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PL 480 TITLE I PROGRAM

The Migsion strongly suonperfs the GOP request for a 25,000 metric
ton PL b80 Title I Agreement fer the following ressons:

1. The rapid expansion of wheat plantings in Parsguay during the
late 1960's was supported Yy the GOP and cncouraged by the extermal
credit and technical assistance provided by ourselves and others. The

. Paragusyan Government and Paraguayan farmers sver-reacted to this
encouragement and wheat plentings and producticn expandsd tco rapidly.
The 1972 wheat crop feilure cansed finencisl losses to farmers resulting
~in an impsired ability on ihe part of the XNational Development Bank to
support the wheat program snd an gdverse prychological impact on every-
", one concerned. Domestic Poraguayon wheat planting has been reduced frem
53,000 hectares {197%#) to 11,000 heetaves {19$73), and production in
1973 will gpproximate 18« l,,,C netric tons as eompared with 55,000
metric tong in 1971i.. The shortfall in prodaction constitutes a very
sizeable financial loss,
‘ S

2. The GOP has agieed.tc,take iaitiel steps toward integral fiscyl

"“reform.. The provision .of crucisl external credit sssistance to Paraguay .

-at-this ‘time should elizit greater GOP couperation in this and other
efforts and will not relieve the overazll long-term pressures on the GOP-
to gen erete greater revenues.

3. A.Title X Agreement will provride ccunterpart resources badly
npeedad for agriculturel develonment, Wnile we sxpect scms gignificant
improvement in the fiscal situstion ia 1973 and 197h due to interral .

Lefforts, the ‘supply of "demestic resourccs Jor agricultural prograns to
-which we supply u&uﬂﬂlcaL agsiszstanca 411‘ bn inpaired without Title I

;countﬂrpa t proceeds if two ey {a} Trom the leck of such counter-
“part.to our projects, and’ (b} from the loss of leverage on the GCP
Cobo mgintain fadenuats ARy o The 3R s totsl progran in the agri.o -

cultural sector. Apart Fr;ﬁ the"wHesy dabdeole, "efforts of thz GOP.to
mocdernize her sgriculiure hove had.a significant pay-ofl . in recent

- years. ' Most of the‘Paravuawav—econcmy relies upon and is strongly
linked to agricultural production. Her exporis are alimcst entirely
processed a2nd unprocessed cu“modities proiucad by her agricultural
sector. The volume of Farszuay's exporis {ze measured by & broadly-
based index in constant US dollars prepared by the lMission) increase
et an average annusl rate of 3,0 porcent in the years 1968-1972 as
compared with sn average annual growth of only 1.6 percent for the
years 1962-1967. With the provialon of sdsjuate resources, we would
expect that the agrieulteival seetsy would respond ms favorably in
the future.. :
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4, There are compeliing US3 foreign pelicy considerations in
support of & Title T Agreement. These considerations are amply
covered in ASUNCICH 1322 (April 5, 1973).

The GOP requesied e new Title T Agreement on Octcber 25, 1972,
for wheat to be shirmed a2s early as uvossible in FY 1972 for 35,000
metric tons of wheat. This reguest is still operative, The Mission
has forwarded to AID/W soveral messages in support of the GOP's '
request. (See, in particuler, Adrgram TCOAID A-39, April 2, 1973.)

Wheat and wheat products ere Tereguvay's most significant feood
import, accounting for a@proy"atetv 65% of all food imports. The

most important factor in assessing Pa*aﬂuay s mresent regquirenent
" %o import wheat his beeu & declicz in domestic wihani production,

Domestic wheat pro&uct;on approvimated 5;,033 ratric tons in 1971

and 18,000 metric tons ir 1970. Ime te adverse clinmatic conditions,
the 1972 wheat crop avnroximated 19 000 metric tons vhile planiings
of 53,400 heactarss snould have u,uadcé&.over )U,OOO metric tons with
normal yields., The 1372 evop frnilure has had adverse psychological

and finaned al repercussions. Tas Naticnal Develcoment. Bank: {xnn)

decided 4o reduce firansing for pl:nfinga in 1973 %o 15,000 hectares,’

‘However, farmsrs have vlanbed 5,530 hectares to dutie with the
. Financial support cf the NUB #nd tetzl plzntings ere esitimated st

11,000 hectares. This constitutes s substantial reduction in tobtal
plantings from 1972 and in those financed by the HDB end is due,
perhaps, more to the psychologizal impact of the 1972 crop failure

than to lack of Tinuncing. Fven if westher conditions are excepticnally
favorable, the 1U73 crop could nct excesd 15,000 metric Hons.

The Miszssion est 1mates that domestlc vhezt consumpiion will

7 ¥eacdh'a’Ievel of 135,600 mitrde tong in CY 1973 erd 140,700 metrie -
T gons in Y 1974,  Stoocks . on hand ‘gt the heginnirg of €Y 1973 were
©8y000-metric tons. The GOP has indicated i1lans to murchase 70,000
_metric_tons of vwhest or vhe L flour eguivel
' Argentlna, her traditional supnliar, len

A CY L) 3 {from
-zzovzble silowance for
stock and feed/seed/waste, &t ihe end of CY 1973 ihere would be a
shortfall of 66,000 metric tons, Which W u31 Trobably be met by un-
registered flour imports. (See Tatle A) This rhertfell will have
to be covered prior o5 the possible arrivel in Parapuey of wheat
from & new Title I fgreement inasauch 28 shipaents ave nob likely
to arriva before tb* end of CY¥ 1973 if zuch an agvesuent were not
gigned pricr to the lsst quarter of CY 1673 (recond auarter FY 197h).

To date the GCP has purchazad. 3k,000 metric tons of wneat eduivalent
of flour in CY 1973, end over half of this has aiveady been importes.

e
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GOP Wheat Commissicn souraes indicate 4hat the GOP is negotiating for
e further 30,000 metric tons purchase of wheat from Argentina.l
Thus, if this negotiation is conciuded suﬁcessfullv the GUP would

impart, on & commerciasl registercd basis, approximately 64,000 metric
tons of weeet (and shent flour equlvzler ) frem Argentine in CY 1973.

b
The precise quariity of vnregisbtzred ficux irnvords which will ocour

in CY 1973 (from Argentina) is not kuown.

Ve assume thet the G, O matrie tons deficit will be covered by
unragistered inpute of w?eat flouvr from Argantina. This may depend
upor th2 priece of flovr» in Argenbtius, shich hes remained stable
despite continued inflation. Iﬂﬁmﬁﬂﬁh es the Guarani rice of
Argertine goods in conlraband tirade ras rizen subdbstantially in the past
year, deficit coveruge from unraszisztered fiour :mpcr*u in the future
may reguire some increase in the retall price of such flcar in Paraguay.

In response to the Mission's reguest four information on UMR
periormance under the March 1971 Agresrant, the GOP has stated that
Paraguay imported under commercial terrs 653,000 metric tons of vheat
{and whesat flour equivalest) in 1271, £5,070 metriac tons in 1972,
and plants to import 70,000 metric tons in 1)73~ fee ajvgram TOAID
A-84 (July 2, 1973). The GOP further stet:s that if doeg not object
to the use of this inforraticn ir eny international event in which
it would be necegsary for the USG to conmsult other whest suwpoliers
regarding the operaiions of tha PL L20 Titliz I pregreém. Wnile the

ta beses of the GOP statomeni are not confirmed from data con
registered imports, apé the Mizsion has come up scmevhat different
yesrly estimates, the indicated tohal of ¢ ““P“Lj al imports, both
registered and unregistered, of . iest and wheat flour c"ul'alent of
200,000 metric tons@or CY's 1971-1973 is, i‘ r'tnlnm, conservetive
in *e"ms of actual imports during ihzae

The proposed 35,000 metric taons
be worth approximately $3.05 million
miliion for the use of the GGF. %h=
shown herein in Table B in Guaganri

T Agrecmant would
nerate 0s.384.8
roposal for uses is
equivalent,

The largest share of prowosed uses, erproximately €2 percent of
the total, would be for the soriculiiures s Y A coemprehensive
discussion of specific progrems within the ¥inistry of Agriculture

1/ This 30,000 metriec tons is wade up of a rO 000 mehric tons purchase
end & 10,000 metric ton Aoraticn., The donation is under considera-

tion and is an attempt by tho 474 to sl whaat at 8 vprice lower than

that availeble to other commercisl custozers in order to honor a predicus

agraement with the GOP in reserd to price.
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(including the cooperative programs) was fbrwg‘ﬂed in Attachment A
to TOAID A-39. All mroceeds from the proposed PL 420 Agreement
would be used in support of Al loan- cr grant-aszisted projects
“or the sgricultural activities being asaisted undar the IDR's
Integrated Program for Agriculiural Devalo:mernt {FIDAR) losn. The
Mission's grant aqs¢hgance o agriculture o :ﬂt o \Oﬂe $950, 000
per yeavr, and the $3h.7 1million FIDAP losr is being @ishursed over
the peyiod CY 1G72-CY 31275. Airgram TCAID A-39 also includes a
breskdown of ordinary budset funds and o7 FL 430 Title T preceeds
for the financial support of the =ciivitiesz vnder Jurdsdicebion of
the Ministry of Agriculture for C7's 1871 and 1972 and estimated
reguirements for CY¥'s 2973, 197% and 1575. The estimate for CY's
1973-1979 represents the planning of the Minictry of Agriculture,
" and the Mission has made no comulirents In ragord to procsads from
. the proposed Agreemsent. However, it is cur oiinion that without
being able to cournt on a signiiticant nn‘ticw of Lhe FL 480 ywoceeds
in CY 1974 and CY 1975, the Mininitry of fari-ulture will not be able
to meet its commitments to prograns in aqulata n2asure to make the
best use of foreign rescorces boing provided te it by ihe IDE and
ourselves. Earlier this year, the kission had hioped to have
Gs.56.3 millibn of proceeds from & new Agreament to support CY 1973
- expenditures of the Ministry of Agriculture., She lock of these
funds iz beglinning to hove a-dal-terious icmact on the Ministry's
program and Minisiry officials hwuve spprogchel the Mission to seek
a mechanism wherelby funds couvid be advanced sgainst a Tuture Agreement,
The Mission ig not opposed, in mrincipls, to an advence from the
Centrzl Bank of Paraguay io the Mirlstry for funding of the projects
in CY 1973 contemplated in TGAID A-32 s socn B3 a PL L8O Title I
Agreement 18 signed “eszuse the odvanse wonld be short-term and self-
liquidating. Loolking to CY 197+, £e.13% millicon is the presently -
estimetad regukrement of the Minmizhry of Asricultura snd this funding
would 2lso bz jeopardized unless a YL 550 .04tle T Agrosment is signed
in the first half of FY 197k, :

- Paraguay'e curresrnt fiegecal situsiion has Yoon widely discussed
and ezamined in recent conths--ot the Moy CrA7 sibh-Tonmdttee Meoting
on Faraguay &nd in several mecsages f tha Lazion (Ueu TCAID A-39

iss aiz ged in Annex T
oLl make uomeqtlc

and TOAID A-T4#)~-and the fiscsl si a i
tothis document., A PL LSO Tiile 1 5Lefma;;
resourcas availabla to the GOY, A couriarpart soueration fron the
proposed Agryeenment would constitubte a et ciim. v ol 3,2 pareernt to
GOP current revenues in i9Th (2z tarceied bv the CINF Dub-Uomrittee).
Thus, in terms cof global magniiade, cowrvervach sorzrces from the
propcs ed Agrecment would be rxlavively soall.  Howaver, in terms of
the CIAP target for the Centri. ?overnmentﬂs

. 25%ic resource deficit
in 197& vwhich is oniy 4s5.3%Y millicn {rn2t boroving Trom the Central
Bank), proceeds from a Title I fgrcemeai are by no means insignificant,
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Ag is stated In TOAIDN A~39, tne Central Covernment deficit can be
firanced by higher use of Central Rank credit, reduction of
government investment, greater use of short-term external credits,
end some use of counterpert from & Title I Agreement., Inasmuch as
~counterpart generztions are relutively small, the Mission prefers
+to guide countorwart allocatisns touard gpecific uses ralated to
Mission technicael assistance programs, varticularly in the agri-
cultural sector, rather than permii their utilization in generalized
budzetary surport. The stratezv in this desien is to induce greater
GOP tudgetary allocation o agricoliural pregrems, Although this
strategy may free some budgebary »escurses for other uses, vrocedure
alsc eftectively ties sdditional domestic resources to agrlcultural
. Pprograms, In addition, "self-hely’ comlitions attached to the
Title I Agreement will be utilized to aid this sllccative goal.
For e new Agrecment, the Misslon propos:s $o negoitiate wore preacise
and quantitatively expressed measures than in previcus agreemonts,

Inasmuch as discussion cf the merifs of a Title I Agreement have
included consideration of Peraguay's 1973 balance of payments and
" the adequacy.of har internaticonal reserv:s, a compreghenzive projection
of the likely cutcome of her 107J Paianze of payments is inclnded in
Annex 7. The Mission now expects Paraguny's net international raserve
position to imwrove by $15 mﬁllﬁon to 325 rillien in CY 1873, bringing
her net reserve position to a8 level of $29 million to $39 million,
Net reserves of this ragnitude would be adsouate o confront such adverse
tendencies in her balance of payments as con b2 reasonzbly expected to -
arise during the neyi two yesrs,  Reserve coversgs for imports st the
end of CY 1973, would be in the ronge of 3.4 4o L.6 months,

Paraguay's export earnirgs increased by §19 milllon in 1972 (on
& B/P basis), and we project & furthar $E? »illion ircreese in 1973.
This contrasts with the weskness in Pars] ‘n export earnings in the
period 1955-19T71 and darives fundamentelly *vuw the boom in world feood
oo comeodity prices in 1971 and 1372 an@, in na*t'cular,_to the prices
cf Paraguay's exports, although grins in erpori volume slso explain
part of the over-zll increase in zmraguay
the near-term tendencies in therricss
difficult to predict with the depy
assesament of the prosyecis for
and 1975, The eccnomic procesas
suggest substantial, incrHMEﬁus E :
1975, Even if Paraguay’'s exporb earpir
all-time nizh level ($107 millica proj
ittle . & growth in her pet reserva position
If Paragvay's export earnings yrras to decline
edvarse climalie conditiorns or wo lower mrics
both of which appear 1ikely on the basis of his
would expect significant evosicn in her net res

export earninga. Ve believe

raguay's exports are too

is cn reguired Tor a velid
mort earnings in 1974
?e¢at;ve in Paraguey

=aort erpenditures in 197hand

s remein near their present

ted fpr 1973), they may be

it in C¥'s 1974 and 1975.

y for exsmple, due to

s for expert commodities,
torical evidence, we

exve positicn’

Lt ]
L——— §
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TAPIE A
PARAGUAY: SUPPLY AND DISTRIBUTION OF WHEAT
. {Metric _LC‘I"_._—)
Ueiendar Years :
1072 - 4975 107L
e (Actual)  (Estimated)  {Projected)
BUPPLY
A. Beginning Stocks (Wheat) 20,800 2,000 (10,000)
B. Production 17,600 {15,000) {25, 000)
C. Imports
1. Commercial -
a. Vheat ) 23,400 30, 000 {50,000)
b. Vheat sgquivalent of flour - 3k, 00C {20,000C)
c. Wheat equivalent ol unregistered o :
: fiour imports 1/ (12,700 {65, 000) (16,500)
2. PL 430 . :
a. Sales (Title T) 22,200 - 55,000 3/
b. Donaticns (Title II, WFP) 700 (600) (200)
3. Other concessional (Swiss Agreement) £, 860 5,000 -
D. Total Supply 148,200 152,600 156,700
DISTRIBUTION
A. Consumption (122,600}  (136,600) (140,700)
B. Feed/Seed/Waste 2/ {7.400) {6,000) . {6,000)
C. Ending Stocks (z,ﬂ\o) (20,000) (10,000}
D. Exports == - -
E. Total Distribution 12 500 152,600 156,700
1/ Reprﬂsents residuval after cubstract ing whzat miiled invo flour and

registered impertis Prdm
Current level of request

(Figures in parentheses are

- BEST AVATLABLE

‘Includes some border mﬂvknvut of wheat into B

o et

esgtimated total

consuwptl
~m2il.
For PL LBD Title I wheat.

estimates and projecticns of USAID/Paraguay).
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TARLE B

PAOPOSED USES OF FL 480 PROCEIDS FRGA 3%, 000 MI AGRTIMENT
N _FY 197k

(Millions of &s.)  (Thousends of

-Cocperatives' Progrem . 16.67

‘Ministry of Azriculture - 186.3
AID Projects . e5.9
PIDLP Frojecks . 8h.6
PIDAP Related Projects: 2.1
Common A.ID/ PIDAP Frojects 53.9

BNF Capitalization ] ' 113.9
Psrticipant Travel 7.2
Population Program 2.3
Additicnal Clinics 6.2
Operating Cos‘bs Now Reing : 6.2

Paic with § Funds

Current Loan Counterpart - e
M (-022) ' €.37
Proposed Losn Counternart 22.0
Cadaster 25.2
Vocational Agriculture e
TOTAL ‘ 28k, Ch
ot lobond ) . o

BEST AVATILABLE
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Frojection of 1973 Fxport Earnings

Progecticns of export earnings nade Wy va aricus authorities for
1973 are so far below present estimates that differences can only -
be described as staggering.l/ The latest detailed GOP (CBP) estimate
($118.0 million) is $31.8 million above 1972 registered exports
($86.18 million) and $52.8 millicn a®ove 1971 registered exports
($65.19 million). At present, the Mission projects Paraguay's 1973
expert esrnings (FOB) at $107.9 mililon. 3Bzsed on debailed exemination
of prices and production of export commodities (and domestic consump-
tion of some export commodities) we believa | 9”3 export earnings will
be about $22 million higher then in 1972 and 543 million higher than
in 1971.

The higher export earnings of 1273 dz not arise fram beaf
products; in fact the Mission projects thai 1373 esrnings from beefl |
products will be $h.7 million less than 1372 heef exparts. A relative-
1y short list of export commodities is likely to generate a $£5.8
million increase in export earciungs over 1872 expord ealnings, they
are as follows: ;

1/ In October 1972 the IMF projected FPerspusy’s export earnings for
1973 at $85 million (FOB), end in Fetwuary 1973 the Central Bank
estimated exports (FOB) et $96.6 million andi in March at $02.3 million,
In Februsry the Mission estimafted exports at $52.2 million. In late
May the Central Bark made a detailed esiimate of $118 willion and in

June & global estimate of $100 million.

_ -
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(Dafa in millions of U.8. dollars)

1972 1473 Io:crease

Soybeans - 3.8h q.00 ‘5.16

Soybean meal and cuke 2.20 8.10 5.50

Castor seeds .13 ° 0 e 2.07

Tobaceo | : 6.68 .  9.20 2.52
Cotton - 3.2 6.90 3.08

Coconut oil _ 2.36 L. 00 1.64

Essential oils 3,01 . 5.70 2.69

' Other cake and expeller 1.16 _ 2.8 1.7
_2h.20 996 2278

ey e et A~ Eoea e

This set of commodities, whose export value was {2%,20 million in
1972, is projected to score a 106 rtercent gain in export value
in 1973 .

In this list, scybeans and related products gtand oub with an
$11.1 million increase in exmort \arﬂvﬂgu. For za*‘a'“s, the price
per metric ton {FOB) waz $43 in 1970, but we exiinate 3525 per MD
for 1973 (and this is low for 1973 n&;uly uue Lo dau:§ of sale con-
tracts against the 40,000 MT export quetal, sy hean by-products
(meal and cake ) the averasze price in 1972 wx S MDY we
estimate $270 per MT for 1973. Fkox 1973,  mrojects export
of 40,000 MT of soybeans ani 30,000 NI of - ceke as compared
with registered export in 1972 of 41,407 NI and 28,805 MT.

4

g
K

™

Rt
3o
o]

of meal and cske, Even though ornd can guibtls e yrice estimates
for soybeans In 1973 as eithﬂr_tcﬁ ow or beo nigM, ul Yhis time it

is a case of soybeans herserk. Alithough soyhoe s for 1973

in Paraguay should have yieided & crip in zioeas b “Lgand MT,
unfavoerable weather conditicns in nbte March and in Anad 1mpeded

harvest and spoiled some of the crip. Thr'»":re, the A%Y3 harvest

will prcbably be only slightly 3d*‘”r than the 97,100 00U hrevest of
1972 (2nd some poor quality soy Lookhet 4 4 v s peen Luft une

harvested in previcus years are Lnltg harvested in 1573 and sold to
the domestic vegetable ¢il industry).
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Volume and price changes projected Tor castor seeds, tobseco,.
cotton, coconut ¢il, essential oii3, and ctber crke and expeller
are also favorable., Changes in voluame, wrice, and export value for
1973 over 1572 are a3 follows (in percent): :

Volunme Prica Value
G S ¢ o
- Castor seeds o 11.3 233.7 27L.T
Tobacco - 7.2 28.4 37T
Cotton 7.8 1.5 80.6
Coconut oil 71,0 - -0.8 69.4
Essential oils 7.2 6.8 - 89k
 Other ceke and eﬁpell?rﬁ ‘ k3.0 93.6 | 8.4

For castor seeds and essential oils, high wrices have induced greater
effort to pick castor seeds and sour orange leaves. Ths 1973 tcohaceo
crop was somewhat larger thapn thad of 1972 and is of good quality, so
the effective price will be higiner in 1973, The cotton crop was also
substantielly higher in 1973 than in 1972, au increase of 23 percent;
however, the residual available after considsring domestic consumption
accounts for the extremely large pgzin in expected export value | '
(13,500 MT in 1973 as compared wisch 7,593 MP in 1973). Fxport of
coconut oil from pulp and kernel isg estimated to increase substantially
in 1973 with little overall change in exporh price. Other cake and
expeller products are by-products from domestic crushing and refinirg
of coconut, peanuts, and cotton szeds for vegetsble oil. Projection
of a significanrt volume inecrease results from s combination of higher
price (which should yield higher export with reluced domestic use)

and from higher volume of coconub, cobton, and peanvt barveshs.

Export earnings of $57.96 million are cxpected from all comodities
not discussed above as compared with registerei 1972 axport valve cf
$62.01 miliion in 1972. A decrease in tuef product exports from $29.79
million in 1972 to $25.06 million in 1973 acccunts for most of this
decline and is predicated on slaughter of 200,000 head of beel cettle
for export im 1973 (as compared with 301,000 head in 1972) and on a
15 percent increase in average price rer ton of heef product exports.
Thus far in 1973, the GOP is staniing by ity dzcizion to limit sleughter
for export to the 220,000 head quote. (In Jact most plants processing
for export have now ceased opernticns, bubt politiciing for an expansion
in the quota will undoubtedly contirue}.
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Apert from luzber products, whose export earninzs are projected

at $10.5 million for 1973 (un increase of sheut &1 pillicn for totel
-wood product exports), tne remaining export *Fuahgus inelude other
cilseeds, corn, frech end prepared fruit end vegetables, ccfiee,
yerba mate, palm hearts, other vegetable cils, ruebracho extract,
portland cement, wild znimsl skins, suvgar, raw N*‘“ cocsons, and 21l
other {n.i.e.). The more significant produsts of this list in terms , '
of export earnirgs for 1973 ars coffee bears ($71.22 rillicn), palm '
hearts ($3.38 million), sugzar ($2.00 million ) and cuebracho extract

($2.60 million); however, projected changes fror 1972 export values

are not large,.

Projection of 1373 Import Expenditures

Apart from export earnings, the single most impertzat item in a

proaectlon of Faraguay's balance of vaymanbts Jor 1373 is the level

of import expenditures. At uvresent. puobliched costoms Jalz mre availe
able on commocdities imported during the first four menths of 1973,
These data indicate a FOB value of imports of 527.85 million. Besed
on the experience of recent jears, Imporis of this megnitvde during
the first four months suggest an srnuzl total in e range of 35 to
101 million for the yemr as a whole, Suprlemsntery evidenca 5"gsests
that 1973 imports are likely to be near tlz hizh end of this rangs ,
(1) the increase in imports from the first four months of 172 was ‘
36.2 percent (if 1973 imperis increase by the sawe percentage the ' L
total for the year would be $107.2 nillion); {2) the value per metric '

ton was $218.8 for the first four months as comvsred with $206.1 per
MT for the whole year 1972 and $138.6 per MI for the whole year 1971; and

(3) domestic ligquidity bas grown more rapidly in the past year, e.g.
the stock of money grew by 26 2 persent from the first quarter of 1972
to the first quarter of 1973 as corpared with 8.7 percent for the same.

period 1971-1972 and thz stock of koney and funsi--oray grew by 2B.4

L

percent in 1972-1973 as coupared with 3.2 vercert in 1971-1972.

The Central Bank projects imports (in B
1973. Although this wonld be 29 werecont bl
level of imports for 1972, it does not arp
the combination of incressed doms : ﬂL’LFﬂ by zrowbh
in domestic ligquidity originating - oot mocn of 1972 end
1973) and increased prices of gOOuJ from yercae (wrich hav supplied
approximately 4O percent of Paragvuv'e lmooris in recent yoavs) and
from Jepan. As an sdditional tect for the va?‘qjtf of the 5101 million
import level, the ratio of long-t- Lwon and direﬂt
investment inflow to imports for
(in percent):

/P} st $107.0h million for
. ﬁnan tne £78.7 nillion
r 'raﬁlv high given
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1568 k.1
1569 a7
1970 - 38.4
1971 ho.7
1972 37.6
1973 k3.8

This ratio has ranged from 38 to U7 percent., A $101 million import
level in 1973 would yield e ratio of 43.8 percent as compared with
an average of 41.3 for the vears 196£-1972 (=applying this historical
sverage would yield a 1973 imnoit level of $107.5 rillion).

1973 Balance of Peyments

Table XII presents the likely outcoms of Paraguay's externsl
transactions for 1973. Duia for 1972 (fdentical with data presented
in Table VI) are included nnly Tor comoercitive purnoses. The Central
Bank of Peraguay's (CBP) prodsciion of Jure 13, 1973 is also included
ir Table XIT. In order to hroadan detell of presentation, a decompo-
sition cf capital account itens was wnderteoken whieh goes somewhat
beyond the CBP presentation.l

Paragusy's net international reserve pozition at tha end June 1973
is $32.h miilion, which indieatos & $15.86 million increase in net
reserves since the end of 213732, Vhile certain commodity exports have

moved out rapidly in 1973, particularly bee’ produsts, the Mission -

expects that reserves will continue to rise. Although the second half
of 1572 will probably not show &n inecresse of the sare magnitude as
the first halfl, a reserve increase of $20 millien for 1973 as a whole
appzars probavle, although one should sllow z2n error factor of

¥ §5 nillion.

In regard to projecition of E/P current account items, the ission
accepts all CBP estimates exceprt (1) exvort earnicgs and (2) net
inflow on travel expenditures., Siven the morae favorable exchange rate
for Argentina fourists, sows rebound on net inflow on travel aceount
should occur in 1973. The $7.0 nillion estizated by the Mission is
higher than the CBP estimate but lower {han the net inflow in 1$59-1971
(See Table VI).

'&/ The $10C million export figure of lre SRP does not eolucide with
detailed Jdata also miven 1o us by uie CEP,  Wielr detwiled projection
ol commodity exports {May 1975; is ollo willica. fhis is $1¢ millicn
higher than the export estimate in the (BP's B/P projection and implies

an incresse in net internaticrsl reserves of 532,95 million.
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TABLE XIT

PROJRCTION OF PARAGRIAY'S 1973

BATANGCE OF PAYMENTS (Miliions of U.S. Dollars)

A. Current Account

B

II1.

ITY.
IV.

V.

T.

Merchandise Trade
a. Exports (FOB)
b. Imports (FOB)

Non~Factor Services

a. FPreight and Insurance
b, Other Transpertation
c¢. Travel

d. Government

e. Other

Factor Services
8. Profit (net outflow)
b. Interest

Donstions and Transfers
a. Private Source
b. Public Source

Balance of Current Account

1972

bk,
-3 ool

tméﬁo\
GRS Fae)

wn

* »

[ |
= OWn

t{
—
o0 N NN
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o
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i + +l
hS LI S L
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L i—‘%‘-““

|

1
B

19733

1973

}

e/ Preliminary estimate, Contral Bank of Paraguay.

b/ Projection of Central Bank of Paraguay,
-Juee 13, 1973,
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- ]..024‘ + 605
+10Q.0 +107.9
~101.4 ~101.4
227 - 1.3
"'4..0.1 "lo.l
- C)OT - 007
+ 5.2 + 7.0
- 0.1 - 0.1
- 4.0 - k0
-12.7 -12.7
n.a. N.&. -
n.a&. n.a.
+ 5.1 + 5.1
+ 21 + 2.1
+ 3.0 + 3.0
-;8.7 - 3,0
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B. Capital Account
I. Private Sector, net - 0.5
a. Privete Direct Investment, net =+ 3.2
1. Inflow . (2.5)
2. Gutflow . (0.3;
b. Long-term Credits, net : -
1. Inflow {(0.7)
2. Outflow (G.7)
¢, Short-tarm Movements, net - 3.7
II. Poblic Sector, net 317.2
&. Central Goverrment, net + 1.9
1. WUtilization ' {3.98)
2. Amortization {.9)
b. Official Banks, net B2
1. Utilization {(1k.3)
2. Amortization {2.1)
‘¢, Other Gov. Agencies; ret + 3.1
1. utilization (7.3)
2. Amortization (h.2)
. IIZ. Cther (Holdings by Fxternal
Agencies of Guaranies) - 0.1
IV. BPBalance on Capital Accourt +15.6
C. SDR Alloration _ . T ' + 2.2
D. Non-Monetary Balance #13.5
E. Errors and Cmissions : + 0.5
F. Change in International Reserve .
Position (- indicites increase) -14.0
|
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In regard to the net balance on capitsl gocount; the Mission's
estimate is $9.1 million lower than that of the TGP, The (=P pro-
jeection of net inflow to ihe F*l?a e szotor pn=ﬂru large, Two items
which are difficult to subvstontizte are pel privatre direcht investment
and net cshori-term movemenits. In the absence of satisfactory evi-
dence, 1972 performznce vould dictate lower net Inilows for these _
items. The Mission's projection of the long-term eralit {items B.I.b.l.
and B.I.b.2) is, however, fully substantiated '

In terms of public sector credit utilization and amcrtization,
the only adjustments méde by the Mission are the riost obvicus. Gross
credit utilization of central government was redoced by $3.0 million
to reflect lower pace of utilization of IDB Trans-{raco nighway loen
and the IBRD highway mainterance lcen., At pressznt There are 23 active
lcans being utilized by Parazusy's public sacto ﬂrﬁ t“n CAP projection
was made in April, so some Turther shertfall in wtilization may occur.
It is expected that any shortfall in crecii uilli?wf ion which is not
balanced by & corresponding reductieon in Innorfed commedities will be
relatively small,

The Mission's projection of tihe non-monetsirv balance (sce Table XII,
item D)} is $ + 19.6 million. For methodolagical resszons, errors and
omissions are not projected. The $12.6 nmiliicn wrcr'vse in internetional
reserves should be viewsd as the averagze within a range frem $14.6
million to $2L.6 million. Allowance of 2 margin of error is due to
the very preliminary data avsilable at this time and several presently
unknown factors which may yet influence the Bf?, particularly iwmperts,
utilization of external credits, and private shori-tern movements.

Fiseal Performance .

Fiscal performance of the Central Coverrment begen a cycle of
deterioration in 1970, The principal csuses of 4his detericration
were lagging growth of current revenues, rates 5¥ prowth of 3.3 percent
in 1970, 1.5 percent in 1971, and &.3 pchF t in 1972, anpd eccelerating
growth of current expenditures, rates of orxrin 27 7.1 t>vcent ir 1970,
‘b3 percent in 1971 and 12.& percent in "‘-‘m. {Sce Yable YITI). ‘The
major repercussions of the adverse frendi in current revemues have been
relatively low levels of capital empsaditures and increased net wbili-
zation of Central Bank credit (which was unialy lavge in 1972,

Gs.924 nillion). Although various elesentz of Peraguay!s fiscal systenm
have been defective for many years, including he=avy reliance upon speecific
rather then ad valorem taxes (which imvaris low glssticity to current
revenues), defective tax administiatior, ami lack of adequate budgetary
and accounting procedures, the GCP sueceeding in reising the ratio of
current revenues to Greoss Domestic Product in tne 1960's. The fiscel
problem of 1972 reflected the failure of the GOP to take timely action

to lnerease current revenues significently. In 1972, current revemue

: | )

BEST AVATILABLE


Scanner6
BEST AVAILABLE


growth was 6.3 percent {as carpared 1o e 8. worcent CIAP target).
The increasing of taxes and the reducticn o7 fisecal expenditures

. involve political decisions and &n asses:iment of the trade-offs

d between the unvopularity of higher +tuxes, neogetive political reper-
cussions of rcduced levels of expendit =ind The eventual

inTlationary impact of monetized ¢1thl dathioits

Y:

w5y
21

The January 1972 COIAP Subr-Coumitiee mecting decided to esteblish
targess for 1972 and 1973 curreni revenuss amd current expenditures.
These targets vwere set with the alesr resognition of the difficulty
in restraining grcwth in current oxpenditures, and the CIAP Sub-
Committee proposed levels of current revenues ahzuh,wouid zavliitate
reasonable levels of capital expenditures and min
utilization of Central Bank credit. While +
to fulfill the {iscal targets agreed voon fon ‘2 way mave been due
in part to adverse eccnomic factors, we and ollwr Cti wgeneies are
lnclined toward the supposition “hai the 0O has been wxwilling to
make the necessary pelitical sacriflics. Acuiairment o the lergeted
level of current revenues would have rvqulwv? Iirposition of new taxes
and upward revisien of existing tax rates, ard in 1972 the GOP 4id not
. .. take significant steps in this direetion. In any ovent, the tencr of
T the May 1973 CIAP Bub-Cammittee rneflnu dizcusslions reflected pertiei--

pating agency dissatisfaction with GOT fis.al periorminca and the
belief that the GOP had ignored (1) the fiscal reslities which were
T confronting it and (2) its promise to wreo2d with its reqiest for
external assistence for integral tax reform which was promised at the
Jonuvary 1972 CIAP Sub-Committee meolirg, T2 pmore immediate, shord-
_ term problem is that of increasing cuvirent revanuag; lack of progress
" on that front will signify ever-growing Loeil-cudy {rom the Central Bank
: end an inabllltj of the GOP to provide counterpart for projects
financed with external credits. Integral Lax yeform would provide
little immediate relief fer the revenue probles but would ainm to
improve the flexibility, elasticity, anc inistration of the tax
system, all of which are critical for Lovgrr-hern growth of current
revemes. '

1bili*y of the GOP

The GOP accepted new CIA? fiscal b ts for 1973 mnd 157k
{established at ths May 1973 CIAP Sub-Compittes meetine, see Table XITI).
Targeted growth of current revenuss Tor I1UT3 is 16.0 percent,end targeted
grewth of current expendifures is 9.0 peicert, Atteinment of *he 1973
revenue goal depends crxtzca11v LCT fne revenue vield of ftax measures
adopted in 1973, Date on Tis:e CTermnung are nob yﬁt avallable

.

for the first half of 1973; howeaer, el indicnticns are encour-
aging. Attainment of current rerivusz - = f?U'ﬁ tarnsis would
. rermit & G8.733 million increase in tus= rraut surplus and

9
<
=

Gs.623 millien increase in capizal axpand

7
tures, A sihorkiall from the
targeted level of current surplus would wrota

esuilt in an even greater
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reduction ¢f capital -expenditures because distursement of Gs.1,185
nillion in external credits from the I0R0, IDB, znd A.1.D. reguires
Gs.460 nillion in domestic counterpart (see mirgram TCAID A-7L,
June 13, 1973). '

In regard to the fiscal veform aziivitier, the GOP meds a verbal

request for technical agsistarce for integral teax refrrm to CIAP =t
the May neeting which was followed Ly a writien regquest frem the GOP,
i.e. a letter from the Ministersz of Finance and of Foreign Relations
to the President of CIAP whicht included zreas for oriority consid-
eration. The CIAP participating sgencies zqreed, in turn, to support
and facilitate the GCP's request through the CIAY mechenism. 7The
GOP also promised to reimpose the incows bax law, legally suspended
in late 1971 (after becoming law the same year). Probably the mest
noteworthy topic omission of the rocent CIAY meeting vwas agency
discussion of new credits. Tiis was related o a tight fiscal
situation end the inability of the GOP to mske available counterpart
needed for ongeing credits on a timely tasis.
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