
52h~~O/-@ 
570 I 

"'D"AAC-~~'1~g , 
/!,..;, 

IBPiR!'MDrl' OJ' ST'TE 

AOERCY lOR IIft'EBtfATIOHAL 1BVILOPMDrl' 


wa8~oD, D.C. 20,23 


UlCLASSlmD 

AID-DLC/P-952 

'ebruar,y 2), 1971 

tmMORARIIJM FOR THE DEVELOPMml' LOAN O?MMI'I'TEE 

SUBJECT: Paraguay: Municipal Develop!leat Project 

Attached tor your review are the recoJllJllendatioM tor 
authorization ot a loan in an aJDOUDt not to exceed $2,000,000 
to the Government of Paraguay to be implemented bl' the 
Instituto de Desarrollo Municipal (lIM) to establish a .fund 
to assht in financing the United States Dollar and local 
currency costs of equipment, material and services necessary 
to provide financial and technical assistance to municipalities 
throughout Paraguay. 

Please advise us as early as p08sibl~ but in no event 
later than close of business on Thursday, Karch 16, 1971, it you 
have a basic policy issue arising out of thiB proposal. 
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PARAGUAY MUNICIPAL DEVELOPMENT 

PART 	 I SUMMARY AND RECOMMENDATIONS 

1. 	 BORROWER: The Borrower will be the Government of Paraguay 
which will create the Institute de Desarrollo Muni~ipal (IDM). 

2. 	 ~: Not to exceed $2,000,000 on concessiona1 terms: repay­
able within forty (40) years including a ten (10) year grace 
period with an interest rate of two (2) per cent annum during 
the grace period and three (3) per cent annum thereafter. 

3. 	 COST OF THE PROJECT: 

AID $2.000,000 
GOP $ 560,000 

Total $2,560,000 

4. 	 PROJECT: The Project proposed for AID financing consists of 
the creation of a municipal institution capable of providing 
financing and technical assistance to the 156 municipalities 
throughout Paraguay. The loan will assist in the establishment 
of the Project by providing (a) up to $1,550,000 for relending 
to municipalities, and (b) up to $450,000 for training and 
technical assista~ce to 1DM .am the municipalities. The loan 
will be utilized for small public work projects such as muni­
cipal markets and slaughter houses, bus terminals, sanitary 
facilities, feeder road construction, small-scale electrifi ­
cation, irrigation and potable water systems. 

A concessional loan is needed because neither the GOP nor the 
municipalities are able to raise sufficient revenues for these 
types of public works projects. This $2.0 million loan will 
firmly establish 1DM as a permanent institution and one that 
will be able to make long-range plans for the development of 
the rural Paraguayan communities. T!'1e amount of funds will 
be sufficient to permit 1DM to operate as according to the 
principles outlined in this pAper. 

~ 5,. 	 PURPOSE: The purpose of the project is to assist municipalities 
o.ther than Asunc ion to begin to deve lop infras truc ture and a 
framework for self-sustaining growth. This will be accomplished 
by the creation of 1DM which will administer a fund to aid rural 
communities and municipalities. 1DM will make financing avail ­
able in the form of subloans on a project by project basis and 
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will provide training and technical assistance. The 
urban areas in the interior of Paraguay will benefit 
from 	the Project. 

6. 	 FINANCIAL PlAN: 

AID 	 LOAN GOP COUNTERPART 

Dollar Costs Local Costs 

Relending 
Capital $550,000 $1,000,000 $350,000 

Operating 
Costs 160,000 

Equipment 	 50,000 

Technical 
Assistance and 
Training 375,000 75,000 

$925,000 $1,075,000 $560,000 

7. 	 OTHER SOURCES OF FUNDS: The nature of the Project precluaes 
its financing by the Export-Import Bank. The lOB aw:i IBRD 
have informed AID that they are not interested in financing 
the Project. 

8. 	 STATUTORY CRITERIA: All statutory criteria have been met. 

See Annex III. 


9. 	 VIEWS OF COUNTRY TEAM: The Country Team recommends that 
this Project be authorized. This project will fit the ove~­
all aims of the AID effort to assist in the development of 
Paraguay. The IRR for this loan was approved by the CAEC on 
October 20, 1969. See Annex I-B. 

10. 	 RECOMMENDATIONS: On the basis of the conclusions of the 
Capi ta 1 Assis tance Commi t tee th1 t the Pro j ec t is techn ic ally, 
economically ana financirtlly justified, it is recommended 
that a loan to the Institute de Desarrollo Municipal for an 
amount not to exceed $2,000,000 be authorized subject to the 
following terms and conditions: 

a. Interest and Repayment Terms. The Borrower shall repay 
the loan to AID in U.S. dollars within forty (40) iears from 
the date of first disbursement under the loan, including a 
grace period not to exceed ten (10) years. The Borrower 
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shall pay to AID in u.S. dollars on the disbursed balance 
of the loan interest of two (2) percent per annum during 
the graCf! peria::l and three (3) percent per annur.1 thereafter. 

b. Ot~er Terms and Conditions. 

1) Prior to the initial disbursement unuer the loan the 
BOJ.rower must execute a contract with an organizatior~ or 
individuals acceptable to AID to provide technical assistance 
frJr the Project. 

2) Prior to any disbursements for o the:;: than technical 
assistance the GOP must have: 

i) Provided IDM with at least the equivalent of 
$100,000 at permanent capital. 

ii) Budgeted the funds necess,!ry to meet IDM's opera­
ting costs during the first year. 

3) Further disbursements of the loan for re1ending by IDM 
will depend on: 

i) The GOP maKlng its contribution of at least the 
equivalent or $300,000 to IDM's permanent capital within 
a three year period. 

ii) The continuation of adequate budgetary support by 
the GOP for IDM's opera~ing costs. 

11. CAPITAL ASSISTANCE COMMITTEE: 

Michael A. Bander, Capital Development Officer: Chairman 
Julio Cesar Basualdo, Assistant to Capital Development Officer 
Edward T. costello, Program Economist 
William B. Flaherty, Puhlic Administration Officer 
Luis Gines Talavera, Public Administration Officer (Assistant) 

Drafted by: Messrs. Cody, Bnndcr, Costello Basualdo and T~lavera 

UNClASSIFIED 
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PART II THE PROJECT February 23, 1971 

A. PROJECT BACKGROUND 

1. DeveLopment of Local Government in Paraguay 

Municipal government iu Paraguay started with the founda­
tion of the City of Asuncion in 1537. The political, administrative, 
judiciary and military functions of Paraguay were performed by the 
Gobernador, the appointed representative of the Spanish Crown. 

This Gobernador had the right to appoint as his representa­
tive in cities and villages a public official known as the Teniente s 
who was in charge of local government affairs. Legislative power 
rested with the Cabildo, a type of city council. The Gobernador 
was tne President of the Cabildo. Two members were the ordinary 
Mnyors elected popularly every year on the fi~st day of January. 
Other Regidores - city councilmen - were also members of the CabiiJ0. 
They also had specific governmental duties. For example, the 
blguacil Mayor was in charge of the police force and jail as \01£11 
as carrying out judicial orders. The Cabi1do also appointed 
auxiliary public officials to govern the city. 

This system of government lasted for 245 years until 1782 
\vne!l the Regimen de las In tendenc~~ was created by the Centra I 
Government in Spain. In ,Paraguay, the' Intendencia has the same 
houndaries as the old Province ot Paraguay. The Intendente was 
tlw central authority and lived in Asuncion. He appointed Sub­
pe,;~2.(]d05 in villages and main regions to take care of tegioj:~al 
government affairs. 

The last Govern3dor-Intendente was overthrmm in May 1811 
when Paraguay gained inde~endence. The 010 Cabildo was replaced by 
a Congress cons~ting exclusively of Paraguayan citizens as the main 
governing body. The Cabildo \,'<15 maintained to govern Asuncion but 
its duties were then made more specific. The Cabi1do system 'is the 
fO'Lefather of Government in P3ra~u:ly. The Cabildo was the center of 
the corTliTlunity government. Aftc:~: i nd('pendence, the various Paraguayan 
governments followed the earlip, colonial form - the Cabildo - of 
governing the cities and towns. 

In 1927, the Government enacted Pnraguay's first modern 
legislation dealing with local government. Today the municipalities 
are governed by Law 222 enacted in 1954. This legislation encom­
passes the entire sphere of municipal actLvity. It gives the central 
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government, through the ~[inistry of Interior, primary responsi­
bility for the administration of local governmento Practice, if 
not L1.W 222 itself, has made the municipalities dependent on the 
central government. 

In 1964, Organizac ion Paragua:'a de Cooperac ion Inter­
municipal (OPACr) was organi.zed to promote cooperation between 
the municipalities. This organization has become the main 
lobbying force for additional financial support for the munici­
palities from the central government. Since OPACI is itself 
withouL funds, it operates in a limited sphere. H0wever, it has 
organized a seriesof seminars on municipal administration and 
organization during tne past five years and has been the force 
behind the central government's acceptance of tne idea of an 
institute for municipal development. 

2. The Struc ture 0 l ·LoCB 1 Government in faraguay 11 

In order to be classified as a municipality, a community 
:nust have a population of not less than J,u()O inhabitants and have 
suffLcient financial ca?acity to generate funds for municipal 
expens~s. Presently there are 156 municipalities in Paraguay 
whi~h are divided into two categories depen~ing on the size of 
population. New municiralities can be created by the Congress. 

Thirty-seven larger municipalities are classiried as first ­
catcf,ory ones. These are administered by a popularly elected 
Junta '·iunicipal and an Int.endente who is appointed by the Executive 
Powe.~. 

The Intenciente is the chief of the executive department of 
the municipality. He has responsibility for the administration of 
the muni.f;ipality, including the policies and regulati.ons established 
by the Junta p1un ic ipal. He can ve to any ac tion 0 f the Junta 
Hun)_cipal. Moreover, he is the central government I s representative 
at ttc local level. Since he is appointed by the President, he 
represents the municipality in all matters ;;.;i.th the Executive Power. 
His relations with tre !·linistry \)f Tnt('l:ior tire of extreme importance 
to the development of the municipality. Tn mont cases, the develop: 
ment of a larger municipality is a refLectLon of the abilities of 
its Intendente. 

The smaller 119 municipalities come under the second ~ate­

gory. They are governed by a popularly elected Junta Municipal 


11 Asuncion, the capital or Paraguay and its largest city, for pur­
poses of this paper is not considered. Asuncion will not participate 
in the Project discussed herein except to a limited extent in the 
training aspects. 
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but the President of the Junta has the responsibility of the first 
category towns Intendentes. Also, first category municipalities 
have a larger junta. The Junta Municipal is the governing body of 
the municipality it serves. It establishes policy with regard to 
the various governmental functions including municipal taxes, 
public works, health, education and social services. In practice, 
nearly all the leadership in these matters comes from the central 
government rather than the municipalities. It is the central 
government which for the most part builds the public works and 
provides education and health facilities. NearLY all decisions ­
including aJ.l tax decisions - must be approved by the Ministry of 
Interior. 

Each municipality is in a department of which there are 16 

in Paraguay. The administrator of the department is the Delegado 

who is appointed by thp Executive Power. He exercises nc power. 

over the municipaliti~s within ilis department, but acts as a liaison 

between the central governmC?n[ anu the communiti.es. 


The Ministry of Interior, through the Office of Directorate 

of Municipalities, crntrcls the activities of each municipality. 

The Ministry, \vith it::; limited budget, is unable to giVE: the munict .. 

palities any fin.111ci11 sl1p~or~:, buts its inspectors attempt to see 

that the natiolial'TIui'j'ic.ip~d lei-'7 is followed. 


3. Financing q[ L()cal GOJernment 

Traditionally;, the muni.cip3.1iti(:,,-, hC:'Je. received little 
finan~ial support from tite central. government. The GOP is required 
by law to return to eC1~h [i1lmicipality 30% of the Impucsto Inmobiliario 
collected in that muni,~ipali.ty. HCH-JeVE:r, in prnctice, the GOP policy 
is to return no more them 16(i~ of this impucsto. Generally, because 
of poor tax collection, this is a ITIt'sger amount in relation to the 
total budget of each nruni,cip~lity. Oft~n in the past when the GOP 
has had financial diificultir;!:: it di.d not distribute any of this 
supposed regular sourco of incomv to the municipalities. Even in 
tht~ best of. times, rnllni,cip;11~ ties out of fnvor '-lith the central 

. government are denied th(~ir s~'t<l::(: or this t.ax. 

'The mai.n source of reV0.nue for the municipaliti..es it) local 

"taxes. The bulk of these taxe.s is raised from patentes on corn­

I;)ercial activities, and vehicles. For a more detai led breakdown 

on the sources of municipal revenue sec page 11. 
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ing adequate sources of revenue is 
complic::lted by the fact that the municipalities are poor tax col­
lectors. Their poor record of tax collection is due to poor 
administration and outmoded tax structures which are in urgent need 
of reform. This weakness is compounded by the lack of trained 
municipal officials and employees and lack of a proper tax collection 
system. At pt;esent there is no major training program to improve 
municipal administration or tax collection .1- In recognition of the 
problems; OPACI, in conjunction with the In-Service Training Center. 
of the National University and USAID, offers an annual program of 
week-end seminars which attempt to focus on municipal problems. 
These seminars only constitute a small beginning in solving the 
~rge admin{~trative problems of Paraguayan municipalities o 

Most of the financial reSOULces of the municipalities are 
llsed to pay the salaries and personal expenses of the local officialg. 
There are virtually n.:> revenues for investments in municipal improve­
ments. Any improvements are necessarily spread over a long period 
because of antiquated methods of planning f~iancial needs and antici~ 
pated revenue. The planning process is basically the yearly budget 
sl.\bmission which is at best a rough estimate of expected funds. 
EGch munic~pqlity must submit its yearly budget tc the Ministry of 
Interior. The municipalities, however., receive no help from the 
centr.al government in putting together th~ir respective budgets. 
The l1tUnie:ipalities are forgotten entities in the planning process. 

4~ Basic Deficiencies in Local Government 

The development of strong local government is hampered by 
~~ny iactors,but the t~) most obvious deficiencies are the lack of 
trained manpower and inadequate financial resources. The lack of 
trained personnel is at the heart of the deficiencies of the munici­
palities. The municiPdlitics 3re administered hy officials who have 
r:::::.:cived little tr3ining in the art of [T;~ll1icipal government. These 
offi.cials, for example, have little unc1er::;Llncling of tLlX collection 
0~ c.dministration, budgeting, aud pLllming. I,Hth the c:xcepti.on of 
;In ',)Cc.18ional seminar offered h'l OPI\CT .'lml tht' In-Service Training 
·C(~p\.2r, there is no training of ;nunh:ip.ll ()t-ficL;ds. The desire 
ot: these officials to receLve instruction in th(!sc rr.rl.tters if re­
flected in the high attendance at the OPACI semtnars. Howevet, 
these seminar s are organ ized wi lh IT,eage c fund s cmrJ do llot provi de 
3ny continuity of training. The limited training program only 
tllustrates the pressing need for a well planned training program 
for municipal officials. 

UNClASSIFIED 
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The lack of financial resources can be traced to two 
traditional factors: (1) GOP history of concentrating revenues 
in Asuncion and (2) limited capacity of municipalities to 
utill~~ the smhll taxing power that they possess. There is little 
con~ept of sharing resources between t~central government and the 
municipalities. Thus, nearly all monies raised by the central 
goVernment are spent in Asuncion. On the other hand, the munici­
palities lack sufficient know-how to utilize their independent 
taxing power. While municipalities are handicapped by the lack 
of industry and business activity, th~y are more often stymied 
be~ause of inadequate tax records or failure to initiate a 
r,q t iOl1a 1 me thod of co lle c t ion 0 

Generally all Paraguayan municipalities suffer from weak 
intern~l administration. This can be traced to the fact that the 
m;.miei.p.:1lities must look to the central goverLment for approval 
of nearly every activity that is undertaken. The role of central 
government, on paper, appears to be moderate, but in practice the 
c2~tral government, through the Ministry of Interior, controls 
m0nicipal activity. This tends to weaken the internal administra­
tion of the municipalities. The lack ot strong leadership from 
the ceritral_government. to support the r~ral~unicipalities' finan-. 
ci.uily also has hurt the development of stronger municipal 
-3cmil1istration. 

5. Assistance Aval)~le to Paraguayan Municip~lities 

Although municip.1lities have taxing authority, i.t is 
g(:n':'rali.y used only tc support the salaries of its elected and 
....,ppointed officials and other imperative items. See. Annex II-J 
for Representative Budgets of Municipalities. Municipalities have 
practically no financial resources for development. The limited 
llmds Allocated to thelll by the central government are generally 
i:1ade qua te for allY type of deve lopmen t pro .lee t. The sma ller 
municipalities are without hope of receiving support from the 
ce.:L:rill. government unless they have some! strong poliL'ical connection. 
The limited assistance th~:t is tn(ld(! nV.:1il.1ble is given sporadically 
and without any planning. 

As a result, the rural municipalities have remained 
virtually stagnant. They can barely meet their minimum needs. 
Important public works such as health centers, primary schools) 
markets, and roads are neglected in all but a few of the larger 
municipalities. In a few rare instances the Central Bank has 
!Iade a loan to a larger municiiJality for some public work. Since, 
1964 there have been 16 such loans. The anount of these loans has 
averaged less than t2,000,000 ($16,000) and they have been for 
short periods. Generally, these loans have been used to pave city 
streets, to light streets and to improve markets. 
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OPACI has attempted to assist the municipalities obtain 
development assistance. It has sponsored the idea of inter­
municipal cooperatives. These cooperatives are the joint efforts 
of municipalities which are 'located near each other to purchase 
equipment and materials for the development and maintenance of 
earth roads. For example, in 1963 the first such cooperative 
was organized in the town of Eusebio Ayala (pop. 15,000). The 
cooperative constructed more than 200 kilometers of terraced 
roads linking all the communities O.L the area together;; However, 
due to tI-e lack of financial resources and m.:lnagement, as well as 
the varying sizes of the municipalities, the cooperative idea can 
only be applied L. limited instances. 

Some municipalities receive assistance from the Civil 
Action Program of the Army. This assistance generally consists 
of construc ting, opening sno Inaintaining road~· and occasiona 11.y 
giving medical aid. The USAID Mission, through its Special 
Development Activity Project, has helped a number of small com­
munities with funds, m~terials, and technical assistance to 
improve existing facilities. Peace Corps volunteers have been 
~ctive in giving assistance to some of the smaller municipalities. 

In summary, the municipalities have limited, If any, 
opportunities to receive development assistance. The central 
government has no program to render such assistance. The rural 
municipalities are remaining stagnant because needed public work 
projects are beyond the hope and the means of those living there. 

6. Genesis of the Project 

The problems of the municipalities have been foremost 
in the minds of the leaders of OPACI and those responsible for muntct­
palities in the Ministry of Interior. The problems are not br:d.·ilf-; 
solved because of inadequate financial support and technical 
ability. The most serious shortccming is that there is no place 
the :mmic ipaIities can obta J.n long term c red it for ptlb lic works 
projec 

In 1968 a grollo of Paragu;-tyans In:1dE:~ a tour of Cent-ral 

America to see how the problem:': of ;nunicipalitics were being 

attacked in those countries. As ,1 result of the tour OPACI, 

with the support of the Minister of Interior, began planning for 

a munici.pal development institution. These preliminary plans 

were forwarded to the President of Paraguay and received his sup­

port. 
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orACI wanted to establish an institution which could pro­
vide financial and technical assistance to the municipalities 
in the interior of the country. The leaders of OPACI came to 
AID for assistance in developing the idea. USAID/Paraguay 
arranged for Albion Patterson and Arnoldo Johnston, two experts 
in community developmen~ to work with OPACI, the In-Service 

.Training Center and the Ministry of Interior. 

After working closely with AID technicians and these 

consultants, those Paraguayan groups decided to create a lend­

ing institution with a strong technical assistance arm. With 

the help of Patterson and Johnston, draft legislation creating 

IDM was prepared. 


B. PROJECT DESCRIPTION 

1. Summary 

The Project will assist in the creation of the Institution 

de Desarrollo Municipal (IDM), an autonomous institution whose 

~oard of directors will include representatives of the GOP and 

the 156 municipalities of Paraguay. IDM will provide long-term, 

low-interest loans to municipalities and establish a program of 

research, education, and technical assist3nce in municipal 

administration, taxation, personnel management, public works 

construction and administration, purchasing, etc. 


Up to $2,000)000 0f AID funds will be used to assist in 

the initial capitalization (Sl,550,000) and the required technical 

assistance and e~~ipment ($450,000) to establish IDM. 


The GOP will provide IDM, over a four year period, initial 

capitalizalion of the equivalent of $400,000 to be disbursed on 

~ 5-1 basis paripassu with AID loan funds. Additionally, the 

GOP will assure IDM adequate contributions over a four year period 

will be $560,000. 


The GOP will provide ID1-! with irs annual operating 
expenses. These funds \-lil1 como from the portion of the Impuesto 
Ir.unobi1iario that is currently being returned to the municipalities. 
Presently the GOP is obligated to return to each municipality 
30% of the real estate taxes collected in that municipality. 
However, in practice the GOP, at best, returns to each municipality 
16% of these collections. Since the GOP is often unwilling to 
make this source of revenue available to the municipalities 
because its officials feel that the monies are not properly used, 
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the GOP has decided to make these funds available to 10M. 
The responsibl~ officials in the Ministry of Finance believe 
that wirh IDM's mobilization of interest in municipal development 
and the improvement in tax administration and collection, the 
GOP will be able to return to each municipality the 14% (remain­
ing portion of 30%) that it is presently neglecting. 

Seventy-five percent of the AID funds will be relent to 
municipalities. The Municipality of Asuncion will not partici­
pate in the re1ending part of the Project. At least 60 percent 
of the AID funds will be used in the larger municipalities out­
side the greater Asuncion area because of their importance with' 
respect to growing population, government services, increasing 
public and private investment, roads, and significance as marketing 
centers. 

IDM will provide technical assistance and training to the 
municipa1itie s. The emphasis of IDM's training function will be 
to improve municipal administration and tax' collection. Improve­
ment in these vital areas will greatly help the municipalities 
take a larger role in their own development. 

To assure that IDM can perform the mission set for it, 
the loan wi1 finance technical 'experts who will work with IDM's 
staff. While the majority of the assistance will be staggered 
over the four year implementation period, th~ie will be it 1eiiton 
,ex'per t. pe,rmanent ly working..wi th IDM. The techn ica 1 ass is tance wi II,· 
in~~ude funds for participant training. 

2. Role of the Project 

The basic goal of IDM will be to promote the development 
of the cities and towns in the int~rior of Paraguay. These cities 
and towns are located in the rural areas. Rural life revolves 
iround the municipalities of the interior which are the centers 
of government, commerce, and education and health services. The 
loan funds, whether they are used for relcnding or technical 
assistance, will be used to establish a viahle agency to aid 
municipal development. 

There is a need for lOllg-term, low-interest credit to finance 
productive public l..uvestment: :'\3.t the munic ipal level. At present 
there is virtually no such credit available for the municipalities. 
The limited credit made available by the Central Bank has proven 
inadequate to promote development of the interior municipalities. 
From time to time the larger municipalities may have recourse 
to this source of credit. Loans by the Central Bank are granted 
more for political considerations than for development. It is 
~~!y.the larger municipalities, with an Intendente selected by 
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the President, that have ready access to this possible source 
of credit. 

Presently municipal public work projects are for the 
most part funded either through special legislation at the central 
government level or with the limited funds available annually 
from municipal reve~ues in excess of curent operating expenditures 
Special legislation (i.e. pork barrel) can only be obtained 
by a few favored municipalities. In 1969 only one municipality 
received funds as a result of special legislation. 

It is considered difficult, if not impossible, for a 
municipality to finance a public work project from its surplus 
operating revenue. For example, if a municipality undertakes 
a public work project, the construction will generally take 
several years to complete. Yet the municipality can not project 
what funds will be available in future years. Thus, there pre­
sently exists no satisfactory mechansim for financing public 
work programs at the municipal level. 

In addition, the municipalities are rece1v1ng little 
t'echnical assistance. High attendance at OPACI sponsored seminars 
on municipal administration indicated municipal interest. The 
Ministry of Interior has limited funds for assistance and depends 
on OPACI, which has no funds for such things, to sponsor these 
annual seminars. The USAID Mission has helped OPACI organize 
the seminars and has provided lecturers from the Public Admini­
stration Office. USAlD/Paraguay is now cooperating with the 
Ministry of Interior to have OPACI receive some budget support 
from PL 480 funds. 

3. Limits of AID Financing 

AID funds will be disbursed over a four-year period in 
the following categori.es: 

A.I.D. LOAN FUNDS 

Dollnr Costs Local Costs 

Loan Capital 550,000 1,000,000 
Technicai Assist­
ance 250,000 50,000 
Scholarships 75,000 
Training Programs 75,000 
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FINANCIAL SUMMARY 

A.LO. GOP 

$2,000,000 $400,000 (capitalization) 
160,000 (annual operating expens 

$2,000,000 $560,000 

4. Course of Action 

The creation of IDM has been approved in principle by all 
of the various GOP officials responsible for the affairs of 
Paraguay's municipalities. IDM has the endorsement of the President 
of Paraguay who has dirl~cted his cabinet members to' support the 
idea. Annex II contains a proposed organizational outline of IDM 
and other materials dealing with its structure, staffing, estimated 
costs 0f operations and lending policy. This Annex was prepared 
by a co~.nnittee from the Ministry of Interior and OPACI. The 
Minister in his lette'r requesting AID support states that the 
Paraguayan Congress will establish IDM during its next session 
which begins in April. See Annex IV-A. The draft legislation is 
being circulated among interested Congressional figures. 

IDM is considered crucial to aiding local government in 
Paraguay. This instituion will offer the rural municipalities an 
opportunity to obtain credit and technical assistance, both of 
which are not currently available. The proposed project will 
assist IDM in its initial stages with capitalization, technical 
assistance and equipment. This assistance will enable IDM to 
support the development needs of the rural municipalities, par­
ticularly the fast growing ones. 

IDM will fill 3 void in the development process in Paraguay. 
There is no institution which provides long-term development assist ­
ance to the municipalities. Although the idea has been discussed 
for many years, the idea was only ~ vague hope until the possibility 
emerged that AID assistance might hr' lI':;ed to assist in the capitali. ­
zation or such an institution. 

In addition to the resources made available under this loan, 
it is contemplated that the Inter-American Development Bank subse­
quently may be interested in using the facllities of IDM to process 
loans for some of its projects. The technical assist- l.nce arm of 
IDM will be made available to many international org, nizations. 
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s. Operating Criteria and Lending Policy 

The major functions of 10M are to: 

'a. Provi.de long-term financial assistance to municipal­

ities, with loans repayb1e up to 10 years and at interest rates 

ranging between 6 and 10%. Rates of interest will be determined 

later by the technical experts and 10M. 


b. Provide technical assistance to municipalities through 

a continuous program teaching the art of muriicipa1 administration. 


c. Conduct research into the present system of municipal 

financing and tax administration and provide technical assistance 

to municipalities in establishing modern methods of tax collection 

and administration. 


d. Provide legal assistallce to municipalities so that 

they may take full advantage of the various laws favoring the 

municipalities. 


e. Serve as agent fur bulk purchase of materials and 

supplies for municipalities and agent for the processing of 

machinery and equipment bids. 


The lending policy of 1DM will emphasize economically 
viable projects which demonstrate reasonable return on investment. 
Priority will be given to projects which facilitate inter-municipal 
cooperation. Projects will include municipal markets, slaughter­
houses, construction of feeder roads) public buildings witn space 
for rental income, multi-purpose community centers, tourist facili ­
ties, production and distribution of electricity and water, bus 1~~ \ 
terminals and useful public work projects. \~ ~o,H-t~ 0 ~. 

\....rr,~ ~l , P(f\- - \\ ­
• . t . 11 . d . t' . th th ,"'" II Var10US proJec s W1 requ1re coor 1na 10n W1 J er 

,/6rganizations of the central government. In the case of electrical 
. systems, prior concurrence will be needed from Administracion 
Nacional. de E1ectriciriad (ANDE). LikevJise projects dealing w1th 

water systems wL11 neeJ the concurrence of Corporacion de Obras 

Sanitarias (CORPOSANA). 


Projects which are more socially oriented, such as a community" 

center, health facilities, libraries, schools, etc., will not be \ 

approved unless the municipa1itie s have a plan to amortize the cost.': 
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These projects must not be used to replace budgetary funus that 

the GOP would normally provide. The GOP must also agree to equip 

and staff such projects before they can be considered. 


In no case will 10M assume the responsibility for public 
works when they are the responsibility of other government agencies. 
For example, the Ministry of Education has responsibility to build 
schools and the Ministry of Public Health to build health centers. 
10M will nOL compete with these ministries; rather it will coordina~e 
its activities with the other development activities in each munici­
pality •. Any involvement in su~h projects will be at the incentive 
of the ministry and with the ministry in charge. 

As part or lending arrangements, borrowing municipalities 
will agree to begin programs of improved tax collection and munir.i ­

pal administration. They will be required to participate in 10M's 
training programs. Various expenses involved in developing a loan 
project can be included in 10M's loans. These items can include 
the costs OL feasibility studies, plans, and technical assistance 
rendered by 10M. 10M will emphasize the feasibility of eacn 
project. Each project will be prepared by the borrowing munici­
pality and a staff member of 10M. The application for a specific 
project will stress its economic, financial, anu administrative 
merits. 

In order to assure self-help by the borrowing municipalities, 
no project will receive more than 85% of the local costs from 10M 
funds. TIle other 15% must come from other SOULces: either the 
municipalities or other public institutions. 

Sixty percent of AID funds is earmarked for use by the 

37 Category I municipalities. It is important to support the 

development of these fast growing urban centers as an alternative 

to more migratLon to Asuncion. See Annex II-K. These municipali ­

ties are in need of greater services not only for their respective 

inhabitants but also for the surrounding rural areas. 


6. 10M Training and Assistanc{~ ~-l:nctilln 

10M will have a technical assistance arm. This portion of 
the instituion's function will benefit every municipality in Para­
guay. The emphasis of 10M's technical assistance function will be 
to provide guidance in improving municipal administration, incluuing 
tax collection. 10M will offer seminars, courses, and study programs 
-CO-those working with munic1pa1 activities. 10M will coordinate its 
activities wLth ot~er 10cai institutions, such as the In-Service 
Training Center and OPACI, which will continue to work in the area 
of munic~pa1 development. 
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10M will establish close working relationships with the 

other national agencies in developing local and area programs, 

especially with the service agencies in charge of water, elec­

tricity, and housing. 10M will cooperate with the Ministry of 

Interior and the Ministry of Finance to implement a program of 

budgeting at the municipal level. 


It is hoped thac IDM will be able to organize a centralized 
purchasing office, so that the municipaliLies can make savings on 
the purchase of equipment, materials and supplies for munj.cipal 
use. IDM will offer complete legal services to the municipalities. 
Very few municipalities can retain a lawyer. Yet utilization of 
the law is necessary to obtain favorable treatment from the various 
minist~ies which control a major part of the routine life in th~ 
inter.~or OL the country. Moreover, legal assistance will help 
munif.:ipal officials in the administration of their duties. 

7. Technical Assistance to IDM 

Loan financed assistance will be provided to 1DM itself 
in the form of advisors ($300,000), participant training ($75,000) 
and training ($75,000). Costs of office equipment and crarsporta­
tion will be provided from funds c'ontributed by" the GOP. 'lhe details 
of the equipment and vehicles for transportation to be purchased 
are given in Annex 1I-E; also included in Annex I1-H are the esti ­

. mated costs of the parttcipant training. The 2dvisors will provide 
training to IDM's staff in project appraisal an~ leGn operations. 
Throughout the four year implementation period, the advisors will 
assist IDM personnel carry out their training and advisory functions 
with the municipalities. 

In order to assure that IDM accomplishes the goals set for 
it in both financing public work projects in the municipalities and 
providing training and technical assistance to local government, 
it is contemp la ted tha t tre fo llm.,ring advisors wi 11 be r('i~uired 

and will be financed under the ]o~n: 

a. Project Analyst. lIe ,·.'ill ,·;ork with the municipalities 
and the IDM staff in order to make IDi'l an effective and dynami.c 
organization. Since Paraguay has limited pcr.sonnel with experience 
ip municipal development, this experl may become IDM's interim 
general manager (Executive Director) for the first 18 months of 
the Project. His objective wlll be to organize IDM so that leader­
ship can pass to a Paraguayan within this tlme. HQ will be respon­
sible for training IDM's staff and will be instrumental in charting 
the course of the Project. 
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b. Loan Operations Specia1~. He will be preferably a 
civil engineer or a person with experience in design and 
construction of Dma11 public works. This person will work with 
the Department of Engineering (see Organizational Chart, Annex II:A, 
for a period up to two years. His task will be to est.:tb1ish poli ­
cies and procedures for assuring thal the pUblic works projects in 
the municipalities are completed on schedule and in accordance with 
sound engineering an~ construction practices. 

c. Municipal Administration Expert. He will be responsi­
ble for establishing 1DM's training and technical assistance pro­
grams. This expert will work closely with the members of 1DM's 
staff and local government officials. Since the training and 
technical assistance aspects of 1DM's function will involve (~on­
siderab1e effort, this person will work with rDM for a period up 
to four years. 

d. Munici2..a1 Tax Expert. He will work with the municipal 
administration expert to assure that effor~s are made to improve 
tax administration and collection on the locaL level. This expert 
will be under contract for one yearn 

e. Training Specialist. He will work with the municipal 
administration expert to assure that IDM establishes the necessary 
training programs for the improvement of local government. He w"L11 
work with IDM for a period up to one year. However, it may be 
determined that the effort of a training specialist can be better 
utilized on a short-term basis in specific areas such as budgeting 
or planning. 

LOAN FINANCED TEC1JN1CAL ASS ISTANCE 

Project Analyst $ 40,000 
Loan Operation SpEcialist 60,000 
Municipal Administration Expert 100,000 
Municipal Tax Expert 25,000 
Training Specialist 25,000 

'fotal $ 250,000 

Local expenses (see An~I~J) 50,000 

COHPLE'fE ESTIMATED COST $ 300,000 

UNCU\.SSIFIED 




UNCLASSIFIED 
- 15 -

As the Project develops it may be helpful to have the 
assistance of some Peace Corps volunteers. The Peace Corps has 
expressed interest in assisting in the Project. See Annex IV-C. 
It is contemplated that volunteers wouhl work in areas of indi­
vidual project development, engineering services and training. 
The volunteers woulo work in support of the loan financed tech­

&nical assistance. 

Staff members of 10M and selected local government 
officials will be granted opportunities to attend short or medium­
length courses in the U.S. and other countries in subjects dealing 
w~th the problems of municipalities. The aim of this participant 
training will be to develop more expertise in municipal affairs 
and administration. The participant training portion of the AID 
funds will be used for this purpose. 

In order that the technical assistance advisors be able 

to provide adequate training programs for municipal leaders, 

$75,000 has been reserved for that purpose from the total loan 

funds. It is estimated that approximately $20,000 will be spent 

on training pr~grams each project-year. The technical assistance 

advisors w~ll determine the best use of these funds. 


C. PROJECT JUSTIFICATION AND ANALYSIS 

1. Place of Project in Country Program 

As set torth in the approved FY 1972 Country Analysis 
and Strategy Paper (CASP), a primary U.S. objective includes the 
broader participation of Paraguayans in the political and economic 
life of the country. As presently envisioned the structure and 
functioning of 10M is directed at militating against the predomi­
nance of Asuncion anu central authority, in the economic and 
political life of Paraguay. Development of other municipalities 
will give the general populace more opportunity for participation 
in the economic and poliLcal process. This, of course, is a long 
run objective. 

The project will also play an important role in meeting 
shurt-term U.S. objectives such as the expansion 01 production 

--of primary agricultural products. Since the municipalities are 
the collection points for farm products, improved municipal 
facilities, including transportation and marketing tacilities, 
will reduce the uncertainties and costs involved in marketing 
agrtcultural products. Better municipal facilities should, there­
fore, encourage agricultural production, especially of more 
perishable items. 
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Implicit in the above objectives is the furthering of 
Titt'e IX goals in Paraguay: involvement of the population in the 
development effort. Improvements will take place in the communities 
through such concrete projects as markets and slaughter houses 
rather than in the form of far away infra-structure projects like 
anauport terminal building or an hydroelectric dam. The popularly 
elected officials of the junta municipal will help plan the projects 
for their municipalities. The technical experts of IDM will work 
with the juntas to encourage citizen participation in the project 
selection process. A greater proportion of the population will see 
how development affects their lives. Under such circumstances 
greater support of and participation in community efforts is antici ­
pated and the resistance to paying taxes is expected to decline. 
Resistance by the municipalities to tax collection is due partially 
to the knowledge that taxes paid go to Asuncion and never return. 
As communities see these taxes at work, this tax resistance can be 
expected to decline. 

2. Economic and Financial Considerations 

a) The Role of Municinalities in the ~conomy 

Although there are no known in-depth studies of the 
role municipalities play in the overall economic picture of 
Paraguay, available data gives a rough idea of the economic 
importance of municipalities. 

The population of Paraguay in 1968 was estimated at 
2.2 million. Of this number about 411,500 lived in Asuncion. 
390,400 lived in urban areas outside of Asuncion, and 1.4 million 
lived in rural areas. The potential number of people that could 
benefit directly from IDM would therefore be 17.4% of the total 
population, i.e. those living in interior urban areas. It can be 
assumed that most rural inhabitants considered in the market 
system rely upon municip,qlities as collection points for their 
marketable production and distribution naints for their consumption 
of non-farm items. The generally used [lssllmption that half of the 
rural pooulati()n is ~n the market svr,Lcm .100 Inaintain regular con". 
tact with the municioalities means thnt the potential beneficiaries 
of the project represent almost half of the total population (i.e. 
720,000 rural population and 390,400 urhall) . 

The effect of municipal develooment as generated by 

IDM on exports and oroduction is uncertain. Almost 32% of the 

1969 GNP consisted of agricultural, livestock and forestry 
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products. Also, virtually all exports were either primary products 
(cotton, tobacco, coffee, logs, etc.) or processed primary products 
(meat, sawn, lumber, vegetable oils, etc.). Improving the effi ­
ciency and accessibility of collection points in the interior will 
'reduce the costs of transportation and marketing and should allow 
Paraguayan products to be more competitive on world markets. For 
Paraguay, whose products must bear high river transportation costs 
to reach world markets, this is an important consideration. Muni­
c~pa1 development, by lowering marketing costs, should promote, 
therefore, production and exports. 

b) Financial Aspects of the Municipalities 

The basic financial data for municipalities for 1968 
and 1969 is shown in Table I. In order to indicate the predomi­
nance of the capital, the Asuncion data is shown separately. In 
1968, Asuncion accounted for about two-thirds of total municipal 
revenues and expenditures. During the same year Asuncion accounted 
for about half of total urban population. 

In relation to revenues, in 1968 the municipalities 
received virtually no shared revenue (the budgeted figures for 
1969 will probably not be realized). Taxes on property represent 
a minor source of income for Asuncion (5%) while the interior 
municipalities receive no revenue from this source whatsoever. 
'Sales, excise, and other taxes represent the major source of tax 
income for municipalities. Typically the most important sou~ce 
for the interior municipalities are business license fees, 
slaughter taxes, auto license fees and income for public lighting. 
The category of "other revenue" usually represents non-tax revenue 
received for services such as paving roads. 

Expenditures of the interior municipalities consist 
almost exclusively of wages and salaries. The capital expendi­
tures generally consist of the wages of workers engaged in publlc 
works. With the exception of public lig~ting expenses, equipment, 
supplies, and maintenance ~xpenditures are very small. 

Because of the pressure on available revenues and the 

lack of credit facilities, expenditures tend to equal revenues. 

Mtlnicipa1 finances are therefore generally in balance. This 

balance is, of course, at a level that provides only minimal 

services. 
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FINANCING OF MUNICIPALITIES _ lQ':;A 

(Millions of ets) 

Actual 1968 Budgeted 1969 

Asuncion 
All Other 

Municipalities Total Asuncion 
All other 

Municipalities Total 

!evenues; Total 
Taxes on Property 
Sales, Excise, and Other 

Taxes 
Grants and Shared Taxes from: 

a -'National Government 
b - Reqional Government 
c - Local Government 

Other Revenue 

260.4 
14.5 

120.4 

125.5 

138.6 

86.7 

0.7 

51.2 

399.0 
14.5 

207.1 

0.7 

176.1 

310.4 
18.0 

127.1 

35.0 

130.3 

147.6 

19.1 

5.1 

62.8 

458.0 
18.0 

206.8 

40.1 

193.1 

~enditures (Total) 
Education, Total 

a - Current 
b - Capital 

other - Total 
Current 
Capital 

Grants and Shar'<:!d Taxes to: 

253.2 
22.4 

(22.4) 

230.8 
(165.3) 
(65.5) 

142.1 
2.4 

(2.4) 

139.8 
(92.1) 
(47.7) 

395.9 
24.8 

(24.8) 

370.6 
(257.4) 
(113.2) 

300.0 
34.5 

(34.5) 

265.3 
(210.2) 
( 55.1) 

143.5 
0.1 

(0.1) 

140.9 
(95.7) 
(45,2) 

443.5 
34.6 

(34.6) 

406.2 
(305.9) 
(100.3) 

N~tional Go~ernment 
Regional Government 
Local Government 

Deficit(-) or Surplus(~) .. 7.2 -

0.5 

4.1 

0.5 

+ 3.1 

0.2 

+10.4 

2.5 

+ 4.1 

2.1 

+14.5 
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Only the largest interior municipalities have public 
lighting; none potable water systems; none have sewer systems 
and few have paved roads. The municipal expenditure per person 
in Asuncion in 1968 was ~6l5 ($4.88); in the interior the comparable 
figure was ~365 ($2.90). In essence, the interior municipalities 
are pueblos which receive little or no· help from the central govern­
ment and are politically isolated from the capital. 

c) Ability to Meet Obligations 

As more fully described in Appendix B of the FY 1972, 
CFS; Paraguay's authorized external debt grew quickly during the 
1960's reaching $243.8 million by the end of the decade. Of this 
amount almost $21 million has been repaid, and $100 million has 
not yet been utilized, leaving the net amount for which Paraguay 
is liable at $122 million. Principal and interest payments on this 
debt plus payments on suppliers credits and unrecorded debt are 
estimated at slightly over $21.3 million for 1970. Of this a~unt 
an estirrated $3.9 million represents repayments in local currency. 
In 1970, the hard currency component will represent about 29% of 
registered export earnings. The deb-service ratio will remain 
roughly at this level through 1974 and could decline closer to 25% 
if exports grow steadily. If exports stagnate at their 1969 level, 
the ratio would rise to almost 35/~. Although these ratios appear 
alarmingly high, there are several peculiarities of the Paraguayan 
system which tend to reduce the real debt service ratio. 

In the first place, exports tend to be undervalued. 
The amount of this undervaluation is unknown, but could reach as 
much as 20%. Secondly, exporters are only required tu turn over 
about 80% of export earnings to the Central Bank. Third, there 
is a considerable volume of unrecorded exports, ranging from 
cigarettes and whisky which are flown clandestinely to neighboring 
countries to cattle which are run across the border. The net 
effect is that movement \vhich in otl~r countries would be shown as 
exports never gets recorded in Paraguay. Rough estimates place the 
volume of unrecorded traffic at nbout the snme level as recorded 
traffic. As a result, the comporison of deht service payments EO 

recorded exports inflates the debt service ratioo Published 
import figures are also understated. A considerable volume of 
consumer goods enter tre country directly and illegally from 
Argentina and Brazil; the value of goods which enter through legal 
channels tends to be under invoiced. As discussed below, these 
imports tend to be financed from the curb market. 
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The final factor which reduces the debt service pressure 
is the open and sizeable parallel exchange market. This market 
is fed primarily by tourism (currently estimated at $15 milli.on 
per year) and the unrecorded export earnings mentioned above. 
This source provides a considerable volume of foreign exchange 
to purchase imports, both recorded and unrecorded. Although 
l~gitimate importers can go to the Central Bank for exchange 
they often prefer to use the parallel market; it is more 
accessible and the exchange rate spread is not that great. As 
a result of these factors the foreign exchange which exporters 
must deposit in the Central Bank can be used to meet official 
and private debt service payments. The system, therefore, 
reduces itself to one in which debt service payments have priority 
over other uses of official holding of foreign exchange. 

Although only preliminary figures ar~ available for 1970, 
it appears that the balance of payments have strengthened con­
siderably. Imports grew little in 1970 while exports are 
reported to have reached $63 million, which is $12 million 
more than in 1969. This increase of 23 percent makes 1970 
exports the highest in Paraguay's history. Even if this rate 
of growth does not continue, the strengthening of reserves 
shol:ld enable Paraguay to meet her foreign currency obligations 
without undue difficulty. 

In the past several years debt service payments have gro~l 
rapidly and the GOP has' been able to ffieet them. This is due 
to both the peculiarities of the system mentioned above and the 
fact that the GOP places very high priority on meeting its 
international obligations. Best estimates are that hard cur­
rency debt service payments will tend to level off by 1973, 
at about $20 million annually. Whatever pressure this will put 
on the balance of payments depends upon the growth of exports. 
However, even if exports stagnate the GOP should not experience 
undue difficulty in meeting these payments. On the other hand, 
soft currency payments are presently forecasted to rise through 
1974 and probably thereafter as Ion loons (typic3lly, local 
currency repayable) grow in importance. To meet these payments 
will require more careful GOP cOlltrol over domestic expenditures 
together with actions to increase revenue. This is especially 
~rue of those GOP loans for infrastructure which have only long 
term benefits. For those directly productive projects, which 
generate the resources to meet debt service payments, this problem 
is no so serious. Enough of the projectD to be financed by the 
proposed loan will be of this nature so that debt service pay­
ments will not be a problem. ~t this point a project by project 
cost-benefit analysis in not possible. This will be undertaken 
by IDM as projects are presented to it. Because of the availability 
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of foreign exchange, GOP attention to debt servicing, and 
proposed 10M financing of projects with quick productivity, 
the GOP should be able to meet the debt servicing obligations 
of the 10M project. 

3. Civic and Social Considerations 

The development of effective municipal institutions is 
a major aim of the project. While AID's agricultural efforts 
and construction projects undertaken within the past ten years 
have made important contributions to the development of Paraguay's 
interior, a major problem is development of human resources 
at the local government level. 

The municipalities have always been plagued by a lack 
of trained manpower. The recent GOP educational development 
program, financed by an AID loan, will improve the education 
of rural dwellers. 10M will have the function of improving 
the quality of life in the municipalities of the interior. Hope­
fully, more activity in the smaller municLpalities will stem 
the migration of newly trained residents to larger municipalities. 

The training and technical assistance activities of the 
Project will develop needed civic skills. 10M will support 
training programs for local government officials and leaders. 
These officials will learn how to motivate more local, popular 
participation in the developm. ~~ process. In Paraguay, where 
there is no tradition of strong self-reliant local government, 
this encouragement of municipal governments to assume greater 
responsibilities fo~ the provision of public services and the 
administration of revenues is a major step in municipal 
development. 

In addition, the development process started by 10M 
should have a multiplier effect. There is not now any incentive 
for civic responsibility at the municipal level. Because the central 
government appears to neglect the municioalities, the residents 
do not see why they should invest in tlwir communities. As they 
begin to see the evidence of ID~! .1cti.vity il1 basic public \vork ~ 
projects, it is expected that the lilcliviclual citizen's i:1Vestment 
of both time and money will increase. 

The Project will encourage the development of local and 
intermediate institutions which help to advance the complex pro­
cess of social, economic and political development. Moreover, 
while meeting the objectives of Title IX, the Project is in 
conformity with the objectives of the Inter-American Social 
Development Institute. 
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4. Financial Soundness 

The 10M loan will finance a number of sub-projects. 
One of the functions of 10M will be to evaluate the financial 
soundness of each project to insure that each project will produce 
a positive rate ,of return. More importantly, 10M will study 
alternative projects and community priorities and select those 
with the highest coefficient of community need. For example, 
if two projects both have positive rates of return the project 
with the lower rate of return but higher coefficient of com­
munity need might be chosen. One of the functions of the technical 
assistance section of IDM will be to help IDM make these kindr­
of decisions. 

A more important question is the ability of the interior 
communities to raise the resources to support IDM. As stated 
earlier, a serious problem with tbe municipalities is that their 
tax money goes to the capital and seldom returns. If some of 
these funds could be retained by the municipa1icies, their ability 
to support the IDM would increase. For example, for the first 
10 months of 1970 the tax collections by the office of Impuestos 
Internos (which collects a variety of internal taxes other than 
real estate, income and customs taxes) from the interior totalled 
¢322 million. a/ The 1970 budget also indicates that an estimated 
¢120 million in real estate taxes will be received from the 13 
departments in eastern Paraguy. From these two sources alone 
close to ¢500 million annually is withdrawn from the interior, 
yet little if any returns. On the other har,d, the 1969 budgets 
of all interior municipalities total only rt147 million. By di­
verting about 30% of interior rev~nue~fd'the municipaliti~~ would 
permit a doubling of municipalities revel:.';Jes .. One of the aims 
of the project will be to establish a more equitable distribution 
of tax revenue to the municipalities. As this is realized, the 
~bi1ity of the communities to support IDM will increase. 

Probable cash flow and income and expense tables (See 
tar1es II and III) were prepared on the b::!sis of the estimated 
3nnual budget of the IDM shown in Annex II-H and assumptions 
concerning lending activity. Becrtu~e a new institution is being 

~/ The information source shows revenue from two sources: 
Capital and Campana. (i.e. Asuncion and the interior) 
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formed, disbursements of the loan will start low and require 
4 years for completion. After the fourth year the major source 
of sub-loans will be retained as earnings. Although it is likely 
that 10M will avail itself of other sources of funds after Year ~4 
(i.e. other international lending organizations, private banks, 
etc.) these sources have not been considered due to their 
uncertain nature. The GOP contribution will total $400,000 
equivalent. A1tho~gh this counterpart contribution is programmed 
to terminate in Year 5, it is conceivable that it could be extendec 
With these funds loans are programmed to grow from ¢36 million 
in Year 1 to ¢76 million in Year 4 and then level off at about 
¢55 million by Year 6. The income from these loans will rise 
rapidly reaching about ¢65 million annually. In reaching these 
figures it was cssumed that sub{oans would have 5 year repayment 
periods at an average interest rate of 9%. 

Operations costs are shown in detail in Annex II-F. During 
the grace period interest is to be paid at the rate of 2% on the 
utilized amount of the AID loan. Other expenses will include 
a reserve fund which will be maintained at 10% of end-of-year 
loans outstandhg. This reserve fund will ~e created from re­
pa}~ents made by the municipalities and will be used to cover 
bad debts. 

Retaiued earnings are forecast to grow raptd1y. In pr.actice 
these will probably be used for lending pruposes before Year 5. 
In such case the lending and income would rise accol'ding1y. 

After Year 10 annual amortization payments will amount to 
about ¢12.6 million. It is anticipated that this amount will 
be derived from current earnings. 

Probably the most crucial factor determining the financial 
soundness of the project is the ability of IDM to place loans 
at the rate shown in Table II. Expressed in dollars, the average 
annual level of lending for years 1 to 6 will be $456 thousand 
(1. e. $288,000 in Year 1 r is ing to $608 tholls;1.nd in Year 4). 
Given the need for municipal faciliti.es ;lnd the number of rnunicr­
palities involved it does not appear Ji.[ficult to place this level 
of loans. These considerations together with the fact that IDM 
will have considerable technical assistance both to identify good 
projects and get them started leads to the belief that IDM will be 
able to make the loans indicated in Table II. 

Since IDM is a new organization which will be gLvLng credit 
to municipalities, institutions with little experience in financial 
and credit matters, a bad debt reserve of 10% of the amount of 
outstanding loans at the end of year will be established. This 

http:faciliti.es
http:tholls;1.nd
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conservative approach will insure that IDM will have sufficient 
ability to meet its obligation to AID. The lack of municipal 
finance experience on the part of a large number of the Paraguayan 
municipalities makes a 10% bad debt reserve sound, conservative 
financial planning. 
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'!'ABLE II 

FUNDS AVAILABLE FOR LENDING 
(Thousands of ¢s.) 

tear 1 2 3 5• 
Disb. on AID Loan 30,000 40,000 55,000 64,000
($1.5 million or ~s.189 

million) 

Retained Earninqs 

GOP Contribution: 

PL 480 (6.3 million 
per year) 

Regular Sources (¢s.6.3 
million) 

Sub Total 

Loana at start of year 

Loana made durinq the year 

Sub Total 

0 

6,300 

-
36,300 

-

36,300 

36,300 

0 

6,300 

6,300 

52,600 

29,040 

52,600 

61,640 

0 

6,300 

6,300 

67,600 

70,570 

67,600 

136,170 

0 50,000 55,000 

6,300 

6,300 

76,600 

117,295 

76,600 

193,695 

-
6,300 

56,300 

162,776 

56,300 

219,076 

-
-

55,000 

160,691 

55,000 

235,891 

Amortization !il 7,260 11,070 20,675 31,119 36,165 41,680 

Loans outstandinq at 
end of year (cum.) 29,040 70,570 117,295 162,776 160,891 194,211 

!il 	Starting in the second year amortization ia c.l1culated 
by taking 115 of wLoans at start of year" and 1/10 of 
wLoQns made durinq yearw. 
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TABLE III 

ESTIM!l.TED INCOME AND EXPENSE 

ear 

Income: 

Shared tax from GOP 
Repayments on loans: 

Interest ,~~ of year end 
total) 

Amortization 

Total Income 

Operating' Costs 
Loan repaymen t : 

Interest al (~ of 
(utilized 5mount) 

Amort i zation 

Total Expenses 

Gross Profit: 

Other Items: 
Reserve Fund 
Reserve Fund (cum) 
Amortization of equipment 

.Net Profit 

Retained earning'S (cum) 

Uses of retained earninqs 

Undistributed earninqs 

(Thousands of rf,B.) 

2 3 41 

5,000 

2,610 

7.260 

14.870 

10,512 

1,260 

-

11,772 

3, 098 

2,904 
(2,904) 

334 

- 140 

- 140 

5 IS 

~I Asslmles AID loan will ~e equally disbur 
STen thouqh amount for sub-loans is not 

5,000 

6,351 

11,070 

22,421 

10,512 

2,520 

-
13,032 

9,389 

4,153 
(7~057) 

334 

4£902 

4,762 

ed over 4 

5,000 

10,555 

20,875 

36,430 

11,000 

3,780 

-

14,780 

21 , 650 

4,673 
(11,730 ) 

334 

16,643 

21,405 

6,000 

14,650 

H, 119 

51,769 

11,250 

5,040 

-

16,290 

35,479 

4,547
(lv, 277) 

334 

30£598 

52,003 

year period 

6,000 

16,280 

38,185 

60,465 

11,500 

5,040 

-

16,540 

43,925 

1,813 
(18,090) 

334 

41,778 

93,781 

50,000 

43,781 

6,000 

17,410 

41,680 

65,160 

11,750 

5,040 

... 

16,190 

48,370
• 

1,331 
(19,421) 

334 

46£705 

90,486 

55,000 

35,486 

equally disbursed. 
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PROJECT EXECUTION 

PART III 

A. IMPLEMENTATION PLAN 

The precise structure of IDM is still subject to final 
Executive and Legislative approval. However, no problems are 
expected since the GOP has been involved in the preparation 
of the legislation establishing IDM. The Ministry of Interior 
which is responsible for the municipalities, and the Ministry 
of Finance, which has fiscal responsibility for the GOP, concur 
in the draft legislation and the financial aspects of the Project. 
It is expected that the proposed legislation establishing IDM 
will be sent to Congress when it reconvenes in April. 

It is thus expected that IDM will be legally established 
by June 1, 1971. After the appointment of IDM's Board of 
Directors, the GOP will make its initial contribution towards 
IDM's permanent capital and make available funds for its initial 
budget. Subsequent GOP contributions to IDM's capital will be 
made over a three-year period. 

Once IDM is legally organized, the Board of Directors, ~.,ith 

the assistance of USAID, will negotiate a contract with a firm 
or individuals to provide the technical assistance financed 
under the loan. The contract will include arrangements for an 
interim general manager to facilitate establishment of the internal 
organization and the training of Paraguayan staff members. Under 
the contract, or if necessary several contracts, technical assisl 
ance will be provided to IDM in the fields of lending procedures~ 
training of local government officials and general ~dministration 
of a municipal lending agency. Technical assistance will also 
be provided through IDM to the municipalities in the areas of 
general ddministration, tax collection and administration, 
accounting, purchasing, planning and personnel. A comprehensive, 
long-range training program will also be developed by 1DM staff 
members with the help of the technical advisors. 

A Genera 1 Manage", , se lec ted by the Boa rd 0 f Di rec tor sand 
approved by USAID, will assume the operational direction of the 
institution. He will hire the initial staff, prepare operating 
guidelines and procedures, and, in general, prepare to open for 
business. AID loan funds will be released from time to time on 
the presentation of disbursing documents, but only after the annual 
$100,000 GOP contribution has been made. All IDM loans over 
$35,000 will require prior USAID approval. This limit may be 
raised if IDM's performance so warrants. 
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B. AREAS OF RESPONSIBILITY 

1. 10M. The primary responsibility for this project rests 

with Board of Directors of 10M. The Board with its r.enera1 

Manarer will be the group most concErned with the success of 

the Project. It will be the responsibility of 10M to program 

and plan its sub-projects; administer and supervise the 

engineering of the sub-projects; carry out bidding, award con­

tracts, monitor sub-projects execution, and establish a maintenance 

program for each sub-project. 


10M's responsibility ~n the area of technical 

assistance is to establish a comprehensive, long-range training 

program for the municipalities; to provide training in the areas 

of tax collection and administration, general municipal admin­

istration and fiscal administration, and to provide coordinatio,1 

with the other governmental departments which render assistance 

to the municipalities. A special responsibility of IDM will be to 

provide legal assistance to the municipalities. 


2. USAID. It will be the responsibility of the Public Admini­

stration Office to monitor this Project, including establishing 

day-to-day coordination with IDM and its technical advisors. 

The Capital Development Office will coordinate USAID review of 

progress reports, advertisement of IFB's and the opening of 

Letters of Commitments. USAID has established a close working 

relationship with the Paraguayan officials and organizations 

principally responsible for the development of IDM, and this 

relationship is expect~d to continue during the life of the 

Project. 


'c. EVALUATION 

Since USAID is assisiting in establishing a new development 
institution the daily contact between the organizers and the Mission 
personnel will be close and continuous. Already a sound work­
ing relationship has been established. In order to assure the 
success of the Project responsible staff members of both IDM 
and USAID will conduct an annual jOillt review of progress. 

AID and the IDM will jointly establish goals for the institution 
on an annual and five year basis upon the inception of the Bank. 
These goals will be amplifications of the general project goals. 
(See below). The joint group will, for example, quantify yearly 
targets on numbers of multiple-use community centers to be built 
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yearly and miles of feeder roads. The yearly evaluation will 
be based on the IDM's ability to achieve stated goals and 
ability to correct impediments that arise in attempting to 
do its job. 

Generally speaking, the annual review, besides considering 
yearly targets and problem areas in the implementation of the 
Project, will be directed toward accomplishing the goals of the 
Project. The goals of the Projects are namely: 

1. Strengthening local government in Paraguay; 

2. Establishing IDM as a Municipal Development Institutionl and 

3. Constructing rural municipal public works. 

Thus, progress to\'1ard these goals will be the measurement by 
which USAID and IDM itself \'11.11 evaluate ,the Project. 

1. Criteria for Evalu3ting Project Coals 

a. Strengthening Local Government in Paraguay. 

A key to strengthening local government lies in the 
addition of more tr~i..ned manpower. A major function of IDM will 
be this training. Evaluation questions then becomes the following. 
What types of training programs were run? What types of skills 
were acquired? How many participated? How many were tra~ned in 
country? How many men given more training through 1DM are employed 
in local government? How many new positions in local government 
have been created? How many municipalities have partic~pated in 
training programs? 

In addirion, IDM will work toward encouraging new 
legislation and legisiativ(~(cform th,1t will aid municipalities. 
It will have the function of providing technical assistance to 
the communities in the fielu of Public M\ministration. The 
(!va lua tion wi 11 examine whe the r or nu t the 1m-I has per formed th·ese 
functions and if not, why not. 

Local governments in ParaguflY have tax authority but 
so far do not know how to use it to generate the funds needed 
for municipal development. Evaluation must address the questions 
of what training is given in the field of tax administration, 
what technical assistance and what legislative change. A simple 
quantitative measure of success or failure will he comparisons 
of tax revenues on a y~ar1y basis. Correlations between tax 
revenues, legislative changes and training will also be computed. 
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b. Establishing IDM as a Municipal Development Institution 

The three functions of IDM as a municipal development 
institution are to: 1) loan money for development projects to 
the municipalities; 2) provide technical assistance and manpower 
to the municipalities; and 3) when needed, provide legal assistance. 
the evaluation will address itself to these aims. 

The technical assistance and legal assistance questions 
will be treated together. The evaluation will examine the type 
of staff employed by the IDM. How many experts does the IDM 
have? In what fields? How many man hours are spent in ,the field? 
How many IDM employees live in municipalities outside of Asuncion? 
What services are offered? What training programs are organized? 
What municipalities nre serviced of the IDM? 

c. Constructing Rural Municipal Public Works 

The IDM will loan money to the municipalities to build 
feeder roads, slaugther houses, markets, bus terminals, multi ­
use public buildings. These goals are suitable for simple 
quantitative evaluations. How many kilometers of road in how 
many cities? How many multi-use buildings? etc. 

In addition, the evaluation wi 1,1 foc:us on the meaning 
of such projects to the community. Surveys on a random basis 
in several communities will examine participation by the people 
in the community in the construction process, perception by the 
people of changes in the municipality and attribution of changes 
by the residents to the work of the IDM. 

D. CONDITIONS AND CONVENANTS 

In addition to the usual convenants and conditions, the Project 
committee recommends that the Loan Agreement contain the following: 

1. Except for marine insurance and ocean shipping, goods 
and services financed under the lo~n shall have their source 
and origin in Paraguay and countries included in AID Geographic 
Code 941. Marine insurance financed under the loan shall have 
~its source and origin in Paraguay 01 any cOllntry included in AID 
Geographic 941, provided, however, that such insurance may be 
financed under the loan only if it is obtained on a competitive 
basis and any claims thereunder are payable in convertible cur­
rencies. Ocean shipping financed under the loan shall be pr.ocured 
in any country included in AID 'Geographic Code 941. 
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2. Borrower shall covenant to provide at least the 

equivalent of $400,000 in support of this Project and schedule 

its contributions in accordance with a plan, satisfactory to AID, 

during the first four years of IDM's existence. In addition, ~ 


the Borrower shall convenant to provide adequate funds in its 

-annual budget for IDM's annual operational expenses. 

3. Prior to any disbursement or to the issuance of any 

letter of Commitment under the Loan for the purpose of financing 

the technical assistance aspects, including the purchase of 

necessary equipment for the Project Borrower shall submit, in 

form and substance satisfactory to AID, evidence that it has 

duly organized an Instituto de Desarrollo Municipal (IDM) with 

authority to make loans to the municipalities of Paraguay except 

Asuncion and is otherwise legally constituted to imp1 'ment 

effectively this Project. 


4. Prior to any disbursement or to the issuance of an 
letter of Connnitment under the Loan for any purpose other tha 
to finance the technical assistance aspects of the Loan, Borrm.;er 
shall submit, in form and substance satisfactory to AID: 

(i) Evidence that IDM has a governing body and has 
hired management, both satisfactory to AID, and has made staffing 
arrangements, including requisite technical skills, satisfactory 
to AID. 

(ii) Evidence that the policies and procedures, both 

satisfactory to AID, governing the conduct of 1DM's operations 

have been approved by 10M's governing body. 


(iii) Evidence that Borrower has contributed at least 
the equivalent in local currency of $100,000 to the capitalization 
of the Project. In addition Borrower shall pledge to contribute 
for 10M's annual operating expenses at least the equivalent in 
currency of $40,000 or 16% of all lalld t.:1xes collected by all 
Paraguayan municipalities except Asuncion, whichever is highe¥ 

5. Unless AID shall otherwise agree in writing IDM 

shall not: 


(i) Finance projects whole or in part from disburse­
ment hereunder if such financing would cause its total assistance 
to any single municipality to exceed the equivalent of $100,000 
dollars. 
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(ii) Finance projects if such financing exceeds the 

equivalent of $35,000. 


(iii) Make loans for more than ten (10) years maturity 

or charge a rate of interest exceeding ten (10) percent on loans 

financed by AID funds per annum on the disbursed balance of sub­

~loans . 

(iv) Make grants in whole or in part from the funds 

provided by AID to any municipality. 


6. Unless AID otherwise agrees in writing AID, Borrower and 
IDM shall jointly hold a formal review and evaluation of the Projeci 
no later than twelve (12) months after execution of the Loan 
Agreement. Such reviews, unless otherwise agreed to in writing 
by AID, will be held annually. 

E. 	 IMPLEMENTATION SCHEDULE AND DISBURSEMENTS 

1. 	 Authorization of Loan: February 28, 1971 
2. 	 Negotiation and Signing of June 1, 1971 


Loan Agreemen t: 

3. 	 Beginning of Loan-financed August 1, 1971 


Technical Assistance to IDM: 

4. 	 Terminal Date for Meeting December 31, 1971 


Conditions Pre~edent to 

initial disbursement for 

Project operations: 


5. 	 Terminal Date for final December 31, 1975 
disl::ursement: 

AID funds will be disbursed through Letters of Commitment to 

cover the foreign exchange costs of approved sub-loans and other 

dollar cost components of the loan. Local currency payments 

will be made for the most part as reimbursements for authorized 

expenditures made under the loan. They will be made directly 

to IDM by the USAID/Paraguay mission with local currbncy purchased 

with dollars. Monthly lo.:!~ sumnl<lrics, qllarLerly status reports 

and annual audited financial statements will ne provided by IDM. 


The loan can be disbursed within approximately four and a half 
years from the signing of the Loan Agreement. 

The need of the municipalities and GOP interest in the Project 
combined with the loan-financed technical assistance present 
an excellent framework for avoiding d~lays in accomplishing 
guals of the loan within the schedule outlined above. 
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CERTIFICATION PURSUANT 'ID SECTION 611 (e) OF THE 

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Peter M. Cody, the principal officer of the Agency for International 
Development in Paraguay, having taken into account, among other things, the 
maintenance and utilization of projects do hereby certify that in my 
judqement Paraguay has both the financial capability and the htunan resource2! 
capability to effectively maintain and utilize the oapital assistance 
project, Municipal Development Project. 

The Capital Assistance Paper certifies that the Statutory Criteria 
as applied to Paraguay have been met. This certification is based on, 
among other factors, a careful reTiew of the financial assistance 
previously provided to Paraguay. 
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COP'{ 

STATE 180044 

Sent: October 23, 1969 

Subject: MUNICIPAL DEVELOPMENT INSTITUl'ION 

IRR reviewed October 20 and approved subject following comments 
and quidance : 

A. Mission pursuing correct path in evaluating work this 
area other countries and alternate approaches. 

B. In view relatively early stage this project, CAEC views 
possibility project won't be ready for financing until FY 1971, 
althouqh CAEC prepared consider project in FY 1970 if ready. 
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ANNEX II-A 

Paqe 1 of 2 

PROPOSED IDM STRUCTURE* 

A) Orqanization Chart 

B) General Description of Duties of each Office 
or Department 

C) Summary of Personnel 

D) Salaries 

E) Equipnent, includinq furniture and transportation 

F) Operational Costs 

G) Lendinq Policy 

* 	 These planninq documents were prepared by a joint 
committee composed by OPACI, the In-Service Traininq 
Center, Ministry of Interior and USAID/Paraquay. 
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IDM ORGANIZATION CHART 

Auditor"s 

Office 


I 

Technical Department 

Board of 

Directors 

Manaqement 

------1' Leq.l Advice 

Adminiatrative Dept. Fin~~ce Department 

Project Study 

Bids and 
~-+ Work Supervision 

1 
[ACCounting J 
I Personnel I 

Traininq and 

AdmAni!t{ative
as s ance 

I 
Credl t and 

Loan Control ~ 

Revenue 

UNCIASSIFIED 




AJ])-DLC/p-952 
ANNEX II-B 

Page 1 of 2 

GENERAL DESCRIPl'ION OF 'lHE DUTIES OF EACH OFFICE OR DEPARTMENT 

I. Board-of Directors 

The Board of Directors will be made up of three Directors and three 
alternates appointed as follows: one Director and his alternate, by the 
Executive Power: one Director and his alternate, by the Board of Directors 
of OPACI; one Director and his alternate, by the Central Bank of Paraquay. 

II. Management 

Management of the Institute will be performed by one person appointed 
by the Executive Power. The manager will be selected out of a list of 
candidates subnitted by the IDM. Appointment to this position will be 
indefinite. 

III. Audits 

Audits of the Institute will be performed by an Auditor appointed 
by tho Executive Power out of a list of candidates lrubnitted by the IDM. 
Appointment will be indefinite. 

IV • Legal Advice 

Legal Advice will be handled by a lawyer who will be the Legal Adviser. 

v. DepartInenta 

The assistance which the Institute will give the Municipalities will COTer 
basically three major fields: technical, administrative and financial. 
Therefore, the Institute will have three departments which will be in charge 
of those functions respectively. 

1. Technical Department 

This de~artment will be under a chief and it will be made up of the 
following sections: (i) project studioo, and (ii) bids and construction 
supervision. 

a. Project Studies Section: Thio Section will analyze the technical 
aspect of the projects presented to the Inntitute by the municipalities for 
financing and will plan and develop projects for the municipalities as 
their request. 

b. Bids and Work Supervision Section: Thio Section will be in 
oharge of pl'l9paring and implementing bid8 for municipal works to bo finanoed 
by the Institute. It will also supervise the construction of such works. 
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2. Administrative Department 

The Administrative Department will be under a chief who will have 
a degree either in economics or administration. If necessary, he will be 
actinq manaqer, in the absence of the Manaqer. He will also be in charqe 
of the personnel office. This department will be made up of the followinq 
sections: accountinq, personnel and traininq and administrative assistance. 

a. Accountinq Section: This Section will be in charqe of the 

following: (i) handlinq the Institute's accountinq as vell as orqanizinq 

the presentoaccountinq system at the Municipalities to tmprove tax 

collections, municipal investments, and control of municipal funds; (ii) 

control of inventories and cash in hand: (iii) procurement and supply of 

materials and (iv) ins~rance of municipal properties. 


b. Personnel Section: This Section will be in charge of the 

followinq: (i) selection and recruitment of personnel for the IDM and 

the municipalities; (ii) preparinq a descriptive job and administrative 

manual for the municipalities; (iii) updatinq the records relatinq to 


° 	 personnel of the IDM and the municipalities to establish a retirement system 
for all municipal officials and employees. 

c. Training and Administrative Assistance Section: This Section 
will be in charge of the following: (i) traininq of municipal and IDM 
personnel. and (ii) in coordination with the accountinq section, reorqanizatio 
of the municipalities" administrative structure. ThJ", section will have a 
group of regional instructors in charge of establishlnq administrative 
reforms in the municipalities and inform the Institute of the situation of 
these organizations. 

3. Finance Department 

This Depaltment will be under a chief with a deqree either in 

accounting or economics. It will have two sections: (i) credit and loan 

control and (ii) revenues. 


a. Credit and Loan Control S0ction: This Section will examine loan 
requests of the municipalities and will 3130 control lo~na granted. 

b. Revenue Section: The Revenue Section will mdce studies relateq 

with municipal revenues such as: taxes, tariffs, and services, for the 

purpose of establishing a tax system that will make effective municipal 

economic independence. It will also carry out studies in relation with the 

taxes in favor of the IDM. 
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BUMHARY OF IDK PERSOmL 

I Board of Directors ••••••••••••••••••••• 	3 Directors and 

3 Alternates 


-II - H4naqament ••••••••••••••••••••••••••••• 	1 Manaver 
1 TYPist~Seor.tary 
1 Typist 
1 Janitor 
1 Mesaenqer 
1 Driver 

III - Auditor's Office ••••••••••••••••••••••• 	1 Auditor 
1 Typist 

IV - Leqal Advice ........................... 	1 Lawyer 


V - Departments: 

A. Technical Department ••••••••••••••• 1 Chief (Civil Enqineer) 

Sections: 
a. Project Studies ................ 1 Chief (Civil 	Enqineer) 


1 DrafulDlan 

h. Bida and Work Supervision •••••• 1 Chief (Civil Enqineer) 

B. Administrative 'Department •••••••••• 1 Chief (Economist, Public 
Administration Field) 

1 Executive Secretary 

Sections: 
a. Accountinq ..................... 1 Chief (Certified Public 


Accountant) 

h. Personnel •••••••••••••••••••••• (Same as B) 

c. 	 Traininq and Administrative 
Assistance •••••••••••••••••••• 1 Chief (Economist, Public 

Administration Field) 
3 Regional Instructors 

C. Finance Department 

a. Credit and Loan Control ........ 1 Chief (Economist) 

h. Revenue •••••••••••••••••••••••• 1 Chief (Economist) 

Total Personnel of 1DM •••••• 25 persons 
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COST ESTIMI\TE OF FEES ABD SALARIES OF mg MUNICIPAL DEVELOPMENT 
IH8l'lTUTE ( IDK) 

1) Board of Directors: 

Total Monthly 'ota1 AnnuallY 

3 Directors, ¢7,500 per month per 
each Director ¢ 22,500 ¢ 270,000' 

2) Management: 

1 Manaqer 
1 Typist-Secretary 
1 Typist 
1 Janitor 
1 Messenqer 
1 Driver 

55~000 
14,000 
12iOOO 
8~000 
6iOOO 

12,000 

660i OOO 
168,000 
144,000 
96,000 
72,000 

144,000 

3) Auditor~s Office: 

1 Auditor 
1 Typist 

30~000 
12,000 

360,OL_ 
144,000 

4) Legal Adv1ce : 

1 Lawyer 30,000 360,000 

5) Tec~,ica1 DeEartment: 

1 Chief (Civil Engineer)' 
2 Civil Engineers at ¢25,000 each 
1 Draftsman 

30,000 
50,000 
18,000 

360,000 
600,000 
216,000 

6) Administrative Department: 

1 Chief Economist 
1 Economist 
1 Certified Public Accountant 
1 Executive Secretary 
3 Regional Instructors at ¢l8,000 each 

30,000 
25,000 
25,000 
20,000 
54,000 

360,000 
300,000 
300,000 
240,000 
648,00q 

7) Finance Department: 

2 Economists at ¢30,000 each 60,000 720,000 

25 persons ¢513, sao ¢6, 162, 000 

UNClASSIFIED 
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Il3TIMI\TE ON FURNI'lURE AND OFFICE E~IPMENT OOST AND MEEre OF THE 

MUNICIPAL DEVELOPMENT INSTITUTE 


(IDM) 


I FURNI'ruRE 

7 executive desks at ¢24,000 each ¢ 168,000 
6 desks for Chief of Sections at ¢28,OOO each 168,000 
1 desk for Secretary 15,500 
3 small tables for typewriters at ¢5,500 each 16,500 
2 tables at ¢12,OOO each 24,000 
1-tab1e for the Board of Directors 55,000 
7 executive chairs ~t ¢14,000 each 98,000 
6 chairs for Chief of Sections at ¢6,500 each 39,000 
3 chafrs for Secretaries at ¢5,500 each 16,500 
6 chairs for the Board at ¢16,000 each 96,000 
1 set of furniture for the Manaqer's room 45,000 

10 fi1inq cabinets at ¢20,500 each 205,000 
1 table for th£" draftsman 25,000 
1 chair for the draftsman __--...9'r...,;S"",O...;..O ¢ 981, 000 

II OFFICE EQUIPMENT 

3 typewriters at ¢69,800 each ¢ 209,400 
1 portable typewriter 30,000 
1 calculator 39,800 
1 addinq machine 36,950 
1 mimeograph machine ' 183,500 

15 inkstands at ¢500 each 7,500 
12 rulers at ilOO each 1,200 
1 set of drawing equipment 5,000 513,3S0 

III VEHICLES 

2 jeeps at ¢500,000 each ¢ 1,000,000 
1 station wagon 750,000 
3 jeeps at ¢500,000 each * 1,500,000 ¢3,250,000 

TOTAL: ............... rfr4, 744, 350 


a) Furniture ...................... i 981,000 
h) Office Equipment ••••••••••• 0 513,350 
c) - Vehicles ...•.....••....•..•.... 3,250,000 
d) Continqencies .................. 1,000,000 

'l'C7'rAL: • • • • ¢5,744,350 

* Purchase may be delayed.until rOM has begun its 1endinq activities. 
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ESTIIfS.TE OF OPERATIONAL OOST OF '!HE MOHICIPAL DEVELOPMENT 
INSTITUTE (IDM) 

Salaries and Fees 

Supplies 

Per 	Diem: a) Plant Personnel: 360 days 
at i1,000 each 

b) 	 Reqional Instructors: 
180 davs each Instructor at 
il,OOO per day 

Transportat ion 

Representation Allowances 

~aBo1ine for Vehicles 

Office Rental 

Continqencies 

Insurance 

¢6,162,000 

500,000 

360,000 

540,000 

150,000 

500,000 

500,000 

300,000 

9,012,000 

500,000 

1,000,000 

TO~: •.~10,512,OOO 
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LENDING POLICY OF THE MUNICIPAL OEVELOPMENT INSTITUTE (IDM) 

1. Taking into consideration that all municipalities have deficits concerninq 
public works and services, the IDM will establish priorities to grant 

loans to the municipalities, based mainly on projects which refer to community 
welfare works or redeemable investment. Considerinq the annual income and : 
budqet of the municipaHties, it is estimated that they can repay loans for 
an amount up to 3~ a year of their ordinary income established in their 
annual budqets. This means, for instance, that this amount multiplied by a 
10 years te~ will raise a substantial amount for a municipality to build 
important public works. Small municipal!ties havinq a very small annual 
budget will be qro'olped toqether whenever it iB possible to increawe their 
credit capacity. 

Priority will bEt given to revenue producing projects, including: 

a. Markets and slaughter-houses 
b. Bus terminals 
c. Electdci ty 
d. Water 
e. Roads 
f. Movies and theaters 
g. Tourist works of redeemable investment 
h. Urbanization works such as street paving, etc. 

The IDM will coordinate projec~d such as water and electricity with the 
appropriate Government agencj~s in charge of these projects. 

The IDM will alao be able to finance certain projects which, though not 
redeemable or whose redeemability is very slow, are necessary to promote the 
development of certain regions and can be implemented with local development 
committees. In this area, priority will be given to projects which facilitate 
jntermunicipality cooperation. 

Non-redeemable investment projects include the followinq: 

a. Community Center 
b. LibrarieR 
c. Cultu'a~ ~enters 
d. Sanitary Units 

2. Division of Loan Portfolio 

The 37 municipalities classified in Category I will receive approximately 
6~ of total lending resources and the remaining 119 Category II municipalities 
will receive 40~ of total resources. The reason for these allocationa is to 
support development of the larger municipalities. No municipailties will be 

UNCLASSIFIED 




UNClASSIFIED 
ANNEX II-G 

Paqe 2 of 2 

oliqible to receive more than the equivalent of ¢12,000,000 (approximately 
$100,000). 

3. 	 Term Period and Interest on Loans 

IDK will make short, medium and lonq term loans. No loan will exceed 
more than 10 years. Borrowers may be qranted a qrace period on repayment 
but it will not exceed two months for each year of loan. The interest 
,to be charqed on the loans will be no more than l~ per year, but not less 
than 6'1. per annum. 

4. 	 Special Clauses in the Contracts 

Contracts entered between the IDK with the municipalities will include 
clauses committinq the municipalities to improve their tax and administrative 
systema and to cooperate with the Institute whenever it is necessary. 

5. 	 Repayment Plan 

Each municipal! ty borrowi lIq funds must present a plan for repayment. 
!'his plan must be reasonable Uld within the means of the municipality and 
the scope of the purpose of the loan. 

6. 	 Limit to BorrowinSl 

No municipality C~I hava more than $100,000 outstandinq. 

7. 	 Self-Help 

Each project must show that the applicant can raise at least 15'1. of . 

the total cost of the project from resources other than IDK. 


(3. 	 !·:aintcnn.'Jc0 Provi.::;ion 

All pro,j =cts financed by rDto1 r,hnll hn'fC~ adc'lnntp. provisions for 

maintenance. 
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SCHOIARSHIP AND TRAINING OOSTS IN OOLLARS 

1. 	 The present average costs for training are shown below: 

Per man year traininq in United States 

Per man year in Central America 

Per man year in Argentina 

Per 30 day observation trip in United States, 


Puerto Rico, or Central America 

Per man year in 3rd. Country 


2. 	 Present estimates for training needs over the first 
four years of the project are as follows: 

2 man-years in United States (2-1 year echo1arship) 
2 man-years in United States (4-6 month study courses) 
4 man-years in Central America (8-6 month work-study 

courees) 
1 man-year in Argentina (2-6 month work-study courses) 
8 observation trips (8-30 day trips) 
1 man-year in 3rd. country 

$ 	8,200 
5,000 
7,000 
1,400 

4,000 

16,400 
16,400 
20,000 

7,000 
11,200 
4,000 

'IDTAL: $75,000 
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DISTRIaJTION OF TECHNICAL ASSISTANCE 

EXPENDITURES IN LOCAL CURRENCY 

As presently planned, the 9.5-man years of technical assistance 
will be required. For the purposes of planninq local expenses this 
fiqure has been increased to 10-man years. It is esttmated that each 
loan financed will have local expenses of $5,000 for a technical expert. 
The total expense for this part of the project is esttmated at $50,000 
equivalent. 

Per-man-year Expenses 

(In U.S. dollars) 

In-country travel $2,000 

Per diem 1, ,JOO 

TDY, conferences, etc. 1,000 

Miscellaneous 1,000 

Total: $5,000 
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REPRESENTATIVE BUDGE'I5 OF MUNICIPALITIES 

The Ministry of Interior classifies all municipalities except Asuncion 
into one of two cateqories. The classification is based on population, 
economic resources and potential qrowth. There are 37 municipalities in 
Cateqory I and 119 in Cateqory II. 

Listed below are the annual budqets for the last five years of the 
Cateqory I municipalities and of some representative Cateqory II municipalities. 

CATEGORY I 

I n G u a ran i e s 

_1966 _1967 1968 1969 1970 

AreguA 
Arrovos y Esteros 
Caacup~ 
Caaquazl1 
CaazapA 
CapiatA 
Caraguatay 
CarapequA 
Concepci6n 
Coronel Bogado 
Coronel Oviedo 
Encarnaci6n 
Eusebio Ava1a 
Fernando de 1a Mora 
Horqueta 
ItA 
Itaugu~ 
Larobar~ 
Luque 
Paraguad 
Pedro Juan Caballero 
Pilar 
Piribebuy 
Son Bernardino 
San Estanis1ao 
San Ignacio 
San J08~ de los Arroyos 
San Juan Bautieta(Mis.) 
San Lorenzo 
Villa Hayes 
Villa del Rosario 
Villa de San Pedro 
Vil1arrica 
Vil1eta 
Yaquar6n 

1,375,000 
990,000 

3,352,000 
4,500,000 
1,171,000 
1,446,500 

850,000 
970,000 

7,132,000 
787,800 

5,376,000 
20,014,200 
1,200,000 
3,983,500 

953,500 
2,674,000 
1,565,000 
2,675,000 
5,779,000 
1,500,000 
5,050,000 
2,190,000 
1,000,000 
2,481,960 

700,000 
1,277,000 

872,500 
1,221,500 
5,765,000 
1,103,000 

950,000 
2,821,000 

10,119,178 
050,000 

1,600,000 

1,308,500 
-990,000 

3,180,000 
5,365,000 
1,323,000 
1,787,000 

850,000 
970,000 

8,000,000 
789,700 

1,000,000 
4,712,850 
1,067,800 

1,880,500 
2,700,000 
5,314,552 
1,574,000 
5,815,000 
2,%3,000 
1,0':)0,0'.'0 
2, ~i13, O,~I) 

7'17,~:,1 

1,3'l'J,G~IJ 

895,OCJO 
1,662,300 
6,000,000 
1,125,000 
1,086,000 
2,225,000 

1,937,000 
1, 383,(lr.0 

1,375,500 
1,189,750 
3,062,000 
4,217,000 
1,085,000 
1,987,000 

850,000 
970,000 

8,500,000 
813,000 

7,870,000 
19,138,075 

1,500,000 
4,712,850 
1,133,700 
2,674,000 
2,103,000 
3,768,000 
6,854,000 
1,574,000 
5,910,000 
3,886,500 

923,000 
2,303,000 

7'/0,000 
1,379,000 

908,000 
1,605,000 
6,000,000 
1,146,000 
1,086,000 
2,283,000 
9,872,000 

1,510,000 

1,308,500 
990,000 

3,353,000 
4,089,000 
1,305,220 
2,388,500 
1,250,OUO 

970,000 
11,OeO,000 

863,000 
7,595,000 

16,575,000 
4,237,000 
5,525,000 
1,196,000 
2,670,000 
1,828,500 
3,200,495 
5,693,000 
2,600,000 
5,428,000 
4,113,600 

930,000 
2,809,557 
1,193,505 
1,352,500 

950,000 
1,574,700 
6,1%,500 
1,146,000 
1,r73,000 
1,796,000 
8,609,000 
1,177,000 
1,994,500 

1,146,500 
1,357,000 
3,353,000 
4,284,000 
1,085,000 
2,341,000 
1,250,000 

970,000 
10,000,000 

845,000 
7,142,000 

17,435,000 
2,460,845 
6,000,000 
1,221,000 
3,354,544 
1,428,000 
~,lG5,OOO 

6,890,000 
3,240,000 
6,000,000 
1,355,000 
1,418,560 
3,364,781 

1,362,SOO 
981,000 

1,742,000 
.9,103,682 

1,119,500 
1,096,000 
1,958,200 

12,282,000 
1,550,000 
2,052,f'lGO 
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CATEGORY II 
I n G u a ran i e '8 

Ybycul 
Caapu~ 
Capi tAn Miranda 
CambyreU. 
Carmen del ParanA 
Fuerte 01impo 
Guarambar~ 
Col. Independencia 
Iala Pu~ 
Limpio 
Quiindy 
San Juan Nepomuceno 
Tobat! 

1966 

987,000
446,700 
350,000 
380,160 
499,900 
684,000 
570,500 
412,177 
488~000 
600~OOO 
600,000 
430,000 
650,000 

1967 

897,000
446,700 
350,000 
380,160 
499,900 
631,000 
541,000 
414,444 
457~500 
621~ 000 
705, ('~IO 
454,000 

1968 

788,600
446,70C 
380,000 
394,160 
492,000 
631,000 
532,000 

447,000 
585,000 
750,000 
454,000 
650,000 

1969 

1,161,000
571,000 
460,001j 
420,orJO 
449~OOO 
131,000 
541,000 
474,950 

1,030,000 
585, 000 

1,012,624 
485,100 
650,000 

1970 
t 

1,390,'000
5.14,.900 
420,COO 
440,390 
449,200 
631,000 
541,000 
474,950 

1,114,000 
585,000 

1,000,000 
485,100 
710, 000 
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PARAGUAYAN POPlJIJI.TION GRQt1TH AND PROJECTIONS B'l URBI\N, RURAL 

AND SHIFTS FROM RURAL 'ID URJ3I1.N, 1960 - 1965 

Urban 1/ Rural Rural.Urban ~J Total 
Year Population Population Population Population 

(1000) (1000 ) (1000 ) (1000) 

1960 
1961 
1962 
1963 
1964 
1965 
1966 

° 1967 
1968 
1969 
1970 
1971 
1972 
1973 
1974 
1975 

622.9 
642.6 
663.5 
685.5 
708.7 
733.3 
758.9 
786.2 
814.7 
845.1 
875.5 
908.4 
942.6 
978.1 

1,014.8 
1,052.9 

1,128.3 
1,158.8 
1,190.9 
1~224.5 
1,259.8 
1,296.7 
1,335.1 
1,375.0 
1,416.2 
1,460.4 
1,503.5 
1,550.8 
1,599.5 
1,649.7 
1,701.5 
1,754.9 

1.6 1,751.2 
1.8 1,801.4 
2.0 1,854.4 
2.1 1,910.0 
2.2 1,968.5 
2.5 2,030.0 
2.5 2,094.1 
2.7 2,161.2 
2.8 2,230.9 
3.1 2,305.5 
3.4 2,379.0 
3.4 2,459.2 
3.6 2,542.1 
3.7 2,627.8 
3.13 2,716.3 
3.9 2,807.8 

11 	 Urban in Paraguay includes all villages of whatever size. Defining 
rural as all less than 2,500 would eliminate 110 towns with a total 
population of 110,843 and set urban and rural at 29.7 and 70.3 percent 
respectively. 

11 	 Number of persons shifting f=om rurnl to urban. 

Source: Rural, urban and i:.otnl popuL:1t ll)n to 19f)5, nnd total popUlation 
projections to 1975, Secretariat of PL':1ninq. Rural and urban projection 
~.j65 to 1975 calculated as follows: 1%0-1975: A .1 percent shift per 
year in population from rural to urbun. 1966-1975: A .14 percent shift 
per year in popUlation from rural to urban. 
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ESTImTED roPUlATION p;r URBAN AND RURAL 1950 - 1970 

1 9 5 0 1 9 6 0 1 9 7 0 
Location Number Percent Number Percent Number Percent 

(1000) ~1000) t1000) 

Paraquay 1,343.1 100.0 1,752.1 100.0 2,379.0 100.0 

Total Urban 466.0 34.7 622.9 35.6 874.2 3~.8 

Asuncion 209.9 15.6 294.4 16.8 437.0 18.4 

Other Urban 256.1 19.1 328.5 18.8 437.0 18.4 

Rural 878.1 65.3 1,128.3 I 64.4 1,504.8 63.2 

.:::'~: Census of Population and Housinq, by Esteban Lederman and Arnalda 
Si1vero, w~a P1anificaci6n de los Recursoa Humanos en 91 Paraguay·, 
Revista Paraquaya de Sociolog!a, No. 12, Auqust 1968, paqs 20. 
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OfECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress) 

In the right-hand margi~, for each item write answer or, as apprc;)riate, 
a summary of required discussion. As necessary, reference th·.; secdon(s) 
of the Capital Assistance Paper, or other clearly identified and available 
document, in which the matter is further discussed. This form may be marie 
a part of the Capital Assistance Paper. 

The following abbreviations are used: 
, 

FAA - Foreign Assistance Act of 1961 , as amended. 

App. - Foreign Assistance and Related Agencies Appropriations Act, 1971. 

MMA - Merchant Marine Act of 1936, as amended 

COUNTRY PERFrJRMANCE 

l:~grcos Towards Country Goats 

1. FAA § 208; §.251(b). 

A. DeocM:be extent to which 
country 	is: (1) The Goverrunent of ParaF:;uay t~__ 

m::t.de substantial progress in ne.l 
proGrams desicned to increase food 
production. Durin~ the period 1964 to 
19~9 production of wheat increased from 
8,800 MT to 32,000 /v1T, soyheans from 
10,000 MT to 22,000 r.IT, and rice from 

(1) Maki71{1 appropriate effol'ta 	 2C JOO MT to 27,100 MT. Further 
to increase food production , .~ansion of food production i" 

and improve mearw for food planned. 

storage and di8tribution. 


(2) Bccently thr; (;O? enacted a new 
invr.!~lllenJ, law (Ley No. 211), Nov. 9, 
leI iO) Vlhj ell 0 ffers advru1 taf1;/Cous terms 
ror rOl'f:!ir~n invc::.i.or:" A pri vui,e 

(2) 	 Creating a favorab te climate J"cvclopJl1~nt B<II1J, (Cor,IDESA) crcat,cct 
with AID assistance is now operatinr..for foreign aMd domestic private 
The rf-)p has repeatedly enco:lra',:cr]enterprise and investment. 
forei~n private investors ru~ ~tron~Jy 
supports AID's investment ~uarwltee 
programs. 

1 
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(3) Increasirtg the pub ti.c '8 
1"OZer in th. detJBlopnentat. 
pm /!IU'" ­

( 4) (a) Allooating availab t.e 
buqgetary resouroes to 
dBtJelopment. 

(bJ Diverting Buch 
resouroes for unneceosary 
military expenditure (Bee 
atoo Item No. 16) and 
intervention in affairs of 
other free and independent 

ANNEX III, - Page 2 of 19 

(3) This project, the educational 
development program, and the recent 
creation of regional development 
commit:,ee in the principal cities out­
side Asuncion, will increase the pub~ 
lie's role in the devElopment process. 
The GOP provides land to colonists and 
technical assistance to small producers. 

(4}(a) Paraguay allocates SUbstantial 
portion of its national budget to 
development. 

(4)(b) AID/W hag reviewed the level 
of Paraguay's military expenditures 
and found it to be within acceptable 
limits. A considerable part of the 
Army's Engineer Command is devoted to. 
construction of farm-to-market roads. 
There is no known intervention in the 
affairs of other countries. 

nations. (See atso Item No. 14 .J 

(5J Wi 7, ling to (xmtribute ftends to 	(5) The GOP is ma.l<;,in~ a Gubst.:l.l1tial 
the project 01' p.fYl!Jram. 	 contribution ($lWO,OOO) to the project. 

It will also provide the project with 
its ruU1Ual operating expenses. 

. 2 
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(6) Making economic~ 80cial. (6) The GOP has recently passed 
and po Ziti cal 1'ef01fTl8 8uch as ei~ht tax measures which, to­
~ colleotion improvements and gether with improved collection 
changes in land tenU1'e al'1'angements, efforts increased tax revenues 
and making prog1'eso toward 1'espeot from ¢G.6.7 billion in 1967 to 
fof' tho ,-utI!! of ttIJ. /'r'eedom of ¢B.B.5 billion in 1969. It i8 
ea:pression and of the press. and expected that the GOP will 
reoognizing the impo1'tance of enact shortly a revised income 
individual. freedom. initiative. tax law which will be broadly 
and private enterprise. based. 

(7) Adhenng to the principles Of (7) ParaGuay adheres to the 
the Aot of Bogota and Chal'tel' of principles of the Act of 
Punta 	del E8te. Bogota and the Charter of 

Punta del Este. 

(8) Attempting to repatl'i,ate capital 	 (8) Not applicable since 
invea ted in 0 ther oountl'ios by its Paro.e;uay I s inves tmen t. in other 
own 0":Haerw. countries is ne~liGible. 

(9) A new ConstitutiDn was 
adorted in flov. 19(,{, .:hieh, by 
provj dir.c a popu1arl:; elect.ed 
ui-cwnl~rLl,.l. lc:~isJ [,.Lure, in­
ercLl.~c:: popul:cr p::.r~ icipaj~ton 

(9) Othcrwisp. reoponding to the vital in covcrrul!('ni. I'arn..'url,V .~;:; 
economic, pol7't1:cal, and 8or..-1.aZ dcmc'l!:;'.nn.ill" :, c] .~,~,. uc'.enn­
concerrw of ita people, and demOl1.8 trating inaU.C:l ~c L.L!,:(' c:';'cctiv 
a clear determination to take effective ::elf-L(:lp r:.(~l~·I~r"! a:-, 

Belf-help mr.aOU1'eo. '~:loHn by rC'C:l'r~'~ increase 
in r.nllec1 ior: of v",r:iOll~~ kinds 

of tEt.Y.e[:, a.nd eontrlbuti(ln~ frol'i i~,::; 0',','): SOllrce~ ~..(i,,'lL'..rcl :',;'xicuJ.'c.ure a.nd 
cducn:LiCIY:cl rr:f'o:;;;:. '1'11(: '~nf' !In.,~ .jr::r.on::j.ro.!r:l i'!' dC:,clT,:'n·',;'io!l to 

B. Are ahove facioro t(1k~'I'i~ltO (2'~"f)Wlt, in im}llC't::'!rtt. (,lid' LlJld All" 
the fUl'rIiBhirzg of VIe 8 W),jcr.t onr: {i1f,(PJ(,~? r.:: "(·,lUL,:::,d ,;rj :;c:U'-hc]p 

11',(" ~!·.I.; I' (' ;'.,' 

n. Th. [l.bo'll' f'ac 7 ors have 'I 

ll'f'll t.a1'(,J': in: c· accc,unt in 
tL'_' :'llrnLi1in:' u! sub,:icct 
[j,~::;i:~L:l.ncc . 
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rJ'"eat1nent of u.s. Citisens 

I. 	 'FAA Q 620(c). If aDSistanc8 is 
to gov6r1111'1ent" is the goveJ'"11M6nt 
liable as debtoJ'" OJ'" unoonditiona1. 
guarantoJ'" on any' debt to a u.S. 
C1: tiaen foJ'" goods OJ'" el!1'viaes 
fUrnished 01' ol'de1'ed whe1'e (aJ 
suoh citiaen has emausted 
available legal- remedi ..:!1J and 
(b) tkbt is ~.ot denied 01' 
oontested by such government? 

J. 	 FAA I 620(e)(1). If asswtance 
i8 to a.government, has it 
(includi~ government agencie8 01' 
8ubdivieions) taken any action 
which has the effect of tUItional­
izing, erp1'opl'iating, 01' othenrige 
8eiai~-O!Jne1'8hip 01' oont1'ol- of 
property of U.s. citizeru~ 01' 
entities beneficiaUy C'1.';wd by 
them without taking steps to 
discharge ite obligations 
toward 8uch citiaens 01' entities? 

2. No such cases are known to 
exist in Paraguay. 

3. Not applicable. 
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4. 	 FAA , 620(0); Fishe~en'B Protective 
Act. 8.5.· If cozmtl"1/ has Beiaed~ 01' 

lmpooed any penalty 01' Banotion ~ainst. 
any U. S. fishing vBBsal on aaoolDtt of 
ito fiohing aotivitiBD in international 
watOl"D. 

a. has any deduction I'equired by 
FiehBrmen'8 Pl'Oteotive Aot been made? 

b. has complete denial of aBeietanae 
been aonsidered by A.I.D. AdminiBtrator? 

Re1.at1:ons byUh U. S. GOVCr'r/lTlellt and 0thel" 

Nations ' 


5. 	 filA ~ f~(l(rlj. If aD['.intm1Cc iR for 
any product1:vc enterpriae which wi U 
compete in the U.S. w1:th U.S. enter·, 
prine, {r, t/1Cr'C an agr'l?cmcn t by the 
recipiellt cozmtr'1j to pr'event export 
to the U. s. of mOr'e than 20'l of the 
enterprisl?'8 mmual production during 
the l1:fc of tiJc loan? 

6. 	 FAA § 620(,7). /Ian the co lPl f,I'!; 
permitted, or' faUed to tak" 
adequate moa8ta'ca to prevO/It, t,hc 
damage or' deatruction by nvb act,io1l, 
of u.s. proper't1J? 
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4. Not applicable to Paraguay 
as it is an inland country 
without any fishing activity 
in international waters. 

Not 	applicable. 

Not 	applicable 

5. 	 Not applicable. 

6. There have been no 
incidents or <lnJTlal~c hy mob 
action acainst. U.::;. property 
in Pn.rn..'~uay. Adequate measurc:> 
have been tnJwn to prevent 
thcm. 

'5 
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FAA 0 620rzL If the count1'Y has 
failed to institute the investment 
guaranty progran fof' the specific 
risks of e:z:propl'iation" in con­
vertibility Of' confiscation" has thB 
A.I.D. administration ~ithin the past 
year consid~red denying assistance to 
suah government for this reason? 

8. 	 FAA § 62O(q). Is the government of 

the reoipient country in default on 

interest or principal of any A.I.D. 

loan to the country? 


9. 	 FAA § 620 (tJ • Has the COW1try 
Bevered diplomatic relations with 
u.s.? If so, have they bocn resumed 
and have new biZateraZ GEBia tance 
agl"eements been negotiated and entered 
into since such resumption? 

10. 	 FAA 9 620(uJ. W1lat is the payment 
statUE of the countT'1J's U.N. 
obLigations? If the oolmtry is in 
arrears, were such arrearage taken 
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7. Paraguay has signed a Speci~.~ 
Ris\, Guarantee Agreement with the 
U.s. 

8. Paraguay is not in default 
on interest or principal on any 
AID loan. 

9. Not applicable. Paraguay 
has ,consistently naintained 
diplomatic relations with the 
Unhed States. 

10. Paraguay is not delinquent 
on its U.N. obliGations. 

{'1to account by the A. I. D. Au..l.niniatl',ator 
in determining the currprlt A. I. D. 
Operating Year Budget? 

11. 	 FAA a 620(n). Does recipient country 11. According to the best 
furnish assi~tance to Cuba or fail to informa:'ion available, pn.ra.cu~r 

take appropriate otepo to prn'ent [l].lCY1S non'.:~ of the prescribed 
ships or aircraft under ita nr'lf~ from ·,:"cti'fL~_,ie~ . 
carrying cargoes to or from CUbR7 
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12. 	 FAA § 620(b). If assistance is to a 
government, has the Secretary of State 
determined that it is not controlled 
by the international Communist movemerit~ 

13· 	 FAA 0 620(t!. Is recipient country 
a Conununi'st country? 

14. 	 FAA H 620(i). IB n3aipient country 
in any ~J involved in (a) 8ubversion 
of~ or military aggre8Bion against~ the 
u.s. or any country receiving V.S. 
a8eiatance~ or (b) the planning of 8uch 
Bubvercion or aggre88ion? 

fAA § 620(n), 
Does recipient country furnieh goods 
to l'Iort71 Viet-Nam or. pemit Hi.ips or 
aircraft under its fiO(] to ca'PI'!i 
cargoes to or from North Viet-Nam? 

Military Expenditures 

16. 	 FAI. B 6?O(a). r.?wt percc'1tage of 
country budget i8 for TTJ1: l7: t~:l'y . 
expcndl:turcn? liow mudz or r'.Jl:,?l,r7rl 
exchange reoourcr.n opr::t!t on 11;:.1 i t nry 
equipment? !low much CpCIl t. Ir)' t h·' 
purchase of oop~iotic~tcd 11,l"a:':~'\:i1 
DyDtems? (Con8'1-derahon of ilz,'''r:: 
points to be coordinated wU.h Pf(-:/!~AD.) 
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12. The Secretary of State 'Ie.., 

determined that Paraguay is 
not controlled by the communist 
movement. 

13. No. 

14. Paraguay is not in any 
way so involved. 

15. According to the best 
information available, no 
Parac;unyan ships or aircraft· 
transport. cnr,:::oes t.o or from 
North Viet.. N01n. 

16. Nineteen percent of 
Pnr[lJ~uay' s budget fer ] 970 was 
allc".'2.ted t.o th~ l'i:d~·,l.ry of 
j)e[·cn:~c:. An (SUJ~~:j,"cl t1.2 
rr.i J lion ill ford ':1 'Cx~h:m.~c 

1'0.: ullrcc,':: Here' ;;11'_:1", on r..ili tru'Y 
("I'd)':'J~;I~' ill l'f'~J (no fiCurc:c 
:t·I:L:i.labll~ for l~/(O). j:o flmr);; 
'..:<:1'c C:;·:-YlcncJecl on scp!:i~t.icatcJj 

\.;. '·IT)()n~ r;yc tern". AIl,!,"; han 
rlc l .c!111inctl that. Pn.ra':u2.:r is not 
dcvot.illi" an UJU1cccs::;ary pcr­
CCll~.a.·:c: of it.:::; budc;et for 
mili Lury purpose~. 
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CONDITIONS OF THE LOAN 

17· 	 FAA 0 201(dJ • . b1formation and 17. Loan terms are consistent 
conclusion on reasonablene8s and with u.s. and ParaBuayan laws. 
legality (under lCl1J)S of oountry and The lending terms of the loan are
u.S. J of lending and relending terms considered reasonable in comparison
of th e lO:2n. with other sources of financing 

available. 

18. 	 FAA 6 2510)(2); Q.251(eJ. 18. The activity :is concluded 
Information and conclusion on to be economically and technic 
activity's eoonomic and technicai ally sound. The application 1', 
soundness. If loan is not ma4e pursuant this loan, plus detailed dis­
to a multilateral plan, and the amount cussions before and after 
of the loan exceeds'~100,000, has oountl1/ rec.eipt of the application g:!.v 
aubmitted to A.I.D. an application for sufficient information and 
such funds together rJith assurances to assurance that the funds will 
indicate that funds rJill be URed in an be used in an economically .~d 
economically and ~echni"ally sound technically sound manner. 
manner? 

8 
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20~ 

21.. 

22. 

23.. 

1240-2 


FAA ft 2S1fb). Infomration and 
conol.usion on oapaci ty of tn. 
countJ'!l to I'epay the toan" 
inoludiHg re80nablene88 of 
repayment p~Bpeots. 

FAA H 61 J(a) (1). PriOI' to 8igning 
of Zoan wiZt thel'e be (a) engineel'­
ing" financial" and othel' plana 
neces8ary to carry out the as8i8tance 
and (b) a I'eaBonabZy fiPm estimate 
of the cost to the u.s. of the 
assi8tance? . 

FAA § 61 J(a)( 2). If fUY'thel' 
Zeglelative aation io l'equil'ed wi thin 
I'ecnpient countryJ what is basis foY' 
Y'easonablc expeatation that such 
action "Jill be completed in time to 
p(Jrrfli t ot'deY'ly aaaomp7.iahment of 
purposeo of loan? 

FAA f, G1Ue). If loan ie fol' aapital 
at:aiata.nccJ and aU U.S. aooistance 
to pl'oject noo) exceedn $1 million, has 
MiBn {m1 Dil'cawY' cCY'tified the country'8 

aapahilitH effectively to maintain and 
utili;.w the pY'ojeat? 

FAA § 251(b). InfoT'TT7atioll am 
oOrlolusion on avai lahiU ~J of f1:nm!c{ng 
from 0 thel' fl'ee-wol'ld e OUl"CCO J inc lwHng 
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19. It is concluded that Paraguay 
has ~;he capacity to repa;y and that 
therl! is reasonable assurance of 
repa:/Illent. 

20. There will be financial and 
technical assistance plans prior 
to the signing of the loan. A 
reasonable estimate of the cost to 
the U.S. of the activity to be 
financed has been obtained. 

21. Congressional ratification of 
the loan is necessary. Lesislation 
establishing IDJ.l must be enacted. 
Based on the stat~d interest of the 
('.op and assurances from the Execu­
tive Branch, there is a reasonable 
basis to anticipate that lecislative 
action will be taken in time to 
pelmit ord~rly accomplishwent of 
loan purposes. 

22. See Annex I for J.lisGion 
Director I s Certification. 

23. FilHU1cinc: for this project is 

not a'railable from other free-world 

r:ourr.c::;, includ inc; privai.~~ "our::cc 


private soW"aeo within the United :;tatcD. Hithb the U.S. 

9 
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Loan'o Relaaonnhip to Achievomenf!. 
of Country and Rf!{Jional Goats 

FIi,1 ~ ~n('; ~ 2,fi1(a). E=tQnt to 
whiC'h- aooiotance refteats 
appropriate emphaois on; (aJ 
encouraging development of dem­
ocratia economic, political, and 
social institutions; (bJ self­
help in meeting the country'o 
food needs; (cJ improving avail­
ability of trained manpower in 
the country; (dJ programs designed 
to meet the country's health needs, 
or (e) othel' important al'eas of 
economic, political, and social 
development, including industry; 
free labor unions, cooperatives, 
and voluntary agencieo; 
transportation and communicationj 
planning and pub lic admi ni8 tration; 
urban development; and modernization 
of exia ting lauJa. 

25. 	 FAA § 209. Ia projr " susceptible 
of exeaution ao PI ·t of regional 
project? If ao why ill project not 
80 exeauted? 

26. 	 FAA 8 2!)J(b) (3). Informat7:on artd 

conclulJion on activity'8 relation­

chip to, and corwio tency wi tlt, 

other development activitiea, and 

ito contrihution to realizable' 

long-range objectiveo. 
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(a) The effect on democratic econom­
ical, political, and social institu-. 
tions will be a direct one. Improved 
local government and the se~vices 
rendered will create a positive envir­
onment help to bring about increased 
faith i'1. the governmental process 
and broader citizen participation. 
(b) They will assist in increasing 
food needs by developing the munici~ 
palities of the interior as better 
collection points for marketable 
production. (c) A major objective 
of this loan is to improve the quality 
and quantity of local government 
officials in order that they can be 
better administrators in matters of 
general administration 811d tax 
collection. (d) ine proposed public 
works to be fina!lCed by ID;1, 
-slaurshter-,hou;-; e:.;, marktc1: r;, !'oar! s, rru'::' t :i 
use community center::;, ,.::!"u(;. •.... ill have 
a direct effect on ~rovinG health 
condi tions. (e) Throuc;h improved local 
government and public ';/ori-;:s proj ects 
and with the techniccl 1.l1d finat!cial 
assistance of IDM, thiG loan will make 
a major con~ribution to increasing 
loc:U. industry, '"hil(~ impl'o·d.nr; local 
planninr; 2.nd publi~ a.drnini.s r. rat.ion. 

25. The pn'jcct; is not susceptible of 
execution cIS p.:.!"!, or' a re:~ional 
pro,j eeL 

;':). Thi::; pro.jc~":. i:; con:'i.:';~,C!l~·. h'ilh 
l~~li;Urt..'{1 S ric'lclnpmcnt plQ.l1 :';,)1(1 AID I::: 
JlrO.~nun. 'Inc pro.i cct",ilJ made a 
:-;i -nif'l~·l.nt; contribution to improvinl~ 
Li t'i! in r~Jr~l area~; of Paraguay. 

10 
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27. 	 PAA 8 261fb)(?). Info:rmatimt 
and DOnol-union on whethol' 01' 

not the activity to be financed 
wilt oontl'ibute to the achievement 
of 8e'Lf-8U8tairn~ ..g growth. 

FAA H281(a). De8c~ibe extent 
to which the loan witt contribute 
to the obJ'ect-{,ve of aBoUPing 
maximwn pal'tiC'.ipation in the task 
0/ e(Jonomic development on the part 
of tiw people of the COuntryl thl'ot(Jh 
t110 encouragement of democratic, 
pl~vateJ and local goverrunentaZ 
.' '18 ti tutionlJ. 

F/.Ii P. 281fb). Describe extent to 
lJJ:Tch program recogm:zcG the 
part7:c1lLar nced, J dC[JirAG J and 
capaciaCll of tlIc p"?opLp. of tJle 
Cl.1wJry; ub:ti;Jr.:~ thr: ()Olmtrd 'n 

• I "'f O'f 1 I

i-1I",,(_,_,,('.ciu.'1£- J'1;.~Cii.C'crt~ to f;l1oolHuge 
ill.'Ji"~tlJt~:onat dCIJe7.opmcnt; and' 
BllppOl'tn civic education and 
t,"O.illi'l[] in okiL 2.e required for 
effective par'ticipation in 
gove~cntat and potitioat pl'OOeOBe8 
e1l8entia'L to eelf-govel'7'UTu.mt. 
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27. Insofar as improvement in local 
government, includine new public 
works and facilities, is essential 
to economtc development, this project 
will contl'ibute to the achievement of 
self-sustail~ing growth. 

28. The objective of this loan is to 
increase the role of local government 
and the participation of local 
communities in the development plons 
in the ~nterior of Par~3U~r. Tn~ 
loan will a~sist in the creation of 
a Para~uayan institution whi~h c~~ 
Give technical and financial acdst­
ance to rural municipalities. In this 
way local c;overmnent. ir.1prove:ncnt wiD. 
be encouraGed. 

29, 1~e loan is a recpon~e to the 
recognition of the pllrti('ulllr needs, 
desires and cllpn.ci ticc of the mU..'1ici­
p[J.itie:~ in the interior of Parn{:uny. 
The:,.- will seek to mobilize local 
support and participo.t..ion throuGh the 
technicnl and finnncial o.csict.nnce 
prot:r,num; of' ruI'I. 

11 
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FAA H 601(n). In'fonnatu," 
'Vld cO~lcl,uoiono rJlle ther 
toan ' ~tt Dncou~g~ D!fopte 
of the 001m try to: (a) 
increase the f7,0tJ of 
.,:ntemational. troda; (b) 
f08ter private initiative 
and compe.tition; (c) 
eHcJOurage deveZopment and 
unc Of cooperatives, credit 
unionR, and savings ana 
l.oan asoooiations; rd) 
di8courage monopoZi8tio 
practiceD; (e) improve 
technical, efficiency of 
indu8try, agricuZture, and 
commerce; and (f) 8trengthen 
fl'ee Zabor unions. 

31. 	 r'AA ~ 619. Ifan[)1:strolca is 
jor nc",)1.!! inde.pend(mt countrtJ; 
1',6 1: t [1.a'niRhed through 
muZ tiZateraZ on;lanizat;,ono or 
pkr.,'J to Ulr'! mnxt:mum e:ctnnt 
q:p!''?pr'1~atr'!: 

32. 	 ~'AA fi 2,~l(h). I>'t[cmat1:o11 cmd 
C.'ClI,.'Zu:J ,:on -':111 u)hct,ilr:r th(! 
l.wi'~1J ·ity 1:8' C(Hln7:8tent with the 
findings and recorrme11riatiortJJ of 
l'hp. Inter-American Committf!e for 
' ;';' AZ7,{,1I1C,7. f or "l'0:J: 1r.::p, in it;n 

: ';;· 'la Z. } 'I ~ I}i~'.1 ~ If rUI Ltnlal. df? ~)<,l.­
'.' p. ; n Lt arJ t 1: tl i t i: L,! ' • 

".t,,-1 ~ ['.!i1 ((I j. r l1jo m;'ll,/:(jIj .-. : ;" 
'cZ'-n-J'fu1J1:or; rm l t lC of 1.OWl t.o 
• [1 do t 1:n rr"::,ro t.{ '~l UII] coc..'ti­
" }'t1ti vc mOllcn(mt in [' ,l tirt 
America. 
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I 
I30. The loan will make a substantial con­

tribution to improve the efficiency of 
industry, agriculture, and commerce by 
upgrading the quB1ity of local government 
in the interior of Paragu8\Y. The varioup 
public works projects that will be finanped 
by IDM will make SUbstantial improvements 
in these and related fields. 

31. Not applicable. 

32. The loan is consistent with the finding 
and recommendation of CIAP in its 1970 
r eview. 

~'.; . ' ~'hl ~ lO O.ll in not directly re l at ed to 
1.1)r ~ , : ·/~ l.l)pll~nt of cooperat i ves, however-, 
it 'i:; 1..H'lievcr1 t hat it ::;houJ.d provide an 
Lnciil't,c . :i'l.imuluG t o form~t ion of 
; OOp l~l'!ll'.ivr.:,. 

12 
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34 I 	 FM e 209; B 25J(b)(8) • 
Information and con~tU8ivn 
w}wtlle1" assistance wiZl 
encxJU'f'age regional development 
progrom8~ and (xmt1'ibute to the 
economic and r~litical 
integroation of Latin Amel'ica. 

Loan's Effect on U.S. and A.I.D 
Program 

35. 	 FAA R 26Ub)(4); H 102. 
Info~ation and conclusion on 
possible effectG of loan on 
V. S. economy, wi th special 
reference to areas of sub­
stantial labor surplus J and 
extent to whidl u.s. corrmJdities 
and assistance ar~ furniahed in 
a manner consistent with improv­
7:71(1 the U.S. balance °of paymentc 
poaition. 

Fk1 fj 601 (h) • Ir:fomation and 
concZw; ion Oil hoz,.' the loan lJiZ l . 
cn,:!oUJ"a.]c U. s. private trade 
(md invf'[~tm("1t abroad and hObJ 

it wiZl encourage private V.S. 
pa ol't{.cipation in fore1:gn 
QFll1istance programa (including 
WIn of private trade channels 
and the sCl'vicefJ of U. S. private 
t;:n-.:..crpnRe) • 

ANNEX III - Page 13 of 19 

34. No direct relevance; howev~r, the loan 
will promote regional development within 
Paraguay. Municipalities on the frontier 
will receive financial and technical 
assistance which should promote further 
economic inte~ration. 

35. The bulk of the loan will be for local 
costs, although a substantial amount will 
be for forei~n exchange costs in the 
United States or other countries of 
Latin America. The loan will have no 
adverse effect on the U.S. economy. 

36. U.S. private trade and investment 
abroad will be indirectly encouraeed 
thrOUGh increased exports of af';riculturaJ. 
products and by-proc'lncts. 

13 




37. 	 FAA R 60Ud). If a aapitaZ 
projeat6 are e~ineariMg 
~Id p~fr.8aionaZ 8eruiaea of 
U,S. firma and theil' affiL­
::atc8 WJed t;(} th€ ma.rimtmt' 
cztcnt aonsio tent wi th the 
nationaZ interentl 

38. 	 PM l1 602. Information and 
aonalWJwn whether U.S. 8maH 
bWJineoo witt partiaipate 
equitabty in the funnio/zing of 
goods and oeroiaea [inarzae by 
the toano 

39. 	 F~A H620(h). Witt the loan 
;-;romote or Moint the foreign 
aid pro,1(?ctn 0,... (lctivitien of 
thn CommzmiD t-Bloc coI..mtrieo? 

0, 	 ,I.' :,~ .:J (j ,? 7 , !f" ,. I ' l,I_l~ ., ; C~ 
'-r--­

'J.:,'1/.r. f::!1'lC!? 7~{; fi17(]1I(!<:d by the 
z...'rnt, i~1f(lrr.1Qt1:()/1 ,1...d cOll~lusion 

! ',';r' U:cr {;7((~h (]:~.'d.'1 t.mlr'e 1,)1~/'l bp 
f,·r>'l:'chcd to t,rze f:J.ll"nt c:r:tent 
P:'·7cticahlc QIJ gouda and pl'Clfp-o­
.' .. 'Jl';al and oth,~[' (JP~)'l:cr.1J from 
r' ,,' "clte r', t f' l'pr j' q" 0'1 11 t'V) /1 tr'7.C't 

Tj' (:1, r {'.. f f.' . '.. • ..~ .,111";: 7~ .. :,1 'n ( ..... ~ ....'1t~l'"I 

.-I{"~a' C"'"/1'/..· " 'J ..... I ,~ .. -1• ~ v 	 ,J I. L..: l" • \' ( ..,' , . .' . , •. I,J t 

1>: ;'c)l-:-::atJa'l al;d C::.l,',.': i' . ,'n; 011 
,,::.,~J' til,"" 'V',' '," ,.... ,'o";'!. .-.. .~ ....,. ~.' ( - ".~ 

:.~ /) L (7 J a}"t~ '1() I'; ....~.'(':;:" ~;~:~'I~ "I~~ 7):I·.·) 

:.. ,~,::.::,. e,:tc7."pr·lr.."" ,,,,,:,i "~:,I, lJ .. · ~,., ;f.'. 

" -:.::2 a!Jle un. thou!. z.,;ciu(? h,tcl'.rel'ct1,,;, 
f " • 

. . 1/ QCmCDt1.C [11'-:;9 UP· IFJ , 
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37. Although untying policies open pr~-, 
curement of theae aervices to other ­
countries, it is anticipated that the GOl 
woUld prefer U.S. assistance. 

38. The bulk of the loan will be for l~ca 
costs, however, AID regulations regarding 
U,S. small business will be complied with 
when applicable. 

39. Not applicable.
I 

40. All technical assistance will be 
~Gntract.ed from private individuals 
and firms. 

al:9T AVAILABLE COpy 

http:Gntract.ed
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AID 1240-1 

FAA B 25:!(a). Total arlOU11t of money41. 	
under toan whi.ch '''3 going d{.7'6ot'ty 
to private entcropri.8e, is going to 
intermediate CJ1Cdi t ituJ ti tuti07'18 
01' other bor1'Ol.Je1'8 for use by pri­
vate enterprise, ie bei~ used to 
finance irrpol'ts fr(7TI private eourcee" 
01' ie othe11JJiee being used to 
fimnce pl'oeuromentE fI'crn private 
eoW'!;e8. 

Loan'8 Compliance with Specific 
Requirf')71entlJ 

42. 	 FAA Po 201(d). IB interest rate 
of war! at l,eaBt 2% pel" annum 
during grace period and at least 
.3% pel' annWl thereafter? 

.43. 	 FAA R 608(a). In[o1"l'll:Lt-':on on 
mean urea to be tak.en to utiliae 
U.S. Gover>nmcnt excess peroonat 
property in lieu of the procure­
ment of new items. 

44.. 	 FAA B 604(a) . Will 

aU o::;r[unoQ:,>ty prom~rcrici1t financed 

under the 'loan be fro·n U. S. I":rccpt 

an otheruise determilled by tJlC 


Preoident? 
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41. Through the intermedrary of 
IDM, an intermediate credit 
institution, all the loan funds 
will be used for purchases from 
private exporters. 

42. Yes 

43. The loan O{7eement will 
require considering the utilization 
of excess property. 

44. Commodities purchased with 
loru1 funds will have their source 
w1d orir,in in the United States or 
other countries as determined by 
the President. 

15 
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AID 1240-2 

FAA 8 604(bJ. What pftovieion is 
mad€' to pftetJent financi~ t):]rrmodi-q, 
prO~Bmont t" buZk at pri~e8 hig~p 
tllan ad;iU8ted u.s. mCU'kst prics? 

46. 	 FAA S 604(dJ. If the host cOtmtl'Y 
discriminates against u.s. marine 
imlt.c.ranc6 campanien, lJiZZ lc(J7l ogre.. 
'"""t rBquiNl that marine i118urarJctJ 
be placed in thtr u.s. on OOImtOditifl8 
financed by the Loan? 

FilA If 601(e). If off-sllCJr'e procure­
mlmt of agricuU!Ct'IlZ commodity Of' 

pr'()duct is to b(? financed, is thef'6 
rrov1:8irm (1!]ai1Wt nuch p!'ocurement 
W'I<:rt t1te domea t!',C p!'~:ce of such 
(!I.':rnr:dUy iB let; El them paI'i PJ 7 

L':'~t~1JJl:J L~l?!!..:-P0.!!.J..· If toan 
j": ;l/mc!".": 'IJater> ny. lJ'atm't-rcZl1.t!Jd land 
rf'Gour'ce ~rzr.trllc+;iort prolject Of' • 

p;'ngram, is th(!N! a b(mf'lfit-cost 
(.'f·I'Tm~taT;1:()n ml1.d~, 1:nnofa!' an pr>acticableJ 

1"~ acco'Y'drmcr '111: th the pl'Ocedu!'ea sct 
ff) ·'ttl! i rt VIP. Memorandl.l1l of the P!'esident 
dO,',';p.d May 15, 19627 

~'!.J!. (7 1 ( r:J • I j' ~Im .J:"rl1.:,'-I;.n int' 

ccnr. tl"ucti()rt arp. t() he /"':I1a...,Cr.n., 

:.I1:zt: tJrQt'1:nt:rm I,ll: ll. b(J maria tJ:.at 

:;JIm; on Zpt on a (''?,'w,Jc#tivc 

rr..'"1',n to mCLrir.l1r.1 e:.;r,r;1lt prac:tir.a1;z'c: 
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45. No bulk commodity pur,chases, 
are plan 

46. This provision will be inc14ded 
in the loan agreement. 

47. Not applicable to this loan. 
I 

48. Not applicable to this loan. 

49. Invitations I for bids for 
construction work will be solicited. 
by IDH. 

'BEST AVAILABLE' COpy 
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50. 	 FAA IJ 620 (g) • What proviBion is 
thOl'l! ~arnll t UBO 01 Bubjeot 
aDsistaneR to eompeneate OWnel'S 
for expropriated or nationattsed 
propp.rty? 

51. 	 FAA ~ 612(b); 6 6J6(h). Describe 
otepo taken to aooure that~ to the 
mazimun extent posBible J the country 
iB contributing local CUITenciea to 
meet the coat of controctuaZ ami 
othel' services J arid foreign c:uJ'1'enoiea 
owned by the U.S. arc utilized to 
meet the cost of contl'cl(Jtu.al and othel' 
ocrvices. 

52. 	 APE. E! 104. WilZ any loan funda 
be WJcd to pay perllJions, eta., fol' 
military personneZ? 
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50. Not applicable. 

51. The GOP will contribute local 
currencies required for the project 
to the maximum extent possible. 
There are no u.s. owned forei~n 
currencies available for this 
i'roj ect. 

52. No such p~ent will be made 
under this loan. 

http:contl'cl(Jtu.al
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App. 	 e l~. II Zoan is fo~53· 
capita! p~oject~ is the~e 
r'"mnaion 'for A.I.D. at'Prova1. 

~ZZ c:xmtractora and contraot 
m? 	 . 

Apr. 	B loR. Wi1.Z any Zoan 
fundS be ueed to pay U.N. 
CZ88eaamenta? 

55· 	 ApE. § 109. CompLiance with 
l'cguiationa on C177p l.oymcnt of 
U. S. and local pl?roonne'L fol' 
f:~>I~.:J Q~ ligated L~rtCZ' . 
I.p'ii: ;;O~ 1rl 64 ([?eguZ(7.tiQI1 7). 

(i-'(') 	 :1.• 
.. 
,,~.

Wi 
~ 1';0 t. ."~"1 G1:.y "1~ f ~ " t £. (, L-Vml Wltw 

Ill' lJ.r.r!d to /il:rIl1c(' pw'e11O•• r;, lcm(;­
c::.:!m Iccu1 C'J or cxci:cmge of r:u tJX' 

IJl1iiclemal1Ufaci-ul.crioutaidc the 
:;.:itcd StatCG J or ar:y g7.lt1r'Q,..ty of 
(" ..'jz U t !'cuwac. ~ i,}ll? 

... '"' ""Z • f,.J 
:':·~;:":r.a JOlt puvlicity 01' Frvr,~umIC:'1 
!' :.:'1 \>J I? J wI th i.ll U. D. 110 f; a;~ .'./io.ri:;r.J 
i;~1 tile CU7'lt.]r';c.JIJ'i 

'r. ,,[..• J. ,,'.IV .. , /<ttl., any vow: IU, n 
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53. All contractors and the terms of 
their contracts will be approved by 
USAID. 

54. The loan agreement will preclude 
such use of loan funds. 

55. The loan agreement will reflect 
"this reqt . 

56. Loon ftU'lds will not be used to 
finance non-U.S. manufactured motor 
vehicles. The loon agreement will 
preclude such use of loan funds, 

57. loan funds will not be used for 
puhlicity or proPUGanda purposes within 
• ,Iv:' lJ. C; • 

18 
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58. 	 FAA § 620 (k). If conntr-. 'ction 
of produ~tivo 6nterp~8e, wilt. 
aggrC{Jatc value of aB8i8tan~e 
to be furniehod by u.s. exceed 
$100 mHUon? 

59. 	 FAA 9 612(d) • Docs the U. S. ClJn 

exceDD foreign currency and, 'if e 
what arrangements have b.een made 
fol' its reLease? 

60. 	 MMA R 901. b. CampUance wi th 
requirement that at least 50 per 
centum of the gr080 tonnage of 
commodities (computed separately 
for dnJ bulk carrierG~ dry cargo 
liners, and tankers) financed 
wi tl! funda made avai lab Le under 
this loan aha l l be transported 
on pr'ivately owned U.S. flag 
commercial vesoe~ to the extent 
that such vessels are available 
at fail' and reasonabLe ratea. 
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58. Not applicable to this loan. 

59. 'rhere is no u.s. owned excess 
foreign currency available for this 
project. 

60. This provision will be included in 
the loan agreement. 
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TRANSlATION 

MINISTRY OF INTERIOR 

Note No. 18 January 26, 1971 

Mr. Peter M. Cody 
Director, U.B. A.I.D. Mission 
to Paraguay 

Asun,cion, Paraquay 

Dear Sir: 

This is to submit through you a fo~al application to the 
Agency for International Development (A.I.D.) for financial 
assistance for municipal development in Paraquay. 

We have been having discUBsions with USAID representatives 
during the last six months in relation to this problem and have 
reached the conclusion that the establishment of a Mun1cip~i 
Development Institute (IDM), would be the most expeditious w~y 
to improve living conditions in the interior communities of the 
country. 

The assistance requested from A.I.D. would be used to finance 
the Municipal Development Institute project. This new organization 
will be created through an act of Congress in its next session, or 
possibly sooner, by a law from the Executive Body. The IDM will 
be authorized to grant loans to municipalities for implementation 
of public works. The IDM will provide necessary technical assistance 
to municipalities, especially in the administratiTe and accounting 
fields • 

Since the IDM will be a new agency which would greatly benefit 
the people of Paraguay, and particularly those living in the interior 
of the country, the Government of Paraguay will contribute to the 
project an amount equivalentm $400,000 for initial capitalization 
costs. The Government of Paraguay hereby rcquesto from A.I.D. a 
loan in the amount of $2,000,000 for IDH c':lpitalization. 

I have discussed the problem of finuncing with the Minister of 
Finance and he agreed that the Governm8nt of Paraguay 'WOuld contribute 
to the project the above mentioned amount, through a combination of 
regular budget resources and PL 480 funds. The Minister of Finance 
hao given assurance that the IDM will have sufficient financial 
assistance to meet its annual operations costs. 

UNClASSIFIED 
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Translation 

Minhtry of Interior 
Letter to Mr. Peter M. Cody 

In summ&ry, the Government of Paraguay has qiven hiqh priority 
to the improvement of living conditions in the municipalities ot the 
interior of the country. The project that we intend to undertake is 
an ambitious one in terms of resources required, but it is rather 
modest if we consider the needs of the~e municipalities and those ot 
the population in the interior of the country. We hope that with the 
financial assistance from A.I.D. we may be able to establish an Institute 
which will contribute substantially to the economic and social development 
ot the country. 

/siqned/ 	 Sabino A. Montanarc 
Minister ot Interic 

UNCLASSIFIED 
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TRANSLATION OF LETl'ER RECEIVED 
FROM KINISTRY OF FINANCE 

No. 30 
February 4, 1971 

Mr. Peter M. Cody 
Director, USAID/Paraquay 
Asuncion, Paraquay 

Sir, 

I ~ pleased to refer to letter No. 18 dated January 26, 1971 
from the Miniatry of Interior. 

In the above letter the Ministry of Interior requests a loan 
of $2,000,000 (TWO MILLION DOLLARS) from the Agency for International 
Development for the establishment of an Institute for Municipal 
Development .(IDM) which will make loans and provide technical assistance 
to Municipelities of the interior of the country. 

As you are a"fare, the Government of Paraguay, wi thin its develop­
ment plans, gives high priority to the development of towns in the 
interior of the country. In V'" \,qrt of this project the Government 
of Paraguay would be pleased t Co ,. L:ek new resources for capitalization 
of the IDM to contribute with an amount equivalent to $400,000 ­
divided into four equal portions, to be diabursed in a period of 
four years, plua an annual amount from GOP resources to help finance 
annual operations costs of tho IDM. The partial contribution for 
capitalization of the IDM will be made from funds generated by PL 480, 
as available, and in agreement with the U.S. Governmunt, and these 
will be supplemented with the new resourcea. 

In view of the interest of the National Government in improving 
living conditions in the interior of the country, there are 
justifiable reasons for the establishr .·nt of a municipal institute 
able to p~ovide efficient assistanco to local municipalities and 
camnunitie~J. 

Sincerely, 

/Signed} 	 General D.I.M.(SR) Cesar Barrientos 
Minister of Finance 
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COpy 
CUERro DE PAZ 

Asuncion - Paraguay 
henicia Espaf\a 341 CasUl .le Corrao 10. t02 
(entre Estados Unidos y Brasil) 

Telef. 24-775 

29 January 1971 

Mr. Peter M. Cody, Director 
US/AID 
Asuncion, Paraguay 

Dear Mr. Cody: 

Peace Corps/Paraguay is willing to provide Volunteer back-up 
to the Municipal Development Institute, as described in your 
preliminary loan paper. 

. Besides numerous Peace Corps Volunteers (65) located in the 
interior, usually in the municipalities mentioned in the loan 
paper, we would be interested in future PCV assiqnments supportive 
to tho goals set for in the proposed loan. This could include 
technical skills auch as engineers, craftsmen. community developers: 
and teachers. 

Details of specific assiqnment Cdn be worked out later with 
the IDM officials -nd/or the various municipalities. 

/signed/ James F. Shenman, Director 
Peace Corps/Paraguay 

UNClASSIFIED 
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No. 20 
January 16, 1971 

Mr. President 
Inter-American Committee on 

the Alliance for Progress (ClAP) 
De Carlos Sanz de Santamaria 

Dear Sir: 

I have the pleasure to direct myself to the President 
and, by his intercession, to the Members of this Committee, 
to make reference to the conclusions and recommendations of 
the final meetings of the ClAP sub-committee for Paraguay 
held in Washington october 13-16. 

I am pleased to express to the' President that, in the 
past year, in Note No. 107 dated March 25, in the name of 
the Government of Paraguay, I expressed the setting of the 
commitments assumed before this organization and the adoption 
of other parallel measures decided by the National Council 
of Economic Coordination. 

We are able to state that the current general economic 
situation is reaching encouraging levels and that the year 
just ended showed that monetary reserves, like the figures 
for exports, registered considerable increases which with 
returns from touxism will allow us to improve our position 
on Balance of Payments. 

As a result of the Parliament decision to approve the 
Income Tax, already approved by the Chamber of Deputies, 
and with modifications introduced in the Senate, the Nat'l 
Government will convene during the course of the first two 
weeks of February in the National Congress the pursuit of 
the study of the law and its corresponding approval. 

At the same time, allow me to express to the President 
that the National Government will give special attention to 
the implementation cf follo~ing measures: 

1) Gradual redllction of the export exchange rate charge 
and especially the freeing of the new regulations on exports: 

2) Regularization of tha Temporary Acceptance and the 
Drawback: 
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FROM MINISTRY OF FINANCE 

3) Reduction of the 50% customs charge on products which 
are favorable to growth of tourism: 

4) Limitation on free entry of imports; 

5) Continuation of the process of improving the system 
01 tax collections established in the previous year. 

~) Analysis of the progra~s to increase the usefulness of 
public entities and neutralize as far as possible def~cits 
found. 

7) Creation of an Executive Secretariate to improve mech­
anisms pertaining to control of foreign indebtedness. 

8) To terminate during the course of the first six months 
studies of projects of Laws on Administrative-and Financial 
Organization and on the T Jlic Treasury. 

Confident that this note will be of intere3t to the Presid~nt 
and the international financial instituions which have cooperated 
in our country, I am taking this opportunity to salute you with 
my most distinguished consideration. 

Sincerely, 

/signed/ 	 General D.I.M. (SR) Cesar Barrientos 
Minister of Finance 
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(DRAFT) 
LOAN AUTHORIZATION 

Provided From: Alliance for Progress Funds 

PARAGUAY: Municipal Development Project 

Pursuant to the authority vested in the Deputy U.S. 
Coordinator, Alliance for Progress, by the Foreign 
Assistance Act of 1961, as amended, and the delega­
tions of authority issued thereundel', I hereby authorize 
the establishment of a loan ("Loan") pursuant to Part I, 
Chapter 2, Title VI, Alliance for Progress to the Govern­
ment of Paraguay ("Borrower"), to be implemented by 
Instituto de Desarrollo Municipal (IDM) of not to exceed 
two million United States dollars ($2,000,000) to establish 
a fund ("Project") to assist in financing the United 
States Dollar and local currency costs of equipment 
material and services necessary to provide financial and 
technical assistance to municipalities throughout Paraguay. 
This loan shall be subje0.t to the following terms and 
conditions: 

Interest and Terms of Repayme~t 

Borrower shall repay the loan to AID in United States 
dollars within forty (40) years from the date of the 
first disbursement under the loan, including a grace 
period not to exceed ten (10) years. Borrower shall 
pay tG AID in United States 'dollars on the disbursed 
balance of the loan interest at the rate of 2% (two 
percent) per annum during the grace period and 3% (three 
percent) per annum thereafter. 

2. Other Terms and Condltion3 

(a) Except for marine insurance and ocean shipping) 
goods and servic cs financed under tlle loan shall have 
their source and oriGin in Pai'a~llilY and countries inclu­
ded in AID Geographic Code 9111. Morine insurance financed 
under the loan shall have its source and oricin in 
Paraguay or any country included in AID GeoGraphic 941, 
proviued, however, that such insurance may be financed 
under the loan only if it is obtained on a competitive 
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basis and any claims thereunder are payable in convertible 
curr'encies. Ocean shipping financed under the loan shall 
be procured in any country included -in AID Geographic
Code 941. 

(b) United States dollars utilized under the loan 
to finance local currency costs shall be made available 
pursuant to procedures satisfactory to AID. 

(c) Borrower shall covenant to provide at least 
the equivalent of $400,000 in support of this Project 
and according to a schedule sat:3factory to AID. 
Borrower shall also covenant to provide adequate funds 
in its annual budget for IDM's annual operational expenses 

(d) Pric-.' to any disbnrsement or to the issuance 
of any Letter of CommitmenG under the Loan for the pur­
pose of financing the technical assist~nce and purchase 
of equipment, Borrower shall submit, in form and substance 
satisfactory to AID, evidence that it has duly organized 
IDM in form and substance satisfactory to AID. 

(e) Prior to ~ny disbursement or to the issuance 
of any Letter of Commitment under the Loan for any 
purpose other than to finance the technical assistance, 
Borrower shall submit, in form and substance satisfactory 
1..0 AID: 

(i) Evidence that IDM's governing body has 
been appointed and has hired mana~ement, both satisfactory 
to AID, and has made staffing arrangements, including 
requisite technical skills, satisfactory to AID. 

(ii) Evidence that the policies and procedures 

governing the conduct of 10M's operations have been 

approved by IDM's governing bJdy and are satisfactory to 

AID. 


(iii) SVidel1ce tl1J.t ~:Ul'I'O\'ICl' h::l:'j contributed at 
least the equivalent in 10c2.1 cur'l'cnc:/ of' :noo,ooo to 
the capitalization of the PJ.'oj,~'cL rOl~ the firGt four ye~.LJs. 

Not more than fifty percent 01.' ':,11.lrh shall be PL 1180 
counterpart. In addition, Borro~cr 3hall pledge to 
contribute for 10M's annual operating expenses at least 
the equi valent in currency of :f,LIO ,000 or 16% whichever is 
higher of all land taxes collected by all Paraguayan 
municipalities except Asuncion. 

(f) Unless AID shall otherwise agree in writing 

10M Ghall not: 
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(i) Finance projects in whole or in part from 
disbursement hereunder if such financing would cause its 
total assistance to any single municipality to exceed 
the ~quivalent of $100,000 dollars. 

(ii) Finance projects, if such financing exceeds 
the equivalGnt of $35,000. 

(iii) Make loans for more than ten (10) years 
maturity or charge a rate of interest exceeding the (10) 
ten percent on loans financed by AID funds per annum on 
the disbursed balance of sub-loans. 

(iv) Make grants in whole or in part from the 
funds provided by AID to any municipality. 

(g) Unless AID otherwise agrees in writing AID, 
Borrower and IDM shall jointly hold a formal review and 
evaluation c: the Project no later than twelve (12) 
months after execution of the Loan Agreement. Such 
reviews, unless otherwise agreed to in writing by AID, 
will be held annually. 

This loan will be subject to such other terms and 
conditions as AID m~v deem advi~able. 
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Iitie:; t.r.roll"h::>ut P:"·"-0'T1.1ay'" external tcctl."1ical a~!":i!:it~nce ! 


:1,'1:1 ::()ntir.u~lls1y cnCe.ccd in nro": ~ ~-t. ID:·~""'-: 11 c.'iopt ?r:: c~r:urp.s tor
- , 
...~.1~ n~ t;;~11!!i'':1.1 :'\:-:::-ist~.. !1c&": to "!'"(:~T.·:e~t.ing in('r.~e O~ ~l~-b9..ns 

""'·.l~it~ip')litie:::;. ! IT: I"'.c·~· !Ot!.ns. 
1"~' ., ,

3. In!·1 ;;~1l1c. ha':~ a. _lnc.In_C_l_"_l.J'SO_l'.l 
b3.~e. 

-------.------+----,--.,-:c---------- - - ...--------.----- ­
P,ojeu Qulputs: (C· J) Mog";lvd. of Output" (C·2) C 3' 

::'Ys?~ Pi') 76 I I 

-.~-----.-------------- I1. ?(·r::·"")nnel tr,'.ine t.! ;J 

1 - 4. I!J:!-'i re-corci::433 ,i 2. Intc!7.:W. C'lurs-:,:; for !DH sta:ff 

3. I~An applications ~cceived (No./ 25/500 75/l5CO 50/1000 ,)O/lOlf.. 
vP..luc) 

If. Procedural ~·lanuals (prepa:-ed/used) 20/20 

'rOleer Inpr~ti. {LJ- Ii 

L. AID Tec~~ical Assistance 
IrnpJe"'''''lolion Te,;el (Type ond Ouenliry) (0·2) 

~ UoO,ooo 
(D·3) 

1. U:OAl!:l records 
Assumptiora for pro~i :!ing int=ul,: :c...:). 
1. GOP able to ~et planned level 'of 

Local training 
SUb loms 

50,000
.J.z 550,000 

inputs on a t~ely basis. 

.p2,OOO,OOO 
~. GOP Regular Bu<4;et 2. V.inist0' of Finance and IDM ::. ~'b!!icipe1i ties make timely legp.J. 

a. Operating costs $ 200,000 1:·u~.r:ets contributions to r~v.. 
b. :';ub 1001\S hO],ooo 

!IT.. 
:;; (00,000 

Tarr.;tts 1~il1 be establi :;hed nnnually by TUM !lr.i1 AID. 
Real Estat;? True 
Alcoholic Bevern.g('s Tax gj Tar;.:+:: will be developed in .;'.1ne 197'i. 

trft.i..nic.g. 

'~':":'l:lte courses are availe!>le. 

BEST AVAiLABLE COpv 

http:e;�.:�"\~ctl't~~.1r



