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I. INTRODUCTION 

This  PAAD fo l lows  c l o s e l y  t h e  o u t l i n e  of t h e  FY-91 PAAD and updates  
t h e  Concept Paper complsted i n  October, 1991. I t  a l s o  provides  a much 
f u l l e r  a n a l y s i s  of economic t r ends ,  t h e  progress  achieved i n  t h e  a r e a s  of 
e r a d i c a t i o n ,  i n t e r d i c t i o n  and a l t e r n a t i v e  devslopmsnt, and documents t h e  
f i n d i n g s  of t h e  economic a n a l y s i s  through d a t a  p r s sen t ed  i n  17 t a b l e s  
(appendad).  While t r e n d s  i n  t h s  main economic v a r i a b l e s ,  a s  w e l l  a s  t h e  
h i s t o r y  of t h s  e r a d i c a t i o n - a l t e r n a t i v e  dsvelopment program w i l l  be 
b r i s f l y  reviewed, t h e  emphasis of t h i s  PAAD i s  on developments i n  CYs  
1990-1991, t h e  p r o j e c t ' s  j u s t i f i c a t i o n  o r  r s a t i o n a l e ,  t h e  major economic 
problsms rsmaining t o  be addressed by t h e  GOB, and on t h e  recovsry and 
balance of paymsnts outlook f o r  CY 1992. 

11. BACKGROUND, SUMMARY AND CONCLUSIONS 

On t a k i n g  o f f i c e  i n  August 1985, t h e  Paz Es tsnssoro  government was 
faced  with a c h a o t i c  economic s i t u a t i o n  cha rac t e r i zed  by h y p e r i n f l a t i o n ,  
a fo re ign  exchangs crisis s u b s t a n t i a l l y  aggravated by t h e  c o l l a p s e  of t i n  
and petroleum p r i c s s ,  a s u b s t a n t i a l  budget d s f i c i t ,  and a r e a l  GDP t h a t  
had dec l in sd  each yea r  s i n c e  1981. 

The government moved quick ly  t o  launch a s t a b i l i z a t i o r l  program a s  
p a r t  of t h e  New Economic Pol icy  ( N E P ) .  Decree 21060, enacted on August 
29, 1985, became t h s  corners tone  of B o l i v i a ' s  c u r r a n t  sconomic po l i cy .  
I t  f r e e d  a l l  p r i c e s }  completely opened t h e  economy t o  t h e  f r e e  movsmsnt 
of goods, s e r v i c e s  and c a p i t a l )  c u t  governmsnt expsndl tures r  f r o z s  p u b l i c  
s e c t o r  wages and investmentr r a i s e d  p r i c e s  of p u b l i c  s e c t o r  goods and 
s z r v l c e s  t o  cover  c o s t s )  devalued t h e  Bol iv ian  peso by 93% and u n i f i e d  
t h e  exchange r a t e .  Within weeks of i n t roduc ing  t h e  New Economic Pol lcy ,  
t h e  r a t s  of l n c r s a s s  of t h e  consumsr p r i c s  index dec l ined  p r s c i p i t o u s l y .  
The general consumer pr i ce  index presented i n  Table 1 shows that  the 
annual averags r a t e  of i n f l a t i o n ,  which peaked a t  11,750% i n  1985, 
dec l in sd  t o  14.5% i n  1991. 

Af t e r  s e v e r a l  years  of r e l a t i v e  economic s t a b i l i t y ,  t h e  new 
' 

government t h a t  took ovs r  i n  August 1989 i n h e r i t e d  a d e t s r i o r a t i n g  
sconomic s i t u a t i o n .  Owing l a r g e l y  t o  t h e  forthcoming e l e c t i o n ,  t h e  Paz 
Es tenssoro  government had ac ted  pas s ive ly  dur ing  t h e  f i r s t  h a l f  of 1989 
on many psnding economic i s s u e s ,  while  t h e  p r i v a t e  s e c t o r  had come t o  a 
s t a n d s t i l l  owing t o  unce r t a in ty  over  t h e  con t inua t ion  of t h e  New Economic 
Pol icy  by t h e  newly e l e c t e d  p r e s i d e n t .  This  wait-and-see a t t i t u d e  
extended t o  t h e  i n t e r n a t i o n a l  i n s t i t u t i o n s .  

Even a f t e r  t h e  new government assumed powsr, t h i s  unce r t a in ty  
cont inued.  The Paz Zamora govsrnment had t o  a c t ,  f i r s t  on t h e  
i n t s r n a t i o n a l  f r o n t  t o  o b t a i n  t h e  support  of t h e  i n t e r n a t i o n a l  f i n a n c i a l  
o rgan iza t ions ,  and next  on t h e  domestic f r o n t ,  t o  r ea s su re  t h e  Bolivian 
p r i v a t e  s e c t o r .  



In September 1989, the new government reached agreement with the 
IMF on the overall management of the economy. Almost simultaneously, 
Bolivia and Argentina cancelled each other's mutual debts, which resulted 
in an annual reduction of Bolivia's external debt service payments of 
about $55 million and a 20% reduction in its total debt outstanding. The 
cost to Bolivia was foregoing payment by Argentina for some $313 million, 
mostly for arrears for gas deliveries. 

In March, 1990, Bolivia renegotiated $284 million, or about 17% of 
its $1.7 billion bilateral debt, under the auspices of the Paris Club. 
Bolivia received "Toronto Debt Relief Termsn, extended heretofore only to 
the sub-Saharan countries. The GOB negotiated additional Paris Club debt 
relief under the new Trinidad terms amounting to $216 million in January, 
1992, subject to extension of the current ESAF Program with the IMF. 

Even more significantly, in August, 1991, the US cancelled $341.3 
million of GOB bilateral debt owed to the USG, which represented "all 
debt owed by the Government of Bolivia to the Government of the USA on 
assistance loan arrears..." On that same date, the USG also reduced the 
GOB'S obligations on loans contracted under the PL-480 Title I Program 
from $38.4 million to only $7.7 million. For its part, the GOB agreed to 
contribute the equivalent of $20 million in local currency (at the rate 
of $2.0 million a year) ovsr a ten-year period to an environmental 
improvement fund. 

Net international reserves, which had stood at only $19 million on 
Decembar 31, 1989, increased to $132 million as of December 31, 1990, and 
to $200 million as of December 31, 1991, realizing a net galn of $265 
million since the new government assumed power (Table 7). Money supply 
(MI) increased by 3.1% during 1989 (December to December), by 40% in 
1990, and by 34% in 1991 (Table 3). 

The deficit of the consolidated non-financial public sector as a 
percent of GDP declined from 5.4% in 1989 to 3.3% in 1990 and is 
es t imatsd  a t  3.5% f o r  1991 (Table 9), most o f  which was f lnanced with 
donor loan disburssments. The savings on current account increased from 
1.0% of GDP in 1989 to 2.5% in 1990 and to a projected 3.5% in 1991 
(Table 9). Total public sector investment spending in real terms 
increased by 5.6% in 1989, remained unchanged in 1990, and is estimated 
to have increased by 4% in 1991. It is running at the rate of $370 to 
$430 million a year, approximately in line with historical levels (Table 
10). 

Partial restoration of confidence in the government was reflected 
in the behavior of bank deposits. These increased by 24% (in dollar 
terms) in 1989 (December to December), by 37% in 1990, and by 48% in 1991 
(See Table 6). However, some 82% of total deposits consist of dollars, 
and are mostly in the form of 30 to 90 day time deposits, indicating that 
the boliviano still fails to perform the "store of value" function of 
money. 



Rsal  GDP is es t imated  t o  have grown by 2.6% i n  1990 and by 4.1% i n  
1991. This  would p s rmi t  a  1.9% i n c r e a s e  i n  1991 r e a l  p e r  c a p i t a  GDP, t h e  
l a r g e s t  i n c r e a s e  i n  t h i s  i n d i c a t o r  s i n c e  1980. 

A numbar of f a c t o r s  a r e  con t i nu ing  t o  impede a  more v igorous  
racovery.  These i nc lude  t h e  C e n t r a l  Government's f i n a n c i a l  s i t u a t i o n  
(which s u f f e r s  from s e r i o u s  s t r u c t u r a l  p rob lems) ,  s e r i o u s  weakness i n  t h e  
financial system accompanied by c r e d i t  t i g h t n e s s  and h igh  i n t e r e s t  r a t e s ,  
con t i nu ing  de l ays  by Argent ina  i n  s e t t l i n g  i t s  a r r e a r s ,  and c o n f l i c t i n g  
s i g n a l s  from government m i n i s t e r s  w i th  r ega rd  t o  government p o l i c i e s  
which gene ra t e  u n c e r t a i n t i e s  i n  t h e  p r i v a t e  s e c t o r .  The government h a s  
bsen add re s s ing  s e v e r a l  of t h e  s t r u c t u r a l  impediments t o  economic 
r e a c t i v a t i o n ,  b u t  much remains t o  b e  dons (de sc r i bed  i n  S e c t i o n s  V I I I  and 
1x1. 

Implemsntation of t h e  Miss ion ' s  A l t s r n a t i v e  Developmsnt Program has  
exceeded expec t a t i ons .  Although i l l i c i t  coca e x p o r t s  a s  a  percen tage  of 
l e g i t i m a t s  e x p o r t s  rsmains h igh  (37% i n  1991, comparsd t o  46% i n  1988) w e  
expec t  such e x p o r t s  t o  d e c l i n e  t o  less than  one - th i rd  of l e g i t i m a t e  
e x p o r t s  by 1993. Whersas new, non-coca c rops  p l a n t e d  i n  t h e  Chapars 
( w i t h  USAID a s s i s t a n c e )  avsraged j u s t  o v s r  900 ha a  y s a r  over  1985-1990, 
2,950 ha wars p l a n t e d  l n  1991, and 4,000 ha a r s  expec t sd  t o  be p l a n t e d  I n  
1992. Moreovsr, on-going USAID a c t i v i t i e s  had c r e a t e d  n e a r l y  3,600 jobs  
by t h e  end of 1991, p l u s  about 17,000 temporary jobs ,  most of them i n  t h e  
Department of Cochabamba. Non- t r ad i t i ona l  expo r t  s a l e s  a t t r i b u t a b l e  t o  
USAID a s s i s t a n c e  i n  1991 amountsd t o  about  $12 m i l l i o n .  

The Mission proposes  t h a t  a  goa l  of up t o  two t h i r d s  of t o t a l  FY 
1992 ESF r e sou rce s  b s  a t t r i b u t s d  t o  p r i v a t e  s e c t o r  p roduc t i ve  impor t s  
from t h e  U.S., and t h a t  t h s  remaining one t h i r d  b e  made a v a i l a b l e  t o  
suppo r t  t h e  GOB'S on-golng d e b t  r s d u c t i o n  program f o r  o b l i g a t i o n s  w i th  
t h e  U.S. Govsrnment and m u l t i l a t e r a l  i n s t i t u t i o n s  such a s  t h e  IDB, t h e  
IBRD, t h e  IMF and t h e  C A F .  Local  currency genera t io l l s  w i l l  be programmed 
t o  c o n t r i b u t e  t o  t h e  USAID Local  Currency T r u s t  Fund, Counte rpar t  t o  AID, 
o t h e r  donor and c r i t i c a l  GOB p r o j e c t s ,  and r educ t i on  of p u b l i c  s e c t o r  
domestic c r e d i t  o b l i g a t i o n s  wi th  t h e  Cen t r a l  Bank. 

The GOB s u b s t a n t i a l l y  complisd w i th  t h e  c o n d i t i o n a l i t y  agreed t o  
undsr  t h e  FY 1991 ESF Program. The 3,500 ha e r a d i c a t i o n  t a r g e t  f o r  
disbursemsnt  o f  t h e  second t r a n c h e  was achieved i n  August, 1991. 
Unfor tuna te ly ,  by January  31, 1992, t h e  GOB had e r a d i c a t e d  on ly  6,010 ha 
of an i n d i c a t i v e  7,000 ha t a r g e t  f o r  December 31, 1991. A p roposa l  f o r  
p r o p o r t i o n a t e  disbursement  of $15.8 m i l l i o n  o f  t h e  $22 m i l l i o n  t h i r d  
t r a n c h e  was forwarded t o  Washington i n  February,  1992. 

A s  i n  p r i o r  yea r  PAADs, t h e  focus  of t h e  1992 c o n d i t i o n a l i t y  w i l l  
a ga in  r e l a t e  t o  compliance wl th  coca e r a d i c a t i o n  t a r g e t s  and o t h e r  
n a r c o t i c s  r e l a t e d  ma t t e r s .  Macroeconomic c o n d i t i o n a l i t y  w i l l  be 
addressed  through a p p r o p r i a t e  i n d i c a t i o n s  of adharence t o  t h e  o v e r - a l l  
macroeconomic framswork needed t o  s t i m u l a t e  t h e  i n c r e a s e d  t r a d e  and 



investment necessary for sustaining economic recovery and the GOB's 
alternative developmenmt strategy. 

111. PROJECT RATIONALE 

The basic rationale for the proposed ESF balance of payments 
assistants program for FY 92 is as follows: 

-1. The ESF program has been, and will continue to be, a key USG 
instrument for encouraging continued GOB cooperation in the area of 
narcotics control. As dsscribed in detail in Section X below, GOB-USG 
cooperation has resulted in the destruction of a substantial number of 
laboratories and processing facilities, seizure of a significant number 
of planss, vehicles and houses, as well as substantial amounts of coca 
leaf, bass, paste and hydrochloride and in the arrest of some of the most 
important narcotraffickers in Bolivia. The continuing progress of the 
law enforcement and eradication program is essential to the Mission's 
Alternative Development Program owing to the need to dspress the price of 
coca and deny coca producers ready access to market outlets. 

- 2. Allowance must also be mads for the loss of income and 
forsign exchange earnings rssulting from the joint GOB/USG effort to 
reduce and eventually eliminate the country's reliance on the production 
and exportation of cocaine. The foreign exchange requirement arising 
from (1) the need to compensate ths GOB for such losses, and (2) to 
undsrtaks investment in alternative income and employment generating 
activities to gradually rsplace earnings from coca, is not included in 
our balance of payments projection for 1992 presented in Table 14. The 
Mission estimates that in 1991, the country's net foreign exchange - 
earnings from coca/cocaine exports, after deducting earnings kept abroad, 
is on the order of $100 million. Whils this estimate is admittedly bassd 
on uncertain data, earnings from this source are substantial and must be 
gradually replaced as the country is weaned from coca as a result of the 
successful joint GOB/USG intsrdlction effort (describsd In Section X ) .  

The Mission informally estimates ths requirement to compensate for the 
loss in foreign exchange earnings and for alternative investment to fall 
within the range of $500 million to $800 million over a five-year psriod, 
or at an average annual rate of $100 million to $160 million during this 
psriod. The GOB's estimate is considerably higher. 

-3. A second high Mission priority is to maintain continued US 
support for ~olivia's democratically elected government which has shown 
considerable political courage in taking the necessary steps to stabilize 
the economy, eliminate government controls and establish a more favorable 
environmsnt for growth in the private sector. While relative economic 
stability has been achieved and modest GDP growth restored, the real per 
capita GDP, which declined by some 25 percent in real terms over 1980-86, 
has not yst achieved sustainable recovery. The GOB continuas to require 
substantial donor rssources to consolidate the gains achieved, expand its 
public investment program and step up its long-term effort to undsrtake 
nseded structural changes and restore the confidence of the private 
sector. 



-4. Th i s  ESF program w i l l  c o n t r i b u t e  s c a r c e  f o r e i g n  exchange 
r e sou rce s  t o  h e l p  t h e  count ry  f i n a n c e  imports  of raw m a t e r i a l s ,  s p a r e  
p a r t s ,  i n t e rmed ia t e  and c a p i t a l  goods from t h e  Uni ted S t a t e s  and t o  
s e r v i c e  e x t e r n a l  deb t  w i th  t h e  U.S. Government and m u l t i l a t e r a l  donors.  
Boost ing t h e  c o u n t r y ' s  f o r e i g n  exchange r e sou rca s  is e s s e n t i a l  t o  cover  
t h e  import  requirements  a s s o c i a t e d  wi th  GDP growth. When US ba lance  of 
payments a s s i s t a n c e  i s  used f o r  deb t  s e r v i c e ,  more d o l l a r s  a r e  a v a i l a b l e  
f o r  Bo l i v i an  impor te r s ,  t h u s  c o n t r i b u t i n g  t o  s t a b i l i z a t i o n  and f a s t e r  
economic growth by i n c r e a s i n g  t h e  a v a i l a b l e  supply  of p roduc t i ve  i n p u t s .  
Over 1980-86, t h e  r e a l  GDP dropped by 13% and r e a l  p e r  c a p i t a  GDP by 
about  25%. Growth du r ing  1986-90 was a t  t h e  s l u g g i s h  r a t e  o f  2.1% t o  
3.0% annua l ly ,  t o o  low t o  permi t  any recovery  of  p e r  c a p i t a  income. I t  
i s  e s s e n t i a l  t h a t  t h i s  r a t e  be s tepped  up. The c a s e  f o r  ba lance  of 
paymants suppo r t  i s  f u r t h e r  s t r eng thened  by t h e  need t o  compensate f o r  
l o s s e s  t o  t h e  Bol iv ian  economy r e s u l t i n g  from t h e  f a l l  i n  t h e  p r i c e s  o f  
t i n  and n a t u r a l  gas .  D e t e r i o r a t i o n  i n  t h e  terms of  t r a d e  i n  1990 and 
1991 amounted t o  about  11.5%, and may exceed an  a d d i t i o n a l  12% i n  1992. 

B o l i v i a ' s  n a t u r a l  ga s  s a l e s  c o n t r a c t  wi th  Argent ina  is  
expected t o  e x p i r e  on May 3, 1992. While a  new c o n t r a c t  is  expec ted  t o  
bs nego t i a t ed ,  t h e  new p r i c e  of n a t u r a l  g a s  i s  expected t o  be up t o  
two- th i rds  below t h e  p r i c e  c u r r e n t l y  p r e v a i l i n g .  

- 5. The need a l s o  e x i s t s  t o  i n c r e a s e  and s t a b i l i z e  t h e  C e n t r a l  
Bank's i n t e r n a t i o n a l  r e s e r v e s  p o s i t i o n .  While n e t  i n t e r n a t i o n a l  
r e s e r v e s  recovered  t o  $200 m i l l i o n  a s  of December 31, 1991, about  37% of 
t h i s  amount, o r  $74 m i l l i o n ,  i s  accounted f o r  by t h e  C e n t r a l  Bank's 
ho ld ings  of shor t - t e rm (60  t o  90 day)  c e r t i f i c a t e s  of d a p o s i t  made 
p o s s i b l e  by t h e  o f f e r  of r e l a t i v e l y  h igh  i n t e r e s t  r a t e s  , and t h u s  does  
n o t  r a f l e c t  a  s i g n i f i c a n t  s t r e n g t h e n i n g  of  t h e  c o u n t r y ' s  ba lance  of 
payments p o s i t i o n  (See    able 8 ) .  I n  a d d i t i o n ,  ano the r  48%, o r  $96 
m i l l i o n ,  of t h e  C e n t r a l  Bank's n e t  i n t e r n a t i o n a l  r e s e r v e s  c o n s i s t s  of 
coun t e r - t r ade  r e t e n t i o n  c r e d i t s  w i th  Argent ina  ( u s a b l e  on ly  t o  import  
Argen t in ian  goods) and of B o l i v i a ' s  c r e d l t  account  w i th  t h e  Fondo de 

I n t e g r a c i 6 n  y Desa r ro l l o ,  which must be  s p e n t  f o r  approved r e g i o n a l  
investment  p r o j e c t s .  Ne i t he r  o f  t h e s e  items r e p r e s e n t  l i q u i d  f o r e i g n  
exchange t h a t  can be drawn upon i n  an  emergency. I f  t h e s e  t h r e e  i t ems  

, a r e  deducted from t h e  Cen t r a l  Bank's n e t  i n t e r n a t i o n a l  r e s e r v e s  of $200 
m i l l i o n  r e g i s t e r e d  on December 31, 1991, we a r e  l e f t  w i th  a  f i g u r e  of $30 
m i l l i o n ,  equa l  t o  about  seven d a y ' s  worth o f  p r o j e c t e d  1992 ~ m p o r t s .  

- 6. F i n a l l y ,  t h e  ESF program g e n e r a t e s  l o c a l  cur rency  funds 
needed t o  fund key USAID p r o j e c t s ,  i n c l u d i n g  t h o s e  f o r  t h e  A l t e r n a t i v e  
Development Program ( i . e .  t h e  Cochabamba Regional Development P r o j e c t ) ,  
S t r eng then ing  F i n a n c i a l  Markets,  P r i v a t i z a t i o n ,  Export  Promotion, t h e  
Micro E n t e r p r i s e  P r o j e c t ,  Rural  Roads and Rura l  E l e c t r i f i c a t i o n .  I n  
a d d i t i o n ,  s i g n i f i c a n t  amounts of ESF genera ted  l o c a l  cur rency  funds 
aremade a v a i l a b l e  a s  GOB c o u n t e r p a r t  f o r  o t h e r  m u l t i l a t e r a l  donor 
p r o j e c t s ,  t h u s  e n a b l i n g  t h e s e  donors t o  d i s b u r s e  a n  amount of f o r e i g n  
exchange equa l  t o  some t h r e e  t o  f o u r  t i m e s  t h e  amount of c o u n t e r p a r t  



provided. Utilization of local currency funding in FY 92 is shown in 
Saction XI1 (Proposed Use of Local Currancy Generations). Failure to 
gensrata thesa funds would force a significant reduction or postponement 
of the Mission's program) as well as impade implemantation of other donor 
projects dependent on GOB counterpart coiltributions funded with USAID 
gsneratsd local currency funds. 

In conclusion: Continued balance of paymants assistance supports 
the basic goals of USG policy in ~olivia, which are: (a) support for a 
stable and democratic government and institutionalization of the 
damocratic process, (b) narcotics control, and (c) private sector led 
economic recovery and promotion of self-sustaining economic growth. The 
GOB'S basic economic policies and priorities are fully in line with the 
recommandations of the USG, other donor countries, the IMJ? and the IBRD, 
as evidenced by tha strong support for the GOB program obtained at the 
November 1990 and November 1991 Consultative Group maetings in Paris, as 
wall as by the substantial and continuing support to Bolivia provided by 
the IMF under its Enhanced Structural Adjustment Facility. Continued 
international donor assistance to the GOB'S stabilization and recovery 
efforts is basic to the attainmant of the USG's narcotics and 
dsmocracy-related objectives. 

IV. STABILIZATION PERFORMANCE AND PROSPECTS 

A. Prices 

The averaga annual inflation rate declined from nearly 
12,000% in 1985 to 276% in 1986 and to a range of 15% to 17% annually 
during 1987-90. In 1991, the December over Decamber inflation rate for 
the year reached a low 14.50, though the averaga inflation rate rose to 
21.4% (see Table 1). Thus, while relative price stability has been 
achieved, it is still far from complete. 

B. Exchange R a t e s  

Following a 93% devaluation of the Bolivian peso in 1985 when 
the stabilization program was implemented, the spread between the 
official and parallel exchanga ratas was rarely more than a percentage 
point. The official exchange rate rose gradually from 1,589,567 pesos 
bolivianos to $1 in December 1985, to 3.75 bolivianosl/ in December, 
1991. The increase during the year endlng in December 1991 was 11.1%, 
less than the 14.5% rate of inflation during the recent twelve-month 
period. However, since the US inflation rats was 3.1% during the same 
period, the real value of the boliviano was virtually maintained in 1991. 
The difference between official and parallel market exchange rates was 
consistently less than 1% during 1991. 

------------- 
I/ 3,750,000 pesos bolivianos. - 



I f  a l onge r  p e r i o d  is  cons idered  - i . e .  1986 through 1991 - 
we f i n d  t h a t  t h e  d o l l a r / b o l i v i a n o  exchange r a t e  was a d j u s t e d  con t inuous ly  
t o  r e f l e c t  t h e  r e l a t i v e  movement of t h e  p r i c e  l e v e l s  i n  B o l i v i a  and t h e  
U.S., t h u s  approximately  main ta in ing  t h e  r e a l  v a l u e  o f  t h e  b o l i v i a n o  i n  - 
r e l a t i o n  t o  t h e  US d o l l a r .  More impor t an t l y ,  accord ing  t o  t h e  l a t e s t  
a v a i l a b l e  IMF e s t i m a t e s  on t h e  b a s i s  o f  a 15 currency ba ske t  of B o l i v i a ' s  
major t r a d i n g  p a r t n e r s ,  t h e  b o l i v i a n o  exper ienced a r e a l  depreciation ( i n  
r e l a t i o n  t o  t h i s  currency b a s k e t )  of abou t  23% between 1986 and March 
1991. 

C. Money and C r e d i t  

To s t a b i l i z e  t h e  p r i c e  l e v e l ,  t h e  Paz Es t ens so ro  government 
reduced d r a s t i c a l l y  t h e  annua l  r a t e  of i n c r e a s e  of M 1  ( cu r r ency  p l u s  
demand d e p o s i t s )  from 5,900% i n  1985 t o  83% i n  1986, 40% i n  1987, 35% i n  
1988 and on ly  3.1% i n  1989 ( s e e  Table  3 ) .  Th i s  performance c l e a r l y  
r e f l e c t s  t h e  e f f o r t s  of t h e  GOB t o  c o n t r o l  i n f l a t i o n .  Unfor tuna te ly ,  
t h i s  r educ t i on  was r eve r s ed  i n  1990 and 1991, when M 1  i n c r e a s e d  by 40% 
and 34%, r e s p c t i v e l y  (see Table  3 ) .  

Fol lowing t h e  same p a t t e r n ,  t h e  r a t e  of i n c r e a s e  o f  M2 ( M 1  
p l u s  t ime,  sav lngs  and f o r e i g n  exchange d s p o s i t s )  dec l i ned  from 7,200% i n  
1985 t o  182% i n  1986, 43% annua l ly  i n  both 1987 and 1988, and 33% i n  
1989, b u t  r o s e  back t o  48% i n  1990 and 55% i n  1991. 

The d e c e l e r a t i o n  i n  t h e  r a t e  of i n c r e a s e  of money supply  over  
1985-89 r e s u l t e d  i n  l a r g e  p a r t  from t h e  r educ t i on  i n  t h e  r a t e  of i n c r e a s e  
of ( g r o s s )  bank c r e d i t  extended t o  t h e  conso l i da t ed  p u b l i c  s e c t o r ,  down 
from 18,500% i n  1985 t o  on ly  11% p e r  annum i n  both 1986 and 1987, 17% i n  
1988, 19.5% i n  1989 and 21% du r ing  t h e  twelve-month p e r i o d  endlng i n  
September 1991 ( s e e  Table  4 ) .  The r a t e  of t o t a l  bank c r e d i t  expansion t o  
t h e  p r i v a t e  s e c t o r  a l s o  showed d r a s t i c  d e c l i n e s ,  from 15,500% i n  1985 t o  
131% i n  1986, 45% i n  1987, 35% i n  1988 and 42% i n  1989 (Table  4 ) .  I t  was 
s t i l l  37% du r ing  t h e  twelve-month p e r i o d  endlng i n  September 1991, a rate 
s t i l l  t o o  h igh  t o  be  c o n s i s t e n t  wi th  monetary and p r i c e  stability./ 
T h i s  expansion was f lnanced  by t h e  commercial banks wi th  t h e i r  own 
r e sou rce s  and n o t  by c e n t r a l  bank c r e d i t ,  which a c t u a l l y  d e c l i n e d  ove r  
1990-91 ( s e e  Table  5 ) .  

A s  a r e s u l t  of growing p u b l i c  conf idence ,  t h e  economy i s  now 
expe r i enc ing  a a p a r i o d  of r a p i d  "remonet izat ion."  Between 1982 and 
1986, t h e  economy "demonetized" d r a s t i c a l l y ,  a s  r e f l e c t e d  I n  t h e  d e c l i n e  
of t h e  r a t i o  of money supply t o  GDP ( o r  converse ly ,  i n  a sha rp  i n c r e a s e  
i n  t h e  v e l o c i t y  of c i r c u l a t i o n ) .  The d e c l i n e  i n  t h e  M/GDP r a t i o  

2/ Moreover, a major s h a r e  of t h i s  c r e d i t  expansion t o  t h e  p r i v a t e  - 
s e c t o r  went t o  f i n a h c e  commercial and s e r v i c e  a c t i v i t i e s ,  a s  w e l l  
a s  p r i v a t e  consumption. 



rspressnted the public's reluctance to hold bolivianos, and its 
prafarence for other assets, especially US dollars. The proportion of MI 
to GDP declined from 15.3% in 1984 to only 3.4% in 1986. In 1987, 1988, 
1989, 1990 and 1991, this proportion racoverad to 3.9%, 6.l%, 5.8%, 6.9% 
and 7.4%, respectively. Similarly, M2 declined from 18.5% of GDP in 1984 
to 7.8% in 1986. In 1987 and 1988, this ratio recovered to 9.5% and 
15.5%, respectively. In 1989, 1990 and 1991, the M2/GDP ratio further 
increased to 17.18, 23.4%, and 28.7%, reflacting the public's willingness 
to build up bank deposits. This behavior shows that Bolivia's financial 
systam is recovering some of its "financial depth", owing partly to the 
restoration of public confidence and partly to still high positive 
intsrest ratss.21 Nevertheless, almost all of the country' s time 
deposits continua to be in dollars or tied to the dollar/boliviano 
exchange rats. 

D. Banking System Deposits 

Mainly as a result of the "dedollarization"/ of November 
1982 and the hyperinflation of 1984-85, the real value of bank deposits 
and the ovarall savings of ths population contracted drastically through 
1985. As of Decsmber 1984, deposits in the banking systsm amounted to 
only $45 million in dollar terms, down from $556 million at the end of 
1980 (see Table 6). As of December 1990, the dollar value of total bank 
deposits had rissn to $800 million ($244 million above the 1980 peak of 
$556 million), and rose further to $1.18 billion at the end of 1991. 

However, most of thess deposits are denominated in foreign 
axchange or, in the case of boliviano deposits, conditioned upon a 
"maintenancz of value" clausa (i.e. indexed to the value of the dollar). 
As of Decsmber 31, 1991, dollar and boliviano with maintenance of value 
deposits constituted 89% of total bank dsposits. 

This highly skewad distribution of deposits in the form of 
foreign exchangs rsflects the continued "dollarization" of the economy. 
Foreign exchange dsposits (including dollar deposits and bolivianos with 

3/ Average effective annual commercial bank nominal lsnding rates for - 
the two-week psriod ending January 30, 1992, for loans denominated 
in Bolivianos was 25.0% Averags effective annual nominal lending 
rates for loans denominated in U.S. dollars was 19.5%. For 1991 as 
a whole, averaga effective lending rates, adjusted for inflation, 
wars 24.2% for loans denominated in Bolivianos and 17.2% for loans 
denominated In U.S. dollars. 

4/ Decresd by the Siles Zuazo Governmsnt, it entailed the forced - 
conversion of all dollar deposits into bolivianos, and permitted 
the settlemsnt of all dollar obligations in bolivianos at a highly 
overvalued exchange rate. 



a "maintenance of value"  c l a u s a )  i n c r e a s e d  from 29% of t o t a l  d e p o s i t s  a t  
t h e  end of  1985 t o  89 pe r cen t  on Decamber 31, 1991 (Table  6 ) .  Th i s  f a c t  
and t h e  s h o r t  term na tu r a  of t i m e  d e p o s i t s  - a lmos t  93% a r e  f o r  90 days 
o r  l a s s  - r a f l e c t s  t h e  p u b l i c ' s  con t i nu ing  uncertainty, and c o r l s t ~ t u t e s  
an impediment t o  t h e  p r o v i s i o n  of longer  term c r e d i t  (most l oans  a r e  f o r  
30 t o  90 days)  and t o  t h e  r e a c t i v a t i o n  of t h e  economy. Never the less ,  t h e  
recovery  of bank d e p o s i t s  ha s  been s t e ady  s i n c e  1985 and should  con t i nue  
a s  p u b l i c  conf idence  - and t h e  economy - con t i nue  t o  recover .  

E. ~ n t e r n a t i o n a l  Reserves  

Hyps r in f l a t i on  and ove rva lua t i on  of t h e  exchange r a t s  du r ing  
1980-1985 p u t  heavy p r e s s u r e  on t h e  ba lance  of  payments and i n t e r n a t i o n a l  
r e s a r v e s .  N e t  i n t e r n a t i o n a l  r e s e r v e s  were c o n s i s t e n t l y  nega t i ve  du r ing  
1980-1983, owing, i n  p a r t ,  t o  t h e  l a r g a  i n c r e a s e s  i n  i n t e r n a l  c r e d i t  and 
t o  t h e  ove rva lua t i on  of t h e  Bo l iv i an  cur rency  (See  Table  7 ) .  T h i s  t r e n d  
was r eve r s ed  i n  1984, when t h e  n e t  i n t a r n a t i o n a l  r e s e r v e s  of t h e  C e n t r a l  
Bank i nc r aa sed  from a nega t i ve  $45 m i l l i o n  i n  December 1983 t o  $104 
m i l l i o n  i n  Decamber 1984. I n  1986, t o t a l  n e t  i n t e r n a t i o n a l  r e s a r v e s  
recovered t o  $247 m i l l i o n  a s  a r a s u l t  of a cons ide r ab l e  i n c r e a s e  i n  
f o r e i g n  economic a s s i s t a n c e  disbursements ,  and an  improved f i n a n c i a l  
s i t u a t i o n ,  produced by t i g h t  f i s c a l  and monetary p o l i c i e s  and a much more 
r e a l i s t i c  exchange r a t e .  A s h a r p  drop i n  n e t  i n t e r n a t i o n a l  r e s e r v e s  
occur red  I n  1989 p a r t l y  a s  a r e s u l t  of  deb t  repayment t o  two US owned 
patroleum companies, Tesoro and Occ ldan ta l ,  which drew down some $110 
m i l l i o n  i n  r e t e n t i o n  c r e d i t s  (payments t i e d  t o  purchases  of  Argen t ine  
goods, which a r e  counted a s  p a r t  of  B o l i v i a ' s  i n t e r n a t i o n a l  r e s e r v e s  a s  
long  a s  t h e y  a r a  n o t  u sed ) .  A s  a combined r e s u l t  of t h e s e  drawdowns and 
g r e a t a r  p u b l i c  demand f o r  f o r e i g n  exchange due t o  t h e  u n c e r t a i n t y  c r a a t e d  
i n  t h e  p r e s i d e n t i a l  e l e c t i o n ,  n e t  i n t e r n a t i o n a l  r e s e r v e s  dec l i nad  t o  l e s s  
than  $19 m i l l i o n  a s  of Decembar 31, 1989 (Table  7 ) .  

The C e n t r a l  Bank's n e t  i n t e r n a t i o n a l  r e s e r v e s  recoverad t o  
$132 m i l l i o n  by December 31, 1990, and t o  $200 m i l l i o n  by Decambar 31, 
1991, i n  l a r g e  p a r t  a s  a r e s u l t  of  t h e  C a n t r a l  Bank's p o l i c y  of  s e l l i n g  
Certificates of Depos i t  ( C D s )  a t  h igh  d i s coun t  r a t e s  ( r a n g i n g  between 15  
t o  17% du r ing  1990 and 8% t o  14% du r ing  1991) ,  which a t t r a c t e d  a 
cons lda r ab l e  amount of d o l l a r s  a s  wa l l  a s  b o l i v i a n o s  w i th  a "maintenance 
of value"  c l ause .  If we ana lyze  t h e  composit ion of t h e  C e n t r a l  Bank's 
i n t e r n a t i o n a l  r e s e r v e s  a s  of December 31 1991, we f i n d  t h a t  o u t  o f  t h e  
$200 m i l l i o n  i n  n e t  i n t e r n a t i o n a l  r e s e r v e s ,  $74 m i l l i o n  c o n s i s t a d  of CDS 
denominated i n  d o l l a r s ,  and ano the r  $99 m i l l i o n  c o n s i s t e d  of 
dollar-denominated a s s e t s  t h a t  a r e  n o t  r e a d i l y  c o n v e r t i b l e  i n  hard  
cur rency  ( a s ,  f o r  example, B o l i v i a ' s  coun t e r - t r ade  c r e d i t s  w i th  Argen t ina  
and c l a ims  on t h e  Fondo de I n t e g r a c i 6 n  y D e s a r r o l l o  which can be used f o r  
approved p r o j e c t s  o n l y ) .  I n  f a c t ,  85% of  t h e  coun t ry ' s  n e t  i n t e r n a t i o n a l  
r e s e r v e s  (as  of December 31, 1991) a r e  e i t h e r  matched by C e n t r a l  Bank 
shor t - t e rm o b l i g a t i o n s  o r  do n o t  a c t u a l l y  c o n s i s t  of  d o l l a r s  o r  o t h e r  
hard. cur rency  r e s e r v e s  ( s e e  Table  8 ) .  



F. Fiscal Deficit of the Consolidated Public Sector 

The major policy instrument behind price stabilization has 
been a relatively conservative fiscal stance since the New Economic 
Policy was implemented. 

In 1980, the fiscal deficit of the consolidated non-financial 
public sector amounted to 7.8% of GDP, of which 32% was financed by 
domestic credit (see Table 9). The period of hyperinflation (1984-1985) 
dismantled the tax base and gave way to inefficiency, corruption, and to 
nearly complete loss of control of the state's finances. As a result, 
the fiscal deficit increased to 26.5% of GDP in 1984 (Table 9). This 
deficit was 89% internally financed as a result of the reluctance of the 
international community to disburse significant amounts to a country in 
such a chaotic situation. As a result of the implementation of the New 
Economic Policy the fiscal deficit declined to 8.2% of GDP in 1987, 6.4% 
in 1988, 5.4% in 1989, and 3.3% in 1990. These deficits were, to a large 
extent, financed with external resources. In 1991, the deficit rose 
moderatsly to an estimated 3.5% of GDP. All but 11% of the 1991 deficit 
was financed by donor loan disbursements. Net domestic financing of the 
consolidated public sector, including the financial public sector, was 
constrained to about 1.0% of GDP. 

Reductions of the fiscal deflcit during the past three years 
are mainly the result of an illcrease in public savings, as public 
investment has been virtually flat. In terms of constant 1988 
bolivianos, public savings increased by 40% in 1989, 251% in 1990 and 7% 
in 1991 (see "Current Account Surplus" In Table 10). Real public 
investment levels remained virtually flat - they increased at an average 
annual rate of 3% during the same period. On the revenue side, three 
factors were mainly responsible for this improvement: (1) the sharp 
increases in the internal sales price of gasoline, a major source of 
government revenue, (2) the increase from 2.5 to 3.0% in the rate at 
which the net worth of business is taxed (in lieu of a corporate income 
tax)! and (3) more effective tax administration, with collection efforts 
more focused on medium-size tax payers..?/ Still, there continues to be 
substantial tax evasion, especially by the self-employedl as well as 

* substantial corruption in the tax collection apparatus, including Customs 
Administration. 

In 1991, both current revenues and current expenditures 
increased by about 6.8% in real terms. On the revenue side, tax revenues 
increased by 5.6% in real terms, whereas income from state enterprises 
increased by almost 11.5%, also in real terms. On the expenditure side, 
the IMF found that discipline was being maintained, noting that "the wage 
bill for the non-financial public sector is projected to increase by less 
than 1% in 1991" .5/ In fact, offlcial preliminary flgures show a 1% 

5/ - International Monetary Fund. Bolivia - Staff Report for the 1991 
Article IV consultation, Page 14. 

6/ - Ibid., page 14. 



real increase in personal services (see Table 10). 

Debt service payments (interest and amortization paid) are 
estimated to have remained at about $124 million, equivalent to some 2.6% 
of GDP. Although expenditures on other defined line items have either 
remained virtually the same or even declined, "other expenditures" is 
estimated to have increased by more than 200%, to $144 million. It is 
suspected that part of this expenditure account reflects unaccounted for 
increases in public sector salaries. 

Despite the general improvement in the current account 
situation and the fiscal deficit of the non-financial consolidated public 
ssctor as a whole, the Central Government still faces a serious 
structural problems its current revenues are simply too dependent on 
transfers from natural gas export proceeds to Argentina. In 1991, 
revenues from the hydrocarbons sector represented some 51% of total 
Central Administration revenues. In fact, without them, current revenues 
would not be sufficient even to cover salaries, subsidies to the 
university system, pensions, the social securlty subsidy, the transfsr to 
the Ministry of Agriculture for coca eradication operations, and minimum 
debt service charges (to multilateral and official bilateral donors). 
There is little left over for government administrative expenses (other 
than salaries of direct hire personnel), such as acquisition of goods by 
the Central Government, the purchase of essentidl contractual services, 
psr diem and travel expenses, food for orphanages and hospitals, supplies 
for the police and the armed forces, etc. In fact, tax revenues financed 
only 88% of Central Government salary expenditures during 1991. 

It is therefore necessary for the Central Administration to 
improve revenue performance by improved efficiency in tax collections and 
broadening the tax base . On the expenditure side, there is a need to 
substantially reduce the bloated public sector payroll and to improve the 
efficiency in the use of public resources in general. While government 
officials are well aware of the need to adopt corrective measures, 
implementation will be politically difficult owing to strong popular 
opposition, particularly to measures involving lay-offs of personnel and 
expansion of the tax base. 

In  conclusion^: The Paz Zamora government has succeeded in 
maintaining relative (though not full) price, monetary and exchange rate 
stability. The Government continues to place major emphasis on the 
continued implementation of the stabilization program and on restoring 
private sector confidence and economic growth. 

The economy is still in a vulnerable situation as a result of 
a number of factors, including: (1) the poor state of revenue 
collections, including a high level of tax evasionp (2) heavy dependence 
on proceeds from natural gas exports to Argentina that are expected to 
declins by two-thirds in the fourth ssmester of 1992) and (3) the 
continuing slow progress on reducing changes in the price level and the 



exchanga r a t e  t o  s i n g l e  d i g i t  l e v e l s ,  which impedes t h e  r e s t o r a t i o n  of 
f u l l  conf idence  i n  t h e  madium t o  l o n g - t a m  s t a b i l i t y  of t h e  bo l i v i ano .  

V. ECONOMIC RECOVERY 

Rapid, s u s t a i n e d  recovery of  t h e  Bo l iv i an  economy i s  c u r r e n t l y  t h e  
major t a s k  t h a t  con f ron t s  t h e  Bo l iv i an  a u t h o r i t i e s .  Although beg inn ing  
i n  1987 t h e  economy r eve r sed  i t s  d e c l i n i n g  t r e n d  and growth resumed, 
p rog re s s  t o  d a t e  h a s  n o t  been s u f f i c i e n t  t o  pe rmi t  s u s t a i n e d  recovary  of  
r e a l  p e r  c a p i t a  GDP over  t h e  medium t o  l ong - t am.  

I n  J u l y ,  1987, t h e  GOB i s s u e d  Decree No. 21660, commonly known a s  
t h e  Economic Reac t i va t i on  ~ecree.21 Th i s  decrea  was designed t o  p l a y  a 
key r o l a  i n  p u t t i n g  an  end t o  t h e  prolonged r ece s s ion  t h a t  t h e  Bo l iv i an  
economy had s u f f e r e d  t h e  p rev ious  f i v e  yea r s .  A s u b s t a n t i a l  p o r t i o n  of  
t h e  decree  add re s se s  t h a  main weaknesses of  t h e  Bo l iv i an  banking system. 
A development c r e d i t  l i n e  was e s t a b l i s h e d  i n  t h e  C e n t r a l  Bank t o  be 
channa l led  through i n t e rmed ia t e  c r e d i t  i n s t i t u t i o n s  ( I C I s ) .  To promote 
e x p o r t s ,  t h e  d s c r e e  i n s t i t u t e d  t h e  C e r t i f l c a d o  de  Re in tegro  Arance l a r i o  
(CRA) which was in tended  t o  t a k e  t h e  p l a c e  of  a waiver on import  d u t i e s  
on imported goods used i n  producing t h e  expor ted  p roduc ts .  I t  c r e a t e d  
f r e e  t r a d e  zones and provided a p r e f e r e n t i a l  r a i l r o a d  t a r i f f  r a t e  f o r  
Bo l i v i an  expo r t s .  

I n  January ,  1990, t h e  Paz Zamora government i s s u e d  Decree No. 
22407 which confirmed t h e  p r i o r i t y  given t o  t h e  maintenance of  economic 
s t a b i l i z a t i o n ,  and provided i n c e n t i v e s  t o  spu r  economic growth 
( p a r t i c u l a r l y  e x p o r t s )  and addressad some s o c i a l  i s s u e s . /  The dec r ee  
p rov ide s  f o r  f l s c a l ,  monetary and exchange r a t e  p o l i c i e s  t o  be p r o p e r l y  
coord ina ted  t o  maintail]  economic s t a b i l i z a t i o n  and gene ra t e  conf idence  i n  
t h e  economy. The dec r ee  i n c l u d e s  a series of measures designed t o  f o s t e r  
domest ic  a s  wel l  a s  f o r e i g n  investments .  It encourages j o i n t  v e n t u r e s  
between domest ic  and f o r e i g n  i n v e s t o r s ,  including state-owned 
e n t e r p r i s e s .  T a r i f f s  on imported c a p i t a l  goods were t empora r i l y  reduced 
f r o m  1 0 %  t o  5% f o r  a two-yaar pe r i od .  The dec r ee  approved t h e  c r e a t i o n  
of  f r e e  t r a d e  zones and bonded warehouses t o  ba c o n s t r u c t e d  by p r i v a t e  
c o ~ ~ c e r n s  f o r  t h e  ope ra t i on  of  "maquila" i n d u s t r i e s .  I t  a l s o  au tho r i zed  
t h e  p r i v a t e  s e c t o r  t o  b u i l d  and admin i s t e r  customs s t o r a g e  f a c i l i t i e s  and 
o t h e r  r e l a t e d  i n f r a s t r u c t u r e  t o  make t h e  a d m i n i s t r a t i o n  of customs more 

' e f f i c i e n t .  

Even though t h e r e  is  excess  l i q u i d i t y  i n  t h e  banking system, 
economic r e a c t i v a t i o n  i s  s t i l l  be ing  hampered by t h e  f i n a n c i a l  sys tem's  
i n a b i l i t y  t o  efficiently channel  c r e d i t  t o  p roduc t i ve  e n t e r p r i s e s  on 
a p p r o p r i a t e  terms.  I ts h igh  c o l l a t e r a l  requ i raments  which of  t e n  t a k e  t h e  
form of urban r e a l  e s t a t e ,  i t s  i n a b i l i t y  t o  ana lyze  t h e  m a r i t  of p r o j e c t s  

7 / - See FY 1989 PAAD, pages 11-14, f o r  a more d e t a i l a d  d i s cus s ion .  
8/ See FY 1990 PAAD, pages 5-7, f o r  more d e t a i l e d  in format ion .  - 



and the short-term nature of its dsposit liabilities cause it to deny 
credit accommodation to many borrowers with good projects in the 
"productive ssctorn. Other impediments include the persistent lack of 
private sector confidence, the confusion created by conflicting signals 
with regard to government policy issued by ministers of different 
ideological persuasions, and the slowness of the government to correct a 
variety of remaining structural problems (e.g. privatization of state 
enterprises and streamlining bureaucratic procedures). 

A. Investment Behavior 

Total fixed Investment declined much faster than GDP during 
1980-85, from 14.3% of GDP to only 7.2%. Economic and political 
instability were clearly the main causes of this deterioration. In 1986, 
total investment recovered to 7.9% of GDP. By 1990, total investment is 
estimated to have increased to about 12% to 13% of GDP (compared with 18% 
over 1975-79), still too low to support rapld recovery and sustained 
growth. Gross domestic investment in 1991 is estimated at 14.6% of GDP, 
of which only 41% was private. 

The GOB implemented a public investment program of $388 
million in 1990, equal to 8.6% of GDP, about the same as its 1989 level 
(see Table 10). The public investment level for 1991 is estimated to 
have reached $437 million, a 13% increase in dol'lar terms over 1990. 

The contribution of the private sector to investmsnt is 
crucial to the achievsmant of sustained high growth rates. However, as a 
combined result of highly limited access to credit, high interest rates, 
a financial sector in serious difficulty, the continuing upward creep of 
the price level and the exchange rats, private sector confidence - and 
private investment - have failed to achieve significant recovery so far. 
According to IMF estimates, private investment in 1986 hit a low 3.1% of 
GDP. During 1987-90 period, private investment was betwesn 3.3% and 4.8% 
of GDP. After dropping to only $235 million in 1990, preliminary 
official estimates show an incraase to $289 million in 1991, equivalent 
to about 6.0% of GDP. 

Economic reactivation is heavily dependent on public 
' investment, which has been insufficient as well. The public sector still 
does not generate sufficient savings to provide the necessary counterpart 
to critical donor projects. In addition, the public sector must still 
improve its administrative and technical capacity in order to 
productively absorb the larger amounts of multilateral project assistance 
expected to become available over the next two to three years. 

To improve the domestic investment climate, the GOB recently 
adopted new codes for mining and investment, as well as a new 
hydrocarbons law, which offer attractive incentives to encourage domestic 
and foreign investmsnt. The investment code is one of the most liberal 
adopted by developing countries in recent years, allowing for the free 



r e p a t r i a t i o n  of p r o f i t s  and c a p i t a l  i nves t ed ,  f r e e  exchange 
c o i l v e r t i b i l i t y ,  t h e  same gua ran t ae s  a g a i n s t  e x p r o p r i a t i o n  provided t o  
n a t i o n a l s ,  and i n  gene ra l ,  ex tend ing  t o  f o r e i g n  i n v e s t o r s  t h e  same 
p r o t e c t i o n ,  r i g h t s  and p r i v i l e g e s  a s  a r e  a v a i l a b l e  t o  n a t i o n a l  i n v e s t o r s .  

S ix  o i l  c o n t r a c t s  r e c e n t l y  s igned  by f o r e i g n  companies w l t h  
YPFB a r e  expected t o  gene ra t e  investments  of  about  $20 m i l l i o n  du r ing  t h e  
exp lo r a to ry  phases ,  and up t o  ano the r  $140 m i l l i o n  du r ing  a  f ive -year  
p e r i o d  t o  be devoted t o  f u r t h e r  e x p l o r a t i o n  and development. S i m i l a r l y ,  
j o i n t  ven tu r e  p r o j e c t s  i n  mining t h a t  began i n  1991 c a l l  f o r  new 
investment  o f  some $100 m i l l i o n  over  t h r e e  yea r s .  The GOB has  reduced 
employment i n  t h e  S t a t e  mining company by 749 miners ,  and expec t s  t o  
f u r t h e r  reduce mining employment by a t  l e a s t  2,800 employees by t h e  end 
of 1992. 

The Execu t ive  h a s  decided t o  proceed w i th  t h e  p r i v a t l z a t l o n  
of a  number of  state-owned e n t e r p r i s e s .  The p r i v a t i z a t i o n  law has  been 
passed  by t h e  lower house of Congress bu t  is  c u r r e n t l y  f a c i n g  oppos i t i on  
p a r t y  c o u r t  cha l l enges  and p u b l i c  demonstra t ions .  However, t h e  GOB i s  
r z so lved  t o  go forward.  Complete passage  of t h e  law is  expected soon and 
implementation w i l l  be  i n i t i a t e d  du r ing  1992. The GOB expec t s  t o  have 
eva lua t ad  and have dzveloped p r i v a t i z a t i o n  c r i t e r i a  f o r  disposing o f  t h e  
n a t i o n a l  a i r l i n e  and up t o  e i g h t  o t h e r  p u b l i c  s e c t o r  companies b e f o r e  t h e  
end of  1992. 

B. Income Trends 

According t o  o f f i c i a l  i n d i c a t o r s ,  p o s i t i v e  r e a l  GDP growth 
r a t e s  occur red  each y e a r  beginning i n  1987. These r a t e s  ranged between 
2.6% ( i n  1987) and 4.1% ( i n  1991).  S ince  t h e  downward GDP growth t r e n d  
was r eve r s ed  i n  1987, a lmos t  a l l  s e c t o r s  o f  t h e  economy have expanded. 
The avarage  annual  r a t e s  of growth ( a s  measured by v a l u e  added i n  
c o n s t a n t  1980 b o l i v i a n o s )  f o r  t h e  f  ive-year  1987-1991 perio&/ of  t h e  
most r a p i d l y  growing s e c t o r s  w e r e ,  mining ( 7 . 6 % ) ,  c o n s t r u c t i o n  ( 4 . 9 % ) ,  
manufactur ing ( 4 . 7 % ) ,  hydrocarbons ( 2 . 8 % ) ,  commerce (2 .5%)  and 
t r a n s p o r t a t i o n  and communications ( 1 . 9 % ) .  The a g r i c u l t u r a l  s e c t o r  
remained r e l a t i v e l y  s t a g n a n t  throughout  t h e  p e r i o d  excep t  f o r  1991. 

The GOB ha s  e s t ima t ed  GDP growth a t  4.1% f o r  1991. The major 
s e c t o r s  expected t o  c o n t r i b u t e  t o  t h a t  growth i n c l u d e  mining ( 7 . 6 % ) ,  
manufactur ing (6 .7%) ,  e l e c t r i c i t y  and wate r  ( 6 . 5%) ,  commerce (5 .4%) ,  and 
t r a n s p o r t a t i o n  and communications (4 .0%) .  Agr i cu l t u r e ,  t h e  l a r g e s t  
s e c t o r  of  t h e  economy, is  e s t ima t ed  t o  have i n c r e a s e d  some 7.2%, owing 
p r i m a r i l y  t o  unusua l l y  f avo rab l e  weather  cond i t i ons .  

Real p e r  c a p i t a  GDP, which dec l i ned  by some 25% over  t h e  
p a r i o d  1980-86, d i d  n o t  recover  over  1987-90. However, it is e s t i m a t e d  
t o  have grown about  1.9% i n  r e a l  terms i n  1991, t h e  f i r s t  significant 
i n c r e a s e  s i n c e  1977. 

9/ - With 1986 used a s  t h e  ba se  yea r .  



In conclusiona The pace of economic reactivation, whils still 
slow, appeared to pick up momentum in 1991. Sustained recovery, however, 
will be impeded by a number of factors, including ( 1) the continued 
shortage of critical working capital and credit, except at relatively 
high real intersst ratss, on very short tsrm (typically only up to 90 
days) and requiring very high collateral# (2) the declining price of 
natural gas which will impact adversely on both the fiscal and balance of 
payments situation# and (3) continued slow improvement of investor 
confidence resulting from infighting among the political parties and the 
perception that the coalition government may not fully impleme~~t 
consistent supportive policies in the face of growing resistence in some 
ssctors to the govsrnment's over-all economic reform program. 

VI. EXTERNAL DEBT TRENDS 

Bolivia continues to suffer from a large debt ssrvica burden, 
resulting in great pressure on both the GOB budgst and the balance of 
payments. Bolivia must continue to press for rslief through debt 
renegotiation. Paris Club I (held in June 1986) and Paris Club I1 (held 
in November, 1988) provided significant relisf, but have not rsduced debt 
servicing to multilateral agencies (which is not subject to 
rescheduling). The GOB had another round of negotiations (Paris Club 
111) in mid-March 1990 and was able to renegotiate its bilateral debt 
under favorable "Toronto Debt Rslief Terms" extended heretofore only to 
the Sub-Saharan countries. In January, 1992, Bolivia presented its case 
in a fourth round of renegotiations (Paris Club IV). GOB authorities 
negotiated total debt relief of $215.7 million, under favorable "Trinidad 
Terms", corresponding to a consolidation priod of January, 1992, through 
June, 1993. Concessional debt was rsprogrammed to 30 years, with 14 
years gracs period. Bilateral creditors choss from three options for the 
refinancing of non concessional debt. Germany, France, the Netherlands 
and the Unitad Kingdom granted forgiveness of 50% of non-concessional 
debt due ovar the period and reprogramed concessional debt to 23 years, 
with a six-year gracs psriod. Austria, Belgium, Japan and Switzerland 
reprogrammed non-concessional debt to a 23 year repayment pariod wlth 
rsduced interest rates so that the net pressnt value of the rescheduled 
stream of payments is equivalent to 50% debt reduction. The United 
States chose to reprogram debt to a 25 year repayment period, with a 14 
year grace pariod, at interest rates to be negotiated, taking into 
.account market conditions. 

In addition, the cancellation of a substantial part of Bolivia's 
bilateral debt to the USG has provided wslcome relief. In August of 
1991, the US cancelled $341.3 million of GOB bilateral debt, which 
represented "all debt owed by the Government of Bolivia to the Government 
of the USA on assistance loan arrears..." On that same date, the USG 
also reduced the GOB'S obligations on loans contracted under the PL-480 
Title I Program from $38.4 million to only $7.7 million. For its part, 
the GOB agreed to contribute the equivalent of $20 million in local 
currency over a ten-year period to an environmental trust fund. 



B o l i v i a ' s  p u b l i c  deb t  t o  t h e  commercial banks h a s  been l a r g e l y  
r e so lved  through purchase  by t h e  GOB, accomplished a t  11 c e n t s  on t h e  
d o l l a r  ( t h e  d i scounted  market v a l u e ) ,  w i thou t  a requirement  f o r  
recogniz ing  accrued i n t e r e s t .  To d a t e ,  Bo l i v i a  h a s  repurchased  
commercial d e b t  w i th  a f a c e  va lue  of $444 m i l l i o n .  The remaining $226 
m i l l i o n  i s  expec t sd  t o  be  purchased du r ing  1992. A I D  ha s  made a v a i l a b l e  
$6 m i l l i o n  under t h e  N-90  ESF Program f o r  t h i s  purpose.  

On August 31, 1989, Bo l i v i a  cons ide r ab ly  reduced i t s  o u t s t a n d i n g  
d e b t  from $4.1 b i l l i o n  t o  $3.3 b i l l i o n  through t h e  unpremdentad  
c a n c e l l a t i o n  of mutual d e b t s  wi th  Argent ina .  B o l i v i a ' s  t o t a l  p u b l i c  
s e c t o r  d e b t  ou t s t and ing  a s  of Saptember 30, 1991, t o t a l l e d  $3.37 b i l l i o n  
(see Table  1 2 ) .  Note t h a t  about  51% of  t h e  t o t a l  d e b t  i s  owed t o  
m u l t i l a t e r a l  c r e d i t o r s  whi la  42% corresponds t o  d e b t  owed t o  b i l a t e r a l  
donors.  According t o  t h e  Cen t r a l  Bank, B o l i v i a ' s  o f f i c i a l  d s b t  owed t o  
t h e  USG ( a f t e r  t h e  r e c e n t  d s b t  f o r g i v e n e s s )  amounted t o  j u s t  $83 m i l l i o n .  

Even a f t e r  r e s chedu l i ng  focused on ly  on i n t e r e s t  and amor t i z a t i on  
payments a c t u a l l y  made o r  due (mos t ly  t o  t h e  m u l t i l a t e r a l  a g e n c i e s ) ,  
B o l i v i a  p a i d  $245 m i l l i o n  i n  1989, $228 m i l l i o n  i n  1990 and aga in  i n  
1991, and is expected t o  pay an  e s t ima t ed  $215 m i l l i o n  i n  1992 (See  Table  
1 3 )  (assuming P a r i s  Club I V  r e s chedu l i ngs ) .  To p u t  t h e s e  deb t  s e r v i c e  
o b l i g a t i o n s  i n t o  p e r s p c t i v e ,  n o t e  t h a t  t h e  "Tota l  Debt S e r v i c e  t o  be  
Pald" ($228 m i l l i o n  i n  1991 and $215 m i l l i o n  i n . 1 9 9 2 )  c o n s t i t u t e s  25% and 
24%, r e s p c t i v e l y ,  of t o t a l  p r o j e c t e d  l e g i t i m a t e  expo r t  a a rn ings  ( f rom 
goods and s e r v i c e s )  i n  t h e s e  y a a r s ,  a heavy burden on t h e  coun t ry ' s  
f o r e i g n  exchange r e sou rce s .  

VII.  EXPORTS AND THE BALANCE OF PAYMENTS 

The e v o l u t i o n  of B o l i v i a ' s  ba lance  of paymants du r lng  t h e  p e r i o d  
1980-91, wi th  p r o j e c t i o n s  f o r  1992, i s  p r e sen t ed  i n  Table  14. W e  s h a l l  
f i r s t  ana lyze  t h e  evo lu t i on  of e x p o r t s ,  t h e n  d i s c u s s  t r z n d s  i n  t h e  o t h e r  
v a r i a b l e s  over  1980-91. Ths f i n a l  S e c t i o n  w i l l  p r e s e n t  t h e  Cen t r a l  Bank 
and A I D  Mlssion p r o j e c t i o n s  f o r  1992. 

A. Export Performance 

B o l i v i a ' s  e x p o r t s  have been s u b j e c t  t o  s eve re  shocks i n  
r e c e n t  yea r s .  F i r s t ,  i n t e r n a t i o n a l  t i n  p r i c e s  d e c l i n e d  by 52% between 
1985 and 1986. Second, Argant ina ,  B o l i v i a ' s  on ly  expo r t  market f o r  
n a t u r a l  gas ,  was a b l e  t o  n e g o t i a t e  a s e r i e s  o f  p r i c e  r e d u c t i o n s ,  v i z .  a 
12% reduc t i on  i n  1986 fol lowed by ano the r  21% i n  1987, and 18% i n  1988. 

A s  a r e s u l t  of such adve r se  t r e n d s  i n  B o l i v i a ' s  t e r m s  of 
t r a d e ,  t h e  t o t a l  va lue  of B o l i v i a ' s  r e g i s t e r e d  e x p o r t s  plunged from $942 
m i l l i o n  i n  1980 t o  $473 m i l l i o n  i n  1987, a d e c l i n e  of 50% (Table  1 4 ) .  I n  
1988, t h e  d e c l i n i n g  t r e n d  was r eve r s ed  a s  expo r t s  of goods r o s e  back t o  
$542 m i l l i o n ,  $723 m i l l i o n  i n  1989 and t o  $805 m i l l i o n  i n  1990. 
Pre l iminary  o f f i c i a l  in format ion  sugges t s  t h a t  merchandise expo r t s  i n  
1991 may have d e c l i n e d  by about  5%, t o  $766 m i l l i o n ,  s t i l l  s i g n i f i c a n t l y  



below t h e  l e v e l  of 1980-81 even i n  terms of c u r r e n t  d o l l a r s .  P ro spec t s  
f o r  t o t a l  expo r t  e a rn ings  a r e  expected t o  worsen i n  1992 a s  a  r e s u l t  of 
t h e  e x p i r a t i o n  of t h e  n a t u r a l  ga s  c o n t r a c t  wi th  Argeut ina  on May 3, 
1992. While a  new c o n t r a c t  i s  expected t o  be s igned ,  t h e  n e g o t i a t e d  
p r i c e  of n a t u r a l  gas  may d e c l i n e  t o  t h e  world market l e v e l  ( o r  by roughly 
two- th i rds  below t h e  c u r r e n t  l e v e l ) ,  r e s u l t i n g  i n  a  p r o p o r t i o n a l  d e c l i n e  
of e a rn ings  from t h i s  source.  

Given B o l i v i a ' s  dependence on n a t u r a l  gas ,  t h e  depressed  
s t a t e  of  t h e  t i n  mining expo r t  i n d u s t r y  and t h e  scheduled r educ t i on  of 
i t s  dependence on coca/cocaine expo r t s ,  it i s  essential t o  d i v e r s i f y  t h e  
expo r t  s e c t o r  f o r  which n o n - t r a d i t i o n a l  p roduc t s  o f f e r  t h e  b e s t  
p ro spec t s .  Non- t rad i t iona l  e x p o r t s  have i nc r ea sed  ve ry  r a p i d l y  t h e  p a s t  
s i x  yea r s ,  from only  $38 m i l l i o n  i n  1985 t o  an e s t ima t ed  $260 m i l l i o n  i n  
1991, r e p r e s e n t i n g  a  more than  f l v e - f o l d  (584%) i n c r e a s e  over  t h e  p e r i o d  
(see Table  1 5 ) .  Non- t r ad i t i ona l  e x p o r t s  a r e  be l i eved  t o  have g r e a t  
p o t e n t i a l  and cou ld  p rov ide  impor tan t  r e l i e f  t o  B o l i v i a ' s  f o r e i g n  
exchange s t r i ngency .  The Mission is  c o n t r i b u t i n g  t o  t h i s  endeavor by 
providing c r t d i t  and t e c h n i c a l  a s s i s t a n c e  through i t s  Export  Promotion 
P r o j e c t .  

B. Trends i n  Other  I n d i c a t o r s  over  1980-91 

1. Imports  dec l i ned  sha rp ly  between 1980 and 1984 (by  27%) ,  
recovered t o  $776 m i l l i o n  i n  1987, t h e n  dec l l ned  aga in  over  1988-90. 
They recovered t o  about  $942 m i l l i o n  i n  1991, o r  by 29%, a t t a i n i n g  a lmos t  
t h e  same l e v e l  a s  i n  1981. (Tab le  1 4 ) .  

2 .  T o t a l  i n t e r e s t  payments f a l l i n g  due ( p r i o r  t o  
r e s chedu l i ng )  r o s e  from $281 m i l l i o n  i n  1980, t o  a  peak of around $421 
m i l l i o n  i n  1982, then  dec l i ned  t o  $268 m i l l i o n  i n  1991 (L ine  1-3-11 of 
Tab le  1 4 ) .  They a r e  p r o j e c t e d  a t  $228 m i l l i o n  a f t e r  r e s chedu l i ng  i n  1991. 

3.  I n t e r n a t i o n a l  donor loan  disbursements  dec l l ned  from 
$265 m i l l i o n  i n  1980 t o  less than  $100 m i l l i o n  i n  1983, r o s e  back t o  $334 
m i l l i o n  i n  1989, b u t  t h e n  f e l l  back t o  an e s t ima t ed  $255 m i l l i o n  i n  1991 
owing t o  implementation problems (L ine  11-B- i  of Table  1 4 ) .  

4. The sum of  " e r r o r s  and omiss ions"  and "ne t  shor t - t e rm 
cap i t a l 1 '  i n c lude  (1) ea rn ings  from t h e  in formal  s e c t o r ,  c o n s i s t i n g  mos t ly  
of e a rn ings  from coca e x p o r t s  t h a t  found t h e i r  way i n t o  t h e  banking 
system o r  f inanced  imports ,  l e g i t i m a t e  a s  we l l  a s  smuggled, and ( 2 )  
i l l e g a l  imports .  These accounts  f l u c t u a t e  widely  owing mai ly  t o  t h e  
u n s t a b l e  n a t u r e  of t h e  a c t i v i t i e s  and economic expec t a t i ons .  Throughout 
t h e  p e r i o d  1983-1987, t h e s e  accounts  have been p o s i t i v e .  The p e r i o d  
1983-1985 may have r e f l e c t e d  c a p i t a l  i n f l ows  r e s u l t i n g  from inc r ea sed  
in formal  a c t i v i t y ,  i nc lud ing  t h e  p roduc t ion  and i l l e g a l  e x p o r t s  of  
coca/cocaine.  I n  1986 and 1987, t h e s e  accounts  may r e f l e c t  massive 
c a p i t a l  r e p a t r i a t i o n  as a  r e s u l t  of  economic s t a b i l i z a t i o n  and h igh  



i n t s r e s t  r a t e s .  From 1988 t o  1990, t he se  accounts  may have r s f l e c t s d  
smuggled lmports which, t o  a  l a r g s  e x t s n t ,  may have o f f s e t  t h e  dramatic  
d e c l i n e  i n  l e g i t i m a t e  imports dur ing  t h e  sams ps r iod .  Est imates  f o r  1991 
show a  n e t  c a p i t a l  inf low of $64 m i l l i o n  (including shor t - t s rm c a p i t a l  
and s r r o r s  and omiss ions) ,  and a  p ro j ec t ed  $67 m i l l i o n  f o r  1992. 

5. Ext raord inary  f i nanc ing  c o n s i s t s  mostly of t h e  reduction 
i n  i n t e r e s t  and amor t iza t ion  payments a l l  r e l a t e d  t o  debt  r enego t i a t i on .  
I t  sxcludes USAID's ESF a s s i s t a n c e  which i s  en t e r sd  under U n i l a t e r a l  
T rans fe r s  i n  a l l  years  except  1992 .g/ 

C. The Balance of Payments 

1. The o v e r a l l  balance of paymsnts experienced a  
s u b s t a n t i a l  d s f i c i t  every y s a r  over 1980-89 ( s e s  f i r s t  l i n e  of Sec t ion  
I V ,  Table 1 4 ) ,  a l though t h e  amounts vary  cons iderab ly  from year  t o  year .  
For t h e  f i r s t  t ime,  i n  1990, t h e  o v e r a l l  balance ( c u r r e n t  account p l u s  
c a p i t a l  t r a n s a c t i o n s )  was approximately I n  balance,  compared with an 
o v s r a l l  annual d s f i c i t  ranging between $185 m i l l i o n  and $367 m i l l i o n  over  
1986-89.2/  A d s f i c i t  of $114 m i l l i o n  i s  es t imated  f o r  1991. The maln 
reasons f o r  t h e  improvsment i n  t h e  1990 and 1991 balance of payments 
situation ( l n  comparison with 1989) inc lude  t h e  fol lowing:  

( i )  A $43 m i l l i o n  i n c r e a s e  i n ' e x p o r t  ea rn ings  i n  1991, 
mostly a t t r i b u t a b l e  t o  minera l s  and non- t r ad i t i ona l  
products .  

(ii) A $26 mi l l i on  i n c r e a s s  i n  o f f l c i a l  t r a n s f s r s .  

(iii) A significant i n c r e a s e  i n  t h e  sum of " e r r o r s  and 
omissions",  "o ther  c a p l t a l "  and "ne t  short- term 
c a p i t a l " ,  from a  nega t ive  $395 m i l l i o n  i n  1989 t o  a  
p o s i t l v e  $60 m l l l i o n  I n  1991, pos s ib ly  r e f l e c t i n g  
( a )  c a p i t a l  r e p a t r i a t i o n  ( l a r g e l y  motivated by t h e  
hlgh i n t s r s s t  payments o f f s r e d  by t h e  Cen t r a l  Bank 
on i ts  C e r t i f i c a t e s  of Depos i t s ) ,  and ( b )  t h s  f a c t  
t h a t  some ex t r ao rd ina ry  debt  repaymsnts e f f e c t e d  i n  
1989 ( t o  t h e  Tesoro and Occidenta l  petroleum 
companies) d id  n o t  r ecu r  i n  1991. 

10/ The r sason  f o r  excluding t h e  USG's ESF balance of payments - 
assistants program f o r  1992 from both U n i l a t e r a l  and Ext raord inary  
Financing i s  because w s  want t o  p r o j e c t  t h e  d e c l i n e  i n  N e t  
I n t e r n a t i o n a l  Reserves t h a t  would occur without  our  balance of 
paymsnts a s s i s t a n c e .  

11/ O f f l c i a l  t r a n s f e r s  a r e  included i n  t h e  c u r r s n t  account according - 
t o  t h e  methodology of t h e  IMF and t h e  Cen t r a l  Bank of Bol iv ia .  



2 .  Following a  cumulative drawdown of $262 million i n  net 
in ternat ional  reserves over 1987-89, an increase of $139 million was 
experienced in  1990 and another $68 million is  estimated fo r  1991 (Table 
14, Line I V  - c ) .  This is the outcome of the  fac tors  mentioned above, a s  
well a s  of the  $96 million increase i n  "extraordinary financing" 
resul t ing from the l a t e s t  rounds of debt rescheduling. 

D. Balance of Payments Projections 

The Mission's 1992 balance of payments projection,  based on 
Bol ivia ' s  Central Bank data, i s  a l so  presented i n  Table 14. Note the  
following: 

. Exports are  expected t o  experience a  s l i g h t  decline of 
4% a s  a  r e su l t  of the sharp decline (62 t o  69%) i n  the p r ice  of natural  
gas sold t o  Argentina following expirat ion of the  currznt  contract  on 
April 30, 1992. This decline i s  expected t o  be p a r t i a l l y  compensated by 
increases i n  mineral and non-traditional exports ( t he  l a t t e r  by 1 0 %  over 
1991). Legitimate imports are  projected (by the  Central Bank and the  
IMF) t o  increase by 6% t o  support the expected r a t e  of growth of the 
economy and t o  allow fo r  the world i n f l a t i on  ra te .  

. The current  account i s  expected t o  deter iora te  
substant ia l ly  i n  re la t ion  t o  1991 owing mainly t o  the projected increase 
i n  imports and the  reduction of un i la te ra l  t r ans fe rs  ( l i n e  I . B . )  i f  A I D ' S  
FY-92 ESF resources are not disbursed. 

. The t o t a l  cap i ta l  account ( l i n e  11) 1s expected t o  
improve s l i gh t l y  (by $34 mi l l ion) ,  mostly as  a  r e s u l t  of the projected 
increase i n  disbursements of loans from internat ional  organlzatlons. 

. The overal l  balance of payments d e f i c i t  fo r  1992 i s  
projected a t  $225 mill ion,  compared t o  the  $114 mill ion d e f l c l t  estimated 
fo r  1991 ( l i n e  I V  of Table 14) .  This deter iora t ion is mostly due t o  the 
projected lncrease in  the  t rade d e f l c i t  and t o  the f a c t  t h a t  we have not 
included the projected 1992 U S A I D  balance of payments ass is tance ($66 
mil l ion)  i n  our 1992 p ro j ec t i on . z /  

. The re la t ive ly  small projected loss  i n  Net International 
Reserves i n  1992 of about $37 mill ion ( l l n e  IV-C) allows fo r  the f ac t  
t h a t  about $239 million i n  debt servicing w i l l  not need t o  be pald owlng 
t o  expzcted debt rescheduling. 

1 2 /  Since the  analysis  i n  t h i s  PAAD is designed t o  j u s t i f y  the 1992 - 
balance of payments ass is tance,  it is  not technically appropriate 
t o  include it "above the  l ine" i n  the 1992 projection.  



I t  should no t  be i n f e r r e d  from t h e  modest $37 m i l l i o n  l o s s  i n  
n e t  i n t e r n a t i o n a l  r e se rves  p r o j e c t e d  f o r  1992 t h a t  t h e r e  i s  no adequate 
economic justification f o r  t h e  requested $66 m i l l i o n  i n  balance of 
payments a s s i s t a n c e .  The fol lowing cons ide ra t i ons  should be borne i n  
mind t 

1. A s  p rev ious ly  noted,  t h e  build-up of t h e  Cen t r a l  Bank's 
n e t  i n t e r n a t i o n a l  r e se rves  t o  $200 m i l l i o n  a s  of December 30, 1991, was 
obtained,  i n  l a r g e  measure, owlng t o  t h e  Cen t r a l  Bank's p o l l c y  of 
o f f e r i n g  high i n t e r e s t  r a t e s  on c e r t i f i c a t e s  of depos i t  ( C D s )  t o  t h e  
pub l i c .  These CDs  a r e  a l l  short- term o b l i g a t i o n s ,  mostly f o r  pe r iods  of 
30 t o  90 days. Usual ly ,  short- term o b l i g a t i o n s  must be deducted from 
g ros s  i n t e r n a t i o n a l  reserves t o  a r r i v e  a t  n e t  reserves. I n  t h i s  case,  
s tandard  account ing procedures  do no t  r e q u i r e  t h e  deduct ion of t he se  
short- term o b l i g a t i o n s  because they  a r e  due t o  Bol ivian r e s i d e n t s ,  no t  t o  
f o r e i q l  c r e d i t o r s .  I f  t h e  CDs  and o t h e r  i l l i q u i d  o r  non-convert ible  
a s s e t s  a r e  deducted from t h e  n e t  i n t e r n a t i o n a l  r e se rves  of $201 m i l l i o n  
r e g i s t e r e d  on December 30, 1991, w e  a r e  l e f t  with only $28 m i l l i o n  of 
l i q u i d  conve r t i b l e  reserves. (See Table 8 f o r  a  breakdown of t h e  Cen t r a l  
Bank's n e t  i n t e r n a t i o n a l  r e s e r v e s ) .  

2. What is t h e  l e v e l  of n e t  international re se rves  t h a t  
Bol iv ia  should have? Applying t h e  IMF's r u l e  of thumb of t h r e e  months' 
worth of imports ,  t h e  d e s i r a b l e  l e v e l  would be around $235 ml l l i on .  Th i s  
amount was ob ta ined  by cons ide r ing  only t h e  $941 m i l l i o n  i n  l e g i t i m a t e  
imports  es t imated  f o r  1991, a b s t r a c t i n g  from smuggled lmports  ( p o s s i b l y  
amounting t o  about $150 m i l l i o n ) .  S ince  t h e  count ry ' s  n e t  l i q u i d  
i n t e r n a t i o n a l  r e se rves ,  a f t e r  discounting t h e  C D s ,  r e t e n t i o n  c r e d l t s  and 
t h e  c r e d i t  account with t h e  FID a r e  deducted, i s  only $28 mi l l i on ,  a  
f u r t h e r  build-up of t h e  coun t ry ' s  c u r r e n t  n e t  i n t e r n a t i o n a l  r e se rves  is 
considered most d e s i r a b l e .  Ths f r e e i n g  of t h e  coun t ry ' s  n s t  
i n t e r n a t i o n a l  r s s e r v e s  from dependence on short- term CDs s o l d  t o  t h e  
p u b l i c  a t  very high i n t e r e s t  r a t s s  i s  an urgent  requirement.  

3. The balance of paymsnts p r o j e c t i o n  f o r  1992 i n  Table 14 
makes allowance only f o r  t h e  i n c r e a s e  i n  lmports  a s s o c i a t e d  with GDP 
growth ( i . e .  an i nc rease  i n  imports  of 6% i n  c u r r e n t  d o l l a r s  o r  about 3% 
i n  cons t an t  d o l l a r s ) .  I t  1s i n  l i n e  wi th  t h e  import p r o j e c t i o n  of t h e  
IMF and t h e  Cen t r a l  Bank. However, it does no t  make e x p l i c i t  allowance 
f o r  t h e  a d d i t i o n a l  imports  t h a t  might r e s u l t  from t h e  a l t e r n a t i v e  
development program a s  such impact is very hard t o  es t imate .  The impact 
of t h i s  program on t h e  balance of payments i s  expected t o  be twofold: a  
d i r s c t  e f f e c t  r e s u l t i n g  from i n c r e a s e s  i n  t h e  demand f o r  imported seeds ,  
agro-chemicals, and equipment needed i n  t h e  p roces s  of s u b s t i t u t i n g  
l e g i t i m a t e  c rops  (and o t h e r  a c t i v i t i e s )  f o r  coca1 and an i n d l r e c t  e f f e c t  
r e s u l t i n g  from t h e  i n c r e a s e  i n  t h e  demand f o r  consumer goods imports  
a s soc i a t ed  with t h e  i n c r e a s e  i n  money income generated by t h e  a l t e r n a t i v e  
development program. I n  add i t i on ,  t h e r e  i s  t h e  l o s s  of t h e  coun t ry ' s  
fo r e ign  exchange ea rn ings  r e s u l t i n g  from t h e  gradual  reduc t ion  i n  
coca/cocaine expor t s  which must be expected t o  occur  be fo re  t h e  
a l t e r n a t i v e  development program can genera te  new expor t s .  



The detailed methodology underlying the projections, as well 
as the sources of data, are presented in the footnotes to Table 14. 

VIII . RECENT ADJUSTMENT PERFORMANCE 

Before describing the major economic problems remaining to be 
addressed and the additional structural reforms that the IMF and the 
World Bank are recommending, we will briefly review the major adjustments 
and reforms that the GOB has undertaken since beginning implementation of 
its New Economic Policy in August of 1985. While the GOB still has a 
long way to go to resolve its structural problems, it should be noted 
that it already has considerable accomplishments to its credit. Major 
adjustment measurss adopted include the following: 

1. Consistent and sustained implementation of a comprehensive 
macroeconomic framework for the past six years, including: 

. freeing of private sector prices, including interest ratssp 

. substantial increases in the prices of publicly produced and 
controlled goods and services so as to cover costs and 
investment requirementst 

. elimination of all foreign exchange 'controls and the 
establishment of a market auction mschanism to determine the 
offlcial exchange ratet 

. slimination of quantitative restrictions and most licensing 
requirements for imports and substituting a low uniform 
tariff (now 10% for all non-capital goods, and 5% for capital 
goods) for the much higher and complex tariff structure that 
was previously in force1 

lowsrlng government expenditures to levels that can be 
largely financed from available revenues and donor resources. 

2. Implementation of a program of tax reform that simplified a 
highly complex tax structure, with raliance now placed on just a few 

' major taxes that are relatively easy to administer and understand. This 
reform has contributed significantly to recent increases in tax 
collections. 

3. Reform of banking legislation that set up a supervisory body 
(the Superintendency of Banks) with genuine enforcement powers, along 
with the promulgation of a set of rules to be followed In lending 
operations to restore banks to a sound operating basis. A new banking 
law has also been drafted and submitted to the Congress. 



4. Adoption by the Congress of a law creating the Integrated 
System of Financial Administration of Government control (SAFCO), 
deslgned to strengthen and widen the scope of government control over 
expenditures and provide autonomy for the Central Bank. The government 
also prepared a revised tax code (not yet approved by the Congress) 
designed to reduce tax evasion by increasing penalties and improving the 
effectiveness of control systems. 

5. Liquidation of a number of money-losing state banks, 
including the Agricultural Bank, the Mining Exploration Fund and the 
Mining Bank) as well as imposition of stringent restrictions on the 
operations of the government-owned commercial bank. 

6. Secured passage of key legislation to foster private sector 
investment, including a new investment code, mining code and hydrocarbon 
legislation. The new investment code is one of the most liberal in the 
world, providing foreign investors with all the guarantees, protection 
and privileges extended to domestic investors.z/ 

IX. ADJUSTMENTS REQUIRED TO SUSTAIN ECONOMIC RECOVERY AND GROWTH 

Complete restructuring of Bolivia's economy and removal of 
remaining obstacles to sustained recovery and grpwth are of a medlum to 
long term nature and will require time to resolve. Among the major 
remaining changes needed to assure rapid, sustained economic recovery 
are: thorough restructuring of the public sector to lmprove its 
efficiency and continued progress on raising the level of public sector 
savings to finance investment projects) consolidation of the achievemelits 
of the stabilization program resulting in reduclng the rate of inflation 
to low, slngle digit levels) diversification and expansion of the export 
sector, resulting in reducing pressure on the balance of payments and the 
exchange rate) appropriate reform of the banklng system) rebuilding 
private sector and investor confidence in the government and its 
policiest substantially improving the country's highly daficlent physical 
and social infrastructure) and massive restructuring and improvement of 
the education system, particularly primary education. 

13/ The IMF noted the following in its Staff Report for the 1991 - 
Article IV Consultation: "With these laws, private investors may 
enter into joint ventures with the Bolivian Petroleum Corporation 
and the Bolivian Mining Corporation) the geographical area 
eligible for private exploitation and development has been 
expanded) private oil companies are permitted to export natural 
gas if they find a market) and investment in, and management of, 
other petroleum industry activities and services are opened up to 
the private sector. These laws also introduce a new tax reglme 
enabling multinational enterprises operating in these sectors to 
offset Bollvian taxes agalnst thelr tax liabilities in home 
countries". (Page 11). 



A. Improved Public Finances: Although a significant 
improvement has h e n  realized since the hyperinflation years, the 
country's public finances continue to be weak. The Central Government 
needs to improve fiscal performance, basically through widening the tax 
base, improving tax administration, and cutting current expenditures 
through restructuring and reduction of the public sector payroll. At the 
same time, salaries of remaining public servants must be raised. Revenue 
collections of the Central Government in recent years have barely been 
sufficient to cover current expenditures and public savings have not been 
generated sufficient to finance needed public investment. The relatively 
small current surplus achieved in the consolidated non-financial public 
sector (about Bs 400 million in 1991) was obtained from state enterprises 
such as the YPFB (petroleum products) and ENTEL (communications), not 
from the ordinary revenues of the Central Government. 

B. Approval of Privatization Legislation* Although the 
privatization law was submitted by the Executive for Bolivian legislative 
approval, it has been passed by only one house. The legislation has 
encountered opposition party court challenges and has been the object of 
public demonstrations. However, the GOB is resolved to go forward and is 
not expected to negotiate. Final passage of the law is expected soon and 
implementation has been initiated through contracts to determine market 
asset valuations. 

C. Depoliticize the Public Service: The traditional (and 
current) approach is to fire all public sector personnel in positions of 
importance upon the assumption of power of any new government aligned 
with an opposition party. This generates considerable delays and 
inefficiencies in project preparation and implementation, ln addltion to 
complicating day to day governance. 

D. Restructure the Economy; Continued restructuring of the 
economy is essential if the country is to be able to increase and sustain 
rapid GDP growth and eliminate recurrent balance of payments 
disequilibrium. Work is needed in strengthening export and investment 
incentives for the private sector. Specifically: 

Diversifications Exports, particularly nontraditional 
, exports, need to be expanded and diversified through facilitating access 

to pre-embarkation and production credit, increased access to medium-term 
credit, technical assistance to producers, streamlining of bureaucratic 
procedures that interfere with incentives to export, and improvement of 
critical infrastructure. 

. Foreign i~vestment needs to be promoted through 
improved incentives. The recent adoption of a substantially liberalized 
investment code will help, so will the removal of remaining hurdles in 
effective implementation of the recently approved mining code and the new 
hydrocarbons legislation. 



. Access to the banking system's deposit base should be 
improved. The high collateral for loans demanded by banks reflects 
Bolivla's fragmented, dscapitalized and lnefflcient financial system. 
There continue to be difficulties in access to credit for medlum and long 
term investment purposes, despite high banking system liquidity. There 
is need to improve the banking system's efficiency to assure high levels 
of capacity utilization and increased private investment reactivation 
is to occur and be sustained. 

. Improve and expand the transportation systems Public 
sector investment must play a key role in improving and expanding the 
country's very dsficient physical and social infrastructure which 
constitutes a serious obstacle to the development of rural areas with 
good agricultural potential and results in high transportation costs that 
discourage export-oriented activities. 

E. Deal with the country's unemployment problemr These 
problems have been furthsr sxacerbated since 1985 by the depression in 
the tin mining industry which resulted In the discharge of some 35,000 to 
40,000 miners, and would be further aggravated if the public sector were 
to discharge its surplus employess. There is no solutlon in sight. The 
long-term outlook is rendered more dismal by the still high 2.2% rate of 
population growth and the absence of an all-out GOB effort to encourage 
and facilitats family planning (though some progress has been achievsd in 
recent years in changing the Government's hands-off attitude in this 
area). 

F. Renegotiation of Bolivia's public sector debtr Bolivla has 
"repurchased" most of its commercial debt. Its debt with bilateral donor 
governments - mostly South American governments and Parls Club members - 
is being renegotiated at successive Paris Club meetings and bilaterally. 
Ths forgiveness of most bilateral US debt has contributed significantly 
to lightening the GOB'S burden in this area. However, Bolivia's debt to 
the multilat2ral agsncies is not rsnegotiable. Analyses of Bolivla's 
remaining debt and debt service obligations (Tables 12 and 13) and of its 
balance of payments (Table 14) show that this problem will contlnue to be 
a serious burden for Bolivia, particularly its obligations to 
multilateral credit organizations, since annual debt service 1s expected 
to continue to rise throughout the rest of this century. 

X. LAW ENFORCEMENT, ERADICATION AND ALTERNATIVE DEVELOPMENT 

A. Law Enforcement and Eradication: 

The turning point in the GOB'S measures to deal with the coca 
problem came in August 1988 with the passage of the Coca and Controlled 
Substances Law which set up annual eradication targets for the 
ntransitional zone" (i.e. the Chapare) where most or all of the coca leaf 
produced for illegal processing and export is grown. A substantial 
increase in the monthly rate of coca eradication occurred beginning in 
October of 1989 and continuing through 1990. The average monthly rate of 



coca e r a d i c a t i o n  ( g r o s s )  i nc r ea sed  from some 200 h e c t a r e s  i n  1989 t o  
n e a r l y  600 du r ing  CY-1990. This  s h a r p  i n c r e a s e  i n  t h e  r a t e  of 
e r a d i c a t i o n ,  much of it vo lun t a ry ,  is  be l i eved  t o  be due,  i n  l a r g e  p a r t ,  
t o  t h e  sha rp  drop i n  coca l e a f  p r i c e s  which began i n  September of  1989, 
and p e r s i s t e d ,  i n t e r m i t t e n t l y ,  through 1991. Coca l e a f  p r i c e s  have 
con t inued  t o  f l u c t u a t e  widely  b u t  a r e  now f l u c t u a t i n g  around a much lower 
norm. The range of  coca l e a f  p r i c e s  dropped from a range of $50 t o  $105 
( f o r  a hundred pound " load")  between 1986 and August 1989 t o  a range  of  
$10 t o  $55 s i n c e  September, 1989 (See Table  16 w i th  g raph) .  

The s h a r p  drop i n  coca p r i c e s  began w i t h  t h e  Colombian 
crackdown a g a i n s t  i t s  n a r c o t r a f f i c k e r s  f o l l owing  t h e  assassination of  
P r e s i d e n t i a l  Candidate  Sena tor  Galan. However, t h e  p e r s i s t e n c e  of  t h e  
coca l e a f  p r i c e  d e c l i n e  i n  both Peru  and B o l i v i a  l e a d s  u s  t o  su spec t  t h a t  
t h i s  drop i n  p r i c e  is  due t o  more fundamental  f a c t o r s .  S p e c i f i c a l l y ,  it 
i s  be l i eved  t h a t  a s i g n i f i c a n t  i n c r e a s e  i n  coca p l a n t i n g s  occur red  over  
1985-89 throughout  t h e  Andean r e g i o n  i n  response  t o  t h e  unusua l l y  h igh  
p r i c e s  (and h igh  p r o f l t  r a t e s )  t h a t  p r e v a i l e d  l n  t h a t  i n d u s t r y  throughout  
t h i s  pe r iod .  Th i s  h igh  p r o f i t  r a t e  a t t r a c t e d  fa rmers  from o t h e r  r e g i o n s  
and a c t i v i t i e s  and l e d  t o  a significant i n c r e a s e  i n  supply ,  which 
produced an even tua l  d e c l i n e  i n  p r i c e s .  C r e d i t  must a l s o  be  given t o  t h e  
stepped-up e f f o r t s  (and  i nc r ea sed  succe s s )  of t h e  j o i n t  GOB/USG law 
enforcement program, which c o n t r i b u t e d  t o  d imin ish ing  t h e  p r o f i t a b i l i t y  
o f  coca growlng by dep re s s ing  p r i c e s  ( th rough  i n t e r f e r i n g  wi th  market 
a c c e s s )  and r a i s i n g  c o s t s  ( th rough  c o n f i s c a t i o n s  and l a b  d e s t r u c t i o n ) .  
The average p r i c e  of coca l e a f  dropped s h a r p l y  i n  December, 1991, and 
January,  1992, t o  beg in  t h e  new yea r  some 15% under average  c o s t  of 
p roduc t ion .  

The t o t a l  number o f  h e c t a r e s  e r a d i c a t e d  between January  1, 
1991 and January  31, 1992, amounted t o  about  6,000 ha  (see Table  1 7 ) .  
While eradication performance was below t a r g e t ,  t h e  GOB made a deterrmned 
e f f o r t  t o  r e ach  t h e  7,000 ha e r a d i c a t i o n  t a r g e t  s e t  f o r  CY 1991 through 
s t r i c t  enforcement of Law 1008 (see d i s c u s s i o n  below).  The 3,500 ha 
eradicat ion  t a r g e t  f o r  disburscmerlt o f  t h e  second tranche o f  t h e  FY-1991 
ESF agreement was reached i n  August, 1991. Never the less ,  ve ry  h igh  new 
p l a n t i n g s  i n  1988 and 1989 r e s u l t e d  i n  h i g h e r  h a r v e s t s  i n  1991 than  i n  
p r i o r  y e a r s  and w i l l  r e s u l t  i n  a bumper c rop  of  coca l e a v e s  i n  1992 even 

, i f  t h e  t a r g e t e d  e r a d i c a t i o n  of  7,000 ha i s  achieved on schedule .  

According t o  t h e  NAS's November 19,  1991 S i t u a t i o n  Report  
( f o r  t h e  p e r i o d  ending September 26, 1991) ,  FY 1991 was a s u c c e s s f u l  y e a r  
f o r  e f f e c t i v e  law enforcement activities. Se i zu re s  inc luded  47 a i r c r a f t ,  
1,359 p a s t e  l a b s ,  69 base  l a b s ,  23 HCL l a b s ,  163 k i l o s  of  coca ine  HCL, 
2,888 k i l o s  of  coca ine  base ,  12,484 k i l o s  of coca p a s t e  and 92,610 pounds 
of coca l e a f .  I n  a d d i t i o n ,  s u b s t a n t i a l  amounts of  p r e c u r s o r  chemicals  
and f u e l  w e r e  s e i z e d ,  and 1,138 persons  w e r e  a r r e s t e d  f o r  p roce s s ing  and 
n a r c o t r a f f i c k i n g .  



The NAS reports also note UMOPAR's (the special Bolivian 
police force charged with enforcement of Law 1008) success in 
establishing and maintaining a presence in the Northwestern Chapare (the 
former "Red Zone" where traffickers had previously established complete 
control). UMOPAR succeeded in sig-nificantly disrupting patterns of coca 
paste production, purchase and shipment in that region. UMOPAR was also 
highly successful in executing Operation "Safe Haven", which culminated 
in the special task force taking control of the city of Santa Ana de 
Yacuma, which previously was under the complete control of the 
narcotraffickers. 

other encouraging developments include the replacement by the 
GOB of several allegedly corrupt key officials in March with persons who 
appear highly motivated and receptive to USG counternarcotics efforts) 
and the execution of a new letter of agreement with the newly appointed 
Attorney General to improve the effectiveness of prosecutions of 
violators of the Controlled Substances Law. An agreement was negotiated 
with the GOB Customs Agency to improve control over the importation of 
precursor chemicals by identifying and confiscating illegal chemicals and 
prosecuting illegal importers. 

Finally, at the end of July, 1991, the GOB promulgated the 
"Rapentance Decree", scheduled to run for 120 days. Under this decree, 
Bolivian narcotraffickers were encouraged to give themselves up to GOB 
authorities in exchange for a fair trial and an agreement not to be 
extradited to the U.S. Seven of the most wanted narcotraffickers 
participated in this program and are currently being prosecuted. 
Following expiration of the 120 day surrender period, intardlction 
activities intensified, resulting in the capture of two of the remaining 
most wanted narcotraffickers. 

Late in CY 91, as it became clear that the GOB would not meet 
the 7000 ha eradication goal by the target date of December 31, 1991, we 
bsgan discussions with the responsible GOB officials. These discussions 
resulted in a proposal from the government to extend the eradication 
pariod through January 31, 1991, and a commitment to eradicate 6000 ha by 
January 31, 1992, which was the maximum amount they thought feasible. 
They also proposed that a pro ratad disbursement be authorized based on 

, this amount, which would result in a final disbursement from the 
remaining $22 million of $15.8 million. (The GOB eradicated 6010 ha as 
of January 31, 1992). The eradication target for the FY 1992 Program is 
proposed at 7,000 ha over a one year period, counting from February 1, 
1991. 

After discussions with the Country Team, the Ambassador 
agreed to consult with AID/W and State on this proposal. However, he 
advised the Bolivians that consultations with Congress would be required 
to reach a final decision. Subsequently, this proposal was forwarded to 
Washington. As of the end of February, 1992, the US Mission had not yet 
received Washington authorization for disbursement of any amount of the 
third tranche of the FY 1991 ESF Program. 



B. Alternative Development 

The Mission projscts total 1992 gross export proceeds from 
coca/cocains exports to bs on the order of $281 million, with earnings 
remaining in Bolivia (i.e. excluding earnings invested abroad which do 
not necessarily benefit the country) of about $101 million. These 
rstained export sarnings are equivalent to 13% of projscted legitimate 
exports. We estimate that the combined cost of compensating Bolivia for 
lost coca/cocaine export earnings and the investment required to replace 
thess earnings by dsveloping alternative crops or other activities will 
amount to roughly $650 million over the next five years, that is, $130 
million psr year (the GOB estimate is considerably higher). 

Ths main purpose of AID'S alternative development strategy is 
to replace the income, foreign exchange earnings and employmerlt 
opportunities that will be lost as a rssult of the gradual elimination of 
coca in the Bolivian economy. The Mission's principal activity in thls 
arsa in CY-1991 was the developmsnt of the Cochabamba Regional 
Development Project (CORDEP), which represents a continuation of the 
Chapars Regional Developmsnt Projsct startsd In 1983. Whils this project 
is key to the USG/GOB counter-narcotics sffort, it contains elements 
supportive of the other two major US goals as wsll, 1.e. stimulating 
economic growth and strengthening democratic institutions. 

The CORDEP projsct calls for the expenditure of $120 mlllion 
ovsr a five-ysar psriod, including $80 million in appropriated resourcss 
and $40 million in local currency counterpart funds, to develop 
alternative sources of income and smployment in the Dspartment of 
Cochabamba and its areas of influence. The success of the projsct 
depends on the continuing vigorous implemerltation of the USG/GOB law 
enforcement program, which is designed to impede narcotrafflcking and to 
depress the prics of coca leaf and paste by disrupting coca marketing 
activities. 

The CORDEP project doss not rspressnt the only projsct in the 
Mission's Alternative Development strategy. Major Mission projects that 
are also expscted to promote alternative development by creating 
alternativs sources of income, foreign exchange and employment include 
export and investment promotion, balance of paymsnts assistance, 
micro-enterprise development, rural road construction and rural 
slectriflcation development. 



S i g n i f i c a n t  p rog re s s  ha s  been made i n  t h e  a r e a  of c r o p  
s u b s t i t u t i o n  s i n c e  1988. Ava i lab le  d a t a  on c rop  s u b s t i t u t i o n  a r e  a s  
f o l l ow  r 

Crop S u b s t i t u t i o n  i n  t h e  Chavare 
( i n  h e c t a r e s )  

a /  Sourcs:  888.65 h e c t a r e s  under IBTA, and an e s t ima t ed  1,500 - 
h e c t a r e s  undsr  t h e  PL-480 C r e d i t  Program and from fa rmers '  own 
r e sou rce s .  

b/ Source: 700 h s c t a r s s  under IBTA, and an e s t ima t ed  1,912 h e c t a r s s  - 
undsr  t h e  PL-480 C r e d i t  Program and from fa rmers '  own r e sou rce s .  

c/  Source: USAID e s t i m a t s .  - 
Note t h a t  86% of a l l  ac reage  p l a n t e d  t o  a l t s r n a t l v e  c rops  i n  t h e  Chapare 

over  1985-91 occur red  du r ing  t h e  1988-91 pe r i od .  Documents r e l a t i n g  t o  
t h e  GOB'S a l t s r n a t i v e  developmsnt program, p r e s sn t ed  by t h e  Government t o  
t h e  Consu l t a t i ve  Group ( C G )  meet ings  i n  P a r i s  i n  bo th  November 1990 and 
Novemhr 1991, c o n s t i t u t e  a c l e a r  GOB commitment t o  implement a sound 
s t r a t e g y  f o r  coca e r a d i c a t i o n  and s u b s t i t u t i o n .  Broad agreement h a s  besn 
rzached between t h e  GOB, t h e  US Government and o t h e r  donors w i th  r e g a r d  
t o  t h e  gene ra l  o b j e c t i v e s  of an  a l t e r n a t i v e  development s t r a t e g y  and t h s  
main e lements  t h a t  such a s t r a t e g y  should encompass. Succes s fu l  
implsmentat ion of t h e  s t r a t e g y  w i l l  n e c e s s a r i l y  con t i nue  t o  r e l y  h e a v i l y  
on f o r e i g n  donor a s s i s t a n c e .  Both t h e  d e c l a r a t i o n s  of t h e  donors a t  t h e  
r e c e n t  CG mest ing and t h s  s i z e  of t h e  amounts pledged ( t o t a l l i n g  $800 
m l l l i o n  f o r  CY-1992) r e f l e c t  i nc r ea sed  donor i n t e r e s t  i n ,  and commitment 
t o ,  B o l i v i a ' s  a l t e r n a t i v e  development program. I n  1991, some 17,200 
fa rmers  b e n e f i t e d  from USAID's A l t e r n a t i v e  Development Programs i n  t h e  
Chapare, significantly above t a r g e t  of 11,676 b e n s f i c i a r i e s .  

X I .  OTAER DONOR PROGRAMS 

Recent and c u r r e n t  c o n t r i b u t i o n s  t o  B o l i v i a ' s  ba lance  of payments 
suppo r t  by o t h e r  major donors a r e  as fol lows:  

The IMF: Resources made a v a i l a b l e  t o  Bo l i v i a  by t h e  IMF i n  
r e c e n t  y e a r s  i nc lude  a one-year Stand-By f o r  SDR 50 m i l l i o n  approved i n  



Juns, 19861 a three-year Structural Adjustment Arrangement for SDR 42.6 
million approved in Novsmber, 19861 and an SDR 64.1 million loan from ths 
Compensatory Financing Facility that was fully disbursad in November, 
1986. Most importantly, the IMF Board authorized an Enhanced Structural 
Adjustmant Facility (ESAF) in the amount of SDR 136.05 million in July, 
1988. In May 1991, the Bolivian authorities requested the third and last 
annual arrangement under the ESAF in an amount equivalent to SDR 45.35 
million. As of November 1991, Bolivia had received two of ths three 
disburssments under the ESAF - for a total amount of SDR 90.7 million - 
and half of the last tranche - or about SDR 22.7 million. The remaining 
SDR 22.7 million is expected to be disbursed before the ESAF program ends 
in June, 1992. Additionally, the IMF approved a purchase of SDR 45.3 
million under the Compensatory Financing Facility. 

Bolivia was the first country in the world to have access to an 
ESAF, and apparsntly, will also be one of the first countries in the 
world to complete it successfully. In fact, Bolivia is seeking a 
ons-year zxtension of the ESAF in an amount similar and equivalent to the 
previous tranchzs - SDR 45.35 million. This request may be considered in 
early 1992. Approval is not certain: Malawi is the only country where a 
similar extension request has been approved. a 

Bolivian authorities balieve an extension is justified by the 
following considerations: First, the economy will be negatively affected 
by the reduction in natural gas exports to Argentina as a result of the 
expected 62% to 69% decline in the new negotiated price for the export. 
Szcond, the reczntly negotiatzd debt relizf program with the Paris Club 
requirzs an IMF program to be effective. Third, an agrezment with the 
IMF provides additional credibility and confidence in the economy on the 
part of domestic and foreign creditors and investors, which is crucial at 
this stage to the recovery proczss. 

The World Bankr The World Bank expects to disburse some $65 
million under the following programs; (1) the second Reconstruction 
Import Credit (RIC II), (2) the Financial Sector Adjustment Credit, 3) 

, the Mining Sector Rehabilitation Program, (4) the La Paz Municipality 
Development, and (5) the Structural Adjustment Credit (SAC). 

Under thz first program, credits can be used to import equipment, 
spare parts and intermediate goods, for both the private and public 
sectors, though by far the major part is being used by the public 
szctor. The public enterprises that use most of these import credits 
include COMIBOL, the YPFB, ENDE and ENFE. Under thz financial sector 
adjustmznt credit, the foreign exchange is to be used to finance general 



imports while the local currency generated will be used primarily to 
refinance the private sector's debt to the banking system. Credit under 
thz mining ssctor rshabilitation program will be mainly used to support 
ths administrative reform of COMIBOL and the development of 
joint-ventures with private capital. Funds under the La Paz municipality 
developmerlt program will be used to strengthen the administrative 
operations of the La Paz municipality and to help flnance basic 
infrastructure works. $20 million was disbursed in January, 1992, from 
the SAC, mainly to support the reform and privatization of public 
entsrprises. However, it is understood that the Bank has suspended 
disburssmsnt of the $35 million Mining Ssctor Rehabilitation credit due 
to delays in implementation of required policies. 

The Corporaci6n Andina de Fomento (CAF): The Central Bank 
expects to receive about $30 million mainly for 1) export credit and 2) 
to finance exploitation of new key pstroleum and natural gas wells. 

The CAF has provided $20 million in a rotating fund to financs the 
pre and post smbarkation credit rsquiremsnts of exports of 
non-traditional products. In addition, the CAE' will provids funds for 
the exploitation of the new San Alberto drilling, which will become one 
of ths YPFB's most important opsrations. 

The IDBt Traditionally, the IDB has had the largest economic 
assistance program in Bolivia, but did not contribute with any direct 
balance of paymsnts support. However, in January, 1992, the IDB 
disbursed $30 million of its new Structural Adjustment Credit (SAC) to 
support the rsforms of the financial sector and public entsrprisss, and 
to provids resources for investmsnt purposes. In addition, several of 
its large-scals projects (e.g. $55 million for road paving of the main 
road network, $25 million for the Bolivar mine in Oruro, and $200 million 
for agricultural credit through the Central Bank), will have a 
significant long-term impact on exports. Total disburssments for 1992 
ars expected to b~ about $140 million. 

The Japanese Government provided the equivalent of $50 million in 
co-financing for ths World Bank's RIC 11, thus supplementing that 
project's funding for the importation of equipment and spars parts, 

- particularly for the public sector. Japan also has been co-financing the 
Financial Ssctor Adjustment Credit with the IBRD with a contribution of 
$65 million. Foreign exchangs resources for this project were used to 
finance general imports while local currency generations refinanced 
private sector debts to the banking system. Funds for this recent 
projsct have been fully disbursed. Expscted disbursements in 1992 are 
projected at only $10 million. 

Germany: The West German government provides no balance of 
payments assistance as such, though its economic assistance program to 
Bolivia is important. During 1991, the German government is expected to 
disburse some $16 million. However, the whole amount is for specific 
projscts or programs, some tied to the procurement of German goods. 



Note: Of the amounts described above, all amounts were included - 
"abovs tha lins" in the $280 million official loan disburssment figure in 
the balance of paymsnts projection for CY 1992 (Table 14), and should not 
bs trsated as additional to ths resource availabilities projected in that 
table. 

XII. PROCEDURES FOR UTILIZATION AND TRACKING OF U.S. DOLLARS AND 
LOCAL CURRFNCY 

A. Establishment of Separate Accounts 

Prior to the first AID disbursement of the U.S. dollar cash 
transfsr, the Central Bank of Bolivia will have established a U.S. Dollar 
Separate Account in a U.S. bank of its choice in the United States for 
the purpose of rscsiving disbursemsnts under the FY 1992 ESF Program. 
This account will be used only for ths agreed to purposes of the Program, 
and funds dspositsd in this account will not be comingled with any other 
funds of any kind. The account will be interest bearing, and interzst 
paymsnts recsived will be used for the same purposes agrssd to for use of 
tha cash transfsr amounts dsposited by AID. 

Prior to the first AID disbursement of the U.S. dollar cash 
transfer, the Govsrnment of Bolivia will have established a Local 
Currsncy Ssparate Account in the Central Bank of Bolivia into whlch the 
local currency deposits equivalent to the U.S. dollar disbursamsxlts 
dsposited by AID into the U.S. Dollar Separats Account in a U.S. bank 
will be made. Once AID has confirmed compliance with all conditions 
precedent corrssponding to each disbursement, AID will make the dsposlts 
agrezd to under the program into the U.S. Dollar Saparate Account. 

Upon confirmation from the U.S. bank of each AID deposit into 
the U.S. Dollar Separate Account, the Central Bank will deposit into the 
Local Currsncy Separats Account an equivalent amount of local currency, 
calculated at the highsst exchange rate that was not illegal on the date 
of the AID U.S. dollar deposit into the U.S. Dollar Separats Account. 
Each dsposit of local currencies into the Local Currency Ssparate Account 
will be made within thrse business days of each AID U.S. dollar deposit 
into the U.S. Dollar Ssparate Account. 

Use of the Dollars 

Preliminary discussions with the Government of Bolivia and the 
Central Bank indicate a strong prsferencs for using the ESF dollars to 
contribute to Bolivia's on-going efforts to reduce external debt, which 
continues to be one of the government's highest priorities. Moreover, 
Mission discussions with multilateral institutions such as the 
Inter-American Development Bank indicate that reduced relative exposure 
in Bolivia could result in increased resource levels from these sources 
over the near to medium term, since the amount of financing to be made 
available includes analyses of current and expected future exposurs, 
ovsr-all and relative to other donors. 



Nevertheless, the GOB understands the AID policy preference 
favoring using the dollars to finance productive imports from the U.S. 
However, Mission calculations of likely private sector needs for 
productive imports from the U.S. over a twelve-month period do not exceed 
$60-65 million, and could in fact be significantly less. The Mission 
accordingly proposes that a goal of up to two thirds ($44 million) of 
total FY 1992 ESF resources be attributed to private sector productive 
imports from the U.S., with the requirement that not less than 50 percent 
($11 million) of any particular tranche be designated for this purpose. 
The remaining amounts of each disbursement would be made available for 
debt service or debt reduction corresponding to obligations with the U.S. 
Government and multilateral institutions such as the IDB, the IBRD, the 
IMF and the CAF'. 

U.S. dollar financing of private sector productive imports 
will adhere to the following mechanism: 

1) Within three months of each AID disbursement into the 
U.S. Dollar Separate Account, the Central Bank, by means of public 
auctions, will have offered a corrasponding amount of U.S. dollars from 
its own foreign exchange reserves, with the dollars being placed at the 
markst clearing rate determined by each auction. Since the Central Bank 
does not now specify the use of any foreign exchange it makes available 
to the private sector, and since it is not AID policy to involve 
governments and Central Banks in the allocation of foreign exchange which 
would distort evolving capital markets in dsveloping countries, the 
expscted use of auctioned dollars will not be specified. 

2) Since the Central Bank has access to ex-post import 
documentation, the Central Bank will maintain a file of documentation 
(bills of lading. etc.) covering private sector productive import 
transactions with U.S. suppliers that occur after equivalent amounts of 
U.S dollars have been auctioned to the private sector that confirms: 

. the productive use (raw materials and capltal goods) of 
the imports, 

the identities of the U.S. suppliers for each transaction1 

. the identities of the Bolivian importers for each 
transaction1 

. that the imports actually entered Bolivia1 and 

. that the supplier has been pald. 

3) The Central Bank will periodically request USAID 
authorization for reimbursement from the U.S. Dollar Separate Account for 
U.S. dollars it has made available to the private sector under the 
program. Each request for reimbursement will be accompanied by lists of 
sligible import transactions that have been completsd that equal or 



exceed in value the amount of reimbursement requested. The Central Bank 
auctions increase the availability of foreign exchange to private sector 
importerst accordingly, approvals for reimbursement will be subject only 
to verification that identifiable private sector importers have imported 
productive commodities from identifiable U.S. sources in amounts equal to 
or greater than amounts specified in the Agreement and auctioned to the 
private sector, whether or not auction resources can be shown to have 
been used to finance specified transactions. 

4) USAID or a designated agent will review the lists of 
transactions submitted by the Central Bank, including, at its option, a 
rzview of corresponding support documentation on file at the Central 
Bank, and based on a preliminary determination that the Bank in fact 
provided equivalent foreign exchange to the private sector and that 
equivalent eligible imports transactions have been completed, will 
authorizs release of the dollar funds from the U.S Dollar Separate 
Account as reimbursement to the Central Bank. 

With respect to use of the dollars to service or reduce 
external debt, the GOB will prepare and submit to USAID a schedule of 
eligible obligations to be paid using U.S. dollars made available for 
such use under the Agreement. USAID will review the list and approve 
eligible paymznts in accordance with the availability of U.S. dollars for 
this purpose from each AID disbursement into the U.S. Dollar Separate 
Account. The Central Bank of Bolivia will make the approved payments 
directly from the U.S. Dollar Separate Account. 

I n  the event that subsequent audits identify any non-eligible uses 
of dollars from the U.S. Dollar Separate Account, whether or not 
previously authorized, the Central Bank will redeposit the amount of such 
ineligible uses plus imputed interest into the U.S. Dollar Separate 
Account. 

C. Local Currencv Use 

With regard to the programming, use and control of the local 
currency counterpart funds owned by the GOB, the Mission has negotiated 
procedures for the FY 1992 program designed to avoid dzlays in local 

, currency deposits. The Central Bank will immediately deposit local 
currencies into the Local Currency Separate Account upon confirmation of 
AID'S U.S. dollar deposit into the U.S. Dollar Separate Accou~lt. 

The local currencies deposited into the Local Currency 
Separate Account under this Agreement will be jointly programmed by USAID 
and the GOB tor (1) contribute to the USAID local currancy Trust Fund 
Account to partially finance USAID operating and capital costs, including 
ressrves for projscted severance and retiremant costs of FSNs and 
contribute to an 18-month reserve for the Mission's FSN salary and other 
oprating costst (2) provide counterpart to USAID projectst (3) provide 
partial financing to a limited number of priority GOB projects that are 
key to the success of USAID's country developmznt strategy and 



activities, (4) provide counterpart to a limited number of mutilatsral 
donor projscts that contribute to the attainment of USAID's stratsgic 
objectives and (5) reduce public sector domestic credit obligations 
with the Central Bank of Bolivia. 

The Mission's preliminary estimates of how the local 
currencies may be programmed are as detailed in the following 
illustrative budget: 

Millions Percent 
of Dollars Distribution 

AID Rsquirsments 

USAID Trust Fund 
Countsrpart, AID Projects 

GOB Resuirsmsnts 

Counterpart, Other Donor and 
GOB Projscts 
Domestic Debt Reduction 

TOTAL 

The programming of local currencies will be dons through 
operational lsttsrs following signing of the Grant Agreement. Any changes 
in local currency programming will also be agreed to through operational 
lettzrs. Programming of local currencies for GOB requiramsnts, including 
counterpart for othsr donor projects, will generally be limited to kinds 
of activities and GOB agencies with which the Mission has had satisfactory 
prior expsrience in terms of project accountability that will not increasz 
USAID's administrative and over-sight burden. 

No latsr than five (5) business days after ths first and 
sscond tranche disbursemsnts by AID into the U.S. Dollar Separats Account, 
the Government of Bolivia will fund the USAID Trust Account by disbursing 

' to USAID local currencies from the Local Currency Separati! Account 
equivalent to $3.0 million dollars each tranche, for a total of $6.0 
million, calculated at the same exchange ratss used to determine the 
amounts deposited by the Central Bank in the Local Currency Ssparate 
Account following AID deposits into the U.S. Dollar Separate Account. 

D. Payment Verification and AID'S Management of the Program 

The Balance of Payments Program has grown substantially since 
the first $7 million were obligated in 1986. Agency guidance regarding 
management and monitoring has also tightened. The Mission continues to 
strengthen the monitoring ov2r thess resources both in the Mission and In 
the GOB. The USAID/B Controller's Office has two financial analysts and 



an Assistant Controller with primary responsibility for local currency. 
The Project Development and Implementation Office now has one foreign 
national devoting more than 80% of his time to this program. 

Since 1988 the Mission has worked closely with the Ministry of 
Planning (MOP) in establishing a separate unit in the MOP devotad 
exclusively to monitoring and accounting for both the local currency and 
the dollars. This unit is funded with local currency from the program. 
This unit is called DIFEM, and is staffed by some twenty-five people with 
responsibilities for coordinating and monitoring all bilateral and 
multilateral donor activities with primary responsibility for local 
currency funded projects. Last year the MOP signed a contract with Price 
Waterhouse for an overall reorganization of the Ministry in general and 
DIFEM in particular. The reorganization includes additional staff (as 
local currency programs now exceed $100 million) and an internal audit 
staff to review actual uses of local currencies by the designated 
implementing agencies. In addition, DIFEM has a contract with a local CPA 
flrm that performs concurrent audits of local currency programming and 
expenditures. 

E. Reporting and Accounting Arrangements 

DIFEM has installed an accounting and reporting system similar 
to the system installed ln the PL-480 Executive8ecretarlat. This system 
wlll be further refined during the current reorganization. DIFEM provldss 
the Mlssion with quarterly reports on the deposit and use of the local 
currency and this information is incorporated into the Mission's quarterly 
project financial report which 1s sent to AID/W. 

The principal local currency uses are: OE Trust Fund, 
counterpart for AID projects, and counterpart for multi-lateral donor and 
priority GOB projects. The Mission fulfills its monitoring 
responsibilities for the first two uses in the same manner as with dollar 
OE and project funds. Every Mission project now has a budget for audits 
and the DIFEM local currencies are lncluded as part of the Mission's 
periodic audit process. 

With regard to the local currencies programmed for use as 
counterpart for multi-lateral projects and GOB priority projects, the 
Mission and DIFEM implement the following: 

1. DIFEM executes a project agreement with each 
implementing institution. These agreements incoporate 
most of the standard clauses in AID HB 3 agreements, 

2. DIFEM's internal audit group makes field trips to each 
project. So far the audit staff has reviewed about 60% 
of total disbursements, and this will increase to about 
80% once the reorganization is completed) 

3. The DIFEM staff reviews expenditures for GOB priority 

projects in more detail than for multilatzral programs, 
and carries out more frequent field visits, 



4. External audit coverage of all AID and GOB projects are 
strongly encouraged) this greatly enhances the Mission's 
level of confidence ragarding the expenditure of funds; 
and 

5. The Mission Controller's financial analysis staff 
together with the internal audit staff is planning more 
extensive field reviews of expenditures and 
accountability systems. 

We believe that the above actions being taken by the GOB and 
USAID/B, provlde accountability standards as required in the latest Agency 
and LAC Bureau policy guidance. The Central Bank's internal control 
procedures have been determined to be adequate for tracking deposits and 
disbursements from the U.S. Dollar Separate Account. 

XII1.PROPOSED CONDITIONALITY 

As in prior year PAADs, the focus of the conditions precedent (CPs) 
outlined here relate to compliance with coca eradication targets and other 
narcotics related matters. Strict macroeconomlc performance targets were 
set periodically by the IMF as part of its ongoing SDR 136 million 
Enhanced Structural Adjustment Facility (ESAF) program, negotiated In 
mld-1988 which has been carried out successfully. GOB and IMF officials 
may negotiate an extension of the ESAF for a fourth year in the spring of 
1992. Critical to maintenance of economic stabilization and balanced 
recovery is continued adherence to the macroeconomic framework that the 
GOB has consistently implemented in recent years. CPs for tha second and 
third tranches of this program will include continued adherence to a 
market-based exchange rate system as the main indicator of adherence to 
the over-all macroeconomic framework needed to stimulate the increased 
trade and investment necessary for sustaining economic recovery and the 
GOB'S alternative development strategy. In addition, we have identifled, 
and incorporated in our CP and Covenant Sections, a number of sectoral 
issues involving restructuring and adjustment measures designed to promote 
economic growth and improve the quality of life, support continued public 
sactor rzform, and support continued implementation of important 
counternarcotics measures. 

The Mission proposes that the $66 million to be obligated in FY-92 
will be disbursed in three equal tranches with the disbursement of the 
first tranche to occur following completion of eradication of 2,500 ha. of 
the 7,000 hectare target (counting from February 1, 1992) under the FY-92 
BOP assistance program. The funding will be provided under two 
obligations of $33 million each, the second to be made only after the 
certification requirements of the FAA have been met. The minimum number 
of hectares to be eradicated during the twelve month-period from February 
1, 1992 to January 31, 1993, covered by this PAAD, is 7,000. 



A s  w i th  t h e  FY 1990 and FY 1991 PAADs, t h e  Mission proposes  s e v e r a l  
n a r c o t i c s  c o n d i t i o n s  and e r a d i c a t i o n  t a r g e t s  f o r  a l l  t h r e e  disbursaments .  
Wa w i l l  be look ing  f o r  s u b s t a n t i a l  p r o g r e s s  on e r a d i c a t i o n  and law 
enforcament ( a s  wal l  a s  wi th  t h e  CPs d e a l i n g  wi th  o t h e r  i s s u e s )  p r i o r  t o  
a u t h o r i z i n g  each disburssment .  The de te rmina t ion  of s u b s t a n t i a l  
compliance p r i o r  t o  each disbursement w i l l  be made by t h e  Ambassador i n  
c o n s u l t a t i o n  w i th  t h e  Mission Country Team. Consu l t a t i on  wi th  A I D / W  and 
t h e  Department w i l l  a l s o  be c a r r i e d  o u t  p r i o r  t o  disbursement .  

Dra f t  CPs and covenants  a r e  de sc r i bed  below. These r e p r a s s n t  t h e  
conssnsus  of a l l  USG agenc ies  a t  p o s t  a s  t o  a p p r o p r i a t e  c o n d i t i o n a l i t y .  
I n  soms c a s e s ,  w e  may have t o  n e g o t i a t e  tough c o n d i t i o n a l i t y .  W e  
r ecognize ,  however, t h a t  f i n a l  wording is  s u b j e c t  t o  mod i f i c a t i on  a s  a  
r e s u l t  of AID/W review and subsequent  formal  n e g o t i a t i o n  w i th  t h e  GOB. 

A. Condi t ions  Preceden t  

1. F i r s t  t r anche ,  $22.0 M i l l i o n  
(Ta rge t  da t e r  May 31, 1992) 

P r i o r  t o  t h s  disbursement  o f  t h e  f i r s t  t r anche ,  t h e  GOB w i l l  
comply w i th  t h s  s t anda rd  c o n d i t i o n s  p receden t  ( l e g a l  op in ion  and 
de s igna t i on  of a u t h o r i z s d  r e p r s s e n t a t i v e s ,  e s t a b l i s h m s n t  o f  s e p a r a t e  
d o l l a r  and b o l i v i a n o  accounts  and d e s c r i p t i o n  of  p rocedurss  i n d i c a t i n g  how 
t h s  d o l l a r s  and b o l i v i a n o s  w i l l  be depos i t ed  and d i s b u r s e d ) .  I n  a d d i t i o n ,  
t h s  GOB w i l l  have s u b s t a n t i a l l y  complied w i th  t h e  fo l lowing:  

. Amendmsnt of t h e  USAID T r u s t  Account Agreemsnt d a t s d  June  
6,  1986, a s  amended, o r  s i g n a t u r e  o f  a  new USAID T r u s t  Account Agreement 
providing t h a t  t h e  e q u i v a l e n t  i n  b o l i v i a n o s  o f  $6.0 m i l l i o n  w i l l  be made 
a v a i l a b l e  by t h e  GOB t o  t h e  USAID T r u s t  Account accord ing  t o  an  agreed  t o  
d e p o s i t  schedule  t o  f i n a n c s  USAID's o p s r a t i n g  and c a p i t a l  c o s t s ,  including 
LC s a l a r y ,  severance ,  and r e t i r e m e n t  c o s t s ,  c o n s t r u c t i o n  and equ ipp ing  of 
a new o f f l c e  b u i l d i n g ,  and r e c o n d i t i o n i n g  t h e  c u r r e n t  o f f i c e s  a f t e r  t h e y  
a r e  vacated.  

. The GOB w i l l  c on t i nue  t o  conduct a  v igorous  campaign f o r  
t h e  enforcement of laws p r o h i b i t i n g  t h e  p roduc t ion  o f ,  o r  t r a f f i c k i n g  i n ,  
r e f i n e d  coca ine  p roduc ts ,  a s  evidenced by s u b s t a n t i a l  s e i z u r e s  o r  
d e s t r u c t i o n  of  r s f i n e d  coca ine  p roduc t s  o r  chemicals  used i n  t h s i r  
p roduc t ion ,  d e s t r u c t i o n  of p h y s i c a l  f a c i l i t i e s ,  and s e i z u r e  o r  d e s t r u c t i o n  
of a s s e t s  such a s  a i r p l a n e s  o r  v e h i c l e s  which a r e  used i n  t h e  p roduc t ion  
of coca ine ,  and by t h e  a r r e s t ,  i n c a r c e r a t i o n  o r  e x t r a h t i o n  of l a rge - s ca l e  
coca ine  t r a f f i c k e r s .  

. The GOB s h a l l  expeditiously and v igo rous ly  implement 
t h e i r  program f o r  i nvo lun t a ry  e r a d i c a t i o n  of coca grown i n  a r e a s  o r  under 
c i rcumstances  which a r e  i l l e g a l  under Law 1008 and i t s  implementing 
r e g u l a t i o n s .  Th i s  s h a l l  i nc lude  a c t u a l  e r a d i c a t i o n  by GOB o f f i c i a l s  of 
s i g n i f i c a n t  amounts o f  coca seedbeds,  coca p l a n t s d  s i n c e  t h e  e f f e c t i v e  
d a t e  of t h e  law, and coca grown o u t s i d e  t h e  t r a d i t i o n a l  o r  t r a n s i t i o n a l  
zones.  



. Erad ica t ion  of 2,500 ha. of coca count ing from February 
1, 1992. 

2. Second t r anche r  $22 .0Mi l l i on  
(Targe t  date:  Septamber 30, 1992) 

P r i o r  t o  t h e  second disbursement,  t h e  GOB w i l l  have 
s u b s t a n t i a l l y  complied i n  form and substance s a t i s f a c t o r y  t o  t h e  USG, wi th  
t h e  fo l lowing  condi t ions :  

Erad ica t ion  of a  t o t a l  of 5,000 h e c t a r e s  of coca, 
count ing from February 1, 1992. 

. Continuat ion of a  vigorous campaign f o r  enforcement of 
laws p r o h i b i t i n g  t h e  product ion o f ,  o r  t r a f f i c k i n g  i n ,  r e f i n e d  cocaine 
products ,  whose mzasure of e f f e c t i v e n e s s  is descr ibzd  abover i n  add i t i on ,  
t o  accomplish t h e  s e i z u r e  by t h e  Bolivian Nat iona l  Po l i ce  of significant 
phys i ca l  o r  f i n a n c i a l  a s s e t s  d s r ived  from t h e  procseds of t h e  product ion 
o r  t r a f f i c k i n g  i n  cocaine. 

. Continuat ion of expedi t ious  and vigorous implementation 
of t h e  GOB program f o r  involuntary  s r a d i c a t i o n  of coca grown i n  a r e a s  o r  
u ~ l d e r  c i rcumstances which a r a  i l l e g a l  under Law 1008 and i ts  implemznting 
r egu la t i ons .  This  s h a l l  inc lude  a c t u a l  s r a d i c a t i o n  by GOB o f f i c i a l s  of 
s i g n i f i c a n t  amounts of coca seedbsds,  coca p l an t ed  s i n c e  t h e  e f f s c t i v e  
d a t e  of t h e  law, and coca grown o u t s i d s  t h e  t r a d i t i o n a l  o r  t r a n s i t i o n a l  
zones. 

. Continued adherance t o  a  market bassd exchange r a t e  
regime. 

3. T h i r d t r a n c h e r  $22 .0Mi l l i on  
(Targe t  d a t s :  January 31, 1993) 

P r i o r  t o  t h e  t h i r d  disbursamant,  t h e  GOB w i l l  have 
s u b s t a n t i a l l y  complied i n  form and substance s a t i s f a c t o r y  t o  t h e  USG, wi th  
t h e  fol lowing condi t ions :  

e r a d i c a t i o n  of a  cumulative t o t a l  of 7,000 h e c t a r e s  of 
coca c u l t i v a t i o n ,  c o m ~ t e d  from February 1, 1992j 

. con t inua t ion  of a  vigorous law enforcement campaign, 
whosa maasures of e f f e c t i v e n e s s  a r e  descr ibed  i n  t h e  t h i r d  paragraph under 
t h e  CPs f o r  t h e  f i r s t  t ranche ,  above# 

. cont inua t ion  of exped i t i ous  and vigorous implementation 
of t h e  GOB program f o r  involuntary  e r a d i c a t i o n  of coca grown i n  a r e a s  o r  
under c i rcumstances which a r e  i l l e g a l  under Law 1008 and i ts  implemsnting 
r egu la t i ons .  This  s h a l l  i nc lude  a c t u a l  e r a d i c a t i o n  by GOB o f f i c i a l s  of 
s i g n i f i c a n t  amounts of coca seedbeds,  coca p l an t ed  s i n c e  t h e  e f f e c t i v e  
da t e  of t h e  law, and coca grown o u t s i d e  t h e  t r a d i t i o n a l  o r  t r a n s i t i o n a l  
zones r 



. continued adherence to a market based exchange rate 
regime. 

B. Covenants: 

1. Public sector reform, to include the following: 

. The GOB will continue to seek passage by the Bolivian 
Congress of a law authorizing the privatization of a substantial number of 
state owned enterprises. 

. The GOB will avoid increases in overall public sector 
amployment above current levels. 

. Support Bolivian Congrsssional approval of the revised 
tax code dssigned to establish a suitable structure of penalties for tax 
fraud and delinquency. 

. Following passage by the Bolivian Congrass of a 
comprehensive Environmental Law designed to protect and conserve the 
country's natural resources, the GOB will initiata the process of drafting 
the necessary implamenting regulations. 

2. In the area of alternative develo~mentr 

. Give priority to the development of projects promoting 
alternative development in the formulation of the GOB public investment 
program 

. Make allowance in the GOB budget for the maintenance of 
roads that USAID and other donors currently finance in the Chapare and 
elsewhere to promote alternative developmentl 

. Drop the injunction against the importation and 
distribution of ground limestone to the Chapare, where it is needed to 
neutralize the acidity of the soil. 

In the area of counternarcoticsr 

. The GOB will arrest and vigorously pursue the prosecution 
of persons charged with narcotrafficking, either in Bolivia or in the 
U.S., on the basis of substantial evidence and will respond expeditiously 
to any requests of the USG for extradition of any such persons. 

. The GOB will vigorously investigate and prosecute all 
cases involved in terrorist acts, including those committed against U.S. 
and other foreign nationals or enterprises. 

. The GOB will effectively and vigorously enforce all terms 
and conditions of the "Voluntary Surrender Decree'' (Decree No. 22881 of 
July 29, 1991). The GOB will also assure strict enforcement of minimum 
sentencing for such crimes in accord with provisions of ths decree. 
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Table 2 

While we coti!inue to ci!e the rate in Roliviati pesosr a new i ~ t ~ i f  

[tlw Boliviano) was created in Janiraty 1987: One (new) @@liviatio = 

1,000,000 Bo\Iviati pesos. 

Sol.!r~e: Banco Central d~ Eic~liv~a. 
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Table 3 

I 

'.? ,-ha/ tnms i7n mill ds) I 
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: 59.7/0 7 2 2 ~ .  .Y./c i ez.i:/~ 4 2 . ~ 5  43. +? ,. .- 

.+re d forth Y2 (ma prior year) ad.>:/! cg . z::.: 54.3c/:i 

': 'Aajuned affiiial dara 3y clividing tnrougn ?he oif~~a~ excnange rate 
rna muNrplymg k by the parallel exchanoe rate of !he scne-ccondina year or month. 

.;13e!lated Sy t h r  CPI for the month of t x e m o e r  (September for 1JYl). 

:ource: eanco Cemrai de aoliia. 
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Table 4 

4 

Sep. 1990 4.973,305,000 3.390,R91,000 8.3f 2,196,000 I 

6,034,315.000 
P. -- 21.372 4.610,824,000 -- 36.5':'~- . "10,675,199,r)OO -- 27.Sr.i:1 

(pr) Prelil,,inaty 

(1) 011 a cjrnss hasis - i . ~ .  withc~~t deducting governtnent deposits 
whose value was disto~ted by the devalt~ation. 

Source: Rmoo Cer~tral de Bolivia. 
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Table 6 

3 0 U F i  V U E  OF C r 5 T T S  iN W W K N G  SYSTEM i l l  

Demand Deposils [Local Cum& with W a f  Y a h )  194.90 7 52.75 62.29 40.49 17.32 14-99 ~ 5 . 0 ~  19.09 5 6 - 7 5  65 .: 3 • I C? .-... '7 163.i: 

T h e  ihpasb 361.24 301.1 2 149.31 73.1 2 28.16 , 53.41 233.50 234.72 437.27 E16.21 696.11% 1 .a? ?.hi -- - C C  . - 
-Local C- 245.25 221.66 143.24 7 2 . 4  r r . i 3  33.33 85.90 5ti.81 rc.  io 35.73 43.35 52.36 

, -Flreip EjcefraMle 7 15.09 75.52 5.07 0.72 C.45 20.01 147.50 235.31 25l.i: 476.9i 653.5; 557.40 ; 

! 

Rate of Gnmth d Local C m y  
: h a n d  and T i e  Deposits 63.0V: -14.S/c -45.1% -45.i:k -6O.lX 6 .  :527i/? - . :  ?2.::/: - 3 .  34.5!: 46 .8X 

Fiate of t h w t h  of icreign Exciwqe 
Deposits 

fate d Growr)r d T d  Deposks I 

{wer prior year) 2 . 3  -18.A:k -53.6:b -A6.1:/5 -63.@j/a A9.W 245.57~ 2@.o;+ 373ch zd~?:.: 36.::h a?. F/? 

(1)  As aajuned by the paralle! exchange rare for :he month d December. 

Source: Banco Cemrai d e  3olik. 
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Table 7 

Ik'TERNbTiONAL RESERVES 
If;, Miliio?s a! US? 
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Table 8 

Gross International Reserves 
- Foreign Exchange 

of which: 

- CertiCites of Deposit in US$ 
- Gold 
- Other Assets* 

of which: 
- Cormfertrade & B ~ M I ~ o M ~  Fvnd 

with Argentina 

Short Term Obligations 
- Obligations with the IMF 
- Other Short Term ObligationsAA 

' 

COMPOSITION OF THE NET INTERNATIONAL RESERVES 
(111 Mill of US$) 

. . .  . 9. 
. , .  

. . a  
I 

The minus figures mean "credit". . . I  , .  . .  . , . ' ' 'Y :, i ,. . 

! 
' , ,  ; 3.v . i , . , ,  * lnoludes countertrade with hrgentina. ! I , 
. ,  , ,.!! :;;:, 

i" '  . . 1 ';I :, , :  
**Includes short tern1 debt payments due. . ) I 

: ) 
I . I .  . ' :  

, , I "  

: I  i :.. 
I . . (  ) .. 

' I  ! , 
. . I 1 ; .  

Dm2 90 

Source: Elanco Central de Bolivia. 
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Table 9 

! CURREYT ACCOUNT SUFPLUS WCTT) -0.8 -: 2.3 -4.2 1.6 i .S 0.7 7 .r? 2.5 5.3 
icapiai R ~ V ~ U ~ S  0.4 0.2 c; z : 3 0~ 9 '  1 3  i .e 2.1 1 
j Capital Expendinrres 7.4 4.7 4.4 5.8 6.5 8.; 6.: 7.6 8.6 ' 

!CAPITAL ACCOUNT =RPL'JS (3EFlCT) -5.9 -4.5 -4.3 -4.6 -6.3 -7.: - 6. A -5.9 -5.5 . 

,TOTAL SURPLUS (DmCfQ 

(pr) preliminary 
(pD projected, based on information of the firs three qGfiorz. 
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Table 10 A 

I CONSOUDATED BUCGET 
I OF TM: NON FINANCIAL PUBUC SECTOR 19-199l ! 
, 7 9 8 9  1 1997ipi); 

(in Y l d  Bs) 

TOTAL REVENUES 
.- - . . 

c m R c r e n w s  
I Tax Revenues 

- Cuszoms Rwenue 
Income from Hydrocarbons 

I - Imcmal ~arkpt  

- Exlcmal Market 

I Income fmm Other Enterprises 
. - l n t e d  hrku , 

2 638.7 3,227.7 3,677.5 5,035.1/ 2,638.7 
1,011.2 ., 1,330.7 1,578.3 1,934.0 , 1,011.2 

. . .  . 
. -  

. . . .  . . . . . .  
738.4 991.0 1,096.8 1,508.2 

.......... . - . - -  .. - . 
" 450.3 469.1 439.3 - .-..-. 682.0 

. .  . . .  . . 214.8 .. 233.7 , . 397.6 530.8 
--Y -'=.- 

- .  .---. - - , a ~ . . ~ z z o  --.:.::-135.7 ... 
. . . . .  . . . _ _  3380.1 

. -  - . - - .. -,-- L - C - .  . . . . . . .  . ,  :, . . . .  -yr-r--  7 -  - .-.-. -. . ......... - 7  - -  7- -..--. .- . ................ 
850.3 7,034.7 1,230.0 1,545.6 

; -.., g-2 , .--- .  . . .  .-.. ,* . - . . .  - .......... , . - . . . .  ,,.. lr2... . . . . .  . . .  78.8 ' . . . .  :-'1-27.4 524.2 547.1 
(7SO.s) .' (797.7) (994.7) (l;le.8) 

738.4 
439.3 
114.8 

.': 335.0 
. . 

' 850.3 
. . 

. . . . .  
78.0 

- , .(750.9 
. . . .  (6n.7) (670.3) (470.5) - (620.T) I (671.7) 

-...-..- .- ........ . . . . .  - --'-- ' .--"--". - ,..-.y.-- . . . .  . . 
6720 - ' 670.3 470.5 620.7 

. . 
..... .... 

--. 
478.6 . - 249.3 . 329.0 566.6 

. . - Dbbunements' ' - 3T7.2 -358.9 498.9 580.5 
. - Ilmor~intions . . . . . .  (1 24.1) (1 53.4) (1 90.8) (21 0.4) . . . .  

. . . . . .  - Interests no( Paid . . .  303.0 288.8 . 267.7 270.2 
- Amars (5 2.0) l15.2) (9.2) (4.3) 

. ' ----..-- 

672 0 

478.6 
377.2 

(124.1) 
303.0 

(52.01 - Armus from Aqcntina . . (25.5) (229.8) (59.9 (128) / (25.9 
' 

. 
, 

(PO Prol-'ed 
SOURCE: Mininrv of Finance and UDAPE BEST AVAILABLE COPY 

- ' L  8 k Z i r G D e @  R e p u r c b e d  - - , ^  ' -  ' 9.0 . .- 0.0 (178.1) (56.6) 0.3 
.'.'..&.."- . . . .  . . . . . .  . . . . .  r- 

Im&. :.'.;. 
. . - 193.4 . ' - 421.0 1 41.5 54.1 
- C m t d  Bank .- 345.8 5929 175.7 120.4 

193.4 
345.8 

- Fomign Oil Companies (1 57.6) (233.3) (1 9.0) (5 2.3) (157.3 
- Floating Debt , (9.0) 50.9 14.3 41.4 (9.0) 
- Other 14.2 10.5 (29.51 (55.4) : 14.2 



Table  :I 

I . ., ... :. GROSS 2 G U E m C  PROOUCT BY ECDHWIC ACllVTTY 
. . . . . . . . .  ! LV-. I fln 1980 B o l ~ n o s \  ! 

. f -.... r -. . - ..... 
! E ~ I C  A C l ? K n  7SleO 7961 1982 1983 1484 798S 

I 
19% 7 q p I  7-pl 19BsrpI 1 9 9 3 ~ )  79PIW I 

I . . . - - I . . . . .  I .. _ _ -  I I 
]A INW!3RES 106,050 106.450 103,133 98,777 98,154 97,537 96,001 98.305 102.205 105,350 108.295 11 3.386 ) 

11. &A, ,,, 6 1 I 
Fmhing 22,563 22.254 23.900 19,798 23.553 25.372 24,478 25.337 25.951 25.634 25.097 26.9111 
- a g n C u i t l ~ d P r ~ ~ l m ~  15,727 17,257 18.408 14,596 18,735 20.244 19,305 20.064 20,424 19.862 19,099 20,773 
- A n i m . I P r o m  . ' 5.893 4.216 4!350 4,015 4.412 4,600 4,603 4,694 4.978 5,:78 5.41: 5.546 
-Fmmy&Ftrhing . .  . 943 . . 881 652' 377 406 528 576 579 549 564 587 592 / 

~ ~ i n i ~ g ~ ~ u y P r o d &  19,407 20.139 19,526 18.112 15,902 14,211 12.166 12.351 14.806 17.048 10.340 19.308 , 
- C ~ d e  04 & (iu .. 6,728 7,072 7,476 7,176 - 7,015 6.973 6,847 6.950 7,189 7,503 7,780 7,9501 
- M m k  & N a n - M r ~ k  
Minews 1 12679  13,067 12.050 10.936 8,887 7,238 5.31 9 5.401 7.617 9.545 10.563 

I 
f3. Y 17,974 16.581 14,531 14,550 14,707 13,483 13.742 14,087 14.852 15.374 16.253 11t358 17.333 1 
14. El= 6 Water.. - 806 907 930 951 1.025 986 1.059 996 1,051 1,105 1.155 1.2411 I IS. ~ o n r m c r i o n  & M ~ o r k r  4.521 4,058 3,690 3.714 3.518 3.389 2 6 6 2  2.637 3.019 3.2:s 3.207 3.364 1 
16. Comrnwce . . 13,261 14,418 13,464 15.983 13,243 13.316 14.768 15.974 15.350 15.396 15.617 16.457 1 
17. ~ m p o c u t i o q  %kg= L - .  

I 
~ o m r ~ u i t i & o a  .r,.:. . 7 , 3 a  8.174 7,799 7,840 8.471 8.873 9,346 9.825 9.868 10,074 10.361 10,771 

8. Fvmk+ E m b b ~ e m s ,  . . . . . . . . . .  - -- ... - . . -. . . . -  
. . 

l-nck, FM Esote, a 
7 U .  ..-..-. '.C...--pc 

: S m i c n $ C o m ~ s , -  ' ' ' 17,248 -1:' 16,829 16.308 15.028 "' -'.15,103 15,437 ' 14,711 14,112 14.269 14,511 15.070 
. . . .  . . . .  , -~*ss+t0.. - ' *. ... .-.T...-, . .-. . . . : . .  ..-. 

:.;. , .:- ;. 7,189 6,704 

i 
15,314 1 

6,126 4 : 7 1 0  4,745 5.046 ' 4.292 1.1 10 4.017 4.1 56 4.487 4.622 1 
---;',:-;: ; _LPL -. _-__ _..-I... - - -  - . - . 10,059 10,125 - 10,182 10,288 -10,358 10.391 10,419 10.002 10,252 10,355 10.583 10.392 

9 . S o c h l 6 P . i r o n r ( ~ , :  ..,:,. , 4,881 
. -. - 4,857 4,nO 4.256 4.002 3,886 3,819 3,704 3,741 3,756 3.832 3.85a 1 

-8anlring S w k e s  (imp&@ . - . 0 , 9 3 3  (1,867) (1,733) (1,453) (1,370) (1,416) (750) (718) (703 (726) 
. . *. :/. . - j . .  '. . :' 

(784) (871) 1 - _ . .__ 
.-. mz1.L.r.  - -  . . .  . . . . . .  

, .  .:EL RIBUC SERVICES '12.940 . . --73,193 13,749 '1- 13,3l2 1 2 ,  12,041 -10,118 10,365 10,ZlO 10,336 10,809 11,026 - .-. j . ;-'--:. ..--.Ic;.;.-:.. . . .  . . . . 
. . . . .  . . 

! ~ o o V E s n c ~  . . .  668 687 702 71 7 71 7 724 728 71 3 721 724 735 742 1 
I . : :.-:,;.;: .. E . :  . - . - ::7- . .  . . . .  

. . .  - .   TOTAL b l - P m a x x r ~ r i ~ &  ; . -,. . 119.658 120,330 117,584 112,806 111,648 110,302 106.847 109,383 1131136 116,410 119,789 125,154 
i l n d i i  Tu- on Imports ... 3,288 3.753 1,090 572 4,048 1,306 1,981 2276 1,827 1,811 1,527 1,187 
; - . .  
I i 
:TOT& *I- End L k a s  , . -..; .:;;,.-;. -.:... .-".-. . . - . . .  

I p f W 6  .124,083 118,614 113,378 11L6% 111,M#) 108.R20 111,659 114,963 118.Zn 121,316 
. . . . .  

I : 

~ G E P W ~ ~ T E  . -  0.m - 4 . m  . -0.m -1.m -2% 26w 3.0% 28% 2m - . -. - - . . . .  ..--.. . . . 
-. -. ---.-... ... . . . - . . 

.'A- . . - - .  
, . . .  

(p) pr;i;ninuy. . . .  -. I 

( ~ 9 P r o i a * d  BEST AVAILABLE COPY 
. - . . 

n - . -. . ~. 



Table 12 

-----. -- -- ----- -----. -- ----.---- .--.,. 
I LA TEiINAC 11U13LIC SECTQtl DEFT GUS STLNEING SEPTCMDCtl199 1 

!!dill ~i L!S!5] i 
I 4 

f i 
I 

5 1 
I 

1 I 

i 
i MULTlLfrTEflAL 1,696 i i 
f Inter A~nrtican C~veiopmet~t Bank (lnk3) 351 1 

In?~rnatioi~al Deve!opm~n! Assistance (IDA) 
I 

40Q ! 
! International Bank 101. Reconstruction and f3evolopment (IBRU) I 161 1 

i Cot-poraciot-, kndina de Fotnento (C AF) 121  i 
I Other f.:? 1 
I I 

I 
! BILATERAL 
I 

1 ::.::ally 
! B~lgi?~t?l 
! 
1 Brazil 

( U n i i ~ d  stales (3n.1 turgivet~ess) 

j Frat~ce 

f U17ited K~II~L~IJII~ 

! Austria 

BEST AVAILABLE COPY 



Table 13 

- 

D m 7  SERVICE PAYMENTS DUnING 1989-1 992 i 

I 
?YSY ? 9YtJp9 1991(pg 1994ej 1 

i 
ilnterest Paid or- to be Paid 13.1 .I 123.9 1 45.3 113.6 1 
]ltilel.esr r;n! 33i!j (1) 130.5 102.2 '31.5 1C5.7 i 
i , 

/ bnroltira!ion Paid or 1n be Paid I b~not!ization not Paid ( 1 )  

I 
I 
!Total nmortiza!lo~l 196.9 239.5 21 9.9 

i 
233.8 j 

I 
I~otal Debt Service TheoretiFaUy Due 448.5 464.9 455.9 454.1 
i j 1 -Total Debt Setvice that was i 

and v ~ i f l  be fesclieduled 203.9 236.5 228.3 238.6 ! 
-Total Deb Service to be Paid (after rescheduling) 244.6 228.3 227.6 215.5 j ' 

] ~ x ~ o r t s  of Goods and Sewices 
1 

I Total Debt Service as 

% of exports of goods and services I i 
Before Reschedubng ! 51 .Gn% 48.M 49.m 5 0 . 4  

I ARer Hedtedu!ing 28-P/0 2 4 - M  24.6% 23.w 

(1) Iticludes aninun!s previously rsschedul~d at Paris Club meeting5 as we!l as those 

that the GOB hopes to reschedule i n  1992. 

(p1)prelim i ~ i a ~ y  

(e) estiniated 

SOURCE: I_IS4lD!Bolivia estima!es based on Cetitral Yank of Bolivia da!a. 

BEST AVAlLA BLE COPY 
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BEST AVAILABLE COPY 

A. Goods. 52?.i=rz. and t;;',eiss 'I;; -2-3; 

i) j?~=z;;~: 
ii'. 7.: ,= , - -- 

- 1!;:2!.05: =a;.: or: IS.p&;a 
- - 

r,- 1 - ?n.; . p!.n- =>::er!-~a: 
c, -.-L,. 

-<-::- L,ZL.. 

- - .  - .-.:7'-!5.' :s:e.'es: 72;s 
_ ...- =..=y .--- :.= .r 

, - - ,  . . - .  . - - '-':?P!' II?SC!vP 

L. D i m t  invenmen? 
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Table 14 (Continued) 

53LIVIA: SUMMARY OF aAiAYCE OF P&\-dEh'TS F3f i  1986 - : 952 USA13 
I ln  n?~!!ions of USS.) Pmj. 

I I!WO 7 9 ~ 1  I-QB~? 1-%3 ?pa4 ~ 9 ~ 5  7 ~ 6  TFP? 19%~) Z ~ R X ~ )  7 ~ 9 q ~ )  ~9911of T sac) 
gV. TZTAL CJ3FiENT T%'r:S&C~lONS (SND 

(1) Assumec that a+r the tomirsticr? of tne n.3::;ral gas sales co;:tacr with Crgentina on Pptii. 1902, the same voiurnc is soid a! the international price of natural gas, whhh 
is a'uo~n 65:./;. lowci- ?bar! tlir sitrrrr,: p ~ i ~ r  pi< by A;~en;i~+a. 

i2 j  inciuaes Paris Club 1. li. zn= !ii dej :  resobieauiincs. 
3; inoiudes Faris Ciub !V deb: !eshed.,iitigs renegatiatrc: in &~!ius!).. 7 992. 
!4j lncluaes AID'S ES? P r c g ~ . ? ?  dls5nrsoments c ! u ~ n ~  the year c! L'544 mi!l!on. 
(5) Exsluoes A;>'= EbF P r o p m  ciisbursemenls. 
!6;1 In=iucree "Errcrr snd Smissioris' and  fo for ma[ sscior ~ a m i n g c  (ii!eaa! in.!?o:-rs a t ~ c  erpons) 
17 E,c(udec &tz 's  ES= P!-gsat??. 
(; Ex=lLrdes t j , ~  t?kficne of 2z2 m i : ; ~ ~ n  4;s 's?: Esr '--ooran: a!?c $92 5St " l o s , = ~ ~  ~ ; s ~ ~ : s ~ n . . ~ ~ ; t s .  

BEST AVAILABLE COPY 



Table 15 

Timber 
'&nod Products 

bestmu 

C =See 

Soybears B S m s  

Sugar & Subpmaucts 
erazil Nus 
r,-0 & subpm- 
Lea:her R SubpmduZs 

Ruober & !&bpmducts 
Cotton & Subprodacis 
Tdoxide Aflcys 
O.kers(4) 
- Uaize 
- Seans 

- Rice 

: - Cochineal 
: - Cur Flowrers 
- Jeweriy 
- Bhv ex had^ 
- Sulphw Antkn~ny 

. . 
( 7 )  The sharp ds i i ne  over 7 991 -e5. ro l low~d by dramatic recovery in  1986. reflects ?he disruption causa j  by the hype!infh:ion in com~inat iot i  witn a hi~:::y =vet-;aiLiEi awcilange ra 

which 311 but eiiminated all prn:it from Icgal exports during 1982-1 985. 
.". 
(L ;  Mission es~imates. assur ing the ::SF3 execmes ec~nornic ;oiicies iavoraDle ?o the cr~rnot isn  of expons i rciucicg 2 ilexible roai e:<cna:;ge r x a .  an ?:fes-%e i r s w t a c k  sys??m 

on impoced inputs used by expott i n d u n ~ e s .  ano provision af credit and :rshnical assisance ior rhe expon secror. 

Z i - :sCZ:  DICOILiEX. ,Vinls?rj a i  Indils:ry and C~mnieme.  C. 1 

~ Z .  , . , . , ~ - . T c ~  !,\,. 0 A -  . n -  

% " IT 

,>ILL-2 - . . .A-..?L.!S BESTAVAILABLE COPY 



COCA PRICE: APR86 - JAN92 Table 16 (A )  

cost ofp 
Average 

I 

I5 

US$/100 LBS. 

rdducti 
Price 

150 

150 

140 

i 30 

- 
I 

3 

W 

* 

I 



Table 16 (B) 
-- 

COCA PRICE (I) 1 

?-a91 arc*  ior ~ n c  rnornh 
? r r r  for the r c ~ i o n  

I . -  The = o n  of prooe:ton of f30 . e w e e s  r C  !r.r h t n m e r *  :onr and ooenltr? :=r.s =! ;:c=*z~na c o u  I: :I rstm\acec, !m: :!w m a ~ t ~ a i  =:r: ci ;r?C9&::en. -rtr.y Wahqct-; 

is .lout f i 2 10 f 1 5  ?e: s t *  These 5ourrs re.'* :onfinned in Aprj. 1 ??1. 

# . - -  - .-. 3irrcior. Na=:oru~ :I ?r=ct-ert:an AE~=:.A : 3 tPE:2 )  8 
-An r r n y  of :he Minrnry ~f i r n c ~ o r  :N: ::nrrols :nr ? ? a C ~ < o n  r n c  +%t ia t ion Oi c- 

BEST AVAILABLE COPY 



Table 17 

7 

; EFlBUICBT'IOPf 01- COCA IFJ Tt iE C116pARE i 

I (iii l~ec!ates) I 
I I 

MONTH 1990 1991 1 
I 

I ~an1ta1-y 663 751 ! 
jFebrl.!aty 799 466 1 
!March 801 225 I ! 

i I .043 202 1 
!May 51 2 3: CI 
I J L ! ~ ~  505 353 ! 

: .! I - I ! ~  r;yg 
I 

. . ! 748 , 
!August 705 7 PC. I 

/ Septe~l~ber  503 492 i 
i 

403 jOc!gber 
f Nove!nber 552 

401 i 
403 1 

i December 60(! (PI) i 
~ O T - n ~  7,13133 s,6e7 1 

ipj) Projected; addl!ianal erzfAicatiotl in 

Janaary, 1392, arnou~lterf tc? 325 hectares. 

for a total of 6.0  12 over 17 i:>ot?th~. 

SOURCE: DlnECU 

BEST AVAILABLE COPY 



ANNEX B 

N T I A L  ENVIRONMENTAL EXAMINATION 

Project Location: Bolivia 

Projec t Title: Economic Stabilization and Recovery 
(PY 92 ESF Balance of Payments 
I'rogran~) 

Projecl Number: 5 11 -0604 

Funding: $66 million (ESF) 

Life of Project: 

IEE Prepared by: 

1 year (FY 92) 
A 

Michael Yates 
USAID/ Bolivia 

J 
Recommei~ded Threshold Decision: 

a. Recommendation: - 

The project consists o l  a cash trai~sfer lo provide balance of a ~ e i ~ t s  assislai~ce 
to sup ort eco~~oinic stabilization and recovery in Bolivia in 1992. Funds r w 
from t lis program provide balance of xiyments assistance in supporl of the 
Goveri~n~ent of Bolivia's econonuc sta 1, ilization and reactivation efforts. The 
dollars provided will be used to finance paymeill of U.S. and n~ullinalional 
oflicial debt and private seclor imporls of macl~inery and equipmei~l, s are 

arts, and raw material from the U.S. The local currency proceeds of t f ~e 
Frogran, will be used lo finance local curreilcy counterpart to selected USAID 
and multilateral development organizations'projects and the USAID OE Trust 
Fund. Availability of funds under this rogram is made conti~~gent u on 
com liance with the coi~ditioi~s mutual y agreed up011 between the G B and 
A.I.8. on h e  1992 program. 

I' 6 
111 all cases, funds made available under this PAAD will be programmed 
through Bolivia's Ministry of I-'lanning. 

Pursuant lo A.I.D. environmental regulations (22 CFR 216.2 (c) (1) (ii)), an IEE is 
geilerally not rccluired wl~en:  

"A.J.D. cioes not have ki~owledge of  or co~ltrol over, and tile objective of 
A.I.11. in furnislli~~g assistance does not reqtlire, eilher yrioi to ap/lroval ol 
fii\ai~cirlg or prior to implementatioi~ of sj7ecific activities, kl~owledge of or 
control over, t l ~ c  clclails of the specific nclivities t l~at lmve an effect on the 
yl~ysical and nntu tal environment for wl~ich financing is approved by A.I.D." 



Moreover, Handbook 3, Chapter 2, Appendix 2D, Section 216.2 (c) (2) (vi) states 
that "Contributions to international, regioi~al or i~ational organizations by the 
United States which are not for the purpose of carrying out a specificall 
identifiable project or projects" are not subject to A.I.D.'s environmenla 7 
procedures. The above exemptions do 1101 apply, however, to assistance for the 
procurement or use of pesticides. 

The FY 1992 Balance of Pa ments rogsam will not provide sup or1 for l l~e  
import, ,mrchase or use o 7 pestlci ..f es. A condition will be placegin the program 
agreeme111 between the GOB and A.I.D. that no pesticides will be procured or 
used without first doing an Environmentnl Assessment and having it approved 
by the LAC Bureau Lnvironmental Officer. 

Based on A.I.D. regulations ill Handbook 3, Cl~npter 2, the A.I.D. Mission to 
Bolivia recommends that no further environmental study be undertaken for this 
PAAD and that a "categorical exclusion" be approved. 



Bolivia 1992 
ESF L'ADU 
No.  511-0604 

ANNEX A 

3A(1) - COUNTRY CHECKLIST + 

Listed below are statutory criteria a plicable to the eli ibility of countries 
to receive the following categories o i' assistance: (A) e; 0th Development 
Assistance and Economic Support Funds; (B) Development Assistance funds 
only; or (C) Economic Support Funds only. 

A. COUNTRY ELIGIBILITY CRITERIA APPLICABLE TO BOTH 
DEVELOPMENT ASSISTANCE AND ECONOMIC SU131'ORT FUND 
ASSISTANCE 

1. Narcotics 

a. Negative certification (FY 1991 Appropriations Act Sec. 559(b)): 
Has the President certified to the Congress that the governlnent of the recipient 
countr is failing to take adequate measures to prevent narcotic drubs or other 
contro r led substances which are cultivated, produced or rocessed ~llicitly, in  
whole or in art, in such country or transported through suc P % c o u n p  from k i n g  
sold illega ly within the jurisdiction of such country to nited States 
Goverluklent personnel or their dependents or from entering the United States 
u~dawfully? 

b. Positive certification (FAA Sec. 481(11)). (Illis provisien applies to 
assistance of any kind provided by grant, sale, loan, lease, credit, guaranty, or 
insurance, except assistance from the Child Survival Fund or relating to 
international narcotics control, disaster and refugee relief, narcotics education 
and awareness, or the provision of food or medicine.) If the recipient is a "major 
illicit drug producing country" (defined as a cou11h-y producing during a fiscal 
year at least five metric tons of opium or 500 metric tons of coca or marijuana) or 
a "major drug-transit count " (defined as a country that which significant sums 
of drug-related profits are xundered  wit11 the knowledge or complicity of tile 
goverrunent): 

(1) does the corrntry have in place a bilateral narcotics agreement wit11 
the United States, or a multilateral narcotics agreement? 

( 2 )  has the President in the Marc11 1 Inten~ational Narcotics Control 
Strategy Report (INSCR) determined and certified to the Congress (without 
Congressional enactment, within 45 days of continuous session, of a resolutio~l 
disapproving such a certification), or has the President deti2nnined and certified 
to the Congress on any other date (wit11 e~ lac t~ne~l t  by Clongress of a resolutio~l 
approving such certification), that (a) during t11e previot~s year the country has 
cooperated fully with the United States or taken adequate steps on i1s own to 
satisfy the gc~als 



agreed to in a bilateral narcotics agreement with the United States or in a 
lllultilateral agreement, to prevent illicit drugs produced or processed in or 
transported through such count fro111 being transported into the United States, 
to prevent and yunisll dru pro it laundering in the country, and to prevent and d 7 
punish bribery and other orms of public corruption which facilitate production 
or shipment of illicit drugs or discoirrage rosecution of such acts, or that (b) the 
vital national interests of the United tates require the provision of such 
assistance? 

!! 

- Prior to obligation of funds during FY 92 for the Bolivian Balance of 
Payment Program, the Executive Branch will have made the certification 
required under FAA Sec. 481(11). AlD/W will advise IJSAID/Bolivia when 
the obligation may be made purs~lant to Section 481 and Sec. 559 of the FY 
91 Appropriations Act, if then applicable. 

c. Government Policy (Anti-Dru Abuse Act of 1986, Sec. 2013(b)). (This 
section applies to the same categories o f assistance subject to the restrictions in 
FAA Sec. 481(11), above.) If recipient country is a "major illicit drug roducing 
country" or "major drug-transit country" (as defined for the purpose o i' FAA Sec 
481(11)), llas the President submitted a report to Congress listing such country as 
one: (a) which, as a matter of ~;overnment olicy, encourages or facilitates the 
production or distribution of illlcit drugs; (b 7 in wllicll an senior official of the 
government enga es in, encourages, or facilitates the pro uction or distribution 7 B 
of illegal drugs; c) in  which any member of a U.S. Government agency has 
suffered or been threatened wit11 violence inflicted by or wit11 the complicity of 
any government officer; or (d) wllicll fails to provide reasonable cooperation to 
lawful activities of U.S. drug enforcement agents, unless the President llas 
provided the re uired certification to Congress pertaining to U.S. national 1 ~nterests and tlle c rug control and crinlinal prosecution efforts of that country? 

- (a) No. 
- (b) No. 
- (c) No. 
- (dl No. 

- Tllese answers are made as of March 4, 1992. 111ese matters s l~ould be -, 

checked again after tlle Sec. 481 (h) certification and before obligation. i 

2. Indebtedrless to U.S. citizens (FAA Sec. 620(c): If assistance is to a 
overnment, is the government indebted to any U.S. citizen for goods or services 

furnished or ordered where: (a) such citizea llas exhausted available legal 
remedies, (b) the debt is not denied or contested by sucll government, or (c) the 
indebtedness arises under an uncondi tiollal guaranty of payment given by suc11 
government or co~rtrolled entity? 

-(a), (b) and (c): All No. 

3. Seizure of U.S. I'royerty (FAA Sec. 620(e)(l)): If assistance is to a 
goverrunent, llas it (includin any overnnlent agencies or subdivisions) taken 
any action whic11 has the effect of ~~ationalizing, expropriating, or otllerwise 
seizin ownersllip or col~trol of property of U.S. citizens or entities belleficiall 

citizens or entities? 
r o w n e j  by them witllo~lt taking steps to discbarge its obligatioi~s toward suc 1 

- No. 



4. Colnlnunist countries (FAA Secs. 620(a), 620(f), 620D; FY 1991 
Approprialio~~s Act Secs. 512, 545): Is recipient country a Co~n~nunis t  country? If 
so, has the President: (a) determined that assistance to the country is vital to the 
security of the United States, that the recipient country is not controlled by the 
international Communist conspiracy, and U~at such assistance will further 
yrolnote the independence of t l ~ e  recipient country from international 
conununism, or (b).removed a country from applicable restrictions on assistance 
to communist countries upon a determination and report to Con ress that such 
action is important to the national interest of the United States? &v ill assistance 
be provided either direct1 or indirectly to Angola, Cambodia, Cuba, Iraq, Libya, 
Vietnam, Iran or Syria? &ill assistance be provided lo Afghanistan wlthout a 
certification, or will assistance be provided inside Afghanistan tllrougll the 
Soviet-controlled government of Afghanistan? 

- Not a colnmunist country; No; No. 

5. Mob Action (FAA Sec.620(j)): Has the country pennitted or failed to 
take adequate measures to prevent damage or destruction by mob action of U.S. 
property? 

- No. 

6 .  OPIC Investment Guaranty (FAA Sec. 620(1)): Has the country failed to 
enter into an investment guaranty agreement wit11 OPIC? 

- No. 

7. Seizure of U.S. Fishing Vessels (FAA Sec. 620(0); Fishermen's 
Protective Act of 1967 (as amended) Sec. 5): (a) Has the count seized, or 

P =7 irn osed any penalty or sanction against, any U.S. fislling vesse because of 
fis ling activities in international waters? (b) If so, has any deduction required by 
the Fishermen's Protective Act been made? 

- (a) No, (b) NIA. 

8. Loan Default (FAA Sec. 620(q); FY 1991 Appropriations Act Sec. 518 .- 
(Brooke Amendment)): (a) Has the government of the recipient country been in 
default for more tllarl six ~i~ont l l s  on interest or princi a1 of any loan to the P country under the FAA? (b) Has the country been In de ault for more than one 
year on interest or principal on ally U.S. loan under a program for wllicll tile FY 
1991 Appropriations Act appropriates funds? 

(a) No, (1)) No. 



9. Military Equipment (FAA Sec. 620(s)): If conte~nplated assistance is 
development loan or  to come from Economic Support Fund, has the 
Ad~nirustrator taken into account tlle percentage of the country's budget and 
amount of the country's foreign excllange or other resources spent on military 
equip~nent? (Reference may be made to the annual T a k i n g  into Consideration" 
memo: "Yes, taken into account by the Administrator at time of approval of 
Agency OYB.It This approval b the Adn~inistrator of the Operat~onal Year 
Budget can be the basis for an a 7 firmative answer during the fiscal year unless 
significant changes in circumstances occur.) 

- Yes, this will be taken into account by the Administrator when 
approving the FY 92 OYB. 

10. Diplo~natic Relations wit11 U.S. (FAA Sec. 620(t)): Has the country 
severed diplo~natic relations wit11 tlle United States? If so, have relations been 
resumed and have new bilateral assistance agreements been negotiated and 
entered into since such resumption? 

11. U.N. Obligations (FAA Sec. 620(u)): What is tlle payment status of tlle 
country's U.N. obli ations? If the country is in  arrears, were such arrearages 
taken into account Ey the AID Administrator in determini~lg tile curre~lt AID 
Operational Year Budget? (Reference may be made to the "Taking into 
Consideration" memo.) 

- USAIDIB believes that Bolivia is not in arrears. AIDIW should 
refer to "Taking into Consideration" ~nemorandum for FY 92. 

12. In ternatio~lal Terrorism 

a. Sanctuary and support (FY 1991 Appropriations Act Sec. 556; 
FAA Sec. 620A): Has t l ~ e  country been determined by tile President to: (a) grant 
sanctuary from prosecution to any individual or group which has comx~litted an 
act of international terrorism, or (b) otllenvise support international terrorism, 
unless the President has waived this restriction on grounds of national security -. 
or for llu~nalutarian reasons? 

L 

- (a) No. (b) No. 

b. Airport Security (ISDCA of 1985 Sec. 552(b)): Elas the Secretary of 
State determined that the country is a lligll terrorist tllrcat count after tlle 
Secretary of Transportation has determined, pursuant to section 1115 7 e)(2) of the 
Federal Aviation Act of 1958, that an airport in  the country does not maintain and 
administer effective security measures? 

- No. 



13. Discri~~linatio~l (FAA Sec. 666(b)): Does the country ob'ect, on the basis 
of race, religion, national origin or sex, to the presence of any of 2. lcer or employee 
of the U.S. who is present in  such country to carry out economic develop~nent 
programs under the FAA? 

- No. 

14. Nuclear Tecl~nology (FAA Secs. 669,670): Has the country, after August 
3, 1977, delivered to any other country or received xluclear enrichment or 
reprocessing equi lnent, materials, or technology, without specified 
arrangemerlts or sa f eguards, and ~vithout special certification by the President? 
I-Ias it transferred a nuclear explosive device to a non-nuclear weapon state, or if 
sucll a state, either received or detonated a nuclear explosive device? If the 
country is a non-nuclear weapon state, has it, on or after August 8, 1985, exported 
(or attempted to export) illegally from the United States any material, equipment, 
or tecllnology whicll would contribute si nificantly to the-ability of a country to 
manufacture a nuclear explosive device? FAA Sec. 620E p e r ~ ~ u t s  a special waiver 
of Sec. 669 for I'akistan.) 

8 
- No to all questions. 

15. Algiers Meeting (ISDCA of 1981, Sec. 720): Was the country represented 
at the Meeting of Ministers of Foreign Affairs and Heads of Delegations of the 
Non-Aligned Countries to the 36th General Assembly of the U.N. on  Sept. 25 and 
28, 1981, and did it fail to disassociate itself froin the cominuni ue issued? If so; 
has the I'resident taken it into account? (Reference may be  ma e to the "Taking 
into Consideration" memo.) 

1 
- See past "Taking into Consideration" memoranda, e.g. for FY 88. 

16. Military Coup (FY 1991 Appropriations Act Sec. 513): Has the duly 
elected Head of Government of the country been deposed by military coup or 
decree? If assistance has been terminated, has the President notified Congress 
that a <lemocratically elected gover~utlent has taken office prior to the resumption 
of assistance? 

.- 

- No; NIA. 

17. Refugee Cooperation (FY 1991 A popriations Act Sec. 539); Does tlle P reciyierlt country fully cooperate wi t11 t le ~nternational refu ee assistance 

P P or anizatiolls, the United States, and other governments in faci I tating lasting 
so utions to refugee situations, including resettlclnent witllout respect to race, 
sex, religion, or national origin? 

- Yes. 

18. Ex loitation of Cllildrel~ (FY 1991 Appropriations Act Sec. 599D, 
ame~lciing I; fi A Sec. 116): Does the recipient goveri~ment fail to take ay royriate 

abuse or forced conscriptio~~ into rnilitary or paran~ilitary services? 
Y and adequate Ineasures, within its means, to protect children fro111 exp oitation, 

No. 



C. COUNTRY ELIGIBILITY CRITERIA APPLICABLE ONLY TO ECONOMIC 
SUPPORT FUNDS (''ESF") 

1. Human Rights Violations (FAA Sec. 502B): Has it been determined tllat 
tlle country has engaged in a consistent pattern of gross violations of 
internationally recogmzed human rights? If so, has the Pres~dent found that the 

~ n a d e  sucli significant i~nprovenle~lt in  its human rights record that 
furnis cOul'L? ling such assistance is in the U.S. national interest? 

No; NIA. 

3A(2) - ASSISTANCE CMECKLIS'I' 

Listed below are statutory criteria a plicable to tlle assistance resources 
tliernselves, rather than to tlle eligibility o /' a country to receive assistance. l l l i s  
section is divided into three parts. I'art A includes criteria applicable to both 
Development Assistance and Ecor~omic Support Fund resources. Part B includes 
criteria applicable only to Develop~nent Assistance resources. Part C includes 
criteria applicable only to Economic Support Funds. 

CROSS REFERENCE: IS COUNTRY CI-IECKLIST UP TO DATE? 

- Yes. 

A. CRITERIA AI'PLICABLE TO UOTII DEVELOPMENT ASSISTANCE AND 
ECONOMIC SUPPORT FUNDS 

1. Host Country Developnlent Efforts (FAA Sec. 601(a)): Information and 
conclusions on wllether assistance will encourage efforts of the county to: (a) 
increase tlle flow of international trade; (b) foster private initiat~ve and 
cornpetition; (c) encourage development and use of cooperatives, credit unions, 
and savings and loan associations; (d) discoura e monopolistic practices; (e) 

strengthen free labor unions. 
k improve technical efficiency of industry, agricu ture, and canmerce; and ( f )  

- Tlle Program sup orts the restructuring of the Bolivian econonly and 
thus its greater f iberalization, diversification and expansion. Such 
conditions offer increased opportunities for international trade and 
private sector development. ESF dollars will be used in part for 
l~nportation of raw materials, intermediate gooris, etc. from tlle U.S. for 
the productive private sector. 

2. U.S. Private Trade and Investment (FAA Sec. 601(b)): Information and 
concli~sions 011 how assistance will encourage U.S. private trade and i~ lves t~ne~l t  
abroad and encourage private U.S. artici ation in foreign assistance progralns 

enterprise). 
P P (including use of private trade c lanrle s and the services of U.S. private 



- Improved economic stabilization and policy reform measures 
supported b the program will enhance potential U.S. trade and 
investment. %urtl,er, U.S. firms will profit from providing spare parts, 
raw materials, etc. financed through U.S. ESF dollar resources. 

3. Congressional Notification 

a. General requirement (FY 1991 Ap jropriations Act Secs. 523 and 
591; FAA Sec. 634A) If money is to be obligated for an activity not previously 
justified to Congress, or for an amount in excess of amount previously justified 
to Congress, has Congress been properly notified (unless the notification 
requirement has been waived because of substantial risk to Iluman health or 
~velfare)? 

- Congress will be fully notified before obligation. 

b. Notice of new account obligation (FY 1991 Appropriations Act Sec. 
514): If funds are being obli ated under an appropriation account to which they 
were not appropriated, Ilas t k le President consulted with and provided a written 
justification to the House and Sellate Appropriations C;onuni t tees and has sue11 
obligation been subject to regular notification procedures? 

c. Cash transfers and non-project sector assistarke (FY 1991 
A pro riations Act Sec. 575(b)(3)): If funds are to be made available in the form P f o cas I transfer or non-project sector assistance, has the Congressional notice 
included a detailed descrlpt~on of how the funds will be used, with a discussion 
of U.S. interests to be served and a description of any ecol~o~nic policy reforms to 
be promotetl? 

- T l ~ e  CN will include such information. 

4. Engineering and Financial l'lans (FAA Sec. 6ll(a)):  I'rior to an  - 
obligation in excess of $500,000, will there be: (a) engineerin , financial or other L' 

plans necessa to carry out the assistance; and (13) a reasona ly firm estimate of Z the cost to the .S. of the assistance? 
E 

- Yes. 

5. Le~islative Action (FAA Sec. 611(a)(2)): I f  le6islative action is required 
witllin recipient country with respect to an obligation In excess of $500,000, what 
is tlle basis fo r  a reasonable ex ectation that such action will be colrlyleted in 
time to permit orderly accomplis i' ~nlent  of the purpose of lhc assistance? 

- Not required. 



6. Water Resources (FAA Sec. 611(b); FY 1991 Appropriations Act Sec. 
501): If project is for water or water-related land resource construction, have 
benefits and costs been computed lo the extent practicable in accordance with the 
principles, standards, and procedures establislled pursuant to the Water 
Resources Planning Act (42 U.S.C. 1962, et sen.)? (See AID Handbook 3 for 
guidelines.) 

-N/A. 

7. Cash Transfer and Sector Assislance (FY 1991 Appropriations Act Sec. 
575(b)): Will cash transfer or 11011-project sector assistance be maintained in a 
separate account and not co~ll~ningled with other funds (unless such 
requirements are waived by Co~~gressional notice for non-project sector 
assistance)? 

- Yes. 

8. Capital Assistance (FAA Sec. 611(e)): If pro ect is capital assistance 
k g ,  construction), and total U.S. assistance for it wi i 1 exceed $1 million, has 
Mission Director certified and Re~iona l  Assistant Administrator taken into 
consideration the country's capabllily to maintain and utilize the project 
effectively? 

- N/A. 

9. Multiple Country Objectives (FAA Sec. 601(a)): I~lformation and 
conclusions on whether projects will encoura e efforts of the country to: (a) 
increase the flow of international trade; (b 5 foster private initiative and 
competition; (c) encourage develop~ne~lt and use of cooperatives, credit unions, 
and savings and loan associations; (d) discoura e n~onopolistic practices; (e) 

strengthen free labor unions. 
Li improve tech~ucal efficiency of industry, agricu lure and commerce; and (f) 

-See No. 2 above. 

10. U.S. I'rivate Trade (FAA Sec. 601 (b)): Inforn~ation and conclusions on  
how project will encourage U.S, private trade and i~ lves t~ne~l t  abroad and 
encourage private U.S. participation in  foreign assistance programs (including ; 
use of private trade cl lan~~els  and the services of U.S. private enterprise). 

- At least half of the cash transfer dollars, or $33 million, will be 
used for rei~nburse~nenl for productive inlports f r o ~ n  U.S. private sources. 

11. Local Currencies 

a. Recipient-Contributions (FAA Secs. 612(b), 636(11)): Describe steps 
lalten lo assure that, to the ~ I I ~ X ~ I I I U I ~ I  extent possible, tlle country is contributing 
local currency to meet tlre cost of contractual and other services, and foreign 
currellcies owned by the U.S. are utilizeci in lieu of dollars. 



- The GOB must contribute $66 mil1io1.l wort11 of local currency 
to the program. 

b. U.S.-Owned Currency (FAA Sec.612(d)): Does the U.S. own excess 
forei n currency of the country and, if so, what arrangements have been made for t- its re ease? 

- No. 

c. Separate Account (FY 1991 Appropriations Act Sec. 575). If 
assistance is furnished to a forei6n govern~nent under arrangements which result 
in the generation of local currencies: 

(1) Has AID (a) required that local currencies be deposited in  
a separate account establislled by the recipient government, (b) entered into an 
agreement with that government providing the amount of local currencies to be 
generated and the terms and cond~tions under which tlle currencies so deposited 
may be utilized, and (c) establisl~eti by agreement the responsibilities of AID and 
that government to monitor and accourlt for deposits I I I ~ O  and disbursements 
from tlle separate account? 

- Yes, these matters will all be covered in the ESF Program 
Grant Agreement . 

(2) Will sucll local currencies, or an equivalent amount of 
local currencies, be used only to carry out the purposes of the DA or ESF chapters 
of the FAA (depending on wl~ich chapter is the source of tlle assista~lce) or for the 
adn~inistrative requirements of the United States Governntel~t? 

- Yes. 

(3) Has AID taken all appropriate steps to ensure that the 
equivalent of local currencies disbursed from the separate accourlt are used for 
the agreed p urposes? - Yes. 

(4) If assistance is terminated to a country, wiIl any 
unencu~nbered balances of funds remaining in a separate account be disposed of 
for purposes agreed to by the recipient goverrune~lt and the United States 
Govcr~~~t lent?  

- Yes. 



12. Trade Restrictions 

a. Sur lus Commodities (FY 1991 A propriations Act Sec. 521(a)): If 
assistance is for reduction of any commo 'f ~ t y  for export, is the co~nmodity 
likely to be in  on  world markets at the time the resulting productive 
capacity becomes operative, and is such assistance likely to cause substantial 
illjury to U.S. producers of the same, similar or competing commodity? 

- No. 

b. Textiles (Lautenberg Alnel~dlnent) (FY 1991 Ap ro riations Act 
Sec. 521(c)): Will the assistance (except for pro rams in P ari e bean Basin 
Initiative countries under U.S. Tariff Sclledule "Eection 807," which allows 
reduced tariffs on  articles assembled abroad from U.S.-made components) be 
used directly to procure feasibility studies, prefeasibilit studies, or  project 
profiles of potentla1 investment in, or to assist the estab I's ~slunent of facilities 
s ecifically designed for, the ~nanufacture for export to the United States or to P t lird country markets in direct competition with U.S. exports, of textiles, apparel, 
footwear, handbags, flat goods (such as wallets or coin purses worn on  the 
person), work gloves or leather wearing apparel? 

- Bolivia is covered b Bumpers and Lautenberg waivers in the FY 
91 AA Sec. 559 and in Sec. 6 of the l NCA 1990. 

13. Tropical Forests (FY 1991 Appropriations Act Sec. 533(c)(3)): Will funds 
be used for any program, project or activity whicll would (a) result in  any 
s ipif icant  loss of tropical forests, or (b) involve industrial timber extraction in 
pr~lllary tropical forest areas? 

- No. 

14. PVO Assistance 

a. Auditing and registration (FY 1991 Appropriations Act Sec. 537): I f  
assistance is being made available to a I'VO, has tllat orgarlization provided upon 
timely request an document, file, or record necessary to the auditing -. 

requirements of Al8,  and is Ule PVO registered with A l p ?  L 

b. Funding sources (FY 1991 Appropriations Act, Title 11, under 
l~eacling "l'rivate and Voluntary Organizations"): If assistance is to be made to a 
United States 1'VO (oUler than a cooperative developnlent organization), does it 
obtain at least 20 percent of its total annual funding for irlterllatiollal activities 
fro111 sources other than the United States Goverllment? 



15. Project Agreement Documentation (State Autl~orization Sec. 139 (as 
interpreted by conference report)): Has confirmation of the date of signing of the 
project a reement, includin the amount involved, been cabled to State L/T and 
AID LE 8 witllin 60 days o f tlle agreement's entry into force with respect to the 
United States, and has t l ~ e  full text of the agreement been pouched to those same 
offices? (See Handbook 3, Appendix 6G for agreements covered by this 
provision). - USAIDIBolivia will comply wit11 these requirements after signing 
the I'rogram Grant Agreement. 

16. Metric System (Omnibus Trade and Competitiveness Act of 1988 Sec. 
5164, as interpreted by conference report, amending Metric Conversio~l Act of 
1975 Sec. 2, and as implemented tl~rougtl AID policy): Does the assistance activity 
use the metric system of measuren~ent in its procurements, grants, and other 
business-related activities, except to the extent that such use is impractical or is 
likely to cause significant inefficiencies or loss of markets to United States 
firms? Are bulk purchases usually to be made in metric, and are components, 
subassemblies, and semi-fabricated materials to be specified in  metric units 
when economically available and technically adequate? Will AID specifications 
use metric units of measure from the earllest programmatic stages, and from 
earliest documentation of tlle assistance processes (for example, project papers) 
involving quantifiable measurements (length, area, volume, capacity, mass and 
weight), through tile implementation stage? 

- NIA, as cash transfer. 

17. Wo~nen in Development (FY 1991 Appropriations Act, Title 11, under 
lleading "Wonlen in Development"): Will assistance be dcsigned so that the 
percentage of women participants will be demonstrably increased? 

- NIA, as cash transfer. 

18. Regional and Multilateral Assistance (FAA Sec. 209): Is assistance more 
efficiently and effectively provided tl~rough regional or rl~ullilateral 
organizations? If so, why is assistance not so provided? Information and --. 
conclusions on whetller assistance will encourage developing countries to 
cooperate in regional development programs. 

- No. Bilateral cash transfer to Bolivia. 

19. Abortions (FY 1991 Appropriations Act, 'Title 11, under heading 
"I'opulation, DA," and Sec. 525): 

a. Will assistance be lnade available to any organization or program 
wl~icll, as determined by the l'resident, supports or participates in the 
management of a program of coercive abortion or i t~vol~rl~tary sterilization? 

- No. 



b. Will any funds be used to lobby for abortion? 

- No. 

20. Cooperatives (FAA Sec. 111): Will assistance 
cooperatives, especially by technical assistance, to assist rural and ur an poor to 
help tllelnselves toward a better life? i 

'Ie1! 

21. U.S.-Owned Foreign Currcl~cics 

a. Use of currencies (FAA Secs. 612(b), 636(11); FY 1991 Appropriations 
Act Secs. 507, 509): Describe steps taken to assure that, to the maxilnuln extent 
possible, foreign currencies owned by the U.S. are utilized in lieu of dollars to 
meet the cost of contractual and other services. 

- The Program Grant Agreement will reserve $6.0 million wort11 
of local currency for tlle administrative and operational needs of USAID. 

b. Release of currencies (FAA Sec. 612(d)): Does the U.S. own excess 
forei n currency of the country and, if so, what arrangements have been made for 
its re P ease? 

- No. 

22. Procurement 

a. Small business (FAA Sec. 602(a)): Are there arran enleilts to permit 

services financed? 
P U.S. small business to participate equitably in tlle furnishing o comlnodities and 

- Yes. 

b. U.S. procurement (FAA Sec. 604(a)): Will all procurement be from ;; 
tlle U.S. except as otllerwise cleter~nined by tlle I'resident or determined under 
delegation from lliln? 

- Yes. 

c. Marine insurance (FAA Sec. 604(d)): If the cooperating country 
discrilllillates against marine insurance col~lpalues autllorized to do business in 
the U.S., will co~ll~nodities be insilred in tlle United States against marine risk 
wit11 such a colnyany? 

- Yes. 



d. Non-U.S. agricultural rocure~nent (FAA Sec. 604(e)): If non-U.S. 
procurement of agricultural comlno 8 lty or product thereof is to be financed, is 
there provision against such procurement when the domestic price of such 
coll~modity is less than parity? (Exception where comlnodity financed could not 
reasonably be procured In U.S.) 

- NIA. 

e. Construction or engineering services (FAA Sec. 604(g)): Will 
construction or engineering servlces be procured from firms of advanced 
developing countries which are otherwise eligible under Code 941 and w l ~ i c l ~  
have attained a competitive capability in international markets in one of these 
areas? (Exception for those countries wllicll receive direct economic assistance 
under the FAA and ermit United States f i rn~s to compete for construction or P engineering services inanced from assistance programs of these countries.) 

- No. 

f. Cargo preference slli ,ping (FAA Sec. 603)): Is the shipping 
excluded from colnpliance with t l le requirement in  section 901(b) of the 
Merchant Marine Act of 1936, as amended, that at least 50 percent gross tonnage 
of coll~modities (computed separately for dry bulk carriers, dry cargo liners, and 
tankers) financed shall be transported on rivately owned U.S. flag commercial 
vessels to the extent such vessels are availa g le at farr and reasonable rates? 

- NIA as cash transfer. 

g. Technical assistance (FAA Sec. 621(a)): If technical assistance is 
financed, will such assistance be furnished by private enterprise on a contract 
basis to the fullest extent practicable? Will the facilities and resources of other 
Federal agencies be utilized, when they are articularly suitable, not con~petitive 
with private enterprise, and made availab e witl~out undue interference wit11 
donlestic yrogranls? 

P 

- N/A. 
-. 

11. U.S. air carriers (International Air Tra~lsportation Fair Competitive L' 

Practices Act, 1974): If air transportation of persons or property is financed on 
grant basis, will U.S. carriers be used to the extent such service is available? 

- NIA. 

i. Termination for convel~ience of U.S. Government (FY 1991 
Appropriations Act Sec. 504): If the U.S. Government is a party to a contract for 
procurement, does the contract contain a provision autllorizing terlnination of 
sucll contract for the convenience of the United Stales? 

- Yes. 



j. Consulting services (FY 1991 Appropriations Act Sec. 524): If 
assistance is for consulting service through procurement contract ursuant to 5 
U.S.C. 3109, are contract expenditures a ~natter of public record an f available for 
public inspection (unless otherwise provided by law or Executive order)? 

k. Metric conversion (Omnibus Trade and Competitiveness Act of 
1988, as interpreted by conference report, amending Metric Conversion Act of 
1475 Sec. 2, and as ~mplemented tllrougl~ AID policy): Does the assista~lce 
program use the metric system of lucnsurerl~e~~t in ~ t s  procurements, grants, and 
other business-related activities, except to the extent that sucll use is llnpractical 
or is likely to cause si nificant inefficiencies or loss of markets to United States 
firms? Are bulk purc g ases usually to be ~nade  in  metric, and are components, 
subassenlblies, and semi-fabricated materials to be specified in metric units 
when economically available and tecl~nically adequate? Will AID specifications 
use metric units of measure from the earliest programmatic stages, and from the 
earliest documentation of the assistance processes (for example, project papers) 
involving quantifiable measurements (lengtll, area, volume, capacity, mass and 
weight), tllrougll the i~nplelnentation stage? 

- Yes, insofar as applicable to cash transfer. 

1. Competitive Selection Procedures (FAA Sec. 601(e)): Will the 
assistance utilize com etitive selection rocedures for the awarding of contracts, P !I except where applicab e procurement ru es allow otl~envise? 

- NIA, as cash transfer. 

23. Construction 

a. Capital project (FAA Sec. 601(d)): If capital Le,g, collstruction) 
project, will U.S. engineenng and professional services be used? 

b. Construction contract (FAA Sec. 611(c)): If contracts for 
construction are to be financed, will they be 1.et on a competitive basis to 
m,win~um extent practicable? 



c. Large projects, Congressional approval (FAA Sec. 620(k)): If for 
construction of product~ve enterprise, will ag regate value of assista~~ce to be 
furnislled b the U.S. not exceed $100 million except for productive enterprises K t 
in  Egypt t at were described in the Congressional Presentation), or does 
assistance have the express approval of Congress? 

- NIA. 

24. U.S. Audit Rights (FAA Sec. 301(d)): If fund is establisl~ed solely by 
U.S. contributions and administered by an international organization, does 
Co~nptroller General have audit rights? 

25. Communist Assistance (FAA Sec. 620(11)): Do arrangements exist to 
insure that United States foreign aid is not used in a manner wllicll, contrary to 
the best interests of the United States, pro~notes or assists the foreign aid projects 
or activities of the Communist-bloc countries? 

- Yes. 

26. Narcotics 

a. Cash reimbursements (FAA Sec. 483): Will arrangements preclude 
use of f i n a n c i ~ ~  to make reiinburse~l~ents, in Ll~e forin of cash pay~nents, to k p e r s o ~ ~ s  wl~ose i licit drug crops are eradicated? 

- Yes. 

b. Assistance to narcotics traffickers (FAA Sec. 487): Illill arrange~nenls 
take "all reasonable ste s to preclude use of financing to or through ind~viduals 
or entities which we L' ow or have reason to believe have either: (1) been 
convicted of a violation of an law or regulation of the Limited States or a foreign 

relating to narcotics r or other controlled substances); or (2) been an illicit 
traffic er in, or otherwise involved in the illicit trafficking of, any such collntX. 
con trolled substanc!e? .- 

- Yes, USAIDIBolivia has d e s i g ~ ~ e d  and is implementing a screening 
syste~n under Sec. 487. 

27. Expropriation and Land Refonu (FAA Sec. 620(g)): Will assistance 
preclude use of financing to co~npensate owners for expropriated or nationalized 
properly, except to com ensate foreign nationals in accordance with a land 6 refonn prograin certified y the President? 

- Yes. 



28. Police and Prisons (FAA Sec. 660): Will assistance preclude use of 
financin to provide training, advice, or any financial support for police, prisons, 
or other f aw enforcement forces, except for narcotics programs? 

- Yes. 

29. CIA Activities (FAA Sec. 662): Will assistance preclude use of financing 
for CIA activities? . . 

- Yes. 

30. Motor Vehicles (FAA Sec. 636(i)): Will assistance preclude use of 
financin for purchase, sale, long-term lease, exchange or guaranty of the sale of 
motor ve 1 licles ~na~~ufac lu red  oulside U.S., u111ess a waiver 1s oblained? 

- Yes. 

31. Military Personnel (FY 1991 Appropriations Act Sec. 503): Will 
assistance reclude use of financing to pay pensions, annuities, retirement pay, 
or adjuste l' service compensation for prior or current military personnel? 

- Yes. 

32. Payment of U.N. Assessments (FY 1991 Appropriations Act Sec. 505): 
Will assistance preclude use of financing to pay [J.N. assessments, arrearage3 or 
dues? 

- Yes. 

33. Multilateral Or anizalion Lending (FY 1991 Appropriations Act Sec. 
506): Will assistance prec f ude use of financing to carry out provisio~s of FAA 
section 209(d) (tranufer of FAA funds lo multilateral organizations for lending)? 

- Yes. 

34. Export of Nuclear Resources (FY 1991 Appropriations Act Sec. 510): -- 
Will assistance preclude use of financing to finance the export of nuclear '' 

equipment, fuel, or tecllnology? 

- Yes. 

35. Repression of Po ulation (FY 1991 Appropriations Act Sec. 511): Will P assistance preclude use of inancing for the purpose of aidin the efforts of the k goverlunent of such country to repress the legitilllate rights o the population of 
such country contrary to the Universal Declaration of I-luman Rights? 



- Yes. 

36. Publicity or Propoganda (FY 1991 Appropriations Act Sec. 516): Will 
assistance be used for publicity or propaganda purposes designed to support or 
defeat legislation pend~ng  before Congress, to influence in  any way the outcome 
of a political election in the United States, or for any publicity or propaganda 
purposes not autllorized by Congress? 

- No. 

37. Marine Insurance (FY 1991 Appropriations Act Sec. 563): Will any AID 
contract and solicitation, and subcontract entered into under suc11 contract, 
include a clause re uiring that U.S. marine insurance c o ~ n p a ~ ~ i e s  have a fair 
opportunity to bid or marine insurance when such insurance is necessary or 
appropriate? 
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- Yes. 

38. Exchange for Prollibited Act (FY 1991 Appropriations Act Sec. 569): 
Will any assistance be provided to any foreign government (including any 
instru~nentalit or agency thereof), foreign person, or United States person in 
exchange for t l  lat foreign government or person undertaking any action which is, 
if carried out by the United States Government, a United States official o.r 
employee, expressly prohibited by a provision of United States law? - 

- No. 

C. CRITERIA AI'PLICA8LE TO ECONOMIC SUPPORT FUNDS ONLY 

1. Econon~ic and Political Stability (FAA Sec. 531(a)): Will this assistance 
promote economic and political stability? To the nlaximu~n extent feasible, is this 
assistance consistent w1t11 the policy directions, purposes, and programs of Part I 
of the FAA? 

- Yes; Yes. - 
i 

2. Military Purposes (FAA Sec. 531(e)): Will this assistance be used for 
lnili tary or paramilitary purposes? 

- No. 

3. Commodity GrantsISeparate Accounts (FAA. Sec. 609): If co~nn~odities 
are to be granted so that sale ~roceeds will accrue to the reci ient country, have 
Special Accou~~t  (c:ounterparh arrangerne~~ts been rnade? P For FY 1991, this 
provision is su erseded by the separate account requirements of FY 1991 
Appropriations 1 ct Sec. 575(a), see Sec. 575(a)(5).) 

- NIA, not a grant of com~notlities. 



4. Generation and Use of Local Currencies (FAA Sec, 531(d)): Will ESF 
funds made available for commodity import programs or  other program 
assistance be used to generate local currencies? If so, will at least 50 percent of 
such local currencies be available to support activities consistent with the 
objectives of FAA sections 103 through 1067 (For FY 1991, this provision is 
superseded by the separate account requirements of FY 1991 Appropriations Act 
Sec. 575(a), see Sec. 575(a)(5).) 

- Yes; Yes. 

5. Cash Transfer Reqrrirerncnl.s (FY 1992 Appro riations Act, Title 11, 
under heading "Economic Support Fund," and Sec. 575(b) . If assistance is in  the 
for111 of a cash transfer: 

P 
a. Separate account: Are all such cash payn~ents to be maintained by 

the country in  a separate account and not to be com~nlngled wit11 any other funds? 

- Yes. 

b. Local currencies: Will all local currencies that may be generated 
wit11 funds provided as a cash transfer to such a country also be deposited in  a 
special account, and has AID entered into an agreement wit11 that government 
setting fort11 the amount of the local currencies to be generated, the terms and 
conditions under which they are to ke used, and the responsibilities of AID and 
tllat government to monitor and accorlnt for deposits and d i ~ b u r s e ~ e n t s ?  

- Yes. The Program Grant Agreement will cover these matters 
in  detail. 

c. U.S. Government use of local currencies: Will all such local 
currencies also be used in  accordance with FAA Section 609, wllicll requires suc11 
local currencies to be made available to the U.S. goverxunent as the U.S. 
determines necessary for the require~r~ents of the U.S. Government, and wllicll 
requires the remainder to be used for pro rams agreed to by the U.S. B -- 
Government to carry out the pu Joses for whic I new funds autllor~zed by the L. 

FAA would tl~emselves be ava~lab 7 e7 

- Yes. 

d. Con ressional notice: Has Congress received prior notification 
providing in  detai f how the funds will be used, including t l ~ e  U.S. interests that 
will be served by the assistance, and, as appropriate, the economic policy reforms 
that will be promoted by the cash transfer assistance? 

- Yes, Congress will be drlly notified prior lo ol~ligation. 



ENVlRONMENTAL THRESHOLD DECISION 

meet Locatioll Bolivia 

Pro-iect Title Econo~nic Stabilizatioll and 
Recove~y (FY 92 ESF Balance of 
Payments Program) 

Proiect Number 5 1 1-0604 

$ 66 rnillion (ESF) 

Life of f'roject --- I year (FY 92) 

ARD: Michael Y ates 
USAlD/Bolivia 

Reco~ntnendecl Tluesliold Decision -- Categorical Exclusio~l 

Bureau Tlueshold Decision Collcur with Reco~n~lie~ldatio~i 

Comments 

Copy to 

Copy to 

Copy to 

Copy to 

Copy to 

Copy to 

Conci~~rerice sul~ject to conditicju 
stated hi IEE a1cl placed hi approval 
docunlents that no pesticides will be 
lxocured witliout first tloh~gnn 
Environmental Assess~ne~lt altl 
1l;tving it approved by tlie LAC 
Cliief Envirotunental Officer. 

Carl H. Leonard, Director 

Michael Y ates, USAID/Bolivia 

IEE File 

Jolin 0. W ilso11 
Deputy Chief Environmental 
Ol'ficer 
Burea~~ for Latin A~ne~.ica 
and the Caibbearl 




