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PROJECT AUTHORIZATION 
(Amendment No. 1) 

Name of Country: Bolivia 

Name of Project: Export Promotion 

Number 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 hereby amended as follows: 

a. 	 The first paragraph of the authorization is deleted and the following is inserted 
in lieu thereol: 

"1. Pursuant to Sections 103, 106 and 531 of the Foreign Assistance Act of 1961, 
as amended, I herebv authorize the Export Promotion Project for Bolivia, 
involving plarned obligations of not to exceed twenty three million five 
hundred thousand United States Dollars (US$23,500,000) over a seven year

eriod from the date of original authorization, subject to the availabiliti of 
funds in accordance with the AID OYB/allotment process, to help in financing
foreign exchange and certain local currency costs for the Project. The planned
life of project is approximately seven years from the date of initial oblgation, or 
to September 30, 1995. 

b. 	 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 volume of non-traditional exports and related employment
by Bolivian and foreign 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 tus process. 

c. 	 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 IV 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 
fulfill program objectives and to best promote the objectives of the Foreign
Assistance Program. A waiver permitting local cost financing of the cost of 
local project staff of Bolivian nationality is hereby granted in the aggregate 
amunt of $300,000, for the reasons stated in Section VIF. of the Project Paper
Amendinent. 



Except as expressly modified or amended hereby, the authorization remains in full 
force and effect. 

yarber A. Davidson I 
cting Mission Directol.-

Date: I) 
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LIST OF ACRON"i.'MS 

ANAPO Asociaci6n Nacional de Productores de Oleoginosas
 
CAF Corporaci6n Andina de Fonento
 
CONUIBOL Corporaci6n Minera de Bolivia
 
CRA Certificado de Reintegro Arancelario
 
DICOMEX Direcci6n General de Comercio Exterior del NUCT
 
FEB01'I Federaci6n Boliviana de la Pequefia industria
 
FTZ Free Trade Zone
 
GDP Gross Domestic ['rod uct
 
(.106 Government of Bolivia 
BCE hstituto Boliviano de Cornercio kIxterior - Santa Cruz 

IBRD International Bank for Reconstruction and Development (World Bank)
INBOPIA Instituto Bliviarro de Pequefia Industria y Artesailla del NCT 
INPEX listituto Nacional de Promoci6n de Exportaciones
J1 INAC Junta del A,.cuerdo de Cartagena 
.IJCT Nlinisterio de Industria, Comercio v Turismo 
NMPC Ministerio de Planearniento vCooidinaci6n 
0OPC Overseas Private Investment Corporation 
PACD Project Assistance Completion Date 
I'M[ Programa de Promocion de Inversiones 
PROA Programa Piloto de Desarrollo Urbano de El Alto 
PROAG Project Agreement
I'RODEM Fundacion para la Promocion v Desarrollo de la Microempresa 
U.DAPE Unidad de Ailisis de Politicas Econornicas 
ULNDP United Nations Development Programme 
UNFDAC Uited Nations Fund for Drug Abuse Control 

GLOSSARY
 

.Maquila: 	 Offshore assembly of components for export. Export may be 
to the country of origen or to a thlid country. 

Export Capacity: 	 Productive capacity installed but not yet utilized. 
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I. EXECUTIVE SUMMARY 

A. Recommendation 

USAID/Bolivia recommends that a new PACD for the Export 
Promotion Project be established, extending the project for one year and ten months 
from November 16, 1993 to September 30, 1995, and that $12 nuillion of ESF funds 
be added to the project. Counterpart funds (GOB will be increased from $2.4 
million to $5 9 ni .on. This amendment will add a new component to the project, 
Foreign Investment Promotion, and expand the Technical Assistance to Exporters 
Component. 

An additional $5 million in ESF funds, currently expected to be used for 
credii, will be the subject of a subsequent Project raper Amendment and 
Authoi ization Amendment. 

B. Summary 

The Export Promotion project (511-0585) was authorized on November 
15, 1OR8 by the USAID/B13livia Mission Director for a life-of-project funding level of 
$11 5 nullion The project was designed to provide technical assistance and training 
to 30livIal producers and exporters in developing and marketing 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 amended in order to incorporate a major new 
Foreign Investment Promotion component, to increase funding for teclulical 
assistakce, and to make other minor adjustments in the original project design. 
Numerous USAID-funded studies over the last year as well as experience under a 
small iw.estment promotion pilot suggest that Bolivia has sufficient comparative 
advantages to be attractive to foreign investors. The Forein Investment Promotion 
program will market Bolivia to potential investors and guide those who are serious 
tluough the execution of the investment. 

The goal and purpose 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 volume of 
zion-traditional exports and related employment by Bolivian and foreign companies 
that zeceive project assistance. 

The main components of the project have also been redefined. The new 
components will be Technical Assistance to Exporters, Foieign Investment 
Promotion, and Export Fin,.ncinig. The Technical Assistance to Exporters 
component will be expanded, based on successful results thus far. The small ,ilht 
effort in investment promotion, initiated under the original project design, will be 
expanded into a major new Foreign Investment Pro.,motion program. The Export 
IFinancing component, which has failed to move loan funds through the Central 
Bank, will be removed from the Central Bank and restructured. A subsequent 
ProLject Paper Amendment v,,ill describe this new structure. Contingent upon 
technical and demand studies to be completed, up to $5 million i credit will be 
added to the component at that time. 



-----------------------------------------------------

It is expected that by the end of the project, the following targets willhave been attained: $100 million' in export sales generated; 10,000 jobs crLated: and,
$50 million in export capacity generated. These targets may be increased in the 
subsequent PP Amendment on the credit component. 

The contract with CARANA Corporation, an 8(a) firm will continue 
through Mav 19Q2. The remaining work under the project, from June 1992 to
August of 1995, will be competed among Gray Amendment firms. 

The Mission has received authorization from the LAC Bureau to extend
the PACD to September 30, 1995 (State 110911) and to approve and authorize the
Project Paper Anendment in the feld (State 198883). Concerns expressed in the 
NPD guidance cable and a subsequent "think piece" from LAC TI have been
incorporated into this PP Amendment. Detailed responses to AL. 'W cables are 
foundin Annexes 2 and 3. 

C. Life-of-Project Funding Summary 

An additional $12 million in ESF funds will increase the A.I.D.
life-of-project funding level from $11.5 million to $23.5 million. 

A summary of the sources and uses of A.I.D. funds follows: 

TALE-A (000s) 

Original, 
as amended 
and modified* 

This 
Amendment 

Proi~t Total 
L 

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 
(Including audits/
evaluations) 

492 858 1,350 

TOTAL 11,500 12,000 23,500 
----------- --------------------------------------­

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

The GOB local currencv contribution will be increased bv $3,500, from
$2,400 to $5,900. The additional finds will be used as follows: $500,000 to cover the
T A. for Exporters; $2 million for Foreign Investment Promotion; and $1 million fi"
Export Financing. The Private Sector is expected to invest at least $6 million. 



t. PROJECT BACKGROUND 

A TIheEjxviroiunent for Expvr1 (1) 

After a period of hvy per-inflation, in which the average rate of inilation 
reached 11.750 percent ui 18;-,, the government of Victor Paz Estenssoro 
implemented a New Economic Policy which stabilized and liberalized the 
eco,nomV Supreme Decrees 21660 of July 1987, and 22407 of January 1990, adopted
additional measures to consolidate the economic stability of the country, and 
improve its competitiveness with the rest of the world. 

At present, Bolivia's macro-economic envoirnent is one of the more 
favorable in Latin America. aiLuing 1990, the country's inflation rate was 8% (the 
lowest in South Amienca): the exchange rate is estimated to have depreciated, in real 
teinis, by about 3%, and official estimates indicate a 2.6% rate of economic growth. 

Bolivia's economv at resent is very stable and is also one of the most 
liberal in ULtin America. Tfie ff'icial 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 years); there are no foreign exchange controls: the import tariff 
for capital goods and equipment is 5%, with a three-veai payment pei'iod, and for 
all other merchandise goods 10%; and, there are no export taxes, except some 
royalties to be paid to the State on the production of minerals, hydrocarbons and 
Wood Until March 1991, all exporters obtained a reimbuisement of 6% of the total 
value of their exports (the Certificado de Remiteg ro Arancelario-CRA). TLis 
incentive, inow terminated, will be substituted by a draw-back system in the near 
fulure. Salaries are freely negotiated and determined between the employer and 
labor, and social benefits are estimated to be about 40% of the basic salary. 

Additionally, the GOB has promulgated decrees authorizing Free Trade 
Zone regimnes, which provide exemptiols on- propertv taxes, the value added tax, 
the transactions tax, import tariffs or all capital equipment and industrial inputs, 
and any other muncipal taxes. 

Finally, the Bolivian Congress has recently appproved a new 
I lvdrocatbunis Law and an Investment Code which authoizes an unrestricted 
repatriation of capital, permits joit-ventures between domestic and foreign 
c,,mpanes, and grants the same tax treatment to foreigners and domestic investors. 
Similaily, Congressional approval of a ninlg law is irninhent. 

The set of policy measures adopted since August, 1985 and the 
additional structural reforms'implemented silce then, have resulted in increases in 
total exports, particularly of non-traditional exports. Official estimates (2) show an 
increase in total merchan'dise exports from $6 nuillion in 1985, to appro.,imately 

(1) For a discussion of the relation between tlis export-focused project and Bolivia's 
broader trade and investment strategy, see Section I.C. below. 

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

3 



$05 mfliien in 1o0, or a 29% increase: and a larger increase in non-traditional 
expot ts frci $38 million, inl 1985, to an estimated $290 million in 1990, or 7.6 times 
more Because this increase was due, in part, to factors such as price fluctuations 
and neighboi ing countries' economies, the increase in subsequent years is expected 
to somewhat more modest. 

The amended Export Promotion project seeks to capitalize on Bolivia's 
favorable ecnomic environment and, as such, to make a substantial contribution to 
the increase in Bolivian nun-traditional exports. 

B. rEaect Progress to Date 

The original Export Promotion project was designed to improve the 
capacift, of Bolivians to export non-traditional products. Eight million of the total 
LOP funding of $11.5 million was to be provided for pre- and post-embarkation 
credit, some'iing which was considered to be a great constraint to exports at the 
time The project was also to provide technical assistance to exporters and to 
sLi engthen some of the key public and private export promotion organizations. 

Project sub-agreements were signed with four implementing
institulions: the Instituto Nacional de Promoci6n de E-,portaciones (INPEX), the 
Institulo Boliviano de Comerciv Exterior (IBC-E), the Federaci6n de Empresarios
IPrivados de Cochabamba, and the Cmara Nacional de Exportadores in La Paz 
These agreements conu-itted funds to establish a computerized information system
for ga. iering, storing and dissermiating information on export markets." The 
t11igoin!9 (,operational costs of each of these institutions were to be derived from 
lion-A t D sources. In the cases of INPEX and IBCE, operational expenses were to 
be covered by funds generated through the Certificado de Reintegro Arancelario 
KCRA). which was recentlv phased out because of its distortionary risk and because 
it rep esented a substantial draMin on the GOB budget. 

CARANA Corporation, an 8 (a) firm, was selected as the principal
implementig entity on the basis of its extensive experience in export promotion. A 
contri.ct was signed on October 30, 1989, for a period of three years. CARA.NA 
begat operations in Bolivia 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 tecluiical assistance to existing and potential Bolivian 
e,,jN'rters in the areas of quality control, production expansion, product design, and 
markets. 

From January 1990 through December 1990, CARANA provided
varving levels of technical assistance to 35 exporters, of wlich 20 increased their 
exort pioduction. CARANA estimates that the value of export sales directly
atlrilbutable to its assistance was $2.0 million in 1990, an encouraging result for 
start-up year. Projections for subsequent years are much higher. Under the 
amended' project, technical assistance will continue to be provided directly to 
expoi ters. 

4 
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Progress on the information network and libran has !'een slow USAID 
has purchased, delivered and installed computer hardware and software at LNPEX, 
the Federaci6ii in Cochabamba. the C,4nara de Exprtadures, and IBCE. The 
Federacin in Cochabamba, which received a WANG system at its own request, is 
currentlv in the process of exchan ing their eq uipment for IBM-compatible 
haidware LNPEX has also Iired a lbrarian with project funds. In all cases, 
however, the computerized information systems have not as vet 1 rovided a 
meain ful service to exporters Exj erience in other countries with sophisticated 
electroic databases dem0nstrates that these systems are overly complex for the 
needs of new exporters, and moreover, sinice they are under-utilized, they tend not 
to be cost-effective. 

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

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

market conditions have changed considerablv since 1988, when the 
p oject was designed The Bolivian banking' system is now awash 
in short-term liquiditv, bringing into question the need for the 
short-teim export credit line specified in the original project paper; 
and 

- at the behest of the World Bank and the IDB, the Central Bank has 
adopted an auction system to distribute donor credit funds among
the commercial bantks. The result of this system is a substantial 
increase in the interest rates on all credit lines funded by 
international donor organizations through the Central Bank. Th'e 
price advantage of a donor credit line is no longer a factor for 
exporters. 

These circumstances, and further analytic work on export credit 
requirements, have convinced the Mission that the credit component should be 
reilocussed. 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 by current policies of the commercial banks These adjustments, including
ile infusion of approximatelv $5 million in additional credit funds, will be 
described and justi ied in a subsequent PP Amendment. 

The original Project Paper devoted only limited attention to foreign
investment ,i motion. But realizing that this could be a potentialv important 
AID. - ution, the Project Paper left the rossibilitv of pilot investment'ntl o ien 

r,.,grans. T[he contract with CARANA Corporation specifically included the 
dEveloment of an "investment promotion strategv," with the idea that this could 
provide guidance for a future USAID activity. hi'January of 1990, two CARANA 
empluyees prepared an "Investment Promotion Strategy fo'r Bolivia." The 
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dtcuient rec,,nimeiided that Bolivia undertake a number of small, pilot
itivegtnent activities in order to "test" different approaches. A few nionths later,
CA RAN.A cntracled a third individual to take the "investment strategv" one step
further This consultant proposed the establishment of a longer-teim, foreign
Hivestmient promotion program, based, in part, on the Costa Rican experience. The 
e,," strateg %,,*as accepted by the Mission, and led to the initiation of a small 

investment promotion pilot piogram in Januaryv 1991. 

The pilot program, although still in its initial stages, promises to b,­
successful Ongoing analyses confirm the impression that the conditions for a
longer-term investment promotion program in Bolivia are present, including the
availabilitv of qualified pronoti,on personnel, the probabilitv of establishing anindttmtial Free Trade Zone (FTZ), and most important, the comparative advantages
for attracting certain types of fore ign investors to Bolivia. 

The new Foreign Investment Promotion component, to be added as aresult of this Pi oject Paper Amendment, draws from the successful experience of
Cential American, European and other countries in attracting foreign investors. 

IT/. PROJECT AMINDMENT RATIONALE 

A. Amendment Justification 

The are two key reasons for this amendment: 

I The technical assistance component is showing promising results.

In [O0, the start-up year, $2.0 million in export sales were generated and 150 jobs

were created. Based on these preliminary results and the addit.lon of a Foreign

Investi'.ent Promotion component, the institutional contractor expects that by lQ95

$100 rilli,,n in export safes can be generated and 10,000 jobs created. These

indica.,rs are encouraging enough to, lead the Missi.n to inciease the term and
 
intens tv of the tecluical assistance effirt.
 

2. As detailed later iiithis paper, Bolivia appears to be in a favorablepi*it ion to compete for foreigiI ex;ort-miented investments. Bolivia's comnparative
advantages, coupled with tle ava',abilitv of a proven model to market the country
to f,.,ieisn investors, suggests 'hat the tfmne is ripe to add a full-blown investment
promotion component to the project. 

B. Project Adjustments 

The most substantive change in the project is the a.djitQn of a kev new 
con upont, Foreign Investment Promotion. Sidies financed by USAID/l1oli\,ia
dmiiing i'-O suggest that Bolivia could greatly benefit from a 'program of this
nlature. This component is described further 'n the Revised Project Description
section. 

6 



Other adjustments to the original design are less fundamental. The 
nature of the information system withini LNPEX, IBCE and the Federacin in 
Cch,:b,amba will be modified as a result of a December IqqO report by a specialist 
in exp,,it inf,,rnialion systems. After a review of the project's information system 
de~nzn and based on1 his personal experience with such systems, the consultant 
concluded that a computerized iformation svstem in Bolivia would not justify its 
cost Instead, he reconunended a library with reference books (such as "T!hg 
.Diect.,, of U led Staits E.p )r,_~s, or siniply the Yellow Pages of key cities i the 
Uinited States. EuiOpe and Latin America), tiade magazines and pei:iodicals, and 
peIhaps the ser'ices of a research librarian. He arguedthat a reference libraries did 
not entail major expenditures: the initial costs of library materials could run 
a pproxiinatelv $4,000 and the Yearly maintenance costs anoiher $2,000. As a result 
o, these reconuencdations, US,.IDBo.,livia has decided to limit continued support 
for an electi oiic data base net-work and assist in the establishment of reference 
libiaries i La Paz, Cochabamba and Santa Cruz. (See consultait's report in Amex 
7.) 

Technical assistance to the export institutions selected at the onset of the 
prt,iect will be limited to support of their reference libraries and other activities such 
as trade fairs. The Mission may also provide a small grant to DICOMEX so that it 
may collect export data to tra'ck kev indicators under this project. Rather than 
dedicate a great deal of time and monev to equip export organizations to provide 
assistance to exporters at some poilt in the future, USAID/Bolivia has asked 
CARANA to provide technical assistance directly to exporters. As discussed 
earlier, Boivia is at a )uncture where an export prom'otion push can have immeciate 
and substantial results, in addition to a lasting effect on the economy. The .Missin 
considers that it would be unwise to wait for thiee or four years until private or 
public sector organizations are in a position to make a substantial contribution to 
export pi,,moti n. 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 
world%%ide (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 Iarket Development, and Export 
(I edit Financing, have been renamed. lhe revised co onent are Teclnical 
Assistance to Exporters, Foreign Investment Promotion, and Export Financing. 

13)Recent studies have shnwn that public sector trade promotion organizations are 
geieialyv not very effective in generating increased exports. Most notable is a 

orld Bank report by Donald B Keesing and Andrew Singer, entitled, "What Goes 
\rng In Official Pr.motion and Marketing Assistance for Manufactured Exports 

fni Develtping Countries," which reviews trade promotion organizations inl 
tli, tv-five cuuntries. 
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C Relatiortsl i to Mision and Host Countr' Strategy and Objectives 

I Trade Policy Issue 

trade and 
The challenge now facing

investment. Export prontion 
Bolivia is to 
is only one 

increase and diversify its 
piece of this picture.' An 

'export at all rosts" strategy would run the risk of repeating the expensive erTors
wlh.li resulted ft m Latin America's infatuation w'V-ith import-substitution in
decades past A heavily subsidized export sector could easily become an inefficient 
sector which drains resources away from better economic prospects and which
geneiates political resistance to the eventual elimination of those subsidies.
Therefore. as discussed in the recent Bolivia Action Plan review the Mission is
reformulating its strategic objectives to better reflect an o' 11trade and
investment f.cus ind the role of export promotion activities as epart of that 
focus. 

F ."tunatelv, the Bolivian government is fully cornmitted to an
approach based on free 'and efficient trade, rather than on' subsidizing export
productiol Braving considerable political opposition, the GOB has recently
eliminated the 'CR,..' its 10% non-traditional ex ort subsidy. Moreover, exporters
in Bolivia no longer have access to below-market interest' rates on Central Bank
ciedit lines: the GOB has instituted an auction system in whilch all borrowers bid
for these funds ol all equal basis, and at (very high) market rates. The export
ciedit activities under this project will be consistent with this policy. 

Bolivia's reduction of its tariffs to the lowest level in Latin America,and its entry into GATT in August of 199O are further indications of its commitment 
to a tree t'ade approach, and its determination not to distort producers' choices by
heav subsidies to one sector or another. 

Given Bolivia's exceptionally strong performance in this area, the.\ission 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. It is
continuing to support UDAPE, the GOB's econo.,mic think tank, which has been a 
significant player in the evolution of the goverlnment's trade policy. In addition, it
will be u pporting the Analisis Unit for Trade (LIDACEX), a new unit in the
.inistiv of ndustrv, Commerce and Tourism (MICT) which will provide analysis
and assistance on 'trade policy generally, but which wiU focus .articularly' on 
back-up for bilateral and multilateral trade negotiations -- includ'ing, of co'urse,
Bolivia s eventual participation in the Enterprise for the Americas Initiative. The
UDACEX proposal came out of the first meetin of the US-Bolivian Trade and
Investment Council in Washington last year. its financing will probably be
provided under this Export Promotion project. 

2. Regional Trade and Integration Issues 

The project will continue to pay close attention to regional trade and 
investment oppurtumties. A laige po tion of the new export projects already 
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Iec,.vu; !echnical assistance are focussed on markets in neighboring countries. 
The cuiient investment promotion pilot program is actively considering the best 
wav t,, reach polential South American investors, since it is Clear that Bolivia could 
piesent vaiiLous important advantages to them. 

As noted above, it is expected that support to the UDACEX unit in 
the NIICT will provide material assistance to the GOB in its negotiations toward 
iegiunal integration. The Confederation of Private Entrepreneurs (CEPB), which 
the Mission supports through other projects, has been active and effective in 
ptshing for greater Andean regional integration. In fact, negotiations are well 
advanced. The five Andean Pact members have committed themselves to establish 
ifItra-re i,iial free trade by next year, and to adt,pt a common external tariff by 
lY5 Obviouslv, any advances ii regional integration will be an important step
along the wav t o the hemisphere-wide free trade regime which is the ultimate goal
of the Enitei piise for the Ainericas Initiative. 

3 1Financial Sector Issues (4) 

In addition to the trade policy environment, another area of 
stiategic frcus which relates to this project is fiancial sector reform.(4) Financial 
intel imediati(,ii in Bo.,livia is characterized by high costs and weak institutional 
structues. The Mission is attenmpting to address this systemic problem, not 
thruLgh this project's export credit infusion, but through other avenues, especially 
Its Stengthening Financial Markets project. This project's components include 
technical assistance to the baikers' association, a bankers' training istitute (which 
is ex ,ected tu be self-supporting after a few initial years), and assistance in the 
estal islhLmen t of a Bolivian securities market. 

UDAPE, the government think-tank funded by USAID, works on 
financial sector issues. The Mission has just completed a mas'sive financial sector 
asessnient to guide its futur2 efforts in this area. Financial sector reform is one of 
the two rillars of the forthcoming IBRD/IDB Structural Adjustment Credit, and the 
Mission is in iegular contact with the World Banik team to coordinate efforts. 

The Mission's Micro and Small Enterprise Development project is 
wotking with the country's decrepit credit union system. Tlis project is doing 
much nore than dumping credit and teclhical assistahce: working closely with the 
Su~perintendency of Banks, it is making important progress in the structuiral reform 
of the credit ui.ion system. 

On the microenterprise front, the Foundation for the Promotion of 
.Microenterprises (IRODEM) has introduced a successful new ncrolending 
technlogv , to. the countrv. The most exciting outgrowth of USAID suppo.rt to 
PRODEM is the foithcoming establishment of the region's first fully private, 
for-profit microenterprise bak. 

4. Alternative 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 

f,.i Ihcum1ing amendment of the export credit component. 
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loss of tens of thousands of jobs and hundreds of millions of dollars in foreign 
exchange receipts. Therefore, the political, economic, and social viability of thie 
GOB's eradication campaign depends on a major effort to develop alternative, legal 
sources of employment and hard cuirency. Tile Export Promotion project direcilv 
supports this key GOB and USAID objectiv'e. 

D. RelationslUp to Other Donor Programs 

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

1. hiteranerican Development Bank (IDB) 

a. _DeyevoLen' of thPLodutiveKStqtr11d__. prL..romtion.
This is a grant of US$ 1.5 Lnillion w-er 27 montls. The estimated start date is june of 
1991. 

The objectives of this program are to strengthen the institutional 
capacity of three organizatiots involve in planning and technical assistance 
activities in support of increased exports: Ministrv of Planning (MPC), Ministrv of 
Industry, Commerce and Tourism (NUCT) and the National Institute for Export 
Promotion (INPEX.) 

the MPC 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 
,pron.,tion, and provide teclnical assistance to other government agencies 
including the .MgCT) in these areas. More s pecificallv, the grant will help the ,tPC 

improve -its ability to negotiate at the *Paris Cfub, and study international 
commercial policies, drawback schemes, pwoduction financing, and methods to 
control contrab,"nd. 

The NUCT will receive approximately $200,000 to create an 
Economic Analysis Unit which will develop an inforniation system on Bolivian 
productivE capacitv 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 increase its 
capacity to provide technical assistance to the exporter of non-traditional products, 
support participation in international fairs, and training of conunercial attachs of 
Bohvian Consulates. USAID/Bolivia is coordinating with the IDB to ensure that 
there is no duplication of efforts and to ensuie that both projects share contacts, 
expertise and information. The IDB is investing in instit'tiinal strengthening as 
USAID is withdrawing resources from that area to concentrate on direct export 
promoLion and investment. 

2. World Ban 

The WoIrld Bank has five projects directly and indirectlv related to 
the export sector with a total investment of approximatelv $90 million: ' 
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a. _', i_ _jegt, expected to 
start in IQQI, consists of $14.0 million in credit for small industiy channeled tuough
the Central Bank. Another $2.1 mullion will support techlical assistance through 
INPEX to develop trading comparies, and strengthen the Bolivian Federation of 
Small Industrialists (FEBOPI) and the Bolivian ns"titute for Small Industry and 
Artusamv (LN30PLA). 

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

b. The .sLer L. LiutdsProjegA will invest $18 million in soya
production and another $17 million in agricultural research, roads, environmenial 
protection, and institutional strengthening of the National Association of 
Oleagbious Producers (ANAPO), all in the Santa Cruz area. 

c. The Ewplorrid_.s.jl t ,ill invest $37 million in road 
construction and maintenance as well a- i transport and storage facilities along the 
Antufagasta-Tanibu Quemado and Puerto Quijari o-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 n-Ling sector The project will work with the Bolivian Mining 
Corporation (CONflBOL) to ptomote private investment in mining The Expoit and 
Investment Promotion project is currently working with selected rin.ing concerns. 

e. Not vet approved but considered posible by year's end is a 
Bolivian DevelolFm 1 0Loundatio- similar in nature to Fundaci''n Chile The 
Foundation would generate and sell export busnesses in the following product 
areas: cochineal, Brazil nuts, flowers, and.kluinoa. 

The Development Foundation's venture-capital like strategy
will not duplicate the teclhnical assistance, credit, or investment prom.tion ser-vices 
pruvided under USAID's project. 

3. Junta de Cartagena (JUNAC) 

The Andean Program for Expqrt Promotion provides teclutical 
assistance in developin project profiles and feasibility studies to promote 
investment in Bolvia and/or foreign markets for Bolivian products. It works very
closely with the U.N. Development Pruamin (UNDP) Investment Promotion Prlect 

JLNAC and PPI cooperated with DICOMEX, INTEX, Chambers of 
Idustrv and Exporters, and UN rund for Drug Abuse Cont .l (UNFDAC) in 
develolin s,,ne 45 project profiles and 5 feasibility studies They are plaiming to 
develop 15 more profiles and 3 more feasibility studies with the CAF. The project
profiles weie inaiketed by JUNAC/UNDP/Prl repiesentatives in 9 different 
countLies 
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The USAID investment promotion strategy is entirely different in 
that it is designed to identify a foreign manufacturer and sell him or her on the idea 
of setting up at least a part 6f their existing operation in Bolivia, rather than selling a 
new product or joint venture idea developed in Boliva. The two projects deal with 
different clients. 

4. Corporacifn Andhia de Fomento (CAF) 

The SAUCQ credit tine provides short-term credit for financing
non-traditional expoi ts. It had an outstanding portfolio of $35 million at the close 
of 1990. The CAF expects to move $40 million ii 1991. The minimum credit is 
$1(.),LN, with no maximum and tl'e term is one year. The SAFICO credit line 
reaches bot rovwers who qualify un Jer existing commercial baLk criteria. The credit 
cornponlent of the USAID project will be aimed at borrowers who need more 
flexibilit-v than those ciiteria allow. 

The CAF also has a small Special Projects division that provides 
technical assistance for studies, such as the feasibilitv of privatizihg Lloyd Aereo 
Boliviano, and a fund for pre-investment studies in the public sector. 

5. Overseas Private Investment Corporation (OPIC) 

OPIC is a U S.agency that provides industrial loans and guarantees
and investment insurance to companies investing overseas. The average loans 
range fro.,m $2 to $10 nullion, but OPIC has made loans as large as $50 million. 
uP[C is very interested ini ilcreasing business in Bolivia OPIC represents a 
pi tential service to investors identified tlu'ouglh the foreign investment promotion 
program The USAID Project Coordinator wi remain current with OPiC activities 
through nnthly meetings with the Economics Section of the U.S. Embassy 

W. REVISED PROJECT DESCR=TON 

A. ProJect Goal and Purip-s 

The original goal of the roject was to promote Bolivia's economic 
recovery and Frowth by assisting the development of the export sector. The 
am-eidid goj is slightly modified to read: to increase the contribution of the legal
exPort sector to Bolivia's economic recovery and growth. This modification 
responds to the Mission's growing emphasis on developing alternative economic 
solutions to the production of illegal coca. 

The purpose has also been modified. The original purpose was to 
support private and public sectr efforts to expand and diversify Blivia's exports 
of niion-traditional products. The aMeided purpose is to increase the dollar votme 
of non-traditionaf[exports and related einpqoynent by BoLivian and foreign 
companies that receive project assistance. 
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B. Revised Pro ,ct Descri piQ 

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

1. J kal Assistance to Exprtger 

Under the amended project, the istitutional contractor will 
continue to provide technical assistance to exporters. Thi-s assistance will include 
product development, market research, joint venture formation, quality con1trol, 
pooing of exporteis to meet large orders, aiid identification of financing needs and 
sources This type of assistance has proven to be effective during the project's 
initial veair, leadling to the geneiation of $2 0 million in e ort sales ini 1990. The 
ilstitutional contractor expects that this component along with the new Foreign 
Investmient Promotion component will generate approximately $100 million in total 
cununulative export sales by the 1995 PACD. 

There will be a few modifications under tlis 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 LNPEX, 
IBCE and the Federaci6n in Cochabamba (or their successor organizations) to 
establish reference libraries The bulk of the activity, however, will lie i providing 
techrucal assistance to exporters. 

In the course of implementing the technical 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 
across a sector. For example, in the case of frtiture manufacturinZ and 
woodwriking, the institlutional contractor worked with about half a dozen 
companies which showed some pronuse. For a brief period, the work narrowed 
down to a single company which was closest to being able to handle an order This 
company go( an order which was so large that it is now -- with project help -­
subcontracting out a sigtificant part of it to other local firms. As ano.Cther e\ample,
the contiactor's cocliilla consutants are working with a hundred or so potential
producers. 

There are also cases where efforts are best limited to a single 
company in a sector, based on practical considerations. For instance, the projrct 
assisted a single trout-farmer to place shipments with Atlanta restauants, and to 
acquire smoking equi pment. There were two reasons for this approach The 
beneficiar was the onTl company in the sector with credible export prospects at 
present; and there were reasonable hopes that its success could incentivate others to 
get ilto. the business. The history of non-tiaditional exp.ort development is full of 
cases where a large national industry has been develhped in response to the initial 
success of a single entrepreneur -- 'the case of cut flowes in Costa Rica is one 
example amung many. 
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Finally, there are cases where assistance is provided to a single 
compan,, even without any expectation that others wilU emulate its success A 
recent nMulti-million-dollar sulphur export is a case in point. The decision to assist 
this fii m was based simply on the magnitude of the opportunity, rather than on anv 
expectation of ieplication by others. 

2. Foreign Investment Promotion 

The bulk of the new funds under this amendment ,ill finance the 
establishment of a program in Foreign Investment Promotion. This component will 
expand and strengthen the Uivestment promotion pilot program conducted in early 
1901 under the origUial project. The new component is expected to generate 
substantial foreign exchange earunigs and employment--key objectives of the 
Mission's country development stiategy. 

a) Hme Qffi e: 

At the core of the investment program will be a central office in 
La Paz, which will manage regional offices in Cochabamba and Santa Cnrz. The La 
Paz office will be located within the existing offices of the institutional contractor, at 
least iii the beginning when the investment program's viabilitv is tested The 
Bolivia offices will generate timelv and accurate information to assist in marketing 
efforts abroad, and will manage itineraries of interested uestors More 
specifically, the home office will be engaged in the following: 

Research and the Development of a Data Base­

- create and maintain a data base with general information on key 
counttrv statistics and costs wluch are of vital inteiest to the 
foreign investor; 

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

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

Promotional Materials: 

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

Investor Visits to Bolivia: 

- organize the visits of foreign investors and accompany these 
investors, on their in-country visits. 
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b) Overseas Promotion 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 
companies that have an interest andthe ability to establish direct investments or 
co-iuvestmetts hi Bolivia The promoters will also engage in intense "netw,.,-king" 
with key trade associations and industrial sector groups, participate in se-.iiiurs 
and co,:ferences, as well as speaking engagements at forums where potential 
investment decision-makers gather. The Overseas Promoters ,,ill use a firm 
targetting methodology which has proven ighlv successful in Ireland, Costa Rica, 
and Honduras 

c) Free Trade Zone 

The amended roject will support the development of an 
industrial Free Trade Zone (FTZ) in rl 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 possibility of locating witlhi one is often a marketing tool 
to get investors to make their first visit to the country of interest. 

In Bolivia, unlike many other couittries, a FTZ will not be an 
island of economic liberalization surrounded bv a sea of artificallv restrained tiade 
The trade regime available within a free trade zone in Boli:ia will not differ 
substa'itiallv f1on what Ls available to exporters outside the zone (5) Thus, the 
main aattlaction of the FTZ to potential investOrs will be that it offers the 
infrastructure and support sei-ices of a good uidustrial park. 

(5) Unrestricted convertibility of foreign exchange is available to all Bolivian 
businesses A free zone tenan( is exem pt from the counhis low import duties But 
as t',non-capital goods (10% duty), the non-free-zone exporter can obtain 
e(,iivaleit exemption under the tenporar admissions ,egime. As to capital 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, iicluding duties on capital goods. There is some discussion (as vet 
unresolved) about exempting free zone exporters from the 3% net worth tax which 
applies outside the zone. Thge Mission is taking no position ini this a1i eiit, On 
the one hand, differential tax treatment of similar businesses does "aise issues in 
principle. On the other hand, however, the net worth tax does tnot seem to be at 
efficient tax: it 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 LSAID-financed team looking at 
tax policy under the UDAPE project. Another complicating factor is the 
internalional competitive environmnent most free zone tenants will be foreign 
investrs who are being offered equivalent tax exemptions by the majority of the 
other count ies who are courting their investment. 
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The project will offer three kinds of support to assist Bolivian 
private investors in the development of the indushial park: 1) a relativeiv small 
participation in the capital costs of the industiial park: 2) teclhical assistance with 
the planning and construction of the paik; and, 3) promotion of the industrial park. 
The Pilot Prog ram for the Development El Alto (PROA), a non-governmental
organization dedicated to improving social and economic conditioLs 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. (For a further discussion of PAOA, see Section 

d) Advisory Board 

A local Advisory Board will provide guidance on 
implementation of the Foreign Investnent Promotion program, and will assume 
responsibiitv for lobbvuig to correct policy and institutional obstacles to 
investment which are 'encountered during 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 Promo ,ion Program Staffing 

The program is eXpected to have, bv the second year. the 
following professional staff- one generaUlmanager, one senior adviser, two overseas 
promoters, three regional promoters, thuee investment promotion officials, and 
tlu ee assistants. 

The elral Manfager, based in La Paz, is the head of the 
pro;rain and supervises all oiverseas and local investment promotion activities 
carried out by promoters, officials, assistants, support persn,ruel and external 
consultants The Manager will have the following responsibilities program design, 
strategy development, monitoring and project follow-up, budgetarn consideratiOlis, 
long -te'rm plauing, persorel selection, and training In addition, this individual 
will oversee the development of promotional materials, investor data bases, and 
other research. Tlis individual will also make frequent public presentations and
 
lectures regarding program activities and maintaii public relations with political
 
and private sector leaders.
 

The Senior InvtrnenLAdJvisor, also based in La Paz, will 
provide advise on overall program and persotulel manaeiment The Advisor will 
visit promoters quarterly in Bolivia and semi-amually in the U S. and advise on 
personnel .ainig and ieplacement The Advisor will assist the General Mana er 
in contacts with the Advisorv Board, GOB officials, potential investors, B.livian 
Consulates, and export promotion agencies, as well as in the management of 
promotional events, the FTZs, and the information system The Setior Advisor will 
report to the General Manager. 

The Oe,_r_5ea5 UrcIo.eI5 will agressivelv promote business 
opportunities in Bolivia, mainly in direct investmeilt, but afso in joint-ventures, 
contracting, and sourcing Prii'ioters will carvy out investigations and sutvevs to 
identify potential target companies. These individuals ,dIJ be responsible for 
generating a specific amount of investor visits to Bolivia utilizing "cold calls," 
refeirals, and nttw,-'rking Thev will also be responsible for administering the 
overseas oiffice budget and Iesurices, providing inornation and ieports as 
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required, and representing Bolivian interests in varied investor forums, 
conventions, exhibits, and trade shows. The Overseas Promoters will report to the 
Q.eneral Manager.

The Rgional Pr=Qmer in Cochabamba and Santa Cruz will 
agressively promote business opportuni ties in the specific regions to which thev are 
assigned. Thev will carrv out research and surveys to identify potential prioritv 
sectors and opporturuties. Thev will coordinate ali visits to theur region bv foregninvestors and implement the necessarv follow-up of regional conticts. They ,,ill 
also be responsible for administering the regional office budgets and resources,
providing information and reports, 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 InvestmenL_ _ion Officials, located in the three 
principal cities of Bolivia, will car-v 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 neces'sarv local follow-up
after the investor visits. They 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 investment projects the overseas promoter is 
managing. The Investment Promotion Officials will report to the General Manager;
they will supervise an Assistant. 

The Investment Promotion AssLstants will assist the Investment 
Promotion Officials in carrying out research projects for the Overseas Promoters, in 
organizing investor visits, and handling the visits in the Official's absence. The 
Assistants report to the Investment Promotion Officials. 

3. Eport Financing 

In the next few months, another Project Paper Amendment will 
restructure the project's credit component. Approximatelv $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 
everT dollar borrowed for increasing production (estimated at $6.0 million.) 
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C. [roject CQtputs
 

The revised outputs are:
 

- 250 companies will be assisted in developing their export capacity;
 

- 220 investors will visit Bolivia;
 

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

- the dollar volume of foreign investment generated by the project will
 
reach $50 millioni; 

. an iLdustrial Free Trade Zone will be estc ied; 

- two investment promotion offices wii. established in foreign 
co untries; 

- export reference libraries will be established in three cities of Bolivia. 

D. End-of-Proect Status 

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

- $100 million of cumulative export sales generated;
 

- 10,000 new jobs created; and
 

- $50 million i new cumulative export capacity generated.
 

V. PROJECT IMPLEMENTATION, MONITORING AND EVALUATION 

A. General Implementatin Arrangements 

1. USAID/BOLI-VA Management 

The Project 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 to be managed bv a Project Coordinator 
uider Ilhe superwision of the Director of the Trade and Investment Office. The 
Project Coordinator and the Office Director will be responsible for monitoring
project progress, reviewing pro)ect results .,ith the Mission, and makinig
recommendations to the Mission Director as to project modifications or adjustments. 

(o,This output 	will be modified in the following PP Amendment on credit 
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Letters of Understanding, Cooperative Agreements, or other such 
documients may be signed (in addition to the existing ones) at any time during 
project implementation. For example, if during the course of the 'project a new 
institution is identified which could substantially contribute to the development of 
non-traditional exports, an agreement could be sfgned with that entity following the 
custonmarv institutional reviews Likewise, if an institution has an agreement ujider 
the project, but is not satisfactorily carrying out its functions or meetiing its 
oLbjectives, the Mission may identify a inure effective use of project resources and 
teminate the agreement with this institution. USAID/Bolivia wishes to maintain 
flexibility on, this front given that the current export institutions witlin the project 
are generally weak and margially effective. 

Line items under each of the four main budget elements (Tecluical 
Assistance to Exporters, Foreign Investment Promotion, Export Financing, and 
Project Support) may be modified with the approval of the USAID/Bolivia Project 
Coordinator and coicurrence of the Office Director, the Project Conmittee and the 
Controller. Adjustments in the principal four budget elements will be modified by 
PIL, or as established by the Project Agreement with the GOB. 

2. 	 Institutional Contractor 

The current contract with CARANA Corporation covers the 
Technical Assistance to Exporters component through November oif 1992 and a 
pilot investment promotion program ttrough July of 1991. In order to compete the 
additional level of effort discussed in this amendment and to avoid having work on 
the different components end at different times, the contract with C.,RNA 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 expoit and investment 
promotion program from May of 1992 through August of 1995. 

Following authorization of this Project Paper Amendment and the 
signing of the Project Agieement Amendment with the GOB, the Mission will 
pioceed with the following two contract actions: 

a. an amendment of the current CA.RANA contract to extend and 
e and the pilot invest ment 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 Annex 9.) 

B. 	 Lirpl emnt ation Arrangements and Issues: Foreign Investment 
ProIotion PrLgrm 

1. 	 PROA's Role in Support of an Industrial F 

The Pilot Program for the Urban Development of El Alto (PROA
be gal in June oif 1Q88 in response to a plea to USAI D from the .Mavor's Office for 
Il p inl 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, Employment and Income Generation,
Primarv Health Care, and Housing. Under the Employment and Income 
Generation objective, PROA developed three programs: a credi't program to channel
loans to micro businesses, an outreach program for creating cottage industries inthe home. and a series of training courses for small businesses and-participants in 
the cottage industry project. In 1990 PROA became interested in vet another
activitv to further the emplovment objective and began to facilitate dial6gue among
variou's groups interested in'the establislment of a Free Trade Zone (FTZ) in El Alto 

Late in 1QOQ USAID's Trade and Investment Office also became
interested in promotig a FTZ industrial park in El Alto to complement its ForeignInvestment Promotion program. In other countries, the existence of Free Trade
Zones have proven to be instrumental in interesting foreign investors to visit. The
TI Office joined forces with PROA and has been [eading 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 this
foreign investment promotion 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 considerable political cost, the Mission firmly resisted this pressure. The
investment component of the project is focussed on mounting a program, not
building 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 itis 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 it is 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-year
funding n.ns out. That analysis demonstrates that aclievement of the targets set
for those four years will am!lv justify the expenditure involved, based on the jobs
and foreign exchange produced by the companies wlich are attracted during that 
period. 

This posture is not inconsistent with the rationale behind A.ID.'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 cornpanies who will continue generating )obs and foreign
exchange into the indefinite future, without additional external assistance. 
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3. Cost Recovery Issues 

Experience throughout the world demonstrates that, as a general 
rule, a country's fo.reign investment p roLmotion program cannot be financed from 
user fees. The immediate targets of this promotion are foreign investors, who are 
not willing to pay the salespersons who are trying t' jell ihem on a particular 
country. Uer the lon ger haul, the entire private sector ,he host countrv benLefitsl.f 
from successful investment promotion, but these benEfits 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 opportunit, 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 chare the owners of 3uch zones a fee for clients 
attracted. An agreement has been negotiated in principle with the developers of the 
new free trade zone providing that they wil l pay the investment promotion 
program a substantial commissin on all investors attracted to their zones b/ the 
program. It should be relatively easy to negotiate similar arrangements with 
developers of any later free trade zones." 

C. Implementation S<.hedule 

The implementation schedule for the new component of the amended 
project, Foreign Investment Promotioin, follows as Tl e B. 
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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 
inl
the evaluator, and the appropriate timing for a "nud -term evaluation" of each of 
them isdifferent 

I. 	Teclhunical Assistance to Eprt 

,jt__ring The reporting system for this project corponent was 
readjusted at the begiuing of 19Q1, after about a year of implementation 
experience. Every month, the contractor reports to the U AID Project Coordinator 
on the use of short-term consultants (who they were, what they did, and how many 
person-days were used). Review of financial'data takes place'through the monthly 
voucher plocess. 

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

--	 company name; 

--	 'roject location (city); 

--	 exporter size (S, M,L); 

--	 product whose exports have been (or will be) increased; a notation is 
made if tius 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 domestir inputs; 

--	 "attributabilitv" estimate: even though every cormpanv hi the report 
received significant services from the project, it does noA follow that the 
increase in its exports would not have occurred without the Project's
assistance. In tlus section of the report, the contractor indicates and 
justifies its estimate of how crucial the assistance was to the exporter; 
and, 

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

will be compared 
As subsequent iterations of the report
with previous periods' projections, 

come in, actual figures
in order to test the 

trustworthiness of the projections. 
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Evaluation. Approximatelv once a year, USAID will hire a local 
consultant to conduct an independent eview of' a sample of the companies 
receiving project assistance; this review will focus mainlv on the accuracy of the 
data being reported by the contractor, and the reasonableness of the contractor's 
'attributabilitv" estimaies. 

A fuller evaluation of the technical assistance component will be 
conducted in mid 1992 (after about t-wo years of operating experience), and again at 
the conclusion of the project in 1995. Each e;aluation team should include: 

(a) 	 an individual with extensive experience in iinplementating and 
evaluating tecluical assistance programs for devel6ping 
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 
component can be the sco pefor 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 developmeni of an economic model to measure the activity's 
return on investment, based on actual costs and benefits. 

2. 	 Eraeign Investment Pruaotio' 

Mo'tUqrijng. The USAID Project Coordinator will maintain close 
weekly contact with the implementation of this component. Financial aspects will 
be reviewed as pai t of the monthly voucher process. 

It is not likely that real impacts will occur i e., investments 
attracted) much befcre early 1992. When such investments begin to occur, the 
prunotion 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 o" which is attached as 
Annex 10. One addition to the Costa Rican format will be an "attiibutabilitv" 
estimate, similar to the one described above. 

A few elements of the reporting system deserve special mention A 
company will show up on the report only after it has made a serious !egal/finaancial 
cominitment to an ivestment in Bolivii, 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) establishment of a Bolivian corporation. Experience 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 Pi omotion program mav provide
follow-urp assistance to some investors, but once the initial inv'estment conuiit'tMent 
has occuied, the principal job of the prunioter is over. 
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Therefore, results are reported at that time, albit on a "projected" basis at first, 
These projections include investment, jobs, and export capacity when the 
investment is up and ruring at full capacity (usually 2-3 ,ears from the date of the 
initial commitment.) The projections are drawn from the'investors' own es!imates, 
but are discounted by the promotion program to reflect past experience of the 
extent to which (a some few investors fall out even after a substantial 
commitment, as defined above; and (b) investors' projections tend to be 
over-optimistic. 

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

The quarterly report will include anrumal export capacity, rather 
than actual exports. Experience Flas shown that foreign investors attracted by such 
programs are very freqluentlv unwilling to share tl'eir actual sales figures, for 
competitive and other reasons. However, reasonably meaningful estimates for each 
t'pe of business can be derived from investment and employment figures, which 
the company is usually willing to share. (The Export Financing and Technical 
Assistance to Exporters components are different in this respect: tiier it is mote 
practical to condition the assistance on the beneficiary's willingness to provide
actual export data.) 

Evaluatioi. Once the above reports begin flowincg, USAID will 
conduct an independent review of a sample ofcompanies about once a year to 
verify the accuracy of the reporting. 

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

The mid-term evaluation will be conducted in early 1993, bv wlich 
time there should have been enough actual promotional experience to j'ustifv 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 promotion program 
played in investors' decisions (again, the methodo, g for this 
analysis will drawn from one developed for a similar siudy of the 
Costa Rican program i 1990;) and, 

(b) 	an economic analysis, probably conducted "in-house," of the costs 
and benefit, of the program. (This analysis viU use the model 
developed bv USAIdD's economists for this Project Paper 
Amend ment, described in the Ecolnmic 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 tvo elements, the evaluation team will review all
other signifi,:ant aspects of the program's design and implementation. 

Despite the fact that present analysis has ihdicated that Bolivia 
presents good ,rspects for an investment pri moti,-n effort, the Missi(,'i co tifILI,to rec,,giiize that ther e is an elenent of uncer taintv .ivolved.w,hich :a:, be res.l v-.
(uil%-v b, ncrete experience with the 1o4 ra mn Thus., 1he mid-term evalua ti, will
be particulai v crucial If experience by that point is lot satisfactorv, the pi .gIar
wI be tel iinated All agleements aiid co'Itr acts ;dl leave the Niissioii full
 
flexibility in tlis respect.
 

Another final evaluation will be conducted at the end of the project 

3. Expoit Financing 

The monitoring and evaluation system for this component will be
 
reviewed in tile subsequent PzLoject Project Arnendineilt on credit.
 

E. The Role (f Women 

The project is expected to result in important benefits for womenAlthough USAID does not expect that there will be mamv women business owtiets
 
assisted by thle pro)ect. nor that there will 
 be many (oreign investors who ire
womlen, thle Mission does expect that at least 55;'C of the jobs created will bieaqsunred by vo.'men If the project generates 10.000 jobs, as is hoped, then 3,500 of
 
these bs will be held bY wo.men.
 

Baed on eperience in other countries, most offshore mranufacturing
firms pi efer o,omen over male workei s because of their matal dexterity and their

pioven trick record of quality and efficiency. In sectors such as electionics and

ap."parel. w ,en conform 0O'r to 'l5;'c of plant peronnel, and men are hireJ ..Iv

wleir wonieii axe not ieadilv available.
 

So far, e\perience under the project scems to support the fact thit the

ma(jt'v of emlph vees in non-miiieral expurt iiidustries in Boivia are women

evani'ple. the leather zarment factories, the cotton diaper tactorv, anld 

For
 
the cochineal


btrsmes, es, with which the project has been working, empfov m(st lv wimen

Uther assisted firms employ women and men dependiig on the nature of the 
t+

For example, the rainbow trout farni employs women i the packing house, while
 
fien work as fishermen.
 

Although it is not considered necessarv to make special efforts to hire 
women (because it is something that will largely take caie of itself,) the proiect will
nevei tIeless encourage the emplovment of women by suzgestii to the Free Trade
Zone developers to bIcorp)i ate dav care centers in the zoiles Dav care centers inUTZs in othIer Latin American couiitiles have been found to be an excellent nieans 
1,,reduce absenteeisin and emplovee tUrni-over A day care is in the interests o.f 
[-lIl erllovee and 'mplhver: wrkin motlies benefit from having ine ,pensive
a.Id le Il ' Chi idcale, arid, the ovierS.,f tile factories benefit from having a stable 
and nwie elficient labo'vr fOice. 

As nentiened above, the iroj..,ct will track the number of j,,l's created 1'v 
gender 
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VI. REVISED LIFE OF PROJECT COST ESTIMATES AND FINANCIAL PLAN 

A. Funding by Major Activity 

Of the total USAID contribution of $23,5 million, $8.345 will be drawn 
from Development Assistance (DA) funds (an estimated $5.345 million from ARDN 
and $3.0 million from PSEE) and $15.155 million from projectized ESF funds 
(NSD-18). These funds will be distributed as follows: $15.8 rrullion will support the 
institutional contractor; $6 million the financing needs of exporters; and 
approximately $1.7 million will cover project support costs (including evaluations 
and audits, policy dialogue and institutional strengthening activities. 

L1 Technical Assistance to Exporters 

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 by the contractor will be increased by two person years of short 
term consultants per year and the actwit-v extended to August 1995. Total funding 
increases from its present level of $2.458 million to $8.0 million of USAID funds. 
Institutional strengthening is reduced to providing computer equipment to export 

romotion organizations (funded under Commodities it the Proect Support 
udget Element), liuted support for information systes, and trave to 

international trade fairs. Institutional strengthening includes support for activitiesof the GOB and private sector organizations involved in export promotion. The 
activitv is reduced to $250,000 of LSAID funds. An additional $8 000 of GOB LC 
funds are assigned for this purpose for a total of $1,050,000. 

2. Foreign Investment Promotion 

This component includes three activities: institutional contractor 
support, free trade zone development and policy dialogue The institutional 
contractor will manage the investment promotion program at a cost of 
approximatelv $2.0 million per vear for four and one-haIf vears for a total of $8.8 
million. Of that amount $7. 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. 1,-.- majority of those funds will pass to 
PROA as a grant and be invested by 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 contunction with policy dialogue activities. Those activities will 
be largely conducted by the Advisory Board of the Foreign Investment Promotion 
Program. 

3. Export Finaning 

The total amount of $9 1 million available for credit consists of $6.0 
million from USAID funds and $3 1 nillion from GOB LC funds. Funds are to be 
used for short term financing of exports and long term financing of increased 
production capacity for exports. The Private Sector (PS) is expected to invest at 
least $6.0 million in increased production capacity. 



4. 	 Project Support Element 

The Project Support element includes the cost of administration bythe 	 USPSC Project Coordinator, training, evaluation 	and auditing activities, andcommodities for a total amount of $135 million. The evaluation and auditingactivitv has been increased from $150,000 to $345,000 to cover the additional costs ofseparate evaluations and audits for the export and investment promotion programs. 

B. 	 Funding by Year and Sour, 

Tabk on the following page illustrates the planned disbursements forthe project 	by activity and funding source. 

It should be noted that the GOB and private sector contribution to thisproject exceeds the required 25% counterpart. With this amendment, the fundscontributed by the GOB of $5.9 million amount to 16.7% of the total project cost of$35.4 millio{. When one adds the private sector counterpart contribution,estimated at $1 for each $1 of USAID credit funds (or $6.0 million,) the percentage
of Host Country counterpart contribution is 33.6%7. 

C. 	 Life-of-ProJect Funding Estimates 

Table presents the Life-of-Project Funding Estimates for the entireproject by component. 
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IATM&Et 

ILL TATrE
 
FNDLNG BY FISCAL YEAR -ND SOURCE
 

Proiect Activit" 19o00* !91 IZ 1993 1924* Total 

I TA for Exports 

DA 2,356 "47 538 - 3,541
ESF 500 1,604 1,450 1,355 4,909
DLFAD 3K 20 QQ

2,655t 1,347 1,904 1,988 1,355 9,250 

H Invest Prom_ 

DA 955 1.511 - - 2 466 
ESF 1,834 1,900 1,700 5,434
DIFAD 400- -M _ 400 

955 2,511 2,034 2,300 2,100 9,900 

II.xport Finance 

DA 900 500 - 250 - 1,650
ESF 1.500 1,850 1,000 1,000 5,350
PL 480 1,000 600 250 250 2,100
PS - - IOQ 2.oo L(1M

900 3,000 4,450 3,500 3,250 15,100 

['. Project Support 

DA 395 120 - 173 688 
ESF - - 46 - 462
 

395 120 462 173 1,150
 

TOTALAID 4M2 478 55o 411 2Z3 

DA 4,606 2,778 - 961 8,345
ESF - 2,000 5,750 3,850 3,555 15,155 

TOTAL GOB/' 3 2340 3AQ LM '.70 11,90 

FL 480 1,000 600 250 250 2,100
DIFAD 300 1,500 800 700 500 3,800
PS - - 2,000 2,000 2,000 6,000 

TOTAL 4,0 =13- 7761 t-10 " 5 

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

F' 1994 is the last year in which funds are obligated 
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LIFE OF PROJECT FUNDING SUMMARY
 
IUSSO0OO
 

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

BUDGET :AUTH. EP PROJECT. AS AMENDED 2/1/91: 
 THIS EP PROJECT AMENDMENT 
 : EP PROJECT LOP TOTAL 
* PROJECT INPUTS 
 :60b (PL480-: 
 : ESF :G0B IPL480-: PRIVATE . :603 IP1480-: PRIVATE : 

: AID S : ESr/LC) : TOTAL AID 6 : ESF/LC) : SECTOR 
 TOTAL AID : ESF/LCI : SECTOR : TOTAL
 
:1. ].A. FOR EWPORTS -----------------------­3.009: 300: ------------­;.308: 5,242: 500: ------------------- ­5.742: ----- ----------­: 8,250:-- 800: ----- 9,0(o 

A. Institutional Contractor 
 : 2,458 2.4 5,a42
I. Institutional StrengteninA 
5,52 8.000 0: : 8,000: 550 : 300 : 850 : (300): 500 : : 200 : 250 : 800 : : 1,050 

:11. INESTK*T PROMOTION : 9?55 : 0 : 955 : 6,945 : 2,000 : : 8,945 : 7,900 : 2,000 : : 9,90, 
A. Institutional Contractor 
 : 955 : 0 : 955 : 6,845 : 1,000 : : 7,845 : 7,800 :1. Free Trade Zone 1,000 : : 8.800: 0: 0: 0: 0: 1,00: : 1,000: 0: 1,000:C. Policy Daalaaue : 1,000:: : 10: : : 100:0: 100 0 100
 

:111. EWPORT FINANCING 
 : 7,045 : 2,100 : 9,145 : 11.045): 1.000 : 6,000 : 5,955 : 6,000 : 3,100 : 6,000 : 15,100 
A. Credit 
 : 7,045 : 2,100 ; 9,145 (1,045): 1,000 : : (45)*- 3. Private Sector Equity : : : : : 

6,000 : 3,100 : 0 : 9.10b 
: 6.000 : 6,000 : * : 6,000 : 6,000 

:IV. PROJECT SUPPORT : 492: 0: 492: 858: 0: : 858 : 1,350 : 0 ; : 1,350 
* A. Administration : : : 0: : : 800:000: 800: 0:D. Training : 800*: 173 : : 173 : (168): : : (168): 5 :C. Audits/Evaluations/Financiaj Reviews ( : : 5:: 150 : : 150: 195 : 19 : 345 0:S. Commodities : 345: 169: : 169: 31: 
 : 31 : 200: : . 200: 

TOTAL : 11,500 : ,400 : 13,900 : 12,000 : 3,500 : 6,000 : 21.500 : 23,500 z 5,900 : 6,000 : 35.410 

LOPFS
 



D. Metthod of Implementation 

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

TABLE E 

INETHOD OF LMPLEMEN'TATIN AIND FINANCLNG FOR AID RESOURCES 

PROIECT TYPE OF METHOD OF METHOD OF EThMATED 
ELENIE.N ASSISTANC E l ,LEMENTFINANCING AMOUNT 

Institutional Direct AID Contract Direct Pay $15,800 
Cointracts Contract 

Evaluations Direct AID IQC Direct Pay $200 
Contract 

Audits Direct AID Local IQC Direct Pay $145 

Project Direct AID US-PSC Direct Pay $625 
Coordinator 

Commodities Direct AID Purchase Orders Direct Pay $38 

E. __rourement 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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Prcarerrent Plan TIABLI I 

COITIACT ISTINATID COITlACTUAL AOTIORIII[G PIOPOSID IIC|PTIOIS/ 
TTPI VAILI 31TOD AGIIT S00CI NATIRS 

(000*1) 
.o.***.. o**.. ................................ ................... ........... ......................................... 

A. AND31I? 2,981 Cl + ICO 0.S. lone 

06-91 PO/? Submitted Filed fee 
08-91 Contract aimendent aelotiatlon/award 

1. TICIIICAL ASSISTARCI COITACT 8,480 GAC 01 fO ICO U.S. lone 

T-91 P1O/T submitted 
08-91 CBD Announcement 
09-91 1rPs distributed 
01-92 Proposals in 
02-92 legotilatio colducted 
04-92 Award ude 
05-92 Coatract be ins 

C. IIDTHM IVALUATION IWIRT PIONOTIOI 50 I9C AID/V Q.5. lone 

11-91 P1O/T submitted AID/W 
02-92 [K negotiated 
03-92 lialgation conducted 

C. I1DThRR ITALUAiOp IIVIST1lIT PIQ0OTIOI 50 [QC AID/V U.S. lone 

11-92 PO/! submitted AID/ 
02-93 [K segotiated 
03-93 Ivaluation conducted 

, fIINAL IVALUATIOI (IIPOIT/INVISThKIT/ClIDIT) to0 1K LID/V .S. lone 

02-95 P[O/T submitted 
04-95 IQC lelotlated 
05-95 Ialuatiom conducted 

1. IlDOTi1 AUDIT 1IPOIT PIOOTIOI 25 IQ USAID/I Local lone 

11-91 PIO/T siboitted 
02-92 Delivery Order nelotiated 
03-12 Audit conducted 

G. SIDT1IN AUDIT IMTISTNINT PIONOTIO 25 IK USAID/B Well lone 

6-92 PIO/T submitted 
11-92 Delivery Order negotiated 
01-93 Audit conducted 
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PrC)Cr-_en:r Plan TIM [,a 

.......................... ...... °........... . °o°. ............ °°............... ...................................... 

COMACT 
?P 

ISIKAID CONTRACTUAL 
YI&LUI 1e?0OD 

AOIORI801G 
AGIK? 

PiOPOSID 
SOUKI 

ii:poiOgs; 
WTH: 

(000s) 
.. .... .... .. . ....... ..... .............. .... .... ... ....... ...... ....... .. .... ..... ......... .......... ..... . ... .... .... 

AUDI? (IPOi?/IlVISHII?!CSIDI?) 


02-35 PIO/Y submitted
 
04-95 IQC netotiated
 
05-35 Audit conducted 

1. a11A 50 IQC OSAID/B Local loe
 

1. PSC CONITACT A1IND11! 80 PSC USIID/B U.S. looe
 

11-91 PIO/ sQbmitted ICO 
02-91 Amendment for incremental furlinl 

J. WAG PC 3 P.O. USAID/I Local lobe
 

07-91 PIO/C submitted ICO
 
08-91 lIqipseat ordered
 

[. PSC CON!AC? 1IINISIOI 350 PSC OSAID/8 U.S. OTFOC 
faller 

07-91 PIO/T submitted ICO
 
08-92 Coatract extension awarded
 

L. !08K1?UIE POICIASI 35 P.O. USAID/b U.S. lobe
 

06-92 IO/C sabmised 1CO
 
08-91 Commodities hr:rbaed 
09-91 lurnlture delivered 

........................................ o..................... .... ....................
...................................
 

CODES: Cl -Cost Reimbursement; IQC -Indefinite Quantity Contract (Pre-competed by AID/W; OTtO -Other Than fill 
and Open ompeto, GAC- Gray Amendment Competition; FO -rail and Open Competition; P - Purchase Order 

a Audits to be paid itk local currency. 

C.\IPPPI 
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F 	 lustification for Local Cost Financilg 

Local source procuremeiit in Bolivia with appropriated funds will be 
necessary under the project in order to successfully inpleniet all turee project 
conp rents. Since two of the target groups of this roject are Bolivian exporters and 
poLducers of e\p,tts, technical assistaice and credit will be provided in a Bolivian 
conte .which .ill requie expenditures In B.livlan local currency 

Within the Techlnil A istance for Exports and ForeignInvestment 
.P~ronxtio mponen'tt, the Prl,ect will continue to support Boiv-ln institutionls 
(INrEX, IBCE, anid the Federationi in Cochabamba) to establish and maintain reference 
libLaiies and to assist local exporters. 

In the Export Financing Compr l.cal currency will be required for 
financing increased exports. 

Under the Proiec5uppert budget element costs of local staff and audits 
will be financed ui local curilencv 

Under the Administrator's Buy America Policy (ABAP"), as last restated 
in the final implementation guidance cab'le, 90 State 410442, paragraph 8, a waiver 
authorizing local cost financinin ("LCF") by categories of procurement transactions 
must be inicluded in project autihorization documentation, tor non-exempt categories
of transactions An analysis of tie project budget and justification for the waiver 
included in the project authorization for such non-exempt categories of procurement
transactions follows an explanation of the exemptionIs. 

According to the final implementation zuidance cable, 90 State 410442,
pararaplhs Q-22. the following tpes of transactions are exempt fro.m the AB.-'F, and 
no waiver is required to authorize or finance the following types of local costs: 

l 	 Professional Service Contracts $250,000 or less in value; 
2. 	 Construction Service Contracts $; million or less in value: 
3. 	 locally available tlocal source), U.S Origin goods, up to $100,000 per 

transaction; 
4. 	 any transaction below $5,000 in va.ue; 
5. 	 Handbook 13 Grants and Coo.per.tlive Agreements, including Grants 

to PVOs: no special waivers are required because the Standaid 
Provisions state source and origin rules; 

6. 	 Fixed Amount Reimbursement (FAR) disbursements; 
7. 	 Intermediate Credit Institutions (ICIs); 
8. 	 commodities and services available only locally No specific local 

source procurement waiver is required for ihe following items 
available onlv in the local ect nom v 
a) utilities,'including fuel for heating and cooking, water disposal 

and trash collection; 
b) commnunicatiols telephone. telex, fax. postal and courier services; 
c) rental costs for housing and office space; 
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d) 	 petroleum, oils and lubricants for operating vehicles and 
equipment; 

e) 	 newspapers, periodicals and books published in the cooperating 
country; and 

0) 	 other commodities and services (and related expenses) that, bv 
their nature or as a practical mattei, can only be acquired,
performed, or incurred in the cooperating country.

9. 	 Particyant Training 
10. 	 Host Country Counterpart Contribution 

BU..AMERICA 13UDGET ANALYSIS 

Component Type of AID Dollar Total To Be 
andActivity Transaction Contribution LF Exe_ Waix 

(000) 

Technical Assist­
ance for Exports 

A. Institutional 
Contractor Direct Contract 8,000 0 0 0 

B. Institutional 
Strengthening Local Coop. Ar. 250 300 300 

-books, periodicals
-local staff (HB 13) 

[I. Investment Promotion 

A. 	 Institutional 
Contractor Direct Contract 7,800 0 0 0

B. 	Free Trade Zone 0 0 0 0 
C. 	 Policy Dialogue Small Studies 100 100 100 0 

(prof.serv. 
contracts 
under $250,000) 

II.Export
Financing ICI Loans in Local 

Currency 	 6,000 6,000 6,000 0 
(ICis) 

IV. 	 Project Support
A. 	Administration PSCs 800 300 0 300* 
B. 	Trairun. Int. Travel 0 0 0 
C. 	 Audits,,Eval.Fin. 

Rev. Direct Contracts 345 200 200** 0
D. 	 Commodi'ies Direct Purchase (US) 200 0 0 0 

-computers (U.S.) instruments) 
-household furniture .S __-

TOTALS 23,500 6,900 6,600 300 
* local PSCs
 
*" service contracts below $250,000.
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Because procurement of these non-exempt local services in Boliviawould best promote the objectives of the Foreign Assistance Program, (HB IB
Section 5DIOa(d)), a waiver permitting procurement of the services of local staff
with nationality in Bolivia is inluded in the Project Authorization. 

The total amount of this waiver is $3C0.00. well within the $; 0 million
limit per transaction (if the waiver authority delegated to the USAID/'Bolivia
Director under DOA 452 By signing the Facesheet and Project Authorization or
this Project, the authorizing official approves this authorization and waiver to
permit local cost financing (or the categories of transactions described above and
determines that the prices of indigenous and locally available imported goods and
services aie reasonable (HB 15, Section 18A.1.6 (1). 

G. Audits 

The three major components of the Export Promotion Project ,,ill beaudited separately The Technical Assistance for Exporters component involves
institutional contractor costs for direct delivery of services in Bolivia since 
November of 1989 The Foreign Investment Promotion component involves direct 
contractor services ii Bolivia and hi foreign countries, starting with a pilot program
in Tanuary of lQ9l. As discussed earlier, the credit component of the program has
been delayed and will be restructured. As such, it is estimated to begin b late 1I1 
or earlv 16U2. 

Given the different timeframes for each of the main components, the
Mission proposes to audit them separately and locally The Technical Assistance to
Ex irters compunent will be audited about March 4( 1q92 with a final audit in May
(if ]Qu5 The Foreign Investment Promotion component will be audited at nid-erril
about January of lQY3 and, subject to the decision whether to continue this 
compnent. again at the project's end in May of 1Q95. Audits of these t-,'o
components will review financial procedures and contract compliance. The credit 
compl.onet will have periodic audits as desciibed mn the suLsequent ['P
Amendment with a final audit also in May of 1995 

The in.stitutional contractor will be audited bv federal auditors 
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VII. PROJECT AMENDMENT ANALYSES 

A Teluhical Analysis Sumnary 

The Techncal Analysis in this document refers only to the new Foreign 
Investment PrtomotiOn prograni. Analvses conducted for the \tission indicate that 
Bolivia has sul.stantial an unexplored comparative advantages, which could be 
attiactive to foreign investois. Bolivia also has advantages in different sectoral areas, 
such as iii textile production, light manufacturu, and mining. A plentiful (and 
unskilled) labor supply makes Bolivia an excellent candidate for maquila type 
operations. which althou g1h nut considered a source for the best of jobs, does prov:ide 
employment and genet2al lyhgher than average salaries. 

In considering an investment promotion program, USAID/Bolivia looked 
at three principal possibdties: a program similar to the United Nations Industrial 
Development Program (ONL'DI), which prepares feasibility studies of potentiallv 
attractive investments; a program of ad hoc pilot efforts, suggested under a 
consultancv with C.R.ANA; and a four year program in foreign hivestment 
promotion' USAID/Bolivia selected the third option, based on an analysis of 
successful experiences in Ireland, Costa Rica and Honduras. 

The Technical Analysis in Annex 8 of this Project Paper Amendment 
reviews Bolivia's comparative advantages. 

B. Economic Analvsis: Sumriarv 

This analysis, prepared by the Mission's Economist, provides a 
auantititive justification for the Foreign Investment Promotion component of the 
Export Pini.tion Project It establishes a relationship between expenditures on 
invesimeit pr,.,motion, total fteign investment that may be expected to result from 
this proie,-t. and the benefits accruing to the economy as measured by gross and net 
exports (or added) and Studies anld .. p..value emplo,yment generation project 
papers in a large number of countries in which investment promotion projects were 
pt into effect were reviewed. Only one project evaluation was found which 
provided some 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 employment. TLis was the study 
undertaken for CINDE in Costa Rica bv Corrales, "Cspedes and Vega, entitledi 
"Evaluaciin Econ6nica del Progrania de Inversiones v Expottacit,nes," PIE/CINDE, 
June 1490. No other st-Lidv pi ovided, or attempted to utilize, empirical data to 
establish quantitative relationships between the cost of ivestment promotion 
programs and their inipact on the economy. 

Studies other than the one cited above which provided some useful data 
iclude one by CLNDE's Marketing Division, entitled "Second and Third Quarters 
Report, I 90L". AID's "Cverview of Investment Promotion (Networking) Projects", and 
the Instituto Nacional de Estadistica's (LNE) input-output table for Bolivia. 
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A note of caution should be sounded with respect to the reliability of the 
results 'iekded bv the models developed for the followin g reasons: (1) there 'is sonie 
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 States market, more develop-ed
infrast',cture, etc. To compensate at least partially for such differences, we have 
adopted much more conservative assumptions with respect to the relationship
between investment and benefits than the Costa Rican evaluation idicated; (2) data 
on the experience of other countries are extremely scarce, which forced us to rely very"
heavily ol the CINDE evaluation; and (3) even in case of the CLNIDE evaluation, the 
data permitted no more than the establishmLent 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
pr,,blem of the project's impact on rit employment, viz.: should we assume that the 
employment generated bv the additional foreign investment represents a net increase 
in total emplovment (i.e., that the labor employed would have been remained 
tineniployve. in the absence of the investment?) Or does a significant proportion of 
the eni 1ownient generated represent a diversion of labor from employment in other 
sectors. The assumption made with respect to this issue is crucial fo, both the 
employment and value added projections. 

Two models were developed to deal with this issue: Model I assumes that
 
all labor employed as a result of tihe direct foreign investment resultinz fron the
 
pi oject represents a net addition to the em ploved labor force (i e., which imiplies that
 
these 	 workers would be drawni from Boli'ia's large tool of unemployed and 
under-enploved); while Model II 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 unem plovmelt
and undereni ploynent that prevails in this country, and (2) the likelihood tliat the 
labor diverted from other industries or occupations will be replaced by drawing on 
the large pool of the unemployed or under-employed 

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

(7) 	 "Direct" value added abstracts fron the Keviesian income multiplier effect, 1'ut 
includes the inconie directly generated in the production of al domestically 
produced inputs. 
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The results obtained are as foUows: 

"ABLE__

SUMary of Ecovnwtic Analyiesult 

Model I Mdel 

Internal Rate of Return 42."- 34.2% 

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

Net Present Value with a 15% 
discount rate 
(in milihons US$ 7.1 4.5 

Net Present Value with a 20% 
discount rate 
(illmillions US$) 4.6 2.7 

Employment Generation 
Total (including employment 
multiplier effect) 10,468 5,234 

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

These are clearly very high rates of ret-rn, particularly when account is 
taken of the fact that these calciflations are ill terms of constant US dv.,irs. Note 
that Model I shows that the net present value ot the benefit.i from the uwestment 
promotion project, when discounted at an average annual rate of lfl%, exceeds the 
total animunt spent on investment promotion over the five-year "Life tf Project" 
period Direct employment generation (in the industries directlv affected) is 
estimated at 5,234 under Model 1, and 2,617 under Model lf,while tptal 
employment generation, including the employment impact on the industries 
roducing the inputs and on other activities subject to the uicome multiplier effect, 
is estimated at 10,468 under Model I, and half that number under Model U. The 
basis for these estimates (admittedly very crude) is discussed further in the 
Methodology Section., which, along ,ith supporting tables and the sensitivity 
analysis, is presented in Aiuex . 

Expenditures of the proposed foreign investment promotion provran 
are projected at $88 nullion over the life of the project The most important benefits 
that would accrue to the economv include (1)additivnal foteign investment of 
about $26.7 million, (2) net export ei nings between $38 2 million Ind $48 3 mill ion, 
in current dollars, over the next ten vears, and (3) new jobs estimated between 5,234 
and 10,468 It is estirnated that ihe investment promotion piogram will cost 
between $850 and $1700 for even-direct and indirect job generated 
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Thus, the investment promotion program will contribute significantly 
and directly to Bolivia's major economic neecds: the generation of foreig iiexchange,
highei out put and productivitV, and the reduction of the Igh unemp -ovment rate. 
There are, in addition, a number of other economic benefits that the anal'sis did not 
attempt to quantifv - such as technology transfer, economic diversification, and 
devel,,pnient of the industrial base - which may be as important as the variables 
that were quantified. 

C. Social Analysis 
Poverty is rampant in Bolivia. Key socio-economic indicators place 

Bolivia As one (it the poot est countries in the' American hemisphere. GD per
capita. for example, is $570, making Bolivia the second poorest countrv after Haiti. 
According to the Mission's Economics Office, open unemployment is 2U% and 
uirdereimplvment is over 50' percent. Health and education statistics are also 
revealing infant mortality is l09 out of 1lt0 (com pared to neighboring Peru, for 
example. which has a rate of 87 per 10(X); and "literacy rates reach only 7;%. 
Altl ugh Bolvia has had a stable political regime and sound macro-economic 
policies over the last 5 years, economic vrowth is still far from what it should be In 
order to make a dent on these "povertv statistics, there will need to be a great deal 
nWI edomestic and fu eign investment. 

The trade union movement has traditionallv been very strong,Sarticularlv in the mining sector Today, however, trade uini6ns are weakened The 
Centra! Obrera Boliviana (COB). whichrepresents the trade unions, has managed to 

maintain its lobbving capabilities with the GOB, but its membership is substantially
Ihwer than it wa in the past Recent experience suggests that trade union~s will not 
po.se a gieat problem for Bolivian exporters and foreign investors Offshore 
maILIufactui ri' plants, in particular, ate frequently cited as having excellent 
W01 king conditions and employee benefit programs. " 

There have been some concerns that the trade union leadership or 
leftists groups will react negatively to a large foreign investment program, such as 
the one proposed in the Project Paper Amendment In recent years, particularly
when large minig con ,anies have expressed interest in Polivia, there have beel 
claims that Bolivia 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 .eneiate any reactions. Should such 
reactions arise, however, USAID/BoLivia is willing to invest funds undez the Project
for a public education campaign, highlighting the benefits of such a program,
particularly its impact on job creation. 
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Through the Technical Assistance to Exporters and the Foreign 
Investment Promotion components, the Project is expected to generate 
approxinately 10,000, mostly unskiiled, jobs by 1495 An estimated 55% of these 
jobs are to be held by woren. 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 Expoi t Promotion Project ,ill make a substantial 
contribution to the socio-economic condition of poor Bolivians. 

D. Institutional AnAy5i 

No histitutional analysis is presented in this Project Paper Amendment, 
since the creation or strengtheniig of institutions is not part of this pioect. The 
next Proiect Paper Amendment, however, will discuss the Export Financing 
component and its institutional chatuiels. 

E. Environmental Determination 

A reconmendation to the Chief Environmental Officer of LAC for a 
niegative deteimination for an environmental threshold 9ecision for the E,port 
Promtion Protect as amended ,,as signed by the Mission Director on April 3 l'I. 
Concurrence was received from the De putv Chief Environmental Officer in the 
fiim of a memo signed April 8, 1991. Concurrence was subject to condition that 
Enii ,nmentalAssessments and Quality Assurance Programs be prepared for 
activities that involve the development of non-traditional agriculture exports 
requiring the use of pesticides or promotion of tropical exports with potential, 
direct Impacts on biological diversity or tropical foiests. 

Copies of the recommendation and determination appear in Annex 11. 

VIII. CONDITIONS PRECEDENT AND COVENANTS 

Econonic CP's, which would be appropriate for an export promotion ,roect 
are nol necessary in Bolivia, given the favorable econonuc environment and thle tact 
that the International Monetary Fund (LME) is keeping close track of 
macro-economic indicators. 

No covenants are to be included in the Project Grant Agreement Amendment. 
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ANNEX 2 

Responseio AID ' Guidance CabIglenExport Promotion A tellro ilednt No., 1 - NPD 
(90 State 036763) 

_aragrapr 2 Issue- Whv has the Mission Chosen to Limit Support to Investment 
Pronotion Regaidless o(Success? 

The intention of the Investment Promotion program is to create a program n,,t 
necessaiilv an inistitution. US.IdD will evaluate i ie program after two veazs. aild 
if successful, co nue it for another two years (for a total of four). Lf the pro.Fram 
pl oves to Le veiv successful and puLILuses to continue to produce high retuz ns. 

",AIL) may theni explore the possible options for a Bolivian institiutiblnal hmel-. 
and for continued A I.D. or other donor funding 'SAID does not wish to 
assume at this early stage that a 'ermanent institution will be created nor that 
USAID will be a source of suppoit t..r suc! an organization. 

Paragrph. 3.. Is~s ue Has the Mission a Relatively Firm Estimate that $20 "Millionof 
Additional Reso.,urces are Required? 

The Nlisqion will no longer rejluire $20 million in new NSD-1B resources, as 
suggested in the NPD, but rather $17.0 milli,)n. The Export Promnotio 
cL.mIJ'nelt Will utilize $5 0 million; the InvestmeWi Promotion component $7 0 
nullI.,n and the Export Financing component, $5.0 million. 

The Er t,'t Pr,,motioln prg ram has generated $2 0 million of exports with an 
invest ni o't of $1 0 millioni t le first veat (1guW)) Targets for subsequent years are 
$5 n $23 U iillion, $33 0 and $24 0 million at anlnidjl,. $23 0 million, average 
cost of -1 4 million per year. Total cost for the 57 vearF rgrani will be $8 millin 
tW pro.duce $1000 million of new expots at a c offst8 cents per exp,,it dollar 
geieiated This does not take into account the benefit stream that colntinues after 
tile rioject ends Under the Amend ment, this progi am will require an additional 
$5.5 of SbD- funds. 

The Inestnent Promotion program will run four and one-half years at an 
aveiage ost of $2.0 million per year for a total of $8.8 milli on. Thai estimate is 
basedon experience and dala from the investment promotion component of the 
CLNDE program in Costa Rica. We plan to use $1.0 million of 
g,,vernment-ovnied local currency $6.845 milioni of NSD-18 funds and $0.955 of 
DA funids 

The credit component estimate is less firm We have been unable to move fuinds 
tuhthe existing structure with the Central Bank. A survey of existig credit 

linles a id u nnlet Credit needs of exporters is beinlg conlducted ~Mp resent that will 
hielp US resti ucture thle pro~giaml. TI ie p ro~ect is being iedesigned to allow us the 



fie, itihtv to restructure credit as needed to complement other donor credit 
prozranis and respond to changing credit market conditions In JulY ;ve plan to 
clhange ,,ur terms with the Cental gaink (long-term istead of short-term credit) or 
to take a r',ute other thain [lie Central Baink if the line doesn't move Other 
ot:,15s are t.,operate tlUouLgh a Trust Fund (since the funds are a grant) directly 
with lCls. ,r to create a development bank 'out of the Market Town Capital 
Foriwatin project's poitfoliol Without an a piiori determimation of how the 
ciedit will luialv be structured. we are fairlV confident in our abiiitv to define a 
legifimate need and a strctmue to respond to it. We e-timate that .ecan use an 
additii'iml :to 0 million in credit funds, half of wltich will come from the NSD-13 
account and half fiuni ESF counterpart funds. 

[Paragraph 4. I_ue: Who willi Implement the Credit Component of the Program? 

As indicated above, we are cuirentlv uncdertakig a credit demand survey that 
will j:ive us a good indication Of tlie type of credit (short, medium or long'term) 
we sho.,uld be focusing on, and the the mo.st suitable institutional cliamuiels 

Rather than hold up the Project Paper Amendment until those issues are fully 
investigated and defined, we wvould prefer to approve an Amendment that 
contaiis an explanation of the options mid the requirements for research. analysis 
and documentati I for the decisio'ns to be taken. We will delav an autliorization 
o.,the credit funds until a subsequent PP Amendinent on ciedit. 

Paragraph _. Issue: Does Bolivia have the institutional capal.ililies, as well as 
abs,.,,ptive capacity for managing a $17.0 credit package as plol.osed undei tls 
PI viect? 

The new credit amounlt we are pro-posing is $9.1 million: $70 million of USAID 
funds and 2.1 million of GOB funds. 

The CAF n'oved $33; million in short-term credit for exporters ii19(0 through its 
ciedit line SAFICO and they expect to extend $40 milli-n in lQ11 Our survey of 
other credit lines indicates that there is very little long-term credit in the market. 
We have no doubt that Bolivia, the banking system ar-d market could absorb the 
reduced aixiount of $ I m1illion in4 years A subseqtuenit PP amendment will 
),esent a iedesign of the credit componenit of the p.ro.ject and justify additioiialuliding 

paragrapL 6_.Isst~e: Has the Mission focussed this rogram so it reflects a 
cumitment to the two-way regional trade initiatives the LS.wishes to implement inthis hieniisphiere? 

This program is directed at the p'rimary goal of assistin. the government of 
Bolivia in its efforts to create anl ecionom, alternative to that represented by the 
Cocaine Caitels. Alternative sources o foreign exchange thuough legitimate 

2z.
 



ex.',i t¢ :,s the means to approa,:h the goal. There are hvo strategic appr0aches, 
Technical Assistance (TA) to Bolivian exporters (actual and potential) and 
ll,oii'tit',r with foreign (US and other) businessmen on manufa,. turilli 
I"ppm ttiities in Bolivia In the process of providing TA to Bulivian businessmen 
the prote,t provides info.rmatiun on U S vendors of equipmnent required to 
expand e\Px.,lit capacity. A successful investment promotion piogiam will assist

tlu u 1 ,.iei :n
Ameitican c4111ponies to pli duce more competitive products 

n ulain .As those con panies beco me fain iliar wi.1i tileil ne-w 
miaLufac,'.ii i environment, they will inevitablelv discover new market 
ol.' .'Itunities as Well. 

The Fivite Sect,,r Office routinelv sends contractor reports to the Enibassv and 
re%jes diem witl the Corime:i al Officer for po'ssible oppoitunities fo'r L S. 
l'ui iesses to be wmiuded in the Tiade C)ppo,.rtuitiv Program cables (TOP) and 
F,.,e'cn rverinnent Tender cables FGT ) We ha.:e also incorporated LAC,TI 
guidan.e on tlIs question into the Pi Lject Paper Amendment. 

LaagrIPLIe:L Why is policy reform no longer a part of the Project's objectives' 

Bolivia is alreadv performing well on the three policy points which are most 
crucial to export success: tariff barriers have been lowered, the exchange rate is 
teinz kept competitive, and exchange controls have been practically eliminated. 
The reiainig polcy and institutional issues are considerably less important 

With help from USAID and others, the GOB has established a woikable regime 
fu pi ivate ftee trade zones. 

Pr,, g ess has been slow in defhin 
repl.ac' the existing flat-rate expoit 

a duty driwback scheme for '3
incentivewhich is being pase 

o,
out The 

GOU is teceiving tecluucal assistance 11r.n1 other sources on tls matter 

1Bw eat: rat ic procedures ane still cumbersome While this is more of an 
aunvance than a major hindrance, we ate iesponding to GOB requests for TA to 
help stieainline proced ures. 

While B,livian corporate taxes aie low, the country's failure to provide a tax 
holiday ti, new I reign investors in non-traditional export prvjects is a 
competitive disadvantage in attracting foreivn investors. Tlhis issue is being 
discus-ed with the GO in coiection with the design of a LS,.LD investmerii 
pronotion program. 

The budget of INPEX, the GOB export agencv, is being stashed. LNTE\ will 
probablv be considerably reduced, with son-le ol' its fUlnCtLons1 ,:nld equipment may 
le folded in to the the private Chamber of ExporIters. The Nlission repaids tlIs as 
a satisfa, toi v Outcome. 
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ANNEX 3 

LACITROACM TTAND
 
The BOLUv MISSION'S APP'ROACH TO TRADE AND NEfltN
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-T.:7 E QA:ITT PRO"U7TS AT COMPETITIVE PRICES AND 
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OLICIES" BT TRE GVB. 
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-F 

IN7ESENT E7EN 
I,',s1SENT CCDE HAS BEEN PASSED; AND THE REMOVAL CF 
C"EEE IMF7NTS CT CPEN rRADE IN MIN.N4 AND 
_vDRCAR3ONS PENSIN:'C CONGRESSIONAL APPROVAL. riE 

..... E ,..N CF CORRECTIVE M!ASURES APPEARS TO BE 
STILL Cq -OLD. THIS PROJECT SHOULD E111INE SPECIFIC 
ACT V.Tr:S WEICI CEAN BE uNDERTAKE q TO ADDRESS r _ 
RATICNAL AND TTIELT I"PLENE9TATION OF TEE ' s T, Iy 
CCDES; WC 2 O1 DE7ELOPIN.' ACCEPTABL B-I T ARBIIARArr:si 
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''Ew BENEFITS. SPECIFIC OTEER TRADE AND INVZSTENT 
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CC-'?ET'TI7E LOCAL PRODUCTION SIOULD BE ADDRESSED IN TZE 
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O. I' PCTET CAPITAL ;OODS FOR TWO TEARS - WHAT WILL 
EAPFEN AFTER THIS TWO TEAR PERIOD ARC EO4 WILL TEE 
P=OJECT 'ACRE 3ROA"L ADDRESS TARIFF REF ). 
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.IE\10R..NDUM May 9, 1991 

TO: Melinda Keenan-Wood, LAC/TI 

FROM: Carl Leonard, USAID/La Paz 

SUBrECT. The Bolivia Mission's Approach to Trade and investment Issues 

In a recent cable (State 12027"7), LAC asked for a clarification of the Mission's 
conceptual approach to trade and investment promotion, with particular attention to 
a iumber of issues raied in the cable. 

We have carefully reviewed the cable, and have analyzed our Trade and 
Investment program ini light of the cable. We were happy to find ourselves In full 
agreement with the the strategic thust of the cable. More to the point. we believe 
that Ihe Iest (if thi5 memo wdf[demonstrate that our actual and proposed programs 
are fully consistent with that tluust. 

Based on conversations with LAC/TI, we are interpreting the cable's guidance 
as applying to the entire gamut oIf our trade and investment activities in Bo[ivia, 
rathei thani being resti icted exclusively to the pending amendment of our Export 
-imect That is to say, we are assuming that LAC's concern is that the .Mission's 
program res pond seriously to the issues raised, and that it is not especially 
iiptat w ether that iesponse takes place within the boundaries of one or another 
pa ticular project. 

" Qou Philosophically, we agree that the 
challene acing~ Bolivia is to increase and diversifv its trade and investment. Export
promotion is oly1 one niece of thlis picture. An "export at all costs" strategv wout 
run the risk of repeating the expensive errors which resulted from Latin America's 
infatuati,.' with import-substitution in decades past A heavily subsidized export 
sector could easily become an inefficient sector which drains resources away from 
better econonic prospects and which generates political resistance to the eventual 
eliminatioIn of those subsidies. (Therefore, as discussed in the recent BoLivia Action 
Plan review, the Mission is reformulating our strategic objectives to better reflect an 
overall trade and investment focus, and the role of our export promotion activities as 
one part of that focus.) 

Fortunatelv, the Bolivian government is ftully committed to an approach based 
on free and efficient trade, rather than on subsidizing export production Braving 
considerable political opposition, the GOB has recently eliminated the "CA", its 10% 
non-traditional export subsidy; the IMF and the World Bank strongly supported this 
move. Moreover, exporters in' Bolivia no longer have access to below-mar-ket interest 
rates on Central Bank credit lines' the GOB has instituted an auction svstem in 
whlich all borrowers bid for these funds o1n an equal basis, and at (very hugh) market 
rates. Our export credit activities will be consistent with this plicy. 

Bolivia's entr' into GATT in August of last year is a further indication of its 
conmmilment to a fr'ee trade approach, and its deternination not to distort producers' 
choices by heavy subsidies to oine sector or another. 
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Other particulars of Bolivia's trade polky will be discussed later in this memo 
However, it can be said as a general matter tlat its policy performance is probably 
the best anYwhere 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 igno ring tlhs area We are continuing to support 
L'DAFE, the GOB's econmic think tank, which has been a significanit player in the 
evolution o.,f the government's trade policv In addition, we will be supportng 
LDACEX. a new unit in the Trade Nfinistrv wluch will provide analysis and 
assiistailce on trade policy geneiallv, but wich will focus particularly on back-up for 
bilateral and multilateral trade negotiations -- including, of course, lSolivia's eventual 
pal ticipatn'ln in the Enterprise for the Americas Initiative. The UDACEX proposal 
came out of the fir-t meeting of the US-Bohvian Trade and Investment Council in 
Waslungto.n last year. It will be financed under our Export project. 

The Import Substitu tipn.Sul . to rLPZrodluctiofor _.,..N i. We agree
fully with the cable's contention that the effiLency of local production is mere 
important than whether that production is sold in local or export markets. The most 
dramatic wav to improve the efficiency of local production is to remove its 
protection from offshre competition. Bolivia has aiready taken this decision: it has 
abandoned import licensing, and its external tariff -- onlyI" 10% on finished goods and 
:- on ca .,ital goods - is the lowest in Latin America The minlimal protection 
providedby the 10% firished-good tariff is further diluted by the near univeisal 
availability of black-market merchandise Finallv, Bolivia's tariff levels are much 
more uniform than most countries', thus avoidiig the distortions created by 
differential tariff rates. Thus, there is no need for a big USAID push oil thL' front 

Experience in other countries has showvn that such poio' change -- i e. tearing
down tai iff 1-rotection - has a much bigger i n act on the efficiencv of local 
producti(n than does techical assistance, credit, or other direct industrv-su ort 
programs That being said, the Mission does have programs which are avai[ale to 
help the l.,,al producer confront the challenge presented by the new rules of the 
game. All producers, icluding non-exporters, are eligible'for tecluical assistance 
under our IESC program, or credit and technical assistance under our $30 million 
FOCAS project, or management and technical education through our IDEA piject 
And of course, lucal producers who wish to get into exporting receive production,
marketing and other tecuical assistance under our Export Promotion project. out of 
the 40 export projects currently receiving assistance, more than a third represent 
companies that have in the past been producing for the local maiket. 

Foreign 'a-cp In addition to high tariff barriers,E9__ian .Market 
Bolivia, prior to 1985, posed other obstacles to international participation in its 
national economy, including restrictions on foreign investment in ev sectors, and a 
policy of mdiscriminate nationalization oif foreign investments. However, the 
counitry has made great progress in opening itself again to foreign participation. 

While the tariff reduction on capital oods was authorized for only h-o years, it 
is generall, expected that this provision will be extended when the ,rigi'nal 
pei iod expires. Flee trade zone companies pay no tariff at all on capital goods. 
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Dlivia dropped its licensinp requirement for foreign investment in 1985 A 
strong investment law, guaranteeing equal treatment of national and foreign
investors, passed the Congress last year, and implementing regulations have been 
published In the last few montli, ihe Minin Lav and the Hydrocarbons Law both 
passed the Congress: U.S. investors ini both thlose areas regard the laws as quite 
satisfactorv 

Wlule progress on privatization is far from adequate, it is clear that the GOB 
ha- tu ned away from anv uichnation to nationalize pi irate investments in the 
futtuie The Investment Law contains guarantees to this effect, though, as a practical 
matter, Bolivia's unLsuccessful experience of the past with nationalized eiterprises is 
rrubal'ly a nire effective Zuarantee than the terns of any law Buttressing thie 
t'r,'visons o the Investnient Law, on ."av3 Bolivia signed as a member of the 
Internalional Center for Settlement of Investment Disputes (ICSID), the World Bank 
at bitration organization. thus providing foreign investors access to impartial and 
binding external arbitration; legislative ratification of thus action is expected soon. 

Thus, we do not believe that a major USAID initiative is called for with respect 
to macro-level policy on foreign investment. We do, however, believe that there will 
be zooin for continuing policy dialogue in this area. 

A miar element of the pending Export project amendment is a new foreign
investment romotion program. Experience elsewhere has made it clear that the 
operatiLn ofsuch a prorram inevitably brings to light further policy and institutional 
obstacles to foreign uivestment To respond to this concern, we are incorporating 
into the design otthe program an Advisorv Board composed of high-level Bolivians 
whose principal comrurutment wilU be to lobbv for the correction of policy and 
institutional obstacles wluch are identified from time to time. Bolivian interest in the 
investment program is so strong that a sizable group of people from the very hizghest 
levels of the pr ivate and public sectors have expressed a wilhigness to sei '6 onrsuch 
a Board and to take on a policy dialogue responsibility. 

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

F.,riia_cW_ . The cable argues that the Mission's response to 
Blivia's financial sector problems must go beyond a mere credit dump to fill gaps
here and there. We agree wholeheartedly. Our Strengthening Financial Markets 
project is one of our approaches to structural reform. Its components have included 
technical assistance to the bankers' association, the establishment of a banrers' 
training institute (which we expect to be self-supporting after a few initial years), and 
assistance in the establishment of a Bolivian secui ities niarket 
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UDA.PE, the government think-tanik we fund, works on financial sector issues 
We have just completed a massive financial sector assessment to guide our future 
efforts in this area. Financial sector reform is one of the two pillars of the 
forthconing IBRD/IDB Structural Adjustment Credit, and we are in regular contact 
with the Wo, ld Bank team to coordinate our efforts 

Another of our projects is vorkig -vith the countr's decre pit cooperative
savings and loan system This project is doing much more than dumping credit and 
tecl luical assistance, workinig Coselv with the Superintendenc of Fbiaicial

Institutions, it is making important progress i the structural reform of the credit
 
union system
 

On the microetiterprise front, PRODEM has introduced a successful new
 
niicrolending tech nologv to tile contry.. The most exciting outizrowth of our
 
su"pOrt to PRODE.I is the fortlhcoming establishment of the re~ion's first fully

private, lor-profit microenterprise bark. If this bank generates the handsome profits 
we hope for, it will attiact coinuiercially-motivated competition, resulting in a vast 
expansion of the clientele seived by tihs new financial tecuolugy 

Thus, we have been very active in financial sector reform. At the same time, and 
in the context of that effort, ,'ve believe there is a useful role for a carer'ally-structured 
export credit line Since the time the New Project Description for our ex\',rt
andelldmelt was subnitted, we have conducted a detailed study of exporrt credit 
mai kets This studY confirmed our m pression that under present market conditions 
there is no shortage of funding for anka.k1 exporters -- that is, ex orters who are 
full" able to meet the commercial banks' stringent requirements. *Thus, the structure 
of our present credit line, which 'rovides liquidity for loans to banil,aLle clients, is 
not responding to an umet need 

However, we have concluded that there is a large group of "nearly:bankable

exyFoters. i e , exporters ,vith reasonablv solid busin'ess and financial situations,

wh ose risk Frofile is modestly higher than what the banks are used to dealing with

riht now E.x0 various countries has shown that it is possi'le to structure
perievce Ui 

a credit line wlhich will rovide incentives for a bank to make moderate adjustments

to its lendiii practices. Tl'is is the market to wlich our restructuied export credit
 
line will be directed. 

E e.TraqdeZn The amendment to our export project ,ill contain a 
component to assist in the development of an industrial free trade zone The cable
correctly notes that, in some other countries (e.g., the Doominican Republic), free
tiade zones have not been effective in catalyzing econonuc liberalization elsewhere 
in the hust economy. 

However. there is a crucial difference betveen Bolivia and these countries In
the mo.me usual case -- Like the Donunican Re public -- the free trade zone is an island
of sound economic polic- in a sea of artificially restrined trade It is often lioped
that the free trade zone's success wilH lead to liberalizing of the rest of the econony
Tins hope has occasionallv been disappointed 

Because of a hishr of instaLiliN- and hea,.y loan delbnquent.. Blivian banks 
are extremely conservative at tlesent: for i'nstance, they typically require urban
real estate worth tluee times the loan amount as collate'raf requirement. 
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B-;, in Bolivia's case. the economic regime at large is the most liberal in Latin 
America The dest-rablitv of a free tbade zone here .oes n stem from a need for 
protection against a bad policy regime, nor from a strateg" of using the zone as a 
camel's nose under the tent in opening up the national p'olicv Rather, we want to 
sutpprt a fiee trade zone simply because experience elsewhere has demonstrated 
that it is an important tool in attractilig the (:reign vestorrb In a sense, "'reetride 
z,.ne" is a slizht misrerner here in Bolfvia -- the difference bi economic rczinie inside 
the zoIne and outside the zone will not be that sgiifi,nirt The main advaiitage of the 
zone for a fitin investor will be the fact that it is a guod industrial park, providing
infrastiucturLe and sUpPort services Given tlLis atypical situation in Bolivia, there is 
no need for a special etfurt to extend the policy benefits of a free trade zone to the 
rest of the economv 

S_udiad Th__A._isan We agree with the cable's skepticism with 
respect to e\port studies wluch are not linked to particular investors who are willing
to put their assets at risk. Thus, our current policy is to try to avoid supporting 
generalized product st-udies, which are then dissermnated in hopes that some 
as-vet-unidentified investor will pick up the idea. Our experience .,.s that suchI 
studies seldom lead to investment. Even when a artic ular i,vestcr is on the scene, 
we tend to avoid assistance for feasibilitv studies: experience has suggested to us 
that the investor wht, ,e_ajly needs help w'ith a feasibdity studv often lacks the 
resouices or comnutment to successfully implement the project being studied 

The same observations apply in a general way to our technical assistance under 
tile present E.,purt project. The v*ast majority of the assistance is provided to 
individual businesses, and we are having increasing success i getting them to 
absorb a pat of the cost of the assistance. 

As to the new foreign investment promotion program to be funded under the 
etendi amendnent. a very .,niall portion of the funding will be directed to studies. 

These ,'i-e highly targeted n'tarketing studies, whose immediate practical impact will 
be to demne, in geog, apluic and sectoral terms, the classes of foreign investors for 
whom Bolivia's comparative advantages will have the greatest bottom line impact
Thus, there is no doubt that these studies will be used, and used immediately
Without them, we couldn't select foreign office locations, nor adopt any rational 
strategy as to which uivestors to target. 

egia._Trdeand LiLegzAti.. We agree witli the cable's emphasis or. the 
impoi tance of looking careful*v at regional trade and ivestment opportunities, and 
this concern is already built in to our efforts. A large portion of the nev exort 
projects already recei'ing our techrucal assistance are focussed on markets in 
neighoring countries. The curient investment promotion pilot program is actively
considering the best ways to reach potential South American investors, sinice it is 
cleai that Bolivia could 'resent various important advantages to them. 
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We expect that our support (under the Export project), to the UDACEX unit inthe Trade Miistrv will provide material assistance to the GOB in its negotiatiolis
toward regional iiitegration. The Confederation of Private Entrepri.neur's, which we
also support, has been active and effective in pushing for 'reater A.ndean regionalintegration In fact, negotiations are will advanced T he five Andean Pact Members
have committed themselves to establish inter-regional free trade bv next ,ear, and toadopt a conmmnn external tariff by [J-50 bviouslv, an, advances in rei,.ulal
integration will be an important step alolng the wa ' to the liemi.spiere- de free
trade egirne which is the ultimate goal of the Enterprise for the Americas initiati 
 e. 

TheeProp d hJ-vestrnent Pr__motion Frogria.n. As noted above, we recognize
that export expansioln is ondy one piece of the trade challenge facing Bolivia 

I lowever, precisely because the general trade and investment policy framework1Ias been rationalized, firm-level export promotion work represents an ihiportanttarget of (,pportiutv. And it is clear that Bolivia's export capacity is a crucial link inits general trade performance: trade depends on hard-currency . eneratiet-s. and theonlV viable long-term solution to Bolivia's shortage of hard cuirencv is export
expansion. This concern is especially pressing as Bolivia's drug inte-idiction efforts
 
cut down on a major existing source of hard currency.
 

The Mission's initial efforts in export promotion focussed on assistance toB I'li ian companies However, experience in many other coUn ies has indicated

that new foreign investment can IpaV
a major role in boosting exports. Since recentanalytical worV has satisfied us thiat Bolivia has substantial comparative advantages
for the foreign investor, we are proposing to include a foreign investment promotion
component ui the forthcomng pro ect amendment. 

It is true that ve hpe to take advantage of some of the lessons learned in the

successful Costa Rican investment promotion program. 
 But we have no intention of
replicating Costa Rica's CINDE, a position wehave maintained consistently, against

considerable local opposition. 

Last year, a group of igh-level private and public sector Bolivians visited CostaRica on two occasions, and returned with a strong desire to see a CLN'DE equivalent

in Bolivia. A protracted and painiful process was required to convince them that AID
 was no0t willin., to build an export promotion institution in Bolivia. let alone an

institution like CINDE with a wide range of TA, investment promotion, and training 
prograns. 

Our technical assistance to Bolivian exporters is itended to be a "one-shot"
effort. At the conclusion of this program, we do not plan to leave behind an
inslitution to carry on similar tecluical assistance indefiniitelv 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 assumwig no responsibility 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 promotion will 
terminate when the proposed four-year funding runs out. That analysis
demonstrates that achievement of the targets set for those four vears would amply 
ilstify the expenditure involved, based on the jobs and foreign exchange produced

by the companies which are attracted during that period. 

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

Generally 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 foreign investors, who are not willing to pay the 
salespersons who are trying to sel them on a particular country. Over the longer
haul, the entire private sector of the host countrv benefits from successful investment 
promotion, but these benefits 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 ivestment 
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 free 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/Guat emala. We have been in contact with our colleagues there to 
learn more about their approach. If we understand their program correctly, they 
expect substantial private sector contribution to support the proposed FUNDESA 
overseas offices which will concentrate on promoting Guatemalan tradeg Since trade 
deals benefit local companies directly and Immediately, it is reasonable to expect
them to share ini 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 invesmnt promotion,
through the overseas representatives of the Chamber of Non-Traditional Exporters,
recogluzes the need for public funding of such work -- we are told that the funding
for this program is 40% 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 promoting investment. While there are differences in 
some specifics between the two approaches, the model we propose to use, like theirs,
is basea on overseas representation; our model has a track record of success hi 
several different countries. 
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We have been discussing with the Foreign Affairs ministry ways to take
advantage of the GOB's overseas commercia Irepresentatives. We are optimnistic that 
some useful coordination will be possible; but it is unlikely that these officials 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 sa[esmen; besides,
their primary clients are existing Bolivian businesses, not new foreign investors. 

AgencyWideGuiaqnc. The Trad and Inviestment PretLGuid.bok, 

prepared by APRE, has recently been distributed as guidance for AID Missions
throughout the Agency. We have reviewed its contents carefully. While this memo

is not ihe place to discuss the details of that guidance, we believe that the approach

we are taking is entirely consistent with what is suggested there.
 

We hope that this memo has demonstrated that USAID Bolivia is addressing theconcei ns expressed in the Bureau's cable, not only in the design of a specific Export
Project amendment, but more importantly throughout the entire range of our trade 
and investmenlt promotion program and activities. 

6677n 
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, A U.S. SMALL 	BUSINESS ADMINISTRATION 
REGION IV 

1375 PEACHTREE STREET. N.E., 5TH FLOOR 
' - l * 	 ATLANTA. GEORGIA 30367-8102 

May 21, 1991
 

Regional Contracting Officer Bucher
 

for USAID/Bolivia
 
APO Miami, Florida 34032
 

511-0585-C-00-0019
Subject: 	 Prime Contract No. 


Suhcontract*No. 4-90-1-0023
 

Carana Corporation
 

Dear Sir:
 

In response to your memorandum of May 13, 1991, the Small
 
to
 

Business Administration hereby gives its authorization for you 


a contract amendment under the subject
negotiatc and issue 


contract estimated at S2.5 million value.
 

the
being authorized without competition becruse
This action is 

the proposed amendment falls below the


estimated 	dollar value of 

S3 million, pursuant to 13 CFR 124,
competitive threshold of 


Section 124.318(C).
 

y,
 
erel 


S I. 


James B. Hunter
 
ontracting Officer
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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
 

Introducci6n
 

El convenio principal firmado entre USAID y el Ministerio de
 
Planea-niento, y los sub-convenios firmados con las diferentes
 
entidades en La Paz, Santa Cruz y Cochabamba, le dan mucha
 
importancia a la implementacion de una base de datos electr~nica
 
para apoyar el proceso exportador. Dados los cambios en el
 
proyecto en este primer ago de su implementacidn, creo que 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 p.oyecto en esta area, dada la
 
experiencia en Bolivia y en otros paises.
 

Antes de 	 entrar en una discusi~n 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 proc(?so de investigaci6n, que es un
 
paso muy preliminar de muchos que se tienen que realizar antes de
 
que una compa~ia logre exportar exitosamente. Hemos visto que en
 
muchos paises, entidades de promocion de exportaclon han buscado
 
desarrollar bases de datos, invirtiendo grandes recursos
 
financieros y humanos en el desarrollo de Ostos. Aunque la
 
existencia de una base de datos puede ser algo Citil al proceso
 
exportador, la realidad es que este proceso exportador es muy
 
complejo y requiere de muchisimo trabajo por parte del exportador
 
con sus propios recursos.
 

Diferertes Clases de Bases de Datos
 

Existen muchas clases de bases de datos 
 que se pueden utilizar.
 
Un resumen de las m~s importantes se presentan en esta secciOn.
 

- Precios: La mayoria de estos son electronicas, y lo que 
buscan es darle al usuarlo informaciOn sobre precios a:t'4ales e 
hiStOricos que se pueden usar para analizar tendenclas en 

/1 



- 2 ­

precios. Desafortunadamente, estas bases de datos no son muy
 
Ctiles para productos no tradicionales ya que por las diferercias
 
en calidades de productos, la forma en que se empacan, y oras
 
diferencias, los precios que se dan tienen un uso limitado
 
(est-dios de pre-factibilidad, etc.). He encontrado que para
 
lograr tener una mejor estimacidn de un precio para un producto
 
especifico, hay que hacer una investigacion en el m -cado
 
directamente. El exportador que busca verificar
 
independienternente de su comprador el precio de mercado para su
 
producto, casi siempre tiene contactos con otros exportadores 0 
con otros ccmpradores. Las bases de datos de preclos casi
 
siempre son electrtnicas, que tienen un alto costo para el
 
usuario comparado con la informaciOn que se logra de estas.
 

- Identificacion de compradores: Existen muchas bases de datos,
 
electrdnicas y/o bibliotecarias, que se pueden utilizar para
 
identificar compradores. Desae documentos tan sencillos como las
 
"paginas ama,-illas" de las guias telefbnicas de diferentes paises
 
y ciudades, a documentos especializados como "The Directory of
 
United States Exporters" a bases de datos electronicas como "Dun
 
and Bradstreet"; estos documentos se pueden utilizar para hacer
 
una identificacibn preliminar de compradores, pero despu.s hay
 
que hacer una investigacion en el mercado para identificar
 
compradcres ccmpatibles y de buena reputacidn que tengan interes
 
en el producto que se estA ofreciendo, o en una variacion de ese
 
producto adaptado a las necesidades del comprador y su mercado.
 
Pot razones de costo, las bases de datos bibliotecarias son
 
preferidas a las electrnicas, siempre y cuandu se manteican
 
actualizados.
 

- InformaciOn Crediticia: Aqui tambi~n existenbases de datos
 
electrnicas y bibliotecarias que son muy 6tiles a la hora de
 
investigar un comprador especifico. Las bases de datos
 
bibliotecarios, como las de Dun and Bradstreet pueden dar una
 
informacion preliminar muy buena. Otras bases de datos
 
electrdnicas, pueden indicar una informacacidn mas detallada y
 
actualizada, pero a un costo mas alto.
 

- Estadisticas de Comercio Internacional: Las estadisticas de
 
comercio internacional son muy Utiles Pata gobiernos y entidades
 
que estAn involucrados en la definicidn de politicas de comercio
 
internacional, etc., pero para el exportador especifico, son poco
 
Otiles. El accesso a esta informacion puede se a travs de
 
bases de datos electrOnicas y/o bibliotecarias.
 

- ldentificaci~n de OportuniCades de InversiOn o de Exportacidn: 
Han habido varies intentos par parte de organismos 
internacionales Para crear este tipo de bases de datos, pero en 
mi oriniOn, con muy paco exito. Los costos de estos son muY 
elealcs, y he visto tan poco ixito con estas bases de Cates que 
no c-eo que valen la pena utilizarlas en el caso de Boli-.ia.
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- Bases de Datos Bibliogr~ficas: Una biblioteca de Comercia
 

Internacional no puede pretender tenet toda la informacion
 

(estudios de factibilidad, perfiles de mercado, reglamentos de
 

los diferentes paises para diferentes productos), pero a trav s
 

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 electrdnicas, pero a traves
 

se puede obtener accesso a
de convenios con diferentes entidades, 


este tipo de informacidn por FAX o Telex.
 

El Usuario
 

Los usuarios principales de los centrcs de informaciOn que se
 

crean en las entidades de promocion de exportacion son casi
 

siempre estudiantes y/o otras personas que probablemente nunca
 

lleguen a exportar porque no reunen las otras cualidades para
 

lograr ser exportadores exitosos (accesso a capital, tecnologia,
 

quiero decir que no son necesarias y que por
etc.). Con esto no 

lo tanto no se deben utilizar. El exportador serio muchas veces
 

tiene necesidades de informacion preliminar que se pueden
 

encontrar en estos centros de informacion y que pueden ayudar a
 

orientar al exportador rapidamente en su proceso de
 

investigaclOn.
 

Problenias Tecnol6oicos
 

Por razones tecnol~gicas, las bases de datos electrtnicas tienen 

sus limitaciones en Bolivia. Las !ineas de telfono al exterior 

son dificiles de conseguir, y de una calidad que hace que la 

esta via sea muy dificil. Tambion
transmision de catos por 


tenemos que considerar el factor costo, ya que el costa por
 

minuto de una llan,.da al exterior es alto, y una investigacion en
 

una tase de datos electr~nic,; en el exterior puede durar 	 30
 
se
minutos f~cilmente. Por esta razdn recomiendo que en Bolivia 


haga nincapie en las bases de datos bibliotecarias, buscando
 

entidad en el exterior que pueda
 

apoyar una investigaci~n cuando sea necesario, comunicandose con
 

Bolivia par FAX o Telex.
 

desarrollar una relaciOn con una 


Recomendaciones
 

Recomiendo que se siga apoyando la creacion de bases de datos y
 

centros de informacion, pero modificando el enfoque hacia bases
 

de datos bibliotecarios, con menos Onfasis en las bases de dat-s
 

electronicas.
 

El costo de montar un centro bibliografico completo puede ser de 

$2,000 a $4000, y el mantenimiento del centro puede varlar entre 

$1,000 y $2,000 por aPo. Adjuncamcs la lista de documentos cQe 

consideramcs necesarios para un centro de esta naturaleza.
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LIBRARY DOCUMENTS FOR BOLIVIAN 	EXPORTER'S LIBRARY
KE\ 


I. 	 STANDARD AND POORS, 3-Volumes Register of companies.
 

DIRECTORY - Top 50.000 companies. D&B 
. un's MILLICN DOLLAR 

also offers company information on diskette which could be 

two or three years. Their services are
purchased every 


described in Dun & Bradstreet's Catalog of Business Mailing
 

Lists and Direct Marketing Services.
 

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

Register. lost state offer manufacturing and
ManuTac turers 


service sector directories.
 

Electronic
4. 	 Association Directories, e.g. the American 


or Apparel Manufacturers
Association Directory, the 


that important Associations are based
Directory. Given many 

to pick these
in washington. D.C.. I assume we should be able 


Li easi y ensuqn.
 

Ricns usliness Guide - various 	Hiah-Tech cuides are available5. 

for different states.
 

b. 	 Directory of Corporate Affiliations, published by the National 

Register Publishing Co. 

7. 	 McMillan s Directory of leading private companies.
 

8. 	 Directorv of HiTech Corporations. published by American
 

Investcr Information Services in Philadelphia..
 

lists medical and other health-care
9. 	 'edTech Directory, which 

companies that manufacture advance technology products. A 

similar one is the Medical & Healthcare Marketplace Guide,
 

ouolisned by the MLR Publishing Co.
 

10. 	 United States Importers & Exporters Directory. PUblished by
 

The Journal of Commerce. Two Volumes.
 

II. 	 Ulrich s International Periodicals Directory. 28th Edition.
 

Three Volumes.
Now including Irregular Serials & Annuals). 
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TECThIICAL ANALYSIS 

An analysis of Bolivia's competitive advantages in the promotion and attraction of 
foreign fnvestment was carried out by Mr. Rodrigo Ortiz in May, 1990. The analysis 
focused on the primary manufacturig 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. Potential 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. "Maquila" 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 temporarily exportedto a third country. At 
the offshore site, the cloth pieces are assembled into a finished product or garinent.
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 U.S. or 
elsewhere, and final manufacturing or assembly of the product is carried out in 
other countries with the use of well trained 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 Production 

The vertically integrated textile production industry is closely related to 
the maquila sector, but is independent from the apparel maquila industry. This 
sector refers to textile manufacturing operations which are vertically integrated
with all the processes needed to produce the thread or yarn which will eventually 
be dyed, woven and/or knitted -ito the findshed cloth or garment. This type of 
man.facturing activity is more capital intensive than is the maquila industrv,'and is 
also an important source of employment generation given the size and volume of 
operations. This sector has the distict advantage of incorporating local inputs such 
as wool, cotton, synthetics and fibers, thus increasing industrial integration and the 
potential for value added in Bolivia. 



3. Light Manufacturing 

The third manufacturing sector included in the analysis is termed light
manufacturing, and refers to those operations in which labor is'a major component
of the manufacturing cost. These facilities require a minimum of machinery
(relative to the size, investment and technology of medium and heavy
manufacturing). Light manufacturing, however, differs substantially from maquila
in that not ail the materials and components are imported. Local raw materials, 
con ponents or subcomponents are frequently incorporated to produce the finished
Iproduct. This type of manufacturing can employ substantial numbers of workers,
but does not require a high level of technology. Included ii this categorv are
apparel operaions which employ locally purchased or imported cloth, and all
fiishing operations take place d6mestically. Other representative sectors in this
classification are electronfics, nietalniechantics, plastic injection and assembly, and 
jewelry making. 

4. Mii g,.Eraction and Related Pr'imary Industries 

By far the most promising export and investment promotion sector in
Bolivia is the mining, extraction and related primary industries. Over the last few 
years, major changes in the mining sector in terms of teclhology and variations in
supply and demand have improved considerably the prospects for Bolivia's
traditional mining exports. The rapid decline recently in Bolivia's exports of
metallic ores is not attributable to a decline in raw material, but rather the
inefficiencies in the mining processes employed 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 mo einize and sustantiallv increase the efficiency of its mining operations if tHiis 
sector is to provide leadershlip and continue to serve as the backbone of the 
economy. 

Tvpically the mining sector, as a primarv means of increasing exports, is
ignored ii mosf developing countries given the requirements of large capital
expenditures and abundant natural resources. However, Bolivia's immense and 
accessible reserve of mineral resources indicate that evei ythiing possible shold be
done to effectively develop the mining and primary industries in order to producerefined and processed copper, steel, silver, gold, tini, lead, antimony as well as other 
metals 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 manufacturing industries, and the 
strong advantae of'being capable of providing many of the raw materials required
b. tlhese nianu facturing sectors. In addition, the development of raw materiafs into
finished and purified metals and minerals could be integrated into most industrial 

rocesses, and serve to competitively position many of tolivia's export idustries.
TI e enid result of this effort is that Blivia will acquire a privileged position relative 
to Asian and Caribbean countries involved in offshore manufacturing activities. 
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B. .2_njparative Advantages from the Investor's Perspective 

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

One of the most important issues is the quality and quantity of the available 
work force. Sice this is one issue which will have high priority among foreign 
imvestois, it is essential to evaluate the quantity, qualit-v and availability of local 
labor Foreign investors involved in offshore manufactuiring lequire certain types
of human resources regardless of whether they are interested in maquila assembly, 
light manufacturing or other manufacturing sectors. 

1. "Blue Collar" Workers 

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 develo ment. To 
compensate fr the absence of progranis 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 polishing, in which manual dexterit', and interest in 
developing skills in a trade are tle primary criteria for entry level eiiployment. 

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 anid Southeast Asia. 
Bolivia possesses a strong comparative advantage compared to the industrial wage 
rates of other competitive countries. Based upon cost survevs of several 
maqluiladora plants in Costa Rica, a typical cost breakdown of these operatiuns is 
presented as follows: 

Labor 78% 

Raw materials and packaging 2% 

General plant expenses 18% 

Financial costs 2% 

Total 100% 
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This example shows the relative inp)ortance ol salaries and the input of
local labor in the manufacturing process. The.cost b reakdown reflects a salary 

structure which averages US$ .77 per hour (minimum wage), with 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 
mainttaifns a strong competitive position. 

In Bolivia, the average wage rate within the apparel and textile industries 
is a1 'p1rox<imately US$ .33 per hour, with fully loaded fringe benefits bringing the 
hourly wage to US$ .45. TIhus, Bolivia has a strong comparative advantage with 
other countries in terms of the cost of production labor. 

3. Clerical and Technical Staff and Managerial Persmi., 

Foreign investment in the above mentioned manufacturing sectors 
requires the availability of clerical and teilutical staff with bilingual language skills 
and technical training, particularly in manufactu ing related areas. Although not a 
particulalIv sitOng area in Bolivia, an assessemnt of the capabilities and availability 
of these workers will be carried out in the near future. The same preliminar 
assessment can be made for managerial personnel needed to mange operations after 
the initial starl-up and training period. .iformation on the above persolnel 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 major cities. These airports provide handling, storage and service facilities for 
modern feight and passenger aircraft, for both domestic and international flights. 

Due to a larger volume of south-bound freight, Lloyd Aereo Boliviano 
(LAB) will carry any Itpe 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 
manufactured goods, toys, sporting goods and iandicrafts. 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 wlch average approximately $.06 less than 
Central American countries. 

5. Sea Transpo-tation 

Adequate and competitive sea transportation is very important both for 
the importation of raw materials and the export of final pwduc'ts. lBolvia's seagoing 
export and import cargo mainly is shipped through ports located in the Pacific, 
such as Arica and Atofagasta, Chile, and Mataraiu ui Peru. 

5 



Ocean cargo rates to Miami for finished apparel goods indicate that the 
cost of a 40' container 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 to Miami, compared to 2-5 days from Costa Rica. 

6. 	 IpcegntiKe 

A verv important issue with foreign investors (especially for Pacific-rim 
countries) is tie quota level for entry of apparel articles inito the United States. 
Having access to a greater quota becomes so critical that it may totally overshadow 
all cost considerations when choosing an offshore production location. At this time 
Bolivia does not have apparel or textile quotas for entry into the U.S. The small 
volume from this industry has not been sufficient to create an historical 
perforinanc, level which is u'sed in establishing a country quota. Thus, it should be 
extremely beneficial for Bolivia to receive preferential and predetermined quota
levels since at 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 its quota, thus serving to strengthen future investment 
promotion activities. 

7. 	 Qn9epS .P_ roal System 

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

C. 	 Other Potential Sectors and Subsectors for ExportvdQpmeUA 

The following seletion 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 technology 
levels. Over a 2-3 year yeriod, the project focus should evolve towaia 
more sophisticated and lug h tecluiology areas and products as the Bolivian 
industrial subsectors develop. 

* 	 Products which require a high labor content to produce or manufacture 
should be considered and promoted since abundant and inexpensive labor 
constitutes a key part of Bolivia's comparative advantage. 

Products which require well-trained workers (trained over an extended 
period, 1-5 montlhs), will enable Bolivia to become more competitive with
other countries over the longer-term. 

Bolivia could obtain a competitive advantage in products which require a 
high degree 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 tine. Products of tlis type emplor 
distribution and manufacturing cycles which are o sensitive to lead 
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 dui ing the eaily sta;es of implementation. 

1. Agricultural Sector 

The tropical regions of Bolivia produce wheat, corn, rice, quinua and other 
basic g:ains as well as cane molasses, af 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 soybean 
production creates ideal conditions for swine, egg and bioder production. hListead 
of exportiig soybeans which require considable hwestment and infrastructure, oil 
disposal problems, transportation deficiencies, and price irregularities, soybeans 
could be processed through an extruder and the full fat soy'.ean meal tised to 
integrate into rwine or poultry production operations and the end product used as 
a I lhenergy, high value, protein food source. In addition, the Santa Cruz area can 
prod uce cotton and could also proces.; cotton seed oil from cotton as a valuable 
by-product. 

Pork and chicken could be slaughtered, processed and exported to 
neighboring countries as fresh ( - vacuum packed products or bV-products. Many 
of these count, ies (Peru and Chile) are aheady importing soybecin meal for exactly 
the same purpose. 

Since the soybean harvest and shipping season is only 60 days long, local 
infrastructure cannot'be developed for such a short-term and relatively low volume 
crop. Moreover, international competition and price variance make soybeans an 
extremelv sensitive product. Major producers such as the U.S. and irazil will 
always be inposition to influence price and supply, with a potential detriment to 
LBtli%:ian soybean production. 
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The Bolivian agroindustrial sector will take on greater im portance in the 
near tern as the Chapare diversification project provides crops andraw materials 
that will require industrialization f particular interest will be hiIhly 
industrialized agroindustrial and canned products that take advantage of Iigh 
labor inputs; local sugar (out of quota); cans (high local Lii and zinc content, 
however, it will be necessary to study the price and quality of this material for 
can1niii puroses); and high energy component products which reduce turn 
aroun titie and minimize transportation problems, and generate a year round 
presence in the market-place. 

2. T-e Textile Sector/Fiber Production and Vertically Integrated Textil_ 

Apro' osed strategy for developing vertically integrated textile production 
for export would include the following: 

a. 	 Develop 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 through technical assistance 
programs and genetic improvement programs. Major genetic 
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 quantity. 

c. 	 Process and dye local alpaca wool, thereby avoiding contraband 
shipments of tle raw material to Peru and dhile for processing and 
return to the Bolivian exporter. 

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

3. 	 The Bolivian Min-ing 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 IQ86, the British Geological Survey (UGS) completed a 10 year mapping 
program of 100,00)0 square mile areas in Paildo, Beni and Santa Cruz. As of this 
date, no nia:',r follow up exploration has been made on the BGS study. It is 
ertiniaed that ,-erhaps nId y 10" of Bolivia's mineral wealth has been tapped. Near 
L,uni, the wOrlds largest lithium de posit can be found. At this time the mining of 
lithium has not commenced and the best methodology for extraction is still under 
consideration. 
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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 having a 
very high quality and color. The extraction of these stones in conjunction with a 
we developed jewelry industry would give Bolivia a large advantage in the export 
market and permit a totally vertical integration. 

Target markets for Bolivia's mining products are the following: tin is 
principally shipped to Europe and Malaysia. Gold is bought by Germany (in 
concentrate fot in) and the US.(as placer nuggets). Belgium Ls the main buyer of 
silver and antimony is shared by t -eU.S. and Europe. Finally, copper is slhipped 
primarily to Europe in concentrate form. 

Any relevant promotion of the mining sector in Bolivia should 
contemplate the stud!, and development of New Mining Sector Development 
Models. The followhig are examples of these potential mode 

a. 	 Consider linking authorization of mining concessions back to 
infrastructure development on behalf of the mining groups. Si.milar 
reflows of resources have been done successfully in Clule. 

b. 	 Link mining concessions back to diversification projects which could 
mean more vertical integration for Bolivia. Another possibility would 
be to require the establishment of subsidiaries of the large div'ersified 
transnationals ii manufacturing in other areas. 

c. 	 Link a percentage of all mining exports income to the creation of a 
national fund for: product development, price stabilization, 
diversification, or vertical integration. 

4. 	 Metal Worki5g.,t. 

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 inicop orate lead, tin, antimony and copper, all of 
which are mined and pioduced in Bolivia. Production ofcopper is 
20,0) tons per year and many of the ingredients to produce gun 
powder are mined and produced in Bolivia (e.g. nitrates, saltpeter, 
sulfates). 

b. 	 Focus on labor intensive industries that utilize local raw materials: 
cop per, zinc, lead, tin, wolfam (fishing weights, automobile batteries, 
high solder content pioducts, iigldy tiiued products). 

c. 	 Potential seems to be evident for plating industries: utilizing gold, 
silver, tiii, and cluome as local raw materials. 

d. 	 Study the possibility of producing heavily gold plated electronic 
contacts, comuiectors and other component parts. 
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e. 	 Produce semi-elaborated metal products which require Bolivian raw 
materials such as: radiator tubing and gold foil. 

f. 	 Pewter production: jewelty, fine castings, buttons, plates and 
dinnerware. Pewter incorporates copper, tin and lead, a l of which 
are produced in Bolivia and the casting and finishing process is very
labor intensive. 

5. 	 Jewelry Manufacturing 

The jewelry manufacturing process is highly conducive to micro enterprise
development and works well in a cottage industry vnvironment. This sector uses 
large amounts of gold, silver, pewter and semi-precious stones and it would be 
viable to access oitl er semi-precious stones and precious stones under free zone 
status fromn 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 diamond polishing is pursued, emplasis should be placed u on the cut 
small diamonds which represent fractions of a carat. This is a, low ens subsector 
which is very labor intensive. From this inital base, an important employment and 
foreign currency source could be developed. 

Informal sources have estinated that Bolivia produces approximately 2 
tons of legitimate gol per year, and another 8 tons potentially are moved through
illegal channels. Jewelry o:erations customarily import pure 'gold, thus limiting or 
avoiding the local gold and the possibility of impu'litv in extractions. In oider to 
make these products and many others it would be essential to develop electrolytic
V1M P flification on a national'level that is reputable and contrtolled by the Bohi ian 
Lentral Bank The investment and sophistication of this process is miunial but the 
national benefits could be substantial. 

Otheli areas oif distinct exl,rt potential would include: automotive battery
production; electiomechaaical production and assembly; transfoimners; fractioned 
electric motors; cast iron castings and machine component parts; and woodworking 
artifacts and furnishings. 

D. 	 _CnclusioiM: 

Investment and export promotion programs, if properly struct-.red and 
imllemented, can produce significant contributions in employment generation, 
ex., 1its and investments. The internal and external environment at this time could 
,(,t be more favorable for Bolivia. Implementation oIf successful and cost effective 
export p].rontotlon and investment attraction programs can provide Bolivia with an 
inipOztant contribution to.,wards econontic stability and development, as well as 
significantly increase the volume and range of explorts, generate increased foreign
exchange aid cieate vit:,le enployment. 
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Enmi Ana sis
 
Egr.ign Investment Promotion rogram
 

1. Introduction 

This analysis, prepared by the Mission's Economist, provides a quantitative 
justification for the Foreign Ivestment Promotion component of the Export Promotion 
Project. It establishes a relationship between expenditures on investment pronotion,
total foteigii investment that may be expected to result from this project, and thie belefits 
accruing to the economy as measured hy gross and net exports (or value added) and 
employment generation.' Studies and A.i.- project papers in a large number of countries 
in which investment promotion projects ) iuto effect were Only one'ut reviewed. 
project evaluation was found which provided -n- data to permit establishmeni 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 employment. 
This was the study undertaken for CINDE in Costa Rica by Corra[es, CUspedes and Vega, 
entitled "Evaluaci6n Econ6mica del Programa de fnversiones y Exportaciones,"
PIE/CINDE, Juiie 1990. No other study provided, or attempted to utilize, empirical data 
to establish q.; rititative relationshils 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"; 
AID's "Overview of Investment Promotion (Networking) Projects", and the lnstituto 
Nacional de Estadistica's (INE) input-output table for Bolivia. 

A note of caution should be sounded with respect to the reliability of the results 
yielded by the models developed for the following reasons: (I) 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 aiued 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 States market, more developed
infrastructure, etc. To compensate at least paitiallv for such differences, we 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) evenin case of the CINDE evaluation, tile 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 develo.-ped to deal with the problem of the 
project's impact on 1el employment, viz.: should we assume that the employment
generated by the additional foreig n investment represents a n gA increase in total 
employment(i.e., that the labor enpl wed would have been remained unemployed in the 
absenice of the investment?) Or does a significant p.roportion of the eniployment
generated represent a diversion of labor from eipl'oymen" 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 foreign investment resulting from the project represents 
a net addition to the employed labor force (i.e., which implies that these workers would 
be drawn from Bolivia's large tool of unemployed and under-employed); while Model U1 
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 likelihood that the labor diverted from other industries or 
occupations will be replaced by drawing on the large pool of the unemployed or 
under-employed. 

The foilvwing table summarizes 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 
I/ generated Ly the foreign investment woufd be equal to total net exports (gross exports 
less imported inputs). 

The results obtained are as follows: 

Suw=4ul
_vfEconomic Aqlla-l.5 -siReults 

Model I Model II 

Internal Rate of Return 42.6% 34.2% 

Net Present Value with a 10% 
annual discount rate 
(iOmillions US$) 10.8 7.3 

Net Present 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 

Employment Generation 
Tcotal (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 Keynesian income multiplier effect, 
but includes the income directly generated in the F oduction of all 
domestically produced inputs. 
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These are clearly very high rates of return, particularly when account is taken of the 
fact that these calculatiolis 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, 
when discounted at an average annual rate of 10%, exce,.,s the totaf amount spent on 
investment promotion over the five-year "Life of Projet" period. Direct empfoyment 
generation (in the industries directly affected) is estimated at 5,234 under Model I, and 
2,617 under Model II, while tota employment generation, including the employment 
impact on the industries prodicing the inputs and oil other activities subject to the 
income multiplier effect, is estimated at 10,468 under Model I, and half that number 
under Model 1I. The basis for these estimates (admittedly very crude) is discussed 
further in the Methodology Section. 

2. 	 Miethodology 

The first step is to establish, on the basis of available empirical information, a link 
between the investment promotion 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 hidicates the assumed ratio 
between these expenditures and the amount of direct foreign investment that these 
promotion expendit-ures are expected to yield each year. This ratio probably is the most 
crucial assumption of the model. In Costa Rica, the CINDE study sug~ested that $6.9 
million spent oil ivestment promotion over 1987-88 gave rise to t47 million in foreign 
investment directly attributable to investnnt promotion during this period.3/ This 
indicates a ratio o 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 3to I in our 
projections. Line 3 of Table I was obtauied by multiplying the figures in line 1 by a factor 
of 3. 

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

2/ 	 Current dollar proiections were reduced to constant dollars by assuming that the 
annual US inflaction rate will be 5.5%, equal to the average aiuiual inflation rate over 
1979-89. 

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 oil the latter. 
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We are now ready to move from direct foreign investment to estimating thevalue added resulting from this investment, This is accomplished by means of the 
input/outplUt table efaborated by INE. Table 2 presents in highly' summri arized form
the results of the input/output analysis as applied to our iour major categories ­agriculture, textiles, wood and wood products and "various manufactured
pIroducts". In the case of textiles, for example, a dollar spent on finished output is
broken down as follows: 22 cents is spent ol imported inputs, 40 cents is spent on
domestic inputs other than salaries, 24 cents goes for salaries and 14 cents remain 
for on profit. If 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 domestic inputs and salaries) for every
dollar of gross output. 

We are now ready to estimate the impact of foreign ivestment expenditures
(in line 3 of Table 1) first on gross output (assumed to be equal to gross exports),
then on i._t value added. This is done hi Table 3 (for Model 1) and Table 4 (Model
11). Focusing on Table 3, note that the first two lines (investment promotion 
expenses and foreign investment in each sector) were carried over from Table 1.
Line 3 of Table 3, showing "total outfput generated in each sector as a result of prior
year investments" is based on t ie followini assumption: a direct foreigninvestment of $1.0 in year I 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 thereifter
Ihrough vear 10. This'assumption is a much more conservative version of the Costa

Rican exp;werience which showed an average increase of $1.15 ingross exports for
each doliar of direct foreign investment. This assumption is the basis for line 3 of

Table 3 which shows that a foreign investment of $1.43 illion in year 2 results in a
 
gross output (or gross exports) of $0.72 million ($1.43 x .50) in year 3. In year 4, the
$1.43 million invested in year 2 results in a gross output of 51.07 million ($1.43 x

.75), while the $1.5 million invested in vear 3 results in an output of $0.75 million in

that same year. Thus, in Year 4, the totial increase inzross out put resulting frM the
foreign inv*estment in yeairs 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 methodologFy. In each case, it is assumed that

the foreign investment undertaken in one year has an impact on gross output (or

gross exports) in each of the following ve'ars. Note that the total output figures

reach a maximum in year 7 and remain co'nstant 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 note that 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 lilne corresponding to Domestic Intermediate Consumption for year 3 in Table
3. In the same manner, the figure for salaries was obtained by multi lving $0.72
million by 0.24 (the coefficient for salaries from Table 2) vielding $0.f7 million,
entered on the salary line for year 3 in Table 3. The same meiliodology was utilized 
to obtain each of the"figures ifi the body of Table 3. 
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The Net Value Added figures in line rHI represent the difference between Total 
Value Added on line U and the Investment Promotion Expenses on line 1. These 
Net Value Added figures were then deflated by the projected annual increase in the 
US price level (assumed to be 5.5% a year, as over 1979-89) to express the figures il 
constant US dollars. 

Table 4, illustrating Model H1,is based on the same methodology. The only 
difference is that table 4 assumes that only half the labor emploved as a result of th'e 
investmenit .rogram would have been renained unemployed Without it. Thus, the 
figures on the salary line for eaich of the four sectors are half the level shown in 
Table 3. 

Estimates of the employment impact are based on the ratios of total investment 
to job generation for each of the four major sectors presented in Table 5. The direct 
employment estimates refer to total employment generated afkr all direct foreign 
investment projected over the four-year LOI' period has been completed. Total 
direct foreign investmert expected to result from the investment promotion project 
over the four-year period comes to $6.68 million for cachLawQr. Thus, for textiles, 
for example, the figure of 1,415 jobs generated in textiles (see line 2 of Table 5) was 
obtained by dividing $6.68 milion by $4720 (the estimated amount of investment 
required to generate one job in that industry). Sources for the data used are cited in 
Table 5. The total employment estimates '(direct plus indirect) were obtained by 
assuming an enplovwnent multiplier of 2.0. The indirect effects are significant as 
these include the imipact on the hidustries producing the inputs, as well as the 
impact on other activities subject to the income multiplier effect. The net 
employment impact in Model 1 is half that projected for Model I. 

3. Sensitivity Analy:s~ 

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 impact of the foreign investment, wlich was already taken into 
account in developing Models I and II. The other two refer to the relationship 
between the investment promotion expenses and the foreign investment in each 
sector resulting therefrom (with a one-year lag), which we have assumed to be I to 
3 in our analysis (ie. I doliar in investment promotion expenses will generate a total 
of $3 in direct foreig n investment). Our sensitivity analsis will reduce that ratio to 
1 to 2, i.e. every dollar spent on investment proin6tion ,'ill eventually result in $2 iLn 
new foreign investment. 

A second key assumption of the analysis was that each dollar of foreign 
investment in year I would result in additional gross exports of 50 cents hi the 
second year and of 75 cents in the third year and hi each year thereafter. In the 
sensitivity analvsis , 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 tiereafter. 
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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 [oo pessimistic), we still get a 
high IRdR 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 outcome 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 hivestment promotio:-, program are 
projected at $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 
ablaut $26.7 million, (2) net export earnings between $38.2 million and $48.3 million, 
ini current dOllars, over the next ten years, and (3) new jobs estimated between 5,234
and 10,468. It is estimated that the investment promotion program will cost 
between $850 and $1700 for every direct and indirectjob generated. 

Thus, the investment promotion program will contribute significantly and 
directly to Bolivia's major econonic needs: the generation of foreign excfhange,
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 
attempt to quantify - such as teclnoiogy transfer, economic diversification, and 
development of the industrial base - which may be as important as the variables 
that were quantified. 
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Table I 

INVESTMENT PROJECTIONS 

YearI Your_ Year 3 Year 4 Year 5 Year 6 Year7 Year 8 Yur 9 Year 10 

InamI Imesment Promolion 
Expenses (Moll OS) 1 90 2.00 200 200 1 00 0.00 000 0.00 000 0.00 

Prapon mo of Total Dwuwc Fmowogn 
Oewasiment to Invetment Prommn 

Expendiues - 3:1 3:1 3:1 3:1 3:1 3:1 3:1 3:1 3:1 

Expected Ins-. 71awFIa-,n 
Irmestmem (Mao. of S) 5.70 6.00 6.00 6.00 3.00 000 0.00 0.00 0.00 

Anmouw of h'westmef" = Each d Four 

Piolectied Sectors* 

lsIImg *qtml distntitmon of 

forwiqn erwisment among them) 

(Mi of T) 1 43 1 50 150 1.50 0.75 0.00 0.00 000 000 

Aguwe. Tirsie. Wood and Wood Products. and Vanous Manutactuing Prois. 



Table 2 

31IEAKDOWN OF INJERIMEDIAFE GONSUMPfION AND VALUE ADDED 
PEn DOLLAR OF OUTPUT 

VVMwD MAtJUFAGT. 
AoFnIGULTUIlE TEXTILES PnODUCTs P-FIrUCTS 

TOTAL VALUE OF PoDUCTION 1.00 1.00 1.00 1.00 

IMFri! fTED INrUTS 0.09 0.22 0.29 0.04 

VAL-U1E ADDED 0.91 0.7l 0.71 0,91 

-faneclic lpits 0.05 0.40 0.22 0.10 

-Salaries 0.13 0.24 0.09 1. 19 
-Infirel Taires 0.00 0.00 0.01 0.00 
-Profi! (;;ssine( i prtlialle( 0.73 0.14 0.39 0.47 
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Table 3 

TOTAL VALUE ADDED RESULTING FROM THE INVESTMENT PROMOTION PROGRAM (1) 
" a Tan-Y~ PenoMd 

.11d of V. 

Vat I ve "reYear Z. Yea, 'Ar 4 Year yar ii. Yerr a vtw 9 YCar 10 

,1. MvESTMENT PROMOTION EXPENSES 1.90 2.00 2.00 2.00 1.0.0 0.00 0.00 0 A00 0.00 0.00 1:Foree1ro Inestm..u m E.acn Sector 1.43 1.50 1.50 1.50 0.5 0.00 0.00 0.00 0.00 
.taOI OutpA Gen,.atve m E Ch Sector 

a a Ra at not vever ,weittelr 0.72 1 92 2 ?5 4 07 d zo 501 5.01 5.01 

;U. TOTAL VALUE ADDED (Ur.imiurvi 0.00 0.00 121 3.01 4.54 B 7.90 . 921 8.1 

!AGRMCULTURE 
:Econom Bnefn 0.14 0.34 0.54 0.74 0 a: 0.9' 0.11 0..1 
;-Dom2sic lmermeo:mle Consumotn- Sa n s 0.04 0.09 0.15 0.20 0.4 0.25 0.5 0-15I a 0 09 0.24 0.39 0.53 0.(.Z 0.65 0.i5 0.&5 
:-q Inct wc Taxes 000 0.00 0.00 0.00 0.00 0.00 0.00 0.00 
i-Corpora.. Taxe, 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01I 

iTEXTILES 
SEconomic B6-neEsi 0.47 1.17 1.90 2 i2 =.10 3.2- :.22 2 
S- romeIc Ineiemdvte Consumption 0- 0.73 1.18 1.63 1. 3 2.00 2.M 2.00 
I- Sau, 0.17 044 0.'1 0..e 1.16 1.20 1 f0 1.-0 
.- N Indirec Taxe 0.00 0,00 0.00 0.00 0.00 0.00 0.00 0 30 

-0orporat'r Taxes 0.01 0.01 0.01 0.01 001 001 0.01 0.01 

;vOOD AND WOCD PRODUCTS 
IEconome Bonehfs 0.24 059 0.T5 1.31 1.55 1.61 1.61 1 .1

Domers iema .d te Consumpton 0.16 030 0.65 0.90 1.06 1.10 1.10 1 .10 
Sa0.n1 0.06 0.1 a 0.27 0.37T 0.43 0.45 0.45 0.:5

-Nm ir ooc axes 0.01 0.02 0.03 0.04 0.05 0.05 0 05 0.05
 
;-Corporate Taxes 
 001 0.01 0.01 0.01 0.01 0.01 0.01 0.01 

IVARIOUS MANL'F:A;TURED PqOOUCTS 
E.--oomc Penefr.s C.:-& 0.-0 1 45 2.01 2.:7 2.-;a 2.46 24& 

:-o ot e Imitdmue Consumpti n 022 0!5 0.98 1 45 1.50 1.!0 i.50 
Sa--nal 0.14 0.:5 0.56 0..'7 0.92 0.?5 0.75 0.95-Net Indbct ales 000 0 0 0.00 0.00 0.03) 000 000 0.00 

,-Corporateaxes 
T 

0.01 0.01 0.01 0 01 0.01 0 01 0.01 0.01 

IN. NET VALUE ADO (1l-)lnCutv S) -190 -200 -07? 101 :8 10 821 a zi -2 

Iv NET VALUE ADDD rIn C.on i- 1) -1.30 -1.0 057 02, 2.54 4.94 5.42 5.:5 5.07 480 

'Nal Py"Or~e VA10 At 10",dTc rate 10.77 mdilon of doiabrs 
Net 3*.eierwli Value At 1'. otac ratIe 7 07 million of overs 
Nei Pe@.rt,'Jliu 2, 'o.M dt. -ate 4.57 modon of ioItler 

;. triat &it aoo, emo.ovea As A rero Do In's 1vrsl.,memn aooram wouo nlove oe- unemalogav. .- tnol't .t 1*. T larairl zucOcI at Qaor O1 
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Table 5 
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ANELI10 

SAL O~QEGADEAUTO-UM 



CINDE MARKETING DIVISION
 
RESULTS THROUGH FIRST SEMESTER, 1190
 

........................... 
.... ......................... 
...... ..........
 °..... ......
 

A) INVESTMENT 1986 1987 1986 1989 1990 TOTAL
 
ISEMESTER
 

.ooo°...............°....o............oo......... 
..... ..... ...... ...........
 

NUMBER F NEW INVES.'ENTS 11) 16 16 24 40 :9 1:5
 

TOTAL INVES7 ENT 'SS000,O00) 

tarpts; 1996 5-yr Olian 26 26 26 "611 

Annual Plan N/A NIA N/A 52 76 

Investment Projections: 

Original (1 Zo." ::,.9 C.19 191.41 t!.4: 

jrrant (4) im8, .5 68.07 194,1 . ).10 

it : nyessert t; :ate 17.59 :6.07 29.5; [.2 I 

fas *4o; r:41, *rcj.)t 84% 8713zi: I' : 
z; Crrent ;-.. 9:" 96% Co. :z 35 

..... .... .... ............... .............. .......... .... .... ..... ....
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8) E.FLY ENT 
 1986 1987 19M, 1989 190 TOTAL
 

TOTAL JCB SENERA71N 3,739 3,757 8,775 11,06, 6,749 '6,107
 

DIRECT vCBS 3E ERATEU BY NEW 1NVESMENTS (5)
 

Tirjet5: :986 S-jr Plan ,000 3,000 3,000 3,I000 ,,0v0 14,500 

::in 101%10 3,000 3,000 a,000 ,00 N000 

J-b crojictimin 

u4rrfr~t 0,269 3'.6!17,675, 9,1.46;.q9: 30,4:v?
;4) 

Actuil :obs to ite :,061 3,192 4,160 ,6vA6 1, 14,997 

iisZ of Cr!;;. 634 63Z 4 :6 ::P:Ii. 


......................
 o....................... ...........................
 

D-OE:- ':B- '~ EE B AT . 

4eferi,,106 1,100 1,a:: :, 11;74
40 
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C) EXPORTS: 1986 1987 1988 1989 1990 TOTAL 
(I SEMESTER) 

ote **eeete** 0 eeeee~eel~eelelloe ettteee~eeteeeleeeee 


TOTAL EXPORT GENERATION 35.17 29.34 60.73 146.59 80.93 352.76 

ANNUAL EXPORTS GENERATED BY NEW INVESTMENTS (000,000) 

Targets: 1986 5-yr. Plan 46.00 46.00 46.00 46.00 23.00 207 

Annual Plan 46.00 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 

Current (4,6) 29.53 28.06 48.95 123.61 56.8 286.99 

ANNUAL EXPORTS GENERATED BY CONTRACTING (1000,000)
 

NJm4BER Of CONTRACTS (2) 4 I, 30 39 87 164 

Value of Exports
 
(SO000,000) 5.64 1.28 11.78 22.98 24.09 65.77
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D) SECTOOR BAEAKDOWN 1986 1987 1988 
 :989 1990 . AL
 
I SEMES7ER
 

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

iPEKENTAGE)
 

o NVES'NT:
 

7exti 'apiara! 32.:2 93.0 17.12 22.17
57.46 ,:9 

Food,-Aro 
 0.32 5,16 3,50 17.15 8.2 11.47 
E ~ec:p.'cs 1!.6. 0.27 5.!' 13.678.97 59.:B 


0ati. 2.95 C.0 0.30 )
0.o0 2.64 
 : ,o 
7,'17 !.!: M.3 1.44 3,1 1.5q 

rI4:~;W 000 .1 1.2 0-13 4,9......, 0 ,0 0,.70.6:
 

J e le'r . " .":" 0,,N ;:.4 ^...3> ,6 

Serv0:es ,,0 . 0.00 .0., , . 0.00
 
Tourils 
 0.00 .o0 0.00 68.1 60.72 46.:6
 
Other 0.00 0.00 0.37 
 1.39 3,49 1.38
 

- EMPLOYMEN? 

' 
rext:i --re F.!! = '6.0! :.! ..
 
Faoa;,: ',-7 4,7 :.67 ;!. i.7
 

Eiect'onr:s 
 S.% A.:9 :1.79 Z.90 !!
 
Plastics 3.46'.00 3.42 ,; 1.43 ."
etaiw:rkn 1.12 7,9 0.: 2.27 1,1 
 2,15
 
"'arl 3cut 0.0 .30 0.91 ..
 ::3 4.13 ... 


.e.e:,v " . . 
" 
0.3:3. , 0.15
.. ,,..00 
 ',: .,,:5
 

ro m 00 0.0 : " 
0 ,.,-..?f.A.E.::.:C. 

-- ANNUAL PR:. EXPORTS: 

Textileiap;arel 61.83 47,24 54.08 £6.59 :9,75 .90
 
Food/Agro 4.04 
 4.23 5.78 19,18 [2.58 ::,00 
Eiectronics 7.5 :6,09 25.,4 6.8 ,, :
 
Plastics 0.00 5,'l 0.67 ,99 1,4S 
 1,24

,etia.acrhn; 4.55 1,.2 7. 2,19 2.9:.. ,88 

Pharaaceuti:al 0.00 5.1; .9e 
 0.00 0., 2,o 
Soorting 6oas 3.30 '.16 3,46 0,00 0.62 : ,33
 
Jewery 2.33 4.70 0,00 :.,! 
 .C0 218
 

.erices0 Mc 0.,10 :,O
1.0 0.14 

lourisI 
 0.00 0.oM o.oo 
 !4.'; :!.1,'
te 0 ,, r0.00.00 ..4 53 .3 . 1 '.Vl.!4 5.01 6,. . ;.)! Alai
 

o...... ............................................................ 
..............
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E) EFFICIENCY INOICATORS 
 1986 1987 1988 
 1989 1990 TOTAL
 

(I SEUESTER) 

IIVESTMEIIT PROW4TION RATIOS (7) 

P. 1. E. Promotional Cost
 
per Job Generated 
 , $5628 419 $320 $153 $,, 

Investment per Job 
 S5,036 17,227 17,757 S17,567 S7,029 $10,250 

Anniual Export CapecIty 
per Job 
 &7,898 57,469 $5,578 111,169 &6,42 57,948 

- Annual Export Capacity
 
per unit of Investment 1.87 1.08 
 0.89 0.73 1.31 
 0.95
 

.**.bt..*.. * .......
............. 
 e.
 ........
 

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


(I SEPIESTER)
 
** ItRC btote t RRWtbt9tt * .tt ... tttttttetott
ttttet ,tetteetottttbb* 
 ttbtttt*
t tmttb*
 

(PERCENTAGE)
 

Cold CaLl by Overseas Promoter 10 16 39 56 NA 
 121
 

Contact Developed During P.I.E 
 4 5 11 5 NA 25 
Overseas Pv±lic Presentation
 

Overseas Response to Advertising 0 0 
 2 1 NA 3 

Embassy or 
Other Overseas Referral 6 3 5 17 MA 31 

walk-In / Oversees Office or 
 0 1 
 5 S NA 11 
Costa Rican Office 

TOTAL 
 20 25 62 64 NA 
 191
 
(2NO1990.WK1)
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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 investment, 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 estinates,

updated on the basis of a project's actual experience, of the

variables mentioned in the previous note.
 

5.- Only direct employment in the projects generated by

MARKETING DIVISION 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
 
exmort projections 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

)n company projections. In the case of apparel and tourism
 
rojects, the current export capacity projections are based

3rimarily on extrapolations from current employment projections

pplying the following export/exmployment rction, as well as

Itudy conducted by the technicians from the Industrial Develop­
ment Program.
 

-- Apparel: drawback (assembly only) $4.723/lob
 
-- Apparel: Full package (includes cutting) $7.778/job
 
-- Apparel: Specialty (suits, accesories,etc) $8.828/job
 
-- Apparel/Textile (textile mfr. plus $12.000/jo ,


assembly)
 
Tourism (based on Howarth & Howarth $18.158/job
 
indexes)
 



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

7.- During 1986/87, roughly 58% of all reported investment
 
commitments originated from cold calls by MARKETING 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 

INIAL ENVRONMIENTAL EXAMINATION 

Project Location: Bolivia . 

Project Title: Export Promotion, PP Amendment No. I 

Project Number: 511-0585 

Funding: $23.5 million 

Life of Project: 7 years (FY 88-95) 

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

1. roject Description: 

The Export Promotion Project was developed to provide technical assistance 
and training to Bolivian producers and exporters in identifying, designing, 
developing, and marketing exportable products. The project also contenplates 
sponsoring a pilot Fre- and post-embarkation credit program and support for small 
investment promotion activities. 

The proiect 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 promotionr to help in addressing the 
key constraints which impede private and public sector efforts to expand and 
diversify Boliv'ia's exports. Specific assistance will be provided i the areas of 
producf identification, design, and development; market development; pre- and 
post-embarkation credit, andforeign investment promotion. 

Manv of the activities supported under the project, i e technical assistance, 
market development, etc., are presumed not to cause significant, direct 
environmental impact These types of activities fall generall within those classes 
of actions listed in Section 216 2(c)(2) of A I D 's Envifronental Procedures and are 
therefore not subject to further environmental review These activities are 
presumed not to cause significant, direct environmental impact, as project acivities 



are not planned to involve production, but only marketing and export of 
commodities, which would not have foreseeable direct, measura le, or predictable 
impacts on natural systems. 

Nevertheless, the project does recogni7-? 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 
supporling increases in production and exports of certain products, including
I)nI-traditional agriculture exports, tropical hardwood, leather &oods, etc. 
Development of Quality Assurance Programs, proper use of pesticides, and 
protection of crops thirough a system of integrated management of pests, may be an 
important component in production and export systems for these crops. Another 
important component will be the protection of renewable natural resources, 
particularly tropical forests and biodiversity. 

The Export Promotion project design may provide assistance to producers in 
the agronomic practices an methods necessaiv to produce uniformly high-quality
agricultural commodities for the export market. For flower e xports, 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 mana ernent 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 roduction and export ofthe above goods. To help 
ensure environmental soundness of production and export activities, the Export
Promotion project wiU charge CARANA with assigning its production specialist
with the responsibility of environmental review. Promotion of exports of tropical 
hardwoods will receive careful scrutiny, and if necessary, an Environmental 
Asessnment~will be prepared to guide development of this airea. Any production 
activities involving pesticide use or development of a Quality Assurance Program
for non-traditioni agriculture exports will require special considerations, 
specificall,' the preparation of an Environmental Assessment. Given the overlap 
between the Private Agriculture Organizations project, for which an Environmental 
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 

Projec', personnel, with the guidance of the Mission Environmental Officer 
and/or the Rlegional Environmental Adviser will monitor environmental impacts of 
project activities. Furthermore, evaluation of environmental impacts will be 
included as a component of scheduled project evaluations 



Il. Recor~gnended Threshold Decision: 

ULSAID/Bolivia recommends a Negative Determination for the Export Promotion 
Project PP Amendment No. 1. This Request for a Negative Determination is 
submitted for review by the LAC ChiefEnvironniental Officer in accordance with 
Section 216 of 22 CFR Part 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 promotion of tropical hardwoods or other 
p roducts with potential, direct impacts on biological diversity, that an 

nvii onmental Assessment of these activities be prepared. 

Mission Director's Concurrence: 

Date: 631 

6341 n 



Agency for International Development
 
Washington, D.C. 20523
 

LAC-IEE-91-31
 

ENVIPONMENTAL THRESHOLD DECISION
 

Proect Lcca"on 	 Bolivia 

Prc c - "ile.e 	 Export Promotion, PP Amen.ment 
Number .
 

$2 .5 million
 

.-	 7 Years (F'Y 88-?5)
 

!E2 Prepared by 	 John 0. Wilson
 
LAC Deputy Chief Environmental
 
Officer
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-
that, should the subie c ­

become engazed in dev__tp-en- .
 
non-trajitional awricult.:re
 
expcrts recuirinz use o. 

pestcicdes and the -''_ -z e,. 
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Copy to 	 Carl Leonard, Director
 
USAID/Bolivia
 

Copy to 	 Lisa Valenzuela, USA'D'"liv:a
 

Copy t:1 	 Darell Mclntvre, USAD' oiv.V
 

Copy to 	 9ruce Blackman, LAC/SAY
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to 

to 
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: Howard Clark, REA/SA 

EE File 

Date 
James S. HesterChief Environmental Officer 
Bureau for Latin America 

and the Caribbean 
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