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FIL-C7 I:
 

I. SUTP~Y~!.AD, CONCLUSICUS 

,he Paz Fstensscro Government which assume, roqr on August F., lI.5
has been highl,.' succesful in ening Bolivia's hyerinflatio. The rate of 

increase of the ccrsuvi.er nrice index was broug.ht dcmrn frcr' !1,750% in I.OE 
to 661 in1r6 (0>cembe..r to Cecenbrr), at to cnly 4.5! during the last 
quarter of the year. -. e rate of increase ot the I-u&aet cieficit of the 
Central Coverr.ment was brcuglt d.,. frcm 2, 3CC% in.I C'-F to a prcject&3 72% 
in 1. f. AS %croncrt 4ion of the GEP, the buelget deficit of the conso)±I-atf-&, 
nu-2ic rector dec!inec. frcm 2r% in 1WP4 to 12% in 1 WFE, and is prcjected t 
4% for 1 .E' ar, .% in 1r7. The annual rate cf I-,ni: credit ex:ransicn to t>e 
au-.ic sector which was 2,F91 in IS2.W became a neoative fimire in V'PC, 
while the rate of credit expansicn to the private sector 2eclined frm 
4,2A9% to 129% 1/. As a result, the rate of increase of the rcne, supply
,:Il .eclined from over r,10O% in lP5 to a projected 2_% in isC-6. 2/ 

'Me IUF team that visited Bclivia in August-Septemher !§C. =,n in 
January ]W7.7, fcu.d the GO in full compliance wit. all targets in. the 
Stand--It, except for the teporary failure to meet the reduction of arrears 
targeted in June. IBwever, t),is deficiency was remedied I. mir-July. 
Eevera2 other targets were over-fulfilled. 

T1.e balance of r- ,nyents situation remains in deficit owira to the 
depresscx! state cf the ccuntry's exports and the country's large debt 
service chargps (only partially refirance in 1!76). Officia.l!v reccr:'.e." 
exprt earninas declined sharply - frcm 724 million in 17P4 to 2- -I!' 
in !SE ancd to an estimated IE42 millicn in I.C'3, as the result cf 
sicnificant declines in the orices of Bol.ivia's major exrorts, natural cap 
and tin. 'The price of natural qas sold to Arcertira is expected to -ecline 

, another 15% in !.CP7 (in additicn to a decline of 1..1 in !.°GU). The price
of tin droppedI hv 55S% between the third cuarters of i.5 and 9PE.. Cr the 
other hard, substantial relief to Bolivia's 29P balance cf pavi-ntz 
situaticn resulted, from the debt renegotiation with the Paris Club that tcch 
-lace last ,June. T-,at relief amrunted to scme t25C mriTlicn in refinancec4 
intereFt anrt.rtizaticn pay.ents falling due that year. 

2, Source: 117, Bolivia - Staff Peort for the l(5?rt.-IV 
consultation, page 13. 

2/ Tir., page 13. 
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e r-1-arce naents deficit ou> have en .uc. larc=&r tr 
t r m -.1l- .cn .rr -ect ':,- it not t-een for r 7 cllicn in net .- rt tor" 
capita. illc., p2t. another . miiicn in "Zrrors ani Cmissin. !" , 
a .). ct]: of these itens reflect the ea;rnirqs of t-- n-iNal sectcr 

(larg,:'? narcotics) an-i: the repatriaticn of exort etrnir.cs (: cacital 
flicht) effecte, in orevious years. Fbr lP7, USAIE/Bolivia has oro-ecte­
bala.ce cf -aient: Ceficit of tl,! rilicn and n unfinanced lalarce of 
naw-ents r-ap (or n]ec_1ne in net internaticnal reserves) of Vr- million. :"e 
IU has set a limit of t20 mi1 ion on the decline in net internat C€na 
reserves in ]97. -o the extent this gap remains unfironce', in:rts '.:i. 
lave to te cut hech, and the recovery target for this year rmay not pcle 
ac..i e , .. 

T.e main tas- that presentiy confronts the Eolivian aut.criin is- ' 
reactivation cf the eccr.omv. The Central a.-,'s preCir C-P rcPec:c 
s1iw a decli.e of a1out 2.e' in rea. terms in 1a,:. •,ile ,li in ic-.ns 
noirt to the fact that the Ccve.rnnent has succeelde in settinc. the "-a-c..-

arrest and re'verse the decline in eccrmic activity, a num.nher cf factors 
h-ave :rn=-e- an early recover,. These include crer'it tiahtness, the 
sub:stantial difficulties face . by the mining industry, the multipli, r 
effects cf the shar- -rcp in exrort earnings, ar continuinr certa :n , 
in the private sectcr. The Ccvernmrent is in the process of a.idressir'c 
various ir,&inents to economic r,-irtivation alona with ccntintlini 
inpleentaticn of the st;.bilizatlicn program. The attached COB Letter :f
 
A,,'picaticn for FFF Assistance (Fee ?Ir. ex I) sumarizes the cteps the 
Coverriinent has alre tai]en to stabilize an.d restructure t-e occncr..., 3: 
el as the measures it plans t- take in the mnths ahead. 

The basic raticna'e for the prc se]l5 nilion ESF a.sistancp 
programo.C fY ) as~rcx~a)- 7zr i~s follcws':Ls 

ThF proram wi I Icontribute some of the resources neced', tc 
finance economic reactivation hy providin, foreign exchange for the 
importation of raw materials, intermediate ar capital goor.s for thre pcivr'-to 
sector; arn .!v local currency funds use.! inpiementgenerating to be to 'ey 
elements cf the narcotics control program. 

S 1.e progran will provide balance of payents sur't an.,,s 
help reduce th-e balance of ea.nents car. TAhe case for cuch supcxrt s 
strenctened Iny the nee' to cc.-pensate for the ccmbined losses tc tP'e 
Eolivian economy resulting from the fall in the prices of tin ann ratur:.' 
gas, and for the foreign exc.ance Icsses an d1cmestic mv'iiplier effects 
resultino from the ccnti,,u~ng oisr'ption of narcotics tr.,fficing. Fa.41ur 
to close the balance of palments gap is likely to irpede econoic rc-cOveC2.. 
in ICC7.
 

- 2. The ESF program has also lbeer, ar will continue to "ne, an 
inmportant USC. instrument for encouraging continued G01 cooperation in the 
area of narcotics control. Section rll of th-e FAA i pzoses spcific 
narcotics relate.: conditicns that anply to the aprcva3. cf FIIF for Eo] via 
in FYv 1W7. Pecently, a joint USC-GE ccr,-nisscn ela-oratec an iritial 
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plan for ooB narcotics control actions on several fronts, includinc 
interdiction, coca prcducticn controls and development cf alternative 
emi.loymnrt opportunities for the displaced labor. The nSF assistance wi.ll 
generate some cf the local currency essential to t]he implementation of the 
develcpment related activities of the plan. 

Fina']y, high, 
support for Bolivia's democratically elected government that has shcwn 
considerable political courage in taking the necessary,steps to stabilize 
the economy, free it from unnecessary government controls, establish a ::uc. 
more favorable environment for growth of the private sector, am. undertake a 
determined campaigrn to eliminate narcotics trafficking. 

- 4. a issicn pricrit,- is to maintain continued U.5. 

T-'e basic coals of USC policy in Bolivia are: (a) raintenance of a 
stab-le and ilerocratic qcve.nment and institutionalization of the democratic 
process, (b) private sector led economic recovery, and (c) narcotics 
ccntrol. rhe G1OB's basic economic policies anO priorities are fully in line 
with the recommendaticns of the USG, other dcnor countries and the 
international financial institutions, and merit continued USC. surpprt. 
Further assistance to the GOB's stabilization and recovery effcrts will alrC 
help advance USC narcotics and democracy-related goals in Bclivia since the
 
survival of the current government, which is making significant strides in 
institutioralizinq democratic rule and in narcotics control, depends, to a 
larce extent, on the success of its economic policies. 



en ta~in cffice in ,uaust 1925, the Paz Estenssoro government was 

economic situation characterized L-. hverinflation,faced with a chaotic a 

foreign exchange crisis suh:stantially aggravated by the collapse cf tin ane 
" 

a growing debt servicing problem, a substantial U":tpetroleum prices, 
1W?.I. Thetdeficit, and a real GLP that hae declined. each year since 

that confrcnte (' following statistics illustrate t.-e magnitude cf the prohlem 
increase of the consumer nrice in.ce:xthe new qcvernment. The rate of 

and !1, 7_C..accelerated from 1239. in lln.. to 27E% in 1923, ]?Pl% in _1WF4 

I.P. 	 (see Table 1). T!e rate of increase of the "budget deficit of the 
. public sector ( a key cause of the hyperinflation) increascuconsoliLiate­

from 2% in .-cT.3 to ,Sn%in 1C arO 3,5CC2 in !PE. 2/ In. a 

of the C1., the overall deficit of the ccnso,=Yated P-hlic sector incr'. ', 

from 16% in 	it2 to 22% in 194 4/ (Zee Tables 2 and 3).
 

B ,n-:These larce deficits were f'.nianced, to a large extent, by Centrnl 

credit expansion. TotaY net credit extend]e by the Central Ean. to the 
-.ruhlic sector increased from tt I billicn in lCI to &h 29 hillion 

_SP4 ,/ Net dcestic firancing covered C1 of the overall oublic sector 
Tlhe annual rate of increase cf har.k credit expansicn tWdeficit in 19P4. 


the non-financial Dublic sector accelerated from ?P7% in 1.3 to l ]((% in
 

!2P4 and to 17,02.% in 1W25 (See Table .). [kc;ever, cradit tc the pubic 
sector was not the crlv cause of the increase in Mney sur.p2.y as Xank cred:it 

expansion to the private sector increased at ccmparable rates du"4rc 17 

a.d 2. 5 ('Table 4). As a result, the supply of currency lus dEmand 

derpcsits (Ml) increased at a rate cf 1,7.C in 19P4 and. 6,137% in W .... 

(bl + savings and time deposits) increased at rates corrarahle tc "' c'.r
 
this p~erio. (Tahle £).
 

in the current acccunt ofPredictal2!y, su-stantial deficits apneared 

.alance of payments. Tnese rose from t 17( million in ].C82 to al-cut 1.t22
 

million in i.5. T1e overall baance of payments was ccnsistertlv in 

deficit since iW2, with the balance fluctuatin, bet%. -en a neoative USl ICZ 

million in 	ISP4 and a negative US$ 33 million in 1M'. A substantial
 
deficitinprovement 	 occ.rred bete..ePn !9E and !9 C, with the overall 

to $2F milicn €Table 9). Iet official reservedeclinir. from "2I2million 
increased. during _W93-f. , in larce part as a result cf the substantial 
accumulation of arrears and debt rescheduling tlhat occurred in lgC2 and cf 

the Paris Club negotiations in June, 1.6. 

/ 

4/ 
5/ 

Source: 11,F, Bolivia - recent Eccrnmic Developments, 
Table 25. 
rbi.i. Table 1 
Central Bar, Estad".sticas Monetarias y Finacieras, 

Dec. 

Au. 

2, MIS, 

19.E6, Ta-­

- F, P 19.2­



r1T-e ha.l-rice o! ma,. ents prot-lem can be attributej to the, fi-Ac?:ia . 

1. 	 Cc'.apep cf tl.e price of tin (it 'P11 py. F5% Lett.eer. thet 
couarters of I2.' ane iSCV.) and a I% reTuct:Cn in t.'e nrice c'. 
ni tural gas negctiat& with Arqertira in L.vef.frr Ii. .. '-.e 
,I.isninticn c. rarcctics extorts is ancther icnavnnti:rc factcr. 

2. 	 Ler'ae de!'t service pa ments resviting frcm. E-istanti-l ,rc.'. 
fcr ,.-xorly conceive, prcjects in the 197Cs a. early I'VCs, an,­
frcm financirc t-e crprating deficits of. -corly iranagpJ ctate 
enterrrises. 

fiscal-cnetail.' to the 
the rcre suco?,. and price level. Te i.oact cn t",e -ar'anc c' 
poa'-ents was rurther aggravate(! Iv maintenance cf a ",eavi -', 
ovcrvat:ed exciamne rate until August 1CF. whici. heavily 
penalized evrorts, stimulated imports, a&y evrarm" t~e "lrce 
of pa~rents gap th.roughout ti-e .S.. - ucmst IC 5 per.-c.. 

' 	 policies leadirq rapi. cr,:e ir 

?.., a cc.zined resilt c' the contraction of e:c.rt eanrings anc Of
 
. .rx~rv econom,ic prca.uceC the -,.erl-.c.
cor.ceiv(.*. donestic olicies t.-at 

ant: acicravate&. t_-= r.a.ance of pv.'ents disequilibrir.,, the real GUE het .een 
l...-2 ar2 _.5 c'c!Ane by .7.2%, while thbe real per capita CEP was est.'.r.. 
to -ave fallen hy *76-0 over this period. 

The frolcwin_ ar.rear to Ire the major causes of the economic 
6fficulties inherited by the Faz Estenssoro gcvernent:
 

1. Ccnsiderale .c-litical instability: Nct onl.' vere there freuent 
c,.nges of and within governments during lCO-II.P5 er Jod, but the 
covernrients in mcwer failef&to devekcp coherent eccncmic pclicies and "..e: 
'rktlc to resist the derands of strong, leftist-dccinat. !a1,r unicrs fr 
higher ;ags anx ot-er benefits. Tis was particularly true in the ri nr 
inu.tries. The Carc.a Veza Cc-vernment that tn]. pI: .er in a cLt, . n 
. r. susrxn & Conrers, cuntlaw,& rol tical activ ty an< coenl', er&acE .. 
cccaimpe traffic. '.s a rasi!t, the eccncmic surrt it receiverO .zz 

.eli-mirat x r sr- l- restricted- 1., the United, States an cthc- .estern 
,']mcracies. Et:ri..g ic-., tne economm, deteriorate f .- re rapJm -,.. Cut 
off from concessicnal arC ccmmercial credits, the C(arc.'a Ieza recime 

e-Dnrro - reavil',, frcr- other Latin Anerican countries, notabl v• 	 Arcentira, tc 
,financ. its ranidl; emxnim ,Ieficits. T:e peso became h- overvalued 

an- ccntrabIarnm in~mrts flcurisl-e.'. 

'7arc-a Neza res:cne in August 1 l and ...as fcllcwqed two, C
 
inion, mielitai-] nrersicents. Fcwever, these receims ccul rct ccmmr .
 

c ur-crt fcr te ecrnomic meastures thev attcrvpto&:, to aeboct. . .e 
Vi i ioso Covernrent anr.cnce- a set cf ecfncmic measures in June .. 72, hut 
reacticn was so hostile that the mi]itari reconvened ' i... Congress an(! 
turrm; cver rr:le tc a civiliEn ocvemrn,,nt heace.i -, .oran Si'.es uaz.-,, 

(f-- tc' . c on Ccter IC, 1?.. 

http:lCO-II.P5


The 14'-s= ccvernment, which laste until Aunuet 1S.V5, mas weaT- hno 
,v'ci']mtir?, rr.rticularl on t1-e economic fro.nt. iler 1 wea.; an!-.uneecit'o " 71creov:r, participants in the coa. iticn ,.cverr.ent irclixc:e&. thte 


ccmmunists anyi leftist pclitical pvrties. Siles' lead rshi style, which

airmeC at achievir a ccnsensur, never w:cr.ed and 
 le,., to eig1-t rajcr cal-inet
reshuffles during hi. ter.m. Ie was .rrticularl" urable tc dea.l 46-t1"1e
l-ft- tc-rater., uni,rs, cr tc cec - *era..dz for wace ircrv-leq ,r.

e:7.qan9ing ccmmunist influence within the cove.nnment's bureaucracy. './
 

2. Th.e second major cause of th.e difficulties ir-oritcO Ly tI'e Paz 
coverr.nt ccnricte2 of te su..tantial cperatina defIcits prcuce? 1-y, the
 
state ente-ri'es. [oivia'v minirin 
 indust., faced sericis C!ifficulties
 
even before' the cc1'anse of tin prices cwir.g to hJch pralctici, cnstr, 2c"
,rc.uc._v.i_, nuercus -tri-es arc? :igl transoortaticn ccsts. Larce
 
d.eficits incurrex.. *-' th. mines arm otrer 
acerrr.ent enterprises,
particularly the state operated railroads, were a significant ccntri:utcrv
 
factor to t,e )-uCaet r.eficit ar-! tle "\'yerinflation.
 

Z. Th,e az gcvernment faceO a Awas also t!ith huce foreicr .et -.haC tcorn ccrracted to finance the operating deficits of i-ct'" the rneri 
-cv -r.ent and the state enterrises, as t.'ell as t- cover rersitent ".a'nnce
cf -a'--cntr rl.eficits arn to firance unoECund ro-Oect.: durinc t-e 7('r arzenr2, FC's. !he total e:terna:! nu'2ic (ard . ub)lic'y/guararte_) del-t
cutstandirc on "cceml-er 22, F Stoorl at t2.7 bilion, eual tc 145P-cf th.­-P !as the !.r Ban)-'. Total accurmlulated arrears :ere
hillion., cf which &W-'ri i.icr. was ,ue to fcreign ccr.mercia] hanl-. P-.e 

.tcta! 2F1-t service (interest ar amcrtizati.n) on current mwrtur:*ies,
exc:usiv_ , : axrortization rf arrears, due in --. 'ac ertim-iate at I..?
 
-c 7:1 n t 
 - te -cX.. to Z'o!ivia's-ual esti-ate" 

.....- extorts:. 

. n inelastic revene collection s.Ystem ccrined' with fau tv
economic policies aret.y agar~vateO tile magnituCe of the ti+udoet tefci an. 
was n imair caure of tl-e hyerinfiaticn. 1"+ile govem-ment exixrnditures,increased" screwhtat durina the peric(" (total cenera governi-ent erqendit'res
increa.-eA from 2' of GEP in I -2 to 7!% in I.P ), and the overall *eficit 
cf the state erteznrises increased from ..C' to 4.7 of CEP, it v: t..e'
sev'stantia" CB 
major cause of t.e deficit. Total revenue of the CeraJ Cov~rrxwnt as a 

1.ac of renre re collections -ehinexreryitures -that ?te 

r/ Ecurce: AID fCission to Bolivia PAE, Octoer 29, pag5, S-Cpaes
Socurce: IM, "Bolivia - Fecent Economic Develcpment", Sept. %, i.s'e,
.ppenec'x Tahles C-0 arvi 6l, Pices 126-137. 

http:coverr.nt


-7­

prorxrtion of GDP decline, from 11.5% in ]SP2 to only 4.'% in 1SP 1 , causirc.
 
the Cnoral Government's cvera'! deficit to inc'rease frcm 1A0 to 2% of GT, 

Stne overall deficit of the C ,nsoliat&.Public Sector increase.-: frert 
I% to 2S3%. / Th-i dismal revenue performance ;;as due in lare rart tu t'e 
rc,sal of the governrent to devalue the peso (thu..- caus.in, a Substantil.-I 
drop in the real val'e of import d]uty collections), its reluctance to raise 
the price of gasoline in the domestic market, anc: its failure to adjust
specific taxes and Cduties. The inefficien, of tax arl custo.as 
ad.ministration also contributed to the decline. 

5. Central Bapri credit ex.arisicn to the .xiblic sector i-as nct the
 
onl cause of inflation. The barYing system also su]'stantialv e:a.nc,
 
credit arant& to the private sector. The anual rate of . i}: credit
 
exransicn to the private sector increased "from . 1% in HX3 to I1CfM in lr.
 
ard Ir,C-' in 11E (See Tahle 4). Borra.iing from, th-e ccirmercial -anl:ir.c
 
s'steT ias encourage-" .y the policy of placing ceilincis cn interest rates.
 
For example, in 1lS24, when inflation accelerated to Over 2,CCC%, irterest
 
rates on deposits were held at less than 140%, thus beccminc sharply 
negative. This not on!,, encouraged excessive borrc.winc 'rut re :ulted in a 
substantial drop in the real value of the deposits he]l L-, t.-e baniir 
system. From a level cf $7Vl millicn in I 8f ,, the value cf c.u.rrenc , in banl: 

,,ledosits declin- to i117 mil.ion (rmeasureF at the parallel narket rate) b. 
tlhe end of ]F', I/ a factor that caused serious difficulties to Dlivia's 
ccrrercial tan-ing syster. 1/ 

Ct'-er current eccnomic policies that exacerbat-. t!'e econcrnic 
.lifficulties incltk-ke overvaluation of the exchange rate arnd the 
"de(olarizaticn" l_'/ c: dollar deposits. Overvaluaticn of the exchance rnte 
not cnl, contributed siorificantlv to t.-e hudcet deficit 1- causiro ser:rrr 
lags in revenue collections. It a]so greatly 'ciscourace<&exnocrts, since 
exirorters v'ere legally obliged to deposit their 1ard currenc-. earninrs i. 
the Central Bari at the official rate ,hich was only a fraction of t!-e 
parallel rnarl:et rate. At cne time in 1,P5, exporters received in rscs as 
little as F% of the true valve of their exports. 12/ Ps a result, e.xprts 
in a wicie rarne of activities al-st disappeared. -clivia's ncn-traditicnal 

F/ Scurce: UTW, "Bolivia - Staff Peport fcr the .%C Art. IV 
Consultation by. 2E, 19G6, P. 43. 

t'! AID '.fission - PMi-, October 2r, 1925, Pages P-9. 
T_./ 'hile hank deposits staged a rexmarkable recover-, in recent :onths, 

their real value is still considerably below the 1. level. 
_!/ "DeIdlarization" refers to the government's decision to convert all LUE 

dc.lar or dollar dencminater (epcsits heldi b-y Bolivian !-ankirc 
ertitierinto Bolivian esos at the cffical rate. 

12/ raini Tbrowitz, Consultant to tT'e %jorld arJn, After Tin. -nd Natural 
".as, V hat?, Aua:st Pace M 
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exports (other than tin, other metals, and natural gas) declined from $97 
million in 1982 to only t33 million in 1965. 13/ 

The major impact of dedolarizatlon was toi (1)reduce substantially 
the real value of savings ; (2)further undermine the confidence of the 
private sector in the government; and (3)contribute to the financial 
difficulties of the Bolivian banking system, as banks were compelled to accep~t 
repayments indepreciated Bolivian pesos of their dollar loans. U.ile the 
Central Bank bad also promised to allow the national banks to repay their 
dollar obligations to foreign creditors in Bolivian pesos, the Central Ea]J: 
and the government subsequently used a series of devices to avoid accepting 
such peso deposits. This issue remains unresolved to date. 

L2/ IMF, Recuest for Stand.-Bv Arrangement, Op. Cit, Table 18, Tage'E. 

./->
 



III. TL A 29 '5T'UT I. "'E,". EC"CIFMO!C P.PCCpnt!" 

Or. PAtiust Zf, l T'5, soon after President Victor Naz stens'oro assued 
power, the covern'ent 2lF0C that containedissued Decree No. a far-reachinc 
program to arrest the iyperinflaticn and the country's slide toward econcmic

chaos. Th- - recree containe , the Nlew EFconomic Program, the main features of

w.-i.'n are stmarized heloti, 14,1
 

1. -jorVeasures A.-crted 

a. Mdoction of a flexih, e foreign excance adjustment mechani m: 
Wnder te new exc.ance system amnounced on August 2S, the official excl-ance
 

rate woud t ad'juste(& at least twice weekly at auctions cor.vt.--
... t-eCentral Pan. at which foreign exchamne 'culd be cffereO for sale. Vhile
 
ex.orters still -a(? to surrender all of their export proceeds the Centra]
to

Bank at the official rate, they were provic.ed guaranteed access to specifier

cuantities of fCreign exchange they required to meet their raw materia. arni
capital cgocds -equirements. These export proceeds provide the princi:al
 
source of foreign exchange for the free market auctions.
 

The cfficial Central Bank sellinq rate of foreign exchange

immedriately 
 increaser] from 75,COC pesos to the dollar to .1- I,C7P,CO"to
US.]. (Tatle r). Thne export sales cf CO':I:ICL (mining) and YP-_F2 (natural cas
an-A petroleum) and ot',er state enterprises increased substantiailv in terms c: 
pscs, thus yiellir.g much Taraer tax revenues. Imports valuec: at the new rt.te
producer' stbstartial increases in duty cclections. ',tile tl.-e servicing of
t.he foreiqn debt ar. public sector p:rchases of g s arO services asc
increasei in peso terms, the net fiscal effect ,as strongly positive. 

1. Petroleumrprice adiust.mnt: The domestic petrcleur price was

increase " sigrnificantlv so as to be in line with the worl 
 marl'et price
translated into pesos at the new market determined exchance rate. T-s
represented .an irmediate tenfolO increase the previous price.over Petroleum
prices subseaue.ntlv were adjusted periodically through 1I13F to maintain thc.diollar ecuiv.-ccv. Ps a result of mmetary stabil.it.', no further ad :tmerts 
toot: place eurin, flC. 

c. !r.creases in the rates of otber utilities, ivhCluinq electricit­
and te.ephone rates: These rate- i-evre increased to conpensate for actual
service costs. Public utility prices were fixed in dclars, with hills pai',
in pesos at the exchange rate cf the e ay. 

d.. bnetar.' Reform: The program eliminated interest rate ceilings 
on all deposits and loans. Other provisions authorized conuercial baks to
 

2-A/ Baseo on Echert Burke's analysis of Oct. 22, ISC5. 
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carry cut fcrein exchange rate trzansactionra and to offer fcreinn e:.change 
rer&minat.&. acccunts witl- ocllar-mainternnce of value claues, n tC r3-C1 

Otlar denominate( loans. 

e. 	 Tariff Peicr.: Eolivia, like mnst of its Soutlh. A-ne.ticci 
cnneia-hhors, had a long history c-f high tariffs imnorts of fi.isr 4 

ma.-ufact-fr--" co.s cr'c-4n w", with cw cr ncn-existent tariffs on c .4iIr-a s 
ane industrial arn agricultural inputs. In addition, since l.2, r st i.i.rts 
of ccnsi!mer qcxxs .hac Ieen prolibited, a feature that greatly encourt.-ed 
contraband. T.e new C prcgram. abol ished all import prohi.riticns ard 
replaced the for.er hich tariff structure with a fj!at 10% percert a,(-valcr,:r 
duty plus a variable f ut' equal to IC%of the formerly prevai inc t;r' f 
This provision vri. replaced in '.uqnst of 1Wr". by a flat 2C% a'-val2-re Cut" 
(',it.- a few e:xceticns, such as irpcrts, cf machine.y, Qbic- ccrtinue, tn . 
I .6 eis was designe( to improve revenue .collection.s ns -we. as tr,. asure 

reduce th' cegree to whi& import tariffs distort th-e allocation of roscurces. 

f. Fiscal, ~.aae and Lai-or Policv: The New Economic Procram fro z2 
rulblic sector waces unti 1] ecember -31, PF, in an atterpt to reduce rpa. 'lOl 
experxituree. The program also sulhstantia_.2y increased ti-e frae play c. 
Market forces in the private sector labor market L"? allowing emr~ye:S tc. 
discharge emplcyees fcr any reason, subject to t]'e pynert of sevetance 
nay. 2_5/ In arcition, the impleme.nting decree provided tiat rrivate sects': 
wvoes %..uldbe freely negcotiated between emp2overs and emnlcy.'es. This 
replacet the previous practice of gcvernment-Clecreed across-the-ix-.r- :ag. 
increases applicatle to 1-ot, , private and public sector vs rkers. 

g. Price Deccntrcl: 71he CB abolisled all price controls on 
ccrodities prcducec L-y the private sector. 

h. I rcved Acccunting 1-/State Enterprises: The Cecree re.uire" all 
state enterpriscs to submit a set of acccunts as of July 2!, 15,ar, to 
submit a detailed bucfet for the last quarter of liMF5. ?tbreover, the lat, 
prohibits the extension of Certral Bank credit to enterpriss that did not 
comply with this provision. All state enterprises were re-quir& to nainta-n 
.nrscdeposits at the &Dancodel Fstado, and were prchil-ited from maintaininc 
bankn accountr cutsile ti-e ccuntr,. All legal ronpolips were abolishei. 

1_/Eoual to a minimum of three-months pay for emp]o'ees with a tenure cf less 
than five vears. For those with a tenure of over five years, the ]ecal 
severance pay is ore montlh's pay for every year of employment. Ar addizicral 
three-rronths' pay, must *e paid if the employee is #,isc1arge- i .e. involuntary 
serarati on). 
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i. State Enterprise Decentralization: The decree divided thA s':ate 
mining Company, COMIBOL, into four regional enterprises and YPFB (th] state 
petroleum cCqmpany) into three, and turned other state enterprises over to the 
Departmental Development orporations. Decentralization serves a number of 
purposes, all directed at ircreasing management efficiency of state 
enterprises. First, it was designed to enable the GOB to dispense with most 
of the bloated central bureaucracy of YPFB and COMIBOL. Second, it was 
intended to incr-2ase fiscal discipline of state enterprises by placing strict 
controls on access to Central Bank credit to cover operating deficits. Third, 
the move appeared to be an attempt to reduce the power of the disruptive 
mining and YPFB emplcyee unions. However, the decetralization provision has 
been only partially implemented. The Government has not yet decentralized 
QCNIBOL and the YPFB, though it has reiterated its plan to do so in the 
Memorandum, of Understanding subscribed with an IMF team in Octoter 196(. 

2. Ebllow-up measures 

As far ranging as this program is, it does not represent the sun 
total of the Government's efforts in the area of stabilization. A number of 
additional measures were enacted in 1986, while others were incorporated into 
the 1986 Stand-By agreement with the IIF. The most important measure is the 
tax reform enacted in May 1986, which abolished a number of existing revenue 
measures, including the corporate income tax, and replaced them with a general 
10% value added tax on all transactions. This tax is complemented by a 10% 
personal income tax, from which payments for the value added tax may be 
deducted. Another new tax was levied on the net worth of enterprises, 
amounting to 3%during the first year and 2%thereafter. The 3%net worth tax 
also will be applied to the updated value of autaobiles, dwellings a.-4 lard 
holdings. Internal revenue collections were further increased by updating a 
number of specific taxes, including those on beer, other alcoholic beverages 
and cigarrettes, and the introduction of a 1%tax on transactions. The 
uniform rate of the customs tariff was raised to 20% in August 1986. 

3. Negotiation of the DT Stand-by Agreement
 

In the spring of 1986, the GOB negotiated a Stand-By Agreement with 
the IVT for SDR 50 million (US$59 million) for the twelve-month period ending 
on June 30, 1987. The key element of the program is the reduction of the 
deficit of the non-financial public sector from an estimated 14% in 19E5, to 
6.5% in 1-86 and to below 6% of GDP during the program period. On the 
expenditure side, achievement of this target is made possible by pursuit of a 
tight wage policy. On the revenue side, the Government promised to raise 
revenue collections fram atout e%of GDP in 1985 to about 12% in 19P6 through 
the following measures: the 10% value added tax (which replaces the existing 
selective sales tax of 6%), the wealth or net worth tax, a substantial 
increase in the collection of import duties as a result of the adoption of a 
realistic exchange rate, the simplification of the customs tariff, the 
elimination of duty exemptions and the liberalizaticn of trade. It was noted 
that the pursuit of a realistic exchange rate policy and the price 



adjustments of petroleum and other services provided by the state enterprises 
.have already substantially irproved the financial condition of state 
ent-trprises. The agreement sets limits on the borrowing requirements of te 
nor-financial public sector, on changes in the net domestic assets of the 
Certral Bank of Bolivia, on losses in net international reserves, and on the 
permissible increase of public and publicly guaranteed debt; as well as 
targets for the reduction of payments arrears. COB compliance with these 
terms will be discussed in the following section. Other agreements recently 
negotiated with the IF, including use of the ompensatory Financing Facility 
and a Structural Adjustment Arrangement, will be discussed in the Section on 
Donor oordination (Section IX) of this paper. 
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IV. EVALUATICU 

This Section reviews the progress achieved by the GOB in 

the economy and setting the basis for economic reactivation andstabilizing 
growth. The performance of the Government's stabilization program is 

analyzed in terms of the behavior in the price level, the budget deficit, 

of bark credit and money supply, stablization of the exchangeexpansion 
rate, debt renegotiation, the balance of payments-deficit, cocpliance with 

the status of economic reactivation tcdate.IMF performance targets and 

1. Stabilizing Prices 

The key indicator of the success of a stabilization program is 

the behavior of freely determined market prices. The general consumer price 
that the annual rate of increase of theindex presented in Table 1 shows 

which peaked at 11,750% in 1985, declined to 27E% in consumer price index, 
1986. The increase between December 1985 and December 1986 was 6%. Curing 

the last quarter of 1986, the annual rate of increase of the consurer price 

index was down to 4.5%. Thus it appears at this time (March 87) that the 

Government has succeeded in achieving nearly complete price stability. 

2. Reduction of Fiscal Deficits and Ban: Credit Epansion
 

It is estimated that the rate of increase of the budget deficit 
1986, down fromof the consolidated public sector slowed to about 212% in 

3,3 4% in 19T5 (Table 2). As a proportion of the GDP, the budget deficit of 

the consolidated public sector declined from 28% in 1984 to 12% in 1985, and 
19e6 and 1987, which reflectsis estimated to be only about 3.8% in 6.1% in 

The total rate ofa very substantial reduction in real terms (Table 3). 
bank credit expansion to the consolidated public sector is expected to slow 

1985 to only 28% in 1986; while the rate of expansion offrom 17,000% in 

bank credit to the private sector is projected to decline from 15,000% in
 

1985 to only 104% in 1986 (Table 4). Credit expansion to both sectors
 
terms over this period.declined sharply in real 

3. Stabili-ition of Money S'pply and Exchange Rate 

This deceleration in the rate of increase of bank credit
 
rate of expansion of moneypredictably resulted in a sharp reduction in the 

supply. The annual rate of increase of Ml (currency plus demand deposits) 
is estimated to 'ravedeclined from 6,100% in 1985 to only 25% in 19861 while 

increase of M2 has declined from 7,300% to 84% (Table 5).the rate of 

The official exchange rate, which had long been allowed to lag 

significantly behind the decline of the internal value of the Bolivian peso, 

was allowed to rise sharply. Between August and September of 1985, the
 

Central Bank's dollar selling rate increased from $b 75,000 to US I to
 

$b 1,070,000 to US$ 1, an increase of 1,337%. Subsequently, it rose only
 
1985. After a sharp juwp inoderately - to tb 1,588,613 by December 

Jaruary, 1986 (to $b 2,057,645), it has remained very stable at around 
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$b 1.9 million to $1 through 19P6. Fbllowing initiation of a more 

aggressive anti-narcotics campaign in July, the demand for dollars increased 

temporarily as the result of a speculative wave and of the perceived need to 

replace the narcotics dollars used to finance imports with foreign exchange 
At the same time, the amount ofpurchased in the official auction market. 


foreign exchange offered for sale declin d. This forced te Central Dank to
 

sell dollars in excess of its current dollar earnings for a relatively brief
 

period of time. kowever, the authorities were able to maintain the exchange
 

rate after only a very small rise, partly as a result of strict fiscal
 

discipline and tight credit management, and partly as a result of large
 

private 	capital inflows in 1986. 16/
 

4. MLeeting the I's Performance Targets 

The IDF team that visited Bolivia in Axupst-September 19CE, 
found that the GOB had complied fully with all the established Stand-By 
targets, except temporarily with one: the target set for the reduction of 
arrears to foreign suppliers, which were scheduled to decline from $17 

In fact, these arrears had
million 	to I11 million by June 30, 1986. 

a waiver required theincreased to almost $ 22 million, and was to permit 

June 30 IMF. disbursement. That waiver was granted on two grounds: a) 
arrears in fact had been reduced to $8.4 million by mid-July, and b) failure 
to meet this target was the result of a misunderstanding as the GCB believed 
that it was complying with the terms of the Paris Club agreement which 

moreprovided that Bolivia should not extend to other creditors treatment 
favorable than to Paris club members. This, however, was not in line with 

wasthe IM's unr'erstanding of GOB cainitments, and the error quickly 
corrected. 

With regard to the other targets, particularly those relating to the 
budget deficit, the change in international reserves and credit expansion, 
the IM!F found that these targets had been substantially overfulfilled. 

.0 targets permitted Bolivia to reduce its net internaticrl
Wh,.ile the June 
reserves by $70 million, in fact they had gained $20 million. Inaddition, 
while credit expansion to the public sector was permitted to grow by 
$b 30 trillion (US$ 15.6 million), it had in fac- contracted by $b 28 
trillion (US$ 14.6 million). As a result of this tight credit policy, 
interest 	rates remained very high (the banks' lending rate for Bolivian peso 
loans during the last two quarters of 1926 was about 4% a month), the 
private 	sector complained about tight credit conditions, and by year end, 
there were as yet no clear signs of reactivation. Thbe GOB's reactivation 
plan (discussed below) promises to reduce interest rates. They began to 
decline 	in February-March of 1987. 

16/ 	 Its causes are discussed below in the Balance of Payments Section 
(IV-5). 



5. The Balance of Pavrients 

The current account of the balance of payments presentcd in
 
Thbles e-9 es rrct reflect tl-e irprovement thlat is generally arrcxiatpO
 
with a substantial .evaluation. In fact, the trade deficit '-as increase"
 
substantially in 19P(' as a ccmbined result of tbe decline in the rrices cf
 
tin and natural gas (the agreement with Argentira negotiate-. last T;ve!Cr
 
called for a I'C% reduction in the price of natural gas), ard a cubstantial
 
(3C%) increase in the dollar value of imports 17/. 

evertheless, Bolivia's overall halance of payments deficit 
declir:ed substantially in 10 F as a cairtined result of (1) the Paris C-'&u 
debt renecctiaticns that too): place in June cf 1S86, (2) a large 
repatriation of capital and (3) substantial unregister--d foreign exchan e
 
earnings originating in the informal sector. 

The terms obtained in Paris were extremely favorable to Colivia
 
as they provided fcr the capitalization of all interest -nmvments on bet. 
arrears and current maturities falling due through Ju,-e 2C, 11.27. A 
five-ear grace period was granter! on all amortization of princir.l. 
Interest was to be reneacotiate-d by creditors on a case Iy case tasis. 
Bolivia's payrents, limited to t3.7F million a rmnth J ISC.' an-!July 
June l-%7, are to be creditcu against fBoivia's oblications for interest 
payrents fa'ling due during this perict.. Except for these naynrents, Bolivia 
need make nr paynts on either a.mrtization or interc-st until July 1, "_957, 
and then only for interest payments on the renegotiated terms. 

The second factor which explairs the substantial improvement in 
the overall ba.ance of payments situation in 19P6 is a substantial capital

inflow from unidentified sources. lhese include earr.ings from prior-year 
exports, particularly those realized over 10.2-85, which: t.ere kept in 
overseas bank accounts because their repatriation Would have invo2ved tte 
loss of rn.st of their actual value due to the substantial over-valuation of
 
the Bcivian peso prior to August, 1565. C. the cther hand, in lSF6, v it'. a 
unified and stable exchance rate, the incentive for keeping the none,! al-roac 
disappeared.. The foreign exchange held by co-.:ercial hs increased fro,. 
some t24 mi!ll.cn in IP5 to $1!C million at the end of 1SE6 (see item 
II-E-ii of TaLle S). At the same tire, substantial earnincs cf foreign 
exclarce remain une:clained (as reflected in the t162 million "Errors ard 
Omissions" item.), and presumably originated, in large part, in the 

17/ The upsurge of registeite1 imports in 1966 may te partly the result of 
formerly illegal i.mports currently entering the country legally as a 
consequence of the removal of irport restrictions an] of lower import 
duties. It is also believed to reflect the release of pent-up derand 
following the removal of restrictions on imports and foreign exc.hange 
transacticns.
 

http:mi!ll.cn
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narcotics export sectcr. In pract.ce, it is inpossible to ceparate tn. ne­
capital inf!v: resulting frcm repatriation of prior-year exn-rt ei:-niras 
(and prior-iear capital.' f light) from the earn.ngs result-ina frcm i~lex.rf. 

narcotics exports. What is certain, lzever, is that net international 
reserves (as defined ty the LT) increased L a'nost tICO millionr.in .rC, 
and that registered irmrts increased by sove t1C5 million (Ta)1e .): :hie 
reqistereO exports ard official net capital imports can-ot account frr tl.c 
financing of these items. 

U -. ID estimates of balance of payments results in .. PC and 
projections for 1'P7 are presented in ".able S. Nrte tte fclla:inc %Ath 
respect to the lE27 projecticn: 

1. Exports are expected to continue to decline due to the 
continuing ,]rcp in the price of natural gas sold to Argentina. 

2. Imports were projected to rise I 8%, allowing 41 for 
inflation arrd 4% for an increase in real terms (presumed needed to fuel 
economic reactivation). 

2. A modest increase (to $25-1 millicn) in the disbursement of 
medii~i and lorg-term cffi.cal capital was projected, ruch less than the 
nearly V4CC million projected by the Central Pank. "his disbursement 
projection is in line with that cf the 11F. 

4. All resche-ule interest and amortization pi;:ents were 
entered "above the line," are hence were counted as cre<.it itens before 
calculating the balance of paynerts deficit, andi are thus partial offsets to 
total interest and amortization payme~nts falling due over l.eC(-.F7. 

S. The "short-term net capital inflov" projected for 117C7 was 
reduced frcn t1l8 million (in 19M4) to VC millicn; while the "Errots an2 
:issior.s" item (which includes earnings from the infcrmal sector) %,,Is 

reduced frcm tlC2 (in I9T6) to $100 million. These reductions are based cn 
the assumptions that net capital repatriation is likely to decline in _.f7, 
and that the narcotics interdiction program will succeed in curfinc (tl'cugh­
not in eliminating) Pxl'rvia's narcotics expcrts. 

6. USAID/Bolivia therefore projects an overall balance of 
payments deficit of $ICA million in 1987, up from. $25 million in IMI$ (Item 
IV of Table 9). This WI(4 million deficit will be financed in larce part 
from interest and amortization payments accruir bt not paid (al not 
refinanced), which, for the most part, are due to Lreign commercial banh.s. 
Another $14.7 million may be firAnced by the ESF balance of payents 
renuested in this PAAD. This would still leave an unfilled cap of $N4' 
million as shoi-. under IV-C. 7,e ELT is not likel, to permit a declire of 
net international reserves in excess of 120 million. Tus, the alternatives
 
are to see% additional assistance above the level nrcjecte'., .-. st likely i:. 
tho- form of adi.iticnal debt rescheduling; reduce inpcrts telck: the lewe) 
projected (which, may wel i.l-e eccncmic reactivation); or . ai, dcn;n 
reserves belch: the level that the rlF is likely to tolerate. The latter 
alterrative is clear]v self-defeatirn and should be rule; cut. 

http:l.eC(-.F7
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V. #n GOB ThREE-YEAR INVE7KEW PRORAM 

The GOB has adopted a three-year reactivation and investment program 

aiming at achieving a 3.5%annual real GDP growth rate. While the plan 
places major reliance on private investment, it recognizes that substantial 
public investment will also be required to provide essential infrastructure 

(primarily to improve the very deficient road and rail systems) and to 

create jobs, since in the short term, the private sector cannot be expected 
to generate sufficient emplcyment opportunities to relieve the country's 
substantial unemployment, recently aggravated by large lay-offs in the 
mining industry. Thus, the emphasis of tl reactiyation program is on 
labor-intensive construction activities. Another major feature is the 
provision of loans to the "productive" private sector, with emphasis on 
agriculture, manufacturing, mining and construction, at rates of interest 
lower than those currently prevailing in the market. The preferential
 

interest rate for these activities is expected to be 6% above the LIBOR
 

rate, currently about 5.5% 18/.
 

A smmary of the GOB's planned public investment program for the 
period 1987 through 1989 is presented in Table 10. The three-year public 

sector investment plan totals US$1,177 million, of which external financing 
is scheduled to provide US$908 million. "he major sectors to which this 

investment is directed include gas and oil (3%), transportation (34%) and 

agriculture (11%). 

This plan is very ambitious, particularly for 1987 and 1968. Total 

public investment planned for these two years is $479 million and $302 
million, respectively (Table 10). USAID's assessment is tat these targets 

may make inadequate allowance for both financial arx] administrative 

constraints 19/. The maximum disbursement of public investment funds that 

may be p6ssible in light of these constraints is estimated at about $300 
million annually, or $900 million for the three-year period, with external 
financing supplying between two-thirds and three-fourths of the total 
requirement. 

L8 7The interest rate on Bolivian peso loans charged by banks to prime 
borrowers has declined in recent weeks from 4% a month to about %, 

still too high to permit the financing of most agricultural and 

manufa'turing activity. The rate on dollar loans is about 18% to 24% 
a year. 

19/ Historically, the Govcrnment has executed an average of about E0% of 
the planned investment budget. 



Information on the major policy measures that the GCP is planninc to 
adlcpt to implement the three-year reactivation-investment prograr. is conta-ine: 
in the Vemorandum. of Understanding 20/ prepared by the D7.' te-'Lm fro!!c:i.s* its 
visit of October, 1S6. The main measures described in this dccument are: 

- Continued emphasis on a tight fiscal policy., with the !r7 deficit 
of the consolit.ated rnublic sector not rising, ahove 6.0%of GD r. "ajoc 
emphasis will be placed on continued wage restraint. Ttal public sectcr tiane 
adjustments in 19P7 will not exceed 10%, except as increases can be fiancr.: 
with savinas resulting from cutbacks in the public sector payroll. Th.e 
non-financial public sector will continue to refrain from using domestic -.an': 
financing on a net basis during the program period (July lerC - Decerter iC'. 

- ..e government will ma-e ev--y effcrt to raise reverue cclectiorr. 
during the program pericr. A 1inister of Revenue Col.lectiorns "s appojr-.t 
in Decemler of 1E6 and put in c.arge of 'custars and internal revenue 
administration, which is to be thoroughly reorganized during the program 
period. 

- The government is determined to enforce the taxes on corporate f:ct 
worth and selecter! property items, as well as monthly taxes on transactions 
and on selected consumer goods. 

- "he governr.ent expects to accelerate public i.nvestment activity, in 
part through increased donor financing following thR December 1906 
Consultative Group meeting, and in part through increased rates cf 
disbursement of fuinds already obligated. .e government ho-pes tc increase 
investment spendirg from 3.3% to 5I.%of GtP. 

- The government will continue to exercise strict cor.trcl ovr tbc 
finances of state enterprises and refrain from granting them Central Bark 
loans to cover operating deficits. The accounts of the state enterprises will 
be transferred, from the Central Ba-. to the commercial banks, and the Central 
Pank will enforce a iC0% reserve requirement on state enterprise dccosits.
 
The goverment will refrain from issuing any guarantees for credit exten.ed !.y
 
the cormercial banks to state enterprises.
 

- The oovernment will cortinue to restructure the state enterprises, 
particularly CCMIECL. Of the company's 23 mines, the two most unpro]uctive 
will be closed permanently, 9 will be offered to their worke.s as 
cooperatives, and 12 will be operated Ly CXIBOL in a decentralized fashion. 

20/ DT - 'lemorandur. of Understanding on Economic olicy through the En of 
1987, Unpublished.
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- Tb alleviate the unemployment problem, the gover m.ent .aL 
decided, through a temporary "Emergency Social curnd," to implement 
i.meiately an employment program to construct and repair roads and build 
simple hcusing in both urban and rural areas. It is expected that the 
program will provide employment to 2C,OCO - 30,000 wor}:ers. 

- The borrwing requirement of the public investment prog.raz will 
be satisfied fully with external resources without government recourse to 
domestic bank credit. '.b that end, continued credit suhceilings are being 
established.
 

- The private sector will benefit in full from the growth of 
denxsits in the domestic financial system. It is estimated that private 
sector credit will expand by 14% in real terms during the second !halfof 
1M£e, and by 25.5% in real terms in 1T97. 

- Tb reduce bank lending rates to the private sector, the Central 
Bank will revise its procedures to ensure that relatively low-cost external 
lines of credit are passed on to private end-users at interest rates that 
reflect refinancing costs in international financial markets. These 
resources will be directed to the productive sectors of the ecorn', 
including the export sector. 

- The Central Bank will be reorganized to improve its accountirg 
procedures, as well as the efficiency of its Development Loan Department
(which will become eventually an independent development banrk for the 
intermediaticn of foreign lines of credit) 21/. The Central Bar6: will no 
longer handle the deposits of state enterprises. 

- "he goverrjment will actively seek to prorcte exports by prc vi*inn 
pre-export credit, attempt to reduce transportation costs, and rebate 
domestic taxes are import duties to producers for the export mar]ket. .-he 
government will also seek to negotiate additional government-to-government 
contracts for the export of natural gas. (e.g. with Brazil). 

21/ Source: LMF - hemorandum of Understanding en Ecomic Policy th-rough 
the End of 187, Oct. 19e6, (unpublished version), Page 15. 

2:
 



VT. MAJOR MIAfTIkM PROBLENS AMD GOB PPIORITIES 

1. Reactivation of the economy: tbw that the GOB has successfully 
implemented the stabilization program, economic reactivation becomes the
 
first priority. The private sector .has identified a number of obstacles to
 
increased ec.-'zic activity that need to be addressed. These include the
 
acute shortagc. of working capital (which the Governrent's Reactivatici Plan
 
is seeking to relieve), the application of the net wrth tax on enterprises
 
currently experiercing losses, the need for export incentives, including
 
expanding the tax rebate provided by export certificates (which involves a 
10% premiun to exporters for foreign exchange sold-to the Central Banlk), the 
request for ccuntervailing import duties cn export products subsidize, by 
neighboring cour.tries, tighter controls on smuggling, exemption from Cuties
 
on impirts of intermediate and capital goods, and the simplification of 
bureaucratic procedures that currently impede exports, imports, the
 
obtention of credit ard even the payment of taxes. These points merit 
serious consideration by the Government. 

2. Reneotiation of Bolivia's debt with foreign camiercia1 barYs: As 
ncted, Boliviats balance of payirents situation does not permit it to ,v:et 
its amortizaticn payments, particularly the amortization of its substantial 
arrears to bank and private suppliers (sane $40 million at the end of 
1925), over anything like a five-year period. Even with additional ESF 
assistance and increased loan disbursements from multilateral and bilateral 
donors, t1:e resulting balance of payments gap could not be filled. The 
renegotiation of Bolivia's debt to foreign c=mercial banks is currently 
under wy. 

3. Restructuring the Ecorxmry: Some restructuring of the econorn 
appears to be essential if the country is to be able to resume GDP gr th 
and make progress in reducing its balance of payment disequilibriur. Wcrk 
is needed in the area of project development, investment strategy arx 
strengthening expcrt and investment incentives for the private sector. T.e 
follcwing areas will be arcng the prime targets of the restructuring program.: 

a. Expansion and diversification of exports: These might
 
include adjustment in the exchange rate, provision of pre-expcrt cre-it, 
exempting imports of intermediate ard capital goods from import duties, 
exemption of export products from sales and import taxes on inputs, end or 
at least streamline bureaucratic procedures that interfere with incentives 
to export, and removal of remaining expo,:t taxes ( e.g. on timber, cut 
flwoers, rubber, castafia nuts and coffee) . 

b. Closing unprofitable mines and ending the deficits of CM.MBOL 
and EIME: The Government is well aware of the need to address this problem 
and is currently doing its best to arrive at a solution. However, there is 
strong opposition to the closing of mines that would lead to the disc]-arge
 
cf thousands of workers. The GOB will require additional financial
 
rescurces to meet severance payments as well as to finance alternative
 
emplo ment opportunities for the discharged miners. 

C /
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c. Reducing the public sector's payroll and raising government
 
salaries in order to improve the level of efficiency and ccmpetence in the
 
public sector: there has been a substantial decline in the level cf redl 
wages of public servants. Between the l980 and May 1985, the IlIF reports 
that average monthly salaries (in constant 1970 pesors) of employees in the 
service sector (which includes public administration) dropped by 45%. 22/ 
There has been another substantial drop since then. While it is recognized 
that restoring the real wage to its previous level would not automatically 
reduce corruption, it is nonetheless clear that the fight against orruption 
is not likely to make much progress without a significant adjustment in real 
wages, particularly for workers in strategic areas~such as customs and tax 
collections and police. In assessing the impact of salary adjustments on 
public sector finances, account must be taken of the potential increase of
 
such adjustments on revenue collections, as well as their obvious impact on 
increased current expenditures. While the government bureaucracy is 
heavily overstaffed, particularly in state enterprises, the discharge of 
surplus workers alone is not likely to generate sufficient savings to 
finance needed salary adjustments.
 

d. Proceeding with divestiture or closing of unprofitable 
enterprises: inefficient and non-salvageable mines should be closed, while 
divestment st-culd be considered for enterprises that could be operated more 
efficiently by private businesses. At the same time, the Government shculd 
remove all major obstacles to their efficient operation (e.g. permit
 
discharge of employees in excess of requirements). 

22/ I:F, Recent Econmic Developments, Sept. 6, l9C5, Table 34, Page .2. 
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VII. BASIC RATICtAL FOR ESF ASSISTAINCE 

The basic rationale for the proposed t 14.66 million ESF assistance
 
proprosed for EY-87 is as follows:
 

a. The ESF program will contribute some of the resources needed to 
finance economic reactivation by providing the foreign exchange for the 
importation of raw materials, intermediate and capital goods for the private 
sector. 

b. The program will provide balance of payments support aid thus help
reduce the balance of payments gap. The case for balance of payments
support is strengthened by the need to crpensate for the carbined losses to 
the Bolivian economy resulting from the fall in the prices of tin and 
natural gas, and for the foreign exchange losses expected to result from the 
disruption of narcotics trafficking. Failure to eliminate the balance of 
payments gap is likely to force a reduction of imports, which would probably
interfere with inplementation of the GOB's economic reactivation program. 

c. The ESF program has also been, and will continue to be, an
 
important USG instrument for encouraging continued GOB cooperation in the
 
area of narcotics control. Section 611 of the FAA imposes specific 
narcotics related benchjarks that apply to the approval of ESF for Bolivia 
in FY 1987. Recently, a joint USC-GOB ccraission elaborated a three-year
plan for GOB narcotics control actions on several frcnts--including 
narcotics interdiction, coca production controls, and agricultural
 
development designed to provide alternative employment opportunities. EPF

assistance is an important element of that plan as it will generate the 
local currency required to help resettle farm families currently engaged in 
coca producticn that are willing to shift to other agricultural'jLrsuits. 

d. Finally, there is a strong case for continued U.S. support for 
Bolivia's democratically elected that hasgovernment shown considerable 
political courage in taking the necessary steps to stabilize the economy,
free it from unnecessary government controls, establish a much more 
favorable environment for the growth of the private sector, and undertake a 
determined campaicn to eliminate narcotics trafficking. 

The basic goals of USG policy in Bolivia are: (a) maintenance of a 
stable and democratic government and institutionalization of the democratic 
process, (b) private sector led economic recovery, and (c) narcotics 
control. The COB's basic economic policies and priorities are fully in line 
with the recommendations of USG, other donor countries and the interrational. 
financial institutions, and merit continued USG support. Further assistance 
to the GOB's stabilization and recovery efforts will also help advance USG 
narcotics and democracyz-related goals in Bolivia as the survival of the 
current government, which is making significant strides in 
institutionalizing democratic rule and in narcotics control, depends, to a 
large extent, on the success of its economic policies.
 

OAs
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VIII. ESF DOLLAR AND LOCAL CURRENCY PROGRAMMING AND DISBURSEMENT PROCEDURES
 

A. ESF Dollars. FY 1987 ESF dollars will be obligated in two tranches of 
approximately $7.0 nillion each. The ESF funds will be disbursed in 
acknowledgement of GOB progress in implementing the joint overall USG-GOB 
Accord on narcotics control as established in a Side Letter to the Accord.
 
The $14,660,000 authorized by this memo will be disbursed in four tranches.
 
The $7,160,000 which will be initially obligated will be disbursed in two
 
tranches. The first tranche of $3,000,000 would be disbursed upon signature
 
of the implementing annexes of the overall USG-GOB Agreement on Narcotics
 
Cooperation as well as the standard C.P.s to disbursement. The second tranche
 
of $4,160,000 would be disbursed upon eradication of a sufficient number of
 
hectares to satisfy the Congressional criteria that sufficient progress has
 
been made ineradicating coca.
 

The stipulations explained below will be included in Article IV of the FY 
1987 ESF Grant Agreement to be signed with the Ministry of Planning and 
Coordination. 

Dollar disbursements will be made to a Special Account established by the 
Bolivian Central Bank (BCB) - most likely in a United States bank. The 
account will earn interest which will be prograned in the same manner as the 
funds originally deposited. Dollars deposited into the Special Account will 
be available for only two categories of expenditures: 
a) private sector imports of equipment and machinery, spare parts and raw 
materials from the United States; and b)public and private sector debt 
service payments to United States creditors or international financial
 
institutions (IFIs) made inaccordance with Paris Club agreements, only after
 
consultation with AID/W. The Cash Transfer Agreement will explicitly prohibit
 
the use of Special Account dollars for any military or paramilitary uses.
 

The BCB will disburse dollars from the Special Account for eligible uses
 
and, at least once a quarter, present documentary evidence (see below) to
 
USAID to support the disbursements made. USAID will review the documentation
 
provided and formally notify the BCB of its concurrence or non-concurrence,
 
the Agreement will provide for reimbursement to the Special Account of the
 
amount in question.
 

It should be noted that the GOB currently does not restrict sal. o of
 
foreign exchange to the public. Any person or company can legally buy and
 
sell foreign exchange. The Central Bank operates an auction mechanism under
 
which it sells foreign exchange to individuals or companies (or banks acting
 
on their behalf) every few days. No documents are required from buyers which
 
indicate the intended use of the foreign exchange. The BCB does, however,
 
operate lines of credit from several donors to finance imports. Relatively
 
simple mechanisms have been developed to provide foreign exchange from these 
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credit lines for private sector imports through the financing of letters of 
credit opened at the request of the importers' banks. The current terms of 
these credits are 13% interest, with dollar maintenance of value (4% to the 
ICI, 8.5% to the Treasury and 0.5% to the BCB, with 3 months grace period for 
loans up to one year. Loans up to $500,000 which refinance up to 75% of 
import transaction costs are extended.
 

In order to control the use of dollars provided under FY 1987 cash
 
transfers, and be able to present required documentation to USAID, the BCB
 
plans to operate a similar importation credit line with the cash transfer
 
funds it receives, establishing its own regulations for its use.
 

The Central Bank may use relatively limited foreign exchange to be provided
 
under the 1987 ESF Program to finance public debt service payments to the U.S.
 
Government or IFIs such as the World Bank subject to the terms of the Paris
 
Club Agreement and the prior approval of the Assistant Administrator for Latin
 
America and the Caribbean.
 

Documentation requirements will be as follows: a) for import transactions,
 
copies of (1)BCB authorizations to local banks to request the opening of
 
irrevocable letters of credit charging Special Account funds, and (2)the
 
telexed confirmations of the opening of the irrevocable L/Cs from the U.S.
 
bank in which cash transfer dollars are deposited; and (b)for debt payments,
 
acknowledgements from creditors of payments made which indicate relevant loan
 
numbers and dates payments were executed, along with proof (bank statement,
 
,ayment confirmation cable, or the like) that payment was made from the
 
Special Account.
 

As stated above, quarterly reports on the uses of ESF dollars will be
 
required from the Central Bank. The quarterly reports will contain copies of
 
the payment documents mentioned above, along with a statement from the bank in
 
which the Special Account is held showing cTedits to, and disbursement from,
 
the Account. Each report will certify that financial documentation, books and
 
records covering the use of dollar funds are being maintained by the BCB and
 
its correspondent bank in accordance with generally accepted accounting
 
principles and practices consistently applied, and are available for
 
inspection by A.I.D. or any of its authorized representatives, at all times as
 
A.I.D. may reasonably require, for a period of three years after the date of
 
last disbursement by A.I.D. under the FY 1987 ESF Program.
 

B. ESF Local Currency Generations. The procedures for the use of local
 
currencies explained below will be incorporated in a Memorandum of
 
Understanding accompanying the FY 1987 ESF Agreement. Procedures were
 
developed under the FY 1986 ESF Program, which are referenced in Annex II to
 
this PAAD, under which USAID is specifically approving commitments of local
 
currency for eligible activities, with funds being managed by the GOB PL 480
 
Executive Secretariat. The same procedures will be used for the FY 1987
 
Program.
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A new Special Account will be established in the BCB in the name of the
 
Title III Executive Secretariat following the first disbursement of dollars
 
under the FY 1987 ESF Agreement. Upon the request of USAID, a series of local
 
currency deposits totalling the amount of dollars disbursed (calculated at the
 
highest exchange rate not illegal in Bolivia on the dates of disbursement)
 
will be made to the Special Account by the BCB within a period of six months
 
from the date of the dollar disbursement, unless A.I.D. otherwise agrees in
 
writing to disbursements beyond the six-month deadline. Local currency will
 
be due for the ESF dollars disbursed plus any interest earned on the Special
 
Account in which the dollars are deposited. Local currency funds from the
 
Special Account will be eligible for use only for:
 

a. Costs associated with reducing the size of the public sector (e.g.
 
severance pay);
 

b. Costs associated with strengthening and improving public administration
 
(e.g. salary payments to GOB technicians);
 

c. Financing employment generating activities (e.g. through the GOB
 
Emergency Social Fund);
 

d. Financing economic development and narcotics awareness activities
 
contributing to the GOB's narcotics control efforts;
 

e. Counterpart contributions to other donor development projects; and
 

f. The USAID Trust Fund Account for administrative expenses (10 of total
 
funds generated).
 

USAID will only request disbursement to the Special Account as they are needed
 
for expenditure for these uses. In this way, the purchasing power of the
 
local currency will be preserved.
 

The Memorandum of Understanding will provide for the Executive Secretariat
 
to transfer funds from the BCB Special Account to a USAID Trust Fund Account
 
for expenditures in categories d and f at the request of the Mission.
 
Expenditures for activities in categories a, b, c, and e will be explicitly
 
approved by A.I.D. by Operational Letter. Disbursement will then be made for
 
implementing these activities by the Executive Secretariat. The BCB and the
 
Executive Secretariat will be required to maintain accounting records for the
 
local currency Special Account, to which A.I.D. or its representatives will
 
have access.
 

Quarterly reports on commitments and disbursements of Special Account funds
 
for approved activities will be sent to the Mission for review.
 



D'. DrcR CrOMM!= ICCco 

TMere is informal coordinaticn of donor progrars in Bolivia. 
rorcination has been areatly facilitated by the fact that the 1 r'.d Banh, 
the DB an] U ID all share the same huilding. Visiting tears aL-ost 
always visit other donor offices. For example, the recent Agricu]tural 
Asses;rer t Team sonsored 1., t.-e IEFD visited UVAID and the IDE', ,it,- alI 
parties takir. an active interest in the analysis, and each sua stz.o 
topics relevart to its particular program. 

Another example of donor cooperation on projects is provided, 11. the 
Firancia2 Sector Strenatt-enino proiect, .h.ere the IEPfD haz assurei . 

responsil:ility for strennth-enirc- puhlic sector institutions (i.e. 
reorcanization of th-e Central Eoa:, implementation of the tax refc-. 
program ard inproving the auditinrr system at the Ccr.tralora), uhile UtX?.IZ 
has hIeen worl-ing on providing trair.ir.g to the staffs of comercial h.n;irc 
institutions to improve their efficiency, and estail.ishing a dex-.it 
guarantee progran to restore public confiience in tie safety of 1-an 
deposits. Freprent discussions are ta.inc place hetven representatives 
of the irFD, AIP and the Central 2an,. cn thi project. 

On a formal level, major respcnsitility for coor.inatin the
 
ecornic assistance prcvi.ed by the various groups is assumed )., i.. 
1Ministry cf Plannino. In addition, under UNDP coordination, :oncr 
recresentatives r.et for l=.ch on a monthly hasis. The revived 
Cznsultative Group for Bolivia (under the aegis of the IBP!D) met in Parip 
in Dece.ner 19C. Annual meetings will be held hereafter, with the next 
one schedued for October-ibvember ]n7. At this meeting, the M0B is 
expected to suhnit a medium-term puhlic investment plan and investment 
stratcy.
 

The role assumed 17, major multilateral donors in proroting econcxi: 
reactivation is surTarized as follcws: 

Te I1F: ',bhile tbe I.T's major responrsihility is to ensure tle 
ccntinuinosuccoss of the stabilization progran and ronitor the OCD's 
macro-econcrmic policies, the Funi is also concerned w;ith the aicntiorn of 
strategies and structural aejustments ccndL'cive to grcwtl. '-us, it rays 
attention to the investment component of the G1 hudget and urges tlhn 
adopticn of an exc.ange rate that is flexible and consistent with e.xort 
developrent, as well as the provision of adequate 
productive private sector. 

credit fcr tne 

The 
inclutde a 

f.T has mad.e available sutstantial resources 
one-,ear Stand-L-l for SIT 5C million approved 

for Folivia. 
in Jure of 

There 
!M.; i 

t]-ree-vear Structural Adl;ustment Arrangement for SDF A2.6 rillicn apprcver" 
in !;:v. cf l9ffC; and an SUR *M.I million loan frc- the Ccmperrztory 
Financin Facility t?-zt was fully isltursed in 1bverrxer lM'(f. 

http:prcvi.ed
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T e .;or12 Bar..: The ,orld aar-, provides substantial ]-lance ofpayrent? assistance, t]-OLh it is not labelled as such. In I.TF, the nrz3aproved "Reconstruction Import Creditmlllion I" for t5c millern, of whichis 4Cprojected, for disbursement
Import in 197. A second PeconstructicnCredit is scherduled for approval in July orfor $50 million, to be disbursed Aucust of this yea!-, alsoover a 1-2 year peric6.Oesian&e Th.ese crelits arefcr the importaticn of raw r-ateri-ns art ca2ita! ccods fcr tprivate sector.
 

2an: is also involved 'n i4mrcvingand policy framet.ork of the COB. 
the basic ir-stzitutic. 

t' A Financial Sector :aragerent Cre/it f­rinifion has been programme1

support the reorganizaticn 

involving monthly tc.'-ical assistance tc
of the Central Bank,reform program and iro iere-tation of th taximprovement of the auditing system for-he fiscal the Ccrtrall---r.!O' program includes aproviin t5 million Fublic Investrent Procra.substantial technical assistance and some ecquipent to train CCE
staff in preparing putlic sector investment projectsprogram. The ano a public inest.-en:project is for $5 million and will be eisLurse-, mostlyare l%.. Total IBRD activities in Eclivia 
i.'r 1!FF

involve an averace4' -stursement annual !oai,of W0 million, rrstiv in the form of soft lA Tccns. 
The IDD: Th..e ICB provides no balancebut )-as a su'stantial of pay. unts su.rort, rer sr,kIO million igricultual Cred.itmillicn progran, of%.hic>. t4Cis projected for disbursemnt

seeds. in CY 19?7. Arnther e ;ail o.: is orIts tctal program for the private sector in icr7 is 15z ril.14n.
The IME -s also active in the .. i area of sanitation ($12 rillion in E M,_ its dislrserents fcr energy and trarnspcrtatiorthe disl.ursement cf (ncstly roac-s) irvc2ve&another $45 to $5C million duri..- the current calen'ar year. 
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The COB has already acFtee te-n measures that are essential to 
achieve economic stabilization. It has coitted itself in it_ agree:-ent
 
with tho 2TF an- other dcnors to continue thesec reasurez, as o l ar tO 
adopt a nt.1-er of structural ar'Justments desicn-. to set the 1:as.s for 
ecoromic reactivt4.on and lo.,-tern arowt-h. The "inister of Plarni.': s 
sent a letter of Pvplication to the AID M.ission (appen!ed as Prnrex i) 
settinc forth the nature of the program, including the major eccrcic
 
adjustments already made, these that are planned, and sowe s ecific tazrct.: 
and bencbnarks.
 

.The stn:cturaJ ch1anges already ad.cpte andt:ntatec!,"urir.. 
irclty'e a ccr-prehensive program of tax refo,.v alonr v.it7- t*'-e .rt.ctctic, 
a net: va~ive a1,de tax; a tariff refcrm., assessing all imrports at a mn f.. 
"C%rate; the closinc cf a nMr.der of tin mines that could nct I-e o1rt 
profitably; a significant reduction of the payroll. of the public sector; r-' 
the freei..o of the econcmy from price, import and excl-anre control:7. 
Ftructural reforrs un(ler wy.v inclue the identification of enterprinr tr.o 
tranpferred to the private sector; the reorganizaticn and (7ecentrnlzaticr­
cr various .tate enterprises; r.-,asures to ir-rrove irvestrent an! e.'rc:-t 
incentives; the e:parsion of crefits to the private sector arC thc re*-vc -.. 
of interest rates; ar] refcrm.s desicneO to improve the effici.'nc- ?f b.cth 
state-ca.ned firxncial institutions as vell Fs private corrercia .-. -
Coverment is also in tie process of refinimng its public investment . 
and.cf fornulatinm an investrent strategy, both to be sul:-itt" to tL.e ne:t 
Consultative Croup cmoeti..g projectr! to take place in Noverrber !2,7. T.is 
effort will include the preraraticn of no,.' projects as well as the 
idlentificaticn and ren-oa] of impe.irents to the dislurserent cf externa.l
 
1.cans t'at 1.ave resulted in the accum.ulation rf a sizeahle pireii-re. It ir 
expected that both the publ)ic investment plan and the developnent stratc-,-" 
wil2 be co,,-peted by the last quarter of l.C,. 

Coe] - 2/1P/C7 
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TABLE 1 

GENERAL -CONSUMER PRICE IIMM 

1966 - 100 

Index Annual Rate of 
Average oF Period Increase 

1981 923.1 

82 2,063.5 123.5 

83 7,750.2 275.7 

84 107,058.2 1,281.4 

85 12,686,008.0 11,749.7 

86 47,742,000.0 276.3 

Annualized Quarterly
Rate of Increase 

June 85 6,023,641.8 

Sep. 85 26,098,526.4 1,333.1 

Dec. 85 30,873,311.6 73.2 

March 86 4,343,478.3 174.5 

June 86 48,357,088.1 36.2 

Sep. 86 50,661,830.1 19.1 

Dec. 86 51,238,413.0 4.5 

Source: Instituto Nacional de Estadistica, cited in 
Estadisticas Monetarias y Financieras, No. 31, May 1986; and 
January 87 update. 
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TABLE 2
 

BUDGET DEFICIT OF M 03W)CMIDATED PUBLIC SECOR 

(In Billions of Boliviim Pesos) 

Annual Rate of 
Increase 

1982 57.2 

83 259.2 353.3 

84 5,531.4 2,033.2
 

85 192,695.5 3,383.9 

86(Progr) 600,555.6 211.7 

TABLE 3
 

BUDGET DEFICIT OF CVONSHI D JFIC SECTOR AS %OF GDP
 

82 16.0 

83 19.2 

84 28.1 

85 12.4 

86 3.8* 

87 6.1* 

*Projected. 

Sources: IMF, Bolivia - Request for Stand-By Arrangement, June 2 1986,
Tablefi-0 (page 48), and 9 (Page 44)1 IMF report on Bolivia -
Recent Economic Developments Dec. 2, 1986, Table 35, P. 82; and 

0-,- i.= Mv Report for the 1986 Art. IV Consultation, 
Table li, P. 43. 
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TABLE 4
 
BWK EZF XP* ON
 

Annual 	Rate of Increase of 
Bank Credit 

To Non-Financjal 7b Private 
Public Sector Sector 

1982 	 635 304 

83 287 119 

84 1,166 1,405 

85 	 17,029 15,066 

86 28 	 104 

Source: IMF, Bolivia - Request for Stand-By Arrangement, June 2, 1986,
Table 5 (Page 7). 

TAHLE 5
MkNLEY SUPPLY CnYI iAG AT ED CF YEAR 

(*In B-illion of B61iaTPeo ) 

(1) (2) (3) (4) (5)Ml Annual Fate Quasi N2 Annual Rate
of Increase Money (1) + (3) of Increase
of Ml of N2
 

1982 57 
 31 88
 

83 178 212.3% 78 256 190.9 

84 3,347 1,780.0% 
 527 3,874 1,413.3
 

85 208,765 6,137.4% 76,873 285,638 
 7,272.2
 

86 	 262,100 
 25.5% 263,500 525,600 84.0
 

IMF, Bolivia - Staff Report for the 1986 Art. IV Consultation,

Nov. 86, 

Table 6, P. 13. 

. 
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lable 6 

Official and Parallel Exchange Rates 

Official* Parallel* 

YeMcthsExne Rate Exchance Rate 

($b/US$) (bU~ 

1980 24.51 24.51 
1981 24.51 31.49 
1982 129.61 144.03 
1983 247.00 646.05 
1984 2,791.67 8,287.92 

March 85 50,000.00 128,137.00 

June 85 75,000.00 481,756.00 
September 85 1,077,887.00 1,087,441.00 
Decemzer 85 1,588,613.00 1,715,869.00 
March 86 1,866,762.00 1,962,669.00 
June 86 1,904,857.00 1,946,611.00 

Septemrkber 86 1,915,090.00 1,924,233.00 
December 86 1,925,400.00 1,949,607.00 
February 87"* 1,941,000.00 1,945,100.00 

* Selling rate 

* W1ile we continue to cite the rate in Bolivian pesos, a new unit 

(the 	Boliviano) was created in January 1987:
 

One (new) Boliviano = 1,000,000 Bolivian pesos.
 

SOUTCE: BCS, UDAPE, and The American Embassy. 
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E 7 

EXPORTS, IMPORTS AND MLANCE OF PAYW4VrS DEFICIT ....... (.-IN ILLIONS OF US DOLARS
 

Exports Imports Deficit 	 Overall 
(CIF) 	 on Current BOP 

Account Deficits 

1982 828 578 176 - 363 

83 755 589 - 155 332-

84 724 492 - 129 - 103
 

85 623 552 - 282 -312
 

86 543* 717* -313** 	 - 25** 

* Revised Central Bank projections.

** AID estimates based on preliminary Central Bank/IMF data. See Table 9.
 

Source: 	 IMF, Bolivia-Request for Stand-By Arrangement, June 2, 1986,
Table "6,- *a' 9,-9and revised Central IMF estimates. 
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Table 8. klLvia: Summary Ilance of Payments 

(In sillLons of U.S. dollar.) 

1982 1983 1984
 

Current account -176 -155 0129 
Exports f.o.b. "TI 3 
Imports c.i.f. -578 -589 -491 
Interest, net -391 -320 -334 
Other services, net -81 -07 - -116 
Transfers, net 
 46 106 69
 

Capttal account -199 -178 15
 
Nonfinancial public sector 1/ 
 -i Y 

Disbursements 207 2/ 92 
 104
 
Amortization -275 -315 -276
 

Banking system 3/ -51 -7
-14 

Private sector T/ 76 
 157 16
 
Overdue receipts for gas
 

exports to Argentina -145 -98 188
 

Allocation of SDRs and sold
 
vanetization 
 . l A 

Ove-311 balance 
 -363 -332 -103
 

Unpuld debt service (changes) 295 634 231 
t. rs snd deferred debt TT 1W 1
 
.i.hedullng 116 4864 5/ ­

.0t. olficial reserves (increase-) 68 -3025/ -148 

Iterorandum items:
 
Current account 6/ -4.0 -3.6 -3.0
 
Exports, f.o.b. T/ 18.6 
 17.6 16.9
 
IM.107ts, c.i.f. 6/ -13.0 -13.8 -11.4
 
1 :. 3lflictal reserves (in
 
lillions of U.S. dollars) 182 175 286
 
(in months of Imports, c.i.f.) 3.6
3.8 7.0
 

Official exchange rate (period
 
average, Sb per U.S. dollar) 
 67 230 10981
 

Term of trade (percentage change) -1.4 3.6 
 1.7
 
Stict- of external payments arrears,
 
end of period (i millions of
 

U.S. dollars) ./ 312 462 713
 

S'urce: ZIM, Bolivia - Request for Stand-By Arrangement, June 2, 1986, Page 9. 

I/ Includes short-term d'ht: 
excludes balance of payments support Loans, forced financing of gas

exports to Argentina, and impact of reicheduifng.

2/ Includes assumption of US$19 million of short-term boak debt of the financial public sector under
 

the April 1981 financing agreement.

3/ Includes contributions to international organizations, and due but unpaid amortization of banking
 

system.
 
4/ Includes errors and omissi3ns.
 
S/ Includes reschedtfling of US$370 million of unpaid short-term debt of the Central Bank.
 
6/ In percent of doillar CD?, calculated using rest growth and U.S. inflation vith a 1986 base.
 
_/ Includes deferred debt service payments in 1982-83.
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VIZ 9 

B.LIVlAi 3.It9JCF BNAZJ OF PAY)1 S FOR 1985, 1986 AND 1987 
(In millions of US do'lars) 

YEAR 
198_5) 1986(p) 19 7 

1. asaw AOL (A+B) 	 -28.9 -312.9 -467.5 

A. Goods, Services and Interest (1+2+3) -361.9 -404.7 -582.8 

1. Merdandise 	 71.5 -174.1 -280.2 

Exrts TDB 	 623.4 543.4 494.8 
Impots CIF 	 -551.9 -717.5 -775.0 

2. Services 	 -60.0 -26.0 -42.0 

qzts 98.0 117.0 128.01_ 
Imports -158.0 -143.0 -170.0 

3. Emmings frcm Interest 	 -373.4 -204.6 -260.6 

L) Received 16.0 13.3 20.0 / 
1i) Due -389.4 -321.9 -324.6 

- Interest Paid an medht 
and Long Term External 
Public Debt -8.8 -62.3 -151.7 1/ 

- Other Interest Paid -73.8 -58.7 -65.7 1/ 
- Interest not Paid .174.0 -159.9 -70.1 
- Other Inome -52.8 -41.0 -37.1 
Rsi)l~scheduled Interest - 104.0 44.0 

B. tnilateral Transfers 	 80.0 91.8 95.3 4 

11. CAPr1 L ACOMMq 	 -210.3 126.1 203.9 

A. Direct Investit 	 I0.0 10.0 20.0 

B. Other Capital 	 -220.3 116.1 183.9 

i) Hediu and Lrn--rerm Capital -244.8 -2.4 123.9 
- Diaburseents on medium and 

loi-term External Public Debt 108.7 197.7 253.0 5/ 
- Amortizations Paid on Mdium and 

lcng-term External Public Debt -159.3 -11.1.0 -66.2 -/ 

- Amrtizations not Ptd -184.7 -220.3 -244.9 
- Refinanced Amortization 

Payments - 146.0 186.0 _/ 
- Other Capital (net) -9.5 -14.8 -4.0 

ii) iort-term Capital (Net) 	 24.5 118.5 60.0 _/ 

III. EMORS AtM CassIaCs 	 180.5 162.1 2/ 100.0 6/ 

IV. lam anJfumn TRkNSACICINS AND 
O.PITAL vw='T(1+11+111) 	 -311.7 -24.7 -183.6
 

A. k(TIEP'A' rrL% 	 9.9 0.0 0.0 
B. 	 DRa RDNAf F110P.4IC'; 358.0 122.4 99.0 

- ESF BW Assistance - 7.2 14.7 
- Interest Not Paid and not 

Refinanced (Increase in 
Arrears) 174.0 55.9 26.1 8/ 

- Amrtization 1ot Paid and not 
Refinanced (Inceane in 
Arrears) 184.0 74.3 58.9 _/ 

- Reduction of Arrears - -15.0 -0.7 
C. 	 NEr IWE TI(A L RESRVE - -56.9 - 97.7 L/ 84.6 2/ 

(increase - -) 

(p) Preliminary rig-aeo Source: For 1985-86, Central Bari/DQ 
Date: Jan.14, 1987 estimates; for 1987, see footnotes. 



- 36 -

Footnotes to Table 9
 

1/ tral-Bank pojection. 

2/ USAID projection, assuming 8% increase over 1986 (4%for inflation, 4%
 
real).
 

3/ 	USAID projection.
 

4/ 	Central Bank projected umilateral transfers of $110 million. We deducted 
$14.7 million inESF assistance since we regard such assistance as Balance 
of Payments (Bop) support, which belongs "below the line", i.e. as part of 
the financing required to cover the overall BCP deficit. We made a $7.2 
million deduction (for ESF) from the "Unilateral Transfers" projected by 
the Central Bank for 1986. 

5/ The Central Bank's official loan disbursement projection of $318.6 million
 
for 1987 impressed us as excessive. The $253 million figure entered in
 
the table was arrived at as follows:
 

IT" projection $ 439 million (including Paris Club
 
debt rescheduling)
 

Less allowance for Paris
 
Club debt rescheduling $ 186
 

New loan disbursements
 
in 1987 $ 253
 

6/ 	USAID projection
 

7/ 	Exclusive of balance of payments assistance from the Fondo Andino de 
Reserva and IMF credits, both of which are treated as short-term credits 
and do not affect net international reserves as defined by the IMF. 

8/ 	 Cbtained by difference between the total amount of debt service due (but 

not paid) and the amounts rescheduled. Specifically, for 1987: 

Increase
 

Amount due 
but not paid 

Amount 
Rescheduled 

in Arrears 
(entered 

under IV-B) 

Interest 70.1 44.0 26.1 

Amortization 244.9 186.0 58.9 

9/ Calculated as a residual. 

10/ 	The Central Bank estimated this item at $197.7 million. However, this
 
amount includes $100 million credit from the Fondo Andino de Reserva (FAR)
 
which the IMF regards as a short-term loan and which we netted cut.
 

SOURES: For 1985 and 1966, Central Bank Data
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PLANNED PUBLIC 
(M:lI .

INVE
$us) 

STMENT 

1987 1988 1989 1OTAL 

Planned Total InveLstment 478.7 381.8 316.8 1177.3 

Source of Financing: 478.7 381.8 316.8 1177.3
 

External Credit* 294.6 236.2 149.5 680.3
 
Counterpart Resources (USAID) 102.2 75.2 50.1 227.5
 
Internal Resources 81.9 70.4 117.2 269.5
 

Required public investment to
 
achieve 3.5% annual econ. growth 268.6 301.4 315.1 885.1
 

aMuliateal soa-Kucesa70%,ofiawhich 70% correspnds 5 amhen aDB. 

*Multilateral sources 70%, of which 70%.corresponds to the IDB.
 
Bilateral sources 30%, of which 30% corresponds to Argentina.
 

SECTORIAL DISTRIBUTION
 
(%/)
 

Aqriculture 10.60 
Mining 2.90 
Hidrocarbons 38.30 
Industry & Commerce 1.20 
Energy 2.30 
Transportation 34.00 
Commtunications 5.90 
Social Services 4.80 

'3ntOIr<rE: Solvonmary IU.tln by tIu le r 8 Ilc1,icain A'-nc-I , ., ., -I.,,, r­
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Table 11 

GROSS.DNESTIC .PRODUCT BY ECOt;OHIC ACTIVITY 
(In Millions of Constant 1980 Bolivian pesos) 

.ctivity Years 1980 1981 1982Z)P.-: 1 9 8 3 (p) 1984(p) 1985(e) 1966(e)
r' wsTRIEs " ' 

1. ASricuture, 106.050 105.644 102.573 '94.353 93. 33 91.421 "I9. 525 
Forestry and Fiadnq 22.563 2235') 23.079 17.507 "'W. "21417- Agricultural Producs ,. 21.9%15.727 17.255 10.42S '12.015 14.971 1.244 15.69­- Animal Produ--ts• 5.93 4.214 4.530 4.535 . 4.151 4.263
 

2- mining andVnln ,. 943 19.290•31 13.10M
2.andQuary Pc~utlm19.407uazr puctio 18.339920 957 ..L".902 .1.022"371i.. LOS5 
- Crude oil and Natural Gas 6.728 7.157 7.704 7.219i 7.037 6.7MS 1 .529 - Metallic and Non-$etallic 

Minerals 22.679 12.133 10.635 10.39 .q "" G.052 4.4543. -'anufacturing Industry 17.974 1G.034 14.344 13.387 i. 014 " 0.72),:- Electricity, Gas and Water- 10.-52;so$ 911 "3. Construction and Public Works 923 .9L9 9 03131 91C.4.521 4.025 3.920Co 3.751 3..%90 3.59 3.65. rce 13.261 14.3 30 13.59 13.055 1:.124 13.195 31.V957. 'ansportaticn, 
Stcrager.;r C~nications 7.321 8.195 7.9317.770 7..VS3 1.OS7 

8. -nancial Establishments,
L-.su=ance Peal Estate, andand Services to OQTpanies 17.243 13.443 16.5G2 15.45 1'.731 1.375 7 
- Financial Services toCcpi, es 7.109 6.324 6'.413 %3.4.90 I.S55 6.6fine 3.- Lbusing 10.059 10.119 
 10.149 10.169 10.179 10.109 1MtA%
9. Social and Personal...
Services 
 4.131 4.877 4.731 4.555 :.41. 4.425 t. 4"3 

- Ba~flgServices (td 
.. 931 - -I.SL -1. 511 -1.534 -I.5 .
 

PJ'aLC ALKINISIAICN
SERVICES " 12:94) 13.231 13.504 3.90'9 2. 13.C16 .7' 

DaMSTIC SVICES 6313 637 GS. 646 633 a22 G513 
AL: At producer prices ItM.53 119.?.2 116.743 l01.914f 117.131 105.721 lfl.,4
ndirect Taxes onMpr:ts 3.2-14 3.7S3 3. 162 3.132 3. 1 .'t 3.3 11 .,; 

:AL : At Prices to End Users 1222.945 123.375 119.495 112.050 111.034 109.113 ln5.17 

SOURES:Central Bank of Bolivia - National Accomts Department 
(p): Preliminary
 
(e): Estimated


Note: The present series is estimated according to UN reccomUendations 
Contained in document Series F, No. 2, Rev. 3 and to the newmethodology adopted. 



THE ESF DOLLAR SPECIAL ACCOUNT:
 
UTIIZATION AND ACCOUNTABILITY
 

10 	 N 

0'1)
 

(1) 	 An importer in the host country places an order with an
 
eligible supplier.
 

(2) 	 The importer requests his local bank to open a letter of
 
credit in favor of the supplier.
 

(3) 	 The local bank sends the request to the central bank.
 

(4) 	 The central bank, through its foreign exchange
 

department and/or its price checking unit, verifies the
 

request for eligible supplier, eligible commodity, and
 

reasonable price, and if all is in order, forwards
 

permission to the local bank to open the letter of
 

credit designating the U.S. bank that will act as
 

correspondent( the same bank in which the special
 

account is held).
 
local bank opens the letter of credit and requests
(5) 	 The 


confirmation from the U.S. bank.
 

(6) 	 The U.S. bank informs the supplier that the letter of
 

credit has been confirmed.
 

(7) 	 The supplier makes shipment and presents invoice and all
 

relevant shipping documents to the U.S. bank.
 

The U.S. bank makes payment to the supplier from the
(8) 

special account and informs the central bank and the
 

local bank of its action.
 

(9) 	 The local bank debits the account of the importer and
 

applies to the central bank for reimbursement.
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ANNEX I 

Mr. David A Obhen 
Director 
tSAID/Bolivia 
La Paz 

Dear Mr. Directors 

FOR ESF ASSISTANCE 
(Original in Spanish) 

Re.: GOB LLTME OF APPLICATICM 

for US balance of payments assistance of 	$15
Application is hereby made 

balance of pbyments gap in 1997, if 
million for 1987. Bolivia's expected 

on the assumption that econnic reactivation will take place this 
projected 

year, is likely to be substantially larger than that.
 

of Bolivia has already taken a number of 	far reaching
The Government 

These will be continued. The major
actions to stabilize the economy. 

of public employees,
riecsures taken include a freeze of the wages sector 

a substantial reduction in the budget
followed by an increase of only 10%1 

with its ratio to the GDP declining from 	28% in 1984 
to less than 4%
 

deficit, in 1984 to 
in 19e6 an increase in tax revenue collections fron 4.8% of GDP 


over 19% in 1986, largely as a result of devaluation and substantial increases
 

in the internal price ot petroletm productsi a tax 	reform 
bill that overhauls
 

the whole tax systemh a substantial devaluation of 	the exchange rate followed
 
1986; the freeing of almost
 

by its nearly complete stabilization since January 
and services

all prices and substantial increases in the prices 	of goods 
fiscaland generally, tight monetary ­

provided by the public sector; 
management.
 

measures have had the intended effect and theThe stabilization 
Government plans to continue its stabilization program. The present goal is 

to 10% in 1987, down from 66% 
to bold the ir..rease of the consumer price index 

1985 and December 1986. Investment is to rise from about 4%
between'December 
of GDP in 1985 to 12% in 1987 and 14% in 	 1988, while the deficit of the
 

is to be about 6% in

consolidated non-financial public sector expected 	 both 

1984 and 12% in 1985. Total revenue197 and 198e, down from 28% in 
public sector have already increased fr m 5% 

collections of the non-financial 

1986 and are expected to maintain that ratio in 1987 and


in 1984 to 19% in 

1988.
 

A iuznber of structural canges have been initiated during the past year 
over 1987-W38. Measures already taken

that will be consolidated and expanded 
substituting taxes 

include adoption of a comprehensive program of tax 	reform 
are hard to collect, and introducing a new 

easy to administer for those that 

value added tax; a tariff reform assessing almost all imports at a uniform 20% 

that could be operated
rate; the closing of a number of tin mires not 

the payroll of the public sector; and
profitably; significantly reducing 

Vb4
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inport and exchange controls. Structuralfreeing the economny of price, 
reforms under way include measures designed to improve the efficiency of a 

number of state owned financial institutions as well as private commercial 

banks; identification of enterprises to be transferred to the private 
sector
 

to operate profitably: the reorganizationand actions required to permit these 

program, with respect 

and decentralization of various state enterprisest and measures to impro v 

investment incentives. 

Major attention 
both 

is being given to 
to the exec

improving 
ution of pr

the public 
ojects alre

sector investment 
ady under way and 

to the developient of a sound medium-term public investment program. The 
the factors that au,, delaying or

Ministry of Planning is currently analyzing 
impeding project execution. The study under way will reccmend specific 

implementationmeasures to remove such impediments in order to speed project 

and accelerate the rate of disbursement of external loans. For the 
sector developmentanalysts are preparing a sector by

medium-term, government 
strategy, wich will include the development of specific sector goals, major 

projects to be submitted for financing to the
policies to be pursued and new 

It is expected that the public investment plan andinternational agencies. 

development strategy will be completed by the last quarter of 19P7.
 

Sincerely yours, 

(signed) 
Gonzalo Fanchez de Lozada 

Ministro de Planeamiento y Ocordinaci6n 
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'~'~.r ~SUBCOOPD NQ 09/87 83 .1 

RIO DE PLANEAMIENTO 

E OORDINCION FILE 

MUS AIDL.._IA Paz, 18MAR. 198 5 
19 -MAR. 1987 DI 

t~or or 
avid A. Cohen PO&I 
DIRECTOR USAID/BOLIVIA CONT 
Presente. - PR-

HHRA
 
Reply due ,,
 

Ation Ikn
Estimado seftor Director: 


Mediante la presente, me permito presentar a usted la
 
solicitud del Gobierno de Bolivia por asistencia para la balanza de
 
pagos en un monto de US$ 15.000.000 para 1987. La brecha que se pro­
yecta en la balanza de pagos de Bolivia para 1987 (suponiendo una ­
reactivaci6n econ6mica) serg considerablemente mayor a dicho monto
 

El Gobierno de Bolivia ya ha iniciado una serie de ac. 
ciones de largo alcance para estabilizar la economia. Dichas accio­
nes continuar~n. Las principales medidas tomadas incLuyen un conge­
lamiento de los salarios de los empelados del sector pFblico, segui­
do dc un incremento de s6lo el 10%; una reducci6n substancial del d6 
ficit presupuestario, con su relaci6n respecto al PIB disminuyendo 
del 28% en 1984 a menos del 4% en 1986; un aumento de las recaudacio­
nes impositivas del 4.8% del PIB en 1984 a mns del 19% en 1986, resul­
tante principalmente de la devaluaci6n y aumentos substanciales del 
precio interno de los derivados del perr6leo; una ley de reforma tri­
butaria que reorganiza todc el sistema tributario; una devaluaci6n 
substancial del tipo de cambio, seguida de su casi total estabiliza ­
ci6n desde enero de 1986; la liberaci6n de casi todos los precios y 
aumentos substanciales de los precios de bienes y servicios suminis ­
trados por el sector p~blico y, en general, una politica monetaria y 
fiscal muy estricta. 

Estas medida3 han logrado el efecto deseado y el Go ­
bierno tiene planes de continuar con su programa de estabilizaci6n.
 
La meta actual es mantener el aumento del Indice de precios al consu­
midor en 10% para 1987, bajSndolo del 66% registrado entre diciembre
 
de 1985 a diciembre de 1986. Se espera que 1as inversiones suban de
 
alrededor del 4% del PIB en 1985 al 12% en 1987 y al 14% en 1988, mien
 
tras que el d~ficit consolidado del sector piblico no financiero serg­
de alrededor del 6% en 1987 como en 1988, bajando del 28% de 1984 y 
del 12% de 1985. El total de recaudaciones del sector pdblico no fi ­
nanciero ya han subido del 5% en 1984 al 19% en 1986,y se espera que 
mantengan la misma relaci6n en 1987 y 1988. 

Se ha iniciado una serie de cambios estructurales du ­
rante el aflo pasado que ser~n consolidados y ampliados en 1987-1988.
 
Las medidas que ya han sido tomadas incluyen la adopci6n de un progra­
ma global de reforma tributaria sustituyendo los impuestos f~ciles de
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administrar por aquellos qua son dificiles de recaudar e introduciendo 
un nuevo impuesto al valor agregado; una reforma arancelaria valorizan
 

do casi todas las importaciones con una tasa uniforme del 20%; el cieZ 
rre de cierto n6mero de minas de estaflo que no podfan ser operadas ren
 

tablemente; la reducci6n significativa de las planillas del sector pG­
blico y la liberaci6n de la economia de controjes sobre precios, impoE
 

taciones y tipo de cambio. Las reformas estructurales emprendida3 in­

cluyen medidas disefladas para mejorar la eficiencia de una serie de
 

instituciones financieras estatales as! coma de la banca privada comer
 

cial; la identificaci6n de empresas estatales que podrian ser transfe­

ridas al sector privado y las acciones requeridas para permitir que es
 
tas operen rentablemente; la reorganizati6n y decentralizaci6n de va ­

rias empresas estatales, y las medidas para mejorar los incenti-os a
 
las inversiones.
 

Adem~s, estanos dedicados al mejoramiento del programa
 

de inversiones del sector p6blico, tanto con respecto a la ejecuci6n
 
de proyectos que ya est~n en marcha como al desarrollo de un programa
 

s6lido de inversiones pablicas a mediano plazo. El Ministerio de Pla­

neamiento se encuentra analizando actualmente los factores que demoran
 

o impiden la ejecuci6n de los proyectos. El estudio emprendido hars
 

recomendaciones concretas para suprimir tales impedimentos a fin de
 

agilizar la implementaui6n de proyectos y acelerar el rirmo de desem ­

bolsos de los pr6stamos externos. A mediano plazo, los analistas del
 

Gobierno estan preparando una estrategia de desarrollo sectorial, la
 

cual incluirg metas especificas par sector, las politicas principales
 

que se seguir~n y nuevos proyectos a ser presentados para su financia­

miento a las agencias internacionales. Se espera que el plan de inver
 

siones piblicas y la estrategia de desarrollo estargn terminados en
 
el 61timo trimestre de 1987.
 

Con este motive, saludo a usted con las seguridades de
 

mi consideraci6n m~s distinguida.
 

ANtlN Z DE
OfhW QN?DEFlANEAMUfNIO YCOOROWNA 
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ANNEX .II 

FY 1986 ESF LOCAL CURRENC PREGRPM 

The table on page 2 of this Annex presents the status of the FY 1986 
ESF local currency program. 

FY 1986 ESF Program Operational Letter No.6, dated October 1, 1986, 
explains the procdures for approval and disbursement of local currencies 
generated under the FY 1986 ESF program. Copies of that letter are 
available in AID/W. A change has been made regarding approval of 
emplcyment-generating activities since that Operational Letter was sent. 
Given that all activities under this couponent are designed by AID staff 
in cooperation with private voluntary agencies, USAD has obtair-ed Goa 
agreenent to serd activity proposals directly to the PL-480 Secretariat 
for its technical and financial review. Fbllowing approval by the 
Secretariat, furds are disbursed by the Secretariat to the implementing 
agencies involved. 



- 42 -

Annex II 
FY 1986 FSF LOCAL CURRENY 

PROGRAM 

(as of March 12, 1987)
 

Program d 	 Cc_ itted
 

1. 	 Cost associated with 1,550,000 1.171,830.11 a) Relocation of OMIBCL miners 
reducing size of ptiblic 38,248.77 b) Severance payments to Cocha­
sector 	 bamba municipality employees
 

53,861.19 ) Severance payments to Pando
 
Developnent Corp. employees-1I,263,940.07 

2. 	 Cost associated with 700,000 300,000.00 a) Salary supplements for selected 
strengthening and improving GOB personnel 
public administration 75,000.00 b) Development of GOB Financial Admin­

istration and Control System

375,000.00 

3. 	 Employment-generating 2,029,300 15,000.00 a) Construction of two bridges,
activities 	 Taquifia-Tiquipaya Road 

356,676.00 b) Building of basic housing and 
3chool classrooms
 

200,000.00 c) Construction of Laca-Laca-
Fruitillani Road 

500,000.00 d) OInstruction of La Paz peri­
pheric road 

350,000.00 e) Construction of Socara-Caripuyo 
Road, Potosi 

26,700.00 f) Food production centers, Potosi 
14,145.00 g) Resettling of Bolivar miners in 

1,462,521.00 Ytingas 

A. 	 Development and narcotics 2,180,000 300,000.00 a) Financing narcotics awareness 
awareness activities activities by USAID/B
contribiting to GOB narcotics 3,600.00 b) Travel expenses for GOB Officials 
cxcntrol efforts to US Department of Justice 

narcotics conference
 
303,600.00 

5. 	 I~AID trust furi 717,700 717,700.00 a) Support administrative costs 
TCYrAJS 7,177,000 4,112,76 f.07 

http:717,700.00
http:303,600.00
http:3,600.00
http:300,000.00
http:1,462,521.00
http:14,145.00
http:26,700.00
http:350,000.00
http:500,000.00
http:200,000.00
http:356,676.00
http:15,000.00
http:375,000.00
http:75,000.00
http:300,000.00
http:1I,263,940.07
http:53,861.19
http:38,248.77
http:1.171,830.11
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Annex III
 
Page 1
 

A. 	GEAL CRITEIaA FOR OTflf
 

ELIGIBILITY
 

1. GD ?AL CRITERIA FOR CO=Tfl'!
 

ELIGIBILITY 

1. FAA Sec. (481). Has it been
 
eteiine that the governmnt
 

of the recipient country has
 
failed to take adequate steps
 

to prevent narcotic drugs and
 
other controlled substances (as 

defined by the Comprehensive Drug 

Abuse Prevention and Control Act of
 

1970) produced or processed, in whole 

or in part, in sudi country, or 

transported through such 	country,
 

from being sold illegally within 
the jurisdiction of such country 
to U.S. Government personnel or 

their derpndents, or from enter­
ing 	the U.S. unlawfully? 

2. FAA Sec. 620(c). If assistance is 

to a govarnment, is the governh-nt 

liable 	as debtor or unconditional 
a U.S.-guarantor cn any debt to 

citizen for goods or services No. 
where (a)suchf6.rnised or ordered 

,.itizen has e*d.austed available 

legal rreedies and (b) the debt 

is not denied or contested by such 

government? 
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3. FAA Sec. 620(e) (1). If assistance 
ie to a government, has it (in­
cluding government agencies or 
subdivisions) taken any action 
which has the effect of nation­
alizing, expropriating, or other­
wise seizing ownership or control 
of prope-rty of U.S. citizens or 
entities beneficially owned ty them NO 
without taking sters to disdiarge 
its obligations toward such citizens 
or entities? 

4. FAA Sec 532(c), 620 (a), 
620 (f), 620D; FY 1982 
Appropriation Act Sacs. 
512 id b13. Is recipient 
country a Coi.unist country? 
Will assistance be provided to 
Angola, Caibodia, Cuba, Laos, 
Viet:.i, Syria, Libya, Irac, c:" NO 
South Yemen? Will assistance 
be provided to Afghanistan or 
tbzarbique wit1out a waiver? 

5. aDCN of 1931 S-cs. 724, 727 
anti 730. For soccitic rcstric­
tions .o1 assistance to Nicaragua, 
see Sec. 724 of the ISWA of 
1981. 'or specific restrictions N/A 
on assistance to El Salvador, see 
Secs. 727 and 730 of the ISDCA 
of 198]. 

6. FAA .OC. 620 (j). Has the cotntry 
rIted, or failed to tzke ade­

quate reasures to prevent, the 
damaqe or destruction br. mob NO 
action of U.S. proporty? 

Annex III 
Page 2 
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7. FAA Sec. 620 (1). Has the country 
failea to enter into an agreement No. 
with OPIC? 

S. FAA Sec. 620(o); Fishermen's
 
Protective Act of 1967, as amended,
 
Sec. 5. (a)Has the country
 
seized, or irposed any penalty or
 
sanction against, any U.S. fishing N/A
 
activities in international waters?
 

(b) If so, has any deduction
 
required by the Fishermen's Pro­
tection Act been made?
 

9. FAA Sec. 620 (q); FY 1982 Appropria­
tion Act. Sec. 517, (a)Has the 
government of the recipient country 620(q) problem have been 
been indefault for more than six dealt with successfully as 
months on interest or principal of they have arisen. 
any AID loan to the couitry? 
(b) Has the country been in default 
for more than one year on interest
 
or principal on any U.S. loan, under
 
a program for which the appropria­
tion bill appropriates funds?
 

10.FAA Sec. 620 (s). If contemplat,.l
 
assistance isdevelo~ment loan or
 
from Economic SJpporL Fundu, has 
the Adinistrator takea into ac­
count the amount of foreign exdiange
 
or other resources which the cctntry
 
has spent on nilitary equipment? He will
 
(Reference may be rnde to the annual
 
"Taking into Ccnsideration" me.o:
 
"Yes, taken into ac.ount by the
 
Administ:dtor at time of approval
 
of kency OYB." This approval by
 
the Administrator of the Operational
 
Year Budget car.be the basis for
 
an affirmative answer during the
 
fiscal ye;tr unless significant
 
changes incircumstance.s occur.)
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11.FAA Sec. 620(t). Has the country 
severed diplcmatic relations with 
the United States? If so, have 
they been resumed and have new 

'bilateral assistance agreeoi ts No. 
been negotiated and entered into 
since such resumtion? 

12.FAA Sec. 620(u). Miat is the pay­
ment status o-the country's U.N. 
obligations? If the country is 
in arrears, were such arrearages 
taken into account by the AID Admin­
istrator in determining the current 
AID Operational Year Budget? (Ref- No arrearages to Mission's 
erence may be made to the Taking knowledge. 
into Consideration memo.) 

13.FAA Sec. 620 A; FY 1982 Anpropria­
tion Act Sac. 520. Has the country 
aided or abetted, by granting sanc­
tuary from prosecution to, any in-
dividual or group which has commit-

No. 

ted an act of international terror­
ism? Has the country aided or abet­
ted, by granting sanctuary from 
prosecution to, any individual or 
group which has conitted a war 
Crire? 

14.-FAA Sec. 666. Does the country 
object, on the basis of race, 
religion, national origin or sex, 
to the pr=sence of any officer 
or employee of the U.S. who is No. 
present in such country to carry 

out economic development program 
under the FAA? 

.5­
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15.FAA Sec. 669, 670. Has the country* 
after August 3, 1977, delivered or 
received nuclear enrichment or re­
processing equipment, materials, or 
-technology, without specified arrage­
ments or safeguards? Has it transfer­
red a nuclear explosive device to a 

non-nuclear wecapJn state, or if 
such a state, either received or 

detonated a nuclear explosive device, 

after August 3, 1977? (FAA Sec.620E 
permits a special waiver of Sec. 669 

for Pakistan.) 

NO. 

16.ISDCA of 1981 Sec. 720. Was the 
oontry represented at the Mieting 
of Ministers of Foreign Affairs and 
1jeads of Delegations of the tbn-
Aligned Countries to the 36th General 
Session of the General Assembly 
of the U.N. of Sept. 25 and 28, 
1981, and failed to disassoxiate 
itself from the communique issued? 
If so, hag th-: "r-sident aken it 

i~,j aczLtrt? (Ptfereiie may be 
rade to the Taking into Consider­
ation memo.) 

Bolivia vas represented at 
the Meeting of Ministers by 
the Torrelio Government. 
It did not formally disasso­
ciate itself from the comnu­
nique issued. 

17.ISMCA of 1981 Sec. 721. See 
special t-quirrients for assis­
tance to Haiti. N/A 

B. FtNDIIW3 SO(rCE 
EIGIBILITY 

CRI'ItRIA MR CO-h-rPW 

1. Develom!'ent 
Criteria. 

ssistance Country_ 

a. FAA Sec. 116. Has the 
eparrncnt of State determined 

that this goverrment has engaged 
in a consistent pattern of gross 
violations of internaticn.ally 
recognized huimn rights? 
If so, can it be deronstrated 
that contemplated assistance will 
directly benefit the needy? 

N/A (but no) 



I 
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2. Economic Support Flnd Country 
Criteria 

a. 	 FAA Sec. 5020. Has it been
 
.determined tat the country has
 
engaged in a consistent pattern of 
gross violations of internationally No 
recognized human rights? If so, 
has the country made such signifi­
cant improvements in its human
 
rights record that furnishing such
 
assistance is in the nationkl
 
interest?
 

.. ISDCA of 1981, Sec. 725(b)
 
If ESF is to be furnished to AA'gen­
tina, has the President certified
 
that (1) the Govt. of Argentina
 
has made significant progress in
 
human rights; and (2) that the
 
provision of such assistance is
 
in the national interest of the
 
U.S.?
 

c. ISDCA of 1991, Sec. 726(b). 

If ES' assistance is to be furnished 
to Chile, has the President cer­
tified that 1) the Govt. of Chile 
has made significant progress in 
human rights; (2) it is in the 
natiorl interest of the U.S.; 
and (3) tho Govt. of Chile is not WA 
aiding internuitiom-il terrorism and 
has taken steps to bring to justice 
those inulicted in concction with 
the murder of Orlando Lo-telier? 
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NtPOW Rn ASSISA CHM.ISr 

A. GENERAL CRITERIA FOR NROJE T ASSISTANCE 

1. 	 App. Unnumbered; FAA Sec 653(b) 

(a) Describe how Committees on Appropria­
tions of Senate and ibuse have been cc C.N.
 
will be notified concerning the nonproject
 
assistance;
 

(b) is assistance within (Operational
 
Year Budget) country or international
 
organization allocation reported to the Yes
 
Congress (or not more than A1 million
 
over that figure plus 10%)?
 

2. 	 FAA Sec. 611(a)(2). If further-legis­
lative action is required within recipient
 
country, what is basis for reasonable
 
expectation that such action will be N/A
 
completed in time to permit orderly
 
accooplishment of purpose of the
 
assistance? 

3. FAA Sec. 209, 619. Is assistance more
 
efficiently and effectively given through
 
regional or multilateral organizaticns?
 
If so why isassistance not so given? tk.
 
Information and conclusion whether assist­

ance will encourage regional develcpment
 

programs. If assistance is for newly
 

independent country, is it furnished
 

through multilateral organizations or in 
accordance with multilateral plans to the
 

maximnu* extent appropriate?
 

4. 	FAA Sec. 601(a); (and Sec. 201(f) for
 
develo)=ment loans). Informatin- and 

conclusions whether assistance will
 

encourage efforts of the country to: 
(a) increise the flow of international Will encourage a, b, d, 
trade; (b) fost-r private initi3tive and e indirectly thro.h 
and ccryetition; (c) encourage develop- aupport for GOB 
ment and use of cooperatives, credit stabilization program 
unions, and savings and loan associations; and import financing. 
(d)discourage monopolistic practices;
 
(e) improve ted.hnical efficiency of
 
industry, agriculture, and cocmerce; and
 

(f) strengthen free labor unions.
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5. 	 FM Sec. 601(b). 'Information ard ccnclu­
sion on how assistance will encourage
 
U.S. private trade and investment abroad
 
and encourage private U.S. participation M.ost of all ESF dllars .ill 
in 	 foreign assistance programs (including finance imports from the U.S. 
use of private trade channels and the 
services of U.S. private enterprise). 

6. 	 FA Sec.612(b); Scc. 636(h). Describe
 
steps taken to assure that, to the
 
maximum extent possible, the country is
 
contributing local currencies to meet
 
the cost of contractual and other services, N/A
 
and foreign currencies owned by the United
 
States are utilized to meet the cost of
 
contractual and other services.
 

7. 	 FAA Sec. 612(d). Does the United States
 
own excess foreign currency and, if so, kb.
 
what arrangements have been made for its
 
release?.
 

B. FUNDI!3 CRI1--{IA FOR LN PPRQJ3 ASSISTANCE 

1. 	 Nonproject Criteria fc ESF 

a. FAA S-c. 531. How will this assistance By reinforcing a well 
support promote econcaic or political reasoned and market-led 
.stability? eCOMIAc stabilizaticn 

program. 

2. 	 1onproject Criteria for Doveloarnnt
 
Assistance N/A
 

3. 	 Nonproject Criteria for Developnt
 
Assistance (Loans 0;*y). N/A
 

a. FAA Sc. 201(b)(1). Information and
 
onclusion on avail.-ility of fitkancing
 

from othyr free-wrld sourccs, including
 
private scurces within the United States.
 

b. FAA Sc. 201(b)(2); 201'd)
 
Inf Ra-nd iclus ion on (1) capac­
ity of the country to repay the loan,
 
including reasorbleness of re>iyment
 
prospects, and (2) reasonableness and
 
legality (under laws of country and
 
United States) of lending and relending
 
terms of the loan.
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2 c. FAA Sec. 201(e). If loan is not made 
pursuant to a multilateral plan, and the 
amount of the loan exceeds $100,000, has 
country submitted to AID an application 
for such funds together with assurances 

anto indicate that funds will be used in 
ecoically and technically sound manner? 

d) FAA Sec. 202(a). Total amount of 
money under loan which is going directly 
to 	private enterprise, is going to 
intermediate credit institutions or other 
borrowers for use by private enterprise, 
is 	 being used to finance izmorts from 
private sources, or is otherwise being 

-qsed to finance prcu~rcnents from private 
sources? 

4. 	 Additional Criteria for Alliance for 
Progress 

a. FPA Sec. 251 (b)(l)-(8). Does
 
assistance taa into account principles 
of the Act of ogota and Charter of Punta 
del Este; and to what extent will the 
activity contribute to the economic or 
political integration of Latin America? 

b. FM Sec. 251(b)(8), 25iIh). ] c.kr ., 
has tWecn-in-o account 
effort nade by recipient nation to rcepa-
triate capital invested in other countries 
by their cn citizens? Is ioin corsistent 
with the findings and rec, e:-dations of 
the Inter-Americ;!n Cocaittee for the 
Alliance for Progress (now " .-IS," the 
Permarent Executive Co.:mitte- of the o)'AS) 
in its annual review of national 
develcgnc-nt activities? 

Yes. It will not. 

N/A 


