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TELECOMMUNICATIONS IN GUATEMALA 

Options For Private Sector Participation 

This study identifies opportunities for attracting additional investmetiff4frteprivatization of telecommunications in Guatemala, C.A.. 
ata

This study was requested of
AID/Guatemala missiolk by the General Manager (Mario 

the 
Lopez Estrada) of Empresa Guatemaltecade Telecommunicasiones (GUATEL). The original telegram from the AID/Guatemala missionrequested "...technical assistance to write a scope of work for a study tO investigate alternativesfor partial privatization of GUATEL." The study is largely the result of a ten (10) day intensive 

interview schedule in GuaLa.nala with government and Private sector 

This work product was prepared for the Center for Privatization by Thomas E. Gageand John Gutman of the Partridge Group, Washington, D.C. with assistance fromTheodore Johnson, U.S. Department of Commerce. 



This document 
telecommunications 

addresses the 
in Guatemala 

options for private sector participation in 

I. 

Ii. 

III. 

IV. 

V. 

VI. 

Principal Conclusions 

Principal Recommendations 

GUATEL & Telecommunications 

Issues Regarding Privatization 

Options for Privatization 

Recommendations 

in Guatemala 

VII. Next Steps 

1
 



I. PRINCIPAL CONCLUSIONS 

o 	 Guatemala has requirements for additional telecommunications infrastructure 
today 

o As current political stability is sustained, the economy is likely to expand and
additional telecommunications infrastructure will be needed for the future 

o 	 Guatemala's private sector has the will and the means to purchase and/or invest 
in new and existing telecommunications infrastructure 

o Strong unions, the relative newness of the current political administration, and
the lack of strong GUATEL management support for complete privatization
makes complete privatization of GUATEL imprudent at this time 

o 	 Guatemala lacks a formal financial market through which to distribute 
ownership of GUATEL but privatization of GUATEL could provide an important

J cornerstone for the developm 5 t of a capital market 

(\J)(.V 	 Guatemala lacks a government regulatory body to ensure that a privately owned 
telecommunications company serves the public interest 
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II. PRINCIPAL RECOMMENDATIONS
 

o Investigate private sector participation in new telecommunications services 

- Cellular Radio 
- Data Network 
- International 800 Service 
- Regional Telephone Companies 

o Begin to allow private sector participation in eaijjjng telecommunications 
services 

- Public Phones 
- Telephone Agencies 
- Messengers 

-

-

-

Operators 
Telex System 
Private Lines 

-

-

Repair & Installations 
of Subscriber Lines 

International Service 
o Conduct an analysis of telecommunications regulatory needs for Guatemala 

o Facilitate the further expansion of the Bolsa de Valores (stock market) 
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IIi. GUATEL AND TELECOMMUNICATIONS IN GUATEMALA 

o GUATEL is a unit of the Guatemalan government 

o GUATEL is a profitable company 

o GUATEL provides a variety of telecommunications services 

o GUATEL has several key problems 

o Guatemala has a low level of telecommunications infristructure 

o Business and residential customers in Guatemala want better telephone service 

o Some expansion of telecommunications infrastructure is underway 

The private sector currently participates in severalo areas of telecommunications 
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GUATEL and Telecommunications in Guatemala (cont'd) 

GUATEL is a 	 unit of the Guatemalan Government 

o 	 GUATEL is 100% owned by the government; established in 1971 

o 	 GUATEL is not a stock corporation (Guatemalan law requires at least two owners 
to establish a stock corporation) 

o 	 GUATEL is managed by the Gerente (currently Mario Lopez Estrada), who reportsto the Board of Directors (composed of the Minister or his representative
the Ministries of Communications, Transportation 	

from 
& Public Works, Foreign

Affairs, Justice and two Presidential appointees) 

o 	 Although the Guatemalan military has its .own radio communications it relies
heavily on GUATEL's network for communications 

o 	 GUATEL is a signatory to INTELSAT (.05 % share) 

o 	 GUATEL is a participant in Communicaciones Telefonicas CentroAmericanas 
(COMTELCA) 
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GUATEL and Telecommunications in Guatemala (cont'd) 

G UATEL is a profitable ccmpany 

o GUATEL is very profitable: 1986 Return on Sales of 47% 

1986LIncome (Million Quezales)
Revenues 115.4 
Operating Expense 101A
 
Profit 
 54.0 

o Profits are split as follows: 

45% to government*
 
40% to GUAThL
 
5% to GUATEL employees

5% to Reserve Fund
 
5% to Contingency Fund
 

o Two-thirds of revenues come from international calls. International calling by destinationis approximately 50% US; 35% Central America and 15% other. International call revenue ishigh because GUATEL charges its customers standard international tariff rates largelyby AT&T and denominated in U.S. dollars. 
set 

1986 Revenues (Million Ouetzales4 I 
Domestic 28.8 18.5%
International 102.5 66.0% 
Other 2J 

Q 155.4 100% 
Note: Official exchange rate is 2.5 Quetzales - $1 (US)
 
*(This 45 % government take is similar to the tax rate which would 
 be imposed on a privately owned stock 
corporation with an equivalent profit !evel) 
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GUATEL and Telecommunications in Guatemala (cont'd) 

GUATEL provides a variety of telecommunications services 

o Network Access lines: 129,445 (80% are located in Guatemala City) 

o 	 Bas Residential 89,662 lines
 
Business 38,298 lines
 

o Public Telephones: 1,043 units mostly located in Guatemala City 

o Tdl: 1,400 machines on separate and district network 

o Data ietwork: 60 subscribers to a packet switch data service "COMPAQ" 

o Telephone Agencies: 64 telephone offices where calls can be placed and 
messages received by operators and messengers can be 
dispatched to deliver messages. 57 are outside 
Guatemala City 

o Operators: Domestic and international operators 

In addition the Ministry of Communications, Transportation & Public Works licenses 45-50,000portable and fixed 2-way communications radios on UHF/VHF frequencies. The ministry indicates
that current usage has nearly exhausted band-width capacity 
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GUATEL and 

But GUATEL 

o 

o 

o 

o 

Telecommunications in Guatemala (cont'd) 

has several key problems 

The general manager of GUATEL believes that GUATEL's single largest problem is 
government bureaucracy. As a unit of the government, GUATEL must make 
business decisions within the political context: 

- The President is involved in rate & tariff setting 
- The location of network expansion is partially politically motivated 
-The government and international lending institutions dictate and 

restrict foreign exchange expenditures on new equipment 

GUATEL has taken 
political 
GUATEL 

steps 
patronage needs 

n982 

to slow growth 
have forced 

n3l 

in e
GUATEL 

mpl
to 

oyment 
hire 

levels for the future but 
aggressively in the past 

Employment 2,500 2,900 3,500 3,900 4,300 4,780 
Levels 

True, necessary employment levels may be one-half current levels. GUATEL has
27 access lines per employee while U.S. Bell Operating Companies have
approximately 175 acces. lines per employee and AT&T has approximately 375 
access lines per employee. A direct comparison is not appropriate due to
different management structures, technologies and scales of operation 

GUATEL has virtually no marketing staff currently and very little marketing
know-how. The lack of new capacity additions for the last 20 years has obviated 
the need to market GUATEL service or producits 
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GUATEL and Telecommunications in Guatemala (cont'd) 

Guatemala has a low level of telecommunications infrastructure 

o Guatemala has the second lowest telephone penetration among selected
neighboring countries 

Est imated TelIephones per 100.Populto (93aaGuatemala I.5 El Salvador 2.3
Brazil 7.7 Honduras .9
Costa Rica 11.8 Mexico 8.9 
Dominican Republic 3.0 Venezuela 9.5 

- Simple average for 8 countries: 5.7 telephones/lo0 population 

o Rural telephone service is limited. Only 51 of 304 district capitals (municipios)
have any service 

SOURCE: United Nations Statistical Yearbook 
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GUATEL and Telecommunications in Guatemala (cont'd) 

Business and Residential customers in Guatemala want better telephone service 

o 	 During peak business hours it is difficult to get an available line to make
domestic calls because switch capacity is overloaded 

o 	 During early evening hours it is difficult to get an available international line as
tourists and international business people make calls 

o 	 Every private business which we interviewed indicated a strong demand foradditional lines and better service on existing lines and a willingness to pay for 
them 

o Eastern Airlines estimated that it lost a minimum of $175,000 worth of businessdue to reservation calls which could not get through as the result of insufficient 
lines 

o 	 Developers of new apartment complexes are installing PBXs so that the very fewlines they can secure from GUATEL can be used to provide telephone service to 
all apartment units 

o 	 The 45-50,000 portable radios are used to provide reliable communications inGuatemala City and contact with outlying, areas, as a 	 substitute for unreliable 
and unavailable telephone service 

SOURCE: Interviews 
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GUATEL and Telecommunications in Guatemala (cont'd) 

Some expansion of Telecommunications infrastructure is underway 

o Installation of an additional 110,600 lines is in progress; scheduled completion
.1989 funded by World Bank and Inter-American Development Bank 

- 79,800 lines in Guatemala City tied to four new Ericsson switches 
- A fiber optic ring to connect existing and new switches 
- A new international switch with 600 trunks 
- 30,800 lines are scheduled for rural areas (21 exchanges; 2 extensions 

of exchanges and 2 inter-urban exchanges; ITALTEL) 
- Bell South International Consulting has a two-year contract to provide

technical assistance for switch and line installation 

o 3,500 new public telephones 

o NEC and the Japanese government have promised concessionary financing for
switches capable of handling an additional 50,000 lines 

o Plans are being developed for additional coverage of rural areas with funding
from internal GUATEL cash flow 

Installation of all 160,000 lines will only raise to 3.5 Guatemalas phones/100population which is only two-thirds of the 1983 regional average of 5.7 (129,445existing lines plus 160,600 new lines divided by 8.4 'illion inhabitants) 
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GUATEL and Telecommunications in Guatemala (cont'd) 

The private sector currently participates in several areas 	 of telecommunication 

Telecommunications Character of
ServLce, Private Sector Partlcipaton £omments1. Customer Premise Customer owned GUATEL maintains basic telephone setsEquipment 

at no cost to subscribers. Switch sets 
and multiple line sets and PBX's, key 
systems etc. are customer maintained 

2. Yellow Pages/White 	 Pages Five year contract by GUATEL with One telephone directory 	 for all of/Directory Assistance Editorial Mercurio, a Colombian firm Guatemala 

3. Paging Privately owned service' providers 	 Approximately 4,500 pagers are in use 
in Guatemala4. Phone Patch 	 Privately owned service provider Approximately 600 subscribers to a 
privately owned radio service which 
patches primarily rural callers into 
the telephone network 

5. Cable/Microwave/ Individual contracts with GUATEL Periodic network expansion andFibre optic installation competitive bidding • makes 
contracting civil work installation 
most economic 
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IV. ISSUES REGARDING PRIVATIZATION
 

o Guatemala's current political and economic stability is providing an attractive
climate for renewed investment in the economy 

o The private sector has the will and the means to purchase and/or invest in 
telecommunications 

o Several key economic benefits could accrue to Guatemala from private
participation in telecommunications 

o GUATEL is one among several companies owned by the Guatemalan governmentwhich could operate more efficiently if partially or totally owned by the private 
sector 
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IV. Issues Regarding Prlvatization (cont'd)
 

Guatemala's current political and economic stability 
 is providing an attractive 
climate for renewed investment in the economy 

o 	 The; current Guatemalan government has the confidence of the private sector 
o 	 The private sector, whose activity accounts for approximately 85% ofGuatemala's $9 billion GDP, is driving the economy and will coninue to drive its 

expansion 

o 	 Guatemala's 1986 debt service was approximately 24% of exports 

o 	 The Caribbean Basin Initiative (CBI) is providing considerable interest in
investment for export 

o 	 Hotel occupancy rates at 24% two years ago now stand at 75-85% 

o New office construction at a standstill for several years is now in the planning 
stages 

SOURCE: U.S. Department of Commerce; Guatemalan government; interviews 
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IV. Issues Regarding Privatization (cont'd)
 

The private sector 
 has the will and the means to purchase and/or invest in 
telecommunications 

"We would be very interested in owning part of GUATEL" 

"A majority of GUATEL must be sold. Private capital will not be raised if the
government owns a controlling interest." 

"The. Bolsa de Valores (stock market) could be t' mechanism for distributing
ownership of GUATEL"
 

"We only have until 
 1990 with the current political administration and we have 
to move rapidly if we are to privatize" 

"Our firm would be very interested, and havewe informal equipment financing
agreements to build a cellular radio system" 

SOURCE: Interviews with major corporate/business leaders in Guatemala 
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IV. Issues Regarding Privatization (cont'd)
 

Several kty economic benefits could accrue to 
 Guatemala from private sector
participation in telecommunications 

o Attract new private capital to a key infrastructure 

o Help to provide a cornerstone company for development of the stock market 
o Illustrate a model public/private partnership for future economicdevelopment 

o Build confidence in the economy by encouraging private capital investment 
o Encourage further development *of the telecommunications/information industry

in Guatemala which is a key to modernization and growth of the economy 
o Attract private international investment and/or debt financing 
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IV. Issues Regarding Privatization (cont'd) 

GUATEL is one among 

Government 

Owned 


CoMant
AVIATECA 

(airline) 


INDE (electric utility) 


Empresa Electrico 

(electric -transmission)
 

PROLAC 

(powdered milk operation)
 

FEGUA (Railroad) 


Merchant Marine 


several companies 

Opportunity 
for 

Privatizati 
yes 

yes 


yes 


yes 


7 

? 

owned by the Guatemalan government 

COMM 
Most attractive privatization opportunity in 
addition to GUATEL because of increasing 
tourist and commercial travel and cargo 

Heavily in debt; would require substantial 
finance restructuring 

Already 8% owned by private sector 

Small operation 

In severe disrepair 

No real assets 
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V. OPTIONS FOR PRIVATIZATION 

o We developed five criteria by whicr we identified options for privatization 

1. Opportunity for private sector profitability
2. Opportunity for government tax revenue3. Ability to be physically and administratively separated from main

telephone nietwork 
4. Possible growth area5. Example of privatization success in other parts of the world 

o There are four options )r private sector participation in telecommunications in
Guatemala 

1. Private participation in new services 
2. Private participation in several existing services
3. Complete privatization 
4. Status quo 
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Options for Privatization (cont'd) 

These are four options for private sector participation 	 in telecommunications in
Guatemala 

10. 
 Ile 
 IIleIV

Private Participation Private Participation Complete Statusin New Ser in Existins Services PrivatizationCellular Mobile Radio (s) Public Telephones(s)
 

Data Network (s) 
 Telex Network (s)
 
International 800 Service 
 (r) Operators (c) 

Regional Independent
Telephone Companies (v) 	 Telephone Agencies (s) 

Telephone Messengers (s) 

Repair & Installation of 
Subscriber Lines (c)
 

Provision of Private Lines (r)
 

International Service (s)
 

Options 1 and 2 could be executed simultaneously
Opportunity for (c) contracting to private companies; (s) 	 selling to privatecompanies; (r) allowing for resale by private companies. 
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VI. RECOMMENDATIONS
 

o Complete privazization of GUATEL is the most desirable Option to achievemaximum benefit for the economy but will be most difficult to achieve 

GUATEL management is not fully committed 
- Unions will oppose 
- Capital market for stock distribution is not yet fully operational 

o Privatization of new services can be accomplished in the near-term 

-Can be physically and administratively separated from main network 
- Will not impair profitability of GUATEL
 
- Will speed development of services
 

o Privatization of existing services can also be acheived near-term 

- Can be physically and administratively separated from main network 
- Will speed development of services
 
- Establishes precedent 
 for further privatization later 
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Recommendations (cont'd) 

COMPLETE PRIVATIZATION
 

- Attract new capital to telecommunications 
- Provide a.base for the development of the Bolsa de Valores (stock market) 
- Instill confidence in Guatemalan economy and democratic government- Increase productivity of employees and capital by emphasizing efficiency, expansion andmarket rates and tariffs 

msadvanta es
 
Unions will oppose, although absorption of redundant personnel through expansion or transferto other growing industries could deflect much opposition 

- GUATEL management is not yet fully committed
Lack of operating stock market will 
 make distribution of ownership difficult 
- Process could take several years and current administration only has until 1990 

A Possible Strateg
- Expand GUATEL board to include unions and private sector business people interested intelecommunications development. Use board as vehicle to find method for complete

privatizationFacilitate the development of the Bolsa de Valores to allow for the wide distribution of ownershipof GUATEL and existing private companies
 
- Privatize cellular radio and PROLAC 
 first as signal of government sincerityGuarantee employment at current levels at GUATEL or comparable private companies- Conduct a' study to establish a government commission to regu!ate telecommunications 
- Maintain 45% government ownership of GUATEL 
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Recommendations (cont'd) 

PRIVATE SECTOR PARTICIPATION IN NEW SERVICES 

Cellular mobile radio: To serve as a supplementary network in Guatemala City and as the network in
key outlying areasData Network: To serveInternational business users800 service: To help develop more international calling and business for GuatemalaRegior,!Telephone IndependentCompanies: To develop phone service in key outlying cities and suburban areas 

Advantages 
- Speed development of services
 

Less of a political issue
- regarding employment 
- Identified attractiveness for private capital 

Disadvan1taiges 
- Need to connect with GUATEL network may reduce efficiency of the services- May reduce profit opportunity for GIJATEL as value-added services are captured by privatesector
 
- Need to regulate or at 
 least monitor services 

<A-:Possible Strateg 
- Begin with cellular

Conduct a development assignment(2-3 'months) to gain Guatenalanequipment supplier contributions company and foreignfor a full feasibility- Possible studysponsors for development assignment: GUATEL 50%/US AID 50% 
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Recommendations (cont'd) 

PRIVATE SECTOR PARTICIPATION IN EXISTING SERVICES 

Public Phones: Sell and charge a tariff ;:or 1,043 existing and 3,500Telephone Agencies: Sell planned phones64 agencies, encourage provision of additional servicesMessengers: Sell as part of telephone agenciesOperators-: Contract with private firm to provide serviceTelex System: Sell and encourage transfer to facsimilePrivate Lines: Allow for resale of private line and private network value-added srvices
Repair & Installation 
of Subscriber lines: Contract with private firms to provide service
International Service: Sell on stock exchange 
Advantaiges 

- Begin to transfer telecommunications to the private sector
 
- Attract new capital 
 to telecommunications
 
- Reduce need to 
hire new GUATEL employees
 
- Provide opportunity 
 to offer and market add-on services 

Disad ntages
- May somewhat reduce the attractiveness of total privatization of GUATEL in future 

KA PssibletStratgy 
- Conduct an overview study of each service and, the opportunity for privauization 
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VII. NEXT STEPS 

o NEWSERVICES
 

-Conduct a 	 cellular radib promotion and development project to attractfunding from Guatemalan firms and international equipment suppliers
for a full feasibility study 

- COST: $55,000 The Partridge Group 
- FUNDING: 50% GUATELJ50% AID 
- Study feasibility of selling other new services 

o 	 EXISTING SERVICES 

-Immediately let for contract: Operators and Repair & Installation of 
Subscriber Lines 

- Study feasibility of selling other services 
-Conduct a study of selling international 	 service using Phillipine LongDistance Telephone (PLDT),a New York stock exchange company, as 
a


model 

o TOTAL 	PRIVATIZATION
 

Establish a public stock corporation and, issue 2% of GUATEL stock to•
employees
Expand the 	Board of Directors 	 to include one or two representatives ofemployees/unions and two or three business leaders interested in
telecommunications 

- Begin to use the board as a vehicle for privatizatioa of GUATEL
-Study the 	 telecommunications regulatory needs of Guatemala 
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