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SLIBJECT: ESF COICFPT PAPER: THE CASE FOR FY 

198 ESF ASSISTAtICE TO BOLIVIA 

1. THIS MESSAIE SUMMARIZE: THE CONCLUSIONS OF 

THE ECO4OIC AIALYSIS AND RATIONALE FOR *HE USA D 

FY-I3E! ESF BA.ANCE O PAYEITS ALS'STN[CE
 
PROGRAm, PRE"EIT; A L:ST CF THE M4IN TCP CS TC EE 
IN:LUDE3 IN 1h: PCL,Cf OIALO;UE W T1 TPE GOB N: 
DESCRIFES PROFISEC tIES CF L)CAL :U;REC.. 
FOLLOWIG WAoIHN:TCN EolE ANDCD21 ENTS, A P.AL 
WILL BE SJE'!ITTED IN JANLAFY. MICSON REQUESTS 
WASHIlICTOq fiEIIEU 00; ONCEPT PAPEr BY 
I!-.R8-R, AN) OF *AAD BY LATE JAN4R' OR 

EARLY FEBRUARY. 

2. THE ECCNOM IN RECENT 'EARS; BACKGROUND 


AND ANAL)$1$. 


A. THE PRCSLEM THAT HAC CAUSE' THE G EATEST 
CONCERN TO THE GOVErkNENT AN) TIE GENE;AL PUBLIC 
BETlEEN 1181 A'IO196 IS TIE Ih;L-T ON JH'CH 

BECAE A HYPER-INFLkTiON O4R'NG 1D8J-8I. THE
 
RATE OF INCREASE CF TIE GENERAL CONSUMER PRICE
 

INDEX CLIMEED :ROP 4 RATE OF 32 PERCENT N 1911 
TO 123 PERCEIIT IN 198Z, 276 OER:E',T IN 1!83, 
1,281 PER:EhT IN lL4 AND 11,75B PREN-N 
1915. THE PRC(IMATE ASES OF THE ;NFLA7ION 6EFE 
THE LAR2E AND GROWING BUDGET DEFICIT OF 'HE 
PUBLIC SECTOR (CENTFA. GCVERnMENT A'NDST-TE
 

ENTERPRISES), ALONG W'T4 S'B;TANT A. B6N IRECI" 
EXPANSION TO TE PRiVATE SECTOR. THE NIUALRATE 
O BANK CREDIT EXPANSION TO THE NON-FINANCIAL 
PUBLIC SE:TDR IN:REASED FROM 2E7 PERCENT III198, 
TO t,165 PERCEIT IN 1984 AID 17,00 PERCENT IN 
I115. DURING 1934 AND 1981, THE FATE CF BANK 
CREDIT EXPANSION TO TIE PR-VATE SECTOR WAS 1,100 
PERCENT AND 15,00 PERCENT, RESPECTIVELY. 

THE RUN-AWAY INFLATION WAS NOT THE ONLY 
ECONOMICPROBLEM INhElITED 9f THE PAZ ES'ENSSCRO 
GOVERNMENTVNE4 IT ASSUMED POWER tN AUGUCT 1915. 
OTHER PROBLEMC INCLUDE A SUB:TANT AL AND 
COATINUINS DECLINE IN THE REAL GDP, LARGE DEBT 

SERVICING ANDSUBSTANTIAL DEFICIT: !N THE BALANCE 
OF PAYMENTS. THE REAL GOP DECLINED EACH YEAR
 

SINCE 1981, WITH A CUIULAT VE DECIIE IE'WEEN
 

1112 AND 198 OF 17.8 P!RCt['; VH LE REAL PER 
CAPITA GOP IS ESTIMATED TO HAVE FALLEN B' 26
 
PERCENT OVE! THIS PERIOD. THE CTICIT INITHE
 

CURRENT A:COUNT OF THE BALANCE CF PAYMENTS ROSE
 
FROM DOLS 176 MILLION IN 1582 TO DOLS 281 MILLION
 
IN 13E5. THE OVERALL BALANCE OF PAYMENT' WAS
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CONSISTENTLY IN DEFICIT SINCE 1982, WITH THE
 

AMOJNT RANING BET4EN DOLS 133 PILLION TO DOLS
 
363 rILLION OvE 19OV-1ER5.
 

B. THE PAJOq CAUSES OF THE ECOIIO1IC
 
DIFFICULTIES INIERITED If THEPAZ ESTENTSOR3
 

GOVERNMEYT INCLADE THE FOLLOI.ING:
 

(1)CONSIDERABLE PCLITICAL INSTAEILITY:
 
NOT ONLY WERE T4ERE FRIQuENT :HANGES OF A',D
 
WITHIN GOVERNMEIiTS DURIN; ThE 1980-l785 PERICO,
 
BUT THE GOVERIINMNTS iN P3ER -AILED TO CEE.OP
 

COHERENT E.CNOMIC POLl :IS AN) WEREAOTAEL TO 
RESIST THE DEIIAIDS OF ST;CN2, LEFT.ST 0CM NATE-

LABOR UNIOHS FO HlIGHERUAGES AND OTiER BENEFITS.
 

12)SUBSTANTIAL OPERATING DEFICITS WERE 
RUN UP BY THE STATE ENTERPR;S$, PaRTICVLmRLY 
BOLIVIA'S MININ INDUiSTRY S£R OJSV4I:H FACE) 

DIFFICULTIES EVEN EECOE THE :OLLAPS- OF 'IN 
PRICES OWIHG TO HIGh PO)CCI13N CC:T;, LOV
 
PRODUCTIVITY, NJMERCIIS STRIKES AND HIGH
 
TRANSPORTATION COSTS.
 

3) A HUSE FOREIG4 DEBT MAD BEEN 

AGCUrULATEJ AS A RESULT OF "H: DPEFATINk DE;ICIT: 
OF BOTHTHE GENERAL GOIE;NMENT AND TIE STTE 
ENTERPRISES, AS WELL AS TCCCJER PERSISTENIT 
BALANCE OF PAYMENTS DE:I:ITE AND TO 7IN=N:E
 
UNSOUND PR3JECTS 3URIN; THE 73S AND EARY 82S.
 

14)AN INEASTI: REVENJE COLCTIO'I SYSTEM
 

COMBINED WITH FAU.TY E:OCP.:C POLICIES GREATLY
 
AGGRAVATED THE MA;NITU)E CF 1IE BUDGET CEII:IT
 

AND VAS A MAJOR CAUSE OF THE qYFER-ItFLT 01. 
TOTAL GENERAL GOVERhIIEIT REVEIUE A' A PROPO;TICN 

898 9161 AIDI 
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;U8JECi: ESF COACEFT PAPE;: THE CASE FCR FY 


OF GOP DE:LINED rROM :1.S PERCENT IN 1985TO ONLY
 
4.8 PERCENT IN 1184. 


(5,THE DISR.P"IVE EFFECTS OF INFLA"ION EN 

PRODUCTOI, INCEiTIVE 4ND II;COMED STRIEU'IOA 
WERE FURTiER E A:EREA-E Bi -HE OEPVALUT.ON OF 

THE E).CHAGE RPATE 192A.D TIE 'DiDCLLARiZATICN' 

OF DOLLAR DEFC:ITS. OV-rV.LUATiO' CF THE 

EX:HANGE RATECOITRIBUTED IIGN IF IAIITLY 10 TIE 

BU)GET DE:ICIT Bf C-USI4G SEPIOUS LAGS Ik REVENLE 

CO.LECT'OiS AND RELTLY DIICCUI IPG E[PO;TS. AT 

ONETIME IN 19 5 EPORTER: PESElEO IN FESOS A. 

LITTLE ASFI E PERCEN OF TIHETRUEVALUEOF THEIR 

EXPORTS. ThE "DEDOL4RIZATION" REDUCED 

SUBSTA14h'LLY "H7 REAL4AL.E OF S V NOS tND 

FUlTHER UNDEEINZDPUBLIC 5OrlFIOEkCE IN THE 

GOPERNPN. 

C. IN CONTRA.T TO ITSPREDECESSOR
 
GOER1PENTS, THEAC INI :TR O 0 PRESISENT 

VISTOF PA: ECN;S:O M /VE OUQICK.YTO ACOPTA 

FA RAkNGIG FROGRAM TO CHECK THE IYPER-IPFLATiO 
ANDTHE COUNTRY'; SLIDE TOVARO ECONOMIC CHAOS. 
ON AUGUST 25, :935, LESS T6A FOUl EE S AFTER 
ASSUMING THE POWER, THE GO.IRN'!N1 SSUEL A 
STABILIZATION DE.REE THE FOLLOHINGWHICHIINCLUDED 
PO. ICIES:
 

A SUBSTANTIAL RE:UCTION IN THE FISCAL
 

DEICIT II FREEZING PUBIC SECTOR WAGES;
 

ADOP'ION OF A FLEX BL[ FOREIGN EXCHANCE 
ADJUSTMENT MCHA1SM 'NADLIIIG DEALUATICN AND 
UNIFICATION OF TIE RATEANDPROlDINGEXCHANGE 
FOR A WI:E WEENKYAUCTION S'STEM; 

A SUBSTANTIAL INCREASE IN DOME:TIC 
PETROLEUM PRICES TO BRING THEMINTO LINE W'TH ThE 
WORLDMAR4ETPRI:E, WHI:H GREATLY INCREASED 
GOiERhMENT REVENJES; 

RAIS!Nl THE RATE! OF OThER UTILITIES
 
IHOLUDING ELEC'RICITY AID TELE*HOkE, TO 
CO[PENSATE FOR A:TUAL SERVICE COSTS; 

ELIM'NTING INTE;EST RATE CEILINGS ON 
ALL DEPOSITS AN1DLOANS, AS WELLAS CONTRCLS ON 
PRICES OF ALL COIMODI"IES PRODUCED BY THE PRIVATE 
SECTOR; 
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AIOLISHING ALL IMPORT RE!TRICTIONS AND
 

REPLACING THE FORIERLY HIGH TARIFF STRJCTLRE WITh
 
A FLAT 19 PERCENIT AD VALOREM DUTY :SUBSE[L'EUTLY
 
RAISED TO 28 PERCENT);
 

ANDRESTRUCTURING ANDRATIONALIZING1 

T H E S T A T E O W N E D M I N IN G COMPL E X C O I. 0 . 

0. FAR RANGIN3 AS THIS PROGIAM IS, IT DOD NOT
 
REPRESENT THE SUM TOTAL OF THE iOVIRIJMENT'S
 
EFFORTS IN THE AREAOf STABIL'ZTI(N. AD:I'IDAAL
 
MEASURES N 19IS, IILE OTHES WERE
WEREEIIA:TLD 
INCORPORATED INONTHE :9;6 'TAND- AGREEEIIT 
WIT4 THE 111. THE MOS" IMPOR'ANT If TqESE LATTEF 

MEASURES WAS A TAI REFORI V6CH GR-ALY 
SIPLIFIED THE TA( SIS°E[,AND WHICH
 

IEP.ACED A HUMEEROF TAXES'IFFICU;T TO 
ADMINISTER WITH A GENERA. 10 PERCEPT VALUEAD3EO 
TAX WHICH :AN RE :RE IE-3A.A.NST THE PER.ONIAL 

1=3.:TA , AT A zoT"I" 

E. THESE VARIUS MEA3URES DRAMATICHADI 
IPIPACTON THE EC0DM. THEBUDET DEFICIT OF THE
 
CONSOLIDATED PUBLIC SECT3R 4S A PESCENT 0 GD

0
 

DEC. IED FROM 12.4 PERCE IT IN 13S5 TO ONL 3. 
PEFRENT IN 16im; THE AIINJALRATE 0; N:RESE OF
 
8A4 CAEDIT TO THE PL 1I S[C'OA DICL INED FRO"
 
17,908PER:ENT :N 1IES TD 2E PERCEIT IN 1!86; THE
 
RATEOF IN:REASE 3F MOIIEf SLPPLf 1!2: DECLIIIED 
FROl 7,309 PEFCENT IN '915 TO 84 PERCENT IN 1986; 
AND THE RATE OF IiCREASE OF THE COISUMER FR CE
 
INDEX DECLINED FR)M 11,7:0 FEPCENT 11 198 -0
 
ONLF 65 PEICENT DJRING TIE IWELVE-'OfITH PER03 
ENDING IN 3ECESBE318RI6 iTHE CUIRENT RTE OF 
INF.ATION IS IN TIE FAIIGEOF 59 TO 1 PIR:EI T. 
THE DOLLAR-BOLIVIANO EXCiAN[E RATE HAS iNSREASED 
BY ONLYA OERCEIIT lETACE4 1986 ADDECEMBER 
AUGJST, 137. 

F. AN IMF TEAM IHA ilSITED 80. IVIA IA -HE 
FALL OF 1916 FOUHDTHE GOBIN FJLL COMPLIANCE 
WIT4 ALL TIE TARGETS SET IN THE DOIS 40 MILLION 
STAID-BY NEGOTIATED EARLIEl THAT YEAR, EXCEPTFOF 
THE REDUCTION oS TOPPIJATI AP_._A UPLI 
DEFICIENCY THAT_AS EMEDIEDBy 
ON THE OTHER HAND, DISBURSEMENTS OF THEDECEMBER 
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SvoZ7 Z;T ~rA "n CASE FOR FY 

31, 1986 ANh)OF THE MARCH 31, :937STkNZBY 

TRAN:HES WERESUSPENDED THE GOBHA
BECAUSE 
FAILED THE TETIE .!. TI1! TO PIB.IC iECTOR 

OW 9FAjUj 

DEBTS VITH THE0Or.STIC PRIVATE SECTOP 

(RINCIPAL Y_ 


DEFICIT A!IDARMS Q .T3_SETLE 

G. ANOTE IMF TEAM VISITED 0LIV A IN
 
MID-JU.Y OF 1987 AID SUCCESSlUL NEGOTIATED A 

THREE-YEAR EXTENDED FLIND.:ACIL Tf PROFR!M 


PROIDING FIR S R 33 M:L.IC OVER A -HTEE-YEAq 

PERIOD, PLLS $CA 21 MILL IN IN U'tDISB.,REU FLNDS 

CARRIED OVER FRCM DECEMBER 31, 1386 A!IDMA;C OF 

1987. THE AGEEIE'IT CC!ITAINS 'HE STAfIDORD Il1F 

PROVISINS 4ITH RE;PECT TI CEILIGE Oi IET 
DOMESTIC ASSETS OF TPE CE'ITRiALB.Np, "OTAL B NK 

CREDIT EXP4ISICN TI PRIVATE ANDDUE.IC ECTOrS,
 
ARREARS, Ih:U;REIICE OF IIE4DE" IF LESS TH.N TEN
 
YEAR MATURITY, AiD CmANGE IN I1E,INTERNATiOIAL
 
RESERVES.
 

H. BOLIVIA AND ITS OF'ICIAL BILATERAL
 
CREDITORS A;REED TI RESH0D1.E DLS 6(l MILL ON
 
IN EXTERNAL DEBTPAYrIEN-S IICL UING ARREARS)AT
 
THE PARIS C.UI MEETING HE.O IN JVNE1985. TWELVE
 
COUNTRIES PARTICIPATED IN THE MEETING, ALL OF
 
WHICH SIGNED THE A;REEMENT. TWO CODN'RlES I1OUTH
 
AFRICA AND ARSENTIIAI AGREED W H THE TERMS BUT
 
DID NOT SIG'. THE BILAE3AL DIBT WAS RESCHEDULED
 
OVER 16 YEARS, W1T A FOUR, AND IN SOME CASE.,
 
FIVE-YEAR GRACE PERIZC. IN ACCO;DACE WITH THE
 
1386 PARIS CLUB RE;CREDULING, 8O.IVLA HAS
 
RENEGOTIATED SEPARITELY H'TH 
EAC4 MAJOR CREDITOR
 
COUNTRY THE INTEREST RATE AND DTqER CONDITIONS.
 
IN GENERAL,INTEREST RA-E3 ONCOICESS O4AL LOANS 

WEREFROM2.25 PER:ENT '0 3.7 PEICENT, AILE FOT 
REGULARLOAMS,THE RATERANGEDFROM6.0 PERCENT
 
TO 7.25 PER:ENT, .'1DIN SOME CASES, L $OR PLIS
 
1.9 PERCENT. CEBT WITH ARGENT NA, EOLIJIA'S 
LARGEST CREDITCR, 4AS RES:HECULE) TO BE REPA D 
OVERA TWEhTY-FIVE YEARPERIV, 4ITH rIFTEEN-YEAR 
GRACE AT EIGHi PER:ENT INTEREST.
 

. BEFORE THE EiD Or 198', BOL I JIA HOPES TO 
RENEGOTIATE REP0.E7NTS ON ITSBILATERAL DEBT TO 
PARIS CLUB IEME[RS THAT FALL DUE BETWEEI JULl 1, 
1987 AND DE:EtmER 31, 1992, WHjCHAMOUNTTO 
APPAOXIMATELY DOLS565 MI'LIOi. 

3. ECONOMIC REACTIVATION
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A. THE MAIN TAS THAT PRESEIITY.Y
COIIFRONTS THE
 
BOLIVIAN AUTHORITIES IS THE REACTIVATION OF TIE
 
ECONOIY. THE IlF ESTIMATES THAT 3CLIV A'S RE.L
 
GCP DECLINED Of ABCJT THREE PERCEIT IN 1386,
 
WHILE GRCW'TH IN 197, IF AIY, IS .IxELV TO EE
 

VERY SMALL IWITHIII
A RANGE OF ZERO TC TW
 
PERCENT). A FEW iNDICATORS, INCLJDIKL CEME T
 
PRODUCTION AID THE 2URCHuSE OF ELECTRICITY FO.
 
INDUSTRIAL USE, SUC;EST THAT THE ;CVERIIMENT H.S
 
SUCCEEDED IN ARREsTING THE DECL.N I ECINOr'IL
 
ACTIVITY, A CONCLUSION CON-IR.ED 3Y THE IUCH :EZS
 

PESSIMISTIC OUTLO0 OF THE PRIVATE SEC-OT.
 
STILL, VIGOROUS GRC4Td DEFINITELY HAS lOTTA EN
 
PLACE SD FAR OWING TO A IIUIBEROF FACTORS
 

INCLUDING CREDIT TISHTnESS, LACK IF COIIFIDECE ;N
 
LONG-TERM POLITICAL ARC ECONOMIC STABILITY lI.E.
 
POUBTS AS TO UHETHE; SLCCEDING G3V[ENIIEiTS WDULD
 
FCLLL4 7 .L S41, L.E;E CL~i:Efic I'4rL -I 
SUISTANTIAL 3IFFICU.TIES E(FERIEN:ED " THE
 
MINI G IfNDUSTRY SOZME(WITH 3J, 90e TO 40, 309 
MINERS LAID OFF), TIE MULTIPLIER !FFECT ENTAILED 
BY THE SHARP DqCP I4 EXPORT EARIIIIGS, DE.AYS BY 

ARGENTINA IN SETTLII'dITS )EBT rCl PAS- ;AS
 
DELIVERIES, AND DELAYS III4iTATING A IEW
 
EXPORT PRICE FOR IIATURAL&AS, A P;CBLEII THATUAS 
NOT RESOLVED UNTIL 3CTCIBE1987. 

I TO HELP PROP)TE ECOOMIC REACTIVATION, THE
 
GOl ISSdEO IONJULY 18, 1927', AN ECONODMC 

REACTIVATION DECREE WlICH :STAL ISHED kN
 
EXTRAORDINARf FUND :0; ECCIOlIC R:ACTI:'APIC 
 OF
 
DCLS 190 MILION TC FINANlCE THE ImRHING :APIThL
 
REQUIREMENTS 0 THE A:RICU.TIRAL, MANUFA:TLR;IG
 
AND MINING SECTORS, AND TO FRCVJDE SELD IONEY FOR
 
LOW INCOME HOUSING :OSTRU:TICH. OTHER
 

UNCLASSIFIED
 

A. 

http:CON-IR.ED


UNCLASSIFIED INCO1NG
Departmentof State TELEGRAMI 

PAGE 01 LA PAZ 11167 94 OF 11 161527Z 9321 165511 A1D4746 

ACTION AID-i 


-------------.*.-.--------------------------------------------------
ACTION OFFICE LASA-92 


INFO 	 FPA-22 LA.C-Dl LADF-a4 LLDR-. PDPR-9l GC-1 GCLA-03 

PSC-El GCCP-O2 PPR-B! ES-8! RELO-81 PRE-86 TRSY-BI 

1930 Al X16 


--------.*.-.-------------------------------------------------------
INFO LOG-U8 COPY-S1 CIAE-89 ES-29 DODE-90 ARA-Og /OI V 

-....------------ 31132 L11631Z 145 38 
P 161407Z NOV 17 

FM AMEMBASSY LA PAZ 

v
TO SECSTATE WA:HOCPR:ORIT 3476 

UN^LAS SECTION SI OF !I LA PAZ 11187 

AIDAC 

E.O. 	12355: N/A 

. !'!c 1w T P'OPE: THE CASE FOR FY
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EXTRA 3 .. TO FORE,GN BJNS (THE
1^ _,,.D 


FORMULA INLC.VED BACI SUCHPqCPOSED PURCHASING 

DEBT AT ITSCU;RNI MAR ET PRICE - 48DUT 15 CEN'S
 
TO THEDO.LAR - ANCSOLIC1 IliGGR.k" FLN:S FR:M 

BIlATE;AL DOCS FC- 'HIS CEIUAZHoSE, -1l1 THE 

IM- ACTIN At 'NIEPIE)IARY TO CCL:ECT THE liEEDEL 

RESOUPCES'; PRM3jLGLTEO A :E' OF ;EC..ATiOlIS TO 

REHABILITATE THE BA'.KN; SIS'EM A',DTO EZTABLISI 

AN EFFECTIVE SPERUiSORv.M.C4lNERl, IN:L;DNG 

ESTABLISHINS A SJPE:I'ITENC;N:Y CF BAN.5, 

SPiCiFUiNi STR CT D.PZS;T/,APITAL R-TICS AID
 
REOUIRING THE 8.14KSTO l';TIlhSiECIAL ;E:ER.E 

AC:CUNTS AGAINST !OAN; IN R;EARS, LOi:R!D 

INTEREST RATES OC LOAIS GRPN'ED TD *HE PFODUCTItE 

PRIVATE SECTOR WITh FJN)S E:I'ED FROM E;TERN.L 

CO1CESSIOSAY 30JRCES IC IOO4 PLU: F;V PEREl.T 

PLJS A "11.1TE!A.CE O vw.L.E' :LASE;; L.WERE
 
ENERGY AND TPAIS'CPT RAES, PAPTI:ULAR.Y THOSE
 
CHARGED TD ThEEIPCT SECTIR;; AN: ANNEUICED A
 
STRATEGY PLACING MA.OR EP-ASIS 0';'HE P!OMOTIOl.
 
OF NON-TRADITION4L EXPORTS. TO THIS END, 'HE
 

DE:REE REIN:TI'UTED ThE TAriFF RErUIID CE:T FICA'E 
(WHICH RE;UhOS IlPC:T DJTIiS ON IPORTED IIIPUTS
 

PAID BY EPC;TEkI) ANDESTBLISHE: *HENATONJL 
INSTITUTE FOR THE P;O1OTIC': OF EXTORTS (INPEX!.
 

EOTE IS C RRE4TL NA A PROJECT
THAT AID DEVELOP 

TO PROMOTE OF NON-TRADITIC-NAL PRODUCT: TO
E).PORTS 
HE.P DIVERSIFY TIE 6OLIViAl, ECDNOT:Y,INCFEASE 
FOREIGN EkCHANIE EA-N N;S ANDASSIST IT) 'HE GEE 
ECONOMIC REACTIVTION E:FOrT'. 

ADITIONAL PFOJISIONS INCLUDE THE 
RESTRUCTURING OF STATE-OWNED BANK! INOR:ER TO 
PUT THEM ON A SE.F-SUPPORTING BASIS, AND THE 

ESTABLISHIENT OF A NA'IONA COJNCIL FOP COCIAL 
PO.ICY THAT WOULDOUTLINE THEGOVERUMENT'S POLICY 
IN THECO:IAL AREA 04EALTM,HOUSIhG AND 
EODCATION,.
 

4. RATIONALE FOR ESF ASSISTANCE
 

. THE BASIC RATIONALE FOP THE PCOPOSED DOLS 31 
MILLION EiF ASSISTANCE PRO'RAM FOR FY it IS AS 
FOLLOWS: 

- A. THE ESF PRCGPAM WILL CONTRIBUTE RESOURCEt 
TO FINANCE THE E:ONOM'C REAC'IVATIOH PROCRAM BY 
PROVIDING FOFE:GN E):CHA4GE FOR THE :MCRIA'ION OF 
RAO MATERIALS, INTEPMEDIATE AND CAPITAL GOO0 FOR
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THE PRIVATE SECTOR; AND BY GENERAT N LOCAL
 

CURRENCY FUNDS TO BE USE3 TO MEET 'HE CCUhTER'ART
 
REQUIREMENTS FOR JSAID PRCJEC'S AS WELL A: FOR
 

BY THE rULTILATE;AL 

OANHS(MOBS- IBR3 AND138. EXAMILES CFU:AIC
 
PROJECTS FORWHICI COUNTERPhR" FIN.N:ING 4O'JLD BE
 
PROVIDED BY ThE EiF PROGRAM THE 


PROJECTS FINANLCED OEVELOPIENT 

INCLUDI C APA;E 
REGICNAL DEVELOPMENT PROJECT, STREIGTHENINIG 
FINANCIAL MAR)ETS, PROMOTION OF NOI.-"RAOIIIONA,
 
EXPORTS, AND THE INDUSTRIAL TRANSI'ION
 

WRIVATIZATIOli) PiCJECT. COUITERPiRT FIN.NrIq;
 
TO 1108SCAN RE EXIECTED TO SPEED 0 SBURSElEIiT OF
 

DOLLAR FUN)S PROVIDED BY THE NTER!A'INA 
FINANCIAL INSTITUTIONS, AND THUS 'CREASE THE
 
SUPPLY OF FOREIGN EACHAN;E AVAILABLE TO B$LIVIA. 

1. THE PROGIAI VILL PROVIDE BALANCEOF 
PAYMENTS SJPPORT AND THUS HELP RED,CE THE 
UNFINJINAFo o11a1jr: GAP TO TkF
Or PlvFNT 


EXTENT THAT THERE IS SUC4 A GAP, IIIPORTS
MIGHT
 
RAVE TO BE CUPTAl.ED. TIE BALANCE OF PAYIE4TS
 
GAP ANALYSIS IS SJ.MIARIZED IN TABLI 1. NOTE THE
 
FOLLOWING:
 

(1) IERCHA4DISE EPOPTS AREE PE:TED TO 
OI LIRE FROMDClS 62$ MI.LION IN 1!95 TO 
PROJECTED DOLS 471 MILL ION IN 1988, ORBY23 
PER.ENT OVER THIS THREE-fEA; PERIO:. THE DEFICIT
 
ON CURRENT ACCOJNT ISEXJECTED TO NCREASE FROP
 
DOLS 282 TO DOLS 561M LLIC OVER :935-19i8, AN
 
INCREASE O OVER 100 PER:EkT. 

(2)THE OVERALL BALANCE OF IAvMENT:
 
DEFICIT IS PROJECTEO TO IEMII AT $BOUT TE SA'E
 
LEVEL BETWEEN 199i AND 1381 -- I.E.DOLS :!2
 
HILLION, IT IS E(PECTED TO BE FIN,N:ED MS*Lf
 
THROUGH THE lOh-PAYMEh! OF IN°ERES AND
 

UNCLASSIFIED
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ACTIOI AID-S0 ............. .............. .......
 

-- *-------*---------0-------------------


ACTION OFFICE LAA-I: - )PIEDIUM AND
 
INFO FPA-E2 LACO-n! LADP-I14 LAD-3 P7PR-: C-I GCLA-93 LOG-TERM
 

PSC-El GCCP,-02 PPR-91 ES-ql RELO-01 ?A:-9 TISY-91 CAPITAL -122.8 -97.5 
 25.2
 
/139 Al 716 -DISBUISErEIITS 232.7 133. 3 (1) 294.2 (1) 

------------ .-----------.------------ .-...------------------------ -APORTIZATIONS 
INFO LOG-11 COPY-Il CIAE-I E(-I1 031*10 ARA-09 /101 J - PAID -154.1 -65.i(1) -64.1(1) 

.....----------. 311156 161531Z .41 38 - -APORTIZATIONS
 
P 161417z NOV 17 
 - NOT PAID -'144. -It$.5I(11-177.3 9(1) 

FM A1EMBASY LA PAZ 
 - -OTHER CAPITAL
 
TO SECSTATE WAShOC PRIORITY 3477 
 DIET) -24.2 *- (2) -21.12) 

UNCLAS SECTION 15 OF 11 LA PAZ 11187 
 2)$FO0T TERM
 

CAPITAL (ET),
 
AIDAC 
 EARIIINGS FRO4
 

TIE INFORMAL
 
..O. 12356: NIA -sGIOm,
 

SUBJECT: ESF CONCEPT PAPER: TME CASE FOR FY 
 & ERRORS
 

& OISSICNS 318.9 31 5) 
5.S. 293.916)

AMIORTIZATICN DUE ON THE PUBLIC CET ITHROUIH
 

Ill.TOTAL CLRRENT
 
TABLE I 
 TRANSACTIONS
 

- AND CAPITAL
 
BOLIVIA: SUMMARY OF BALANCE O PAY'IENTS - MOVEMENT
(OR 3CP 

FCR 195, 1537 & 1938 . CEFICIT; 111) -2f9.9 -347.5 -311.9 
" IN MILLIONS OF USI) . ............... ..... .. ...... ...
 
- (PS6) 1981 C'
1937 (E) 


*...... ... .... .......
 

I. CURRENT ACICJIIT
 
- (AI) -467.0 -522.3 -567.S
 

-..... ..... .. ............---- .......
 

A. GOC, SERVICES,
 

AND INTEIEST
 
(123) -4-8.8 036.1 -611.6
 

° ... ............. .... w......... .. ....
 

1.FERCHANCISE -164.9 -398 7 -363.4
 

-EXPORTS
 
IFOE) 146.6 4)1.3 (1) 477. 1 (1) 

-IMPORTS
 
(CIF) -711.5 -718.6 (2) -841.2(1)
 

2.SERVICES
 

CHET) -251 -25.9 -2.3111)
 

3.EARNINGS FROM
 
INTEREST -391.1 -32.1 -299.2
 

-RECEIVED 12.4 15.4(2) 19.1(2)
 
-INTEREST
 
PAID -143.7 -154.111) -213.7 (1)
 

-INTEREST
 
NOT PAID -137.2 -112. 1(1) -35.1(1)
 

-OTHER RENT -43.4 -S1.4 (2) -69. 1(2)
 
1
U. UNILATERAL 

- TRANSFERS 91.1 3) 114.8(4) 113.7 (4) 

II.CAPITAL ACCOUNT 296.1 174.5 256.1 
S.............. ........ ....... 
 .......
 

" A. DIRECT
 
- INVESTMENT 11.3 22.3 31.1(11)
 

I. OTHER CAPITAL 19b.1 152.1 225.2 

UNCLASSIFIED
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ACTION AID-IS 


-------------------------------.I.-------------.........
ACTION OFFICE LA A-92 

INFO FPA-52 LACO-f] LADF-4 LR-33 POPR-11 G:-l1 G:LA-13 


PSC-01 GCCM-P2 PPR-0Z ES-0: RELO-11 FRE-l6 7RSf-lJ 

/132 Al X16 


---------------------.*.-.-.-----.*.--.-.-------------- .......... 

INFO LOG-0B COPY-S1 CIAE-99 El-9S DODE-9 AIA-98 /901 W 


-.-- ...----------- 161631Z /41 38
311173 

P 161417Z NO 17 

FM AMEMEA3SY LA PAZ 

TO SECS'AtE VASH3C FRIORITI 3478 


UN:LAS SECTICN 36 OF 11 LA PAZ 11187 


AIDAC 


1.0. 12355 h/A 

SUBJECT: ESF CONCEPT PAPER: 
 THE CASE FOR FY 


. A.COUNTERPART 

ITEMS 3.1 3.8 all 
. I. LOAN! PECEItEO 119.9 ) 
. B. INTERET AN: 

AMORTIZATION 
NOT FA D 314.5 357.I 229.5 

C. EST/LOP 

ASSISTANCE 
0. NET IN'ERNA-

7.2 7.2 - (1) 
. ION L REE9 . 

* (UNTINtNEOD GAP, 
(INCREASE 
IS MINUS) -239.1 -16.7 11.4 19) 

FOOTNCTES: 


(P;-FRILIMINAFY ILCUFES
 

IEl-ES'IMATED FIGURES 
SOURCE: FOR 0I8i AND FIPS1 FAL CF 137: CE4TRAL 

BAN? OF BOLIVIA (ECE); FCR 1367 AS A WHOLE 
AND 1983, EOURZES AS INDICATED IN FOOTNOTES. 

(1) USAID MISSION ESTIMATES
 

(2) IMF ESTIMATES.
 
L3! [SR/BOP ASSISTANCE IS EXCLUDED.
 
(41 IMF ESTIMATE E)CLU3iNC ESF.'BCP ASSISTAN^E
 
() USAID EST MATEBASED CN THE ECB'S DATA FOR
 

PART OF TPE YEIR. 
(6l USAID EST MATE BASED CN IPIPRCVEDCOCA
 

ERAOICATION EFFOFT;. 
0) TN S AMCUIT CORRESPONCS TO A FAR (ANDEANI RESERIE 

FUND) LCAN 'WHICH THE ICE EXCLUDESCCNSIDERING IT
 
IS A SHCRo-TER LOAN. AS A RESULT, THE InF'S
 
CALCULATIONS SOW APPROXIMATELY DOLS 128.1
 
INCREASE INNET INTERNATIONAL RESE (S FOR THE
 
YEAR.
 

(1) PURPOSE OF 1981 PROJECT'ON IS TO SHCW 
- NFINANCED GOP GAP WITHOUT ESF ASSISTANCE. 

(1) GAP WIThOUT ESF/lOP ASSISTANCE.
 

RESCHEOULINGI, AS WILL AS THROUGH A DOLS 9! 
fILLION DECLINE IN WE INTERNfATIONAL RESERVES 
(EE TABLE 1). THIS DECLINE ISPROjECTEC IN 
SPITE OF AN INCREASE 'N OFFICIAL LOAN 
DISBURSEMENT: FROM CNLY DOLS 139 PILLION IN I03 
TO A PROJECTED USLS 294 MILL:O Ik 9318. OF THIS 
DOLS294 MILLION, DCLS 30 PILLION IS ATTFIBUT."LE 
TO PLANIIEO !SCJR;EIENTS 81 THE WCRLO BANK ANP 
THE lOB TO FINANCE THE CONSTRUCTICN OF THE GAS 
PIPELINE TO BRAZIL. 
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C. THE CASE FOR BALANCE OF PAYt*ENTS
 

ASSISTANCE IS S'RENGTEND E THE IEED TO
 
COMOENSA'E FOR OHECCMoIHED LOSSES TO THE
 

v
BOLIVIAN ECONCM RESLL'ING FROM THE FALL IN THE
 
PRICE OF TIN CVER 1915-13, AND THEFEAFTER, :N HE
 
PRICE OF NATURAL 4AS; AS WELL AS FIR THE LOSSES
 

IN FOREIGN EXCNANE EANIG EXPECTED TO FESUT
 
FROI THE DISRLP'ION CF NIARCCT:CS TFAFiICKING.
 

. 0. THE [SF PROGRAM HAS BEEN, AID WILL
 
CONTINUE TO BE, Al IPPORTAN1 USa ISRJ.ENT FOR
 
INCOURAGN; CCN'INUEC GOO CCOPERATOII IN THE AREA
 

Of MARCOICS COIhTROL. SECTIOIl 511 OF ThE FAA
 
IMPOSES SPECIFIC NARCO'ICS CONTROL RELATEC
 
RESTRICT'OlS THAT APFLv TO THE APPrOVAL OF E,;
 
ASSISTANCE TO BOLIVIA. OVER 'HE PIST YEAR, US
 

AND $OLIVIA NEGOTIATCRS DEVELOPED I PLAN FOR 30B
 
NAR:OTICS CONTROL ACTION; ON SEVERIL FR N1S.
 
CONTINUED ESF ASSISTtNCE IS AN IMPCRTA4T ELEMENT
 
OF INAIPLAN. N AULI ION, GLOSE (Oh-Uti 
CO'0ERAT ON SINCE MIC :93 SARTIG WITH 
OPERATION BLAST FURN;CE) RESULTED IN THE 
DESTRUCT O OF A SIGLIFI'AN7 NU48EF OF 

LA13RAIORIES tNO PROCESSING FACILIIIES, AS WLL 
AS IN OTPER FCRrS OF IbTERDIC-ION. MORE
 
RECENTLY, THE E HAS EEEN SUESA;ITIIL PRCGFESS IN
 
TIE GOVERNMENT' VOLLN'ARY COCA ERJDICATICN
 

PROIRAM.
 

E. F-NALLV, THERE 'S A STRONG CASE FOR
 
CONTINLED US SUPPORT FOR BOLIVIA'S DEM3CRAT'CALLY
 

ELE:TED GOIERf.MCNT T A- HASSP3JN (01:SIVEFAB.-
POLITICAL COU;AGE IN TAKING T E NECESSARY S-ES 
TO STABILI!E THE ECOkOMY, FREE IT FROM
 

UNN!CESSAR( CtN'ROLS, ESTABLISH A tUCH MORE
 
FAVORAELE ENVIRONMENT FOR GFOWTH Of THE PRIVATE
 

UNCLASSIFIED
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ACTION AID-A0 ECONOMIC WCIVIT'. IN ADDITION, TIE ESF PROGRAM 

..................................................................---ACTION OF'CE LASA-92 P R O V I DE S I H E U S G W ! T H L E V E R A G E I N I T S P O L I C Y 
DIALOGUE WIlH THE GOB. THE FY 1913 EEF PROGRAM 

INFO FPA-02 LtCO-al LAO-04 L . -T 3 POPR-BI GC-91 GCLA-03 POLICY AGENDA WILL FOCUS ON :OE 0: TFE P3ST 
PSC-91 GCCM-J2 PPR-I ES-S1 RELO-1 PRE-96 TRSY-0I ESSENTIAL MEASURES THAT THE MISOD FEELS ARE 
/#'- Al )16 NEEDEDTO HELPElSURE TOEC3TINUE) SLCCE;SCF 

INFO "*..............................................................LOG-98 COPY-S1 CIAE-AS Ea-92 DOCE-83 ARA-J9 /931 W 
THE GOB REACTIVA1ION PRCGPi. IMP.EMEN'ATIOh OF 
SEERA, OF -HE MIASUAES IJC.41E3 IITHE POLICY 

P 1614071 NOV 87 
FM AMEMBISSY LA PAZ 

----------...---311254 151632Z '41 38 AGENDA DESCPIBED BELOW ARE 'OMFLEM*NTED VITH 
PRCJECT ASS STANCE (E.G. PRIgAlIZAI0h, 
STAEIIGTNEhlhG FIHAI;CIAL MARAETE, EPOFT F;CMCT'CA 

TO SECSTATE WASkDC PRICR:Tf 3479 AND POLICI IRE;ORPROJECTSI zNC SUIPO[TEC IIH 

LOCAL CURREIECf RESOURCE' GEIERATED BY THE ESF A3
 
UhCLAS SECTION 97 OF 11 LA PAZ 11187 
 PL-411 PRCGRAl.
 

AIDAC 
 6. COVENAN'S
 

E.O. 12356: N/A 
 THE OCR HAS ALREADY ADOPTED A *OMPREHENSIVE 
SUBJECT: [SF CCNCEPT PAPER: THE CASE FOR FY 
 PROGRAM TC STABILIZE THE EC3W0YT AID SET THE
 

STAGE FOR ECO4OMIC REACTIVATION. ThEE MEASLRES
SCOR AND UNOEFTAKE A DETEFlINEC CAIPAISN TO 
 ARE SET FCR-H IN TOE TWC FE( DECRES, SUPqEE
 
ELIMINATE NARCOTICS TRtFFI:HING. THE 
 DECREE 21E60 OF AUGUST :9, 1985 FC?

PRESERVAIlON OF THIS DEMOCIATIC, ORI-E SECTOR 
 STAB LIZAIION, A1 DECREE 21661 OF JULY 13, 1987
 
ORIENTED FCRM Of G04ERNMENr IS BK NO YE S 
 FOP ECONO'IC REACTVATICN; AND THEI ARE R-FLEE)
A!SLRED. FAILURFIN REAC*IJAING H4E EC3N3IM, IN IN TOE CO'M TEN:S THAT THE GOE M4)E 10 TIE I.F
REOLCING TE EEIO.. E: C: THE LIEFLOIlEmN IN TOE STAND-B AND EFF AGReEMENTS AS I THE
 
PROELEM AND IN FAISING PER CAFI*A INCOME THAT HAS 
 CASE OF TOE FY 1587 ESF BALANCE OF PA)MENTS

B[El SUBlTIATiALLi EROCED ;INCE !HiaCOL.D AELL 
 ASSISTANCE, THE PISSION DOES NCT COhSIDER 
IT
 
GENERATE SUCH DISC2I7EkT A; TC GE4RATE A MAJOR NECESSARY OF DESIRABLE 10 SET F3RTI AEDITICN;L
 
PCL'TICAl UPHEAAL. TOROLHOLT SOUTH AHERICA, 
 COkD TIONW OR CO'EHANTS. H EER, VE WILL 
THIS WOULOBE TiKVE-S A FAILLE OF LS - DESCRIBE CEFTAIN KEY POLICY MEXVUR'S 10 VAICHTIE 
P;ESCRiBED ECINCMIC POLICI::, AN: A' A FAILURE OF 60 
HAS A.READY COI"ITT[D TZ:ELt Ait IIH!CIWE 
TOE US TC BACKTHOSE PCL!CIES. COkS DER CRUCIAL TC THE CONTINLED ;UCCES' O THE 

STAB LIZATION PRCGPAM AID TO TOL SJCCESSFJL
5. STRATEGY FO FY-19E8 ESF ASSISTANCE. 
 INIT ATIOk OF ECCNOI C REACTIVAT'Cil. 
SPEC-FICALL', WE W'LL REQUIRE IHE OB TO COPITA. TIE BASIC GOALS OF JSG POLICY IN S0A1VIA 
 ITSELF TO CARRY CUT THE FOLLOWING 'OLICIES: 

ARE: (1)MAINTEIANC- OF A STIAEE AII3DE?3C;AT'C 
SYS'EM OF GOJERIMENT AND 4tETITU*ICLIZATICH C: 
THE DEMOCRATIC FROCESS; (21 PRIVATE SECT3R LEO 
ECOtIOMIC RECOVERY; AND (31NARCOTICS CONTROL.
 

- I. MCNETARY, FISCAL AND E)CHANGE RATE 
STAtILITI AWE EEEN ACHIEVED; SO lASTHE
 
ESTAILISOMENT O A FREELY ELECTEC GOUERN1ENT,
 
WITH FULL PROTECTION FCR MINORITY RIGHTS THE
 
MAIN TASK NOW IS TO ASSURE THE MAINTEkAN:E OF
 
ECOhOMIC S'ABiLITY AND OF THE RECENTLY
 
ESTABLISHED OEMCCRA^., TO ASSIS' THE GOVeRNPENT
 
IN REACTIVATING THE (CCNO?, AND TO SET THE BASE 
FOR LONG-TERM GROWTH.ASSISTANCE TO THE 
REACTIVAlICN EFFOFT WILL HELP ADVKN:E US; 
NARCOTICS AND DEMOCRACY RELATED G3A S SICE THE 
SURVIVAL OF THE CURRENT GOJERNMEkTDEPEN3S, TO A 
LARGE EXTENIT, THE SUCCESSCF ITS ECO03MICON 


POLICIiS.
 

C. US GOALS IN BOLIVIA ARE BEING SUPDORTED
 
THROUGH ALL ELEENTS OF 'HE USAID ASSIST4NZE
 
PROGRAM, INCLUDING PROJECT ASSISTANCE, TIE PL-430
 
PROGRAMANDESF FINANCED MALCE OF 
PAYMENTSPPIVATE SECTO; AS;ISTAFICE. THE ESF 
PROGRAM ALCL: CANIOT BE EXPECTED TOACHIEVE ALL 
US GOALS. HOWEVER,I1 W!L 'I)RLIE[VE 
BOLIVIA'S SHORTAGE OF FOPEIGN ECIANGE DJRIHEG 
0ll AND THUS ENAELE THE GIVEFNME,4T T0 "INTAIN A
 

LEVEL OF IMPORTS CONSISTENT WITH THE GOA.S CF ITS 
REACTIVATION PRCGRAM; AND (21ASSJPE AN ADEGUATE 
SUPPLY OF ESSENTIAL PAi MATERIALS INTERIEOtATE
 
AND CAPITAL GO0CS TO CCNTRIBUTE TO PRIVATE SECTOR
 

UNCLASS IFIED
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ACTION AID-0E 

-..................................................................-

ACTION OFFI: LASA-12 

INFO FPA-82 LACO-91 LA)P-B4 LHOV-33 PDPR-1 GC-Al GCLA-03 


PSC-9I GCCM-02 PPq-8l ES-A1 RELO-A. PRE-j6 TFSY-1 

1930 Al X16 

---------------------..------.---------------.-.--- ...... 

INFO LOG-0G COPY-0I CIAE-GA EB-09 DODE-92 ARA-El /Oil W 


------------. 3127 161634Z /41 38 

P 161497Z NOV 87 


FM AIEMEASSY LA PAZ 

TO SECSTATE hAShDC PRIORITY 3430 


UNCLAS SECTION 13 OF 11 LA PAZ 11117 


AIDA' 


E.O. 12316: N/A 


IIP IrrT. Fqr COPICtPT PPfPrf TIN!CAST FOR FY 

A. 'THE GOB WILL OR:ERVE ITS COIM T4ENTS TO 
THE IPF UIICERTHE ATEST THREE-YEAR EFF 

AR ErENT, PARTICU.ARLY PqCVIS CRS RELATING TO 
THE 4AGNITU)E OF TIE EUDGI OE:1T A A 
PROPOPTATiCi OF ThE GOP ICNETAR AI.DC;EDIT 
EAPANS!Oh AID IAiNTENAh.E CF A F.EAIBE hO1lhaL 
EXChkk5E RATE (Il:H CCOUL)E CONSISTENT WITH 
MAIkTAINING A STAE.E REAL EXCHANIE RA'E)." 

g. "THE GOB WILL CARRY OUT TIE PROVISION: OF 

ITS ECONCII: REACTIVATION DEREE CF JILY 10, 

1987, PAPRTI:U.ARLV THOSE IELAT N; TO 'HE 

FINCICIAL SYSTEP C;LLIN; :CR SETTINS UP THE 

SUPERINTEIICEN:Y OF BANK; TO EN.UIE COIPEIAKCE 

WITH ALL REULtTIOIS GC/EINING TIE CONDJCT OF 

BAN? CPERATICS; E4FCFC h! T.E R.LE GjVERN.N, THE 
RATIO OF DEC;ITS TO PA D-IN CAPITA.; R:CUIR NG 
THE BANKS TI MAKEADEOUAT7 PPOfISICN FO LOANS IN 
ARRE4RS AS STIPULATED IIITHE DEGCEE: LINITINS; THE 
PROFIPTION IF THE TOTAL LOAN P.RTFO. IO THAT CAN 
BE LOANED CJT TO A PARTiCJLAR BOIROWER; AND 
ENFORCING TIE PROVISION FECUIR NS IN.S T0 REPORT 
ON A PONTHLY BASS TO THE SUPERVISO;Y AjTHOR TV 
ALL INFORMATION RE.EVANT TO THL :XE:C SE OF TS 
FUNCTIONS (ASLISITD IN TIE REACTIVAT ON DECREE). 


C.'THE GOB WILL CONTINUE ITS EFFORTS TO 

IMPOVE ITS TAX Ah) CUS'OIS DUY COLLECTION
 
PROCECJFES, ESTABLISHINk IECES;A1Y ;UPE;ViCORY
 

CONTROLS, AID SECURING HEEDED "E:HNICAL
 
ASSISTANCE TO ACHIEVE APPROVED C)LLEC"IONS. THE
 
GOB VILL ALSO SEEK TO IMPICVE FIIAN:IAL COITROL
 
WITHIN THE MAJOR STATE ENTERPR.SES."
 

.	 D.'THE 2OVERHMENT WIL. lEG N IMPLEMENTAT ON
 
OF A PROGRAI FOR TIE CLOSING OR )IVES-ITURE OF
 
UNPROFITABLE STATE HOLDN;S AND IF SELLING TO THE
 
PRIVATE SECTOR PRO)UCTI*1E ENTERPRISES TIAT COULD
 
BE RJN HIRE PROFITABLY BY THE LATTER, INCLUD NG
 
EXPE)ITIOUS IMPLEMENTAT'ON OF AI)'S IIIDJSTRIiL
 
TR.NSITIOI (PRIVATIZATION, PROJEST. THE GOC WILL
 
ALSO UNCERTkKE, IN COOPERATION WITH THE ITFD A4O
 
AID, A PROGRAM DESIGNED TO RES'RJCTL'RE OR CLOSE
 
DOA MAJOR PUBLIC SECTOR :INANCIAL INSTITUTInNS
 
ThAT ARE E)IERIEIICING CHRONIC OPERATIIIG LOSSES.'
 

. WHILE T4E FOLLOWING WILL NOT REA COVENAIIT TO 
THE EST PROSRAM, TIE MISSION WL. ENCOURAGE TFE 
60 IN ITS OLICY )1ALOGUE 'O RATIONALIZE PUBLIC 
SECTOR WAGES AND EPLOYKET, IRINGING THE PEAL 
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INCOME OF GOVERNMENT WORKERS INTO LINE WITH REAL 

W A G E S P R E V A I L I N G I N T H E P R I V A T E S E: T O R F OR J O B S
 
INVOLVING SIILAR T7AINIIIG, SK:.LS AND
 
EXPERIENCE. AT THE SAME TIME, THE GOVERNMENT
 
WILL REENCOJRAGED TO STUDY70E EXTENT TO UpIrH 
ITS hilISTRIES AND STATE ENTERPRISES ARE 

OVERSTAFFED; AND TO PROVID: FOR 7q; GR40JAL
 
REDUCTION OF PUELiC SECTOR EMPLON1ENT ,N EXCE;S
 
OF ACTUAL RE[UIFEIIE4NS. W- IELiE. THAT THIS
 
MEASURE IS NECESSARY IN OF)ER TO IEDLCE THE SIZE
 
AND COST OF THE PUR.IC SECTCRArID IMPROVEI E 
QUALITV AND EFFECTIVENESS IF 17T:. PLDOEES; B'JI
 

THAT I1 WOUL3 NOT RE APPRORIATE TO MAKE THIS
 
PROVISION A :CVENANT SIN:E E HAVE NOT PqCG-A'IM.[
 

RESOURCES FOR THIS DURPOIE. FOWEDER, A13 MIGIT
 
CONSIDER ALLOCATIIIG SOME LOCAL CU1ENC' :UNDS
 
GENEPAIED BY THE ES: PRO6RNM TO HE.P FINANCE AN 
ESSENIIAL WASEADJUSTMENT :CR PUBLIC SECTOR 

E[MLOYEES. 

7. 	1SF DOLLAR AND .OCAL CJRRENCY PROGRAIMING AND
 
DISBURSEIENT PROCEDURES
 

-	 A. EST DOLLARS. THE FI 1933 ^ASH TRANSFER 
AGREEmENT FOq DOLS 29,79J,182 WIL. BE SI.NED
 
PURSLANT TO THE PAA0. E F DOLLARS WILL BE 
DISBURSED IN TWO T14NCHES OF DOLS 14,850,0B3
 
EACH. BOTH OI$SURS-EENTS 4ILL BE CCDC*o. ED
 

UPON CCNTINUIN SATISFACTORY CO1IP.IANCE OlY "HE 
COVENANTS LISTED INSECTION 6 AID HILL BE SUBJE:T 
TO BOLIVIA'S COMPLIANCE WITH Ah 4ARCO"I:S 
RELATEC COICTIIJUNALITr CONTAINED IN THE :Y 88 
BUDGET BILL SURFEIIT.Y UNOE; CONI[1ERAT D1 BY
 
CONGiESS. FOR THE -IRST DISEUR;EIENT, T4E TWO
 
ROUTINE CONDITIONS DRECEDEIT WILL APPL' 

,
 

REQUIRING A .EGAL C'INIOII AND THE DESIUN.TION 0:
 
001 	REPRESENTATIVES. A THIRD CON)ITIOl 'RE EDE4T
 
REQUIRING THE DESIC4ATIOi OF A BANK AC:OJNT III
 
I~ICN TO DEPOSIT CASH TRANSFER DO..AFS AID LOCAL
 
CURRENCY COLTEFPAFT, AND F I AL 0'-;IOh
 
REQUIRING THE ESTAR.ISHIMENT PF THE PROCE)URE FOR
 
USE OF THE DOLLAR GIANT AN) THE L: COU:ITERPAR"
 
ALSO WILL BE SPECIFIED. FIR THE SECOND
 

DISURSE.EIIT, AN AD)ITIOIIA. CONDITION VI.L
 
REQUIRE COMP.IANCE 4IT' THE FIRST YEAR TARGET: OF
 

THE 1117IIIATERAL :RAMEWOIK AGREEMENT ON
 
NARCOTICS.
 

9343 O65il$ AID&
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ACTION OFFICE LA!A-02 


L
INFO 	FPA-02 LACO-31 LAOP-14 LAOD-3 P3PR-6: GC-g GCLA-83 

PSC-DI GCCP-02 PPR-91 ES-1 RELO-91 PRE-it T oSi-B: 
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AIDAC 


E.o. 12356: N/A 


SUBLECT: ESF ,CNCEPT PAPER: TFC CASE FUR FY 


THE STIPULATIOS EXPL AIIED VELOJ VI.L SE 

INCLUDED IN T E FY 1513 ESF :RAKT AIREEPENT TO BE 

SIGlO WITH THE MINItTRY OF DLANX:S3 AND 


COOFDINATICN.
 

DCLLAR DISEUR::PE[TS (UP T0 T6O) 4I.L BE
 
MADE TO A SEPARATE AC^C'JPT( ESTAB.ISHED BY THE
 
BOLIVIAN CENTFAL iflIIkSCS) o IN A JNITED STATE^
 
BANP. THE ACCOUNT MlY EARN INTEREST WFICH WILL
 
BE PACGRAMrED IN THE SAME MAINER AS THE FUNDS
 
PRICINALLY DEPOSITED. DOLLARS DEPOSITED ITO THE
 

11)	SEPARATE ACCOUNT REFERS To TE U.S. DOLLAR
 
ACCCUNT
 

SPECIAL ACCOUNT REFERS TO AC:O.NT IN
 
* BCLIVIA4CS.
 

SEPARATE ACCO6NT VILL BE PRCiIDEC F:R P".VATE
 
SECTOR IMPCRTS CF EOLIPIENT AND rACI1NLR', SPARE
 
PARTS A4D RAW '1TERiA.S FROM THE UNITED STATES.
 
IN ADDITION, UP TO DC.5 2.0 1ILLION IIGH7 BE USED
 
FOR BUY BACK C: DEBT JNDER TIE ARRAIGEHEIITS
 

ESTABLISHEC I THE r: AS R[2UESTED BE THE GCF,
 
SU[.ECT TO PRIOR APPROVAL B1 AID/W (AMATTER
 
CURFENTLY LNDER CCNSI)ERATIC). THE CASH
 
TRANSFER ACRE-1ENT WI.L EXPLICITLv 

2
ROHIBIT THE
 

USE OF SEPARATE ACCOLNT COLLARS FOR ANY MI.ITAR'
 

OR PARAMILITARY USES.
 

THE ICE WILL DISBURSE DOLLARS FROM THE
 
SEPARATE ACCOUNT FOR ELIGIBLE USES AND, EA:H
 
OJAFTER,PFESENITCOCLIENTARY EVICENS.E!SEEBELOW) 
TO USAID TO SUaPOFT TIE ISIJRSEPENTS HIADE.
 

USAID VILL REVIEW THE DOCUIEITATION PRCV DED AND
 
FORMALLY NCTiFY THE1:8 OF ITS CCtICJRRENCE OR 
NON-CONCURFEIICE WITH SUCP DISBURSEmeNTS. IN THE 
CASE OF HON-CCICURREN:E, THE AGFEEMENT VL. 
PROVIDE FOR RE1"BLRSEIENT 7C THE SEARATE ACCOUNT 
OF THE AMOLNT IN QUESTION.
 

IT SHOULD 1E NOTED THAT THE 1OB CURRENTLY
 
DOES NOT RES'AICT SALES CF FORElll XCFAIIGETO
 
THE PUBLIC. ANY PER:3N CR COMPAN

v 
:AN LEGALLY
 

RUY AND1SELL F3RE GIIEXCTIIIGE.THE CEkTRA. BANX 
OPEFA'ES AN AU:TICN PEC44HNAS UIDER WHICH IT 
SELLS FORE CIISXCHAIICE TO Ih)IVIDIIA.S OR 

COPIFAIIIESOR BANYS ASTING ON TFE.R BEFAIF' 
BI-VEEKLY. NO DOCUM14TS ARE REQUIRED FROM BUYERS 
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WHICH INDICATE THE INTENDED LSE OF TIE FOREIGN 

E X C H t N& E . T H E B d D O E S , H O W E V E R , O P E R A TE L I N E S
 
OF 	CFEDIT FFOM SEVERAL DO, OR' TO FINANCE
 
IMPOFTS. RELATIVELY SIPPLE HAIE BEEN
tIECHANI,'ZS 

DEVELOPED FOREIGII CHAIIGFRFOMTHESE
TO PROVICE 
CREDIT LINES FOR PFIVATE SECIOR IlPCITITHFOUI
 

THE FIIIA4CI.G O LETTES CF CREDII 0'ENED XT TIE
 
REQUEST OF THE IPCR7ES' 8AS. iN CRCER TO
 
CONTFOL THE USE CF COLLARS PFOVIOED JNOER F' IS;
 

CASH 	TRANSFERS, ARC BE ;BLE 13 PFESE4T PEiXIREC
 
DOCUrEHTATICH ID USAiD, TE 1: PLAhS TO OFER TE
 
SUCH AllIPCRT CRECIT LINE WITH TOE ^ASK TFANSFER
 

FUNDSIT RECEIVES, ESTABLISHI1G FEiU.ATICUS IN 
CONSLLTATIOt WITh AID FCR IT USE. AS KEIITIONED 
ABOVE, THE CEIIT7AL BAN4 NIGH1 ALSO USE LP 7) DOLS 
2.1 IlLLICN or THE RELATI EL)tLIrI7E) AMOUNT OF
 

FOREIGN E)C AIIG!TC BE PRCVAiED UNDER T E 138a
 
ESF PROGRAM TO FINANCE BUY &3.K 0; DEBT UfICR THE
 
ARRA,GE-HNT! ESTABLISP!C EY 1TE 14F, IF A;C'W So
 

DC!rTfS 1% IT: CI'C14II? IrVIFU F THIS MITTFT. 
THUS, THE BCB WILL USE ALL nF POST 0: TFE CASH 
TRAN!FER DOLLARS I1 RE=EIlES CCR PRIVATE SE:TOR 
IPOFTS FROP THE U.S..
 

UNCLASSIFIED
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AIOAC 


L.O. 123S5: N/A 

SUBJECT: ESt CONCEPT PAPEr: THE CASE FCR FY 


DO:UMEN-ATIOk REQUIFEMENTS FOR USE OF THE 

U.S. DOLLARS WL. BE AS FO:LOWS: A! CCPIES OF 
BA4K STATEME[T:, (I,FOR I PORT TFAIJSACTIOINS,

2COItS OF (11BC8 A.THOOIZ.T 0NS TO LOCAL BANA 

TO RECUEST TE O'NING OF IRFEVOC.BLE LEITERS OF 

CREDIT CHRGIh: ;PE:IL C:ONr F.NCS, APO (21 

THE TELEXED CO'IFIRMkT OIS (F THE CPENING OF THE 

IRIEVOCAB.E L/CS FR:M TIE I.-'.BAIK IN W ICH CA!H 

TRANSFER 30L.ARS AR; DEPOSiTED; AID Cl F[R DEFT 

PAfMEhTS IF APP;OVID By A;D), CKNO.L[DCC'E1
NS 


FROMCREDtTO.S Or PLYVENTS MD W'ICH IN[ICATE
 
RE.E A* .0A *A-ES PIYIIEf'IS
IJU!BES A'Q WERE
 

EXECUTED,ALN 4IT- PR:SF (6Ash TATEEPT,
 
PAtMENT CONFIRIATIOk CABLE, OR THE LIKE) THAT
 
PAfMENT WASMADE FR.M THE 1PECIAL ACCOLNT.
 

AS STTED AB:VE, OU-R'ERLY REPOPT!ON THE
 
USeS OF E;r COLL4RS W LL BI PE:DItED FOF '!HE
 
CEnTRAL BNO TE LUARTER.Y REPOrTS ViLl CON'AIN
 
CO'IES OF THE PAftIET7 D,:U'EIITS MNIOHEE ABO E,
 
ALONGI TN A S'ATEMEN" FRO, -HE B;NV IN LH C1 TE
 
SEDAAATEACC0UIT IS HELDS60WING CREDITS 10, ANC
 

DISBURSE ENT FRO, THE .ZC:UIIT. EACH REFORT 6LL 
CE;TIFY TiAT F NANCIAL OOC.MENTATIOti, dOCKS AND
 
RE:OF:S COVEcRG THE USE O COLLAF FUNDS ARE
 
BEING MAIITAINED BY THE OCTAND ITS CORRESPONCENT
 
BAIK IN A:CDEDAN:E WI"H GEIERALLY ACCEPTED
 
AC:OuKT Ni P:IIICIPLBS ANDFRRCBICS CONSISE[TLI 
AP'LIED, AN, A-E AV.ILAS.E FOR INEPECTIOP BY AIE, 
OR ANI OF IT' AUTHOcI:E) RPPESENTA'IVES, AT ALL 
TIIES AS A10 MAYRELSON2BLP REaUIFE, FORA PERICO 
OF THREE(EARSArTE HE DOTEOF LAST 
DISBURSEMENT 81 AID UIDER THE FY 1988 ESF PROGRAM. 

r 

. 1. ES LOCAL CU;RENCY CENERITIONS. fHE
 
PROCEDURE; FORTHE LSE OF LOCAL CIRRFECIES 
EXPLAINED BE.Ow JILL BE FU;THER DETAILED IN A 
PROGRAM O3ER-T OAL LETTER (POLI ISSUED FURSUANT 

TO THE FY 19!1 E;F 4GPEEMET. PRECEDJRE WERE 
v
DENELOPEO UH:EP THEF 1987 ES; P;OGRAM, WHICH 

ARE REFERENCED OF THATPAAD, UIDERIN ANNEXII 
WHIC USAID !PECIFICALL( APROVED COrlTHEIITS OF 
LO:AL CURRENCY FOR EL GIBLE ACTIVIT ES, AI*H 

FUNDS BEI4G PAIIAE B
I
' THE BCB. !IMILAR 

PROCEDURE; WILL BE LSED FOr -H- Fl '93. FROGRAM, 

ALL LOCAL CU:REN:IE GENERLTED LINTERTHE I91a E[F 
PROGRAM WILL BE JSEC '0 FIkATICE TE COST' OF THE 

U;AID OPERATING EXPENSE; TFUT FUhD AND 
CO'NTERPART TO AID ANDMON PROJECTS. 

LA PAZ 11117 1S OF i 11533Z 9356 G5620 AI04
 
A NEW SPECIAL ACCOUNT WILL SE ESTAELIS4ED
 

IN THE SCI IN THE NAME OF THE PROGRAM FOLLOWING
 
THEFIRST OISEURSEI(I'T 0, DOLLARS LNDER TWE Ff
 
1911 ESF A3REEMENr. UP0N THE RECUIS" OF LSAID, A
 
SERIES OF LOCAL CJRRENCY O[EOIITS TO'ALII.G THE
 

AMOJNT OF DOLLARS DI'BURZED (CA.CULA'EO AT THE
 

HIGOESI EX:HANGE qATE NOT ILLEGAL INB3LIIA ON 
THE DATES OF DI.BJRSEMENT) VILL BE MDE T THE 
SPE:IAL AC:OUNT Bf THE 8:BVI*HIN A PERIO: C SI) 
flONTHSFROI TE DATEOF THE OCLLAR D S8 RE[ENT, 
UNLESS AIO OTHERWISE AGREES IIIaRIIING TO 

DISBURSEMENTS FEY3ND THE SI-MOITH OEA3LIPE. 

LOCAL CURRENCI 1I.L IE DJE FOP THE E^F DOL4RS 
D:SURLED ;LU: ANf INTEREST EARNED ON THE
 
SEPARATE A:COL'N" INvH Ci THE DOLLLR. ARE 
DEPOSITED. LOCAL CU;REN:Y FUNDSIt.'HE SFECIAL 
ACCOUNT WI.L EE E.IGIBLE FO: USE O'Lv FORTHE 
USAID TRUST FI.NDACCOUIT FO; OPERATIIG EXFENSES
 
(ifPERCENT OF TIE EQUIVALEN" OF THE TOTL ESF
 

PROORAM)AND FOR COUKTERPARI .0 AI AND MCB
 
FINANCED PROJECS.
 

THE PROGRAI OPERATIOI-AL LETTEP WILL 
PRO4IDE THAT THE ICE TRANSFER FUNO FROM THE BCS 
SPE:IAL AC:OUhT TO A USAID TRUST F ND ACC:UHT AT 
THE REVEST CF HE MIS:I:N. "HE 838 WILL BE 
REOJIRED TO MAINTAIN ACCOUNIIIG RE:OPOS FER THE 
LOCAL SURRENCI SPEC'AL A.CO.N', TO WHICH AID OR
 
ITS REPRESENTAT VES VILL HA.E ACCE:S.
 
DISBURSEMENTS FROI THE USAID 'RUST FUND ACCOUNT
 

UNCLASS IFIED
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AI DAC 

E.O. 12356: N/A 
SUBJECT: ESF CON;CEPT PAPER: THE CASE FOR FY 

WILL BE MADE BY USAID FOR OPERATING EXPENSES. 

ROWE LL 

UNCLASSIFIED
 


