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EXECUTIVE SUMMARY

This Country Private Sector Diagnostic (CPSD) is a joint undertaking of the World
Bank and IFC to identify policy reforms that will catalyze private sector investment
and economic development in Guatemala over the next 3 to 5 years. It aims to sup-
port the Guatemalan government's efforts to facilitate the growth of a robust and
competitive private sector. The intent is to identify barriers and opportunities for
an increasingly dynamic private sector so as to boost its contribution to economic
growth, job creation, poverty reduction and shared prosperity. The selected areas
of focus, policy conclusions, and recommendations are consistent with the ana-
lytical framework presented in the Guatemala Systematic Country Diagnostic up-
date,! which highlights the advantages of more spatially diversified development.

Guatemala, Central America’s largest economy, continues to struggle with mod-
est rates of economic growth and high levels of poverty and inequality. Between
2000 and 2019, annual gross domestic product (GDP) growth averaged 3.5 per-
cent amid tight fiscal and monetary management,” but improvements in poverty
and social development indicators were slow and uneven. The national poverty
head count rate remains high at 56 percent,’® the Gini coefficient is 0.45 percent,
and 48.2 percent of the population lives in rural areas. Guatemala has among
the highest gender inequality index scores and lowest rates of female labor force
participation in Latin America and the Caribbean.

With a small public sector, the primary role in driving growth and job creation must
fall to the private sector. However, private sector development and growth in Gua-
temala are constrained by several factors. As detailed in this report, these barriers in-
clude a weak business-enabling environment, lack of access to finance, infrastructure
constraints, and governance constraints, among others. This challenging private sec-
tor-enabling environment creates substantive barriers to entry for both domestic and
foreign firms, lowers returns to entry, limits competition as firms exert market dom-
inance, and reduces innovation, thus significantly reducing potential private sector
employment and productivity growth. Furthermore, these barriers lead to a flour-
ishing low-productivity informal sector, which hinders growth in income per capita.

Formal firms in Guatemala suffer from low levels of dynamism and innovation,
which constrain their development and competitiveness. The 2020 Global Com-
petitiveness Report ranked Guatemala 98th out of 141 countries in business dy-
namism and 98th in innovation capability.* Because of low rates of firm entry,
the average firm age increased from 17.5 to 28.5 years between 2006 and 2017,
one of the oldest age structures globally. Rates of firm entry are also affected by
the lack of antitrust regulation or a competition law in the country, which cre-
ates further barriers to entry for new companies, affects competitiveness, and di-
minishes the country’s potential to participate in investment markets. The lack
of dynamism is also reflected in businesses’ reluctance to grow their workforce.
Similarly, firms face an adverse innovation environment, as evidenced by the
small and decreasing share of firms that report spending on research and devel-
opment (15.5 percent) or process innovation (37 percent).
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The economy has undergone a shift from predominantly low-productivity agri-
cultural activities to manufacturing and services, but quality jobs are limited. De-
spite increasing employment, the growth of the services sector, which is focused
mainly on the domestic market, has not generated the quality of jobs needed to
sustain and improve economic outcomes. The sector is characterized by a large
number of small firms that export little and operate mostly informally with low
levels of productivity. Since 2014, employment opportunities in the formal sec-
tor have plateaued, leading to a decline in average income. Guatemala’s large in-
formal sector represents an average of 46 to 48 percent of GDP and provides 80
percent of total employment.® As the supply of workers seeking formal jobs rose
while demand stagnated, wages fell by more than 10 percent during 2014-19,
continuing a longer-term pattern.® Total investment remained low at an average
of 13 percent of GDP during 2014-19, and a growing current-account surplus
underscored the increasing movement of capital abroad. Consequently, creating
better jobs for more people and decreasing incentives for economic migration
will require a more dynamic and competitive private sector.

Although unemployment in Guatemala is relatively low, high rates of underem-
ployment pose a significant challenge. For workers to be enticed out of inactivi-
ty, out of the informal sector and other low-productivity activities, and into the
formal sector, more-attractive jobs are needed. Creating more and better private
sector jobs will also reduce the incentives for migration, limit brain drain, and
help the country capitalize on its demographic dividend. Migration in Guatema-
la is strongly associated with economic factors, specifically with unemployment
and underemployment. Emigration, primarily to the United States, has increased
in recent years, boosting remittance inflows, but migration and remittances are
not a durable model for long-term growth, and accelerating domestic private sec-
tor job creation remains a critical policy objective.

The jobs challenge in Guatemala is thus one of increasing both access to waged-em-
ployment opportunities and the quality of employment and wage levels. The
CPSD and the analysis that follows are therefore focused on addressing these
two employment-related challenges by fostering and facilitating an increasingly
dynamic, growing, and more productive private sector.

Limited private sector growth and competition also limit nearshoring opportu-
nities in expanding trade with Mexico and the United States. Guatemala’s de-
pendence on a limited number of low-value-added exports restricts its growth
potential. Guatemala’s economy is at an intermediate level of diversification, pro-
ducing relatively simple goods and services that many countries are capable of ex-
porting competitively. Guatemala is also less integrated into the world economy
than other countries with similar levels of income per capita. Economic transfor-
mation, facilitated by addressing the constraints noted in this report, would en-
able Guatemala to capitalize on greater gains from trade, while also generating
more and better-quality private sector jobs linked to higher-productivity growth.

The current administration is committed to a private sector-led development
agenda aimed at boosting the country’s social and economic recovery. The Gua-
temala Moves Forward (Guatemala No Se Detiene) program, launched in 2021,
includes an ambitious strategy to boost the output of 20 major export products
by as much as US$5 billion while creating 2.5 million formal jobs by 2030. The
initiative establishes a roadmap to attract more foreign direct investment (FDI)
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in high-potential sectors and key export-oriented industries over the medium
term, particularly to benefit from apparent nearshoring opportunities. The plan
also places a renewed emphasis on tackling skill mismatches through programs
led and coordinated by the Ministry of Economy and by Programa Nacional de
Competitividad (PRONACOM).

While the private sector will remain the primary economic driver, the government
must also address long-standing challenges in fiscal policy and public adminis-
tration to better support robust private sector development. Guatemala’s public
revenues and expenditures are among the lowest in Latin America and the Carib-
bean, amounting to just 12.2 and 13.4 percent of GDP, respectively, in 2021. Key
laws and regulations are enforced unevenly or not at all. Private firms in Guate-
mala face a challenging business climate that impedes their growth and develop-
ment. World Bank’s Enterprise Survey and the World Economic Forum’s annual
Global Competitiveness Report highlighted the adverse impact on the private sec-
tor of political instability, corruption, crime, an inefficient government bureaucra-
cy, and asymmetrical competition from the large informal sector.” Another World
Bank report found that deficiencies in the regulatory environment limit the entry,
growth, and competitiveness of formal firms.® High administrative costs, weak
rule of law, time-consuming and costly contract enforcement processes, and cum-
bersome insolvency procedures are among the major obstacles facing Guatema-
lan firms. With an improved business environment, Guatemala could benefit from
investment in strategic sectors, namely, in agriculture, recreational services, and
light manufacturing, especially those related to food, such as production of meat
and oils, which would reduce not only poverty, but also disparities among disad-
vantaged groups such as women, Indigenous people, and youth.

Cross-Cutting Constraints

In the aftermath of the pandemic, the CPSD is timely in supporting the country
to identify key constraints for private investment and formulate appropriate pol-
icy reforms. The CPSD focuses on three cross-cutting issues that are long-stand-
ing fundamental constraints facing the private sector: (a) limited access to fi-
nance for micro, small, and medium enterprises (MSMEs), (b) infrastructure gaps,
and (c) weak governance, corruption, and ineffective dispute resolution systems.

Limited Access to Finance for MSMEs

Access to finance, particularly for agricultural producers and MSMEs, is critical
to employment generation, productivity gains, and inclusive economic growth.
Many MSMEs and agricultural producers in Guatemala struggle to access fi-
nancing that meets their needs, constrained by high costs, excessive collateral
requirements, rigid product design, and limited consumer protections. Accord-
ing to IFC estimates, the MSME financing gap in Guatemala is equivalent to 22
percent of GDP, more than six times the current volume of MSME financing.’
The MSME financing gap in Guatemala is larger than that of several regional
peers (such as Costa Rica and Honduras) as well as the regional average. Rural
areas in particular have limited access to finance, with many commercial banks
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concentrating their operations in the metropolitan area. Indeed, credit to the ag-
ricultural sector accounts for less than 5 percent of the banking system’s total
portfolio.' Channeling greater volumes of financing through the formal finan-
cial sector requires: documentation and collateral requirements that correspond
to the population’s socioeconomic conditions, accelerated decision-making pro-
cesses, convenient financing conditions (that is, amount, rate, term, and frequen-
cy of payment), long-term certainty of welfare gains from a good credit reputa-
tion, and long-term certainty of a sustainable supply of formal-sector financing.

Reform efforts and investments are needed to improve access to finance for MS-
MEs and agricultural producers. Recent reforms, including new leasing and in-
solvency laws, hold promise for improving the enabling environment for access
to finance for MSMEs and agricultural producers. However, a more ambitious
reform program is needed to address persistent barriers to access to finance, in-
cluding to enhance and expand credit and payment infrastructures; further de-
velop leasing and electronic factoring products; promote competition and im-
proved product design through innovation and financial technology; mitigate
risks associated with lending to MSMEs, including via expansion and develop-
ment of insurance products; accelerate the digital transformation of cooperatives
and microfinance institutions; and strengthen financial consumer protections.

Large Infrastructure Gaps

Firms in Guatemala face significant infrastructure constraints that hinder them
from taking advantage of strategic access to both the Atlantic and the Pacif-
ic Oceans. According to the Global Competitiveness Report, Guatemala ranks
114th of 141 countries in terms of transport infrastructure because of poor road
connectivity and quality of road infrastructure."' About 19 percent of firms in
Guatemala identified weaknesses in the transportation system as a major con-

straint to activity, above the Central America regional average of 16.7 percent.'

Guatemala’s transport connectivity deficiencies and poor-quality transport infra-
structure pose major constraints to firms and private sector development more
broadly. Guatemala’s transport infrastructure relies mainly on a road network
that consists of approximately 28,000 km of registered and nonregistered roads.
In relation to the country’s surface area, the density of roads is below average for
the Latin American region (15.5 versus 22 km/100 km?)."3 This translates into
low road network coverage, which limits access to markets and public services,
especially in the poorest areas. While Guatemala City enjoys a slightly greater
quality of infrastructure, firms located outside the capital experience significant
transport constraints. The national port infrastructure also plays an important
role in the country’s exports and imports and has seen a significant increase in
mobilized volumes, which have risen 77 percent in 15 years to reach 28 million
metric tons in 2019." However, the country’s two main ports, Puerto Quetzal
and Santo Tomads de Castilla, have now reached their capacity and are regular-
ly saturated, forcing the country to increasingly use Puerto Cortés, in Honduras.
Guatemala also lacks logistics centers designed to support ports, airports, and
urban distribution, and the logistical infrastructure is concentrated primarily
around the Guatemala City metropolitan area. This limits access to markets in
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rural areas by increasing costs and time associated with logistical inefficiencies,
severely undermining the competitiveness of agricultural products, and limiting
their export capacity, especially for small-scale producers. Addressing this gap
will require more investment in refrigerated-cargo handling, trucker rest stops,
logistics centers to reduce transport inefficiencies and bottlenecks, and cold-stor-
age infrastructure in port vicinities and near major agricultural production areas.

Rural areas also suffer from major gaps in electric, digital, and water infrastruc-
ture. Guatemala has a liberalized electricity market, with 86 percent private sec-
tor participation in electricity generation."”” However, rural electrification rates
remain low: 16.3 percent of the rural population lacks access to electricity, far
more than the share of the urban population (3.4 percent).!® Furthermore, ac-
cess to digital infrastructure, including computer and internet access, is limited,
with accessibility in rural areas lagging that in urban areas and the Guatemala
City metropolitan area.'” Water and sanitation services are also deficient: 14.7
percent of the rural population lacked access to improved water services in 2018,
compared to 4.6 of their urban counterparts.'®

Public investment in infrastructure in Guatemala is low by regional and global
standards, averaging 0.6 percent of GDP over 2015-2019 (above only that of
Brazil)." Relatedly, stagnant tax revenues hinder the government’s ability to in-
vest more.”” The InfraSAP study emphasized that budget execution in road in-
frastructure has increased recently, but there are concerns about the quality of
spending.*! The lack of an overall inventory establishing the state and level of
damage across the road network is a major knowledge gap limiting the govern-
ment’s ability to independently establish priorities for road maintenance.”” The
COVID-19 pandemic and natural disasters have reduced public spending on in-
frastructure and have damaged or reduced the stock of infrastructure. This pub-
lic infrastructure financing constraint further emphasizes the need to foster and
enable private sector investment in infrastructure.

Weak Governance, Corruption, and Ineffective Dispute
Resolution Systems

Guatemala’s performance on global indexes of governance quality, econom-
ic competitiveness, and public sector integrity has worsened significantly since
2015. The steady weakening of institutions has continued to erode trust in the
state: in 2020, about half the population believed that corruption had recently
increased, from 40 percent in 2016. A weak contractual and institutional envi-
ronment hinders the development of the private sector, slowing job creation and
undermining firm-level productivity. A World Enterprise Forum survey identi-
fied crime and corruption as the most important challenges to doing business in
Guatemala.?® In addition, political fragmentation has contributed to an increas-
ingly sluggish and unresponsive legislative process. Furthermore, perceptions of
corruption and abuse of power have increased over the last six years, undermin-
ing an already weak social contract. Corruption weakens the business and in-
vestment climate, and more than 70 percent of firms consider corruption to be
a major constraint on growth.** Recent reports by LAPOP and the World Jus-
tice Project indicate that political corruption and undue influence are growing as
limits on government powers weaken.” In addition, the extortion rate has dou-
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bled in recent years, driven by the growing prevalence of gangs and drug traf-
ficking. Crime-related costs are estimated at about 3 percent of annual GDP.?

This weak governance environment poses challenges in attracting FDI in Guate-
mala, largely because of the failure to implement a legal system that aligns with
international standards. Many of the issues that Guatemala faces in attracting
FDI are structural, including a lack of institutions and codes of conduct to en-
able juridical certainty for investment. Although Guatemala has created specif-

ic institutions to deal with and promote FDI,*’

evidence indicates that the heavy
bureaucracy has been a deterrent to investment.”® Rent seeking in such an envi-
ronment is endemic. Potential investors or their agents are often required to per-
sonally visit numerous offices to obtain proper and complete information.?” This

becomes extremely burdensome and costly for investors.

Alternate dispute resolution (ADR) instruments can be part of the solution to
attract FDI. ADR, as a transparency-enhancing tool, can provide mechanisms
for accountability and redress, not only for states and investing companies, but
also for Guatemalans and Guatemalan firms. Creating new types of contracts
for concessions of public goods and commodities, and harnessing the potential
of ADR as a way to improve governance, could be an important step in attract-
ing FDI and facilitating domestic investment.

Identifying Sector-Specific Opportunities

The CPSD also identifies sector-specific opportunities to attract private investment
over a 3- to 5-year horizon. Prospective investment opportunities were evaluated
according to six selection criteria, which assessed their potential to (a) increase
economic growth, (b) foster inclusiveness, (c) support climate change mitigation
and adaptation, and (d) improve governance, as well as their consistency with (e)
Guatemala’s investment attraction strategy and (f) World Bank analytical exper-
tise. The CPSD prioritizes investment opportunities that foster inclusive job cre-
ation, especially among female workers, as well as those that promote progressive
formalization of informal activities. The climate change and environmental im-
pacts of prospective opportunities are assessed in terms of forest protection, the
reduction of CO2 emissions, and enhanced resilience to weather-related shocks.
The selection process also incorporates the feasibility of various measures. Final-
ly, the investment opportunities are evaluated in terms of their consistency with
the government’s priorities for attracting investment and with the body of anal-
ysis underpinning World Bank operations in Guatemala. The selection process
is supported by two quantitative tools and a desk review of key World Bank an-

alytical work on export competitiveness in Guatemala.

Arising from this analysis, two primary sectors of focus are identified: agricul-
ture and light manufacturing. These two sectors are priority sectors for the gov-
ernment and have significant potential to drive more inclusive development. The
agriculture sector, in which Guatemala has a comparative advantage, could boost
job creation, especially in rural areas, and exports. Light manufacturing has sig-
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nificant employment generation possibilities, export potential, economic inclu-
siveness, and potential to foster innovation.

Agriculture

The agrifood sector is central to Guatemala’s economic development, employ-
ment, and food security. Agricultural production in 2022 made up 10.6 percent
of GDP and employed over 2.5 million people, equivalent to 32 percent of all
workers.’® Agriculture is also the main source of income in rural areas, employ-
ing 70 percent of rural workers and 81 percent of Indigenous workers in rural
areas, most of whom are employed in primary agriculture.’!

Agricultural exports show significant potential. Exports of nontraditional agri-
cultural products, particularly fruits such as papayas, avocados, and berries, have
increased and have considerable room to grow. Furthermore, apart from produc-
ing and exporting raw material, there are opportunities to increase value add-
ed by improving product quality, engaging in additional processing, or develop-
ing new commercial uses for traditional and nontraditional products. Improving
quality or expanding the portfolio of specialty, organic, fair trade, or environ-
mentally friendly products offers new market opportunities for traditional prod-
ucts such as coffee, cardamom, and bananas. Increased processing capacity could
enable the production of dehydrated or frozen fruits and vegetables. Secondary
processing such as making vegetable paste, sauces, canned products, and vege-
table chips could also generate opportunities for job creation and diversification.

The sector’s competitiveness is constrained by low levels of diversification and
sophistication and the limited adoption of new and more productive technolo-
gies. In addition to the cross-cutting constraints noted above, agriculture is fur-
ther constrained by low and stagnant labor productivity—about one-third of that
in services and industry, particularly in rural areas.>* In 2019, 80 percent of the
sector’s workers were employed in primary agriculture and the remaining 20 per-
cent worked in processing. The sector’s low value added per worker reflects an
environment where 90 percent of workers are informal, 80 percent of farms are
smallholdings of less than 0.7 hectares, and 60 percent of farmers are engaged
in subsistence production with few or no agronomic plans or technical support.*

Postharvest losses present an important constraint. This hindrance is caused by in-
sufficient investment in storage and preservation facilities, including cold storage;
limited market information; and lack of uptake of improved handling and manage-
ment practices. Guatemala loses 20 million tons of food annually, equivalent to 38
percent of total production. These losses correspond to 15 percent of the available
agricultural land, 9 percent of the country’s total greenhouse gas emissions, and
4.2 percent of annual GDP.** In addition, infrastructure constraints noted above
and a lack of information about market locations and prices lead to high levels of
food loss at the farm level and additional upstream losses along the value chain.

Light Manufacturing

The manufacturing sector accounts for approximately 20 percent of GDP and
shows significant growth potential. Light manufacturing benefits from preferen-
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tial trade agreements, proximity to the United States, and recent reforms to im-
prove the overall business environment. Guatemala benefits from strong compar-
ative advantages in some of its light manufacturing exports, but unfortunately,
most of Guatemala’s exports are of low complexity. Manufactured exports have
stagnated at around 15 percent of GDP. Most manufacturing activities are con-
centrated in the Guatemala City metropolitan area, although some decentral-
ization has been enabled by infrastructure improvements and industrial parks in
other parts of the country. Importantly, the manufacturing sector has been key
in including traditionally marginalized groups in the economy, although it has
historically represented only between 12 and 14 percent of the total workforce,
which contrasts with close to 30 percent in sectors such as agriculture and retail.
However, about 53 percent of workers in manufacturing activities are women
and 46 percent of workers identify as Indigenous (Maya, Xinca, or Garifuna),
greater proportions than those observed in the rest of the economy.

Further developing the light manufacturing sector could help unleash Guatema-
la’s growth. Light manufacturing has significant employment generation potential
with positive impacts on marginalized and vulnerable groups. While the sector
has been pivotal in positioning Guatemala as a strategic actor in regional val-
ue chains, there are opportunities for further integration in global value chains.

Guatemala is in a unique position to expand its light manufacturing sector, build-
ing on government reforms and policy priorities and leveraging the ongoing near-
shoring trend. To leverage the country’s geographic advantages, authorities should
continue to support initiatives aimed at attracting new investments and retain-
ing existing ones. Numerous opportunities present themselves. Fostering the de-
velopment of domestic inputs for the light manufacturing sector could enhance
Guatemala’s strategic relation to North America and presents growth opportuni-
ties for higher-value textile and apparel products. Allowing for flexibility in the
minimum wage could help increase the competitiveness of regions beyond Gua-
temala City; one way to do so could be to institute different minimum wage cat-
egories to reflect the significant differences in productivity across Guatemala’s
geography. Alleviating congestion on key trade routes would reinforce Guatema-
la’s position as a nearshoring partner. Introducing measures to help firms comply
with the tax authority’s requirements would help smaller firms be more produc-
tive and competitive. Advancing workers’ skills would help attract new invest-
ments in more sophisticated stages of the light manufacturing value chains. The
various industrial land regimes could benefit from greater clarity and transpar-
ency regarding the regulations governing each area and would support efforts to
attract foreign investment in manufacturing amid the ongoing nearshoring trend.
Finally, greater banking sector engagement with light manufacturing firms (es-
pecially apparel) could help unleash greater growth for the sector.

Summary of Key Recommendations

Table ES.1 presents a summary of the key recommendations. More-detailed rec-
ommendations are included in subsequent sections.
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Challenge

Recommendations

LIMITED ACCESS TO FINANCE BY MSMES

Implementing
agencies

Short or medium term

Weak enabling Implement the leasing law and building MINECO and Short
environment for access to capacity of industry to develop and scale association of leasing
finance for MSMEs. leasing products. entities
Amend the banking law to allow MFIs and SIB, MINECO, Medium
cooperatives to access the credit registry, BANGUAT, Junta
push forward the draft law on credit bureaus, Monetaria, and
and identify the institution that will be Congress
responsible for the oversight of credit
bureaus.
Limited availability of Strengthen the ecosystem for electronic MINECO, SAT, and SIB Short
diverse and innovative factoring, including through capacity
financial products for building with financial institutions.
MSMEs.
Enact an activity-based and proportionate SIB, BANGUAT, and Medium
legal and regulatory framework to enable Congress
the development of fintech, including
e-money operators and crowdfunding
platforms.

INFRASTRUCTURE GAPS
Weak regulatory Revisit discussions to introduce changes to Congress Short
frameworks and the regulatory framework regarding
governance procurement processes and contract types,
acquisition of the right of way, and dispute
settlement, among others.
Little investment in Develop funding arrangements that include MINFIN, MICIVI Medium

infrastructure by regional
standards

private participation and risk-sharing
contract modalities such as output- and
performance-based road contracts to
complement budget resources in line with
the needs of the Road Development Plan
(2018-2032).

Rigid public-private
partnership framework

Revise and reform the purchasing power
parity law and related institutional
framework to create institutional
procedures and interinstitutional
coordination arrangements that facilitate
the purchasing power parity project
preparation and approval process (with
clearroles).?

LEGAL FRAMEWORK, DISPUTE RESOLUTION, AND GOVERNANCE

CONADIE, ANADIE,
and municipalities
(for licenses)

Short to medium

Weak adherence to
international judicial
norms, bureaucracy around
enforcement, and
contractual disputes and
settlements

Strengthen legal units and ADR offices in
certain ministries and government
entities so that they can provide sound
advice to the public administration on
contractual issues.

Consider the creation of specialist courts, or
a chamber within a court, to deal with FDI
issues.

Include clauses in contracts that provide
greater legal certainty, particularly those
contracts that may be subject to
international FDI standards.

Procurador General
de la Nacion and
Congress

Procurador General
de la Nacion and
Congress

Procurador General
de la Nacion and
Congress

Medium

Medium

Medium

(Table continues next page)
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TABLE ES.1

Recommendations (continued)

Challenge

Recommendations

Implementing
agencies

Short or medium term

AGRICULTURE®

Allow introduction of ADR mechanisms,
including arbitration, for both domestic and
FDI-related contracts, and promote
negotiation and conciliation as means of
conflict resolution.

Medium

Small farmers lack access Support the integration of small farmers into MAGA and COCODES Medium
to profitable markets. cooperatives which can increase farmers’
access to finance, as well as allow them to
increase exports and reach new markets by
sharing costs of these among small- and
medium-scale producers.
Low technical capacity Provide training in agricultural and business MAGA, ICTA, AGREQUIMA, Medium
weakens export practices and technologies. and academia such as
competitiveness. IARNA and CEAA
Inadequate infrastructure Promote and implement MAGA’s National MICIVI Short
limits production, quality, Policy of Irrigation, to facilitate small
transport, and market producers’ access to investment strategies in
access. the field.
Improve roads throughout the country, with MINECO and Medium
special focus on connecting main highways AGEXPORT
to production areas.
Lack of access to finance Design agricultural insurance products and MAGA Medium
hampers productivity schemes for small farmers and extend them
growth in the agriculture to biological risks, such as pests and
sector. diseases. In addition, encourage private
participation in agricultural insurance by
addressing provisions or policies on
agricultural insurance.
Lack of R&D hampers the Identify the potential impact of climate SIB, MAGA, and Short
development of adequate change on existing cultivations, and insurance companies
vegetative material, pest climate-smart agriculture techniques to
control, and compliance mitigate and adapt to such effects.
with phytosanitary
requirements. Establish long-term agriculture and MAGA, MINECO, and Short
agribusiness policies for strategic PRONACOM
products, with specific attention to
climate change. .
MAGA Medium
Fragile institutional and Enhance regulation and compliance MAGA, OIRSA, and Medium

regulatory systems
undermine the efficiency
and efficacy of public
spending and public policy
design.

LIGHT MANUFACTURING

regarding pesticide use in accordance with
export markets and provide alternative
products alongside restrictions.

AGREQUIMA

Limited domestic
production of key inputs

Ensure that the GNSD or a similar public-
private dialogue remains in place to attract
private investment.

Create local supplier development programs
to link local suppliers with foreign investors
and existing leading firms in Guatemala.

MINECO, MINFIN

MINFIN

Short

Short

(Table continues next page)
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TABLE ES.1
Recommendations (continued)

Challenge Recommendations Implementing Short or medium term
agencies

Review and adjust the minimum wage to Ministerio de Trabajo Short
reflect the significant differences in
productivity across Guatemala’s geography.

Modernize DIPAFRONT’s drug inspections. Ministerio de Medium
Gobernacion
Congreso
Introduce uniform criteria that firms can Empresa Puerto Medium
follow with regard to purchasing goods at Quetzal

discount and coexporting.

Organize training for entrepreneurs, MSMEs, SAT Short
and university students to help them
leverage the electronic invoice system to
prepare their own tax returns.

Develop worker skills in the electronics INTECAP, MINECO Short
sector via makerspaces, technology transfer
program, and a program to rent INTECAP
machinery to start-ups to help workers
develop skills required to build products and
prototypes.

Develop clear, transparent, and MINFIN, SAT Short
comprehensive guidelines on the
requirements to become a zona franca or a
ZDEEP user and developer.

Identify nongovernment risk management MINECO, SIB, Short
financial instruments for banks to provide BANGUAT

financing options to the light manufacturing

subsectors.

Note: AGEXPORT = Guatemalan Association of Exporters; AGREQUIMA = Association of Agricultural Chemical Guilds; ANADIE = National Agency of Alliances for the Development of

Economic Infrastructure; BANGUAT = Banco de Guatemala; CEAA = Center for Agricultural and Food Studies; COCODES = Consejos Comunitarios de Desarrollo; CONADIE = Consejo

Nacional de Alianzas para el Desarrollo de Infraestructura Econdémica; DIPAFRONT = Division of Ports, Airports and Border Areas; GNSD = Guatemala No Se Detiene; IARNA = Instituto

de Agricultura, Recursos Naturales y Ambiente; ICTA = Institute of Agricultural Science and Technology; INTECAP = Instituto Técnico de Capacitacion y Productividad; MAGA = Ministry

of Agriculture, Livestock and Food; MFIs = microfinance institutions; MICIVI = Ministry of Communications, Infrastructure and Housing; MINECO = Ministry of Economy; MINFIN = Ministry

of Finance; PRONACOM = Programa Nacional de Competitividad; R&D = research and development; SAT = Superintendency of Tax Administration; SIB = Superintendency of Banks;

ZDEEP = Special Public Economic Development Zones.

a. Changes suggested by National Agency of Alliances for the Development of Economic Infrastructure (ANADIE) in its proposal to reform the purchasing power parity law (Decree no.
16-2010) from June 2020 may guide the implementation of this recommendation, although it may require a medium-term horizon.

b. Specific crop recommendations are included in section 4.1.
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ington, DC: World Bank, 2021), http://hdl.handle.net/10986/35503.
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14

GUATEMALA COUNTRY PRIVATE SECTOR DIAGNOSTIC

10.
11.
12.

13.

14.

15.

16.
17.
18.
19.
20.

21.
22.

23.
24.
25.
26.

27.

28.
29.
30.
31.

32.

33.
34.

World Bank, “Enterprise Surveys,” (Washington, DC: World Bank, 2017), https://www.en-
terprisesurveys.org/; Schwab, Global Competitiveness Report.

World Bank, “Guatemala: Policies for Business Recovery, Jobs and Economic Transfor-
mation” (Washington, DC: World Bank, 2021). http://documents.worldbank.org/curated/
en/099800512082125310/P172557045791502b0ab0c03eaa078408cc.

IFC, MSME Finance GAP Database, updated 2018. Online: https://www.smefinanceforum.
org/data-sites/msme-finance-gap.

SIB (Superintendency of Banks), 2022.
Schwab, Global Competitiveness Report.

The latest data for Guatemala were released in 2017. The Central America regional average
is a simple average, constructed with data from 2016 for the following countries: the Domin-
ican Republic, El Salvador, Honduras, and Nicaragua. Costa Rica and Panama were not in-
cluded in the regional average, as their data date back to 2010.

IDB (Inter-American Development Bank), “Guatemala to Improve and Rehabilitate the Na-
tional Road Network with IDB Support,” news release, February 7, 2019, https://www.iadb.
org/en/news/guatemala-improve-and-rehabilitate-national-road-network-idb-support#:~:tex-
t=Despite%20this%20high%20traffic%2C%20the,0f %200peration%20and%20transit %20
times.

InfraSAP Guatemala (Guatemala Transport Infrastructure Sector Assessment Program), “Im-
proving Transport Connectivity” (Washington, DC: World Bank, 2017).

Plaza Publica, https://www.plazapublica.com.gt/content/el-olvido-de-pigmalion-otra-
forma-mas-justa-de-tarifar-el-vad.

de la Fuente and Gomez, Rural Electrification Analysis Paper, forthcoming.
Data from Instituto Nacional de Estadisticas, 2019.

de la Fuente and Gomez, forthcoming.

Data from INFRALATAM.

Tax revenue fell slightly from 11.1 percent of GDP in 2013 to 10.5 percent in 2019; World
Bank, “Indicators,” http://data.worldbank.org/indicator.

World Bank, Guatemala Transport InfraSAP, key findings and recommendations, 2022.

2]

Carlos Kestler, “Conectividad Rota: Causas y Soluciones para Una Red Vial casi en Abandon,”
Prensa Libre (June 22, 2022), https://www.prensalibre.com/pl-plus/guatemala/comunitario/
conectividad-rota-causas-y-soluciones-para-una-red-vial-casi-en-abandono/?utm_source=pock-
et_mylist.

World Economic Forum, 2017.
Data from World Bank, 2017.
LAPOP (Latin American Public Opinion Project), World Justice Project, 2021.

Laura Jaitman, ed., The Costs of Crime and Violence (Washington, DC: Inter-American De-
velopment Bank, 2017).

See, for example, Programa Nacional de Competividad de Guatemala (PRONACOM), https://
www.pronacom.org/sobre-pronacom/.

Benjamin Roseth et al, “El fin del tramite eterno” (Banco Interamericano de Desarrollo, 2018).
Roseth et al., “El fin del tramite eterno,” 126.
Bank of Guatemala, 2022.

Verénica Zavala et al., “BIDeconomics Guatemala: Crecer Mas y para Todos” (Washington,
DC: Inter-American Development Bank, 2019), http://dx.doi.org/10.18235/0001708.

World Bank, “Guatemala: Food Smart Country Diagnostic” (Washington, DC: Inter-Amer-
ican Development Bank, 2021).

Zavala et al., “BIDeconomics.”

Zavala et al., “BIDeconomics.”


http://documents.worldbank.org/curated/en/099800512082125310/P172557045791502b0ab0c03eaa078408cc
http://documents.worldbank.org/curated/en/099800512082125310/P172557045791502b0ab0c03eaa078408cc
https://www.smefinanceforum.org/data-sites/msme-finance-gap
https://www.smefinanceforum.org/data-sites/msme-finance-gap
https://www.iadb.org/en/news/guatemala-improve-and-rehabilitate-national-road-network-idb-support#:~:text=Despite%20this%20high%20traffic%2C%20the,of%20operation%20and%20transit%20times
https://www.iadb.org/en/news/guatemala-improve-and-rehabilitate-national-road-network-idb-support#:~:text=Despite%20this%20high%20traffic%2C%20the,of%20operation%20and%20transit%20times
https://www.iadb.org/en/news/guatemala-improve-and-rehabilitate-national-road-network-idb-support#:~:text=Despite%20this%20high%20traffic%2C%20the,of%20operation%20and%20transit%20times
https://www.iadb.org/en/news/guatemala-improve-and-rehabilitate-national-road-network-idb-support#:~:text=Despite%20this%20high%20traffic%2C%20the,of%20operation%20and%20transit%20times
https://www.plazapublica.com.gt/content/el-olvido-de-pigmalion-otra-forma-mas-justa-de-tarifar-el-vad
https://www.plazapublica.com.gt/content/el-olvido-de-pigmalion-otra-forma-mas-justa-de-tarifar-el-vad
http://data.worldbank.org/indicator
https://www.prensalibre.com/pl-plus/guatemala/comunitario/conectividad-rota-causas-y-soluciones-para-una-red-vial-casi-en-abandono/?utm_source=pocket_mylist
https://www.prensalibre.com/pl-plus/guatemala/comunitario/conectividad-rota-causas-y-soluciones-para-una-red-vial-casi-en-abandono/?utm_source=pocket_mylist
https://www.prensalibre.com/pl-plus/guatemala/comunitario/conectividad-rota-causas-y-soluciones-para-una-red-vial-casi-en-abandono/?utm_source=pocket_mylist
https://www.pronacom.org/sobre-pronacom/
https://www.pronacom.org/sobre-pronacom/
http://dx.doi.org/10.18235/0001708

IFC
2121 Pennsylvania Avenue, N.W.
Washington, D.C. 20433 U.S.A.

Contacts
David Cal MacWilliam

Denny Lewis-Bynoe

WORLD BANKGROUP




