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SUBJECT: Colombia - Urban Regional Sector Loan 

Attached for your review are the recommendations for
 
authorization of a loan in an amount not to exceed $29,000,000 
to the Government of Colombia to assist in financing the local 
currency costs of goods and services needed to support Borrower's
 
program directed toward solving problems of the urban sector,

including, but not limited to, redirecting rural-urban migration,
improving basic infrastructure conditions in the four major
cities, and improving local planning and administrative capacity. 

This loan proposal is scheduled for consideration by

the Dovelopment Loan Staff Committee at a meeting on Thursday,
 
June 3, 1971.
 

Rachel R. Agee
 
Secretary
 
Development Loan Committee
 

Attachments: 
Sections A-D
 
Sector Analysis
 
ANNEXES II and.,IV 
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In addition to its employment impact, the expanded infrastructure
 

credit will result in improving the living standards of families via

expanded or improved water and sewer lines, electric lines, streets and
 
sidaewalks, shell housings and sites and services programs. About 350,000
famil ies will be -servedgby these facilities. 

D. 	 Pack;round 

GOC urban deiv,,]opment efforts have been carried out on an ad-hoc basif
by a variety ouf Natinal (;overrunent and decentralized institutions. These 
efforts have been almost entirely uncoordinated, and urban "policy" has 
borne little, or only a chance, relationship to overall GOC development 
efforts. Thus, although the elimination of unemployment is a prime 
GOC goal, urban development policies have not focused on reducing 
migration to the largest cities -- a factor in the unemployment situation, 
since the largest cities have grown in population at a rate beyond all 
capacity to provide Jobs and public services for their citizens. 

The GOC has been developing an urban-regional strategy over the 
past two years. This strategy appeared as an "urban-regional model" 
in the 1968/1972 GOC Development Plan; however, except for proposing 
legislation for the creation of regional planning bodies (which has 
passed one house of Congress) and submission of an urban reform bill 
which has not been acted upon, no concrete investment or institutional 
modification actions have been undertaken in conjunction with the"modellV 
The 	 goals of this strategy were: 

1. to increase the standards of living in the various regions of
 
Colombia;
 

2. 	to divert migration from the major to the inteimediate cities;
 

3. 	to promote economic growth in intermediate cities;
 

4. 	 to provide for industrial specialization in selected cities, in 
order to promote economies of scale, and the development of external 
economies (See Section "G" below for Mission reaction to this element 
of GOC policy.) and 

5. 	to coordinate public and private investment on a regional level.
 

The 1970-1973 Development Plan further refines the strategy, and
 
proposes specific institutional reforms. The urban/regional "model"
 
goals were endorsed by the Pastrana Administration, and some concrete
 
steps have been taken in support of the program (e.g., introduction
 
of a broader urban reform bill, now being redrafted by a mixed executive
legislative commission, and a bill to create regional development funds,
 
utilizing unemployment payment reserves now held by employees).
 

Despite the lack of coordinated planning or action, the urban sector
 
has received increased attention in recent years, as expressed in terms 
of the percentage of total public investment devoted to this area, which 
has gone from 18 7.in 1969 to 22 7 in 1971 . Also, efforts have 
been made, and are continuing, to increase the municipalities' oh-re 
of total tax receipts. 
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SUMMARY AND RECOMMENDATIONS 

A. Borrower
 

Government of Colombia (GOC). The Borrower's representctive, subject
 
to final GOC determination, will either be the National Pianning 
Department (DNP) or the Ministry of Development. Four implementing 
agencies are contemplated: 

1. The National Housing Institute (ICI) 

2. The Bank of the Republic (BOR) 

3. The Colombian Institute for the Development of Higher 
Education (ICFES). 

4. The National Planning Department(DNP)
 
B. The Loan 

1. Amount: Not to exceed US$29.0 million.
 

2. Terms: Interest in dollars at 2% during the first 10 years,
 
37. thereafter, Repayment in dollars over 40 years, including a 10 year
 
grace period.
 

C. Purposes
 

The proposed loan will provide assistance to the GOC development
 
effort by focusing attention on the role of the urban/regional sector.
 
in the country's overall development strategy and by contributing to
 
GOC efforts to improve urban conditions and reduce urban unemployment.
 
Among the specific purposes are:
 

1. Assist in partially redirecting rural-urban migration away from
 
the four major Colombian cities (Bogotd, Medellin, Cali and Barranquilla) 
through job creation and municipal infrastructure improvement in
 
intermediate sized cities;
 

2. Improve conditions in the four major cities through extension of
 

basic infrastructure services to low income areas; and
 

3. Improve local planning and administration capacity.
 

Achievement of the above purposes will have a substantial impact on 
employmlent generation, both directly and indirectly. The impact of exo!panded
indu.trial credit for industry will be three to four thousand industri l jobs
in intermeriate cities, an equal number of industrial jobs in larger cities,
plus twelve to sixteen thousand jobs created in other sectors through forward 
and back~ward 1in',age effects. Expanded infrastructure credit will re:sillt in 
ten to fifteen thousand jobs in construction (plus unmeasurable effects in
 
other sectors). Thus the tptal employment impact will be about twenty-8ight

to thirty-nine thousand neV jobs.
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E. Reasons for Selection of the Sector Loan Technique
 

The Sector lending technique is considered to be preferable to either
 
project loans or program loans at this time. Unlike a project loan which
 
covers only a small area, is implemented generally over a period of
 
several years, is mainly concerned with the end use of loan funds, and
 
is relatively rigid in its application once negotiated, the sector loan
 
permits assistance to essential elements in the entire area of concern,
 
especially improved policies, planning and management, and is under
 
constant attention through review and negotiation, allowing a refinement
 
of assistance and strategy as the sector progresses and new problem 
areas emerge. Also, the sector loan provides useful support, as does
 
a program loan, in its effect on helping r'eet balance of payments
 
problems and in stimulating proper fiscal performance; however, in the
 
main, it addresses directly the crucial sector issues and seeks
 
improved efficiency and utilization in their use of applicable resources.
 

F. Description of the Loar
 

The sector loan has been designed to provide support to GOC
 
initiatives in certain critical areas:
 

1. With regard to diversion of some rural migration from the major
 
to the intermediate cities: 

(a) The Industrial Financing Fund of the Bank of the Republic
 

(FFI) will be strengthened, permitting it to make more funds available
 
or. incentive terms for the growth of labor-intensive enterpriaes in 
intermediate cities.
 

(b) Incentives will be provided for imprcved capabilities
 
and expansion of regional industrial development foundations or similar
 
institutions.
 

2. With regard to infrastructure improvement: 

(a) The National Housing Agency (ICT) will be assisted in 
expanding its low-income areas program, which involves provision of basic
 
utilities to existing slum are2as on a subsidized recovery basis,
 
improvement or replacement of housing in existing slum areas, and
 
development of sites and services and shell housing programs. These
 
programs will be applied to both large and intermediate cities.
 

(b) The Urban Development Finance Fund of the Bank of the Republic
 
(FFDU) will be strengthened, permitting it to expand credit operations
 
for valorization (tax benefit assessment) projects, especially in the
 
intermediate cities.
 

/1 
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(c) Incentives will be provided for the creation of more 
municipal development institutes at the Departmental level, modeled on
 
a successful existing entity in one Department.
 

3. With regard to improvement of local planning and administrative
 
capacity:
 

(a) The School of Public Administration (ESAP),will be assisted
 

to organize short courses for approximately 2300 hundred-ipublio I ;(
 
officials.
 

(b) Two universities will be assisted to develop programs
 

leading to specialization in the area of urban studies and to undertake
 
related research.
 

(c) The National Project Study Fund of the National Planning
 
Department (FONADE) will finance feasibility and pre-feasibility studies
 
at the municipal level (no loan funds are required).
 

4. FONADE will also contract with a local University for broad
 
and continuing evaluation effort covering the operation of this loan
 
and of urban development evolution in Colombia in general (no loan
 
funds are required).
 

5. In support of all the above activities, financial assistance
 
will be provided to the National Planning Department to undertake itself 
apd/or through contract information and technical assistancp activities.
 
See attacic- 01abe I'or al .ocation of loan funds by targets) 

G. Loan Strategy and Expected GOC Increase in Urban Regional Inputs 

I. Four major principles oriented the design and will guide the
 
implementation of the proposed loan. They are:
 

(a)The program will be coordinated at the national level in order
 
that funds for development activities can be channeled to any conmunity 
or entity which meets established criteria;
 

(b) Funds will be made available only in response to local
 
initiative and efforts;
 

(c) Existing institutions, rather than new and untested institutions,
 
will be used as vehicles for implementation of the program.; and 

(d) Elimination of artificial biases against intermediate cities, 
rather than seeking "balanced growth" or decentralization per se, would 
be sought. 
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MISSION ANAT-YSIS OF COMLTANCE WITH PRESIDENTIAL CRITERIA 
APPLIED TO COLOMBIAN AID PROGRAM 

I. SECTOR TOTAL 	 Last Year Loan Year 
(1971) (1972)
 

7. of AID in Total Sector 
Investment 1/ 8.25 6.71 

II. 	 A. N',% ACTIVITIES Total of New AID Support Percent
 
Activity to Activity AID Support
 
((2)
 

(millions of dollars)
 

Local level in-service
 

training program (ESAP) 1.3 0.6 46
 

Urban Development 
University Centers 2/
 
(ICFES) 0.3 0.2 67
 

3/
 
B. 	ONGOING ACTIVITIES Change in Change % 

Total Activity in AID Increase 
7/71-12/72 over Support (2) / (1) 
I/70-6/72_ 

(1) 	 (2)
 

ICT Low Income Programs 22.2 	 7.3 33 

DNP Urban/Regional 4/ 

Developm nt Unit 0.1 0.1 100 

Infrastructure Credit 
and Institutional
 

(F FDU) 5 /  Development 	 17.0 8.5 50 

industrial Credit and
 
institutional 
Development (FFi) 5/ 17.0 8.5 50 

I/ 	 See Annex ii, Table 10. 

2/ 	 The total -,rogram cost shown understates the situation since many 
existing, CCC funded facilities at the two universities in question 
will be used in the creation of these centers. If it were feasible 

to calculate these GOC inputs, the AID support would drop to under 50%. 

UNCLASSIFIED 
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Footnotes continued. 

3/ 	Counterpart went to activities in sector from program loans in prior
 
years, permitting 197? to 1971 comparisons of total sector input. 
However, this being the first sector loan in ,his area, under which
 
disbursements are proposed for the 18-month period (7/71-12/71),
 
cl'anges in individual on-going activities are shown with regard to
 
the previous 1 month period (1/70-6/71) 

4/ 	 The very small AID input in the loan period, though equivalent to 
the total increment, represents only 15% of the total budget of 
this Unit.
 

5/ 	 Represents change in capitalization, plus funds for matching grants 
t:o 	 local level development institutions.
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I NATURE OF TEE LOAN 

A. Backr&ound of the Loan - Evaluation of US$ Assistance to GOC 

Urban/Regional Sector to Date 

(a) Grant Financed Technical Assistance - Between 195 and 
1970 this has amounted to US4 6.0 million. (see Part I, Sections IV.A and 
D for a discussion nnd evaluation of technical assistance to the Sector). 

(b) AID CounterDart - (seeAmneVI, Section IV.A for discussion 
of counterpart assistance). Since 1962 the peso eouivalent of $O5.11 million 
of program loan counterpart has been distributed to Colombian agencies now 
grouped in the Urban/Regional Sector. Of this total, over 50% ($48.5 million) 
has been distributed between 1968 and 1971. This assistance has helped 
finance imorovement of urban infrastructure, slum improvement, industrial
 
investment, low-cost housing, urban planning studies and "cottage industry".
 

71e total Colombian investment in the urban/regional sector 
has increased sinificantly each year from 1968 to 1971 and a large increase 
is planned for 1972. Of the total urban/regional sector investment budget, 
program loan conterpart provided 5.7' in 1969 and 5.5% in 1970. (See 
Annex II, Table 10 for details). 

B. DescriDtion of Loan Assistance Activities
 

1. Objectives of the Sector Loan - These are to support GOC
 
initiatives to:
 

(a)Divert some migration from the major to intermediate
 

cities;
 

(b) Promote economic growth in intermediate cities;
 

(c) Improve living conditions for low-income families; and 

(d) improve local planning and public administration. 

2. Loan Strateny - Four major principles guided the design and wil
 
guide the implementation of the proposed. loan. They are:
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> (b) nFunds ,±1l be inade availabled only in response to l.ocal
 
initive an. effrts;
 

S(c)~ Lxin institutions, rather'than creati±oniof~new and in-
Stested institutins, w-J ? e used as vehicles forimpeetto f-h 
program; ar,d 

(d).~Artificia. zia~Es agintinl~mdit es I' be 
el.iminated, rathe~r than,seeki±ng "blncd growth" or deetalzto Der se.-

S In accordance&with these concepts,, the loan-assisted programs
 
wilprovide fuAnds through national~ lee credit channelsito capitaJJze 

lJocal fiaca mehaissan/o rson t ocal dete'miations o±f ihe. 
the ,need fo atcla rjcs Th~e ultimate'objective; as' ef'locted inl 
the long-n loan targets st caialz b~oth 'national 'an d .1ocal level 
~revolving fuds topovd fo inancingLefssand ,nareas,pf, key 
importbance, f'or urban gowth.~ -Lhi~s is consietwt the overl ram 
strategy of elimiating th artifi±cial bias whih now prevents r~egional_
coent~J peil intermediate
 

ters'~&± ite realizing their, deve opment(es from 

~ The fiue for /Regional related: investment:i 
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~vestment in this area is vital. 
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bu rath~er woiuJdreview the tbotal. investm nt ±dentified in, term of e .ther 

assefrth in normal~ 000 budget documents, as appropriate.- ,Performance ' 

would&be monitored in~terms of-~physico.al cn~.snen sw2~ as in 
fiscal terms, allowing, for, some shifting :of U.S. -financed 4iputs 'as ciruu 

12The GOC i.nputs showi herein~are not yet firm;. however, they 
~ are based~on DNTP ad BRpoposal s w4hich are- now in the, final -procesS' of,: 

Peromance Target 1:i
 

To~capitalize intermediate city. val.orization revoJ-vigfn 
so that the ca 7e~eo self-sustaining basis wi~thout signifcant out-! 
ide financing, except 'o~rmajorprcts. 

Operational Targe~J 

To increase; the capitai.zation of,the FMU f rom the current 
V" ~leel of US12.5*~ millioin level~to tJ, 29.5 throug 000C~ and' sector- loan, cont

tribution'of JS$8.5 mil I on each, jand to increase the intermediate ci1ties Q 
share of~its :net reditfroml20%. t t o atoutstnding op4i-%~ i 
'financing muniial~ 'valoriza.tion ri1ojects. 

~The avrg nu-al amont budgeted ,for, muiiai .zaaY 
natonwde~in' the l969- od as- US$2O Million. AJt ruh actuLJ,. 

'h~e.bvelr~&~±n~inestment in the last:'few years has ebu2 
beo budete &rsl'ko:f been.i6 Ijrcnf inax'ing h-as th an~ 
Inquiries to the F-FD14±ndica ttha, if an adeq(uate sourc e of fianc 

were avaeilable, a far highe' lee of valorizat~ionacvi udbendr 

As~ of My, 1 971l, -the FFtU had~u mi. i.on rin 1al-_-o 
aplicat:tons penrding whichi have accum~ulated over he, pas eth month's 

Thes could' npb be serviced~ S411ce all. its origial). capitaization,,plu 
paymntsth~ereon (ap~rox atee. J4.. mi'Jfion) ,had'been i.16n., O~t' -f 

th~ S i.inapproximate-ye59% ere sbmitted -bt: o 
-rteri7late a ~i s iee'knx 11, Table 2A O.hibaa ia~Ch 

in requiremnt in ntl f~o' r~ian -18-mnjhe'. o be_ abo 

*.Origia capitalizationconve ed-bc etteo6:Vue.,! 

..0NCASIF'nM: 

http:of-~physico.al


UNCLASSIFIED
 

-6-


DNP deficit analysis sUPports a US$20 million annual nationql.
 
lvel inveten: reirmnt :or aorization. 'They estimate that a sub
stant~ial b!)±orti o th need frm'ter and sewerage and street paving (not 

including inivestent requiredO leL;al low-income settlements, i.e. 

t 1z. OF, ai b- :. ) cO(ld be met by an investment of US$50 million 
"h"r year over ,h ,t ive years. Of this total, they further estimate 

-hatabout; ( is su'Ce t il o financing via valorization programs. Since 
i,o-: the zt of ihesc activities ,.il not be borrowed or rediscounted, 

the amotunt for ,hich I......o,.t and/or oan funds are needed is US$20 milIion 
pOr Ycr
 

ani dEeland. comes 
inter'mediate cities;, an:d o the basis of the deficit analyses (see Annex Vl, 
Section I:., unac ndic tes tat inter:,mediate cities have over half the 
deficit in lhc:e vai- uton related activities, an accetable division of 
resodU'OCe bctw n i;r iate and. 'ajor cities would seem to be in the 40% 
-- " rnnJ. [ .. ar of atncare precise target is now under discussion 

with the )OC and ;,L b coied ni.the Loan Agreement. 

On ihe 1(Is for FIDU funds, 501 of which froa 

,'.osesto .m U;8.5 million in new funds avail
able o . U a~ reuests a a:iching inaut of US,8.5 million. FFDU 
capit~a].i:.l c, a:- , ion~i US' 1? m"llion will still be below the 
lcvl. "(n'u. 0 Lo oa nceOds over the nex:t lo onths; however, 
aloatio, o a i'nificanUly hJ9jer portion of credit to intermediate 
cities i~i be a z;,ajoi" stei toward achievement of the lone-run performance 

. is l'ga]y7 a private institution in accordancen.} i'.ts cu'rcnt r. -, t>1- C:(C finds it convenient that AID funds 

destinC for. t e ,) c)ech.nnecd throusgh ICT, which would act as fiduciary,
functions.wit i c ir ve isrict;. A more sic.aificant moti

vation for t ;s t:Oc .XDC's intention to convert ICT into a 
n"ti onelk crs-n ]..o,,-o n old ultima-tely incorporate the 

:.'uac o i)fL,;Uaw, rovo o a 'iduciary contract between the 1inistry
of 11 and of the contract between and thc BOR will be aFinance an iCT 

*mrecondition to, initial (diourosiment, in addition, since GOC conributions 
to the "'DUw "so oesanneled throuh lCT, an AID-approved Eccord beA 
tween iCT nd the 3OR governing such transfer will also be a precondition to 
initial disburseimnt. 
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The DNP and FFDU are in accord with changing the terms for
 

intermediate city loans as shown below: 

Present Pronosed
 

Interest 15ci 14C% 
c',rediscountable 65% 80% 

Term (1aximwn 10 years 10 years 
intermediaries margin 3% 3% 

This will men easier terms for local entities, and a greater 
incentive -o financial intermediaries to promote and participate in the pro
gram (see Annex I ,agc 3, for analysis of impact of variation in rediscount
able percentage on inJermeiaries profit regardirg FFI loans; similar action 
in the case of h;LefKU ,ill have the same impact). The proposed new terms 
must receive final awmiroval from the Monetary Board. Such approval will be 
a precondition for diisb
s'scment.
 

'ie 7F U is c)nsz!erca an efficient and well-run operation. 
its past experience haS disclosed no significant deficiencies in its 
operaticns. Howee itha; no monitoring capacity. The DUP and FFDU have 
been working on lhe deeouo-ment of a system to provide information flow and 
monitoring. !lml~ :renatioa of such r,system, should begin shortly after 
initial disbursement iiuder the loan. 

2 

-n J_' is fL- ... wit
-U 1,Th '7 " wit..the Mssion in regard to restructur.ccrd h 
ing of IHSFOPAL ters fog .,:-'iate cities so that they will be equivalent 
to FFDU terrs. I is ..... te'd- tat such restructuring will be completed 
during the loan disbursement vxrioa. 

's ,ho 1 n-'"-_ that disLcussions .ith the FFDU and DNP have 
not disclosed any ; Kabie svs.:.. for FFDU decentralization. Since all 
"ltulicipai loan cOiieaticns 1ustnational law, receive DIP and1unuer 
!miLnist ry of Finance a L'roval,operations these entities would alsoabc of 

.av to be decentralied i u a stcu, were to be meaningful. It seems 
high.ly uncicl that agr...ent for such decentralization couldbe attained 
duxrin~g. the loL.i period, since it would involve significant re

-
structuring nf these entities' operations.) 

To stiimalate the creation of departmental and regional-level 

municipal developrnrt institutes on a nationwide basis so as to firmly 

UNCLASSIFIED 
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establi.sh a role for entities of this character in the4 Colombian guvern

~ -- -~Tcapitalize~~T five municipal development institutes by~Decemb -

Institte. (DE)yliwich Idirects .its, efforts~primnarily' toward mDunicipal develop-, 
SMent _(se6.-AnneXVji, Setin I'" bove. In or~der tow stimuate the creation 
and/or development6 intittions of the type indicated, axn. to have'them. 

iniiat'~tio&~ini a: serviceable a to&the muicpaities, in theirre 
theie areache 'si)equr that 2O%,oto:ut~t ntJlss tha 

-eassets ofeconttt t'be asitdbe li ;a& i),pzvide a 
capitallcontribution equival~ent to about 1/5 o.iuid~ assets, but wita
 
f iLed ceiling... The 4exa&ct~ terms anti :cohd iinswhich a'Departnient sand 'its >

,I.Xnstitute must meet4i~order to qualify fco a grant-inaid fromi the GOC.
 
shu.~eet'lseapoe by'thepetin auhrte and pulicized
 

--wnot later 4than 90-days 4 after the si~na.tux~e of' the loaniiagreement
 

Based on ID)Ek excerience, anTinvestmenit"of US$5 per capita of ' 

ulation, would 4'be' odequately 'fLUla'Vdeatenl p a-ee~1 a municipal. 44 

deelpmntinstitie, 4 There axe two ecently_.crleated entities the4 Caldas": 
AR1evoJlving Fund and the-'Autonoinous:Regional 4:Corpor ±6tioiof_; -n dio e, 

,~of~which have any signifi±cant c apitaliiation),.. Wic arei puttinggemphasis on$4 
-- 4<--muncipal development,, and are - so structuredta thymgteaiy'eov
 

inolDE-tpeistitutins (see Annex Y,~ ~Table 7 
 I) 

Ifthree additionl -such-iii titut4es .were to~be created (there, 
have been expressions, of' interest, f'roi .Le~-Boyaca, 4and Toli ))- this wouild 

444444-4446 approximately.,US$26.22millohi cptl 6urm sbsdo h
 

- O-pil ions44of'~the f'ivedeatet-mnin .I iu 1pt1at2%O

tlotal ,ast would be' 4S5 .2'1 million . an'd:"the, 0.0 cap tal contribution on
 
tjhe above formula would come 'to4 appro,~imately US 1-7 4 million. ~~ 
 "'~4 

44~. - view of',t1he natre-4<..-In potentially valuable4 bust'tentative of' 4 

' 'such a program. 'the -Mission, believe s 'ioiael 6ta ~~'~D oa~'
 
444capitalizat' on,(which wil , serve as, channiel" f'or f &ding ,his'activiuy) Eroud
 

4-- be 'set aside to f'inance teprogram. An agreement as "toa percentage target 
441

has notA y been-'reached with4 the" 000; however', this issue will be resolve~d 
p~ri~or toexut -f the loan agreement. 4 4 -~'44 

ioaFof' 

44 4-'4~444i~-~ 4~ 4-~ " 44~ 4- 44'444'" -j 44444' 
4 4 4 4 4 4 4 4 4 4 4 
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''4~~In to assist insiuaigadetbihn 	 uiia deorder 
7elopmezt institutes, ifunds wi. be provided-through- -the DIM for proiaotionaJ. 
and tercbnical1 services~for~ this~ activity ossible under contract with a private;, 
entity. A taied -rork. _plan (or contrat conitaining same) 'shoul b sbitted 

dteof the 'si g~iiigo6'thI~~J~ an d -hl ub' i n~'of' 'the wor'kpiii , SiY 
Should be codce by th GOC to refine the present undersrahdings',r 

cen ing,,the 4financial basis, structure ard method of op'ation or 
Ssuch 	 en'tities and,_ conseq~uently, the~detailed' rgulatios ovrnn 

9 at-nadfo'the GOC :to individual en'tities. , ~-

PronneTarget 5:~ 

To substantially increase thetproportion of ~ICT'sstotal investment' 
budget devoted to providing minimum housing solut1ions and related servi~es for 
low-income families. 

* OperationaJ Target 3 

.,To increase the level of funding ,of IOT's low-income programs 
Barris Jovehes) from USl7'.2, million--for the period' January, 90-Jue17. 

~w~>to U4~39.4 million for the -periodJuJ,1971--DecemiIer,92 with~ hJune;ro 7a, 
sector loan input of U0S-1U3 mil Iion, and for the folwn froposea 

a) Public Service-Installation Fund, (;Fond de Rede) -This finnes' 
the, installationv of. public utilities, in lovin e negbroos.:The progammed 

61vefor this activity loan disburseent priod ,beuJb J1,12 milli.over: the 	 7 
ICT now~has -oending 'loan applications 'for this program for $25~ iv ~nand the 
relevant deficit ana.lysis (See Part 1I,' "this-:re-

S 

Section III.A)--ndiates -ta 
presents only a sml part~of the~need.J Since the , Fond&od -Redes is bas caly 
a~banking 'Operation, the expaso proposed for: this activity>(from4'.75.millio 
in IJanuary, 1970-Jvune, 1971 period.),will not, p~it,-signif icant pressuxe on"ICT', 
operational capacitY. 

i~$~)~: Hbiitacion -deBarrios (imp~rovement and replacement .of>~slum;~ b) 
housing) an~d~Soluciones Minimas., (shell housing7eiid siteA and ser~icejprog-rams) 
ICT planis to excpend JS$29.JI ml Iion,,ivalen on hpoii a o-lob 
$7.8, million -fort abilitacion de Barrios, and $21 .3; million : Th 

~.vI~in~o'Except~for sites aid,ervice , housing, construction is involved~in all 
~the'se programs. Theref is no 'doubt~of the~need for, s±iificant e~ sion of
 
r-,2the~se programis in view of.,Col6obi~a. substantial :housing d&ff.&it;' However~,th
 

~~roposed inrae in, the operations for thes& pogam mill~ioni in
_ -omUs9. 

~the base period totUS%9.l;mllo in 1uly' 97-Dceer 1972) will~put: some 
pres sure on4 XCT'Is operational capaci1tr.< ICT has~ al~ready begun to handl e a 
substanti.al inres iths prgrasovr the last eih months, and. since thie, 

1' bul~k of loa.n funds ill' not be disbxsed -iuti1972, ICT should, have sufficient 

-- N - SF 

http:substanti.al
http:JS$29.JI
http:from4'.75
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time to develop the necezsary institutional capacity. Also, these are not new
 

programs, but have been thorouz4hly tested out, and since they involve relatively
 
simple construction operations, their implementation should present no great 
problem to iCT. Previous low .rogram levels in this area reflect lack of financ
ing,-ather than lack of ICT capacity to carry out these activities. 

The only ar;ect of this activity for which relatively detailed 
plans are not iLn being is the sites and services program (preliminary estimates 

of investment in this activi-y are US$l million for pilot programs of 2,600 
sites). The Mission will require that ICT design a program for the implementa
tion of this activity and submit it to AID for approval, not later than 90 days 
after the signing of the Loan ACreement 

UNCLASSIFIED
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Perfornance Target 4
 

three to four thousand
To stimulate the direct creation of 

sufficiently
jobs in intermediate city industry by increasing credit flows 

to produce a 2% acceleration in the growth of industrial value-added. 

Operatilonal Tarmlet 4A 

To increase the capitalization of the Industrial Finance Fund
 

(FFI) from its present level of U.S.$10-7 million dollar
 

equivalent to U.S.$27.7 million through sale of 

million of FFI Industrial Finance Bonds and another 

U.S.$9.5 million pesos equivalent from sector loan proceeds; and to increase 

the share of FFI credit flowin,; to intermediate cities from its present level 

of 20% to a higher level of between 35% to 40%. 

$360 million pesos of increasedT\e ad justtonts to the above 
esiimate the volume of new FFI rediscountingcaritaliz'a.)tn arc, 1cceS;SAry to 

during the disbursement period. First, approximately $100 million pesos of 

toan repayvents will b,* available for relending and thus should be added. 

$20 million pesos of the increased capitalizationSecondly, approximately 
regional industrial development foundations
will be used for development of 

(See Operational Target 5A and therefore is a reduction from the capital 

avilable for now reldiscounting. This leaves a total of $440 million pesos 

available for new rediscount ing,. 

The usc. of '57 to /0' of the capital available for redis

countin:, in interme.jct cities will produce $1.68-$192 million pesos for 

thc so cities and re sult in a flow of final credit (including the 20% non

$210-$240rodiscountced portion invested V'y t:ie financial intermediary) of 


estimated (Section Dmil lion pesos. '100S are the credit levels which are 

of Annex I) to ho necss ;rS' toOccclerate the rate of growth of value-added 

accelerated growth of outputin internediate ci-ty indot.'L; I.12. Such 

vii'li in turn generate three to cou:- thousand jobs in intermediate city 

if Tl] 
E of Annex I) , another six to eight 

i ncustr, . norr e.;lp lovr-aent riI tipi jer patterns hold (the lack of firm 

2"'2cr'nation is discu;sed in Section 


thousand jobs would be created outside of industry, for a total range of
 

nine to twelve t:housand lobsa croatcd. 

of creditAn incre;wnt o, $22!; million pesos final FFI con

stitutes a 1.97, addition to the iestinimated autonomous flow of bank and 

financiera credit to manurac turing for the eighteen-month disbursement 

period (assuming this credit continues to grow according to the pattern 

shown in Table 17 of Annex II). If, as shown in Table 30 of Annex II, the
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'~'autonon1.isrshr'e o'f national~crditgoing to interm'ediate cities: is between 
1..0t:Eo. 6a30, h en $25 ilo eo of-additional FFI credit~would 

S4f low~t intermediate city industr Given the existenceof severe ~working~
~<capital shortages,~aggravated ~by',the three tye ofcedtdsciinto 

emeV
described in the constraint analysis of Part,,One, there is no doubt that' A~ 
"p'A~"~'such an increase i:r credit would 'be easily utilized' and result in high''V~

payoffs in growth of output anrd emp~loyment. '''.;: 

Tote extent thttesco onOormrslsi F 
A capitalization' levels higher thnwudhv tews'curd and to the 

extent that the 35-40% share, for 'interme'diate cities-does all1~flotVabsorb 

Sthe increased capitalization, thr ilb~motnsiloe benefits in~
 
terms :of.increased availability of- credit~for,.snalnd miedium industry, in~'
 

~ larger cities. Since these firms have also suffered crdjtdsciminration.;

S.dite to theirsaletsz and 1o ercpia iinsity., increase'd availability


~'" of credit fo thmand the resultant employmentgeneration impactsar
 
consistent with the overalL'g6'als of this programi.
 

>i~'~,:sa~~ o ,FF1 loansmade to intermediate cities will be1rmade at the smeI
 
scaloffinal interest rares as~loans .to larger cities, thus s'eeking to
 

~}% maintain-the same standards 'of efficiency, and prftblt.Amr ope 

.. ' hensive dicsino Ila rtrai-cnane in Section B of'.,Annex I.
 

" ~
However,'.the FF1 has agreed to change certain aspec.ts of its operations'to 

sevteojectives~o h vrl sector program. M~ost importanitly,. it h
 

*~agreed. toraisete "redi5countable portion of FFI~ loans tointerm~edite itieA A' 	 'A A+
from the' presentA-."level-'of+4+r+V'65% up t' 80%. Asl~etoe beoe hsca~,
adopts the recommendation of a National V -'+++ study, De'velopmenA. Planning Deparment
of Small Medium' Indus~try Through' Credit and O'ompl'em'entary:1,s Ths n 
crea se'in the discountable ,portion compensates~inemdaisfrwa~hy 

>.correctly 	 or incorreitly~~iconsider .tobe higher c'osts§and-r'isks' of dealing 
~with' more distant borrowers.; (Section A of Ane I~n h onstraint~ 
"analytss of' Part, One "deal'with the risk minimization behavior of iterme
'diaries in 'greater detail)Q .i7.I ." 

'Th-e FF1 has also agreed'to increase. the sizel{mit on loans'~ 
.~~"."i.-- ""'which can be automatically'.approved~b interrnediaries from $50,00O peso to 

$100,000 pesos. This couild have an important impact in'seeding the process" 
of approval of a large portion of 'Agricultural'Bank and GFP,: l0ans t ' 
recognized also by the FFI 'than its maximum loan period of five years may~ 

inhibt theuse'ofFFI ,credit for fixed capta inetmns such loans
 
no m~ake up ony, 1.0-15% of its portfolio. '.1 Th Uai t ha,' s'been'agred to experi-.


~~i'~Ament with an extension of the loan period to six~or seven years only for-.
 
'-"-' fixed capital loans, with corresponding final interest rates of165an 

17 Asothe FfFhas from National Plnin Deatmn stuides. learned1 
Sthat some firms with more than $15 million pesos of totalassets neethls 

+A++ A- t -+,'' 

V 
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have ~~~ ~ ~ ~ ~ a ~ 4 ~ ~ eertopriual ihptnilfrepomn ntebaca 

hoveTh I~tndustria eelomen s eabancen Intituat icularl.ln 
fi ~ rduciayaetfrteof lothing.eed tthu lF afduiroo tandsfenrhe 

exists th
ageeet o oftlees an $15sr.,6FnialncanehIFI, i~ssionthe 
appsrovand s and tieOsdRwilba odtn-'e o theintrade-quaweeny 


dfitoaurasento sd100, 000 initia per epoyeen'6 tle l 

fidciay hefonkthf th~nse Rpublc a procds eer,FF the iucan to a Py~ 

its agreemnent with the monetary chrceitc ofteidsra r"di
 
~ programi outlined above. Confirmationofithese featuire's by' the Monetary 
 ~. 

Board~ will also ~be a condition precedent >tor~intial'disbursement tio 
tionf the loan.,~ti o 

Opratina Target 4B -' 

To; provide se'ed capital for~ the establishmient of a loan 
~4guarantee fund affiliated with the FF1.
 

~Achievement of sector~ja ol~ol be facilitated by th 
e s 1s en - onGaateFund.;Such a fund would-reuc prpet

guaantes(currentlyf 100% or higher) by sharin.g somerisks euce thoery
 
finncal he~un'.A major seto golii epomn
ntrmeiay'ad 


- generatinthog expafldedQ crcdit2availability to profitable labor-intensive
 
~~f:~firms.- Ths im 
u~etyfc~w types .of credit constraints. First,

the process of appro'ving credit applications'i fr~unl deae n o 
' 

plctdb hncsiyo re'gist3ring propertylgLiantees. Secondl.y, :: 
thse labor itensive- firms ~of teni face, a shortage of'lokn cptl-but 3 

are unable to obtain1nw credit beca'se their limited fixed-ca5ital is ~ 
aled-omte togaate for~'jast loans. A Loan Guarantee Fund>~' 
would enable the FFI to better reach'cert~in profi.table labor-intensve~ 

fim hc ihohrieb rvne from fully'utilizing terpo
~y~g-'ductive capacity9
 

Attesuggeston of the Director of the FFI and the President~

of the Corporac16n Financier3 Popular, meetings have been held with~these> 
o>. and of the National:,Planning Department to explorefficials representati.ves 
the posesibil1.ty -of capitalizing a Loan ,Guarante&Fund. Such a-fuind would/at
least initially, be'adrinistered by the B0R's Development Cr~edit Dep'ar'tment,
a~nd would guarantee only FF1I loans.,during the ll8-onth-disburement period

*Qsof this loan. ~,
 
~ WVIQ
 

http:posesibil1.ty
http:icularl.ln
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It is recognized by everyone concerned with this proposal that
 
design of the operational characteristics of a Loan Guarantee Fund is a
 
particularly difficult job. 
 For this reason, tAe GOC intends to have a qua
lified consulatant do a study and prepare reconmmendations.before proceeding 
with implcmentation. 

Subj.ect to the results of the study and Mission approval of the 
consequent GOC p!ans, the B07R will be authorized to shift 10 million pesos of 
FFI capital Cor pkerimanont capitalization of a Loan Guarantee Fund. In addi
tion, the FFI would 10 pesos forprv6e million temporary capitalization 
(i.e. funds which would he ;;radually retired from Loan Guarantee Fundthe and 
made avai lab e for ordina'vi, loan;). it is intended that the retirement of 
the temporary c.qpitalinarion proted in harmony with accumulation of insurance 
premiums or ot(.): c cita iciation contributions to the fund. However, retire
ment of 10 ;Sos 0f temporary will be automatic 
aud not dcependllnt on accu0uation of such premiums or other contributions in 
the fund. Sinccv the 10 million pesos of temporary capitalization is only a 
temporary use o: part ut the or-dinary capitalization of the FF1 program, it 
iS 0 p,-Irt )l tlb, over17all increased FFI capitalization rather than an addi

the 1,(2.1on capitalization 

tion to it.
 

A:-- ndicated c, tr1 the total anticipated lend of final 
credit iroa r ed en pected to $650.700 million over theFI 15 !;coun'tng be 

loan period. Ccrtauily, intermediaries will not choose to the guause 
rantee Lund for .i] their ..I loans. Also the guarantee fund will underwrite 
only a certain noreion of each loan. The other portion of risk would be 
carried by the incridiary. The size of the poltion to be guaranteed by the 
fund is an portant I .: LI' or the consultant study. Given all these consi
derations, an in.tiai cipitalization of $20 million pesos would be sufficient. 
If a guarantee funu c-u d not be designed so that this level of capitaliza
tion would ,,uarnee!w of, millioncover a voue say $500 pesos, then a 
guarantee fund would no t bc feasible in any case. 

Purfo. NaifCe Tai.nct 5 

To provide or --.local nmatching basis up to $20 million pesos
of comingled fund., to It,ucd for expanding the capacities of regional 
industrial dovelopeunt :oundations. 

To alleviate the capitalization constraints facing the indus
trial development foundations. 

UNCLASSIFIED 
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The foundations have achieved remarkable results with very
 
limited sources of capital. The foundations serve as local representatives
 
of IFI (all but two of the ten) and receive $1.20,000 to $240,000 pesos
 
yrarly for that service. Othersrccoive minor representation fees from the 
Lxport Promotion Fund and commissions on FONADE loans. Their main sources of
 
capitalizati-n are donations from local firms, financial institutions, and 
business organizations. in February, 1971, the Monetary Board created a 
mechanism whereby pFtential donors could borrow money on favorable terms to 
make such donations. Although a step in the right direction, this mechanism
 
is likely to have a very limited impact on the problem.
 

As i-ntionld in SecLion I! B 8 of Annex VI , the foundations
 
have insufficient capital re.,sources to follow up ideas which come out of
 
questionnair, and intr,:viuw ,;urveys, pre-feasibility studies, or the sug
gestions of local or national level financial institutions. It is uncer
tain how permnanent or de(pcndable their sources of local donations will be 
in the absence o additional incentives to contribute. For this reason 
t1, National Planning Department scudy mentioned above recommends the 
creacion of :.fund coi::,pe.scd of national resources for matching local 
liquid capital donations. Thre 111ou11d be tipper limits on the amount of 
matching grants from the national fund, probably dependent on the popula
tion of the department or some similar forriula. Transfer of funds to
 
h u seed and therefore, would
found ,Ions.would be considered capital' 
not be cptcted to continue beyond two or three years. The transfers 
could be consid:red seed capital subsidies (the foundations have a 
quasi-public status in their respective departments), or they could be 
considered fies for local promotion, publicity, and coordination of the 

sectoral program. In any case they would not be on a loan basis. 

Although the details of the mechanisms of financial support 
rust wait finalization of National Planning Department studies, $20 
million pesos of the increased resources flowing to FFI under the sectoral 
program will be earmarked for the above use. The GOC will be required 
to suhmit for iMission approval exact specifications of the legal and 
financial mechanisms involved within ninety (90) days of the signing 

of rhe Loan Agreement. 

UNCLASSIFIED
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Operational Target 5B 

To increase the stock of technical manpower and information avail
able to the regional industrial development foundations.
 

The ten exi.tent foundations listed in Part One have attracted 
energetic aid talented yound professionals in almost every region in which 
they operate. In addition to their own very small staffs they draw upon 
human techlica rescurces of local universities, financial institutions, 
and private firm;. Under chis operational target it is intended to increase 
the technical capabiliLics of foundatlion employees and provide better access 
for these employees to ntlioi,nl and international sources of knowledge on 
technical and ln.naeripoblems. 

The Nat ioaal ?aniing Department has just completed a preliminary 
study of the ass istrance needed by these foundations in order to expand their 
capacities. Several tentative recommondat ions are made. A national level 
course in the techiical metliods of project evaluation would be very useful 
for the employees of Lhe Coudatio0s. Secondly, the foundations need more 
ready access to national sources of statistica] information. A national
level contact po1it cn] d be charged with facilitating the flow of information 
from the many nationa] sources to the foundations. Thirdly, perhaps the same 
nat ional entity contac point could maintain a reference file of national 
agencies, i,.nstiLutos, consulting firmis, industrial firms and international 
technical assistance organizationsable to provide 3ssistance in given fields. 
Fourthly, efforts could be made to increase the number and quality of Colom
bian institutions capable of providing hicgh quality feasibility and pre-fea
sibility studies "or Vh foundations or pri,,ate firms in their areas. Lastly, 
FONADE should be further encouraged to simplify its procedures and requirements 
for approving credit to si-maller feasibility and pre-feasibility studies and 
to widen its scope to include more managerial as well as just technical stu
dies. 

The first three recom'mendation. could probably be adopted and 
implemented with a low level of fiancintug, and would result in significant 
payoffs in terms or ic--eased capacities of the regional development founda
tions. The loan proceeds allocated to the DNP (see operational target No. 7) 
are intended to ad use(, in part, for t.huse or a similar set of activities. 
The DNP will be required to submuit for AiD approval a suitable work plan 
within 90 days of thc: s igning of the Loan Agreement. 

Perfor;-ance Tar,..et 6 

Improve the quality of public administration at regional, depart
mental, and municipal levels through training and education of public officials. 

UNCLASSIFIED 

A4 



UNCLASSIFIED
 

-1?-

Operational Tar ,,et 6A 

To provide short course public administration training for
 
2,250 departmental and municipal public officials in supervisory positions
 
over a two-year period.
 

The program %,,illbe carried out by the Superior School of Pu
blic Administration, (ESAP) and will consist of short courses covering as 
many as 67 subjects. The averag.e training time is 40 hours of classes per 
person, based on individual naeds and interests. A detailed plan of opera
tions has been developed by _ISAP with the help of an IDB financial technical 
assistance lroup from the In ter-Aicrican School of Public Administration. 
Personnel from this school and UN/financed advisors will assist in the imple
mentation of the program. 

This will be thc first year that ESAP will be conducting this 
program. However, since their tocal function is limited to the field of 
public administration, in which they have had several years of experience, 
it is anticipated that the prograam will prove effective. 

The total local currency cost of the 2-year program is estimated 
to be about U.S. $1.3 million equivalent, and is to funded roughly half from 
loan proceeds and half by the COC. The AID loan proceeds destined for ESAP 
will be channeled through ICF-S, which will act as the implementing agency 
for loan purpocss. (See the Education Sector Loan Paper for more detailed 
information on the ICIES budget and organization). 

Onerationa ..Tar:ct :j 

Establish two poj.L-gradUate university programs to train and 
educate persoais in the field o1 urban and regional planning and administra
tion. 

In addition to Lhc: c diucational programs, the centers will seek 
to establish research and uvaluation staffs that can study and evaluate the 
Urban/Regional effort.
 

It is cstimtud that c.cil c _ctcr will require four full-time 
and eight part-time profes-;soils. :)ice the schools have not been selected, 
ICFES will be required to submitlhe ames of the universities selected, 
the programs, academic go, ., , and a t ine-phased work plan prior to the re
lease of funds for this , ; is:o g: Costs the centersurram. for 

are estimated at U.S.$0.4 dollar equivalents, of which about 40% would be
 
derived from this loan.
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Operational Taroet 7 

To provide Ioan-related publicity services and promotional and
 
technical assistance services necessary for the development of industrial
 
promotion foundations and municipal development institutes.
 

U.S. $142,000 ha,; been tentatively designated for the implemen
tation of this activity. A detailed breakdown of the cost of the individual
 
elements is now beitvg developud.
 

Althoug;h the amount involved is small, the activity is important, 
as a back-up support for the sector as a whole and specific loan activities. 
The relationship of this activity to the imnicipal development institutes 
and industrial nroinoaion foundations activities has already discussed in 
Targets 2 and,1C. 

The pub1icity emnt will be designed to provide information
 
as to loan programs (aS well as other non-loan GOC urban/regional programs)
 
through such devices as seminar,., c,)nerences, pLblications, etc.
 

lhis .-cLivity wil! a1w [mp leuente . by the Urban/Regional Unit 
of the DNP, possibly through coat ract with a suitable Colombian entity or 
entities. The DNP %.:illbe r ,: i:ud to submit for Mission approval a work 
plan for the pulicity and p)ro;I.otional aspects of its responsibilities,in 
addition to U'he work plan.; descrihed under Targets 2 and4C also within 
90 days of tchi iging of the Loan Agreement. 

The funds assigned to the DNP may also be used by its 
Urban/Regional Unit to supplement its staff, as needed, for 
monitoring purposes and to pay for DANE and other statistical
 
services related to the studies and evaluation functions described
 

earlier.
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II, -IML=,MNTA'DION AGENCIES AND 'FINANCIAL, IOMIA'ION' 

>.jTbe borwrwl be the Govez'nmentof theRepublic :off Coombia 
Swhich, is a~uthorized to enter~into the oan Agreement without f'urther con

rcssionpl ratification. 

The Borrower' s Renresen-tative (BR) for thne purposes~ of coordianati.on 
;~and managent of the Loan: w-1IJI ;'eeither the National. ?J.ang Deartment 

(MNP) orthe: Ministry of~ De- 616 nett' 

Th GOC is now in thr_ iprcesof determinin which~of these in'
w;stitt ions, iTOUld'be, Most ajproDriL e for this role and~one or the other will 

be desigated, in1 the Loan Agreement<. ~ 

with the loan a' wi2 U to~thed ensst degree, 

1 National HusinAency ( lT),~.7The 

2.~ The Bank of the Republi.c (BOI), 1 acting through~the Ur'ban and 
Inetmn Finance Funds of its Development ,Czedit'Depazrtment. 

TeColombian igfher. Education-elomn Institte (ICFES). 

~~<t ~'Lie National, Planniing Department. 

Eithe the DNTP or'the Ministry of Development would be appropriate 
choiesBR and bth hve te5asc capacity to -fi'll this function. How

?4eve since management of the~sbtr'loan woulda mean a greatly increased 
1j.work load for the BRla rcesmy be usdt~siti inhandlingthis-

B. Sub-Imlcentihg A_,encie's K, ; 

Urban fl&c-cnieiit Finance Fuind (4FDU)

isa redi scount line inteDevelopmenrt Credit~ Section of' the Bank o±f the 

Repuli.( Its- princpa funcicon i.to r'ediscoutb loans ma4e'byfnaca 

4 -U 
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__intermcdiaz'ies- eor -municipo s-aaloeists o±n
manager whodirects the DeveJlorment Credit, Section; a sin aae 
directs~FF Uoperation1s, -and ani accounting ;Staff. 

Ian applications to the Mini trLo~ are ~submtted first of 
- Treasury and. the NainlPann Deatment to detemne tat l4dgaI -and. J 

fijnancipl requirerttare met Upon app~ovplby these enitle~ th~e, inam 
cia : tnathoizee , Mli ' tosubit' fomalloa reues t the FFDU., 

~-Fo'r morenformnatio of' theoration~ of -the FFDU see,
 
Annex VI~ection 1I.A.5'a.- ~ 2
 

b)Summary of FFD Financi'al Status- 4 4-,, 

4U-u0 D .VIDDPMEN FNNCE MIBAl OFTH REPO~L10 

.,~, ~-~ ,~ ~-,~-(-Milli±ons~ of' DoJlars) 

,;--Proposed UDf Loan I 4 ,"-:'F 1.896" 1/2/ "6.,4570~ ~ 8.466
 
----New 1.-~ 2/ ~6.57047 8.466-
GOC Capitalization--- 896 

Repayments from previous3 loans ~ s'J1.69 1. -'.-- 4 _ 8_ 
-- _L 69 2 

4,"4~<444~-- - -- ~ (444,~<. ' <)' 

TOTA 
 5.26 1~24.609 19A ' 

The capital' input-4444 so- in t4-" abv Tal wil inres 

4izatj, -< 
4 

-F4DUto;" ;(4, '-417 milonfo iscx' evlo 
miII o.n4(a c-urrent4.44>peso4-.''I vdu)t ---- J2 helanipuo 

u, 8. r4-------o te 7-4t~lexasin 

Sincecretio~ ~ 44~ proiaey.'~ ~ ~ its "h "Uhsrclson 

U4y'4 milio in iowA ,44Us4-4" :''9">! 9',7 

--- 2/~ A s------- -h capital4 '-Uinut v=o~ in~sdt prbove ap~ita. incpras 
'-s.~~~~~o1 muicipal(it4 cu ent iestitu~)ts S254 ~~~ ~on nu f 

'~j~--"'--All-US 8.5repres ns axe o pesos use7<~4-

4 44-4,- 'I4~'4>-'4 - '~ 4(~-4 444 4'. '-'4 
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c) Disbursement Schedule - Initial disbursement on an advance
 
'bsisimmediately after satisfaction of conditions precedent will be approxi
mately US$0.9 million; subsequent disbursements, also on an advance basis, will 
-bemade on submission of docuentation indicating proper usage of comingled 
funds and overall progrcam performance 

2. Induistrial Finance Fund (FFI) 

a) Strucure and Operation - The Industrial Finance Fund (FFI) 
was created in i.Hovemiher, 19t, specifically to alleviate the severe working 
capital constraints facing small and medium industry. Its initial capitaliz
ation was $'lo0 million rosos (U.S.$4.74 million) and by June, 1971, will be 
$225 million pesos, . million). Te terms of its loans have been fully 
described in Annex\Ff L;nd Section A of Annex I. Its loans are quite evenly 
distributed aimong b. nehoS o' industry. A typical FFI loan D.s for three, four, 
or five years. This pnovide the borrower wirith more securit,, .xii-egard to 
availability of wo :-. cis...aL, but also makes it difficult t ...!itniate the 
economic imacts of '1, loans. Financieras use 55% of FF1. credcit and thus play 
a larger role in its operations than in the financial system as a whole. 

FIV1 is part of the Development Credit Department of the Bank 
of the Republic, along ith The Urban Development Fund (FFDU), and the Private 
investment 1;Fud (Fi). kithouvh FIP carries out investigations of larger 
loans before they are atcroved., the Development Credit Department has not, 
for the most par-"b been a field operational unit. It relies upon the inter
mediaries for field work and operates as an efficient financial accounting 
organization. it is njo . e:xpanding its number of employees and office facil
ities considerably. It recognizes the need to improve its methods of data 
rranagement and monitoring bf the economic impact of its loans. Plans are now 
being formulated to improve caoacities inthese two areas. 

b) Financ .al Data - The sources of resoarces available to the 
1F1 during the l2l-ronth disbursement period, July, 197'1 to December, 1972, are 
as follo .rs: 

(Millions of Dollars) i/
 
CY-1971 CY-19 2 TOTAL 

Proposed AID Loan 
Capitalization from 
Loan Repayments 

S.ale of Bonds 
2.844 2/ 

-
1. 564 

5.622 
8 .466 
LI75 

8.466 
8.466 
.759 

1 
Tibtal 

Allocations for p-so use only 

4.408 17.263 21.671 

2/ Sec)nd semester input. 

U1,1CIASSIFIM
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~ j~ Thdecap~tal inputs of' US 78 --5 million ft-o naic oector loan
and anothe US$ - 'million ±'orn~bond sales winf increase FF aialz~ 
by abo tUS.l7. miillion, from; the.-present leel of~US4lO4( m Lioll to a eve1 

S$717o~ 'iilion by December', 4!972" Inlue i'n ~te Il~2ifon from all 
sourcs w~ili. be US*94I8,O01OOr die v1elpment of ,regional' industialdev.relop?. 

2~ment f'oundations (see operational tagt~5.)~bSITLQO£r:~ n!~ t, 

,, 

-111~.. 	 -a2~,capitalization of loan -guarantee'fund (see o-Peration.) targ~et 4_8B) 

c) ____ Upon competion, of~conditions precedent, anDibrsmn 
ad-~~vac of-US$l .'5i,million of loan' proceds will be disburzsed to the wGC. 

Teeafter, d.isbuzsements will -be made on1 the basis of sbmit3sion flL douzentr 
indicating past oand proposed utilization of funds and overaLL. program 

performance.--------" 
"1Aation 

-2''l 	 4l,31, 

1ICT NationaHousing Aency, 23. 

-~th~4.A 1 Ia)' Structre~and 0peration ~- ICT is~an? autonoous depedency of, 
the-Ministry' of Development !responsiblekfor the~implementatGioi. of the' G99C 1 
pub~ic~housinig 'and related progra.ms . This agency and .its prgraiw3 have been' 

2I,detal' inAml Secio 2."1-~''12"described&h 

2<b) Summary of ICT 'FinancialrStatuslI 

Total
_197__2 

roposedAI Loa 5;4-79 J2 7.518 1.0 
~Current Loan flelated Counterpart 3.318 - 31831. 


GqC .udg't and Internal.Cr~edit 14,1*.8o~ 2l.1814 35<.364~ 
Ot''0her Donors- Loan Related' 1 10 < 100 

Sub-Total 1 1'(21..389), (28.7'302) (50 -.09) 

No1loan related GOC input non-j~v~,	 905luin 
lo'n reae counterpart) 	 32.1119, 4495 776' 

LItJ<12LULVJoor Nn oan're4.ate. 

T O A L 5 7 .1 2 7 3 . 6 0 7 1 3 0 . 7 3 5 

;Total.ICT investment in its 'Barrios' Jovencs program over~ the 
londibrsmn 

12 

period rillbeus;39-4 inil)ion1 (th~e 1972 pus50 o of the I97 

figuxes 	onth jprec'eeding t ble) This 'is" a"S22 mil ioinraevr.t"-
Aprevious 18-month inivestment Ilevel, of US$17'.2 miilli.o In. Th otrla net -Pa222 

* 	 112~I1A~ment of US$11. 3. million, represento an i.cras fo±USP3 1o ver 'the previous 

AID support ($I4.0 -milliona). 'I~I~'.1 

c) flisbursenent An iinitial advance of US18 dlo ileb, 
as1 	 Thee-4~disbursed as soon conditions 

. 

precedent lof the Loan Agreement. are met.,1 
aft1er, disbuxisements1 i.~lbe made on the IAbasis of'submissin of dometto 
ind~Icatin past and proposed utxilization of comingled4 funds an Qverall progra 

perfomac~' 	 C. Secondsemester inpus. !TotalTr2C low-lcme 
~./ll~ctiQns for pe u /or 	 OTcn 

http:14,1*.8o
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4. Cooba Instiute-for the Development of Higher Education 

1CF s semi-independent agency responsible, to the 
~inistryM o -dcto. Oeo trr ucin is to evaluate and 

:- accredit academic programs of universities.~ It also handles National 
Government subsidies to'universities. :(e h dcto Secto'r Loan 
Paper for a full description). Fori purposes, of this loani, ICFES wlill 
act as a channel "for transmission o4 f loan prceeds Lo ESAP and.to the 
two universities where ur~/ein' Cnesaet be reated 'and forb 

GOC contributions 6tlthe latter. 'C cotiuin toESP il'bemid 
directly through normaVGObudetary procedur~es.~~~ 

tewe monitoringWhile ICFESh iilhave responsibilities for'
bohprograms,, ths ilprobably> be more pronounced for' the two' 

universities than for ESAP. ~ ~ ~ "1 ~ 

I .ESAP itself was created by 1an Act~of2 Conrs in 19584~ 
(Law.14. Article o ein1 and 2 of DereN.350 ng160 natre 

'b'h~school and its 1essential.1purpose in the following7terms: 
,Article 1- The advance 1school of Public Administration, shall be a
 

-443-Vinsituio 
 of University level, and as1 such, shalilenjoy legal, 
,adminstra-tive and endowmentf a tonm. . 4" ~,4 

Article 2: The advance school of Public-A,instration shall have ,as'
 
its" purpose the teaching,, research and' isseii iation of., the sciences">: 
and techniques 'relative to public adminstruiun7 and1 in particular, the 
traininrg and prepartion of personnelnrequired-for" the public service.1 

~The,'staff
~'V.'V.\-4I consists-of4'8 Directors, 59 Teachers, 83, 

~Technicians and'Administrators and 34'aids, with a budget of 18,"699,0O 
~pesos'for 1971. I 'Ti 

4''"'. .tsofarIn343 as 'th,, sector 3program is cocreteat
~. '~'L vities'r which ICF'E~ihas" responsibility will be financed as follows: 

4134 22 1
I-4-'~-'3 U'.4-4'3'4144'~;,V.
 
S'4-41'"" 

-- 4 ' 4. I4 3 IE ' 4 -. 4S'SI 
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-' -- PUB LIC AD MINISTnATION, EDUCA~TION -AND TRAINI NG 

,.-~.,~444,4~.----(In- millions of pesos)!/~ 

4 '--,.-4- ' 4- ~ ~ ~ ''4,'~' 19.71 144>972V. \Total,-

ILoanRelated Activity -'-' .,.-444 * 

.4,. .-,-(a) For-ESAP Program-- >->----'F----'---

' ~ 7.0 9.0' - 16.-0--'O/444444~--GOC 

~AID-' 3.0 2 / ''4'>F6.2F '9.-2
 

~ ~ ,, (b) For University- Centers P:'4i>. 4 ,>..- ,'
 

- '4~44' -~ --

- C 1.8 3.7 L{~ 45 .5
 

F' -, -AID .. . . . . 1.. :t2/ . . . 8 ~ 3.8-


4 

(c) Totals --- 74 -- 4~~--

-
>44GO 8.8 4T4F'12.7F44f 21.54--


AI 4.02/ 5.41.
 

l.- Allcaton for.- pes costs-... only
 

',44.4 ~a 
2/ Seonsem--rnl
 

not~4' througO44-'.C.E'Budget
3/ Doego-2/~* 
Y ~ V, . 4 4 ~ i 4

---~ ~ ~ ~ c Disb-------ursement44. 4<4444

4aifcino Upo condition''. precee I- an adva-c4.'f
 

1.5 milio peso-r 'e- from1-4 -C ced wil lib rsd to E - for the.4444'~4,~..4p 

Pcuto No f~d fo unvrit4>4esillb 4'-.4-- -ist e unti 

the wokpa an-edt niatdi : h ebe 
sectQ:----~-'~'~cation, forepesocust on 

receivedp~ r'44~4ved~<~by.an Miss -4 --.4 
,~ n -4 r44442 3 

il.44-,---~~ion , -. Su squ 4--- dib e e4F4'4ts be 

3/ADe notrpto go thhe Mht:CFESduof, th Ur -------- na Ui-

-which4 wil (c) metDisbuseme t y is given in44Part41,',. ', 44'Ii 44, 

4~~~~~~ 4~'.44~'4 INt 

4444,444-4>44-. UNCLASSIFI'ED 44:4-;-i~W4-
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C. Fia c a Pr s na tion,-~~'V~'V 

21V. .Sum'mary of"Secto Loan CostY 

The. o w ng two tabes sumrz rpsdAID~inputs by: luaperformance
Stargets, 1V(2) operational targets by 'implementing andagencies;, ():yb~~~oa
 
Vtargets. Each portion of the loan 'package asoutlined in those tables~ is aimed at
 
achieving the objectives discussed earlier in the paper.
 

2. U.S. Financial Role in the Urban/Regional Sector V 

Past Support -As Lndicated in Table 33 nea.., 
- ~ a~_____ s s3,Ane ,A.kI has supported-f-4the urban sector Vwith counterpart.... allocation's..for. thVqi ln f S$1mlin 

annually Vin both 1969 and 1970. This past .,up'r a been adirecteda primarily at. 
2r'athe development of infrrstructure' and industrial credit.
 

VVV-l. -Theb. Future SupportV Expectancy GOC ha's2indicated that in '1973 it '
 'hopes to raise the total level of the -activities ~under this program to' almosI t US
 
4~:$130 mTillion, of 7which it would 'hope V'fo'r U.S. suport of 'the Vmagnitude ofUS $37A
 

mill1ion. Estimates:iof needed support beyond CY 1973:.are difficult a~tathis time,

because they are 'so,highly dependent on' the level of progress which results from,

overall G0C macro-economic and sectoral~efforts in the ~interim.
 

-- V-Table 10i Anne'x II shows total resources tothe GOC Urban/leie na
 
Seco n 'the portion o~f those resources -provided by US assistance. The''share
 
providdafrom AID fu dsV was 'high'er portion'of-the total in 1971 than, in,1970.

The US share of the'total,V',however, will: diminish ina 1972.and is expectedtbe 

a, reducedI still further in 1973 and subsequent years.4 ~- aVV V a b 

S3. Past Expenditue-Colombian Urban/Reioal aSector, - Toti~l expenditures 
Vby the principal agencies2 and'organizations active' in'the Urban/Rl~egional Sec4 tor-
Saare shown.'in Table 9',Annex II.' Theseasl'w an inrae nulinvectmni't or 

planned inves:nent~ f'rom 1969 through19,72. ~ -~ V a > 

4. Budget' Projections '-Colombian Urban/Regional Sector Budget aprojections
< for the' agencies and'aorganizations in the.Urban/Regional Sector shwcntne 

' 

emphasis"on those efforts or projects which the Mission conside 
o beo highest
Funds within Agecy budgets-for CY 1972 aea-repriority., a, aryes prsnted V'IL ths paper,

aearmarked to make Vthe Vmaximum contribution to the aobjectives' outlined iny Part-

Two.: It' isexpr-,dhat."the 1973 budget wilb ietdee oeceryt 

. much aacco'mpl ishment, of aathese sato'betvs' It isanticipated that's'ectorV

analysais capability Vill improve and- tha~t the aGOC's~ability toietf al,'rnti* 

' opportunities~in 'termsof prioritIoDjeceives also will, rw a:"rAVV 


7V 
5 .,, Other Donor/Le"ndera-Asistance Th allcatoto.h.Urban/Rgiona
 

"Sector by year of'disbursement of foreign lender "assisaceeother Vthan AID' is.,
 
shown~in T~ble 10, Anex,(11. J "VV a V.
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'4,44~~"4 4. .J 

'4- 4444 4 

BY.''~~..PERFORMANC TARGETSj~4~~~i>;: 

n of' Dollar.s).,'44'44,4 ,~ M 

j 

Targes,1 &2:Muicipa 

Infrastructure4 crdi 

an. Dvlomet 

'Proose AIDTA FIanACG 
Cu r n LoanRelate 

1,89TAGT8 
4.4444.4 44*--4 

14 '9-6T 

6ERR7NC'' 

>4' 

TA 

'46 

4444'44 

Ote LneeonRelate Donor.' 

Proposed 

Cret 

AIDLoan 

onR ltdCounterpartX 4, 

3,71 96 

31 

74,518, 81,,3469,-

3,318C4 44 4~4.444.444-

Tret4 & 5: Job. Creation in 

~~ ' 

44'' --

New GOC 

Repaymients 

Other,Loan-

Capialization,'i 

of Previous 

Related Donor 

Loans 

,, '' 

186>.,.,7 

~1,549 

4 

3 7 

4.". 

,3 

'~4 Targets 4 & 2 sub-toal 5,261 17,63 2L67 
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TOTAL FINANCING BY PERFORMANCE TARGETS 

(Millions of Dollars) 

1971 

Target 6: Local 
Training and 

Level In-Service 
University Program 

Proposed 

GOC 

AID Loan 190 

417 

Target 6 sub-totals 
 607 


Target 7: Pubicitv-Promotion DNP
 

Proposed AID Loan 
 047 


COC 
 354 


Target 7 sub-totals 401 

Targets 1 through 7 totals 32,066 

(Cont.) 

1972 TOTAL
 

427 617 

602 1,019
 

1,029 1,636
 

095 142
 

354 708
 

449 850
 

62,052 94,11R 
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AID LOAN ALLOCATION BY TARGETS
 

(Millions of U.S. Dollars)
 

Operational 

Targets Program 


I Intermediate City Infrastructure 

lopment 

2 N-junicipal Devc/Institute 

3 Low Income Program 

4a Intermediate City Job Creation 

5 Regional Development Foundations:
 

Financial Support 


6 Public Adminstrative Improvement 


7 Promotion and Technical Assistance
 

Related to Targets 2 and 5 
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U.S.$ 


8.0 

.5 

11.3 

7.5 

.9 


.6 


.2 


29.0 

Implementing
 
Agency
 

FFDU
 

FFDU
 

ICT
 

FFI
 

DNP, FF1
 

ICFES
 

DNP
 

qi 
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Section II. Program Justification and Related Matters 

1. 	Contribution t, GOC Develonment 

The proposed program will provide assistance to the GOC Development 

effort 1y focusing attention on the role of the Urban/Regional Sector in the 

country's overall developunent sr-rategy and contributing to GOC efforts to 

urban conditions generally, especially the reduction of urban unemployment.improve 
This is consistent with the policies of the Pastrana administration in furtherance 

of its "Social Front" program. its importance is evidenced by the increasing bud

getary attention being received by the sector. This budgetary and human resource 

investment in the sector is expected to increase in the future.
 

2. 	 Impact on U. S. Ec'onomy 

The impact of the proposed loan may be seen through an examination nf the
 

Loan financing will stimuboar.'s effects on U.S. and Colombian trade patterns. 


late U.S. exports to Colombia indirectly, through the increased demand for imports
 

into Colombia resulting from the stimulation provided the Colombian economy by
 

Imports into the U.S. 0.1l be affected by the
loan-financed expenditure flows. 


loan to the extent that programs financed under the loan stimulate the production
 

of Colombian products able to complete in the U.S. marketb.
 

The impact of loan-financed local costs on the U.S. balance of payments 

will be affected by a recently negotiated change in disbursement -rocedures. As 

Was the case in previous .sectorloans, Colombian imports will be stimulated 

throuj" tho injection of loan funds into the Colombian economy an, the resultant
 

trade stimulus these funds provide through the marginal propensity to import.
 

This ii :reased import demand will be met in part through the use of the loan pro

vided dollars, and imports from tie U.S. and from Colombia's other trading partners
 

will be greater than they would be in the absence of the loan. 

It is anticipated that the shift in disbursement procedures (See 

Three, A, 4) from a comm,-odity import program to a direct purchase of local currency 

will reduce the total impac of1 the loan as regards imporcs from the U.S., since 

for the first ti.me procurenent will be completely untied and special credit faci

lities to importers will -not be provided. The current U.S. share of total Colombian 

imports is about 45 porccrnt. The U.S. share of the conuercial import market (ex

cluding AID, Ex-Im, and PL 1480 financed imports) is presently about 38 per6ent. 

The degree to which elimiation of the commodity import program and its related 

credit program wi.l 1 reduce the U.S. market share below 45 percent depends, to a 

great extent, on the durability of buying habits developed over the past four 

the modj. ty the U.S. partyears of c cmo import program, and ability of suppliers, in 

assisted by other U.S. in,.titutions; such as thq Ex-Im Bank, to become more aggre

ssive snlesmen, a,; well a,; to provide sufficient inducements to hold U.S. customers. 
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While a SaI to a 38 percent purely commercial market share is not anticipated,
 

some reduction in the relative U.S. share of the total market may result.
 

3. 	Consistency with CIAP Reviews 

The Urban/Regional Sector Loan addresses the findings and recommendations
 

maJe by the sub-corittee of the Inter-American Committee on the Alliance for
 

Progress (CIAP) in its February, 1971, review of the Colombian economy.
 

In this review, CIA11 recognized with satisfaction the urban reform measures 

presented by the COC Znd eXprL'ssed its pleasure in learning that the proposed stra

tegy and the institutional structure necessary to carry out urban reforms are 

' l 4 submitted exZens ive public discussion. CIAP noted that, within the scopeSin to 
being made ofof Colombia's urban rcfori; plans, an on-going analysis in depth is 

the 	 following aspects: an adequate mechanism within the central governmental Dower 

t:o 	 resolve conflictin., prioities and regional centralizat lon; the effectiveness
 

way of carrying out of control of the use of land; the criteria for identifianc 
cation of those citie:: w-oo,growth should be encouraged or limited; and the cons

relative to the capacity of the construction industry.trictions which may exist 

ClAP suggested -hat selective criteria be developed concerning the optimum density 

anJ form of the cities considered within the urban sectoral reform. Given the 

fact that whatever for-mulae are adopted will imply a heavy load on the implementing 

institutions, CIA?'ur;ed that the international agencies intensify their as&istance 

to the Colombian entities involved in analysis, evaluation, and training and to 

provide direct technical assistance over the short-terms to those institutions 

most widely concerned with the process of urban development. CIAP endorsed equally 

that the international financial institutions bear in mind the needs for external 

rcsources which this prograrm may require. 

1 .	 GcC Ca(>citv :o Carry Otit Sector Plan 

As a result of the ITrtensive Review and the analyses described elsewhere 

in tLhis Capital Assistance Paper, the Loan Committee concludes that the GOC and 

its imp!ementin,,, agencies ha.s, or can develop in a timely nmnner, the human resource 

capalility, budgetary L.:quireents and other measures neccessa to achieve the 

objectives of the loan. 
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III - LOAN__EY1,.TYE'TATIO, ANDEVALUATION 

A. Adminis tration -nrdTIm]ent:dtion Plan 

1. Executi n P1 i 

Major execution steps of the Program az described below. The Loan 
Agreement and basi2 l ,ii:.wntation Letter No.1 will state the ronditions which 
must be fulfilled by Borrower prior to any disbursement. 

USAID/Coloinlia wil1 enlsure that the loan procedures considered 
acceptable as conditions- precedent and the covenants contained in the Loan 
Agreement are in fact being followed. USAID personnel will make periodic 
inspections and revio{i of ihe Program, assisted by contract and AID/W 
personnel,if required. 

Until the loan is repaid in full, an audit of the loan will be made 

by AID at such tie. as may be deemed appropriate. 

2. Loat ioni tn'.'it: 

implementation res.;ponsibility for the Program will be under the 
primary control of either the Ministry of Development or the National 
Planning Department. The primary responsibility of fulfilling A.X.D.'s
 
part of the implcmentation functions rests with USAID/Colombia, assisted 
by AID/W personnel as appropriate. Disbursement requests and guidelines
 
for dispersion of disbursements will be reviewed byr USAID Urban Regional, 
Capital Resources Development, and Controller Divisions. Qualitative progress 
of the Program will be monitored by the USAID Urban Regional Division. 

3. Disbur . : Plan 

jisbursements of the Sector Loan are planned to be effected 
ovcr an 18-month pLriod, subsequent to the signing of the Loan, in 
accordance with the Secctor Plan. We now esti"nate that to start up the 
$19D million Loan., approxiimatcly ,,4.4 million will be disbursed 

upon fulfillment of conditions precedent a Lotal of $4.4 lillion during the 
last half of CY-!97Y \Uilh the balance of $2(12 iillioiu disbursed during 
CY-1972. These aounts ay vary so.ewhat in their actual utilization. 
The amounts and timing of d::urcment releases will be dete-mined as 
described in Disbursewent ProcCdurLes below. 
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n4.D -bremProcedures, 

4oc(a Curreic Costs (Colombia n Pesos~) 

jU(1) The Loan Agreement% 'will continue to, be: denominated in,
United States dollars insofar as 'repaymntn to the U.S. i~s concerned, but 11l 
Sclearly state that (e-xcept for US$ 	amounts set aside for procuremnn of go ds
and services directLly~ related to the~ sector prgrm trJS$ 	 are bin loaned 

forthepuroseof~onvrtig them into pesos so as~to satisfy sti.pulated peso
<~-needs .of the sector programs. The agreement2 will also indicate the uses' fo6r.whic the p esos are destined, the eyccting agency which4 will be rei~ponsible

for expending th~em, and the time period over which' they are to be expended.,,In 
befrmt wt 
this;,h agemn wilpovidthat peso ,disbursements ,Willbetreseintatgiesector n 
 concert 	with -the programn of the specifie'd
actiitis intat~ivsector deiec fstsatr rges
 

- .(2) Peso C~eneration Procedure, To implemen the direct -con
-~~version 1the
procedure, followng-system wouldbe -emnployed': -

~ 4'(i)~ Upon satisfacti.on of'coni*tiorns precedent', Borrower..
~~would request disbursement 'for the Local' Cirrency.Costs of goods and se ,esprcue for h 
loan~pro-ram. in accordancer 4	 ~it- ~te~, ~ 	 wt ~hetermsh and contiz of
><the Lon Agreement~ by submitigo AID such supporting docurnents as the-

Miso o Uud prescribe in Implementati.on LIetters. 
Ii'1) 	 Approximately tw'o4 we'eks ini advance o -the d te- on
whicKh ,JIocal cur're~nc i~a5mnl,,s'sare, to be mddeto,- the,
 

1'naljon 	 to6 A1'DW- by~teI. am a)1	 (an T16amuiof the
pa~mntinpoi_ s. )te j(e of pa etI~h nd, 



th of, haye- t a A1 
rount.~-

-
-' a 	 ~~-

-iD/V-l( ~ A)I wiJ p4ass ti~s~informiatb'in o-i r a r-t 


4 Ti4e1asu
4	 

,4 U." o Treas: ' ,y4 - send~ to - I~ 

>.CI'' d4lal cc 1,1_ Va'.OU 	 whic coh4 Wllunt pos o paury es coc 4 ' 
h, e 

IiTesr	 -swP91~inCI I~"s a i-e pd-'ayb0, tdo2t d ne 

Re io a . , -.

~~0 il1oj as f1J an 
r 

- ila C 	 0, C o ) n, -'Of 
- ~M- h e Reooa Dti -n-IOfie,'D 	 c Tr as u'y 

- n t1I ,It:.rstNt iy ak-o a 

A V 0,.hedae'te arent. i,i to bernamde' 

http:Implementati.on
http:satisfacti.on
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Alt crnat iv~e PA' Th erids Lt. ;1~J n~~ cs 4~4 app10 Iato aiiount to~th& CentalBnk; %w4jjcj wilJ 

ssto e of<credit c th 6count "$tin~At~~wi'~ 

s )U,"in o f: ~ T or J!"m$assy. (or'USAID C~ontioller 
W )r0" 1tt0Ct 3n rauyFr W~n- 21 a71~ir 

ji~i ~esospL to th~e GOC~ entiy o whc the pa.yment
ist be mnade. ;-~~ 

fY.Altea native B3:~ 'Phe s willk pn anEmb J-jieI 

>~~ appropr: tc, amotiit ~tb lYir t NationaJ1.tl Yn~hc
 

crldtthe: dollars 
 couto ie Cn'taB1ank. Thie Centlvala1., iwi2ll credQil, the accoun t of 
- ~ Ciydal~ ~ ihh tl eeuivalerit ainou t of pe,-os: and.account 

~~	012fthe, Regional sbrsnL ~~r The' Eimb assy C6-o 
Ur~~SAID - Oontrolle )'will presqnt-to City Bank, T.reas ury '4
For :W'-D1127, which, reqdests and authorizes,6Cit~ Dank~. 

~to i.ssub-a draft, 'in peso, to the GOC entity,. tc.o i,,hich
-~A ~the paynr-Qnts sho'uld be- nid 

l(vij) Th e dollarsAV/ill11- bec tiL oil' "Cce1, di ed '-o thIee n t rc-
Bak te pes~o draft isbsu c ".nd..the loan~chrgd >4a 

at the s am&eUxch ipge j'abLtynd on'the,-samne day ~1 j> 

~ (VY- i To miinimize, dclays..in the availability of te pesos above-~~geerte fr 
 mpentation of designated sectotal~programs, -(and to minimize 
~a float of loan disbursements i h unaGnrlde eoeoteLa
AgXreem~ent (to wh~ich teMinistry of Hacienda_ will be a signator) will' contain~tandard Loan provisions for e omPs~Cst ~~c "Ohr~o

ofDisbursement" 'with the, adiin of, langa tothefct thtPoIre
 
for the making of, disbursements' hereunder 
 immediately available to the agenciLes 34V in question shall be ,more fully described'in Letters of Implementationi.' 

(Vjij)At such time as AID may specify~in Implem7ntation Lettr, the:GOC Sector acentral implementing agency. 'shall 'provido vne satsfctry. to~ 
IAID 
 of-its receipt of~loan' generated: pesos'fI mhereasury of the Republ1ic.Upon receipt of pesos:,allocated tolthe etrlorwr' ersnaie, _


the fuands will lose~their separate identity and D'erged wi.th other funds,<Of that entity. ~-	 1 
(i)Atsc tmsas AID miay spcf inIpeettinLtes

Sthe Sector implementing~agency shall 
furnish 'evidence satisfactory to AxD pof,the total budgetary flo of1 t1e cominglcu peso funids of the setr a d-f
eahf the sectoral program's'operating'agenciess nacrac t hsetoa plan agedupni the L~oan A~greement. cdei h. 

(x)Thptichase and reeae of peosos~wllbe on an advancebasis,1 equivalent~to the estimated needs of agiven activities for a imutuall-yagreed period, to permit oppon appicati -onofrsucs 

AlA 

NO - &F ED 

C v, 4V 
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(xi) Justification for advances, after the initial ones, will bereports showing progress 
on overall execution of the specified activity as
evidenced by disbursement of comingled funds reported in (vii) above.
 

(Xii)The timing of disbursement will be reflected by sector needsand requirements, and such disbursement will be a,)proved Subject to (1) GOC's
requests for disbursements based 
on needs, and (2) USAID/G's careful periodic
review of these needs and overall 
sector fiscal and qualitative performance.
 

B. Evaluation
 

Successive evaluations of the Loan Targets and current status of each
 
Group objective will be made by USAID/C's Implementation and Evaluation
 
Committee (I & E) at each of the following steps:
 

(a) At the time of CFS (or its equivalent is developed; 

(b) When IRR's fcc possible future loans theto Urban/Regional sector 
are prepared, and 

(c) When intcnsivc Review of a possible future Capital Assistance

Paper is undertakexi for the Urban/.egonaal Sector.
 

Since it is current practice and policy of USAID/C to develop theabove-mentioned documents with the GOC in line with the "mature partnership"
concept, the GOC and its implementing agencies will be 
 participants in all 
such evaluations.
 

The proceduz-es to bc uscd internally by the COC formonitoring, studies and evaluation is described in Section V 
of Annex VI.
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TOTA'L I,,. U' NC INVESYI.7NT 

(illion of Pesos) 

1968 1969 1970 1971 1972 

BCH _ 1.040.0 1.494.7 2.600.0 N.A. N.A. 

ICT 2 / 395.0 399.6 642.3 1.195.4 1.510.' 

SPECIAL FUNDS_3/ N.A. N.A. 433.0 249.0 240.( 

z 

MUNICIPAL P01'cG AGENCIES / 

PUBLIC L%'.N) DISTPIBUTION PROGRAIS 

Internrediate Citis 

41.0 

N.A. 

48.7 

N.A. 

41.9 

il.0 - / 

N.A. 

N.A. 

N.A. 

N.A. 

MPRIVATE I NX'ES-h.'T 119. 8 970.9 N.A. N.A. N.A. 

TOTAL INVLST'N, 2.736.6 2.946.2 --.. 

1 The ECi ihc-s not publish city size brealzdovuns; how:ever, in 1969, 93% of its total 
mortgc,-o credi. wis invested in the departments containing the four largest cities. 

2/ Over the period 192-1969, 63% of ICT investment was in the four largest cities. 

3/ Includes ilitary Revolving Funds. 

4/ Estimates based on 1969 and 1970 proposed budgets, ICT loans not included. Bogota 
1%, Medellin 1.5%, Cali 1.5% of Municipal Current Income. Cartagena 5% of 
Departmental Liquor Industry net income. Information on Cartagena investment not 
available. 

5 CQ 

, 
'd 

51 Ibagu6, Manizales, Pereira. 

SOURCES: ICT, Vivienda y Desarrollo Urbano en Colombia, 1970, DNP, Plan de Desarrollo 

Econ6m'ico y Social 1970-1973, Anexo I. 
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TABLE 2 

FONDO FIN,1ANCQT-RO Dr? DEIARROLTO URBANO 

Applications Approved by City up 

to 3.Mrch 31, 19"21 

(Thousands of Pesos) 

Amount Approved 7,of Total 

Bogoti 119,000 21.0 

Medellin 90,000 18.1 

Cali 

Sub-Total 

201,000 

410,000 

40,5 

82.6 

Armenia 15,000 3.0 

But., raranga 

Cajamarca (Tolima) 

15,000 

168 

3.0 

-

Carta ge.na 22,500 4.5 

(;llamo (Tolima) 350 0.1 

Sba~u6 

No iva 

Pas to 

S.nta Marta 

San Vicente (Santander) 

Socorro 

TuluA 

Total Applications Approved 

Amount Recountable 

Rediscounts made as of 
March 31, 1971 

Applications which could not 

be financed 

13,500 

600 

8,000 

850 

300 

500 

5,000 

496,768 

244,750 

281,557 

63,193 

2.7 

0.1 

1.6 

0.2 

0.1 

0.1 

1.0 
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ANNEX II Page 3 of 12 

TABLE 2 A 

URBAN DEVELOI>VENT FINANCE FUND 

PENDING LOAN APPLICATION 

AS OF .AY 1, 1.971 

City Ps. $ 000 

Barranquilla 50.000 

Bucaramanga 3.000 

Nanizales 61.000 

Monterfa 10.000 

Neiva 8.000 

Sincelejo 10.000 

Palmi ra 10.000 

Buga 8.000 

Medellfn 150,000 

Cdcuta 60.000 

Associated Municipalities 
of the Valle del Aburrg 15.000 

Bogota 50.000 

435.000
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ANNEX II 	 Page 5 of 12 

TABLE 4 

INVESTE.NT: IN TRANSPORTATION 

(Millions of Pesos)
 

1970 1971 1972
 

Fondo Vial Naciona_ 
 642.7 	 707.7 1.256.8
 
(Highway 	 Construction .,r ly) 

Instituto Nacionl de Transportes 2/ 7.4 7.6 12.6 

Corporaci6n Financiera de Transportes/ 40.1 240.5 494.0 

TOTAL 690.2 955.8 	 1.763.4
 

Approximately 4% of total FV iveLStment in 1970, 42% in 1971
 
and 51', in 1972 relates to highway construction betwean
 
intermediate cities and major cities or other intermediate
 
cities.
 

2/

- Due to budget or,,nia tion, these entity's investments cannot 

be directly related to urban development or city size.
 

SOURCE: 	 1970, 1971 COC Budget Law.
 

GOC 1970-1973 Economic and Social Development Plan.
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ANNEX II Page 6 of 12 

T.ATQE 5
 
FINANCINC,OF ..VIEST,-NT , ' ELECTIC POWER
 

(Thousands of Pesos)
 

1970 1971 1972 1973
 

Entity Resources 430.7 373,755 484.219 881.301
 

19.5% 19.0% 20.2% 29.8%
 

.ExternalN 	 Crdi
(.j!,. 0'""• 

External Cr'dit: 1 2. '.. 1.279. 661 1.360.065 
T5.7/ T0.74 53.37% 46.0% 

Internal Cre(dit 149.'3 2,,. /28 324.580 516.900 
6.C<Y 12.77, 13.5% 17.5% 

-
Nauional 23. 7 2 231.257 131. 544 

10.6% 14.2% 9.6% 4.5% 

Others 169.9 66.621 79.807 96.659
 
7.66% 3.4% 3.4% 3.2%
 

TOTAL 	 2.2']5.5 1.961.315 2.399.524 2.953.409
 

N,0TE: Due to the. oW;.r.i7.ation of tle jnvu st nent budcet for this 
s: ,;Jbe to accurcately determine investment 

directly *-, ei Lc uran r evelopent. It is estimated 

th t :,;prc;,x :tc.1 10'A ofl the ectora] budget is so 

relate . .£u,- i;, this sector are channeled through 

the InstitutO Co1cio h'ato dhe Energia Ei6ctrica to regional 

and dep;irtrent po ;cr companies. 

SOURCE: 	 1970 ',ud.,t L;:w 
1970-73 Economics and Social Development Plan 
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ANNEX II Page 9 of 12 

TABLE 8 

PIANNING/STATISTICAL, 	 EXPENDITURE NATIONAL EwIfTIES 

(Millions of Pesnq) 

1970 1971 	 1972 1973 

ait>,Lunal Planning Department 1/ 53.0 47.0 48.5 50.5 

,,tional Fund for Development 

2/ 82.6 95.0 85.0 65.0 

N.tioroal Admin.Dept.of Statistics 21 48.0 58.5 68.0 79.5 

1/ Opurat inl, Expenses 

±_, Investnmcnt 

Source: 1971 GOC Budget 

70/73 GOC Plan
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ANNEX II, Page 12 of 12 

TAKLE 10 

FINANCIAL ASSISTANCE TO THE HE,!,AIU/REGIONAL SECTOR 

(Thou;and; of Do lla rs) 

]969 1.70 1971 1972 

AID Loan Assistance 11,711 3o9 21,7,2- 20,200 

Other Donor Assistance 13,8.. 7 - 2,17 / 38,75 

GC 	 Resources 179,159 176,641 209,203 251,442 

Totals 	 204,700 215,600 263,100 300,900 

AID 	 Assistance as a 
I of Totals 5.7% 5.5% 8.25. 6.71% 

--	 Includes U.S. $8.8,million from proceeds of proposed sector loan.
 

Figure is from Annex III, Table 2 

3/ 
--	 Derived from 1970-1973 COC nveLstmant plan for same entities 

listed in Annex ii, Table 10, and using same percentage 

formula for selc ted aruas, e.g. electricity. 
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ANN EX IV-
Page, 1 2'lo 

I. D. 

LOAN U IZATIONT 

Prouvided from. 'Alliance for Progress Funds 
OOLOMBIA: "Urban R~egioniaSe oriLoan 

161 Pursuanit to the~authority vested inteAmnsrtr Agency .f'or4Interntionial Developmienft ("A.I.D."), byth Freg Ass istance Act oi7Al
wf19 61, as ame~nded, arl~d th~e dele-ations of' aulOiy su~ thereunder, iAhereby authorize the&establishme~nt of loan~("Loan") pusuntt Prt

Chpe , il I Alli.ance for P~og'ssof Said Act tothe Government 
ofaes "10rower) 4 toecCoo Bori of' not wnynn al'~ UnitdStats
dllas (;;2 ,ooo00) toassisin iancing 4the locai 'curr~ency
Costs, of gods an('429sneed osupr Boroer s rgram~(IProgram)

;tA d towrdsligp-obesfteubn etCu qr ncluding, but ~no~timtdt eietn rrlu nmgain imaproving. b'asic infrastructure 
4 conditions in the fou maor cities, n.imrvn loa panning, 'and 

specMifialy, and.as furthr described. in
teLa prthe Loa shall fiance. (aK~~'~rth'~ eJoa~.~\jactivities. obeiplemented, 4&izna
byueUrban evlomenit Finance Fund ~ F ) in theamuto ~ approximatel- eight- million f'ive hundred thousand United. States dollars

($)0 00; ()ati i'ue ob mplementd b th National. Housing 
, Agenicy ("lOT11 nteaon of prxm tlyeee ilo three huhdxed-.,~ thousand ,Un.t Stts olrs ($11,300,0.0Y';(c)' activities to' be 

impemntd.by the Inidustrial Finance 
' 

iFulnd 4 ("F'FI") in 'the amoun~tof~± approximnately eight millionj f'our hude tosn Uied State ~dleS~($8 4oo,ooo) ;: and (d.) activ~ities to be imleeinted b other age-ndies in 
~the'amount ofapprximtely eight hudcd huadUie Stctes dollar'-

Interest an :Terms of iRpa--nt B5orrwr shall repar the Loan 

disbusement unde "h Lonic 
ing ;a Grace period of, not to exceed,
ten Tlb)"years.' Borrower shall pay to A.I.D. in -United,State's dollarso 
th ousadn aac bfhe, Loan, ,interest, at. the -rate of' to 6(2)

pex'cent,p anmdrn eher~ rcpro an'd thr e 3 percent per: annum,_
thereaI Uer. 

'2. Other Terms and.Condi ions: 

(a)~Good~nInse v ces -- Loa shall h'ave _heirfinanced under,the-

souxzce and ,ozigin ani Colombia&.
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(b)Unjtc- dStates dollars i-itilized Une te Loan 1o inaicc 
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In accordance with these concepts, the loan-assisted programs will provide
 
funds through national level credit channels to capitalize local financial
 
mechanisms and/or respond to local determinations of the need for particular
 
projects. The ultimate objective, as reflected in the long-run loan targets,
 
is to capitalize both national and local level revolving funds to provide
 
for eventual self-sustained financing in areas of key importance for urban
 
growth. This is consistent with the overall program strategy of eliminating
 
the artificial bias which now prevents regional centers (especially inter
mediate cities) from realizing their development potential.
 

2. In developing this strategy, the Loan Committee has had almost 
continuous negotiating sessions with key officials of the National Planning 
Department and othpr key agencies for the past several months. The basic 
GOC document used in these negotiations was its GOC Three-Year Plan for 
Economic and Social Development. The loan was structured in accordance 
with GOC stated policy and objectives for urban/regional development and 
in close conformity with the Mission's Country Field Submission, which was 
also developed in close collaboration with GOC officials. The amount of 
the loan application and proposal was not pre-determined, but grew out of 
decisions on a case-by-case examination of individual activities which met
 
the above criteria and where the GOC was both interested in U.S. assistance
 
and able to finance its reasonable share of the costs.
 

3. There are consistent increases in GOC resource allocation to the
 
sector programmed for 1971 and 1972. While counterpart from Program Loans
 
signed in previous years has been allocated by the GOC to activities which
 
fall within this sector, since this is the first loan designed specifically
 
for the sector, it could prove misleading to compare the U.S. share of 
total sector investment for the loan period with previous inputs from 
counterpart. For information purposes, however, the relationships are 
as fellows: 

(000 of US$) 
1969 1970 1971 1972 

Total Sector Investment 204,700 215,600 263,100 300,900 

U.S. share (7) 5.7% 5.5% 8.25% 6.71% 

The 1971 figure includes both counterpart from previous sector loans and 
$8.8 million dollar equivalent from the proceeds of the proposed loan. 
This is in response to urgent GOC requests to enable Colombia to move 
forward faster in dealing with critical sector problems than would be 
the case if initial disbursement did not begin until CY 1972. In this 
connection, while due precautions have been taken to ensure a full GOC
 
contribution over the proposed 18-month disbursement period, given the
 
fiscal stringencies which the COC is facing in 1971, we have structured
 
the disbursement schedule to put a lesser requirement on them in 1971
 
and a heavier one in 1972.
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H. Alternative Sources of Financing 

The Inter-American Development Bank, the International Bank for
 
Reconstruction and Development, and the Ex-Im Bank have been informed
 
of this project and have not indicated an interest in providing this 
financing. The former two have been Active in providing project loan 
support to urban development in the past, and continue to give emphasis 
to programs complemented by the proposed AID sector loan. 

I. Loan Administration 

All activities to be supported by the Loan are local currency 
items. Local currency utilized under the loan shall be Colombian pesos
 
obtained by AID with U.S. dollars. (See Part III for a more detailed
 
description of the recommended procedures for generation of local
 
currency to be utilized under the loan.)
 

J. Views of the Country Team
 

The Country Team continues to regard the development of the u:ban/ 
Industrial sector as one of the basic requisites for the orderly Jevelopment 
.nd growth of the Republic of Colombia. This loan will be the principal 
instrument of the FY 1971 United States assiztance program for stimulating 
the development of this critical sector. The loan program will have a 
measurable effect on the Republic of Colombia's development capacity and 
thus will support the achievement of U.S. objectives. The Country Team 
recommends approval of the loan. 

K. Statutory Criteria 

All statutory criteria have been met. (See Supplement Two.)
 

L. Issues
 

1. GOC Capacity to Meet Fiscal Problems 

Despite steady annual increases in the share of GNP directed to 
government revenues and a rising level of public investment In the past,
 
there is some doubt concerning the ability of the GOC to raise the
 
domestic resources required for all its ambitious 1971 and 1972 investment
 
programs.
 

During 1970 a number of events have cast a shadow over the fiscal 
panorama. The close elections of April have demonstrated the urgency of
 
social problems with the implication that increasing amounts of resources
 
will be required for their resolution. Heavy rains in the last months of.
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In point of fact, the GOC request for this loan which was received 
in April, 1971, was for $45 million. The GOC was advised that AID would, 
at best, entertain a request calling for a maximum of 50% of U.S. support 
for the increment in each major activity: accordingly, the GOC
 
reduced its request to :!'3. mii] ion. Due 1go intorna* U.S. consideration
 
the anouil: Itla.; now been tu_hr Ihic I'KIO to ;29mi.ion
 

In terms of both the urgent needs of one sector and its
 
absorptive capacity, we feel confident that what stated in the CFS
was 
is still valid, i.e., the total level of financing proposed for the
 
program is needed and can be applied usefully.
 

3. GOC Capacity to Provide Adequate Technical Assistance 

This loan does not provide any dollar financing for technical 
assistance. This is partly a result of the policy adopted by the GOC 
in its current Development Plan of diversifying the sources of its
 
technical assistance and of obtaining such help on a grant rather than 
loan basis wherever possible. The Mission would prefer to have in
 
hand a specific overall technical assistance plan which would clearly
 
describe the 
sources from which required assistance would be forthcoming.

We believe this deficiency can and will be remedied in the course of
 
program implementation.
 

The key aspects of the program where outside technical expertise

is likely to be needed are the in-sezvice training component, the 
setting up of an evaluation system and the feasibility study regarding 
a loan guarantee fund. There is sufficient GOC capacity, on the whole,
 
to handle the remaining loan financed activities without technical 
advice. Since the National School of Public Administration, which will 
manage the in-service training function, is receiving substantial 
UNDP and OAS technical assistance in just this area, we believe the 
needs will be met. We think it likely that the technical assistance
 
requirements in the other two areas can be satisfied by short term
 
consultants and plan to provide this on a grant basis, by AID/W TDY, 
or from regionally-funded contracts. In any case, one important aspect

of the Mission's monitoring responsibilities will be to focus GOC 
dttention on technical assistance needs as they are identified. 

H. Recommendations
 

Authorization of a loan to the Governnient of the Republic of Colombia 
in an amount not to exceed US *29 million subject to the following 
terms and conditions: 

1. Interest and Terms of Repayment 

Borrower shall repay the loan to AID in United States dollars within 
foity (40) years including a grace period of not to exceed ten (10) years. 
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1970 and early 1971 resulted in widespread damage to roads, public servies,
 
and crops placing an unexpected additional burden on the treaaur- for
 
reconstruction and repairs. In the face of these new demands, a treasury

deficit of 1.2 billion pesos at the end of 1970 demonstrated %hat Colombia~s
 
fiscal situation was beginning to and would continue to face difficult
 
challenges. Increases in operating expenditures that cannot be postponed

and continued low coffee prices and sales threaten to reduce 
investment
 
availability below that reasonably anticipated for 1971. 
 Not only is
 
a portion of the planned 1971 investment, therefore, still unfinanced,
 
but looking toward 1972, the expected level of current revenues and
 
foreseen credit resources fall short by 502 million pesos of the planned
 
1972 investment program. (See Supplement No. I for full discussion.)
 

It is clear that the government is faced with the choice of
 
sacrificing part of its investment program (r taking the politically
 
difficult step of raising additional taxes.
 

While these fiscal developments are of deep concern to the GOC,
other lenders and the Mission, the approval of the Urban/Regional Sector 
Loan appears justified, since even if the current and prospective 1972 deficit 
is not totally financed by the end of that period, which it may well be,
 
the GOC will be committed to carrying out the Urban/Regional program and
 
letting the consequential cuts in spending fall elsewhere, presumably in
 
areas of lesser priority. Alternatively, should spending for the Urban/
 
Regional sector not proceed exactly as planned, the time-phased nature of
 
disbursements, coupled with a disbursement procedure which would allow 
some of the loan-financed programs to advance while others are temporarily 
delayed, allows the Mission to assist the Government in carrying out those 
aspects of the program which it considers highest priority, even in the 
face of GOC budgetary stringency. This latter possibility, while drawing 
out the disbursement period under the loan, would not in the Mission's 
opinion be seriously detrimental to the major objectives of the program. 

2. Amount of the Loan
 

The FY 1971 CFS in discussing this loan indicated a range of
 
financing of between $15 and $30 million, indicating at the same time
 
that "our preliminary estimate of the requirement is somewhat larger..."
 
The IRR showed a figure of $24 million. At that point in time, it was
 
hoped that the GOC would be able to finance entirely the programmed

expansion of the ICT low income program, with the exception of a small
 
deficit in its "Fondo de Redes" activity, while making suitable
 
contributions to the other program elements. Further review has shown
 
this would not have been possible, even under more healthy fiscal
 
circumstances than 
now appear likely for 1971 and 1972, as described 
in the preceding issue. 
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to AID in United States dollars on the disbursed balance
 
Borrower shall pay 

of the loan interest of two percent (27.) per annum during the grace period 

and three percent (3%) per annum thereafter. 

2. Other Terms and Conditions 

Local currency shall be made available to Borrower or its
(a) 

by AID with U.S. dollars.

designee in Colombian pesos obtained 

(b) Disbursement of advances and other releases shall 
be
 

conditioned upon USAID determination described in 
Part Two, Sections I
 

and II and in Part Three, Section A.
 

to such other terms and conditions
The loan shall be subject
(c) 


as AID may deem advisable. 
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AID LOAN ALLOCATION BY TARGETS
 

(Millions of U.S. Dollars)
 

Operational 


Targets Pro gram 


1 Intermediate City Infrastructure 


2 Municipal Development Institutes 


3 Low Inco.. Program 

4 Intermediate City Job Creation 

5 Regional Development Foundations: 

Financial Support 

6 Public Administrative Improvement 

7 Promotion and Technical Assistance
 
Related to Targets 2 and 5 


UNCLASSIFIED 

Implementing 

U.S.$ Agency 

8.0 FFLU 

.5 FFDU 

11.3 ICT 

7.5 FFI 

.9 DNP, FFI 

.6 ICFES 

.2 DNP 

29.0 
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SUPPLEMENT ONE May 27, 1971 

ON 

MACRO-ECONOMIC PERFORMIANCE AND PROSPECTS 

Summary
 

The Mission finds Colombia currently in its most difficult
 
economic and political situation since the pre-Carlos Lleras
 
years, with its fiscal difficulties especially troublesome.
 
President Pastrana personally has confirmed the GOC's determin
ation, expressed earlier both to CIAP and the CG, to make every
 
effort to improve the tax situation, as political possibilities
 
permit, so that by the end of 1972 Colombia will have substan
tially found the financing to carry out its Plan and its
 
international commitments for the period involved. (See Embtel
 
2483, dated April 27, 1971). If the fiscal measures anticipated
 
are to become reality, the necessary steps will probably have
 
to be taken this year, before the political situation heats
 
up further, looking forward to elections in 1974.
 

On other economic fronts, the Mission believes that Colombia
 
will continue to achieve generally satisfactory performance
 
where key factors are within its control. It will seek to keep

import levels high, while following a prudent foreign exchange
 
reserve policy. Much will depend on earnings from coffee exports,
 
essentially exogenous to Colombian influence. Foreign exchange
 
rate policy will stress flexibility; monetary policy will remain
 
cautious.
 

President Pastrana has been in office less than a year. His
 
predecessor, strong as he was, took almost as long to initiate
 
the first of his reforms. While confidence in some Colombian
 
circles has dropped because of inaction sensed in the GOC's
 
dealing with diverse issues, it must be remembered that neither
 
has the President committed any grievous mistakes; overall devel
apment progress continues to be good.
 

If Colombia is not to lose the momentum built up in the
 
past several years, the continued support, not just of U. S.
 
assistance, but of the entire lending community, is essential.
 
The IMF has already responded with a new standLy arrangement for
 
the April 1971-March 1972 program year. The IBRD and IDB are
 
going forward more or less on schedule with their own loan
 
pr.ograms, each one larger than our own. Thus far in 1971 they

have signed or have in an advanced stage of negotiation agree
ments respectively totaling $131 million and $85 million (see
 
Table 11). Even with this high level of composite assistance
 
one cannot forecast a sufficient level of achievement this or
 
next year to satisfy fully Colombia's great economic and social
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needs. Without this assistance, however, serious and costly

shortfalls are almost assured. In this connection, reference
 
is made to the Colombia FY 1972 CASP, especially the political
 
and economic assessment included therein.
 

A. Policy Documents and Monitoring
 

The GOC program to be supported by proposed U. S. loans,
 
as well as approximately $300 million annually of assistance
l--; 

from the IBRD, IDB and individual country members of the Consulta
tive Group, is described in a series of documents and formal GOC 
statements of policy. The most important of these is the 1970-73
 
Economic and Social Development Plan (DNP-675-J, December 1970). 
Aside from describing general sectoral policies and outlining
 
the key macro-economic policies to be followed in this time period,
 
the Plan nlaces considerable emphasis, and is in fact based on,
 
an analysis; of the important problem of unemployment in Colombia. 
While employnent creation has always been an implicit goal of 
economic development in Colombia, there has not been until now
 
a coordinated effort to enlist employment creation as a major
 
criteria in all aspects of economic policy control.
 

In addition, Colombia has again submitted a letter of
 
intent to the IMF in connection with a new standby arrangement 
for the period April 1971-March 1972. The standby arrangement 
defines the major elements of the financial program which Colombia 
intends to follow during this period. In addition to the usual 
reserve targets and binding monetary ceilings included in such 
an arrangement, there are also reasonable targets for import
registrations and a mention of a goal for minor export registrations, 

The formal statements of the GOC to the Consultative 
Group and to CIAP are consistent with the general thrust of the
 
request for the IMIF standby and also form a part of the backdrop 
of policy elements to be supported by the proposed U. S. lending 
program. These, in turn, are related to the detailed 1970 IBRD 
study of the Colombian economy, the 1970 CIAP staff study, the 
recommendations emanating from the February 1971 CIAP review on 
Colombia, and the Chairman's Concluding Statement at the meeting
of the Consultative Group on Colombia, also of February 1971. 

In the absence of formal program loan commitments, as
 
in the past, expressed in a specific document to the IBRD, the
 
question arises as to how the macro-economic performance
 
described in the above documents is to be monitored. The Mission
 
naturally will continue to receive and evaluate GOC financial and
 
balance of payments data on all the major elements of the program
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and, as in the past, will send periodic reports to Washington.
Continuing dialogue between Mission personnel and Government
 
officials at both the technical and policy levels will assure
 
that the GOC is 
 made aware of USAID concern with shortfalls
 
or other problems with respect to Colombian performance. The
 
Mission will not have a legal mechanism to insist on good
 
performance, but GOC anticipation of U. S. and multilateral
 
responses to future requests for assistance will continue to 
be the principal means by which U. S. influence on performance
will be exerted. The IMF will monitor the commitments included 
in the standby arrangement. As leader of the Consultative Group,
the World Bank, through its resident representative and periodic
visits of Washington personnel, will continue to discuss the
 
major elements of overall economic performance with Colombian
 
oificials. The Bank is particularly concerned with adequate
 
peso contributions to its project assistance and 
 so has a special
interest in good fiscal performance, which is currently viewed
 
as the most problematical aspect of Colombian performance in 
1971 and thereafter. 

B. Background 

During the past four years, while U. S. economic as
sistance has been flowing fairly evenly and consistently, and 
the assistance of the IBIRD and 1DB has been increasing, Colombia's 
economic performance has been steadily improving. This is not to 
say that the improvement has come about only because of the 
foreign aid; more importantly, the internal effort has been strong.
At the same time, without foreign assistance in the form arnd 
quantity made available, Colombia clearly would not have been
 
stimulated to set and reach the targets achieved. 

Annual real increases in GNP have climbed from 4.2% in 
1967 to6.-.4 in 1968 and 1969 and, it is estimated, to between 
6..5'.. and 7.0"" in 1970. Prices, as measured by the workers' cost 
of living index, until recently have been rising at a decreasing 
rate, at about 7', from 1968 to 1970, as against an annual rate 
of over I0';) from 1960 to 1967. Central government revenues have 
been rising rapidly, as has public investment, both in real terms. 
In 1970 all numerical fiscal targets -- for tax receipts, public 
e.Co. avings and total investment -- were met or exceeded, 
de,-:pite the fact that no important new revenue measures were 
enac ted. At the same time, the year ended with a considerably
increased Treasury deficit, that is, a build-up in floating debt. 
Minor export registrations increased at an annual avorafgo rate 
of 28'., from 1967 through 1969, though only 4% in 1970, still 
more than doubling in a four-year period. This effort, with 

.14'
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the addition of significant levels of foreign assistance, has 
allowed import registrations to increase by 19.3% in 1968, 20.8% 
in 1969 and 20.7% in 1970, to a total of $921 million in 1970. 
While there was a slight shortfall in import registrations in 
1970 from IMF targets, this was largely a technical miss, and 
the overall import level was more than on target. Meanwhile, 
the composition of imports has remained healthy, with consumer 
imports remaining at 10% or less of the total. Exchange rate 
policy has been reasonably flexible, with the rate keeping pace, 
more or less, with internal costs. Monetary policy has been 
orthodox and conservative, despite a temporary violation of the 
IMF standby credit ceilings in late 1970 and early 1971. 

Finally, businessmen uniformly report that 1970 was 
the best year in memory, with sales and profits up in almost
 
every sector of activity. Most expect 1971 to be another good
 
year, despite the fact that foreign investors are planning very
 
little new investment or reinvestment of profits for the moment,
 
j3,,inly because of uncertainties with respect to the Andean Pact
 
Foreign Investment Code.
 

C. Current Situation and Prospects 

Various other uncertainties have arisen. Minor export 
registrations in early 1971 have declined below 1970 levels,
 
although there was improvement in March. A very severe "winter", 
with heavy rains and flooding in various parts of the country, 
not only clouds the picture for agricultural production in 1971, 
but has put a strain on GOC finances because of efforts to clear 
roads and assist a large number of immediate victims of the 
emergency. 

The major uncertainty, therefore, for the immediate 
future at least, lies in the fiscal area. While the GOC has 
listed various tax measures it is interested in enacting this 
year, it is questionable whether any important new taxes will 
be passed by ordinary legislative means before late 1971, at 
best. Should this prove to be the case, it is possible, though 
not necessarily probable, that President Pastrana may be willing
 
to use Article 122 of the 1968 Constitution by which he can 
declare an "economic emergency" and by executive decree enact 
legislation considered indispensable, lie must later submit 
his decrees to the Congress, which then has the opportunity to 
reject the action taken. 

The President has used an obscure legislative mechanism 
to decree an increase in sales and stamp taxes ostensibly to 
finance increased government pensions. The measure is expected 
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to produce considerably more than enough for this purpose, but
 
not enough to relieve an initial investment deficit of over one
 
billion pesos. (This deficit is largely attributable to higher
 
than 'normal" inevitable increases in operating expenditures, 
e.*g. teacher:;' salaries, not sufficiently compensated by real 
revenue increases of the order of prior years -- good, but not
 
good enough.) Also, 345 utility rate increases quietly have
 
been put into effect around the country. These actions plus
 
other measures, e.g. estimated yield from improved tax adminis
tration, are calculated to represent about 800 million pesos or
 
US$40 million equivalent in increased revenues during 1971 -
again, good, but not good enough. The 1972 full year effects
 
will be greater, of course.
 

Much has been said in recent years about the steadily
improved effectiveness of the planning effort in Colombia, the 
high quality of technical capacity introduced into the planning 
function, and the full political support given to the National 
Planning l)epartmest by President Lleras. In the last few months, 
since the Pastrana Government took office, political attacks on 
the so-called "technicians" have increased; the result was the
 
resignation of the carry-over Planning Director and all his top
 
staff. A pall wits cast over the future role of this important
 
activity. More recently a new top staff has been named, and a 
new Director, with better political credentials but perhaps 
fewer technical qualifications than his predecessors, may be 
better able to deal with the top levels of government. This 
is, of course, essential. Moreover, the new unit chiefs in the 
Planning )epartment are uniformly well trained and, in recent 
dealings witlh Mission personnel, have shown themselves more 
flexible than their immediate predecessors and quick to grasp 
the nature of their problems. But all in all, one gets the 
impression that there is less coordination and collaboration 
throughout the government on economic policy than was achieved 
under the ileras Administration. 

D. The GOC Program 

At the meeting of the Consultative Group for Colombia 
in February 1971, in the wake of the CIAP reviews, the IBRD 
representative in his concluding remarks "attached particular 
importance to the Colombian delegation's statement of their
 
Government's intention to carry out the following policies:
 

"1. To increase public revenues by Ps 1 billion
 
for the financing of the public investment program 
in 1971, by means such as improved tax administra
tion, increasing,rates of sale-, tax, taxing pre
sumptive income of agriculture producers and unifying
 
the petroleum exchange rate.
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"2. To employ flexible exchange rate policies
 
as the prime incentive for the development of
 
exports other than coffee.
 

"3. The maintenance of monetary policies required
 
to continue Government achievements in restraining
 
domestic price increases.
 

"4. The continuing effort on the part of the 
Colombian authorities to expedite the preparation 
of projects for external financing." 

This statement is 
probably the clearest brief reflection
 
of stated Colombian policy in the areas of greatest concern to
 
AID and the other members of the international assistance community.
 

1. Employment Policy - Underlying almost all the
 
elements of the GOC development program is the theme of employment

creation. With a population of over 21 million, growing at 3.2
 
to 3.3 percent per year, and a labor force of six million, estim
ates of unemployment range from 7.1 to over 10 percent of the
 
labor force. Estimates for underemployment, as defined by the
 
Direction of Statistics, are only slightly lower. Although there
 
are no truly reliable statistics on employment in Colombia, these
 
estimates indicate that there may be about half a million people

unemployed and only slightly fewer underemployed. Despite the
 
fact that recent surveys indicate that the percentage of unemploy
ment and underemployment declined in 1970, the Colombian govern
ment still considers the problem to be central to its handling
 
of the development process. Naturally the Pastrana government

believes this approach to be good political strategy, aimed, in
 
conjunction with its 
"Social Front" program, at demonstrating
 
that his government views development in "compassionate, human
 
terms", as 
distinct from the past Lleras Restrepo government which,
 
one is supposed to conclude (we believe erroneously), was "coldly
 
technocratic".
 

In any event, the Three-Year-Development Plan
 
includes a number of the recommendations contained in a report of
 
an ILO World Employment Program mission which, in 1970, used
 
Colombia as an early model for a detailed study of employment 
creation. A major emphasis in the report was the need for income
 
redistribution as 
an economic tool leading to fuller employment.
 
To this end the report and the GOC Plan call for more tax progres
sivity and for greater efforts toward agrarian reform. The
 
Report calls for encouragement of labor-intensive industries as
 
opposed to the earlier prevailing practice of artificially

cheapening capital equipment relative to labor both through
 

4 
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import duty policy, on the one hand, and labor legislation on
 
the other. As a further example, the Industrial Development
 
Institute (IFI) has not in the past worried too much about the
 
labor intensivity of the projects it has supported. Employment
 
generation has been only one of several criteria by which appli
cations for registration of foreign investment has been judged.
 
Now it is t1,e first. The Institute for Foreign Trade (INCOMEX)
 
now examines applications for import licences with employment
 
generation well in mind. Monetary and credit policy are to be
 
developed with a conscious effort to favor labor-intensive
 
activities.
 

The 1970-73 Plan stresses that at least 7.5 % 
real GNP grcwth per year is required to stabilize unemployment 
at its present numerical magnitude, meaning that only thus could 
enough new jobs be created to assure a relative reduction in 
unemployment. Given levels of total investment are postulated
 
as associated with such growth, and alternative levels of public
 
investment are set forth. The Plan has the approval of the
 
Economic and Social Policy Council, chaired by the President.
 

2. The Investment Program - The GOC Plan associates
 
given levels of public investment with overall growth targets.
 
It postulates a total of public investment in the 1971-73 period
 
of 46 billion pesos. This is not a budgetary figure, however,
 
and includes official bank credit allocated for private sector
 
investment and public sector investment which does not go through
 
the budget, e.g., autonomous agency investment financed by bond
 
sales. The Plan calls for total budgeted investment of 7.3
 
billion pesos in 1971. The initial budget as passed indicated
 
only 6.3 billion pesos. GOC officials have indicated that they
 
intend to submit supplemental budgets for the additional 1 billion
 
pesos, subject to available financing. Mission estimates of
 
cash investment for 1971 (always below budgeted investment
 
figures, because of normal lags) indicate that only 5.8 billion
 
pesos will actually be expended unless a residual unfinanced
 
cash deficit now foreseen at over 400 million pesos can somehow
 
be financed. In terms of constant pesos, this still represents
 
an increase of 3.2 percent over 1970 cash investment expenditures.
 

Given this situation, the GOC will have shortfalls
 
from both budgeted investments and those included in the Plan.
 
However, the cash flow deficits for 1971 and 1972 as currently
 
estimated are not large in relation to total government revenues
 
and action on even one of the needed fiscal measures, e.g.,
 
petroleum exchange rate, if taken in 1971, woulorobably come
 
close to closing the gaps. Even if the gaps are not closed, GOC
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officials have stated that local contributions to foreign-financed

projects as well as contributions to sectoral programs partly

financed with AID loan-generated funds will be 
fully supported.

To a considerable extent the strategy underlying the 
nature and
 
manner in which U. S. assistance will be provided 
in the latter

half of 1971 and in 1972 is designed to assure this end. 
 This

U. S. assistance is related to over 507 of the total GOC invest
ment and is concentrated in the sectors considered of highest

priority both by the GOC and the USAID. 
The loans should, there
fore, help to ensure that there will be incentives for the govern
me-nt to perform. Nevertheless, there have been shortfalls anddelays even in these categories in the recent past, and it is
evident that some important programs, at least in other areas,
 
are likely to behind may even be unless
fall or abandoned new
 
fiscal measures are enacted quickly.
 

3. Foreign Trade and Exchange Rate Policy - The GOC
 
expects to continue to follow a flexible exchange rate policy,

although it has formally this
not linked, year, the expression of 
this policy to export promotion.
 

A new minor export policy was recently announced.
 
It somewhat ambitiously calls for 
a level of minor export registra
tions of $600 million by 1974, as 
opposed to actual performance of
$213 million in 1970. This is 
to be achieved by a concentration
 
of effort by the export promotion authorities on a few number of

items which show the greatest promise, and an assurance that these

will be supplied with sufficient export credit and insurance. By

1974 new lumber and nickel exports are expected to supply a large

share of this incremental 
 growth. There is no indication that
existing fiscal incentives to minor exports will be modified. For

1971 the GOC is still aiming for a 20% increase in minor export

registrations. 
This goal is expressed in the Plan and in IMF

document EBS/71/79 of March 23, 
1971, Colombia - Request for

Standby Arrangement. The ItMF balance of payments projections in 
connection with the standby targets 
indicate a level of $260

million in exchange receipts for minor exports in 1971. Despite
the fact that 1970 showed little improvement over 1969, and these

goals derive from a modest base, minor export performance in early

1971 shows that Colombia will be hard put to achieve these targets

without considerable additional effort. 

One of the chief means of stimulating minor
 
exports is 
to move more rapidly toward a parity exchange rate.
 
The GOC has announced that it will continue to follow a flexible
 
exchange rate policy. In 
a '0ecent speech President Pastrana
 
stated that the 
rate would r-,ove about 8-10% this year, consistent
 
with internal price expectations. Even faster movement, however,
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In 1970 there were also expansionary pressures
 
resulting from a rapid growth in short-term external borrowing on
 
the part of commercial banks. Measures designed to reduce private
 
borrowing abroad have now been instituted. Owing to these and
 
other steps, there has already appeared in 1971 a relative scarcity
 
of dredit to the private sector. In April the commercial and
 
specialized banks found 'themselves under-reserved to the extent
 
that it has become difficult in recent weeks to make new loans
 
even to established customers. It is expected that there will be
 
greater overall private credit stringency throughout 1971 than in
 
1970.
 

The entire monetary system, with its complex of
 
interest rate controls and forced bank portfolio investments, is
 
in need of overhaul. The GOC is aware of this and a commission
 
was formed in March, after a series of studies had been completed,
 
to make recommendations for the reform of reserve and portfolio
 
requirements as well as the activities of non-bank financial
 
institutions.
 

E. Fiscal Program and Performance
 

1. Current Fiscal Situation and Outlook - In 1970 the
 
GOC met the fiscal targets it set for itself in its 1970 IMF
 
Standby request, with current revenues well above estimates, a
 
current account surplus also well above projections, and invest
ment expenditures approximately ou target. The leveof investment
 
made in 1970 represents an increase of 31.2% above 1969, or 22.7%
 
in real terms.
 

For 1971, the projections in Tables 1 and 1A show
 
a further planned increase in investment of 19.1% above 1970
 
levels (6.5% in real terms). However, our current estimate is
 
that 416 million pesos are as yet unfinanced.
 

In part the unfinanced gap for 1971 results from
 
the carryover of financial obligations incurred in 1970. At
 
the beginning of this year, the GOC found itself with a so
called"fiscal surplus", but really faced with a cash deficit
 
of 1.2 billion pesos needed to cover outstanding orders for
 
payment, debt amortization and other obligations.
 

[This paradox is primarily a result of the legal
 
obligati!rn to make the budget balance, and, consequently, the
 
practice of adding to the budget over the course of the year
 
both appropriated items and income, the latter calculated by
 
the Controller General to be due the government. It is estimate,
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may prove necessary to effect a significant promotion of minor
 
exports, but residual fears of the domestic price effects make
 
a speedier devaluation unlikely.
 

The agreed IMF target for reimbursable import
 
registrations in program year 1971-72 is $777 million, as opposed
 
to $802 million in the 1970 Standby (April 1-March 31) period.
 
One reason for the decline is a bulge in import payments associated
 
with unusually high 1970 registrations. However, even this target
 
may be optimistic unless the 1971 average coffee price reaches
 
52 cents per pound as estimated by the IMF. Moreover, net inter
national reserves are projected by the IMF to decline by over $34
 
million in the Standby period and even more in the most recent
 
Mission's projections. 

At the same time, it remains GOC policy to con
tinue the process of import liberalization. In past years the
 
Colombians have defined this mainly as increasing the import
 
budget, but retaining most of the associated controls, e.g.,
 
prior licensing, prior deposits, import credit availability.
 
This year it will not be possible to increase the import budget,
 
so if the GOC is to make effective its aim of import liberali
zation, it would have to be through a further relaxation of the
 
controls, along with faster devaluation of the peso so as to make
 
imports relatively less attractive in a free market.
 

Inasmuch as economic growth in Colombia is very
 
closely linked to increasing import arrivals, and import arrivals
 
will be hard put to exceed the 1970 value, it seems clear that
 
the balance of payments will continue to act as a constraint on
 
growth.
 

4. Monetary Policy - Monetary policy remains the
 
most important sirngle element of GOC economic control. The
 
monetary authorities have remained orthodox and rather conservative
 
in the application of policy. Money supply increased by approxi
mately 17% in 1970, or just about as expected. The GOC policy of
 
no new net borrowing from the Bank of the Republic continued to
 
be followed in 1970 and forms a part of the 1971 Standby Arrange
ment as well. The Standby Arrangement also contains theisual set
 
of net domestic asset ceilings.
 

A certain amount of unwieldly monetary expansion
 
took place late in 1970 and early 1971, as the BOR was obliged
 
to finance large coffee purchases by the Coffee Federation,
 
because the domestic support price had not been reduced in timely
 
fashion to reflect actual export prices. The internal price was
 
reduced in February, and the GOC intends insofar as possible to
 
avoid further large expansionary pressures from this source.
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Nevertheless, in the absence of additional fiscal
 
measures, given the currently expected level of current revenues
 
in 1972 and anticipated credit resources, the 1972 investment
 
program of the 1970-73 development plan would result in an un
financed cash deficit of 502 million pesos.
 

2. Financing the Deficit - There are several possible 
courses of action open to the government to obtain the resources 
needed to cover the unfinanced portion of the investment program.
 
These include: (a) raising additional tax revenues; (b) increased
 
domestic borrowing from non-BOR sources; (c) borrowing from the 
BOR; and (d) increased external borrowing. Reducing expenditures
 
significantly in an already modest operating budget is not a
 
reasonable alternative.
 

The Pastrana government has indicated that it will
 
press for additional tax resources to enable it to meet its 
investment goals. In addition to the sales and stamp tax increases 
already enacted, revenue and other tax reform measures which have 
been proposed include: 

a. A presumptive tax on rural property. The major 
purpose of this tax would be to take in an important group of 
tax evaders and to encourage agricultural production by raising 
the cost of non-or "rder-utilization of land. The Musgrave 
Commission, which included this tax among its recommendations, 
has estimated that it would have brought in 250 million pesos 
in additional revenues in 1971, using a presumed 12% rate of 
return on assessed value of the land, or 430 million pesos, using 
a 15% rate of return. However, current discussion of this measure 
within the GOC indicates that the rate proposed might go as low 
as 6%. Cadastral surveys now being made by the Instituto 
Geogr~ifico "Agustin Codazzi", and an authorized AID project loan, 
will facilitate implementation of such a tax.
 

b. Equalization of the cattle tax. It has been 
proposed that the tax on males slaughtered would be raised to
 
the rate now paid on females (i.e., from 50 to 100 pesos per
 
head). It is unlikely that added revenues from this source would 
exceed 100 million pesos a year.
 

c. Equalization of the petroleum exchange rate with
 
the certificate rate. Because this new measure might have several
 
politically dangerous side effects, especially that of raising
 
public transportation costs, it may be desirable that other
 
measures, such as a bus subsidy and increased taxes on petroleum
 
companies, be taken at the same time to offset these effects.
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20% of taxcs due the government are
however, that as much as 

In 1970, 9S8 million pesos of the resultingnot collected. 

prior year "fiscal surplus" were added to the original revenue 

At the same time, the Ministries and governmentbudget. 
agencies are in general authorized to incur expenditures on 

the basis of their budgets and not actual cash receipts, and 

thus there is inherent in the system the potential for the kind 

of fiscal crisis the government found itself in at the end of 

of the nature of the problem, the Minister
1970. The GOC is aware 

of Finance has indicated the government will seek to revise its 

avoid similar occurrence in futurebudgetnry administration to a 

years./ 

The need -to cover the cash deficit from 1970 will 

about 500 million pesos LO current expenditures to be finadd 
out of 1971 current revenues. Pay ra.,ses have beenanced 

approved for the military and teachers, which will also increase 

operating expenditures above the level originally budgeted for. 
the GOC issued a decree implementingFinally, early in 1971 

legislation passed by Congress authorizing increases in retire

ment pensions. 

However, taking advantage of a provision in the 
to "establish all

retirement bill authorizing the government 


necessary means of ff.nancing, /-the pension increases/, the
 
implementing decree also modified the sales and stamp taxes,
 

sales tax rates have now

in effect, a major fiscal coup. The 

on the various categoriesbeen increased from 3, 8, 10 and 15' 


to 4, 1.0, 15 and 25';,, respectively, and added some
of goods 
stamped

previously exempt activities to the 	 tax rolls. The tax on 

rates on paper covered by
paper was trebled, and most other stamp 


the tax were doubled. Total additional receipts in 1971 are
 

likely to be in the neighborhood of 610 million pesos, of which
 

to cover the pension
only about 200 million would be needed 

relief to the Treasury.
thus affording significantincreases, 

tax receipts are automaticallyThirty percent of' gross sales 

measure will, therefore,
transferred to the Departments, and 	 this 


by an additional 115 million

also increase Departmental revenues 

is expected to be used for educational 
pesos, of which abca t 70'," 

measures
expenditures. From a technical point of view, these 

The sales ta:- measures did not include
leave much to be desired. 


the Ministry of

the reform of the categories themselves which 


The stamp tax, while inelastic and easily

Finance had desired. 


generally considered an undesirable nuisance

administered, is 

firms and persons doing business with the govern
tax on private 

point of view, the measures*from a revenuement. Nevertheless, 
very useful, and it required considerable courage on the

will be 
make this unpopular move.part of the government to 
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Opposition in Congress and among the taxpaying public
 
to any increase in taxes is strong, and getting any legislation
 
passed will be difficult at best. Nevertheless, as mentioned
 
earlier, the President and other senior officials of the GOC
 
have confirmed publicly as well as direcly to us their belief
 
that additional revenues are necessary and that they intend to
 
make a strong effort to take further fiscal measures.
 

Several points are worth keeping in mind in this regard: 
(1) given the increased likelihood of even more political
 
resistance as Ppstrana's term in office moves along, whatever 
new tax measures are enacted will probably have to be accomplished
 
this year; (2) there is no probabllity that all or even most of
 
the six measures listed above will be acted upon; and (3) only
 
the unification of the petroleum and certificate exchange rate
 
and accompanying measures, if enacted by mid-1971, could by itself
 
provide sufficient additional revenue to close half of the 1971
 
investment gap and all of the currently foreseen 1972 gap,
 
through some combination of the petroleum rate change with the 
other measures or of these latter alone might make up the total 
shortfall by end-1972. 

It is believed that the GOC is approaching the limits 
for borrowing from domestic, non-BOR sources, at least for 1971. 
The Budget Law for this year provides for new issuances of 
development bonds of up to 700 million pesos; this is considerably 
above the level issued in recent years, and it is unlikely that 
this volume of bonds will be sold. Mission estimates are that 
400 million pesos of bonds can be placed, but this is only a guess. 

The GOC also contemplates borrowing 200 million pesos
 
from the BOR during 1971. While this will not imply new net
 
borrowing, and therefore is within the terms of the GOC's under
standing witl the IMF, it is substantially above recent levels 
(81 million in 1968, none in 1969, and 90 million in 1970), and
 
it is unlikely that significant additional borrowing from this
 
source could be obtained without seriously limiting the ability
 
of the banking system to fill other credit needs or creating 
strong inflationary pressures. 

It does not appear likely that substantial foreign
 
borrowing for investment/purposes beyond that already shown in
 
Table 1 will be forthcoming during 1971.
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The sensitivities in much of Latin America attaching to bus fares
 
represent a challenge to any government. The net revenue gain

from such a step, therefore, would depend on how this problem is 
resolved, and whether the rate is allowed to float or is set at 
a new level. Were the full. adjustment made July 1, Planeacion 
projects the 1971 gross yield before any compensatirg measures 
to be about 250-300 million pesos, rising to over 6(0 million 
for the full year 1972.
 

d . Revision of business taxes. The primary purpose
of this legislation would be to equalize the tax burden on limited 
liability companies and sociedades anonimas, and the revenue 
effects are expected to be neutral. The draft bill sent to 
Congress last year contained substantially the same measures 
as those proposed by the Musgrave Commission, and are designed 
to eliminate the existing tax discrimination against sociedades 
an6nimas. It is believed this measure would encourage private 
investment, as this type of organization appears to be more ef
ficient at accumulating savings than the limited liability 
companies.
 

e. Automobile imoort taxes. Duties have been 
reduced on parts for assembly in Colombia. In order to offset 
the negative revenue effects, the GOC will increase moderately 
the duties on licensed imports of higher-p-iced vehicles. While 
the stated intent of these two measures is to neutralize changes
in revenue, the GOC expects that the measure will in fact bring
 
in about 190 million pesos in added customs revenues and sales
 
taxes in 1971.
 

f. Urban Reform Bill. An urban reform bill, 
containing substantially increased taxes on real urban property, 
was presented to the 1970 Congress but not acted upon. A joint 
legislative/executive committee is currently revising the bill
 
for presentation again to the 1971 Congress. Although no esti
mate of added revenue to the municipalities can yet be made, the 
bill, if passed, could provide indirect fiscal relief to the
 
national budget as pressures for transfers from this budget to
 
the municipalities decline. 

In addition, the GOC is in the process of developing a 
more efficient tax audit system and is taking other administra
tive measures which are expected to increase revenues through
better tax enforcement. Legislation passed late in 1970 granted 
an amnesty on payment of penalty int erest by delinquent taxpayers
meeting certain repayment requirements. It is believed that 
over the year improved collection measures could bring in as 
much a:s 234 million pesos in added revenues in 1971. This income 
is included in the revenue figure showr in Table 1. 

I
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The budget includes 145 million pesos for military equip
ment, which will 
 be used for part payment of jet aircraft and a
submarine (or possibly two). Suppliers' cr-dits, repeat credits,

for US $47.3 million, equivalent to 874.6 -lion pesos, for the

purchase of military hardware, have already been added to the 1971

budget, most of it 
from Avions Marcel Dassault de Paris. This,

presumably, is 
the loan portion of the jet aircraft purchase, the

cash downpayment for which is already included in the budgeted

145 million pesos mentioned above.
 

. uWo". - .. eval atrs the GOC 's
 
1'uCGl k1' :V,"nlU :3 OlO 1Mubl]c vin 
 s a percentage of,Jo r ationa. product for the years l)6'Y-'ii. Several 
L~concepts;, e. . JiD and CIA? arid AID Form 1074 were used.
Under 	 all formuiac,, the, table sliows an increasingly
 
n)er per'Celta-ce 
 of pross proouct has been channeled to 

govern-ment revenues; eaich successive year. 

Government revenues in Colombia absorb a relatively small 
percentage of GNP when compared with other developing countries,


as 
has been shown in several recent attempts to compare tax
 
efforts. I/ These statistical studies do not take into account,

however, factors inherent in the Colombian situation which affect
 
the level of revenues collected. First, the private sector plays

a relatively more important role in savings and investment 

.l/Se, for example, Lotz and orss, Measuring "Tax Effort" in
Developing Countries, IMF Staff Paper, Vol. XIV, No. 3; 
AID

Administrator's Review of Development Performance, 1970; and

Jacob Meerman,Fiscal Research Summary Papers (ERP II 
293).
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It will be noted that tho unfinanced cash deficit for
 
1972 reported in the covering paper for the IRRs came to 1,506
 
million pesos. This was the figure shown also in the cash pro
jections of the Three-Year Investment Plan. The current pro
jections agreed to by USAIP and Planeacion reduce this deficit 
to 502 million pesos in the following manner:
 

(In Millions of Pesos)
 

Original Deficit Estimated 1,506
 

Plus:Increased expenditures 533
 
Revised Counterpart Yield 100
 

033
 

Less:Additional yield from
 
sales and stamp taxes 950
 
Additional from income
 
tax 450 

Elimination of "Plan 
Educativo" 240 
Other -.3 

1,637 

Revised Deficit Estimated 502
 

3. U. S. Input - It will be noted in Table 1 that 12.0% of
 
the total 1971 budget and 7.3% of the total 1972 budget will be 
financed from AID loans and PL ,480 local currency generations. 
The higher 1971 input (2,100 million pesos) results in part from 
increased 1971 PL 480 sales and also from scheduling US$15 million 
from the proposed new sector loans for disbursement during the 
last half of 1971. These disbursements under the proposed sector 
loans are conditional on performance in the various program ele
ments described in the loan papers and are necessary to the 
accelerated action called for in these sectors. As a consequence, 
while the U. S. share of sector financing in 1971 may exceed that 
of 1970, the effoct will be temporary, since it will be more than 
compensated for by a reduced U. S. contribution to these sectors 
in 1972, and a much larger 1972 GOC contribution. The net effect 
is to ensure that:(1) within avfilablc resources priority is 
given to accelerated activity in the three sectors under consider
ation; and (2) pressure on the GOC to take adequate fiscal measures 
over the entire 1971-72 loan period is not relieved. At the same 
time, over the 18-month loan period, the two conditions attached 
to the Presidential approval of the Colombian loan program will 
have been met. 
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patterns in the Colombian economy than in many developing countries; 
private sector investment has accounted for about 15% of gross dom
es'tic product in recent years. Thus total savings and investment 
in Colombia are better than average, as noted in the AID studies 
referred to previously. Insofar as a greater tax effort results in 
a reallocation of resources, a decision on the social an(l economic 
priorities which this involves is inherent in any new tax measures. 
Second, the relative efficiency of government expenditures in the 
countries examined is also highly relevant. Unfortunately, sta
tistical analysis of this question is virtually impossible to 
undertake, but both the World Bank and the Mission judge the 
Colombian record to be better than average for LDCs. Finally, 
income in Colombia is very unevenly distributed, and many social 
groups with high incomes are politically powerful and therefore 
difficult to tax. This is a common problem in developing countries, 
but it is believed by some economists who have studied the issue 
(e.g., Richard M. Bird and Albert Berry) that -he disparities are 
even greater in Colombia than in other Latin AnAerican countries. 

It is also worth noting that beginning in 1968, the GOC has 
ceded to the Departments and municipalities the authority to col
lect directly certain taxes formerly collected by the central 
government. To make the time series of revenue effort in Table 2 
consistent, the value of the revenues from these taxes should be 
added to total revenues, although the amount is relatively small. 
On this basis, fiscal performance since 1968 is slightly better 
Than it appears in Table 2. The effect of adding these taxes is 
as follows : 

Current Revenues CurrenL Revenues 
(Table 2) (Adjusted)
 

1968 8,195.5 8,307.5 
1969 9,581.4 9,728.4 
1970 11,950.0 12,113.0 
1971 14,131.0 14,307.0 
1972 16,411.0 16,601.0 

While the above considerations might lead one to conclude that 
fiscal performance has been better than that indicated in the 
comparative studies referred to above, there is little doubt that 
Colombia would still rank relatively low compared with most other 
developing countries insofar as its overall fiscal effort is 
concerned, and that there is scope for additional tax revenues 
within the existing economic structure. Indeed, tax measures 
.such as those under study designed to improve the equity of the 
system by taxing groups now avoiding their fair share of the tax 
burden and by increasing the progressivity of the tax structure 
would not only increase revenues but would be socially desirable. 

(P~
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Furthermore, the redistributive effect of government expenditures,

particularly those on education and other social services, justify

the diversion of greater resources 
to the public sector.
 

Sectox-al allocation priorities are shown in Table 1i
'le catego-,ies most relevant to proposed AID sictoral

assis tance are agriculture, education, inousinj, and water

and scLwetage . 'i'e buLty allocaion- to these sectors
 sn~ow an 1i12 ts ing t Pend in tern~s of' constant i)68 pesos 

The report of the Musgrave Commission on fiscal reform, which 
was submitted to the GOC in mid-1969, was intended to revise the 
tax system to meet both the equity and fiscal goals of the government. Widespread opposition to 
the report, coming at a politically

difficult time for a government and Congress already concerned about

national elections to be held 
in April 1970, prevented Colombia from
adopting major Commission proposals. Nevertheless, the report is

being utilized for technical background within the Ministry of
Finance, and features of tax measures now 
in force or being con
sidered have benefitted from recommendations of the Commission.
 

F. Coffee Policies. 

During August 1969, international coffee prices began a
 
steep climb, responding to news of heavy frosts in Brazil and later,
an attack by coffee rust 
in the same country. Prices remained
 
high throughout much of 1970, and it was 
widely expected that they

would remain so for another two years until, in accordance with
 
the normal coffee planting cycle, new trees would come 
into
 
production.
 

In late 1970, however, it became apparent that stocks

would be adequate to meet consumers needs, and much of the 
"panic

buying" ceased. At the same time, uncertainty as to the fate of

the U. S. legislation enforcing the coffee agreement's import pro
visions created an expectation of a general price decline after

June of 1971, when the legislation was due to expire. The result

of these factors was a substantial reduction in purchases in the

last quarter of 1970. 
 Thus while prices remained relatively high,

coffee export earnings were very low.
 

In response to a deteriorating market, Brazil began
offering special discounts to buyers, which 
were not reflected
 
in the ICO indicator prices; as 
a result, the normal operation
of the quota system was impeded. In February 1971, an extra
ordinary meeting of the Coffee Council agreed, in effect, to
accelerate quota reductions in return for tacit agreement by

Brazil 
to permit the market price to reflect actual sales trans
actions, thus returning the quota mechanism to normal operation.
As market prices returned to more realistic levels, and stocks
 
in consuming countries were reduced, normal buying operations

were once again resumed. News late 
in March that the soluble

coffee issue between the United States and Brazil had been
 
resolved, presumably clearindthe way for renewal of the U. S.
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necessary for it to do so.) Private exporters were not buying
 
coffee under market conditions then existing, thus putting an
 
added burden on the Federation. Also, the internal support price,
 
set-early in 1970 when the New York price was over 57 cents 
a
 
lb., was not lowered until February of 1971, long after the
 
international price had fallen well below that level. It is
 
estimated that net credit extended to the coffee sector by the
 
BOR during October 1970-March 1971 was about 860 million pesos,
 
743 million above the net credit extended over the same ,period
 
in 1969-70. At a time when other demands for credit were also
 
strong, this borrowing added to inflationary pressures plaguing
 
the Colombian economy at the end of the year.
 

Coffee production during the current coffee year is
 
expected to be considerably below normal (variously estimated
 
between 20 and 35% below), owing to heavy rains which have
 
damaged the flowering of the trees. While Colombia has more than
 
adequate stocks to offset the shortfall, it creates economic
 
problems in the coffee zones, and it is expected that demands
 
for credit to farmers will also be very heavy this year.
 

The Coffee Federation has taken over direct control of
 
the coffee diversification fund, formerly an independent agency
 
The program is currently undergoing a change of emphasis. While
 
"diversification" was formerly interpreted to mean diversifica
tion of production within the farm, the Federation now plans to
 
direct its efforts to taki.ng farms in marginal growing areas out
 
of coffee production altogether. Progress on this program has
 
been limited by the fact that the ICO Diversification Fund (to

which Colombia has contributed about US$7 million and which will
 
provide a major share of the financing) has been unable to agree 
on ru].es for its administ,ation. There are indications that 
this problem is nc'.i being resolved, and this important activity 
should soon get und.i'way in earnest. In the meantime, experi
mental work and pilot farm projects in possible diversification 
crops are continuing.
 

G. Economic Growth
 

In both 1968 and 1969, Colombia recorded an increase
 
in the real rate of economic growth of over six percent (6.1%
 
and 6.4% respectively). It had been hoped that this rate might
 
be raised to seven percent in 1970. While data for 1970 are
 
not yet available, it appears likely that this rate was not
 
achievad (an estimate of 6.5% has been used in computing Table
 
6). Two major reasons for this were, as earlier described,
 
a substantial slowdown in coffee exports toward the end of the 
year (about 500,000 bags out of a 1,500,000 bag quota remained 
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coffee legislation, also added stability to the market. Prices 
remained relatively low, probably a result of the fact that slow 
sales in the last quarter of 1970 added substantially to supplies
available in 1971, despite the quota cuts agreed to in February. 

Most of the economic forecasts for Colombia for 1970 and 
1971 had been made on the assumption that coffee earnings would 
remain at very high levels. While the 60 cents per lb. price
forecast for Colombian coiiee by the IBRD had not been generally
accepted, mosz estimates were in the 54-56 cent range for 1971. 
More serious than the price decline was the shortfall in actual 
shipments in the last quarter of 1970. As of December 31, 500,000
bags out of Colombia's adjusted quarterly quota of 1,500,000 bags
remained unsold. The full quota for the January-March quarter was 
reportedly sold, but by this time the price had declined to an 
average of about 50 cents during the quarter. Prospects for the 
coffee year ending this September 30 are that the price will stay

around 50 cents a pound, and that sales will continue at a normal 
rate. Whether the unsold pDrtion of the October-December quota
will be iully sold is, however, problematical. 

The domestic response has been, in general, to follow 
the international price movements, but not by as much. Thus, when 
the price rises began in late 1969, it was announced that the 
grower would receive about 35% of any price increases over 57 
cents a pound, the Coffee Federation 35%, and the Departmental
Committees 30%, through the mechanisms/of the domestic support
price an6 retention tax rates. This agreement has not been strictly
adhered to, and the price did not long remain above 57 cents, but 
it is indicative of the philosophy governing domestic pricing 
policies.
 

With high coffee earnings, the Coffee Federation took 
steps to reduce its heavy domestic and international debt obli
gations. During the 1969-70 coffee year, the domestic debt was 
reduced by '145 million pesos. The federation renegotiated its 
international debt t-) repay the entire amount within 2 1/2 years
time; as of September 30 the outstanding debt had been reduced to 
US$,47.6 million, and payments are continuing as scheduled despite
coffee prices considerably below the level at the time the debts 
were rescheduled. 

As a result of the low level of sales at the end of 
1970, at a time when an exceptionally largo crop was being harvested,
the Coffee Federation was forced to resort -to heavy borrowing
from the 130R to :nable it to meet its purchasing obligations
(The Federation must buy all coffee of acceptable quality brought. 
to it; at the same time, the 1O3 is obligated to extend any credit
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unsold at the end of the October-December quarter), and the
 
slowdown in the rate of growth of minor exports. Also, there
 
has been some indicaLion Lhat private investment was lower this 
past year than had been anticipated.
 

Estimates of the Planning Department project a rate of
 
economic growth of 7.5% for 1971 and 1972. It is unlikely,
 
however, that this'goal will be met, if for no other reasons(there
 
are obviously many others)than that coffee export earnings will
 
probably be less than those used in developing the targets, as
 
will earnings from minor exports, at least in 1971. While Table
 
6 has ieduced the rate of growth to 7.0% in real terms, it is
 
possible that this figure will also prove too high.
 

On the basis of price data available to date, an 8.0/
 
increase in the cost of living is assumed for 1971, and a 7.5%
 
price increase for 1972. 1970 indexes are available, and showed
 
a 7.2% increase in prices in that year.
 

Estimates of imports and exports for 1970-72 were based
 
on data from the balance ofpayments section of this paper.
 

The division of the utilization of resources for
 
1970-72 is admittedly precarious, as little data are available.
 
The Planning Department's estimates of the real increase in
 
private investment were used; these estimates may be optimistic.
 
Government investment was adjusted to take into account the
 
projected shortfall in the investment plan shown in the fiscal
 
tables.
 

While a recovery of Colombia's export markets would
 
help to sustain the rate of economic growth, it is unlikely that
 
the desired 7.5% rate could be achieved without addiUional invest
ment expenditures above those now foreseeable.
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H. Balance of Payments
 

1. Introduction - In 1970 Colombia enjoyed a balance of
 
payments surplus for the third consecutive year. The high world
 
coffee price which obtained throughout the year permitted simulta
neous improvement in net foreign exchange reserves and signifi
cant expansion of imports and service payments. In contrast the
 
Bank of the Republic suffered a significant loss of foreign
 
reserves in the first quarter of 1971 and the outlook for the near
 
future is not bright. The decline in coffee prices, a disappoint
ing performance of minor exports, and an adverse impact antici
pated from the Andean Group's foreiqn investment code are the main
 
factors responsible for currently projected balance of payments
 
deficits in 1971 and 1972. None of these developments was fore
seen in earlier projections by the GOC or the various interna
tional lcnders. The significantly changed circumstances which
 

have arisen in recent months have serious implications for 
Colombia's development goals and foreign exchange position. Pros
pects for rapid expansion of exchange receipts from minor exports 
are not great owinj to internal supply and demand constraints.
 

Disbursements of most new international lending agency loans will
 
occur only after considerable time lags. The GOC has had to
 
respond to the situation by reducing import registrations well 
below the levels implied as essentiFLl in the Three-Year 
Development Plan. Nonetheless, import arrivals and payments will 
continue to rise in 1971 because of the increased level of licenses
 
issued in 1970. According to our projections Colombia will have 
balance of payments defi.cits in 1971 and 1972 of $46 million and
 
$40 million, respectively, even assuming relatively rapid disburse
ment of the proposed FY 1971 AID sector loans.
 

2. Progress in 1970 - Net foreign exchange reserves
 

increased by $55 million in 1970 and import arrivals were an esti
mated 31. percent higher than in 1969. Official gross reserves
 
remained unchanged at $257 million because the Bank of the Republic
 
reduced its foreign liabilities by $55 million, including net repur
chases of US$ 43 million in pesos from the International Monetary
 

Fund. Gross reserves at the end of the year were equivalent to
 
a.pproximately 2.7 months of imports of goods and services. During
 
the year the GOC took several steps toward liberalization of the
 
import and exchange control system. They reduced prior import
 
deposits for selected goods, removed others from the restricted and
 

prior licensing lists, and facilitated access to foreign exchange
 

/' 
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for legitimate foreign debt payment purposes. The proportion of
 

total import registrations represented by goods on the free list
 
increased from 17 percent in 1969 to 19 percent in 1970. Payments
 

of interest, dividends, royalties and other services increased by
 

32 pdrcent compared to 1969. The high coffee price of 56-57 cents
 

per pound and the resulting 22 percent rise in coffee exchange
 

earnings were mainly responsible for the willingness of the author
ities to raise import levels and to adopt exchange liberalization
 

measures in 1970. Disbursements of both private and official loans
 

also increased somewhat but the 4 percent growth in registrations
 

of exports other than coffee and petroleum was disappointing. The
 

main factors that contributed to non-fulfillment of the minor
 

export targets were certain shortfalls in agricultural production,
 

increasing internal demand, and the increase in relative cost of
 

Colombian exports owing to the gap between the 6.9 percent depreci

ation of the exchange rate and the 7.7 percent rise in non-food
 

wholesale prices. 

3. Difficulties Foreseen for 1971 and 1972 - Tables 8 and 

9 project tnat Colombia's overall foreign exchange operations will 

result in balance of payments deficits of $46 million in 1971 and 

$40 million in 1972. The reduction in net foreign reserves in 1971 

is in contrast with the small surplus projected in the Intensive 

Review Request just several months ago. The deficit projected for 

1972 is consistent with the IRR but the components are quite dif

ferent; i.e., both export earnings and imports are significantly
 

reduced. The principle difference is that coffee exchange earnings
 

are now expected to be approximately $80 million each year below the
 

levels anticipated in the IRR owing to the abrupt and significant
 

decline in world prices. Given the low level of minor export regis
two months of 1971, projected
trations in 1970 and during the first 


earnings from minor exports have been reduced by $12 million in 

1971 and $14 million in 1972. The totals still represent optimistic 

growth rates of 9.5 percent in 1971 and 15 percent in 1972.
 

Projected inflows of new private direct foreign investment also have
 

been reduced by $10-20 million in accordance with the reluctance
 

expressed by foreign businessmen to invest in Colombia under the
 

conditions of the recently announced common foreign investment code
 

of t.he Andean Group. Imports are now projected on the basis of the
 

reduced financing capacity, as reflected in the GOC/IMF agreed
 

levels for reimbursable import registrations set forth in the GOC
 

Requ'est for a 1971-72 Standby Arrangement. The iLnplied rates of
 

growth are 3.0 percent in 1971 and 2.5 percent in 1972. A final
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major assumption in the projected payments deficits is the inclu
sion of relatively rapid disbursement of the proposed FY 1971 AID
 
sector loans.
 

4. Coffee - The behavior of Lhe world price for coffee,
 
as earlier described, is perhaps the most uncertain and certainly
 
the most critical factor influencing Colombia's balance of pay
ments. In 1970 coffee accounted for 60 percent of total export
 
earnings az:d any change in prices seriously affects the nation's
 
capacity to finance imports. The value of coffee exports in 1970
 
is estimated by the National Planning Department (DNP) to have been
 
$479 million, deriving from total shipments of 6.5 million 60 kg. 
bags and an average New York price of 57 cents per pound. It is
 
assumed that the 400,000 bags placed in non-quota markets sold for
 
somewhat less than the New York price. Table 8 projects coffee
 
earnings of $433 million in 1971 and $434 million in 1972 on the
 
basis of shipments of 6.9 1-illion bags and 6.5 million bags and
 
New York prices of 50 cents per pound and 53 cents per pound in
 
1971 and 1972, respectively. In the unlikely event that actual
 
shipments vary significantly from the projected volumes without any
 
change in the average price in 1971, Colombia's exchange earnings
 
would rise or fall approximately $6.3 million for every 100,000 bag
 
increase or shortfall in shipments. Much more possible wouid be an
 
unpredictable movement of prices. At the projected levels of
 
coffee exports an estimated $8.5 million variation in exchange
 
earnings will occur for 'very 1 cent change in the average New York
 
price during the year. Revival of the price to an average of 53 
cents per pound would raise earnings by approximately $25 million. 
On the other hand, if prices continue below 50 cents, Colombia's 
foreign exchange situation could become considerably more difficult
 
in 1971-1972 than even the current projections imply.
 

5. Minor Exports - While the coffee price is virtually an 
independent variable not readily affected by short-term GOC policy, 
the GOC is able to influence exchange earnings from minor exports
and to directly execute changes in the existing restrictive import 
and exchange system. Growth of minor exports is particularly 
essential in view of the projections of reduced coffee earnings and 
overall fo7reign exchange deficits. It should be noted also that
 
petroleum exports are expected to decline as production levels off
 
and internal demand increases. Both the CIAP and the lenders of the 
Consultative Group have expressed serious concern with the disap
pointing growth of minor exports in 1970 (see Table 9). The GOC has 
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responded with statements of its intent to intensify its efforts to 
promote increased exports of a selected number of products other 
than coffee and petroleum which appear to have the greatest poten
tial for growth. During 1970 the GOC increased the real value of 
the C-A.T. slightly by reducing its maturity, but more significant 
steps such as more rapid movement of the exchange rate, increased 
availability of credit, improved promotional activities, and pri
ority handling of minor exports in th,' -orts will be necessary if 
the GOC is to achieve its new annual growth targets. 

The importance of these efforts is clear when it is noted the pro
jections already assume that such a growth performance will be 
forthcoming in 1972. In any case, minor exports clearly have a 
limited capacity in the short-run to offset the projected decline 
in coffee earnings. Even in the unlikely event that the annual 
growth of minor exports could be raised to 15 percent in 1971 and 
20 percent in 1972 by arbitrarily redirecting goods from domestic 
consumption to foreign markets (adversely affecting internal 
prices), exchange earnings would exceed current projections by only 
$19 million in 1971 and $38 million in 1972. 

6. Liberalization Measures - The inclination and ability 
of the GOC to take further steps toward import and exchange liber
alization under the conditions foreseen are questionable. It 
appears that the main objective in 1971 and 1972 is to arrive at 
some acceptable combination of net reserve loss and increased 
imports witho't instituting new restrictive measures. The GOC has 
already reduced the level of reimbursable import licenses from last 
year's highs by employing the registration procedures administered 
by INCOMEX. Our import projections are based on the registration 
levels agreed to by the GOC and IMF, which imply some levelling off 
of imports. 
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Reimbursable Import Registrations
 

(Millions US ) 

Standby
 
Quarters,
 

Standby Years
 
1969 1970 1971 1972
 

A. Non-AID
 

I. 117 160 175 
 180 (proj.)
 

II. 130 176 171 (proj.) -


III. 139 181 174 (proj.) -

IV. 156 180169 (proj.) -

Sub Total 542 700
686 (proj.) -

B. AID 97 99 74
 

C. Total 639 
 785 774
 

Actually both import payments and arrivals are still expected to
 
increase, but at reduced rates, in 
1971 and 1972 The explanation

is the high level of import registrations in 1970. Given the

25-month payments schedule for most imports, payments for imports 
are projected to rise 16 percent in 1971 and about 1.5 percent in
 
1972. More relevant for the growth of the economy are the projec
tions of actual physical imports, which are based on an assumed 
five-month lag between registrations and arrivals. 
 The implicit

percentage increases 
are 3.0 percent in 1971 and 2.5 percent in
 
1972, both considerably below the expansion which the Three-Year
 
Development Plan states as essential to support the 7.5 overall eco
nomic growth target. This clearly implies a significant external 
investment gap, particularly in view of recent conclusions by CIAP
and the GOC itself that even the higher import levels callod for in
the Three-Year Development Plan would not be adequate. Reimbursal.le 
imports are actually projected to decline slightly in absolute terms 

(6(\
 

http:Reimbursal.le
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in 1972. Rising non-reimbursable imports are expected to compensate
 
somewhat and permit the small projected overall increase.
 

Some GOC officials have voiced a preference for signifi
cant import growth at the cost of large losses of :..eign reserves.
 

The import registrations levels set forth in the Request for an IMF
 
Standby indicate that, to the contrary, the GOC has in fact opted
 
for reduced import expansion in order ;ot to draw down reserves to
 
what they consider dangerously low levels. Simultaneously the GOC
 

appealed to the Consultative Group in Paris in February for
 

increased foreign assistance. The inadequate import levels already 
are increasingly dependent on international agency disbursements. A 

positive response to the GOC request would help little in the short
run since the project loan nature of all official capital other than 

AID implies a several year lag between authorization and disburse

ment of funds. Analysis of existing official loans resulted in 
total projected non-AID disbursements of $148 million in 1971. Dis
bursements are projected to increase to $173 million in 1972, assum

ing approval of new loans totalling $329 million in 1971, a total
 
above the annual level of foreign project assistance called for in
 

GOC presentations to CIAP and the Consultative Group. The sources
 
of these loans include the IBRD, the IDB, the Export-Import Bank,
 

and non-U.S. official bilateral entities (see Table 10). In the
 

case of the first two institutions, projected new loans are based
 

on review of the GOC project list presented to the Consultative
 

Group and discussions with the Banks' representatives in Bogota.
 

If these materialize opportunely, approval of the
 

proposed FY 1971 AID sector loans would assure total official loan
 

authorizations in excess of the original GOC targets. Disbursement
 

rates, however, are even more critical to the short-run GOC needs
 

than absolute loan levels. Deterioration of the current account
 

has created a situation where more rapid disbursing loans such as
 

those AID contemplates are necessary in order to maintain even the
 

projected inadequately low import levels without serious loss of
 

reserves. If coffee prices were to rebound to 1970 levels the
 

demand would be greatly relieved; however, this would not be suf

ficient to eliminate the projected payments deficit much less permit
 

-n increase in imports to levels called for in the Three-Year
 

Duvelopment Plan. The Request for a new IMF Standby Arrangement
 

acknbwledges that a cutback in the growth of imports is going to be 

necessary. The $38 million Standby itself will permit Colombia to 
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avoid excessive losses of gross reserves. The new AID loans will
 
similarly cushion -he impact of the projected shortfall on exchange
 
receipts. Specifically, projected AID disbursements of $96 million
 
in 1971 consist of $74 million of the remaining program/sector
 
loans funds, $7 million from project loans, and $15 million from
 
the proposed FY 1971 sector loans. In 1972 total disbursements
 
would be $66 million, of which $9 million would be project loans
 
(including one loan just signed in April 1971) and $57 million
 
would be the balance of the FY 1971 sector loans.
 

I. Monetary and Credit Policy
 

1. During the past several years Colombia's monetary author
ities have pursued essentially responsible policies. Their objec
tive has been to permit sufficient expansion of credit to support
 
satisfactory economic growth while, at the same time, preventing
 
excessive inflationary pressures. These policies have been largely
 
successful, but in late 1970 the money supply expanded sharply and
 
prices suddenly rose much faster than in previous months. The GOC
 
has attempted to dampen the pressures associated with inadequate
 
supply of goods in the market. The Bank of the Republic responded
 
to the broader problem of excess demand with measures to reduce
 
credit available to the private sector. It also organized a series
 
of studies and meetings aimed at desirable reform of the entire
 
capital markets structure. The principal cause of the overall mone
tary expansion, however, was considerable financing extended by the
 
Bank of the Republic to the GOC and to the Coffee Federation. Credit
 
outstanding for purchasing the current coffee crop has begun to
 
decline somewhat, but the difficult fiscal situation of the GOC
 
promises to have increasingly serious implications for the proposed
 
capital market initiatives and overall monetary management and 
stability.
 

2. Under consecutive IMF Standby Arrangements the Colombian
 
authorities consistently have maintained the growth of net domestic
 
assets of the Bank of the Republic within designated limits.
 
Central Bank credit to the non-coffee private sector expanded 28
 
percent in 1969 and nearly 20 percent in 1970 in nominal terms.
 
However, more than half of this growth was offset by increased
 
deposits of the commercial banks and imports in the Bank of the
 
Republic. Moreover, the real increase of credit extended by the
 
banking system has not exceeded overall economic growth; i.e., as a
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proportion of total investment, private bank credit has declined
 

somewhat. The money supply increased only 17.3 percent in 1970
 

compared to 19.5 percent in 1969. Prices rose approximately 7 per

cent in 1970 compared to an annual average increase of 11 percent
 

from 1960 to 1969. Despite these improvements in macro-economic
 

performance, for partially dlifferent reasons both the money supply
 

and prices increased very rapidly in late 1970 and early 1971. The
 

main factor in the price rises was the combination of holiday sea

son increased demand and sudden insufficient supply of goods owing
 

to the damage to crops and transport by the exceptionally heavy and
 

persistent rains. Internal demand was augmented by abnormally
 

large borrowing of the GOC from the Bank of the Republic and even
 

more so by an unexpected and substantial increase in central bank
 

credit to the Coffee Federation. These two factors contributed to
 

a sharp increase in the money supply and resulted in the Bank of the
 

Republic exceeding slightly at year-end the IMF ceiling on its net
 

domestic credit.
 

3. In its request for a 1971-72 IMF Standby the GOC states
 

its intention to cope effectively wz.th the pressu:es generated at
 

the end of 1970. To date prices in 1971 are still rising at nearly
 

a 12 percent annual rate, but expansion of the money supply has
 

been effectively and sharply reversed. The Government clearly can

in the short-run make up the production shortfalls and resolve
not 

the marketing difficu-ties associated with the "winter emergency."
 

It is attempting to alleviate speculative pressures on prices by
 

stepping up the activities of the official food marketing agency and
 

by more strict enforcement of price controls. The Col $675 million
 

increase in financing by the Coffee Federation in the last quarter
 

of 1970 was made necessary by the drop of the world price and the
 

inactivity of private exporters. The exceptionally high level of
 

credit outstanding obtained through the first quarter of 1971, but
 

the GOC reduced the internal coffee support price by 7 percent in
 

February, and credit to the Federation began to decline in April.
 

The GOC has stated to the IMF that the indebtedness of the
 

at least not permitted to increase,
Federation shall be reduced, or 


during the program year. The IMF Standby also calls once again for
 

no net increase in Government borrowing from the Bank of the
 

A balance of payments deficit thus far
Republic during the year. 


this year and several specific measures to discourage private bank
 

foreign borrowing have been most important in contracting credit in
 

the private sector and halting the expansion of the money supply.
 



B-30 

4. Efforts to bring about necessary changes in overall cap
ital markets operations began with the discussion of a series of 
studies at a recent conference in Bogotd sponsored in part by the 
OAS and IDB. It is widely acknowledged that unrealistic restric
tions on interest rates and the channeling of resources by "forced" 
bank investments have contributed to inadequate mobilization of 
private savirgs and distortions in the cost and distribution of 
credit. The conclusions of the capital markets conference were 
conveyed to an assemblage of ministers and other high level offi
cials. The many recommendations included higher bank interest 
rates, incentives to invest in common shares, reduction of forced 
investments required by banks and insurance companies, creatio of
 
employees' mutual funds, and encouragement of underwriting opera
tions by finance corporations. A special commission has been
 
established to undertake basic reform of the laws governing the
 
private banks and it is hoped that additional such working groups
 
will lead to early implementation of other recommendations of the
 
capital markets conference. 

5. In spite of the encouraging initiatives to increase pri
vate savings and the GOC's expressed intentions to adhere to certain
 
IMF monetary guidelines, the future presents several potentially
 
serious problems. As mentioned before, there is little the
 
Government can do in the short run to relieve the pressures on
 
prices caused by inadequate production. Also, if the world price
 
of coffee declines further the authorities will have to reduce the
 
internal price again and will face much political opposition in
 
their efforts to reduce the expansionary impact of continued Coffee
 
Federation financing. Even more critical are the implications of
 
the current and projected difficult fiscal situation of the GOC.
 
The projected shortfall in revenues from the levels required to per
mit programmed public investments will create strong incentives to
 
place additional instruments with the banking system through more
 
forced investment. It will also present obstacles to desirable
 
changes in the capital markets. In short, ambitious public sector 
targets may result in additional contraction of credit to the pri
vate sector. One example of possible affect on developments in the 
private sector is the GOC reluctance to stimulate the stock market 
by reducing taxes on investment income, because of the revenue loss 
in the short term. Another example suggests the complex inter
dependence of capital market reforms and the Government fiscal needs. 
It is commonly accepted that banks must pay more on savings accounts 
than the current negative annual interest rate of 4 percent if they 
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Fiscal Performance
 
1968-1970
 

Projections 1971-1972
 

I. Revenues 


II. 	Operating Expenditures 

Ordinary Expenditures 

Interest on Debt 


III. 	Surplus on Current Account 


IV. Less Non-Bor Amortization 

,'Domestic 


Foreign 


V. Residual Current Account Surplus 


VI. 	Plus Domestic Borrowing 

Non-BOR 

BOR (net) 


VII. 	Non-Foreign Financed Investment 


VIII. Plus IDB, IBRD & Others 


IX. 	Non-AID-Financed Investment 


X. 	Plus AID Counterpart 


XI. 	Investment Expenditures 


Plus: Unfinanced Planned Investment 


XI. 	Total Planned Investment 


1968 	1/ 


8,195.5 


5,122.0 

4,753.1 


368.9 


3,073.5 


717.2 

456.3 


260.9 


2,356.3 


29.6 

426.2 

-396.6 


2,385.9 


-2.2 


2,383.7 


1,324.1 


3,646.4 


1969 1/ 


9,470.2 


6,417.8 

6,005.0 

412.8 


3,052.4 


567.6 

316.3 


251.3 


2,484.8 


-20.9 

121.1 

-142.0 


2,463.9 


179.9 


2,643.8 


1,343.5 


3,987.3 


Current Pesos
 

1970 1/ 


11,950.0 


7,857.4 

7,227.4 

630.0 


4,092.6 


855.2 

475.0 


380.2 


3,237.4 


158.0 

233.3 

-75.3 


3,395.4 


197.1 


3,592.5 


1,640.7 


5,233.2 


19712/ 19724/
 

14,131.0 16,411.0
 

10,164.0 10,885.0
 
9,061.0 9,828.0
 
1,103.0 1,057.0
 

3,967.0 5,526.0
 

1,105.0 1,086.0
 
748.0 741.0
 

357.0 345.0
 

2,862.0 4,440.0
 

483.0 453.0
 
601.0 665.0
 
-118.0 -212.0
 

3,345.0 4,893.0
 

379.0 425.0
 

3,724.0 5,318.0
 

2,100.0 5/ 1,400.0 5/
 

5,824.0 6,718.0
 

416.0 502.0
 

6,240.0 3/ 7,220.0 3/
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are to attract increased funds from the small saver. In order to
 
offer better earnings the banks must be able to charge higher
 
interest on their loans and also be relieved of at least part of the
 
non-profitable forced investments which currently claim nearly 20
 
percent of their total resources. However, the Three-Year
 

Development Plan calls for the sale of nearly Col. $700 million in 
bonds in 1971 to help finance the investment budget. (As indicated 
earlier, it is anticipated that only 400 million will be placed and, 
in effect, the net fiscal deficit and the shortfall in placement of 
bonds authorized are close to equal.) Should the Government decide 
to achieve the $700 million level, although this now seems unlikely, 

it would raise the possibility of increased forced investments at 

the very time that the private banks are experiencing a relative 

scarcity of resources with which to service the demands of their
 

clients. Given these obstaclej to structural and procedural
 

improvements in the capital markets, it must at least be hoped that
 

the BOR will resist pressures to extend increased credit to the GOC
 

at the cost of either serious restraints on private sector credit
 

and/or creating inflationary pressures.
 

(
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Fiscal Performance
 
1968-1970
 

Projections 1971-1972
 

Constant Pesos (1970)
 

I. Revenues 


II. 	Operating Expenditures 

Ordinary Expenditures 

Interest on Debt 


III. 	Surplus on Current Account 


IV. Less Non-BOR Amortization 

Domestic 

Foreign 


V. Residual Current Account Surplus 


VI. 	Plus Domestic Borrowing 

Non-BOR 

BOR (net) 


VII. 	Non-Foreign Financed Investment 


VIII. 	Plus IDB, IBRD & Others 


IX. Non-ATD-Financed Investment 


X. Plus AID Counterpart 


XI. 	Investment Expenditures 


Plus: Unfinanced Planned Investment 


XI.A. Total Planned Investment 


1968 	i/ 


9,452.7 


5,907.7 

5,482.2 

425.5 


3,545.0 


827.0 

526.3 

300.9 


2,717.8 


34.1 

49i.6 

-457.4 


2,751.0 


-2.5 


2,751.9 


1,527.2 


4,205.8 


1969 


10,128.5 


6,864.0 

6,422.5 

441.5 


3,264.6 


607.1 

338.3 

268.8 


2,657.5 


22.4 

129.5 


-151.9 


2,635.2 


192.4 


2,827.6 


1,436.9 


4,264.5 


1970 	L/ 


11,950.0 


7,857.4 

7,227.4 

630.0 


4,092.6 


855.2 

475.0 

380.2 


3,237.4 


158.0 

233.3 

-75.3 


3,395.4 


197.1 


3,592.5 


1,640.7 


5,233.2 


1971 2/ 1972 2/ 

13,084.0 14,135.0 

9,411.0 9,376.0 
8,390.0 8,465.0 
1,021.0 910.0 

3,673.0 4,760.0 

1,023.0 935.0. 
693.0 638.d 
330.0 297.0 

2,650.0 3,824.0 

447.0 390.0 
556.0 573.0 
-109.0 -183.0 

3,097.0 4,214.0 

351.0 366.0 

3,448.0 4,581.0 

1,944.0 1,206.0 

5,393.0 5,786.0 

385.0 432.0 

5,778.0 6,219.0 
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Footnotes to Tables 1 and I.A.
 

i/ From BOR cash flow statements.
 

2_/From Projections Submitted to IMV, adjusted by Mission (see
 
Table 1.B.). 

3_/ From 1970-1973 Economic Development Plan. 

_/ Calculated by Planning Department on basis revised estimates of 
1971 revenues and expenditures.
 

5_/Total counterpart generations for 1971/1972 estimated at 3,500
 
million pesos, as follows:
 

Estimated 1971 generations for which allocation
 

agreement now in force 1,500
 

New Sector loans 1,500
 

Unallocated PL-480 generations 370
 

Unallocated generations estimated from existing
 
loans 130
 

3,500
 

These amounts are expected to be distributed between the two
 
years as follows: 1971 1972
 

Allocated 1971 generations 1,500 -

New sector loans 310 1,190 

PL-480 160 210 

Unallocated 
loans 

generations from existing 
130 

2,100 
-

1,400 

5/ Based on Table I. Assumes price increases of 8 percent in 1971 
and 7 percent in 1972. 
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Table 2
 

GOC 1971 Cash Operations

ation of Projections in GOC's Memorandum to the IMF, March 12, 1971
 

With 1971 Projections Contained in Table 1
 

IMF 
Projections Adjustments 

New 
Estimatca 

I. Current Revenues 
Income Taxes 
Customs 
Import Surcharge 
Special Exchange Account 
Gasoline Tax 
Sales Tax 
Stamp Tax 
Inheritance Taxes 
Other 
- CATs 

13,615 
6,590 
2,678 

375 
900 
910 

1,250 
660 
185 
815 
-748 

-94 i/ 

385 2/ 
225 2/ 

14,131 
6,590 
2,678 

375 
806 
910 

1,635 
885 
185 
815 

-748 

II. Operating Expenditures 
Ordinary Expenditures 
Interest 
Interral 
BOR 
External 

9,359 
8,346 
1,013 
520 
75 

418 

715 3/ 
90 4/ 
20 
704/ 

-

10,164 
9,061 
1,103 

540 
145 
418 

III. Current Surplus 4,256 3,967 

IV. Investment 5,945 5,824 

V. Net Financing 
External 
AID 
IBRD 
IDB 

- Amortization 
Domestic 
Econ Dev. Bonds 
.Agrarian Bonds 
Law 21/63 Bonds 
Other 
- Amortization 
BOR Credit (net) 
Change in Treas. Casih 
Gross Lending 
- Amortization 

Pos. 

1,689 
1,522 
1,500 

262 
117 

-357 
178 
700 
77 
70 
54 

-723 
ii 

200 
-211 

600 5/ 

-300 6/ 

-25 / 

-107 Z/ 

1,857 
2,122 
2,100 

262 
117 

-357 
-147 
400 
77 
70 
54 

-748 
-118 

200 
-318 

VI. Unfinanced Planned Investment 416 

VII. Planned Investment (= IV + VI) 6,240 8/ 
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Footnotes to Table 

2
 

i!/ Earnings from coffee tax revised downward on basis of Mission estimates
 

price/volume relationEhip.
 

2_/ Estimate of earnings from tax changes effected by Decrees adjusting pensions.
 

3_ Includes: 400 million pesos estimated carryover of unpaid bills from 1-70;
 
200 million pesos estimated cost of peasion increases (Mission estimates); and
 
115 million pesos (30 percent of increase in sales taxes) representing automatic
 
transfer to Departments.
 

4_/ Estimated interest payments carried over from 1970 for payment.
 

5/ See footnote V_ to Table 1.
 

6/ Assumes all 700 million pesos of bonds authorized will not be sold (Mission
 
estimate).
 

7/ Estimated carryover of amortization payments scheduled to be paid in 1970.
 
(Mission estimate).
 

8_/ Per 1970-73 Economic Development Plan. 



TABLE 3
 

PUBLIC REVENUE AND SAVING 

1967 19o6 	 Elasticity1909 	 1970 1971 1967-70
%of 	 %of %of 
 %of 
 %of
Level GNP Level GNP Level GNP Level GNP Level GNP 

A. 	National government
 
Revenue (Excluding 2/
decentralized agencis) 6,688 8.0% 8,195 8.6% 9.581 8.7, 11,950 9.6% 14,131 9.9% 
 1.65
 

B. 	Domestic Revenue
 
(Including Decentra
lized agencies. State

Form 1074) 	 7,348 8.7% 
 8,942 9.3% 11,348 10.3% 13,380 10.8% 
 NA NA 1.72
 

C. 	Public Sector Income
 
(Includes decentra
lized agencies and
 
local government:

IBRD definition)1/ 13,958 16.7% 
 17,126 18.0% 20,476 
 18.7% 24,528 19.9% 28,032 19.5% 1.58
 

est. 	 est. proj.
 
D. 	Public Sector Saving
 

(Includes decentra
lized agencies and
 
local government:
IBRD definition) 1/ 4,474 5.4% 5,972 
 6.3% 6,352 5.8% 7,665 6.2% 8,327 5.8% 1.49
 

est. 	 est. proj.
 

1/ IBRD, Economic 
Growth of Colombia: Problems and Prospects, Volume II, 
Table 5.2. Both domestiu and forgign borrowing
is 	excluded from IBRD definition of income.
 

2/ Cash flow figure, Source: 
National Planning Department, Plan de Desarollo Economico y Social 197-73, Chapter II,
Table 2, and Chapter XI, Table 3.
 



TABLE 4
 

INCOME AND EXP DITURES OF THE PUBLIC SECTOR Iii4 REAL T MIS, 1966-72 

(In millions of 1968 Pesos) 

Current Accounts 

1966 
- - -A 

1967 
tual1-

196 
- -

l,69
Est. 

1970 
- - -

-1971 
-Projected-

1972 
- - -

Direct Taxes 3,426 3,808 4,552 5,338 5,813 6,133 6,664 
Indirect Taxes 
Other Taxes and Dues 
Sales of Goods and Services 
Other Income 
Profit or Loss (-) of Commercial Operations 
Tax Credit Certificates (CAT) 

5,144 
1,003 
2,722 

1,401 
124 

-

4,909 
1,333 
3,186 

1,684 
73 

-

5,264 
1,551 
4,208 

1,828 
-139 

-138 

5,554 
1,618 
4,906 

2,029 
19 

-310 

6,786 
1,779 
5,341 

2,246 
-87 

-437 

7,238 
1,957 
5,817 

2,390 
-82 

-551 

7,473 
2,153 
6,324 

2,546 
-76 

-699 

Total Current Account Income 13,820 14,993 17,126 19,154 21,441 22,902 24,385 

Personal Services 
General Expenditures 
Transfers to the Private 
Interest on Debt 

Sector 

5,848 
1,478 
1,368 

728 

6,222 
2,000 
1,341 

624 

6,690 
2,316 
1,447 

701 

7,456 
2,834 
2,110 
812 

8,032 
3,195 
2336 
1178 

8,603 
3,595 
2,651 
,i250 

9,202 
4,057 
2,939 
1,336 

Total Current Account Expenditures 9,422 3.0,187 11,154 13,212 14,741 16,099 17,534 

Current Account Surplus 4,398 4,806 5,972 5,942 6,700 6,803 6,851 

Investments (by sectors) 

Transport 
Energy 
Communications 
Water and Sewerage 
Housing 
Education 
Health 
Agriculture 

1,938 
691 
167 
423 
312 
209 
80 
578 

1,961 
833 
221 
453 
414 
259 
153 
842 

1,957 
944 
256 
591 
577 
374 
148 

1,127 

2,152 
1,104 

313 
689 
599 
341 
243 

1,179 

2,600 
1,946 

578 
776 
633 
441 
199 
]4.7 

2,442 
1,6o0 

38'; 
970 
588 
518 
266 

1,873 

2,396 
1,888 
407 

1,086 
657 
527 
231 

2,125 



TABLE 4, Cont I'd 

1966 1967 1968 1969 1970 1971 1972 
- - Actual ------ Estimate - - - Projected- - - -

Industry 188 214 392 552 854 851 777 
Tourism - - 10 28 48 71 81 
Studies and Research 5 14 25 47 88 108 ill 
Other 266 293 423 435 580 540 521 

Total 4,317 5,657 6,824 7,682 10,390 10,215 10,807 

Financial Investments 46 198 558 702 437 408 458 

Total Investments 4,363 5,855 7,382 8,384 10,827 10,623 I,265 
Current Account Surplus 4,398 -4.8o6 5,972 5,942 6,700 6,803 6,851 

Deficit or Surplus 35 -1,049 -1,410 -2,442 -4,127 -3,820 -4,414 

Source: IBRD, Economic Growth of Colombia: Problems and Prospects 
Volume II, Table 5.3 

w 
cOj 
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Table 5
 

Expenditures 
____ ______1971(percent of total budget) 
l/
 

1969 1/ 
 1970 1/ 9 / 	 v. ReviedO.P * I.E.* Total O.P.* I.E.* Total 
National Congress 	

O.P* I.E. Total Plan Tota e/1.1 
 .7 1.2 
 7 1.1 -Controller General 	 .7 - .61.2 	 .8 1.3Presidency 	 .8 1.3.2 .8 .2 	 .8 - .8- .8 .1 -Planning Department 	 .7 - .6-. 6 .3 •1 1.2 .6 .1DANE 	 1.2 .5 1.3 .5 
.3 
 .3
Civil Service 

.3 	
.4 .8.1 	 .6 .4DAS .1 .1 	 .9 .6DA 	 . 1I .2.2 .6.1 1.3 .5

.7 	 . .2.2 . I. .6.3 .5 	
.1 .6 1.0Civil Aeronautics .9 .3 	 ..7 1.0.2 .6 .4 .3 	 .3 .7 .31.6 	 .7.8
General Services nt 	 .2 1.3..3 "Ministry of Government 	 .2 -.

.7 	 6 1.3 .62.9 1.6 1.iMinistry of Foreign Relations 1.4 	
3.4 2.3 .6 4.1.1 	 2.0 1.9Ministry of Justice .9 1.5 .1 1.0 	 1.9 

2.5 	 1.4 .1Ministry of .6 1.7 2.4 	 .9 .9 .9Finance (Ordinary) 	 .6 1.615.3 6/ 1.8 	 2.4 .8 1.7Ministry of Finance (Public Debt) 
10.0 	 1,08.5 6 2.1 	 1.818.9 	 5.9 8.4 §/ 1.5- 11.5 	 5.7Ministry of Defense 20.6 	 1.6 5.6

16.1 	 - 12.2 23.41.0 	 - 14.3National Police 	 10.2 16.3 3.6 11.1 - 14.0 
10.2 	 15.5
.2 	 2.7 10.5
Ministry of Agriculture 6.3 10.1 .7 	 2.6 10.3
 

.1 9.9 7/ 	 6.3 10.1 .5 6.4Ministry of Labor 4.0 .2 14.9 	 .6 6.33.9 	 .2 15.8Ministry 	 .1 2.4 3.6 
6.2 6.2 18.3./ 7_/ 7.13of 	Public Health 2.9 • .2 2.2 3.6Ministry of Economic 10.: 5.8 3.9 	 .2 2.3 .3 2.3Development 	 12.5 7.4.5 10.2 	 4.5 12.7 9/Ministry of 	 4.3 .5 6.8 8/ 7.7 13.8 8.0ilnes & Petroleum 	 3.1 .7.1 .7 	 8.0 3.6.3 	 8.7Ministry of Education 	 .2 .7 .4 3.816.6 	 .2
8.2 	 .9
Ministry of Corlmications 	 13.2 20.0 7.9 15.0 .4 1.0 .5.8 	 17.8 /
Ministry of Public Works 	

-3 .6 .9 .6 .7 
9.5 14.6 10_/ 10.0 14.5 1.6 	 1.05L.9 	 .5Judicial Branch 	 20.8 .7 41.8 ..8 .5 .817.54.4 	 .8 39.0-	 15.6Public Ministry 	 2.7 4.4 - 2.6 35.6 15.3

.6 	 4.3- .4 	 - 2.6 .5 	 2.5
.4 
 .9 
 2.5TOTAL 	 - .5
100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0 
 100.0
 

* 	 O.P. - Operating Expenditures
 
I.E. 	- Investment Expenditures
 

1/ Budget figures from which 
this table derives are not on 
a cost 
flow basis, but also include budgetary reserves.
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Footnotes to Table 5
 

i/ 	From Controller General's Reports.
 

2/ 	 From 1971 Budget Law. 

3/ 	From 1970-73 Development Plan.
 

4/ 	 Revised Investment Expenditures use target from Development
 
Plan or actual appropriation, whichever is higher.
 

Functions transferred to decentralized agency; GOC appropri

ation now included in Ministry of Finance.
 

6/ 	Less budgetary appropriation for CAT's (not a cash expenditure).
 

/ 	 Less 200 million pesos agrarian bonds, annual allotment to
 
capitalization of INCORA.
 

8/ Less 900 million pesos "Bonos de Ahorro Nacional," capi
talization of National Savings Fund.
 

9/ Less 250 million pesos "Bonos de Bienestar Familiar," capi
talization of Family Welfare Fund.
 

LOY Does not include salary increases to teachers authorized sub
sequent to passage of Budget ,aw, estimated at 500 million
 
pesos in 1971.
 



Table 6
 

National Accounts
 
Expenditure on Gross Domestic Product
 
(At Current Prices, Milliona of Pesos)
 

Gross Domestic Product 
1967 L/ 19681/ 19691/ -370 1971 ?2 1972 

Imports (+) 
Exports (-) 

Total Available Resources 

83,082.7 
9,521.4 
-9,950.3 
82,653.8 

96,421.7 
13,779.5 
-12,519.6 
97,681.6 

110,953.3 
15,947.2 

-14,675.1 
112,225.4 

126,675.4 
17,374.5 

-14,210.0 
129,839.9 

146,386.1 
18,819.0 

-15,887.5 
149,317.6 

168,344.0 
20,513.8 
-17,679.8 
171,178.0 

Tota to vtenmpn 
Government 

Total Investment 
Private 
Government 

Change in Stocks 

67,312.861,596.0 
5,716.8 
14,729.1 
10,392.1 
4,337.0 

611.9 

77,275.470,695.6 
6,579.8 

18,815.1 
13,454.5 
5,360.6 
1,591.1 

89,062.981,230.1 
7,832.8 

21,230.1 
14,590.1 
6,640.0 
1,932.4 

102,179.292,599,7 
9,579.5 

25,701.3 
16,968.3 
8,715.0 
1,959.4 

119,257.0106,862.0 
12,395.0 
29,049.1 
19,846.1 
9,203.0 
1,011.5 

135.997.8122,722.8 
13,275.0 
32,930.6 
22,823.D 
10,107.6 
2,249.6 

Gross Domestic Product 
Imports (+) 
Exports (-) 

Total Available Resources 

Total Coasumption 
Private 
Government 

Total Investment 
Private 
Government 

Change in Stocks 

(At Constant Prices, 1969, Millions of Pesos) 
98,322.7 104,352.5 110,953.3 
11,267.9 14,912.9 15,947.2 

-11,775.5 -13,549.4 14,675.1
97,815.2 105,716.0 112,225.4 

79,660.1 83,631.4 89,062.9 
72,894.7 76,510.4 81,230.1 
6,765.4 7,121.0 7,832.8
17,430.9 20,362.7 21,230.1 
12,298.3 14,561.1 14,590.1
5,132.5 5,801.5 6,640.0 

724.1 1,722.0 1,932.4 

118,167.3 
16,207.6 

-13,255.6 
121,119.3 

95,316.4 
86,380.3 
8,936.1 

23,975.1 
15,828.6 
8,129.7 
1,827.8 

126,434.7 
16,254.1 

-13,722.1 
128,966.T 

103,003.1 
74,607.3 
10,705.6 
25,089.9 
17,141.2 
7,948.7 
873.6 

135,281.3 
16,484.9 

-14,207.5 
137,558.6 

109,287.a 
98,620.1 
10,667.8 
26,463.0 
18,340.1 
8,122.5 
i1807.8 

1/ From Bank of the Republic, National Accounts, 1967-1969.2/ Mission estimates. 
price; 1972, 

Assumed rates of increases are: 1970, 6.5 percent real, 7.2 percent price; 1971, 7.0 percent real, 8.0 percent
7.0 percent real, 7.5 percent price.
 

w
 



Table 7
 

Exchange Market Balance of Payments
 

(Millions of dollars)
 

Actual 


1969 1970 


1. Export Receipts 562 670 


Coffee 333 405 

Minor 208 
 238 

Petroleum Capital 21 27 


2. Import Payments -507 -598 

Ordinary 334 393 

AID Program/Sector 66 82 


Compensation 64 58 


IBRD 
 9 25 

Petroleum 34 40 


3. Service Receipts 123 114 


4. Service Payments -198 -245 


Freight & Insurance 39 44 


Interest 60 76 

99 125
Other 


5. Current Account Balance -20 -59 


6. Private Capital (net) 30 43 


Net Direct Investment (L.C.) 13 16 


Loan Inflow 87 105 

Amortizations -56 
 -65 


Other (net) -14 -13 


7. Official Capital (net) 51 71 


AID-Existing Program/Sector Loans 68 85 


AID-FY 1971 Sector Loans -

Local Cost Project Loans (incl.
 

AID project loans) 17 21 


FIF/IBRD 11 13 

Amortizations -39 -56 


Other (net) -6 -13 

- 21
SDR 


8. Capital Account Balance 81 114 


9. Balance of Payments 61 55 


Projected
 

1971 


700 

413 

255 

32 


-692 

508 

74 


52 

12 

46 


124 


-293 

54 

89 

150 


-161 


34 

14 


130 

-100 

-10 


81 

74 


15 


25 

15 


-59 

-6 

17 


115 


-46 

1972
 

735
 
414
 
291
 
30
 

-702
 
575
 

-


60
 
15
 
32
 

133
 

-297
 
56
 
93
 

148
 

-131
 

41
 
12
 

120
 
-8].
 
-10
 

50
 
-

57
 

29
 
15
 
-62
 
-6
 
17
 

91
 

-40 

B -43
 

/ 
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Actual Projected
 
1969 1970 1971 1972
 

10. 	Net Foreign Reserves (minus - inc.) -61 -55 46 40 
Gross Reserves (minus - inc.) -40 - 55 40 
Liabilities (minus = reduc.) -21 -55 -9 

11. Net Reserves end of Period 	 97 152 106 66 

12. Gross Reserves end of Period 	 257 257 202 162
 



SFootnotes to 	Exchange market Bal1ance of Payments 

1.EpotReceipts'' Th1pojetd lvesof -,ecei.pts represenit 
;aAu'al growth'bf 19.2,percent in 1970O, 4.5 percent in 971, and, 

~ ~5~.pecent in 1972. The: main reaso -tedifferencefo 	 between
5. e o o h'-_ ~ 	 these rates: and those, in: the Resource: Flow Balance of' Payments
i's~that-crude petroleu~i exports-~in the latte~rare expected ,to 
decline faster t1har petroleum capital paymen~ts in the exchange
 

-.market~balance. The minor'epr. octnsaei
 
siaon-of pre-export financing in the exchange market treatment.
 
This, is' projected, to, decline t~o a negligiIeaon frm 9O t
 
1972. Projected coffe exeportt receipts are~1estani h
 

rsucflwpresentation:b,$0mlin wich represents

Coffee Fede t -abrodand tare netted oWut ofNbth
expenses.ration 

*~>~export receipts and service payments. :Seei footnote to Resource 
Flow. Balance of Payments (abeI)' ordetails. ~ 

'(Tbl -or
 

2,Import Payments -,The.mainu' if ference with the Resource Flow' 
~import, projections is that- the Ecag Market presentation 
excludes non-reirbursable~imports w'hich.'are "financed and thus do 

not. implya claim On' the'country.s~ foreign exchange reserves..~~ 
. ID rgamscorlasare incuded under reifrbusables fr~ 
~ccounting purposes.a 	 The same is true of imports financed on, a
~ilateralib compensaItion-.basis. byandnIR lasfo hc 

the-Bnk ofthe Republihas specialF adinistrtiv responsibiity.
2~Ordinary reinbursable payments basedon projected reg-import are 


istrations as set fiorth in -the.-GOC 'rqeto nIUSady

Arrangement. 'Ac'4 al projected payments 'aedrvdfrmash
 

i~e~fpayments distributed over the' 25 motsfloin sune
 
.. amport financedby AID program/ectorofthe license. payments 
lXoans are projected at..74 ,million ,(assuiiig th a five-ot' 

lagbewen r ':t n ndpayment an~htapiIe oarrivals),
wh~ich~ would exhaust exsiqoa Incontrstto he-IMF, 
Project.io'ns, we do niot project' AID-financed imports~ under the,

prpoedFY 17lon.~ The nhew~method of disbursement in-epn , 
to peso~needswill efetvl ni ola ibreet from,
 
im~iprts The loan dollars wil in practice be used to~fi anc
 
im~ports, but in~ theor could be attributed to foreign, reserves
 
projected' impot payments uinder copnain agree 'ents ,and :IBRD,'F 
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lo ns f ri nd 'c mm ts e ed on 'mps r l d ty i po a a r 

Thants bo petolum~a comanis amprtske airectlysefro thipocreim
 

projections of ,the exchanige maktblneo amnsi~ he
 
~Requiest for Standby-,~~
 

*4$.rvc Receipts and Payments These 'data are G&c/:niyppF
tionsIorl971.and e.,,t~ntions jof th'oserjctionst throug 17

services, associated~ with'non-reinbuirsabl-e imot ex.972"aniJntere~st ar 
payments andl earn ings -of th~e Bank ofth Rebpubicre 

i~includaed as a net-item under -in erest payment. j 

6 ,Pri'vate Capital ~-The~projection of direct- priyate foreagn
investment' is, on ly' that part4 which' finances, £odaJ cos : xedr
 

~tures. import finanir 
 i~s excluded 'as-rth im~ports~ from the~import payments category.. The projections'-orl971 andl1972ref lect the expected dampening effect of thU n~nIvsmn~oe~ 
and are smehatless opiisi than , 
 .O~C/DIi.F~ projections.

projection of loan inflow, amrtizations, and,"other" (swapsl and~

foreign currency,.deposits) Iare~consist'ent,: with the-'GOC/IMF 1pro

j~dion. Laninflow is epected to cotneto increase in 17 
asmoe oge-tr 
loans. compensate for re~duced short-te~rm orowixng. Given- rising lalnomrtizations associated~with the high level of~ 

jshort-term loai~ns in 1970, however, net private -loan~ inflow is~ 
-xetdto 
 b n fro $40 mlin in L1970 to $30 milliion in 1971. 

T-.7officialVapitaiI-,Alll projectionsare e-s'entiaiiy. consisent"Iwith the GOC/IMF exchange market prj i Asmiga dac
 
dibuseen 
 oJllowedby an additional dirsbursemnt in-the fourthr
qurtran estimated $15 mlion of1 the, propos ed72milo 

FYlA 1 ZAID, sector loans 'would be disburs'ed~Iir 19 1 These funds .and tbhremaining $57 million 1in1 97.ol ene ietyitotb

Bank of reserves as the GheCRdemonstrates th nee
-eRpulcs 


.(and eligibility), for pesos to be apl cdi teothree seters~. 
With thie exception :of certain'BRD 1loans an rjc ondsus_ 

Vments 
 for local cost.s, disbursements of internaiodnal~agncpo
 
Ject lons(and imports financed bytoedsusmns Adon
enter ~into the exchange market lpresentation of the balance''of 

1.Sefootnote to the Resouc Flo P ent '(Tab1e1 

-o explanation, of changes in gross reserves and official 
liailiies., 
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Tablez8, 

T"Flow Balance of paymen2 < TResource 
(miion ofndoll3.ars) 

c~~ ~ ~Actuial~~ Est. Pr cted 

1971 197~2 
' ~-1969 ~9701 ,~~ 

775 81tm~ 673>-- >81)2 ~ 
ig~~p~itS ~s~i-~ 2353O7 4793-~ -~~ 23-~ 

~ Coffee 

7 54 51,5 76/ ~ 
co-iif~-PetCjeTyI>cum 

--T -679 -891>~ -917 -941 
.2, ImportsK~ - -756 ~ -745'-

16 2 - 1q96, ', 
NoQn-Reimbursables' 

-23 -249- -277 291: 
3.v--erviceS (net) 6 

-33~K -3 44 
Freight Insur'ance~ 

;-f65 -80.incme Payments ~ 6-6 -50 

'Other 

40Transfer Pamns(net)382 

-390~-&~ -386-30 

Current Aco nttaance <20~j:j5. 

. 65395058-~

:Long-term Loans .(net) 

5050 55 50
Direct Investmen t 

13~9 15 8117 
7ofiilcitl(nt 


4 ~239 
low y '--Y 193Y jij234 ~244,

Loans -Inf39i, 
>--

(83.~ (9)i~ 
(15) ~ (57)1i -- v- - --

-~-A ID-FY 197-1-Sectc LoansB~ 
(1 (148) (17-3)7 7 7 (1-I8)~ ~45)j

~Other -8 
-~ ~( -80 

-' -- ~-< -54k- -~-78 
Amortizations--
-SD R 

346>266:~ 358 34 
SCapital Accun Balanc 

55 -46-W-6
 
9 i< lc~~f Payments 61 

46 '40 _ 
(mnu inc.) -~?K/61 -55 

to. et Foreif Reevs(mns5
 

17
-21~ -55
(minus reduc.) ~ Liabilities 
 66.0
97 15
end of. -PeriodN~et Reservtes 

1 2257 2 2cr f '0 7
Gros Reserves end -of, Period,

-12, 
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Footnoteds to Resource Fl1ow~Balac of Payments 

JExports General ohin hipmenits of to 

170 2 

0.5pecn n17 n ain 97 ee 'in7 1972~. Th~e pro~Jdeted deln npetrol1eu eports is frmth O National., 
~ Plannin Departmient (DNP)> an elct rwn internal. demand and,' 

~no increase in'production. DN proet "ter" expot urgs

tered contraband), to-remain constant>uig~~
 

exnots s pecen. fExports are projected to ~decline-

M4inor The -annual 'growth,:rates for minor exotshpet (plus
~monetary -gold), are, 11. shi,"nasn~ecn

'perce197 in 3,7,,. pe e 
1 

pr~n 
increase ~in regis r'titions but lagdbhn the 14.6 increase in
receipts,, the iatter~ow~ing
 
Projected growth -in:1971assumes 15 percent inicrease 'fromiApril~

through December to compensate !for~absolute decline in the firstr
 
quatr crpare~d t o 'the same.period of 190 h~ro (,e

',,increase in 1972,constitutes ~a downward adjustment~from Ithe . GOfl
 

2percent target.
 

-The
'Coffee coffee export4 projections assur.,e a N..pic f
 
US.bo per pound in'1571 and 'US.53"per pounid in 1972, These4.price
l.evels .assume a relatively significant recovery fromthe US .48 that 

~prevailed during most of the, f rt,,qa ro 1971. .Projected vol 
urne of .shipments, are, 6.-9 m1iinlO kg. bags in 1971 (0-5,million 
~carryover from 19.70'and' 6.41 million under new qu~ota) a~nd 6.5 ~mil.

lion bag's in l972-

. 

~~4 ~~ ~ coffee. ExportsR< & G ; r 

1970 1971 '1972 

N.Y Pice.5 
 .50 .53 

Exor Volm(ilin 60 kg. ~bas " 
4k 6'.6 6.9 64 

'Price per bag (US$') 4 
"" 75.02 65.80, 69.47(5 

minus FreightIsuac (US$/bag) ~3.00.3..00 3.00, 

Net Earnings perbag (US$") 
 72.02 62.00' 66-75
ixport ValuQe (mZosU479.1~ 433.3 3 3". 
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2 m~o t s D a tahich discrliminiate, between actual.reihbursable and 
busabile import 'arrival~s 

p ected on this, basis because of the time ly availability 'of data 
o b~ 	 are not' availablet. Arrivals, are, 

~ie -issuan' e of Jicens-es (registratio' s) fo rmors The i'lie 
a i -,g ot'-a e-re3-ercent-in-1970- -3-pDercent-in-1-9'-71, and 

.5" percen't 'in1972. Projections of rei-mbursable imports assume, a 
fie-month lag. betwen registration and 'arrival and 4'percenit' cancel-' 

lation or non-use of licenses . TIhey are Ibased on actual~ regata 
_,mpeios thrug Ferur 1971 andyrgistratIion''taets 	 fo ordnar 

comenstion,~ anddIBRD Wfinnia l report's set forth i th equestr
 
forTMF Standby Arranemn (march23,97),fo 'the PrgamYa
17Prjectedeimursabe 	 Program Yeaure$7 

sand no suich identifial imports i17 finnced byAID1 Program 
sector loans (The assumption is tha exstn fudwill be 
~exhausted in'1971 and disbursements uknderth niew~ ,1ocan w~ill b'b~K 
~lin'kdd to'-peso'needs and wil oIresult in identifiablID 
financed. imports, per se.)Aria'ofn -embsblip 
projected', on the :basis, of actualregistrat ions through February, Ia1nd 

;ro-Dected levels of- tforeign v et rns n rjc loa 
dCisbursements'. 4While'4reimbursable imports are expected to decline~ 
from 19,71,to 1972, non-re~imbursbe imporlts should tincrease>fJ. 

lagey'owing to higher project~ loan disbursemets~ an oein es
 
4
 

'in 
 etrI'l comipanies'" imports sepoaio prtos ik p' 

3. 	 Services ~- All projections are bas'ed' on th otrcetet
mats by vthe DNP.~~ Income and~ "othrs 'Yare.N
tpayment~s 	 bproecis 

DN~P pro j et ions o f~ freight and insurance wereeadjusted iupward,, ~ 
li l accrdacehe mbasy'sexpctedlevls f importsi ith 

h&i 4h' are hiagher than~ thoset of' 'th DNtPThe ne-t 4figures inhe 
tabe rsult from~the followi.ng recipt and pamns 

95 
 1R138 	 10 147 166 11 16,: 

191 10r461 

14J 

19 10 2 "I5 '22 187
 

.prj Recen,,ofPts 480'ameTi. .1eceIg ts Pvet 

4 1 ~ I11l1,I1'I'l'II1 1 l 1141 4~ "4 4."4,414$i4 uk~ 4I 4 ~ 4~~'I 	 ' 4 

18 

http:followi.ng


-~~ 1, 

6.Piat aitl Lngtr loan (.e. maturit-y in4 excess of one.
yer) are projec'ted to increase n,accordance with DNP proj'ecti.ons 0~ 

[ pt, ,oect'capital flows. -Short-term loans are expected to declie as 
repymetsf te 
 ighr lvelin 1970 coedei 1971.Also recent, 

n ~i~ici~~s~on .ntretatsndzwmar
gia eev eurmnso foreign borrowing areT expected to dis', 
corg e sottr foreign lobans. Direct investment4,levels4 are 
not rojectedA to reach DNP~ estimates1 because of--the dampenin'g effects,~ 

4 7.2 Offaic'ial Capital -Projections of :non-AID project loans are based
 
o1n ,a loan-by-loan analysis Ofdisbursement'rates and assumed' new, 
 J"" 

A 
athtorzatons consisteint with the GOC :project' list an~d actualpln
c)f :the lending agencies (se e Tab le IV; Ior'-detA ils).9 AID loan f lows2~K 

'~cons.st of disusmn of- "existing" 'on 
Sloan yet to -be ,sxgned in FY 1971) and ..he.' proposed FYi 119 7 lsector
 
loans. Existing' program/sector lo'ans "are. expected tot be, full1 uti
liz~ed with the disbursenment 'of $74 million:,in l971l., For projectin

rfpurposes iisassumed. that' 15 million of the':proposed $72 million 
iY 1971 package' of three,:sector 'loans, will be,,disbursed'-in the,., 

4'' 

secondhalf~of 1971.' The remainn . ilo is pr'ojected-for
 
disbursemnent 'in1972. Projected.6mortizations-are'-taken from
 
recently .-rvisedDNP data. ~Colombia already,"has ,receied~ its allo 
~cations-of-I.MF SpecialDrawigRhtin 190 
 Iand.171adi 

schduld to ecive4, 17mi'llion more4 in January 1l972.
 
10. Foreign Exchange-Reserves 1971 projected $46 million bal-TheA 

ance o6f'paymnits deficit (iee.,, ,loss of tnet -resere) is~expected todV 
result. in -a' 55''2ilfion:,gross, reserves lss in,, order to- finance the


de' tadrdc fiilliabilities by, 9 million. The latter ~
 
is'based.. on scheduled repaymentofremaiing outstanding debts Ato"
1'ropean creditors Aand projected use-oft the now, W tnb
 
2A' 'rangement to meet -maturing obligations - 4'The GO niiae draw
inig in 1l971,$30 million. of the' St~'andby' total, of $38 miioni 4 which,
 

aganstpeso repurchases of $32A'million will result in;ine epy
 
mettote NFof'4 milo. By l'02virtuallyall of' the deb~t 'to
 
ateccreditors will be'liquidatedadi sasmPdYn it dsforsiromed

ionpurposes~ thatr I1M1 raturit'ies will in effect erolld over* 
Thus' thre loss in gross reserves is projected' as, equival~ent tio the
 
balanc'a of payments def'icit.'4~ 
 -AA-A
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Table 10 B-52
 

Official Loan Capital Flows I/
 

(Millions of US$)
 

Actual Projected
 

I. Disbursements 2/ 


Non-A 

IBRD 

ID1B 
i,' imbank 
P.L. 480 - I 
Non-U.S. Bilateral 


Lx ioting Program/Sector 

FY 1971 Sector 

Proj ec t 

1, 

I.. Authorizations 5/ 

No -1 

IBRD 

IDB 

Ex imbank 
2.L. 480 - 1 7 

Non-U.S. Bilateral 


A ID 

Plro ram/Sector 

Project 


1 


/ Gross inflows only. Do not 


1970 19713/ 19724/
 

144 148 173
 

57 58 72
 

50 57 62
 
14 6 9
 
13 15 15
 

10 12 15
 

89 96 66
 

85 74
 
- 15 57
 
4 7 9
 

233 244 239
 

127 329 301
 

77 171 108
 
22 il1 143
 

2 21 156/
 
16 14 12
 
10 12 15
 

72 77
 
70 72
 
2 5
 

199 406 301
 

include amortizations.
 
i/ Disbursements are based on project-by-project analysis using agency loan 
.,Latements showing amounts outstanding and recent disbursements and DNP survey 
data on disbursement rates by agency and by sector. 

1P1,'bursements include projected disburseme2nts of all existing loans as of
 

.eccmber 31, 1970, and a portion of the proposed FY 1971 AID sector loans.
 

*;/ Disbursements include projected disbursements of both existing loans as of
 
C.mber 31, 1970, and estimated new loans to be authorized in 1971,
 

J Projected new loans in 1971 and 1972 are based on GOC project list presented
 
io the Consultative Group meeting in February 1971 and discussions with representatives
 

'f the IDB and IBRD in Bogota. An IBRD loan for $88 million already has been
 

igned in 1971 and IBRD-IDB loans totalling nearly $130 million are expected to
 

be signed within the next three months.
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~~ &4~4J~Minor Exports, 1969-1970 

Registrations ) Receipts'
S1969. 1970 Change '1969y 1970 Chii 

3816
36. 


~ -3.4 3614 4-2WCotton 3:4. 9 j31.;5 
'Sugar ~ < > ''68 1i44 -2.4 17.5 218 +#
 

Bananas '5.61 U 17.2 - I. 6~ ~ 1.6 ''17.7'K -0
' 

"~+0"2'~Tobacco~> 722.'~3 , 7.5 ' 9.1" o .3 

12 9.7; 142.1 126. 4'7151.5 +25.1
'+4.4Y4"~:,'on -Taditiona1I 

.
'Paper Boflxes 4
4 5.8 4] 7 4 -1. 4.~ 4 6.6+ 

"''9.0 +4.4-~ 6.4~ +":.12Beef ::U46 


' ~ * "' 3.9""""'* '3.4 , -005 
Em~neralds 46.'744+4.44 ~Pcties """~'17.4 21.8 4"'15.1~ 21.8 + 

. 3. 4.6 C''+1.2 1.9444 4. +'2.2Books/Ppr 

c~e~han .'jEect. Manufact.7+19 
i

1.2 .2~,Stone/Cement Manufact.'" 4 
.2 4 2"' ,.&46 5.0~ +0f.~$food ,~ A''j' 4.44S4 a4 

M4etal/Metal1ic Manufact.) 49 5 '~ 4.1 44 +~ 
4 4.4 

, 

+44444."4.7$ 5.0 45.4J +0.4Cold ~ 

'~+1.27 5 8.0 .'..+0.5 .27"1 9.3C4'hemical Products 
4. 2~~.3 'r 4.9 +26Glass" ,.,',4 

' 41.2< ""398 -1.4 2.34 ""23.~7~ 1. 4i;Various 

T ta, 204.3"4"212.'7"" "+3.4 ~2"~208.0 "','238.4~' +30.4/ 

4. 
Percentag increase,'x' 4.1%.,','"' 


1'4 '6%.."''4 
0444Perenag 2/ inrese 

inclded4nde "varous 

~eae, ~.:"'"'~2 Pecenage fr~,'~)7 1~"~"<' ~1~4~K '33t7 
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(. Not based on specific project proposals. Rather simply assumes some decline 
from the level of new lending expected in 1971, 
7/ Provided by the Agricultural Attache's Office. The 1971 total consists of 

:-" million of the agreement signed in 1970 and $11.3 million of a;3,1 amendment 
'wo-yew:a' agreement to be signed in 1971. The 12.0 million balance of the latter 
greement is shown for 1972, 



AID-DLC/P-966C-i 

May 27, 1971
 

CIIECKLST OF STATUTORY CRITERTA 

(Alliance for Progress)
 

The following abbreviations are used:
 

FAA - Foreign Assistance Act of 1961, as amended.
 

App. - Foreign Assistance and Related Agencies. Appicopriaiion", Act .q""19'.
 

EMA -- rerchant Marine Act of 1936, as anmendea.
 

COUi:RY P RFORMA CE 

Progress To',anrdz Cou~ntrv Goals 

*1 Z , ')f. 5 71(b). 

A, Describe extent to which country i*:* 

1. Makin.g appropriate' efforts 
to increase food production 
and improve meas for food 
storage and distribution. 

Colombia is aigppr efforts through its Office Of 
Agri cultural Planning, Institute of Agricultural Marketing, Insti~ite: 
for Developmenz of U;atural Renewable Resources, Colombian Agricultural'
Institute, and it.; Agricultural Reform Program implemented by IIICORA. 
These efforts are more fully described in Parts One and'Two of the: 
1971 Agricultural Sector Loan Paper. 

2. Creating a favorable climate 
for foreign and domestic private 
enterprise and investment.
 

Colombia has traditionally created a hospitable climate for foreign
and domestic private enterprise and investment. However, the recently
announced co-mon foreign investment code of the Andean Group has 
resulted in a reluctance on the part of foreign investors to invest 
in Colombia (see Supplement One, Section 11 3 for a fuller treatment of 
this problem). 
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:+.+tlhro gh ;t e'stfm'ulatonof wfiipuiib dscussion of eeomn
 

andofredt t smll ndmiddle-,sie frmers. The efotsbin
 

The~~5 GO
salctn-vialebdeayrsucst 

dev-'-~-nteopent.oParnt procs. s, and <'11)'Y.... 'vs4........... + 5+ 

by istrto out:,de' if the major urban
 

for~ mltrexedtruneesr 

concntrtio areas.
The interehas faied pbioei h"dv~oinc the
also asiti nraigrh'u csrl ntedevlpe n proes


fre e ideendntlations (Swieepbidsuso~fdvlpet 'i 
.. a) Allocaing availablebugeta'ry
 

.. .es .. . .. *'
to de'velopmen 


1

'-~"5-" \ omciedi ininereigr ~the shin~and ot egagladmdied in ffi 

free andiindependentnation
 
in Wartsineto wo of'utefudst
 
ahelsoject's on incgre&sng. -oe~nte~ee~mn ---- 1- ''5+
+?i!+ -:
++++ hpbi rcs 5............................................. + 5++
... ... "+4+'
 Alloain i+++++++++++4., a) available budgetary ,+o
bye decenhaldeinstrated willingnestrtoontributede sof abstthe
++ to, development. 'resources:+++ -+++ '+P: ,4-.s4 y toba

,+++++++"+:'.+++ ++'++++!i! i!ii+:
/+++he+i+- - - -- - ++++++++::+ -;;+,++++- - - - - -- ---- -- - - - - - -...........
coentroramio (aras. etin Iad I 
1 

-S ......p I is cosincint ++ t + sed -itve..... +P,.+.+: ''.+w . ..........and1 
,.+ ............ -5-:+
++..+,... ! comumdernvlaio+++ ++
+++;+ +:::4+ ;+: GOC alloca++ting+iU+++" ++vailI+ble. budgetary-'+.,:.+++++, reaources•+ s++to'The ' is :+ + ++ 


:+:+ + +;Sections+?:+''++ :+:'++++ + +I-
 '~
 '++,:++'+development.+++:+++ (Part Two,-++'++++++': +':'C I and II ;+r+ ;' V '4' 
-pogrmba's anmd ubsni isre in .the.f. n ing'of educa.io. 

1,AF '----------------------------- S 

-.and interventionein afais onse +++ -ad+:I 
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<B"Are above~factozrs 

~the furnishinig of the subject assistance 

B.'..' 	 taken into aoooutini4i~~ 

. 

Tretnient~o U.S. Citizens ~ <~~ 	 >~ 

2. FAA ~.620(c). if 'sanc is 'Ji2ji~..<(. 

to gove-rnment, is the governmerrt '<' ~ 
liable as debtor or unconditional'iA . ... 

guarantor on aniy deb to a, 	 4, 

;t~~ ~ 	 citizen for goods or 'services .. '' 

frnished or ordered where ' (a);' 
,<. 

~ * 

such citizen has exhausted .,''7	 

.. 

available legal, remedies andA'~ 
1< ~~contested by such government?' 	 2KI 

According to 'the best 'informati' :avalilable,Col~ombia is not known{4
to be soindebted. ',7 .<~ 

3. FAA 	 5. 620(e)(1). If assistanoe ~ ''~ 

is to a government, has i~t 
"4 ~~(including government agencies or ,.,,~ "' 

subdivisions) taken any acti.on ,' ,, A-.<
 

which has the effect of' nationalizing, ' . .
 

expropriati~ng, or otherwise 
 '~ 

seizing-ownership or control of' , 

property of U.S. citizens or 
entities benefi~,ially owned by 7 

'<J ~ them withiot taking steps to 	 ' 

discharge its obligations 
.A<A 

towiai'd such citizens or entities? A ' 'A 

No such action 'is know~n'to have been taken. .'~>~'>'A~"~~ 

4. FAA 6. 620(0)''Fishermeki's:AProtective
 

Ac.0 If country has seized,' or ~7A4A
 
imposed' any penalty orA sanction against,'~<A' 
 ' 

any U.S. fishing vesselonaqnt , 
isfsig activities Ain interifltion, waters, ~c. 

>~'iA Thr is flo evidence tincaeh t heGC a so acted ag~inst anyU.S. fishing vessel. Tw~o fishing vessels were etained in -1969 n,the'area'6of Qu1tasueFi Banlk ad Sarraja Cay, are*as iihioh<'are 2aad 
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6. aking economic, social, and
 
political reforms such as tax 
collection improvements and 
changes in land tenure arrangements, 
and mking progress toward respect 
for the rule of law, freedom of 
expression and of the press, and
 
recognizing the importance of 
individual freedom, initiative, 
and private enterprise. 

Fiscal measures which have been taken or which are actively being 
considered by the GOC, sucl" as tax collection improvement, are set 
forth in Section E of Supplement One. Colombia'a extensive program 
of land reform, which is assisted by the 1971 Agricultural Sector 
Loan, is discussed in detail in Parts One and Two of the Capital 
Assistance Paper for that Loan. The development plans of the 

GOC recognize the importance of industrial freedom, initiative and 

private enterprise. Freedom of press, speech and religion continue. 

7. Adhering to the principles of 
the Act of Bogota and Charter of 
Punta del Este. 

Colombia is adhering to the principles of the Act of Bogota and the 
Charter of Punta del Este. 

8. Attempting to repatriate capital 
invested in other countries by its 
own citizens. 

Under the 1967 For.ign Exchange Statute, Colombian nationals were to 
repatriate demand and time deposits by mid-1967, upon their sale, 
and no Colombian national was to invest abroad without the prior 
approval of the Department of Planning. During 1967 it is estimated 

that up to $50 million was repatriated. No data are available for 
later periods. 

9. Otherwise re.,pondlng to the vital
 
economic, political, and social
 
concerns of its people, and demonstrating 
a clear determination to take effective 

self-help measures. 

The GOO is undertaking effective self-help measures in response to 

vital concerns of its people. 



'The ,GQC. siged an. investment guaranty bilat-eral agreement i±n.1963~-~and.. has. cooperated in i1mpl* menti g guaraaty. mm' 
- owvermheragre~ment~S~btl5 afi the.rColombian- Congress~~~

For. this reason. the ',Adinistratoi ls- Detei-icjn tider' which the~ program has operated was not renewed upon itsep va oi6n on December' 
31) 1970-- PT currently is studying, the quest~i'of,_hetCher, :to
continue the program in Colombia., Pending H1i~s,'tudy', the Mission<h 
recommends against denying assistance. ''

8. FAA 6. 6 20(q). Is the government of'2
 
the recipient country in default on
 
intarest or principal of any AIDj
 
loan to the country?~
 

No such defaiilt exists.
 

9. FAA A. 620(t). Has the, country 
 ~~' 
sw~ered diplomatic relationsr with
 
U.S.? If so, have theyr been resumed 
and have new bilateral assistance 

* 	 agreemonts been negotiated and entered,,

-into sincoe such resumption?
 

Colombia has not severed diplomatic relations with the United' States.~ 

10. FAA §. 620(u). W4hat is~the payment:sttu of~ the country's U.N. 
'Vobligatio-ti? If' the 	country is in, 

a~a~'arrears, ware such arrearage tak~en 
into account by the AID Administrator 
in deter,'nhing the current AID 

pOeratibng Year Budget? 
. 

' a 

,Clmi is ntdelinqu~ent with 
--respect to due, assessyriILM, orote 
obligations-~to the UT.N.";'"'(a' 

aaajVa. L7 a" ,a 

aa 1i:'FAA 0.620(a). Does~~iocipient country 
aa~ 

aa~~ - afurnish assistance to Cuba,-orfail. to a 'a'4L'(& 

atke appropriatesepsto'prevent ships 	
a 

~ '.<-aaL..LV4U
 

aaor airorafti-under its f'lag to -carr
 
carg 
 'o fromL Cuba.-


Colombia dosnot furnish asitnet -h rsn Government ofa 
~<Cuba;, Colombia has tak~en p'ropite steps to prevent ships ~aor
adrcraftunder its registry 'from ,ergaging in'any Cuban trade. 
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The fact that the area is in dispute

both by the U.S. and Colombia. 
 The
 
was recognized by a U.S.-Colombian treaty signed in 1928. 


in error, admitted by the Colombian Government, and
 detentions were 

the vessels were released without fine.
 

a) has any deduction required by
 

Act been made?
Fishermen's Protcective 

N .A. 

b) has complete denial of assistance
 

considered by AID Administrator?
been 

N.A. 

with U.S. ovcrnnitflt and OtherRelations 

Nat ions
 

5. FA. If assistance is for 

any productivu enterprise which, will
 

compe te in the U.3. wtt-h U.S. enterprise,
 

is there an a.reement by the recipiert
 

Cointry,, tG )V!0v nti export to the U.S.
 

more tLhan 207. of the enterprise'sof 
annul.! production during the life
 

of the Inan?
 

that the small and medium sized businesses which will 
It is noL ;ntici.ated 

in the U.S. with U.S. enterprise.by loan funds will comctebC a!s:ited 

6 FAA ti 620("). las the country 

fai led to take) tVi t eC, or
ade~qviiatli( Ti~e~asur- Lo -)roven t the 

dan1C0 or dCstruction h/ mob action 

of ; property? 

aria 2aking; to prevent the damage orte 'canuresCo)looa is 

7 ,ob action 0o U.S. property.
destruction by 

7. F 2u 'i. 2 jjli). if the country has
 

failed to institute the investment
 

g,,uaranty pro,,;ram for the specific
 

risks of expropria tion, in con

vertibility or confiscation, has the
 
the past
AID administratior, within 


year considered denying assistance to
 

for this reason?
such goverrament 

1-I 



~AAA~AA-8 

One,~ ~p.B1),i ~ ~ 1~ diin .hr r 21mlinpsslf vrfo 

las ya I Yugetavilalefor.tesepuposs. Lasly;."hebugAAer A 

... 17.. FAAA~ ~ 20 ) Information an 

~ - ~ ~ oslso on reasonabA lenesspy 'a n 	 -. AdA ~ 
4
 

for~~ve froBmrowr
 

Inomto16) Incaddiion throrn10uLoA~eo~r
 

soune p. ss loni ,'aeprun
 

oasth loean~bdexed abi0,0-,a conr
 

1
~~iAsuc	provid sanohte r wilthoassuoan festh, ucas f iltr
 

equipmecalt ind s~tondo na~~ pn ~res;<i~
geecaliall hc 

Gerl onmclyadtehal 	 ones manne... ~ A 

19. FAA fi. 2051(d)A. ;Information and 
theAAP 


clglo ude~hs~fcuntryrepay thso and 

UncSdi) o A
 

A ~conslusi on on ceasoableney o afd~. 	 .A 

ofeasnabdlenessnin ef 

The terms of t~he proposed loanA are scnsitent wthr the lasonable~A 

prosptect froer its< reamet 



_____________ 
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"11-- 'FAA, § 620(b~ If' 0.5itn i 9to 4 

~~ zz~~Y8~~1&i ,9' Secretary 'of State 

Y~byth Comn movormQt? ~t1-nterrional. unist 

The. SecrQtary. of' StatuL has detarmnine& that 'Col~mbtJiot~ 6ontrolled 
by the -:Lnternptional Comm iuist m mnt 

S1.FAA 0. 620(f). Is recipient c~uritry 

~~-~ Comaizst. ountry? m- 4 

-- 4 <1rFAA ~.620(1). Is recipient oo6unr-- 14$1 
,
in any i in*holv-ed inia) subersion 

of-$ or~#41#4xy. ag ession against, 'the ~~ ~4~
 
or an onr eciigUS
 

.,4sistancf r, (b) the~pl1wining of zub
 
subvrs~ia 2zggzusion?
 

§.60n*Does reci'ient 6 ntY. 
furniij7ood'to N"h Vidtiam or j Qnr4t, ships 

or, airQrf -underi.q f'lag to cry Qro~zz 
to or ifromNo~rthi Vietnamn?A 

To the best of' our knowled~e, no Colomb4h zh d6-iz'ar'ft trade 

4-Military~ Rcpenditures I --- ~ 

16-,: r-A a. -J.). hat perc~eoxage of I'1~-, -: > >> 

coiintrybutdg 1j for military-- ------- 4444I s 
expenditures?. H-ow rruch-of foreign-'- v 
O~ag-mo e .9pent .on .Milite~ y~->~4 ,,>-. 

~>-~----equipment? How ,much spbnt for the
~~~\P ->m'prhase of' so~ftisticated weapons 10 

1' k.)l % (see, Table 5yutpPlomet 

Ini t~he 'GOa haauQ~tQ1,Pb)a~h this FisalJ. Year~, sO 
forthepurchase.of :sophistioated-mltpnn,(e uplnnn 

"'N 1-"1re~ (4. 

1 

http:forthepurchase.of


I t,, 
.-

444  
da to:, fi al 44 ' ~ ~- - 4 4 r4, 

ht thes

-o-the-contents--o f--th-is -oan-and-av~e-expressed-grea t-i-nteres t-ij-t7-
ac as~the' loa iorpemn144 heir rColombian 

idrt '~ Ieter 4 ffct nd Th .IDBBank'aReotaeben ino 

lishorp.ment, iscmlmnayt 
4activities. 44 A4,. 544 

oan's-Relattonship to Acheveen 
of CGountry and Resgitnal GCoals ' 

____________4449. go 


~---~,~which~ assistance reflects <44
 

7.4. FAA 207; 251 a).4 Extent to~ 

-- 44appropriate em~phasis 4 pn: 4--444444~4,,,4 45j 4~ 

a)enouagn drevelop 444
 

444~ ,o,-,.-,-4444- economi,4 pol ti 1-4-4 ,.44
 

'4;'A 

the soanalementandworker lee insal nusre. lo tanigi 

urba\Aare portio ofisi t long tiie eneal 1 f elh
 

<--44 - obtain and heptautiel ti1Lre s,, o~f rdt"n 


44 fe laubor' unoneedc;opeeativge) 4'4 4,~'',

-. r-,4, 5 4 ,,-4 44,n4 - 444444s 

an v-o~' t444r'4~4 4 

trasprtaio an communication;4.4
 

plnnn public.4.- an admiistrti4

4u ba de e op e t an m, 4, .4,-4 44444 44
 

of existin laws.., 
 ~',''4'~4 .4445.j 
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20. FAA n. 61]'a(l). Prior to signing 

of loan, will there be: 

a) engineering, financial, 

and other plan- necessary to carry 

out the ass,,stance 

this loan is to an entity of the GOO, acting as a financialSince 
loan to other agenciesintermediary 1-,y redistributing the proceeds of the 

in the Urban-Rcional se.ctor, engineering plans are not required. With 

the total cost of the program is basedrespect to finanrcial planning, 
of the on an analysi 	 of quantitative demands and absorptive capacity 

sector (see Part Two). Organizational plans are set forthUrban-Regio-al 
The Mission has, as yet, not ascertainedIn Part I, StcIion I. 

be utilized for the purposes of providing overallwh-at orgai.'atVon vill 
the Loan. However, the loan agreement willmonitorin,, :spon:;ibility for 

not be until ;,-;nedan arrangement with an appropriate entity can be made. 

plans for the loan are contained in Part TwoPreliminary iml mntation 

of this loan pl;r. 

b) a ruasonably firm estimate 

of the cost to the U.S. of the 

ass is tanc-? 

of the cost of 	 the program is set forthA reason:.bly firm estimate 


in
 

211 FAA o 6l).UY(2. if further
 

legislative action is required
 

within recipient country, what is basis
 

for reasonable 	 expectation that such 

action will be completed in time to
 

permit orderly accomplishment of
 

purposes of loan?
 

No further legi:lation is required.
 

22, A . 61i'e.. if loan is for capital 

assi.stance, and all U.S. assistance to
 

project- now e:-xceds "I million, has Mission
 

Director certifted the country's capability
 

effectively to 	maintain and utilize the project? 

Yes. See Director' : Certificate in this Supplement. 

23. FAA _ 251(1)). Information and
 

conclusion on availability of financing
 

from other frec-world sources, including
 
States.private sources within the United 
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It is anticipated that the loan will contribute to the economic 
development of the country by assisting in the upgrading of technology, 
availability of credit, and increased productivity of the small industry 
sector; moreover a portion of loan funds will be used to provide training
 
in the areas of urban planning and public administration; and lastly, a
 
significant portion of the loan will be dedicated to the urban develop
sent of mediu sized citie; in Colombia.
 

25. FAA §. 209. Is project susceptible 
of execution as part of regional 
project? If so, why is project not 
SO exeCuted? 

The proposc( lo.an pi-oject is not susceptible of execution as part of 
a regiona1 project. 

26. FAA . 25i(h'(3 . Information and 
conclusion on activity's relation
ship to, and con istu cy with, 
other developnent activities, and 
its con tribution to realiable 
long-range objectives. 

Tieo loan will contribute co realizable long-range objectives by 
encoura,1in; the GCC tac take planning and administrative measures which 
will irove its action in the urban-regional sector, to provide incen
tives for the investment of private capital in that sector, and to 
increase the GGC investment in that sector. The loan program is 
consistent with the plans of the IBRD and the intention of the Mission 
to support urban-regJonal investment in future years. 

27. FAA 5. 2511,)(/_). Information 
and conclusion on whethor or 
not the activii:v to be financed 
will rontribute to the achievement 
of self-sustairin(, g-owth. 

See cornnuent under tem 26. 

28. FAA 2.1(a). Describe extent 
to which the loan will contribute 
to the objective of assuring 
rmaximum particip ation in the task 
of econoiic development on The part 
of the people of the country, through 
the encouragement of democratic, 
private, and local governmeital 
institutions.
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Th us~o peo eeaedb h on oass ninrsrcue mrvmn
 

indudecntrliztiotra 1 an of laningfuntion oftheG(4 
will-Jurther~~~patcpto to h epe n
e ndvlpetb 


caaite oesos geope ofb the la o sit 4 n nrsrcueipoeet 

intellecrial rsucst norg
inttuin evelopment;ciad nndvl~e' by~h' ejl~ n 

covenmetl and politicaltal
processes~ 

etaA§toselFs 281b) erienet~ o ~ 

ichoemnp o f u'rbaonares ane deetalzto of$planin functions is 

paper describes in fuldesihes nea for:~ ra mrvmnd anehne 
cpograme, ofdthe 4epepledofn fthe therefro. As alodscie i a 
Twooftheutalies thoto udswlountry'sin >+Y '>KIAfla 'sd 

lvlpbi adiitaosteeyecuaiginstitutional
development.,ad<>.'" 

30, Inorato ,4A
601a) 


lkill rilecuaeequiredfos
 

4ovnernatioand pticlrcesee 

'"eeTheialo self-governesethe flw~f ntratonl trd. akn 
fre dolr to444 th avilbl O hc t'a otneasb 

:stanprav mporturban of ecesad gods anzation'of -ing fuhte I G OC"ndeet ua 
indisenrable txotafton of Col-bi olombia'ia..: h B4artce of , thisnts 

papse coesierts in full.ne o n nacdubninrvmn 

~~ progrativ and chomepettienef 4 terfoi.A lodsrbdi at 

pw ofbl tepaper a ue o~o fundswilneded tostrnthnlocamporrtion f 
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private sector's productivity, and by supporting the GOC's development 
plans which contain many measures designed to stimulate private initiative. 

c) encourage development
 
and use of cooperatives, credit 
unions, and savings and loan 
associations; 

N.A.
 

d) discourage 
monopolistic practices; 

The loan will discourage monopolistic practices by providing credit
 
to Twiny small buslnessmen thereby providing more effective competition,
 

c) improvw t-echnical efficiency 
of industry, agricUIture, and 
commerce; 

The loan is desip-ned, in part, to improve the technical efficiency 
of small businessmen by providing credit for technical assistance. 

f) strengthen free
 
labor unions.
 

N.A. 

31. FAA 1,. 619. If assistance 

is for newly independent country 
is it furnished through 
multilateral organizations or 
plans to the maximum extent 
appropriate? 

N.A.
 

32. FAA1o. 251(hX. Information 
and conclusion On whether the 
activity is consistent with the 
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findings and recommendations
 
of the Inter-American
 
Commit:tee for the Alliance
 
for Progress in its annual
 
review of national develop
ment activities.
 

The proposed loan is consistent therewith (Part Two,Section III) 

33. FAA § . 251 ( g) . Information
 

and conclusion on use of loan
 

to assist in promoting the
 
cooperatfve movcme:'t in Latin
 
America. 

In view of the nature of the project, it is not appropriate to utilize 
tie loan to assist in promoting the cooperative movement in Latin 
America.
 

34. FAA 1 . 2 251(b)(8).
 

Information and conclusion
 
whether assistancu will
 
encourage regional development
 
programs, and contribute to
 
the econoic and political
 
integration of Latin America.
 

IN. 

,an; Effect: on U.S. arm1i D Prac, ram 

35. FAA q, 251(b)(4), V. 102.
 
Inforna tion and conclusion on
 
possible effects of loan on
 
U.S. economy, with special
 
refurence to areas of sub
stantial labor surplus, and
 
extent to which U.S. commodities
 
and assistance are furnished in
 

a manner consi;tent with improving
 

the U.S. balance of payments
 

position.
 



wilecurg U.S private, trade 

andKinvstmeintdobsroadcandeplt 
''i Wil enorg riaeUS 

anhowre fect2iP 

Itis antuiipte thatowa.heubsantil ubro 
Linderencoulae UtS private, oa c~Kirreny 

ityenwifnorag priatUS.exot to Cooba 

wil 
hedlasepne
-rtr oth .. i 

~~j ~~apistalc progt 
egnigand

eservices of 

reicldn 
profesioal

Ufrs.ddthi 

exteintcnipstedt wththsbtnilnmeeotedl~~ed~ 

under this loan10prhs oalcirnywl 

38~. FAA 0. 602(. Iforatio 

engicneiglnu oesion awhehe U.S.K' 

servis, ofdUerics. financend thery 

~~ 

extntprooter asist the~ 

Noocuremeaitpofegtseorngo 
activities~~A 

ulodero t lonsZ 
ofteCmuit 

1 - ~ 



~K40. FAAA. 621. .1If technical <, 

a&s.ta nce is financed byTthe' ; .-

Sloan, information and cio 
whether ,such as~ssance will be~ '"-

~~ rurnished to the fullest extent- ~ 
practicable' as goods and pro-.~F

*A. fessional and other. services, 

.~~ 

, 

~ i 

2 A>~& 

~~-

~ 4 i.i.:V, 

from private> enterprise on~a 
contract basis.4 >If the..............F--.A 
facilities of other Federal. 

>

agencies will be utilized,~- ~ 

suitable, are not competitive -

with priva te 'enterprise, andcan be. 
'made available without undue 

, 

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

, F' 

?4Vty; 

' 

i, 

interference -with domestic -'.. 

No techica~l assistan~ce wilbeprvdunethlo. 

41. FAA 0. 252(a). Total -; 

amount of-money under.loan 
which is going directly to 

Y4 
". private enterprise, is going 

to intermediate credit 
institutions or other 
borrowers for use~by private 

3 
~-4~FVF4enterprise, is ,being used to.,~-.i, 

finance imnports from private 
sour~ces, 0o1r isotherwise, being. 
~used-to finance- procurements -from,. 
Fprivate~ s6urces. 4 F-

--

~. 

-

'4>''' 

-

.F.VFU, 

- F 

r 

44 

4 

4F..> 

> 

>.~Y~ 

4,.,.4>. 

,4$4 

~ 
.~. 

~ 
4 

A 

4F.F"~F,> 

None of tefns'aeavailable under the loan widll go directly~ to~'V. 
private enterprise. The loan',willb dibuse diecl to the~ 2~ 

government, whose' agencies, including intermediate'credit institution6, 
in turn'.willV-supply' funds, to, arge-numbers, of individual sma 11'borrowers 

F,>. in the private sector,.who will procure' from private sources. -

.- - - - - - - - - -'*- - 'F-4 

-. .F'4~> '~4 V V 4'-F4--FK 
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-6 t- r e 

~_4 

44.: FAA 1. 604(a) . 11i~all 
., >commodity procurement financed 


under the loan: be' fro&m.US., 
~r~- ~. 	 except as otherwise -determiined 

by the President? 

45. FAA 0. 604(b). What ~ 
-provision is made to, prevent 


fianin comdt procure
ment in bulk atyrices. higher -' 

than adjusted 	U.S. market price?~ 

R ou'tj(dj .If the-
C;S~~S~FAAV~ $~C~CC 

- ~ CCV5host country 	 discriminates 
',CCS7V CCCCVC.against U.S. marine. insurance-


companies, will, loan agreement 

4AV~C~CCC 

JVC>C 

Srequire tamarine insurance~C~~4CV-C 	 ~$ 
C5.-Con CCC>- VC 'CS(2 C be'placed in the U.S.CC~CC$C 

4V-

CC C>CC;!< 
 com~odities fianced bthe loan? ~'--

rate f loa peleast2% 

n 	 I 

thratr
~ ~~&laat least anu 27pe 

*43. FAA §-68a. Information 
- on measures tor be taken to~ ~ 

utilize. U.S. Government excess'~, - , 

personali property in I ,u of ~ - ~ ---- * 

the procurement of new'items. ----- ~ -- ~----. 

n5CS-~C'CC--

SC 
k

!:tVCi' C 	 C 'ACVSCCCC 
9 

QJICCCC 



-------------------------------------------------------------

___ 

4-1FAA 94 604ke). IfXoff-shore~~

commodity or, productis; to be~<
 
~ ~ ~financed, ~hrervsion 
 7 

against, such. procurement whenY~ 
the domestic' price1 of, such 
commodity is less than parity? 

N.A. 

48. 'FAA 0. 6 11(b) App. .. 101. 

If loan finances 'ate r or wa ter-

--

related land ~resource constructioni 
- ~ 	 project or program, is, there a
 

benefit-cost computation made,
 
insofar as practicaible, in. ; ;

accordance with~ the procedures
 
stforth in the Memraduo 

the Preside'nt dated May 15, 1962?7 ~ ~ ~ 

N~.A.

49. FAA 6.611(c). If contracts
 
for construction are to be
 
financed, 5what provision will
 
be made that they'be let on a 
competitive bsis to maximum 

5
 

extent practicable?.-* 
 ~S 
s.~-~ 

50S FA .60g4.'htprovision is against
there; 

use 	f tassstane sujec 

prvsinister'igis
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,~r.~'51., FAA R.: 612(b), s 636(h)'. - 

-- Describe- tesaen-o-a sur".~ 

oohtribut±hg local currencies.. 
to meet the, costV of constractua.J.'anid
other services.,and foreign~ 
currencies owned by the TWS. are V .i 

utlie-Wreet m> the~cs of 
V~V~j Vcontractual and other services. - ~ 4~V~ V~V'~Vb 

VV The GOC is financing th mjrpoi'tion of t~he cotof thprograi' for 

whc thsla ithis ae 
Vtractin an other 4sevic 

financing-±noludes the'cost,'of,,con 4 

No U.S.'owned7 foreign excess ourrency 
44V 

4 
Vvial is for thes purposes. 

52.j App 2.' 101 'Wil any2V 4 

loan4 fund be used tV V 

pesos etc. fo mili44tary 4 

personnel 

NoVV ~4 

Vntun 444 44funs beinUsed toay willloanoa GCwhc fnd
 

44thpenions,goec.; or lgir fo reitibto "euatoa 

44 4 44V4~'No. 

196 (ieglaio 7>4, 

4444iN.rAa.aLprjcis4 
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56. FAA §. 636(i). Will any 

loan funds be used to finance
 
purcha,,e, iter"m lease *or
 
exchange of motor vehicle
 
nanufactured outside the U.S., 
or any guaranty of such trans
action? 

N.A.
 

57. App.'. 401. Will any
 

loan funds, be u:.;ed for publicity 
or propa;anda purpo ses within 
U.S. not authorized by the 
Congress? 

No,
 

58. FAA ". 620(W). If constructlon 

of productive enterprise, will 
aggregate value of assistance 
to be furnished by U.S. exceed 
$100 ,-.iI on? 

N.A. 

59. FuA . 12(!). Does the U.S. 

own excess foreign currency and, 
f so, what arrangements have been 

made for its release? 

No.
 

60. M',t i. 901(b). Compliance 

with re uireent: thac at least 
fifty percent of the g'ross 
tonna'ge o co0' moJ, itics (computed 
sc:para teiy for dry bulk carriers, 
dry cargo lincrs, and tankers) 
flinancCd WitLh fnds ma1de available 
under thi- loa- shall be transported 
on privat:el-o,n d U.S. flag commercial 
vessels t-o the extent that such vessels 
are available at fair and reasonable rates. 

N.A.
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SUPPLEMENT TWO 

C- 2 1 

CERTIFTCATTON PURSTANT TO S'TJ 6.0 (e) .0 THE FOREIGN 
A.SSISTANCI, ACT Or 106. AS A!4ENDED 

SUBJECT: COLOMBIA - Capital Assistance - Urban Regional Sector Loan
 

Having taken into account, among other things, the maintenance andutilization of projects in Colombia previously financed or assisted 
by the United States, i certify that in my judgment Colombia has the
j.'nancial capabilities and the human resources effectively to maintain
and utilize the proposed Urban Regional Sector Loan. 

'ilis judgment is based prim;-r.ily on the faci-s developed in the CapitalAssistance Paper for the proposed loan of $33.9 million, which dis"
cussed in detail the capabilities of the various governmental agencies

which will implement the loan, and finds that they possess adequate
finrancial and human resources capability effectively to maintain and

utilize the project. 

Marvin Weissman
 
Mission Director
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For purposes of comparing sectoral expenditure in different 
tm2ie periods we have computed for 1969 through 1972, as 
shown in Tab].e 9 of Annex II, the following: 

A. F]Anr enLiies whose fun cti ons are c directly and 
a.most entirrey 17CILated to i)roviSion of municipal public 
s:;ervices and Iev, Lnpnn of sm]], and ,edium industry in 
i.ntremediat:e cities, the entirety of the amounts shown in 
the national budt LirrespeeLive of supervising Ministry 
aid including Lra'-I s 111r payments 

B. For enCi iLis Of- groups of entities which perform 
the anove CuncLions, but only as a part of their investment 
progr-ams, a 1:erce1tage of the amounts shown in the national 
midget has ed on 22 QX-IV fln Lion of the dLetailed budgets of 
,- 5-inip.e thCe '2Sni C-enc 

C. The budg-ts of i7ew national level quasi-public 
a, Ienci.es whc rc ti c expenditure does not pass through the 
national budget , Lur whose functions are as in "A" above. 

I). Es timateS of the invesLment: made by certain 
specia lJized types of local level eniLties, but not 
departmiental or municipal budgets per so to avoid double 
count in&. 

This method of computing sector investment probably understates 
tho: national total, but since the concept is unchanged from 
year to year, it does seem to show the trend in investment 
as follows 

Millions of Percentage Increase 
Dollar Equivalent Over Previous Year 

1.969 204.7 
1.970 215.6 5.3
 
1971 263.1 22.0
 
1972 300.9 11.4 

http:Ienci.es


~'4 j4~ a 

TPable: 10 of 4Anex II show(s how) the abovei investment wasi 
~inanced from, GCO resburces dnrastnc aA 4i 

Th e following percentae bre'akdown inicate ~that around~ ~ 
S 80% of total- sector investment is 1financed from GOCu 

4P're source s . 72:&xi-* 

1991970, 1971 1972 

AID. 5 -7 i 5.5 8. 6.7(; 

Other Donors 6.7 1.8 123 1. 

GOC <87-.6i 281lg7; 79 .'4 480.52>'r 

'
TOTALS 100 100 ~-10010 

Since approximately 75%: o' the~ proposed' loan'.will be ~ V~~ 

~~----disbursed in cbrinection ~with the:GO OA1972,budget, we.
 
have compared theVU.S. percentage of the total~ector
 
investment for 1972 withP the preceding GOCbudget year,,
 
1971, and found that the~U.S. share of the total decreases 
centag8.5 to 6.75%. Wer&eweto~comhpare the U.S.'per- ,, 



,centage oftotal irnvestment for the l82rmonth re1 
V1~>~ment period (/71-cL2/72)Cwithr theprevious 18.morth' >.vit 

period,(l/ 70-6/71),, we woul find the U.&. share increasing~
slightly from,7. 1-,to, 7.2% a-not,unreasoablelposition1 4 
for this first~period of activity in a new~sector. 

Turnng to the1 iniida prga o wnnn the proposed ~ 
loan w~ill -provide support' it is. considered_us-eful 1to -J '<r, 

1compare, the'two 18:month,-perliols in order,to determine 
the portion of the~incremeth.n byihtiv~yfnn 

tU.S. for-ongoing aciiis Sid-Vnsmeistne
 

- ~ AID ,financing. (%in.the,.formn of7counterpat,) wasiincluded4 
-~ 2in the base period- we calculp'ed theV6hgev in "AID~ 1 

Coth
supr n r'elated that' change chageinthtta 
---iof the activity., For all major activitbies the U.S. ~ C
 

'4share 

tof the inc.rement in progr~am Iexpans ionis50 or' 

7less. For two mn'or activities, wethe loan 'input
 
- ,~' p~~~V$000 the reasons fPor exceig50~ are gi.ven
 

V-'intlhe footnotes, to the Table in this section.
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