 348.8 393.5 21 

I”ter”atio”al reserve position 1979 1980 1981 1982 ---__ 
(end of year) (millions of SDRs) 

Central Bank (rross) 564.5 
Central Bank (net) 

390.9 255.0 222.0 
544.1 312.1 42.3 0. 1 

Rest of banking system (net) -13.6 -26.6 -22.1 -25.5 

__- 
11 In relation to the stock of liabilities to the private sector at the 

a 
bezinning of the period. 

21 includes allocations of SDRs. 
I/ I-ld nc ” es payments arrears. 
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