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PROJECT AUTHORIZATION
(Amendment No. 1)

Name of Country: Bolivia
Name of Project: Export Promotion
Nuinber of Project: 511-0585

Pursuant to Sections 103 and 106 of the Foreign Assistance Act of 1961, as amended,
the Export Promotion Project was authorized on November 15, 1988. That
authorization is herebv amended as follows:

a.

The [irst paragraph of the authorization is deleted and the foLlowilg is inserted
in lieu thereot:

“1. Pursuant to Sections 103, 106 and 531 of the Foreign Assistance Act of 1961,
as amended, 1 hereby authorize the Export Promotion Project for Bolivia,
involving planned ocbligations of not to exceed twentv three million five
hundred tfllaousand United States Dollars (US$23,500,000) over a seven year

eriod from the date of original authorization, subject to the availability of
unds in accordance with the' AID OYB/allotment process, to help in financin
foreign exchange and certain local currency costs r}:)r the Project. The planne
life of project is apgroximately seven years from the date of initial obligation, or
to September 30, 1995.

The revised goal of the Project is to increase the contribution of the legal export
sector to Bolivia’s economuc recovery and growth. The revised purpose is to
increase the dollar volume of non-traditional exports and related employment
by Bolivian and fureign companies that receive project assistance. A major new
component, Foreign Investment Promotion, is incorporated into the Project
through this Amendment. This program will identify firms interested in
investing in Bolivia and assist them in this process.

Waiver Permitting Local Cost Financing

Based on the financial plan and justification included in the Amended Project
Paper, Section VI, and the description of project activities and implementation
arrangements in Sections [V and V of "he Project Paper Amendment, local cost
financing with appropriated funds is hereby authorized for procurement
transactions for the four components of the Amended Project, as necessary to
fulfil program objectives and to best promote the objectives of the Foreign
Assistance [rogram. A waiver permitting local cost financing of the cost of
local project staff of Bolivian nationality is herebv granted in the aggregate
amount of $300,000, for the reasons stated in Section VLF. of the Project Paper
Amendinent.
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Except as expressly modified or amended hereby, the authorization remains in: full

force and etfect.
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ANAPO  Asociacion Nacienal de Froductores de Oleoginosas
CAF Corporacion Andina de Fomento
COMIBOL Corporacion Minera de Bolivia
CRA Certificado de Reintegro Arancelario
DICOMEX Direccién General de Comercic Exterior del MICT
FEBOI'] Federacion Beliviana de la Pequena Industria
[TZ Free Trade Zone
GDop Gross Domestic I'roduct
OB Government of Bolivia
IBCE Institute Bolivianoe de Comercio [Fxterior - Santa Cruz
IRRD International Bank for Reconstruction and Development (World Bank)
INBOTIA  Institulo Boeliviano de Pequeiia Industria y Artesanda del MICT
INTEX Institulo Nacicenal de romocion de Exportaciones
JUNAC Junta del Acuerdo de Cartagena
MICT Ministerio de Industria, Comercio v Turismo
MPC Ministeric de Planeamiento v Coordinacién
OricC (OMverseas Crivate Investment Corporation
FACD P'roject Assistance Completion Date
I'PI Programa de 'romocion de Inversiones
PROA Frograma Piloto de Desarrollo Urbano de El Alto
MROAG  Troject Agreement
FRODEM  Fundacion para la Promocion v Desarrollo de la Microempresa
UDATE Unidad de Analisis de Politicas Economicas
UNDP United Nations Development Programme
UNFDAC United Nations Fund for Drug Abuse Control
GLOSSARY
Magquila: Offshore assembly of components for export. Export may be
to the country of origen or to a third country.
Export Capacity: Iroductive capacity installed but not yet utilized.
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I EXECUTTVE SUMMARY
A. Recommendation

USAID/Bolivia recommends that a new PACD for the Export
Fromotion Project be established, extending the project for one vear and ten months
from Noevember 16, 1993 to September 30, 1995, and that $12 million of ESF funds
be added to the project. Counterpart funds (GOB) will be increased from $2.4
million to $59 million. This amendment will add a new compenent to the project,
Foreign Investment Promotion, and expand the Technical Assistance to Exporters

cumpunent.

An additional $5 million in ESF funds, currentl expected to be used for
credit, will be the subject of a subsequent Project Paper Amendment and
Authorization Amendment.

B. Summary

The Export Promotion project (511-0585) was authorized on November
15, 1988 by the USAID/Bolivia Mission Director for a life-of-project funding level of
$11 5 nullion. The project was designed to provide technical assistance and training
te Bolivian producers and exporters in developing and marketinﬁ exportable
products. The project was also to establish a pre- and post-embarkation credit
program and support pilot investment promotion activities.

The project is now being arnended in order to incorporate a major new
Foreign Investment Tromotlion component, to increase funding for tecluical
assistance, and to make other minor adjustments in the original project design.
Numercus USAID-funded sludies over the last year as well as experience under a
small investment promotion Filot suggest that Bolivia has sufficient comparative
advantages lo be attractive to foreign investors. The Foreign Investment Promotion
program will market Bolivia to potential investors ard guide those who are serious
tirough the execution of the investment.

The goal and purpese have been revised slightly. The revised goal of the
project is to increase the contribution of the legal export sector to Bolivia’'s economic
recovery and growth. The revised purpose is to increase the dollar velume of
non-traditional exports and related employment by Bolivian and foreign companies
that 1ecerve project assislance.

The main components of the project have also been redefined. The new
components will be Techmical Assistance to Exporters, Foreign Investnent
Promotion, and Export Finencing. The Technical Assistance to Exporters
component will be expanded, based on successful results thus far. The small Y““t
effort in investiment promotion, initiated under the originai project design, will be
expanded into a major new Foreign Investment Prometion program. The Export
Iinancing component, which has failed to move loan funds through the Central
Bank, will be removed from the Central Bank and restructured. A subsequent
Project Taper Amendment will describe this new structure. Contingent upon
technical and demand studies to be completed, up to $5 miillion in credit will be
added to the component at that time.



It is expected that by the end of the project, the following targets will
have been attained: $100 million in export sales generated; 10,000 jobs crcated: and,
$50 millien in export capacity ﬁeneratgd. These targets mav be increased in the
subsequent PP Amendment on the credit component.

The contract with CARANA Corporation, an 8(a) firm will continue
through May 1992. The remaining work under the project, from June 1992 to
August of 1995, will be competed among Gray Amendinent firms.

The Mission has received authorization frorn the LAC Bureau to extend
the PACD to September 30, 1995 (State 110911) and to a prove and authorize the
Project Paper Aniendment in the field (State 198883). Concerns expressed in the
NPD guidance cable and a subsequent "think piece" from LAC have been
incorporated into this PP Amendment. Detailed responses to Ali. ‘W cables are
founcf in Annexes 2 and 3.

C. Life-of-Project Funding Summary
An additional $12 million in ESF funds will increase the A.LD.
life-of-project funding level from $11.5 million to $23.5 million.

A summary of the sources and uses of A.LD. funds follows:

TABLE A (000s)

Original,

as amended This Project Total

and modified* Amendment LQf’_
Technical Assistance 3,008 5,242 8,250

To Exporters

Investment Promotion 955 6.945 7,900
Export Financing 7,045 (1,045) 6,000
Project Support 492 858 1,350
(Including audits/
evaluations) e e ——-
TOTAL 11,500 12,000 23,500

* amounts have been reorganized into new project components for presentation
purposes.

The GOB local currency contribution will be increased by $3,500, from
$2,400 to $5,900. The additional funds will be used as follows: $500,000 to cover the
T A. for Exporters; $2 million for Foreign Investment Promotion; ard $1 million for
Export Financing. The Private Sector 1s expected to invest at least $6 million.



1L PROJECT BACKGROUND
A The Environment for Exports (1)

After a pericd of hyvper-inflation, in which the average rate of irulation
reached 11,750 percent in 1983, the government of Victor Paz Estenssoro
implemented a New Economic Policy which stabilized and liberalized the
ecunomy. Supreme Decrees 21660 of July 1987, and 22407 of January 1990, adopted
additional measures to consclidate the economic stability of the country, and
improve its competitiveness with the rest of the world.

At present. Bolivia's macro-economic environment is one of the more
favoralble in Latin America. During 1990, the country’s inflation rate was 8% (the
lowest in South America): the exchange rate is estimated to have depreciated. in real
terms, by abeut 3%, and cfficial estimates indicate a 2.6% rate of economic growtl.

Bolivia's economy at present is very stable and is also one of the most
liberal in Latin America. The official exchange rate is determined by the Central
Bank (the gap between the official and the parallel exchange rates has been less than
1% for the last five vears); there are no foreign exchange controls: the import tariff
for capital goods and equipment is 5%, with a three-vear pavment perioﬁ, and for
all (\tﬁer merchandise gouds 10%; and, there are no export taxes, except some
rovalties to be paid to the State vin the production of minerals, hvdrocarbons and
wood. Until March 1991, all exporters oblained a reimbursement of 6% of the total
value of their exports (the Certificado de Reintegro Arancelario-CRA). This
incentive, now terminated, will be substituted by a draw-back system in the near
future. Salaries are freely negotiated and determined between the employer and
labor, and social benefits are estimated to be about $0% of the basic salary.

Additionally, the GOB has promulgated decrees authorizing Free Trade
Zone regimes, which provide exemptions on propertv taxes, the value added tax,
the transactions tax, i.mrort tariffs for all capital equipment and industrial inputs,
and any other murucipal taxes.

Finally, the Bolivian Congress has recently appproved a new
Hvdrocarbons Law and an Investment Code which authorizes an unrestricted
repatriation of capital, permits joint-ventures between domestic and foreign
canam’es, and grants the same tax treatment to foreigners and domestic investors.
Similarly, Congressional approval of a nuning law is imnnent.

The set of policy measures adopted since August, 1985 and the
additional structural reforms implemented since then, have resulted in increases in
tolal exports, particularly of non-traditional exports. Official estimates (2) show an
increase in total merchandise exports from $623 nullion in 1985, to approxmately

e e - - ——-—— - .-

(1) For a discussion of the relalion between this export-focused project and Bolivia’s
broader trade and investinent strategy, see Section L1.C. below.

(2) Bolivia’s official export data is based on invoices which are often grossly
inflated. Thus, caution is in order when using this data.



803 miliion in 1990, or a 29% increase; and a larger increase in non-traditional
exports frem $38 million, in 1983, to an estimated $290 mudlion in 1990, or 7.6 times
more  Because this increase was due, in part, to factors such as price fluctuations
and neighboring countries” econonues, the increase in subsequent years is expected
to semewhat more modest.

The amended Export 'romotion project seeks to capitalize on Bolivia's
favorable econemic environument and, as such, to make a substantial contribution to
the increase in Bolivian non-traditional exports.

B. [roject Progress to Date

The original Export Promotion project was designed to improve the
capacitv of Bolivians to export hon-traditional products. Eight miilion of the total
LOr funding of $11.5 million was to be provided for pre- and post-embarkation
credit, snmeihing which was considered to be a %reat constraint to exports at the
time The project was also to provide technical assistance to exporters and to
stiengthen somne of the key public and private export promotion organizations.

Project sub-agreements were signed with four implementing
institutions: the Instiluto Nacional de Promocion de Ewportaciones (UhlPEX), the
Instituto Boliviano de Cemercio Exterior (IBCE), the Federacidn de Empresarios
I'rivades de Cochabamba, and the CAmara Nacional de Exportadores in La Paz
These agreements comunitted funds to establish a computerized information system
for gathering, sloring and disseminating information on export markets. The
ongoing operational costs of each of these institutions were to be derived from
non-A 1D ‘sources. In the cases of INPEX and IBCE, operational expenses were to
be covered bv funds generated through the Certiﬁcad]; de Reintegro Arancelario
(CRA). wlich was recently phased out because of its distortionary risk and because
it represented a subslantial grain on the GOB budget.

CARANA Corporation, an 8 (a) firm, was selected as the principal
implementing entity on the basis of its extensive experience in export promotion. A
contract was signed on October 30, 1989, for a period of tluee years. CARANA
began operations in Bulivia in December 1989.

Project progress to date has been mixed. Although the original Project
Paper envisioned having the institutional contractor work closely with the four
local export organizations, CARANA has for various reasons focused most of its
energies on providing direct technical assistance to existing and potential Bolivian
expll"\ers in the areas of quality control, production expansion, product design, and
markels.

From January 1990 through December 1990, CARANA provided
varving levels of technical assistance to 35 exporters, of which 20 increased their
export production. CARANA estimates that the value of export sales directly
athributable to ils assistance was $2.0 million in 1990, an encouraging result for a
start-up year. [rojections for subsequent years are much higher. Under the
amended project, technical assistance will cuntinue to be provided directly to
expoilers.
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[rogress on the information network and library has been slow. USAID
has purchased, delivered and installed computer hardware and software at INTEX,
the H‘ederaci(‘n in Cochabamba, the Camara de Exportadures, and IBCE. The
Federacién m Cochabamba, which received a WANG svstem at its own request, is
currentlv in the process of exchan%ing their equipment for IBM-compatible
hardware. INDPEX has also lured a lhibrarian with project funds. In all cases,
however, the computerized uformation systems have not as vet provided a
meaningful service to exporters Experience in other countries with sophisticated
electronic databases demonstrates tlJmt these svstems are overly compfex for the
needs of new exporters, and moreover, since they are under-utilized, they tend not

to be cost-effective.

As of Mav 31, 1991, the export credit component had failed to disburse a
single loan. although funds had been available at the Central Bank since July of
1990 The following are the primary reasons for this delay:

- the negotiation between USAID and the Central Bank to facilitate
credit line disbursements was lengthv and difficult. In part, this
was due to a lack of agreement on disbursement procedures;

- market conditions have changed considerably since 1988, when the
roject was designed. The Bolivian banking svstem is now awash
in short-term liquidity, bringing into question the need for the
short-term export credit line specified in the original project paper;
and

- at the behest of the World Bank and the 1DB, the Central Bank has
adopted an auction system to distribute donor credit funds amon
the commercial banks. The result of this system is a substantia
increase in the interest rates on all credit lines funded bv
international doncr organizations through the Central Bank. The
price advantage of a donor credit line is no longer a factor for
exporters.

These vircumstances, and further analvtic work on export credit
requirements, have convinced the Mission that the credit component should be
refocussed. The Mission plans to remove the funds from the Central Bank and to
redirect the credit to serve a clientele that falls slightly below the level of security
required bv current policies of the commercial banks. These adjustments, including
the nfusion of a proximately $53 million in additional credit funds, will be
described and justiged ina subsequent PP Amendment.

The original Project Taper devoted only limited attention to foreign
investment }lwnmoliun. But realizing that this could be a potentially important
A LD. contnibution, the Project Paper left open the possibility of rilot investment
programs. The contract with CARANA Corporation specifically included the
development of an "investiment promotion strategy,” with the idea that this could
provide guidance for a future USAID activity. In’Januarv of 1990, two CARANA
emplovees prepared an "Investment Promotion Strategy for Bolivia." The



document recommended that Belivia undertake a number of small, pilot
investment activities in order to “test” different approaches. A few months later,
CARANA contracted a third individual (o take the “investment Strategv” one step
further ~ This consultant proposed the establishment of a longer-term, foreifn
mvestment promotion program, based, in part, on the Costa Rican experience. The
new strategy was accepted by the Mission, and led to the initiation of a small
investient promotion pilot program in January 19791.

The pilot program, although still in its initial stages, promises to be
successful  Ongoing analvses confirm the impression that the conditions for a
longer-term investment premotion program in Bolivia are present, including the
m-ailal*:lily of qualified premotion Eersonnel, the probability of establishing an
industiial Free Trade Zone (FTZ), and most important, the comparalive advantages
for atlracting certain types of foreign investors to Bolivia.

The new Foreign Investment Promotion component, to be added as a
result of this Troject Caper Amendment, draws frorn the successful experience of
Central American, European and other countries in attracting foreign investors.

. FROJECT AMENDMENT RATIONALE
A, Amendment Justification

The are two key reasons for this amendment:

1  The technical assistance compoenent is showing promisin;g resutlts.
In 1990, the start-up vear, $2.0 million n export sales were generated and 150 jobs
were created. Based on these preliminary results and the addition of a Foreign
Investment Fromotion component, the insiitutional contractor expects that bv 1995
F100 rultion in export sales can be %enerated and 10,000 jobs created. These
indicalvrs are encoura ing enough to lead the Missiun to inciease the term and
intens'ty of the tecluvcal assistance effort.

2. As detailed later in this paper, Bolivia appears to be in a favorable
pesition to compete for fm'eign export-otiented investments. Bulivia's comparative
advantages, coupled with the avatlability of a proven model to market the country
to fmeig,n investors, suggests that the time is ripe lo add a full-blown investment
promouion component to the project.

B. Preject Adjustments

The most subslantive change in the project is the addition of a key new
component, Foreign Investment Fromotion. Studies financed bv USAID/Bolivia
duting 1490 suggest that Bolivia could greally lenefit from a program of this
nature. This component is described further in the Revised Iroject Description
section.



QOther adjustments to the coriginal design are less fundamental. The
nature of the information svstem within INPEX, IBCE and the Federacion in
Cochabamba will be modified as a result of a December 1990 report by a specialist
in export information svstems. After a review of the project’s information svstem
design and based on his personal experience with such systems, the consultant
concluded that a computerized information svstem in Bolivia would not justify its
cost  Instead. he reconunended a librarv with reference books (such as The
Durectory: of Uniled States Experlers, or simply the Yellow Pages of kev cities in the
United Stales. Eurepe and Latin America), lrade magazines and periodicals, and
perhaps the services of a research librarian. He argued that a reference libraries did
not entail major expenditures: the initial costs of library materials could run
anrc\\imalely $4.000 and the vearly maintenance costs another $2,000. As a result
of these reconunendations, USAID/ Belivia has decided to limit continued support
for an eleclionic data base network and assist in the establishment of reference
libraries in La Paz, Cochabamba and Santa Cruz. (See consultanit’s report in Annex
7)

Technical assistance to the export institutions selected at the onset of the
project will be linnted to support of their reference libraries and other activities such
as trade fairs. The Mission mav also provide a small grant to DICOMEX so that it
may collect export data to track kev indicators under this project. Rather than
dedicate a great deal of lime and money to equip export orgam’zations to provide
assistance to exporters at some pomt in the (uture, USAID/Bolivia has asked
CARANA to provide technical assistance directly to exporters. As discussed
earlier, Belivia 1s at a juncture where an export promotion push can have immeaiate
and substantial results, in addition to a lasting effect on the economy. The Missicn
considers that it would be unwise to wait for three or four vears until private o1
pullic sector organizations are in a position to make a substantial contribution to
export premotion. There is, in addition, some concern as to the ability of public
sector entities to be effective trade promoters, given the dearth of successful models
worldwide (3)

As a result of these adjustments and in order to better represent the
emphases of the amended project, the original components, Institutional
Development and Strengthening, Product and Market Development, and Export
Credit Financing, have been renamed. The revised nents are Tecluical
Assistance to Exporters, Fureign Investinent Promotion, and Export Financing.

(3) Recent studies have shnwn that public sector trade promotion organizations are
enetaliv not very effective in generaling increased exports. Must notable is a
Vorld Bank report by Donald B eesing and Andrew Singer, entitled, "What Goes

Wrong in Official Tromotion and Marketing Assistance for Manufactured Exports

from Develeping Countries,” which reviews trade promotion organizations in

thutv-five countries.
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C  Relalivnship to Mission and [Host Country Stratggy and Objectives
1. Trade [olicy Issues

The challenge now facing Bolivia is to increase and diversify its
trade and investment. Export prometion is only one piece of this picture. An
“export at all costs” strategv would run the risk of revealing the expensive errors
which resulted from Latin America’s infatuation with import-substitution in
decades past A heavily subsidized export sector could easily become an inefficient
sector wﬁﬂch drains rescurces away from better economic prospects and which

enerates political resistance to the eventual elimination of those subsidies.
herefore, as discussed in the recent Bolivia Action Plan review the Mission is
reformulating 1its stralegic oljectives to better reflect an o 1l trade and
lfnveslment focus nd the role of export promotion activities as 2 part of that
ocus.

Fritunately, the Belivian government is fully committed te an
approach based on (ree and efficient trade, rather than on subsidizing export
production  Braving considerable political opposition, the GOB has recently
eliminated the "CRA.” its 10% nen-traditional export subsidy. Moreover, exporters
in Bolivia no longer have access to below-martet interest rates on Central Bank
credit lines:  the GOB has instituted an auction svstem in which all borrowers bid
for these funds on an equal basis, and at (verv lugh) market rates. The export
credit activities under this project will be consistent with this policy.

Bulivia’s reduction of its tariffs to the lowest level in Lalin America,
and its entrv into GATT in August of 1990 are further indications of its commitment
te-a free trade approach, and ils deternunation not to distort producers’ choices by
heavy sulsidies to one sector or another.

Given Bolivia’'s excepticnally strong performance in this area, the
Mission does not believe that trade policy iSsues are a major constraint to its trade
and investment efforts at present.

Nevertheless, USAID is not ignoring the policy arena. 1t is
continuing to support UDATDE, the GOB’s economic think tank, which has been a
significant plaver in the evolution of the government's trade olicy. In addition, it
will Le supporting the Analisis Unit for Trade (UDACEX), a new unit in the
Ministrv ol) h\dustry, Commerce and Tourism (MICT) which will provide analysis
and assistance on trade policv generally, but which will focus “articularly on
Lack-up for bilateral and multilateral trade negoliations -- including, of course,
Bolivia's eventual articipation in the Enterprise for the Americas Iutiative. The
L'DACEX proposal came out of the first meeting of the US-Bolivian Trade and
Investment Council in Washington last vear. %ls financing will probably be
provided under this Export Promotien project.

2. Rggjgnal [rade and Integration Issues

The project will continue to pay close attention to regional trade and
ihvestment cpportuluties. A laige poition of the new export projects already



receiving technical assistance are focussed on markels in neighboring countries.
The current investment promotion pilot program is activelv considering the best
wave to reach polential South American investors, since it is clear that Bolivia could

pxesenl vartous unportant ad vanlages to them.

As noled above, il is expected that support to the UDACEX unit in
the MICT will provide material assistance to the Gng in its negotiations toward
tegivnal integration. The Confederation of Private Entrepreneurs (CEPB), which
the Mission supports through other projects, has been active and effective in
pushing for greater Andean regional integration. In fact, negotiations are well
advanced. The five Andean Pact members have committed themselves to establish
intra-regional free trade by next vear, and to adopt a commen external tariff by
1w Gbviously, any advances in regional integration will be an important step
along the wav to the hemisphere-wide free trade regime which is the ultimate goal
of the Enterprise for the Aniericas Initiative.

3 Financial Sector Issues (4)

In addition to the trade policv environment, another area of
strategic focus which relates to this project is financial sector reform.(4) Financial
intenivediation in Bolivia is characterized by high costs and weak institutional
structures. The Mission is atlenipting to address this svstemic problem. not
through this project’s export credit infusion, but through other avenues, especiallv
its Strengthening Financial Markets project. This project’s components include
technical assistance to the bankers’ association, a bankers’ training institute (which
is expected to bLe sell-supporting after a few initial years), and assistance in the
estab&isl\menl of a Bolivian securities market.

UDATE, the government think-tank funded by USAID, works on
financial sector issues. The Mission has just completed a massive financial sector
assessient to guide 1ls future efforls in t{\is area. Financial sector reform is one of
the two pillars of the forthcoming IBRD/IDB Structural Adjustment Credit, and the

Mission s i regular contact with the World Bank team to coordinate efforts.

The Mission’s Micro and Small Enterprise Development project is
working with the country’s decrepit credit unien svstem. This project is doing
much more than dumyping credit and technical assistance: working closely with the
Superimtendency of Banks, it is making important progress in the structural reform
of the credit union systemn.

On the microenterprise front, the Foundation for the Promotion of
Microenterprises (PRODEM) has introduced a successful new microlending
technology to the country. The most exciling outgrowth of USAID support to
FRODEM is the forthcoming establishment of the region’s first fully private,
for-profit microenterprise bank.

4. Allernative Development Issues

Elimination of illegal coca and coca processing in Bolivia entails the

(4) The financial sector situation will be discussed at greater length in the
[erthcoming amendment of the export credit compoenent.
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loss of tens of thousands of juls and hundreds of millions of dellars in foreign
exchange receipts. Therefore, the political, econonuc, and social viability of the
COB'’s eradication campaign depends on a ma{or effort to develop alternative, legal
sources of emplevment and hard currency. The Export Promotion project directly
supports this key GOB and USAID objective.

D. Relationship to Other Donor Programs

The USAID Export Promwtion project complements the efforts of other
donor agencies. The major donor agencies and projects are:

1. Interamerican Development Bank (IDB)

a. Developmen’_of the Productive Sector and Expert Prometion.
This is a grant of US$ 1.5 trullion gver 27 months. The estimated start date is june of
1991.

The objectives of this rro ram are to strengthen the institutional
capacity of three organizations involved in planning and technical assistance
activities in support of increased exports: Ministry of Planning (MPC), Ministry of
Industry, Commerce and Tourism (MICT) and the National Institute for Export
Promotion (INPEX.)

The MI'C will receive about $247,000 to strengthen its capacitv to
analyze and evaluate monetary, financial and exchange rate policies in support of
increased production in Bolivia, evaluate policies and proposals for export
rromution, and provide technical assistance to other government agencies
including the MICT) in these areas. More specifically, the grant will help the MPC
improve its ahility to negotiate at the Paris Club, and study international
conunercial policies, drawback schemes, production financing, and methods to
control contraband.

The MICT will receive approximately $200,000 to create an
Economic Analysis Unit which will develop an information system on Bolivian
productive capacity and exports. The system should also track the impact of
policies adopted. Another office within the Ministry will coordinate tecluical
assistance in the area of industrial reconversion.

INPEX will receive approximately $780,000 in order to increace its
capacity to provide technical assistance to the exporter of non-traditional products,
suppeort participation in international fairs, and (raining of conumercial attachés of
Bolivian Consulates. USAID/Bolivia is coordinating with the IDB to ensure that
there is no duplication of efforts and to ensure that both projects share contacts,
e?erlise and information. The IDB 1s invesling in institulional strengthening as
USAID is withdrawing resources from that area to concentrale on direct export
promotion and investment.

2. World Bank

The World Bank has five }wroiects directly and indirectly related to
the export sector with a total investment ot approximately $90 million:
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a. The Technical Assistance to Small Industry Project, expected to
start in 1991, consists of $14.0 million in credit for small industry channelec through
the Central Bank. Ancther $2.1 million will support technical assistance through
INTEX to develop trading companies, and strengthen the Bolivian Federation of
Small Industrialists (FEBOPI} and the Bolivian Institute for Small Industry and

Artisaiuy (LNBOT'LA).

The World Bank credit line for small industry is not necessarily
export oriented although it does not exclude the exporter.

b.  The Eastern Lowlands Project will invest $18 million in sova
production and another $17 million in agricultural research, roads, environmental
orotection, and institutional strengthening of the National Association of

leaginous Producers (ANADPO), all in the Santa Cruz area.

c. The Export Corridors Project will invest $37 million in road
construction and maintenance as well as in transport and storage facilities along the
Antofagasta-Tambo Quemado and Puertv Quijar1o-Santa Cruz routes.

The Eastern Lowlands and Export Corridors Projects are far
outside the scope of the USAID project but the infrastrucure and technical
assistance provided could be valuable to the exporters and foreign investors that
the project will be assisting.

d. A fourth project is funded but has not taken off because of low
market prices in the mining sector The project will work with the Bolivian Mimng
Cerporation (COMIBOL) te promuote private investment in mining. The Export an
Investment lromolion project is currently working with selected mining concerns.

e. Not vet approved but considered posible by vear’s end is a
Bolivian_Development_Foundation, similar in nature to Fundacion Chile The
Foundation would generate and sell export businesses in the following product
areas: cochineal, Brazi nuts, flowers, and}quinoa.

The Development Foundation’s venture-capital like strategv
will not duplicate the technical assistance, credit, or invesiment prometion services
provided under USAID’s project.

3 a agens 'N
The Andean Program_for xport Promolion provides technical

assistance in developing project profiles and feasibility studies to promote
investment in Bolivia and/or foreign inarkets for Bolivian products. It works verv
closely with the U.N. Development Program (UNDD) Investment Promotion Project
(rrb

JUNAC and PI'l cooperated with DICOMEX, INTEX, Chambers of
Industry and Exporters, and UN Fund for Drug Abuse Contivl (UNFDAQ) in
developing some 45 preject profiles and 5 feasibility studies. They are Elv_lanning to
develop 13 more profiles and 3 more feasibility studies with the CAF. The project
profiles were marketed by JUNAC/UNDP/ITI repiesentatives in 9 different
countries
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The USAID investment promotion strategy is entirely different in
that it is designed to identifv a foreign manufacturer and sell him or her on the idea
of setting up at least a part of their existing operation in Bolivia, rather than selling a
new product or joint venture idea developed in Boliva. The twv projects deal with

different clients.

4. Corporacién Andina de Fomento (CAF)

The SAFICO credit line provides short-term credit for financing
non-traditional expotts. It had an oulstanding portfolio of $35 million at the close
of 1990. The CAF expects to move $40 million in 1991. The minimum credit is
10,000, with no maximum and the term is one year. The SAFICO credit line
reaches borrowers who qualify un fer existing conumercial bank criteria. The credit
component of the USAID project will be aimed at borrowers who need more
flexit\iljty than those criteria allow.

The CAF also has a small Special I'rojects division that provides
technical assistance for studies, such as the feasibility of privatizing Llovd Aereo
Boliviano, and a fund for pre-investment studies in the public sector.

5. as Priva : \ ‘porati

OPIC is a US. agency that provides industrial loans and guarantees
and investment insurance to companies investing overseas. The average loans
range from %2 to $10 nullion, but OPIC has made loans as large as $30 million.
OPIC is very interested in increasing business in Bolivia. OPIC represents a
potential service to investors identified tluough the foreign investment promotion
program. The USAID Project Coordinator will remain current with OTIC activilies
through monthly meetings with the Economics Section of the U S. Embassy

IV.  REVISED PROJECT DESCRIPTION
A. Project Goal and Ifu[p_Qs_e

The original goal of the project was to promote Bolivia's econonic
recovery and growth by assisting the development of the export sector. The
amended goal Is slightly modified to read: to increase the contribution of the legal
export sector to Bolivia’s economic recoverv and growth. This modification
responds to the Mission’s growing emphasis on developing alternative economic
solutions to the production of illegal coca.

The pu?nse has also been modified. The original purpose was to
support private and public sector efforts to expand and diversify Bulivia's exl:urts
of non-traditional products. The amended purpuose is to increase the dellar volume
of non-traditional exports and related employment by Bolivian and fureign
companies that receive project assistance.
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B. Revised Project Description

The amended Project will have three main components: Technical
Assistance to Exporters: Export Financing, and Foreign Investment Promotion. A
description of each follows, although most of the discussion centers on the new

cumpunent:

1. Technical Assistance to Exporters

Under the amended project, the institutional contractor will
continue to provide technical assistance to exporters. This assistance will include
product development, market research, joint venture formation, quality control,
pooling of exporters to meet large orders, and identification of financing needs and
sources This type of assistance has proven to be effective during the project’s
initial vear, leading to the generation of $2.0 million in export sales in 1990. The
institutional contractor expects that this component along with the new Foreign
Investment Cromotion component will generate approximately $100 million in tolal
curmunulative export sales by the 1995 PACD.

There will be a few modifications under this component The
export promotion and foreign investment promotion activities will share offices in
La Paz, Cochabamba and Santa Cruz. In addition, the contractor will assist INCEX,
IBCE and the Federacion in Cochabamba (or their successor organizations) to
establish reference libraries The bulk of the activity, however, will lie in providing
lechrucal assistance to exporters.

In the course of implementing the techiucal assistance component. it
has been necessary to decide on a case-by-case basis when it is best to deliver
assistance on a sector-wide basis and when it is better to work with a single
business. In a substantial number of the cases, the assistance provided is spread
acress a sector. For example, in the case of furniture manufacturing and
woodwaetking, the institutional contractor worked with about half a dozen
companies which showed some promise. For a brief perod, the work narrowed
down to a single companv which was closest to being able to handle an order. This
company got an order which was so large that it is now -- with project help --
subcontracting out a significant part of it to other local firms. As ancther example,
the contiactor’s cochinilla consultants are working with a hundred or so putential

producers.

There are also cases where efforts are best limited to a single
company in a sector, based on practical considerations. For instance, the project
assisted a single trout-farmer to place shipments with Atlanta restaurants and to
acquire smoking equiqment. There were two reasons for tlus approach The
beneficiary was the onlv company in the sector with credible export prospects at
present; and there were reasonable hopes that its success could incentivate others to
get into the business. The history of non-traditional export development is full of
cases where a large national industry has been developed in response to the initial
success uf a single entrepreneur -- the case of cut flowers in Costa Rica is one
example amoeng many.
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Finally, there are cases where assistance is provided to a single
company even without any expectation that cothers will emulate its success. ~A
recent multi-million-dollar sulphur export is a case in point. The decision to assist
this firm was based simply on the magnitude of the opportunity, rather than on any
expeclation of 1eplication by others.

2. Foreign Investment Promotion

The bulk of the new funds under this amendment will finance the
establishment of a program in Foreign Investment Promotion. This component will
expand and strengthen the mvestiment promotion pilot program conducted in early
1991 under the original project. The new component is expected to generate
substantial foreign exchange earnings and einployment--key objectives of the

Missien’s country development strategy.
a) ) ige:

At the core of the investment program will be a central office in
La 2z, which will manage regional offices in Cochabamba and Santa Cruz. The La
Paz office will be located within the existing offices of the institutional contractor, at
least in the beginning when the investment program’s viability is tested The
Bolivia offices will generate timelv and a:curate information to assist in marketing
effecrts abroad, and will manage itineraries of interested investors. More
specifically, the home office will be engaged in the following:

arch a velo a Data Ba

- create and maintain a data base with general infoerimation on kev
country slatistics and costs wluch are of vilal interest to the
fureign investor;

- create and maintain a roster of the products of Belivian
companies, including information on product quality, quantity
and installed capacity;

- undertake sector-specific studies, such as in the areas of mining,
light assembly, agroindustry, maquila, and vertically integrated
textiles;

Promotional Materijals:

- produce rromotional materials, such as a country brochure, a
country video. and sector-specific brochures; and

Investor Visits to Boljvia:

- organize the visits of foreign investors and accompany these
investors, on their m-country visits.
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b) Qverseas ['romotion Offices:

The project will establish two or possibly three offices in the
United States, Europe, and/or Latin America. Market studies will define the best
location for each office. Overseas promoters will be responsible for contacting
comypanies that have an interest and the ability to establish direct investments or
co-investments in Bolivia. The promoters will also engage in intense "netwo-king”
with key trade associations and industrial sector groups, participate in se.ninars
and conferences, as well as speakingl engagements at forums where potential
investiment decision-makers gather. The Overseas Promoters will use a firm
targetting methodoelogy which has proven highly successful in Ireland, Costa Rica,
and Honduras

c) ra 1

The amended project will support the development of an
industrial Free Trade Zone (FTZ) in El Alto to assist the foreign investment program
in Bolivia. Though foreign investors may chose to locate outside of a FTZ once
familiar with Bolivia. the possibilitv of locating within one is often a marketing tool
tu get investors to make their first visit to the country of interest.

In Bolivia, unlike many other countries, a FTZ will not be an
island of economic liberalization surrounded by a sea of artifically restrained trade.
The trade regime available within a free trade zone in Bolivia will not differ
substantially from what is available to exporters outside the zone (5) Thus, the
main attraction of the FTZ to potential tnvestors will be that it offers the
infrastructure and support services of a gvod mdustrial park.

(5) Unrestricted convertibility of fereign exchange is available to all Bolivian
businesses A free zone tenant is exempt from the country’s low impert duties. But
as to nen-capital goeds (10% duty), the non-free-zone exporter can obtain
equivalent exemption under the temporary admissions regime. As to cnyital goods
(5% duty), the GOB is in the process of developing a draw-back regime, under
which a non-free-zone exporter will have access to compensation for actual duties
paid, including duties on capital goods. There is some discussion (as vyet
unresolved) about exempting free zone exporters from the 3% net worth tax which
a[pplies oulside the zone. The Mission is taking no position in (his argument. On
the one hand, differential tax treatment of similar businesses does -aise issues in
principle. On the other hand, hewever, the net worth tax dves not seem to be an
efficient tax: 1t discourages capital formation, and pressures owners to
over-leverage their businesses by financing with debt rather than equity. This is
one of the issues being addressed at present by a USAID-financed team locking at
tax pohcy under the UDAPE project. Another complicating factor is the
international competitive environment: most free zone tenants will be foreign
investors who are being offered equivalent tax exemptions by the majority of the
other countites who are courting their investment.
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The project vvill offer three kinds of suEport to assist Bolivian
private investors in the development of the industrial park: 1) a relatively small
participation in the capital costs of the industrial park; 2) technical assistance with
the planning and constructivn of the paik; and, 3) promotion of the industrial park,
The Pilet Program for the Development El Alto (PROA), a non-governmental
organization dedicated to improving social and econemic conditions in the city of
El Alto (adjacent to La Paz) will invest in the FTZ. The earnings that result will
become the patrimony of FROA. (Fur a further discussion of Pfi?OA, see Section

VBl)

d) Advisory Board

A local  Advisorv Board will provide guidance on
implementation of the Foreign Investment Promotion program, and will assume
responsibility for lobbying to correct policy and institutional obstacles to
investment which are encountered durin program implementation  Several
Bolivians from the highest levels of the public and private sectors have already
indicated their willingness to serve on the program’s Advisory Board.

e) Investment Promorion Program Staffing

The program is expected to have, by the second vear. the
following prefessional staff: one general manager. one senior adviser, two overseas
promoters, three regional promwoters, three investment promotion officials, and
tluee assisiants.

The General Manager, based in La Paz, is the head of the
program and supervises all vverseas and local investment promotion activities
carried out bv promoters, officials, assistants, support persennel and external
censultants The Manager will have the followin responsibililies: program design,
strategv development, monitoring and project follow-up, budgetary considerations,
long-term planning, personnel selection, and training  In addition, this individual
will oversee the development of promoetional materials, investor data bases. and
other research. This individual will alse make frequent public presentations and
lectures regarding program aclivities and maintain public relations with political
and private sector leaders.

The Senjor Investment Advisor, also based in La Paz, will
provide advise on overall rogram and personnel management The Advisor will
visit promoters quarterly in Bolivia and semi-annually in the US. and advise on
rersonnel ‘raining and replacement. The Advisor will assist the General Manager
in contacts with the Advisorv Board, GOB officials, potential investors, Bolivian
Consulates, and export promotion agencies, as well as in the management of
promotional events, the FI'Zs, and the information system. The Sewior Advisor will
report to the General Manager.

The Qverseas [Promolers will agressivelv promote business
opportunities in Bolivia, mainly in direct investment, but also in joint-ventures,
contracting, and sourcing Promoters will carry out mvestigations and survevs to
identifv potential target companies. These individuals will be responsible for
generating a specific amount of investor visits to Bolivia utilizing “cold calls,”
referrals. and networking Thev will also be responsible for admuustering the
overseas vtfice budget and resources, providing information and reports as
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required. and representing Bolivian interests in varied investor forums,
cunventions, exhibits, and trade shows. The Overseas Promoters will report to the
General Manager.
The Regional Promoters in Cochabamba and Santa Cruz will
agressivelv promote business opportunities in the specific regions to which thev are
assigned. They will carrv out research and survevs to identifv potential priority
sectors and c(;p'portunities. They will coordinate all visits to their region by foreign
investors and implement the necessary follow-up of regional contacts. They will
also be responsible for admunistering the regional office budgets and resources,

roviding information and reForts, as required, and representing the program'’s
Interests in various investor forums, chambers, and regional conventions. The
Regional Promoters will report to the General Manager.

The Investment Promotion Officials, located in the three

principal cities of Bolivia, will carrv out research for the Overseas Promoters related
to specific client requests or areas of interest. Once a client decides to visit Bolivia,
the Investment Officials will organize the visit and accompany the investor to the
various meetings. The Officials will also undertake the necessary local follow-up
after the investor visits. Thev will maintain a good working knowledge of the
Bolivian productive sector, the basic costs of doing business in Bolivia, as well as
general information on the legal environment and economic and political issues. At
all times, they will be familiar with the investmentErojects the overseas promoter is
managing. The Investment Promotion Officials will report to the General Manager;
they will supervise an Assistant.

The Investment Promotion Assistants will assist the Investment

Promotion Officials in carrving out research projects for the Overseas Promoters, in
orgaruzing investor visits, and handling the visits in the Official’s absence. The
Assistants report to the Investment Promotion Officials.

3. Export Financing
In the next few months, another Project Paper Amendment will

restructure the groject's credit component. Approximately $5 million of projectized
ESF funds will be added to the project for medium- to long-term credit.

Currently, approximately $9.1 million is authorized for credit

purposes and the Bolivian Private Sector is expected to invest at least one dollar for
everyv dollar borrowed for increasing production (estimated at $6.0 million.)

17



C. [roject Outputs

The revised outputs are:

230 companies will be assisted in developing their export capacity;

220 investors will visit Bolivia;

$9.1 million in credit will be provided to exporters.(6)

the dollar volume of foreign investment generated by the project will
reach 350 million;

an industrial Free Trade Zone will be est- ed;

- two investment promotion offices wii. : established in foreign
countries;

- export reference libraries will be established in three cities of Bolivia.
D. End-of-Proj tu

As a result of project efforts, the following EOPS indicators are expected:

- $100 mullion of cumulative export sales generated:;

- 10,000 new jobs created; and

- $50 mullion in new cumulative export capacity generated.

V. PROJECT IMPLEMENTATION, MONITORING AND EVALUATION

A. General Implementation Arrangements
1. USAID/BOLIVIA Management

The Troject Agreement (PROAG) with the GOB will be amended to
reflect the changes in life-of-project funding, project duration, and components.

The Project will continue te be managed by a Project Coordinator
under the supervision of the Director of the Trade and Investment Office. The
[roject Coordinator and the Office Director will be responsible for menitoring
project progress, reviewing project results with the Mission, and making
recommendations to the Mission Director as to project modifications or adjustments.

(0) This output will be modified in the following PP Amendment on credit
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Letters of Understanding, Cooperative Agreements, or other such

documents may be signed (in addition to the existing ones) at any time during
roject implementation. For example, if during the course of the project a new
Institution is identified which coulc substantially contribute to the deve{opment of
non-traditional exports, an agreement could be signed with that entity following the
customary institutional reviews Likewise, if an institution has an agreement under
the project, but is not satisfactorily carrying out its functions or meeting its
objectives, the Mission may identify a more elfective use of project resources and
terminate the agreement with this tnstitution. USAID/Bolivia wishes to maintain
flexibility on this front given that the current export institutions witlun the project

are generally weak and marginally effective.

Line items under each of the four main budget elements (Teclwical
Assistance to Exporters, Foreign Investment Promwtion, Export Financm% and
Project Support) may be medified with the approval of the USAID/ Bolivia Project
Coordinator and concurrence of the Office Director, the Project Conumittee and the
Controller. Adjustments in the principal four budget elements will be modified by
[IL, or as estabf.ished by the Project Agreement witf\ the GOB.

2. [nstitutional Contractor

The current contract with CARANA Corporation covers the
Technical Assistance to Exporters component throu%h November of 1992 and a
pilot investment promotion program through July of 1991, In order to compete the
additional level of effort discussed in this amendment and to aveid having work on
the different components end at different times, the contract with CARANA will be
amended to expire on May 15, 1992 This will provide sufficient time for USAID to
compete a new contract for the continuation of the exyoxt and investment
promotion program from May of 1992 through August of 1995.

Fullowing authorization of this Project Caper Amendment and the
signing of the Pro{ect greement Amendment with the GOB, the Mission will
proceed with the following two contract actions:

a. an amendment of the current CARANA contract to extend and
e\'[:nnd the pilot investment promotion program, expand the Technical Assistance
to Exporters component, and establish a new expiration date of May 15, 1992.

b. the preparation of a Request for Proposals to be competed
among Gray Amendment firms for the continuation of export and investment
promotion work through August of 1995 (use of this mechanism has been

confirmed through State 189268. See Aruex 9.)

B. melem_enta_tipu A;'[anggmgms and  Issues: EQ[g;’gn [nvestment
Lromotion Crogram
1. [RQA’s Role in Support of an Industrial FTZ

The Tilot Program for the Urban Development of El Alto (PROA)
began in June of [988 in response to a’('lea to USAID from the Mavor's Office for
help in managing public services for El Alto’s expanding population of more
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than 300.000. Since that time PROA has developed programs to respond to four
major objectives: Institutional Development. Emplovment and Income Generation,
Primarv Health Care, and Housing. Under the Emplovment and Income
Generation vbjective, PROA developed three programs: a credit program to channel
loans to micro businesses, an outreach program for creating cottage industries in
the home, and a series of training courses for small businesses an participants in
the cottage industry project. In 1990 PROA became interested in vet another
activity to further the emplovment objective and bt}‘gan to facilitate dialogue among
various groups interested in the establishment of a Free Trade Zone (FTZ) in El Alto.

Late in 1990 USAID’s Trade and Investment Office also became
interested in promoting a FTZ industrial park in El Alto to complement its Foreign
Investment Fromotion program. In other countries, the existence of Free Trade
Zones have proven to be instrumental in iuterestinF foreign investors to visit. The
TT Office joined forces with PROA and has been leading the dialogue with local
investors interested in establishing an industrial FTZ. Under this amendment,
counterpart funds will be assigned to PROA for investment in the FTZ industrial

park.
2. Institutional Issues

The initial interest of the Bolivian private and public sectors in tlis
foreign investment Eromotion model was sparked by their exposure to the
experience of CINDE in Costa Rica. There was considerable pressure on the
Mission to support replication of the CINDE institutional structure here in Bolivia.
At consideragfz political cost, the Mission firmly resisted this pressure. The
investment component of the project is focussed on mounting a program, not
buiding an institution. After reviewing experience in Costa Rica and elsewhere,
the Mission judges that questions of institutionalization are better addressed after
experience with a specific promotional program has shown whether ii is successful
or not. Furthermore, USAID is making it clear to all concerned that it is assuming
no commitment to continue long-term funding of the investment promotion effort
even if 1t 1s successful. To assume an implied commitment past that point would be
irresponsible, in view of uncertainty about the Mission’s future funding levels
(among other factors).

Thus, the economic analysis in this amendment does not assume
continuation of the Foreign Investment Promotion program when its four-vear
funding runs out. That analysis demonstrates that achievement of the targets set
for those four years will amply justify the expenditure involved, based on the jobs
and foreign exchange produced by the companies which are attracted during that
period.

This posture is not inconsistent with the rationale behind A.LD.’s
long-standing concern with institutionalizing project results. Even if promotional
efforts terminate in four years, the "institution-building” effect of this program will
lie in the dozens of companies who will continue generating Jobs and foreign
exchange into the indefinite future, without additional external assistance.



3. Cost Recovery Issues

Experience throughout the world demonstrates that, as a general
rule, a countrv’s {:reign investment prometion program cannot be financed from
user fees. The immediate targets of this promotion are (oreign investors, who are
not willing to pay the salespersens who are trving t sell them on a particular
counltry. (gver the longer haul. the entire private sector o the host countrv benefits
from successful investment promotion, but these benetits are so diffuse that the
local private sector will not pay the costs of the promotion: in fact, over the near
term, new foreign investment can raise costs for the local private sector by
increasing competition for labor and other inputs.

There is one important opportunity to charge user fees in a foreign
investment program: such a program can attract clients for local free trade zones,
and it is reasonable and feasible to charge the owners of such zones a fee for clients
attracted. An agreement has been negotiated in s:vrinciple with the developers of the
new free trade zone providing that thev will pav the investiment promotion
program a substantial commisston on all investors attracted to their zones by the
program. Jt should be relatively easy to negotiate similar arrangements with
developers of any later free trade zones.

C. Implementation Schedule

The implementation schedule for the new component of the amended

project, Foreign Investment Fromotion, follows as Table B.






D. Monitoring and Evaluation

Each of the principal components of this project will require separate
arrangements for monitoring and evaluation. Each requires a different kind of skill
in the evaluator, and the appropriate timing for a "mid-term evaluation” of each of

them is different.

1. Technical Assistance to Exporters

Monitoring The reporting system for this project component was
readjusted at the beginning of 1991, after about a year of implementation
experience. Every month, the contractor reports to the USAID Project Coordinater
on the use of short-term consultants (who thev were, what thev did, and how many
person-davs were used). Review of financial data takes place through the monthly

voucher process.

Formal reporting on more substantive outputs occurs everv six
months, in conjunction with the Semi-Arnual Review process. For each of the
companies to whom substantial services were provided, the SAR gives the
following information:

-~ company name;
--  project location (city);
-~ exportersize (5, M, L);

--  product whose exports have been (or will be) increased; a notation is
made if this is a new export product for Bolivia;

--  markets to where incremental exports have actually been shipped;

-- net value added factor (estimated): that is, what percentage of total
export sales represent domestic inputs;

-- attributability” estimate: even though every company in the report
received significant services from the project, it does not follow that the
increase in its exports would not have occurred without the Project’s
assistance. In this section of the report, the contractor indicates and
jusLtiiﬁes its estimate of how crucial the assistance was to the exporter;
and,

-- Incremental exports (gross and net) and jobs (full-time-equivalent) are
reported for each company, broken out by time period:
- Actual last vear;
- Actual tlis year to date;
- Projected rest of this vear; and,
- Projected next vear

_ As subsequent iterations of the report cone in, actual figures
will be compared with previcus perieds’ projections, in order to test the
trustworthiness of the prejections.
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Evaluation. Approxmately once a vear, USAID will hire a local
consultant to conduct an independent réview of a sample of the companies
receiving project assistance; this review will focus mainly on the accuracy of the
data beinE reported by the cuntractor, and the reasonableness of the contractor’s

“attributability” estimates.

A fuller evaluation of the technical assistance compenent will be
conducted ir mid 1992 (after about two vears of operating experience), and again at
the conclusion of the project in 1995. Each evaluation leam should include:

(a) an individual with extensive experience in implementating and
evaluating tecludcal assistance programs for developing
country exporters (it may be necessary to hire a Third Country
National); and

(b) an economist with suitable economic evaluation experience.

The entire design and implementation of the technical assistance
compenent can be the scope for the evaluation team. However, if the annual
reviews of the institutional contractor’s reports have demonstrated sufficient
accuracy, it should not be necessary to repeat this work. A principal focus of the
evaluations will be the development of an econemic model to measure the activity’s
return on investment, based on actual costs and benefits.

2. Foreign Investment Promotion

Monitering. The USAID Project Ceoordinator will maintain close
weeklv contact with the implementation of this compounent. Financial aspects wull
be reviewed as part of the monthly voucher process.

It is not likely that real impacts will occur (ie, investments
attracted) much befcre early 1992, When such investments begin to occur. the
promotion program will report their progress every quarter.

The format for this report will generally follow the format
developed for a similar program in Costa Rica, a sample of which is attached as
Annex [0. One addition to the Costa Rican format will be an "atliibutability”
estimate, similar to the one described above.

A few elements of the reporting svstem deserve special mention. A
company will show up on the report only after it has made a sericus legal/financial
commitment to an investment in Bolivia, including at least (a) execution of a lease
or other significant contract, which the investor couldn’t walk away from without
substantial loss, and (b) establishiment of a Bolivian corporation. E\rerience has
shown that many interested investors fall out before this point is reached, but that
relatively few fall out after this point.

The Foreign Investment [romotion program may provide
follow-up assistance to some investors. but once the initial investment conunitment
has vccurted, the principal job of the premoter is over.
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Therefore, results are reported at that time, albeit on a “projected” basis at first.
These projections include investment, jobs, and export capacity when the
investment is up and running at full capacity (usually 2-3 vears {rom the date of the
initial commitment.) The projections are drawn from the investors’ own esiimates,
but are discounted by the promotion program to reflect past experience of the
exlent to which (af some few investors fall out even after a substantial
commitment, as defined above; and (1) investors’ projections tend to be

over-uptiuﬂstic.

As a check on the trustworthiness of the projections, subsequent
reports will match original projections against actual results.

The quarterlv report will include annual export capacitv, rather
than actual exports. Experience has shown that foreign investors attracted by such
programs are very frequently unwilling to share their actual sales figures, for
competitive and other reasons. However, reasonably meaningful estimates for each
tvpe of business can be derived from investment and employment figures, which
the company is usually willing to share. (The Export “inancing and Technical
Assistance to Exporters components are different in this respect: there it is more
practical to condition the assistance on the beneficiary’s willingness to provide
actual export data.)

Evaluation. Once the above re}aorts begin flowing, USAID will
conduct an independent review of a sample of companies about once a vear to
verify the accuracy of the reporting.

In the case of foreign investment promotion, testing the
"attributability” of each investment presents a special issue. In order te find out
what role the promotion program played in an investinent decision, it is necessary
to contact the decision makers, mwost of whom are overseas. Conducting such a
study on an annual basis would be too expensive; therefore, this analyvsis will be
part of the full-scale project evaluations.

The mid-term evaluation will be conducted in early 1993, by which
time there should have been enough actual promotional experience to justifv a
conclusion as to whether or not to continue the program. Two key elements of this
evaluation will be:

(a) an "attribution” analysis, to verify what role the promoticon program
played in investors’ decisions (again, the methedelogy for this
analysis will drawn from one developed for a similar study of the
Costa Rican program in 1990;) and,

(b) an economic analvsis, probably conducted “in-house,” of the costs
and benefits of the program.” (Tlhis analysis will use the model
developed bv USAID’s economists for this [roject Paper
Amendment, described in the Economic Analvsis section. The
analysis will have the advantage that actual rather than just
projected results can be plugged into the model )
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Bevond these two elements, the evaluation team will review all
other signuficant aspects of the progrant’s design and implementation.

Despite the fact that present analysis has indicated that Bolivia
presents gnod prospects for an investment promotion effort, the Mission continurs
to recognize that there is an element of uncertainty wvolved. which can be tesulved
cnlv by concrete expertence with the program. Thus, the mid-term evaluation will
be particulatly crucial If experience by that point is rot satisfactory, the progiam
wdl be terminated  All agreements ‘and contiacts wil leave the Mission full
fleability in this respect.

Another final evaluation will be conducted at the end of the project
3 xpott Financin
The monitoring and evaluation svstem for this component will be

reviewed in the subsequent 'toject Project Amendment on credit.

E. The Role of Women

The project is expected to result in important benelits for women.
Although USAID does not expect that there will be manv women business owners
assisted by the project. nor that there will be many t’oreign investors who are
woemen. the Mission does expect that at least 337% of the jobs created will Le
assumed by women If the project generates 10.000 jubs, as is hoped, then 3,500 of

these jobs will be held by women.

Baced on experience in other countries, most offshore manufacturing
firms prefer women over male workers because of their manual dextertty and their
proven track record of quality and efficiency. In sectors such as electionics and
apparel women conform 907% to 95% of plant personnel, and men are hired onlv
wlhen woemen are net readilv available.

So far, experience under the project scems to support the fact that the
majorily of empln_vees in non-mineral expert industries in Bu{’i\'ia are woemen  For
example. the leather garment factories, the cotton diaper factorv, and the cochineal
businesses, with which the project has been working, employ mostly women
Other assisted firms employ women and men depending on the nature of the job
For example, the rainbow trout farm emplovs women in the packing house, while
men werk as fishermen.

Although 1t is not considered necessarv to make special efforts to hire
women (because it 1s something that will largely take care of itself,) the project will
neverllieless encourage the emploviment of women Ly suggesting to the Free Trade
Zone developers Lo incorpotate day care centers in the zones. Dav care centers n
FTZs in other Latin American countiies have been found to be an excellent means
le reduce absenteeism and emplovee turn-over A dav care is in the interests of
bothvemplovee and emplover: working methers benelit from having inexpensive
and relmﬁ‘le‘ child care. and. the owners ol the factories benefit from having a stable
and mote efficient labor force.

As mentiened above, the projoct will track the number of jobs created by

gender
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VI. REVISED LIFE OF PROJECT COST ESTIMATES AND FINANCIAL I'LAN

Qf the totai USAID contribution of $23.5 million, $8.345 will be drawn
from Development Assistance (DA) funds (an estimated $5.345 million from ARDN
and %30 mullion from PSEE) and $15.155 mullion from projectized ESF funds
(NSD-18). These funds will be distributed as follows: $15.8 million will support the
institutional contractor; $6 mullion the financing needs of exporters; and
approximately $1.7 million will cover project support costs (including evaluations
and audits), policv dialogue and institutional strengthening activities.

1. ica ista X

The Technical Assistance to Exporters component includes two
separate activities: institutional contractor support, and institutional strengthening,
including limited support for an information system. The technical assistance level
of effort provided bv the contractor will be increased by two person vears of short
term consultants per vear and the activity extended to August 1995. Total funding
increases from its present level of $2.458 millicn to $8.0 million of USAID funds.
Institutional strengthening is reduced to providing computer equigment to export
gromotion organuzations (funded under Commodities irt the Project Support

udget Element), limited support for information systeins, and for travel to
internaticnal trade fairs. Institutional strengthem’n% inclucies support for activities
of the GOB and CFrivate sector organizations involved in export promotion. The
activity is reduced to $250,000 of USAID funds. An additional $800,000 of GOB LC
funds are assigned for this purpose for a total of $1,050,000.

> Foreignl P ,

This component includes three activities: institutional contractor
support, free trade zone development and policy dialogue. The institutional
contractor will manage the investment promotion 1}arogram at a cost of
aprroximatelv $2.0 million per vear for four and one-half vears for a total of $8.8
million. Of that amount $7.8 million will be USAID funds and $1.0 million will be
GOB LC funds. An additional $1.0 million of GOB LC funds are assigned to
support an industrial FTZ in El Alto. 1l majoritv of those funds will pass to
PROA as a grant and be invested bv PRC A in the FTZ. Income from the investment
will support PROA activities. Funds in the amount of $100,000 are available to
support research in conjunction with policv dialogue activities. Those activities will
be largely conducted by the Advisorv Board of the Foreign Investment Promotion
Program.

3. Export Financing
The total amount of $9.1 million available for credit consists of $6.0
million from USAID funds and $3.1 million from GOB LC funds. Funds are to be
used for short term financng of exports and long term financing of increased
[:roduction capacity for exports. The Private Sector (PS) is expected to invest at
east $6.0 million in increased production capacity.
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4+ DProject Support Element

The Project Support element includes the cost of administration by
the USPSC Project Coordinator, traming, evaluation and auditing activities, and
commodities for a total amount of $1.35 million. The evaluation and auditing
activity has been increased from $150.000 to $345,000 to cover the additional costs of
separate evaluations and audits for the export and investment promotion programs.

B.  Fundi ‘ear an urce

Table C on the following page illustrates the planned disbursements for
the project by activity and funding scurce.

It should be noted that the GOB and private sector contribution to this
project excecds the required 25% counterpart. With this amendment, the funds
contributed by the GOB of $5.9 million amount to 16.7% of the total project cost of
$354 million. When one adds the private sector counterpart contribution,
estimated at $1 for each $1 of USAID credit funds (or $6.0 millivn,) the percentage
of Host Country counterpart contribution is 33.6%.

C. Life-of-Project Funding Esti
Table D presents the Life-of-Project Funding Estimates for the entire
project by component.



TABLEC

[LLUSTRATIVE
NDING BY FIS .
Project Activity 1990+ 1991 992 1993 1994+
I TA for Exports
DA 2,356 g7 - 538 -
ESF 500 1,604 1,450 1,355
DIFAD 300 200 _300 — —
2650 1.347 1,904 1,988 1,355
[I Invest Promo.
DA 955 1311 - - -
ESF - - 1,834 1,900 1,700
DIFAD —_  L00O 200 400 400
955 2511 2,034 2,300 2,100
I Export Finance
DA 900 500 - 250 -
ESF 1.500 1,850 1,000 1,000
PL 480 1,000 600 250 250
rs - - 2000 2.000 a
900 3,000 4,450 3,500 3,250
IV Project Support
DA 395 120 - 173
ESF - - 462 - -
395 120 462 173
TOTAL AID 4606 4.78 2230 4811 3533
DA 4606 277 - 961 -
ESF - 2,000 5,750 3,850 3,555
TOTAL GOR/PS 300 2300 3,400 =920 ald
PL 480 - 1.000 600 250 250
DIFAD 300 1,500 800 700 500
PS - - 2.000 2,000 2,000
TOTAL 4,906 ! 9,139 761 2,303

* 1990 includes obigations of FY 1989, or tolal obligations as of FY 1990

** FY 1994 is the last vear in which funds are obligated

3,541
4,909

_800
9,250



LIFE OF PROJECT FUMDIMNG SUMMARY

(U58000)

: BUDGET :AUTH, EP PROJECT. AS ABENDED 2/1/91: THIS EP PROJECT AMENDMENT : EP PROJECT LOP TOTAL
: PROJECT INPUTS : :60F (FLABO-: o ESF :60B IPL4BO-: PRIVAIE : : s60B (PL4BO-: PRIVAIE :
: : AIDS  : ESFALCY @ 101AL AID'$ : ESF/LL) : SECIOR : 107AL : AlD ¢ ESF/LCY : SECIOR :  101AL
1. T.A. FOR EXPORIS : 3.008 : Jog 3.308 5,242 : 300 : : 5.742 8,250 : 800 : : 9,050 :
: A. Institutional Contractor : 2,458 : : 2,458 : 5,542 : : 3,042 8.000 : 0: : 8,000
: B. Institutional Strengthening : 350 : Joo : 850 : (300): 500 : : 200 ; 250 : 800 : : 1,050 ;
i1, INVESTAINT PROMOTION H 955 : 0: 959 : 6,945 : 2,000 : : 8,9¢5 : 71,900 : 2,000 : : 9,900
: A. lastitutional Contractor : 935 : 0: 935 : 6,845 : 1,000 : : 7,845 : 1,800 : 1,000 : : 8.800 :
: B. Free Irade lone : 0: 0: 0: 0: 1,000 : : 1,000 : 0: 1,000 ; : 1,000 :
: C. Policy Dialaoue : 0 : 0: 100 ¢ : : 100 : 100 0: : 100 :
<111, EXIPORT FINANCING : 7,085 : 2,100 : 9,145 : (1,045): 1,000 : 6,000 : 5,955 : 6,000 ; 3,100 : 6,000 ; 15,100 :
: A. Credit : 7,045 : 2,100 : 9,145 ; (1,085): 1,000 : : {45): 6,000 ; 3,100 : 0: 9.100 :
: B. Private Sector Equity : : : : : : 6,000 : 6,000 : : : 6,000 : 6,006 :
:1Vv.  PROJECT SUPPDRI : 492 : 0: 492 858 : 0: : 858 : 1,350 0: : I, 350
H A. Adsinjstration : : : 0: 80O : : : 80O : 800 : 0: : 800
: 0. Training : 173 : : 173 ¢ {168): : : {188): 5 (] : 5
: C. Audits/Evaluations/Financia) Reviews 150 ; : 150 : 195 : : : 195 ¢ 345 ; 0: : 345
: D. Cosaodities : 189 : : 169 3 : : 3 200 : : : 200

T07AL : 11,500 2,400 : 13,900 : 12,000 : 3,500 4,000 : 21,500 : 23,506 5,900 5,000 ; 35,400
LOPFS



D. Method of Implementation

The method of implementation for disbursements under the amended
Project is as follows:

METHOD OF IMPLEMENTATICON AND FINANCIN

FROIECT TYTE OF METHOD OF METHOD OF ESTIMATED
ELCEMENT ASSISTANCE IMPLEMENT. FINANCING AMOUNT
Institutional Direct AID Contract Direct Pay $15,800
Contracts Contract
Evaluations Direct AID 1QC Direct Pay $200

Contract

Audits Direct AID Local IQC Direct Pay $145
I'roject Direct AID US-PsC Direct Pay $625
Coordinator
Cemmodities Direct AID Purchase Orders  Direct Pav $38

E. [Crocurement Plan

Under the amended project, additional procurement will be necessary. Table F,
which follows on the next pages, provides an idea of the type of procurements that
may be required.
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TABLL €

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

consRacY ESTINATED  CONTRACTOAL AOTHORIZIRG  PROPOSED  DICEPTIONS/
158 L0t 581300 (141} S00RCH WAITIRS
(008°s)
L. ANTNDNLNT 2,989 Chy Ko 0.5. Joas
06-91 PIO/T Submitted Hied Pee

08-91 Contract ameadment negotiation/amard
B PRCENICAL ASSISTARCE COBTRACT 8,480 GIC 0f 10 100 0.5. Jone

07-91 PI0/T sabaitted

§8-91 CBD Aanouncement
09-91 1Ps distributed
01-92 Proposals fn

02-92 Jegotlation conducted
04-92 dnazd sade

05-92 Contract begins

(. NIDYERN BYALUATION LIPORT PRONOTION S0 (' W 0.5, fone
11-91 PIO/T sabaitted AIDNM
02-92 [QC aegotiated
03-92 tralaation conducted

U. NIDYERN ZYALODATION [NVESTNINT PRONOTION 50 I« V871 0.5. Tone
11-92 P10/T sabaitted &ID/W
02-93 1QC negotiated
03-93 Dvaluation coaducted

. PINAL EYALOATION (BIPORT/INVESTNENT/CREDIT) 100 I ADA 0.5. Kone
02-95 PI0/T sabaitted
04-95 1QC negotiated
05-95 Tvaluation conducted

1. NIDYIRN AUDIY IIPORT PROROTION ‘ ] J(* 5AID/3 local Jone
11-91 PI0/T sudaltted
02-32 Delivery Order negotiated
03-92 Audit conducted

. NTDYERN AUDIT [AYESTEINT PRONOTION 25 Q¢ UsaIp/p bocal Jone
§-92 P10/ sabmitted

11-92 Delivery Order negotiated
01-93 Audit coaducted
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Proc.irement Plan 14808 1

........................................................................................................................

conrucy ISTINATED  CONTRACTUAL AOTHORIZING  PROPOSED  BICEPY:dNS/
Tel 1A tEeD AGEN? 500838 TR
(000°s)
B, FIDAL AODIY (RIPORY/IAVESTEENT/CRIDIY) 30 (¢ UsaID/8 bocal Yoae

02-35 PIO/Y subaitted
04-95 10 negotiated
05-35 dudit coaducted

[. PSC CONTRACT AMENDHEN? 80 psC 054[D/8 0.5 Roae

11-91 PI0/T sudaitted 8CO
02-91 Aneadment for lacresental furiing

I HAke I po. 05410/8 Local Rone

07-91 P1O/C subuitted 2CO
08-931 Bquipeent ordered

L. PSC CORTRACY LITERSION 350 psC 05410/8 0.5 rece
nairer

07-§1 PIO/T subaitted 2CO
08-92 Cootract extension asarded

b. DUBKITORE PORCRASK N po. 0541070 0.3 Roze
06-92 PI0/C sabarsted 2CO

08-31 Commodities Purshasad
09-91 Toeniture delivered

........................................................................................................................

CODES: CR - Cost Deimbursement; IQC - Indefinite Quantity Contract (Pre-competed by AID/W; OTF0 - Other Than Fu'!
and Open Zompetion, GAC - Gray Amendment Competition; PO - Fall and Opea Competition; PO - Purchase Order

t Audits to de pald sith local curreacy.
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F  Justification for Logal Co ‘inmr‘mg

Local source procurement in Bolivia with apprepriated funds will be
necessary under the project in order to successfully implement all three project
components. Since bwo og the target groups of this project are Bolivian exporters and
pwjucers of expetts, technical assistance and credit will be provided in a Bolivian
conte | which will require expenditures i Bolivian local currency

Within the Tecluucal Assistance for Exports and Foreign_Investment
Promotion_Components, the Froject sill continue to sufport Belivian institutions
(INPEX, IBCE, and the Federation in Cochabamba) to establish and maintain reference

lil'raries and to assist local exporters.

In the Export_Financing Comporent, lccal currency will be required fer
(inancing increased exports.

Under the Troject Suppert budget element costs of local staff and audits
will be financed w local currency

Under the Administrator’'s Buv America Policy ("TABAT™), as last restated
in the final implementation guidance cable, 90 State $10442, paragraph 8, a waiver
authenzing local cost financing ("LCF") by categories of procurement transactions
must be included in project authorization documentation, for non-exempt categories
of transactions. An analvsis of the project budget and justification for the waiver
included in the project authorization for such non-exempt categories of procurement
transactiens follows an explanation of the exempticns.

According to the final implementation guidance cable, 90 State 410442,
paragraphs 9-22, the following tvpes of transactions are exempt from the ABAP, and
no waiver is required te autherize or finance the following tvpes of local costs:

FProfessional Service Contracts $230,000 or less in value;

Construction Service Contracts $3 million or less in value:

locally available tlocal source}, U.S Origin goods, up to $100,000 per

transaction;

any transaction below $3.000 in value;

Handbook 13 Grants and Cooperative Agreements, including Grants

to FVOs: no special waivers are requued because the Standaid

Provisions state source and origin rules;

Fixed Amount Reimbursement (FAR) disbursements;

Intermediate Credit Institutions (ICIs);

commodities and services available onlv locallv No specific local

source procurement waiver is required for the following items

available onlv in the local econemy

a) utlities, including fuel for heating and cooking, water disposal
and trash collection;

b)  communications telephone. telex, fax. postal and courier services;

¢ rental costs for housing and office space;

© s —
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Iv.

e

d) petroleum, oils and lubricants for operating vehicles and
equipment;
e) newspapers, periodicals and books published in the cooperating

country; and
f) other commodities and services (and related expenses) that, bv

their nature or as a

practical matter, can onlv be acquired,

performed, or incurred in the cooperating country.
9. Participant Training
10. Host Country Counterpart Contribution

TABLEG

BLY AMERICA BUDGET ANALYSIS

Component
a 'V-' -v

Technical Assist-
ance for Exports

A. Institutional
Contractor

B. Institutional
Strengthening

Investment Promotion

A. Institutional
Contractor

B. Free Trade Zone

C. Policy Dialogue

Export
Financing

Project Support
A. Administration
B. Trainin

C. Audits/Eval Fin.

Rev.
D. Commodi‘ies

TOTALS
local PSCs

Tvpe of
Transaction

(000)

Direct Contract

Local Coop. Agr.
-books, periodicals
-local staff (HB 13)

Direct Contract

Small Studies

ICT Loans in Local
Currency

PSCs
Int. Travel

Direct Contracts

Direct Purchase (US)

AID Dollar
Contribution

8,000

250

7,800
100

6,000

o &
s

345
200

-computers (U.S.) instruments)
-household furruture (US)

service contracts below $250,000.

23,500

Total To Be
LCEF  Exempt Waived
0 0 0
300 300 0
0 0 0
0 0 0
100 100 0
(prof.serv.
contracts
under $250,000)
6,000 6,000 0
(ICIs)
300 0 300+
0 0 0
200 200** 0
0 0 0
6,900 6,600 300



Because procurement of these non-exempt local services in Bolivia
would best promote the objectives of the Foreign Assistance Program, (HB 1B,
Section 3D10a(1Xd)), a waiver ﬁvermitting procurement of the services of local staff
with nationality in Belivia is included in the Project Authorization.

The total amount of this waiver is $300.000, well within the $5 0 nillion
limit per transaction of the waiver authority delegated to the USAID/ Bolivia
Director under DOA 432 By signmg the Facesheet and Project Autharization or
this Croject, the authorizing official approves this authorization and waiver to
permit local cost financing for the categories of transactions described above and
determunes that the prices of indigenous and locally available imported goods and
services are reasonable (HB 1B, Section 18A.1.6 (1).

G. Audits

The tlree major compenents of the Export Promotion Project will ke
audited separately The Technical Assistance for EEx orters compenent invelves
institutional contractor costs for direct delivery of services in Bolivia sice
November of 1989. The Foreign Investment Promotion component invelves direct
contractor services in Bolivia and in foreign countries, starting with a pilot program
in January of 1991, As discussed eatrlier, the credit component of the program has
been delaved and wil be restructured. As sucly, it is estimated to begin by late [99]
or early [992.

Given the different timeframes for each of the main com ~onents, the
Mission proposes to audit them separatelv and locally. The Technical Assistance to
Exporlers component will be audited about March of 1992 with a final audit in May
of 1995 The Foretgn Investment Promotion component will be audited at nud-term
about January of 1992 and. subject to the decision whether to continue this
compenent, again at the project’s end in Mav of 1993 Audits of these two
compeonents will review financial procedures and contract cempliance. The credit
compenent will have periodic "audits as described i the subsequent [P
Amendment with a final audit also in Mav of 1995,

The institutional contractor will be audited bv federal auditors



VII. PROJECT AMENDMENT ANALYSES
A Tecluycal Analysis Summary

The Technical Analysis in this document refers only to the new Foreign
Investment Iromotion pro§ram. Analvses conducted for the Mission indicate that
Bolivia has substantial and unexplored comparative advantages, which could be
attiactive to foreign investors. Bolivia also has advantages in different sectoral areas,
such as in textile production, ligl:t manufacturmg, and mining. A plentiful (and
unskilled) labor supply makes Bolivia an excellent candidate for maquila tvpe
operations, which altlmuﬁh not considered a source for the best of jobs, dues provide
employment and geneially higher than average salaries.

In considering an investment promotion program, USAID/ Bolivia locked
at three princhnl possibililies: a program simular to the United Nations Industrial
Developiment Program (ONUDD, which prepares feasibility studies ofd;olential]y
attractive investments; a program of ad hoc pilot efforts, suggested under a
consultancy with CARANA; and a four year program in foreign investment
promotion  USAID/Bolivia selected the third option, based on an analysis of
successful experiences in Ireland, Costa Rica and Hounduras.

The Technical Analvsis in Annex 8 of tluis Project Paper Amendment
reviews Belivia’s comparative advantages.

B. Economi¢ Analysis: Summary

This analvsis, prepared by the Mission’s Economist, provides a
guantih’.ive justification for the Foreign Investment Prometion compenent of the
xport Tromotion Project It establishes a relationship between expenditures on
investment promoetion, total foreign investment that mav be expected to result from
this project. and the benefits accruing to the economy as measured by gross and net
exports (or value added) and employment generation. Studies and 1D project
papers in a large number of countries in which investment promotion }:rojects were
put into effect were reviewed. Only one project evaluation was found which
rovided seme data to permit establislunent of a quantitative relationship between
the cost of an investment promotion project and the benefits that could be attributed
to it, including its impact on exports and emplovment. Tluis was the study
undertaken for CINDE in Costa Kica by Corrales, Céspedes and Vega, entitled
"Evaluacion Econdnuca del Programa de [aversiones v Expottaciones,” PIE/CINDE,
June 1990. No other studv provided, or attempted to utilize, empirical data to
establish quantitative relationships betiveen the cost of investment promwotion
programs and their impact on the econemvy.

Studies other than the one cited above which provided some useful data
include one by CINDE's Marketing Division, entitled "Second and Thurd Quarters
Report, 19907; AID’s "Overview of Investment Promotion (Networking) Projects”, and
the Instiluto Nacional de Estadistica’s (INE) input-output table for Bolivia.

37



A note of caution should be sounded with respect to the relialility of the
results yielded by the models developed for the folluwin’g reasons: (1) there is some
uestion with respect to the applicability of one country’s experience to another. In
319 case of the Costa Rican data, it can be argued that the overall investment climate is
much more favorable in Costa Rica than in Bolivia owing to facters such as the length
of the democratic tradition, closeness to the United States market, more developed
infrastiucture, etc. To compensate at least partially for such differences, we have
adopted much mere conservative assumptions with respect to the relationshup
between investment and benefits than the Costa Rican evaluation indicated: (2) data
on the experience of other countries are extremely scarce, which forced us to relv very
heavily on the CINDE evaluation; and (3) even in case of the CINDE evaluation, the
data permitted no more than the establislument of estimates that could be used to
estabﬁsh ratios relating the cost of an investment promotion project to the final
country benefits that may be expected to result therefrom.

Two allernalive projection models were developed to deal with the
problem of the project’s impact on net emplovment, viz.: should we assume that the
emplovment generated bv the additional foreign investment represents a net increase
in total emplovment (e, that the labor em loyed would have been remained
unemploved in the absence of the 'mvestment?;) Or does a significant proportion of
the emplovinent generated represent a diversion of labor from employment in other
sectors? The assumption made with respect to this issue is crucial for both the
emplovment and value added prujections.

Two models were developed to deal with this issue: Model [ assunmies that
all labor emploved as a result of tfle direct foreign investment resulting from the
project represents a net addition to the emploved labor force (ie., which implies that
these weorkers would be drawn from Belivia's large tool of unemploved and
under-emploved); while Model Il assumes that half of the labor emploved as a result
of the investment is diverted from other sectors. Quite possiblv, the actual outcome
would fall somewhere between these two cases. In fact, we believe that Model | is
more realistic in the Bolivian situation owing to (1) the high level of unemplovment
and underemployment that prevails in this country, and (2) the likelihvod that the
tabor di\'erle(j from other industries or occupations will be replaced by drawing on
the large pool of the unemployed or under-employed.

The following Table H summarizes the results obtained The methodology
and supporting tables appear in Annex 9. In the case of both models, it is assumed
that all foreign investment will be focused on the export market, so that total direct
value added (7) generated by the foreign investinent would be equal to total net
exports (gross exports less imported inputs).

(7) "Direct” value added abstracts from the Keyinesian income multiplier effect, but
includes the income durectly generated in the production of all domestically
produced inputs.
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The results obtained are as follows:

TABLEH
Summary. of Econoimic Analysis Results

Internal Rate of Return 426" 34.27%

Net Present Value with a 107

annual discount rate
(in milhons US$) 10.8 7.3

Net [resent Value witha 15%
discount rate
(in milions US$

~1
—
.
“n

Net resent Value with a 20%

discount rate
(in millions US$) 4.6 2.7

Emplovment Generation
Total tincluding employment
multiplier effect) 10.468 5,234

Direct onlv (excluding employment
multiplier effect) 5.234 2,617

: These are clearly very high rates of return, particularly when account is
taken of the fact that these calculations are in terms of constant US detlars. Note
that Model I shows that the net present value of the benefits from the mvestment
promotion project, when discounted at an average annual rate of 107, exceeds the
total amount spent on investment promotion over the five-vear "Life vl Froject”
petiod  Direct emplovment generation (in the industries directly atfected) 1s
estimated at 5,234 under Model |, and 2,617 under Model U, swhile total
emplovment generation, including the emplovinent impact on the industries
producing the inputs and on other activities subject to the ncome multiplier effect,
1s estimated at 10,468 under Model I, and half that number under Model U. The
basis for these estimates (admittedly verv crude) is discussed further in the
Methodology Section., which, along with supporting tables and the sensitivity
analysis, is presented in Annex 7.

Expenditures of the proposed foreign investment promotion program
are projected at $8 § nullion over the life of the project The most important benefits
that would accrue to the econemy wmclude (5) additienal foreign investment of
about $26.7 million, (2) net export earnings between $38 2 mullion and S48 3 million,
in current dollars, over the next ten vears, and (3) new jobs estimated between 3,234
and 10,468 [t is estimated that the investment promotion program will cost
between $850 and $1700 for every direct and indirect job generated.



Thus, the investment promotion program will contribute significantly
and directly to Belivia’s major economic needs: the generation of foreilgn'exclmngé,
higher output and productivity, and the reduction of the high unemployment rate.
There are, in addition, a number of other economic benefits that the analvsis did not
attempt to quantify - such as technelogv transfer, economic diversification, and
development of the industrial base - wluch may be as important as the variables

that were quantified.

C. Social Analysis

Poverty is rampant in Bolivia. Key socio-economic indicators [Flace
Bolivia as one of the poorest countries in the American hemisphere. GDI' per
capita, for example, is gs,'u, making Bolivia the second poorest countrv after Haiti.
According to the Mission’'s Economics Office, open unemployment is 20% and
underemplovment is over 307 percent. Health and education statistics are also
revealing infant mortality is 109 out of 1000 (comﬁvared to neighboring Peru, for
example, which has a rate of 8 per 1000); and literacy rates reach only 73%.
Althcugh Bolivia has had a stable political regime and sound macro-economic
pulicies over the last 5 vears, economic grov:th is still far from what it should be In
order to make a dent on these “poverty” statistics, there will need to be a great deal
more demeslic and foreigi investment.

The trade union movement has traditionally been verv strong,
articularlv in the mining sector. Today, however, trade unions are weakened. The
Eentml Olrera Boliviana (COB). which represents the trade unions, has managed to
maintain its lobbying capabilities with the GOB, but its membership is substantiallv
lower than it was in the past. Recent experience suggests that trade uniens will not
puese a great problem for Bolivian exporters and fereign investors. Offshore
manufacturing plants, in particular, are frequently cited as having excellent
wutking conditions and emplovee benefit programs.

There have been some concerns that the trade union leadership or
leftists groups will react negativelv to a large foreign investment program, such as
the one proposed in the Project Maper Amendment In recent vears, particularly
when large mining companijes have expressed inlerest in Bolivia, there have been
claims that Bulivia is selling its "national patrimony” to foreigners Arguments and
reactions of this nature, however, are not expected (at least not on a large,
meaningful scale) to the Foreign Investment Promotion program. Most, if not all of
the investments generated under the program will be privately owned, discrete,
activities, which will in all likelvhood not generate any reactions. Should such
reactions arise, however, USAID/Bulivia is willing to invest funds under the Project
for a public education campaign, highlighting the benefits of such a program,
particularly its impact on jub creation.
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Through the Technical Assistance to Exporters and the Foreign
Investment Promotion compenents, the Pm{'ect is expecled to generate
approximately 10,000, mostly unskiiled, jobs by 995 An estimated 53% of these
jobs are to be held by women. Moreover, an internationally accepted standard
indicates that for each new job created, there are 2 to 2.5 indirect jobs also created

It is expected that the Expert Fromaotion Project will make a substantial
contribution to the sociv-economic condition of poor Bolivians.

D. Institutional Analysis

No institutional analvsis is presented in this Project Paper Amendment,
since the creation or strengthening of institutions is not part of this project. The
next ['roject Faper Amendment, however, will discuss the Export Financing
component and its institutional channels.

E. Environmental Determination

A reconumendation to the Chief Environmental Cfficer of LAC for a
negative determination for an environmental threshold decision for the Export
Cromotion Froject as amended was signed by the Mission Director on April 3, 199].
Concurrence was received from the Deputy Chief Environmental Otticer in the
form of a memo signed April & 1991 goncurrence was subject to condition that
Envionmental Assessiments and Quality Assurance Programs be prepared for
activities that involve the development of noen-traditional agriculture expoerts
requiring the use of pesticides or promotion of tropical exports with potential,
direct unpacts on biological diversity or tropical forests.

Copies of the reconmendation and determination appear in Annex 11.
VII. CONDITIONS PRECEDENT AND COVENANTS

Econenic CP’s, which would be appropriate for an export promotion ‘rn}'ect
are nol necessary in Bolivia, given the favorable econenuc envirenment and the fact
that the International Monetary Fund (IMF) is keeping close track of
macro-ecohomic indicators.

No covenants are to be included in the Project Grant Agreement Amendment.
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ANNEX 1
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FXPORT. PROMUTION AMPNIMENT |

LOGICAL FRAMIIIRX

(JN.

To Increase the contribat fon of the
lepgal export sector to Bolivia's
evananie recowery amd growth,

PR

To Ancrease the dollar volhuame of
no-traditional exports anl related
omploymant by Bolfvian and torelgn
canpanles that receiwe project
assistance.,

OBIHCTIVELY VERIF] ABLE INDICATURS
Value of Bgort eamibngs trom ion-
tradittoml exports will hurease
to $45M by 1799 from $204M in 1989
(not directly attribatable 1o the
project ).

END (F PROJECT STATUS

Qmulat ive dollar volume of $100
milHon of non-traditiomal exports
attributable 1o project.*

New cploymnit of 10,000 jobs
attributable to projece.*

ol lar volume of $50 milHon of
expurt capacity In non-traditional
exports crarted by foreig
Investment program.*

* NMuse targets will be adjusted In a subsequent PP amendment .

MEANS OF VERIFICATION

DIGMEX (MICT), USAID Economics
Ottiae.

MFANS OF VERIFICATION

Project records, evaluations.
Contractor reports, custamss records.

Project evaluations, audits, records.
Min. of Plumning records.

Project evaluations, cantrector
reports, camaany records.

ASSIMPTIONS

(DB will camit fime to fmplamnt froe
market orfented policles.

Political s ecawandc stability.

Bollvia's camurative advantages In
non=traditfonal exports cont fme,

ASSIMITIONS

Targetal cagpandes are recept ive to
project technical assistasce,
act to Implement recamexdat fons.

Overseas of fces are oftect fwe in
market lng canrat lwe advant ages of
Investmanit opportunities in Bobivia,



OHTPUTS

Teclnlcal assistance provided to
export cappanies,

Investor visits to Bolivia

Credit offered to exporters.

Dollar volume of foreign investment

Free Trade zone established.

Overseas investment
prunnt fon of fices established.

Export reference libraries
establ {shed.

OBTHCEIVELY VERIFIABLE INDICATULS

MFANS OF VERIFICATIONS

100 comuanies asststed in export
deveiopment by 1992,

250 campanies fn export developoent
by the PACD.

48 investor visits by the end of
1992. By PACD, 220.

$9.1 million by PACD.*

$50 million generated (cumulative)
by PACD.

One free trade zone established and
operational.

Two overseas Investment promotion
offices established (n key
geographical areas by the end of
1992, By PACD, 3.

Three libraries establ ished &
operational in La Paz, Cochabamba &
Santa Cruz.

* This output will be modiffed In a subsequent PP amendment.

Contractor records, project
evaluation, project audits.

Project Records
Project evaluations and adits.
Periodic credit surveys/analyses.

Project Records

Project evaluations, contractor
reports, PROA records.

Pro ject records, evaluations, audits.

Pro ject Evaluations

ASSIMITTTONS

Targeted campunies are recept iwe
to TA provided by contractor.

Bolivian export Instlitutions (oth
public and private), are supportive
of contractor TA and investment
prat i activities.

Same as abowe,

Demand for slort-term credit is
sufficient to justify credit lines.

Exporter Interest and inwsunent
resources are sufficlent to sustain
the efficient operation of the FTZ.

Bolivia has sufficlent camarat fwe
advantages Lo attract foreign
Investors ad to Justify cost of
Inwstment promotion activitfes.

Institutional lames for tibraries
are camitted to serving exporters
and have the financing to do S03
exporters utilize the libraries.



¢h

INPUTS

Teclnical assistamwe to exporters
Forelgn lnvestment Prumot fon
Export Flnance
Pro ject Support

TUTALS

650n and 6501In

AID el
8,250 800
7.900 2,000
6,000 3,100
1,350 -
23,500 5,900

5

6,000

6,000

TUTAL

9,050
9.900
15,100
1,350
35,400

Project records,
USAID Controller's records.
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ANNEX 2
nse to AID W Guidance Cable on

Resp

Qon
Export Promotion Project Amendment No 1- NI'D
(90 State 056763)

Paragrapii 2. Issue: Why has the Mission Chosen to Limit Support to Investment

a3

I'romolion Regardless of Success?

The intention of the Investinent Promotion program is to create a program not
necessantly an institution. USAID will evaluate the program after two vears. and
if successiul, continue it for another twa vears (for a total of four). [f the program
noves to be very successful and pronuses te continue to produce high returns.
t.‘SA[L) may then explore the possible options for a Bolivian institutional home
and for continued ALD. or other denor funding  USAID doees not wish to
assume at this earlv stage that a jermanent institution will be created nor that
USAID will be a seurce of suppott ler such an orgardzation.

Laragraph. 2 Issue' Has the Mission a Relatively Firm Estimate that $20 Million of
Additional Rescurces are Required?

The Missien will no longer require $20 million in new NSD-18 rescurces, as
suggested in the NPD, but rather $I17.0 million. The Export Cromotion
compenent will utilize $50 million; the Investmen! Promotion compenent §7 0
nullicnand the Expert Financing component, $3.0 millien.

The Evport Trometion program has generated $20 million of exports with an
investirent of $10 million the first vear (1990, Targets for subsequent vears are
&30 nullion, $23 0 million, $22 0 muilien, $330 amr‘iu 0O million at an average
cost of 31 4 million per vear. Total cost for the 3.7 vear rogram will be 38 million
to produce $1009 million of new exports at a cost of & cents per expott dollar
genetated  This does not take into account the benefit stream that continues after
the project ends Under the Amendment, this program will require an additional
$3.5 0f NSD-[8 funds.

The Investment romotion program will run four and one-half vears at an

average cost of $2.0 nullion per yvear fur a total of $8.8 million. That estimate is

based on experience and data from the investment promotion component of the

CINDE  program in Costa Rica. We plan to use $10 million of
overnment-owned local currency $6.845 million of NSD-18 funds and $0.955 of
A funds

The credit compoenent estimate is less firm. We have been unable to move funds
through the existing structure with the Central Bank. A survey of existing credit
lines and unmet credit needs of e\]}mrlers is being conducted at present that will

help us restiucture the program. The project is being redesigned lo allow us the
[
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flevibilicy to restructure credit as needed to comyplement other denor credit
pl'o;rams and respend to changing credit market conditions  In July we plan to
change our terms with the Cental Bank (long-term instead of short-term credit) or
o take a route other than the Central Bank if the line deesn’'t move Other
opliens are to operate through a Trust Fund (since the funds are a grant) directly
with ICls, or to create a development bank ‘out of the Market Town Capital
Formatien project’s portfolicd - Without an a puort deternunation of how the
credit will finally be structured. we are fairly confident in our abiiitv to define a
legitimate need and a structure to respond to it. We estimate that we can use an
additional 2100 million in credit funds, half of which will come from the NSD-18
account and half frony ESF counterpart funds.

Laragraph 4. [ssue: Who will Implement the Credit Component of the ['rogram?

As indicated abeve, we are cutrently undertaking a credit demand survey that
will give us a good indication of the type of credit (short, medium or long term)
we should be focusing on, and the the inost suitabie instituticnal channels

Rather than held up the Troject Pas*er Amendment until those issues are fully
mvestigated and defined, we would prefer to approve an Amendment that
contains an explanation of the oplions and the requirements for research. analysis
and documentation for the decisions lo be taken. We will delay an authorization
ot the credit [unds until a subsequent 'P Amendment on credit.

Faragraph 3. Issue: Does Bolivia have the institutional capalilities, as well as

aL‘Svi‘plu'e capacity for managing a $170 credit package as proposed under tlus
pw]ect?

The new credit amount we are proposing is $9.1 million: $7 0 million of USAID
funds and 2.1 nullion of GOB funds.

The CAF moved $35 million in short-term credit for exporters in 1990 through its
credit line SAFICO and they expact to extend $40 million in 1991 Our survey of
other credit lines indicates that there is very little long-term credit in the market.
We have no doult that Bolivia, the banking systen ard market could absorb the
reduced amount of $9 I million in 4 vears. A subsequent P amendment will
Flesenl a redesign of the credit component of the project and justify additional

unding

Paragraph 6. [ssue: Flas the Mission focussed this prozram so it reflects a
commitment to the two-way regional trade initiatives the U.S. wishes to implement in
thus hemisphere?

This program is directed at the primary geal of assisting the government of
Bolivia v s efforts to create an economy alternative to that represented by the
Cocaine Caitels. Allernative sources ol foreign exchange thiough legitimate

[ 29)



exports 15 the means te a sproach the goal. There are two strategic approaches:
Techiucal Assistance (TA) le Belivian exporters (actual and potential) and
prometion with foreign (US and other) businessmen on manufacturing
oppoertunities in Belivia In the process of providing TA to Bolivian businessmen
the project provides infermation on US. vendors of equipment required to
expand export capacily. A successful investiment promotion program will assist
Amencan compantes to produce mere competilive products lluuuﬁh foreign
manulfactuning  As  these  companies  become  familiar  with  theit  new
manufactunng  environment, thev will mevitablely discover new market

oppettunities as sell.

The Crivate Sector Office roulinely sends contractor repotts to the Embassy and
revieivs them with the Commercial Officer for poessible opportunities for US.
Pusinesses lo be mcluded in the Trade Opportunitiv Program cables (TOP) and
Foteizn Covernnrent Tender cables (FGT)Y We have also incorporated LAC/TI
gwdance on tlus guestion into the Froject Faper Amendinent.

Caragraph T Issue’ Why is policyv reform no longer a part of the Troject’s oljectives’

Bolivia is already performmg well on the three policy points which are most
cructal to export success tauff barriers have Leen lowered. the exchange rate is
being kept competitive. and exchange contrels have been practicallv eliminated.
The remamung pohlicy and stitutional issues are considerably less important

With help from USAID and others, the GOB has established a wotkalle regune
for private ftee trade zones.

Frnf:ress has been slow in defining a dulv drawback scheme for e&po!"ers, to
replace the existing flat-rate export incentive which is being phased out The
GOB is receiving tecluucal assistance from other sources on this matter

Bureau ratic procedures are still cumbersome  While this is more of an
anncvance than a major hindrance, we are responding to GOB requests for TA to
help streainline procedures.

While Belivian corporate taxes ate low, the countryv’s failure to provide a tax
holidav to new toreign investors m non-traditional export prejects is a
competitive disadvantage in attracting foreign investors. Tlus issue 1s being
discussed with the GOB in conmection with the design of a USAID ivestment
premetion program.

The budget of INTEX, the GOB export agency, is being slashed. INTEX will

robably be considerably reduced. with some of its functions and equipment mayv
e [olded m Lo the the private Chamber of Exporters. The Mission regards tlus as
a salisfactory outcome.
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ANNEX 3

LAC/TILCOMMENTS AND
The BOLIVIA MISSION'S AFPROACH TO TRADE AND INVESTMENT
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AIZAC FGR RICEARD ROSENBERZ, PRIVATE SECTZ2 OFFICE .

: (L) LA PAZ 17217 (3) ¥OOD-LEONARD MBETING 1/15/31
WCCO-ROSENBERG TELCCY 2/5/31 (D) STATE 2355753

STMMARY: LAC/TI RBGRETS TSAT, DOUE 70 TIMINS AND TRAVEL

"EESTRICTICNS, IT IS UNABLE TJ PROVIDE STAFF ASSISTASSE

I§ DEVELOPMEKT CF SUBJECT PRJOJECT PAFER AMENDMENT. IN
tiIT TF TEIS T0Y, LAC/TI FCEwARDS THE FILLIYIN: 2I2SI3W
ce NCTENJ/J IJANCE TQ BE ADDREISSED DURINZ PREPARATICN F
CIS PP AMENDMENT. PER TELCONS AND REP (D), PAZE. 7,
FRICE TO MISSION AUTECAIZATION OF PROJECT LAC 4I1LT
SIVIEd MISSICON 'S CONCEPT Ul' APPROACE, TAZINZ INTO
ACCCUNT ISSUSS IDBNTIFIZID IN THIS CABLE.

. TEE YOCUS JOF T2ZE ¥PD 7CR AMINDING TIE EXISTIN:

FROJECT IS ON EYPORT PICMOTION. I SPEAKS T0 EFPFIRTS ™)

INVCLVE EXFO3TERS IN TRADE FAIRS ABROAD (TECHNICAL
ASSISTANCE COMPONTNT) AND ATTRACT PORZIGN INVESTMENT
(INVESTMENT PROMOTION CCMPCNINT) TO ERTANCE BOLIVIAN

PARTICIPATION IN TEE ANDEAN TRADZ INITIATIVE. MISSIOV
[§ RIQIESTED TO BRCADEN SCOPE OF PROJECT, ¥OT J¥LI 19

Info: D/DD
EXO
PD&I
op
CONT
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C
RE 3
SF

Reply due 4/26

Aczion tkn

rRSPARS 30LIVIA FOR PARTICIPATION 1Y ONKE-wAY BEYEFITS 2P

AWDEAN TRADE INITIATIVE, BOT PORTHER POR POLL
FAZT ICIZATION IN THE Eﬂ”KRPRISE FOR THE AMERICAS
'h.~‘A”IVE INCLUDING TARIFF AESTRUCTORING (PERAAPS
TEZRCCUSE ADVISOR' COONCIL, TRADE DEVELCPMENT PLIJS
SPECIFIC TRADE AND INVESTHENT ASSISTANCE). PARTICOLAR
t“PEASI5S ON TEE IMPORT SUBSTITUTION SUBSECTOR AND
AFPRCACEZS TC MOVE THIS SUBSECTOR IO/4ARD WORLD MARKET
CCMPETITIVE PRODUOCTION IS ESSENTIAL.

. MISSION 'S APPARENT DESIRE NOT TO CREATE IR
NDEPINITELY FUND AY AID-DIPLNDENT EXPOAT/INVESTMENT
PZOMCTICN OBuANIZATION (PER REF A, PARA 3.3) IS IN

'ELP NG VITE BUREAU’S DESIRE NOT TO CONTINUZ TaADITIOINAL

L.I.Z. STRATEGIZS OF PRCMOTING TRADE AND INVESTMEN®

CEVELOPHMENT THRIC03S LIONZ-TERY SOPPIRT OJF 5702
ZGANTZATIONS., PROMITING STLFP=SCUPPIRTING 2JPTIZNS DRIVEY
Y REAL DIMAND FCR TELIR SERVICES IS PacFrzzcy.

1/2 ONCLASSIPIZD STATE 1252
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MISSTION STAFT

CeIVIR, GIVIN LIMITED avAILLARLZ 5.5 AT
TLSCURCES (T.B., LACK ©F A FORSIGN :3"%3‘.11 QFFICER),
AE=ICNS SECULD PE EXDLCRED FOR §C4 U.S. INVESTCRS CAY EE
ITTEASTIC TO BZLIVIA AND APPR”P?IATBLY ASSISTED. LAC/TI

TCOMMENDS TZ2 GTATEMALAN MODEL wZICH U3E€S EXISTING
CRIANITATICONS STCY AS THE AMCHAM AS LOCAL COONTERPARTS
L582 BOILDS CY TET EOST GOVERNMENT S TORTIGN COYMERCIAL
STETICE TOE CVETASTAS RECZESEVTATICY. A POCTIS CN L2CAL
F32T7CT19Y WELRS IS COMPETITIVE IN wORLD MARCETS S3IJ7LD
T INTLUZED SINCE TEIS (A) ASSURES AVAILABILITI CF
FAMETAIRITT ATALITY PRCCUSTS AT COMPETITIVE PRICES AND
(3) IMFLI:5 OPENINZ MARXETS TO RE~OVE PROTECTION AND
BTTCYING FORTTAN BOSINESS TO COMPETE IN AREAS 4HERT
CITAT IS ND COMPARATIVZ ADVANTAZE Fia LJIZAL PRJDOCTIIN.
ASSIZTING BOLIVIAN ACCESS TO VWORLD MAREETS FCR
CC“?ETZTIT: PEADOCTION IS A RELTOANT C3J=CTIVE, ALTICTSI
‘TY OBIJLGCTS AFE PRCODOCEC €7 TEAT TZCY AKE C““DP ITIVE 1IN
TET 47RL2 “ARYEITOLACE TZEZE PLACE CF CONSIMPTION IS NOT
TMPCORTASNT, WEETTAER IT 3% TCYN THZ STREET DR ARICND TIE
v2EL2, A COROLLARY QEBJTZTIVE IS 70 LEDQCATE LOCAL
FRODCIEZS SO TEAT THTY CAN TALE ADTANTASE OF OPSEN MASKZET
TCLICIES AND BECCMT A CONSTITOUENCY FROCP TIOR sJcH
PCLICIES BY THE GCF,

I, ACCORDING TD T2% PAAD, ECONOMIC REACTIVATION IS5 BEINZ
S4¥PESED BY PROBLEYS WITH% TZE FINANCIAL SYSTEM

BANNTIING CRITIT T0 PRCZTICTICHN EANTEQRPRISES) LAaCK OF
FEIVATE STCTCR CONZIDINCTS JUTSTANZING PROBLE™S «ITE -
TOREIIN INTESTCIES) AND SLCINESS CF 3082 CONGPESS TO AZCOST
FEIVATE [NYPESTYEINT MEASTRZIS, BYZN T30U37 A LIBTRLL
INTEST~ENT CCDZ 7AS BLEN PASSED; AND TSL REMOVAL CF
CTET: [MPEDIMTNDS 27T CPSY TRADT IN MININZ AND
STDRCIARZONS Pznll ~u CINGRESSIONAL APPROVAL. DMIE

MEPLEMENTATION CF CORRECTIVE MEASURES APPIARS TJ BS
STILL €N 2JLD. 8IS PROJECT SIJOULD EXLMINE SPECIFIC
ACTIVITIZIS VWEICE CTAN BE CNTCERTALIN TJ ADDRESS T3t . --
BATICNAL AND TIVELY IVPLEMENTATICON OF TEE NE LSTHEN?
CCDIZS) wC2T JON DEVELIPIN: ACCEPTABLE BINDTINZ AREITRATION
PEQCEIT=ZIS; DEVELC® MECEANIS §S73® THAT LIPJIRTERS,
INTEZSICES AND IMPORTE AN FOLLY AVAIL TYEMSELVSIS CTF

*NEZv BINEPITS. SPECIFIC OTEER TRADS AND INVESTMENT
ITSUES, PARTICOULARLY TARIFF RELATED ITEMS RELATED TO
COMPEITITIVE LOCAL PRODUCTION SIJICLD BEL ADDQESSED IN Tz:Z
PEOJEIT ZESIGY (AN EXAMPLE IS TEE REDOUCTION JF TARIFFS
Os I™PCETET CAPITAL 200DS FOR TWD TEARS - WwEAT VILL
EAPTIN AFTER TEIS TWO TEAR PERIJID ANC EJd¢ VWILL TEE
PECJECT MCRE 3IRCAZLY ADDRESS TARIFF REZ2RYM).
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. f EETADTI IIICE WETTET FATET TEI ASENIT 1D DETEILITvIT
DT ANITHN RTIIONAL TIATE AND INTEISTHMENT, JNDII Tiz
LYTTAN TRATR INTTIATIVT TEE ASENIY IS CSARGED ¢i1%
CIVILIPING BRSLD TRADE INITIATIVIS. TIC PACJEIT SI9ULD /" s
TIANINE r::EAszs S FTOR DEVELOPING TRADE WITHIN T:¢8 W' o ,
SEIT7N AND 4177 97ESR AREAS AS VELL. EXAMIGATIIN OF bv )
(5CS3-3030ER 12 HSACTIONS AND OBSTAZLES MIZET BE A f% -5
TSTTTL APPFIACE TOR DEVFELOPING ASSISTANCE TC FAZILITATE {)
2IIITNAL TOADE AKD INVESTMENT 02PO0RTCNITIES.

€, I0LS. 1.5 MILLICN OF LCOCAL COURRINCY JENERATICONS FRCM
TET L5321 ESF PROGRAM ARE 7T BE ALLOCATED FIR TEZIS
FECJICT, PIR PAAD, TJ PROMITE F2ZE TRADE ZONE
SNITIATIVES AND FCREIGN INTESTHENT. THE EXAMPLE CF FREE
TRADE ZQNES IR TEZ DOMINICAN RSPUELIC HAS BSEN LTSS TEaN
ESIRIT IN TZIRM S OF FOLL INTSIRATION OF IvPACT J¥ I3t
LICAL SCONDMY AND TSEFJLNESS AS A DEMCNSTRATICHN 70 24357
sCYZEN~ENT TO PRCOMITE OPENY TRADS POLIC IES A¥D C3SalD
SUPPCAT FCR FREZ TRADE I0MES SEJULD BE CA°F?3LLY
ITA“INED, LAC/TI UR ES USAID TJ INCLUD® IN TIF PROJECT
TZZ ZCCACMIC AND POLICY BENERFITS TO T4RB COJNTRY OF FRES
TADS ICNE TEVILOPMENT (I.B., TO ASSURE TZAT THE
GCVE2NMENT BEINEFITS FROM TYE EXA“°LZ CF FRET TAAZE AND

PPLIES TZESE BENEFITS NATICNAIDE).

. FTNDING OF STUDIES AS PART CP TII TECHVICAL
ASSISTANCE COMPONENT CF TIE PROJFCT SIJOOLD B85 PURSIED
CALY IT TEIS IS A VERY DISZCTED £FFORT THAT INZLOUDES 4
CASGETED ATCDIINCE AND A PLAN FOR DISSTMIVATION,
MPLIMEINTATION AND TSE CO? T3f PINDINGS OF TEE STUDIES.

(SSI0N SECOULD NOT D2SIGN STTIDIES (IPEIY 7O ?ROJE””
¥ T2 SUZSESCINT PRCJBCT FONDINS FCR UNDEFINED
FRCOMMENDATIONS CF THE STCIT SINCE THIS LEADS T2 A
SL1(A) SITUATION AND MIGET P3IECLUGDBR AUTEORIZATION JF TIE
PECVLCT. BATSER, STIDIES SHCILD BR FUNDED FOR
ACTIVITISS WHICT VILL SUBS?QUEH“L' BE FUWNDED BY 79%Z
FRIVATE STCTZ2 (TU.S. AVD LOZAL).

« TEL NPD PRCYVIDIS SKEITCZY INPORWATICHN OV TST ZgERIT
CL¥PONENT CP TEE PRCJBCT. THE PRQJECT PRIPCSES 70
FACVIDE VCRKING CAPITAL CREDIT TC EIPORTERS AND MED[Jw
AN LONG-TPRM CAPITAL INVESIMENT CAEDIT., ZIVEN
KLIVIA®S ?RAu”BNT!D DECAPITALIZED AND INZPPICTENT
FINANCIAL STSTEH™ AND THE "VEED T9 I™PIOVE THZE BANCING
SYTE“'S INEFFICIENCY TC PRIMOTE 23882 LEVELS CF
CAFACITY UTILIZATON AND INVBSTMENT T9E PRCJZECT S3IJ0LD
2L EXPLCRING REMEDIRS TO T9ESE PROBLEMS, RATHER TIAN
JOST FILLING THE GAPS. MCBILIZATION OF CAPITAL SE07LD
EL TEZETZ GOAL OP THIS COMPONENT, BATIER THAN PROVISIZN 0P
STCP-GAP FUNDINZ., T3IT PP SYOULD ADDRESS 48AT ~JR3 FAR-
REACEING MEASURES (BEYOND PROVISION OF CP2EDIT) ARS8 BEINZ
TAEBN TC ADDRESS THE FINANCIAL SYSTE™'S INADEQJIACIBS

ALTZA0IZ IT IS REALIZED TEAT ™~ANT JR 43ST 2F TIIS?
IGET BE QUTSIDE TER COMTEXT CF THIS PRCJECT AND JSAIZ'S
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MEMORANDLM May 9, 1991

TO: Melinda Keenan-Wood, LAC/TI
ROM: Carl Leonard, USAID/La Paz
SUBJECT.  The Bolivia Mission’s Approach to Trade and Investment [ssues

In a recent calle (State 129277, LAC asked for a clarification of the Mission’'s
conceptual approach to trade and investment prometion, with particular attention te
a number uf 1ssues raised in the cable.

We have carefullv reviewed the cable, and have analvzed our Trade and
Investment program in light of the cable. We were hafp_v to find ourselves in full
agreement with the the strategic thiust of the cable. More to the point. we believe
that the rest of this memo wul demonstrate that our actual and proposed programs
are fully consistent with that tluust.

Based on conversations with LAC/TIL we are interpreting the cable’s guidance
as applving to the entire gamut of our trade and investment activities in Bolivia,
rather than being restricted exclusivelv to the pending amendment of cur Export
rroject That is to sav, we are assuming that LAC's concern 1s that the Mission's

rogram xesliwond seriously to the issues raised, and that it 1s not especially
unportant whether that response takes place within the boundaries of one or another

partcular project

"Trade” Focus vs. "Export” Focus Philosophically. we agree that the
challenge tacing Bolivia is to increase and diversify its trade and investinent. Export
prometion is only one piece of this picture. An “export at all costs” strategv wou{l{
run the risk of repeating the expensive errors which resulted from Latin America’s
ifatuation with impert-substitution in decades past A heavily subsidized export
sector could easily become an inefficient sector which drains resources away from
better economuc prospects and which generates political resistance to the eventual
elimination of those subsidies. (Therefore, as discussed in the recent Bolivia Action
Clan review, the Mission is reformulating our strategic objectives to better reflect an
overall trade and investment focus, and the role of vur export promotion activities as
one part of that focus.)

Fortunately, the Bolivian government is fully conumitted to an approach based
on free and efficient trade, rather than on subsidizing export proeduction Braving
considerable political opposition, the GOB has recently eliminated the "CRA", its 107%
non-traditienal export subsidy; the IMF and the World Bank strongly supported this
move. Muoreover, exporters in Bolivia no longer have access to below-markel interest
rates on Central BanEcredil lines: the GOB has instituted an auction svstem in
wlhich all borrowers bid for these funds on an equal basis, and at (very Tugh) market

rates. Our export credit activities will be consistent with this policy.

Bolivia's enlry into GATT in August of last vear is a further indication of its
conunitment to a free trade approach, and its determination not to distort producers’
choices by heavy subsidies to one sector or anotlier.
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Other particulars of Bolivia's trade policy will be discussed later in this memo
However. it can be said as a general malter that its policy performance is probably
the best anvwhere in Latin America. Thus, we do not believe that trade policy issues
are a major constraint to our trade and investment efforts at present. '

Nevertheless, we are not ignering this area We are continuing to support
UDATE, the GOB’s econemic think tank, which has been a significant plaver in the
evolution of the government’s trade policy  In addition, we will be Sllppo'rtmg
UDACEX, a new unit in the Trade Minustry wluch will provide analysis and
assistance on trade policy generally, but which will focus particularly on back-up for
bilateral and mullilateral trade negotiations -- including, of course, Bulivia’s eventual
participation in the Enterprise for the Americas Initiative. The UDACEX propesal
came out of the first meeting of the US-Bolivian Trade and Investment Council in
Waslungten last vear. It will be financed under our Export project.

The lmport Substitution Subsector; Production for Local Markels We agree
fully with the cable’s contention that the efficiency of local production is mere
important than whether that production is seld in local or export markets. The most
dramatic wav to improve the efficiency of local production is to remove its
protection from offshore competition. Bolivia has aiready taken this decision: it has
abandened import licensing, and its external tariff -- onlv 10% on finished goeds and
5% on capital goods® - is the lowest in Latin America The minimal protection

rovided by the [0% finished-good tariff is further diluted by the near universal
availabiitv of black-market merchandise Finally, Bolivia's tariff levels are much
more uniform than most countries’, thus aveiding the distortions created by
differential tariff rates. Thus, there is no need fura big USAID push on this front

Experience in other countries has shown that such policy change -- i.e. tearing
down tanff protection - has a much bigger impact on the efficiency of local
production than does technical assistance, credit, or other direct industrv-support
rrograms That being said, the Mission does have programs which are available to
relp the lucal producer confront the challenge presented by the new rules of the
game. All producers, including non-exporters, are eligible for tecluical assistance
under our [ESC program, or credit and technical assistance under our $30 million
FOCAS project. or management and technical education through our IDEA project.
And of ceurse, local producers who wish to get into exporting recetve production,
marketing and other technical assistance under our Export Prometion project: out of
the 40 export projects currently receiving assistance, more than a third represent
compaiues that have in the past been producing for the local market.

Foreign Participation in Eolivian Markets. In addition to lugh tariff barriers,
Bolivia, prior to 1985, posed other obstacles to international participation in its
nalional economy, including restrictions on foreign investment in kev sectors, and a
policy of indiscriminate nationalization of foreign investments. However, the
country has made great progress in opening itself again to foreign participation.

*  While the tariff reduction on capital goeds was authorized for onlv bwo vears, it
is generally expected that this provision will be extended when the original
peried expires. Free trade zone compaiies pay no tarilf at all on capital geods.
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Bolivia dropped its licensing requirement for foreign investment in 1983 A
strong ivestment law, guaranteeing equal treatment of national and foreign
investors, passed the Congress last year, and implementing regulations have been
published  In the last few months, the Mining Law and the Hydrocarbons Law both
passed the Congress: U.S. investors in both those areas regard the laws as quite
salislactory

Wlule progress on privatization is far from adequate, it is clear that the GOB
has turned away from any wchnation to nationalize ﬁvm'ate investments tn the
future. The [nvestment Law contains guarantees to this effect, though, as a practical
matter, Bolivia's unsuccessful experience of the past with nationalized enterprises is
prebally a more effective guarantee than the terms of any law. Buttressing tile
{prnnswns ot the Investment Law, on May 3 Bolivia signed as a member of the

nternaticnal Center for Settlement of Investment Disputes (ICSID), the World Bank
arbitration erganization, thus providing foreign investors access te impartial and
binding external arbitration; legislative ratification of this action is expected svon.

Thus, we do not believe that a major USAID indtiative is called for with respect
to macro-level pelicv on foreign investment. We do, however, believe that there will
be 1oun for continung policy dialegue in this area.

A majer element of the pending Export project amendment is a new foreign
investment promotion program. Exfeneuce elsewhere has made it clear that the
operalion ot such a program inevitably brings to light further policy and institutional
o{‘slncles to forei?n uvestment. To respond to this concern, we are incorporating
into the design of the program an Advisory Board composed of bigh-level Bolivians
whose principal comurutment will be to lobby for the correction of policy and
institutivnal obstacles wluch are identified from time to time. Bolivian interest in the
investment program is so strong that a sizable group of peo;l:le frem the very highest
levels of the private and public sectors have expressed a willingness to serve on'such
a Beard and to take on a policy dialogue responsibility.

In addition to our efforts on the investment policy front, the IDB is currently
designing an [nvestment Sector lvan for Bolivia (part of whose funding is expected to
be provided under the Bush initiative). This loan will focus on remaimung
bottlenecks to nvestment.

Financial Sector Issues. The cable argues that the Mission’s response to
Bolivia’s financial sector problems must go beyond a mere credit dump to fill gaps

here and there. We agree wholeheartedly. Our Stren%thening Financial Markets
pruject is one of our approaches to structural reform. Its components have included
technical assistance to the bankers’ association, the establishment of a bankers’
training institute (which we expect to be self-supporting after a few initial vears), and
assistance in the establishment of a Bolivian secuiities market.
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UDAPE, the government think-tank we fund, works on financial sector issiies
We have just completed a massive financial sector assessment to guide our future
efforts in this area. Financial sector reform is one of the twe pillars of the
forthcoming IBRD/1DB Structural Adjustment Credit, and we are in regular contact
with the Woild Bank team to coordinate our efforts

Another of our projects is working with the country’s decrepit cooperative
savings and lean system This sﬁroyect 1s doing much more than dumping credit and
technical assistance: working closely with the Superintendency of Finarcial
Institutions, it is making important progress in the structural reform of the credit
union svstem.

On the micreenterprise front, PRODEM has introduced a successful new
microlending technelogy to the country. The most exciting outgrowth of our
support to PRODEM is the forthcoming establishment of the region’s first fuilv
private, for-profit microenterprise bank. f this bank generates the handsome profits
we hope for, it wil attract conumerciallv-motivated competition, resulting in a vast
expansion of the clientele served by this new financial teclhnology

Thus, we have been very active in financial sector reform. At the same time, and
inthe context of that effort, we bLelieve there is a useful role for a caretullv-structured
expert credit line. Since the time the New Project Description for our export
amendment was submilted, we have conducted a detailed study of export credit
markets Tlus studv coidirmed our impression that under present market conditions
there is no shortage of funding for bankable exporters -- that is, exporters who are
fullv able to meet the commercial banks’ stringent requirements.® Thus, the structure
of our present credit line, which provides liquidily for loans to bankable clients, is
not respwnding to an wumet neecr

However, we have concluded that there is a large group of "nearly-bankable”
exlpm'ters. 1e, exporters with reasonably solid business and financial situations,
whese risk profile is modestly higher than what the banks are used to dealing with
right now Ex erience in various countries has shown that it is possille to structure
a credit line which will provide incentives for a bank to make moderate adjustments
to its lending practices. This is the market to wlich our restructured export credit
line will be directed.

Eree Trade Zones The amendment to our export project will contain a
compenent to assist in the develupment of an industrial free trade zone The cable
correctly notes that, in some other countries (e.g., the Dominican Republic), free
trade zornes have not been effective in catalyzing economuc liberalization elsewhere
inthe host economy.

However, there is a crucial difference between Bolivia and these countries In
the more usual case -- like the Donunican Republic -- the free trade zone is an island
of svund econvmic policv in a sea of artificially restrained trade Itis often hoped
that the [ree trade zone's success will lead to liberalizmg of the rest o[ the economy.
This hope has occasionally been dLsappumted,

" Because of a lustery of instabulity and heavy loan delinquency. Bolivian banks
are extremely conservative at lpresent: for instance. thev tvpically require urban
real estate werth three times the loan amount as collateral requuement.



Buit in Bolivia's case, the economic regime at large is the most liberal in Latin
America The destrallity of a free trade zone here dves not stem from a need for
protection against a bad policy regime, nor from a strategv of using the zone as a
camel’s nose under the tent in epenung up the national policy Rather, we want o
suppnrt a free trade zone simplv because ex erience elsewhere has demonstrated
that it 15 an important tool in attracting the fereign investor In a sense, “free trade
zone” s a slight misnomer here in Bolivia -- the difference in economic rezime inside
the zone and outside the zone will not be that sigtuficant The main advantage of the
zone for a foreign investor will be the fact that it is a good industrial park, providing
infrastructure and support services. Given this atvpical situation in guli\'in, there is
no need for a special etfort to extend the policy benefits of a free trade zone to the
rest of the economy

Studies and Technical Assistance. We agree with the cable’s skepticism with
respect to export studies wluch are not linkeé to particular investors who are willing
to put their assets at risk. Thus, our current policy is to trv to avoid supporting
generalized product studies, wiuch are then disseminated in hopes that some
as-vel-unidentified investor will pick up the idea. Qur expertence s that such
studies seldom lead to investment. Even wlen a particular invester is on the scene,
we tend to avord assistance for feasibility studies: experience has suggested te us
that the investor who really needs help with a feasibility studv often lacks the
resoutces or comnutment to successfully implement the preject being studied

The same observations apply in a general wav to our technical assistance under
the present Export project. The vast majority of the assistance is provided to
individual businesses, and we are having increasing success getting them to
absorl a part of the cost of the assistance.

As to the new foreign investment promotion program to be funded under the

rending amendment. a very small portion of the funding will be directed to studies.

hese are highly targeted markeling studies, whose immediate practical impact wll
e to detne, i gecgraplue and sectoral terms, the classes of [oreign investors for
whom Bolivia's comparative advantages will have the greatest bottom line impact
Thus. theie is no doubt that these studies will be used. and used immediately
Without them, we couldn’t select foreign office locations, nor adopt any rati¢nal
strategy as to wluch investors to target.

Regional Trade and Integration. We agree with the cable’s emphasis or. the
impertance of looking carefullv at regicnal trade and investment opportunities, and
this concern is already built in to our efforts. A large portion of the new export
projects alreadv receiv'ulﬁ our technical assistance are focussed on markets 11y
neighboring countries. The current investment promotion piot program is actively
considering the best ways to reach potential South American investors, since il is
clear that Bolivia could present various important advantages to them.
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We expect that our support (under the Export project), to the UDACEX unit in
the Trade Ministry will provide material assistance to the GOB in its negotiations
toward regional integration. The Confederation of Private Entrepreneurs, wlich we
also support, has been active and effective in pushing for greater Andean regional
integration In fact, negotiations are will advanced. The five Andean Pact members
have committed themselves to establish inter-regional free trade by next vear, and to
adepta commen external taniff by 1995 Obviously, any advances'in regienal
integration will be an important step along the way to the hemisphere-wid= free
trade regime which is the ultunate goal of the Enterprise for the Americas Initiatis e.

The Proposed Investment Promotion Program. As noted above, we recognize
that export expansiven is ondy one prece of the trade chaUenge facing Bolivia

However, precisely because the general trade and investment policy framework
has Leeii rationalized, firm-level export promotion work represents an imyportant
target of opportuiuty. And it is clear that Bolivia's export capacity is a crucial link in
its general trade performance: trade depends on hard-currency generaticns, and the
only viable long-term solution to Bolivia's shortage of hard cu rency s export
expansion. This concern is especially Fressing as Bolivia's drug inerdiction efforts
cut down on a major existing source of hard currency.

The Mission's initial efforts in export promotion focussed on assistance to
Bolivian companies. However, experience in many other countties has indicated
that new foreign investment can plav a major role in boosting exports. Since recent
analvtical work has satisfied us tﬁat Bolivia has substantial comparative advantages
tor the foreign investor, we are proposing to include a foreign investment promotion
component in the forthcoming project amendment.

It is true that we hope to take advantage of some of the lessons learned in the
successtul Costa Rican investment promotion program. But we have no intention of
replicating Costa Rica’s CINDE, a position we have maintained consistently, against
considerable local opposition.

Last year, a group of lu'gh-level private and public sector Bolivians visited Costa
Rica on two vccasions, and returned with a strong desire to see a CINDE equivalent
in Belivia. A protracted and painful process was required to convince them that AID
was not willing to build an export promotion institution in Bolivia. let alene an
institution like CINDE with a wide range of TA, investment promotion, and training
programs.

Our teclwical assistance to Bolivian exporters is intended to be a "one-shot”
effort. At the conclusion of tlis program, we do not plan to leave behind an
institution to carry on similar tecluucal assistance in efinitelv The
“institution-building” effect of this program will lie in the dozens of Bolivian
companies who will continue generating jobs and foreign exchange into the
indefinite future, without additional external assistance.
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On the investment promotion side, we are making it absolutely clear to all
concerned that AID is assunung no resi;onsibiliry to continue long-term funding of
this effort, even if it is highly successful. The economic analysis in our project paper
amendment is based on the assumption that the investment rromotion wifl
terminate when the proposed four-year funding runs out. That analysis
demonstrates that achievement of the targets set for those four years would amply

justify the expenditure involved, based on the fobs and foreign exchange produced
Ly the companies which are attracted during that period.

This position has dictated our unpopular decision to manage the investment
E-lrogram out of a limited-term contract, rather than to focus (as was the case in Costa
ica) on the establishment of a Bolivian entity to institutionalize the program.

Geuerally speaking, we are pushing to maximize user fees in our
business-assistance programs; we are making substantial progress in our IDEA
business education project, in our PROCAF bank training program, and in our
technical assistance to exporters. However, experience around the world has
demonstrated that foreign investment promotion is a special case. The immediate
targets of this promotion are foreilfn investors, who are not will'mé)‘t"o pay the
salespersons who are trying to sell themon a particular country. er the longer
haul, the entire private sector of the host country benefits from successful investment
promotion, but these benefits are so diffuse that the local private sector will not pay
the costs of the prometion: in fact, over the near term, new foreign investment can
raise costs for the local private sector by increasing competition for labor and other
inputs.

There is one important opportunity to charge user fees in a foreign investment
program: such a program can increase revenues for local free trade zones, and it is
reasonable and feasible to charge the owners of such zones a fee for clients attracted.
(AID in Costa Rica failed to take advantage of this revenue source for its foreign
investment program.) We are confident of success in our current negotiations with
the promoters of Bolivian {ree trade zones to build in a substantial commission on all
investors attracted to their zones by the new investment program.

We are taking advantage of LAC's suggestion that we look at the model being
used by USAID/Guatemala. We have been in contact with our colleagues there to
learn more about their approach. If we understand their ﬁrogram correctly, they
expect substantial private sector contribution to support the proposed FUNDESA
overseas offices which will concentrate on promoting Guatemalan trade. Since trade
deals benefit local companies directly and immediately, it is reasonable to expect
them to share in the costs of such promotion: we will make every effort to maximize
local private support for such trade assistance.

However, we understand that Guatemala’s approach to investment promotion,
through the overseas representatives of the Chamber of Non-Traditional Exporters,
recanizes the need for public fundix;rg of such work -- we are told that the funding
for this prof_;ram is #0% GOG and 60% USAID. As to the organizational specifics of
their model, our colleagues in Guatemala tell us that it is too early to judge the
success of the program in promoling investment. While there are differences in
some sgecifics between the two approaches, the model we propose to use, like theirs,
is based on overseas representation; our model has a track record of success in
several different countries.
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We have been discussing with the Porei?n Affairs ministry ways to take
advantage of the GOB's overseas commercia representatives. We are optinustic that
some useful coordination will be possible; but it is unlikely that these o?ﬁcials will be
able to carry out the core investment promotion work. They are political appointees
selected on criteria which have little to do with their ability as salesmen; besides,
their primary clients are existing Bolivian businesses, not new foreign investors.

Agency-Wide Guidance. The Trade and Investment Project Guidebook,
prepated by APRE, has recently been distributed as guidance for AID Missions
throughout the Agency. We have reviewed its contents carefullv. While this memo
is not the place to discuss the details of that guidance, we believe that the approach
we are laking is entirely consistent with what is suggested there.

We hope that this meme has demonstrated that USAID Bolivia is addressing the
concerns expressed in the Bureau’s cable, not onlv in the design of a specific Export
Project amendment, but more importantly throughout the entire range of our trade
and investinent promotion program and activities.

606771
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ANNEX 6

CONTRACTING AUTHORITIES



U. S. SMALL BUSINESS ADMINISTRATION
REGION IV
1378 PEACHTREE STREET, N.E., §TH FLOOR
ATLANTA, QEORQGIA 30387-8102

May 21, 1991

Regional Contracting Officer Burher
for USAID/Bolivia
APO Miami, Florida 34032

Subject: Prime Contract No. 511-0585-C-00-0019
Subcontract*No. 4-90-1-0023
Carana Corporation

Dear Sir:

In response to your memorandum nf May 13, 1991, the Small
Bugsiness Administration hereby gives its authorization for you to
negotiats and issue a contract amendment under the subject
contract estimated at $2.5 million value.

This action is being authorized without competition beczuse the
estimated dollar value of the proposed amendment falls below the
competitive threshold of S3 million, pursuant to 13 CFR 124,
Section 124.318(C).

Hunter
Contracting Officer
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FITe 4) A PAZ 37131 (2) DAVIZSON WILXINSON TTLEZCO»

1. AS DISCYSSED WITY DTPYTY MISSION DIRECTOR DAVIDSON
Ch AZCYE DATE, O0SD2U BRECCMMENDS FCLLOWING ACTICNS RE
SC2JICT PROJECT:

A, GIVIN ESTIMATED [2LS 2 TC i1 MILLICN VALUZ OF
CONTRACT, AN 8(A) AWA2D CCULD ONLY BT MADE
FOLLOWING A FUL_L AND OPEN COMPETITION AMCNG
ANY/ALL 8(A)S INTZRESTED. THIS APPLIES TQ ANY
DROCUREMENT WHCSE LCP IS PROJEITTED TC EQUAL CF
EXCETD DCLS 3 MILLICN AND wOULD INCLUDZ C2D
NCTZICE JLL RS2, AND FULL PROPOSALS AND WOULD
STAUIRE SAME TIMI FIAMEI AS A NOSMAL FULL AND
DPEN PROCYREIMENT,

. AZINCY'S GRAY AMINDMENT AUTHORITY FOR EY 1891
AND LATZIR FUNDS (AIDAR 725 332 71) IS BEINS

MODIFIZD BY DRAFT REGULATIONS (AIDAR NOTICE 92
4) SO THAT GUOTE PROCEDURE NOW REQUIRES THE
CONTRACTING OFFICER TO 03TAIN COMPETITION TO
74T MAXTMUM 29ACTICABLE ZXTINT, BUT NO LONSZR
TTQUIRES TUYI CONTRACTING OFFICEIR TC CERTIFY
T4AT TWO OR MORZI RESPONSI3ZLE CFriIv3S CAd
TZASONARLY BE ANTICIPATEZ END QUOTE, AS IN TX
1992, T=IS AUTYOSITY APPLIEIS TO SMALL PIRIAT
SMALL DISADYANTASELD BUSTINISS CONCERNS, AS 4ELL
AS 70 HMISTOSRICALLY 3LACK COLLEGES AND
UNIVE2STTITS CR THOSE WHICH HAVE A STUDENT 30DY
OF MCST 7TUAY 42 PESCENT HISPANIC AMERICANS, AND
DISADVANTAGZD PRIVATE VOLINTARY OSGANIZATIONS,

C. MISSION [ECISICN TO USE GRAY AMENDMENT
AUTHORITY WOULD ONIY RTIUIRT CLEARANCE FROM
CD3Y, ALCNG WITH A SHCORT CERTIFICATICN THAT
COMDITITION UNDTF 8(A) SULES IS IMPRACTICA3ZLE
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(ST A, A20VE) ANT CZRTIFICATION THAT
CCMPETITICN WAS CBTAINED TO MAXIMUM EYTENT
FXACTICAZLE,

D. NCE¥ALLY, CSDBU WCULD PECVIDE A SQURCE LIST
F30M ACRIS FOR MISSION RETVISW, AT THIS TIMET,
HCWEIVZR, BELIEVE THAT CARANA AND M3A, INC,
MIAMI, FLOZIDA ARE TWO FI?MS WITH MOST ARILITY
TO UNDERTAKT A PROJECT OF THIS TY2E, MBA, INC
BRINCIPALS ARE MANUZL ISLESIAS AND DAVID
SCHRIZa, IF MISSION DEISIRZS, 0303y Wittt
FCERAARD CCPY CF LATTER'S CAPAZILITY STATEMENT.
¥ISSION WCULD wANT TO CCNSIDEZR EQTH ZIFQORE
MAKING A DZICISION,

2, HO?T A20VEZ IS HILPFUL, PLIASZ CONTACT US IT WEI CAN

oC ANYTHING IL3Z TC HELp, CUR FAX NUMBER IS 782/875
1223, 2AKER
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ANNEX Y

CARLOS TORRES’ REPORT ON INFORMATION SYSTEM DESIGN



MEMORANDUM

FECHA: 10 enero, 1991
PARA: Richard Rosenberg; USAID

Jerry Harrison-Burns; USAID
Ing. Curtis Sittenfeld; CARANA CORPORATION

DE: Carlos J. Torres

REF: BASES DE DATOS PARA LA PROMOCION DE LAS EXPORTACIONES Y
DE LAS INVERSIONES

Introduccidn

El convenio principal tirmado entre USAID y el Ministerio de
Planeamiento, y los sub-convenios firmados con las diferentes

entidades en La Paz, Santa Cruz y Cochabamba, le dan mucha
1mportancia a la implementacidn de una base de datos electrdnica
para apoyar el proceso exportador. Dados los cambios en el

proyecto en este primer afo de su implementacidn, creo gque es un
buen momento para reflexionar sobre la importancia de las bases
de datos en el proceso exportador y cual seria la mejor forma de
lograr los objetivos del proyecto en esta area, dada la
experiencia en Bolivia y en otros paises,

Antes de entrar en una discusidn sobre las diferentes clases de
bases de datos que existen y la forma en que se pueden utilizar,
es importante entender que las bases de datos son solo una
herramienta que apoyan un proceso de investigaciédn, que es un
paso muy preliminar de muchos que se tiemen que realizar antes de
que una compaiia logre exportar exitosamente. Hemos visto que en
muchos paises, entidades de promocidn de exportacion han buscado
desarrollar bases de datos, 1i1nvirtiendo grandes recursos
financieros y humanos en el desarrollo de eéstos. Aunque la
existencia de una base de datos puede ser algo util al proceso
exportador, la realidad es que este proceso exportador es muy
complejo y requiere de muchisimo trabajo por parte del exportador
COon sus pPropios recursos.

Diferertes Clases de Bases de Datos

Existen muchas clases de bases de datos Qque se pueden utilizar.
Un resumen de las mds 1mportantes se presentan en esta seccidn,

~ Precios: La mayoria de estos son electronicas, y lo gque
buscan es darle al usuarlio 1nformaclon sobre precios aztuales e
historicos que se pueden usar para analizar tendencias en

/‘lﬂ,.
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precios. Desafortunadamente, estas bases de datos no son muy
utiles para productos no tradicionales ya que por las diferercias

en calidades de productos, la forma en que se empacan, Y oOuras
dan tienen wun uso limitado

diferencias, los precios, que se

(estudios de pre-factibilidad, etc.). He encontrado que para
lograr tener una mejor estimacidn de un precio para un producto
especifico, bhay Que hacer wuna investigacidn en el m -cado
directamente. £l exportador que busca verificar

incependienterente de su comprador el precio de mercado para su

procucto, cas. siempre tiene contactos con otros exportadores O
con otros ccmpradores. Las bases de datos de precios casi
siempre son electrénicas, que tienen un alto costo para el
usuario comparado con la informacidn que se logra de estas.

- Identificacion de compradores: Existen muchas bases de datos,
electrdnicas y/o bibliotecarias, que se pueden wutilizar para
identificar compradores. Desde documentos tan sencillos como las
"paginas ama-illas” de las guias telefdnicas Jde diferentes paises
y <ciludades, a documentos especializados como "“The Directory of
United States Exporters” a bases de datos electronicas como "Dun
and Bracstreet”; estos documentos se pueden utilizar para bhacer
una 1dentificacidn preliminar de compradores, pero despuécs hay
que hacer wuna Investigacion en el mercado para identificar
compracores ccmpatibles y de buena reputacidn que tengan interes
en el producto que se estd ofreciendo, o en una variacién de ese
producto adaptado a las necesidades del comprador vy su mercado.
Por razones de costo, las bases de datos bibliotecarias son
preferidas a las electrdnicas, siempre y cuandu se€ mantcagan
actualizados.

-~ Informacion Crediticia: AQui también existen ‘bases de datos
electrdnicas vy bibliotecarias que son muy utiles a la hora de
investigar wun comprador especifico. Las bases de datos
biblinotecarios, como las de Dun and Bradstreet pueden dar una
informacion preliminar muy buena. Otras bases de datos
electronicas, pueden indicar una i1informacacidn mas detallada vy
actualizada, pero a un costo mas alto.

~ Estadisticas de Comercio I[nternacional: Las estadisticas de
comercio internacional son muy utiles para gobiernos y entidades
que estan 1nvolucrados en la definicidn de polaticas de comercio
internacional, etc., pero para el exportador especifico, son poco
utiles. El accesso a esta 1nformacion puede ser a través de
bases de datos electronicas y/0o bibliotecarias.

- ldentificaci14n de Oportunicades de lnversién o de Exportaczidn:

Han habido varios intentos por parte de organismos
internacionales para crear este tipo de bases de datos, pero en
mi ofini1on, con muy poco éxi1to. Los costos de estas son muy

elevades, y he visto tam poco éx1to con estss bases de catos que
Nno Cc~eo gque valen la pema utilizarlas en el caso de Bolivia,
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- Bases de Datos Bibliogrdficas: Una biblioteca de Comercio
Internacional no puede pretender tener toda la informacion
(estudios de factibilidad, perfiles de mercado, reglamentos de
los diferentes paises para diferentes productos), pero a traves
de bases de datos puede identificar la existencia de documentos
sobre el tema que le pueda interesar al exportador. Las bases de
datos de esta naturaleza pueden ser electroénicas, pero a traves
de convenios con diferentes entidades, se puede obtener accesso a
este tipo de informacion por FAX o Telex,

€l Usuarioc

Los usuarios principales de los centrcs de informacidn gue se
crean en las entidades de promocidon de exportacion son casi
siempre estudiantes y/0 otras personas que probablemente nunca
lleguen a exportar porque no reunen las otras cualidades para
lograr ser exportadores exitosos (accesso a capital, tecnologia,
etc.). Con esto no quiero decir Que No son necesarias y que por
lo tanto no se deben utilizar. El exportador serio muchas veces
tiene necesidades de informacion preliminar gque se pueden
encontrar en estos centros de informacidn y gque puecen ayudar a
orientar al exportador rapidamente en su proceso ce

investigacion.

Problemas Tecnoldgicos

Por razones tecnoldgicas, las bases de datos electronicas tienen
sus limitaciones en Bolivia. Las lineas de teléfono al exterior
son dificiles de conseguir, vy de wuna calidad que hace Qque la
transmision de catos por esta via sea muy dificil. Tambien
tenemos que considerar el factor costo, vya que el costo por
minuto de una llam>cda al exterior es alto, y una investigacion en
una “ase de datos electronica en el exterior puede durar 30
minutos fdcilmernte. Por esta razon recomiendo que en Bolivia se
hage nincapie en las bases de datcs bibliotecarias, buscando
desarrollar una relaciodn con una entidad en el exterjor que pueda
apoyar una invest¢ijacidn cuando sea necesario, comunicandose con

Bolivia pecr FAX o Telex,

Recomendaciones

Recomiendo Qque s€ siga apoyando la creacion de bases de datos vy
centros de informacion, pero modificando el enfoque hacia bases
de datos bibliotecarios, con menos énfasis en las bases de datcs

electronicas.

€l costo de montar un centro bibliogréfico completo puede ser 3de
$2,000 a 34,000, y el mantenimiento cel centroc puede variar entire
$1,000 y $2,000 por a”o. Adjunivamcs la lista de documentos cue
consideramgos Necesarios para un centro de esta naturaleza.


http:llan,.da

(W)

1o,

11.

KE\. LI1BRARY DOCUMENTS FOR_BOLIVIAN EXPORTER’'S LIBRARY

STANDARD AND POORS, 3-Volumes Register of companies.

Dun's MILLICN DOLLAR DIRECTORY - Top 50,000 companies. D4&B
also offers company i1nformation on diskette which could be
purchased every two or three years. Their services are
described in Dun & Bradstreet’'s Catalog of Business Mailing
Lists and Direct Marketing Services.

Various U.S. State Business Directories, e.g. California

Manutfacturers Register. llost state offer manufacturing and

gervice sector dlrectoriles.

Association Directories, e.qg. the American Electronic
Association ODirectory. or the Apparel Manufacturers’
Directory. Given that many 1mportant Associlations are based
1n Washington, D.C.. | assume we should be able to pick these

uo easliy enzugh.

Ficn' s Susiness Guide - various High-Tecn guides are avalilavle
for gi1frerent states.

Directory of Corporate Affiliations, published by the National
Register Publishing Co.

McHMillan s Directory of leading private companles.

Directorv of HiTech Corporations. published by American
lnvestcr [nformation Services in Philadelphia.

rledTech Directory., which lists medical and other health-care
companies that manufacture advance technology oproducts. A
si1milar one 1s the Medical & Heslthcare Marketplace Guioge,

ouoclished by the MLR Publishing Co.

United States Importers & Exporters Directory. Published ov
Tre Journal of Commerce. Two Volumes.

Ulrich s lnternational Periodicals Directory. 28tn Edition.
{Now 1ncluoing Irregular Serials & Annuals). Three Volumes.



q)’t)



TECHNICAL ANALYSIS

An analysis of Bolivia’s competitive advantages in the promotion and attraction of
foreign investment was carried out by Mr. Rodrigo Ortiz in May, 1990. The analysis
focused on the primary manufacturing sectors for new investment and export;
issues related to Bolivia's comparative advantage of which Bolivian exporters and
foreign investors must be aware; an anlysis of free trade zones and their application
to Bolivian foreign investment;, other potential export sectors; and,
recommendations for a project strategy for Bolivia for securing new foreign
investment and increasing exports.

A. [otential Manufacturing Sectors

The following is a summary of the potential manufacturing sectors in Bolivia
which are capable of increasing export capacity and considered promising enough
to warrant an in-depth analysis.

1. "Magquila” or Draw Back Industry

This manufacturing sector, referred to as the "Maquila” or "draw back”
industry, is common to the offshore apparel industry in which cloth is
manufactured and cut in the U.S,, then tem orarily exported to a third country. At
the offshore site, the cloth pieces are assembled into a finished product or garment.
The term maquila can also be applied to the assembly of electronic components or
other manufactured goods whereby all the parts are shipped from the US. or
elsewhere, and final manufacturing or assembly of the product is carried out in
other countries with the use of well {rained and inexpensive labor.

The maquila industry is highly labor intensive, with manufacturing
facilities often requiring hundreds or thousands of local employees. However,
since most of the component parts are import-d, there is a relatively small amount
of domestic value added, and little or no integration of local industrial capacity in
the manufacturing and export process.

2. Vertically Integrated Textile Produclion

The vertically integrated textile production industry is closely related to
the maquila sector, but is independent from the apparel maquila industry. This
sectur refers tu textile manufacturing operations which are vertically integrated
witl all the processes needed to produce the thread or yarn which will eventually
be dved, woven and/or knitted into the finished clotlv or garment. This tvpe of
manufacturing activity is more carilal intensive than is the maquila industrv, and is
also an impurtant source of employment generation given the size and volume of
operations. This sector has the distinct advantage of incorporating local inputs such
as wool, cotton, synthetics and (ibers, thus increasing industrial integration and the
potential for value added in Bolivia.
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3 ight Manufa in

The third manufacturing sector included in the analysis is termed light
manufacturing, and refers to those operalivns in which labor is’a major component
of the 111anu§acturing cost. These facilities require a minimum of macliu'nery
(relative to the size, investment and technology of medium and heavy
manufacturing). Light manufacturing, however, differs substantially from maquila
in that not aif the materials and components are imported. Local raw materials,
compuonents or subcomponents are frequently incorporated to produce the finished
roduct. This type of manufacturing can employ substantial numbers of workers,
Lut does not require a high level of technology. Included in this category are
apparel operations which employ locally purchased or imporled cloth, and all
fiushing operations take place domestically. Other representative sectors in this
classification are electronics, metalmechanics, plaslic injection and assembly, and
jewelrv making.

4. Mining, Extraction and Related Primary Industries

Bv far the most promising export and investment promotion sector in
Botivia is the mining, extraction and related primary industries. Over the last few
years, major changes in the mining sector in terms of technology and variations in
sup 1l'v and demand have improved considerably the rospects for Bolivia's
traditional mining exports. The rapid decline recently in Bolivia’'s exports of
nmetallic ores is not attributable to a decline in raw malerial, but rather the
inefficiencies in the mining processes emploved in Bolivia. The production
inefficiencies have caused Bolivian mines to be less competitive than mines and
mining operations in other countries. Bolivia must study this sector and find ways
to modernize and sustantially increase the efficiency of its mining operations if this
sector is to provide leaderslu’p and continue to serve as the backbone of the
economy.

Typically the mining sector, as a primary means of increasing exports, is
ignered in most developing countries given the requirements of large capital
expendilures and abundant natural resources. However, Bolivia’s immense and
accessible reserve of mineral resources indicate that everything possible should be
doene to effectively develop the mining and primary industries in order to produce
refined and klvjrocessed copper, steel, sifver, gold, tin, lead, antimony as well as other
melals and alloys.

Strong foreign investment and technology inputs are necessary to develop
the Bolivian mining sector. Bolivia currently has the human resources and
conditions necessary for maquila and light manufacluring industries, and the
strong advantage of being capable of roviding many of the raw materials required
bv these manu acturing sectors. In addition, the development of raw materials into
finished and purified metals and ninerals could be integrated into most industrial
&:mcesses, and serve to com etitivelvy position many of Bolivia’s export industries.

he end result of this effort is that Bolivia will ac«(]ulre a privileged position relative

lo Asian and Caribbean countries involved in offshore manufacturing activities.
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B. Comparative Advantagg_s_thmtgle_hwgg;gz’g Perspective

The analysis carried out by a foreign investor, prior to making the decisionto
establish offshore production facilities and operations in Bolivia, would typically
include the cost of production, investment incentives, manufacturing facilities, and
opportunities and other considerations relative to these offshore operations. In
addition to this analysis however, there are many common issues which must be
addressed befure an investment decision can be made.

One of the most important issues is the quality and quanlity of the available
work force. Since this is one issue which will have high priority among foreign
investots, it is essential to evaluate the quantity, quality and availability of local
labor. Foreign investors involved in offs}\ure manufacturing tequire certain lygwes
of human resources regardless of whether they are interesteg in maquila assembly,
light manufacturing or vther manufacturing sectors.

1. "Blu llar” Worker

For general plant, or blue collar workers, Bolivia has a low literacy rate,
work skill levels and an absence of related training programs. At the present time,
there is no specific institution dedicated to worker training and development. To
compensate for the absence of grograms and specific resources in these areas,
industries should be targeted and promoted which do not require a high level of
education for the workers. An example of this is found in the area of jewelry
manufacturing and diamond pelishing, in which manual dexterity and interest in
develuping skills in a trade are the primary criteria for entry level employment.

2. Wage Rates

The following chart refers to salaries and labor rates in Bolivia relative to
other offshore maufacturing countries. The chart illustrates comparative wage rates
of Bolivia with competitive countries in the Caribbean Basin and Southeast Asia.
Bolivia Fossesses a strong comparative advantage compared (o the industrial wage
rates of other competilive countries. Based upon cost surveys of several
maquiladora plants in Costa Rica, a typical cost breakdown of these operations is
presented as follows:

Labor 78%

Raw materials and packaging 2%

General plant expenses 18%
Financial costs 2%
Total 1007%



INDUSTRIAL WAGES
WITHOUT FRINGE BENEFITS

L

BOLIVIA f:g éé!
CHINA 70
D. REPUBLIC| | —7a)
THAILAND| {84}
MEXICO| [————— 119} 1
COSTARICA| [, 1155} 1
SINGAPORE| [} 265! /
HONG KONG | [~ 22l
TAIWAN| [ 27}
KOREA . —— L
1 . I I I L g
0 5 100 150 200 250 300 350

US$ PER MONTH

2



This example shows the relative importance ol salaries and the input of
local labor in the manufacturing process. The cost breakdown reflects a salary
structure which averages US$ . /J’aer hour (minimum wage), wilh a fully loaded
cost (all benefits included) of US$ 1.08 per hour for the Costa Rican apparel
industry. Even with these relatively high salaries, the Costa Rican apparel industry
maintains a strong competitive position.

In Bulivia, the average wage rate within the apparel and textile industries
is approximatelv US$ .33 per hour, with fully loaded fringe benefits bringing the
hourly wage to US$ 45. Thus, Bolivia has a strong comparative advantage with
olher countries in terms of the cost of production labor.

3. Clerical and Technical Staff and Managerial Personnel

Foreign investment in the above mentioned manufacturing sectors
requires the availabilitv of clerical and teclwical staff with bilingual language skills
and technical training, particularly in manufactwing relaled areas. Although not a
particularly stiong area in Bolivia, an assessemnt of the capabilities and availability
of these workers will be carried out in the near future. The same preliminary
assessment can be made for managerial personnel needed to mange operations after
the initial start-up and training period. Enformntion on the above personnel will be
invaluable for Bolivian export promotional and developmental purposes in the
future.

4.  Air Transportation

Bolivia offers adequate infrastructure and international airports in the
three maljor cities. These airports provide handling, storage and service facilities for
modern freight and passenger aircraft, for both domestic and international flights.

Due to a larger volume of south-bound freight, Llovd Aereo Boliviano
(LAB) will carrv anv tvpe of cargo North-bound to Miami for $1/kilo. Preferential
rates are available for loads under 5.000 kilos ($.05/kilo), as well as for loads over
5,000 kilos (% 04/kilo). Representative products that qualify for this rate include
textiles, apparel, minerals, wood manufactured products, plants, seeds, leather
manufactuted gocds, toys, sporting goods and handicrafts.  Despite the
tremendous difference in distance with repect to other countries in Central
America, Bolivian export products on the whole are competitive with other
countries, based on air transport rates which average approximately $.06 less than
Central American countries.

5. Sea Transportation

Adequate and competitive sea ransportation is very important both for
the importation of raw materials and the export of final products. Bolvia's seagoing
export and import cm?o mainly is shipped through ports located in the Facific,
such as Arica and Antolagasta, Chile, and Matarai in leru.

D
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Ocean cargo rates to Miami for finished apparel goods indicate that the
cost of a 40" conlainer is $US 2,980, compared to a sinular container from Costa Rica
to Miami of $US 3,000. However, the major difference is the shipping time of at
least 15 days from Bolivia lo Miami, compared to 2-5 days from Costa Rica.

6. Incentives

A verv important issue with foreign investors (especially for Pacific-rim
counlries) is the quota level for entry of apparel articles into the United States.
Having access lo a grealer quola becomes so critical that it may totally overshadow
all cost considerations when choosing an offshore production focation. At this lime
Bulivia dues not have apparel or textile quotas for entry into the US. The small
volume from this industry has not been sufficient to create an historical
performance level which is used in establishing a country quota. Thus, it should be
extremely beneficial for Bolivia to receive preferential and predetermined quota
levels since al this time it has a low performance level and no established quota.
Moreover, Bolivia could negotiate with target companies by being able to offer
guaranteed access to ils quota, thus serving to strengthen future investment
promotion activities.

7. Qne Stop Approval System

The one stop approval system, or "ventanilla unica”, can greatly reduce the
lime and frustration in existing export and import procedures. However, this
would require major institutional coordination and cooperation. Since experience
in other countiies indicates that this is a slow procedure, it would be convenient to
begin now in order to obtain results within 1-2 years.

C. Other [otential Sectors and Subsectors for Export Development

The rullowin§ selection criteria will be used to determine which export sectors,
subsectors and individual industries are viable for inclusion under the project:

*  Efforts will be concentrated on industries with relatively low technologv
levels. Over a 2-3 year period, the project focus should evolve loward
more sophisticated and high teclmology areas and products as the Bolivian
industrial subsectors develop.

*  Products which require a high labor content to produce or manufacture
should be considered and pronoted since abundant and inexpetsive labor
constilutes a key part of Bulivia's comparalive advantage.

*  Products which require well-trained workers (trained over an extended
period, 1-5 months), will enable Bolivia to become more competitive with
uther countlries over the longer-lerm.

*  Bolivia could obtain a competitive advantage in products which require a
high dejree of manual dexterity, such as micro electronics, gem and
diamond polishing and high quality jewelry.
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*  Products with high value to volume ratios, such that air cargo
transportation is a key factor in export development. Products of this
nature would include electronics, jewelry, and data processing

components.

*  Products which permit vertical integration of locally sourced components
of many or all of the raw materials and inputs, thereby enabling more local

value added.

*  Products whose development and viability are not dependent upon critical
lead times and product turn-around time. Products of this type employ
distribution anJ manufacturing cycles which are not sensitive to ﬁead
times required for the assembly or fabrication of local or imported product

inputs.

The following is a summary analysis of other potential export sectors which the
institutional contractor will assess duting the early stages of implementation.

1. Agricultural Sector

The tropical regions of Bolivia produce wheat, corn, rice, quinua and other
basic grains as well as cane molasses, all of which are excellent carbohydrate energy
sources. Farmers in these regions can also produce root crops such as cassava for
the same purpose. All of these factors combined with the increasing sovbean
sroduction creates ideal conditions for swine, egg and bioiler production. Instead
of exporting sovbeans which require considable investment and infrastructure, oil
disposal problems, transportation deficiencies, and price irreﬁularities, sovbeans
could be processed through an extruder and the full fat sovbean meal used to
integrate inte swine or poultry production operations and the end product used as
a high energv, high value, protein food source. In addition, the Santa Cruz area can
[vrm uce cotton and could also process cotton seed oil from cotton as a valuable
R

y-product.

Pork and chicken could be slaughtered, processed and exported to
neighboring countries as fresh ¢/ vacuum packed products or by-products. Many
of these countiies (Peru and Chile) are already importing soybean meal for exactly
the same purpose.

Since the soybean harvest and shipping season is only 60 davs long, local
infrastructure cannot be developed for such a short-term and relatively low volume
crop. Moreover, international competition and price variance make sovbeans an
extremely sensitive product. Major producers such as the U.S. and Brazil will
alwavs be in position to influence price and supply, with a potential detriment lo
Bolivian sovbean production.



The Bolivian agruindustrial sector will take on grealer importance in the
near term as the Chapare diversification project provides crops and raw materials
that will require industrialization. f particular interest will be highly
industrialized agroindustrial and canned products that take advantage of \igh
labor inpuls; local sugar (out of quota); cans (high local tn and zinc content,
however, it will be necessary to study the price and quality of this material for
cnnnin‘g purposes); and high energy component products which reduce turn
around time and minimize transportation problems, and generate a year round

presence in the market-place.

2. TheTexlile Sector/Fiber jon and Vertically Integrated Textiles

A prnrosed strategy for developing vertically integrated textile production
for export would include the following:

a. Develc\}n local production of wool, alpaca, rabbit and other high value
fibers that can be incorporated into locally produced textile products.

b. Improve quality of the above fibers tlwough technical assistance
programs and genetic improvement programs. Major genelic
improvement can be achieved in the short term due to the species
involved and their very fast reproductive cycles. Animal nutrition
programs can help solve the protein deficiency problems that severely
affect fiber quality and quantily.

¢. Trocess and dye local alpaca wool, thereby avoiding contraband
shipments of the raw material to Peru and Chile for processing and
return to the Bolivian exporter.

d. Substantially increase the production volume of texliles during the
short-term through plant and employee expansion, and improved
marketing channels. (An important Bolivian plant is already
exporting $10 million per year in the product areas of cotton kaits, flat
weaving, knitting, dying, thread production and sewing.)

3. The Bolivian Mining Sector

Bolivia has drastically reduced its exports in almost every major area. The
real challenge in the future will be to regain lost volume and increase export levels
attained in previous years.

In 1986, the British Geological Survev (BGS) completed a 10 year mapping
program of 100,000 square mile areas in "ando, Beni and Santa Cruz. As of this
date no major follow up exploration has been made on the BGS studv. It is
estimaled that perhaps only 10% of Bulivia's mineral wealth has been tapped. Near
Uyuni, the world's largest Yithium deposit can be found. At this time the mining of
lithium has not commenced and the best methodology for extraction is still under
consideration.



A large potential area in the mining sector is in semi-precious stones.
Amythist is the principal stone found in Bolivia and is characterized by havinF a
very high quality and color. The extraction of these stones in conjunction with a
well developed jewelry industry would give Bolivia a large advantage in the export
market and permit a totally vertical inlegration.

Target markets for Bolivia’s mining products are the following: tin is
principally shipped to Eurcpe and Malaysia. Gold is bought by Germany (in
concentrate form) and the US. (as placer nuggets). Belgium is the main buyer of
silver and antimony is shared by the U.S. and Europe. Finally, copper is shipped
primarily to Europe in concentrate form.

Any relevant promotion of the mining sector in Bolivia should
contemplate the study and development of New Minini Sector Develuopment
Models. The following are examples of these potential models:

a. Consider linking authorization of mining concessions back lo
infrastructure development on behalf of the minin groups. Similar
refllows of resources have been done successfully in Chule.

b. Link mining concessions back to diversification projects which could
mean more vertical integration for Bolivia. Another possibility would
be to require the establishiment of subsidiaries of the large diversified
transnationals in manufacturing in vther areas.

c. Linka rercentage of all mining exports income to the creation of a
national  fund  for:  product development, price slabilization,
diversification, or vertical integration.

4. Melal Working Sector

a. Emphasis should be placed on the production of lead articles such as
buck-shot, and bullets both jacketed (copper) and unjacketed. These
articles would incorporate lead, tin, antimony and copper, all of
which are mined and produced in Bolivia. Production 0}’ copper is
20,000 tons per year and many of the ingredients to produce gun
powder are mined and produced in Bolivia (e.g. nitrates, saltpeler,
sulfates).

b. Focus on labor intensive industries that utilize local rawv materials:
copfer, zing, lead, tin, wolfam (fishing weights, automobile batteries,
high solder content products, aiglly tinned products).

Potential seems to be evident for plating industries: utilizing gold,
silver, tin, and clrome as local raw materials.

(a3

d. Study the possibility of producing heavily gold plated electronic
contacts, connectors and other component parts.



e. Produce semi-elaborated metal products which require Bolivian raw
materials such as: radiator tubing and gold foil.

f.  Tewter production: jewelry, fine castings, butlons, plates and
dinnerware. Pewter incorporates copper, tin and lead, all of which
are produced in Bolivia and the casting and finishing process is very
labor intensive.

5. welry Manufacturin

The jewelry manufacturing process is highly conducive to micro enterprise
development and works well in a cottage industry environment. This sector uses
large amounts of gold, silver, pewter and semi-precious stones and it would be
viable to access other semi-precious stunes and precious stones under free zone
status from the neighboring countries in the region. It would be possible to extract
amvthist in Bolivia, lapislazuli, onyx and malaquite from Chile, emeralds from
Colombia and many other stones and gems from Brazi!.

If diamand polishing is pursued, emphasis should be placed upon the cut
small diamonds svhich represent fractions of a carat. This is a low end subsector
which is very labor intensive. From this inital base, an important employment and
foreign currency source could be developed.

Informal sources have estimated that Bolivia produces approximately 2
tons of legitimalte gold per vear, and another 8 tons potentially are moved through
illegal channels. Jewelry operations customarily import pure gold, thus limiting or
avoiding the local gold and the possibility of i'mpuiily In extractions. In order to
make these products and many others it would be essential to develop electrolytic

old purification on a national level that is reputable and controlled by the Bolivian
Central Bank The investiment and soplustication of this process is minimal but the
national benefits could be subslantial.

Other areas of distinct expert potential would include: automotive battery
production; electromechanical production and assembly; transfoimers; fractioned
electric molors; cast iron castings and machine component parts; and woodworking
artifacts and furnishings.

D. Conglusion:

Investment and export promotion programs, if properly structured and
mmplemented, can produce significant contributions in employment generation,
exports and investments. The internal and external environment at this tinie could
not be more favorable for Bolivia. Implementation of successful and cost effective
export promotion and investment attraction programs can provide Belivia with an
impottant contribulion towards economic stability and development, as well as
sighificantly increase the volume and range of exports, generate increased foreign
exchange and cieate viable employment.
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ANNEX9



Economic Analysis
Foreign Investment Promotion Program

1. Introduction

This analysis, prepared by the Mission’s Economist, provides a quantitative
justification for the Foreign Investment Promotion component of the Export Promotion
Project. It establishes a relationship between expenditures on investment promotion,
total foreign investment that may be expected to result from this project, and the benefits
accruing to the economy as measured hx‘ gross and net exports (or value added) and
employment generation. Studies and A...2 project papers in a large number of countries
in which investment promotion projects weic 2ut mto effect were reviewed. Only cne
project evaluation was found which provided =ome data to permit establishment of a

vantitative relationship between the cost of an investment promotion project and the
benefits that could be attributed to it, including its impact on exports and employment.
This was the study undertaken for CINDE in Costa Rica b Corrags, Céspedes and Vega,
entitled "Evaluacion Econdmica del Programa de Inversiones y Exportaciones,”
PIE/CINDE, June 1990. No other studv provided, or altempted to utilize, empirical data
to establish quntitative relationships between the cost of investment promotion
programs and their impact on the economy.

Studies other than the one cited above which provided some useful data include one
bv CINDE's Marketing Division, entitled "Second and Third Quarters Report, 1990
AlID’'s "Overview of Investment Promotion (Networking) Projects”, and the Instituto
Nacional de Estadislica’s (INE) input-output table for Bolivia.

A note of caution should be sounded with respect to the reliability of the results
vielded by the models developed for the following reasons: (1) there is some question
with respect to the applicability of one country’s experience to another. In the case of the
Costa Rican data, it can be argued that the overall investment climate is much more
favorable in Costa Rica than in Bolivia owing to factors such as the length of the

democratic tradition, closeness to the United Stales market, more developed-

infrastructure, etc. To compensate at least partially for such differences, e have adopted
much more conservative assumptions with respect to the relationship between
investment and benefits than the Costa Rican evaluation indicated; (2) data on the
experience of other countries are extremely scarce, which forced us to rely very heavily
on the CINDE evaluation; and (3) even in case of the CINDE evaluation, the data
permitted no more than the establislunent of estimates that could be used to establish
ratios relating the cost of an investment promotion project to the final country benefits
that may be expected to result therefrom.

Two alternative projection models were developed to deal with the problem of the
project’s impact on pet employment, viz.: should} we assume that the employvment
generated by the additional foreign investment represents a net increase in tolal
emplovment (i.e., that the labor emploved would have been remained unemploved in the
absence of the investment?) Or does a significant proportion of the employment
generated represent a diversion of labor from empfoyment in other sectors? The
assumption made with respect to this issue is crucial for both the employment and value
added projections.

] |
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Two models were developed to deal with this issue: Model I assumes that all labor
employed as a result of the direct [vreign investment resulting from the project represents
a net addition to the employed labor torce (i.e., which implies that these workers would
be drawn from Bolivia’s large tool of unemployed and under-employed); while Model I
assumes that half of the labor employed as a result of the investment is diverted from
other sectors. Quite possibly, the actual outcome would fall somewhere between these
two cases. In fact, we believe that Model I is more realistic in the Bolivian situation
owing to (1) the high level of unemployment and underemployment that prevails in this
country, and (2) the likelinood that the labor diverted frem other industries or
occupations will be replaced by drawing on the large pool of the unemployed or
under-employed.

The following table suminarizes the results obtained. The methodology and
supporting tables appear in Annex 7. In the case of both models, it is assumed that all
foreign investment will be focused on the export market, so that total direct value added
1/ generated by the foreign investment would be equal to total net exports (gross exports
less imported inputs).

The results obtained are as follows:

Summary of Economic Analysis Results
Model | Model I
Internal Rate of Return 42.6% 34.2%

Net 'resent Value with a 10%
annual discount rate
(in millions US$) 10.8 7.3

Net I'resent Value with a 15%
discount rate
(in millions US$ 7.1 4.5

Net Present Value with a 20%
discount rate
{in millions US$) 4.6 2.7

Emplovment Generation
Tetal (including employment
multiplier effect) 10,468 5,234

Direct only (excluding employment
multiplier effect) 5,234 2,617

1/ "Direct” value added abstracts from the Kevnesian income multiplier effect,
but includes the income directly generated in the production of all
demestically produced inputs.
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These are clearly very high rates of return, particularly when account is taken of the
fact that these calculations are in terms of constant US dollars2/. Note that Model I
shows that the net present value of the benefits from the investment promotion project,
wlen discounted at an average annual rate of 10%, exce»ds the totalPamount spent on
investment promotion over the five-year "Life of Project" period. Direct employment
eneration (i the industries directly affected) is estimated at 5,234 under Model 1, and
617 under Model 11 while total em{\loyment generalion, including the employment
impact on the industries producing the inpuls and on other activilies subject to the
income multiplier effect, is estimated at 10,468 under Model I, and half that number
under Model II. The basis for these estimates (admittedly very crude) is discussed
further in the Methodology Section.

2. Methedology

The first step is to establish, on the basis of available empirical information, a link
between the investiment promotivn expenses and the total foreign investment that these
promotion expenses may be expected to generate.

The relevant estimates are presented in Table 1. The first line of the table shows the
scheduled amounts of investment in the project that AID plans to undertake over the
five-year project implementation period. The second line indicates the assumed ratio
between tliese expenditures and the amount of direct foreign investment that these
promation expenditures are expected to vield each year. This ratio probably is the most
crucial assumption of the model. In Costa Rica, the CINDE study suggested that $6.9
nillion spent on investment promotion over 1987-88 gave rise to $47 million in foreign
investment directly altribulable to investn~nt protnotion during this pericd.3/ This
indicates a ratio of 6.8 to 1.0 - i.e. $1 million spent on investment promotion resulted in
$6.8 million in total foreign investment. This ratio struck us as being far too optimistic for
Bolivia. We decided, therefore, to adopt a much more conservative ratio of 3 to | in our
p;‘(:;jeclions. Line 3 of Table 1 was obtaied by multiplying the figures in line 1 by a factor
Q

The figures on line 4 (showing the amount of foreign investment in each of the four
sectors) were obtained by dividing the totals on line 3 by four, on the assumption that the
foreign investment would be equally distributed among four major sectors, viz.
agriculture, textiles, wood and wood products, and “various manufactured products”.
This assumption is obviously arbitrary, but we have no basis for assuming any particular
distribution of foreign investment among the major economic sectors.

2/ Current dollar projections were reduced to constant dollars by assuming that the
annual US inflaction rate will be 5.5%, equal to the average annual inflation rate over
[979-89. '

3/ The CINDE study took care to separate total foreign investment from the foreign
investment that could be attributed to the AID investment promotion project. Its
analysis focused only on the latter.
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We are now ready to move from direct foreign investment to estimating the
value added resulting from this investment. This is accomplished by means of the
input/output table eé\bm'ated by INE. Table 2 presents in highly summarized form
the results of the input/output analysis as applied to our four major categories -
agriculture, textiles, wood and wood products and “various manufactured
roducts”. In the case of textiles, for example, a dollar spent on finished output is
Lruken down as follows: 22 cents is spent on inported inputs, 40 cents is spent on
domestic inputs other than salaries, 24 cents goes for salaries and 14 cents remain
for on profit. 1f we assume that all profits are repatriated (a worst-case
assumption), the amount of value added generated that remains in the country
would be 64 cents (i.e. the amount spent on dumestic inputs and salaries) for every
dollar of gross output.

We are now ready to estimate lhe impact of foreign investment expenditures
(in line 3 of Table I) first on gross output (assumed to Le equal to gross exports),
then on net value added. This is done in Table 3 (for Model 1) and Table 4 (Model
D). Focusing on Table 3, note that the first two lines (investment promotion
expenses an§ foreign investment in each sector) were carried over from Table 1.
Line 3 of Table 3, showing "total output generated in each sector as a result of prior
vear investments" is based on ttle ?ollowing assumption: a direct foreign
investment of $1.0 in year | produces an increase in gross exports of 50 cents in year
2 (we assume a one-year lag) and 75 cents in year 3 and in each year thereafter
through year 10. This assumption is a much more conservative version of the Costa
Rican experience which showed an average increase of $1.15 in gross exports for
each dou}ar of direct foreign investment. This assumption is the basis for line 3 of
Table 3 which shows thal a foreign investment of $1.43 million in year 2 results in a
ross oullput (or gross exports) of $0.72 million ($1.43 x .50) in vear 3. In vear 4, the
1.43 million invested in year 2 results in a gross output of $1.07 million ($1.43 x
.73), while the $1.5 million invested in vear 3 results in an output of $0.75 million in
that same vear. Thus, in year 4, the lolal increase in gross oulput resulting from the
foreign investment in years 2 and 3 is $1.07 plus $0.75 or $1.82 million. Each of the
figures on line 3 is based on the same methodolo y. In each case, it is assumed that
the foreign investment undertaken in one vear Eas an impact on gross output (or
gross exports) in each of the following vears. Note that the luta% oulput figures
reach a maximum in year 7 and remain constant thereafter.

To move from gross output {or gross exports) to net value added, we utilize the
input/output coefficients presented in Table 2. For example, in the case of textiles,
we nole thal 40 cents out of every dollar is spent on domestic inputs (See Table 2).
Table 3 shows that in year 3, $0.72 million was spent in each of the four sectors (line
3). Multiplying $0.72 by 0.40 gives us 0.29, which is the figure entered for textiles on
the line corresponding to Domestic Intermediate Consumption for year 3 in Table
3. In the same manner, the figure for salaries was obtained by multi slying $0.72
million by 0.24 (the coefficient for salaries from Table 2) vielding $0.17 million,
entered on the salary line for year 3 in Table 3. The same methodology was utilized
to obtain each of the figures in the body of Table 3.



The Net Value Added figures in line OI represent the difference between Total
Value Added on line I and the Investment Promotion Cxpenses on line I. These
Net Value Added figures were then deflated by the projecled annual increase in the
US price level (assumed to be 5.5% a year, as over 1979-89) to express the figures in

conslant US dollars.

Table 4, illustrating Model 1, is based on the same methodology. The only
difference is that table 4 assurnes that only half the labor employed as a result of the
investment Yrugrnm would have been remained unemploved without it. Thus, the
figures on the salary line for each of the four sectors are half the level shown in

Table 3.

Eslimates of the emﬂloyment impact are based on the ratios of total investment
to jub generation for each of the four major sectors presented in Table 5. The direct
employment eslimates refer to total employment generated after all direct foreign
investment projected over the four-year LOP period has been completed. Total
direct foreigh investment expected to result from the investment promotion project
over the four-year period comes to $6.68 million for eanch sector. Thus, for textiles,
for example, the figure of 1,415 jobs generated in texliles (see line 2 of Table 5) was
obtained by dividing $6.68 million by $4720 (Lle estimated amount of investment
required to generate one job in that industry). Sources for the data used are cited in
T(cl»le 5. The total employment estimates (direct plus indirect) were obtained by
assuming an employment multiplier of 2.0. The indirect effects are significant as
these include the impact on the industries producing the inputs, as well as the
impact on other aclivities subject to the income multiplier effect. The net
employment impact in Model LI is half that projected for Model 1.

3. nsitivi nalysis

There are three key variables that significantly affect our projections of the
impact of the project on value added or net exports. The first relates to the net
employment imract of the foreign investment, which was already taken into
account in developing Models 1 and II. The other two refer to the relationsl\ir
between the investment promotion expenses and the foreign investment in each
sector resulting therefrom (with a one-vear lag), which we have assumed to be I to
3 in our analysis {ie. | dcllar in investment promotion expenses will generate a total
of $3 in direct foreign investment). Our sensitivitv analysis will reduce that ratio to
1 to 2, i.e. every dollar spent on investment promotion will eventually result in $2 in
new foreign investinent.

A second key assumption of the analysis was that each dollar of foreign
investment in year 1 would result in additional gross exports of 50 cents in tf\e
second year and of 75 cents in the third year anc§ in each year thereafter. In the
sensitivily analysis , we have reduced the assumed impact on gross exports to 30
cents in the second year and to 50 cents in the third year and each year thereafter.



The results obtained (see Table 6) still show highly positive IRRs in three out of
four cases. Even under Model II (which we think is too pessimustic), we still get a
high IRR of 22%, except in the most unlikely situation when all worst-case
assumptions are used in combination. Even in that event, the IRR declines to about
11%, still an acceptable oulcome when account is taken of the fact that the
projections are in real terms (i.e. expressed in constant US dollars).

4. Conclusion

Expenditures of the proposed foreign investment promotic: program are
projected al $8.8 million over the life of the project. The most important benefits
that would accrue to the economy include (1) additional foreign investment of
about $26.7 million, (2) net export earnings between $38.2 million and $48.3 million,
in current dollars, over the nexl ten years, and (3) new jobs estimated between 5,234
and 10,468. 1t is estimated that the investment promotion program will cost
between $850 and $1700 for every direct and indirect job generated.

Thus, the investment promotion program will contribute significantly and
directly to Bulivia’s major econonuc needs: the generation of foreign exchange,
higher output and productivity, and the reduction of the high unemployment rate.
There are, in addition, a number of other economic benefits that the analysis did not
allempt to quanlify - such as technoiogy transfer, economic diversification, and
development of the industrial base - which may be as important as the variables
that were quantified.
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INVESTMENT PROJECTIONS

Year 1 Year? Year 3

Year 4

Year S

Year &

Year 7

Year 8

Inam! irevesiment Promoton
Ezpenses (MAl of §) 190 2.00 200
Propartion of Total Dwect Forewgn
investment to investment Promotion
Ezpencaures - I kR
Espected Ina=! T caal Forcrgn
Irvestmem (Mdl. of §)

Amourn of Investmer :n Each of Four
Projecied Sectors®

mssumng equal distnbuton of
foresgn wwesimem among them)

B of $) - 143 130

200

3

6.00

130

100

N

6.00

1.50

0.00

31

3.00

0.7%

0 00

KX

0.0¢

0.00

0.00

3

0.00

0 00

an

0.00

Year 10

0.00

an

0.00

* Agrnculure, Testdes, Wood snd Wood Products, and Vanous Mamutactunng Products.

0.00

0.00

0.00




Table

2

- Profit {assuned repatiated)
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T o " WODOUL AND VARIUS
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~SGalaries 013 0.24 9.09 n19
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0.73 0.14 0.39 0.7
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“MPLOYMENT GENERATION

-

Amiculture ($5.200%oh)* (1) 1.152

1extites (£.4,720/uh)i?) 1,415

wond and Wood Freducts {t6.0A0/j0b)(1) 74

Harious Manufact Praductst? (£3,245/job)(1, 1,623

,Tn!nl Direct Emplayment Genemtion 5,234

|

iAssumed Employment Multiplier = 20

Total Employment Cilany 10,160

¢ Diwing to the 1a=1. of data. thus 1atio of investment
empioyment aeneraterd is for agroindustry.

+* Averaging availahle data of spoiting goods,
electionics/data entiy, souvenirs, agroindustry
anrl pharmaceu'icals.

SOJRCES:

(1) Project Develypment Assistance Proqram, prepared
for USAID/RDOYG hy Louis Baiger tternational. Inc..
taken from Arthur D Litile 1904 Evaluation: ~USAID
Private Sectar On-Lending Proglams' .

(2) CINDE's Maileling Division, ' Quarter Repon, 1390,
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Table 6

GENSITIVITY ANALYSIS

Propottiun of Total Direct Foreign Ivestiment
to Investment Momaotion Expendituies

—
Gruss Expents Generatetl per Dollas
of Nitact Foyeiyn fnvesiment in Year 1

(Pnd Year) (31d Yearand Om)

MQDCL |
| ns 0.75 W | A3.6ve | 293
0.3 0 nn nra: L 27.6% 1 186
MODEL !l
ns 0.7% IRR: [T 2 | 222
: 0.1 0.50 InR. | o | 190

MNOTE - Shadeil hyyes represent results of main model (used in text). Cnhar figpnaes

show 1esults of sensitivity analysis.
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C) EXPORTS: 1986 1987 1988 1989 1990 TOTAL
(1 SEMESTER)

et re SRR RN O IRTdRRERS IR O SRR RERY CEENP0EUE NP REPRRPERCTECTERTOSREIRIRGEEOROOORS

TOTAL EXPORT GENERATION 35.17  29.34  40.73 146.59 80.93 352.76

ANNUAL EXPORTS GENERATED 8Y NEW INVESTMENTS (3000,000)
- Torgets: 1984 S-yr, Plan 66,00 46,00 46.00 46.00 23.00 207
Annual Plen 66,00 46,00 46,00 52.00 24.00 214
- Export Capacity Projections:
original (3) 8.98 16.02 70.00 112.29 56.84 264.13

Currant (4,6) 29.53 28,06 48.95 123.61 56.84 286.99

ANNUAL EXPORTS GENERATED 8Y CONTRACTING (3000,000)
NUMBER OF CONTRACTS (2) - [ 30 39 87 164

- value of Exports
($000,000) §.66 1.28 11,78 22.98 26,09 45.77
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D) SECTOR BREAKDOWN 1986 1987 1988 1969 1996 TITAL
| SENESTE

== INVESTMENT:

Textila/azparel 32,31 S48 I 9.9 nar Ln
Foad/Agro 0.22 516 M P 8.82 ¢
giectranics 8.97 11,47 53,78 2.%7 .30 1387
Plastics ¢.0 2,95 YY) .20 0.9 W
Yotilenraing 17 N 9,30 R P 1.59
dharmazecticii 3,50 L0 1l 0.3 3 AL
Spornitg oot PIEN 4,58 %3 0,36 DN 0.20
Jeweiry I n 9,00 L s 536
Services 3000 ) 29,2 VD 090 0.90
Tourise §.00 300 0.00 48,81  80.77 44,28
Qther 0.00 0.00 0.37 {.3§ T.49 1.38

=~ ENPLOYNENT

Textiiz ascare! 57,50 9.4 52,58 S8y 8Tt R
Fasd/age: teer UV DIY-2 A P 3.7 305
Electrarics g% P S 5,80 °.50 i
Plastics ¢.00 248 MY L M N
Yetaimoriing HIEN 7,99 0.9 a7 I S8
Sharsaceutical G.6¢ 413 UH G038 DN NN
Soardieg diis .00 s P Gl AN L9
Jewelry A e 0.5 £ S oy
Servicas Y00 2. .00 0,13 0 S
IEPISET {one 0,05 2,00 1S 5,0 RN
Jirar ] 4,08 MY .57 st LT

== ANNUAL PRCS. EXPORTS:

Textilesapparel 81,87 47,24 5408 45,59 1975 19,53
Foad/Agro 4,04 L3 $.7 19,18 1258 il.a0
giectronics 7,250 609 54 6.8¢ 9,085 L
Plastics 0.0¢ S Al 0.6 ¢.89 1,48 )
Matalacriing 4,5 .22 M 1.28 o9 258
Pharaacestizal 0.39 S. 7.98 2,90 8.e” Ny
Sporting Goods vy T8 1.4 .00 0.82 M
Jewglry A 7 .00 P $.08 i
Servicas 390 v 0 9.00 0.14 0.0 AR
Tourisa 0.00 3. T [ Y T B DA b
Otrer 0.0 0.4 5.1 6,32 LT 4,38
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E) EFFICIENCY INOICATORS 1986 1987 1988 1989 1990 TOTAL
(1 SEMESTER)

INVESTMENT PROMOTION RATIOS (7)
=~ P. 1. E. Promotional Cost
per Job Genersted blod $628 419 3320 8153 $x0¢

- Investment per Job $5,036 87,227 87,757 817,567 $7,029 310,250

++ Anrual Export Capecity
per Job $7,898 87,469 35,578 811,149 84,482 37,948

--Annual Export Cepacity
per unit of Investment 1.87 1.08 0.89 0.73 1.5 0.9%

"l'l'll'l."'!."'.".".""".."'I'.I'l"'""'lll'l'l"l".l'lll'.ll’"lll.lll.

NATURE OF ORIGINAL P.I.E. 1986 1987 1988 1989 1990 TOTAL
CONTACT WITH INVESTOR (1 SEMESTER)

.Illll.'llIl'llll'l.'..""l".""'.".ll'll..l.'ll‘lll"l"'l."."l""'l'l'..l"

(PERCENTAGE)

Cold Call by Oversess Pramoter 10 16 30 56 NA 11
Contact Developed During P.1,E 4 H 1 H NA 25
Overseas Public Presentation

Oversess Resporse to Advertising 0 0 2 1 NA 3
Embessy or Other Overseas Referral ] 3 S 17 mA N
Walk-ln / Oversess Office or 0 1 5 S NA 1"

Costa Rican Office

TOTAL 20 25 62 8 WA 19
(2ND1990. WX 1)



FOOTNOTES

1.- A company is recorded as investing only after a substantial
legal/financial commitment has been made, including at least

(a) execution of lease or other substantial contract, (b) filing
of export incentive application, and (c) establishment of a Costa
Rican corporation.

2.- Contracts brokered by MARKETING DIVISION, and dollar value
of shipments under such contracts, are reported only after the
shipments are actually made or the contract is well under way.

3.- "Original" projections are projections made (and reported

to A.I.D.) at the time of a company's total jinvestment, employment
(full-time-equivalent), and annual exports and "full capacity",
which is assumed to occur:

== In the case of non-tourism projects, two
after building and machinery installation are
complete,

-- In the case of tourism projects, three years
after receipt of tourism incentive approval (this
period contemplates one year of construction and two
years of start-up and staffing).

4.- "Current" projections are MARKETING DIVISION's latest estirates,
updated on the basls of a project's actual experience, of the
variables mentioned in the previous note.

5.- Only direct employment in the projects generated by
MARKETING DIVISICON are reported here. It is difficult to
measure indirect job creation. Experience in Mexican
border zones suggests that each new direct jcb there
resulted in at least two additional indirect jobs.

6.- While companies are usually willing to share their

export projectlons at the time of investment, they are

fre uently unwilling to provide data about actual sales,

for -ompetitive and other reasons. The original projections
reported here for annual export capacity are based primarily

’h company projections. In the case of apparel and tourism
»rojects, the current export capacity projections are based
srimarily on extrapolations from current employment projections
:gplyinq the following export/exmployment ration, as well as
itudy conducted by the technicians from the Industrial Develop-
ent Program.

-~ Apparel: drawback (assembly only) $4.723/job
-~ Apparel: Full package (includes cutting) $7.778/30b
== Apparel: Specialty (sujts, accesories,etc) $8.828/job

== Apparel/Textile (textile mfr. plus $12.000/jol.
assembly)

-- Tourism (based on Howarth & Howarth $18.158/30b
indexes)

G



In the case of other projects, current export capacity projections
are based principally on extrapolation from current investment

projections.

7.- Dburing 1986/87, roughly 58% of all reported investment
commitments originated from cold calls by MARKETIMNG DIVISION
overseas promoters. As the program became better established,
and Costa Rica and better promotional skills developed, this
percentage has increased each year.

(footnote.wkl)
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Environmental Determination
INTTIAL ENVIRONMENTAL EXAMINATION

Project Location: Bolivia -

I'roject Title: Export Promotion, PP Amendment No. 1

Project Number: 511-0585

Funding: $23.5 million

Life of I'roject: 7 years (FY 88-95)

IEE Prepared by: John Wilson, LAC Deputy Chief Envirorunental Officer

1. Croject Description:

The Export Promotion Project was developed to provide technical assistance
and training lo Bolivian producers and exporters in identifving, designing,
developing, and marketing exportable products. The project also contemplates
sponsoring a pilot pre- and ost-embarkation credit program and support for small
investment premotion activities.

The project amendment incorporates a major new Foreign Investment
Promotion component and makes minor adjustments in the original project design.
The revised goal of the project is to increase the contribution of the legal export
sector to Bolivia's economic recovery and growth. The revised Project purpose is to
increase the dollar volume of non-traditional exports and related employment by
Bolivian and foreign companies that receive project assistance. ’

The new components of the amended project are: Technical Assistance to
Exporters, Export Financing, and Foreign Investment Promotion.

2. Discussion:

The activities to be funded under the proposed project are technical
assistance, export financing, and investment promotion to help in addressing the
key constraints which impede private and public sector efforts to expand and
diversify Bolivia's exports. Specific assistance will be provided in the areas of
product identification, design, and development; market develcpment; pre- and
post-embarkation credit, and foreign investment promotien.

Manyv of the activities supported under the project, ie technical assistance,
market development. etc, are presumed not te cause significant, direct
environmental umpact These tvpes of activities fall generally within those classes
of actions listed in Section 216.2(cH2) of A1 D s Envireiunental Procedures and are
therefore not subject to further environmental review. These activities are
presumed not to cause significant, direct environmental impact, as project acuvities

\



are not planned to involve production, but only marketing and export of
commuodities, which would not have foreseeable direct, measurable, or predictable

impacls on natural systems.

Nevertheless, the project does recognir2 that technica! assistance in production,
not only in marketing and export, will be necessary to have long-term
improvements in exports of non-traditional products. The project contemplates
supporting increases in production and exports of certain products, including
non-traditional  agriculture exports, tropical hardwood, leather goods, etc.
Development of Quality Assurance Programs, proper use of pesticides, and
rrotection of crops through a svstem of integrated management of pests, may be an
unportant component in production and export systems for these crops. Another
important component will be the protection of renewable natural resources,
particularly trepical forests and biodiversity.

The Export Promotionfroiect design may provide assistance to producers in
the agronomic practices and methods necessary to produce uniformly high-quality
agricultural commeodities for the export market. For flower exports, for example,
this requires rigorous control of pests and pest damage. This level of crop
protection encourages overuse of insecticides, fungicides, and other pesticides,
often regulated only by the need to have minimal pesticide residues on exportable
commodities. Promotion of exports of tropical hardwoods, in the absence of
effective management of tropical forests, obviously can impact on tropical
deforestation.  Increases in exports of leather goods, skins, and furs could
potentially affect efforts to promote conservation of biological diversity.

At the present time, it is not clear that the Export Promotion project will
actually support increased production and export of the above goods. To help
ensure environmental soundness of production and export activities, the Export
Promotion project will charge CARANA with assigning its production specialist
wilh the responsibility of envirolunental review. Promotion of expotts of tropical
hardwoods will receive carelul scrutiny, and if necessarv, an Environmental
AssessmentCwill be prepared to guide development of this area. Any production
activities involving pesticide use or development of a Qualilv Assurance Program
for non-traditionar agriculture exports will require special considerations,
specificallv the preparation of an Environmental Assessment. Given the overlap
between the Private Agriculture Organizations project, for which an Envirenmental
Assessment is being prepared, it is suggested that the scope of work for that EA be
expanded to cover the Export Promotion project as well.

Project %Jersonnel, with the guidance of the Mission Environmental Officer
and/or the Kegional Environmental Adviser will monitor environmental impacts of
project activities. Furthermore, evaluation of environmental impacts will be
included as a component of scheduled project evaluations

\\ L



1. Recommended Threshold Decision:

USAID/Bolivia recommends a Negative Determination for the Export Promotion
Froject PP Amendment No. 1. This Request for a Negative Determination is
submitted for review by the LAC Chielquwironmental Officer in accordance with
Section 216 of 22 CFR [X’\rt 216, Environmental Procedures. The Mission further
recommends that, should the project become engaged in development of
non-traditional agriculture exports requiring use of pesticides and establishment of
a Quality Assurance Program, or in the promoltion of tropical hardwoods or other
Eroducts with potential, direct impacts on biological diversity, that an
nvironmental Assessment of these activities be prepared.

/ -

Mission Director’s Concurrence: /& {’) w
‘
Date: ’512;7 Kﬂ
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John O, Wilson

LAC Deputy Chief Environmental
Officer

Negative Determination

Cencur with Recemmencation
Concurrence suhiezt to condicicn
<hat, should the subjisc: crcizzs
beccme engagzed in developrment of
norn-traditinral agriculsurs
experss recuiring use of
pesticides and the estatliznamart
of a Cualitv issurance Frazra-,
or in tnae promaotion of Treninal
exegents or othar produiis wiin
potential, 4direct impz2-s zn
biological diversity or trenigal
forests, that an Environmental
Assessment of these a22%tivities ote

prepared.

Carl Leonard, Director
USAID/Bolivia

Lisa Valenzuela, USAID/2elivia
Darz2ll Mcelntvre, USAID/2clivia

Bru2e Rlackman, LAC/SAV
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