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I. Summary and Recommendations

A. Summarr

As a result of the coherent and consistently applied economic policies
of the Paz Estenssoro Government, Bolivia's economy has stabilized. The
economic reactivation the Government has been seeking, however, is proceeding
slower than desired .

One of the most significant hindrances to Bolivia's economic recovery
and growth is its poorly functioning finanCIal system. Despite the fact that
the financial system is no longer hampered by inflation and ill-founded
governmental attempts to interfere with market forces, Bolivia's financial
institutions are not adequately fulfilling their basic function of mobilizing
and allocating resources for productive economic activities. Unless the
pertormance of the financial system improves, the country's prospects for
private-sector-led ~conomie growth will not improve.

Bolivia's financial system is currently suffering from four major
problems. The first is the existence of poorly functioning private
intermediate credit institutions (ICls). As a result of the recent
hyperinflationary period, the viability of Bolivia's commercial banks is
precarious. Loan portfolios have shrunk, and the quality of many loans
outstanding is questionable. Overhead costs are excessive in relation to
current operations, and levels of paid-in capital are very inadequate. The
poor condition of the banks in addition to the perceived risk inherent in the
Bolivian economy (reflected in high interest rates on deposits) are
responsible for the very high real interest rates on loans, which by
themselves are detrimental to expanded economic activity. In addition, ICI
personnel too often lack knowledge of rudimentary modern banking practices,
and as a result, lCls do not operate as effectively as they should.

The second problem area affecting the Bolivian financial system is the
poor functioning of its public financial institutions. The Central Bank is
currently in the midst of a complete reorganization which is seriously
affecting its operations. Decisions remain to be made with regard to the
proper role, if any, of Bolivia's four state-owned banks.

The third problem affecting the financial system is the lack of
adequate financing for medium to long-term credits, whether provided from
foreign sources or raised domestically.

Lastly, there is a need within the financial sector for better
informed policles which reflect the highest degree of consensus possible among
public and private s~ctor representatives and are based on sound economic
analysis. '
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With the assistance of AID. the Wo~ld Bank. the lnte~-Ame~ican

Development Bank (lOB). and the IMF. the GOB has developed a strategy to
address these financial sector problems. Each of these agencies has been
asked to provide assistance with diffe~ent components of an overall program to
improve the financial system. Through the Strengthening Financial Markets
Project. AID assistance will be focussed on improving the financial status and
operations of private ICls and on fostering private-sector-led policy analysis
and research. The purpose of the Project is to improve the effectiveness of
Bolivia's private sector financial institutions and to increase private sector
participation in financial sector policy formulation. The Project's focus on
institution building and policy reform is completely consistent with AID
policy concerning financial sector assistance.

The Project will have three components: imp~ovement of financial
sector regulation; improvement of private secto~ ICI operations; and financial
sector policy research and analysis.

The first component will support the creation of an independent
Bolivian Deposit Insurance Fund (BDIF). whose purpose will be to strengthen
weak ICIs in cooperation with the Bolivian Superintendency of Banks. and to
insure the public's deposits in these institutions with the resultant increase
in domestic depositor confidence in the local banking system.

The second component will include three activities. A Financial
Training Center (FTC) will be established under the auspices of the lnstituto
para el Desarrollo de Empresarios y Administradores (IDEA). which will t~ain

ICI officers in all aspects of mode~n banking operations. The Project will
also assist the Association of Banks and Financial Institutions of Bolivia
(ASOBAN) to expand the services it offers to its members by suppo~ting the
development of a cooperative relationship with a successful banking
association from another country. Lastly. under this component, assistance
will be provided to help lCls mobilize domestic deposits and to explo~e

opportunities for the development of new capital market financial instruments.

Th~ third component of the Project will sponsor seminars fo~ the
discussion of topical financial sector policy issues among p~ivate secto~ and
public sector leade~s and finance limited financial sector policy resea~ch

with a view toward foste~ing better development. understanding, acceptance,
and adoption of well-founded financial secto~ policies.

ALDIs contribution to the P~oject will total $6.2 million in Grant
Funds. The GOB and the Rolivian private secto~ will contribute a total of
$28.6 million to Project activities. The summary P~oject budget is given
below:

•
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Pri vat~
AID Grant GOB Secto£ TOTALS--- ---

Boli vian Depos it
Insurance Fund 1 ,368,600 687,500 26,840,600 28,896,700
Financial Training
Center 1,441,500 544,000 1,985,500
ASOBAN ServIces 393,200 312,700 705,900
Savings Mobilization 722,900 70,000 792,900
Policy Research and
Analysis 719,800 16,500 736,300
Other Costs 1.554,000 __)3,100 _--.1..? 9 , OOQ. 1,726,100
TOTALS 6,200,000 700,600 27,942,800 34,843,000

B. Recommendations--------

USAIDIBolivia hereby recommends that the Project be authorized by
AA/LAC. In conjunction with the authorization, it is recommended that AA/LAC
approve: 1) a waiver of nationality requirements from Code 000 to Code 941
for the provision of technical services to the FTC and ASOBAN; and 2)
non-competitive negotiation of cooperative agreements with ASOBAN and IDEA for
the implementatIon of Lwo Project components. The justifications for these
actions are contained in Section V.

As noted by the DAEC when it approved the PlD for this Project, AID
has had relatively little experience with financial sector projects. To
ensure that the best and most appropriate project was designed, USAID/Bolivia
contracted a consultant team to assist USAID and Bolivian personnel with
project design which included individuals with long experience in the Bolivian
financial sector and/or pre--eminent experience in their fields of expertise.

The project design team was made up of the following people:

Consultants

Robert Shumway - Deputy Lo the Director, Federal Deposit Insurance
Corporation.

Melville Brown - International Banking Consultant. Formerly DIrector
of the Maryland State Savings and Loan DepOSIt insurance Fund. and
PreSIdent or DIvision Manager in four banks
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Luis Fernando Tob6n - Twenty years experience with Citibank Including,
most recently. Director of Training for Latin America and President of
the Banco Internacional de Colombia. a Citibank subsidiary.

Marion Thomson - International Banking Consultant. Formerly Vice
President of International Operations. Bank of Montreal.

Robert Vogel - Professor of Economics. University of Miami. Expert in
financial markets who has worked in Bolivia frequently during the last
six years.

Jerry Ladman - Professor of Economics. Arizona State University and
Director of its Center for Latin American Studies. Expert in Rural
Financial Markets who has worked frequently in Bolivia during the last
ten years.

John Gadway - International Economics Consultant who has worked in
Bolivia several times during the last two years. Fields of expertise
include rural financial markets. informal financial markets. credit
unions and rural savings mobilization.

Onofre Torres - International Banking Consultant. Formerly a top
executive in several Latin American branches of Citibank. Has worked
in Bolivia several times during the last four years investigating the
banking system.

Donald Larsen - Professor of Agriculture Economics. Ohio State
University. Has previously worked in Bolivia for the World Bank.

Arthur Warman - Team leader. International Science and Technology
Institute. Inc.

Bolivians

Javier Nogales - President of the Central Bank of BolIvia.

Luis Arnal - World Bank Consultant currently assigned to the Central
Bank of Bolivia to coordinate donor activities in the financial sector.
Formerly Bolivian Representative to the IDB and SUbsecretary in the
Ministry of Finance.

DIGITEC (Consulting firm composed of experienced Bolivian bankers)
IDEA (Ing. Jorge E. Lonsdale. President. and staff)
ASOBAN (Board of Directors composed of general managers of members
banks. and ASOBAN staff)

•
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USAID

Robert J. Asselin. Jr .• Chief, Office of Project Development and
Implementation

David L. Jessee. Project Manager. USAID/PRD
Clark Joel. Chief Economist, USAID/Bolivia
T. David Johnston. Chief. Office of Private Sector and Rural

Development Programs
Steven Liapis, Controller
Luis Montero. Financial Analyst, USAID/CONT
Gail Owens. Financial Analyst. USAID/PRD
Gustavo Vega. Banking Consultant/Financial Analyst. USAID/PRD
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II. PROJECT BACKGROUND A~?ATIONALE

A. Current Economic Conditions

The misguided and inconsistent economic policies of the
Government of Hernan Siles Zuazo b~tween 1982 and 1985 led to a chaotic
economic situation by the time Victor Paz Estenssoro was sworn in on
August 6. 1985. The incurrence of substantial fiscal defIcits fueled by
increased current expenditures, an inelastic revenue system and large
operating deficits by state enterprises resulted in substantial Central
Bank credit expansion and increases in the money supply. The
diseguilibrium was aggravated by ill-conceived attempts to control
prices, interest rates and the official exchange rate.

On taking office. the Paz Government was faced with
hyperinflation. a foreign exchange crisis substantially aggravated by the
collapse of tin and petroleum prices, a growing debt service problem. a
substantial budget deficit, and a real GDP that had declined each year
since 1981. The following statistics illustrate the magnitude of the
problem that confronted the new Government. The rate of increase of the
consumer price index accelerated from 123 percent in 1982 to 276 percent
in 1983, 1,281 percent in 1984 and 11,750 percent in 1985. The rate of
increase of the budget deficit of the consolidated public sector (a key
cause of the hyperinflation) increased from 353 percent in 1983 to 1,964
percent in 1984 and 3.500 percent in 1985. Total net credit extended by
the Central Bank to the public sector increased from $b 16 billion in
1981 to $b 2.926 billion in 1984. Net domestic financing covered 81
percent of the overall public sector deficit in 1984. The annual rate of
increase of bank credit expansion to the non-financial public sector
accelerated from 287 percent in 1983 to ].166 percent in 1984 and 17.029
percent in 1985. However, credit to the public sector was not the only
cause of the increase in money supply as bank credIt expansion to the
private sector increased at comparable rates during 1984 and 1985. As a
result. the supply of currency plus demand deposits (MI) increased at a
rate of 1.780 percent in 1984 and 6.137 percent in 1985. H2 (HI f

savings and time deposits) increased at rates comparable to HI over this
period.

Predictably. substantial deficits appeared in the current account
of the balance of payments. These rose from US$ 176 million In 1982 to
about U8$282 million in 1985. The overall balance of payments has been
consistently in deficit since 1982. with the balance fluctuating between
a negative US$103 million in 1984 and a negative US$ 363 million in 1982.

The Paz Estenssoro Government knew that it had to act quickly and
boldly on the economic front to begin to restore public confidence and
stabilize the economy. Few people. however, expected the sweeping
economic measures enacted in October 1985 under Supreme Decree 21060.
The Decree eliminated government controls on prices, interest rates and
the official exchange rate; implemented a lower uniform tariff rate on
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all imports; froze public sector wages and provided for free negotiation
of private sector salaries; and decentralized key state enterprises. as a
first step in a major effort to reduce the public sector's role in the
economy and to stimulate more private investment.

The Government's "New Economic Program" (N.R.P.) which was
initiated with Decree 2]060 has been highly succ~ssful in ending
Bolivia's hyperinflation. The rate of increase in the consumer price
index was brought down from 11.750 percent in 1985 to 66 percent in 1986
(December to December), and to only 4.5 percent during the last guarter
of the year. The rate of increase in the budget deficit of the Central
Government was brought down from 3,300 percent in 1985 to an estimated 72
percent in 1986. As a proportion of the GDP, the budget deficit of the
consolidated pUblic sector declined from 28 percent in 1984 to 12 percent
in 1985, and is estimated at 4 percent for 1986 and 6 percent in 1987.
The annual rate of bank credit expansion to the public sector which was
3.891 percent In 1985 became a negative figure in 1986, while the rate of
credit expansion to the private sector declined from 4,249 percent to 129
percent. As a result. the rate of increase of the money supply (HI)
declined from over 6,100 percent In 1985 to a projected 25 percent in
1986.

The main task that presently confronts the Bolivian authorities
is to bring about the reactivation of the economy. The Central Bank's
preliminary GDP projections show a decline of about 2.9 percent in real
terms in 1986, which is a smaller decrease than in 1985 but still
negative. While all indicators point to the fact that the Paz Govenment
has succeeded in setting the basis to arrest and reverse the decline in
economic activity, a number of factors have impeded an early recovery.
These include a badly functioning financial system, the continued
deficits incurred by state-owned enterprises, substantial difficulties
faced by the mining industry, the multiplier effects of the sharp drop in
export earnings, continuing uncertainty in the private sector regarding
the future course of the Bolivian economy. and the slow adjustment of the
private sector to the new. free-market-based economic environment
established under the N.E.P.

Among the various problems impeding faster economic growth, the
poorly functioning and weak financial system is perhaps the most
critical With a poorly functIoning financIal system, the process of
mobilizing and allocating domestic and foreign reserves for productive
economic actIvity in BoliVIa is being carried out inefficiently. and
business productivity and expansion are suffering. The GOB is counting
on the financial sector to help propel the country's recovery by
channelling donor-financed credit to the private sector for new
investments in the short run, and by mobilizing and allocating more
dornestic resources for development in the longer run. If measures are
not taken to deal with the severely weakened condition of Bolivia's
private and public financial InstItutions, there is a clear possibIlity
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for a collapse of the financial system, which would severely compromise
all chances for the success of the N.E.P. and the democratic reforms
which have accompanied it.

B. The Bolivian Financial Sector

Bolivia's financial sector is made up of a number of public and
private sector intermediate credit institutions (lCIs). They include the
Central Bank (which is currently responsible for monetary matters, ICI
regulation, management of the government's foreign exchange reserves and
credit refinancing transactions), four state-owned banks (Vivienda,
Hinero, Agricola, and Estado), 17 private commercial banks (13 BolIvian
and 4 foreign), three specialized banks, a private savings and loan
system with 13 member associations, and about 200 credit unions and
cooperatives. These are complemented by five social security systems and
sixteen insurance companies. Among the leIs. the private domestic
commercial banks are the most active in lending to both commercial and
industrial concerns, and more recently have begun to lend to medium and
large-scale farmers. Foreign commercial banks were previously active in
these areas but have contracted their operations sharply over the last
three years. The savings and loan System. which was severely damaged by
the Siles Government's dedollarization policy, concentrates its lending
on housing and consumer credit. Both it and Bolivia's cooperatives and
credit unions are the most active private financial institutions in rural
areas.

Of the four state banks, only the Banco Agricola (BAB) and the
Banco del Estado appear to have a chance to continue operating. The
Banco de la Vivienda is bankrupt and can only continue to exist if the
GOB decides to privatize it or to channel new foreign loans through it,
neither of which appears likely. The Banco Minero's main function has
been to facilitate mineral exports, and it has never really functioned as
a bank. There is no need for it to continue operating. The World Bank
recently recommended that the BAB and the Banco del Estado be merged
because they possess branch facilities throughout the country which can
serve rural financial markets largely ignored by private banks. This
would require the assumption of each bank's poorly performing portfoJio
by the GOB Treasury and a major reorganization of both institutions. The
GOB has still not decided whether to implement the recommended plan, but
it is likely that the two banks will not be merged. The Central Bank
recently transferred its responsibility for handling public sector
accounts to the Banco del Estado. and has now asked the World Bank to
re-examine the possibility of continuing to operate both banks separately
and to make recommendations regarding the future of the Banco Minero and
the Banco de la Vivienda.

The Central Bank is currently undergoing a major reorganization
which involves a very significant cut in staff and a complete reshuffling
of remaining personnel into fewer operating divisions. This process was
initially hampered by personnel disputes and the failure. until just

•
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recently, to appoint senior managers within the Bank. The organizational
changes have seriously affected the efficiency of the Bank's operations.

C. Current Problems Within the Bolivian Financial System

The chIef problems within the Bolivian financial system are
institutional in character. Private commercial banks are still suffering
from the effects of the recent hyperinflation, and for all practical
purposes many of them are technically bankrupt. Similarly, the Central
Bank, Bolivia's central monetary authority and regulator of the financial
system, and Bolivia's four state banks are currently undergoing profound
changes and not carrying out their responsibilities well. Two additIonal
problems affecting the financial sector are the inadequate availabilIty
of both domestic and international financing for working capital and new
investments and a less than adequate understanding of financial sector
policy issues among both private and public sector officials. These four
problem areas are explained below.

I. Poorly Functioning Private Banks

A study of the current condition undertaken during the
intensive review of most banks revealed that by any normal accounting
criterion, most are technically bankrupt. The Bolivian banking syst~m is
undercapitalized, ineffIcient and poorly managed through a series of
closely-held, interlocking, family-owned corporations. The system's
failure to perform adequately its proper financial intermediation
functions constitutes one of the most serious obstacles to Bolivia's
economic recovery.*

The evolution of the banking system in the 1960s and 1970s was
characterized by steady growth of about 7 percent per year and the
emergence of a relatively large number of institutions, primarily engaged
in financing commerce. The system's growth in the 1970s was generally
satisfactory, as the emergence of medium and long-term credit lines
signalled a gradual transition towards a more responsive and
sophisticated system. This progressive trend came to an abrupt halt in
the early 1980s, however, as the system was hit with a series of negative
economic events including:

two years of record-breaking hyperinflation;
sharply lower economic actIVIty (GDP contracted by 16
percent from ]98] through ]985).

* The GOB IS also depending on the banklng system for the collection
of newly instituted income and proper·ty taxes which are needed to
lower the budget deficit
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GOB attempts to contain inflation through direct price
controls, ceilings and interest rates and maintenance of an
overvalued exchange rate; and

the ]982 ~dedollarization~ of dollar-denominated deposits
and loans, whereby the Government ordered that all accounts
be settled in Bolivian pesos at a specified rate.

The costs and benefits of dedollarization and hyperinflation
were unevenly distributed. Depositors saw the purchasing power of their
savings vanish, while many borrowers were able to repay their debts at a
fraction of their original value. It is also believed that many of the
bank's owners and directors profited during this period of crisis, using
their banking institutions as vehicles to repay dollar debt held by their
industrial concerns at a signifIcant savings due to both de dollarization
and the artificially subsidized exchange rate, to channel dollars abroad,
to obtain loans used for speculative purposes, and to acquire fixed
assets within Bolivia.

During this period, the financial system contracted abruptly,
as depositors shifted resources into real assets or dollar currency. In
December 1981, deposits in the financial system totalled US$725 million.
By June 198~, the total had fallen to just US$68 millIon. By December
1986, total deposits in the commercial banks had again risen to US$290
million, of which 53 percent was denominated in dollars or bolivianos
with maintenance of value guaranteed. Commercial bank loans followed a
similar pattern, contracting from a level of US$452 million in 1981, to
US$165 million in 1985 and recovering to over US$300 million by December
1986.

The Bolivian banking sector was severely affected by this
period of extreme economic fluctuation but survived by passing most
losses to the accounts of depositors through dedollarization and engaging
in a defensive policy of investing in fixed assets (mostly real estate)
which increased in nominal value through inflation.

At first glance, Bolivia's banks might appear to be well on
the way to recovery. Deposits are expanding rapidly. Loan portfolios
have expanded by a factor of three in 18 months. Moreover, real overhead
costs have fallen as payrolls have been reduced by an average of 30
percent. On closer examination, however, it is evident that the
condition of most banks is precarious. Host banks are undercapitalized.
As inflation has subsided, banks are no longer able to book paper profits
to offset real portfolio and operating losses. Host financial
institutions are currently operating at a loss, due to a combination of
excessive payrolls and operating expenses, heavy concentration in
valuable but non-earning assets (real estate) and a large number of
non-performing loans. High interest rates and the economy's continuing
stagnation have caused a dramatic increase in the number of
non-performing/past due loans of the banking system. The banks' deposit
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base is fragile and speculative, and the quality of management is often
deficient. A close analysis of the condition of the Bolivian commercial
banks as of December 31, 1986 reveals a number of structural and
operational problems. These problems are analyzed in depth in Annex A.
To summarize:

a. During the recent p~riod of hyperinflation, loan portfolios
shrank significantly, overhead costs as a percent of tolal operating
costs and revenue expanded as incomes from loans shrank, and banks
invested heavily in real estate as a hedge against inflation.

b. The Central Bank's failure to pay banks' foreign debt at
the official exchange rate In accordance with the dedollarization decree
has left the banking system with over US$60 million in debt which must be
paid off in some way if the system is ever to recover from its current
financial problems. In addition to no longer being able to payoff these
debts from current earnings, Bolivia's banks no longer have access to
foreign loans.

c. Revalued real estate now accounts for over 88 percent of
the banking system's capital reserves. This unacceptably high ratio
makes all banks very vulnerable during financially troubled periods. The
stockholders' actual investment in a number of banks has already been
lost several times over.

d. Operating costs currently average 13 percent of total
earning assets for the system as a whole. This extraordinarily high
ratio contributes directly to Bolivia's high interest rates (See Table
I). There is also evidence that some banks are using deposits to cover
operating costs or increasing spreads to cover operating costs by
engaging in Huncovered swaps" (financing high interest rate local
currency loans with relatively lower interest rate dollar deposits).

e. Loan portfolio quality is very poor. Over 17 percent of
the system's loans are classified as non-performing by the banks
themselves, and it is likely the real proportion is higher. Banks are
lending for very short terms (30 to 90 days) at high interest rates,
rolling over loans when due (often capitaliZing interest charges), and
increasing effective intprest rates by charging commissions for each
roll-over. It is suspected that a dangerously high proportion of loans
are made to borrowers connected with bank owners. Loan loss reserves are
inadequate. Customers borrOWIng in dollars, or with a dollar
maintenance-of-value clause, may not be able to repay their loans If the
boliviano devalues.

f. Seventy percent of the recent growth in deposits has been
in dollars or bolIvianos with a dollar maintenance-of-value clause.
These deposits are volatile becaus~ they are being Hbought" with interest
rates signifIcantly higher than those paid for dollar deposits
internationally. Several banks are engaged in exposed swap transactions
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to help finance high overhead costs, or conversely (financing dollar
loans with boliviano deposits) betting on profitting from significant
devaluation of the boliviano.

g. Compared with banks in neighboring countries, Bolivia's
banks suffer from serious operational deficiencies. Although a few banks
have begun to improve their operations by using technical assistance
which was provided under the A&A Project, the financial sector in general
is still weak in areas such as: credit analysis techniques; financial
marketing; market segmentation; product development, market research,

Table 1

YEARLY INTEREST RATE ON 30-DAY LOANS AS OF 3/26/87 *

Deposit Rates Loan Rates
Bank $US Bs** Bs Bs** Bs Bs

Kercantil 18 14 24 20 18.5 36
Santa Cruz 14 n/a 18 22 nla 30
La Paz 15 n/a 24 24 nla 30
Cochabamba 16 14 18 26 26 36

YEARLY INTEREST RATE ON 60 DAY LOANS_AS OF_3/26/87

Mercantil 18 15 nla 20 18.5 36
Santa Cruz 17 nla 18 24 nla 36
La Paz 15 nla 24 24 nla 30
Cochabamba 16 n/a 18 26 26 36

YEARLY INTEREST RATE ON 90 DAY LOAN AS OF 3/26/87

Mercanti! 18 n/a nla 20 18.5 36
Santa Cruz nla nla 18 nla nla nla
La Paz nla nla 24 n/a nla nla
Cochabamba 16 nla 18 26 26 36

* "n/a" means "not available"

** With dollar maintenance of value

•

,.
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prodact profitability mangement; and marketing strategy. Personnel
management practices are rudimentary. Modern financial control
procedures are not employed. Work processes are time-consuming and
expensive. Bank expertise in simple trade finance procedures, foreign
exchange traAsactions and investment banking is almost completely
lacking. In short. there is a clear need for Bolivia's banks to train
their personnel and modernize their operations if they are to survive as
financial intermediaries.

2. Poorly Functioning Public Financial Institutions

The key fInancial sector functions of Bolivia's public sector,
for which the Central Bank has been solely responsible, are monetary
regUlation, management of the government's foreign exchange reserves,
bank regulation, the refinancing of private sector credits, and the
mana~ement of governmental and state enterprise accounts. Because of
probl~ms within the Central Bank, none of these functions is currently
being handled as well as it should.

The Central Bank should be providing the framework within
which the financial sector operates. During the Siles years, the BCB was
thoroughly politicized and, for all practical purposes, ceased to
function. Its leftist labor union usurped policy-making authority from
the Bank's Board and chief executive officers. When union leaders did
not agree with GOB policies the Central Bank was told to implement, they
simply closed the Bank. Staffs and payrolls were padded illegally. BCB
officials refused to allow audits by the Bolivian Controller General. No
monetary controls were imposed, and inflation soared. The politicization
of the BCB was one of the principal causes of Bolivia's economic collapse.

Action to deal with the Central Bank's problems began with a
major audit which the Controller General was finally able to carry out in
1986. The audit uncovered major operational deficiencies and internal
fraud. When the Paz Government came into office. it moved swiftly to
deal with the problems identified by the Controller General. A number of
key executives/union leaders were thrown into jail, and a competent Board
and President were installed.

The World Bank was then asked to make recommendations
concerning the restructurIng of the Central Bank. It recommended that
the Bank be reorganized and concentrate its efforts on monetary
management and the purchase and sale of foreign exchange, with a
concurrent strengthening of the BCB's Economic Studies Department to
support these activities. The World Bank recommended that the bank
supervision function currently assigned to the BCB's Departamento de
Fiscalizaci6~ be strengthened and turned into an independent
Superintendency of Banks, and similarly, that the BeB's credit
refinancing function, currently assigned to the Departamento de
Desarrollo, be strengthened and eventually Isolated from other Central
Bank functions.
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As explained in the PIO for this Project t the GOB is in the
process of transforming the credit refinancing function of the Central
Bank into a second story operation under which the Departamento de
Desarrollo will no longer approve individual refinancing transactions~

but will monitor leI use of the Government's refinancing facilities.
There is also a need to consolidate other GOB refinancing facilities with
those of the Central Bank once the Central Bank refinancing operations
are revamped. Consideration will eventually be given to the creation of
an independent financial corporation to manage all GOB refinancing
lines. The Inter-American Development Bank will provide assistance to
the BCB in these areas.

Whilp the reorganization of the Central Bank is proceeding
more slowly than desired, it is moving forward, and World Bank assistance
in the effort is already being provided.

For all practIcal purposes, there has been no regulation of
the banking system during the last several years. Bank reporting to the
Central Bank has been very inadequate, and until recently there has been
no inspection or supervision of banking activities. Given the profound
effect Bolivia's economic conditions have had on the banking system over
the past several years, this situation is especially disturbing. Steps
have just begun to be taken to reorganize and strengthen the pepartamento
de Fiscalizaci6n, with a view toward molding it into an independent
Superintendency. Until a Superintendency can be created again (an act of
Congress is required), it is planned that the Departamento de
Fiscalizaci6n will improve its monitoring of the activities of BoliVIa's
financial institutions. In addition, audits financed by AIO will be
carried out under the responsibility of international auditing firms to
obtain a more precise picture of the status of Bolivia's banks.

Bolivia's banking law also ne~ds to be revised. The current
law was written in 1928, and has been amended so often by decree that it
no longer is coherent, nor can it provide a framework for regulation of
the financial system. The private banks themselves are aware of the
situation, and in an effort to begin the process of drafting a new law
more in keeping with the situation in which the financial sector now
finds itself, the Association of Bolivian Banks and Financial
Institutions (ASOBAN) sponsored a successful workshop in ~arly Harch
which produced a schema for a new law. Action will now be taken jointly
by the BCB and ASOBAN to draft a new law which is simple, comprehensive,
and more appropriate to Bolivia's present situatIon based on the schema
developed at the workshop. AiD wil1 continue to assist in this effort
under the Agribusiness and Artisanry Project. A new law is scheduled to
be presented to the Bolivian Congress when it reconvenes in August 1987.

•
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3. Insufficient Availability of Medium and Long-Term Credit
Financing

Due to the Siles Government's misguided interest rate
policies, the refinancing lines previously set up by donors within the
BCB for d~velopment credits have been largely decapitalized. Since
commercial banks do not use their own deposit resources to finance term
loans, additional external funds are needed in the short to medium run to
finance the levels of fixed and working capital investment necessary to
spur economic recovery. In the long run, Bolivia should rely less on
external financing and more on internally mobilized savings, both by
banks increasing their domestically mobilized deposits and through the
development of new capital market instruments.

A related problem is access to bank loans by borrowers with
less assets to pledge as collateral. Often times, these borrowers are
good credit risks and wish to invest in, or expand, economically
beneficial activities. New lending programs and lending methods are
needed to address the need to expand the availability of bank loans.

4. }nadeguate Financial Sector Policy Development

The GOB's basic economic policies affecting financial market
operations (interest rate flexibility, exchange rate flexibility.
controls on credit to the public sector) are sound. and they should
provide the basis for the financial sector to perform its proper economic
role. However. detailed financial sector policies need to be developed
in a systematic and analytically sound manner. and there is a clear need
for better analysis of financial sector issues by both private sector and
public sector officials so that, as time goes on. a fUller.
better-informed dialogue concerning financial sector policy issues can
take place which leads to wider acceptance and understanding of financial
sector functions and standards. Currently. GOB policy measures are
devised by the members of the GOB Economic Stabilization Council
(composed of the Ministers of Finance. Planning, Commerce. and Foreign
Affairs, and the BCB President) with staff support from the Unidad de
Analisis de PolftIcas Econ6micas (UDAPE) and the help of outside
consultants. Littl~ consultation with the private sector has taken
place. and this has led to private sector suspicion and criticism of
certain measures being considered by the GOB.

UDAPE will continue to provide economic analyses and
recommendations across a wide spectrum for key GOB policy-makers. The
World Bank IS also developing a balance of payments/financial sector
policy loan which will require the GOB to take several financial sector
policy measures prior to disbursement of balance of payments assistance.
The measures are being analyzed and discuss~d with the GOB by World Bank
consultants. AID and the World Bank collaborated closely in the
development of the financial sector policy agenda. Taking these measures
will be a significant step in the rIght direction.
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It will also be healthy for the development of the financial
sector for its private sector entities and Bolivian academic institutions
to participate more fully in the analysis of policy issues and
discussions of policy options leading to financial sector decisions.
Examples of current financial sector issues which need further analysis
and discussion, with private sector participation, include: the setting
of deposit and lending rates for various financing needs in response to
Central Bank monetary measures; terms and conditions for the management
of credit refinancing lines; problems involved with the significant role
of the U.S. dollar in the Bolivian economy; bank regulation practices;
the drafting of a new banking law; the role of state-owned banks,
development of rural financial markets; and capital market development.
Other issues will surely arise as time goes on.

D. Recommendations for Dealing with Bolivia's Financial Sector
Problems

Over the course of the last several months, with the assistance
of outside experts financed by USAID, the World Bank and the lKF, the GOB
has developed a strategy for improving Bolivia's financial system. It
involves both short-term and long-term actions and will require
assistance from several donor agencies to be coordinated by the Central
Bank. The measures to be taken in the short term (during the next year)
are as follows:

1. Bank Audits

Instructions for the annual year-end audits commissioned by
all Bolivian banks, both public and private, were modified to place more
emphasis on an examination of portfolio quality and recent bank
operations. This audit is due April 30, 1987. It will be followed by a
second audit, covering the six-month period ending June 30, 1987,
commissioned by the Central Bank with partial AID financing and to be
carried out by international auditing firms. The purpose of the second
audit is to provide the GOB with accurate data on the status of all banks
which it will use as a basis for fomulating instructions to individual
banks from the BCB Departamento de Fiscalizaci6n for corrective actions
and for making final decisions on the future of Bolivia's state-owned
banks. The normal annual audits banks are required to submit during the
first quarter of each year will continue to be focussed on particular
banking sector problems as they arise.

2. Creation of the Superintendencia de Bancos and a D~posit

Insurance Corporatio~

Working cooperatively, these two autonomous organizations will
implement various measures to strengthen and consolidate the country's
private banks. The Superintendencia will devise, and ensure bank
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conformance with, bank r'egulations while the Deposit Insurance
Corporation will be empowered to take a variety of measures to deal with
bank solvency problems and insure the safety of the public's deposits in
private financIal institutions.

3. Revision of the Banking Law

A new banking law will be draft~d with consultant assistance
financed under the A&A Project and enacted by the Bolivian Congress to
provide a framework for the regulation and growth of the country's
financial sector.

4 Negotiation Between the BCB and Private Banks of Disputed
Foreign Debt

A compromise of some sort will have to be negotiated to allow
for the payment (or renegotiation) of outstanding private bank debt to
foreign creditors. There are valid arguments on both the side of the GOB
and that of the prIvate banks which would support a negotiated settlement
to the bank debt problem, which must be addressed if the Bolivian banking
system is to regain financial stability and access to foreign credits.

5. Reorganization of the Central Bank

As noted above, the reorganization and strengthening of
Bolivia's main financial institution, without which financial sector
strengthenIng will not be possible, has begun with World Bank assistance.

6. Closing/Reorganization of Bolivia's State-Owned Banks

The ~anco de la Vivienda and the Banco MInero should be
closed, and the BAB and Banco del Estado should be reorganized.
Decisions WIth regard to the future of these banks should be made by
September 1981.

7. Provision of Credit Financing

ASSIstance in the short to medium term in reestablishing
credit refinancing facilities will come from the lOB ($120 million
agriculture and agribusiness loan) and USAID (PL480 Title III-financed
local currency credits and the Market Town Capital Formation Project, in
addition to continued use of refinanCIng facilities already established).

Measures designed to have a favorable impact on the financial
sector in the medIum to long term Include'

a Establishment of a Financial Training Center

The Center WIll be established within the Instituto para el
Desarrollo g~Empr~sarios-X_~9minlstr~dor~~(IDEA) to train ICI personnel
in all aspects of modern bankIng.
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b. gedesi&.!L.and II!!Qr2-v~r.ni'!.!).t of the BCB I S Cr~Q.i t -Bef1.pan.f..!_!!&
Functions

As noted above, the lOB will take the lead in assisting
with the reorganization of credit refinancing transactions, which will
continue to be required in the foreseeable future.

c. Expansion .QL.hoan Q!!arant~e Pr~ams and Initiation of
Exper imen tal_boan PrQ&.ramLfor_Mi cr.Q_-en trepreneurs

The PRE Bureau recently approved a $7,000,000 Small and
Medium Enterprise Commercial Bank Guarantee Facility to be managed by the
Union de Ban.fos Bolivianos (UBB), an ASOBAN affiJ tate Under the
Project, eligible banks will be able to obtain guarantees for Joans to
eligible borrowers. In addition, under the A&A Project, USAIO/Bolivia is
sponsoring a pilot lending program for small-scale entrepreneurs which is
being managed by Accion Intern~~iona!-I~cnic~ (AITEC). It successful,
the pilot program will lead to a new project in FY 1988.

d. Improvement of ASOBAN ServJces

Currently, ASOBAN serves primarily a lobbying function for
Bolivia's private financial instItutions (banks and S&Ls). It will
gradually be equipped to provide a variety of serVIces to its members,
all designed to improve their operations.

e. Improved Fi~an~~l Sector Policy Analysis and Research

UDAPE will continue its assistance to the GOB Economic
Stabilization Council in the analysis of financial/economic policy
options. The World Bank will help improve the BCB's EconomIC Studies
Department. USAID will also assist private sector entItles (the Catholic
University, etc.) to sponsor seminars and research on topical financial
sector issues, with a view toward engendering better understanding of,
and agreement on, financial sector policies.

f. Savings Mobilization Programs

As economic conditions Improve and financial in~titutions

take important initial steps to strengthen their own financial stability,
the prospects for increased internal savings mobilization should
improve. The Strengthening FinanCIal Markets Project will prOVIde
assistance in this area.*

* Assistance is already being provided to the Savings and Loan System
under another AID project.
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g. greation of New C~~~al Market Instruments

As financIal and economic conditions improve, assistance
will be provided by AID to investigate the feasibility of creating GOB
treasury securities, corporate debt instruments and other capital market
instruments.

E. pr~ect Strategy

In February 1987, the Mission contracted the International
Science and Technology Institute (ISTI) to carry out an extensive
assessment of USAID's private sector assistance strategy. This study is
available in LAC/PS. As a result of the study, USAIO reformulated its
private sector assistance strategy Lo address the key constraints to
Bolivia's economic development: state control of the economy,
structurally weak and inefficient financial markets, investment
promotion, small business development, and export diversification. As a
result, two projects -- Strengthening Financial Markets and Industrial
Transition -- have been developed to address the first two problems
mentioned above, and projects in the other three areas are expected to be
designed and implemented in FY 1988 and FY 1989.

Without a concerted effort to address Bolivia's serious financial
sector problems, economic reactivation will be seriously hampered even
with the most coherpnt policy framework. The SFM Project will form part
of a comprehensive multi-donor effort to help the GOB and Bolivia's
financial sector institutions address the full range of financial sector
problems outlined in the prior section. USAID/Bo1ivia, World Bank, IKF
and lOB representatives have met regularly with GOB officials,
principally in the Central Bank, during the last several months. There
is full agreement among the donors and the GOB on the key problems within
the financIal sector and what needs to be done to address them. The
shared goal of each donor's assistance efforts will be to improve the
Bolivian financial sector's financial intermediation performance. Each
donor has selected components of the overall effort on which to
concentrate. Parallel, rather than co-findnced, actiVIties will be
financed by each donor, in a closely coordinated fashion. The
implementation of the SFM Project will not require any specific actions
to be undertaken under other donors' projects, but the full success of
the GOB's plan to rehabilitate the financial sector will require all of
the assistance the GOB has requested.

The SFM Project will focus on the improvement of prIvate sector
fInancial institutions and their participatIon In financial sector policy
decisions.
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The World Bank is planning two loan projects as part of its
effort to improve the fInancial sector. The first, the "Financial Sector
Structural Adjustment" Loan, will require as pre-conditions for
disbursement a number of policy adjustments by GOB. The other, IIBolivian
Public Financial Management Operations," will finance technical
assistance for the reorganization of the BCB, improvement of its internal
procedures and controls, reactivation of Superintendencia de Banco~,

improvement of the BCB's Economic Studies Department, and reorganization
of the BAB and the Banco del Estado.*

A new lOB loan, which was approved by the lOB Board on November
12 1986, will provide credit financing for agricultural production and
agro-industry, as well as finance technical assistance for the
reorganization of the Departamento de Desarrollo.

The IMF will continue to provide advice to the GOB in the areas
of monetary and fiscal policy. and cooperate with other donors, as
appropriate, in the provision of assistance in related areas, such as
revision of the banking law, financial sector policy analysis and
improvement of the BCB Economic Studies Department. This process has
already begun with the signing of an agreement for a three-year
arrangement under the Structural Adjustment Facility which calls for GOB
action on several fronts, including the financial sector, and with a
planned IMF staff review of a scheme for a new banking law prepared by
ASOBAN.

* This loan will also provide assistance for the organization of the
Ministry of Taxation and a complete revamping of the financial
control procedures of the GOB. CUSATO assistance is also being
prOVided in the latter area.)
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Table 2 below shows the areas to be covered by USAID, the World
Bank, the IDB and the IMF.

TABLE 2

DONOR ACTIVITIES IN THE FINANCIAL SECTOR

Bank Audits
Superintendency of Banks
Deposit Insurance Corporation
Banking Law
BCB Reorganization
State Bank Reorganization
Credit Financing
Financial Training Center
Overhaul of Credit Refinancing Facilities
Loan Guarantee Facility
Micro-eaterprise Lending Facility
ASOBAN Services
Financial Sector Policy Research/Analysis
Savings Mobilization
New Financial Instruments

AID WE

x
x

x
x

x
x

x
x

x
x
x
x x
x
x

IDB

x

11:

x

x

Coordination of assistance efforts will be the responsibility of
the Central Bank. This process will be facilitated by guarterly
financial sector assistance meetings chaired by the President of the
Central Bank which will be attended by the USAID Director, the World Bank
and IKF Resident Representatives, and appropriate project personnel
(staff, consultants, and GOB officials).

F. Conformance with Host Country and AID Priorities

The SFH Project is in full conformance with both Bolivian and AID
priorities. There is general recognition within the Bolivian private
sector and by the Paz Government that market-based, private-sector-Ied
recovery cannot occur in a timely fashion without a better functioning
financial sector. The GOB sees improvement of financial sector
operations as one of its highest economIC priorities, and has requested
AID. World Bank. lOB and IMF assistance In the effort.

The SFM Project fits well with in USAfD/Bolivia's assistance
strategy. It will directly support the Mission's prime program
objective: promoting private-sector-led economic recovery. Economic
recovery is key to the attainment of USAID/Bolivia's other two program
objectives: sustaining democracy and assisting with coca control
efforts. The SFM Project will also complement other AID-sponsored
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efforts under the Market Town Capital Formation, Industrial Transition,
Small and Medium Enterprise Commercial Bank Guarantee Facility,
Micro-Enterprise, Housing Guarantee, and Policy Reform projects, as well
as the PL 480 Title III Program.

The Project is in fUll conformance with AID policy directives,
specifically those contained in the draft AID Policy Paper on Financial
Markets Development. The Project conforms with basic AID policy on
assistance to the financial sector, which has been summarized as follows:
"A.I.D. supports LDC efforts to develop financial markpts by assisting
them to build strong, rpsilient, and durable financial institutions;
encouraging them to adopt the policies conducive to the growth and
viability of these institutions; and helping them to eliminatp the
deficiencies in the types of credit available that are impprting the
growth of their private enterprises."*

In addition, the Project will be carried out in line with
guidance on the importance of coordinatinr. assistance efforts with other
donors: "Missions should coordinate their efforts to help the LOGs solve
their development finance problems with those of .... multilateral
agencies and other bilateral donors so that our efforts are mutually
reinforcing." **

**
Draft Policy Paper on Finarcial Markpts Dpvelopment, p. 6
Tbid t p. 8

03261.
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III. PROJECT DESCRIPTION---------

The goal of this four-year Project will be to improve the
performance of Bolivia's financial sector. The chief indicators of the
achievement of the Project's goal will be.

Improved financial sector policies

Better regulated ICls

A better functioning Central Bank

Better functioning ICls

An increase In the volume of domestic savings deposited in
Bolivian financial institutions and invested in new financial
instruments

Increased term lending to private sector farms and other
businesses

The purpose of the SFH Project will be to improve the
effectiveness of Bolivia's private sector financial institutions, and to
increase private sector participation in financial sector policy
formulation. The chief indicators of the achievement of the Project's
purpose will be: improved ICI loan analysis and monitoring, more ICI
deposits, more efficient rCI operations, wider rCI operations, larger
loan portfolios, closer adherence to bank regulations and sound banking
practices, regular and accurate rCI audits, a functioning Deposit
Insurance Fund, a stronger ASOBAN, a functioning Financial Training
Center, and the existence of regular analysis and discussions of
financial sector policy issues by public and private sector leaders.

The SFH Project wi]] have three components:

Imp!:g~~!1!en_~gLl;)nanci!!L_Sector ~egulat_lo.!!. Under thIS
component, AID will assist with the establIshment of the Bolivian Deposit
Insurance Fund (BDfF), following completIon of external audits of banks
and revisIon of the banking law. Related World Bank assistance is being
provided to reorganize the Central Bank and establish the
$uperintendenci~deBancos.
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l!!!Q!:'2.ve!!!eI!.L_of _Pri v~l'LSectq!, ICI .9peratiQA~ Thl s wi 11
include establishment of a FinancIal Training Center, expansIon of ASOBAN
services, and savings mobilization efforts.

Improvement of Finan~~al ~e~torJ..2.!icy_Res~archand [\nalysis.
This will include private-sector-led financial sector research and
seminars, also involving public sector officials.

1. Improvement of Financial Sect2!-R~ulatio~ ($1.4 mililon AID;
$26.8 million Bolivia)

The objective of this Project component will be to Improve the
regulation of financial institutions operating in Bolivia so that they
can more effectively and rationally serve the country's economy. The key
activity under this component will be the establishment of the BDIF.

Funding will also be provided to help finance the cost of
external audits of 21 private and public banks which will be carrIed out
in June and July 1987 prior to the establishment of the BDIF and the
Superintendencla de B~Q~os~ The audits are estimated to cost $750,000,
of which - subject to the availability of funds - AID will finance 75
percent, or $562,500. Partial funding has already been reserved for the
audits under the Agribusiness and Artisanry Project in the amount of
$320,000. An additional $187,500 will be required under this Project*.
The audits will be contracted by the Central Bank with several
international auditing companies. The Request for Proposals for these
audits was issued in March, and contracts are scheduled to be signed in
May.

a. Purposes of the B~IF

The establishment of a deposit insurance fund wIthin a
country's financial system is neither a new nor a unique concept. Many
countries have such insurance schemes for their deposit-gathering
institutions. It is recognized, however, that most financial systems
which incorporate a deposit insurance fund are well-established, stable
and well-regulated. In these systems, the deposit insurance fund acts as
an additional support vehicle to reinforce depositors' confidence in the
financial system.

In the case of the Bolivian financial system, as a result
of the effects of recent economic policies, and an almost total lack of
regulation, a serious, system-wide situation of poorly performing, and in

* No formal or informal commitment has been made to provide these
additional funds. If they are not authorized, the Central Bank will
finance the remaining cost of the audits.
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some cases insolvent, financial institutions exists. Consequently, the
creation of a Bolivian Deposit Insurance Fund will have as its primary
objective the establishment of an independent, well-managed vehicle for
the early intervention, support, and management of weak or failing
financial institutions. The philosophy of the BDIF will be to take
whate~er financial or managerial actions are necessary, and at the
earliest stage possible, consistent with avoiding unjustly rewarding the
bank's stockholders, to prevent the failure of member institutions, and
thereby to avoid the more costly and detrimental ultimate solution of
bank liquidations. The reassurance that such an insurance fund will
provide to depositors is important to the long-term stability of the
financial system and restoration of confidence by depositors in the
system, but is considered at this stage to be a secondary benefit.

The BDIF will reinforce and support the efforts of the
Superintendency of Banks to rehabilitate and maintain the Bolivian
ban~ing system in a safe and sound operating condition. The Fund will be
able to employ a wider variety of measures to deal with ICI financial
problems than will the Superintendency. Whereas the focus of the
Superintendency will be on bank "regulation", that of the Fund will be on
bank "rehabilitation" and assistance. As described below, the BDIF and
Superintendency of Banks, although organized as two separate and
independent agencies, will, in fact, operate in close coordination. The
GOB sees the establishment of both entities as critical to its overall
finan~ial sector restructuring program. There is also support among the
private banks for these plans.

b. Organization of the BDIF

It is essential that the BDIF operate as an independent
entity with a small, skilled and respected staff. The independence of
this entity is of primary importance to avoid future politization or
undue influence by the Administration, Congress. and the banks
themselves. The small size is considered necessary to avoid the Fund's
becoming too unwieldly or bureaucratic in its operations. The BDIF will
be organized as a pUblic corporation so as to have the flexibility of an
independent corporation while simultaneously operating in the pUblic
interest. In this manner. the Fund will have the greatest latitude for
operation while maintaining its necessarily close link with the Central
Bank and the Superintendecy of Banks. It will be legally created under
the new Bolivian banking law, if a law can be passed by September 1987 by
the Bolivian Congress. or by Supreme Decree pending passage of a new
banking law.

The Board of Directors of the BDIF will appoint the Fund
Director and will act with the full authority of a normal corporate board
of dlrectors as regards the operations of the Fund.
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The Board of Directors will consist of both public
officials and private sector individuals, with public members always
having an absolute voting majority. The Board will consist of at least
five persons. The Chairman should be either the Superintendent or
Assistant Superintendent of Banks. Two additional public members will
come from the Board of the Central Bank. Members from the private sector
will be appointed for a specific term and serve in an individual
capacity. They will not include active officers from member financial
institutions. It is imperative that the membership of the Board not
deteriorate into an "insider trade association." Private sector
membership should come from well-respected persons, preferably with prior
financial experience.

The staff requirements of the BDJF reflect the financial,
technical and managerial functions that the Fund will perform. The BDlF
will require the following staff:

Fund Director/Chief Executive Officer. The Fund Director
must be a person of impeccable reputation and thoroughly
knowledgeable and experienced in bank operations, bank
regulation and supervision, financial accounting, and asset
management.

Controller. This person, along with an accounting
assistant, will be needed to calculate assessments, send
statements to banks, and make certain the statements are
paid properly. The Controller will also be responsible for
investing Fund reserves and maintaining corporate records.

Financial Analysts. The initial organization of the RDlF
will require the assistance of at least one senior
financial analyst/asset manager and two to four additIonal
financial analysts to be available for special projects and
management assistance within member institutions. Thpy
must be well acquainted with the various procedures for
intervening banks, which will require short--term training
in other countries with established insurance funds.

Legal Counsel. It is anticipated that the work of the BDlF
will require a full-time corporate attorney.

Administrative support. Initially, the Fund will require
the administrative support of at least two secretaries.

c. ~DIF Authorities

The BDIF will be empowered to undertake a wide range of
activities in order to rehabilitate member institutions. It is necessary
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that the powers and authorities of the BDIP be broad so that the Fund can
operate quickly and efficiently. unencumbered by the narrow boundaries
currently hinded ng some actions by the Central Bank.

The BDIF will have authority to provide quick assistance
and support in a variety of forms (e.g. purchase capital instruments;
grant loans to. or place deposits with. institutions to support liguidity
needs; issue guarantees or promissory notes; and directly purchase
troubled loans) in order to intervene and support an institution in the
most efficient and least costly manner.

The BDIF will have the authority to establish an assessment
rate for insurance premiums within a reasonable range. The Fund will
also have the authority to collect assessments from institutions which
are in arrears.

The BOIF will have the authority to establish criteria for
membership in the Fund. be able to approve or disapprove applications
from new members. and have the authority to define "deposits" for the
purpose of establishing deposit insurance limits within each financial
institution. This latter definition is also important for the exact
determination of the assessment level for each member institution and for
the collection of annual insurance premiums.

The BOIF will be empowered to obtain any financial
information from insured institutions that may be required. The BOIF
will have access to all financial information. reports. external audits.
and examinations conducted by the Superintendency of Banks. Additionally
the BDIF will have the authority to hire external auditors at the expense
of member institutions whenever deemed necessary. It is also considered
important that the BOIF and the Superintendency of Banks have the joint
authority to require financial institutions to disclose certain basic
financial information periodically to the public.

The BOIF will have parallel authority. along with the
Superintendency of Banks. to enforce established regulations. require
financial institutions to conform to sound financial standards. and to
issue cease and desist orders when deemed necessary. The BDIF also will
have the authority to terminate membership in the Fund when appropriate.
The authority of the BOIF should clearly establish that the Fund will
always be the appointed receiver for a failed member financial
institution.

The BDIF as an independent agency will have all rights and
powers generally associated with a Bolivian corporation which will
include the ability to invest all funds received. either through capital
contributions. loans or insurance premiums. in whatever manner it deems
most approprlate. As will be discussed below. the investment of the
funds received by the BOIF must be in conservative and liquid investments.
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d. Partj~ipation in BOIF

Initially, the Bolivian Deposit Insurance Fund wll1 cover
deposits in all privately owned Bolivian commercial banks. However, the
Fund should be organized to be able to accept new member leIs from other
sectors of the Bolivian financial system in the future. There is
considerable interest in the creation of such a Fund among both the
savings and loan associations and the credit cooperatives within the
country. However, both systems present unique problems as well as
operating practices which distinguish them from banks. Special
regulations and eligibility requirements will have to be designed to
incorporate these financial institutions into the Fund.

The inclusion of the state-owned banks and foreign banks is
also not considered appropriate at this time. The GOB is considering
reorganizing, closing or privatizing a number of state-owned banks, and
moreover, several currently do not accept deposits. When the GOB decides
what to do with the state banks, some may be eligible for consideration
for membership in the BOIF. Th@ Bolivian branches of foreign banks are
mostly inactive at this time, but could be considered for membership
later.

It is most desirable that the deposit insurance function be
consolidated and totally integrated within the financial system of
Bolivia. There is no need, and it would be economically and
administratively unwieldy, to have separate insurance funds for each
segment of the financial system. It is envisioned that after the initial
period of the Fund's operations (two to three years), new members from
either the savings and loan associations or reorganized state banks could
be admitted. Such expansion would require necessary adjustments in the
policies and procedures of the Fund as well as increased staff.

e. Eligibility for Membership

Ideally, the BOIF would be created within a strong and
stable financial system which would allow the Fund to establish firm
prerequisites for admission. However, it is again noted that the
Bolivian financial system is in a weakened condition with a variety of
structural and organizational problems which affect most potential
members to varying degrees. Consequently, it is difficult beforehand to
establish hard and fast eligibility requirements for membership in the
new deposit insurance scheme.

The initial catalyst for applying basic regulatory rules
and eligibility requirements for admission into the BOIF will be the
in-depth audits of the private banks to be completed by July of this
year. The results of these audits will give a clear-cut indication of
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the depth and complexity of the problems within tllf> Bolividn banking
sect@r. From these, the Central Bank, through its strengthened
Dep~rtamento de _Eiscalizaci6n, will advise ~ach bank of its major
weaknesses and of the corrective actions that will be required.

MinimMm elIgibility requirGments for membership in the BDIF
will be at least those levels of managemf>nt, capitalization, earnings
performance, asset condition and correct accounting procedures required
by the Superintendency of Banks. While it is not yet possible to fix
specific criterIa for each item, eligibility requirements will address
the following basic areas:

Capital The applicant institution must meet the mInimum
capital r,uidelines established by the Superintendency of Banks. Actual
composition of the capital account as regards minimum levels of paid-in
capital from shareholders will be determined.

Financial condition The dppJicant institution's overall
fInancial condition~--taking into-consideration such factorf. as asset
quality, diversifIcation of portfolio, loan performance, amount and
valuation of fixed assets and asset/liability management, must be within
the Superintendency's guidelines and considered satisfactory for the
health of the Fund.

~ar!1ings The financial institution must be able to
demonstrate the ability to operate in a sound and profitable manner.
Actual profits or losses for preceding periods will be considered, as
well as the ability of the bank to operate profitably in the future
without major intervention or financial support from the Fund.

Man~~ment The quality and overall depth and ability of an
institution's management must be satisfactory to both the Superintendency
and the Fund.

It is recognized that many ot the problems confronting the
BolIVIan banking system will not be quickly or easily resolved. Many of
the problems are structural in nature and will require time to be
corrected, and then only with the full cooperation of the Central Bank
through Its monetary policies, and with Lhe support of the
Superintendency and the BDIF itself. Therefore, It IS not considered
practIcal to requIre that each bank completely resolve all its problems
prIor to admIssIon to the Fund. Neither will It b~ possible for the
coordinated effort to strengthen the bankIng system to be successful If
any of the private banks remains outside the BDIF. Consequently, all of
the private banks WIll be strongly "encouraged" to J01n the BDIF by the
use of incentIves and disincentives These WI] I include announcement by
the Central Bank that banks not belonging will lose access to BCB
refInancIng lines and short-term liquidity loans. The GOB has also
indIcated its willingness to announce that it will only stand behind
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deposits in member institutions, if it is necessary to do so. Several
bankers feel that for competitive reasons once a few banks join the Fund,
all will wish to join

Once a financIal institution IS a member of the BD1F, it
will receIve the supervision and support to be provided by the Fund.
Member institutions will be r~guired to move toward total compliance with
the established performance criteria and will be allowed a reasonable
time period to do so. If a member institution should fail to meet the
minimum eligibility requirements ana regulatory and performance criteria
within a reasonable period, the Fund will begin intervention measures.

f. Bank 1nterventi~!:Land_~p'port Mech<l!!isJ!l~

A primary role of the Deposit Insurance ~und wiJ I be to
provide financial and management support to troubled financial
institutIons. The role of thp BDIF as an intervener of a member
institution should not be considered totally a punitIve action If done
early enough and accomplished professionally, BDIF involvement can be
both corrective and preventive. There are a number of levels of
involvement and degrees of intervention which the BD1F can employ,
ranging from support tor a liquidity problem to total liqUIdation of a
failed bank.

It is usually the case that when a bank demonstrates
persistent or recurring liquidIty problems, these problems are actually
symptomatic of a deeper problem of bank solvency. The lack of liqUIdity
is often, in reality, the result of the poor quality of a loan portfolio
and the high incidence of non-performing loans. Less often, liquidity
problems are a result of a mismatch in the terms of a bank's liabilitIes
and assets. In either case, failure to take corrective actions when such
problems are first identified can severely jeopardize the capItal of the
institution.

Once problems of liquidity, capital adequacy or
profitability in a member institution are identified, the Fund will have
the capacity to take prompt corrective action through a variety of
mechanisms. Emphasizing again that early support and intervention are
the best policy, the Fund will be able to become involved in a troublpd
financial Institution through the following steps.

The Fund could, depending on the problem identified, assist
the financial institution through the purchase of non-performing assets,
the placing of deposit funds for liquidity support or direct involvement
of BOIl" personnel in management decisions. The Fund will always keep in
mind, however, that actions taken, or financial risks assumed, should be
for the ultimate benefIt of depositors and should not Inordinately reward
existing shareholders.
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Depending on the severity of the problems identified, the
BDIF cauld take stronger corrective actions and provide more financial
assistance. If the Fund determines that a significant injection of new
capital is required to properly address the problems identified and to
rehabilitate a financial institution, it will have the authority to
require existing shareholders to make such an investment. If this
request is not obeyed, the Fund will have the power to cancel the
institutions' m~mb~rship in the Fund, to temporarily replace existing
management, andlor to subordinate the position of existing shareholders
to the financial investment of the Fund.

If corrective actions such as those outlined above have
proven futile, the Fund will have the abIlity to attempt to merge or sell
a fail~d financial institution to another member institution or to third
party prIvate investors, with the financial support for such a purchase
avaIlable from Fund or Central Bank resources.

The Fund will have the ability to provide financial support
to an acquiring bank or investor group by either purchasing
non-acceptable and troubled loans or providing some form of long-term
capital support for the new Institution. Any such merger or sale
transaction shall have as its primary goal the prompt reopening of the
bank and complet~ access to funds by all depositors. The employment of
this merger or acquisition technique will only be considered as long as
its overall costs are found to be less than the actual liquidation of an
institution.

g. p~sit Insurance Coverag~

Deposit insurance funds set a coverage limit per depositor
in order to limit their liability. This limit is set to protect the
majority of depositors. Very large deposits are usually excluded, but
all small and medium-sized deposits from the general public should be
covered.

Only real deposits can be insured. For example, the Fund
will not insure inter-bank loans or funds on deposit temporarily from
refinancing entities. In order to determine coverage limits, it will be
necessary to analyze the deposit structure in the institutions whose
depOSIts a~e to be insured. Due to a lack of data on the structure of
deposits in Bolivia's commercial banks, It has not yet been possible to
determinp what the deposit coverage limit should be. It is felt,
however, that a lImIt of Bs20,000 per depositor should cove~ the maJority
of depOSItors.

Bpfore the Fund begins operations, a thorough study of the
deposit structure of commel'cia} banks will be madp, and an insurance
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lImit wIll be set. ThIs study will also enable the Fund to define
"deposIts" for the purpose of t.etting Insurance premIum5 It I~.

important to realize that deposIt Insurance limits can be increar.ed over
time if increases are supportable by correspondIng Increases in the
average deposit level wIthin the system. However, onre a limIt is
established, it will be politically Impossible to lower it.

The Bolivian Deposit Insurance Fund wIll function as a
self-insurance system and will be funded by its m€'mber financial
institutions by means of semi -annual Insurance premIUm paymr:>nts
calculated as a percentage of the members' total deposits. InItIally,
the Fund will receive a working capital loan of at least $500,000 from
the Central Bank. This loan will provIde necessary workIng cdpltal and
resources for the Fund until Inrome from membershIp premIums and intpre&t
on Investments allow the Fund to operate In a self -sustaIning manner It
is important to realize that while the Fund will be able to finance Its
normal operatIng costs and will have suffIcI€'nt reserves to undertake a
variety of financial intervention techniques, It may not have suffICIent
resourcE'S to payoff all insurancE' claims to deposItors in the case of a
major bank failure or a series of failures durIng Its InItial years of
operation. Consequently, the Central Bank, WhICh WI] I continue to carry
the ultimate responsibility for the soundness of the fInancIal system,
has agreed either to absorb the cost of 50 percent of any bank
intervention actions during the first three years -- or, if necessary,
the first five years -- of the Funds existence, or to provide a more
substantial, long-term~loan (e.g. $3,000,000) for In]tial
capitalization. Agreement will be reached prior to the signIng of the
Project Agreement for thIS component regarding this optIon, and a
condition prec~dent calling for a draft agreement betwe~n the BCB and the
Fund addrpssing BCB cooperation with the Fund will be incorporated in the
ProAg. That agreement will also call for automatIc acc~ss to RCB working
capital loans if needed to carry out intervention actions in d tImely
manner. Automatic access is nec0ssary to guarantee the Fund's autonomy
and ability to take InterventIon actions when needed. The 50 per cent
portion of the cost of intervention actions which ]S to be financed by
the BCB will bE' deducted from scheduled repayments of BCR workin~ capital
loans as necessary.

The deposit insurance charge will be ? percent of the
projected year-end level of deposits covered This fee wIll be payable
semi-annually, beginnIng in Junp 1988 (SIX months after the Funll begins
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operating). The? percent premium will be maintained for as long as
necessary and possible to capitalize the Fund and then reduced
gradually. An initIation fee, dveraging $10,000 per bank will also be
charged when the Fund begins operating In December 1987. This fee will
be subtracted from the June 1988 assessmpnts.

It is essential that the BDlF invest its surplus cash in
soune, liquid instruments. The Fund must preserve the value of its
reserve funds while seeking a r~asonabJ~ inv~stm~nt returu. Since
currently there does not exist any type of treasury instrument in
&eli via, and because it would not be proper to invest a large amount of
insurance reserves In a member financial institution, the BDIF will have
the authority to Invest its reserves in us dollar instruments offshore,
and will do so. The original loan from the Central Bank will be in
dollars. The assessments from the member institutions will be received
in either bolivianos or dollars. Local currency will be used first for
operating expenses. Remaining funds will be converted to dollars and
invested offshore.

The activities to be carrIed out under this component are
intended to result in the establIshment of a viable, functioning Bolivian
Depo~it Insurance Fund. The actions of the Fund will be essential to the
strengthpning of BoliVIa's private financial institutions A variety of
measures will be taken to improve the financial status of these banks.
Working together with the Superintendenci~, the Fund will help ensure
that sound banking practices are followed and that financial
institutions' operatIons are of benefit to the business community and the
general public. Lastly, the activities of the Fund will help increase
public confidence in the financial system and the safety of deposits
mobIlIzed.

To establish the Fund, the following Project inputs will be
provided

24 p.m. long-term, 24 p.m. short term ($1,032,100).
($750,000) (75 p01'cent AID; ?5 percent BCB)
$26.0 million, to be finanred from insurance fees
charged to banks, and a $500,000 loan from the
Central Bank.

TraIning - 6 short-term visits to FDIC and 3 trips to superintendencies,
in LatIn America ($S4.000) (ArD)

CommoditIes - Computers, furnIture and offIce equipment ($40,000) (AID).
Operating Costs - ($],300,000) (to be fInanced from Insurance fees

charged to banks)
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USAID/Bolivia made a special effort to obtain the help of
the Federal Deposit Insurance Corporation (FDIC) to investigate the
feasibility and design the RDIF component of this Project. This was done
because of the FDIC's pre-eminence world-wide in the field of deposit
insurance and because the Mission desired to foster a collaborative
relationship between the FDIC and the BDIF which could continue during,
and after, Project implementation.

The FDIC is prepared to continue providing assistance to
the Project, and USAID/Bolivia will authorize the negotiation of a PASA
with the FDIC for the provision of technical assistance and training for
this component. Services couJ~ conceivably be provided from a commercial
company with access to ex-FDIC employees or a foreign deposit insurance
agency. Very few firms would, in fact, be able to provide ex-rDIC
employees, however, and such an arrangement would not provide the
inter-institutional relationship the BDIF will require. Under the other
alternative, AID grant funds would have to be used to finance serVIces
from outside the U.S.

The FDIC will provide a long-term resident advisor (two
years) and eight short-term advisors (3 months each) who will assist the
BOIF in the areas of designing procedures for the Funds operations
(incorporated in by-laws, manuals, etc.), training in bank intervention
methods, management of acquired bank assets, assessment and management of
insurance premium payments, management of the Fund's reserves, and bank
inspection and reportIng procedures. The FDIC will also arrange for six
short-term visits by BOIF personne] to FDIC facilities in the United
States or Puerto Rico for training in intervention mechanisms, financial
analysis and insurance fund operations, and three trips to other Latin
American countries to discuss bank regulation issues with banking
officials.

Conterpart contributions will finance 75 percent of bank
audit costs, and 100 percent of the BOIF's operating costs and BDIF
capitalization.

0327L
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This Project componenl will finance activities to help
existing private sector intermedidte credit institurions (commercial
banks, credit unions and, to a lesser extent, savings and loan
associations) to survive in the new Bolivian economic environment and
better meet the private sector's financing needs. The three
subcomponents to be implem~nted are (8) the establishment of a Financial
TraIning Center, (b) the strengthening of ASOBAN, and (c) improvement of
domestic savings mobilizatIon.

a. Financial T~aini~ Center ($l.4 million AID; $544,000
Boltvia)

The prevailing weaknesses in Bolivian financial
institutions are recognized as having resulted from the inappropriate
policies of the former Government and the destabilization resulting from
these policies. However, the poor managerial practices of these
institutions have also significantly affected their finanCIal condition
and performance. Poorly trained professIonal staff in the banks has
meant that sound credit policies and protedures, modern marketing
technigues, financial controls and effective management information
systems al'e only sporadically employed In the Bolivian financial system.

To help ensure an effective and viable role for Bolivian
financial institutions in the country's economic reactivation, this
component will strengthen rCI managerial and technical capabilities. To
this end, a Financial Training Center (FTC) will be established to
pFovide training at three different mangement levels in credit analysis
and management, marketing, management of human resources, financial
control, management information systems, trade finance, and the like.

The FTC will be a semi-autonomous diVIsion of the
Institu~ar~lDesarrollo de Empr~sa£!~£JLAdmInistradore~ (IDEA)
which USArD helped to establish under the duspices of the Bolivian
Confederation of Private 8usinessmen (CEP) to provide private sector
management training. A traIning advisory board for the FTC will be
established to assist in overall dIrection of the Center, whose members
will be drawn from ASOBAN
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The FTC will have the following three main objectives:

identification of specific training needs of private
financial sector institutions;

design, development and delivery of short-term training
courses and workshops; and

selection, development and training of local
instructors, thereby ensuring continued relevance of
course design and delivery of training programs.

2) Course Content

As reported in the Technical Analysis Section of this
Paper, an assessment of ICI personnel training needs carried out for this
Project revealed that training is required in the following subject
areas: credit assessment and management, financial services marketing,
human resources management, financial control, trade finance, bank
operations, treasury management, and strategic planning.

Over the three-year life of the subcomponent, the FTC
will undertake a total of 68 seminars which are projected to train 1,300
participants from commercial banks and other ICls operating in Bolivia.
Seminars are to be offered in the following topics under each of the
Center's main subject areas:
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Table 3
Financial Training Center Curricula by Area of Training

Credit Mark.eting

o

o
o

o

Credit Analysis and Management
(Basic and Intermediate Courses)

Problem Loans
Advanced Credit Analysis and
Management
Rural Credit Delivery

o
o

o
o

o

Sales Skills
Marketing Concepts
and Tactics
Strategic Planning
Competitive Strategy

Rural Credit Delivery

Treasury Management and Human Resources

o Risk Management

o Basic Treasury Operations

Treasury Management

o

o

Developing Management
Skills
Human Resources
Workshop

Technology Services Management

o
o

Basic Technology Concepts
Managing Technological Change

o
o
o

o

Deposit Mobilization
Services Management
Operations Simulation
Game
Managing Productivity

Trade Finance Financial Control

o
o

Basic Trade Finance
Intermediate Trade Finance

o
o

o

Basic Financial Control
Financial Control and
Analysis
Management Information
Systems

Seminars will be given at three management levels as
follows:
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Table 4

Curricula by Management Level

Senior Level Management (12 seminars - 180 participants)

Advanced Credit Analysis and Management
Strategic Planning (Competitive Strategy)
Risk Management
Management Information Systems
Managing Technological Change
Savings Mobilization

Middle Level Management (29 seminars - 580 participants)

Intermediate Credit/Problem Loans
Marketing Concepts and Tactics
Treasury Management
Human Resources Workshop
Bank Operations
Managing Productivity
Intermediate Trade Finance
Financial Control and Analysis
Rural Credit Delivery

Operating Level Management (27 seminars - 540 participants)

Basic Credit Analysis and Management
Sales Skills
Basic Treasury Operations
Developing Management Skills
Basic Technology Concepts
Services Management
Basic Trade Finance
Basic Financial Control

The Senior Level is defined as the group comprIsIng the
upper level of management, including Presidents, Vice Presidents and
Regional Managers. The Middle Level is comprised of experienced middle
managers or those recently promoted to middle managment. This is a very
important target group, as they are responsible for the implementation of
bank policies and are in charge of the day-to-day operations of the
financial institutions. The Operating Level comprises the banks'
recently promoted supervisors as well as the heads of units or small
departments.

,
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3) Iraining Methods and Duration of Courses

A variety of training methods will be employed.
including case studies. lectures. small group exercises. and game
playing. Operational level employees will be given short talks. with
extensive use of visual aids. and simplified case studies in view of
their more limited educational backgrounds.

Since leIs will not be inclined to allow their employees
to be absent for long periods. and given the fact that Bolivian workers
are not accustomed to receiving training in extended courses, all courses
have been designed to be presented in three-to-five day seminars (except
the basic credit training course, which will last ten days). The
seminars will be narrowly focussed. as indicated above, and form part of
a larger curricula addressing the Center's core subject areas.

Workshops will also be held to discuss topical issues
such as deposit mobiJization techniques. extending services to rural
areas, the changing competitive environment. changes in bank regulations.
and the like. These wilJ serve to keep the banking community informed of
changing financial sector issues.

4) ~ourse Development and Delivery

During the first year of the FTC. it will be necessary
to "import" already prepared seminars from abroad. In both the United
States and Latin America. several banking and finance training centers
exist which are capable of carrying out the training identified. These
organizations will be responsible for the development of the seminars.
thelr delivery. and the preparation of IDEA's local instructors and
consultants so that they can teach the courses in the future.

USAID and IDEA will assure that the contract signed with
the institution responsible for the delivery of the seminars and overall
technical assistance to the FTC will contain a clause stating that
teacher training sessions must be given as part of the contractor's
responsibilities. IDEA should also acquire intellectual rights to course
materials. so as to avoid problems with the use of such materials in the
future by local instructors and consultants.

The FTC will also develop and adapt course materials to
make them more appropriate to the Bolivian situation. as time goes on. A
large percentage of the courses developed will be modifications of
seminars already being used in other countries which are adaptable to the
Bolivian context. During the second and third years of operation. most
cases used in the seminars should be written based on experiences and
real-life situations of Bolivia's financial institutions. The technical
assistance contractor will also assist in this process.
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Local instructors, who will work at the FTC part-time,
will be recruited from local universities, Bolivian consulting firms,
financial institutions, and IDEA itself.

5) Evaluation of Training Courses

All seminars and instructors will be evaluated at the
end of each session by participants. Instructors will also evaluate all
participants. The purpose of the evaluations will be to improve the
quality of the training courses by identifying which training methods are
most successful in achieving their objectives.

Tqere is a wide range of possible evaluation techniques
which can be used. The selection of the correct technique (or
combinati~n of techniques) will depend on the nature of the training
objective, the design of the program, and the training methods. IDEA is
in the process of redesigning its evaluation methods, after some negative
results experienced with the first evaluation method chosen. It used a
literal translation of a North American system, and students could not
understand the questions and were confused. IDEA's new evaluation system
is easier to understand, has fewer questions, and has been used
successfully in local universities.

6) FTC OrganizatIon and IDEA Support

TIDe FTC will be a semi-autonomous division within IDEA.
The establishment of the FTC on a semi-autonomous basis will allow it to
complement IDEA's ongoing training programs, draw upon IDEA's existing
administrative capabilities and reduce its overall costs of operation.

The FTC will have an Academic Director who will report
to the IDEA General Manager and cooperate with the Center's Training
Advisory Board (see below). The Director will be responsible for the
day-to-day operations of the Center. Specifically, he/she will: provide
leadership to the FTC staff; monitor the training needs of Bolivian
bankers fwith the advice of the Training Advisory Board); oversee
development of the course offerings of the Center; supervise the Center's
technical assistance contractor; oversee the arrangement of training
seminars and the hiring of local consultants for the training activities;
supervise the development and preparation of local case studies; and
establish and maintain close relationships with all Bolivian financial
institution~ and with similar bank training institutions in other
countries.
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One Academic Assistant. one secretary. and one clerk
will be hired to carry out the activities of the FTC. The Academic
Assistant will be responsible for all matters concerning teaching
methodologies. course development. evaluation of instructors. course
scheduling and student registration. He/she will also assist the
Academic Director in the ongoing training needs analysis process and the
development of case studies.

The FTC's Training Advisory Board will assist in the
oversight of the FTC. Membership will be drawn from ASOBAN. Its role
will be to assist IDEA's Board of Directors. the JDEA General Manager.
and the staff of the FTC in designing training courses and workshops
which are appropriate to the needs of the Bolivian financial community.

IDEA's Administrative Unit is already successfully
operating. and it will provide all basic administrative support to the
FTC. Courses will be marketed by the IDEA Marketing Coordination Unit.
All accounting, purchaRing and general administrative tasks will ~e

handled by IDEA.

IDEA's facilities will be expanded very soon. providing
enough space to accommodate the needs of the FTC. The new layout will
contain three classrooms and four break-out rooms. as well as lounge
facilities. Each classroom will be provided with all necessary
equipment. such as screens. slide projectors. overhead projectors, flip
charts. and chalkboards. There is no need to budget under the FTC
component of the Project for teaching facilities. since these new
facilities heve already been funded. A special section for financial
books and pUblications will be established in the IDEA library, and
provisions have been made in the budget to acquire a modern collection of
books and case stUdies.

7) Financing of the FTC

AID will finance the basic costs of setting up the
Center and a declining percentage of its operating costs. Operating
costs will be fully financed from course fees by the end of year 3.

AID will finance 100 percent of technical assistance to
organize the FTC, FTC staff training costs, course royalty charges and
initial commodities. Course delivery costs. which include technical
assistance to teach s~minars and prepare local instructors, FTC overhead
costs, and course logistical and administrative costs, will be partially
financed by AID during the life of the component given the high cost of
foreign technical assistance which will be used to establish the Center's
curricula and t~a~h initial courses. AID will finance 75 percent of FTC
operating costs during year I, 50 percent in year 2 and 30 percent in
year 3.
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8) End of Project Status (EOPs)

At the end of the Project. the FTC will be fully
developed and incorporated into IDEA as a functional self-financing
training unit. Currently, there is only ad hoc training available to the
financial sector, and. if ICls are to have a full role in Bolivia's
economic reactivation. a permanent training center is needed. During the
three-year life of the component. 1,300 ICI professionals will be
trained. The FTC will continue operations after its initial three-year
period. but at a reduced pace. in order to meet continuing financial
sector training needs. Its operations will result in a higher degree of
efficiency in the financial conwunity and a more timely response by the
sector to the private sector's financial needs.

9) Inputs

To establish the FTC, the following inputs will be
reguired:

Technical Assistance (24 p.m. long-term. 12 p.m. short-term;
$677.000 AID)
Staff Training (9 training trips. short-term; $45.000 AID)
Course Delivery Costs (includes TA and course administration and
logistical costs; $1,044,600; AID 75~ year 1. 50~ year 2. 30~ year 3)
FTC Operating Costs (staff salaries and Center operating costs;
$13~.900; AID will finance declining percentages)
Commodities (furniture, office equipment. library materials; $80,000
AID)

Technical assistance will be obtained from a U.S. or Latin
American institution (bank or training center) already operating bank
training courses. This institution will be asked to set up training
courses using materials aud curricula it has already developed. The
contractor will also provide assistance in teacher training. curriculum
development and course evaluation, and arrange for 9 short-terln training
trips for FTC staff and teachers to its home office training facilities.

0333L
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b. Expansion of the Services of the Association of Banks and
Financial Institutions of Bolivia (ASOBAN) ($393,200 AID;
$312,700 Bolivia)

1) Status and Refocus

The development of an effective banking association is
recognized as a necessary ingredient to a revitalized financial Sector.
ASOBAN was established in 1976 to represent the private sector financial
community in Bolivia. Its membership is comprised of all Bolivian and foreign
banks with operations in Bolivia, as well as the Caia Central de Ahorro y
Prestamo (CACEN). To date, the primary role filled by ASOBAN, unlike its
counterparts in the U.S. and Latin America, has been to represent the banking
sector in lobbying endeavors and, to a much more limited extent, to gather
banking industry data. During the intensive review, numerous bankers as well
as the board members and executives of ASOBAN were questioned about the role
of ASOBAN as a banking association. Overall, ASOBAN was criticized for very
low levels of activity. With incipient reactivation of the economy occuring,
the transformation of ASOBAN into a more pro-active banking association will
enable it to assist its members to improve their operations.

The purpose of this subcomponent is to expand ASOBAN services in order
to increase the Association's usefulness to the financial community.

2) Activities

This subcomponent will sponsor the development of six new
ASOBAN services over the life of the Project in an effort to make it less of a
lobbying organization and more of a professional trade association. While
additional services could be developed, the six detailed below have been
selected by ASOBAN members from a list of potential services suggested by a
project consultant. Other potential services which might be developed later
include bank consulting services to assist members with particular operational
problems and assistance with automated banking.

a) Central Information System

The objective of this activity is to create within ASOBAN
a bank customer data base in a two-phase process. Phase I will consist of
establishing a national record of cancelled demand deposit accounts. Phase II
will consolidate information on loans extended by banks and determine the
global indebtedness by credit sector for all kinds of loans. This will be
done through the creation of a data base run by two new ASOBAN staff members
and the acquisition of one microcomputer. The provision of information on
deposits and lending will facilitate inter-bank exchanges of information and
improve internal bank efficiencies. The central information system will be
expanded to provide other types of information as appropriate.
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b) Check-Clearing System

The objective of this activity will be to provide Bolivian
commercial banks with a back-up system for inter-bank check clearing when the
Central Bank is unable to provide that service. ASOBAN members feel this is
needed because, although the Central Bank is beginning to function better,
there is no guarantee that it will not close periodically in the future. When
it has closed in the past, ASOBAN has had to handle check clearing through a
manual, labor-intensive process. ASOBAN wants to perform this function in a
more professional and systematic way. The activity will include establishment
of schedules and processing procedures, and the development of internal
controls. One professional will be added to ASOBAN's staff, and a microfilm
reader will be provided for use with the microcomputer being provided as part
of the central information system.

c) Economic Analysis

This activity's objective will be to provide ASOBAN and
its members with timely, standardized financial and economic information.
ASOBAN will consolidate and analyze banking industry information as well as
economic trends in Bolivia. Currently, ASOBAN has one economist who was until
recently the Central Bank's Chief of Economic Studies. Under this activity,
an assistant economist will be retained. One microcomputer with an
appropriate data base will be provided. Combined, the two economists will
establish an Economics Unit within ASOBAN which will be responsible for
preparing reports on the economy and banking trends. These reports will help
the Board of Directors of ASOBAN better understand the status of the banking
industry, support its lobbying efforts with government institutions, and
prepare recommendations to strengthen the banking industry.

d) Legal Analysis

As in the case of economic information, legal information
is often scarce and difficult for banks to obtain. The objective of this
activity will be to establish a permanent Legal Unit in ASOBAN which will
analyze legal regulations that affect the banking industry. This will provide
ASOBAN and its members with the reguisite support to analyze and act upon
subjects related to banking law and banking regulations.

One lawyer will be retained as a permanent staff member of
ASOBAN. A word processor station and software will be provided. The Legal
Unit will develop position papers on banking regulations, serve as a
communication channel between the Association and entities that interact with
the financial sector, and assist members' own lawyers in analyzing labor and
fiscal laws and regulations affecting the industry.
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e) Personnel Selection

Given the high turnover of ICI staff, the need exists to
develop a central clearing house on personnel. ASOBAN will assist in ICI
employee selection, test potential employees and evaluate their training
needs, and provide career counselling, as may be appropriate. A new ASOBAN
unit will screen employee candidates, verifying employment and academic
records, test them and provide member banks with confidential reports, as
requested by lCls. One half-time professional, who will also be responsible
for managing the technical library, will be retained.

f) Technical Library

The reorganization and expansion of ASOBAN services
requires developing a technical library for use by the various sections of the
Association as well as its members. The objective is to create a business
library to facilitate the Association's research activities and to help ASOBAN
members keep abreast of and to research, financial industry topics. Materials
will be provided to stock the library, and expansion over the life of the
project is envisioned.

3) ASOBAN Restructuring

Currently, ASOBAN's Board of Directors represents the full
spectrum of the banking community, and this will not change over the
three-year life of the subcomponent. However, the staff of ASOBAN is quite
small (four professionals) and does little more than support lobbying efforts
and carry out some ad hoc analyses and studies. It has been recommended that
ASOBAN's staff be organized into two new departments to enable ASOBAN to
provide the services contemplated. A Technical Department would be
established which would include a Legal Unit, an Economics Unit and a
library. An Operations Department would be put in place to consist of the
Central Information Unit, Personnel Selection Unit and the Internal Accounting
Unit. Six additional staff members would be retained to operate the new units
and the library. As new services are developed, a revised ASOBAN structure
will be put into place.

The strategy of this subcomponent calls for the fostering of
an ongoing, cooperative relationship between ASOBAN and a successful bankers
association from the U.S. or another Latin American country. In addition to
assisting ASOBAN develop its new services, such a relationship will expose
ASOBAN staff and members to the valuable services a professional bankers
association can provide its members. It will also prOVide Bolivian ICls with
a means to develop banking contacts in another country which should be useful
both to their own lCls and to the financial sector as a whole.
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4} End of Project Status (EOPs)

This subcomponent will result in a better functioning banking
association. ASOBAN's membership will benefit from the expansion of the
Association1s activities. ASOBAN will broaden its role from that of a
lobbying association, and should develop into a major force in the Bolivian
financial community.

The following inputs will be reguired to help establish
ASOBAN's new sources:

Short-term Technical Assistance (18 p.m.) from another
banking association ($316,200 - AID).

Six Training Trips ($30,OOO) to the cooperating association
by ASOBAN staff (not member bank officers).
(AID)

Computers and Library Materials ($47,000 - AID $5,000 ASOBAN).

Operating costs of new services ($307,700, 100 percent
financed by member banks).

ASOBAN members themselves will finance 100 percent of the
cost of delivering new services. This will be done by increasing annual dues
or on a fee-for-service basis. ASOBAN will also recapture the cost of the
commodities originally financed by AID, through its charges for services, and
use the funds generated to help develop new services. AID will finance the
costs of developing the new services. For this purpose, 18 p.m. of technical
assistance in the service areas specified above, and general assistance in the
organization of bankers associations, will be provided by another U.S. or
Bolivian banking association. That association will also arrange six trips by
ASOBAN staff members to its headquarters during the course of the Project.

03321
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c. Savings Mobilization ($722,900 AID; $70,000 Bolivia)

In order for the economy to fully recover and begin to grow
again, it is necessary to increase the mobilization of domestic savings
and allocate them to productive uses, and to develop financial
instruments that will provide a vehicle for capturing additional savings.

During the last year, commercial banks have been the most
significant mobilizers of new deposits. These deposits have corne from
the dollar currencies formerly held by the Bolivian public, some
repatriated savings attracted by high interest rates, earnings from the
narcotics trade, the liquidation of non-financial savings vehicles, and
the informal economy. Despite the potential for mobilizing more
deposits, deposit-gathering efforts focussed on commercial banks at this
time are not advisable given the precarious situation of many banks and
the additional potential liabilities for the BDIF and the GOB which would
be created by increasing bank deposits in the short run (see Section
II.B). In perhaps another year, after the anticipated "shake-down" in
the private banking sector, deposit mobilization efforts for the banks
could be more appropriate. In the short run, savings mobilization
efforts will be possible in the rural financial sector, where little or
no formal savings experience exists, and where financial institutions
with limited experience in mobilizing deposits already operate. Savings
cooperatives and mutuals are the most viable candidates.

Recognizing the constraints to savings mobilization
existing in the Bolivian financial sector, this subcomponent is divided
into three activities which will capitalize upon progress being achieved
in the financial community and contribute to an increased level of
domestic savings.

1) 9apital Markets Development

a) Objectives

Central to deposit mobilization is the need to
consider the development of financial instruments which can contribute in
a broader sense to savings mobilization and allocation. The objective of
this activity will be to broaden the awareness of the need for, and role
of, savings mobilization through capital market instruments, and to
exploit opportunities for developing new financial instruments in Bolivia.

b) Activities

To examine the possibilities for introducing and/or
expanding financial instruments available to institutional and individual
savers, technical assistance will be provided to carry out a capital
markets assessment in Bolivia. This assessment will examine current
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sources of financing, types of financial instruments being used in the
sector, prevailing uses for term deposits, and potential usage of new
financial instruments. The latter will include study of the potential
for a Bo1sa de Va10res (market for trading debt and equity instruments,
inter-bank financial instruments, treasury bills, negotiable corporate
debt instruments (short-term paper and corporate bonds), and
mortgage-backed securities.

The assessment will be followed by six person-months
of technical assistance to further examine and develop instruments
identified as appropriate for Bolivia. It is envisioned that this
short-term technical assistance will be provided over a three-year period
so as to build upon changes in the financial sector resulting from this
Project and other donor assistance.

2) Assistance for FENACRE

a) Objective

This activity is designed to increase the capacity of
rural credit unions and cooperatives to mobilize deposits. It will focus
on providing technical assistance and training to the National Federation
of Credit Unions (FENACRE), and through it to the more than 200
affiliated credit unions and four integral cooperatives to which FENACRE
provides credit, cooperative education, technical assistance, or
financial services. FENACRE has been selected to receive this
assistance, because it is a growing and potentially important private
sector mobilizer of savings whose rural clients are not now well served
by the rest of the financial system.

b) Activitie~

To support FENACRE and its affiliates in its
rebuilding and redirecting efforts, A&A Project funds are being used in
1987 to contract short-term technical assistance to analyze FENACRE's new
savings mobilization pilot project and recommend areas in which FENACRE
might need additional assistance in the future. The information provided
will be used to refine USAID's current plans for assistance to FENACRE
under the Strengthening Financial Markets Project.

Under the Project, short-term technical assistance
will be contracted to do a management audit of FENACRE which will analyze
FENACRE's organizational and administrative systems and recommend
modifications which will make FENACRE more efficient and help it to more
effectively provide services to its member coops and affiliates. It is
estimated that three person-months of short-term technical assistance
will be required to carry out this analysis.



-49-

A market research study will be carried out to learn
more about FENACRE members and to explore the potential for savings
mobilization in urban and rural areas.

FENACRE personnel and managers from FENACRE's
affiliates will be invited to participate in training courses offered by
the Financial Training Center to improve the general educational level of
FENACRE's employees. The Project will fund travel and per diem costs for
key FENACRE managers to visit institutions similar to FENACRE in other
countries. These trips will provide managers with an opportunity to
exchange experiences with their counterparts from other countries and
learn how savings and loan institutions in other countries are solving
problems which are similar to FENACRE's problems, and how they are
providing services to their members.

Technical assistance will be provided to FENACRE
under the Project to help plan the expansion of initial deposit
mobilization campaigns in Cochabamba to other cities, to prepare
marketing strategies for the new campaigns, to design new savings
mobilization teChniques, and to design new financial instruments which
would be needed to promote savings.

FENACRE's successes during the past 15 months with
its pilot savings mobilization program have created a great deal of
interest on the part of its affiliates, which would like to begin savings
mobilization programs of their own. This interest has caused FENACRE to
reassess its role as the head of a national system of savings and loan
cooperatives and has resulted in a decision to emphasize and amplify
FENACRE's role as a cooperative bank which centralizes cooperative funds,
channels surplus funds from one cooperative to another, and provides
financial services to the national system of savings and loan
cooperatives. The Project will support this new initiative with
technical assistance in the areas of financial management, financial
service analysis, and cash management.

This technical assistance will be provided by a
long-term (two-year) advisor and 18 p.m. of short-term experts in savings
mobilization, credit union management, financial management and related
areas involved in credit union management. Managerial assistance will
focus on personnel management, control and auditory procedures, credit
assessment, loan management and similar topics which will be identified
in the future. Training trips to rural credit unions in other Latin
American countries for nine people are also planned.
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3) Savings Mobilization Seminars for Banks

a) Objective

Recognizing the importance commercial banks will have
in deposit generation and placement following the near-term projected
consolidation in the sector. the objective of these seminars will be to
provide bankers with exposure to deposit mobilization techniques used in
other countries. and the opportunity to jointly discuss how they might be
applied in Bolivia in the future.

(b) Activities

Building upon the savings mobilization work
undertaken to date under AID's A&A Project. a series of workshops on
deposit mobilization and deposit services will be undertaken at the
senior management level as part of the Financial Training Center's (FTC)
course offerings. These workshops will be run by FTC instructors and
cover the following areas:

Strategic design and management of deposit gathering
campaigns;

How to organize and coordinate the various
departments of a bank for effective deposit services;

How to set reasonable goals. organize marketing
efforts. and provide incentive compensation or
recognition to those who achieve them;

Targeting markets/customer groups and use of formal
or informal market research techniques in deposit
campaigns;

Use of advertising. public relations techniques. such
as sports team identification. improved logos. and
pamphlets;

Meeting customers' needs for more convenient and
easily available banking services;

Development of new deposit vehicles. such as
special-purpose savings plans; and

Interest rate policy and maturity structures.
targeting currency requirements and coordination of
depositors' and bank needs.
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4) End of Project Status (EOPS)

The level of awareness, training and utilization of
savings mobilization techniques will be more fully incorporated into the
Bolivian financial community. The capital markets activities, at a
minimum. will have examined the potential for new financial instruments.
It is expected that with appropriate applications of the planned
short-term technical assistance, new financial instruments will be
developed. FENACRE and ita credit uniona will b~ restructured and
recapitalized. Substantial growth in relative market share and absolute
level of deposits will be achieved. Management's capability to identify
problems and take advantage of opportunities for system growth and
development will be improved. Savings mobilization concepts. procedures
and opportunities will be fully integrated into the FTC program.
Participants will benefit from the training provided. Commercial banks
and other ICls will undertake initiatives to increase institutional and
individual deposits. Taken as a whole. it is expected that these
activities will result in significant savings generations within the
financial community.

5) Inputs

AID will finance 7.5 p.m. of technical assistance
advisors for carrying out the capital markets assessment and follow-on
assistance. AID will also finance a long-term advisor with financial
management, cooperative or credit union experience to work with FENACRE
over a two-year period, and nine training trips for FENACRE or capital
market personnel. The long-term advisor and FENACRE will design,
supervise and monitor an additional 18 p.m. of short-term technical
assistance for FENACRE in the areas identified above. The total AID
contribution to this subcomponent will be $722,900. FENACRE and the
credit unions will bear all savings mobilization campaign ($70,000) and
management improvement costs out of their ongoing annual operating
budgets. Costs of carrying out savings mobilization training under the
FTC are included in the FTC component.

330L
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3. Improvement of Financial Sector Policy Research and Analysis
($719.800 AID; $16.500 Bolivia)

a. Objective

The present period of intense discussion of the problems facing
the financial system and possible solutions to these problems has been very
fruitful. There is a strong consensus among those persons and institutions
which have recently studied the Bolivian financial system concerning changes
in policy required for the recovery. strengthening. and modernization of the
system. To build on this progress. however. it will be necessary to improve
the process of financial sector policy formulation. Financial sector research
and informed policy discussion should be institutionalized. and the private
sector should fully participate in such research and discussion in order that
a fuller understanding and acceptance o( policy measures on behalf of all
sector participants can be achieved.

The objective of this component is to promote private sector
participation in research and informed discussion in support of critical
policy reforms. The activities to be carried out under this component will
permit intelligent dialogue on financial sector issues; keeping in mind that
fundamentally the GOB's and the private sector's objectives are the same - to
achieve economic recovery.

b. Background

Because the financial system is in a state of crisis, it is
imperative that a number of policy changes be implemented immediately. The
World Bank and the GOB have reached tentative agreement concerning the
implementation of initial policy measures. and most of them will be
established as conditions precedent for the disbursement of funds under the
World Bank's Balance of Payments/Structural Adjustment Loan. The most
important measures are:

1. Market-determined real rates of interest must be maintained on deposit
accounts (there has been pressure from some elements of the GOB to
lower interest rates by decree).

2. Reserve requirements must not favor dollar accounts and should favor
longer-term deposits.

3. The mUlti-currency situation is complex and must receive careful
attention and study. (Host agree that in the longer run the system
must move away from the dominance of the dollar.)

4. Public sector arrears to private suppliers must be reduced in a way
that is consistent with the IHF stabilization program.
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5. Increased externally funded credit programs must not disrupt domestic
efforts to mobilize savings.

6. Existing banking regulations must be reviewed in order to permit the
creation of adequate instruments and mechanisms to facilitate
increased mobilization of longer-term resources.

7. To sort out the problems with the private commercial banks, the
dedollarization payment issue must be resolved. external audits should
be conducted. limits should be placed on the amount of a bank's
portfolio lent to the bank's own holding group. bank supervision must
be improved. and a deposit insurance fund should be established.

8. To sort out the problems with the public banks. key functions of the
Central Bank must be strengthened and others devolved to other
institutions. Serious consideration must be given to restructuring
the Banco del Estado and the Banco Agricola.

As noted elsewhere in this Paper. steps are already being taken
to begin work on these measures.

c. Activities

The activities to be pursued under this component are aimed at
promoting the participation of the private sector in the identification of
topical policy issues. in the research of those issues, in the discussion of
the issues by key persons in the sector. and in the formulation of follow-up
recommendations and policy changes based on the research and discussions. The
main activity to be sponsored under this component will be private-sector
organized seminars to exchange opinions and present analyses concerning
financial sector issues. Limited financial sector research will also be
sponsored. both to improve understanding of financial sector operations and as
input to the seminars. As opposed to the FTC's training seminars which will
instruct rCI officials in banking practices. the seminars to be carried out
under this component will focus on short to medium-term financial sector
policy issues.

Identification of topical policy issues will be the first step.
Some of the issues Identified by the GOB and World Bank will be included in
order to develop a fuller understanding of those issues and a fuller
consideration of policy alternatives by. and with. private sector
representatives. Other issues which go beyond these will also be identified.
This will be accomplished as the project proceeds through discussions with
selected participants from the public and private sectors of the financial
market system. A tentative list of seminar topics based on preliminary
discussions is presented below.
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Table 5
Improvement of Financial Sector Policy Research and Analysi~

Seminar Topics

1987 A&A Seminars

"Bolivia's Emergence from Hyper-Inflation: Are High Interest
Rates Unavoidable?"
"Initial Stages in the Creation of Formal Capital Markets."
liThe Multi-Currency Issue: Costs and Benefits of
Dollarization in Bolivia. 1I

"Importance of Informal Finance in Bolivia: Lessons for
Formal Financial Institutions."

1988 SFM Seminars

"Regulation and Supervision of Financial Institutions."
"Theory and Practice of Loan Delinquency and Loan Recovery."
IITerm Lending for Development Purposes."
"Branching to Expand Financial Services into Rural Areas."

1989 SF" Seminars

"Deposit Mobilization."
"International Aspects of Boli vi an Domestic Fi nancial Markets."
"The Role of Public Sector Financial Institutions in Bolivia."
"Interest Rates in Boli vian Fi nancial Markets."

1990 SF" Seminars

-"Increasing Access of Borrowers to Credit Services and Reducing
Transaction Costs."

-"Capital Markets: Further Review of the Initial Stages of Their
Creation."

-"Spreads and Efficiency of Financial Intermediaries. II

-"Informal Finance."

Research will all be directed at seminar presentations, and the
presentations themselves will all have to be very practical. The scope of the
research will be very highly defined, and always judged by the criterion that
it be directly applicable to the policy-making process. USAID/Bolivia will
approve all research topics in advance of the initiation of studies.

Research will usually be carried out by researchers and students
from both Bolivia and the United States. However, some research may be done
by persons respected in their fields from other Latin American countries. The
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research procedures will include field surveys to collect primary data, case
studies with key financial sector participants, and analysis of the data
collected.

Papers will be written for presentation at the 12 seminars that
are planned during the life of the Project. The audience invited to the
seminars will include high-level government officials and key private sector
leaders. The seminars will be planned so that all papers for presentation
will be written and distributed to seminar participants in advance of the
seminar.

The seminars will generally last two days and will tend to take
one of two forms. Form A may include presentation of as many as five or six
papers. After presentation of each paper, a designated discussant will
present his or her written comments on that paper. This will be followed by a
general discussion period lasting about an hour that should allow for ample
dialogue among all participants. Form B will include presentation of two
papers. After presentation of the papers, the presenters will provide a
structured environment for logically thinking through the issue(s) with the
active participation of the seminar attendees. When deemed appropriate.
seminar proceedings will be published and distributed to all participants. and
perhaps to a wider readership.

The seminars should. in many cases, lead to follow-up activities
aimed at designing and implementing detailed policy reforms. When seminar
recommendations merit follow-up action to formulate and implement a policy
reform. assistance for that effort will be available under the Project.

The Project will also sponsor a series of occasional informal
meetings of leaders in the financial sector. These will be aimed at
discussing important issues of the moment, and they may be one mechanism for
the follow-up work mentioned above. They could be either luncheon meetings or
workshops.

An adjunct activity which will complement this component is
support for the academic training of Bolivian researchers. It is important
that a small group of Bolivians be trained as financial market researchers.
The most appropriate training is the Master of Science degree in Economics
with a major in Banking or Finance. This Project will not finance these
studies, but it will seek out the best candidates and work with Mission
scholarship programs to place them in U.S. universities.

d. Organization of Seminars and Research

A contract will be signed with a U.S. university or consulting
firm for the implementation of this component. The contractor will work with
local Bolivian institutions in organizing seminars and commissioning financial
sector research. Initially, the contractor will work with the Catholic
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University Institute for Socio-Economic Research (lISE) in La Paz. Later the
contractor will attempt to establish cooperative relationships with the
Private University of Santa Cruz, and at the San Sim6n University Faculty of
Economics in Cochabamba. Other institutions which might cooperate in setting
up seminars include the Latin American Institut~ for Socio-Economic Studies
(ILDES), the Bolivian Institute for Business Studies (IBEE), IDEA, the
Economic Studies Department of the Central Bank of Bolivia (BCB), and the
Unidad de Analisis de Politicas Economicas (UDAPE).

The contractor for this component will subcontract with the
local Bolivian entities identified above, as appropriate, for the joint
organization of a seminar or to sponsor student or faculty research. The
contractor will also be able to subcontract, on a very limited basis, with
U.S. universities to sponsor short-term research by graduate students
interested in working in Bolivia (four students for six months each during the
life of the Project). Finally, the contractor will also be responsible for
bringing U.S. and Latin American experts to Bolivia for seminar presentations.

The Project will normally cover the full costs of research and
seminars. However, during the implementation of the Project, the contractor
will look for opportunities for joint sponsorship with other interested
Bolivian parties, especially with financial institutions, ASOBAN, and the GOB,
with the idea of supporting the development of policy discussions which could
continue after the Project ends.

e. End-of-Project Status (EOPs)

The most tangible outputs of this component will be the 12
seminars and the associated research. At least 12 important issues will have
been investigated. Key decision-makers, including both private and public
sector representatives, will be well-informed concerning those issues, and
they will be given the opportunity to pursue recommended policy reforms.
Finally, assuming that this process is well-managed and well-received, a
number of financial sector policy reforms should be brought about.

f. Inputs

The inputs required to implement this Project component include:

Preparation of Seminar Papers (24 p.m. U.S. experts, 36 p.m.
Bolivian experts).

Research (four U.S. students, nine Bolivian students, six
months each).

Contractor Backstopping (nine p.m. and logistical costs of
seminars).

•
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Technical Assistance for Seminar Follow-up (12 p.m.).

CommoQities (very limited data processing machines and
research materials for Bolivian universities),

All of the above inputs will be financed by AID ($719.800)
except for $16.500 of seminar logistics and other costs to be financed by
cooperating Bolivian institutions.

0343L
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C. Project Outputs and Inputs

a. BDIF

External bank audits (21)
- Operating BDIF (x)

b. FTC

- Operating FTC (x)
ICI officers trained (l,300)

- FTC courses held (68)

c. ASOBAN

- New services established (6)

d. Savings Mobilization

- Capital markets study (1)
Capital market instruments developed (1 to 5)
Savings mobilization campaigns, FENACRE (3 to 5)

e. Policy Research and Analysis

- Seminars held (12)
- Financial sector topics researched (13)
- New policies implemented (3 to 12)

2. Inputs

a. Technical Assistance
BDIF
FTC
ASOBAN
Savings Mobilization
Policy Research

b. Staff Training

BDIF
FTC
ASOBAN
Savings Mobilization

48 p.m.
36 p.m.
18 p.m.
49.5 p.m.
12 p.m.

15 trips
9 trips
6 trips
9 trips

A I D Host Country
($000)

$1,032
$677
$316
$711
$107

$54
$45
$30
$12
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c. Operating Costs

BDIF $1 t 327
FTC $79 $60
ASOBAN Services $308
Savings Mobilization $70

d. Conunodities

BDIF furniture, office
equipment $40

FTC furniture, office
equipment, library materials $80

ASOBAN computers, library
materials $47 $5

Policy research materials.
computers $27

e. Bank Audits $243Yt' 188

f. BDIF Capitalization $26,014

g. FTC Course Costs $561 $484

h. Seminar/Research Costs $585 $17

i. Evaluations and Audits $130

j. Project Coordinator 36 p.m. $324

k. T.A. Chief of Party 36 p.m. $706

1. Contingencies $394 $172

TOTALS $6,200 $28,645

plus $320,000 under A&A Project
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III. D. Project Beneficiaries

Although it is true that the most direct beneficiaries of the
Project will be Bolivia's private sector ICls themselves, the Bolivian
public at large will be the real beneficiaries of the Project. Hore
financing will be available to the public for investment and operating
costs. The public will have access to a greater number of more secure
savings vehicles. A wider number of clients will have access to the
financial system. Financial services will be provided more efficiently
and at a lower cost. Lastly and most importantly. a better functioning
financial system will help stimulate economic growth, and greater
investment and employment opportunities will be available to the public.

Bolivia's ICls will become more financially stable as a result of
the Project. Their potential for profitability will be enhanced by
increased deposit mobilization, better trained employees, and operational
assistance from ASOBAN. Finally, ICI personnel will have a stronger
voice in financial sector policy formulation.

At an individual level, ICI officers, ASOBAN employees, seminar
participants, and policy researchers and analysts will also benefit from
the Project.

0362L
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IV. Cost Estimate and Financial Plan

A. Project Budget

The total cost of activities to be financed under this four-year
Project will be $34,843,400. The total AID contribution will be
$6,200,000 in grant funds. As detailed below, counterpart contributions
to the Project will total $28,643,400. Table 6 shows the detailed cost
estimates. Table 7 shows anticipated yearly disbursements under the
Project. Section IV.C. shows implem~ntation and financing methods.
Annex C details life-of-project funding for each project component as
well as budget assumptions utilized in developing the Project costs.

B. Component Budgets

1. Improvement of Financial Sector Regulation/Creation of the BDIF

The total projected cost of this component is $28,896,700.
The private sector will finance $26,840,600 in BDIF operating expenses
and capitalization the Central Bank will finance a $500,000 loan for
capitalization as well as $187,500 in bank audit costs. AID support for
the component totals $1,368,600. AID funds will finance long- and
short-term technical assistance, training, and commodity acquisitions.

2. Improvement of leI Operations

a. Financial Training Center (FTC)

The total projected cost of the FTC component is $1,985,500
over a three-year period. Of this total, the private sector will pay
$544,000 to help finance FTC operating and course delivery costs. AID
support for the FTC totals $1,441,500. AID funds will finance long- and
short-term technical assistance, a declining portion of operating and
course delivery costs, FTC staff training and commodity acquisition costs.

b. Association of Banks and Financial Institutions of Bolivia
(ASOBAN)

The total projected cost of this SUbcomponent is $705,900
over a three-year period. Of this total, ASOBAN will pay from membership
fees, fees for services, and internal working capital a total of $312,700
for service delivery costs and commodities AID support for ASOBAN
totals $393,200. AID funds will finance short-term technical assistance,
the acquisition of commodities and ASOBAN staff training costs.
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c. Savings Mobilization

The total projected cost of this subcomponent is $792,900
over a three-year period. AID will finance long and short-term technical
assistance for FENACRE, support for undertaking a capital markets study
and additional short-term technical assistance. and limited short-term
training trips for a total of $722,900. FENACRE will finance at least
$70,000 in savings mobilization campaign costs.

3. Policy Research and Analysis

The total cost of this component will be $736,300 of which AID
will finance all but $16,500 for seminars, research and commodities.

4. Other Costs

AID will finance project audits and evaluations for $130,000,
a Project Coordinator for $324,000, and a T.A. Term Chief of Party for
$706,300. Contingencies total $393,700 for AID and $172,100 for Bolivia.



LIFE OF Prom:::T ESTIMATED OJSTS AND FINANCIAL PLAN

'Ibtal
AID GRAN!'

FX LC 'Ibta1

HOST
G.O.B.
~LC

COUNTRY
pRJ:VATESE::.roR

FX LC Total GRAND 'I'QI1>,L

I. OOLIVIllN DEPOSIT INSURANCE FUND

1,260,500 181,000 1,441,500

1,358,600 10,000 1,368,600 687,500

1,274,600 1,274,600 187,500
54,000 54,000

30,000 10,000 40,000
___________ 500,000

187,500 1,462,100
54,000

1,326,600 1,326,600 1,326,600
40,000

500,000 25,514,000 25,514,000 26,014,000

687,500 25,514,000 1,326,600 26,840,600 28,896,700

677,000
45,000

484,000 484,000 1,044,600
60,000 60,000 138,900

80,000

544,000 544,000 1,985,500 t
316,200
30,000

307,700 307,700 307,700
5,000 5,000 52,000

5,000 307,700 312,700 705,900

47,000 _

316,200
30,000

393,200

677 ,000
45,000

560,600
78,900
80,000 _

47,000 _

80,000 _

316,200
30,000

393,200

677,000
45,000

458,500 102,100
78,900

A. Tecbnical Asslstance
B. Trainir13
C. ProJect Operatlng Costs
D. Canm:xiities
E. CapitalizatlOO (BCB loan and member premiums)

Subtotal, Bolivian Deposit Insuraoce Fund

Subtotal, ASOBAN Services

Subtotal, Financial Traming Center

A. Technical Assistance
B. Staff Tralnir13
C. Course Delivery Costs
D. Fl'C Operatir13 Costs
E. Canm:xiities

A. Technical Assistance
B. Tralnin;
C. Project Operati03 Costs
D. Canm:xlities

II. ICI IMPRi:J'JEMENI': FINAOCIJI.L 'l"PAINING CENI'ER

III. ICI IMP~: ASOBAN SERVICES



HOST COUNTRY

IV. ICI IMPRC1Il:EMrnT: SAV!N3S MJBILIZhTICN

AID GAANI'
FX I.C Total

G.O.B.
~I.C Total

,PRIVATE SECl'OR
EX I.C Total GRAND TO

A. Tec1mi.ca1 Assl.stanee
B. Trcuru.ng
C. Prom:1taonal Campaigns

Subtotal, SaVl.n;Js Mobilizatl.Ctl

V. IMPROVEMENT OF POLICY RESE1UOi AND ANALYSIS

A. Seml.nars ani Research
B. Camrrodi.ties

Subtotal,Improvement of Policy Research & AnalySl.S

VI. ornER OOSTS

A. Evaluations am Au:llts
B. Chief of ~arty, Institutiooal Contract, 3 yrs
C. U.S. Hire Personal Services Contract, 3 yrs
D. Contingencies (7%)

Subtotal, Other Costs

P~TCTrAL

710,900 710,900 710,9<:
U,OOO U,OOO 12,OC

-- 70,000 70,000 70,OC

722,900 722,900 70,000 70,000 792,9C

692,800 692,800 16,500 16,500 709,3C
27,000 27,000 -- 27,OC

719,800 719,800 16,500 16,500 736,3C

130,000 130,000 130,OC
706,300 706,300 706,3C
324,000 324,000 324,OC
380,300 13,400 393,700 13,100 13,100 500 158,500 159,000 565,8C

1,540,600 13,400 1,554,000 13,100 13,100 500 158,500 159,000 l,726,lOC

5,995,600 204,400 6,200,000 700,600 700,600 25,519,500 2,423,300 27,942,800 34,843,4OC
=== === == === =

"~



DISBURSEMENr SCHEOOLE

YEAR 1 YEAR 2 Y:F.AA 3 YEAR 4 rrorAL
FX I£ FX I£ FX I£ FX I£ EX I£ GRAND 'lUI'AL

I. BOLIVIAN DEPOSIT INSURANCE FUID

A. Technical lIsS1Stance 825,600 395,500 120,500 120,500 1,462,100 1,462,100
B. Tra1mng 14,000 18,000 18,000 4,000 54,000 54,000
c. ProJect Operating Costs 290,200 305,200 343,500 387,700 1,326,600 1,326,600
D. Comrro:iitles 30,000 10,000 30,000 10,000 40,000
E. Capltallzation Central Bank loon

(member prenu.ums) 6,436,700 6,233,000 6,521,700 6,822,600 26,014,000 26,014,000

Subtotal, BollVlan DePOSlt Insurance Furrl 7,306,300 300,200 6,646,500 305,200 6,660,200 343,500 6,947,100 387,700 27,560,100 1,336,600 28,896,700

II. ICI IMPWJ:EMENri FINAN:IAL 'l'FAJ:NIID CENl'ER

A. Technical Assistance 303,400 303,400 70,200 677,000 677,000
B. Staff Training 15,000 15,000 15,000 45,000 45,000
C. Course Delivery Costs 357,500 229,400 80,300 212,800 20,700 143,900 458,500 586,100 1,044,600
D. rn: Operating Costs 44,700 46,300 47,900 138,900 138,900
E. Co!raro:hties 80,000 80,000 80,000

Subtotal, Financial Tralning Center 755,900 274,100 398,700 259,100 105,900 191,800 1,260,500 725,000 1,985,500

III. ICI IMPROJEMENI'i ASOB1IN SERJICES

A. Technicalllss1stance 105,400 105,400 105,400 316,200 316,200
B. Traimng 10,000 10,000 10,000 30,000 30,000
C. Project Operating Costs 98,600 102,500 106,600 307,700 307,700
D. Comodities 52,000 52,000 52,000

Subtotal, ASOBI\N ServlceS 167,400 98,600 115,400 102,500 115,400 106,600 398,200 307,700 705,900

~

~



YEAR 1 YEAR 2 YEAR 3 Y:El\R 4 'IDI'AL
FX LC FX LC FX LC FX I.C FX LC GRAND T01'JIL

IV. ICI IMPBOVEMENr: SAVIOOS MJBILIZA.TION

A. Technical Assistance 381,700 257,200 72,000 710,900 710,900
B. Trcuning 4,000 4,000 4,000 12,000 12,000
C. Pranotional Campa1gn 24,000 24,000 22,000 70,000 70,000

Subtotal, Savings Mobilization 385,700 24,000 261,200 24,000 76,000 22,000 722,900 70,000 792,900

V. POLICY RESFARCH AND ANALYSIS

A. Technical Assistance 231,600 5,500 230,600 5,500 230,600 5,500 692,800 16,500 709,300
B. Canmodities 27,000 27,000 27,000

Subtotal, Policy Research arx1 Analysis 258,600 5,500 230,600 5,500 230,600 5,500 719,800 16,500 736,300

VI. OIEER a:sTS

A. Evaluations am Audits 45,000 30,000 55,000 130,000 130,000
B. Chief of Party, Institutional Contract,3 yrs 235,500 235,400 235,400 706,300 706,300
C. U.S.Hire Persooal Services Ca1tract,3 yrs. 108,000 108,000 108,000 324,000 324,000
D. Contin;encies (7%) 189,200 49,100 126;600 41,500 72,800 47,000 12,600 27,000 401,200 164,600 565,800 I

0'
0'

SubtOtal, other Costs 532,700 49,100 515,000 41,500 446,200 47,000 67,600 27,000 1,561,500 164,600 1,726,100 I

P~ T01'AL 9,406,600 751,500 8,167,400 737,800 7,634,300 716,400 7,014,700 414,700 32,223,000 2,620,400 34,843,400
====== = - ==
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C. Implementation and Financing Methods

Implementation
Method--

Financing
Method

Amounts
($OOO)

FDIC Contract for TA + Trng.
Commodities
Bank Audits

2. FTC

Direct AID Contract Direct Payment
Direct AID Contracts Direct Payment
Host Country Contracts Reimbursement

$1.086
40

243

TA+Trng+Course Provision
FTC Operating+Course Costs
Commodi ties

3. ASOBAN

TA+Trng Contract
Commodi ties

4. Savings Mobilization

TA contract
Training

5. Policy Development

Contract for Seminars
and Research

Technical Assistance
Commodities

6. Other Costs

TA Chief of Party
Project Coordinator
Evaluations and Audits

Direct Contract
Cooperative Agreement
Direct L/Com

Direct AID Contract
Direct AID Contracts

Direct AID Contract
Direct AID Contract

Direct AID Contract
Direct AID Contracts
Direct AID Contracts

Direct AID Contract
Direct AID Contract
Direct AID Contracts

Direct Payment
Reimbursement
Direct Payment

Direct Payment
Direct Payment

Direct Payment
Direct Payment

Direct Payment
Direct Payment
Direct Payment

Direct Payment
Direct Payment
Direct Payment

722
639

80

346
47

711
12

586
107

27

706
324
130

7. Contingencies

N.B. 1. A preference will be given in the contracting process for
signing one AID service contract for the FTC, ASOBAN, Savings
Mobilization and Policy components.

2. Arrangements will be made with IDEA under which AID will pay all
dollar course delivery costs to the U.S. contractor and share
local course delivery costs with IDEA.

0349L
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V. IMPLEMENTATION PLAN

A. Negotiating Status

In-depth discussions have been held with the principal
organizations which this Project will assist and broad areas of
understanding have been established.

1. Improvement of Financial Sector Regulations. Mission
representatives and technical consultants have conducted a series of
in-depth discussions with the President of the Central Bank and his staff
concerning various aspects of establishing the BDIF. The President of
the Central Bank has. in turn. gained the concensus of the Economic
Cabinet that the BDIF and the Superintendency of Banks must be
established quickly. The Minister of Planning and Coordination in
formally reqttesting AID assistance in this area. has confirmed the
Economic Cabinet's desire to proceed. Discussions have also been held
with key private sector bankers who have expressed agreement with the
Government's plans for the creation of a Superintendency and the BOIF.

2. Improvement of Private Sector ICI Operations. Mission
representatives and technical consultants have had in-depth discussions
with both IDEA and ASOBAN. as well as with individual bank managers
concerning the establishment of the FTC. All parties are enthusiastic
and are convinced that it will contribute substantially to increasing the
efficiency of the sector. IDEA's request for assistance is included in
Annex O.

Mission discussions with the Technical Committee of ASOBAN
covered a number of new or improved service that ASOBAN might provide its
members. The Technical Committee. in consultation with the members.
decided to expand and improve the ASOBAN services in the areas described
elsewhere in this Paper. ASOBAN has formally requested AID assistance in
this effort. (Annex D).

FENACRE recently requested Mission assistance in expanding its
savings mobilization efforts. The Mission took the opportunity to
discuss its concerns about various aspects of the FENACRE system. An
agreement to assist FENACRE grew out of these discussions and is
described elsewhere in this Paper. The President of the Central Bank has
also indicated his interest in investigating the feasibility of creating
new capital market financial instruments.
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3. Financial Sector Policy Development

The Mission has held three meetings with the Catholic University
Institute for Socio-Economic Studies. The co-directors have indicated
that the Institute is interested in participating in the Project by
carrying out local research in support of the seminars. The contractor
assisting the Mission with this component will subcontract for this
research.

Meetings have also been held with ILDES, IBEE, IDEA, UDAPE,
ASOBAN and lESE to explore the interest of each in organizing and
sponsoring one or more seminars. Each is interested in participating in
the Project.

USAID plans to sign three obligating agreements for the Project:
a ProAg with the GOB Ministry of Planning and Coordination for the BDIF,
savings mobilization and policy research and analysis components; and two
cooperative agreements with IDEA and ASOBAN for the FTC and ASOBAN
improvement components, respectively.

B. Responsibilities

1. The BCB. The President of the Central Bank will chair a
guarterly meeting which will coordinate activities of donors active in
the financial sector. Attendees will include the Resident
Representatives of the World Bank, the IMF, and the lOB, the
USAID/Bolivia Mission Director, and project personnel. The Central Bank
will also coordinate work on the development of new capital market
financial instruments and participate in policy seminars.

2. Local Institutions. Project activities will support the
programs of several autonomous institutions, including the BDIF, IDEA,
ASOBAN, FENACRE, and Catholic University. Each institution will have
responsibility to manage the activities in which it will be involved,
working closely with technical assistance advisors and USAID.

3. USAID: USAID will monitor all project activities and ensure
coordination among all Project participants and with other donors.

C. USAID Monitoring Plan.

The overall management of this Project will be the responsibility
of the Mission's Private Sector Office. An on-board U.S. Direct Hire
employee will manage the Project. He will be assisted by a full-time
American Project Coordinator, to be hired with Project funds. This
person will have senIor bank management experience.
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The PSC Project Coordinator will have principal responsibility
for day to day monitoring of the Project. He/she will be available full
time for project implementation and monitoring tasks.

The Mission will work closely with its contractors in all aspects
of project implementation. Regular monitoring meetings will be held with
each institution involved with the Project. Within the Mission, regular
Project Committee meetings will be held to monitor the progress of the
Project. Quarterly reviews of the Project will be held with the Mission
Director. The relationship of this Project to financial sector projects
of other donors will be reviewed in quarterly meetings chaired by the
President of the Central Bank.

D. Procurement Plan.

1. Services

As indicated previously, AID will negotiate a PASA with the
FDIC for the provision of technical assistance and training to the BDIF.

The FTC will require TA and training services from a U.S. or
Latin American institution or firm with bank training capacity. ASOBAN
will require services from another U.S. or Latin American banking
association. Consulting services will be required from a U.S. firm for
the provision of assistance under the savings mobilization and policy
components. This firm will be authorized to negotiate subcontracts
during the course of the Project with Bolivian and U.S. institutions
{including universities> for the provision of research and seminar
analysis/participation services.

USAID will issue one RFP for all services, except those to be
provided by the FDIC, calling for the signing of a single contract with a
U.S. firm which will subcontract or enter into joint ventures with other
firms, institutes or universities for the provision of services described
in the RFP. Prior to doing so, the Mission will publish a notice for
expressions of interest in bidding on the contract which stresses the
importance of a coordinated overall effort by the contractor and the
necessity for proposers to indicate their ability to provide the services
required in the manner desired, through subcontracting or joint venture
arrangements. The prime contractor will be asked to provide a chief of
party for three years.

The following language is suggested for the Action Memorandum
to be sent to AA/LAC to approve the SFM Project and necessary contracting
actions.
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"Problem Your approval is required for the subject waivers in order that
the USAID/Bolivia Mission may initiate procurement procedures under the
Strengthening Financial Markets (SFM) Project. Even though one of these
waivers could be approved by the Mission Director, USAID/Bolivia
requested they all be approved by the AA/LAC at the time of Project
authorization.

"1. Nationality Waiver

A nationality waiver is required to allow USAID/Bo1ivia to include
Code 941 country contractors in the competitive contracting process for
the provision of technical services to help establish the Financial
Training Center and strengthen the services of ASOBAN. Latin American
contractors should be allowed to compete for the provision of these
services in the interest of Project efficacy.

"HB 1, Supplement B, Section 5.D.lO(a)(1)(e), allows a waiver of
nationality in the following instance:

'Such other circumstances as are determined to be critical to the
achievement of project activities.'

"You have authority under Sec. 5.B.4.C. of Ch.5 of UB IB to approve
nationality waivers up to $5.0 million.

"2. Waiver of Competition for Cooperative Agreement (CA) with ASOBAN and
IDEA

Per HB13, Section 1.B.2.E.3. the approval of the AA/LAC i~ required
to allow USAID/Bolivia to invite only the Instituto para el Desarrollo de
Empresarios y Administradores (IDEA) and the Asociaci6n de Bancos e
Instituciones Financieras de Bolivia (ASOBAN) to submit Cooperative
Agreement proposals under the SFH Project.

"The participation of IDEA and ASOBAN in the implementation of two
components of the project is vital to the success and continuity of the
Project upon termination of AID assistance. Both Bolivian organizations
have an adequate knowledge of the SFH project goals and both possess the
institutional capability required to successfully carry out Project
activities. IDEA was selected as the most appropriate Bolivian
institution to establish the Financial Training Center. ASOBAN is
Bolivia's banking association.

"Recommendation That you approve the subject waivers in order that
USAID/Bolivia may procure services as specified above."
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2. Commodities

The cost of the commodities to be purchased with Project funds
is modest (US$234,OOO) and the procurement of the commodities will be
simple. The furniture (US$20,OOO) and computers (US$85,500) will be
purchased directly by the Hission, either as local shelf items or from
the U.S. Funds for computer software (US$9,500) and library and research
materials (US$37,OOO) will be included in the institutional contract(s)
and will be purchased by the contractor(s).

E. Evaluations and Audits

An impact evaluation of the A&A Project is planned for the last
quarter of CY 88. Since three of the SFH Project activities are
continuations of the A&A Project activities, the results of the A&A
evaluation will be useful to the SFH Project.

Two SFH mid-term evaluations and an impact evaluation are
presently planned. The A&A impact evaluation and the first SFH mid-term
evaluation will probably be carried out together.

Ihe mid-term evaluations will assess progress towards the
accomplishment of the overall Project purpose and suggest mid-term
refinement, as necessary. They will be focused on answering specific
project implementation questions. The impact evaluation will measure the
attainment of the purpose indicators (EOPS) and other quantifiable
objective measures.

The Hission will look for opportunities to carry out joint
evaluations with the World Bank and the IDB which look at the impact of
each donor's project on the financial system.

Bi-annual audits will be conducted of the entities involved in
each of the Project's components

F. Schedule of Activities.

A schedule of critical events for each Component is presented
below.

1. Contracting and Evaluation Events for All Components

-Draft terms of reference, PIO/Is, RFPs, and CBD notices,
for contracts

-Sign ProAg(s) and cooperative agreements with
cooperating organizations

-Sign PIO/Ts for contracts

05/87

06/87
06/87
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-Send cable to CBD for notices for contracts (RCO)
-Issue RFP for Contracts (RCO)
-Sign Contract with FDIC
-Long term FDIC TA starts
-Sign other Contract(s)
-Other long term TA persons start work

-Do first evaluation

-Do second evaluation
-Do first audit

-Do second audit
-Do impact evaluation

07/87
07/87
07187
08/87
09/87
10/87

09-10/88

09-10/89
11/89

11/91
11-12/91

2. Improvement of Fiancial Sector Regulation: Key Events

-Initiate Central Bank reorganization
-Begin World Bank TA for establishment of Superintendency
of Banks

-Begin Central Bank audits of 21 banks (Initial A&A funding)
-Draft of BDIF operating procedures (A&A funding, FDIC)
-Sign ProAg with Hinister of Planning and Coordination
-Do in-depth profile of deposit base
-Select BDIF head and staff
-Sign contract with FDIC, start short term FDIC TA
-Create/select BDIF Board of Directors
-Present draft of new banking law, acceptable to GOB and

ASOBAN (A&A funds)
-Send draft law to IHF for review
-Long term FDIC TA arrives
-Congress considers new banking law
-Legally incorporate BDIF and start operations
-Publish external audit reports of individual banks(A&A)
-Start in-depth study of audit findings
-lOB starts TA to Central Bank Development Department
-Determine BDIF membership

-Start BDIF bank interventions, as required
-Start AID financed training
-Do 1st evaluation

-Do second evaluation

-Do impact evaluation

03/87

03/87
05/87
05/87
06/87
06/87
06/87
07/87
07/87

07/87
07/87
08/87
08/87
09/87
09/87
09/87
10/87
12/87

01188
01/88
09-10/88

09-10/89

04/91
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3. Improvement of Private Sector ICI Operations - Financial
Training Center: Key Events

-Sign ProAg or letter of understanding with IDEA
-Hire local IDEA/FTC personnel
-ASOBAN appoints ad hoc academic advisory board
-Begin planning of FTC structure and curriculum
-Begin development of data file on sources of banking
seminars. local and foreign consultants and instructors
to serve as FTC short-term teachers

-Start plans for Library
-Have first meeting of academic advisory board and formally
install it, present and discuss initial curricula ideas

-Determine specific accounting and MIS requirement for FTC
-Determine initial course schedule
-Survey market for dates, places
-Contract signed
-Long term TA arrives
-Based on terms of contract, determine pricing of seminars.
fix dates and places and start promotional campaign

-Deliver two seminars (1 middle Level - 1 lower Level)
-Start needs analysis process (on-going). validate results
of initial needs analysis

-Conduct first "train the trainer" seminar for IDEA
instructors and other local instructors and consultants

-Deliver first senior level seminar
-Start planning of first financial workshop

-Deliver three seminars (lSL-IML-ILL)
-Deliver three seminars (lSL-IML-ILL)
-Deliver three seminars (2ML-ILL)
-Conduct first financial workshop on savings movilization
-Conduct three seminars (IHL-2LL)
-Start preparation of second financial workshop
-Conduct three seminars (IS-1M-IL)
-Conduct three seminars (2ML-ILL)
-Continue preparation of second financial workshop
-Deliver two seminars (IML-ILL)
-Conduct second financial workshop
-Do first evaluation
-Deliver 8 seminars (2SL-3SK-3LL)
-Conduct 1 financial workshop
-Deliver 6 seminars (2SL-2KL-2LL)
-Conduct 1 financial workshop
-Deliver 6 seminars (ISL-3HL-2LL)
-Conduct 1 financial workshop

06/87
07/87
08/87
08/87

08/87
09/87

09/87
09/87
09/87
09/87
10/87
10/87

10/87
11/87

11/87

11/87
12/87
12/87

02/88
03/88
04/88
04/88
05/88
05/88
05/88
06/88
06/88
06/88
06/88
09-10/88
3rd gtr/88
3rd gtr/88
4th gtr/88
4th gtr/88
1st gtr/89
1st gtr/89
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-Do second evaluation
-Deliver 6 seminars (lSL-2ML-3LL)
-Conduct 1 financial seminar

-Deliver 1 senior level seminar. 4 middle level seminars.
and 3 lower level seminars. Delivery of seminars to be
done mainly by local consutlants, previously trained as
instructors by the FTC

-Conduct 2 financial workshops

-Deliver 2 senior level seminars, 4 middle level seminars.
and 4 lower level seminars

-Conduct 2 financial workshops
-Achieve full self-sufficiency for course development and
course delivery

-Do impact evaluation

09-10/89
2nd gtr/89
2nd gtr/89

2nd sem/89
2nd sem/89

1st sem/90
1st sem/90

1st sem/90

11-12/91

4. Improvement of Private Sector ICI Operations: Improvement
of the Services of ASOBAN

-Sign ProAg or letter of understanding with ASOBAN
~Start hiring of new ASOBAN staff
-Start research for obtaining books and materials for
library. materials for the Staff Selection Unit

-Start procurement of equipment and computers
-Define functions/responsibilities of Economics and
Legal Unit

-Begin detailed planning of new services and functions
-Determine functional specifications for different
data bases and check clearing

-Establish agreements with banks on procedures,
regulations. deadlines, of check clearing function

-Place orders for books and materials for library as well
as for Staff Selection Unit

-Contract development of required software as per
functional specifications. Phase I

-Produce first professional reports from Economics
and Legal Unit

-Visit Banking Associations in Santiago and Buenos Aires
-Staff Selecton Unit to begin operations
-Open Library for internal consultation
-Inititate testing of software for central information
-Test software for data base of bank's staff
-Open Library for external consultation
-Initiate testing of software for check clearing
-Complete operational procedures of check clearing function

06/87
06/87

07/87
07/87

07/87
08/87

08/87

08/87

08/87

09/87

09/87
09/87
09/87
10/87
10/87
10/87
11/87
11/87
11/87
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-Complete operational procedures of central information
function, Phase I

-Initiate operations of Central Information Unit on a pilot
basis, Phase I

-Launch first pUblication of book/article of local authors
-Start use of data base with banks' staff

11/87

12/87
12/87
12/87

02/88
03/88

03/88
04/88

01/88
02/88

04/88
05/88
06/88

3rd gtr/88
3rd gtr/88
09-10/88
4th gtr/88

Unit

-Initiate operations of Check Clearing Unit on a pilot basis
-Start operations of Central Information Unit, Phase I
-Contract development of reguired software for Central
Information (Phase II) as per functional specifications

-Start operations of Check Clearing Unit
-Produce second series of reports from Economics
and Legal Unit

-Test software for Central Information. Phase II
-Complete operational procedures of Central Information
Functions, Phase II

-Pilot test operations of Central Information, Phase II
-Plan activities for second year
-Search market for acguisition of new books. manuals.
and publications for library

-Start operations of Central Information. Phase II
-Do 1st evaluation
-Place order for new books and materials for Library
-Publish thrid series of reports from Economics and Legal
4th gtr/88

-Visit Banking Associations in Colombia and Mexico
-Analyse with banks, enhancements for Central
Information Unit. Phase III

-Publish forth series of reports from the Economics
and Legal Units

-Contract software changes and modifications for
data bases to include new files

-Plan activities for third year
-Finish enhacements for Central Information Unit.
Phase III 2nd sem/89

-Determine with affiliates upgrading of check
clearing function

-Acquire new material for Library
-Publish fith series of reports from the Economics
and Legal Units

-Do second evaluation

1st gtr/89

1st gtr/89

2nd gtr/89

2nd gtr/89
2nd gtr/89

2nd sem/89
2nd sem/89

2nd sem/89
09-10/89

-Attend FELABAN annual conference
-Analyze potential new services

1st gtr/90
1st gtr/90
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-Publish sixth series of reports from the Economics
and Legal Units

-Conduct end-of-project third party evaluation

-Do impact evaluation

1st gtr/90
1st gtr/90

11-12/91

5. Improvement of Private Sector rCI Operations: Savings
Mobilization and Capital Markets Development

a. Savings Mobilization Activities

-Sign letter of understanding with FENACRE
-Long term TA starts work with FENACRE
-Plan savings mobilization courseslworkshops with IDEAlFTC
-Plan management audit of FENACRE by contractor

-Savings mobilization workshops in various cities begin
-Begin FENACRE short term TA
-Start management audit
-Start market reserch studies
-Prepare first marketing strategy for individual credit union
-Do first evaluation

-Do second evaluation
-Completion of long term TA

-Do impact evaluation

07/87
10/87
11187
11/87

01/88
01/88
01188
03/87
06/87
09-10/88

09-10/89
] 0/89

11-12/91

b. Financial and Capital Market Development Activities

-Financial market assessment and selection of activities
to be supported

-Short term technical assistance started
11-12/87
02188

6. Improvement of Financial Sector Policy Development

-Sign ProAg with Minister of Planning and Coordination
-Discuss with interested parties re seminar topics
-Sign Contract
-Sign sub-contract with lESE for first research
-Initiate baseline study of policies and attitudes
-Sign first sub-contract with expatriat researchers
-Sign first sub-contract for US masters thesis work
-Plan for informal luncheons/workshops

06/87
07/87
09/87
10/87
10/87
10/87
12/87
12/87
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-Hold first luncheon
-Review final draft of all research for first seminar
-Issue invitations. finalize all logistics for first
seminar 01/88

-Hold first seminar
-Schedule first follow up activities

01/88
01/88

02/88
02/88

-An indefinite number of informal luncheons/seminars each year
-Four sets of research and four seminars each year
-Follow up activities. as needed

-Do first evaluation

-Do second evaluation

-Do impact evaluation

0367L

09-10/88

09-10/89

11-12/91
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VI. PROJECT ANALYSES

A. Technical Analyses

1. Bolivian Deposit Insurance Fund

The Project Development Team examined six main issues
regarding the establishment of the BDIF: alternative strategies
concerning whether and when to establish the Fund; the BDIF's
relationship to the Superintendency; mandatory versus voluntary
membership; Fund capitalization, insurance coverage limits and whether to
insure the maintenance of value of dollar deposits; and the powers of the
GOB in intervening banks.

a. Alternatives/Timing

Given the realities of the Bolivian financial system as it
exists today, the small number of banks in the country, and the de facto
position of the Central Bank as "lender of last resort" and guarantor of
all deposits, there appears to be only two alternatives to the
establishment of a separate deposit insurance fund. One alternative
would be to maintain the status guo and have the Central Bank or the
Superintendency of Banks handle all future bank interventions without the
support of a separate fund. A second alternative would be to plan to
create a deposit insurance fund but only after the banking system
stabilizes. Either alternative would be more expensive because 100
percent of deposits would be guaranteed by the Central Bank until a
deposit insurance fund were created, whereas the Fund will insure only
eligible deposits and each depositor only up to a specific amount. In
addition, under either alternative the entire burden of any bank
liguidation would fallon the Central Bank or the Superintendency,
whereas the Fund will receive substantial income from the assessments of
its members to help finance bank intervention measures or a bank
liguidation.

It is conceivable that the Central Bank or Superintendency
could bring the cost of this alternative closer to that of an independent
Fund by formally announcing limited insurance of deposits, similar to the
BDIF, and collecting assessments directly from the financial
institutions. Even if this were done, the BDIF would still have a
distinct advantage in terms of both cost and efficiency. This is so
because an independent Fund dedicated to the early intervention and
support of troubled institutions will be able to intervene and assist
banks in a more timely, professional, efficient and less costly way than
the Central Bank or the Superintendency. The Fund will be able to take a
variety of actions appropriate to a specific bank's problems as early as
it deems necessary. In this way, banks' problems can be addressed
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earlier and more appropriately than would be the case should the
Superintendency be forced to wait until a situation got so bad that a
full intervention and liquidation were necessary. It should be recalled
again that the Fund's focus will be on assisting banks to resolve
liquidity problems while the Superintendency's will be on bank
regulation. Experience in other countries has shown that, without the
discipline of an independent Fund, attempts by government authorities to
intervene banks with serious problems are often handled inefficiently
because of political pressures, bureaucratic inefficiency and lack of
skilled personnel.

The creation of the BDIF will complement and complete other
actions being taken in 1987 to deal with Bolivia's financial sector
crisis: external audits, revision of the banking law, strengthening of
the BCB and creation of a Superintendency of Banks. It is recommended
that the BDIF be organized on September 1 and that the private banks be
strongly encouraged to join by December 31. The banks will not be
required to fully meet the eligibility criteria before joining but will
have to show a good-faith effort to work toward meeting the criteria.
After December 31, the BDIF will work with the banks as they take
appropriate corrective actions.

An alternative way of dealing with the problems of the
private banks would be to require that the banks totally resolve their
problems and fUlly meet the entrance standards before joining the BDIF.
This procedure might have the advantage of more strongly motivating the
banks to take corrective actions so they would be allowed to join the
BDIF. However, there are disadvantages which make this alternative
undesirable. First, it would leave some banks outside the BDIF for
relatively long periods of time. If such uninsured banks failed and had
to be liquidated, the Central Bank would probably be forced to protect
all of the depositors, which would be more costly than dealing with a
failed bank which is a member of the BDIF. Second, under this scenario,
the Central Bank or the Superintendency might have to intervene a number
of banks without the benefit of the expertise of the BDIF.

b. Relationship to the Superintendency. The BDIF will be more
effective as a separate entity than as part of either the Superintendency
or the Central Bank. Its independence is important because:

The development and maintenance of the expertise
required to properly intervene banks must have top
priority. If the BDIF were part of another agency, its
objectives would, at best, be diluted by becoming part
of the broader objectives of the other agency. At
worst, the BDIF's objectives would be subordinated to
the objectives of the other agency. Over a period of
time, the BDIF could possibly find that it was not
receiving the resources necessary to function properly.
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The BDIF needs to be isolated as much as possible from
political influences. An independent BDIF whose sole
role is to intervene banks would be less susceptible to
political influence than a BDIF which was a department
of the Superintendency or the Central Bank.

An independent BDIF can be designed to have the powers
needed to act quickly and decisively to intervene a bank
efficiently. It would be more difficult for the BDIF to
exercise such powers properly if it were part of another
agency where its activities would be subject to the
oversight of managers who might have other priorities.

Lastly, although broadly speaking both the
Superintendency and the Fund will have regulatory
powers, the wider scope of the Fund's intervention
methods, and its readiness to act as soon as problems
are detected, will often lead a bank's management to
request, and cooperate with, Fund assistance measures,
whereas the Superintendency will inevitably be perceived
as the banking system's ultimate authority and
disciplinarian.

Close cooperation between the BDIF and the Superintendency
should be reasonably assured by:

Having the Superintendent or the Deputy Superintendent
be a member of the Board of Directors of the BDIF, and
possibly its Chairman.

Requiring that the BDIF have access to all of the
Superintendency's examination reports, audit reports,
and correspondence relating to the financial condition
of the members banks, and vice versa.

Establishing procedures whereby staff members of both
the BDIF and the Superintendency will participate in all
meetings with bankers relating to supervisory or
intervention issues.

c. Mandatory vs! Voluntary Membership in BDIF. Given the
small number of banks in the Bolivian financial system, the de facto
responsibility the Central Bank has for 100 percent of the deposits in
all banks in the system and the major function of the BDIF as regulator
within the financial system, it is essential to the success of the BDIF
that it have the membership of all the private banks in the system.
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To gain the initial membership of all private banks which
wish to continue operating, as well as to be consistent with the
Government's desire to have a deregulated, market-oriented financial
system, it is believed that membership in the BDIF should at least appear
to be voluntary. Although most bankers surveyed indicated a desire to
join a deposit insurance fund, which they saw as a necessary addition to
the financial system. and although others felt competitive pressures
would force them to join the Fund, given the realities of the current
problems within the Bolivian banking system. it is not realistic to
assume that all banks will. in fact. volunteer to subject themselves to a
new form of regulation and increased expenses without strong incentives.

A decision by any of the larger banks to not join the Fund
would create three serious problems for the Central Bank and the Fund
which might better be avoided. First, banks which do not join the Fund
will not contribute to the Fund's operating costs and reserves. The Fund
needs assessments from all the banks for all deposits to make it
financially viable. Second, it would be most difficult politically to
allow depositors in a failed, uninsured institution to actually lose
their funds. Third. the legal authorities and staff expertise of the
BDIF would not be available for assistance to intervene any non-member
financial institutions.

Consequently. the GOB has agreed to put in place as strong
a set of incentives as necessary to "encourage" banks to become members
of the BDIF. These could include:

Limiting to BDIF members the ability to borrow from the
Central Bank.

Limiting to BDIF members the ability to obtain
refinancing for development loans.

Limiting to BDIF members the ability to participate in
any future Central Bank inter-bank market for excess
liquidi ty.

The strongest position that the Central Bank will take. if
necessary. regarding membership in the insurance fund will be to make a
public statement that the Central Bank does not support. or guarantee.
any depositor's position in any Bolivian bank which is not a member of
the BDIF. '

d. Fund Capitalization. There is no reliable way to calculate
the appropriate reserves that a deposit insurance fund should maintain to
be able to handle potential losses which might occur in intervening its

•
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member banks. The actuarial rules that are used by other types of
insurance companies simply do not apply in the case of financial
institutions. The amount of money needed to intervene a bank varies in
each case, depending upon the size, condition, management situation and
intervening method used. In some cases, initial cash infusions by the
BDIF may in fact be repaid in a relatively*short time. In other cases,
cash outlays by the BDIF can be kept to a minimum by the use of notes and
guarantees. On the other hand, other cases may call for sizable cash
outlays which are not recovered for long periods of time, and sometimes
not in their entirety.

In the United States, the net worth of the FDIC equals
about 0.007 of the total deposits of its member banks. However, the FDIC
is a mature fund, having been in existence for over 50 years. Its risk
is spread over approximately 14,500 banks. In addition, the U.S. banking
system, while experiencing serious problems in the agriculture and energy
sectors, is essentially sound.

It is particularly difficult in Bolivia to establish a
target level for the Bolivian Deposit Insurance Fund because:

The exact condition of the private banks will not be
known until the results of the in-depth, external audit
by the Central Bank are received in August of this
year. Substantial outlays by the BDIF might well be
required to intervene a number of banks immediately
after establishing the BDIF.

The banking system in Bolivia is growing at a rapid
pace, particularly in the area of gathering new
deposits. This increases the potential risks to the new
Fund and makes it doubly important that the Fund's
reserves reach a high level as quickly as possible.

Because of these uncertainties, no specific level of
insurance reserves for the Fund can be recommended at this time. Rather,
the goal should be to accumulate reserves rapidly. After the banking
situation and the Fund itself have stabilized, the desired level of
insurance reserves in relation to total deposits of member institutions
can be established.

The cash projections presented in the Financial Analysis
section of this report show that the Fund will grow fairly rapidly in
relation to projected total bank deposits. The 2 percent initial
assessment rate for the member banks is large in relation to rates paid
in other countries such as the U.S. and Spain, but given the large
interest rate spreads in Bolivia, the rate is considered acceptable. It
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can be phased down as local interest spreads approach international
levels. The projected size of the Fund looks large when compared to the
FDIC. However, the cash flow projection does not contain any estimated
outlays incurred to intervene banks even though it is almost certain that
such outlays will occur. As stated earlier, such outlays are very
difficult to estimate. Inasmuch as the Central Bank will pay 50 percent
of the Fund's costs of any bank intervention actions during at least its
first three years, or provide it with a sizeable initial capitalization
loan. the impact of such losses on the Fund's reserves will not be as
great.

e. Deposit Insurance Coverage. The BDIF will provide
insurance to depositors which will guarantee recovery of funds deposited
in any failed financial institution which is a member of the Fund.
Necessarily, this insurance shall have a maximum limit for coverage on a
per depositor basis, otherwise such a system would imply a limitless
guarantee and could only be provided as a direct commitment from the
Central Bank.

Normally, insurance limits within the various deposit
insurance systems currently in effect around the world are set at levels
which will provide full coverage for the majority of depositors of the
particular banking system. In the U.S., this limit has risen over the
years to its current level of $100,000 per depositor. In the case of
Bolivia, a number of factors complicate the establishment of an exact
insurance limit at this time.

1) The Central Bank currently lacks detailed information
from the banks regarding actual make-up of the deposit base. In order to
accurately determine an insurance limit which covers the majority of
depositors, a market review of the actual number of depositors in each
bank with their corresponding aggregate deposit balances for various
deposit levels should be prepared.

2) Determination of an insurance limit in Bolivia is
complicated by the concentration of short-term deposits within the
banking system, and the fact that almost 70 percent of the total deposit
base consists of dollar, or dollar-equivalent, deposits.

3) There is a perceived expectation among the depositors
that all dollar deposits are guaranteed to be withdrawable in dollars.
This situation complicates the creation of a deposit insurance scheme,
because if this factor is incorporated into the Fund it would effectively
change from pure deposit insurance into an exchange rate guarantee fund
as well.



-85-

Based upon the data that has been gathered to date, and
taking into consideration income levels in Bolivia, it is believed that
an initial deposit insurance limit could be established at Bs20,OOO
(US$10,OOO), whether deposits are in dollars or bolivianos. Before the
Fund begins operations, a thorough study of the deposit structure of
commercial banks will be made, and an insurance limit will be set. This
study will also enable the Fund to define "deposits" for the purpose of
extending insurance. It is important to realize that deposit insurance
limits can be increased over time if such increases reflect corresponding
increases in the average deposit level within the system. However, once
a limit is established, it will be politically impossible to lower it.

The boliviano equivalents of dollar deposits, up to the
Bs20,OOO ceiling, will be determined at the time of deposit, and only
that amount will be covered by the insurance. Payments will be made in
bolivianos only, and only the amount deposited at the exchange rate
prevailing at the time the deposits are made, plus accrued interest, will
be paid to depositors.

Given the high percentage of dollar and dollar maintenance
of value bolivianos currently deposited in banks, consideration was given
to the possibility of insuring the maintenance of value of such deposits
(either by paying out dollar deposits in dollars in case of a bank
failure or paying out the dollar value of dollar or dollar-tied boliviano
deposits at the rate of exchange in effect on the day of the insurance
payment). The financial system and the economy are currently heavily
dollarized as a result of the prolonged chaos created by the previous
Government, despite the fact that the N.E.P. has succeeded admirably in
stabilizing the economy for over a year. Dollar depositors are currently
attracted to (and from within) Bolivia by the extraordinarily high
deposit interest rates available here - up to 10 points above
international levels. This added interest, along with the Bolivian
bank's (not the GOB's) guarantee that deposits will be returned in
dollars, compensates, in the mind of depositors, for the risk inherent in
depositing funds in Bolivia. These deposits are "hot", however, and
could leave Bolivia as fast as they arrived if risk perceptions change.
The high interest rates paid on them also are a factor in the country's
currently extremely high real interest rates on loans.

A policy of insuring the maintenance of value of dollar
deposits could have several disadvantages. First, it would put an
additional risk burden on the BDIF which will already have a sufficient
challenge maintaining its financial viability just protecting deposits as
envisaged, even with its reserves invested in dollar instruments.
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Second. such a policy could make more permanent the
market's current bias toward dollar deposits. In the long run, as
confidence in the economy increases, it would be both natural and
desirable for the Bolivian financial system to deal much less in dollars
for domestic transactions.

Third, the insurance fee for exchange rate coverage would.
most likely, have to be high (e.g. an additional 2 percent to 4
percent). This additional charge could not be fully passed on to
borrowers and, most likely, would result in less net interest paid to
depositors. A lower net spread could induce some depositors to move
their dollars elsewhere if they were to perceive that the continuing
country risk outweighed their reduced interest rate gain in Bolivia.
Furthermore, the cost of the deposits to the banks would remain high, a
factor which would continue to impede the reduction of Bolivian interest
rates to more normal international levels.

Due to these factors, it has been decided that the BDIF
will not initially attempt to insure deposits for exchange rate risk.
However, some GOB authorities and bankers feel that the possibility of
attempting to set up a separate insurance fund under the BDIF to insure
against exchange rate riSk should be explored. The reserves for such
insurance could be kept separately from the Fund's normal reserves, and
if depleted, direct BCB payments might be made to depositors rather than
endanger the Fund's normal insurance program. It has been agreed to
stUdy the pros and cons of offering additional insurance coverage as soon
as practicable. In the event that additional analysis shows that dollar
deposit can and should be covered by the Fund, dollar deposits will be
incorporated into the Fund at that time.

f. GOB Intervention Powers. The financial sector in Bolivia
has serious problems in the areas of inadequate government supervision,
the weakened condition of the banks, and structural weaknesses in the
economy. The SFM Project and other donor efforts will address these
inter-related problems on a coordinated basis. Each individual component
of the Project is difficult in its own right. Moreoever, the success of
the overall Project depends on the successful completion of the
individual components in a fairly short period of time.

With respect to the Bolivian Deposit Insurance Fund, there
are a number of good reasons for supporting its creation, inclUding the
fact that it is strongly endorsed by the Government. However, there are
also potential barriers to its successful operation. These barriers have
been satisfactorily addressed by the design features of the Fund, or will
be addressed by the successful initiation of other components of the SFM
Project.
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There is one very im,ortant issue that cannot be ~ealt with
by any of the usual methods and yet has serious implications for the
success of this component. That issue is the ability of the Government
to decisively and efficiently intervene banks with serious problems. The
issue has been highlighted by the recent Central Bank intervention of
Banco de Credito Oruro.

The Central Bank became aware in February 1987 that the
Banco de Credito Oruro was insolvent and that management probably was
engaging in fraudulent activities on a large scale. On Karch 20, the
Central Bank declared an intervention of the Bank, but it took almost
three weeks to gain access to it. Bank management, initially opposed the
intervention on legal grounds. Then a majority of the Board of the Banco
de Credito Oruro suspended its Chairman and the Chief Executive Offi~
ordered that criminal charges against these two persons be filed, and
commissioned an audit to document responsibilities for the bank's illegal
activities.

On the positive side, the banks have learned that this
Government, unlike previous administrations, will not tolerate unsound
banking practices. In fact, banks are now solidly behind a laudable plan
to revise the banking law so they will have clear rules with which to
deal. On the other hand, the fact remains that as of mid April the
Central Bank still had not been able to force the Banco de CTedito Oruro
to let it begin the full intervention process, and this cle&rly is
unacceptable. The Government, and banking authorities, must be able to
move quickly to address problems and protect the public's interest. The
Banco de Credito Oruro situation has allowed the GOB to demonstrate its
political will to clean up the banking system, and that has had a
salutory effect in and of itself. But unless Government authorities are
able to translate decisions into actions, it will be very difficult to
take the actions necessary to improve Bolivia's financial system in the
future. The Government must maintain its firm policies with respect to
the financial sector and ensure that the new banking law, or supreme
decree, gives the Government and all banking authorities, sufficient
powers. If, in fact, the Government cannot, for either administrative,
legal or political reasons, effectively intervene a financial
institution, the creation of a deposit insurance scheme would not be
worthwhile.

In conclusion, the creation of a Bolivian Deposit Insurance
Fund as a part of the overall Strengthening of Financial Markets Project
is recommended if the conditions precedent are met and the issues raised
by the intervention of the Banco de Credito Oruro are satisfactorily
resolved.

0340L
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2. Financial Training Center

This section will address three topics: ICI personnel
training requirements, sources of training expertise, and training course
content.

a. ICI Personnel Training Requirements

Training programs should be designed to respond to specific
needs, not merely to react to a problem. Taking this into consideration,
an intensive analysis of the training needs of Bolivian bankers was
conducted as part of the Project development process. Presidents, vice
presidents, and managers of 12 major, medium, and small banks were
interviewed in a structured fashion during the intensive review.
Simultaneously, observations of their operational practices and
procedures were made.

The structured interviews covered such subjects as problems
encountered, bank operations, improvements that could be made in the
banks, customer service practices, and felt needs for acquiring
additional skills or knowledge. Overall, the results of these analyses
revealed the crises these financial institutions are going through and
the need to address training needs as soon as possible.

The following are the major deficiencies noted, classified
by banking areas:

i) Credit

In the opinIon of most executives interviewed, the
credit function is one of the most important aspects within the
management of the banks that requires urgent and special attention.

One of the main reasons for the poor quality of the
banks' portfolios is the lack of structured credit processes within
financial institutions. Fundamental aspects of a credit process, such as
target market definitions, credit policies and procedures, risk
assessment, and thorough financial statement analysis are inadequate in
most cases. There is an urgent need for strong financial analysis skills
and industry knOWledge. Given the excessive bad loan volumes in Bolivian
banks, credit officers from all banking institutions must also be
thoroughly familiar with remedial measures to protect the assets of their
financial institutions.

There seem to be very few professional credit officers
employed in each bank, and senior full-time credit officers are virtually
non-existent. Given the scarcity of professionals in the financial
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market, there is a high turnover among banks. The problem is compounded
because the formation of account and credit officers is done through
on-the-job-training, and rotation and promotional opportunities are based
on seniority rather than merit.

ii} Marketing

Financial marketing is one of the most important tools
in today's highly competitive banking environment. It is a function that
is frequently ignored, as well as misunderstood. Most Bolivian banking
executives do not differentiate between marketing and sales. Some define
marketing as their efforts in advertising. Most Bolivian financial
institutions lack the ability to analyze market situations, as well as
the ability to formulate and implement marketing strategies.

Product development and product management are not
widely understood in the Bolivian financial industry, and only a few
banking products exist with virtually no differentiation among them. The
concept of product profitability is not commonly held and many bankers do
not know whether an individual product is profitable or not. Market
research is rare and often carried out by advertising agencies, with
little supervision from bankers due to their lack of knowledge of how to
undertake market research.

The sales process, although far from being adequate, is
probably the one marketing area that attracts the most attention from
bank executives. Efforts are being made in some institutions to develop
sales skills among account officers. It is obvious that there are too
few bank employees facing the customer and too many in the back office.

All bankers interviewed agreed with the need to address
these marketing issues and considered that professional seminars on
modern marketing techniques would help in the revitalization process of
the Bolivian banking system.

iii) Management and Human Resources

This area presents serious deficiencies in the opinion
of the executives interviewed. Supervisory skills are weak among
mid-level executives. For example. delegation. problem analysis and
decision making are skills that need attention in most financial
institutions. Career planning is non-existent, and opportunities for
advancement are rather limited.
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vi) Financial Control and Management Information Systems

Serious weakness in these fields were identified both
during interviews and also through the analysis of reports from banks.
Most financial reports are prepared with great delays. and no critical
reviews are conducted once reports are received. Although most
institutions have incorporatpd a bUdget process as part of their planning
activities. they are modified throughout the year. rather than
incorporated into quarterly forecasts.

Management information systems that incorporate concepts
such as the existence of profit centers, cost centers, allocations of
overhead expenses, account profitability reports, product profitability
reports, unit costs, etc. have not been implemented in most Bolivian
banks. These concepts would enable banks to determine and measure the
performance of individual units, performance of customers and account
officers, and the profitability of individual products.

v) Trade Finance

Due to the isolation of Bolivia from the financial
markets of the world and the economic crisis of the past few years. trade
volume has declined. The know-how to handle trade transactions within
financial institutions has almost disappeared. Banks, in response to the
improving economy, urgently need to revamp their international trade
departments. Trade finance personnel need to know how to use letters of
credit (import and export), make collections. and use non-conventional
international trade financing methods (barter, counterbarter, etc.).

vi) Services Management (Operations)

Although few of the executives interviewed mentioned
this area as one of special concern. observation of operational
processes. both front-end and back-end, revealed significant
deficiencies. There is a clear need to rationalize most operational
processes, improve work flows and automate labor-intensive tasks. Despite
the fact that most banks have installed computers, many processes are
done manually, and service is slow. The development of electronic
banking oriented towards customers (ATMs, cash management systems, CRTs
in customers' offices, etc.) is quite retarded in Bolivia. Further
automation is needed. but more important than this is the need to prepare
bank personnel to manage technological change.

vii) Treasury (assets and liability) Management

Although not mentioned at all by any of the executives
interviewed, enormous opportunities could be tapped if Bolivian financial
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institutions upgraded their knowledge in the field of assets and
liabilities management. Most activities executed at this time relate
only to the managing of a bank's financial position and spot foreign
exchange transactions. The concept of a treasury function as a profit
center does not exist, despite the multiple possibilities offered by the
liberalization of the foreign exchange market.

viii} Investment Bank/Capital Market Products

These types of products are not present on the menus of
Bolivian financial institutions. Opportunities exist in the market for
the use of merger and acquisition instruments, debt equity swaps, and
other financial instruments. With the anticipated approval of a stock
exchange in La Paz, opportunities will be even greater. Bolivian
bankers, particularly senior managers, must begin thinking about more
complex banking activities so they can begin to profit from new financial
opportunities as they arise.

ix} Strategic Planning

The need for strategic planning was recognized by some
bankers when asked about it. Most financial institutions are in
desperate need of a strategic plan. Strategic objectives are not defined
in many cases and seldom incorporated in bank planning.

b. Sources of Training Expertise

Training programs specially geared to meet the needs of
banks' executives are not currently offered in Bolivia. Bolivian
university programs were not analyzed in depth, but in most countries
there exists a gap between the programs offered by the universities and
the educational requirements of the financial institutions. Due to this
fact, banks and other financial entities have developed their own
training programs and facilities. While the IDEA and IBBE programs are
of excellent quality, they have not been designed to respond to the
specific needs of Bolivian bankers. With the exception of several
seminars on managerial and supervisory practices, the IDEA and IBEE
courses are not readily adaptable for use as part of the curricula of the
FTC.

Given the need for employee training, some banks have sent
their senior or fast-rising officers overseas for training, but this is
expensive. The FTC is designed to provide comprehensive training to key
professional bank employees which can have a synergistic effect on bank
operations. To provide such training, the FTC will require outside
assistance. Such assistance is available from the following institutions:
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o Citibank. NA

Citibank operates bank training centers in Sao Paulo.
Brazil; Buenos Aires. Argentina; and Pompano Beach,
Florida.

o Banco Internacional de Colombia

BINT operates a bank training center in Bogota. Colombia.

o Escuela de Administration y Finanzas

EAFTI. based in Medellin. Colombia. offers specialized
banking seminars.

o Instituto de Estudios Bancarios, Chile

Based in Santiago. this Institute offers several
specialized banking seminars.

o Sistema Inc' l Puerto Rico

Based in San Juan. Puerto Rico. this corporation
specializes in productivity. corporate planning. and
branch rationalization seminars.

c. Training Course Content

Based on the training needs assessment. training will be
carried out in the following areas:

Credit assessment and management. marketing. management of
human resources. financial controls management information systems. trade
finance. services management (operations). treasury management. and
strategic planning.

The design of course offerings and training formats will be
flexible and relevant to the needs identified. Course materials and
corresponding teaching methodologies will be formulated for the three
target groups identified earlier (senior. middle. operational). each
addressing its own needs. With limited exceptions. all seminars will be
for a three- to four-day period and repeated at least once per year. A
total of 68 seminars will be held over the life of the Project. A
description of the seminars to be given follows.
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i) Senior Level Management Seminars

This curriculum will include seminars for senior
executives, vice presidents, presidents and directors of the financial
institutions. The core curriculum will consist of seminars in advanced
credit management, strategic planning, risk management, management
information systems, and managing technology. The following seminars
will be aimed at this target group:

*Advanced Credit Analysis and Management Seminars

This seminar will include topics such as: macroeconomic
indicators, country risk assessment, country risk management, industry
analysis, corporate finance theory and practice, portfolio management,
early problem recognition, remedial management, and liquidation analysis.

*Strategic Planning Seminars (Competitive Strategy)

This seminar will prepare senior executives with
management responsibilities to develop strategic plans and to assess the
risks of choosing/implementing a given strategy. The course will help
senior executives define their businesses in terms of products and market
segments, and translate industry and bank analyses into competitive
business strategies which address such issues as overall cost leadership,
product differentiation, and marketing focus.

*Risk Management Seminars

This course will familiarize participants with the
inherent risks in treasury management, focusing on non-conventional
foreign exchange and money market procedures.

*Savings Mobilization

See discussion in Section III.B.2.c.

*Managing Technology and Management Information
Systems Seminars

This course will provide familiarity with technical
concepts and their reSUlting impact on business.

ii) Middle Level Management Seminars

Middle Level management seminars will be aimed at heads
of departments and divisions in financial institutions. The curriculum
will include seminars in areas such as: intermediate credit management,
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problem loans. marketing concepts and tactics. treasury management. human
resources management. operations simulations. managing productivity.
intermediate trade finance, and financial control/analysis. The
following are the seminars contemplated for this target group:

*Intermediate Credit

Participants will reinforce basic credit knowledge
utilizing a practical case study approach. role playing. negotiations.
and intensive group work.

*Problem Loans

This seminar will help develop the necessary skills and
remedial knowledge to protect the bank's assets in situations where many
borrowers are experiencing problems.

*Marketing Concepts

This seminar will address the banks' increasing needs in
the area of marketing/product management. It will prepare participants to
make accurate strategic decisions regarding the administration of their
bank's products.

*Treasury Management

The "Bourse" (a simulation game) will provide a solid
understanding of treasury concepts, transactions. management and related
risks.

*Human Resources Workshop

Participants will upgrade their skills in personnel
management.

*Bank Operations Simulation Game

This course provides managers with the necessary tools
and technical knowledge to ensure that the operational costs of running a
unit/branch/group are kept to a minimum.

*Managing Productivity

Participants will sharpen their managerial skills.
emphasizing productivity improvement measures through the use of
guantitative approaches to problem solving.
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*Intermediate Trade Finance

This course will provide middle level managers with the
ability to identify trade-related revenue opportunities as well as to
structure and market trade-related services.

*Financial Control and Analysis

This course will develop and sharpen the skills needed
for assessment of business conditions. The course will also help improve
the guality of financial information used within banks.

Rural Credit Delivery

Participants will analyze the importance of expanding
bank services to rural areas and methods for working in rural areas.

iii) Operating Level Management Seminars

This curriculum will include seminars for first line
supervisors (experienced as well as recently promoted) and heads of small
units or departments of financial institutions. The core curriculum will
consist of seminars in such topics as basic credit. sales skills. basic
treasury management. developing management skills. basic technological
concepts. services management. basic trade finance. and basic financial
control.

*Basic Credit Analyses and Management

The objective of this seminar is to teach basic credit
analysis and management principles. It will include instruction in
analytical and marketing skills necessary to function as credit trainees,
analysts, and junior account officers.

*Sales Skills

This course will provide participants with the skills
and tools necessary to improve interpersonal relationships by
demonstrating effective fundamental skills for calling on clients.

*Basic Treasury Operations

This course will help participants understand
fundamental treasury management concepts through a series of lectures and
exercises.
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*Developing Management Skills

Participants will learn the basic and fundamental skills
needed to manage people and tasks. The program will focus on supervisor
- subordinate relationships.

*Basic Technology Concepts

This course will provide participants with knOWledge of
technological advancements in the modern banking systems which will allow
them to improve their planning and use of computer systems in Bolivian
banking institutions.

*Services Management

This course will provide participants with basic
knowledge of bank accounting. operating and auditing procedures.

*Basic Trade Finance

This seminar will provide participants with the
fundamental concepts of trade finance instruments. This will include
import and export letters of credit. collections. export assistance
programs and the like.

*Basic Financial Control

This course will provide an introduction to the
accounting. financial and regulatory controls that govern Bolivia's
financial institutions.

0345L
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3. Savings Mobilization: Current Potential and Recommended
Interventions

The factors which affect deposit growth include:

General conditions such as discreti0nary income,
depositors' liquidity needs, convenience and access to
savings, and whether there is a tradition of holding
savings in the form of financial instruments.

Exchange rates, interest rate and tax policies which
protect the value of principal and provide a reasonable
return.

Confidence in the government.

Confidence in financial institutions and instruments.

In Bolivia, discretionary income is currently relatively low
in real terms; however, there is room for deposit growth as a result of
two key facts. First, most depositors withdrew their funds during the
recent hyperinflationary period and some of those funds can be
recuperated by financial institutions. Second. a high proportion of
savings are traditionally kept in currency rather than deposited in
financial institutions, especially in rural areas.

Bolivian exchange and interest rate policies are currently far
more favorable to savings mobilization than those in most countries. The
obvious basic problem is that of confidence in the Government. Given the
long history of political instability and the profound impact of the 1982
dedollarization, it is surprising that the Bolivian savings rate has
recovered as rapidly as it has. It is hard to overstate the confidence
problem at the individual and institutional levels created by
dedollarization. Restoring confidence under these circumstances requires
time, steady macroeconomic performance, and political stability. As
noted elsewhere in this Paper, there is also a potential problem in the
public's confidence in the banks themselves, should one or more suddenly
fail.

During the last several months, the commercial banks have been
the most significant mobilizers of new deposits. These deposits have
come from dollars formerly held by the Bolivian public, some repatriated
savings attracted by high interest rates, earnings from the narcotics
trade, the liquidation of non-financial savings vehicles, and the
informal economy. Despite the potential for mobilizing more deposits,
deposit gathering efforts focussed on commercial banks are not advisable
at this time given the precarious situation of many banks and the
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additional potential liabilities for the BDIF and the GOB which would be
created by increasing bank deposits in the short run. In perhaps another
year, after the anticipated "shake-down" in the private banking sector,
deposit mobilization efforts with banks would be more appropriate. In
the short run, savings mobilization efforts will be more appropriate in
the informal and rural financial sectors, where little or no formal
savings experience exists, and where financial institutions with limited
experience in mobilizing deposits already are operating. Savings
cooperatives and Savings and Loan Associations are the most viable
candidates.

Interventions which should be considered for enhancing savings
mobilization in such organizations include:

institutional strengthening of selected cooperatives or
mutual societiesi
development of savings campaigns which popularize and
equate savings mobilization with carefully studied and
pre-tested themesi
creation of financial instruments which better meet the
needs of individual saverSi and
encouraging or directing savings institutions to make
deposits and withdrawal services more available to savers
despite the short-term costs.

Such assistance will be focussed on FENACRE.

In the medium term, savings mobilization should not be
focussed exclusively on deposit mobilization. If economic stability
continues, conditions will exist which will make it opportune to develop
new capital market instruments. The most obvious need at present is for
short-term treasury bills which could be used by the GOB to help finance
its budget deficit and would be helpful to banks as vehicles in which to
invest excess liquid reserves. The potential also exists for the
development of markets for the trading of other types of debt paper, and
this will be explored as the Project proceeds.

Deposit mobilization assistance for commercial banks, when
appropriate, should take the form of workshops organized by the FTC for
any banks interested in sending attendees, rather than assistance to
individual banks, which would raise competitive issues and should, in
the final analysis, be financed by the individual banks themselves from
their own resources.
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4. Improvement of Financial Policy Research and Analysis

A series of research activities and seminars for high leval
Government policy makers and key individuals from private sector
financial institutions has been determined to be the most effective
method for improving financial sector policies in Bolivia. The present
section discusses briefly the 12 research and seminar topics that. based
on preliminary discussions with key individuals. have been tentatively
selected and the reasons for selecting them. The most effective timing
and phasing of these seminars is also discussed, with four seminars
tentatively scheduled for each year over the three year life of the
Project. In planning for these seminars. an attempt will be made to
strike a balance between two basic types of seminar topics: (I) those
that focus on what tend to be pure policy issues and (2) those that focus
somewhat more on technical issues of particular interest to managers of
financial institutions.

Year 1, Topic 1: Regulation and Supervision of Financial
Institutions

By the beginning of year one. considerable effort will have
been devoted to reforming the regulation and supervision of financial
institutions in Bolivia. These efforts include revision of the banking
laws, establishment of a more professional and independent unit to
supervise financial institutions. thorough external audits of major
financial institutions as a crucial input to improved supervision, and
the establishment of a deposit guarantee fund with the purpose of not
only guaranteeing deposits, but also assisting problem institutions. It
will, thus, be appropriate to evaluate what has been accomplished, and
this can be done th~ough brief reviews and analyses by Bolivian and
foreign expe~ts to be p~esented at a semina~ for key policy makers and
key individuals from financial institutions, both public and private.

Year I, Topic 2: Theory and Practice of Loan Delinquency and
Loan Recovery.

Loan delinquency has been found to be a serious problem for
many Bolivian financial institutions--perhaps even more serious than
appears because of the widespr~ad practice of refinancing overdue loans.
Research on various aspects of this problem is likely to be highly
useful. Such resea~ch will provide better information regarding: overdue
loans, refinancing practices, and loan recovery methods. New theories of
why borrowers repay or fail to repay loans have been developed elsewhere,
and these should be of particular interest to managers of financial
institutions interested in improving loan recovery.
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Year I, Topic 3: Term Lending for Development Purposes.

Essentially, all term lending in Bolivia is based on funds
provided by international donor agencies. Thus, one important area of
research for this seminar is the issue of promoting term transformation
or longer term deposit mobilization by financial intermediaries. Another
area is the appropriate role of the Central Bank's Development Department
in channeling funds from external donors--an issue that has generated
considerable controversy in recent years. Another controversial area
that might also be dealt with under this topic is whether or not it is
appropriate to have interest rates on such loans below those on
short-term commercial loans. Because of the importance of these
long-standing controversies, along with the importance of promoting term
lending, this topic is one to be dealt with relatively early in the
Project.

Year I, Topic 4: Branching to Expand Financial Services into
Rural Areas.

To the extent that financial services are provided at all in
remote rural areas of Bolivia, they are provided by the Banco Agricola,
credit unions and informal sources. It is, thus, important to examine
possible profit opportunities for banks interested in opening more
branches in rural areas providing a wide range of services to a wider
range of customers. Most banks are currently reducing the number of
their employees and branches, but by the time of this seminar, it is
expected that some will be ready to enter an expansion phase. It will
also be useful for this seminar to have some inputs from research on
deposit mobilization by credit unions -- also making late in the first
year an appropriate time for this seminar. The seminar should be of
great interest to bank managers interested in the possibility of
profitable deposit mobilization and lending activities in rural areas.

Year 2, Topic 1: peposit Mobilization.

By the beginning of the second year the situation of the private
banks should be clearer and work on Deposit Mobilization should be high
on the agenda. This topic will draw together as many different elements
as possible: policy research, technical assistance and training for
financial intermediaries and development of new financial instruments.

Year 2, Topic 2: International Aspects of Bolivian Domestic
Financial Markets.

The multi-currency issue and the dollarization of the Bolivian
economy will have been discussed in 1987 in an A & A Project seminar.
Hence, a second seminar in this very important area seems most
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appropriate to begin in the second year of the new Project. At this
point, research will have been carried out on a wider range of
international issues pertaining to Bolivian domestic financial markets
such as the importance of capital flows and the appropriateness of
exchange rate policies for trade flows and capital flows. Because of the
controversial nature of many of these issues, both for economic analysis
and in the Bolivian context. it will be important to have the research
and seminar presentations undertaken by high level experts in this area.
and also to have the papers for presentation reviewed carefully ahead of
time by appropriate parties.

Year 2, Topic 3: The Role of Public Sector Financial
Institutions in Bolivia.

Earlier work in Bolivia will have focused on restructuring
certain public sector financial institutions. and the second year of this
Project should be an appropriate time for reviewing whatever progress has
been made. In addition, what is considered to be the appropriate role
for public sector financial institutions has important implications for
the role and behavior of private sector institutions. This topic should,
therefore. be important to Government policy makers and to individuals
from both public and private sector financial institutions-- some fairly
heated discussions may be expected because of the conflicting interests
involved.

Year 2, Topic 4: Interest Rates in Bolivian Financial Markets.

Interest rates are always a central topic for research and
discussion in the area of financia] markets. In the case of Bolivia,
there are two major issues to be considered: (1) the extent to which the
Government has maintained its policy of generally free interest rates;
and (2) the extent to which the very high real interest rates. typical of
the early stages of a successful stabilization program, have come down
and their prospects for the future. It appears that the middle of the
Project would be an appropriate time to focus directly on these issues.

Year 3.

The topics for year three are not listed in any particular
order because this is sufficiently far in the future that it would not be
appropriate to be more specific with respect to timing. The topics are
also more illustrative than firm due to the desire to maintain
flexibility.

Year 3, Topic 1: Increasing Access of Borrowers to Credit
Services and Reducing Transaction Costs.

Formal financial institutions in Bolivia currently reach few
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marginal borrowers such as micro-enterprises or small farmers, and this
is clearly an important topic to address in terms of both policy and
practice. This seminar is scheduled relatively late in the Project to
allow adeguate field research to be carried out, especially with respect
to the transaction costs involved in reaching different types of
borrowers, and how one type of financial institution can learn from
another in terms of reducing these transaction costs. Experience in
USAID projects involving agriculture, housing and micro-enterprises
lending will provide useful inputs for this seminar.

Year 3, Topic 2: Capital Markets: Further Review of the
Initial Stages of Their Creation.

This seminar will follow the research and seminar held on
capital markets during the A&A Project. Its precise development will
depend on the results from the earlier seminar and the progress made in
actually developing capital markets in Bolivia.

Year 3, Topic 3: Spreads and Efficiency of Financial
Intermediaries.

This seminar will survey the research done and the current
status (in year 3) of the financial intermediaries themselves with
respect to their spreads and efficiency of operations. It will also
touch again on the central issue of interest rates. Like the other
seminars in year 3, it will tend to summarize what has been accomplished
during the life of the Project.

Year 3, Topic 4: Informal Finance.

This seminar will follow the research and seminar on informal
finance done under the A&A Project. Because of the great importance of
informal finance in Bolivia, considerable research effort will be devoted
to this topic during the course of the Project. Moreover, because of the
necessity for considerable field work, the gestation period for this
research may be longer than for other topics. For these reasons, this
should probably be among the last in the series of seminars.

In the design and implementation of all research and seminars,
there should be close coordination with other areas of the Project. In
addition, as close collaboration as possible should be maintained with
USAID projects dealing with agriCUlture, housing and micro-enterprise
financing. With respect to policy issues, it will also be important to
maintain very close coordination with the World Bank and other donors
involved on the financial sector.
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B. Administrative Analyses

1. Bolivian Deposit Insurance Fund

In designing the BDIF organization t it was decided to keep its
staff small in view of the relatively limited availability of basically
qualified financial personnel in Bolivia and the desire to keep the Fund's
operational costs down.

Considering the limited number of insured institutions t a small
staff should be adeguate to handle the normal operating functions of the
Fund. However t when it becomes necessary to intervene a bank t additional
personnel will have to be contracted or secunded. It is expected that the
permanent BDIF staff members will act as managers, directing the efforts of a
sizable number of temporary persons. The temporary people would come from the
SuperintendencYt the Central Bank and from the ranks of attorneys and
accountants in the private sector. A series of short-term consultants from
the FDIC are expected to provide assistance to BDIF staff members during the
formative and early operational stages of the Fund.

The identification and hiring of an experienced person as the Fund
Director/Chief Executive Officer will be difficult but is a very important
task. The credibility and success of the BDIF will be greatly dependent upon
the proper selection of this key manager. The GOB has tentatively selected a
candidate with significant international banking experience. The help of a
senior consultant to be financed through AID technical assistance is also of
primary importance t particularly during the organizational and initial
operational phases of the Fund.

Technical assistance and training, coordinated by the FDIC, have
been programmed to develop the capabilities of Fund's staff. In addition to a
long-term advisor, a total of twenty-four person-months of short-term
technical assistance is budgeted. Approximately eight three-month assignments
are projected t beginning with one in May 1987 to provide assistance in
drafting organizational documents, by-laws and operating procedures. Others
will provide assistance in such areas as: intervening banks; managing assets
acquired from intervened banks; establishing and managing the assessment
procedures; establishing proper cash management procedures; and establishing
procedures for collecting and analyzing information about the condition of the
banks intervened.

Two training trips (2 people) are programmed to Washington, D.C.
for three weeks each, in years I, 2 and 3. This will allow BDIF staff members
to work directly with their counterparts at the FDIC and learn in such areas
as intervention mechanisms, financial analysis and general operational
procedures. Three trips to various seminars, meetings and training sessions
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within Latin America are also planned over the four year period. It is
envisioned that the subject of these meetings will be common operational
problems.

2. Financial Training Center

The FTC will be a semi-autonomous unit within the Institute for
Development of Businessmen and Administrators (IDEA). IDEA was founded in
1985 under the auspices of the Confederation of Bolivian Private Businessmen
(CEP) as a non-profit private entity organized by an association of companies
and respected Bolivian busin~9s peopl~. Initial operations were supervised by
a board appointed by the CEP. The first general assembly of IDEA took place
in March 1986. at which time a permanent Board of Directors was formally
elected.

Membership in IDEA represents a cross section of the Bolivian
private sector and is organized into three categories. The founding members
are represented by the CEP and two private Bolivian businessmen. The private
business community is represented by dues-paying active members classified in
three categories based upon size. type of firm. and level of contribution.
Lastly. there are limited honorary memberships which are awarded by the Board
of Directors based on contributions to the private sector as a whole.

Since its inception. IDEA has assumed a leadership role in private
sector training. Assistance to it is provided under the Management Training
Project (511-0580). Courses are offered for senior executives. mid-level
managers. small-scale businessmen and clerical staff. While training courses
were only initiated in July 1985. by September 1986 (slightly more than one
year later) twenty-one courses had been given to over 1.000 participants with
classes given in La Paz, Cochabamba. Sucre and Oruro. As of December 31,
1986, a total of 42 courses had been given covering more than 700 hours of
classroom instruction. Due to the rapid progress achieved by IDEA, the
Management Training Project was amended in September, 1986, to provide
additional funding to expand IDEA course offerings and its regional focus.

The IDEA General Assembly is composed of all active dues-paying
members and represents a wide cross-section of the Bolivian private sector. A
five-member Board of Directors selected by the CRP (one member) and the
General Assembly (4 members) oversees staff recruitment, contracting of the
foreign and local experts needed to conduct training courses, and all training
activities. The General Manager oversees day-to-day operations and is
responsible for training coordination. in consultation with the Board of
Directors and the staff of the organization.

Under the Project, a Training Advisory Board will be established to
assist in the oversight of the FTC. Its membership will be drawn from
ASOBAN. Its role will be to assist IDEA's Board of Directors. General
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Manager. and the staff of the FTC in selecting training appropriate to the
needs of the Bolivian financial community. The staffing of the FTC and its
relation to the rest of IDEA has been explained in Section III.B.2.b.

IDEA's success to date is a testimony to the competence and drive
of the private sector businessmen who run it. This success also is the best
evidence available that the private sector feels a keen need for business
training. This need is especially acute in the financial sector and is the
reason why the FTC's comprehensive course offerings will be established. IDEA
has proven that it can design and deliver good training semi~ars. It has had
to do this with less than adequate technical assistance to date under the
Management Training Project. IDEA is ready and able to undertake the
challenge of establishing the FTC.

0365L
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3. Association of Banks and Financial Institutions of Bolivia
(ASOBAN)

a. Membership and Organization

Contrary to what one might expect. ASOBAN was created by a
Supreme Decree in 1976 as a private non-profit organization to represent
the private sector financial community in Bolivia. All Bolivian private
domestic banks as well as all international banks with representation in
Bolivia are required to be members. The latter category currently
includes Citibank and Argentinian. Brazilian and Peruvian commercial bank
branches. While ASOBAN is open to non-bank financial institutions, the
only non-bank member is the Caja Central de Ahorro y Prestamo.

Membership in ASOBAN is dominated by the Bolivian commercial
banks. with foreign bank participation limited to ad hoc representation.
The Membership yearly elects a nine-person Board of Directors, eight of
which are drawn from the founding members of the Association; the ninth
Director is selected from among the banks which have been established
since ASOBAN was created. The Board of Directors provides overall policy
guidance and direction to the Association. Each board member serves two
years, and elections are staggered so that four or five of the nine
members change every year. Annual work plans are developed under Board
supervision and depend, in part, on the commitment of individual Board
members. The level of activity of ASOBAN varies considerably from year
to year.

The Board of Directors develops an annual budget with which to
carry out its work plan. This budget is financed by membership dues.
Although the method of calculating dues varies from year to year, current
practice is to establish levels of contribution based on the size of a
bank's assets. The budget for the fiscal year June I, 1986 to May 31,
1987 is US$130,OOO.

The Board of Directors elects a President, First
Vice-President, Second Vice President and a Secretary. The President is
the legal representative of ASOBAN and spokesperson for the Board of
Directors. The President is responsible for overall direction of the
Association's activities. The First Vice President serves as Controller
of the Association. The Second Vice President acts as coordinator for
the various commissions which are established based upon the yearly work
plans. The Secretary is responsible for the execution and implementation
of directives, instructions and resolutions coming from the Assembly, the
Board. and the President.
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ASOBAN's staff is quite small. consisting of an Executive
Secretary. Administrative Director. an Economist, an accountant and four
clerical employees. The staff is charged with carrying out the work plan
devised by the Board of Directors.

b. Current Activities

One of the principal goals of ASOBAN is to foster a spirit of
cooperation and unity among its members and. to a more limited extent.
the whole private financial community. Through its assemblies and annual
activities. it attempts to help the commercial banking community form a
consensus on various issues of concern and to present its views to the
Bolivian government and the public. In recent years with the impact of
dedollarization and hyperinflation, this lobbying and public relations
function has been all the more important. Two examples of recent
accomplishments are: 1) success in persuading the Central Bank to change
its method of calculating reserve requirements; and 2) in cooperation
with IDEA, sponsorship of a two-day seminar on the development of a new
banking law, which was very successful in increasing the banking
community'S understanding of the philosophy and structure of a good
banking law and in galvanizing the banking sector's support for the
revision of Bolivia's antiquated and overly complex law.

ASOBAN's affiliate. the Uni6n de Bancos Bolivianos (UBB),
manages a program to verify warrant credit inventories and will soon
begin managing the PRE loan guarantee facility.

ASOBAN has also helped the government. For instance. recently
ASOBAN and the Ministry of Taxation devised a system whereby domestic tax
payments can be paid through the banking system. Formerly. all taxes
were paid directly to the Bolivian internal revenue agency. which was
highly inefficient.

As a result of numerous labor disputes within the Central Bank
which have often led to unanticipated closings, ASOBAN has also developed
a rudimentary check-clearing service for its members' use when the
Central Bank is closed. Other services for members include generating
composite statistics on loan interest rates and deposit levels. and
serving as an arbitrator for disputes among its members.

c. New Activities and Suggested Organizational Changes

Despite the sporadic successes listed above. ASOBAN has always
been primarily a lobbying organization and extremely unimaginative and
passive when it has come to providing other services to its members. In
Bolivia's new economic environment. there is a good opportunity to make
ASOBAN into an organization which serves and assists its' members better;
these members have indicated an interest in making this happen.
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Rather than attempt to modify ASOBAN's staff organization in a
vacuum. it has been decided to concentrate efforts under this component
of the Project on the design of new services. Special efforts will also
be made to ensure that ASOBAN/UBB staff are not overwhelmed in the
process of initiating activities under both this project and the loan
guarantee project. Organizational changes will be required to deliver
new services. but they will be made as the services are designed and
implemented. A recommended revised organizational structure for ASOBAN
is shown in the following exhibit.
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Rather than overload the present ASOBAN staff with technical
assistance (i.e. by providing a full-time advisor). it has been
determined that it would be preferable to have ASOBAN establish a
cooperative relationship with another country's well-functioning bankers'
association. The other association will provide &bort-term experts to
design and install new services. sponsor visits by ASOBAN staff and
members to its own seminars and with its own members. and serve as a
technical resource to ASOBAN and its members.

As ASOBAN gradually develops new services. and a new mentality
as a result of its relationship with a sister banking association. it is
intended that it will graduallY become more and more useful and
beneficial to its members.

344L
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4. National Federation of Savings and Loan Cooperatives (FENACRE)

a. Legal Status and Activities

FENACRE is the country's largest cooperative organization.
This private institution was legally constituted on February 16. 1962 by
Resolution No.001 of the National Directorate for Cooperatives and is
subject to legal supervision by the National Institute for Cooperatives.
By Supreme Decree No.19331 signed December 1982, FENACRE was recognized
as an Intermediate Credit Institution and authorized to channel Central
Bank of Bolivia (BCB) credit resources.

FENACRE's principal function is to serve as a conduit for
financial resources and assistance to two hundred and fifteen savings and
loan cooperative affiliates in order to accelerate their development and
the improvement of the socio-economic condition of their members through
urban and rural productive activities. The specific activities of
FENACRE are the following: (I) promote the organization of savings and
loan cooperatives; (2) provide technical assistance to cooperatives; (3)
develop uniform administrative and accounting systems for cooperatives;
(4) promote educational programs and publish educational materials; (5)
supervise member cooperative compliance with cooperative laws and
regulations; (6) obtain life and fidelity bond insurance for cooperative
members and officials; and (7) represent and assist cooperatives in their
dealings with government entities.

FENACRE is a founding member of the Latin American
Confederation of Savings and Loan Cooperatives (COLAC). and is affiliated
with the World Council of Savings and Loan Cooperatives (WOCCU) and the
International Cooperative Alliance (A.C.r.).

b. Membership and Financial Soundness

The 1986 Annual Report indicates that during the last
twenty-five years. FENACRE has built a National System of Cooperatives
which is composed of six departmental federations, 215 cooperatives and
240,000 members. Of this membership, approximately 120.000 members (50~)

are rural dwellers, and 140,000 have active accounts in a FENACRE
affiliate. As of December 31, 1986, the savings of cooperative members
totalled $3.6 million, and the cooperative loan portfolio was $8.9
million. The reserves and capital of FENACRE total $3.6 million, and the
institution is today undergoing a rebuilding process after having
survived the hyperinflationary and dedollarization problems of the recent
past.
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c. Organization and Personnel

FENACRE has a General Manger who is governed and supervised
by an Administrative Council similar in function to a board of
directors. FENACRE has three divisions: Lending Operations~

Administrative~ and Business and Cooperative Services. FENACRE's current
organization chart is presented below. The main office of FENACRE is
located in Cochabamba and has 65 employees. There are regional offices
in La Paz (8 employees) and Santa Cruz (8 employees), Sucre~ Trinidad and
Oruro (2 employees each), and Tarija (one employee). FENACRE affiliates
employ more than six hundred professional managers. accountants, and
other administrative personnel.

d. Capacity to Carry Out Rural Programs

FENACRE has utilized loan and grant funds from several AID
and COLAC sources during the past twenty-five years to expand
agricultural. agro-industrial. and artisanry lending activities through
its cooperatives. For the past five years. FENACRE has channeled PL 480
Title III Agricultural Credit Funds to Integral Cooperatives located in
four different agricultural areas of Bolivia. The amount of PL-480 Title
III funds increased from $1 million in 1981 to $S million in 1986.
FENACRE's Lending Operations Office includes a Studies and Projects
Department which provides sub-project preparation assistance to
cooperatives and businesses that are seeking credit from FENACRE or one
of its affiliates. FENACRE's Business and Services Office provides
technical assistance to member cooperatives in areas such as: cooperative
education; credit administration; financial management; and management
information systems.

e. Savings Mobilization Experience

In December. 1985 FENACRE launched a pilot savings
mobilization program in Cochabamba which has generated considerable
interest among FENACRE affiliates throughout the rest of the country.
This pilot project has mobilized over $1.1 million of savings to date.
These savings have been used to provide small business loans to 269 small
commercial and industrial firms in Cochabamba which were not able to
obtain credit through normal banking channels.
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f. Participation in the Project

Long and short term technical assistance will be provided
to assist FENACRE with a management audit of its organizational and
administrative systems. This audit will provide FENACRE with
recommendations to make it operate more efficiently. and will help
FENACRE provide more effective services to its member coops and
affiliates. Short term technical assistance will also be provided to
help FENACRE carry out market research studies to find out more about the
savings and credit needs of its clients in Cochabamba, and throughout the
country. Additionally, assistance will be provided to affiliated coops
that are interested in preparing savings mobilization strategies and/or
savings mobilization programs in their regions.

0357L
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5. Catholic University Institute for Socio-Economic Studies (lISE)

The Institute was selected to undertake the initial research
effort as a continuation of its work under the A&A Project. Founded in
1973. the Institute is an official entity of the Catholic University. It
is organized as a legal entity and is empowered to enter into agreements
and sign contracts. The Institute is directed by two senior faculty
members and active researchers: Dr. Juan Antonio Horales. an economist;
and Dr. Salvador Romero. a sociologist. At anyone time. there are
usually three or four other faculty members actively working with the
Institute on research. The Institute has an established record of
undertaking contract research, including projects for such organizations
as the lOB and the Andean Pact. There are presently no other academic
research institutes in Bolivia that can boast this record.

The affiliation of the Institute with the Catholic University
is advantageous from three major perspectives. First, it has access to
high quality researchers. The Institute can draw upon most of the
country's best academic economists. who are members of the Catholic
University faculty. It can also contract non-faculty. The University is
known for the high quality of training of its undergraduates. Hany of
the advanced undergraduate students would be excellent candidates to work
as research assistants on the Project, and many of these students have
prior work experience with the Institute, for example in survey work.
Second, the Institute charges only a small negociated overhead fee.
usually only ten percent or less of costs. The University provides the
office space for the Institute and covers the salaries of the principal
associates. The Institute operates on a pay-for-work basis. and any
profits are turned over to the University. Third. as a result of the
participation of the Institute in the Project. the Institute and the
University should develop greater and more extensive capacity for
research in financial sector matters. The Project will serve an
important role in building this important dimension of the University.

372L
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C. Financial Analysis

This section deals with four subjects: an explanation of the
criteria for the sharing costs of each relevant Project component with
the private sector, the pace at which the BDIF will accumulate reserves
to deal with bank intervention actions; the financial viability of the
FTC; and the cost of ASOBAN's new services.

1. Cost Sharing Criteria. This Project, as all which AID helps
to finance, is intended to bring about changes which will benefit the
recipient country socio-economically. The potential to bring about the
changes required to achieve the EOP status exists in the institutions
which this Project will assist, and these institutions, left to their own
devices, might well promote those chan~es with only their own resources,
some day. The reason AID provides assistance for any project, however,
is that resources, whether technical or financial, and the organization
are currently lacking to assure that desired changes will occur in an
orderly and timely fashion. Since project resources are always limited,
AID should try to promote the changes and benefits sought in the least
costly and most equitable fashion possible, and in a manner that will
help ensure that the institutions involved and the changes brought about
can sustain themselves after project assistance ends.

These obvious principles for AID financing of developmental
activities should not vary depending upon whether private sector or
public sector institutions are involved in any particular project. AID
helps finance project costs, whether incurred by the private sector or
the public sector, because the Agency perceives that it is worthwhile
doing so to help achieve socio-economic (or political) objectives.
Decisions regarding how much AID finances have to be made balancing the
desire to attain those goals with the ability and willingness of the
institutions with which it is cooperating to share the project's costs,
and the desire to see project activities continue without AID financing
after projects end.

AID's purpose in deciding to finance part of the costs of the
proposed activities under the SFM Project is solely to bring about
desired changes in Bolivia's financial sector. The fact that it has been
decided to work primarily with private sector institutions reflects the
Mission's conviction that those institutions will be the most efficient
and effective agents for change, and recognizes the preponderance of
private sector institutions active in Bolivia's financial sector.

It should be recalled that AID has regularly helped finance
the developmental or operational costs of activities managed by both
private and public sector financial institutions in the past: viz.
state-owned agricultural banks, savings and loan systems and
cooperatives. AID has an obligation when dealing with private sector
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institutions to attempt to finance only those costs necessary to obtain
project objectives, taking affordability and sustainability of project
~ctivities into account. This does it mean, however, that because AID
has decided to work with private institutions they must finance 100
percent of all project costs.

In the case of the SFH Project, taking into consideration the
urgency of the desired financial sector changes, the weakened financed
condition of Boliviats banks and equity considerations, USAID/Bolivia has
divided Project costs using the general criteria that AID should finance
the TA and institution-building costs associated with developing
activities whereas the private sector should pay the operational costs of
the activities themselves. ThUS, AID will finance the costs of TA,
training, commodities, and audits (75 percent) required to set up the
BDIF, while the commercial banks, or their depositors, will finance the
operating costs and the capitalization of the Fund. To establish the
FTC, AID will finance the TA, staff training, commodities, and a
declining portion of FTC operating and course delivery costs, required
for the first three years. Course fees will cover all FTC costs from the
fourth year on. The reason for financing operational costs during the
FTC's early years is the initially high cost of foreign services
necessary to develop, and initially present, courses.

Similarly, AID will finance the TA, commodities, and training
required to set up new ASOBAN services and improve the existing services
of that organization, and ASOBAN members will pay 100 percent of the
costs of new staff and other operating costs of the new services.* AID
will finance 100 percent of the TA and training costs involved in
investigating new capital market instruments and expanding FENACRE
services mobilization programs, but none of the operational costs of
those programs. Finally, in view of the longer term objectives sought by
the pOlicy research and analysis component, and the meagre resources of
the Bolivian institutions involved, AID is prepared to finance
practically the full costs of the policy research and seminars.

2. BDIF Reserves. The income and ordinary operating expenses of
the Fund, over a four-year period beginning in December 1987. are shown
in Table 6. The cash flow projections presented for the Fund do not
incorporate any use of reserves for actual expenditures which would be
incurred for the financial support of member institutions. Although it
is recognized that such financial support is a basic rationale for
creation of the BDIF. actual expenditures and their net cost and timing
cannot be projected with any degree of accuracy. The purpose of the cash
flows is to show how fast the Fund will accumulate capital with which to
finance intervention activities.

* The charges for services provided by ASOBAN will also be set so as
to recapture the funds initially provided by AID for commodities
($47,000). These funds will be used to develop new ASOBAN services.



i ~

, .

-117-

These partial cash flow projections reflect a number of important
assumptions:

The insurance premium charged is 2 percent per year.

Insurance premiums from the member institutions are paid as a
percentage of the total deposit base of each bank. This cash
flow is based on the membership of the private commercial
banks with a total deposit base as of December 31, 1986, of
approximately $286 million. The deposit base of the system is
very conservatively projected to increase at 5 percent per
cent per annum. Consequently the initial deposit base as of
December 31, 1987, is projected to be $300 million.

The average interest rate paid on reserves invested is assumed
to be 7 percent.

Salary and benefit expenses are projected to increase by 15
percent per year for the years 1989 through 1991. This
reflects a modest growth in staff levels.

3. FTC Cash Flow. Table 7 shows the revenues, direct
course-related expenses, and operating expenses of the Financial Training
Center of the three years of Project assistance.

There are two sources of revenue for the FTC: course revenues
from participants (paid by their respective lCls) and the AID
contribution. Both together are calculated to cover slightly more than
actual projected expenses in order to provide a cushion in the event of
unforeseen expenses, and to allow for a small positive cash balance at
the end of the third year. As seen in the cash flow projections, the
annual operating deficit of the FTC decreases over the life of the
Project, from $286,000 to $39,433. With the AID contribution in the
third year, the FTC breaks even in its first year of independent
operation.
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Table 7
CASH FlOM FOR THE F1MAHCIAl TRA1HIHS CEHTER COMPONEHT
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MIHenl 200 74 \-4.,800 220 74 16,280 160 74 ~t1840 160 !ft, U,840
l.mtl!r"vel 200 74 1t,,800 200 74 14,800 140 74 10,361) 140 10,360
Sub-total 475 35,150 480 35,520 345 25,530 'S45 25,530

Total Expensn 464,000 27'6,584 M7,'133 U9,n2

Revenun IInut E:penses 1286,5001 198,5941 (39,4331 - t4I ,092)

AID COHTRI8UTlON 314,438 115,150 36,021

HET CASII . 27,937 44,503 41,092 (0)
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Expenses for the FTC are divided into two categories:
course-related expenses. and FTC overhead expenses. Course-related
expenses include the direct cost to the FTC of the courses themselves,
miscellaneous course expenses such as photocopying. and the portion of
IDEA overhead which accrues to the FTC. FTC overhead expenses include
FTC staff payroll and operating expenses. The percentages of these
expenses financed by AID are as follows:

Year I Year 2 Year 3

Course-Related Expenses 751. 501. 30\
FTC Overhead Expenses 100'7.. 60\ 40'1.

4. ASOBAN Costs of Services. The incremental cost of new
services ASOBAN will develop as shown below. These services will be
financed out of annual fees to members by increasing them slightly. or on
a fee-for-service basis (charging the users of the services).

ASOBAN SERVICES: COST OF SERVICES (US$)

Service Year 1 Year 2 Year 3 Total

I. Information Center
a. Manager 19.080 9.843 20.637 59.560
b. Programmer 12.720 13.228 13.757 39.705

II. Economics Unit
Economist 19.080 19,843 20.637 59.56

III. Check Clearing
1 Professional 12.720 13.228 13.757 39.705

IV. Legal Unit
Lawyer 19.080 19,843 20.637 59.560

V. Personnel Selection
1/2 Professional 7.950 8,268 8.599 24.817

VI. Library
1/2 Professional 7.950 8,268 8,599 24 ,817

T 0 tal 98,580 102.521 106.623 307,724

Note: Unit costs are calculated to include 94 percent for salary and 4
percent for operational support such as stationary. mail, supplies.
insurance. etc. Example. Year 1 staff lawyer salary is $18.000 and
$1,080 is for operational support. For Years 2 and 3. an inflation rate
of 4 percent has been calculated.

0350L
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D. Economic Analysis

In this Section, we shall present and analyze available data to
(a) identify the major historical causes of the difficulties presently
confronting the private deposit banks; and (b) shed light on the
dimension of the banks' current financial condition. We shall then
explore two alternatives to the proposed project. 11

1. Historical Causes of the Problem

a. Perhaps the major cause of the financial difficulties faced
by Bolivian private banks is the sharp decline in the real value of both
bank deposits and loans between 1981 and 1985. Table 8 illustrates the
situation for demand, time, and dollar deposits; Table 9 shows it for
bank loans. Note the following:

1) The real value of peso deposits, including both demand
and time deposits (but excluding dollar deposits), declined from $b 16.7
million (in constant 1966 pesos) in 1981 to $b 8.57 million in 1983 and
to only $b 3.0 million in 1984. A very modest recovery to $b 4.1 million
occurred in 1986, (See Table 8).

2) US dollar deposits followed the same pattern. but the
swings were even larger than for peso deposits, mainly as a result of
dedo1larization. US dollar deposits declined from $134 million in 1981
to only $7 million in 1982 and $1.2 million in 1984. However, between
December of 1984 and October 30. 1986. the value of total dollar deposits
had recovered to $120 million (see Table 8). Total deposits (demand.
time and US$ deposits), declined from US$508 million in 1981 to only
US$ 46 million in 1984. then recovered to $228 million by October 30.
1986 (Table 8). Thus. while total deposits (including US dollars) have
staged a remarkable recovery in 1986, they are still only 45~ of the 1981
level.

11 A benefit-cost or IRR analysis is not considered advisable in the
case of this project owing to the impossibility of developing a
meaningful quantification of the potential benefits of this typical
institution-building proposal. Estimating the quantitative impact
on bank loans. deposits and profitability of the diverse project
elements such as training of bank personnel. improved supervision of
bank operations, deposit insurance and bank law reform would
obviously involve some highly arbitrary and controversial
judgments. We consider it preferable, therefore, to provide actual
data establlshing the precarious position of the banks to prove the
need for urgent remedial action; and to discuss some major
alternatives to the proposed project.
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b. The real value of bank loans granted to the private sector
follows the same pattern. In US dollar terms (i.e. Bolivianos converted
into dollars at the parallel market exchange rate). total bank loans
granted to the private sector declined from US$S66 million in 1981 to
only US$107 million in 1984; then recovered to US$239 million in 1985 and
to US$414 million in 1986. still 27 percent below the 1981 level. £/
(See Table 9). This helps explain the increase in overhead costs as a
proportion of total loans granted.

c. The earnings of the banking system were affected very
adversely by the lag of interest rates in relation to the rate of
inflation during the period 1982-85. As shown in Table 10. the banks'
interest rate on loans in 1981 was still positive -- i.e. 30\ versus an
annual inflation rate of 25\. In 1982. the average real interest rate
turned sharply negative: the nominal interest rate was 38\ while
inflation had accelerated to nearly 300~. The situation was at its worst
in 1985. with average interest rates (on loans) at 231~ while the
inflation rate reached 8.170~ (Table 10). The lag of interest rates in
relation to the increase in the general price level is a contributing
factor behind the precarious position of the national banking system.
though it should be noted that banks were able to mitigate its adverse
impact in their P&L statements by (a) securing credit lines from the
Central Bank; (b) adding commissions and official charges to their
interest rates; (c) making loans for only very short periods; and (d)
investing heavily in real estate. Their losses were largely at the
expense of their depositors.

During the stabilization period (from mid to late 1985
onward) interest rates continued to lag behind the rate of inflation.
Today. however. the lag is reversed. During 1986 the rate of inflation
fell precipitously. but interest rates declined much more slowly. As a
result. interest rates in 1986 were significantly higher than the rate of
inflation--i.e. 124~ vs. 66~ (Table 10). This lag had a significant
negative impact on the level of economic activity as most "productive" ~/

enterprises did not earn returns high enough to enable them to pay the
prevailing interest rates.

2/ Note that total loans granted by the financial system to the private
sector exceed total bank deposits in all years. The difference is
due to Central Bank credits and financing from international donors
and foreign banks.

~I Enterprises engaged in manufacturing. agriculture and construction.
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d. The decline in overall economic activity during the 1982-86

period was another significant contributor to the difficulties of the
banking system. This decline was due to a combination of factors,
including the decline in the prices of the country's main exports
(natural gas and tin), the burden on the balance of payments resulting
from the country's enormous foreign debt, and, most importantly, the
hyperinflation and various ill-advised economic policies pursued by
previous governments. During the five-year period 1982-86, real GDP
growth declined by 14~ in real terms. Private investment declined by as
much as 74~. Particularly hard hit were manUfacturing (down by 36~) and
mining (down by 63~. See Table 11). This decline in economic activity
has contributed to the inability of many concerns to repay bank loans
contracted in late 1985 and 1986.

e. Paradoxically, the Government's successful stabilization
program appears to have contributed further to the difficulties of the
banking system. As the price level stabilized, the frantic demand for
bank loans fueled by speculation experienced a sharp drop. The banks'
overhead expenses which had declined significantly in real terms over the
period 1982-85 (largely owing to the lag of wages and salaries behind the
rate of increase in the general price level) suddenly shot up,
particularly in their relation to the real value of the banking system's
deposit base and to the total volume of loans granted. To make matters
worse, banks had substantially expanded stoff and facilities during the
period of inflation and were thus caught with excessive overhead during
the lean period that followed.

f. Lack of proper supervision and deficiencies in the
management area resulted in a significant number of unsound loans, many
utilized for speCUlative purposes. While most bank loans could easily be
repaid during the period of hyperinflation, many resulted, after
stabilization, in a substantial number of loans could not be repaid and
had to be classified as "non-performing loans" (discussed further below).

The factors discussed above are believed to be the major
causes of the difficulties the banking sector is currently confronting.
A comment is in order on the subject of de-dollarization, which is often
listed among the factors that contributed to the banking system's current
difficulties. The net impact of de-do11arization on the financial
position of the banking system is not clear. It is true that the banking
system was hurt by the sharp decline in the real value of total deposits
which was aggravated by the de-dollarization process, by the repayment in
pesos of the dollar loans it had granted and by the cut-off from foreign
credits as foreign banks (which did not accept repayment in pesos at a
highly overvalued exchange rate) refused to extend new loans. On the
other hand, the banks benefited from their ability to liquidate the
dollar deposits of their customers with overvalued pesos, and from their
ability to purchase dollars from the Central Bank at the official rate.
Thus, with various factors working in opposite directions, it is not at
all clear that the banks were hurt by de-dollarization.



Table 8

=======c===================~=========~=~==========~===========================================~==~====

DErOSITS IN THE RAN. ING SYSTEM

1981 198~ 1983\ 1984 1.::'85 1986(1)

TOTAL $b. DEPOSITS (Mlll • .tb) 15,44~ ::;8, :202 140,428 1,1.04,408 82,158,935 ~09,939,OOO

(Nominal ter-ms)
Demand Deposits 6,301 17,658 50,368 424,607 24,859,114 55,078,000
Time Deposits 9,141 '10,544 90,060 679,801 57,299,821 154,861,000

-------------------------------------------------------------------------------------------------------
TOTAL :tb. DEPOSITS (Ml11.$b) 16.7'3 15.21 8.57 2.96 2.66 4.10

(Real ter-ms) (2)
Demand Deposits I 6.83 4.6~ "3.07 1. 14 0.81 1.07
Time Depocsits 9.90 10.60 5.'19 1. 82 L86 '3.02

TOTAL $us. DEPOSITS (Mill.:tLls) 1:'3.82 1.701 1.79 1. 16 21.62 119.91
I

......

Time Deposit.s 133.8~ 1. 16 21.62 119.91
N. "/.'31 1.79 "'"I

----------------------------~------~------------------------------------------------------------------

TOTAL DEPOSITS ("1111 • .tLl'5) 5\)8.17 ~1~.94 114.69 46.2:1 69.50 228.40

J:b. Demand Deposits(3) 152.75 6~. 39 40.49 17. ":':2 14.49 28.46
J:b. Time Deposlts(3) :221.60 143.~4 72.40 :27.7'3 :::::3.39 80.0:::::
J:LtS. Time Deposlts 1:;3.8~ 7.:::1 1. 79 1 . j 6 21.62 119.91

=====================~=================~==~=~~======~=~=~==~~====~=========~==========================

(1) To ~ctober 1786
(2) Def~E ~d by ~~e CPI for- the month of Decembc~

(3) Adj·.'stad by the par-all el e::change rate for" tl;(-: rnor'....h C).c D(;:cember.

30URCE: ~stadlstlcas t1onetar-iC\~ y FlrlanCl!::!ras., BeB.
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Table 9

=~eD.eB.~aa=a=~===.==~ae===~===e~==D=aa~~aa====a~=a=a=====2a=~==============C===================a=a========~ma==:=:a••••=.a==
PUBLIC AND PRIVATE CREDIl OF THE FINANCIAL SYSTEM: 1981-1986

~Balance Outstanding)
------~---------~---------------------------------------------------------------------------------------------------~--------

1981 1982 1983 1984 ~9a5 1986(1)
-----------------------------------------------------------------------------------------------------------------------------
Nomi na1 Term9' (!'ti ~ 1. tb)
---------------------
Credit to the Public Sector (2)
Credit to the Private Sector

43,297
23,358

241,541
91,192

725,583
191,788

13,115,122 2,443,624,611 2,580,554,232
2,624,024 409,714,472 800,673,723

-----------------------------------------------------------------------------------------------------------------------------
Real Te~ms CM11l:$b) (3)

C~edit to the Public Seetc~ (2)
Credit to the Private Secto~

46.9
25.3

63.1
23.8

44.3
11.7

35.1
7.0

79.2
13.3

50.6
1507

-----------------------------------------------------------------------------------------------------------------------~
Dolla~ Terms (Mill.$us) (4)

Credit to the Public Sector
Credit to the Private Sector

1,050
566

853
322

583
154

535
107

1,424
239

1,334
414

=~===abm~c==D===C~S==~~===ec==p=~cc============~=cc==============c================~====c=~===================ac===========ca

I.....
N
\J1
I

(1) A~ of October 1986.
(2) On a gross basis - i.e. without deducting government deposits

whose value was distorted by the devaluation.
(3) Deflated by the CPI of December or October of the respective year.
(4) Ad~u9ted by the parallel exchange rate of the end of the year.

SOURCE I Estadisticas Monetar1as y Financieras No.34, BeB.
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Table 10

~~4-6~

=========~===~==:~===~===~==~~=~~~~=~==================r=======~=====

RATE OF INFLATION AND NOMINAL IN1EREST RATES(1)
(1981-1986)

tb. .tLIs. Ra~e of
-------- ------ -------- ------ Inflatlon
Paslve(~~) ?ktl v'!.' F'aslve(2) A-::tlve <12 mos. )

'l. 'l. 'l. 'l. Yo

1981 ~"3.00 ::'0. ( 1)

1982 :;:~. ()CJ 38.00
1983 45.0(\ 62.00
1984 140.00 150.00
1985 110.00 231.10
1986 67.58 1~:;.65

Marc:h 132.67 234.2~

June 64.00 118.67
September 41.::,-':; 8"3.67
Dec: eo lTlb '!.'r (3) '3~. 3() 58.01

~O. 0(\

11.20 16.80
14. 10 21.93

12.CH) 20.25
14.67 22.00
14.67 ~2. 0(\
15.08 2"':;.46

25.12
296.55
328.49

2177.23
8170.52

65.96

1 e-3. 92
:-5.28
18.80

4.48

I......
f',;

0'
I

====~====~==~===~=========================~======================~==

(1) The rate of lnfJation and the lnter"est rates are annUall=ed.
(2) Tlme Deposlts.
(3) Fourth quarter data lnc:ludes January 1987 figures

SOURCE: Esl~dlStlC~S MonotarlSS v FlnsnCl~ra~ No.~~ a,d 34, BCE~ J~E.



TABLE 11

======================================================================================
GROSS DOMESTIC PRODUCT BY ECONOMIC ACTIVITY

(Mlll.1981) :.tb)
---------------------------------------------------------------------------------------

ECONOMIC ACTIVITY 1981 1982 1983 1984<p) 1985(e) 1986(e)

A. INDUSTRIES

Agriculture
Mining
Petroleum
Manufacturing
Construction
Electricity Gas ~ Water
Commerce
Transportation ~ Communlcatlons
Financial Institutions
Housing Property
Other Services
Imputed Bank Services

B. PRIVATE SERVICES

C. PUBLIC SERVICES

105,644

22,'350
12,13:>
7,157

16,664
4,025

919
14,:>60
8,196
6,324

10,119
4,877

(1,480)

687

13,291

102,573

2'3,878
10,635
7,704

14,344
'3,928

923
13,599
7,770
6,41:>

10,149
4,731

(1,501)

666

13,504

94,:>63

17,507
10,889
7,219

1:>,387
:>,751

919
13,055
7,931
6,490

10,169
4,565

(1,519)

646

13,909

93,233

20,782,
8,565

1

7,037
11,814
3,500

931
12,924
7,988
6,555

10,179
4,492

(1,534)

633

13,965

91,'·'21

21. c.~7
6,852
6,'=:99

10,729
3,591

'136
13,195
8,067
6,686

10, j 89
4,':;'25

(1,565)

622

13,686

88,625

21,006
4,454
6,629

10,622
3,562

945
13,393
8,163
6,853

10,199
4,40:;

(1,604)

616

13,234

I.....
N
-<J
I

--------------------------------------------------------------------------------------
GOP AT PROD. PRICES
Plus Indirect Taxes

119,622
3,753

116,74:::
"3, 16~

11)8 1 918
3,132

107,831
=,223

105,729
3,384

102,475
3,502

GDP Af CONS. PRICES

GDP X GROWTH RATE

123,375 119,905 112,050 111,054 109,113 105,977

0.3% -2.8% -6.6% -0.9X -1.7% -2.9%
========================~=====~==============~==========~~====~==~====================

PRIVATE INVESTMENT
X Gro\'lth Rate

4,678 5,786
23.7X

2,094
-63.8%

1,759
-16.0%

1,225
-30.4%

1,225
0.0%

=======~==============================================================================

p= prelimlnary
eo: es::'imate
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What is clear, however, is the net effect of

de-dollarization on the banking system's debt to their foreign creditor
banks. Since the Central Bank refused -- or was not able -- to convert
the peso repayments of the national banks into dollars at the highly
overvalued exchange rate that prevailed at that time, the national banks
are left with an unpaid debt to foreign banks of some US$ 67 million.
This has resulted in their inability to get fresh credit from abroad as
well as in a huge reduction in net worth as reported on their balance
sheets. The banks clearly cannot repay this debt at the current exchange
rate. This problem remains unresolved to date.

2. Indicators of current financial difficulties

A detailed analysis of the current weakness of the Bolivian
national banking system was undertaken by the consultant for the Project
Design Team i/. In interpreting the data presented below, account should
be taken of the fact that the Central Bank's ability to collect and
process accurate data on the current situation of the banks is extremely
weak. There are no reliable audits of private banks, and the Central
Bank simply accepts the financial data provided by the banks without
knowing its accuracy or completeness. The de-dollarization process (that
took place in 1982) further complicates the banks' financial picture as
it provides ample opportunity for concealment of speculalive profits or
losses. Still, the data presented below (analyzed in greater detail in
Annex A) constitute the only available quantitative information available
to USAID at this time.

The following indicators are particularly revealing with
regard to the present condition of the commercial banks:

a. The high ratio of non-performing loans: Non-performing
loans (i.e. loans on which interest and principal are not being paid) on
December 31, 1986, amounted to US$28 million and constituted 14~ of all
loans granted by the national banks. The proportion of non-performing
loans granted by foreign banks was 66~. For the banking system as a
whole, the proportion of non-performing loans was 25~ (See Table 12).

4/ The International Science and Technology Institution (ISTI). The
data in this Section was presented in their paper entitled "The
Bolivian Banking System," attached as Annex A.
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Table 12

Non-Performing Loans - December 19&6
(millions of dollars)

Total Loans
Non-Performing Loans
Amougt PerGent

Private Banks
Foreign Banks
Special Function Banks

Totals

Source: Central Bank

198.4
11.9
47.6

332.4

28.1
7.9

10.9

83.9

14
66
23

25

b. Severe Undercapitalization: As the hyperinflation
progressed. the banks successively revalued their assets. The consultant
notes that "the Bolivian banks appear to have utilized this accounting
mechanism to the extreme .... The capital structure is particularly weak
as out of the total reported capital base of US$42.8 million. US$37.S
million is 'capital' from revaluations. This represents a dangerously
high ratio of 88.1~ of the reported capital." ~/

c. High Operating Costs and Administrative Expenses: "For the
twelve-month period ending December 31. 1986. total operating expenses of
the banking system as a percentage of average total earnings of the
system were slightly over 13~ p.a. This is a significantly high number
because it implies that. on average. banks must make a gross spread on
their earning assets in excess of 13~ p.a. in order to produce a profit".
~/ The fact that total administrative expenses in relation to total
income were 15~. requires a high spread between interest paid on deposits
and interest charged on loans.

d. Losses Reported by a Number of Banks: The cQnsultant found
that almost half of the banks (for which data are available) are
currently reporting losses. The profit and loss situation of 12
commercial banks is summarized in Table 13. Note that five of the twelve
banks reported losses. Losses for three banks are particularly severe -
between 8 and 12 percent of net worth.

51 ISTI. "The Bolivian Banking System." Op. Cit .• Page 6.

61 Ibid. Page 7
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Table 13
Profit or loss ( ) as a ~ of Eguity

Progreso
Union
Hipotecario
Big Beni
Mercantil
Santa Cruz
La Paz
Credito Oruro
Cochabamba
Nacional
Potosi
Boliviano-Americano

Source: Ibid, Page 10

52
37
27

9
5.3
2.1
1.2
(.4)
( ,8)

(7,7)

(11. 2)
(11.9)

e. The High Ratio of "Past Due" Loans: A significant
proportion of the loan portfolio of the commercial banks consists of
"Loans Past Duell and "Loans Past Due in Execution". This latter
classification includes all loans past due for thirty days or more. The
data are presented in Table 14. Note that for six out of the twelve
banks for which data are available, the percentage of "Past Due Loans"
ranges from 14 to 65 percent, while the proportion of the portfolio for
loans "Past Due in Execution" ranges from 11 to 49 percent. The total
amount of "Past Due Loans" of all Bolivian commercial banks was US$ 28
million at year-end, which represents approximately 10\ of the total loan
portfolio of the system, II

f. The High Ratio of Non-Earning Assets: A high proportion of
the banking system's assets earn no return (e.g. buildings and
equipment). Table 15 shows that the proportion of non-earning assets to
total assets is 39\ or higher for nine of the twelve banks for which data
are available. The ratio of the banks' real estate to their capital and
reserves is 79\.

7/ Ibid., Page 11

..
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Table 14

Past Due Portfolio

Bank

Banco Credito Oruro
Banco Nacional
BIG Beni
Banco Cochabamba
Banco Boliviano-Americano
Banco de Potosi
Banco Hipotecario
Banco Mercantil
Banco La Paz
Banco de Santa Cruz
Banco Progreso
Banco Uni6n

Source: ITSA, Ibid., Page 11

" of Portfolio
Past Due

65
27
24
22
20
14

9
7
6
5
5
5

Table 15

" of Portfolio Past
Due in Execution

49
23
17
14
14
11

3
4
5
4
2
2

Non-Earning Assets

Ban k

Banco de Santa Cruz
Banco Progreso
Banco de Potosi
Banco Mercanti!
Banco Hipotecario
Banco Bo1iviano-Americano
Banco Nacional
BIG Beni
Banco La Paz
Banco Credito Oruro
Banco de la Uni6n
Banco Cochabamba

Non-Earning Assets as a
" of Total Assets

60
57
51
51
50
44
42
39
39
36
33
23

•
These various indicators support the consultant's

conclusion that given the banking system's "high overhead costs, high
deposit lnterest rates, a large percentage of non-performing loans and
non-earning fixed asset investments, it can be seen that the total effect
of these bank inefficiencies result in the low profitability and
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structural weaknesses apparent in the Bolivian banking sector. In
addition to possibly paying current operating expenses from the deposit
base, it is apparent that much of these funds must be utilized to support
non-earning assets."11

The data and analysis summarized above leave no doubt with
respect to the weakness of the banking system or to the need to adopt
effective remedial measures as soon as possible to avoid its further
deterioration. Nevertheless, we would not go so far as to predict the
imminent collapse of Bolivia's banking system for two reasons: (1) given
the close tie-in between the ownership of the banks and the country's
commercial, industrial and land-owning interests, the owners might well
decide to beef up the capital of their banks if that should become
essential to forestall their collapse; and (2) the Central Bank might
step in to bailout any bank subject to a run. The disadvantage entailed
by this latter course is discussed in Section III below.

3. Discussion of Alternatives to Proposed Proj~ct

a. Maintaining the Status-Quo

The credit system performs the key function of linking the
supply of, and the demand for, loanable funds, thus ensuring that private
savings, domestic and foreign, meet the demand of producers for short and
medium term credit, including working capital. When banks are badly
managed, when loans are made for speculative purposes or to finance
unsound projects, when the banks' operating and administrative expenses
are exorbitantly high and a large proportion of bank assets are
non-earning, the result is likely to be a high proportion of
"non-performing loans". As a corollary, productive enterprises are
likely to find that a significant proportion of their credit requirements
remains unmet. If credit is made available at all, it is likely to be at
interest rates that they are unable to pay. While USAID does not claim
that economic reactivation will be impossible under the status-guo, the
weight of the evidence strongly suggests that economic activity -- and
recovery -- will be significantly below potential as long as the banking
system remains in its current disorganized state.

Even more significant is the danger that several banks
might fail if the serious deficiencies in the banking structure and in
their mode of operation remain uncorrected. In that eventuality, the
authorities would face the grim choice of either permitting the
institutions to fail or bailing them out (by paying off depositors) with

II Ibid Page 13.

•
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Central Bank credit. The former would further undermine confidence in
the banking system and delay. or even reverse. the recovery of bank
deposits. and hence the banks' ability to perform the credit function.
At worst. it could set the stage for a general run on all commercial
banks and cause the failure of even well-managed institutions. On the
other hand, if the authorities chose to bailout any bank in difficulty,
no matter how badly managed. the deficiencies of the present system would
never be corrected and the situation would be likely to deteriorate
progressively. In this eventuality. the Central Bank would be called
upon to create ever larger amounts of credit to maintain the solvency of
the banking system, a policy that could soon undermine the economic
stabilization program. Thus. the maintainance of the status-guo should
be viewed as an unacceptable alternative to the proposed project.

b. Nationalizing the Private Banks:

This alternative runs counter to prevailing GOB and USG
policy. The policy has not produced satisfactory results where it has
been tried (e.g. in EI Salvador). Moreover, the Government's historical
record in managing its own financial institutions, including the Central
Bank, the Banco Agricola and the Banco del Estado suggests that this
course of action is not a viable alternative to the proposed project.

In conclusion: This analysis suggests that corrective
action to improve the mode of operation of the banking system is urgently
needed. In fact, essential corrective action has been delayed far too
long. The analysis points to the need for the main elements that make up
this project, including (a) the establishment of an independent
Superintendence of Banks and much stricter supervision of the banks' mode
of operation; (b) enactment of a new banking law; (c) measures to
recapitalize commercial banks. strengthen their loan portfolios and
encourage the growth of the deposit base, which are the main targets of
the proposed deposit insurance scheme; (d) training of bank personnel;
(e) reduction of legal reserve requirements (behind demand deposits) to
increase the proportion of earning assets in the banks' portfolio; (f)
reorganization of the Central Bank and (g) carrying out in-depth external
audits and examinations of all national banks.

347L
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VII. Conditions and Covenants

The following conditions. covenants and substantive involvement
understandings will be included in the three obligating documents signed for
the SFK Project. Prior to finalIzing the obligating documents. it may be
decided to include some of the proposed covenants in the project description
sections of the agreements.

A. Conditions and Covenants for the Project Agreement to be Signed with
the GOB.

1. Prior to the signing of a contract with the FDIC for long-term
technical services, the Grantee shall furnish to AID. in form and substance
satisfactory to AID. a copy of the draft agreement to be signed by the Central
Bank and the BDIF whereby the Central Bank agrees: a) to absorb ~o percent of
the cost of any bank intervention actions occuring during at least the first
three years of the life of the BDIF (1988 to 1990)and/or to extend an adequate
capitalization loan to the Fund when it begins operations; and b) to
automatically extend to the BDIF working capital loans from a Central Bank
line of credit when needed for bank intervention actions.

2. Prior to any disbursement. or the issuance of any commitment
documents under the Agreement, to finance assistance to FENACRE. the Grantee
shall furnish in form and substance satisfactory to AID:

a. evidence that FENACRE has planned for the utilization of the
technical services of a long-term advisor, including provision of office
space, secretarial support. etc;

b. documentation attesting to FENACRE's agreement (a) to use its
best efforts to implement the recommendations of the management audit to be
performed on its operations. and (b) to finance all operational costs
associated with the expansion of its savings mobilization programs.

3. The Grantee hereby covenants that it will:

a. take whatever legal steps are necessary to establish the BDIF as
an autonomous corporation by September 1987;

b. take whatever legal steps are necessary to re-establish the
Superintendency of Banks by September 1987;

c. carry out a study of the structure of deposits in private
Bolivian banks for the purposes of determining deposit insurance coverage
principles; and
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d. review the adequacy of insurance premium charges and BDIF
capitalization at least once per year during the life of the Project.

B. Substantive Involvement Understandings for the Cooperative Agreement
with IDEA

1. Prior to any disbursement, or the issuance of any commitment
documents under the Cooperative Agreement, to finance activities of the FTC,
the grantee shall furnish in form and substance satisfactory to AID:

a. evidence that the Training Advisory Board for the FTC has been
established;

b. the first year operational plan and budget for the FTC,
inclUding charges to be made for IDEA support to the Center, and proposed
tuition fees.

c. evidence that the staff of the FTC has been identified and
selected.

2. IDEA covenants that over the life of the Project:

(i) an annual training plan and budget shall be developed and
submitted for the approval of the IDEA Board t the Training
Advisory Board and AID.

(ii) to provide anticipated counterpart funds to ensure the timely
implementation of all activities envisioned under the Project.

(iii) to periodically survey financial sector training needs.

(iv) to obtain AID approval of all contracts exceeding $10,000 in
value.

C. Substantive Involvement Understandings for the Cooperative Agreement
with ASOBAN

1. Prior to any disbursement, or the issuance of any commitment
documents under the Cooperative Agreement, to finance the new services of
ASOBAN, the grantee shall furnish in form and substance satisfactory to AID:

a. evidence that the development of the new services t any necessary
organizational changes, and a plan for financing the services have been
approved by the Association's Board of Directors; and
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b. a detailed implementation plan and budget for the first year
activities envisioned

2. ASOBAN covenants that over the life of the Project that adequate
operational bUdget support shall be provided to carry out all agreed-upon
activities and that service fees will be set so as to recapture funding
initially provided by AID for commodities, for use in developing new ASOBAN
services. Periodic financial reports will be presented to AID to enable it to
monitor ASOBAN compliance with this covenant.

0370L
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ANNEX A

ANALYSIS OF THE STATUS OF BOLIVIA'S COMMERCIAL BANKS

Presented below is an analysis of the structural and operational
problems affecting Bolivia's banking sector. The analysis is based on
statistics submitted by the banks to the Central Bank as of December 31,
1986. These statistics are now three months old and have not yet been
verified by external audits. Although the data clearly shows that most
banks are in precarious financial positions (for reasons explained
below), Bolivia's commercial banks have proven themselves to be very
resilient in the face of profound economic changes experienced during the
1980s. The fact that the banks are still in operation shows that their
owners and managers are tough competitors who know how to survive in the
Bolivian environment. One cannot assume that all banks are about to fail
now that economic conditions are finally improving. In fact, many
bankers now appear to be very interested in modernizing their banks so
that they can take advantage of the competitive opportunities being
created by the continued success of the Paz Estenssoro Government's
economic policies. It is also very important to remember, as pointed out
below, that the owners of Bolivia's commercial banks profited handsomely
during the recent period of hyperinflation and dedollarization, even
though their banks suffered. These owners still place a high value on
having a bank as part of their industrial groups and should be able to
invest the additional capital and make the additional expenditure
necessary to put their banks back on their feet. As pointed out below,
the problems the bankers must address are formidable. Whether and how
fast they will move forward will depend to a great degree on the
Government's resolve in continuing to make the difficult decisions
necessary for the continued success of the N.E.P., including dealing
directly with the financial sector's difficulties.

1. Impact of DeDollarization

In November 1982, the Bolivian Government issued a decree which
prohibited the banking system from operating in US dollars. As a result,
all US dollar debts in Bolivia were to be liguidated at the official rate
of exchange, in Bolivian pesos. At the time, the official rate of
exchange was roughly one guarter of the exchange rate on the parallel
market. The immediate effect of this decree was to enable clients who
had borrowed from Bolivian banks in US dollars to repay their loans to
the banks in Bolivian pesos at extremely favorable exchange rates. By
the same token, people holding US dollar deposits in the banking system
were also to be paid off by the banks at the official exchange rate.
When this occurred, the savings of many bank depositors were wiped out.
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The principal dollar funding source for the dollar and
dollar-tied loans which had been made by the banking system to local
clients were borrowings from foreign banks. The dedollarization decree
had a clause which called for the Central Bank to pay the foreign loans
of the banks upon presentation of payment 1n pesos at the official
exchange rate by the local banks. However, when local bankers made peso
deposits in the Central Bank, the Central Bank refused to honor the local
banks' payment requests.

Subsequent devaluations have further reduced the real value of
Bolivian banks' assets which made it even more difficult to repay the
debt. Some foreign creditors did receive payment for their dollar loans
to the Bolivian banks, most likely from the Bolivian banks themselves,
because the Central Bank did not make payment. However, the Bolivian
banks still legally owe approximately U8$67.5 million to foreign
creditors. The dollar debt continues to appear as a liability on the
books of the banks. If the banks were to actually pay this debt from
their own resources, they would all be formally bankrupt. The potential
losses to be accounted for by the banks are US$67.5 million against the
total banking system capital eguivalent of U8$42 million as of December
31, 1986. On the other hand, it should be realized that if the debt were
in fact paid for them (assumed by the Central Bank), this would cause
only superficial strengthening of their balance sheets and would not
correct the many operational weaknesses in their structure. Improved
profitability would not automatically return, as many bankers contend.

Dedollarization also had a more far reaching effect on the
banking system concerning access to foreign bank credit lines. As
foreign banks have not been repaid in over four years. they have almost
totally cut off all new financing to the Bolivian banking system. These
credit lines were previously a primary source of funding for medium and
long-term credits and the Bolivian banks must now depend almost solely on
internal resources (e.g. refinancing lines) to fund their term loans.

"The availability of only short-term deposits causes the banks to extend
only short-term (60-90 days maximum) commercial credits. While. several
banks have had access to refinancing lines through the Development
Department of the Central Bank. the availability of these credits has
diminished because the refinancing lines were decapitalized during the
hyperinflationary period. It is obvious that any long-term stabilization
and recovery program for the Bolivian banking system must include access
to international funding sources and increase term lending activities.
For this to happen, a resolution of the dedollarization problem is a
prerequisite.

There continues to be strong opposition within certain Government
circles to GOB assumption of this debt. Many realize that the owners of
the Bolivian banks profited greatly. both directly and through their
various companies. from the dedollarization decree. They were able to
make speculative gains using refinanced credits with negative interest
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rates, and they were able to "clean up" the balance sheets of their
companies by repaying dollar debt in devalued pesos. Therefore, there is
some GOB opposition to further "bailing out" of the banks on this issue
which is reinforced by the realization that the direct payment of this
debt would have a very negative effect on the country's reserves, its
agreements with the IMF, and its debt negotiations with other creditors
and creditor nations. Nevertheless, it will have to be addressed
(probably through a compromise of some sort) in order for Bolivia's banks
to begin to become financially solvent again.

2. Impact of Hyperinflation

During the hyperinflationary period, the rate of inflation served
to reduce the real levels of overhead at the banks. This reduction in
personnel costs and operating expenses had the immediate effect of
encouraging banks to expand their branch operations. In fact, during the
hyperinflationary period, many banks increased personnel, expanded their
branch networks, and embarked upon capital expenditure programs such as
the purchase of computer systems and the construction of new premises.

In August 1985, when the N.E.P. was put into effect, and high
inflation was brought to halt, speculative demand for local currency
dried up, and money supply growth was curtailed. As prices readjusted
closer to worldwide levels, the Bolivian banks found themselves caught in
a situation where:

Total assets had declined to a fraction (one tenth) of
pre-inflation levels. Earning assets had been decimated.

Excess personnel and branches were generating expenses out of
proportion to the earning assets of the banks.

Real estate purchased during the hyperinflationary years as a
hedge against inflation became a drag on profitability, as
real estate values weakened. Revalued real estate assets, not
producing daily income on the profit and loss statement,
became an important negative factor affecting bank
profi tabili ty.

With hyperinflation, even though interest rates were negative,
banks could continue to produce profits as long as they were able to
obtain a positive spread large enough to cover overhead and operating
expenses. Inasmuch as overhead and operating expenses had dropped
dramatically in real terms, banks survived fairly well in spite of the
fact that inflation was rapidly eroding the real value of total assets,
liabilities and capital of the banks. In 1986, rising real costs and
diminished earning assets put a tremendous squeeze on the ability of the
banks to remain profitable.
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3. Severe Undercapitalization

As a direct result of the hyperinflationary period. Bolivian
banks are now severely undercapitalized. This has occurred due to actual
operational {loan} losses and the restructuring of capital accounts
through increasing revaluation reserves. In the latter case. banks
revalued fixed assets purchased during the inflationary period and
reported these theoretical increases in market value as an increase in
capital.

While it is recognized that the revaluing of fixed assets is a
fairly common and accepted accounting principle in Latin America. the
Bolivian banks utilized this accounting mechanism to the extreme. This
type of revaluation reserve should not be considered egual to actual
paid-in capital or retained earnings because real estate must be sold to
generate cash. This is particularly important in the case of a bank (as
opposed to manufacturing corporations. for example) as the capital of a
bank is used to support its lending operations. The condition of the
capital account is the measure of a bank's financial strength and ability
to withstand losses in its loan portfolio.

The capital structure of Bolivian banks is particularly weak.
Out of a total reported capital base of US$42.8 million. US$37.5 million
is "capital" from revaluations. Conversely. actual paid-in capital.
representing the shareholders' direct risk capital. is only US$3.9
million or 10.4 percent of total capital. When the recent profitability
trends of the banking system are analyzed. it is disturbing to realize
that the system reported total losses of US$3.8 million for 1986. When
this is combined with accumulated losses of US$5.6 million for past
periods. it can be seen that the Bolivian commercial banks have lost 22
percent of their reported capital over the past three years. If one
considers only paid-in capital. the system has actually lost these funds
more than 2.4 times in the same period.

Given that inflation for 1986 is estimated to have been between
35 and 65 percent. the banks' decision to maintain large real estate
holdings through 1986 is understandable. One expects that with continued
economic stability in 1987. the banks are already beginning to liquidate
these assets. Nevertheless. this does not alter the fact that currently
bank "reserves" are excessively invested in real estate. This situation
is aggravated by the fact that the market value of these assets appears
to have declined during 1986. and the values now reported on their books
may be higher than the actual cash their sale will generate.

4. Cost Structure of Commercial Banks

For the 12-month period ending December 31. 1986. total operating
expenses of the banking system as a percentage of average total earning
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assets was slightly in excess of 13 percent p.a. This is a significantly
high number because it implies that, on average, banks must make a gross
spread on their earning assets in excess of 13 percent p.a. in order to
produce a profit.

The table below lists the banks in order of efficiency of their
operating cost structure.

TABLE 1

Operating Costs as a Percentage of Earning Assets

Total Earning Total Costs as a
Bank Assets 1. of Earning Assets

(US$OOO equivalent)

Banco de Cochabamba 35.433 7
Banco Hipotecario 23,884 9
Banco de Santa Cruz 47,929 11
Banco de la Uni6n 23,088 11
Banco de La Paz 17,414 13
Banco Boliviano-Americano 26,394 14
Banco Nacional 26,922 16
Banco de Credito Oruro 29,207 16
BIG Beni 16,372 16
Banco Kercantil 19,329 17
Banco de Potosi 7,425 21
Banco del Progreso Nacional 4,958 26

There are two interesting conclusions to be drawn from the above
table.

a. There does not appear to be much deviation in spreads among
the banks. In general. most of the banks are within two to three
percentage points of the average (13 percent).

b. In general, it appears that the larger banks can operate with
proportionately lower operating expenses. This indicates that most banks
in the system need to achieve greater economies of scale in their
operations. Although all banks have been severely affected by real
increases in administrative and operating expenses, the larger banks have
been able to adjust in response to asset shrinkage.

Through interviews with bankers, it was learned that the banks
initially reacted slowly to cut costs following the implementation of the
N.E.P. Only when the seriousness of the cost increases became evident in
the beginning of the second quarter of 1986 did banks begin to cut costs
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by closing mini-branches and reducing staff. Some banks reported staff
reductions of 40 to 50 percent. Nonetheless, the impact of
administrative and operating expenses on the Bolivian banks remains quite
severe.

TABLE 2

Qperational Costs of Bolivian Commercial Banks
(US$OOO equivalent)

(for the year ending 12/31/86)

Total Personnel Expenses $13.6 million
Total Income $85.9 million

Total Personnel Expenses $13.6 million
Total Expenses $88.8 million

Total Administrative Expenses $12.8 million
Total Income $85.9 million

Total Administrative Expenses $12.8 million
Tota] Expenses $88.8 million

:: 16%

:: 15'70

:: 15'10

14'70

These extremely high cost structures are the most important
factor in the decision of the banks to maintain high spreads. At this
point, it is not likely that the banks can realistically cut expenses
much further. Clearly, the effort to reduce costs as a percentage of
earning assets will have to be based on increasing assets back towards
pre-1982 levels. Cost reductions, while important to overall bank
profitability, do not appear to be the key to revitalizing the banks,
although they continue to be important. Rather, the key is to reach
higher operating levels where economics of scale can allow them to reduce
their spreads to a level of 3 to 5 percent.

5. Spread Management

Almost half of Bolivian commercial banks are currently reporting
operating losses. This is an alarmingly high level of unprofitable
institutions in any system. In comparing the operations of the
profitable and the non-profitable banks, the most striking differences in
their operations can be seen in the management of interest rate spreads.
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The table below illustrates the relationship between
profitability (Return on Equity) and gross spread (Net Revenue) as a
percentage of earning assets.

TABLE 3

Profi tabili ty and Gross Spread

Profi t- Profit- Gross spread
abili ty ability as a 'I. Earn-

Bank Ranking ROE ing Assets

Banco del Progreso Nacional 1 52 44.2
Banco de la Union 2 37 15.2
Banco Hipotecario 3 27 14.5
BIG Beni 4 9 17.1
Banco Hercantil 5 5.3 19.3
Banco de Santa Cruz 6 2.1 11.5
Banco de La Paz 7 1.2 13.8
Banco de Credito Oruro 8 (.4) 4.8
Banco de Cochabamba 9 ( .8) 7.5
Banco Nacional 10 <7.7) 2.8
Banco de Potosi 11 (11. 2) 1.3
Banco Boliviano-Americano 12 (11.9) 12.4

Clearly, there is a very close relationship between overall
profitability and spread management. It is apparent that current cost
structures require a break-even spread of 11 to 13 percent. All banks.
with the exception of the Banco de Santa Cruz, reported losses when gross
spreads were below 13 percent.

6. High Delinquency Rate/Non-Performing Loans

While there are many financial indicators which are useful in
assessing the financial health of a banking institution, by far the most
important are quality of loan portfolio and profitability. Few banks get
into serious permanent difficulties because of deficiencies in their
liquidity structure (an indication of a bank's ability to meet depositor
obligations) or deficiencies in their capital structure (an indication of
a bank's ability to withstand sudden unexpected losses) unless they are
concurrent~~havingdifficulties producing a real profit .
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One of the difficulties in assessing a bank's profitability is
that there are a myriad of ways that its management can disguise losses
through manipulation of the bank's asset portfolio. Indeed, by rolling
over past due loans or by accruing interest on non-performing credits,
banks can appear to be generating profits while they should, in fact, be
reporting losses.

By law, all banks are reguired to cease interest accruals on
loans classified as "past-due in execution." This loan classification
includes all loans past due 30 days or more. There is considerable doubt
that the banks are accurately reporting this loan category, and they may,
in fact. be rolling over many short-term loans and capitalizing interest
payments due. The extent of this practice cannot be accurately
determined without an in-depth audit and portfolio examination.
Nonetheless, the banks' own financial statements report an extremely high
percentage of non-performing loans. The industry average of
non-performing assets to total assets was 17 1/2 percent for the period
ending December 31, 1986.

Generally, a bank whose portfolio has deteriorated to the point
that its loans are no longer producing' income will necessarily register
lower gross spreads. The table below shows the ranking of the banks
based on the apparent guality of their loan portfolios as measured by
their past due indicators.

TABLE 4

Portfolio Quality

~ of Portfolio Past Due

Banco de Credito Oruro
Banco Nacional
BIG Beni
Banco de Cochabamba
Banco Boliviano-Americano
Banco de Potosi
Banco Hipotecario
Banco Mercanti!
Banco de La Paz
Banco de Santa Cruz
Banco del Progreso Nacional
Banco de la Uni6n

65
27
24
22
20
14

9
7
6
5
5
5

..
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There is a real cost to a bank (carrying cost) when it has to
continue to fund a non-performing loan. A quick analysis of this
carrying cost shows that the total past due loans for the Bolivian
commercial banks totalled US$27.9 million at year-end. This represents
approximately 10 percent of the total loan portfolio in the system. The
system average cost of funds (as of December 31. 1986) was 16.6 percent
p.a. for US dollar loans. As a result. the annual average cost to carry
these non-performing loans would be approximately US$4.63 million. This
figure represents 5 percent of the total income of the system and 9.5
percent of the banks' total interest expenses for the year. Obviously.
an improvement in the quality of the loan portfolio would have an
immediate positive impact on the banks profitability.

Loan loss reserves are not clearly reported on most bank
financial statements and are normally included in the gross total of
other liabilities. Further research of loan 1055 reserve levels shows
that with the possible exception of Banco Nacional these reserves are
totally inadequate.

TABLE 5

Loan Loss Reserves

Banco de Credito Oruro
Banco Nacional
BIG Beni
Banco de Cochabamba
Banco Boliviano-Americano
Banco de Potosi
Banco Hipotecario
Banco Mercanti!
Banco de La Paz
Banco de Santa Cruz
Banco del Progreso Nacional
Banco de la Uni6n

"I. of Portfolio
Past Due

65
27
24
22
20
14

9
7
6
5
5
5

"I. Loss Reserves
to Total Portfolio

1.5
19.23

.04
1.11
3.22

.76

.69
1.11

.40
1. 24

.59

.29

It is obvious that the Bolivian banks must increase their loss
reserves to more prudently cover the potential losses from their past-due
portfolio. This will be an additional cost to the banks' operations and
illustrates the extremely weak structural condition of the Bolivian
banking system.
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7. Inefficient Use of Borrowed Resources

The greater the proportion of a bank's sources of funds invested
in its loan portfolio as opposed to other non-earning assets, the greater
its earning efficiency. As a worrisome corollary to the above, any bank
with a significant disparity between sources (deposits) and uses (loans)
and which is concurrently losing money may be showing that disparity
beca~se its fund sources are being incorrectly utilized to defray current
operating expenses.

A study of the deposit and loan structure of the Bolivian banking
system yields the following data:

TABLE 6

Loans as a Percentage of Deposits

Net Sources Minus Uses
(Deposits Minus Loan Portfolio)

(U8$000 equivalent)

"10 of
Total Sources

Banco de Credito Oruro 5,705 31
Banco Boliviano-Americano 15,902 39
Banco de La Paz 4.255 27
Banco de Potosi 2,008 30
Banco de la Uni6n 6,004 23
Banco Mercantil 6.921 28
Banco Hipotecario 4.326 21
Banco de Cochabamba 4.690 26
Banco de Santa Cruz 1,944 5
Banco Nacional 7,567 25
BIG Beni 6,922 42
Banco del Progreso Nacional (109) 0

This analysis shows that there are dramatic differences in the
financial structure of the banks. Many banks have significant gaps in
their loan-to-deposit structures. From this data it appears that
Bolivian banks are using their growing deposits in several contradictory
and non-productive ways.

The table below also shows a wide disparity in the asset
composition of Bolivian banks.
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TABLE 7

Non-Earning Assets
as a Percent of Total Assets

Bank

Banco de Santa Cruz *
Banco del Progreso Nacional
Banco de Potosi
Banco Mercantil
Banco Hipotecario
Banco Boliviano-Americano
Banco Nacional
BIG Beni
Banco de La Paz
Banco de Credito Oruro
Banco de la Uni6n
Banco de Cochabamba

Percentage

60
57
51
51
50
44
42
39
39
36
33
23

* It is probable that Banco de Santa Cruz's unfavorable ranking
(above) is the result of almost US$32 million which this bank has in
"Other Cash" and "Other Assets." It is believed that a substantial
portion of these assets are supporting the operations of the bank's
Panamanian affiliate and as a result the bank's local earnings may
be understated because the earnings from these assets are. in fact.
accruing to the affiliate.

Clearly, the smaller banks, (Progreso and Potosi) and the
medium-sized banks (Mercantil, Hipotecario and BIG Beni) will have higher
percentages of their total assets invested in fixed assets (buildings and
equipment). As these banks are able to increase their earning assets and
grow to a size that will permit economies of scale they should be able to
invest more and more of their deposits in earning assets. In a normal
economy, larger banks such as Banco Nacional. Banco Boliviano-Americano
and Banco de Santa Cruz should be performing much more efficiently than
is indicated by the data above.

The figures nonetheless show that the banks are operating
extremely inefficiently. In order for the banks to be able to reduce
spreads to the 3 to 5 percent level, higher proportions of their total
assets must be invested in earning assets.
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8. Swap Activities and Dollar Dependency

The Bolivian banks once again find themselves operating in a free
exchange market which allows them to take in dollar-denominated deposits
and extend credit which is also dollar-based. There is a difference
between interest rates on dollar-based and local-currency-based
transactions. Deposit growth has been significant over the past 18
months; however, over 70 percent of this growth has been in dollar or
dollar-equivalent deposits. Deposit and loan rates also vary
significantly between dollar and local currency transactions. This
phenomenon has allowed the banks to engage in "exposed swap activities"
within their portfolios.

Currently, a Bolivian bank generating sources of funds (deposits)
in US dollars and lending in bolivianos can increase its profitability by
attracting its sources at the lower interest rate paid on US dollar
deposits and making loans at the higher lending rate in bolivianos. In
this case. the bank runs the risk of suffering an exchange loss in the
event of a devaluation. Conversely, if a bank primarily generates its
sources of funds in bolivianos by paying the higher rate of interest on
boliviano deposits and makes loans in dollars at a lower rate of
interest, then the bank is sacrificing its profitability on a day-to-day
basis. As a result, the bank's overall loan spread will be low.
However, in the event of the devaluation of the boliviano, the bank is in
a position to make a substantial foreign exchange gain.

Both swap transactions described above have advantages and
disadvantages depending upon whether or not there is, in fact, a
devaluation. Prudent banking practices generally call for not engaging
in such uncovered swaps and reducing exchange risk by matching assets and
liabilities in each currency. Because there has been such a growth in
dollar-denominated deposits, it appears that several banks are in fact
engaging in the dollar deposit and peso loan swap activity described
above.

As Bolivian banks continue to show significant deposit growth,
their increasing dependency on dollar-denominated funding sources holds
the potential for future problems. As of December 31, 1986, dollar
deposits and local currency deposits with dollar value guarantees
accounted for 65 percent of the total deposits in the private commercial
bank sector. In some banks, notably Banco Boliviano Americano and Banco
de Santa Cruz, this ratio is 72 percent and 94 percent, respectively,
which is an extremely dangerous position to maintain in a country that
does not produce significant foreign exchange in the legal private
sector. The common notion that these banks are recapturing flight
capital is not as believable as the theory that most dollar deposits
currently generated are in fact funds that have not yet left the country.
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Most of the Bolivian banks appear to have been matching their
assets and liabilities by currency of exposure, i.e., dollar sources of
funds are being used to fund loans in dollars, and boliviano sources are
being used to fund loans in bolivianos. In thlS way. banks can
theoretically maintain a hedged position. In the event of a devaluation.
losses resulting from relative increases in the value of
dollar-denominated bank liabilities should be offset by equivalent
increases in the values of dollar-denominated assets. The fallacy in
this theory comes about when the devaluation impact on dollar borrowers
is so great that they cannot generate sufflcient local currency income to
pay back dollarized debt at the new exchange rate. Loan defaults are
likely to occur, and simultaneously the banks can find themselves unable
to meet dollar deposit obligations in a timely manner.

Although deposit rates have declined significantly over the past
year, Bolivian banks are still "buying" dollar deposits by offering
extremely high lnterest rates. Currently, deposits in dollars earn
between 1.2 to 1.5 percent per month which is approximately three times
the dollar rate in the international market. These rates are for
short-term deposits (30 to 60 days), as depositors and investors continue
to be unwilling to accept the longer-term political and financial risks
of Bolivia. Consequently, banks have ceased virtually all term lending
and are at best only marginally satisfying the credit demands of the
country with very high cost, short-term working capital loans. Several
banks are reporting significant commission income from fees charged each
time these short-term credits are renewed.

The net result of this double-edged sword of high interest rates
on short-term deposits and expensive short-term credits is an extremely
fragile financial system which could further deteriorate or even collapse
with any major shift in economic performance. The deposit base is highly
volatlle and rate sensitive. Deposits could dissipate rapidly. Loan
portfolios are of suspect quality because the relatively high cost of
borrowing tends to drive away all but marginal borrowers or related
corporations If there is a major devaluation, borrowers may not be able
to repay their dollar loans at a new exchange rate. In the worst-case
scenario. all the elements exist for another dedollarization of the
financial system.

298L
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P'09'OR\ or Sector Goal. The brooder oblectlve to
whICh Ihl5 prolect cO<IlrlbutO$:

To lJl1PI"ove the performance of
BollVla 's flnanclal sector.

Moosures of GOQI A.chievement·

lncreased danestlc saVJD3s
rn Frnanclal System
rncreased term lerxhng to

prlvate sector fums
- better flnanclal sector
- pollcles

ICls well regulated
- Better functlCllrng ICls

Better functlOrllng OCB

ICI auchts
EvaluatlOOS of operatloos of
financlal sector
BDIF and SUpermtendency records
Baselme l.nformatl.on and bench
marks to measure the proJect
ccntnbutl.ons towards the goal
Wl.ll be establlshed shortly
after the start of ProJect
:unplementatlCll.

Auumpllon. for Qchieving gool torgets:

- Banklng law, l.£ reqw.red, wl.ll
be passed

- poll.tl.cal stabl.ll.ty
- GOB econouuc poll.Cl.es

stay rn place
- WB and IDB proJects successful
- GOB makes fJ.nancl.al sector

polley cholceS l.n tJJlle1y fasluon
leIs resporxJ to NEP""9enerated
q;portUnl.tles

- publlc regaJ.ns ccnfl.dence rn
ICls

- successful WB and lOB
proJects wlll lead to
closlngJreorgaruzatl.on
of publlc sector banks

-:;
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IMPORTAUT ASSUMPTIONS

-V,\

Pro.ect Purpo5e:

To llIlProve the effectlveness of
Bol1Vla's pr1vate sector fLnanC1al
l.nst1tutl.OAS, and to l.ncrease prl
vate sector partiClpatlon In £1
nanclal sector polley formulation.

Cond'hon5 that will IndICate purpose hos been
ami_ed- End af proiect status.

- l.lIIproved loan analySl.S ani
DaUtarlllg, uore dePOSlts,
l~ transactlCl'l costs, W1der
qJerat1ClnS (geograpl1C and
cl1ents), bl.gger loan port
fol1.os. closer adherence to
ban)m~ regulat1ClnS and sound
banking practlces, 1lIIprO\1ed
q:eratlClnS of lCIs, regular
accurate aooits.

- dePOSl t lnsurance schem:e
funetlonmg •

- strooger A9:>Bo'N.
- FIt: operatmg well.
- Re:JUlar IC1vate-publlc polley

dlSCUSS1ClnS and better under
standlIlg/acceptance of f1nancl.al

- sector poll.Cles.

ICI aoo1.ts.
Dep:lS1.t lnsurance schellle records.
Bank CXlIlSOl1.datlon records.
ASOJ3AN reports, act1.Vlty

evaluatlClnS.
IlEA <XA1rse records.
Pol1ey semUlar and meetlllg records.
ProJect evaluatlons.

AssumptlOfts for aeluevmg purpose:

staffs am exeeut1.ves of leIs
resp:>nd to trauun:J.
publl.c resp::lllSive to savlngs
caJ!Fa1gns.
Banks W1.l1J.n3 to take CCIl
SOl1.datlOll measures and
mcxhfy operatlons.

- Banks resp::lllSlve to 1I&lBlW
programs.
SElIII1l1iirS, research lead to
inproved polley measures.
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NARRATIVE SUMMARY

Ou'puts.

FIC establ1shed
ICI offu:ers tralJled .

FTC courses held

SaVIDgs lIObJ.llzatlon cam-
paJ.gns (FElOCRE) •

new ASOPAN servlCes lJIltJ.atErl
external bank auchts done
BDIF estab1J.shed
semJ.nars
Stlll:lJ.es
po1J.cJ.es J.JDPleuented
caP1tal markets stOOy
capJ. tal market lnstruments

developed

OBJECTIVELY VERIFIABLE INDICATORS

MagnItude of Outputs:

(X)
(1,300)

(68)

(3 to 5)
(6)

(21)
(x)

(12)
(13)

(3 to 12)
(1)

(1 to 5)

MEANS OF VERIFICATION

Fl'C course records

savmgs camp,ugn records

AOOBAN program reports
External aucht reports
Legal documents for deposJ.t

J.nsurance scheIre
Semmar, researCh and tra1nmg

dOClIlllents

IMPORTANT ASSUMPTIONS

Assumptions fOf' achlevmg outputs:

- bankmg law or SUpreJDe
Decree passed.

- IDEA keeps functJ.cm.ng well

J.nputs avaJ.lable OIl tl.llle
- savwgs md:>J.li:zatJ.OIl cam

paJ.gns well desJ.gned
- goo::l auch t fJ.nns contracted

on tl.llle
- bank records are llUJUJDally

adequate for audJ.ts
- qualJ.f1ed depos1t

msurance staff fOUIXi.
- SUperwte0:3enc1a restarted
- professors, students mte-

rested and ava11able for
researCh

- ICls release employees for
traJ.nJ.ng and pay part of
cost •
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NARRATIVE SUMMARY

Inputs:

OBJECTIVELY VERl-F1ABLE INDICATORS

Impl"tnOnlotlon Tocget (Type cmcI QUQ\hly)

MEANS OF VERIFICATION IMPORTANT ASSUMPTIONS

Assumptions for provId,ng mput.:

~'-
~"

I. IDIF
a:-T.A. (48 p.m.)
b. B&lk AtrlJ.ts
c. capl.tal1zab.on
d. cperatJ..ng Costs
e. camrxh.tJ.es
f. Staff Tral1Ung

II. PIC
a:-T.A. (36 p.m.)
b. Course Costs
c. Staff Tl:allUng
d. cperatJ.ng Costs
e. CCItm:xhtJ.es

III. ASCJ3AN Serv1ces
a. T.A. (18 p.m.)
b. Staff 'l'ralIlUlg
c. cperatmg Costs
d. o:mrodJ.tJ.es

IV. Sav1n3s M:bl.l1zatJ.on
a. T.A. (49.5 p.m.)
b. Staff Tl:allUng
c. CperatJ..ng Costs

V. PolJ.cy Jeseareh an::l AnalySl.S
a. T .1'.. (12 p.m.)
b. CamOdl.b.es
c. Sem1.nar/Research Cost

VI. Other Costs
a. EvaluatJ.ons and Aud1ts
b. ProJect COordl.natDr (36 p.m.)
c. T.A. Cluef of party (36 p.m.)
d. COnt1ngenc~e.,

Total

AID
($000)

1,032
243

40
54

677
561

45
79
80

316
30

47

711
12

107
27

585

130
324
706
394

0,200

roB

188
26,014
1,327

484

60

308
5

70

17

172

28,645

Pro)ect a.ocount.J.ng records.
ProJect auh.ts.

1\lD, GCB an::l pnvate sector
fun::3s av.ulable for the ProJect.



F-..NNEX C

COST ESl'IMATE DEI'AILS *

I. BOLIVIAN DEPOSIT INSUIWG: FUND

A. Technical Assistance.

1. Short- aM long-term Technical Assistance

one long-term, two-year advisor will be provlded as well as 24
person months of short-term assistance under an lnstitutlonal contract.
salary is calculated at $69,976 per year ($269.14 per day) for ecth
long-term and short-term advisors. A multipler of 3 has been appllea to
base salar.¥ costs.

Total costs for the long-term advisor have been calculated as
follows:

salary
OVerhead
Benefits
Post Differential
Education, Housing, 'lOA
Transportation of HHE
Travel and Per Diem
Other Direct Costs
Fixed Fee

Total

139,952
279,904

10,000
34,988
40,000
23,000
12,000
5,000
5,000

549,844

For short-term technical assistance eight round-trip alrfares
at $1,500 each ($12,000) have been calculated along Wlth $50,370 In per
diem (730 days x $69.00/day).

2. Bank Audits.

Audits of all Bolivian banks have been calculated at
$750,000. AID will finance 75 percent, $562,000, of the total cost of
the audits. This $562,000 has been dlvlded between the Agrlbusiness ana
Artisanry Project (511-T-060), $320,000, and this ProJect, $242,500. 'The
remaining 25 percent, $187,500 (which represents the approxlmate cost of
the audits of the state banks) WIll be hnanced by the GOB.

* All figures In the consolldated tables and In the supportlng tables
have been rounded to the nearest one-hundred.
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B. Training.

'!\oIO trips to Washington, D.C. for two people per year for three
years are budgeted. Airfare is projected to be $3 ,000, course costs
$6,300 and per diem $4,700 ($112/day x 21 days x 2).

Also included are three Latin American trips proJected. at $4,000
each for three years beginning in year 2.

c. Project Operating Costs.

A total of $1,127,254 fer four years of staff salary and benefits
have been calculated. Initial staff salaries are as follows:

1 Fund Director
1 senior Financial Anc:lyst
4 Financial Analysts, $15,500/yr each
1 Controller - Investment Officer
1 Accounting clerk
1 Corporate Attorney
2 secretaries-Administrative

Assistants, $7,OOO/yr each
1 Messenger

$ 4O,OOO/year
35,OOO/year
62,000/year
17,OOO/year
10,Ooo/year
25,OOO/year

l4,OOO/year
2,0CIJ/year

$205,OOO/year

salary and benefits are projected t6 increase at 15 percent per
year as llOre staff is hired. Pent has been calculated at $61,250
($15,313 per year). General and Mministrative costs (G&A) are
calculated at $10,208 per year or $40,833 over the life of the
COIuponent. Travel has been calculated at $9,000 per year or $36,000 over
the life of the cal'lfCll1ent. Legal services are calculated at $6l,25U.

D. ConltKxUties.

Office fumiture and office equipnent are to be prOVided for a
total of $10,000.

Twe microcouputers with software are to be provided at $5,000
each. Approximately $20,000 will be utilized to obtain technical
assistance to establish a1-line operating procedures as well as follcw-up
systems development.

E. Capitalization.

A total of $26,014,000 is projected over the four-year lIfe of
the component. '!his conslsts of a GOB loan of $500,000 and Insurance
premiums from the member banks of $25,514,000 mInus $1,326,587 (BDIF
ope~ating costs).
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II. FlNAOCIAL TRAINIOO CEm'ER

A. Technical Assistance.

One long-term, two-yea.r advisor will be provided as well as 12
person months of short-term technical assistance under an lnstitutional
contract. salary is calculated at $69,976 per year ($260.l4/day). A
multiplier of 2.4 has been applied to base salary costs.

Total costs for the long-term advlsor have been calculated as
follows:

salary
Overhead
Benefits
Post Differential
Education, Housing, 'l'QA
Travel and Per Diem
Transportatlon of EHE
Other Direct Costs
Fixed Fee

Total

139,952
195,933

10,000
34,970
40,000
12,000
23,000

5,000
5,000

465,855

•

For short-term technical assistance, salaries have also been
calculated at $269.14 per day. In addition, 12 round trips have been
estimated at $18,000 ($1,500/trip) with per diem at $25,185 (365 x $69.00)

B. Staff Training.

Three trips per year at $S ,000 per trip have been calculated over
the three-year period: $5,000 x 3 = 15,000 x 3 = $45,000.

C. Course Delivery COsts.

1. Course - Related Costs

Each course has three cost canponents, as follOlNs:

IDEA Overhead. 'nle total overhead expenses of IDEA (salaries
of administrative staff, administrative expenses, such as statlonery,
telephone, depreciatlon of furniture and equipment, insurance and rent)
were allocated to all courses offered by IDEA, includlng those to J:::e
offered by the FI'C, based on the duration of each course, 1n number of
hours. 'Ille total overhead expenses of IDEA were calculated as $511,504
and the total nUI'Clt'er of l1uUrs estimated at 3,000. Overhead cost per hour
is therefore $170.54. 'I\venty percent of thls cost per hour has been
applied to FTC courses, for a total of $34.10 per course hour.



Delivery Costs. This is the actual cost charged by the
csrporation, firm, or consultant for the delivery of a course. It
includes instructor time, original course materials, cases, slmulations,
and all per diem and travel expenses. Delivery costs are based on rates
currently charged for internatiooal semnars by corporations such as
Systema. Inc. in Puerto Rlco, Banco Internacional de COlombia, and
Citibank.

Other Operating Expenses. 'll1ese are miscellaneous costs such
as duplication of materlal, readings, PJrchase of texts, binders, and
necessary ~aterials, coffee service, social activities at openlng and
closing of courses, advertIsing, etc. Based on historical data available
at IDEA and the canplexity and duration of the courses, we have estlmatea
a total of $74 per partIcipant per course.

YEAR 1- OOURSE cosrs

Senior-level (5 offerlngs)

Fixed. costs (120 hours x $34.10)
Delivery costs ($20,000 each)
other (75 participants x $74)

$ 4,092
100,000

5,550
$109,642

'!he following is an estimate of the breakdown of the costs
charged by firms or CCIlsultants for delivery of senior-level
courses in the first year:

-salaries (2 instructors, 10 days $270 p/day)
-OVerhead
-Travel
-Per diem
-Preparation of material at ADs
-Other Direct Costs

Mid-level (10 offerings)

Fixed costs (400 hours x $34.l0)
Deivery costs ($15,000 each)
Other (200 participants x $74)

$ 5,400
6,480
3,000
1,380
2,500
1,240

$20,000

$ 13,640
150,000

14,800
$178,440

The following is an estimate of the breakdown of the costs
charged by firms or consultants for the delivery of mid-level courses 1n
the first year.
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-salaries (2 instructors, 8 days $270 p/day)
-OVerhead
-Travel
-Per diem
-Preparation of material at HQs
-other direct costs

Lower-level (10 offerings)

Fixed costs (480 hours x $34.10)
Delivery costs ($10,000 each)
other (200 participants x $74)

:6 4,320
5,184
3,000
1,104
1,000

392
$15,000

:!> 16,36b
100,OUO

14,800
$131,168

'!he following is an estimate of the breakdown of the costs
charged by firms or consultants for the delivery of lower-level courses
in the first year.

-salaries (2 instructors, 7 days, $190 p!day)
-<Nerhead
-Travel
-Per diem
-Preparation of material

Total course costs in Year 1 are $419,250

:I; 2,660
3,192
3,000

966
182

$10,000

The delivery of tht courses will be done 100 percent by an
outside firm or consultant during the first year. AID will pay 75
percent of the total costs or $314,438. IDEA will pay 25 percent of the
total costs or $104,812.

YEAR 2 - COURSE cosrs

senior-level (4 offerings)

Fixed costs (120 hours x $34.10)
Delivery costs ($10,100 each)
other (75 participants x $74)

$ 4,092
40,400

5,550
$ 50,042

The followJ.ng l.S an estl.mate of the breakdown of the costs
charged by firms or consultants for the dell.very of senl.or-level ccur:.:;es
in the second year:

-salaries (2 instructors,
1 foreign, 1 lOcal, 10 days, $150/day each

-OVerhead
-Travel
-Per diem
-Preparatlon of materlal
-Other

$ 3,000
2,400
1,500

690
LOGO
1,510

$ 10,100
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~tid-1evel (11 offerings)

Fixed costs (400 hours x $34.10)
Delivery costs ($7,280 each)
Other (200 participants x $74)

$ 13,6<10
80,080
14,800

$108,520

'!he following is an estimate of the breakdown of the costs
charged by firms or consultant3 for the delivery of mid-level courses l~

the second year:

-salaries (2 instructors,
1 foreign/l local, 8 days $lSO/day

-OVerhead
-Travel
-Per diem
-Preparation of mterial

lower-level (10 offerings)

Fixed costs (480 hours x $34.10)
Delivery costs ($4,020 each)
Other (200 participants x $74)

$ 2,400
1,920
1,500

552
908

$ 7,280

$ 16,368
40,200
14,800

$ 71,368

The following is an estimte of the breakdown of the costs
charged by firms or consultants for the delivery of lower-level courses
in the second year:

-salaries (2 instructors,
1 foreign, 1 local, 7 days - $9O/day each

-OVerhead
-Travel
-Per dIem

TOtal course costs for Year 2 are $ 229,930

$ 1,260
840

1,500
420

$ 4,020

The delivery of the courses will be done 100 percent by an
outside firm or consultant, using a combination of foreign and local
instructors as available. '!his is the reason we have budgeted lower
delivery costs. AID will cover 50 percent of the total course costs or
$115,150.
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YEAR 3 - CCtJ:RSE coors

senior Level (3 offerings)

Fixed costs (72 hours x $34.10)
Delivery costs ($5,400 each)
other (45 participants x $74)

$ 2,455
16,200
3,330

$ 21,985

The following is an estimate of the breakdown of the costs
charged by firms or consultants for the delIvery of senior-level courses
in the third year:

-salarIes {2 instructors-lO days, $lOOjday
-coorse material
-other

Mid-level (8 offerings)

Fi~ed costs (320 hours x $34.10)
Delivery costs ($4,380 each)
other (160 participants x $74)

$ 2,000
2,000
1,400

$ 5,400

$ 10,912
35,040
11,840

$ 57,792

'!he following is an estimate of the breakdam of the costs
charged by firms or consultants for the delivery of mid-level courses in
the third year:

-salaries (2 instructors-IO days,$100jday
-course material
-other

Lower-level (7 offerings)

FIXed costs (360 hours x $34.10)
Delivery costs ($2,520 each)
other (140 participants x $74)

$ 2,000
$ 1,000
$ 1,380
$ 4,38C

$12,276
17,640
10,360

$40,276

'the following is an estimate of the breakdown of the costs
charged by firms or consultants for the delivery of lower-level courses
in the thIrd year:

-salarIes (2 instructors-IO days, $SO/day each
-COurse material
-<)ther

Total course costs for year 3 are $120,053

$ 1,600
800
120

$ 2,520
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The delivery of the courses will be dale 100 percent by local
firms or consultants using foreign instructors as required.

AID will pay 30 percent of the total course costs or $3b,02l.
IDEA will pay 70 percent of the total course costs.

2. CaJrse Revenue

('..curse revenue has been proJected for the 11fe of the proJect
as £o11""s:

YEAR 1

5 senior Level Programs x 15 participants x $500
10 Mid-Level Programs x 20 participants x $400
10 lDwer-level Programs x 20 participants x $300
OUtplt: 25 offerings/475 participants
YEAR 2

4 senior Level Prcgrams x 15 participants x $500
11 Mid-Level Programs x 20 participants x $400
10 laYer-level Programs x 20 participants x $300
~tput: 25 offerings/480 participants

YEAR 3

3 senior Level Programs x 15 participants x $500
8 Mid-Level Programs x 20 participants x $400
7 Lower-Level Programs x 20 participants x $300
OUtput: 18 offerings /345 participants

Total Revenue

$ 37,500
80,000
60,000

$177,500

$ 30,000
88,000
60,000

$178,000

$ 22,500
64,000
42,000

$128,500

$48.1.,000

D. Fn': Operating Costs.

Total operating expenses for the FI'C are calculated at $138,913
of which AID will pay $78,872 and IDEA $60,041. Staff salaries are
calculated as follows: 1 Academic Director $19,500; 1 F>.cademic Asslstant
$13,000; 1 Secretary $3,900 and 1 logistics clerk $1,950. These salaries
reflect current salary levels at IDEA. An annual increase of 4 percent
is assumed. other operating costs include travel and per dlem ($9,600
over the life of the project) stationery, lnsurance, and mlscellaneous
costs for a total of $19,200.

E. CoIlllt'Oditi es•

Furniture for additional staff has been calculated at a flxec,
one-time cost of $10,000. Ten microcomp.Jters with software have been
calculated at $5,000 each for a total of $50,000. Llbrary materlals
consisting of case studies, testing materials, and teaChing aids have
been calculated at a fixM, one-time cost of $20,000.
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I II. ~C::OBAN

A. Technical Assistance.

Short-term technical assistance for a penoo of 18 person rronths
under an institutional contract is planned. salary is calculated at
$269.l4/day. A multiplier of 2.4 has been applied to base salary costs.
Eighteen trips at $l,500/trip are budgeted at $27,000 per diem IS
calculated at $37,260 ($69.00 x 540).

B. Training.

A total of $30,000 has been budgeted for ASOBAN staff train~ng.

'lWo trips per year at $5,OOO/year are calculated over the three-year hfe
of project to visit u.s~ and Litin American bankIng associations.

c. Project ~ating Costs.

'n1e following table details the cost of cperating the six new
services of AOOBAN:

102,521 106,623 307,724

Service

1- central Information

a.Manager
b.Programmer

2. Economics Unit

EconomISt

3. Check Clearins

1 Professional

4. ~l Unit

Lawyer

5. Personnel selection

Half-TIme Professlonal

6. LIbrary

P~lf-Time ProfessIonal

Tot a 1

Year 1

19,080
12,720

19,080

12,720

19.080

7,950

7,950

98,580

Year 2

19,843
13,228

19,843

13,228

19,843

8,268

8,268

Year 3

20,637
13,757

20,637

13,757

20,637

8,599

Total

59,560
39,705

59,560

39,705

59,560

24,877

24,817
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unit costs are calculated to include 94 percent for salary and 6
percent for operational support such as stationery, mail, supplies,
insurance, etc. For example, in Year 1 the staff lawyer salary IS
$18,000 and $1,080 is for operational support. For Years 2 ana 3, an
inflation rate of 4 percent has been calculatErl.

D. Commcdities.

Four microcomputers at $5,000 each are to be provided to the
Central Information, Economics and C1eck Clearing units. In addition,
$12,000 has teen included for telecommunlcations lOOdem equlpnlent for the
individual microcomputers.

IV. SAVIN3S MOBILlZATlOO

A. Teclmical Assistance.

One long-term, two-year advisor will be provided to FENACRE as
well as 18 person JOOl'lths of short-term assistance under an institutional
contract. salaries for both short and long-term advisors are calculated
at $52,000 per year ($200/day). A multipler of 2.4 has been applied to
base salary costs.

Total costs for the lcng-term advisor have been calculated as
follows:

salary
OVerhead
Benefits
Transportation of HHE
Post Differential
Education, Housing, '!QA
Travel and Per Diem
other Direct COsts
Fixed Fee

104,000
145,600
10,000
23,000
26,000
40,000
12,000

5,000
5,000

370,600

For short-term technical aSSIstance to FENACRE, travel has been
calculated at $12,000 and per diem at $16,650. For capital markets
technical assistance $269.l4/day has been applied WIth a multIplIer of
2.4 for a total of $104,964 In loaded salary Costs. Rouna trIp air
travel has been calculated at $4,000 with per dIem at $15,525.

B. Training.

Three trips per year WIthin latin America have been proJecteu
over the life of the project. Each trIp 1S budgeted at $1,333.

C. Prouotlonal campai21s.

It is expected that FENACRE will spend $70,000 over the lIfe of
the project in salaries, operating costs, advertiSIng, and materIals for
snvinas mobilIzation promotIo~al CampaIgnS.
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v. IMPRaJEMENr OF POLICY RESE'AIQ! AND ANALYSIS

A. Seminars and Research.

A qlobal contract to cover operation of thIS component is planned.

1. Home Office supJ.X?rt.

A base salary of $2,500 x a 2.4 multiplier for a un1t cost of
$6,000/manth is budgeted. $18,000 per year ($6,000 x 3 p.m.) 1S
envisioned for a three-year LOP of $54,000.

2. u.s. Experts.

A $269.00/day base is budgeted for a total of 8 person
ronths. To the base month of $5,828 has been applied a multiplIer of 2.4
or $13,987 per month. Per year costs are $111,896 for a total life of
project of $335,688 in salary. Elght round-trip airfare at $12,000 and
per diem at $16,560 is budgeted for a 1ife-of-project total of $364,248.

3. u.s. Research Students.

$2,500 per ronth for each of four students is budgeted for SlX

ronths per year x 3 years or $609,000. ~ overhead is calculated.

4 • Bolivian Experts/Teachers.

A total of $1,666/month is budgeted with a local overhead rate
of 10 percent applied, or $166.00 per xoonth. '!hlS totals $21,991 per
year or $65,974 for the three-year life of project.

5. Bollvian Fesearch Students.

Nine students per rronth at $250.00/ronth is budgeted for a
life-of-project total of $13,500.

6. seminar Costs/Publications.

Local costs of carrying out seminars and publicatIons are
budgeted at $lO,OOOjyear of WhIch AID WIll pay $9,333 per year for a
total of $28,000.

7. seminar Follow-Up/Polley Stuches

A salary base (unloaded) for 12 persons months is budgeted at
$69,940 (269.00jday). Round trlp aufare 1S bUdgeted at $12,000 and
perdiem 15 $25,185 (365 x $69.00).
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B. camrcdities.

Three micrOCCllllpJters plus software at $5,000 each wlll be
provided. Library and research materials are estlmated at $12,000.

VI • arHER cosrs

A. Evaluations and Audlts

It is anticlpated that three project evaluatloos wlll take place
over the life of the project, two mid-term evaluations in years two and
three and an end-of-project evaluation. It is proJected that the two
mid-term evaluations will cost $30,000 each and the final impact
evaluation $40,000.

Audits will be carried out at the end of the second year of the
project and at the same time as the end-of-project evaluation. '!hey are
expected to cost $15,000 each.

B. Chief of Party, Institutiooal Cootract

A O'lief of Party will be contracted for three years under the
institutiaml contract. :::;aJ.ary is budgeted at $69,976, and a multiplier
of 2.4 applied.

Total Costs for the O'lief of Party have been calculated as
follOols:

salary
OVerhead
Benefits
Post Differential
Education, Housing, 'l'QA
Travel and Per Dlem
Transportation of HHE
Logistics (rent, secretary)
Other Direct Costs
Fixed Fee

209,928
293,899

12,000
52,482
40,000
20,000
23,000
44,000

5,000
6,000

706,309

c. u.s. Hire Persooal Services Cbntract .

A personal services contract will be negotiated Wlth a u.s.
citizen. Estimated costs for the contractor are $324,000, uslng an
average unit cost rate of $9,OOO/1t01th.

D. Contlngencies

Contigencies are calculated at 7 percent.

364L
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HOST COUNTRY

I. TI:lliNlCAL ASSIsrllNCE

A. Instltutlona1 Contract - U.S. FDIC

AID GRAm'
FX Ie 'lbtal

G.O.B.
F5C LC 'lbtal

PRIVATE SEClOR
FX Ie Total GRAND 'lUl'AL

1. l..£:nJ-term: 1 adVlsor, 24 po
2. Short-term: 24 pill 8 adVlsorS, 3 p1l each

B. Bank Auhts

SUbtotal, Techlllcal Asslstance

II. TRAINING

A. 2 taps/yr for 3 yrs to FDIC In Waslun;JtoIl, D.C.
B. 3 tnps over the 4-yr proJect W1thJ.n Latln America

Subtotal, TralnlD3

II!. PRO:TrX:T OPERATltli msrs

A. Personnel Costs
B. other Operatlng Costs
c. Data PrccesslD3 Costs

549,900 549,900
482,200 482,200

242,500 242,500 187,500 _._ 187,500

1,274,600 • 1,274,600 187.500 187,500

42,000 42,000
U,OOO ~OOO

54,000 54,000

549,900
482,200

430,000

1,462,100

42,000
12,000

54,1XlO

1,127,300 1,127,300 1,127,300
158,500 158,500 158,500
40, B:Xl 40,800 40,800

Subtotal, ProJect ~ratlng Costs

IV. CCMDDITIES

1,326,600 1,326,600 1,326,600

A. Furlllture arrl Cqulpment
B. CoIIputers, 2 mlcrOCCllPlters plus software and TA

Subtotal, COilIlo:htles

10,000
30,000 _

30,000 10,000

10,000
30,000 _

40,000

10,000
____ 30,000

40,000

1,358,600 10,000 1,368,600 687,500 687,500 25,514,000 1,326,600 26,840,600 28,096,700
======= ===== - ==~ --e-;; ------= ;:::;;::;:======= ====== ======= =====

--~~
V. CAPITALIZATION (Central Bank Loan & member prenuums)

'l\JI'AL, BJLlVIAN DEPC\SIT INSURANCE IiUID

500,000 500,000 25,514,000 25,514,000 26,014,000
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OOLIVIAN IBlOSIT INSUlWO RIID

YEAR 1 YEAR 2 YEAR 3 "iF.M 4 'lUrAL
EX: ~ EX: LC iX IL: EX: LC iX ~ GRAND '1Ul'AL

I. 'L'OCHNlCAL A'iSIsrl\NCE

A. InshtutlCl1al Contract - U.S. role
275,000 274,900 549,9001. long-term: 1 AdVlsor, 24 pu 549,900

2. Short-term: 24 pm, 8 advlBOrs, 3 pll ea. 120,600 120,600 120,500 120,500 482,200 482,200
B. Bank Auilts 430,000 430,000 430,000

Subtotal, Techrllcal AsS1Stance 825,600 395,500 120,500 120,500 1,462,100 1,462,100

II. TRAINING

A. 2 Tnps/yr for 3 yrs to roIC m Hash.IX:. 14,000 14,000 14,000 42,000 42,000
B. 3 Tnps over the 4-yr.proJ.Wl;thln Latln Am. 4,000 4,000 4,000 12,000 12,000

Subtotal, Trallung 14,000 18,000 18,000 4,000 54,000 54,000

III. P~L' OPERM'IN3 CXlSTS

A. Personnel Costs 240,400 255,400 293,700 337,800 1,127,300 1,127,300
B. other Operatln:] Costos 39,600 39,600 39,600 39,700 158,500 158,500
C. Data ProcesslI'19 Costs 10,200 10,200 10,200 10,200 40,000 ~,OOO

Subtotal, ProJect Operatln:] Cos,"s 290,200 305,200 343,500 387,700 1,326,600 1,326,600

IV. CCM-DDITIES

A. FurIllture ani Fqulpuent 10,000 10,000 10,000
B. Coaputers,2 IJllcrCXXJIIPUt.plus software" TA 30,000 30,000 30,000

Subtotal, Commodltles 30,000 10,000 30,000 10,000 40,000

V. ~ITALlZATICN (Member premllllnsl

Subtotal, Capltal1zatlon 6,436,700 6,233,000 6,521,700 6,822,600 26,014,000 26,014,000

rorAL, OOLIVIJ\L~ DEPOSIT INSURANCE FlIID 7,306,300 300,200 6,646,500 305,200 6,660,200 343,500 6,947,100 387,700 21,560,100 1,336,600 28,896,100
====.;::; ==== =- ~ == -= ;=== ===== ==---=-

-
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A. 3 tnps/yr for 3 yrs to U. S. am. Latln Amenca

HOST COUNTRY

,

I. TEX:lNICAL ASSIsrANCE

A. Long-term: 1 adVIsor, 24 pII

B. Short-term: 12 ID

Subtotal, TechnIcal Asslstarce

I I • STAFF TRAINll-J3

I I I. mrnsE DELIVERY cn:iTS

A. Course Costs

AID GRlINl'
FX I.C '!btal

465,900 465,900
211,100 211,100

677,OCXJ 677,000

45,OCXJ 45,OCXJ

G.O.B.
EX I.C 'lbtal

PRIVATE:-S~

FX LC '!btal GRAND 'lUl'AL

465,900
211,100

677,OCXJ

45,000

40,000 4O,8JO 119,700
19,200 19,200 19,200

60,000 60,000 138,900

10,000
50,000
20,000

80,000

544,000 544,000 1,985,500
===_...._= ===== ---=-~

1. Ihrect Course Costs
2. IDEA overhead
3. Other Course-Related Costs

B. Royalty Purchase

Subtotal, Course Dellvery

IV. 1''TC OPEM1'IOO cn:iTS

A. Personnel Costs
B. Other ~ratll¥J Costs

Subtotal, FIt: cperatll¥J Costs

V. <XMoDDITUS

A. Funuture and Equlprent
B. Caiputers and Software
c. Llbrary Matena1

Subtotal, Commodltles

'laI'AL FllWICIAL TAAINIOO QNl'ER

363,500 363,500
50,300 50,300
51,800 51,8JO

95,000 ~OCXJ

458,500 102,100 560,600

78:900 78,900

------
78,900 78,900

10,000 10,000
50,000 50,000
20,000 ~ooo

80,000 80,000

1,260,500 181,000 1,441,500
======:=-:::: ==_= =-=t== ==---=== ==== ===-== =====:==;;==

484,OCXJ

484,000

484,000 847,500
50,300
51,8JO

~ooo

484,000 1,044,600
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70,200 _

I. Tt.alNICAL NiSISTANCE

A. Loo:J-term: 1 adv~sor, 24 po
B. Short-term: 12 po

Subtotal, Techlllcal Ass~stanee

I I. Sl'AFr' TRAINIOO

A. 3 tnps/yr: for 3yrs to US am Lat~n Amenca

I I I. CllJRSE DELIVERY CU:,'I'S

YEAR 1 YEAR 2
FX I.e FX I.e

233,000 232,900
70,400 70,500

303,400 303,400

15,000 15,000

YEAR 3
Ec-· Ie

70,200

15,000

YEAR 4
FX I.e

'lUl'AL
FX II::

465,900
211,100 _

677,000

45,000

GRAND 'lUl'AL

465,900
211,100

677,000

45,000

--cs
~

A. Course Costs
1. Dlrect Course Costs
2. IDFA Overhead
3. Other Course-Related Costs

B. Rajalty Purchase

Subtotal, Course Del1very

IV• E'1'C OPERATIN3

A. Personnel Costs
B. Other cperat~o:J Costs

Subtotal, Fl'C cperat~o:J Costs

V. aM·l.lOITIES

A. Furnlture am &Julpoent
B. ConpJters am Software
C Llbrary Materla1s

Subtotal, Canm:xiltles

'KJrAL, FINAt-lCIAL TRAINlOO CfNl'ER

064911

~

262,500 177,500 8O,3(lQ 178,000 20,700 128, 500 363,500 484,000 847,500
25,600 17,000 7,700 50,300 50,300
26,300 17,000 7,700 51,800 51,000

95,000 95,000 95,000

357,500 229,400 80,300 2U,000 20,700 143,900 458,500 586,100 1,044,600

38,300 39,900 41,500 119,700 119,700
6,400 ~400 6,400 19,200 19,209

44,700 46,300 47,900 138,900 138,900

10,000 10,000 10,000
so,000 50,000 so, 000
20,000 20,000 20,000

80,000 80,000 80,000

755,900 274,100 398,700 259,lQQ _lOh900 191L §OO ==== =-"=-=== -l~Q..soa =~,.QQQ :d:,.9Si,&l6
===== ;:.:;.::== - - ::.====:;;:- ---- =-- --
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LIFE OFP~ ES'l'IW.TID <nn'S AND FnmNCIAL PLAN
leI IMPRJIlEMENl" ASlBAN SERVICES

HOST COUNTRY

I • TlDiNlCAL lISSIsrANCE

A. Instltutlonal Contract

AID GRAm'
FX u:: 'lbtal

G.O.B.
Et I.e 'lbtal

PRIVATE SH;TQR
FX I.e Total GR1IND TOl'AL

1. Short-term: 18 p:n

Subtotal, Techrucal AsSlstance

I I. TAAINlNG

A. 2 tnps/yr for 3 yrs to U.S. ani raUn Amenca

Subtotal, TralIDn;J

I I I. PFOJEX::T OPEAATIOO CXliTS

IV. CCMOOITlffi

316,200 _

316,200

30,000 _

30,000

316,200 ---
316,200

30,000 _

30,000

307,700 307,700

316,200

316,200

30,000

30,000

307,700

A. Conplters am EqulfUlellt
B. Llbrary Matenal

32,000
15,000 _

32,000
15,000 _

32,000
_____..,.:5'-"..,.:000....:;..:.. 5,000 20,000

== ======== == ==== ===== ===::=:== =----= ===--

f

~o

Subtotal, Commodltles

'IDl'AL ASOBlIN SERVIGS

47,000

393,200
==:;;=:=

47,000

393,200

5,000

5,000 307,700

5,000

312,700

52,000

705,900
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I. TIDiNICAL ASSISTANCE

A. Instltutloaal Contract

'ThAI{ 1
FX I.C

YEAR 2
FX I.C

YEAR 3
FX - I.C

YEAR 4
~-~

'lUl'AL
FX ~ GRAND 'l.U1'J\L

1. Short-term: 18 pn 105,400 _ 105,400 105,400 316,200 316,200

Subtotal, Teclllllca1 Assistance

I I • TAAHIING

105,400 105,400 105,400 316,200 316,200

--
-~

A. 2 tnps/yr.for 3 yrs.to U> & Latln Amenca

Subtotal, Tralnlng

III. PRO.n:cr OPERATIN3 cn>T::>

Subtotal, ProJect Cperat1D3 Costs

IV. CXt-NJDITIES

A. CcqJUters and &:PllPllJElllt
B. Llbrary Matena1

Subtotal, Commodltles

TOI'AL, ASOBlIN SERVICES

...

10,000 10,000 10,000 30,000 30,000

10,000 10,000 10,000 30,000 30,000

98,600 102,500 106,600 307,700 307,700

32,000 32.000 32,000
20,000 20,000 20,000

52,000 52,000 52,000

167,400 98,600 115,400 102,500 115,400 106,600 398,200 307,700 705,900
====-- - ======== ==-- - = =-:;:;.:;;:.::== ====-= ==
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LIFE OF PR:lJECl' ESI'IM!\'lED CCSl'S AND ~IAL PIAN
ICI IMPR:NEMENl': SAVIN3S M:>BILIZM'IOO

HOST COUNTRY

I. TEOtilCAL PSSISTnK:E

AID GlWll'
FX I£ '!bta1

G~O.B.

~I£ '!bta1
pRIVNrE------SECroR

FX I.e 'Ibtal GRAND 'lUl'AL

A. Long-term FENACRE: 1 advlSOl:, 24 PIl
B. Short-term FENJ\CRE: 18 piI

c. Short-term CaPltal Markets, 7.5 PIl

Subtotal, Teclullcal AsSlstance

I I • TRAINING

A. 3 tnps/yr for 3 yrs Wlthm Latln Amenca

Subtotal, Tralmng

I II. PIa-Ol'ICNAL CAMPAIQ-IS

370,600
215,800
124,500 _

710,900

12,000 _

12,000

370,600
215,800
124,500 _

710,900

12,000 _

12,Q(X)

370,600
215,800
124,500

710,900

12,CXJO

12,000

70,000 70,000 70,000

TOTAL, SAVINGS K)BILIZATICN 722,900 722,900 70,000 70,000 792,900

,
-~
~

=== =:=-= === ==- ===::==;:::=-= = ===:=:=:0:1= =-=-=-===" ====
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YEAR 1 YEAR 2 YFAR 3 YEAR 4 'lUrAL
FX ~ FX ~ PX ~ FX Ie Ex I.e GR1lND 'lUl'JIL

1. TIllINICAL ASSIST1\NCE

A. Lon::J-term Eml\CRE: 1 adVlsor, 24 Pll 185,300 185,300 370,600 370,600
B. stPrt-tenn FElW::RE: 18 pill 71,900 71,900 72,000 215.800 215.800
C. stPrt-term Cap~ta1 Markets, 7.5 Pll 124,500 124.500 124,500

Subtotal, Techrllcal Ass~stanee 381,700 257,200 72,000 710.900 710.900

12.000 12.000

.....-
~.}.

\.N

II. TRAINING

A. 3 trlps/yr for 3 yrs wl~n Latln Amer~ca 4.000 4,000 4,000

Subtotal. Tralrnng 4.000 4.000 4.000

I II. PHCM:trlQAAL ClIMPP-.IGNS 24,000 24.000 22.000

rorJIL SAvniGS K:lBILIZATIG.'l 385,700 24,000 261,200 24.000 76,000 22.000
==- =

~

=====

12.000

722.900

70,000

70.000

12.000

70,000 •

792,900
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AID GR1INI'
EX I.e Total

G.O.B.
FX Ie Total

P~~~R

EX I.e 'lbtal GRAND TOl'AL

I. SE24INARS AND RESEl\RQi

A. Instltutlonal Contract - U.S. Flrm

1. Hane Offlce BackstCgll03, 3 rm/yr for 3 yrs 54,000 54,000
2. U.S. Experts for Semnars, 8 pn/yr for 3 yrs 364,200 364,200
3. U.S. Research Stooents, 4 stooents at 6 IIOS. 60,000 60,000
4. BohVlan experts/teachers for seuu.nars,

12 fllll!yr for 3 yrs. 66,000 66,000
5. Bol1Vlan Stooent Research, 9 stooents at 6 1IlOS. 13,500 13,500
6. Senunar CX)sts and publlcatlOClS 28,000 28,000

B Semlnar Foll~up/PollCYStooles

1. 12 pm short-term personal servlces contracts 107,100 107,100

Subtotal, Semlnars and Resear<fu 692,800 692,800

II. CGM)[)ITIES

A. Canputers and software 15,000 15,000
B. Research materlals, tooks, Journals, etc. 12,000 12,000

SUbtotal, CClIlllochtles 27,000 27,000

'IOI'AL, POLICY RESEAOCH AND ANALYSIS 719,800 719,800

16,500

16,500

16,500

16,500

16,500

16,500

54,000
364,200
60,000

82,500
13,500
28,000

107,lOO

709,300

15,000
12,000

27,000

736,300

~
-C---

0648n

===== ==== ===-== ---= == === ====== ======= ===== = ==
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YEAR 1
FX----u::

YEAR 2
FX ~

YEAR 3
FX Ie

YEAR 4
FX u::

'IDrAI.
FX u:: GRlIND '1'C1l'AL

I. SI:l>iINARS AND~

A. Instltutlcnal Contract - U.S. FUlIl

1. lbDe Offlce BackstoR>lng.3ID1yr for 3yrs 18.000 18.000 18,000 54.000 54.000
2. U.S.Experts for Selllnars,8pu/yr for 3yrs 121,400 121.400 121,400 364,200 364,200
3. U.S.Research Stooents,4 students at 6ans. 20.000 20.000 20,000 60,000 60,000
4. BollVlaIl experts/teachers for seaunars.

12 PDlyr for 3 yrs 22,000 22.000 22,000 66,000 16.500 82,500
5. Bollvlan Student Research. 9 stooents

at 6 1IlOS. 4,500 5.500 4,500 5.500 4,500 5,500 13,500 13,500
6. Sellllnar costs and pt.bllcatla1S 10,000 9.000 9,0CXl 28,000 28,000

B. Senunar Follarup/Pol1CY Stuhes

1. 12 pm short-term personal
servlces contracts 35,700 35,700 35,700 107.100 ---- 107,100---

Subtotal, SeIII1nars and Research 231,600 5,500 230,600 5,500 230,600 5,500 692,000 16,500 709,300

II. ca.MJ()ITIES

1. Cooplters and software 15,000 15,000 15.000
2. Research materlals. books. Journals. etc. 12.000 12,000 12,000

~ubtotal, Caniocdltles 27,000 27.000 27.000

'lUl'AL, POLICY RESE'AK':H J\ND ANALYSIS 258.600 5.500 230.600 5,500 230.600 5,500 719.800 16.500 730,300
===== :;;= ===== - - = - == ===== :;=.;:;,.:==-= ==:::.=.:;== ==- -

~V, ...
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Senor
David A. Cohen
DIRECTOR DE USAID/BOLIVIA
Presente.-

Estimado SeBor Cohen

ANNEX D

SUBCOORD NQ 17/87 J j ~ i

La Paz, 1 !t ABR. 1987

,

Uno de los prerequisitos mas importantes para que
se produzca el crecimiento economico que pretende impulsar la Nueva Po
litica Economica, es un sistema financiero en buen funcionamiento, que
pueda movilizar y distribuir los recursos locales y externos para fi 
nanciar las actividades productivas de inversion y las actividades em
presariales. Las instituciones financieras de Bolivia estan en proce
so de recuperacion despues del resiente periodo de hiperinflaci6n y to
davia no estan operando con la debida eficiencia. Esto representa un
serio lmpedimento para la recuperacion y crecimiento economico de Boli
via.

Reconociendo este hecho, el Supremo Gobierno ha de
cidido tomar una serie de medidas para mejorar las operaciones del sec=
tor financiero. Estas medidas incluyen el restablecimiento de La Super
intendencia de Bancos, la creacion de un Fondo Boliviano de Seguro de 
Depositos, la presentacion de una nueva ley de bancos al Congreso, la
evaluacion del rol futuro de los bancos estatales bolivianos, y una re
organizacion total del Banco Central. Estas y otras acciones seran lle
vadas a cabo en forma coordinada bajo la aireccion del Banco Central y
con la asistencia de USAID, el Banco Mundial, el BID y el fMI.

Para este proposito, el Gobierno de Bolivia solicita,
mediante la presente, una donacion de US$ 6.200.000. Estos fondos ser 
Vlran para: (1) establecer el Fondo Boliviano de Seguro de Depositos;
(2) crear un Centro Boliviano de Capacitacion Financiera (CCF) ba]o el
auspicio del Instituto para el Desarrollo de Empresarios y Admlnistrado
res (IDEA); (3) ampliar los servicios ofreciods por la Asociacion de Ban
cos e Instituciones Financieras de Bolivia (ASOBAN); (4) desarrollar pro
gramas de movilizacion del ahorro interno, y (5) investigar y desarro 
lIar politicas del sector financiero.

..II
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M.NISTER.O DE PLANEAM.ENTO

Y COORDINACION
BOLIVIA-

II ..

El Supremo Gobierno propane contribur con un monto
de hasta US$ 3.000.000 para capitalizar el Fonda Boliviano de Seguro de
Depositos, y financiar por 10 menos 25% del costo de las auditorias ex
ternas de ]a banca. Las demas contribuciones de Bolivia al Proyecto 
totalizaran US$ 14,7 millones. Se entiende que aproximadamente US$
1,5 millones de la donacion de AID sera utilizada para esteblecer el
Sistema de Seguro de Depositos y que USAID/BOLIVIA administrara direc 
tarnente el resto de la donacion del Proyecto con las instituciones del
sector privado publico que estaran comprendidas en el Proyecto.

Con este motivo, j"ludo i ustid muy~tentamente.

; I ~ -7 \ ( \ I .
GD~ZA\1J,~5AN(~1 DE ~iADA

MINISnO O~ rt~NEAMIElno YCOORSllfACION
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A.ction tkn
Senor11=========
Dav~d Cohen
DIREcroR DE LA MISION
USAID EN BOLIVIA
Presente

De nuestra mayor consideraci6n:

De acuerdo a conversaciones sostenidas can personerOS de USAID,
e1 Instituto I.D.E.A. inc1uira en su organigrama e1 funcionamiento
del Centro de Entrenam.iento Financ~ero. Para curnplir con este
objetivo solicitamos la asistencia financiera de USAID que pennita
el estab1ecimiento de fucho Centro. Esta asistencia, que alcanza
a Sus. 2.242.737.== (Dos millones doscientos cuarenta y dos mil
setecientos treinta y siete 00/100 oOlares arnericanos), pennitira
cubr1r la aS1stenc1a tecnica, los salarios y e1 equipamiento respec
tivo, compromet~endose e1 Instituto a a1canzar e1 autofinancialTIlen
to del Centro hasta e1 tercer ana de operacion.

•

Las areas de capacitacion que en pr1ncipio cubrira e1 Centro
son las siguientes: crecJito, tesoreda, tecnolog!a, mercadeo,
d.~mstraci6n de recursos humanos, servicios administrat!vos,
hnanciamiento en el cc:mercio extenor, control financiero y semina
rios relacionados con la rrovilizacion de ahorros. Manas contare
mas con la colaboracion de ASOBAN, enbdad que nanbrara un Cauite
de Apoyo Acadenu.co al Centro•

Con este motJ.vo y esperando su arnable respuesta saludamos
a usted,

muy atentamente,

ML/ich.
cc: R.L.
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ASOCIACION DB BANCO•• INSTITUC'CNIiiS FINANC'SRAS CE BOLIVIA

Ay Maraal SlIlt. CNZ 1392. Piso IS Edit CUnara N.aonal de Comerao
Tele(onos 321379-361308 Casali. 5822 Cables "ASOBAN"

La Paz, 15 de Abril de 1987
CITE: G-A041/87

seiior
Dr. DaVl.d Jessee,
JEE'E UNIDAD SECTOR FnmNCIEFO
U.S.A.I.D.
Presente.-

De nuestra consideraci6n:

De acuerdo a las conversaciones preliminares, sostenidas con persone
ros de U.S.A.I.D.-BOLIVIA, se les hizo conocer la neceSl.dad de que las
Instituciones financieras requieren que ASOB1-\N inplenente la presta
ci6n de nuevos servicios y la anpliaci6n de los que en este ITDllenta se
les esta prestando, cuyo objetivo es el fortalecirnienta tknico de te
dos los Bancos afiliados a esta Asociaci6n.

La inplenentaci6n de estas servicios requiere efectuar gastos que de
acuerdo a sus posibilidades ASOB1-\N esta dispuesto a realizarlos.

Sin errbargo del aporte que ASOBAN pueda efectuar es necesario solicl.
tar la cooperaci6n econ6mica de AID de Sus. 393.200.- para poder cum
plir a cabalidad con los objetivos que ASOBAN se ha fijado en rtateria
de asesoramiento y entrenamiento, tanto a su propio personal COIro al
personal de los Bancos afiliados.

Con este rrotivo, saludal'ros a usted con toda atenc1.6n.

ASOBAN

FRM/idi.

- ..__ .._---:"'-:,- - -

f111

U.s~li)i BOLIVIA

•

Banco Boliviano Americana" Banco Do Brasil SA .. Banco de Cochabamba" Banco de Credlto Oruro • Cltlbank NA .. Banco Hlpotecarlo
Naclonal" Banco Industrial SA" Banco Industrial y Ganadero del Beni .. Banco de Inversion Boliviano SA .. Banco de La paz .. Eh.nco
Mercantll .. Banco Naelonal de Bolivia" Banco de la NaclISn Argentina .. Banco PotOSI SA .. Banco Popular clel Peru .. Banco de
Santa Cruz de la Sierra .. Banco de Flnanclamlento Industrial SA" Ranco ~eal SA .. R.".~ A. I. II~I~~ ~ •• "
;'- .. 1 ror _ I l.
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'1. THF DAEC RIVIEWED THE SUFJECT PIn OM DECEMBER 11.
TH! FROJFCT IS AFPPOVID FOR FURTHER DEVELOPMENT SUPJECT
TC THE FCLLCYING GUIrANCE. TFF PP WILL EE SUBMITTTB TO
~ASP.INGTON FOR FINAL APFROVAL AND AUTHORIZATION.

FREIIMINAPY REMAFKS BY THE MISSION DIRECTOR A~D WORLD
~ANK CONTFACTOR RO]ERT VOGEL HELPED TO EXPLAIN THE
PRESENT STATf cr TEE FINANCIAL SECTOR IN ~OLIVIA, ITS
I~FORTANCF 10 ECCNCMIC PFACTIVATION, AND TEE DIVISION OF

• J IAlOR AMONG DONORS WeRKING IN THE SECTOR. BOTH
CC~M!NTEn TFAT THE STF.FNGTH!NING FINANCIAL MARKETS
PRCJECT IS NOT A TYPICAL A.I.D. PROJECT, THAT T~E

INTEPVFNTIONS CONTIMPLATED ARE FIGHLY TECHNICAL AND
IN1ERIfPFNIFNT WITH TPOS~ OF OTHER IONO~S. THE
CO~FLFXITY A~D LIMIT!B 7.NOWIFDGE WITHIN THE AGENCY

.. BG-t'PtING FINA~CIAL SFCTOP ST!lF~JGTHENING PROJECT WERE
1HF FRIMAFY MO~IVATIONS FO~ REQUESTING A WASHINGTON
BEVIEW·OF THE fP.

c. DEPOSIT INSURANCE FUND. THE CENTRAL ISSUE OF THE

:~ DAEC REVlfW WAS THE NEED FOR. OPERATION OF, AND ~FVFL OF
CAPITALIZATICN 0F TEt DEPOSIT INS~RftNCE FUND (tIF). THY

, FP WILL CLFARLY nFSCRI~E TEE RATIONALE FOR A DIF A~D ITS
_} BOLE IN P}GUIA1ING TPE BANrING SYSTEM AS WELL AS INCLUDE

DETAILED TfCHNICAL, ECO~OMIC, INSTITUTIONAL, 4~D

• l, \ FINANCIAL ANALYSES OF THE DIP. THE STRUCTURE AhD LEGAL
~~ STATUS OF THE DIF WILL BE PRFSENTFD, AS WELL AS AN

ANAL1SIS or THE FRINCIFAL FUNCTIONS AND OPERATING
NCRMS. OF PAR7ICU1AR CONCERN IS THE NU~B~R ANn SIZE OF

() ]AN1S REOUIP.FD TO MAKE TFE FUND VIABLE, THE CRITEBIA rOR
!NROlLMFNT IN 7HF DIF, AND TEF APPROPRIATE LEVEL ANt
SOURCE{S} OF CAPITALIZATION OF THE DIF. •

o
3. DONOR COORDINATION. CONSIDERABLE CONCERN ~AS

IxpnfSSID A~OUT tONOR COORDINATION, GIVEN THE NUMBER CF
C1 tONORS AN~ THE VOLUME OF RFSOURCES FOCUSSED IN THE

fINANCIAL SECTCR. AN EXPLANATION OF MECHANISMS FOR
COCRBINATION AT THE POLICY AND VORY-ING LEVELS wILL BE

UNCLASSIFIEt STATE 017162
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UNCLASS U'IEL S'l'ATE 017162

INCLunrn IN !HF PP, AS WELL AS CLARIFICATION OF THF
;~ VARICUS DONOP INTFP.VfNTI0NS AND TFF RELATIONSHIPS TO ONE

ANCTHER. THE FP SROULt ALSO DESCRIBr. THr. CHANNELS
AVAILABLE TO TFE MISSION FO~ POlICT DIALOGUE WITH THE

.) GOB. POTH BILA!FBALLY AND WITH OTEER tONORS.

4. PHASING OF ACTIVITIES. THE APPPOPRIATE PHASING or
~ ACTIVITIES DURING THE P~OJECT WAS DISCUSSFD. THE PF

SHOULD LftY OUT A CHRCNOLOr,y CF PROJECT ACTIVITIES, THeSE
or OTHER tONORS IN THE SECTOR, AND THOSE TO BE CAR~IED

CUT UNDER OTPER USAID/~ OR AID/~ PRCJtCTS. THE
CP.RONClOCY SRCULD ALSO IDENTIFY ANY PREREQUISITE ACTIONS
~P.ICH NEFD TO TAr.l PLACF F~ICR TO INITIATION OF TP.F
FRCJfGT. TFE MISSION IS ENCOU~AG~D TO CONSIVER THE
FOSSIPILITY OF QUOTF MODULARIZING UNQUOTE GROUFS OF
PROJrCT ACTIVITIES TC ALLOW FO~ AN FVALUATION OF EACH
~Or.UIE, AND APFROPRIATE DESIGN MODIFICATION, PRIOR TO
INITIATION OF 7HE NEXT MeDUIE. TPE DArc EMPEASIZED TEAT
lAWS OR REGtJ1ATIO~S NEC~SSARY TO COMPLET~ PLANNED
FROJfCT AcrIVITIFS MUST BE IN PLACE FRIOR TO PROJECT
START UP ANI APPROPRIATE CONtITIONS PRECEI:ENT SROULt BE
JSTA1UISHED.

e. FAY~rNT FOR TECHNICAL ASSISTANCE. IT NAS NOTED THAT
~HIS GRA~T F~NrEn PROJECT WILL PROVIDE EXTENSIVE
TFCHNICAL ASSISTANCE TO PRIVATF SECTOR, FOR-PROFIT
BANKING INSTITUTIONS. A MECHANISM ~ILL Bl INCLUDED IN
1F.E PP TO HAvr THfSE INSTITUTIONS PAY FO~ TECHNICAL
ASSISTANCE PROVltED TO THEM UNDFR THE PROJECT.
SI~ILARLY, AN ANALYSIS WILL BE MAtE OF THE
APFROPRIATENISS OF PAYMENT FOR TEE VARIeus TRAINING

ACTIVITIFS UNDER TH~ PROJECT, RECOGNIZING THAT THF.
.JI PRINCIPftl BfNEFICIARIES OF THE TRAINING ~ILL BE THE

INDIVIDUALS TRAINED.

6. PARTICIPATING INSTITUT10NS. THE MISSION DIRECTOR
I ClARIFIEt TO SCMI DEGRIE WHICH INSTITUTIONS ~ITHIN THE

JINANCIAL SICTOR WItL PARTICIPATF IN WgICH PROJECT
ACTIVITIIS. THE PP WILL EXFLAIN THE ROLES OF VARIOUS

~ iINANCIAI INSTITUTIO~S IN THE SECTOR INCLUI:ING TH!
SAVINGS tND LOAN COOPERATIVES, PRIVATE BANKS AND PUBLIC
SEr-TOR BANlCS, AN t WHAT THEIR PARTICIPATION WILL BE IN

'.J THE PROJECT.

?~ PROJECT MANAGEMENT. MANAGEMENT OF THIS COMPLEX AND
.:; HIGHLY TICHN ICAL PROJECT 'i ILL RI QU IRE THE CONTRAC TING OF

AN r.XPFRT WITH BROAD FINANCIAL SECTOR EXPERIENCE IN
IEVF.IOPING COUNTHIFS PBIOR TC PROJECT IMPLEMENTATICN.

~; TH! PP WILL GIVE I~TAILS or THE MISSION'S PLAN TO rANAGE
- THIS PROJICT AND THE BOLF CJ THE CONTRACTOR IN DONOR

COCRIINATION AND POLICY DIALOGUE, AS YELL AS PROJECT
~ MANAGFMENT. SHULTZ

PT
#7162

1)
I'" NHNN

•

~NCtA-SSIFIED SlJ!IIJ'li' 12':12362



CLASS:"UNCLASSIFIJD
CHRGE:-AID 1/28/87
APPRV: D:DACOHEN
DRFtD: PD'I:AMDIAz:M~

CLEAR: 1.DD:GAW
2.PRD:TDJ

DISTR: USAID AMB DCM
ECON

- - ,
~ I\ '... . .. .... -

AIDAC .

... ..
( . 'VZC ZCLPI •

: RR :IU,DC
DE'RUIHLP·#0859 :S2Q $$

~ ZNR"'uUUutrzzH '
·'R 291421Z JAN 87
• 1M At1IMBASSY L"A PAZ

fO'SECSTATE WASHDC 7572
:BT
UNCLAS LA PAZ 008b9

, r,

(

(

1.0. 12356: NI A
SU!JICT: STRENGTHENING FINANCIAL MARKETS PROJECT

" (511-0598)

"REFERENCE: (A) STATE 017162, (B) STATR 189806

I

"

(

(

•

'f!;>-tZ 2..

~I~i>.
7£.])

~

,er .3

I I I

(
, I

(

1. USAID/BOLIVIA GREATLY APPRECIATES DETAILED
GUIDAMCE P~OVIDED REFTEL FOR 'PREPARATION OF PROJECt
PAPER~ THE' CONCERNS AND ISSUES RAISED IN THE DAEC

'WILL-BE-FULLY ADDRESSED IN FINAL PROJECT DESIGN.
HOVE1ER, WErWOULD~ LIIE TO CLARIFY OUR UNDERSTANDING
CONCERNING PARAGRAPH 5 OF REFTEL SUGGESTING THAT A
t1~CHl~ISM ~E INCLUDED- IN TH~ PP QUOTE TO HAVE THESE
INSTrTU~IONS PAY-70R'fECHNICIL ASSISTAN~E PROVIDED TO
fHEtt"UNDER. THE PROJECT UNQUOTE. WHILE THIS TOPIC WAS

JDISCUSSED, THE DAIC DID NOT DECIDE TO REQUIRE !ANKS
TO PAY'FOR-TECHNICAL ASSISTANCE PROVIDED UNDER THE
PROJECT. TECHNICAL ASSISTANCE (T.A.) TO BANKS WILL
!E PROVIDED ON A SECTORIAL-WIDE ]ASIS iO STRENGTHEN
THE WROLE BOLIVIAN FINANCIAL SYSTEM, WalCH IS
CURR~TLY IN A STATE 01 VIRTUAL BANKRUPTCY. BY
PROVIDING GRANT T.A., MISSION HOPES TO ADDRESS
SECTORIAL POLICY CONSTRAINts RAiHER THAN TARGET T.A.
ro ONLY THOSE BANKS WILLING "AND ABLE TO FINANCE
-RE~ATIVELY EXPENSIVE OFF-SHORE CONSULTANTS. IN THE
PROC~SS, INDIVIDUAL, PRIVATE SECTOR BANKS ~ILL HAVE

I I r .. TO::BE, AS5I~TE'D-: If0-; ACCQMPLI$1r THE PROJECr-'S-S~CTOR.-IAL- - - -
',,!"hcnvES"":~-"rnus-; \iE~NVI5TON' THE"NEEDWTO~(;RANi 'FUND' " .
·-1fECliNICAL ASSISTANCE TO BANKS, AS REQUIRED TO STRENGTHEN
.-~OLIJIA'S FINANCIAL MARKETS. THIS APPROACH IS CONSISTENT
WrT~~A~AGR!PK 8 OF PD-14 ON 'THE IMPLEMENTA~ION OF,l~I.D.

" PRDrA!IZA!ION OBJECTIVES (WHICH ALLOWS BOTH LOAN AND
~GR~NT~!SSISTANCE-T~ STRENGTHEN MECHANISMS FOR- PRIVATE
"DE&I1ERY Or"SERVICES) M~D WI~H'THE'AGENCY'S i1 1986

DEC'IStoti "'fHAT FUTURE USG ASS'ISTANC-E TO :BOLIVIA :BE
:.. nOVIDED ON A GRAN'f BAS IS.

ROOLL- •
J!lf--" '-

:*"859
110 .. "-~ ~
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lL'TllOUGB' WE BELIEVE TRAT PAU" 5 OF REF A IS AN ACCURATE Reply due 3/6
REFLEC~ION OF THE P~OCEEDINGS OF TBE'DAEC REVIEW OF THE
SUBJEC! PIn', SUBSEQUENT CONVERSATION (REF e) BAS'1lEFINED Action tkn _
fBI TERMS OF THE ISSUE OF PAYMEN! BY BOLIVIAN PRIVATE
SECTOR'BANKS FOR PROJECT TECHNICAL ASSISTANCE. IT IS
NOW UNDERSTOOD THAT PROJECT T.A. WILL BE DIRECTED TO
CORRECT PRO]LEMS OF THE BAN'ING SECTOR AS A WROLE.

-RECOMMENDED PROCEDURES, POLICIES AND STRATEGIES MAY
EITHER APPLY TO THE SECTOR AS A WHOLE OR TO PRIVATI
BANIS AS INDIVIDUAL ENTERPRISES, SHOULD THE! ADOPT
!HEH$ . THE PRIMARY OBJECTIVE OF THIS T.A. IS TO LOWER
THE'~ANKS'-SPREAD POINT~' APPLIED TO TK! BASIC INTEREST
RATE BY LOwERING THEIR OPERATING COSTS.

GIVEN THAT THE PURPOSE OF THE T.A. IS TO LOWER INTEREST
RATES, A EENEFIT TO fHE ECONOMY AND POfENTIALLY A
STIMULUS FOR ECONOMIC REACTIVATION, AND THAT THE T.A.

~

WILL BE QUOTE GENERIC UNQUOTE FOR THE SECTOR, THE CASI
°AS PRESENTED DURING REr C lOR PARTIAL COST RECOVERY OR
STRAIGHT"GRANT FUNDING RATHER THAN FULL COST RECOVERY IS
MUCH STRONGER. THEREFORE, DURING DEVELOPMENT OF THE PP
FOR WASHINGTON REVIEW, THE MISSION WILL EXAMINE THE
FOLLOWING ISSUES RELATIVE TO PAYMENT FOR T.~. TO THE
BANKING SECTOR:

1) ·TBE APPROPRIATENESS OF PAYMENT FOR QUOTE GENERIC
UNQUOTE OR SECTORAL T.A.;

2) IF PAYMENT IS APPROPRIATE, AT WHAT PERCENT OF COST
OF TBE T.A. WOULD PAYMENT BE MADE AND THROUGH WHAT
MECHANISM, ADVANCED PAYMENT, REIMBURSEMEN!, OR COST
RECOVERY, AND WHAT USE YOULD BE MADE OF THESE FUNDS;

3) THE OPERATIONAL fEASIBILITY OF A COVENANT IN fHE
PROJECT AGREEMENT TO TEE EFFECT THAT COST SAVINGS TO
PRIVATE ]ANKS RESULTING FROM PROJECT T.A. WILL BE USED

Action: PRO
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( "( ,.- 'fO lllDUCI EANE'INTIRE., .. UTE SPREADS AND 'lRERDY I.

IlIIC!I'1 INTERIS! RA!IS fO BORROWlRS, -AS DISCUSSED
.DUlIWG BJl,CQ~"!O·!BI II'lIN! !BA! tECHNICAL ASSISTANCE
-PROVIDED TO EANKS"RESULTS IN 'COSTS' SAVINGS WHICH AlE NOT
PASSID ON !RE BANI CUS!OMIRS !BROUGB LOWIR SPREADS, TREN
TRE COS! OF TRE TECHNICAL ASSISTANCE SHOULD BE CHARGED
TO THE BANKS. WHITEHEAD
Elf
#'7026
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ANNEX F

S'1'RENG'I'HE2TING FINANCIAL MARKETS
(Uo.5ll-0598)

STA'IUI'ORY cmx::KLIsr8

I. PFnJEX:T CHEX:KLIS':'

A. General Criteria for Project

1. IT 19('6 Continuinq Resolution,
Sec. 524 FAA sec. K

634A; Sec.653(b).
(a) J:escnbe how authorization am
appropriations carmuttees of senate
aOO B::>use have been or will be
ootifioo. concerning the project?

2. FAA sec. 6ll(a)(1}. Prior to obli
gation in excess of $100, 000, will
there be (a) engineering, financial
or other plans necessary to carry
cut the assistance and (b) a reason
ably finn estimate of the cost to
the U.S. of the assistance?

3. FAA sec. 611(a) (2). If further leg
islative action is required within
recipient country, what is tasis
for reasonable expectations that
such action wlll be canp1eted in
time to permit orderly accomplish
ment of purpose of the assistance?

4. FAA sec. 6l1(b); IT 1986 Continuing
Resolution, Sec. 501. If for water
or water-related land resource con
struction, has project met the
principles standards and procedures
established pursuant to the Resources .
Planning At (42 U.S.C. 1962, et.seg)?
(See AID H.andl:ook 3 for new guidellnes.)

5. FAA sec. 611(e). If project is capital
assistance (e.g. constructlon), and
all u.s. assistance for it will exceed
$1 million, bas 11ission Director
certlfied and Regional Assistance Ad
ministrator taken into consideration
the country's capability effectively
to maintaln and utilize the proJect?

Committees notified
using congresslonal
notification procedures.

Yes.

The GOB is expected to take
the necessary legal steps to
facilitate attainment of the
ProJe::t pUI}'X)se. These steps
could include the issuance of
a Supreme r.e<:ree, which is
be11eved can be expeditiously
issued, to ~ll~J ProJect
implementation.

N/A

N/A



6. FAA sec. 209. Is project susceptible
to executIon as part of regional or
multilateral project? If so, why is
project not so execute:i? Infomation
and conclusion Whether assistance will
encourage regional development
programs.

7. FM sec. 6Ol(a). Information and CQ1

elusions whether project will encour
age efforts of the camtry to: (a)
increase the flON of international
trade; (b) foster private initiative
ani conpetition: and (c) encourage
develoI;Xnent and use of cco,peratives,
and credit unions, and savings and loan
associations; (d) discourage ItOropolis
tic practices: (e) improve technical
efficiency of industry, agriculture
and camnerce: and (f) strengthen free
labor unions.

8. FM. Sec. GOI(b). Infonnation and ccn
elusions on how project will encourage
U.S. private trade and investment
abroad and encourage private U.S.
participation in foreign assistance
prcgrams (including use of private
trade chamels and the services of u.S.
private enterprise).

9. FAA Sec. 612(b). 636(h} r IT 1982 1j>Pro
priation Act, sec. 507. rescribe steps
taken to assure that, to the maximum
extent possible, the ccuntry is contri
wtir~ local currencies to meet the cost
of contractual and other services, and
foreign currencies owned by the U.S.
are utilized in lieu of dollars.

10.FAA Sec.612(d). Does the U.S. Oin

excess foreign currency of the coontry
and, if so, what arran:Jements pave
been made for its release?

Annex F
Page 2 of 12

No. Project is uniSUe
to Bolivian sItuation.

The project seeks to
strergthen the effectiveness
of Bolivia's private sector
financial institutions. As
suCh, it will have an irropact
on (b), (c), and (e).

By strengthening local
financial institutions, ~re

Project may attract forelg~

private sector participatlOn
in those institutions, lnclu
ding the use of U.S. experts.

Bolivian contributions, l::oth
privater and public, to
carry out the Project wlll
be significant.
This contribution will be at
least 25% of the WP Cost.

No.
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11.FAA sec.601(e). ~ill the project uti
lize ccrnpetltive selection procedures
for the awarding of contracts, except
where applicable procurement rules
allOd otherwise?

l2.FY 1986 Continuing Resolution, Sec. 522.
If assistance is for the pro1uction
of any eatlII01J.ty for eJqX>rt, is the
COIIll109.ity likely to be in surplus on
world markets at the time the resulting
praiuctive capacity becones operative,
am is such assistance likely to cause
substantial injury to U.S. producers
of the same, similar or canpetin;
cOIDmcxUty?

13.FAA 118(c) and (d). [bes the project
comply with the envirorurental proce
dures set forth in AID Regulation 161
Coes the project or pr03'ram take into
consideration the problem of the
destruction of tropical forests?

l4.FM 121 (d). If a Sa..;el project, has a
determination been made that the host
governrrent has an adequate system for
accounting for and controlling receipt
and expenditures of project funds
(dollars or local currency generated
therefrom) ?

15. IT 1986 ContinuiD3 Resolution
Sec. 533. Is disbursement of the
assistance conditioned solely on
the basis of the policies of al1'.l'
multilateral institut~on?

l6.ISDCA of 1985 sec. 310. For
development assistance projects,
hOd much of the funds will re
available only for activities
of economically and socially
disadvantage1 enterprises,
historically black colleges and
universitles, and private and

Annex F
Page 3 of 12

Yes.

No. It is unlikely that
the Project result in
icreased competition to
U.S. pro1ucers.

Yes. It has reen determined
that the project \vill not
have adverse effects on the
environment. '!he project
falls within the provisions
of Section 216.2(1)(i}and
216.2(C)(2)(i) •

~bne.
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voluntary organizations which
are cootrolled by in::iividuals
who are black Americans, Hispanic
Americans, or Native Americans,
or who are economically or
socially disadvantagErl (incllrling
\..oIren)?

B. F'urXlirg criteria for Project

1. Develcpnent Assistance Project criteria

a. F~ 5ec.102(b) , 11, 113, 28l(a).
Extent to which activity will (a)
effectively invelve the poor in de
velopnent, by extending access to
eccn:xay at local level, increasirg
labor-intensive prcrl.uction am the
use of appropriate techrology,
spreading investment out fran
cities to small ta-ins and rural
areas, and insurir:g wide partici
pation of the poor in the benefits
of develq;:uent on a sustained basis,
usir:g the appropriate u.s. institu
tions, (b) help develop a:x::>perati
ves, especially by tecr.nical as
sistance, to assist rural ani urtan
fOOr to help thernselYes tovard
better life, and otherwise erx:ourage
dE!lOOCratic private and local govern
mental institutions; (c) support
the self-help efforts of developir:g
countries; (d) promote the partici
pation of~ in the national
economies of deVeloping countries
and the improvement of \Qllen's
status, and (e) utilize an:i encourage

regional c:coperation by developil'J3
countries?

The Project resporrls to (c )
and (e). Bolivian self-help
efforts are significant.
The A.I.D. assistance only
canplements local efforts
am resources.
A key target of the Project
is to support the developnent
of a c:coperative relation
ship between the Bolivian
Association of Banks (ASOBAU)
ani a successful b3nking
association from another
country.

•

b. FAA sec.I03, 103A, 104, 105, 106.
Does the project fit the criteria
for the type of funds (functional Yes.
account) beiI'B used?

\~
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c. FAA Sec.107. Is emphasis on use of N/A.
appropriate techoology (relatively
smaller, cost-saving, lal::or-using
techoo1ogies that are generally IlOSt
appropnate for the small fanns, small
b1sinesses, and small incanes of the
poor)?

d. FM Sec.110(a). Will the recipient
camtry provide at least 25% of the
costs of the prClgram, project, or
activity With respect to which the
assistance is to be furnished (or is
the latter cost-sharing requirement
beiDj waived for a "relatively least
developed·' cc::::untry)?

Yes. The GOB arrl the
~livian private sector will
accotmt for over 50% of the
life of proJect cost.

e. FAA 5ec.122(b). Does the activity
give reasonable promise of contri-
l::uting to the development of ecorx:>- Yes.
mie resources, or to the increase
of productive capacities am. self
sustaining economic growth?

•

f. FAA Sec. l28(b). If the activity
attempts to increase the
institutional capabilities
of private organizations or
the goverrunent of the ca.mtry,
or if it attempts to stimulate
scientifIc and technological
research, has it been designed
and will it be monitored to
ensure that the ultimate
beneficiaries are the poor
majority?

g. FAA 5ec.281(b). Describe extent to
\Vhich prcx:;ram reccx:;nizes the partI
cular needs, desires, and capacIties
of the people of the country; utili
zes the country I s intellectual re
sources to encourage institutional
development, and supports civil edu
cation and traInIng in skills re
quired for effective particIpation
In governmental processes essentIal
to self-iJovemn-ent.

N/A.

The ProJect suprx;>rts COB
and Bolivian private sector
initiatives. ~~ such, :t 13

basel on 30livia I s needs anc.
villI use to the :naximun
extent possible local
hunan and fina.ncial
resources.
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2. Development Assistance Project Criteria
(Loans Only)

a. FM Sec.122 (b). Infonnation am
conclusions on capacity of the N/A
camtry to repay the lean, at a
reasonable rate of interest.

b. FAA Sec.620{d). If assistance is
for any prcductive enterprise
which will compete with u.s.
enterprises, is there an agreement
by the reciplent ca.m.try to prevent
exp::lrt to the U.S. of IIOre than
20% of the enterprise's annual
proo.ucticn during the life of
the loan?

U/A

3. F.ccn::xnic SUpport Fund Project Criteria

a. FAA Sec.53l(a). will this
assistance prOl'lOte ecorDmic or
political stability? To the
extent possible, does it reflect
the policy directions of FAA N/A
Section 102?

b. FAA Sec. 531{c). ~vi11 assistance
umer this Chapter l:e used for -- N/A
military, or paramilitary activi-
ties?

c. ISDCA of 1985 Sec. 207. Will
ESF funds l:e used to finance the
ccnstruction of, or the operation
or maintenance of, or the supplying'
of fuel for, a nuclear facility?
If so, has the President certified
that such country is a party to the
Treaty on the Non-Proliferation of
Nuclear Heapons or the Treaty for
the Prohibition of Nuclear ~leapons

in latin America (the "Treaty of
T1atelolco"), cooperates fully
with the IAFA, and pursues
nonproliferation policies
copsistent with those of the
United States?

N/A •
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d. FAA sec. 609. If cOI!lltKrlities are to
be granted so that sale proceeds
will accrue to the recipient count~jl

have Special J.\ccount (counterpart) triA
arrangements been !'lade
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II. Standard Item Checklist

A. Procurement

1. FAA Sec. 602. Are there arrangements
to permit U.S. small businesses to
participate equitably in the
furnishing of canmcdities am
services financed?

2. FAA sec. 604(a). Will all procure
ment be fran the U.S. except as other
wise determined by the President or
under delegation from him?

3. FAA sec. 604 (d). If the cooperating
country discriminates against marine
insurance coupanies autb::>rized to do
rosiness in the U.S., will canncdities
be insured in the Uni ted States against
marine risl<: with such a canpany?

Yes.

Yes. U.S. procurement will
be fran the Bolivia, aoo
Cbde 941 countries, if deemed
desirable to accomplish the
purpose of the Project.

Bolivia does not so
discriminate.

tJ/A.

4. FAA Sec. 604 (e) 1 ISOCA of 1980 Sec.
705 (a). If offshore procurement of
agricultural camoc:dity or prcxiuct is to
be finance.:1, is there a provision
against such procurement, when the do
mestic price of such caxmlOdity is less
than parity? (Exception where catancxlity
financed cculd not reasonably be pro-
cured in U.S.)

5. FAA Sec. 604 (g) • Will construction or
engineerin; services be procured fran
firms of cc:untries which receive
direct ecalOrnic assistance urrler the FAA
and which are otherwise eligible under No.
Cede 941, but whic.'1 have attained a
canpetitive capability in international
markets in one of these areas? J):) these
camtries pennit United States finns to
conpete for construction or engineerin;
services financed from assistance pro:Jrams
of these countries?
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6. PP,A sec. 603. Is the shipping
excltrled from canpliance wi th
requirement in Sectlon 90l(b)
of the r'lerchant r1arine Act of
1936, as amended, that at least
50 percent of the gross tonnage of
commodities (computed separately
for dry h.1lk carriers, dry cargo
liners, and tankers) financed shall
be trans,IXJrted on privately owned
u.s. flag commercial vessels to the
extent that such vessels are available
at fair ani reasonable rates.

7. FAA sec. 621. If technical assistar~e

is financed, will such assistaa::e be
furnished by private enterprise on a
contract basis to the fullest extent
practicable? If the facilities of
other Federal .Agencies will be
utilized, are they particularly
suitable, not competitive with
private enterprise, and made
available without undue interfer
ence with dcmestic programs?

8. International Air TranspJrt. Pair
Cbrnp;titive Practices. ~ct. 1974.
If alr transportation of persons or
property is financed en grant basis,
will U.S. carriers be used to the
extent such service is available?

9. IT 1986 Continuing Resolution
Sec. 504. If the u.S. Government
is a party to a contract for
pro:::urement, does the contract
contaln a provl.sion authorl.zing
termination of such contract
for the convenience of the United
States?

Annex P
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No.

Yes.

Assistance nay be required
from the U.S. Federal DefOsi t
Insurance Corporation (FDIC).
The assistance that may te
procured from the FDIC is rot
expected to be available trom
other sources.

Yes.

Yes.
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B. Construction

1. FAA sec. 601(d). If capital (e.g.
construction) project, will U.S.
engineering and professional services lJ/A.
te used?

2. FAA Sec. 61l(c). If contracts for
construction are to te financed, will
they be let on a canpetitive basis N/A.
to maximum extent practicable?

3. FAA Sec. 620(1<). If for construction
of productive enterprise, will aggre
gate value of assistance to be fur-
nished by the U.s. not exceed $100 N/A.
million (except for productive enter-
prises in Egypt that were descrik:ed
in the CP)?

c. other Restrictions

1. FAA Sec. 122(b) • I f development loan,
is interest rate at least 2% t=eI' annum
during grace period and. at least 3% per N/A.
annum thereafter?

2. FAA Sec. 30l(d). If fund is established.
solely by U.S. contributions and
administered by an international N/A.
organization, does Comptroller
General have audit rights?

3. FAl\. Sec. 620(h). D:> arrangen:ents exist
to insure t'hat United States foreign
aid is not used in marmer which,
contrary to the best interests of the
United States, promotes or assists the Yes.
foreign aid projects or activities of
Canmurrist-bloc camtries?
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4. "dill arrangements preclooe use of
financing?

a. FAA Sec. 104( f); IT 1986 Continuing
Resolution Sec. 526: (1) To pay
for performance of arortions as a
methcd of family p) anning or to
rotivate or coerce persons to
practice abortions; (2) to pay for
involuntary sterilization as meth:::rl
of family planning, or coerce or
provide financial incentive to any Yes.
perscn to L11"rlergo sterl.lization;
(3) to pay for any bianedical
research which relates, in wriOle
or in part, to methods or the
perfornance of arortions or
involuntaI}' sterilizations as a
means of family planning; (4) to
lobby for a1::ortion?

b. FAA 5ec.488. 'Ib reimburse persons,
in the form of cash payments, whose Yes.
illicit drug crops are eradicated?

c. FAA Sec. 620(g). To canpensate
owners for expropriated natlonal- Yes.
ized property-='

'.
d. FAA Sec. 660. To provide training

or advice or provlde any financial
support for police, prisons, or
other law enforcenent forces,
except for narcotics programs?

Yes.

e. FAA sec. 662. For CIA activltles? Yes.

£. FAA. Sec. 636(i). For purchases,
sale, long-term lease, exchar:ge or
guaranty of the sale of rotor ve- Yes.
hicles manufactured outside U.S.,
unless a loI'Jaiver 1 s obtalnec1?

g. FY 1986 Continuing Hesolution, Sec. 503.
To pay r::ensions, annuities, retire-
rent ";Jay, or adjusted service con- Yes.
)ensation for milltary personnel?

,

\~
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h. IT 1986 COntinuing Resolution, sec. 505
To pay U.S. assessments, arrearages Yes.
or dues?

i. FY 1986 COntinuing Resolution, Sec. 506
To carry out provisions of FAA sec-
tion 209(d) (Transfer of FAA furrls Yes. "!

to multilateral organizations for
lendil'J1?

j. IT 1986 Continuing Resolution, sec.5l0.
Te finance the export of nuclear
equipment, fuel, or techrology? Yes.

k. i"i 1986 Cbntinuing Resolution, sec. 511-
For the purpose of aidilJ3' the efforts
of the governxrent of such ccuntry to
repress the legitimate rights of the Yes.
population of such ccuntry contrary
to the United States Declaration of
HuIran Rights?

1- FY 1986 Continuing Resolution, Sec. 516.
'Ib te used for publicity or propa-
ganda purposes t.nthin U.s. not Yes.
authorized by COngress?



~ectlon ~ll (E) Det~~ir~tion

,
CERrIFlCAT10lT Pt'RSU;'l-IT r:o Sr:C:'ION Ell (E) OF' ':1{E

I, George A. \~achtenheim, as Acting Mission Di rector of the ~erlC'! for

Inten-.ational DeveloPMent Mission to Bolivia, raving tar-en into accoun~, amort]

other thi~s, the mair.tenarC'E! am utilization of projects previously f:nance]

by USAID/Bolivia, do hereby certify that in my joogement the Government of

Balivia am the ~livian private sector (~e Association of Banks nrO

Financial Institutions of Bolivia, the Instituto para el Desarrollo de

Empresarios y Mministradores, FENACRE) have the financial capacity and htm'an

resources capability to effectively ~tilize and maintain t11e proposed

Strengthening Financial rarkets Grant Project.

,t1 I n ~__..._-
l- .. " 1,'~l ~tI~;~
George-.\( Hachtenl-eim --'-------=.

Acting r-Assicn Director

U~.ID/Boli via

!:ate: ~f;sf~7
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