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Introduction ς Directing Efforts for the Threshold Program: 

 

The consolidation of the Rule of Law, enhancement of civil rights and democratic institutions, 
respect to the identity of people, indigenous communities´ rights and sustainable economic growth, 
are the critical goals that should be achieved to eradicate poverty and raise the living standards in 
Guatemala. 
 
The government of Guatemala has focused its efforts in the implementation of structural reforms 
included in the General Law of the Peace Agreements, (approved by Congress), that aim to 
strengthen civil society, increase transparency in public administration, promote a new human 
rights policy, to emphasize public social expenditure and improve competitiveness to encourage 
dynamic growth; all of this in an environment of liberty. 
 
With the objective of analyzing the information presented by the institutions that evaluate these 
aspects, FUNDESA has carried out the task of investigating the methodology for each of the 18 
indicators evaluated by the Millennium Challenge Corporation ς MCC ς, which are taken into 
account for the selection of countries eligible for the financial aid programs, such as the Compact 
and the Threshold Program. 
 
This effort tries to show ǘƘŜ ά/ŀǎŜ ƻŦ DǳŀǘŜƳŀƭŀέ ǘƻ ǘƘŜ aƛƭƭŜƴƴƛǳƳ /ƘŀƭƭŜƴƎŜ /ƻǊǇƻǊŀǘƛƻƴȰǎ 
authorities, describing the achievements that have been reached in the current year, the 
expectations for the near future and the lines of action that are already being taken to improve the 
results presented in this year´s scorecard.  In order to reach this point, it is necessary to get into the 
detailed methodology, to fully understand the evaluation criteria used by each source that MCC 
takes as a reference. 
 
Following this structure, this report is divided into four main areas: Brief description of each 
indicator; Outline of the methodology used in each indicator; Comparative historical analysis for 
Guatemala and other countries in the lower-middle income category, and a list of actions that have 
been taken to improve the indicators. 
 
It is important to point out that in order to get better scores in each of the indicators, it is not 
enough to demonstrate efforts in each area, but it is also necessary to demonstrate greater efforts 
than the rest of countries that are competing along with Guatemala.  It should also be considered 
that the evaluating institutions take into account the most recent available information published 
by the countries, which is not necessary the most updated one, which can cause a relatively serious 
information lag. 
 
Finally, it is worth to consider that the evaluation of the country through indicators is a useful tool 
to define working agendas and to prioritize public expenditure.  This methodology is an easy way to 
analyze and describe the progress obtained by the country in the topics evaluated. 
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Official Report ς Economic Freedom and Supplemental Information: 

 

The Millennium Challenge Corporation focuses its efforts in actions that contribute to the economic 
development of the countries, especially low and lower-middle income countries.  9ŀŎƘ ŎƻǳƴǘǊȅΩǎ 
scorecard evaluates governance projects and results obtained in the government effectiveness, the 
achievements and evolution on the promotion of health and education, and the investment climate 
that prevails in the country.  In addition to these indicators, MCC evaluates two indicators that 
assess the management of natural resources and the access to land. 
 
This report seeks to analyze and describe the key components of the Economic Freedom Area and 
the Supplemental Information, evaluated by the Millennium Challenge Corporation.  These 
indicators focus their interest in the variables that directly or indirectly affect business climate in 
the country.  There are eight indicators evaluated by MCC in these two sections: 
  
 Economic Freedom 

1) Regulatory Quality 
2) Cost of Starting a Business 
3) Days to Start a Business 
4) Trade Policy 
5) Inflation 
6) Fiscal Policy 

 
Supplemental Information 

1) Land Rights and Access 
2) Natural Resource Management 

 
For each indicator we present a brief description of its methodology along with an analysis of the 
main actions being carried out by public institutions, in order to show the efforts being made to 
achieve Guatemala´s qualification to MCC ´s assistance program. 
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Description: 
This indicator measures the country performance on the burden of regulations on business, price 
controls, the role of the government in the economy, and foreign investment regulations.  
 
 

Methodology: 
This is a complex indicator calculated by the World Bank Institute based on 15 different polls and 
surveys.  The indicator is a weighted average of the percentiles that each institution assigns to the 
each country.  The weights are established by the World Bank Institute, based on a matrix that 
takes into account the confidence and credibility of the information provided over time. 
 
After compiling this information, the World Bank Institute normalizes the variable, assigning a 
percentile for each country, indicating the relative position of each one depending on the final 
result.  In this way, it is not enough to increase the countrý s score year by year, but it is necessary 
to do better than other countries.  The most recent results are the following: 
 

 NAME OF THE SOURCE Score Weight W. Average 

1 Global Insight Business Country Risk 0.44 29.5% 0.13 

2 Bertelsmann Transformation Index 0.47 15.5% 0.07 

3 Political Risk Services 0.82 11.7% 0.10 

4 World Economic Forum 0.49 11.1% 0.05 

5 Economist Intelligence Unit 0.50 10.3% 0.05 

6 Merchant International Group 0.40 6.4% 0.03 

7 Heritage Foundation 0.66 5.5% 0.04 

8 Intl. Fund for Agricultural Development 0.73 5.1% 0.04 

9 Global Insight Global Risk Service 0.87 4.9% 0.04 

  0.60 100.0% 0.55 

 
This table illustrates that the five top entities cover around 78% of the final score for the country.  
This will be a key factor by the time the country needs to make available relevant information about 
the main achievements in this topic.  If it is possible to distinguish which entities have the most 
relevant weight in the final score of the country, the efforts to develop constant channels of 
communication should be focused to them. 
 
 

Key factors: 
The analysis of the indicator implies the identification of the key factors that have more influence 
when evaluating the country.  If the country is capable of recognizing these factors, it will be easier 
to focus on those strategies that can improve the score in the short and medium term.   Among 
these factors we can mention the following: 
  

 Presence of trade entry barriers, as well as exit barriers.  It takes into account the 
difficulties for foreign entrepreneurs to start a business, such as fiscal barriers and 
normative changes in the regulation. 

INDICATOR: Regulatory Quality 
EVALUATION: 0.00 ESCALE: -/+ 2.5 MEDIAN: 0.00 

Percentile: 

52 
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 Legislation that support competence in the economy, joined by policies that regulate 
antitrust practices among business. 

 Stability of the norms that regulate the easiness to start business, the associated costs, the 
equality among nationals and foreign investors, and the protection to property rights. 

 Fiscal framework to which are subjected individuals and businesses, taking into account 
the cost generated to supporting competence and starting of new business. 

 Licenses, tariff and non-tariff barriers, price controls and regulation applicable to interest 
rates affecting foreign investments in the country. 

 
Continuing with the emphasis in the principal entities that evaluate this indicator it is also 
convenient to understand which of these factors are taken into account to define the score of the 
country.  Reducing the sample to the higher weighted institutions, the key factors evaluated by 
them are the following: 
 

WEIGHT INSTITUTION KEY ASPECTS EVALUATED 

30% Global Insight Effectiveness in tax collection and reliability in 
the legislation that supports and encourages the 
functioning of business. 

15% Bertelsmann Foundation Application of the legislation in social conflict 
solutions and administration of public budget. 

12% Political Risk Services Investment profile of the country and country 
risk evaluation. 

11% World Economic Forum Management of the budget, distortions on fiscal 
system, obstacles to free competence, 
environmental legislation and antitrust policies. 

10% Economist Intelligence Unit Antitrust practices, price controls, tariffs and 
discriminatory protections. 

 
 

Comparative analysis: 
In addition to the principal factors that directly affect the result of the indicator, it is also important 
to identify factors that contribute with the evolution of the evaluation along time; it means, to 
signalize positive tendencies comparing Guatemala´s scores versus other countries in the same 
lower-middle income category. 
 
In the following section we present a comparative analysis of the results for the last five years of 
several countries that are competing with Guatemala for a MCC´s program. 

 
There are nine lower-middle income countries that compete for the aid of MCC in the region 
presenting similar economic and political conditions with Guatemala.  The results in the most 
recent years are the following: 

 

 2000 2002 2003 2004 2005 

Brazil 0.3029 0.2047 0.2819 0.0808 0.0760 

Colombia -0.0175 -0.0963 -0.0002 -0.0260 0.0498 

Dominican Republic 0.4458 -0.1637 -0.2184 -0.2960 -0.2732 

Ecuador -0.3173 -0.6142 -0.5408 -0.5788 -0.8302 

El Salvador 1.0655 0.0501 0.0597 0.2360 0.1203 

Guatemala 0.4603 -0.1095 -0.1583 -0.1126 -0.2641 

Jamaica 0.3342 0.2835 0.2586 0.1606 0.2408 

Peru -0.0972 -0.0866 -0.0686 -0.0691 0.0110 

Suriname -1.0387 -0.6415 -0.5766 -0.4949 -0.4638 
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These results reflect that Guatemala presents a constant performance, occupying the last places in 
the most recent evaluation, only surpassing Suriname, Dominican Republic and Ecuador. 

 
 
 
 
 
 
 
 
  

 
 
 
 
 
 
 
 
 

 Results in the lower-middle income category: 
Summarizing the development of the indicator in the most recent evaluation by MCC (fiscal 
year 2007), the distribution of all the countries included in the sample present the following 
performance: 
 
 

Most countries are in the right-hand side of 
the graph, which means that most countries 
are in the acceptation acceptance area.  
Though, there is a big portion of the countries 
that still are very far from the median, which 
means that great efforts should be done to 
improve this qualification. 
 
Guatemala is in ǘƘŜ άƎǊŜŜƴέ ŀǊŜŀΣ ǿƛǘƘ ŀƴ 
acceptable evaluation, but it is important to 
continue taking actions to maintain this 
score. 
 
 
 

 
 
Recommended actions to improve the score: 
In the area of Regulatory Quality, Guatemala´s rating dropped between 2005 (55.0 percentile) and 
нллс όрнΦл ǇŜǊŎŜƴǘƛƭŜύΦ  IƻǿŜǾŜǊΣ ǘƘŜ ǇƻǎƛǘƛǾŜ ǘŜƴŘŜƴŎȅ Ƙŀǎ ōŜŜƴ ǊŜŎƻǾŜǊŜŘ ŀƭǊŜŀŘȅΥ ²ƻǊƭŘ .ŀƴƪΩǎ 
most recent report on Governance (July 10) asserts that this indicator was improved during the last 
year.  The efforts initiated by the country are expected to be fruitful in the fiscal year 2009.  
 
Though the communication channels between Guatemala and evaluating institutions have already 
been opened, the country is waiting for the final criteria used by institutions to consider these 
efforts, and by this way affect the final score. 
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According to these perspectives, it is convenient for the country to present a strategic plan that 
shows the best intentions to contribute for a better score in future years, including the fiscal year 
2008 publication.  These actions can be summarized in three sections, remarking the differences 
between short, medium and long terms. 
 

 Recent actions (January-August 2007):  
The start-up time for a business in Guatemala can be as low as 24 hours, which can be true for 
other businesses different than the limited liability ones, using the services available from the 
άƻƴŜ-ǎǘƻǇέ ǿƛƴŘƻǿΣ ǿƘƛch is in full operation now.  Regarding trade regulations, the 
estimated average tariff rate for 2006 was 3.6% according to SAT.  The Direction of Treaty 
Administration of the Ministry of Economy was certified under ISO 9001:2000 for 
άDǳŀǘŜƳŀƭŀȰǎ CƻǊŜƛƎƴ ¢ǊŀŘŜ ŀƴŘ ¢ǊŀŘŜ !ƎǊŜŜƳŜƴǘǎ wŜƭŀǘŜŘ {ŜǊǾƛŎŜǎ tǊƻǾƛǎƛƻƴέ ŦƻǊ ǘƘŜ ǇŜǊƛƻŘ 
August 16, 2007 to August 15 2010.  The Superintendent of Tax Administration is carrying on a 
άƳƻŘŜǊƴƛȊŀǘƛƻƴ ǇǊƻƎǊŀƳέ ŦƻǊ ŎǳǎǘƻƳǎ ǇǊƻŎŜŘǳǊŜǎ ŀƴŘ ǘǊŀŘŜ ŦŀŎƛƭƛǘŀǘƛƻƴ ƳŜŀǎǳǊŜǎΣ ǘƘŀǘ ǿƛƭƭ 
decrease time for customs clearance, increase transparency and reduce corruption and 
smuggling in customs services. 

 

 Future short-term actions (September-December 2007): 
The modernization process of the customs facilities will continue with the implementation of 
the new software SAQ´BE´ that will display appropriate information and allow increased 
effectiveness in the process management and controls application in customs. 

 

 Future medium-term actions (January-December 2008):  
Regarding labor policies there is an on-going discussion to ratify the ILO 175 Agreement, which 
would give flexibility to the labor market and allow hiring workers on a part-time basis, 
fostering competitiveness for some sectors such as call centers and the back office industry.  
There is also an intention to promote private participation on infrastructure projects, so a Law 
for Public-Private participation is in Congress.  An anti-trust law is expected to pass Congress 
and be implemented for 2008. 
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Description: 
This indicator evaluates the effect that the government regulations have on business climate, 
specifically on the cost of starting a business.  It shows the cost to open a business (as a percentage 
of per capita income).  
 
 

Methodology: 
The way to capture this information is through the assessment by local attorneys and other 
professionals, who evaluate the specific regulations that have an impact in the cost of starting a 
business.  These professionals are questioned about the necessary procedures that are officially 
involved in the process to open a commercial or industrial business.  This includes the acquisition of 
licenses and permissions and the fulfillment of requirements with the local authorities. 
 
After, the public officers complete and verify the information regarding the procedures, time and 
cost to accomplish the requirements under normal conditions and the requirement of minimum 
capital.  Information about the sequence in which the procedures should be fulfilled is also 
compiled and if they can be developed simultaneously.  It assumes that any necessary information 
is available and that every agency and institution involved in the process functions efficiently and 
without corruption. 
 
To obtain comparable data among countries, the following assumptions about the business and 
procedures are considered: 

 A limited responsibility business.  It is the most common form used in the country. 

 The business operates in the most populated city. 

 The ownership of the business corresponds to five owners, 100% nationals, none of them 
being the legal representative. 

 The initial paid capital in cash is equivalent to more than ten times the individual income.  
For the case of Guatemala it is about US$25,000. 

 Realize common industrial or commercial activities.  It does not realize foreign commerce 
activities neither commercializes products related to special regimes. 

 The business has not the ownership of any building. 

 The business does not qualify for any preferential investment scheme. 

 It has up to fifty national employees. 

 Generates annual sales of at least one hundred times the individual income.  For the case 
of Guatemala it is about US$250,000. 

 The deed of constitution has at least ten pages. 
 
Doing Business Report, from the World Bank is the official publication that evaluates this indicator.  
It presents the results obtained by each of the 213 countries and registered by the International 
Finance Corporation.  Basically the indicator is a simple number, obtained by dividing the total cost 
of starting a business by the individual income.  After classifying all the countries, sorted from the 
highest to the lowest value, the final percentile corresponds to the position of each country in the 
group. 
 

Key factors: 

INDICATOR: Cost of Starting a Business 
EVALUATION: 52.1 ESCALE: N/A MEDIAN: 19.8 

Percentile: 

13 
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