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PROJECT AUTHORIZATION
 

Name of Country: BOLIVIA
 

Name of Projects Emergency Agricultural Credit
 

Number of Projects 511-0591
 

Pursuant to Part I, Chapter I, Section 103 of the Foreign Assistance
1. 

amended, I hereby authorize the Emergency Agricultural
Act of 1961, as 


Credit Project for Bolivia (the "Grantee") involving planned obligations
 

of not to exceed Ten Million United States Dollars (US$10,000,000) in
 

grant funds ("Grant") over an 18-month period from the date of
 

authorization, subject to the availability of funds in accordance with
 

the A.I.D. OYB allotment process, to help in financing the foreign
 

exchange and local currency costs of the Project. The planned life of
 

Project is 18 months from the date of initial obligation.
 

The Project ("Project") will provide agricultural production,
2. 

harvesting and marketing credit to Bolivian farmers during the 1986-1987
 

crop planting/livestock production cycles.
 

3. The Project Agreement(s), which may be negotiated and executed by
 

the officer(s) to whom such authority is delegated in accordance with
 

A.I.D. regulations and Delegations of Authority, shall be subject to the
 

following essential terms and major conditions, together with such other
 

A.I.D. may deem appropriate.
terms and conditions as 


a. Source and Origin of Commodities, Nationality of Services
 

A.I.D. may otherwise agree in writing, commodities
Except as 


financed by A.I.D. under the Grant shall have their source and origin 
in
 

Bolivia or in the United States. With the exception of ocean shipping,
 

the suppliers of commodities or services shall have as their place 
of
 

nationality the United States or Bolivia, except as A.I.D. may otherwise
 

agree in writing. Ocean freight financed by A.I.D. under the Grant
 

shall, except as A.I.D. may otherwise agree in writing, be carried only
 

on flag vessels of the United States.
 

b. Conditions Precedent to Disbursement
 

Prior to the first disbursement under the Grant, or to the
 

issuance by A.I.D. of documentation pursuant to which disbursements 
will
 

be made, the Grantee will, except as the Parties may otherwise agree 
in
 

writing, furnish to A.I.D. in form and substance satisfactory 
to A.I.D.2
 

1) a statement of the name of the person(s) holding or acting in
 

the office of the Grantee, and of any additional
 

representatives, together with a specimen signature of each
 

person specified in such statementsi
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2) a copy of the mndel loan agreement to he signed by the PL-480
 
.ecretariat and nart.icipatinq private sector Intermed.iate
 

Creli.t Insti.tutions (ICIs)l and
 

3) an implementation nlan for the credit nrogram which includes a 
list of the Bolivian private sector Intermediate Credit 
Insti.tutions throuth which the A.I.D. funds provided uinder the 
Project will he channlled. 

c. Covenants
 

Thp Grantee will covonant to: 

1) Provide TISAID/Bolivia, through the PL-480 Secretariat, a 
detailpd evaluation olan which it will use to assess the impact and the 
proqress made in attaininq the ptirpnse and the targets of the Project, 
within 90 davs of the sinnincq of the Project: Grant Aqreementl 

2) Make the necessar, arranqements to review on a quarterly basi.s
 
the nerfnrmance of each narti.cipatincq private sector ICI. It furthier 
covenants that any ICI which fails to comply with the program 
requirements aqreed to between USAID/Boli.via and the Grantee, will be 
suspended from further participation in the Projecti 

3) Make the necessary arrangements w.th participating private
 

sector ICIs to direct sub-loans to small and medi.um size farmers and that
 
the averaqe amount per sub-loan under this project, on a nationwide
 
has.i.s, will be approximately $4,000) and 

4) Establish lendinq rates to private sector ICIs and to
 
sub-borrowers which are positive in real terms.
 

Georqe A. Wachtenheim
 
DirecAor a.i..
 

Drafter:AMDiaz
 

CLEARANCES:
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 PRD:TDJohnston 4 Ldate 
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I. SUMMARY
 

A. Recommendation
 

Approval of the Emergency Agricultural Credit Project for $20
 

million to finance the productive inputs and harvesting and marketing
 

costs which Bolivia's small and medium size farmers will incur during the
 

1986/1987 agricultural season. The Project Assistance Completion Date is
 

March 30, 1988.
 

B. Problem and Project Rationale
 

There are policy, technical, institutional, infrastructural and
 

financial constraints which are impeding Bolivia's economic recovery and
 

growth prospects. Particularly, these constraints affect the country's
 

most important sector - agriculture. The Government of Bolivia (GOB),
 

with donor assistance, is addressing the technical, institutional and
 

The policy constraints
infrastructural constraints, to a some extent. 


are being addressed through the comprehensive economic reform and
 

recovery program, which the GOB launched in October 1985. However, the
 

full effects of the program have not been -ealized yet, and Bolivia's
 

productive sectors are currently facing a serious financial liquidity
 

Bolivia's financial institutions have been decapitalized due to
problem. 


the erratic economic policies which prevailed until mid 1985, and
 

adequate lending capital is i,or available to meet the immediate credit
 

needs for economic reactivation. The project will address this
 

constraint in the agriculture sector.
 

Consistent with USAID's primary objective of promoting Bolivia's
 

economic recovery, the goal of the Project is to increase agricultural
 

production, thereby increasing farmers' incomes and contributing towards
 

this objective. To attain its goal, the project will provide up to $20
 

million for agricultural credit to Bolivian farmers during the 1986/87
 

crop planting/livestock production cycle.
 

C. Project Description
 

The project will help meet Bolivia's agricultural credit
 

requirements during the 1986/1987 planting and production cycle. The
 

project will finance seeds, fertilizers, agricultural implements, labor,
 

veterinary medicines, and related agricultural and livestock inputs,
 

(except pesticides), and harvesting and marketing costs. All legitimate
 

crops, plus livestock activities, will be eligible for financing. Funds
 

will be provided to target farmers in the main agricultural areas - in
 

the altiplano, the intermediate zones and the lowlands - through the GOB
 

required institutional
PL-480 Secretariat, which has developed the 


capacity to analyze projects and channel funds through intermediate
 

credit institutions (ICIs). Farmers in the agricultural areas of the
 

Chapare region will be excluded from participation in the Project because
 

resources are available through the Chapare Regional Development Project
 

to meet their credit needs, once certain conditions are satisfied.
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It is expected that approximately 5,000 loans will be extended to
 
a like number of beneficiary farmers in the altiplano, the intermediate
 
zones and the lowlands. By the end of the Project, it is expected that
 
agricultural production will have increased significantly over the
 
depressed levels experienced in 1985.
 

D. Relationship of Project to A.I.D. Strategy and Program
 

The Project is consistent with USAID/Bolivia country strategy to
 
foster economic stahilizat-ion and promote growth with equity to improve 
the quality of life of the Bolivian people. It directly contributes to
 
fleeting USAID/Bolivia's objectives contained in the 1986/87 Action Plan.
 
it also is in accord with A.I.D. Policy Determinations on food and
 
agriculture, the private sector aned development.
 

E. Implementation Mechanism
 

A Project account will ne established by the GOB PL-480
 
Secretariat. A.I.D. will disburse project funds in pesos to the account
 
on a rolling 30-day advance basis. The Secretariat will disburse funds
 
from the Project account to separate trust fund accounts it maintains
 
with participating ICIs based on their credit requirements for financing
 
of the project's target populhtion, specifically the country's small and
 
medium size farmers. 

F. Project Approval Factors
 

The project design team which prepared the Project Paper has
 
concluded that the Project nas a sound financial, economic, technical and
 
social basis, and that Bolivia has the appropriate institutional
 
mechanisms (the PL-480 Secretariat and intermediate credit institutions) 
to implement it effectively. Also, it has determined that the Project 
will not have an adverse effect on the environment, and, therefore, a 
categorical exclusion has been recommended based on the provi31ons of 
Section 262.2(C) of 22 CRF part 216 on environmentCal procedures. 

G. Project Design Team
 

The tSAID/Bolivia Project Design Team was composed of,
 

Angel M. Diaz USAID/PD&I
 
Jaime Vizcarra USAID/PD&I
 

Clark Joel USAID/Econ
 
David Jessee USAID/PRD
 
Gustavo Vega USAID/PRD
 
Gerardo Mendoza TSAID/PRD 
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The Project paper was reviewed by the following USAID/Bolivia
 

officialsi 

Robert J. Asselin, Jr. Chief, PD&I 

Guillermo Pefiaranda Acting Chief, Controller 

Anthony A. Funicello Program Officer 

T. David Johnston Chief, PRD 

0080L
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II. PROJECT BACKGROUND AND RATIONALE
 

A. Background/Problem Description
 

After nearly eighteen years of almost uninterrupted military
 

rule, Bolivia returned to constitutional democratic government in October
 

1982. The country was suffering from a deepening economic crisis, but
 

the mood was hopeful that the new administration of I|ernan Siles Zuazo
 

would resolve the nation's economic and political problems.
 

Upon assuming office in October 1982, the Siles Government
 

confronted an economic crisis of great magnitude that had caused the
 

resignation of the military government which preceded it. The economic
 

situation resulted from poorly conceived investments in the public
 

sector, excessive overseas borrowing, and unsound economic policies
 

(1971-1978). External debt servicing requirements mounted when glowing
 

predictions of increased Bolivian mineral and hydrocarbon export receipts
 

did not materialize. When international bank credits dried up in the
 

late 1970's, the GOB borrowed from other Latin American nations to cover
 

rapidly expanding fiscal deficits. Government-to-government concessional
 

credits were largely cut off in 1980 following the Garcia Meza coup.
 

This situation led to growing fiscal. and balance-of-payments deficits and
 

the beginning of an unprecedented inflationary spiral.
 

Constant political instability limited the Siles Government's
 

ability to develop a comprehensive and sustained response to the nation's
 

economic problems. From October 1982 to August 1985, the GOB adopted six
 

separate "packages" of economic reforms. Some of these were more
 

meaningful than others, but strongly negative political reaction to all
 

of the economic packages resulted in vacillation by the Siles
 
administration and a lack of follow-up actions. The net effect of these
 

isolated attempts at economic reform was to exacerbate the nation's
 
economic difficulties. Bolivia experienced negative GDP growth rates of
 

-6.6% in 1982, -7.3% in 1983, -3.1% in 1984, and -2.1% in 1985.
 
Inflation reached a twelve-month rate of more than 23,000% through
 

September 1985.
 

The transfer of power (the first in Bolivian history between two
 
democratically elected political parties) to the newly elected MNR
 

Government of Victor Paz Estenssoro took place on August 6, 1985. The
 

economic situation faced by the Paz Government upon taking office called
 

for drastic actions to restore public confidence and bring about economic
 

stabilization and recovery. Reform measures were essential to reduce the
 

fiscal deficit, to adjust the exchange rate, and to expand the
 

productivity of the economy.
 

Sweeping economic recovery measures were enacted in October 1985,
 

just three weeks after President Paz Estenssoro assumed power. The
 

measures (referred to as "New Economic Program" -NEP) were designed to
 

halt hyperinflation, provide free-market incentives f r the reactivation
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of domestic production, eliminate price distortions in the economy,
 

restructure state enterprises, and provide the economic basis upon which
 

The far-reaching
the Paz Government would be able to govern the country. 


(1) devalued the peso by 93.3% and implemented a flexible
measures 

mechanism to allow the exchange rate to be adjusted in accordance with
 

on
market forces, (2) eliminated all price controls (except those 


petroleum products--which were raised to world prices--and utility
 

services), (3) froze public sector salaries, (4) provided for free
 

negotiation of private sector wages, (5) abolished interest rate
 

controls, and (6) provided for the decentralization of Bolivia's main
 

state enterprises (COMIBOL, the state mining corporation, YPFB, the state
 

petroleum company, and CBF, the state manufacturing conglomerate).
 

Equally important, the new Government engaged in a new private
 

sector-based development strategy, which contrasts sharply with the
 

statist development model which had been followed by Bolivian governments
 

during the last thirty years.
 

The Paz Government's economic measures were a bold first step,
 

more comprehensive and farther reaching than had been expected or
 

believed politically possible. The initial results of the NEP have been
 

impressive. Inflation has been virtually halted in the wake of effective
 

Central government employment has
government deficit control measures. 


begun to be reduced. The exchange rate has stabilized. Previous
 

distortions in economic activity, caused by the GOB's counterproductive
 

subsidization policies and rampant inflation, have all but disappeared,
 

and economic activity is slowly returning to normal. The IMF, World
 

Bank, IDB, and bilateral donors have responded to this promising
 

situation with negotiations to increase the flow of concessional
 

assistance to Bolivia. An IMF Stanby Agreement was reached in June 1986.
 

Despite this progress, much remains to be done to promote growth,
 

growing numbers of displaced
including measures to address the problem of 


workers from the public sector, reorganization and privatization (when
 

appropriate) of state enterprises, stimulation of private sector
 

investment, revitalization of the financial sector, and increased tax
 

collection and fiscal control.
 

One important effect which the lowered mineral prices and
 

the country has been an attitude change on
hydrocarbon prices have had on 


the part of many leaders. In the past, little attention was given to the
 

agricultural sector, because mining and petroleum activities were
 

considered to be more important. Now, however, it has become clear that
 

the GOB must increase its emphasis on the sector as a source of
 

To realize its
employment, export earnings and economic growth. 


potential, sectorial constraints must be effectively addressed 
and
 

farmers must have increased access to improved marketing systems,
 

agricultural support services, and credit to finance production 
inputs.
 



-6-


B. The Role of the Agricultural Sector in Bolivia's Economy
 

Agriculture is the most important sector of the Bolivian
 
economy. Currently, it accounts for over 20 percent of Bolivia's gross
 
domestic product (GDP) and employs over 47 percent of its labor force.
 
In contrast, all service sectors combined account for 49 percent of GDP
 
and employ about 36 percent of the economically active population.
 

Given its importance and potential, development of the
 
agricultural sector is vital for Bolivia's economic recovery and
 
long-term growth. The uncertainties in the international mineral markets
 
underline even more strongly the need for Bolivia to depend increasingly
 
on the agricultural sector to increase national production, to feed its
 
increasing urban population, to generate raw materials for
 
agro-industrial development and to generate foreign exchange.
 

Currently, there is consensus that:
 

1) the agricultural sector can provide additional production for
 
domestic and foreign markets, because Bolivia has large areas that are
 
either not used for agriculture or else are farmed or ranched very
 
extensively) and
 

2) the potential exists for large production increases, but these
 
increases will not be forthcoming unless Bolivian ranchers and farmers
 
begin to use improved technologies which will allow them to compete on
 
equal terms with farmers and ranchers in neighboring countries.
 

For Bolivian farmers to attain the necessary level of production
 
effectiveness and competitiveness, however, the critical sectorial
 
constraints discussed below must be addressed intensively, and on a
 
sustained basis, for the next several years.
 

There are five types of inter-related constraints which have
 
inhibited the development of Bolivia's agricultural sector.
 

1. Policy Constraints. Government of Bolivia efforts to develop
 
a policy for agricultural sector development had, until August 1985, been
 
erratic and inconsistent. The sector has suffered for years from
 
underinvestment. GOB policies, particularly regarding price controls,
 
provided subsidies for urban consumers and miners at the expense of
 
farmers and disrupted internal markets. Import taxes on agricultural
 
machinery and inputs and export taxes on agricultural production
 
discouraged production. Foreign exchange controls made it difficult to
 
import agricultural inputs. In response to these policies, many farmers
 
responded by employing traditional, low yielding production technologies,
 
and by minimizing the use of agricultural machinery and chemical inputs.
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These main policy constraints are now being addressed through
 

the far reaching economic reform and stabilization program which the
 
sectors of
Government launched in mid-1985 to increase production in all 


the economy. Particularly important for the agricultural sector, are the
 

(a) abolish all price controls on agricultural productsl and
policies tot 

(b) let market forces set appropriate exchange rates. These free
 

enterprise-oriented policies will take several years to impact fully on
 

the economy, and thus the various economic sectors have yet to reap all
 

the benefits of the measures.
 

2. Inadequate Use of Agricultural Technologies. In 	comparison to
 

other 	countries in the region, the use of adequate agricultural
 

This is due to a series of
technologies by Bolivian farmers is low. 


inter-related constraints, including poor public and private institutions
 

to facilitate the technology transfer process, low levels of education
 

among the rural population, and poor infrastructure 	to facilitate access
 

These constraints are
to productive inputs and the marketing of 	produce. 


compounded by the scarcity of resources to finance the inputs that
 

generally lead to higher agricultural yields and increased production,
 

such as fertilizer, seeds, chemicals, veterinary medicines, and
 

appropriate agricultural equipment.
 

3. Weak Institutions. GOB agricultural sector institutions are
 

They have been unable to develop a coherent strategy to
generally week. 

never received the budget resources
address farmers' problems and have 


necessary to mount effective programs. As a result, public sector
 

interventions in the agriculture sector have generally been erratic and
 

not provided the information and incentives that farmers need to invest
 

and increase production. Agricultural extension services, for instance,
 

are inadequate and have lacked the resources needed to develop and
 

transfer modern, appropriate technologies.
 

The two most important public institutions involved in the
 

agriculture sector are the Bolivian Agricultural Bank (BAB), and the
 
Both of these
Ministry of Agriculture and Campesino Affairs (MACA). 


institutions have been affected by highly politicized policies,
 

corruption, poorly trained personnel, overcentralized personnel and 
other
 

problems similar to those of many central government institutions 
in
 

Given these problems, neither institution has been
developing nations. 


able to provide effective agricultural support services on a continuing
 

basis, despite the substantial financial and technical assistance
 

provided to these institutions by international development 
agencies.
 

The Departmental Development Corporations (DDCs) have begun 
to
 

provide, in recent years, some agricultural services to farmers 
in their
 

success in these endeavors has been mixed. At
 
departments. The DDC's 


DDCs have carried out very effective regional programs, but 
these
 

times, 

Like the BAB and MACA, the
 successes have normally been short lived. 


DDCs are also strongly influenced by political appointments 
and periodic
 

turnovers in staff which have made it difficult for them 
to carry out
 

continuing programs for the provision of agricultural 
support services.
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4. Inadequate Agricultural Marketing Systems. The marketing of
 
most agricultural commodities in Bolivia is chaotic and disorganized.
 
Market information systems and quality standards are nonexistent. This
 
results in frequent market gluts and shortages, as well as high
 
post-harvest loses. Since there are no established systems for providing
 
farmers with timely price, quantity and quality information, farmers are
 
normally forced to make planting decisions based only on their personal
 
experiences of the past few years. This information is normally
 
incomplete, always out of date, and may be incorrect if their local
 
market has not been closely connected to the major regional markets in La
 
Paz, Cochabamba and Santa Cruz. In addition, there is a generalized lack
 
of marketing infrastructure in the country, and a scarcity of proper
 
storage capacity for most crops further exacerbates seasonal market gluts
 
and shortages.
 

Two other important marketing constraints are the lack of an
 
adequate transportation infrastructure and the nonexistence of modern
 
wholesale markets. Of particular importance is the lack (or poor
 
condition) of many farm-to-market roads which precludes the production of
 
many perishable crops in most regions. Bolivia's rugged terrain and poor
 
roads increases transportation costs of many commodities to such an
 
extent that farm gate prices are often too low to provide positive
 
incentives for farmers in areas that are not served by major highways.
 

5. Lack of Financing. Adequate lending capital is not currently
 
available from Bolivia's financial sector institutions due to the
 
misguided economic policies which were in effect until late 1985.
 
Bolivia's recent history of hyperinflation and mandated lending and
 
savings rate ceilings, set at only a fraction of the inflation rate,
 
caused commercial bank deposits to drop sharply from 1982 to mid-1985.
 
With this drop in commercial bank deposits, resources to finance
 
agricultural credit came mostly from the Central Bank's (BCB) credit
 
refinancing lines (FRA I and II and a 1983 IDB Agriculture Credit Loan),
 
but because of the negative real interest rates at which these funds were
 
lent, these lines of credit have been decapitalized. The problem which
 
the agricultural sector now faces is that the financial system (private
 
banks and the Central Bank) does not have enough capital to meet
 
agricultural credit demand. This is a critical, immediate constraint,
 
despite the fact that banks are now free to set their interest rates on
 
deposits, and that deposits have begun to rise slowly. / Donor
 
financing of agricultural credit has thus become critical to the success
 

1/ Particularly, this constraint affects small and medium size
 
farmers. In a liquidity crunch, such as the one Bolivia is facing
 
now, large farmers tend to continue to satisfy their credit needs
 
because they generally have established long-term relationships with
 
banks and they can provide adequate guarantees and/or make adequate
 
arrangements for obtaining productive inputs thi igh suppliers'
 
credits.
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of the GOB's recovery efforts. Such financing will enable the GOB at,
 

least to finance part of the country's demand for agricultural credit in
 
a manner that avoids excesive unbacked monetary emissions that would
 
exacerbate inflationary pressures.
 

C. Current Efforts to Address Agriculture Sector Constraints
 

As explained under Section II.3.a., the GOB began in August 1985
 

a comprehensive economic recovery and stabilization program to address
 
the policy constraints which had been inhibiting Bolivia's development.
 

Technological, institutional and marketing constraints are being
 
addressed, at least partially, through financial and technical assistance
 

programs sponsored by the USAID, the Inter-american Development Bank, the
 

World Bank and the United Nations Development Program. Complementary
 
programs sponsored by the USAID, for instance, include:
 

(1) The Policy Reform Project, which seeks to identify and help
 

implement GOB macro-economic and sectoral policy reforms aimed at
 

reactivating productive economic activity.
 

(2) The Agribusiness and Artisanry Project, which seeks to:
 

strengthen the institutional capability of Bolivia's intermediate
 

credit institutions to finance agribusiness and artisanry
 
activities.
 

(3) The Private Agricultural Producers Organization Project,
 

which seeks to strengthen the institutional and technological
 

capacity of private agricultural organizations through technical
 

assistance.
 

(4) Local currency assistance to finance the restructuring of the
 

GOB Ministry of Agriculture to make it more responsive to the
 

needs of the agriculture sector.
 

(5) Local currency assistance to finance agro-industrial
 

activities which contribute to creating jobs and increasing
 

production.
 

(6) A reprogramming of $10 million from the Agro-Industrial
 

Reactivation Component of the Disaster Recovery project to
 

increase the availability of financing for agricultural credit
 

during the 1985-1986 agricultural production cycle.
 

In addition, efforts are underway to design a FY 1987 Project to
 

strengthen Bolivia's financial institutions so they can become effective
 

mechanisms to mobilize resources and serve the productive sectors of the
 

economy.
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Other USAID-sponsored programs are supporting rural roads
 

development activities, market town development, and agro-industrial
 

development, all of which will help in agriculture sector development and
 

economic recovery. Complementary GOB and other donor efforts to address
 

the liquidity/financial constraint are discussed in Section D. below.
 

D. Demand and Supply of Agricultural Credit Financing
 

Three estimates of demand are calculated in the Technical
 

Analysis included in Section V.A.I. The absolute minimum financing
 

needed during the 1986/87 agricultural season is $86 million.
 

Production, however, would decline significantly at this level because of
 

inadequate credit. If $168 million is made available, Bolivian
 

intermediate credit institutions will be able to meet practically all
 

credit applications by Bolivian farmers during the 1986/87 planting
 

season. Bolivia's financial institutions could lend as much $280 million
 

if adequate preparations could be made for a proper promotion campaign.
 

However, it is too late now to do such preparations for the 1986/87
 

season.
 

The estimated credit available for the planting season is $77.4
 

million. The sources of available credit are detailed in Section V.A.2.
 

and are as follows: ICIs should loan $8.0 million from deposits, the
 

Agricultural Bank $7.3 million, the PL-480 Secretariat $4.7 million,
 

other Bolivian private organizations, including PVOs, $2.4 million, and
 

the Central Bank $55 million. Using the $168 million estimate of credit
 

requirements, which is considered the most appropriate level under
 

present circumstances, there will be an i-stimated $90 million short fall,
 

not counting A.I.D. financing.
 

Shortfalls in agricultural credit financiig would normally be
 

covered by BCB refinancing lines and additional lending financed with
 
bank deposits. The later category of financing is not expected to
 

increase significant by over the level provided in 1985/86 given current
 

economic conditions. The BCB's refinancing lines were decapitalized
 
during the 1983-85 period, arid the only potential sources of BCB
 

financing are an estimated $16 million in reflovs from the $20 million
 

AID-CAF 1985-86 Emergency Agricultural Fund (EAF) 1/ and reflows from a
 
$13 million IDB credit which was not disbursed until the 1986 winter crop
 

season.
 

The IDB is currently negotiating a $100 - 150 million
 
agricultural sector credit loan with the GOB, and has agreed to finance
 

BCB credit as of the date the loan is approved by the IDB Board. This
 

has led the GOB to decide tentatively to emit Treasury funds to finance
 

1/ 	 The BCB has agreed not to collect all debt:- due from ICIs under the
 

1985-86 EAF for reasons that are not clear.
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The amount of credit 
actually financed 

with
 

about ~$26 million 
in credit. 


(and whether) the
 
likely will depend an how 

soon 

GOB Treasury funds most a risk the GOB 

will wish to run 
in
 

IDB loan is approved 
and how much of 


fueling higher 
inflation by increasing 

its budget deficit 
before IDB
 

the BCB finally refinances 
in
 

l / 
 Even if
available

dollar financing is 


credit, and A.I.D. is able 
to finance all of the $23.5 

million it would
 

, a significant 
shortfall in required
 

like to make available, 


credit is expected 
(over $66 million).
 

agricultural 


E. Conformance of Project with GOB, 
A.I.D. and other 

Donor objectives
 

1. GOB objectives
 

The highest priority 
of the new Bolivian 

Government which
 

office in August 1985 is 
the success of the comprehensive 

economic
 

assume 
 The program
 
launched in October 

1985. 


reform and stabilization 
program 

by providing the 
conditions for
 

the Bolivian economy 

seeks to restructure investment and production, 

and stimulating 
the
 

to complement the depressed 
mineral and hydrocarbon
 

increased private 
sector 


agricultural sector 


The most urgent requirement 
at present to stimulate development
credit.
 sectors. financing for agricultural 


of the agricultural 
sector is 


Country Development 
Strategy
 

2. A.I.D. 


development strategy 
focuses on three
 

(2) basic structural
USAID/Bolivials 


objectivesU (1) 
short-term economic 

stabilization, 


and policy reforms 
leading to long-term 

sustained economic 
growth, and
 

(3) a wider sharing 
of the benefits of 

growth through increased 
farmer
 

production, expanded 
employment opportunities 

and higher real 
incomes.
 

To achieve these 
objectives, USAID/Bolivia's 

program emphasizes 
the
 

promotion and financing of private 
sector investments in agro-industry
 

which support, and 
help create markets 

for, growing domestic 
agricultural
 

The Emergency Agricultural
 

Credit Project, which 
seeks to promote 

agricultural production 
by
 

access to credit, 
is fully consistent 

with this

production, and 

thus increase rural incomes. 


increasing farmers, 

The Project also 

complements other 
USAID projects in 

the
 

strategy. 

as explained earlier.
 

agricultural sector, 


3. other Donor objectives
 

Bolivia's other donors 
have objectives similar 

to A.I.D.'S,
 
The proposed project
 

also increasing their 
assistance programs. 


and are 

finance agricultural inputs, harvesting
 

provide agricultural credit to 


and marketing costs, in complement 
to current and proposed other 

donor
 

credit programs.
 

The IDB loan will finance agricultural production credit,
1/ 

If is not expected
 

credit and on-farm 
investments. 


agro-industrial 

to be approved before 

November or December 
1986, and the GOB 

will
 

probably not meet 
all conditions 

precedent before 
June 1987.
 



-12-


III. PROJECT STRATEGY AND DESCRIPTION
 

A. Project Strategy
 

The Project will. help meet Bolivia's small and medium size
 
farmers agricultural credit requirements during the 1986/87 planting and
 
production cycle, and thus contribute to Bolivia's economic recovery and
 
development of the agricultural sector. The Project will finance seeds,
 
fertilizers, agricultural implements, veterinary medicines, and related
 
agricultural and livestock inputs (except pesticides), and harvesting and
 
marketing costs. All 
legitimate crops, plus livestock activities, will
 
be eligible for financing. Funds will be provided to small and medium 
size farmers in the main agricultural areas - in the altiplano, the 
intermediate zones and the lowlands - through the GOD PL-480 Secretariat, 
which has developed the required institutional capacity to channel funds 
through intermediate credit institutions (ICes). Farmers in the 
agricultural areas of the Chaparo region wilI be excluded from 
participation in the project because resources are available to meet
 
their credit needs, once certain conditions are satisfied, through the
 
Chapare Regional Development Project. 

The main GOB counterpart agency to carry out the Project will he 
the PL-480 Secretariat. The Secretariat is a semi-autonomous GOB
 
institution established in 1979, to manage local currency generations
 
from PL-480 programs. Since its inception, the Secretariat has built an
 
effective capability to analyze, monitor and evaluate development
 
projects. More 
recently, it has developed trust fund arrangements with
 
private banks and other private sector ICIs to finance private sector
 
credits and investments. These trust funds have been set up to assist
 
ICIs to reach many customers that were not formerly served. Given the
 
need to direct project funds to project beneficiaries in the most
 
expeditious and effective way possible, the Secretariat has definite
 
advantages over traditional institutions, such as the Central Bank and
 
the Agricultural Bank, whose 
long loan review and approval procedures
 
have been detrimental in the past to the implementation of refinancing
 
activities.
 

A.I.D. project funds will be deposited in a Special Trust Fund
 
Account established by the Secretariat for channelling funds through

private sector ICIs. In turn, the Secretariat will make periodic 
disbursements to the ICis based on 
their documented needs for refinancing
 
of specific loan applications by qualified farmers. The procedures for
 
approving and disbursing projects is explained in Section III.B.5 of this 
paper.
 

The project will benefit small and medium size farmers in the
 
altiplano, the intermediate zones and the lowlands. Farming in the
 
altiplano is carried out almost exclusively by ;mall landholders, and all
 
loans extended in this region are expected to benefit smill farmers. 
 In
 
the lowlands, there is a combination of small, medium iind large scale
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farmers. To assure a predominant participation by small and medium size
 

farmers in the project, the Secretariat will further develop special
 

credit programs to reach small farmers not normally served by the ICIs.
 

For example, a special incentive for ICIs to make special efforts to
 

reach small farmers will be provided through the interest rate spread.
 

(see Technical Analysis).
 

A.I.D. funds will be provided to the GOB on a grant basis,
 

reflecting an A.I.D. decision of August 1986 that assistance to Bolivia
 
should be grant-funded, in view of its low per capita income (under
 

$400), its current development stage, its limited financial resources,
 
and its heavy external debt burden.
 

B. Project Description
 

1. Goals To increase agricultural production, thereby increasing
 

Bolivian farmers' incomes and promoting Bolivia's economic growth.
 

2. Purpose: To contribute to agricultural sector recovery by
 

providing agricultural production credit to Bolivia's small and medium
 

size farmers during the 1986/87 crop planting/livestock production cycle.
 

Accomplishment of the project purpose will be measured by the
 

following End of Project Status (EOPS) indicators, as assessed by an
 

evaluation to be conducted before the Project Assistance Completion Datet
 

The P1-480 Title III Secretariat will have established a close
 
working relationship with at least 10 private sector
 

Intermediate Credit Institutions for channelling credit to
 

small and medium size farmers in Bolivia's major agricultural
 
areas. 

At least 10 Bolivian private sector ICIs will be providing
 

timely credit programs to small and medium size farmers.
 

Agricultural production during the 1986-1987 will have
 

increased significantly over the previous cycle.
 

3. Outputs: To attain the above EOPs, the following outputs will
 

take places
 

A Trust fund will be established within the PL-480 Title III
 

Secretariat, which will administer the disbursement of
 

credits, through private sector ICIs, to farmers.
 

Approximately 5,000 loans will be extended to farmers in the
 

altiplano, the intermediate zones and the lowlands.
 

Approximately 40,000 additional hectares of land will be
 
planted.
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4. Inputs:
 

A.I.D.: A.I.D. will provide up to $20 million in FY 1986 and
 
FY 1987 grant funds to help finance the credit needs of Bolivian small
 
and medium size farmers during the 1986/87 agricultural planting and
 
production cycle. 
 These funds will be administrcied by the PL-480
 
Secretariat and channelled to farmers 
 through participating private 
sector ICIs.
 

Host Country: The GOil will provide $67 million in
agricultural credit financing, $4.7 million through the lI,-480 Title [II
Secretariat, $55 million through the Central Pank, and $7.3 million 
through the BAB. ICIs will provide up to $8 million from their deposit
 
resources, and other private sources will 
provide $2.4 million.
 

5. The Credit Program 

a. Coverage and Terms
 

The full amount of the Project funds will be channeled to
private sector intermediate credit institutions through the existing
Trust Fund Program managed by the P1, 480 Secretariat. The Project funds 
will he managed unfier the saime terms and conditions which apply to other 
funds managedt under the Program, with a few exceptions noted below. The 
existing trust fundL have been estabLished inl privite banks and are 
governed Dy a letter of understanding signed n)etween each ICI and the
 
Secretariat. A revised letter of understanding will be signed between
 
the Secretariat and each bank participating under this Project. The
 
letter of understanding will limit credits to small and medium size
 
farmers, provide special incentives, through the interst spread to ICIs
 
serving small farmers, and establish maximum limits per loan so that. the 
average size of loans through each ICI is around $40,000. 

Project fund; will finance seeds, fertilizers and fuels,
agrochemicals, agricultural imp],lments and harvesting and marketing
 
costs. 
 Livestock coverage will b, limited to veterinary supplies.
 

The maximum term of subloans will be twelve months. The 
maximum size of loans, the interest rate and lender contribution will
 
conform to existing trust fund (iuidelines, if appropriate. 
Presently,

the maximum loan to an individual is $15,000 and to 
a firm or cooperative

is $70,000; the interest rate to the 
ICI is 9 per cent while to the
 
borrower it is 13 percent. These rates will 
be adjusted, as necessary,
 
to reflect real/market interest rates during the 
life of the project.

Most individual loans are expected to be under $4,000, so that ICIs loans 
will average about $4,000. Higher spreads will be made available to ICIs 
which adapt special lending programs to reach small farmers, either 
individually or through arrangements with associations and cooperatives. 
Financing will cover up to 100% .of each loan mac!k.
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In contrast to the existing Trust Fund operation, Project
 

funds will be placed with the ICIs for only 12 months. When the funds
 

return to the Secretariat, they will be eligible to be reprogrammed and
 

again placed in the trust funds of the ICIs for further lending following
 

procedures established by the Secretariat and the ICI.
 

Under the Letter of Understanding, which constitutes a
 

civil agreement, the ICI accepts all risks associated with the on-lending
 

of the trust fund. The ICI is responsible for repayment of the trust
 

fund and is subject civil actions if it fails to uphold the contract.
 

b. ICI Particitation Requirements
 

Participating ICIs must meet certain requirements, which
 

have been established by the PL-480 Secretariat based on its experience
 

with ICI trust funds. Basically, to be eligible for participation in the
 

project, each ICI musts
 

• be a privately-owned entityl
 

• have a capable staff experienced in managing
 

agricultural credit programsp
 

have had successful experience in participating in the
 

1985-1986 agricultural credit program)
 

agree to comply with certain specific criteria for loan
 

approval, as developed by the PL-480 Secretariat and
 

approved by the USAID) and
 

agree to comply with certain reporting requirements.
 

Once accepted to participate in the program, any ICI will
 

be subject to suspension from further participation, if it fails to
 

comply with the program requirements. The banks which presently
 

participate actively in the PL 480 Trust Fund Program will be permitted
 

to participate in this Project. These banks ares
 

Banco Nacional
 
Banco de Cochabamba
 
Banco Boliviano Americano
 

Banco de Cr6dito Oruro
 
Banco de Potosi
 

Banco de Inversi6n Boliviano
 
Banco Hipotecario Nacional
 

Banco Industrial y Ganadero del Beni
 

Banco Mercantil
 

Banco de la Uni6n
 
Banco Industrial S.A.
 

Banco de Santa Cruz de la Sierra
 

Banco de La Paz
 

Banco LatinoAmericano de Desarrollo
 



c. Financing Procedures
 

The procedures for managing Project funds will be as
 
follows:
 

1. The PL-480 Secretariat will establish a special local
 
currency project account in the Central Pank.
 

2. The Secretariat will formally notify all ICIs
 
participating in its Trust Fund Program that it is accepting proposals to 
establish trust funds under this Project. The notification will include 
outlines of the schemes for lending in cooperation with farmer 
organizations and agro-industrial firms, which are described in the 
Technical Analysis in Section V.A. It will also contain a new draft 
Letter of Understanding.
 

3. The ICIs wil] submit applications to participate. 

4. A joint PL 480/USAID committee will review the
 
applications and allocate the funds among ICs.
 

5. The Sectetariat will notify the selected banks of their
 
allocations.
 

6. The ICIs will refine loan application forms, loan
 
contracts, and other procedures.
 

7. The Secretariat will request 30 day advances based on
 
anticipated disbursements. (No interest can be earned on A.I.D. funds 
before they are disbursed to ICTs). 

8. The ICIs will periodically submit to the Secretariat
 
lists of the loans to be made to justify the dis;bursement of funds into
 
their accounts. (ICIs will be responsible for certifying that the loans
 
for which they request financing meet project eligibility criteria).
 

9. As soon as the ICIs submit the lists of loans actually 
to be made, the Secretariat will disburse to ICIs. Once a month, it will 
submit a SF 1190 to USAID which includes the list of loans financed, loan 
purposes, and the name of the concerned ICI to clear the advance and
 
request another.
 

10. The ICTS will submit monthly reports to the Secretariat 
and A.I.D. 

11. Audits will be done in December 1986 and August 1987,
 
to ensure that the ICIs are following Project regulations. Serious 
infractions of the rules will require immediate reimbursement of the 
funds to the Secretariat.
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12. The funds will return to the Secretariat within twelve
 

months and will be placed in an interest bearing account to be used under
 
the on-going rules and regulations of the Trust Fund Program.
 

0133L
 



IV. 	COST ESTIMATE AND FINANCIAL PLAN
 

A. A.I.D. Grant
 

Million ($19.9 million for agricultural credit
A total of up to $20.0 

financing, $80 thousand for one program evaluation and two audits and $20 

thousand for contingencies) will be provided by A.I.D. as a grant for the life 

of the project (LOP), as further described in the LOP Cost Estimate and 

Financial Plan Chart below: 

B. Host Country Contribution
 

The GOB and private IC[s will provide a total of $77.4 million 

including: $7.3 million from the Agricultural Bank, $55 million from the 

Central Bank, $4.7 million from the PL-480 Program, and $10.4 million from 

private ICIs and other organizations, as detailed in Section V.
 

LOP COST ESTIMATE AND FINANCIAL PLAN
 
(US 000's)
 

S 0 U R C E S
 

HOST 	COUNTRY
 

GRANT PRIVATE T 0 T A L
PROJECT INPUTS 	 A.I.D. GOB 


BOLIVIAN ORGS.
 

FX L/C L/C L/C(l) FX L/C
 

- 97,319
I. 	 Agricultural Credit - 19,900 67,019 10,400 


Financing
 

40 40 - - 40 40II. 	 Evaluation/Audits 


III. 	Contingencies 10 10 - - 10 10 

'0 	19,950 67,019 10,400 50 97,369
 
$77,419 97,419
 

(1) 	Includes ICIs and other credit-extending private organizations.
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C. Disbursement Schedule
 

A. A.I.D. Grant 

YEAR 1 YEAR 2 TOTAL 

FX L/C FX L/C FX L/C 

Agriculture Credit 

Financing - 15,000 - 4,900 - 19,900 

Evaluation/Audits - - 40 40 40 40 

Contingencies 

SUB-TOTAL AID GRANT 

-

-
5 

15,005 

10 

50 
5 

4,945 
10 
50 

10 

19,950 

B. 	 Host Country
 
PL-480
 

- 959 - 4,719-
-Agriculture Credit 	 3,760 


Central Bank
 
-Agriculture Credit - 44,000 - 11,000 55,000
-

Agricultural Bank
 

-Agriculture Credit - 5,840 - 1,460 	 - 7,300
 

- 67,019
- 53,600 - 13,419SUB-TOTAL HOST COUNTRY 


Bolivian Private Sector (ICIs and other organizations)
C. 

- 10,400

- Agriculture Credit - 8,320 - 2,080 

GRANT TOTALS- - 76,925 50 20,444 50 97,369 
97,419
 

D. 	 Disbursement Procedures (A.I.D. funds)
 

METHOD OF ESTIMATED
 

MAJOR ELEMENTS METHOD OF IMPLEMENTATION FINANCING AMOUNT
 

I. 	 Agriculture Credit 100% Loan Refinancing Direct Pay $19,900,000
 

thru ICIs
 

80,000
Direct AID Contracts Direct Pay
IT: Evaluation/Audits 


Sub-Total $19,980,000
 

20,000

III. 	Contingencies 


$20,000,000
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V. IMPLEMENTATION PLAN
 

A. Responsibilities
 

1. PL-480 Secretariat
 

0minister, in concert with participating 
ICIs, the Project's agricultural credit funds through an existing Trust 
Fund Program. To assure that the Trust Fund Program is managed 
efficiently and that there is a common understanding about the correct 
procedures to be used under this specific program, the Secretariat will 
sign Letters of Understanding with each of the participating ICIs. In 
addition, the Secretariat will monitor closely and evaluate regularly the 
ICIs performance through monthly reports on the number of credits 
extended to target farmers by ICIs and the current status of their 
portfolios. The Secretariat will request A.1.1). disbursements under the 
Project, based on monthly consoliLated [CI requirements for credit 

The Secretariat will .

financing.
 

In addition to the above PL-480 responsibilities, the 
Secretariat will play a key role in assisting auditors to carry out the 
two audits and in carrying out the program evaluation. 

2. Intermediate Credit Institutions
 

ICIs will be responsible for making credit decisions, 
specifically confirming the information provided by loan applicants 
concerning the actual use for the credit resources requested (i.e. the 
type of crops and hectares involvd and what is to be purchased with the 
loan). Each ICI will determine its own collateral requirements as well 
as bear full risk of repayment Lo the Title II Secretariat. In 
addition, ICIs will closely monitor, through spot checks, the end use of 
loans made, as necessary. Furthermore, ICIs will cooperate with the 
Secretariat by providing timely reporting, as required, and by 
facilitating information required by PL-480 personnel and 
auditors/evalua tors. 



B. SCHEDULE OF ACTIVITIES 

1. 
2. 

3. 

4. 

5. 

E'v-en±1 
Pro-ect Aproval by USAID/Bolivia 
Signing of Project Agreement 

Conditions Precedent met 

Credit Prog~ram Preparation 

First DisbursementsI 

SON 
,_ 

[ 

.DJ..M AMJ 

--- " 

I I I 

J.A 

" 

S 
0SO ID JFM 

[ 

[ 

I II 

8. 
gram Evaluation

Final Audit I[I II I IijII
11 6 
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C. A.I.D. Monitoring
 

The USAID/Bolivia direct-hire Project Manager will be assisted by
 

a Project Coordinator/Agriculture Credit Specialist in monitoring project
 

activities. The Project Manaqer will work closely with his counterparts
 

at the PL-480 Secretariat to ensure compliance with the procedures of
 

disbursements by the Secretariat to the ICIs, and belp in the solution of
 

implementation problems, as they arise.
 

The USAID/Bolivia Project Committee will periodically review the
 

Project status to identify potential implementation bottlenecks and to
 
provide technical guidance.
 

D. Evaluation and Audits
 

The program evaluation will review the administrative aspects of
 

the PL-480, Title III's agricultural credit refinancing mechanisms and
 

the success of the Project in attaining its purpose and targets, as
 

detailed in the logical framework. The findings of the evaluation will
 
be used in the design of similar future projects.
 

The two scheduled audits will be undertaken in December 1986 and
 

August 1987 by auditors directly hired by USAID with Project funds.
 
These audits will review whether ICIs are strictly following the
 
regulations specified in the Letters of Understanding.
 

109L
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VI. PROJECT ANALYSES
 

A. Technical Analysis
 

This analysis estimates the requirements for credit for the
 

1986/87 year agricultural crop, estimates the amount of credit which will
 

be available outside this project, and then estimates the amount of
 

credit still needed. The analysis then describes two schemes for
 

reaching large numbers of small and medium size farmers through private
 

banks, provides criteria for allocating the project credit funds, and
 

looks at the willingness of Bolivia's banks to participate.
 

1. Credit Requirements
 

Summer is the principal growing season for annual rainfed
 

crops in Bolivia. The planting period for this season runs from
 

September through early December. Throughout the country, the rains are
 

expected to begin in October. The main annual crops in terms of area
 

planted are corn, potatoes, rice, wheat, soybeans, quinua, yuca, cotton
 

and vegetables. Cash outlays for these crops go mainly for land
 

preparation, hand tools, seeds, agrochemicals, harvest and marketing
 

costs. Potatoes and vegetables require fertilizers. Mechanized wheat,
 

cotton and soybean operations require fuel.
 

The procedure used in estimating credit requirements for the
 

planting period is explained below. The data and calculations are shown
 

in Table VI.l.
 

Three levels of demand have been estimated, taking into
 

consideration current circumstances in the agricultural sector and the
 

feasibility of reaching those farmers who will be needing credit during
 

the 1986/87 agricultural cycle. The three levels of demand are:
 

(a) $280 million. The demand level of $280 million assumes a
 

campaign by the banks promoting the use of credit in collaboration with
 

farmer organizations and agro-industry firms. Column 6 records the
 

anticipated participation rates (% of area). It also assumes that 80% of
 

the operating cost (column 8) of a farm will be financed. Column 10
 

$280 million. Given
summarizes the maximum amount of credit required, 


the fact that the Project credit will reach the ICIs in October and
 

little time to mount a proper campaign, and therefore,
November, there is 

the $280 million demand estimate is high for the 1986/87 planting period.
 

(b) $168 million. The demand level of $168 million assumes no
 

Rather banks are assumed to honor all eligible
campaign by the banks. 


applications for credit which have been submitted by the end of September
 

1986. This estimate is based on documentation presented by agricultural
 

chambers. Column 7 records the present eligible application rate (% of
 

This level of demand also assumes that 80% of the operating costs
area). 

will be financed.
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ESTIMATED CREDIT REQUIER;EMENT5
1 3 4 5 6 7 8 9 10 11 12
 

(10=5,J*6*8*. .., 8) ,"125-7:-9)(1=5*-7*8-.
AREA PR-TICIPATION OPERATION MINIMUM
AREAS HRRVESTEO TO PLANT WITH WUTHOUT 
 COST COST TO BE --REQLIiEPEMENT-------LEVEL-- IN $
No. CROP 1985/HRS 1986/HRS 1987/HRS PROMOTION PROMOTION 
 S/HA FINANCED S/HA LEVEL I LEVEL II LEVEL III1 MAIZE 384,929 286,100 429, 000 25% i5 450 200 38,610,000 23,166,000 12,870,000
2 POTATO 198,2S8 187,500 220,000 20% 10% 1211 800 42,627,200 21,313, 00 17,600,0003 RICE 119,000 86,500 132,000 60x 
 40; 428 155 27,118,080 18,078,720 8,184,0004 WHEAT 92,200 82,000 99,000 40% i0% 
 354 225 11,214,720 2,803,630 2,227,500
5 SOY 65,300 66,15S 73,700 85% 85% 316 
 120 15Ia6,656 15,36,656 71517,4006 SUGAR CAN 63,326 63,500 69,S50 50% 
 50% 1200 250 3315299000 33,5287000 8,731,2507 !UINUR 47,939 45,250 51.700 35% 
 lox 272 150 3,337,472 1,124,992 775,500
0 COTTON 3,796 1!646 11.550 85% e5% 824 
 250 6.471,S5E 6,471.696 2,454,375
9 BARLEY 94,307 95,000 104.500 35% 1OX 
 311 250 9,099,o0 2,599,960 2,612,500
10 TOMATO 4,.263 4,500 4,450 60 -
 40% 1452 650 3,-49,952 2,299,968 1,2S71000
11 VEGETABLE S6,000 86,000 94,600 
 40% 10% 1000 650 30,272,000 71568,000 6,149,00012 CRSSAVR 42,000 41,000 46,200 15% 5% 684 250 j 792:096 1 64,032 577,50013 COFFEE 35,729 36,000 39,600 25% !0% 534 250 4,229,20 1,691,712 990,00014 COCOA 2,00 2,500 2,750 40% 20% 414 
 250 364320 182,160 137,500
15 GRAPES 4,428 4,400 
 4,950 40% 20% 
 960 250 1 520,640 760,320 247,500
16 LIVESTOCK 
 1
4, 000 000 29,000,000 14.000,000
TOTRLS 1244-85 1109e,054.1,34,350 
 280j0711972 167,689,496 86.361,025
 

DATA SOURCES BY COLUMNS: 
3 & 4 MISSION HARVEST SURVEY, HERNAN MUNOZ
 
5 & 6 MISSION ESTIMATES
 
7 DISCUSSION WITH AGRICULTURAL CHAMBERS
 
9 AGRICULTURRL BANK CRLCULRTIONS
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(c) $86 million. The demand of $86 million is based on the
 

same assumptions as the demand level of $168 million, except that
 

financing at the demand level of $86 million is limited to certain crops
 

(corn, potatoes, rice, wheat, soy beans, quinua, tomatoes, and other
 

vegetables) and to certain production costs (seed, fertilizer and other
 

agrochemicals). At this demand level, it is assumed that there is a
 

serious credit shortage and that allocations are limited on the basis of
 

crops. The reduced amounts of operating costs per hectare financed are
 

shown in column 9.
 

In summary, given the time available before the 1986/87
 

agricultural production cycle, a total of $168 million in agricultural
 

credit is estimated to be required during the 1986/87 agricultural season.
 

2. Anticipated Credit Supply
 

The funds available for the 1986/87 summer and winter planting
 

seasons are extremely limited. A summary is provided in Table VI-2.
 

Private ICI funds are at a record low due to the recent economic crisis.
 

In 1985, the ICIs lent about $6.5 million of their own funds on deposit
 

during the entire season. For the 1986/87 cycle, this total is expected
 

to rise only slightly to $8 million for both the summer and winter
 

planting seasons.
 

The PL 480 Secretariat lent $911,000 to private banks for
 

on-lending to small and medium farmers in 1985/86, and $942,100 to
 

FENACRE for on-lending to cooperatives of small farmers. In 1986, $1.7
 

million of PL 480 funds are available to be disbursed to private banks
 

for on-lending, and $3.0 million is scheduled to be disbursed by PL 480
 

to FENACRE for on-lending to cooperatives.
 

The agricultural credit refinancing lines of the Central Bank
 

The only active agricultural
were decapitalized between 1983 and 1985. 


lines at present are 1) the Emergency Agricultural Fund (EAF) set up in
 

late 1985 with $10 million each from AID and CAF and 2) the IDB seed
 

tate 1983 but increased to $13
financing fund set up for $5 million in 


million for 1985-1986 harvest. From these two sources, only $9.6 million
 

of reflows will be available for the 1986/87 summer planting season, and
 

season. In addition, the
about $19.4 million for the 1987 winter crop 


BCB plans to finance $26 million in credit with GOB treasury funds most
 

of which will eventually be reimbursed by the IDB.
 

The Agricultural Bank, although it is the principal lender to
 

small and medium farmers, has only $900,000 of its own resources
 

The Japanese Government is donating
available for this planting season. 

The value of these
agricultural inputs to the BAB for in-kind lending. 


The International Fund for Agricultural
commodities amounts to $435,000. 

program with the BAB in
Development (IFAD) is financing a small area 


Chuquisaca with $2.6 million of credit available for this season. The
 

UNDP and IDB are also providing $2.2 million and $800,000 for credit in
 

the Yungas area, respectively.
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TABLE NUMBER 

SOURCE OF CREDITS\YEARS 
SUMMER WINTER

85/86 86,87 '871.-ICI OWN FUNDS 
 6,538 6,000 2,000
 
2.-PL-480
 

a.-TRUST FUND 911 1,715 0b. -COOPERRTIVES 942 2,000 1,000

3.-BCB REDISCOLIT LINES
 

a. -EA9F 20,000 9,600 6,400b.-IDB SEED 13,000 0 13:000 c. -TRERSURY 0 2., 000 0 
4. -BAB 

a. -BAB OWN FUNDS n/a 0 900b. -GOB COLINTERPART FOR IFAD n/a 150 160c. -JRPANESE DONATION n/a 435 0 
d.-IFRD- CHUQLISIRCR n/a 1,239 
 1,400

e.-UNOP. YUNGAS 
 n/a 1,020 1.200
f.-tDB ALTO YUNGAS 0 0 900 

5. -OTHEP ORGANIZATIONS 1.600 1,600 600TOTALS 
 42,991 49,759 
 273660
 

NOTE:FIGUPES IN THOUSAND OF DOLLARS 
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Various private organizations and small bilateral programs
 

make limited credit available to the clients of their programs. It is
 

estimated that these sources will finance about $2.4 million.
 

3. Anticipated Credit Short Fall
 

Of the $168 million required for the 1986/87 agricultural
 

planting season, only slightly over $77 million is estimated to be
 

available. The $20 million to be prcvided under the Project (plus up to
 

$3.5 million to be reprogrammed for agricultural credit under the
 

Disaster Recovery Project) will only partially alleviate the shortfall of
 

over $90 million.
 

4. Agro-industry based scheme for lending
 

The USAID has received proposals to finance small/medium
 

farmer operational costs through agro-industrial firms which purchase
 

their produce. In Bolivia, several agro-industrial firms work very
 

closely with farmers to assure the timelines and quality of the produce
 

to be purchased for processing. The firms employ extension agents and
 

provide financing of seeds .au other inputs, when possible. Under this
 

project, the firms will assist the farmers to fill out loan applications
 

and present them to the ICIs in the farmer's behalf, at the same time
 

offering a guarantee for each farmer's loan. The loans will be disbursed
 

directly to each farmer by the ICI. Part of the loan agreement will be
 

consent by the farmer to allow the firm to deduct loan repayments from
 

product payments. This arrangement will allow access to credit for
 

farmers who otherwise would have little access. The Mission knows of at
 

least 5 firms and 3 banks which are interested in this scheme. This
 

scheme will be recommended to the other banks for their consideration.
 

5. Agricultural Chamber based scheme for lending.
 

USAID/Bolivia has also received proposals to finance
 

small/medium farmers operational costs through agricultural chambers and
 

their member organizations. Few banks are equipped to maintain a
 

presence in farming areas or to provide technical assistance in support
 

of agricultural credit. A scheme for collaboration between farmer
 

organizations and ICIs provides for the organizations to act as agents
 

and guarantors for their members. The organization will assist their
 

members to fill out applications and obtain individual loans. At the
 

same time, they will provide a number of certifications to banks,
 

including#
 

a. That the applications are limited to reliable farmers
 

b. That the requested amounts of credit are actually needed
 

c. That the loan funds will be spent on the specified inputs
 

d. That applications are properly filled out and are accurate
 

e. That the farmer will receive technical assistance
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f. That the organization will participate in collecting the
 
repayment, and
 

g. That the organization will repay member loans which are in
 
arrears.
 

To cover the costs of the farmer organization activities and
 
fees, an additional 3 per cent spread will be offered. 
This will not be
 
added to the planned 13% 
cost to the borrower, but rather subtracted from
 
the 9 per cent margin accruing to the Secretariat. The spread will be
 
adjusted, as necessary, to reflect market rates and to provide the
 
necessary incentives for private sector ICIs to 
serve small farmers'
 
groups (associations, cooperatives, etc.)
 

6. Credit Allocation Criteria
 

The Secretariat will ask the private sector ICIs to prepare
 
applications for the 
use of the Project funds. The applications will
 
include the following inFormation addressing the allocation criteria:
 

a. Organization of the beneficiaries (working with groups is
 
preferred because it can be more cost effective and large number of small
 
farmers can be reached).
 

b. Number of beneficiaries (proposals to reach larger numbers
 
of beneficiaries will be favored).
 

c. Profitability of the crops to be financed (the more
 
profitable crops will he favored).
 

d. Possibility of coverage by other financial institutions
 
(the Secretariat will coordinate with the Agricultural Bank and other
 
banks to assure that beneficiaries do not receive project funds from two
 
sources).
 

e. Assurances of the timely delivery of credit.
 

f. Models for working with producer associations and
 
agroindustries.
 

7. Willingness of ICTs to participate in the Project
 

Prior Secretariat experience in channelling funds through

private sector ICIs provides evidence of ICIs willingness to participate
 
in this Program. Past participation in similar lending activities
 
directed to small and medium farmers since the 1985 summer planting
 
period has been limited by the lack of funds. Indeed, the Secretariat
 
has had frequently to ask that the banks discontinue submitting requests
 
due to the lack of funds. The Secretariat presently has proposals or
 
indications of interest for planting financing ariounti.ig to $10.1
 

http:ariounti.ig
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million. These proposals will be considered, along with the other
 

requests for credit, that will be generated as soon as the availability
 

of funds is known.
 

While a four per cent spread received by the ICIs has in the
 

past proved to be adequate to cause the ICIs to move all the fund
 
8%)
available. Additional incentives in the form of greater spreads (6 

may be required to incentivate banks to target funds to the project's
 

beneficiary population. The ICIs do tend to minimize their risks by
 

offering loans principally to parties able to to offer substantial
 

If the loans are to reach farmers without these guarantees,
guarantees. 

alternative-type guarantees such as those proposed in Section I.A.4&5
 

will be required. The on-going evaluation of the Trust Fund Program is
 

reviewing this question, and adjustments will be made to assure a
 

predominant participation in the project by small and medium size farmers
 

in the target areas.
 

B. Financial/Economic Analysis
 

A separate benefit-cost analysis would be required for each crop
 

for which the proposed agricultural credit is to be used to assess the
 

Project's financial and economic viability fully. The credit will be used
 

to grow a variety of crops including potatoes, tomatoes, chile peppers,
 

barley, quinoa, soybeans, sorghum, corn. We are presenting here
 
- tomatoes,
illustrative benefit-cost calculations for four crops 


potatoes, onions and corn.
 

Our major source of data included studies undertaken by the
 

Planning Department of the Agricultural Bank of Bolivia entitled "Costos
 

Variables de Producci6n", and the "Programa de Aseguramiento" by the
 

Aseguradora Boliviana Agropecuaria in 1982. The first was designed to
 

ascertain the economic feasibility of agricultural loans, the second of
 

crop 	insurance. All costs were converted into dollars at the then
 

a rate that remained
prevailing exchange rate of $b 25 to US$1, 


reasonably stable through 1981.
 

The benefit-cost calculations presented in Tables 1 to 8 compare
 

the increased value of output estimated to result from the provision of
 

an adequate amount of credit with the sum of all cost increases
 

use of this credit, including the cost of
associated with the 


administration and technical assistance, additional inputs required
 

through more intensive cultivation (e.g. fertilizer, insecticides,
 

fungicides and seeds), additional labor (if any), Y_ transport costs,
 

and losses resulting from default or repayment delays. It was assumed
 

that 	the average maturity of the sub-loans granted under this Project
 

would be for one year, and that the money would be used over and over
 

considered only when opportunity costs
1/ 	 Additional labor costs were 


were involved, i.e. the additional labor required could not be
 

supplied by the farmer or his family.
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again during our eight-year projection period. ./ The principal was
 
projected to remain intact on the assumption that the interest paid by
 
borrowers would be more than sufficient to cover losses resulting from
 
defaults and arrears. The disbursement period for the AID loan was
 
estimated at two years, even though it is hoped that all disbursements
 
will 	occur during CY 1986.2/ The AID loan was counted as a cost only
 
once 	(since the analysis focuses on social costs and benefits) even
 
though it must be repaid annually by end-users. The benefit-cost
 
analysis assumes that $2 million will be loaned for the production of
 
tomatoes) $6 million for potatoes, $1.1 million for onionsl and $3.0
 
million for corn. The fact that funds to be made available are likely to
 
be much less does not affect the validity of the benefit-cost calculation.
 

To be conservatives, it was also assumed that only half of the
 
potential increase in output will occur during the first year (1987).
 
The full increase wil.l b obtained starting with the second year (1988), 
and in each of the following years. 

The analysis is in real terms, i.e. in constant dollars. For
 
that 	reason, the 8% discount rate used (reflecting the opportunity cost
 
of capital) must be understood to be over and above the annual rate of
 
inflation. An alternative projection was made using a 12% discount
 
rate. In fact, it was found that the higher discount rate had only
 
minimal impact on the benefit- cost ratio because both costs and benefits
 
are spread out fairly evenly over the period of analysis and are
 
discounted at the same rate. The annual cash flow i.s never negative 
since the value of the additional output must exceed all incremental 
costs every single year, including the first two. /. The fact that 
the annual cash flow is always positive makes it difficult to calculate
 
the internal rate of return for this project. An IRR could only be
 
calculated if the analysis focused on periods of less than one year.
 

2/ 	 In fact, in theory, the credit funds could be recycled ad infinitum.
 

3/ 	 Funds may not be available for obligation inder the Project in time
 
to allow all disbursements to be made in one year.
 

4/ 	 Otherwise, the borrowing farmers would have to default on their
 
loans, or at least run behind in meeting their repayment commitments.
 

5/ 	 The IRR is the rate that equalizes the discounted future benefits
 
with the total cost of the project. Such equalizing can only occur
 
if the net cash flow is negative in the first period or periods of
 
the project. Otherwise, the Net Present Worth would always be a
 
positive figure. To obtain a negative cash flow during the first
 
period or periods, the analysis would nave to be in terms of 
quarters or semesters. It was not thought necessary to carry the 
analysis to that point since a B/C ratio substan-ially above one 
with 	8% to 12% real annual discount rates is a si Lficient indicator
 
of profitability.
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The analysis for tomatoes is presented in Tables 1 and 2,
 

potatoes in Tables 3 and 4, onions in Tables 5 and 6, and corn in Tables
 

7 and 8. Note that the benefit-cost ratio for tomatoes is 2.54 with an
 

8% real discount rate, and that it declines only very slightly - to 2.47
 

- with a 12% discount rate. The benefit-cost ratio for potatoes is 1.79
 

with an 8% rate, and 1.75 with a 12% rate. The ratio for onions and corn
 

at the 12% discoLnt rate are 1.87 and 1.84, respectively.
 

Modifying this analysis to reflect the economic benefits and
 

costs accruing to society as a whole would not involve substantial
 

changes or produce a significantly different result because (a) there are
 

no significant taxes or subsidies involved in this financial analysis,
 

(b) wages and prices in Bolivia are now essentially market-determined
 
6/ and (c) while the current exchange rate of $b 1.9 million to US$ 1
 

may be overvalued, it is believed that it is not likely to be overvalued
 

by more than 20 to 30%. Moreover, such overvaluation would affect
 

directly only a relatively small proportion of total costs, viz. the cost
 

of acquiring additional imported inputs required by the project, such as
 

the purchase of fertilizer and insecticides.
 

To make allowance for the possible overvaluation of the exchange
 

rate, we have made alternative projections (for tomatoes and potatoes
 

only) that take into account the increase in the cost of additional
 

imported inputs that would result if is assumed that the "equilibrium"
 

exchange rate should be $b2.4 million to US$1 instead of the present
 

The result would be to lower the benefit-cost ratio
$bl.9 million to $1. 


for tomatoes from 2.54 to 2.24 (using the 8% real annual discount rate),
 

and to lower the benefit-cost ratio for potatoes from 1.79 to 1.40 (also
 

at the 8% real discount rate). These are still very high ratios.
 

In conclusion: Since four of the crops we have examined suggest a
 

very high rate of return under Bolivia's internal price-cost structure
 
7/, we may conclude that there are a number of crops for which the use
 
of agricultural credit and the associated application of improved
 

technology would yield a rate of return substantially above the
 

opportunity cost of capital, and that the Project, as a whole, will be
 

economically beneficial to Bolivia. Furthermore, the Project should be
 
is clear
financially viable from the point of view of farmers since, as 


the additional costs
from the analysis, farmers should be able to cover 


associated with the use of credit from the revenue accruing from the
 

additional production generated in every single year over the life time
 

of the project.
 

While there is a legal minimum wage, that wage is currently so low (about
6/ 

US$ 20.5 per month), that it is generally at or below the
 

market-determined level.
 

7/ We have not analyzed the feasibility of producing for export.
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TABLE No 1
 

Value of Potential Additional Tomato Production with Adequate Credit
 

Year 

(I) 

Output 
w/o credit 

(In M.Tons) 

(2) 

Output 
with credit 
(In M. Tons) 

(3) 

Increase 
in 

Production 
(2) - (1) 

(4) 
Value of 
Increased 
Output 

(In Thsnds. 
of US$) 

(5) 

Column (3) 
Discounted 

at 
8% a year 

(6) 

Column (3) 
Discounted 

at 
12% a year 

1987 12,300 1/ 18,450 2/ 6,150 1,604 3/ 1,485 ],432 

1'8P 24,600 4/ 36,900 4/ 12,300 3,208 4/ 2,750 2,557 

1989 24,600 36,900 12,300 3,208 2,547 2,283 

1990 2,358 2,039 

1991 2,183 1,820 

I992 constant constant constant constant 2,022 1,625 

1993 


1994 


1/ 9.2 Tons/Ha x 1,337 Has. = 12,300 Tons. 

2/ 13.8 Tons/Ha x 1,337 Has. = 18,450 Tons. 

3/ A,150 Tons x $ 260.87 = $1,604,000.
 
4/ Column 1 multiplied by 2.
 

1,872 

1,733 

1,451 

1,296 

16,950 14,503 

Double i.n subsequent years. 
Double in subsequent years. 
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TABLE No. 3
 

Value of Potential Additional Potato Production with Adequate Credi.t
 

(1) 	 (2) (3) (4) (5) (6)
 
Increasp Value of
 

Output Output in Increased Discounted Discounted
 
w/o credit w/credit Production Output at 8% at 12%
 

Year (Metric tons) (Metric tons) (2) - (1) (In thsnds.US$) a year a year
 

1987 28,504 _/ 50,301 _/ 21,797 	 5,449 5,045 4,865
 

1988 57,008 !/ 100,602 4/ 43,594 10,898 4_/ 9,543 8,688
 

19PCI 57,00S 100,602 43,594 10,898 8,651 7,757
 

jqan 57,OOP 100,602 43,594 10,898 8,010 6,926
 

IQ91 7,417 6,184
 

1992 
 6,868 5,521
 

1903 constant constant constant 6,359 4,930
 

1994 
 5,888 4,402
 

TOTAL 
 57,781 49,273
 

l/ 7.82 tons/has. x 3,645 ha. = 28,504 tons. Double in subsequent years.
 

2/ 13.80 tons/has. x 3,645 ha. = 50,301 tons. Double in subsequent years.
 
3/ 21,797 tons x $250/ton = $ 5,449,250. Double in subsequent years.
 
4/ Column 1 multipli-ed by 2.
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TABLE No. 5
 

Value of Potential Additional Onion Production with Adequate Credi.t
 

(1) (2) (3) (4) (5) 
 (6)
 

Value of Col. (4)

Output Output Increase Increased Co]..(4) discounted
 

Withoit With In 
 Output discounted at 12%
 
Credit Credit Production (In thousands at per
 

Year (In M.Tons) (In M.Tons) (2) 
- (1) of U.S. dollars) 8% a year year
 

1987 10,350 1/ 19,875 2/ 9,525 954 3/ 883 852
 

1988 20,700 4/ 39,750 4/ 19,050 1,905 4/ 1,633 1,519
 

1989 20,700 3-,750 19,050 1,905 1,512 
 ],356
 

1990 constant constant 1,oo 
 1,211
 

1qql 
 1,297 1,081
 

1992 
 1,200 905
 

1993 
 1,112 862
 

1994 
 1,029 769
 

10,066 8,615
 

1/ 13.8 tons ner ha. x 750 has. = 10,350 tons
 
2/ 2r.5 tons per ha. x 750 has. = 19,875 tons
 
3/ 0.525 tons x t100/ha. = t954,000
 

A/ Double of linp 1 (for 3500 hectares) 



TABLE No. 6
 

ONIONS: COST OF INCREASED OUTPUT
 
(In thousands of dollars)
 

(1) (2) (3) (4) (5) (6) (7) (8)
 
Losses 	 Col.(6) Col.(8)
 

Dis- Dis-
Administrative Throuch Additional 


Costs (T.A., Default Cost of Labor and Total counted counted
 

Additional Transport. Additional at R% a at 12%
Initial Ftaff, Surer- or 


Year Amount vision) Arrearaqes Inputs Costs Costs year a year
 
(13% of loan (5% of loan
 

amount) amount.)
 

1987 540 70 27 236 1/ 75 2/ 948 878 846 

1988 540 140 54 472 3/ 150 3/ 1,356 1,163 1,081 

1989 0 140 54 472 150 816 648 581 

1990 0 constant constant constant 600 600 5.9 
1991 0 555 463 

1992 0 514 413 

1903 0 476 369 

1994 0 441 330 

5,275 4,602
1,080 


I/ 	 Adeitional cost per ha.:
 
Ppsticidps 123, fertilizer 211, seeds - 19 (fewer needed with technification) = $315 x 750
 

has. = $236,250. The number of hectares benefiting from the credit program was doubled in
 

subsequent years.
 

2/ Additional cost per ha: labor 43 + transport 57 = $100 x 750 has. = $75,000
 

It is assumed that twice the number of hectares are technified in subsequent years.
3/ 


BENEFIT COST RATIO
 

Benefit/cost Ratio at 8% real annual discount rate: 10,066 = 1.91
 
5,275
 

Bpnefit/cost Ratio at 12% real annual discount rate: 	 8,615 = 1.87
 
4,602
 

Source: Same as for Potatoes. Estimates for the "high technology" case was made in 1982.
 



TABLE No. 7
 

Value of Potential Additional Corn Production with Adequate Credit
 

(1) (2) (3) (4) (5)
 

Value of
 
Output Output Increase Increased Col.(4)
 
Without with In Output aiscounted
 
Crelit Credit Production (In thousands at 12%
 

Year (In M.Tons) (In M.Tons) (2) - (1) of U.S. dollars) a year
 

1987 6,900 1/ 15,000 2/ 8,100 3,362 3/ 3,002
 
1988 13,800 30,000 16,200 6,724 5,360
 
1989 13,800 30,000 16,200 6,724 4,786
 
1990 4,273
 
1991 constant constant 3,815
 
1-92 
 3,407
 
1993 3,042
 
1994 2,716
 

TOTAL 
 30,401
 

/ 1.38 tons per ha. x 5,000 has. = 6,900 metric tons
 
2/ 3.00 tons per ha. x 5,000 has. = 15,000 metric tons
 
3/ 8,100 tons x t415/ton = 13,361,500
 
4/ Double line 1 (for 10,000 has.)
 



TABLE No. 8
 

Corn: Cost of Increased Output
 

(In thousands of US Dollars)
 

(2) 	 (3) (4) (5) (6) (7)
(1) 


Admin. Costs Losses Cost of Col (6)
 

(T.A., Staff, Through Additi.o- Additional Total Discounted
 
Additional at
Initial Supervision, Default nal Labor 


Amount Interest) Arrearages Inputs Costs Costs 12% a year
Year 


0 2/ 3,200 2,857

1987 1,500 	 195 75 1,430 1/ 


390 150 2,860 0 4,900 2,551

1988 1,500 


2,860 	 3,400 2,421

1989 0 	 390 150 0 

lgg0 2,161
 

constant 1,929
constant 

1,723
 

1991 	 constant 


1992 

1,538


1993 

1,373


1994 


16,553

TOTAL 


Seed 	$25, pesticide $26, fertilizer $223, baqs $12. Total $286/ha.

1/ 	 Additional cost per ha.: 


x 5,000 has. = $1,430. Double in subsequent years (for 10,000 has.)
 

2/ 	 There is no increase in additional labor costs because the work is performed by the farmers
 
corn 	production per
and their families (zero opportunity cost). The average size of land in 


family is 2 has.
 

Source: Information about corn production was obtained from the following sources:
 

"Costos Variables de Producci6n", Banco Agrlcola de Bolivia,
The low technology case from: 


1981.
 
The hiqh technology case from: "Programa de Asequramiento 1982" - by the Aseguradora
 

Boliviana Agropecuaria. We eliminated the cost of additional labor and equipment because
 

the averaqe size of the land parcels plantedto corn (varieties for human consumption) is
 

only about two hectares, so they can be attended by the farmer and his family, 
and can be
 

worked without the use of farm machinery.
 

BENEFIT, COST RATIO
 

30,401 = 1.84

Benefit/cost ratio at a real annual discount rate of 12%: 


16,553
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C. Institutional Analysis
 

1. Alternative Institutions
 

Three institutions were considered as the main channels for
 
agricultural credit under this Project. USAID has worked with all three
 
in the past. These three are the Bolivian Agricultural Bank (BAB), the
 
Bolivian Cenzral Bank (BCB), and the PL 480 Executive Secretariat. A
 
brief summary of our past experiences with each institution and an
 
analysis of its strengths 7.nd weaknesses is presented below.
 

a. Bolivian Agricultural Bank (BAB), USAID had agricultural
 
credit programs with the BAB for about twenty years until 1983. The most
 
recent of these was the $21.6 million Small Farmer Credit Program (SFCP)
 
which was established in 1977. With the technical assistance provided
 
under Agriculture Sector Loans I and II, the SFCP became a very
 
successful program, although the rest of the BAD still experienced
 
serious difficulties. In 1982, a World Bank audit of the BAB revealed
 
that it was bankrupt, even while the SFCP was growing and prospering.
 
This audit called for a reorganization of the BAB, which required the BAB
 
to transfer employees from the La Paz office to the interior of the
 
country and to adopt, throughout the BAB, the procedures and loan
 
approval manuals used by the SFCP. Unfortunately, these audit
 
recommendations were not followed, and in 1983 the SFCP, in spite of
 
vigorous protests by USAID, was incorporated into the BAB as onie of its
 
regular credit lines. As a result of this action, USAID declared the BAB
 
to be ineligible for any further assistance, until such time as the BAB
 
reestablished the SFCP as an independent credit entity. During the
 
period 1983-85, due to the highly negative (in real terms) interest rate
 
policies dictated by the GOB, the BAB's portfolio was almost fully
 
decapitalized. BAB officials have met with USAID periodically during the
 
past year to try and reestablish contacts, and a dialogue has begun. To
 
date, however, the BAB has been unable to comply with the minimum
 
conditions USAID requires and continues to be an ineligible channel for
 
USAID credit funds.
 

b. Bolivian Central Bank (BCB): The BCD manages a series of
 
credit refinancing lines to private banks and other intermediate credit
 
institutions. These credit lines are administered by the Bank's
 
Development Department, whose performance has always been mixed. The
 
Development Department presided over the decapitalization of
 
approximately $50 million in various credit refinancing lines during the
 
Siles Administration, including FRA 1 and FRA 2, which were important
 
sources of agricultural credit. With the election of Victor Paz
 
Estenssoro, the BCB has begun to improve its operations. It did an
 
adequate job of disbursing $10 million of agricultural credit that was
 
provided to the BCE from USAID's Disaster Recovery Project for the
 
1985/86 crop season.
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The Development Department is to be the primary channel for
 

the new IDB agriculture sector loan which should begin by mid-1987. It
 

is supposed to receive substantial amounts of technical assistance as
 

part of the IDB project. With this technical assistance, the Development
 

Department might be able to improve its management of the BCB's
 

rediscount lines marginally) however, USAID feels the GOB must still make
 

strengthen the Development
an important decision whether to try to 


Department or establish a new development financing facility outside of
 

the BCB before signing the IDB loan.
 

USAID will be reprogramming up to $3.5 million under 
the
 

Disaster Recovery Project to complement the funds made available under
 

These funds will be managed by the Development Department
this Project. 

because that is how the agricultural credit component of the Disaster
 

Project was set up. The decision not to use the Development Department
 

to manage the additional funds to be provided under this Project was made
 

(1) based upon the successful experience during the past twelve months
 

with the PL-480 Trust Fund Program, (2) the desire to reach the small
 

farmer clients currently being served under the Trust Fund Program, and
 

(3) USAID's policy decision not to support efforts to revitalize the
 

Development Department so as to encourage the GOB to decide to set up a
 

new facility to handle development banking transactions.
 

c. PL-480 Executive Secretariat: The PL 480 Executive
 

Secretariat was established in 1979 to administer local currency
 

resources generated by the sale of wheat imported to Bolivia under 
a 1978
 

Title III Agreement. The Secretariat is composed of a select group of
 

the official GOB representatives for
Bolivian technicians who act as 


implementation of the PL 480 Title I and Title III Programs which have
 

received wheat valued at approximately $132.5 million over the period
 

1979-1986. The Secretariat's performance has been assessed three times
 

It is also audited every two years. Evaluators
by external evaluators. 


and auditors alike have always been extremely impressed by the efficiency
 

with which the Secretariat administers its subprojects, the accuracy 
and
 

completeness of its records, and its honest administration of a very
 

large portfolio of diverse development subprojects. The Title III
 

Program administered by the Secretariat has been found by evaluators 
to
 

be the best PL-480 program in the world, and Secretariat personnel 
have
 

been invited to Costa Rica and Haiti to assist with the design of PL-480
 

programs in those countries.
 

In 1984, USAID and the Secretariat decided to experiment
 

with a new type of credit program which would set up trust funds 
in
 

used to finance specific types of
The trust funds are 

Up until 1984, the Secretariat
 

selected ICIs. 

loans under pre-established conditions. 


had finan ed many agricultural loans to individuals or groups 
which were
 

submitted by private banks, but these loans had to be reviewed 
and
 

The agreements
approved individually by both USAID and the Secretariat. 


signed by the Secretariat with participating ICIs stipulate 
loan terms
 

and conditions including interest rates, spreads, maximum credit
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maturities allowable, maximum loan size, penalties, guarantee limits, use
 
of reflows, application procedures, and the like. Banks which signed
 
this Agreement were initially given a small trust fund of $300,000 for a
 
trial period of six months and were then evaluated to see if they had
 
satisfactorily complied with all the conditions stipulated in the
 
Agreement. Banks which passed this evaluation were then given additional
 
funds, while banks which failed (two banks failed) were required to repay
 
the initial trust funds immediately. Presently, the program has grown to
 
include thirteen local banks, and the average Trust Fund is now
 
approximately $1.2 million. As a result of the experience with the Trust
 
Fund Programs, it is clear that several of banks are interested in
 
expanding their agricultural credit activities and can be relied upon to
 
channel loan funds to small and medium size farmers.
 

2. Intermediate Credit Institutions
 

a. Banks: Most of the local banks in Bolivia have been
 
experiencing hard times during the last two or three years as
 
hyperinflation virtually destroyed their ability to attract and maintain
 
deposits and shrunk their loan portfolios. Bank portfolios, which in
 
1980 averaged $15-20 million per bank, are now closer to $6 million.
 
This portfolio reduction has reduced the profitability of banks and is a
 
key reason why banks are now eagerly going after the agricultural credit
 
market which heretofore was of little interest to them. Virtually all of
 
the private banks have now formed development departments to channel
 
refinanced loans from the BCB and trust funds from the PL-480
 
Secretariat. Technical assistance being provided to local banks by the
 
Agribusiness and Artisanry Project has helped banks calculate their
 
earnings from alternate credit lines and has also helped banks see the
 
advantages of trying to target themselves toward certain geographical or
 
sectorial credit markets in which they have tile potential for a
 
comparative advantage. Additional TA is now being contracted under the
 
recent Amendment to the Agribusiness and Artisanry Project which will
 
further help local banks improve their administrative procedures, measure
 
and control their costs, and generally improve their lending operations.
 

The extent to which a given bank has successfully installed
 
a development department, hired staff with agricultural experience, and
 
strengthened its capability to identify viable groups of farmers who are
 
good credit risks, varies from bank to bank. It is expected that the
 
current extreme shortage of agricultural credit financinc available to
 
the banks will motivate them to intensify their lending efforts, and that
 
the banks will have no difficulty in placing all of the cred-t made
 
available under this Project. This will happen, in part because the
 
banks have been moving aggressively into the agricultural credit market
 
over the last two years to try and expand their very limited portfolios,
 
and partly because the national demand for credit during the next four
 
months will vastly exceed the available supply.
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b. Other ICIs, At the present time, trust funds have only
 

been set up in private banks. Other ICIs, such as the National
 

Federation of Savings and Loan Cooperatives (FENACRE), have received
 
funds from the Secretariat under other mechanisms. Should non-bank ICIs
 
present applications to be included in the Trust Fund Program, they will
 
be evaluated by the Secretariat and USAID at that time.
 

D. Social Analysis
 

Bolivian small and medium size farmers in all geographic regions,
 
except the Chapare, will have access to the agricultural credit to be
 
financed by the Project. A brief description of the target areas and the
 
potential beneficiaries in those areas follows.
 

1. Profile of Target Areas
 

Bolivia's has two major distinct agricultural systems. The
 

first is the densely populated area of the altiplano (with poor soils and
 
climatic conditions for agriculture) and the intermediate valley's in the
 

mountains where 75% of the rural population lives. Agricultural
 
production in the highlands is to a large degree a small holder
 

subsistence operation. The majority of the small holder farmers use
 

traditional production practices, based on animal draft and manual power,
 
and a minimum level of production inputs. These highland small holder
 

farmers produce most of the potatoes consumed in the country and supply
 

and important part of the meat and vegetables for the urban centers of
 

the highlands. / 

The second .conomic sub-system consists mainly of medium and
 

large scale commercial farmers operating in the lower valleys and lowland
 

plains with good soils and climatic conditions for rainfed agricultural
 

production. The lowland farmers use a high level of tractor
 

mechanization technology and improved agronomic practices. The
 

Department of Santa Cruz produces a major portion of the nation's food,
 

fiber and oilseed cropsi 100% of the rice, sorghum, soybeans and cottonp
 

and over 70% of the cassava, platano/banana, peanuts and beans.
 

Seventy-five percent of the country's catle population is in the
 

Departments of Beni and Santa C~az. _/ Only small and medium size
 

farmers in this sub-system will have access to the project's credit
 

resources.
 

2. Basic Characteristics of Farm Households in Main Agricultural
 

Areas
 

According to an A.I.D.-sponsored study completed in August
 

1983 entitled "Analysis of Bolivia's National Socio-economic Farm Survey,
 

1983", the largest number of farm households are located in La Paz
 

(141,105), Potosi (72,602), and Cochabamba (70,238). Santa Cruz and
 

Tarija have the smallest numbers of farm households with 21,899 and
 

14,430, respectively. The same study indicates that,
 

l/ 	 Excerpts from World Bank Document "Reconstruction Credit Project",
 

April 25, 1986
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--	 Mean farm size appears to be inversely related to the 
number of farms in a department, 

--	 La Paz, Potosi, and Cochabamba all have relatively small 
farms, whereas Santa Cruz and Tarija have relatively large 
farms. 

--	 With the exception of Tarija, mean farm size is inversely 
related to percentage of land in crops, and by the 
extension, is directly related to number of farms. 

-- The mean value of crop production is highest in Santa Cruz 
and Tarija, the two departments with the largest mean farm 

sizes. 

-- Cochabamba, with relatively small farms, evidences a 
relatively high mean value of crop production. 

-- Oruro, with relatively large farms, evidences the lowest 
mean value of crop production of all departments. 

-- A large percentage, 86 percent, of Bolivia's farm 
households own a maximum of ten hectares of land) 95
 
percent own a maximum of 20 hectaresi and only 4 percent of
 
the farm households own 20 hectares or more. In the
 
Bolivian context, about 95 percent of farm households are
 
small or medium size.
 

Net farm incomes are highest in Santa Cruz and Tarija, but
 
Cochabamba has the highest mean net farm income per hectare. Santa Cruz,
 
which ranks second among departments in mean net farm income, ranks sixth
 
in mean net farm income per hectare. This is likely explained by the
 
fact that Santa Cruz has the largest mean farm size. Tarija, which also
 
has relatively large farms, nevertheless evidences a high mean net farm
 
income per hectare.
 

3. 	Size of the Target Beneficiary Areas Population
 

According to the above study, which is based on a 1976
 
population cencus, Bolivia's estimated farm population is 2,490,115
 
persons, whose members belong to some 556,673 farm households. By
 
ecological size, this population is distributed as shown in the following
 
tables
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TABLE
 

Bolivia's Farm Population
 

Average Estimated
 
Estimated Size of Number of
 

1975 Farm
Ecological Zone - Number of 1979 Farm Farm 


Department Cantons Population Households Households
 

1- La Paz 39 277,497 4.574 60,668
 

2- La Paz 54 133,878 4.136 32,369
 

2- Oruro 131 153,183 2.660 57,588
 
8,724
3- Potosi 31 25,954 2.975 


4- La Paz 78 235,214 4.196 56,057
 

3 43,958 5.000 8,792
4- Cochabamba 

5- Cochabamba 77 379,130 4.487 84,493
 

5- Santa Cruz 30 58,499 4.752 12,310
 

6- Potosi 124 354,553 4.752 74,611
 

47 161,793 5.332 30,344
6- Chuquisaca 

7- Potosi 61 75,537 4.243 17,803
 

16,262
7- Chuquisac3 	 49 81,210 4.994 


7- Tarija 135 91,840 5.421 16,942
 

8- La Paz 55 106,455 3.975 26,781
 

9- Cochabamba 3 39,927 4.087 9,770
 

10- Santa Cruz 27 171,211 6.301 27,172
 

11- Santa Cruz 22 32,674 5.453 5,992
 

11- Chuquisaca 21 43,986 6.583 6,682
 

11- Tarija 38 23,616 7.128 3,313
 

TOTAL 	 1,025 2,490,115 4.473 556,673
 

Source: 	Bolivian Farm Policy Study, Analysis of Bolivia's National
 

Socioeconomic Farm Survey, 19781 (proposed undn" A.I.D. contract
 

No.AID/SOD/PDC-C-038
9 ), August 1983.
 

The project will benefit up to 5,000 farmers and their families
 

Based on the average number in each farm household
in the above areas. 


of 4.5 per persons, the project's beneficiary population will be
 

approximately 22,500 people.
 

Among the special measures being taken to ensure that project
 

funds go to small and medium size farmers ares
 

1) providing for increased spreads to ICIs which lend to small
 

farmers in innovative ways)
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2) allowing the BCB to direct a high proportion of its funds to
 
the BAB which is well placed to lend to small farmers (by directing
 

A.I.D. funds to private ICIs), and
 

3) developing new lending mechanisms (see Technical Analysis) to
 
reach greater numbers of small farmers.
 

4) Giving preference to lending schemes presented by farmers
 
cooperatives and associations, which are predominantly composed of small
 
farmers.
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VII. CONDITIONS, COVENANTS AND NEGOTIATING STATUS
 

The GOB has requested the assistance to be provided under the
 

an urgent basis to help meet the credit needs of Bolivian
Project on 

The 1986 season starts in
farmers for the 1986/87 agricultural season. 


September, and project funds should be made available as early 
as
 

Given this urgency, the GOB, through the PL-.480

possible in the season. 


the implementinq agency, has
 Secretariat, which has been designated as 


agreed to comply with the conditions precedent to disbursement 
within few
 

weeks after the Project Agreement is signed. The conditions precedent to
 

followss
disbursement are as 


Prior to the first disbursement under the Grant, or to the issuance
 

by A.I.D. of documentation pursuant to which disbursements 
will be made,
 

the Parties may otherwise agree in writing,
the Grantee will, except as 


furnish to A.I.D. in form and substance satisfactory to A.I.D.,
 

1) a statement of the name of the person(s) holding or acting in the
 

office of the Grantee, and of any additional representatives,
 

together with a specimen signature of each person specified 
in
 

such statements)
 

2) a copy of the model loan agreement to be signed by the PL-480
 

Secretariat and participating Intermediate Credit Institutions
 

(ICIs)) and
 

3) an implementation plan for the credit program which 
includes a
 

list of the Bolivian Intermediate Credit Institutions through
 
e


which the A.I.D. funds provided under the Project will 


channelled.
 

The Project Agreement will also contain four covenants. The GOB
 

will convenant tot
 

1) Provide USAID/Bolivia, through the PL-480 Secretariat, 
a detailed
 

assess the impact and the progress
it will use to
evaluation plan which 


made in attaining the purpose and the targets of the Project, 
within 90
 

days of the signing of the Project Grant Agreement)
 

2) Make the necessary arrangements to review on a quarterly 
basis
 

It further
 
the performance of each participating private sector 

ICI. 


covenants that any ICI which fails to comply with the 
program
 

requirements agreed to between USAID/Bolivia and the 
Grantee, will be
 

suspended from further participation in the Project;
 

3) Make the necessary arrangements with participating 
private sector
 

ICIs to direct sub-loans to small and medium 
size farmers and that the
 

average amount per sub-loan under this project, 
on a nationwide basis,
 

will be approximately $4,000) and
 

4) Establish lending rates to private sector ICIs and to
 

terms.
sub-borrowers which are positive in real 
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ANNEX I
 

'AID.AMB DCM ECON 	 Rec'd 9/29
 

File: PD&I LOC: 318 655
VZCZCLP0483 

27 SEP 86 2343
?P RUEHLP 

CN: 39287
DE RUEHC f4492 2692337 


ZNR UUUUU ZZH Action: w "CHRGi PROG
 
A DIST: AIDE
P 262149Z SEP e6 Anto: 


Ff1 SECSTATE WASHDC Info: A/D
 
TO AMEMBASSY LA PAZ PRIORITY 7956 EXO
 
BT PRD
 
UNCLAS STATE 304492 DP


C
 
RF 3


AIDAC SF 

E.O. 12356: N/A Reply due 10/2
 
TAGS:
 
SUJECT: 	 EMERGENCY AGRICULTURAL CREDIT PROJECT, NO.
 

Action tkn
511-0591 


REF: LA PAZ 7509
 

1. PER REQUEST IN REFTEL, TIIS CABLE CONSTITUTES ACTION
 
PLAN LEVEL APPROVAL OF THE PROPOSED PROJECT ON GRANT
 

.BASIS: 	 PP APPROVAL AND PROJECT AUTHORIZATION AUTHORITY
 
IS REDELEGATED TO THE MISSION DIRECTOR:
 

2. GIVEN THE NUMBER OF RECENT STUDIES WHICH HEVE BEEN
 
CARRIED OUT ON THE DEMAND FOR AGRICULTURAL CREDIT AND
 
FINANCIAL MARKETS IN BOLIVIA BY THE CENTPAL BANK, DALE
 
ADAMS, FTC' AS WELL AS THE RECENT POSITIVE EXPERIENCE IN 
DISBURSING AGRICULTURAL CREDIT UNDER THE DISASTER
 
RECOVERY PROJECT THROUGE PRIVATE SECTOR INTFRMEDIPTE
 
CREDIT INSTITUTIONS (ICIS), THE MISSION IS AUTHORIZED TO
 
PROCEED DIRECTLY WITH PP PREPARATION IN ORDER TO TO E
 
ABLE TO OBLIGATE FUNDS IN FY 06. THE FOLLOWING GUIDANCE
 
IS PROVIDED FOR PP PREPARATION:
 

A: PROJECT ANALYSIS: THE PP SHOULD CLEARLY DEMONSTRATE
 
HOW THIS PROJECT WILL BENEFIT SMALL AND MEDIUM PRODUCERS:
 

B, POLICY CONCERNS. REDELEGATION IS BASED ON
 
UNDERSTANDING THAT LENDING IS TO PRIVATE SECTOR ICIS AND
 
THAT LENDING TO ICIS AND ON-LENDING TO SUB-BORROWERS
 
WILL BE AT MARKET RATES WHICH ARE SIGNIFICANTLY POSITIVE
 
IN REAL TERMS.
 

C. LOANS TO SMALL PRODUCERS: TO ASSURE THAT SMALL
 
PRODUCERS HAVE BROAD ACCESS TO LOANS, THE PROJECT SFOULD
 
INCLUDE A MECHANISM TO MAINTAIN THE AVERAGE LOAN SIZE AT
 
APPROXIMATELY DOLS' 4,000:
 

D. IEE: ON SEPTEMBER 16, 1986, BUREAU DEPUTY
 
ENVIRONMENTAL OFFICER CONCURRED WITE MISSION
 
RECOMMENDATION FOR A NEGATIVE DETERMINATION.
 

3. PLEASE BE ADVISED THAT AT THIS TIME THERE ARE ONLY
 
ABOUT DOLS. 2:4 MILLION WHICH CAN BE MADE AVAILABLE FOR
 
THIS PROJECT IN FY C6. LAC WILL CONTINUE TO ATTEMPT TO
 

STATE 304492
UNCLASSIFIED 




UNCLASSIFIED STATE 304492 

IDENTIFY ADDITIONAL FUNDS FROM END 'OF YEAR 
PROGRAMMING. S'BULTZ 
BT 
#4492 

NNNN 

UNCLASSIFIED STATE 304492 



ANNEX 2
 

ENVIRONMENTAL DETERIINATION
 

Project Locations Bolivia
 

Project Title and Number: Agricultural Credit (511-0591)
 

Funding, FY 1986: $2,424,828) FY 1987: $17,575,172
 

Project Description: The goal of the Project is to increase agricultural
 

production thereby increasing farmers' incomes and promoting Bolivia's
 

economic growth. The Project purpose is to provide agricultural credit
 

to Bolivia's small and medium size farmers during the 1986-1987 planting
 

and production cycle. The Project will finance, through private sector
 

Intermediate Credit Institutions (ICTs), seeds, fertilizer, agricultural
 

implements, labor, veterinary medicines, and related agricultural
 

livestock inputs, (except pesticides), and harvesting and marketing
 

costs.. USAID/Bolivia does not plan to review and approve the individual
 

loans extended by ICIs to the participating farmers.
 

Statement of Categorical Exclusion: It is the opinion of USAID/Bolivia
 

that the project does not require on Initial Environmental Examination,
 

because its activities are within the class of actions described in
 

Section 216.2, paragraph (C)(2) X of 22 CFR part 216 on "Categorical
 

Exclusions" which reads as follows:
 

"Section 216.2(C)(2) X":
 

"(X) Support for intermediate credit institutions when the objective
 

is to assist in the capitalization of the institution or part
 

thereof and when such support does not involve reservation of the
 

right to review and approve individual loans made by the
 

institutions"
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Concurrence of Mission Director
 

I have reviewed the above statement and concur in the determination that
 

the Bolivia Emergency Agricultural Credit Project does not require an
 

Initial Environmental Examination.
 

Dates 	 George A. Wachtenheim
 

Acting Director
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AGENCY FOR INTERNATIONAL DEVELOPMENT 
WASHINGTON, D.C 20523 

LAC/DR-IEE-86-34 

ENVIRONMENTAL THRESHOLD DECISION
 

Project Location 


Project Title 

and Number 


Funding 

Life of Project 


IEE Prepared x 


Recommended Threshold Decision 


Bureau Threshold Decision 


Comments 


Copy to 

Copy to 

copy to 


Copy to 

: 	 Bolivia 

: Agricultural Credit 
: 511-0591 

: 	 $20 million 

: 	 Two Years FY'86-'87 

: 	Angel M. Diaz, LAC/DR
 

: 	 Categorical Exclusion 

: 	 Concur with Recommendation 

: 	 Bureau decision based on 
condition that no funds will be 
used for procurement or use of 
pesticides and USAID's waiver of 
right to review and approve 
individual loans extended by the
 
ICI's under the project.
 

David Cohen, Director 
USAID/La Paz 

: 	 Angel Diaz, LAC/DR, USAID/ 

: 	 Howard Clark, REMS 

IEE File 

~ ~ ~ Date 

Marea E. Hatziolos
 
Deputy Enviionmental Officer
 

Bureau for Latin America
 
and the Caribbean
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ANNEX 3
 

(E) OF THE FOREIGN ASSISTANCE
CERTIFICATION PURSUANT TO SECTION 611 


ACT OF 1961, AS AMENDED
 

I, George A. Wachtenheim, as Acting Director of the Agency for
 

International Development Mission to Bolivia, having taken into account,
 

among other things, the maintenance and utilization of projects
 

previously financed by USAID/Bolivia, do hereby certify that in my
 

judgement The Government of Bolivia and the implementing agency have the
 

financial capacity and human resources capability to effectively utilize
 

and maintain the proposed Emergency Agricultural Credit Grant Project.
 

/ 

GeorgL\*A. Wachtenheim .
 

Actihg Director 

USAID/Bolivia
 

Dates September 30, 1986
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ANNEX 4 

PROJECT DESIGN SUMMARY Life of Project: 
',o -- '.* .7, LOGICAL FRAMEWORK (INSTRUCTION: THIS ISAN OPTIONAL From FY 86 to FY 87 

FORM WHICH CAN BE USED AS AN AID Total U.S. Funding $20,000,000Tale & Number: _ro__ct EERGENCY AGRICULTURAL CREDIT To ORGANIZING DATA FOR THEREPORT. PAR DatePrel__edIT NEED NOT BE RETAINED _/_/OR SUBMITTED.) PAGE 1 

NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS 1 MEANS OF VERIFICATION IMPORTANT ASSUMPTICNS 
P, ,nor Sector Goal: The brooder objective to Measures of Goal Achievement: Assumptions far achieving goal targets: 
.nich rhis project contributes: 

To increase agricultural produc- Bolivian farmers' increased GOB reports (i.e. INE) on per - Timely provision of agricultural

tion, thereby increasing Bolivia's. income as shown by a before and 
 capita income, and final project credit by PL-480, and the GOB
 
small and medium size farmers' inco 
e after comparison of their per evaluation, institutions (i.e. Central Bank
 
and promoting Bolivia's economic capita income. 
 and Agricultural Bank and other
 
growth. 
 organizations)


Agricultural production of
 
participating farmers increases 
 - Continued GOB policy support to 
by at least 3 percent during agricultural production (i.e. 
the 1986/87 agricultural no price controls, stimulation 
season. of exports).
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U L.1.NT , LOGICAL FRAMEWORK FromFY to____toF 87 
Total U.S.Funding SO.000.000

Project Title & Number: LMERG NCY AGRICLTURAL CREDIT 	 Date Prepared: Q r)'V/ P G 2 

NARRATIVE SUMARY 03JECTIVELY VERIFIABLE iNDiCATORS MEANS OF VERIFICATION IMPORTANT .SSUMPTIONS PAGE 2 
Project Purpose: Conditions that will indicate purpose has been Assumptions for achieving purpose:

achieve& End of project s*atus. 
To contribute to agricultural sector 
 I. The PL-480 Title III, - Project reports and final - Trust funds mechanism designedrecovery by providing agricultural Secretariat will have 
 evaluation,
production credit to Bolivia's 	 and implemented by project
established a close working 
 are 	financially and
small and medium size farmers during relationship with at least - Before and after comparison of administratively efficient.
the 	1986/1987 crop planting/ 
 10 private sector ICIs for 
 agricultural production levels.
livestock production cycle, 
 channelling credit to small 

and medium size farmers in - USAID monitoring of ICIs - Broad information disseminationBolivia's major agricultural participation. 
 to farmers by ICIs/PL-480
areas. 

on agricultural credit
 
availability.
2. 	At least 10 Bolivian private
 

sector iCIs will be providing
 
timely credits to small and
 
medium size farmers: and
 

3. 	Agricultural production
 
during the 1986/1987 period

will have increased by at
 
least 3 percent over the
 
previous cycle.
 

N
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Ala f020-1a 7-71 From FY 86 FY 87sUP,'LCw, I 	 LOGICAL FRAMEWORK ToFalLU.S. ud joTo:hi U.S5. Funding S20.O00.000 

Project Title & Number: EMERGENCY AGRICULTURAL CREDIT Date Prepared! QdRAFR(, 

PAGE 3 
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS 

Outputs: Magnitude of Outputs: Assumptions for achieving outs: 

1. 	Trust fund established within 1. 1 in PL-480, and as many - Monthly, quarterly and final - A.I.D., GOB, Bolivian private

the PL-480 Title III Secretariat, sub-trust funds in financial implementation reports. sector and other donors will
 
which will administer the instit--:ions, as the number provide agricultural credit
 
disbursement of credits, through of participant ICIs. - Two audits, resources in amounts planned

private sector ICIs, to farmers; and on timely basis for the
 

2. 	Approximately 5,000 loans 1986/87 agricultural cycle.
 
2. 	Loans extended to farmers in
 

the altiplano and farming
 
areas in the lowlands.
 

3. 	Additional land planted 3. Approximately 40,000 hectares
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0,,o,-PE-,.rUSo , , 	 PROJECT DESIGN SUMMARY Life of Project:LOGICAL FRAMEWORK From FY 86 to FY 87 
EMERGENCY AGRICULTURAL CREDIT

Project Title & Number: 	 Total U.S. Funding $20.000000 

Date P4epared: 9 
NARRATIVE SUMMARY OBJECTIVELY VERIFIABLE INODCATORS MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS PAGE4 

Inputs: Implemntotion Target (Type and Quatity) Assumptions for providing inputs: 
A) A.I.D. A) 	 A.I.D. 

1. 	Agricultural production, 
 1. 	$19,900,000 (L/C only) 
 USAID/Cont, PL-480 accounting
harvesting and marketing credit 	 - Effective agricultural credit 
records and audits 
 demand by altiplano and lowland
 

2. 	Evaluation/audits 2. 80,000,000 (FX 
= $40,000; 
 1986/87 crop planting/livestock
 

L/C 	= 40,000) 

production cycles.


3. 	Contingencies 
 3. 	$20,000,000 (FX = $10,000; 

Timely disbursement of project
 

L/C = 10,000) 

funds to PL-480 and !CIs.
 

$20,000,000 (FX = $50,000;
 

L/'C 	= $19,950) 

B) 	GOB 
 B. 	GOB
 

1. 	PL-480 
 1. $ 4,719,000 (only L/C)
 
Agricultural Credit
 

2. 	Central Bank
 
Agricultural Credit 
 2. 	$55,000,000 (
 

3. 	Agricultural Bank
 
Agricultural Credit 
 3. 	$ 7,300,000 ( )
 

C. 	BOLIVIAN PRIVATE ORGNIZATIONS C. BOLIVIAN PRIVATE SECTOR
 

1. 	Agricultural Credit 
 I. 	$10,400,000 (only L/C)
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AGRICULTURAL CREDIT PROJECT
 
(511-0591)
 

ANNEX A
 
STATUTORY CHECKLISTS
 

I. PROJECT CHECKLIST
 

A. General Criteria for Project
 

1. FY 1986 Continuing Resolution,
 

Sec. 524 FAA Sec. 634A) Sec.653(b).
 

(a) Describe how authorization and Committees notified
 

using congressional
appropriations committees of Senate 

notification procedures.
and House have been or will be 


notified concerning the project?
 

2. FAA Sec.611(a)(1). Prior to obli

gation in excess of $100,000, will
 

there 	be (a) engineering, financial
 
Yes.
 or other plans necessary to carry 


out the assistance and (b) a reason

ably firm estimate of the cost to
 

the U.S. of the assistance?
 

3. FAA Sec. 611(a) (2). If further leg- N/A
 

islative action is required within
 

recipient country, what is basis
 

for reasonable expectations that
 

such action will be completed in
 

time to permit orderly accomplish

ment of purpose of the assistance?
 

4. FAA Sec. 611(b)) FY 1986 Continuing N/A
 

If for water
Resolution, Sec. 501. 

conor water-related land resource 


struction, has project met the
 

principles standards and procedures
 

established pursuant to the Resources
 

(42 U.S.C. 1962, et.seg)?
Planning At 


(See AID Handbook 3 for new guidelines.)
 

N/A

5. FAA Sec. 611(e). If project is capital 


assistance (e.g. construction), and
 

all U.S. assistance for it will exceed
 

$1 million, has Mission Director
 

certified and Regional Assistance Ad

ministrator taken into consideration
 

the country's capability effectively
 

to maintain and utilize the project?
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6. FAA Sec. 209. Is project susceptible No. Project is unique 
to execuition as poart of reqional or to Boli.vian situation. 

multilateral project? If so, why is 
projPct not so expcutpd? Information 
and conclusion whether assistance w.il 
encourarie repoonal development 
proqrams. 

7. FAA Sec. 601(a). Information and con
clnsions whether project will encour- The project wi.ll finance the 
aqe efforts of the countrv to: (a) inpults that Bolivian farmers 
"ncrease the flow of international need to i.ncrease agricultural 
t-rade; (b) foster private initiative producti.on. All parti.ci.pat

and competitions and (c) encouraqe i.ng farmers wi.l be pr.ivate 
deve-lopment and tuse rf cooperatives, entrepreneurs. Thus, the 

and credi.t unions, andl savinqs and loan project wi.l have a posi.tive 
associationsi (H) discoiraqe monopolis- effect on A-E. 
ti.c practices; (e) improve technical 
efficiencv of industry, aqriculture 

and commerce; and (f) strenqthen free 
labor unions. 

8. FAA Sec. 01(). Information and con

clusi.ons on how project will. encourage 
U.S. private trare andl invest-ment N/A 
abroad and encouraqe private U.S. 
partici.nation i.n foreicin assistance 
proqrams (i.nc ludinq use of private 
trade channels and the services of U.S. 
private enternrise). 

9. FAA Sec. 612(b). 636(h); FY 1982 Appro- The GOB, throuqh the Central 
pri.ation Act, Spc.507. Describe steps Bank, the Agricultural Bank 
taken to assure that, to the maximum and the PL-480 Secretari.at, 
extent possible, the country is contri- wi.ll provide counterpart 
hutina local. ciurroncips to meet the cost contributions in local 
of contractual and other services, and currency, as possible 

forpiqn currencies owned by the U.S. durinq the life-of-project, 
are utilized i.n lieu of dollars. to attain the project 

purpose. This contribution 

wi.ll be at least 25% of the 
LOP Cost. 

10.FAA Sec.612(d). Does the U.S. own 
excess foreiqn currency of the country No. 

and, i.F so, what arranqements have 
be n made for its rplease? 
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ll.FAA Sec.601(e). Will the project uti

lize competitive selection procedures Yes.
 

for the awarding of contracts, except
 

where applicable procurement rules
 
allow otherwise?
 

12.FY 1986 Continuing Resolution, Sec.522.
 

If assistance is for the production
 

of any commodity for export, is the No. The expected increases
 

commodity likely to be in surplus on in agricultural production
 

world markets at the time the resulting will meet primarily local
 

productive capacity becomes operative, needs.
 

and is such assistance likely to cause
 

substantial injury to U.S. producers
 

of the same, similar or competing
 

commodity?
 

13.FAA 118(c) and (d). Does the project Yes. It has been determined
 

comply with the environmental proce- that the project will not
 

dures set forth in AID Regulation 16? have adverse effects on the
 

Does the project or program take into environment. The project
 

falls within the provisions
consideration the problem of the 

of Section 216.2(C)(2)
destruction of tropical forests? 


14.FAA 121 (d). If a Sahel project, has a
 

determination been made that the host
 

government has an adequate system for N/A
 

accounting for and controlling receipt
 

and expenditures of project funds
 

(dollars or local currency generated
 

therefrom)?
 

15. 	FY 1986 Continuing Resolution
 

Sec.533. Is disbursement of the
 

assistance r'-onditioned solely on No.
 

the basis of the policies of any
 

multilateral institution?
 

16.ISDCA of 1985 Sec. 310. For
 

development assistance projects,
 

how much of the funds will be
 

available only for activities
 

of economically and socially
 
None.
disadvantaged enterprises, 


historically black colleges and
 

universities, and private and
 



voluntary organizations which
 

are controlled by individuals
 

who are black Americans, Hispanic
 

Americans, or Native Americans,
 
or who are economically or
 

socially disadvantaged (including
 

women)?
 

B. Funding Criteria for Project
 

1. Development Assistance Project Criteria
 

a. FAA Sec.102(b), 11, 113, 281(a).
 

Extent to which activity will (a)
 

effectively involve the poor in de-


velopment, by extending access to 


economy at local level, increasing 


labor-intensive production and the 


use of appropriate technology, 


spreading investment out from
 
cities to small towns and rural
 

areas, and insuring wide partici

pation of the poor in Lhe benefits 


of development on a sustained basis, 


using the appropriate U.S. institu-


tions) (b) help develop cooperati-


ves, especially by technical as-

sistance, to assist rural and urban
 

poor to help themselves toward 


better life, and otherwise encourage 

democratic private and local govern-


mental institutions) (c) support 


the self-help efforts of developing 

countries) (d) promote the partici

pation of women in the national 

economies of developing countries 

and the improvement of women's
 

status) and (e) utilize and encourage 


regional cooperation by developing
 
countries?
 

b. FAA Sec.103, 103A, 104, 105, 106.
 

Does the project fit the criteria
 
for the type of funds (functional 

account) being used?
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(a) A large percentage of
 

the project beneficiaries
 
will be small farmers, who
 

fall within Bolivia's
 

lower income groups.
 

(b) Although many of the
 

participating farmers belong
 

to cooperatives, the major
 
focus of the project is on
 

individual farming units.
 

(c) Bolivian self-help
 

efforts are significant.
 
The A.I.D. assistance only
 
complements local efforts
 
and resources.
 

(d) Women will have access
 
to the credit lines.
 

(e) N/A.
 

Yes
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c. FAA Sec.10 7 . Is emphasis on use of N/A.
 

appropriate technology (relatively
 

smaller, cost-saving, labor-using
 

technologies that are generally most
 

appropriate for the small farms, small
 

businesses, and small incomes of the
 

poor)?
 

d. FAA Sec.ll0(a). Will the recipient Yes. The GOB and private
 

country provide at least 25% of the ICIs will provide funds to
 

costs of the program, project, or cover the majority of the
 

unfinanced agricultural
activity with respect to which the 


assistance is to be furnished (or is credit demand for the 1986

the latter cost-sharing requirement 1987 agricultural production
 

being waived for a "relatively least cycles.
 

developed" country)?
 

e. FAA Sec.122(b). Does the activity
 

give reasonable promise of contri

buting to the development of econo- Yes.
 

mic resources, or to the increase
 

of productive capacities and self

sustaining economic growth?
 

f. FAA Sec. 128(b). If the activity
 

attempts to increase the
 

institutional capabilities
 

of private organizations or
 

the government of the country,
 

or if it attempts to stimulate N/A.
 

scientific and technological
 

research, has it been designed
 

and will it be monitored to
 

ensure that the ultimate
 

beneficiaries are the poor
 

majority?
 

g. FAA Sec.281(b). Describe extent to
 

which program recognizes the parti

cular needs, desires, and capacities
 

of the people of the countryl utili

zes the country's intellectual re

sources to encourage institutional N/A.
 

development, and supports civil edu

cation and training in skills re

quired for effective participation
 

in governmental processes essential
 

to self-government.
 

http:Sec.107.Is
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2. Development Assistance Project Criteria 

(Loans Only) 

a. FAA Sec.122 (b). Information and 

conclusions on capacity of the 

country to repay the loan, at a 

reasonable rate of interest. 

N/A 

b. FAA Sec.620(d). If assistance is 

for any productive enterprise 

which will compete with U.S. 

enterprises, is there an agreement 

by the recipient country to prevent 

export to the U.S. of more than 

20% of the enterprise's annual 

production during the life of 

the loan? 

N/A 

3. Economic Support Fund Project Criteria 

a. FAA Sec.531(a). Will this 

assistance promote economic or 

political stability? To the 

extent possible, does it reflect 

the policy directions of FAA 

Section 102? 

N/A 

b. FAA Sec.531(c). Will assistance 

under this Chapter be used for 
military, or paramilitary activi

ties? 

N/A 

c. ISDCA of 1985 Sec. 207. Will 

ESF funds be used to finance the 

construction of, or the operation 
or maintenance of, or the supplying 

of fuel for, a nuclear facility? 

If so, has the President certified 

that such country is a party to the 

Treaty on the Non-Proliferation of 

Nuclear Weapons or the Treaty for 

the Prohibition of Nuclear Weapons 

in Latin America (the "Treaty of 

Tlatelolco"), cooperates fully 
with the IAEA, and pursues 

nonproliferation policies 

consistent with those of the 

N/A 

United States? 
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d. FAA Sec.609. If commodities are to 
be granted so that sale proceeds 
will accrue to the recipient country, 
have Special Account (counterpart) 
arrangements been made 

N/A 



II. Standard Item Checklist
 

A. Procurement
 

1. FAA Sec. 602. Are there arrangements

to permit U.S. small businesses to 

participate equitably in the
 
furnishing of commodities and
 
services financed?
 

2. FAA Sec. 604(a). 
Will all procure
ment be from 4.he U.S. except as other-

wise determined by the President or
 
under delegation from him?
 

3. FAA Sec. 604 (d). 
 If the cooperating
 
country discriminates against marine
 
insurance companies authorized to do
business in the U.S., 
will commodities 

be insured in the United States against 

marine risk with such a company?
 

4. FAA Sec. 604 (e)) ISDCA of 1980 Sec.
 
705 (a). 
If offshore procurement of

agricultural commodity or product is to

be financed, is there 
a provision

against such procurement, when the do-

mestic price of such commodity is less

than parity? (Exception where commodity

financed could not reasonably be pro
cured in U.S.)
 

5. FAA Sec. 604(g). Will construction or
 
engineering services be procured from
 
firms of countries which receive
 
direct economic assistance under the FAA
and which are otherwise eligible under 

Code 941, but which have attained a
competitive capability in international
 
markets in one of these areas? 
 Do these

countries permit United States firms to
 
compete for construction or engineering

services financed from assistance programs
 
of these countries?
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Yes.
 

Yes. 
 U.S. and Bolivia
 

Bolivia does not so
 
discriminate.
 

N/A.
 

No.
 



6. FAA Sec. 603. Is the shipping
 
excluded from compliance with
 

requirement in Section 901(b)
 
of the Merchant Marine Act of
 

1936, as amended, that at least
 

50 percent of the gross tonnage of
 

commodities (computed separately
 
for dry bulk carriers, dry cargo 

liners, and tankers) financed shall
 

be transported on privately owned
 

U.S. flag commercial vessels to the
 

extent that such vessels are available
 

at fair and reasonable rates.
 

7. FAA Sec. 621. If technical assistance
 
is financed, will such assistance be
 

furnished by private enterprise on a 


contLact basis to the fullest extent
 
practicable? If the facilities of
 

other Federal Agencies will be
 
utilized, are they particularly 

suitable, not competitive with
 
private enterprise, and made
 

available without undue interfer
ence with domestic programs?
 

8. International Air Transport. Fair
 

Competitive Practices. Act. 1974.
 
If air transportation of persoas or
 

property is financed on grant basis, 

will U.S. carriers be used to the
 

extent such service is available?
 

9. FY 1986 Continuing Resolution
 
Sec.504. If the U.S. Government
 
is a party to a contract for
 

procurement, does the contract
 

contain a provision authorizing
 
termination of such contract 

for the convenience of the United
 
States?
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No.
 

Yes.
 

N/A
 

Yes.
 

Yes.
 



B. Construction
 

1. FAA Sec. 601(d). If capital (e.g.
 
construction) project, will U.S.
 
engineering and professional services 


be used?
 

2. FAA Sec. 611(c). If contracts for
 
construction are to be financed, will
 

they be let on a competitive basis 

to maximum extent practicable?
 

3. FAA Sec. 620(k). If for construction
 
of productive enterprise, will aggre
gate value of assistance to be fur
nished by the U.S. not exceed $100 

million (except for productive enter
prises in Egypt that were described
 
in the CP)?
 

C. Other Restrictions
 

1. FAA Sec. 122(b). If development loan,
 
is interest rate at least 2% per annum
 
during grace period and at least 3% per 

annum thereafter?
 

2. FAA Sec. 301(d). If hnd is established
 
solely by U.S. contributions and
 
administered by an international 

organization, does Comptroller
 

General hive audit rights?
 

3. FAA Sec. 620(h). Do arrangements exist
 
to insure that United States foreign
 
aid is not used in manner which,
 
contrary to the best interests of the
 

United States, promotes or assists the 

foreign aid projects or activities of
 

Communist-bloc countries?
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N/A.
 

N/A.
 

N/A.
 

N/A.
 

N/A.
 

Yes.
 



4. Will arrangements preclude use of
 
financing?
 

a. FAA Sec. 104(f)l FY 1986 Continuing
 
Resolution Sec.526, (1) To pay
 
for performance of abortions as a
 
method of family planning or to
 
motivate or coerce persons to
 
practice abortionsl (2) to pay for
 
involuntary sterilization as method
 
of family planning, or coerce or
 
provide financial incentive to any 

person to undergo sterilization)
 
(3) to pay for any biomedical
 
research which relates, in whole
 
or in part, to methods or the
 
performance of abortions or
 
involuntary sterilizations as a
 
means of family planning) (4) to
 
lobby for abortion?
 

b. FAA Sec.488. To reimburse persons,
 
in the form of cash payments, whose 

illicit drug crops are eradicated?
 

c. FAA Sec. 620(g). To compensate
 
owners for expropriated national-

ized property?
 

d. FAA Sec. 660. To provide training
 
or advice or provide any financial
 
support for police, prisons, or 

other law enforcement forces,
 
except for narcotics programs?
 

e. FAA Sec. 662. For CIA activities? 


f. FAA Sec. 636(i). For purchases,
 
sale, long-term lease, exchange or
 
guaranty of the sale of motor ve-

hicles manufactured outside U.S.,
 
unless a waiver is obtained?
 

g. FY 1986 Continuing Resolution, Sec.503.
 
To pay pensions, annuities, retire
ment pay, or adjusted service com-

pensation for military personnel?
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Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
 

Yes.
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h. FY 1986 Continuing Resolution, Sec.505
 
To pay U.S. assessments, arrearages Yes.
 
or dues?
 

i. FY 1986 Continuing Resolution, Sec. 506
 
To carry out provisions of FAA Sec
tion 209(d) (Transfer of FAA funds Yes.
 
to multilateral organizations for
 
lending?
 

j. FY 1986 Continuing Resolution, Sec.510.
 
To finance the export of nuclear
 
equipment, fuel, or technology? Yes.
 

k. FY 1986 Continuing Resolution, Sec.511.
 
For the purpcse of aiding the efforts
 
of the government of such country to
 
repress the legitimate rights of the Yes.
 
population of such country contrary
 
to the United States Declaration of
 
Human Rights?
 

1. FY 1986 Continuing Resolution, Sec. 516.
 
To be used for publicity or propa
ganda purposes within U.S. not Yes.
 
authorized by Congress?
 

0116L
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Sefior
 
Georqe A. Wachtenheim 
Director a.i. 
(ISFAT/Tlol i vi.a 
Preserite 

Safior Di rector: 

como ps ea si conorimient.o, el slipremno Gohierno dentro su nueva 

noliHCa econ6mica ha visto que es imprescitndthle que el sector 

Aqronf-(-ario nrivado rnrticp~ en niavor' qrado nn Pl proceso cdo 

rpciinpraci.6'n AI rais. Sin ernharcio, tanto el rPoqiio~ como el mpdtlano 

aaricultor no PsA n cone~iione Hp tenpr una partirinac.6n efectiva. 

hMen existen diferentes niveles y clasps de prociuctores agricolas, enqi 

la mnavoria apIons casos estos procductores no tiermon la cavaciiac y/o,
 

de los recursos Para fi.nanciar los insumos necesarios para
carecen 

ailmoni-ar s"i producci.6n.
 

Por ln antpriornontp expiiesto, P] Suprvtn Gobierno, mediante mi. 
de USAID/RBo i vl.a anPrsr'na, so i ci ta a msted, yea la manera que la MJisio'n 

t-rav~s ao sus canal es establecidos fac iite una lUnea fie fi nanciamiponto 

,'ilqida a los peque~os V medi.anos nrorluctores en el casino aqrcpeciario, 

,lp nanrnra nuc stos nprlan financliar Ins insuns qiip necesitan rare la 
que este tilpocamna~a aqricola 1986-1987. El Supremo Gobierno considpra 

Una vezHp prnvecto t~eherA I-orier iia via fiti] Inicial de 1S mieses. 

una podrfi determinar
transcurrido est-e perilodo V en base a evaluaci6n se 


si se contln~a o no con el proyecto.
 

Para es+te fi.n el. Supremo Gohierno solici.tarla xina donaci.6'n de hasta 
por USAID/Poli.vi.a. El!Jst20,00O,000 en nioneria extranjera, provisto 

costo del provectoGobieprno de Blivia aportaria por lo mpnos el. 25% del 

Pn nionpda local proveniente de fondos de la PL-480 del Banco Central v
 

Los fondos an moneda extraniera serian iutl.llizados
del Banco Aqri'cola. 

para financiar cr -ditos aaricolas a peque~os V niedianos aqricultores.
 

Los fondos dO contrar)Ar-e tip ]a PT-480 serfan iitilizarlos para cre'Mltos a 

los productores a ser beneficiados con el proVecto.
 

Con oste inotivo, salurlo a Ud. mmiv atentanet, 

Gon?Rn nche aLozada 
Mini stro de Plan miento 
V Coordinaci~n 

http:producci.6n
http:partirinac.6n

