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I. SUIMARY AI'D CONCLUSIQHS

The Paz Fstensscro Gevernment which assumed rower on August ¢, 1465
has been highly successful in ending Bolivia's hwperinflatiorn. Te rate of
increase cf the ccnsumer nrice index was trouaht dowm frop 11,7508 i 100C
to AFT in 1776 (December to Tecerber), an’ to crly 4.5% during tre last
cuarter ci the year. Tre rate of increase ot the tudoet deficit of the

hode Tad

Central Coverrment was breught down frem 2,3CC8 in 1965 to a preoiected 705

nty
in 1€6¢. ~s a cropertion of the GEP, the Tudget deficit cof the consolicased
mirlic rector declined frem 263 in 1284 to 128 in 1SFE, ard is prciected z+
43 for 1786 and €% in 1907. The anrual rate of bank credit exransicon o e
muhlic sector which was 3,€%1% in 1:G0 became a neaative fiqure in 1°7C,
while the rate of credit expansicn to the nmrivate sector declined frcp
4,2423 to 1293 1/. As a result, the rate of increase cf tre rcney surply

(1i1) declired from over €,100% in 1S to a projected 2% in 1966, 2/

The IM'F team that visited Bclivia in August-September 1060 aré in
Jaruary 19€7, fourd the GCE in full compliance with all targets in tre

Stand-iy’, exceot for the temporary failure tc meet the reducticn of arrears
targeteC ir Jure. lowever, this deficiency was remedied¢ by mid-Julv,
feveral other targets were over-fulfilled,

Tre balance of ravrents cituation remains in deficit owira to tre
depressed state of the country's exports ard the country's larce dekt
service charges (conly partially refiranced in 1906). Officially reccr:ied
expcre earnirgs declired sharply - frem 3724 millicn in 16F4 te 3822 millien
in 19€f and to an estirated $542 millicn in 1086, as the result cf
sicnificart declines in the prices of Dolivia's major exports, notural cas
and tin. ‘'The price of natural gas sold to Arcertira is expected to “ecline
v arctler 153 in 1007 (in adéiticn to a declire cf 0% in 1C€€). Tre price
of tin dropped bv 5% betveen the third cuarters of 1S€5 ané 10f€. On tle
other harc, substantial relief to Bclivia's 199¢ talance cf pavmente
sitvaticn resultef from the delit renegotiation with the Taris Cluh that tccl:
mlace last Jure. That relief amcunted to scme #25C pillien in refinanced

interest ari amortizaticn pavrents fallirg cdue that vear.

I/ Source: UT, Bolivia - Staff Perort Zor the 1SFG Art. IV
_ Consultation, page 12. S = "
2 I~id., page 12.
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The 1100 Ralarnce nf pavrents deficit weuld have bwen o
the I°F nillicn nredectad ‘.‘1-..." i
capital irflav, p’us another 1 r
makle ©), Icotl of these 1t ne ct the earn irge of tre
(larmelv rarcotics) ari the reratriaticn of expert earnirc
flicht; effected in rrevious yvears. For 1077, L"PIE/Eol*vm \as prciecte” =
talarce of nayrents daficit of $164 rillicn an? an unfinanced talarce nf
ravients cap ’o" decline in ret interraticral reserves) cof &$P% million. 7%e
NT has set a limit of 320 millicn cn the declire in net intermationa?
reserves in 197°7. To the =xtent this gap remains unfinances, inports witi'
have to bte cut hacl, and the reccverv target fcr this vear mayv rot prove
achiavarla.,

The main tasl that presertiv confronts the Rolivian autierities is <he
reactivaticn ¢ the eccrcmy. The Central Lar%'s preliminary CLF orci er:zc:*"
show a declire of ahcut 2.€% in real terms in 1","3‘(,. .while 211 ircicatisns
noirt to the fact that the Ccvernrent has succeeded in setting the tasis o
zrrest and ravarse the declire in eccromic activity, a rumier i facters
Pave irpeced an early recoverv, These inclice credit tiohtress, the
sirstantial difficulties face?! v the mining industry, the multiplier
effects cf the charr Arcp in export earnings, and contiruinc uncertaintios
in the private sectcr. The Ccvernment is in the process of addressing
varicus irpedirents to eccremic reactivation along with cerntinuirng
implert*er.:atirn of the starilizaticn program. The attached COE Letter 2f
apnlicaticn for ESF Mssistance (fee Arnox I) sumarizes the cteps the
Covernment has alreadv talken to stakilize and restructure the eccrery, i% -
v2ll as the measures it plans tc take in the menthes ahead,

The hasic raticra'e for the propcsed $15 rillion ESF assistance
srocrar for TY F7 iz as fZollcws:

The FOF procram will! contritute some cf the resources neecod tc'*
finance econcriic reactivaticn ry providina foreign excharge for thre G
inpcrtaticn of raw materials, intermediate and capital goods fcr the privato
sector; arx! hv cenerating local currency funxis to be used to imiement hey
”lements c¢f the narcctics centrol program. ‘

- 2. Tre progran will provide halance cf pavmerts suprorht ant thmsg
telp recuce tre halance of ravrents aap. The case Ifcr such: suprert ie

strenctrened v tre need tc ccrpensate for tihe comtired losses tc ti
Folivian econcmy resulting from the £all in the prices of tir and r.f.tura".
gas, anvl focr the foreian excrance lcsses andd demestic mltiplier effects
resultirg from the centiruirg disription of rarcotics traifickirg. Falilure
to close the halarce cf pavments gap is likely to irppede eccnoric receove:n”
in 1€7.

- 2. The ESF program has also beer, arx! will continue tec re, an
irmportant USG instrument for enccuraging continued GOG coccperation in the
rea of rarcotics control. Secticn (1l of tle FAR imposes smecifi
rarcctics relate’ condiiticns hat arplv to the arproval cf FiF for Dol
in FY 12€7. Pecentiv, & jcint USC-QCE cermicsicn elatorated an iritia
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olan for COR narcotics control actions on several fronts, including
interdicticn, ccca producticn cortrols and develconment cf alternative
emplovment corportunities for the displaced lahnr. The LSF assistance will
gererate scme cf the local aurrency essential to the implementaticn of the
Cevelcprent related activities of the plan.

- &, Fina"lv, a rich Missicn pricrit:” is to maintair ccntirued U.Z.
surport for Bolivia's cdemccratically elected governrment that has showm
consideratle political ccurace in taking the nececsary steps to stahilize
the ecoromy, free it from unnecessary government centrcls, establish a mmuch
more favorahle environment for growth of the private sectcr, aré undertz%e a
Aetermined campaicr to elimirate narcotics trafficking.

The kasic coals of USC policy in Bclivia are: (a) rairterarnce cf a
starle ard democratic government and institutionalization of tie Semocrztic
process, (k) private sectcr led econcmic recovery, and (c) narccrics
certrcl. The GOB's basic economic pelicies and priorities are fully in lin
with tke recormendaticns of the USG, other dcnor countries ané the
internationzl financial institutions, anc¢ merit cortinued USC suppert.
Further assistance to the GOB's stakilization and recoverv effcrts will alee
help acvance USC narcotics anc¢ cemocracy-related goals in EBelivia since +*e
survival of the current gcvernment, which is making significant strides in
institutioralizirg democratic rule and in narcotics control, deperds, to 2
larce extent, cn the success of its eccnomic pclicies.
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I1I. PISTCRICAL. EACKGFCUID

Cn taxing cffice in Pugust 1965, the Paz Estenssoro government was
faced with a chaotic ecorcmic situation characterized kv hvperinflation, &
foreign exchrange crisis suhstantially acgravated ry the ccollapse cf tin and
petroleum prices, a growing debt servicing vroklem, a substantial hudget
Zeficit, an? a real CLP that hac declined each year sirce 16€1. The
following statistics illustrate the macnituce cf the proklem that confrented
the new government. The rate cf increase of the ccnsumer nrice irdex
accelerated frem 1222 in 1002 to 27€% in 192, 12P1% in 1OF4 ard 11,78C% ir
10p% (cge Tahle 1), The rate cf increase of the bucget deficit of the
consclidate? puklic secter ( a kev cause of thre hyperinflation) ircreased
fvom 3E3% in 1902 to 1,S74% in 1564 ard 3,5CC% irn 19P8, 2/ DPs @ propcrninr
of the CIT, the overal!l ceficit cf the ccnsclicated rmblic secter incroane
from 16% in 19€2 tc 20% in 1964 4/ (Zee Tablaes 2 amd 3).

[
oF)

-
.

“hese larce ceiicits were firanced, to a large oxtent, v Central fanx
credit expansicn. Total net credit extended Ly the Ceritral Lank “o the
ruklic sector increased from tr 1¢ killien in 268 to & 2,92C zillion in
e84 §/. Net domestic firancirg covered €1% of the overall oul:lic sectcr
ceficit in 1°PF4. The annual rate of increase of kark credit a2spansicr to
the ron-finarcial muklic sectcr accelerated frcm 2R7% in 1€C3 to 1,1605 in
10604 aré to 17,020% in 1C85 (See Table 4). lowever, credit tc the pukllic
sector was not the crly cause of the increase in merey surply as vark credit
expansion to the private sectcr increasec at ccmparakle rates durine 10F4
and 1605 (Table 4). As a result, the supply cf currency plus cemand
Jderosits (M1) increased at a rate cf 1,78C% in 1984 and ,137% in 1CFE. 12
(11 + savings ar¢ time depcsits) increased at rates comparahie tc il cwer

this pericd (Tatle £).

Predictar!v, substantial ceficits appeared in the current acccunt ci
ralance of payments. These rose from $ 17¢ millicn in 182 tc abhcut I272
millien in 1°F5. The overall halance of pavments was ccnsistertly in
Geficit since 1662, with the talance fluctuating tetween a neacative ust 02
million in 164 ard a negative US$ 363 million in 1€02. A substantial
improvement occurred ketween 10€Z and 1€€C, with the cverall ceficit
Aeclinira frem 4212 million te $2f millicn ‘Table ©). ltlet officia: reserves
increased Aurirg 19R2-€€, in larce part as a result cf the sulistantial _
accrmulation of arvears and debt rescheduling that occurred in 1€C2 ane ci
thre Paris Clup regotiations in June, 1¢€6.

TvF, Bolivia - Decent Eccrncmic Develorments, Dec. 2, 160G,

3/ Source:
Tabie 2E.
4/ Toid. Table 1 | | . N
T/  Central Park, Estadisticas Monetarias v Financieras, Aug. 19€6, Takls

. P10,



e Falarce of savments prol:lem can be attrituteld 'to the Ilcwirg
mator causes:

1 Ccllapse cf tle price of tin (it fell nov FE3 Lerveen the S&ird
cuarters of 1278 and 1€04) ard a 1C% reducticn in the wrice cf
natural cas reactiate? with Argentina in levemper 1IS£F. Te

Aierunticn cf narcctics exrorts is ancther acaravatire factnr.

2. Lerqe ceit service paymerts restlting from sustantial herreving
for reorly conceived prc;ect.. in the 197Cs and early 157Ce, anc
fvem firarcire tihe cperating cdeficits cf pcorly mznaged state
enterrrises.

(I

. DPavity Iiscal-renatary policies leadirg to the rapid incremse ir
the rcrev sucolv and price level. The impact cn tie talarce of
ca:Tents vas furtker aggravated hy mainterance of a heavilv
cvervalued excliange rate nntil fugust 10€F whicl. heavily
peralized exrorts, stimulatead irports, and erpanded e talarca
of payrents gap throughout tre 1C€1 - Pugust 1CFS perizd,

I's a cortined result cf the contraction of expert earmings ané of
r.ocr‘v corceivec: domestic ecconoric policies trat produced the hyvperinflisticn
ar: aqgeravater the palance i pavrents disecuilikrium, the real GOT tetveen

1702 ard 17FS declined by 17.2%, while the real per capita CLF was estimrced
tc have fallen by 6% cver this pericd.

Tne Inllcwing arrear to re tre majcr causes of thte eccromic
difficulties inherited ky the Faz Estenssoro gcvernment:

1. (cnsicderarle nolitical instakility: llot only vere there frecuart
changes cf and within covernments durira 1$G0-19€5 »eriod, but the
gevernments in ncwer failed te develcp ccrerent ecenoric rclicies and vev
unakle to recsist the derands cf ctrorg, leftist—damirated lalcr unicrs f':r
higher wages and cthrer herefits. 7This was particurlarly true in the riring
irdustries. The Carcia Meza Covernment that took power in a coup in Julv
1700 susperded Corgress, cntlawe? political activity ard coenly ergaced in
cecaire traffic. rs a roavt, the eccnomic surrert it received izs
elirirated cr sharply restrictes v the United States an cther lastern
democracies. During 1700-01, tha econcmv deteriorated mcre rapicl-, Qus
off Zrom concessicral ard commercial credits, the Garcla !eca regime
torrewe? eavily frcrm other Latin Arerican ccurtries, nctablv Arcentira, tc
financ2 itz rapidly expanding deficits. The pesc became g™l overvalued
ard centraband irperts flcurishe.d.

IS

Tarcia Meca resianed in Mugust 1601 ard was Sclicwed bv twc, murse
rerinn, militarv rnresidents. Tcwever, these recires cculd nct command
rutlic cuprert fer the economic measures thev atterptad te adent. The
Vildoso Goverament arrcunced a et cf ecorcmic measures in Jure 3772, tus
reacticn vas so hostile that the military reccnvenes +i:2 1780 Cengrass and
turred cver rile te a civilian acvernment heaced Tv bovran Site :

viich tecr office en Cctcker 1, 170C.
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The Liles ccvernment, vhich lasted until Aucust 1608, vas weal and
vacillatirg, mrticelarly on the econcmic front. &iles 1as veax and
unc'ecider?. .brem'zr, the participarts in t‘*c conli tirr: gevernment irclixiesd
ccrrunists and leftist mhtlcm parties. Siles' leadership style, which
aimed at ackievira a consensus, never worked and le’? to eizlt maicr calvinet
regsieffles '~ur*rg hi te.‘... Pe was rarticularlv urakle tc denl vith zlte
loZtist demirated uniars, cr tc chec! Aermands for wace increases ~rd
{1

exmanding cemrunist influence within the govermment's “ureauvcracy. ¢/

«
N

2. The second major cause of the Gifficulties irtorited Ly the Fa"
cevernrent cernsicted of the su""tantw" cperating Ceficits proc‘uced by the
gtate enterprizes. [olivia's nmining industry faced sericus Qiff 1cn‘l“.v—w
ever. balore tle oc'lapse of tin prices cuirg to high producticn enste, lcir
productivier, rumercus strilies apd T \igh transportaticr ccsts. large
“eficites incurred = the mires arx: cther goverrrent enterprises,
particularly the state operated railroads, were a s1gmf1cant centributery
factor te the rudget Adeficit ar? the mvperinflation.’

3. The Faz governmment was also faced wvith a huge foreicr cdebt Mich
rad Leon corrracted to finance the cperating deficits of koth the ceneral
fevermnent arnd the state entewnrises, as well as to ccver rersistert alonce
cf maywonts deficits and to "u*ance unccund Trojects durire the 0 ardd
early O's. The tctal external nuklic (ard tuhlicly/cuarantezs) cels
cutztardirc cn Cecemrer 21, 1""" stood at $2.7 killion, ecual tc 1459 of th:
GUP fas estirated & the ‘rr ! Bank). Total accumulated arrears were £1.C7
tillion, cf vbick $£77% pillicn vas '31'9 to fcreign cermercial rante. Thre
tctal Zert service linterest and amertizatien) eon currert maturities,

exciusive ~7 arortization cf arreare, Gue in 10FF wag ertimated at 400C
mil'icr L7, an amount ~op rcxirate'r acuval te Polivia's estirated
recictared 100 3:<rcrts:.

2. M irelastic reverve cellectiocn system corbined with faulte
econcnic pelicies greatly agoravated the nacnituce of tie udaet ceficit and
wag a majcr caure of tre hvbérmfl aticn. ‘Tile gcvn.:'nnert experiitures,
increase¢ screwvi:at durinrg the pericc (total genera! covernnent 9"tnr(’1t'.1ru
increased from 7% of GEP in 19F2 te 0% in 1°92), ard the overal] efieit
rf tre state erterrrises increased frcm 1.£$% to 4.7% ~f CCE, it was tre!
=v‘*star~ti=’ 1ag of rewervae collectiors tenind (CB exrenxiitures that vas riwe
major cause of the Adeficit., Total reverue of the Ceneral Coverrmert as.a

" Ecurce: AID lission to Folivia PAAL, Octater o8, 1975, pages E-f;
Scurce: LT, "Bclivia - Fecent Econcric Develcpment", Cept. €, 1¢f€7%,
fppencix Tarles 0 apd €1, Pages 136-137.
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rrepertion of GOP declined from 11.5% in 182 to only 4.F% in 1SF4, causirg
the Genrral Governrent's cverall deficit to increase frem 149 tn 238 of GIF,
vihile tre coverall deficit of the Conesolidate? Public Sector ircrezsed frer
163 to 2G%. / This dismal revenue performance vas cue 1n larae part tc tte
rofusa’ of the governrent te devalue the peso (thue caus inc a substantial
drop 1n tre real valuve of import duty co;lectlons), its reluctance to raise
tle pricz of gasoline in the domestic market, and its failure tc adjust
specific taxes and duties. The irefficiencv of tax and custons
administration also contrikuted tc the ceclire.

S. Central Bark credit expansicn to the miklic sectcr was nct the
only cause of inflation. The ranking svstem alsc substartially exander
credlit arantec tc the private sector. Tle annual rate cf rank credit
‘expensicn to the private secter increased from 110% in 1002 tc 140C% in 1077
aré 15,0658 in 1985 (Gee Takle 4). Dorrowing from the commercial Fankirc
svster 1@s encourager hy the policv of placing ceilinas cn interest rates.
Ior example, in 1¢84, when irflation accelerated tc cver 2,0CC%, irterest
rates on deposits were held at less than 140%, thus heccmirg sharply
negative. '1’r~is rot cnly enccuraged excessive horrcwing tut resulted in a
sukbstantial drop in the real value cf the depcsits held kv tre ktarkirc
svsten. rem a level of $7C1 millicn in 1980, the value of currency' in cark
deposits declined to $117 millicn (reasured at thre parallel market rate) rv
tte end of 1072, 7/ a factor that caused serious cifficulties tc Delivia's
ccrmercial rarving syster. 1C/

%. Ctler current ecconemic pelicies that exacerbated the econcric
AiZficulties include overvaluation of the excharge rate and the
"decolarizaticn" l_.‘._/ c: dollar Jepcsits. Overvaluaticn of the exchance rate
nct cnly contributed siarificantly to tre hudoet deficit by causirg sericis
lags in reverue ccllecticns. It also greatly cdiscouraced evrcrts, since
exrorters vere legally obliged to deposit their hard currernc, earnines ir
the Central Bari- at the official rate thich was onlv a fracticn of tle
parallel rarket rate. At cre time in 197%, exporters received in peecs ac
little as FR of the true valuve of their exports. ]?/ AS a result, experts
ir a wide rarge of activities alrmost disappeared.” Gclivia's ren-traditicna

Scurce: IiF, "Eolivia - Staff Peport fecr the 1°C7 Art. IV

Consultaticn MNov. 2€, 1985, P, 43,

e/ AID Missicn - PAMD, Octcrer 20, 1905, Pages £-C.

1¢/ ‘thile rank deposits staged a remarkaktle recoverv in recent ronths,

their real value is still considerably below the 1€71 level.

"Deciclarization” refers to the government's decision tc convert all US

Gellar or dollar dercrminated depcsits held by Belivian "anhrc

ertitiec into Beclivian Fesos at the c*“flc*a1 rate,

L‘Z_/ Favid Porowitz, Consultant to tte tiorld Bank, After Tin and Matural
Gas, What?, Pugust 1CFE, Page 161 ' :
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exports (other than tin, other metals, and natural qas) aeclirm from '507
million in 1982 to only £33 million in 19€E. 13/

The major 1mpact of dedolarization was to: (1) reduce substanuallj
the real value of savings ; (2) further undermine the confiderce of the
private sector in the government; and (3) contrikute to the financial
difficulties of the Bclivian hanking system, as banks were compelled to accept’
repayments in depreciated Polivian pesos of their dollar loans. Vhile thre
Central Bank had also promised to allow the national hanks to repay their
dollar obligations to foreign creditors in Bolivian pesos, the Central EBarn:
and the government subsequentlv used a series cf (dgvices to awoid acceptirg
such peso deposits. This issue remains unresolved to date.

13/ I'F, Request for Stand-Ev Arrangement, Cp. Cit,  Takle 1€, -Page B2,
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ITI. TUL AYCET 20 1068 "I, FEOCLIIONIC PRecuar

; On Auaust 22, 10€5, scon after President Victor Faz Istenssorc assured
' poiver, tihe governrent issued Decree to. 210FC that cerntaired a far-reactinc
program to arvest the hyperinflation and the country's slide tocward ecorcric
chacs. This decree contained the Mew Iconomic Prcgram, tie main features of
which are sirmarized relov. 14/ :

1. Major lNeasures Alcnted

a. Moction of a flexihle Zoreign exchance adjustment mechariem:
Under tre new exchance system anncunced on Auqust 2C, fne orficial exchance
rate would he adiuste! at least twice weekly at auctions corr.ncte: T othe
Central Panl. at which foreign exchange wculd be cffered for sale. iTile
exporters still nad to surrender all cf thkeir export proceeds to the Cerntral
2anx at the official rate, they were proviced Guaranteed access tc specified
aquartities of fcreicn exchange they required to meet their raw material ard
capital goods requirerents. These export proceeds provide the prircipal
scnrce of foreign exchange for the free market auctions.

The cfficial Central RBank selling rate cf fereicn excharge
irmediately increased from 7%,0NC pescs to the dollar to ¢k 1,072,000 te
Usdl (Tatle f). The export sales of COVIROL (miring) ard YPFT (natural gzs
an? petroleun) and ot-er state enterprises increased suhstantinlly in terms cf
pescs, thus vialdirg much larger tax reverues. Imnorte valued at tie rew rate
produce? substartial increases in duty ccllectiors. Wwrile tre servicirg of
tre foreign debt ard pub:lic sector murchases of goedis ard? servicez alsc
increased in peso terms, the net fiscal effect vas strernqlv positive.

b, Petrcleum orice adiustment: The cdomestic petrelewr price vas
increaset sigrificantly so as to be in line with the werld marbet nrice
translated intc pescs at tle new marliet determined exchangce rate. Tiis
represented an irmediate terfold increase over the previcus price. Petrolevnm
prices subzequenrtlv were 2djusted periodically through 1S8% to maintain the
dollar ecuivalency. As a resu't of monetary stabilityv, nc further alivstpents
toch 1lace during 16f¢,

c. Ircreases in the rates of other utilities, ircluding electricity
and telephone rates: These rates were increasec to ccrpensate for actual
service costs. Puilic vtility prices were fixed in dollars, with Fills paid
in pesos at tre exchange rate cf the dav,

. l'onetarv Refcrm: The program eliminated interest rate ceilings
cn all deposits anG loans. Other provisicns authorized commercia® Fanks to

14/ Dased on Felert Burke's amalysis of Cct. 22, 1605,
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carry cut fereiaqn exchange rate transactions and to offer fereian sichanqe
dercninate? acccunts vitl dcllar-mainterance of value clauses, ani tc maka
Acllar derominated loans. ‘ ' '

e. Tariff Peficm: Eolivia, like mcst ¢f its Ffouth ZFrericy
neighbors, rad a lerg nistory cf kich tariffs cn imports of finished
marufactures coods cormitinet with low cr non-evistent tariffs on carnital qeais
and industrial and agricultural inputs. In addition, since 1782, most irperts
of consimer cgoo’s had heen proribited, a feature that arearly encouraced
cortrarané. The new CGCE prouram anolisred all import prchititicns aré
replaced the fcrrmer hich tariff structure with a €lat 10% percent ac-valcrer
duty plus a variakle Cuty egual to 10% cf the Zormerly vrevailinc tzriif.

This provision w@s replaced in Jugust of 1€F7 hw a flat 202 ad-valsrem Cuty
(witr @ few excepticne, such as irweerts cf machinexy, vbich cortirvec to ooy
10%). This measure was desicned to improve revenue collecticrs 25 well as o
reduce tle degree to which impert tariffs distort the allocation of roscurces.

f. Fiecal, Vliage ard lalor Policv: The ilew Fconcmic Frocram froz2
ruklic sector weces until December 31, 1°9RE, in an atterpt to reduce real COL
experditures. The program also suhstantially increased tre frze play c¢f
rarket forces in tre private sector labor market v allowing emicyers t¢
discharce empicyees ICr any reascn, Subject to tle pavrent of severaznce
may. 15/ 1In adcition, tte implementinc decree provided tiat rrivate sectcr
wages would he freelv necctiated between emplovers ané emplcvees. This
replaced the previous practice of covermment-decreed across-the-icard vage
increases epriicakle to rothr private and public sector workers.

g. Frice Deccntrcl: The GCB abrclisbed all price contrcls oan
cormodities precuced by the private sector. '

h. Imercved Acocuntinag v State Enterprises: Tne Cecree required all
state erterprises to sukmit a set cof acccunts as of July 2!, 1CPE, arc¢ to
sutnit a detailed budaet for the last cuarter of 1985, DlMoreover, the lav
prohibits the extension of Certral Bank credit to entermrises that did rot
comply with ttis provision. 211 state enterprises were required tc raintain
nesc deposits at the Banco del Tstado, and were prchitrited from maintairine
ktanks accountc cutside the ccuntrv., All lecal moncpolies were abolished,

:'1__.'::/ Fcual to a minimum of three-morths nmay fcr emplcyrees with a tenure cf less
than five vears. For those with a tenure of over five vears, the legal
severance pav is cre mentn's ray fcr everv vear cf employrent. An additicrnal
three-mentns' pav must re paid if the emplcyee is discharged {i,e. inwsluntary
seraration).

p
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i. State Enterprise Decentralization: The decree divided the s:ate
mining company, COMIBOL, into four regional enterprises and YPFB (thz state
petroleum campany) into three, and turned other state enterprises cver to the
Departmental Development Corporations. Decentralization serves a sumber cf
purposes, all directed at ircreasing mamagement efficiency of state
enterprises. First, it was designed to enable the GCB to dispense with most
of the bloated central bureaucracy of YPFB and QOMIBOL. Second, it was
intended to incr2ase 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 cf the disruptive
mining and YPFB employee unions. However, the decegtralization provisicn has
been only partially irplemented. The Government has not yet decentraliced
OOMIDBOL and the YPFB, though it has reiterated its plan to do so in the
Memorandur of Understanding subscribed with an IMF team in Octoker 1°0€F.

2. Follow-up measures

As far ranging as this program is, it does not represent the sum
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 IMF. The most important measure is the
tax reform enacted in May 1986, which abolished a number of existirg revenue
measures, including the corporate income tax, and replaced them with a gereral
103 value added tax on all transactions.. This tax is complemented by a 10t
personal income tax, from which payments for the value added tax may he
deducted. Another new tax was levied on the net worth of enterprises,
armcunting to 3% during the first year and 2% thereafter. The 3% net worth tax
also will be applied to the updated value of autamobiles, dwellings ard larq
holdirgs. Internal revenue collections were further ircreased by updating a
number of specific taxes, including those on beer, other alcoholic veverages
and cigarrettes, and the introduction of a 1% tax on transactions. The
uni form rate of the customs tariff was raised to 20% in August 186.

3. Negotiation of the IMF Stand-by Agreement

In the spring of 1966, the GOB negotiated a Stand-By Agreement with
the IMF for SDR 50 million (US$5S million) for the twelve-month period ending
on June 30, 1987. The key element of the program is the reducticn of the
deficit of the non-financial public sector fram an estimated 14% in 19€5, to
6.5% in 1986 and to below 6% of GCP during the program pericd. On the
expenditure side, achievement of this target is made possible by pursuit of a
tight wage policv. On the reverme side, the Government promised to raise
revenue collections from about €% of GOP in 1985 to about 12% in 19P6 through
the following measures: the 10% value added tax (which refrlaces the existing
selective sales tax of €%), the wealtn 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 exenptions and the liberalizaticn of trade. It was noted
that the pursuit of a realistic exchange rate policy and the price

N



adjustments of petroleum and other services provided by the state enterprises
have already substantially improved the financial ocondition of state
ent:rprises. The agreement sets limits on the borrowing reguirements cof the
nor-financial public sector, on changes in the net domestic assets of the
Certral Bank of Bolivia, on losses in net intemational reserves, and on the
permissible increase of public and publicly guaranteed debt; as well as
targets for the reduction of payments arrears. COB campliance with these
terms will be discussed in the following section. Other agreements recently
negotiated with the IMF, including use of the Compensatory Firancing Facility
and a Structural Adjustment Arrangement, will be discussed in the Section on
Donor Coordination (Section IX) of this paper. -



V. EVALUATIOH

This Section reviews the progress achieved by the GOB in
stabilizing the economy and setting the basis for economic reactivation and
growth. The performance of the Government 's stabilization program is
analyzed in terms of the behaviar in the price level, the budget deficit,
expansion of bark credit and money supply, stablization of the exchange
rate, debt renegotiation, the balance of payments.deficit, cospliance with
IMF performance targets and the status of economic reactivation todate.

1. Stabilizing Prices

The key indicator of the success of a stabilizaticn program is
the behavior of freely determined market prices. The general consumer price
index presented in Table 1 shows that the annual rate of increase of the
consumer price index, which peaked at 11,75C3% in 19€5, declined to 27€% in
1086. The increase between December 1985 and December 1986 was 6€3. During
the last quarter of 1986, the annual rate of increase of the consurer price
index was down to 4.53. 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 Bank Credit Expansion

It is estimated that the rate of increase of the budget deficit
of the consolidated puhlic sector slowed to about 212% in 1°€6, dom from
3,284% in 1985 (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, ard
is estimated to be only about 3.8% in 1986 and 6.1% in 1967, which reflects
a very sukstantial reduction in real terms (Table 3). The total rate of
tank credit expansion to the consolidated public sector is expected to slow
from 17,0008 in 1985 to only 28% in 19€6; while the rate of expansion (o34
pbank credit to the private sector is projected to decline from 15,0C0% in
1985 to only 1043 in 1986 (Table 4). Credit expansion to both sectors
declined sharply in real terms over this pericd.

3. Stabili-ation of Money Supply and Exchange Rate

This deceleration in the rate of increase of bank credit
predictably resulted in a sharp reduction in the rate of expansion of money
supply. The annual rate of increase of Ml (currency plus demand deposits)
is estimated to have declined from 6,100% in 1985 to only 253 in 1966; while
the rate of increase of M2 has declined from 7,300% to 84% (Teble 5).

The official exchange rate, which had long been allowed to lag
significantly behind the decline of the internal value of the Bolivian pesc,
was allowed to rise sharply. Between August and September of 1985, the
Central Bank's dollar selling rate increased fram $b 75,000 to US$ 1 to
$o 1,078,000 to US$ 1, an increase of 1,2373. Subsequently, it rose only
moderately - to $b 1,588,613 December 1985. After a sharp jumo in
Jarvary, 1966 (to $& 2,057,645), it has remained very stable at around

Bl
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¢ 1.9 million to $) through 1986. Following initiation of a more
aggressive anti-narcotics campaign in July, the demand for dollars ircreased
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
purchased in the official auction market. At the sare time, tre amount of
foreign exchange offered for sale declin d. This forced the Central Bank to
sell dollars in excess of its current dollar earnings for a relative.y brief
pericd of time. However, 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. Meeting the IMF's Performance Targets

The IMF team that visited Bolivia in August-September 19€€,
found that the GOB had camplied fully with ali the established Stami-By
targets, except temporarily with ore: the target set for the reduction of
arrears to foreign suppliers, which were scheduled to declire from $17
million to 311 million by June 30, 1986. In fact, these arrears haa
increased to almost $ 22 million, and a waiver was required to permit the
Jure 30 IMF distursement. That waiver was granted on two grounds: a)
arrears in fact had been reduced to $€.4 million by mic-July, and b) failure
to meet this target was the result of a misunderstanding as the GCB believed
that it was camplying with the terms of the Paris Club agreement which
provided that Bolivia should not extend to other creditors treatment nore
favorable than to Paris club members. This, however, was not in line with
the IMF's unlerstarding of GOE carmitments, and the error was quickly
corrected.

With regard to the other targets, particularly those relatirg tc the
budget deficit, the change in international reserves and credit expansion,
the IF found that these targets had been substantially overfulfillec.
thile the June 20 targets permitted Bolivia to reduce its net irternaticral
reserves by $70 millicn, in fact they had gained $20 miliion. In acdition,
while credit expansion to the public sector was permittec to grow by
¢ 30 trillion (US$ 15.6 million), it had in fac: contractec by $b 28
trillion (US$ 14.6 million). As a result of this tight credit policy,
interest rates remained very high (the barks' lending rate for Bolivian peso
loans during the last two quarters of 19€6 was about 43 a month), the
private sector camplained about tight credit conditions, and by year erd,
there were as yet no clear signs of reactivation. The CO3's reactivation
plan (discussed below) promises to reduce interest rates. They began to
decline in February-March of 19€7.

1€/ {ts Causes are discussed below in the Balance of Payments Section
Iv-5). '

/¥
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€. The Balarce of Pavrents

The current account of tre kalance of payments presented in
Takles €-9 coes rct reflect tle irprovement that is generally accociated
with a substantial cdevaluaticn. Irn fact, the trade cCeficit -as increase.
substantially in 12F¢ as a ccmbined resvlt of ttre decline in the rrices cf
tin and ratural gas (the agreement with Argentira negotiates last icvemter
called for a 1(% reducticn in the price of natural gas), ard 2 suistantial
(2€3) increase in tre dollar valve of imports 17/.

Nevertheless, Bolivia's overal: balance cf pavments deficit
declirac substantially in 1S€6 as a corkined result of (1) the Paris Club
dett renegcctiaticns that took place in June cf 166, (2) 2 large
repatriation of capital and (3] substantial unregisterod foreion cxcharue
earnings originating in ttre informal sector.

The terms ottained ir Paris were extremely favorable to Bolivia
as thev provided fcr the capitalization of all interest pavments on icti:
arrears and current maturities falling due throuah June 2C, 107, A
five-vear grace pericd was grartel cn all amortizatiorn of principal.
Interest was tc be reneactiated ky creditors on a case btv case rasis.
Belivia's payrents, limited to $3.7¢ millicn a renth hetioon July 1SS0 and
Jure 1C€7, are to be credited acainst Belivia's cblicaticns for interest
pavrents falling cue during this period. Except for these payments, Bolivia
reed make nc payrents on either amcrtization or interzst until Suly i, 19G7,
and tten only fcr intercst payments on the renegotiated terms.

The second factcr which explairs the substantial inprovemert in
tre overall kalance of payments situation in 196€ is & substantial capital
inflow from unidentified sources. These irciude earrirgs frem prior-year
exports, particularly those realized cver 19€:-85, which: were Vept in
overseas bani acccunts because their repatriation would have involvesd ttre
loss of rest of their actual value cue to the substantial over-valuation cf
the Bclivian peso prior to August, 19€5. On the ctrer hand, in 19F&, with a
unified ard stahle excharge rate, the incentive fcr keepirg thke monev abrroad
disappearel. The foreign excharge helcé bv commercial kenli's increased froin
scme $24 millicn in JCSE€5 to $11C millicn at the end of 196G (see item
II-C-1i of Taile %). At the same time, substantial earnirgs ci foreicn
excharce remain unexplaired (as reflectec in the $162 million "Frrors ard
Ormissicns" item), ani presumakly criginated, in large part, in the

1__77 Tre upsurge of registeie? imports in 19€6 may ke partly the result of
formerly illegal imports currertly entering the country leqally as a
conseguerce of the removal of import restrictions and of lower impert
duties. It is also kelieved to reflect the release of pent-up derand
following the reroval of restrictions on imports and foreian exchange

trarsacticns.
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narcctics export secter. In practice, it is imrpossibla to eeparate the ne-
capital inflcow resultino from repatriation of prior-year exoort earriras
(and pricr-vear canital flight) from tre eamings resulting from illecal
narcctics exports. Lhat is certair, hcwever, is that net interrmational
reserves {as cdefired Y the I'F) ircreased Ly almost $1C0 million irn €C¢,
and that registered imports increased tw some $1C5 million (7al'le €); vhila
registered exports ard official ret capital imports canrot account inr tle
finencing of these items,

USMID estimates of balarce of payments results in 1€0C and
projections for 1797 are presented in Table €. licte the fcllowing with
respect to the 1287 projecticn:

1. Experts are expected to centinue to cecline due to the
continuing Ircp in the price of ratural gas scld tc Argentina.

2. Impcrts were projected to rise v 83, allowing 4% fcr
inflaticn an? 43 for an increase ir real terms (presumed reeced to fuel
economic reactivation).

2. A modest increase (to $252 millien) in the cdiclurserent of
mecitm ard lorg-term cffical capital was projected, ruch less than the
nearly $20C millicr projected by the Central Bank. This disburserent
prciection is in line with that cf the IfF.

' 4. Al! rescreculed interest and amortizatior pa ments were
entered "above the line," am?! rence were ccunteC as credit items tefore
calculating the talarce of paymerts ceficit, ani are thus pertial offsets te
tctal irterest and amortization payments falling due over 1S€6¢-£7,

S. The "short-term net capital irnflow" projectel for 1°€7 uas
reduced from 3118 millicn (in 1906) to $0C millicny while thre "Exrors and
@rissions” itenm {which inclules earmings from the infcrmal sectcr) uas
reduced frcm $1C2 (in 19F6G) to $1CO million. These reductions are based on
the assumptions that net capital repatriation is likely to decline in 19€7,
and that the narcotics interdiction program will succeed in curkirnc (tlcucl
nct in elimirating) Bolivia's narcctics experts.

€. USAID/Bolivia therefore prcjects an overall balance cf
payments Ceficit of $1€4 million in 1287, up from $25 million in 167" (Item
IV of Table 9). This $1€4 million deficit will be financed in larce part
fror interest ard amortizaticn payrments accruirg tut not vaid {and not
refinanced), which, for the rost part, are due to f.oreign commercial banks.
Anotter $14.7 rillion may be firanced by the ESF balance of paymerts
recuested in this PAAD. This would still leave an unfilled cap cf $64.7
million as shovn under IV-C. The L'F is not likelv to permit a Zeclire of
ret international reserves in excess of $20 millior.. Thus, the altematives
are to seel additicnal assistarce alove the level prcjected, st likelv ir
tha form of acdiliticnal detrt reschevluling; reduce irports below the lewve)
projectecd (wnhich, may well impece eccnemic reactivatice); cr \lraw doun
reserves helcy: the level trat the IF is likely to tolerate. The latter
alterrative is clearly self-cCefeatina and shcould be rule? cut.
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V. THE GOB THREE-YEAR INVESTMENT PROGRAM

The GOB has adopted a three-year reactivation and investment program
aiming at achieving a 3.5% annual real GOP growth rate. hhile the plan
places major reliance on private investment, it recognizes that sukstantial
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 ccuntry's
substantial unemployment, recently aggravated by large lay-offs in the
mining industry. Thus, the emphasis of tlw reactivation 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 summary of the GOB's planned public investment program for the
pericd 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$9C8 million. The major sectors to which this
investment is directed include ges and oil (38%), transportation (343%) and
agriculture (118%). : .

This plan is very ambitious, particularly for 1987 and 15€8. Total
public investment planned for these two years is $479 million and $3€2
million, respectively (Table 10). USAID's assessment is that these targets
may make inadequate allowance for both financial and administrative
constraints 19/. The maximum disbursement of public investment funds that
may be pdssible in light of these constraints is estimated at about $3CO
million annually, or $300 million for the three-year pericd, with external
financing supplying between two-thirds and three-fourths of the total
requirement.

nterest rate on Bolivian peso loans charged by banks to prime
borrowers has declined in recent weeks fram 43 a month to about %,
still too high to permit the financing of most agricultural and
manufacturing activity. The rate on dollar loans is about 18% to 243
a year.
19/ Historically, the Government has executed an average of about €08 of
the planned investment budget.
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Infcrmation cn the m2jor policy measures that the GCEB is plannirc te
adcpt to implement the three-yvear reactivation-investment oronram is containe
in the Memorandunm of Understandirg 2C/ prerared hy the I'T team follcuing its
vigit of Cctober, 1€€6. The main measures described in this dccument are:

~ Continue? emphasis cn a tight fiscal policy, with the 1017 deficit
of the consolidated muhlic sector nct rising above €.C% of GDF. !ajor
emphasis will te placed cn continued wage restraint. Tctal public sectcr vace
adjustments in 1997 will nct exceecd 1C%, except as increases can be finarca!
with savings resulting from cuthacks in the public sector payroll. The
rnon-financial puhlic sector will contimie to refrain from using domestic an"

financing cn a net basis during the crogram periad (July 16€°C - Decerter i777;.

- Tre government will make every effcrt to raise reverue ccllections
cduring the program perical. A llinister of Revenue Collectiore :Aas agpointed
in December of 1°9€6 and put in charge of ‘custome and internal revenue
administration, vhich is to e thoroughly reorganized during the program
pericd.

- The gecvernment is determired to enforce the taxes on corncrate net
worth and selecte property items, as well as monthly taxes on transactions
and on selected consumer gocads.

- The government expects tc accelerate public investmert activity, in
part thirough increased conor financing following the December 1°96¢
Consultative Group meetirg, and in part through increased rates cf
disoursement of furds already orligated. The government hepes tc increase
investment sperdirg from 2.3% to 5.G3 of GLP.

-~ The covernment will cortinue to exercise strict contrcl over the
finances of state enterprises and refrain from grantirg thenm Certral Bark
loans to cover operating cdeficits. Tre accounts of the state entervrises will
bte transferred from tre Central Barnk to the commercial banks, ard the Central
Bank will erforce a 10C% reserve requirement on state enterprice dcrosits.

The government will refrain from issuirg any guarantees for credit extemied 'y
the ccrmercial banks to state enterprices.

- The governnent will continue to restructure the state erterprises,
particularly COMIECL. Of the comrany's 22 mines, the two most unpraluctive
will be closec permarently, © will be oifered to their worke.s as
cooperatives, and 12 will he operated Ly OOMIBOL in a decentralized fashion.

20/ DT - lemorandur. of Understancing on Economic Policy through the Eni of
1987, Unpublished,
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- To alleviate the unemplovment problem, the covernment ha:
decided, through a tenporary "Brergency Social fund,” to irplenent
immediately an employment program to construct and repair roads and ruild
sirple hcusing in both urban and rural areas. It is expected that the
prograrm will provide employment to 2C,0C0 - 3C, 000 worlkers.

- The borrowing recuirement of the putlic investment program il
be satisfied fully with external resources without government recourse to
dorestic bank credit. 7o that end, continued credit suhceilings are teing
estahlished.

- 'The private sector will benefit in full from the growth of
cdeposits in the domastic financial system. It is estimated that private
sector crerlit will expand by 14% in real terms during the seconc Ralf c?
1¢€C, and ky 25.5% in real terms in 1°9€7, y

- 7o reduce bank lending rates to the private sector, the Central
gank will revise its procedures to ensure that relatively low-cost external
lines of credit are passed on to private end-users at interest rates trat
reflect refinancing costs in international financial markets. Thresz
resouvrces will be directed to the productive sectors of the economy,
including the export sector.

- The Certral Bank will be reorganized to improve its accounting
procedures, as well as the efficiency of its Development Loan Department
(vhich will become eventually an independent cdevelopment hank for thne
intermediaticn of foreign lines of credit) 21/. The Central Bank will no
longer hardle tre deposits of state enterprises.

- The goverrment will actively seek to rrorcte exports hy prcvicing
pre-exsort credit, attempt to reduce transportanon costs, and rebate
domestic taxes and import duties to producers for the export marlet. The
gcvernment will also seek to negotiate additional government-to-government
contracts for the export of natural gas. (e.g. with Brazil).

21/ Source: TF - Memorandum of Understanding en Economic Policy through
the End of 1987, Oct. 1286, (unpublished vers.on). Page 15.



Vi, MAJOR KEMAINING PROBLEMS AND GOB PRIORITIES

1. Reactivation of the economy: Mow that the COB has successfully
implemented the stabilization program, economic reactivation becomes the
first priority. The private sector has identified a number of oktstacles to
increased ec~momic activity that need to be addressed. These include the
acute shortage. of werking capital (which the Govermrent's Reactivaticn Flan
is seeking to relieve), the application of the net worth tax on enterprises
currently experiercing losses, the need for export incentives, including
expanding the tax rehbate provided by export certificates (which involves a
10% premium to exporters for foreign exchange sold .to the Central Bank), the
request for countervailing import duties cn export praducts subsidized by
neighbcring countries, tighter controls on smuggling, exemption from Cuties
on imports of intermediate and capital goods, and the simplificaticn cf
kureavcratic procedures that currently impede exports, imports, the
obtention of credit ard even the payment of taxes. These points merit
sericus consideration by the Government.

2. Rereaotiation of Bolivia's debt with foreign commercial banks: 2s
ncted, Bolivia's balance of pzyments situation does not permit it to weet
its amortizaticn pavrents, particularly the amortization of its substantial
arrears to btank and private suppliers (scme $840 million at the end of
1988), over anvthirg like a five-year period. Even with additional ESF
assistarce and increased locan disbursements from multilateral and bilateral
denors, tre restlting balance of payments gap could not be filled. The
renegotiaticn of Bolivia's dektt to foreign commercial tanks is currently
under way.

3. Restructuring the Economy: Some restructuring of the economy
aproears to be essential 1f the country is to be akle to resume GLCP ygrowth
and make progress in reducing its talance of payrment disequilibrium. ticrk
is needed in the area of project development, investment stratecy anc
strengthening expcrt and investment incentives for the private sector. The
follewirg areas will be arcng the prime targets of the restructuring prograrn.:

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

b. Closing unprofitable mines and ending the deficits of CQHIBOL
and BFE: 7Tre Government is well aware of the need to address thie prohlem
and is currertly doing its best to arrive at a solution. Hcwever, there is
strong opposition to the closing of mines that would lead to the discharge
cf thousands of workers. The GOB will require additional financial

rescurces to meet severance payments as well as to finance alternative
emplovment opportunities for the discharged miners.

4
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c. Reducing the public sectcr's payroll and raising government
salaries in order to improve the level of efficiency and competence in the
public sector: there has been a substantial decline in the level cf real
wages of purlic servants. Between the 180 and May 1985, the LIF reports
that average monthly salaries (in constant 1970 pesos) of employees in the
service sector (which includes public administratior) dropped by 453. 22/
There has been another substantial drop since then. Wnile it is recoonized
that restoring the real wage to its previous level would not autcmatically
reduce corruption, it is nonetheless clear that the fight against ccrruption
is not likely to make much progress without a significant adjustment in real
wages, particularly for workers in strategic areas_such as custams amd tax
collections and police. In assessing the impact of salary acdjustments on
public sector finances, acccunt must be taken of the potential ircrease of
such adjustrents on revenue collections, as well as their obviocus 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 should be considered for enterprises that could be operated more
efficiently by private businesses. At the same time, the Government shculd
remove all major okstacles to their efficient operation (e.g. permit
discharge of enmployees in excess of recuirements).

237 IMF, Recent Economic Developments, Sept. 6, 1SC€5, Table 34, Page €2.
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bII. EASIC RATIONALE FOR ESF ASSISTANCE

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

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

b. The program will provide balance of payments support and thrus hel»n
reduce the balance of payments gap. The case for balance of payments
support is strengthened by the need to compensate for the combined lcsses to
the Bolivian economy resulting from the fall in the prices of tin ard
natural gas, and for the foreign exchange losses expected to result from tiw
disruption of narcotics trafficking. Failure to elimirate the balance of
payments gap is likely to fcrce a reduction of impcrts, which woutld proocatly
interfere with irmplementation of the GOB's economic reactivation progran.

c. The ECF program has also been, and will continue to be, an
important USG instrument for enccuraging continued GUB cooperation in the
area of narcotics control. Section 611 of the FAA imposes specific
narcotics related benchmarks that apply to the amproval of ESF for Bolivia
in FY 1987. Recently, a joint USG-GOB cormission elatorated a three-year
plan for GOB narcotics control actions on several frents--including
rarcctics interdicticn, coca production controls, and agricultural
development designed to provicde alterrnative employment cpportunities. ESF
assistance is an importart element cf that plan as it will generate the
local currency required to nelp resettle farm families currently ergaced in
coca producticn that are willirg to shift to othrer agricultural Fuosuits.,

d. Finally, there is a strong case for ocntinued U.S. support for
Bolivia's democratically =zlected government that has shcim considerahle
political courage in taking the necessary steps to stabilize the eccnauy,
free it from unnecessary government controls, establish a much more
favoratle 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 GOB's basic economic oolicies and priorities are fully in line
with the reccmmendations of USG, other Gonor countries and the international
financial institutions, and merit continued USG support. Furthrer assistance
to the GOB's stabilization and recovery efforts will also help advance USG
narcctics and cdemocracy-related goais in Beclivia as the survival of the
current government, which is making significart stricdes in
institutionalizing democratic rule and ir nmarcotics control, depencs, to a
large extert, on the success of its economic policies.

S
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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 million 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 214,660,000 autnorized 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 in eradicating coca.

The stipulations explained below will be included in Article IV of the FI
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 programmed 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 ana raw
materials from the Unitea States; and b) public and private sector debt
service payments to United States creditors or international financial
institutions (IFIs) made jin accordance 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_s 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 temms 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, alony with proof (bank statement,
payment confirmation cable, or the like) that payment was made from the
Special Account.

Rs stated above, quarterly reports on the uses of ESF dollars will be
required from the Central Bank. The guarterly 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 credits to, and disbursement fIom,
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.1.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 I1I 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.I1.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 doliars 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.
severarce 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 thé 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 (1% 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, ¢, and e will be explicitly
approved by A.I1.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.I1.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.
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Y. DONCR QOOFLTATICH!

There is infcrmal ocoordinaticn of donor programs in Colivia.
Coorcination ras heen greatly facilitated bv the fact that tre lorld Fark,
the ICB arvl USAID all share the same “wilding. Visiting teans alrost
always visit other cdonor offices. For exarple, the recent Acricultural
Assescmen’. Team sponsored ¢ tte IBFD visited USAID are® tre ICT, it ald
parties takint an active interest in the anmalvsis, and each sucgestinc
topics relevart to its particular program.

2rotrer exarple of doror cocperation on projects is provided iv the
Firancial! fector Strergthenira proiect, vhere tre ILMD Fas assuro!
responsil:ilityv for strenathenirg pubrlic sector institutiore (i.c.
reorgarization of the Central! Eari, implermentation of the tax refoum
procram ard irproving tre auditing systen at the Cortralorfa), vrile UCRIC
has neen working on providing trairirg to the stafis of cormercial hankirc
institutions to imrprove their efficiency, and estarlishing a demcsit
quarantee prooran to restore putlic confidence in tle safetv cf tan:
depceits. Freqvert discussions are taking place hetween represertativas
of tre ISFLC, AID and the Centra) 3arl. cn this project.

On a formal level, maior respeonsitility for cocrdiratinc tlre
ecorcanic assistarce prcvided bv the various groups is assumed v ihe
Ministry cf£ Planning. In addition, uncder UNTCP coorcdiraticn, :loncr
recresentatives reet for lunch cn a monthly hasis. The revived
Ccrsultative Group for Bolivia (uryler the aegis of the IBPFL) ret in TParis
in Decerber 19PC. 2Annual meetings will be teld rereafter, with the rext
cre scheduied for Octcrer-iovember 1Cf7. At this meetinc, the (CB is
expected to subhmit a medium-term puklic investmert plan and investment
stratecy.

The rola assumed I major multilateral docnors in prormoting econoe:<z
reactivaticn is surmarized as follows:

The IiF: thile the I'T's major resncrsitility is tc ensure tle
centinuing success of the statilizaticn program apd moniter the (C3's
macro-econcmic policies, the Fumd is alco cecncermed with the adentinn of
strategies and structural acjustrents ccncucive to arowth. Tius, it ravs
atterticn tc the investment component of the GCP hudget arc urges tle
adopticr of an exchange rate that is flerikle and consistent with exovor+
developrent, as well as the provision of adequate credit fcr tre
prcéuctive private sector.

T™e IF has macle available sutstantial resources for Folivia. There
inclule a one-vear Stancd-tv for SCF GC million approved in Jure of 16F¢; a
three-vear Structuvral Adivstment Arrangement for SDP 42,6 rillicn approevert
in Mcv. cf 19€€; anc an SLR ¢4.1 millicn lcan {roe the (erpercatory
Financine Facility trot was fully distbursed in tiovember 1776,
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The Vorll Bark: The torld Bank provides substantial ralance of
payrents assistance, thoush it s not labelled as such, In 10F€, tre IDFC
agproved "Reconstruction Import Credit I" for $5€ miliicn, of which 4£4¢
million is projected for dishurserent in 1987, » seccnc Reconstiucticn
Import Credit is scheculed for approval in July or Fucust of this vear, alsc
for $50 million, to he cishursed over a 1-2 year pericd. These crelits arc
desiagred for the importation of rawv raterinls an cenital ccoles for tre
crivate sector.

The Vorld lark: is also involved -n ircreving the tasic irstisuticnal
anc policy frarework of the COP. A Fimancial Secter ‘Aragerert Crelit £5-
$€ million has been srograrmes involving monthly tacirical assistanca tc
support tre reorgarizaticn of the Central Bank, imolererntation of the tax
reform program and irproverent of the awliting svstem fcr the Contralcr?isz,
“re fiscal 1070 program includes a $5 million Fuhlic Investrernt Procras
providinc substantial technical assistance and some ecuirment to train CCE
staff ir preparing Rutlic sector investrent pProjects anc a puzlic investr-on:
program. The project is for $§5 nillion and will be Cisturse mostly ir 1cr€
arc: 196€€.  Total IERD activities in Eclivia involve an averace anruvel loan
distursement of $C0 millicp, mostly in the form of soft ILA leans.

Tre ICR: The ICB provides no halance of Payternts surpore, per se,
hut Fas a sulstartial $100 million Agricultural Creqijt program, of whici: $aC
millicn is projected for distursement 1n' CY 1907, Arcther 24 millior is <for
seecs. Its tctal procram for the private sector in 107 jg {ee rilliern.

The ICE is also active in the area of sanitation ($12 millien in 19€7),
while its dishursements for energy and trarspertatior (restly roads) irvelve
tte disursement cf another $45 to $5¢ million curirg tre currert caleniar
year.
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achieve eccncmic stabilizatiorn. If Has COI’TZ’IJ.tte" 1t'-:e1f 1r~ 1 €
with thae IF and other donore $o continue these reasures, as el
adopt a nurter of structural acdiustments desiomed to set the Larsis for
ecoronic reactivaticn and long-term crowti. The i{linicter of Flarning
sent a letter of Agplication to the AID Mission (apperdied as Mrex 1)
settinc forth the nature of the program, including the majer eccrcric
adjustrents already mace, thcse that are planned, and sore specific tarmete
anc. benchrmarks. -

The structural changes already adopted and iritiated durirc 1717
irclu’e a corprehensive program of tax raform alone with the irtreonction'of
a nev vaiuve aled tax; a tariff reform assescing all imports at a unifcor,
2CR rate; the cloeing cf a nunker of tin mires that could rct e orerate”
rrofitably; a significant reduction cf the payrol)l of the puklic sectsr; ard
the f“eemr’ of tle econcrv fraom price, import and excharge certrolc.
Sftructural refcrms under wav inclide tre identification of erterprises “c in
transferrec to the private sectcr; the reoraarnizaticr and Cecentralizatics
cl varicus ctate enterprises; reasures to irprove investrent and errcrt
incentives; the exparsion cf credits tc the private sector ard thre redvecti.r
cf irterest rates; and refcrms desicned to improve the effici arcy ~f Lottt
state-cwned fl"P."C’Pl institutions as vell as private correreial herln, The
Ccvernment is also in tle process of refining its public investrment MoGrs,:
and of formulatire an investrent strategy, hotl: to ke sulmittec tc “ie reut
Censultative Croup meeting projecte te tave place in liovemper 1707, fThis
effort will ircluie the premaraticn of new projects as well as the
ldentificaticn and removal of impediments to the dislurserent cf external
lcans that lave resulted ir the accurulatiorn ¢f a sizeakle nireline. It ir
erpectm" that both the puklic invectment plan and the develonrment stvatc«"' y

i1l be completec by the last cuarter of 10€7.

g

Cloel - 2/1R/CT
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TARLE 1

GENERAL CONSUMER PRICE INDEX

1966 = 100
Index Annual Rate of
Average of Period Increase
1981 923.1
82 2,063.5 123.5
a3 7,750.2 275.7
84 '~ 107,058.2 1,261.4
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  44,343,478.3 174.5
June 8  48,357,088.1 36.2
Sep. 86  50,661,830.1 19.1
Dec. 86  51,238,413.0 . 4.5

Source: Instituto NMacional de Estadistica, cited in
Estadisticas Monetarias y Financieras, No. 31, May 1986; and

January 87 update.

NN

AN
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TABLE 2

BUDGET. DEFICIT OF THE CONSQLIDATED PUELIC SECTOR

(In Billions of Bolivian Pesos)

Annual Rate of
Increase
1982 57.2
83 259.2 353.3
84 ' 5,531.4 2,033.2
85 192'695.5 3'3&.9
86 (Progr) 600,555.6 211.7
TAELE 3

BUDGET DEFICIT OF CONSOLIDATED PUELIC SECTOR AS 8 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,
Tables 10 (page 48), and 9 (Page 44); IMF report on Bolivia -

Recent Economic Developments Dec. 2, 1986, Table 35, P. 82; and
IMF, Bolivia - Staff Report for the 1936 Art. IV Consultation,

Table 11, P. 43.
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TAELE 4
BANK CREDIT EXPANSION

Bank Credit
To Non-Financial To 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). -

) TARLE 5
(In Billions of Bolivian Pesos)

(1) (2) (3) (4) (5)
Ml Annual Rate Quasi M Annual Rate
of Increase Money (1) + (3) of Increase
of Ml of M2
1982 57 3l 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,
Table 6, P. 13,

Nov. 86,

N

~



Year /Months

1980
1981
1982
1983
1964

March 85
June 85
September 85
Decemter 85
March 86
June 86
September 86
December 86
February 87**

* Selling rate
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Table 6

- — et —

Official and Parallel Exchange Rates

Official®

Exchange Rate

($b/Us$)

24,51
24. 51
129.61

247.00

2,791.67

50,000.00

75,000.00
1,077,887.00
1,588,613.00
1,866,762.00
1,904,857.00
1,915,090.00
1,925,400.00
1,941,000.00

Parallel*

Exchange Rate

($b/us$)

24.51
31.4¢2
144.03
646.05
8,287.92

128,137.00

481,756.00
1,087,441.06
1,715,869.00
1,962,669.00
1,946,611,00
1,924,233.00
1,949,607.00
1,945,100.00

** thile we continue to cite the rate in Bolivian pesos, & new mit
(the Boliviano) was created in January 1987:
One (new) Boliviano = 1,000,000 Bolivian pesocs.

SOURCE: BCB, UDAPE, and The American Embassy.
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TABLE 7

EXPORTS, IMPORTS AND BALANCE OF PAYMENTS DEFICIT
- (IN MILLIGNS OF US DOILARS)

Exports Imports Deficit Overall

(CIF) on Qxrrent 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 €, Page 9, and revised Central Bank/IMF estimates.
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Teble 8. Boliviat Sumumsry Balence of Payments
(la millions of U.8. dollsrs)

1982 1983 1984
Cuctent sccount =176 -183 =329
Exports f.0.b.
lapores c.i.f. =378 -389 %92
Interest, net =39 =320 -334
Other services, aet -81 -107 - -116
Transfers, net 6 106 e
Capitel account -199 -178 13
Nonfinancisl public sector 1/ - - -37T
Disbursenments 207 2/ 92 104
Amoctization «278 =313 -276
Banking systes 3/ =31 -14 =7
Private sector ZZ 18 137 16
Overdue teceipts for gas
exports to Argentina -148 -98 188
Allocation of SORs and pold
wonetizat{on 2 1 1
————————— - - -
Que-3ll balance 2383 2 1% 2193
Unpuld debt service (changes) 293 634 231
TTUTs (cs and deferted debt T 1% nT
“wicneduling 118 484 3/ -
He. otlicial reserves (increases =) o8 =302 3/ =148
Herorandun {tenms:
Cucrent account 6/ -4.0 -3.6 -3.0
Elportl. f.o.b. El 18.6 ‘706 lﬁ.?
Impores, cotof. 6/ -13.0 -13.8 -11.4
G o:. offictal resetves (in
“iilions of U.S. dollars) 182 178 286
(In months of {mports, c.f.f.) .8 3.6 . 7.0
Off{cial exchange trate (pertod
sversge, $b per U.S. dollsr) 67 230 2,981
Tetre of trsde (percentage change) ~-1.4 3.6 1.2
Stacl: of externsl payments acresrs,
end of period ({ao milllions of
U.S. dollars) 7/ n2 462 1)

Snurce: IMF, Bolivia - Request for Stand-By Arrangemant, June 2, 1986, Page 9.

1/ tncludes short-term deht; excludes balance of paysente support loene, forced financing of gas
exports to Argentine, and tmpnct of reschedullng.

2/ lncludes assunption of US$19 aillfon of short-ters bank debt of the financial public sector under
the Apcil 1981 finsnclng sgreenent.

3/ 1lncludes contributions to international organizations, and due but unpaid amortication of banking
systen.

4/ Includes errors and omisstons.

zl Includes rescheduling of US$370 mfllion of unpald short-ternm debt of the Central Bank.

_(;_/ In percent of dnllar CD?, culculated ustng resl grovth and U.S. tnflation vith & 1986 base.
/

Includes deferred debt service payments Ln 1982-8)3.
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BOLIVIA: SUMARY OF BALANCE CF PAYMENTS FOR 1985, 1966 AD 1967
(In millions of US dollars)

e

CURRENT ACOONT (A+B)

A. Goods, Services and Interest (1+243)
1, Merchandise

Exports FOB
Impozrts CIF

2. Services

Exports
Izports

3. Eamings &rom Interest

i) Received
i1) Due
= Interest Paid on mediun
and Long Term External
Public Debt
= Other Interest Paid
- Interest not Paid

= Other Inocme
11i) Reschaduled Interest

B. Unilateral Transfers

CAPITAL ACCONT

A. Direct Investment

B. Other Capital

i) Medium and Long-Term Capital

- Disbursements on pedium and
long-term External Public Debt

- hxxrtizations Paid on Medium and
long-term External Public Debt

- Aoortizatiors not Paid

- Refinanced Amorcization
Paypents

- Other Capital (net)

ii) short-term Capital (Net)

ERRORS AD QMISSIQNS

TOTAL CURRENT TRANSACTIONS AND
CAPITAL MOVEMENT (I4II+IXI)

A. OONTEFPART ITEMS
B. EXTRAORDINARY FDRIANCING Z/

- [ESF BCP Assistance

- Interest Not Paid and not
Refinanced (Increase in
Arrears)

- Amcrtization Hot Paid and not
Refinanced (Increase in
Arrears)

- Reduction of Arrears

C. NET INTERWATIONAL RESERVES -

{Inczease = -)

YEAR
1985(p) 1986(p) 1987
-281.9 -312.9 ~487.5
-361.9 ~404.7 -582.8
71.5 "'17401 -280.2
623.4 543.4 494.8 %/
-551.9 -17.5 -775.0 3/
-60.0 -26.0 =42.0
98.0 117.0 128.0 11/
-158.0 -143.0 ©  -170.0 I/
-373.4 -204.6 ~260.6
16.0 1.3 20.0 Y/
-389.4 -321.9 -324.,6
-88.8 -62.3 -151.7 11j
-13.8 -58.7 65,7
174.0 -159.9 =10.1
-52.8 -41.0 -37.1 g/
- 104.0 4“0y
80.0 91.8 95.3 4/
~210.3 126.1 203.9
10.0 10.0 20.0
-220.3 16.1 183.9
-244.8 -2.4 123.9
108.7 197.7 253.0 5/
-159.3 -111.0 -66.2
-184.7 -220.3 -244.9 I/
- 146.0 166.0 3/
-9.5 -14.8 -4.0 1/
24.5 18.5 60.0 6/
180.5 162.19/  100.0 6/
-311.7 -24.7 -183.6
9.9 0.0 0.0
358.0 122.4 99.0
- 7.2 14.7
174.0 55.9 26.1 8/
184.0 74.3 $8.9 8/
- -15.0 0.7
-56.9 -97.710/ 84.69

{p) Preliminary Figures
Date: Jan.14, 1987

Source: For 1985-86, Central Bank/IMF
estimates; for 1987, see footnotes.,

NN
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Footnotes to Table 9

1/
2/

3/
4/

5/

6/
7

8/

9/
10/

Central Bank projection.

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

USAID projection.

Central Bank projected unilateral transfers of $110 million. We deducted
$14.7 million in ESF 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) fram the "Unilateral Transfers" projected by
the Central Bank for 1986.

The Central Bank's official locan 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:

IMF projection $ 439 million (including Paris Club
dedbt rescheduling)

Less allowance for Paris

Club debt rescheduling $ 186

New loan disbursements
in 1987 $ 253

USAID projection

Exclusive of balance of payments assistance fram 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.

Obtained by difference between the total amount of debt service due (but
not paid) and the amounts rescheduled. Specifically, for 1987:

Increase
in Arrears
Anount due Anount (entered
but not paid Rescheduled under IV-B)
Interest 70.1 44.0 26,1

Amortization 244.9 186.0 58.9
Calculated as a residual. '
The Central Bank estimated this item at $197.7 millicn. However, this

amount includes $100 million credit from the Fondo Andino de Reserva (FRR)
which the IMF regards as a short-term loan and which we netted out.

SOURCES: For 1985 and 1986, Central Bank Data
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Table 10
( 3-2-3 1 : 2 3 R F Y R P ¥/ X 3-F-F R Y- F YT F 3 R-3-F-ER-"F-F 1 -7 -FP -7 % 3§ % - F £ 377 ¥-3-2 %+ 3% +$—F%-1 £-§ ¥-2-F-F-+F-+.9:%-3
FLANNED FUBRLIC INVESTMENT
(M:ll. $us)

1967 1988 1969 TOTAL
Flanned Total Investment 478.7 3g1.8 316.8 1177.3
Source of Financing: 478.7 Ja1.8 316.8 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 3.57 annual econ. growth 268. 6 301.4 315.1 885.1

t 2-1-3 3 1T 2 2 3-F-F E3-F-R_F3-103-%-¥ 3 % :} £ 2 ¥ FP-§4 3-0 -3 3 F-7-:-3-3-¢-+ 1-1 % 3§ % -} 2-2-2-3-4 2 J 2-J-3 L 1 _J_-2-3-1-3 3 1 2.2}

#Multilateral sources 70%Z, af which 707 corresponds to the IDB.
‘Bilateral sources 307, of which 30%Z corresponds to Argentina.

L= 22 3R -3 -2 & F 3% F2F 33 JT2-F-%- PRS- F_ I F_L T YRR ¥

- SECTURIAL DISTRIRUTION
()

Agqricul ture 10.60
Mining 2.90
Hidrocarbons 38.30
Industry & Caommerce 1.20
Enerqgy 2.30
Transportation 34.00
Communications 35.90
Social Services 4.80

IR e L - -2 222 -+ X -F [-§-F- -3 T 1. F F 3 F-F"71-F F-3-% 3

SMIKLE: Summary tabile by Maller 2 Hachi caddo ASOC) Al . hased o b 651

Frieavald
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Table 11

GROSS - DOMESTIC .PRODUCT BY ECONOMIC ACTIVITY
(In Millions of Constant 1980 Bolivian Pesos)

ctivity Years 1980 1981  19821B)~. 1983(p) 1984(p) 198S(e) 1966 (e)
INDUSTRIES ' 05.644 102.573 94.353 93.133 . o1.421 | 83.635
1. Ageicitture, £ 105.050 105. 10 . 5 Bonnd
Forestry and Fishing 22563 22359 23.073  17.507 0.732 . 51417 | 21.9%
= Agricultural Products 15.727 17.255 18.428 “12.015 14.971 - 16.23 [ 15.697
- Animal Products . 5.093  4.214 4.530  4.535 4.0l . 4.151 | 4.263
- Forestry, and fishing | ", 943 .33l 920 957 - ;'990..%:1.022  1.051
2. tining and Quarry Production 19.497 19.290 18.339 13.108 15,592  '13.7S1 | 11.0%:
- Cride 011 and Natural Gas $.728  7.157 7,704  7.219  .7.037 6.£99 | $.629
= Metallic and Non-Metallic PR o
Minerals 2,679 12.133 10.635 10.809 - 565 .  G.052 | 4.45¢
3. Yanufacturing Industry 17974 36.634  14.344 13.387  11.01¢ [ 20.72), 10.52
~. Electricity, Gas and Water' 8903 ) 923 © .99 231 2a o1
3. Construction and Public Works 4.52L 4.025  3.923  3.7S1 3.5 3.591 | 3.567
5. Commerce : 13.261 13,360 13.599 13.055 12.92%  13.195 | 13.39
7. f%ransportatien, Stcrage .
i1 Commnicatians 7.320 8,195 7.770-  7.931 7.993 0.057 [ 3.1
8. nancial Establishments, . !
Insurance Real Estate, and R i
: . : . 4 q 7S ; 17.952
ard Services to CQorpanies 17.248  15.443 16.562 15.657% 13.734 l§.3 -
~ Financial services to . o %-
Companies , 7.139 ° 6.324 6.413  5.480  3.855 6.69<| 6.353
~ Bousing ‘ 10.059 10.117 10.149 - 10.159 19.179  10.189 | 13.17%
3. Social and Persomal : ‘ 140
Services I L 491 4877 4731 €.555 | 4.4 4.425| t.am
B Ba_"’f_mg Services (lmputed) ' {03 14m  -LS0L  ~LSIO -5 L8RS L&
PUBLIC ADMINISTRATION . 5;,, _ : e
SERVICES _ 12,940 13.291  13.534  13.999 12,963  13.636; 13.2%
DOVESTIC SERVICES 650 337 655 G643 633 522 315
3L: At producer prices 119.553 119.622 116.743 100.917 197.831  105.727 110,495
ndirect Taxes on : . . a1 < 6Ao
mpozts 3.298 3.7s3 2162 3,132 3. 3.5¢ 4
AL: At Prices to End Users 122,945 123.375 119.995 112.050 111.054  109.113 105.773

o

L

SOURCES:Central Bank of Bolivia - National Accounts Department
(p): Prel .
(e): Estimated

Note:

k4
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THE ESF DOLLAR SPECIAL ACCOUNT:
UTTLIZATION AND ACCOUNTABILITY

eNVIRAL AN K ] '
' \
(@ ) &
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= £
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®f T J,((.)é 0 @ Tm
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(N
(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.

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

—~
> w
—

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

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

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 Cchen
Director
USAID/Bolivia

la Paz

Dear Mr. Director:

Re.: GOB LETTER OF APPLICATION FOR ESF ASSISTANCE
{Original in Spanish)

Application is hereby made for US balance of -payments assistance of $15
million for 1987. Bolivia's expected balance of payments gap in 1987, i£
projected on the assumption that economic reactivation will take place this
year, is likely to be substantially larger tian that.

The Government of Bolivia has already taken a rumber of far reaching
actions to stabilize the econcmy. These will be continued. The major
recsures taken include a freeze of the wagas of pubhlic sector employees,
followed bv an increase of cnly 10%; a substantial reduction in the budget
deficit, with its ratio to the GDP declining from 28% in 1984 to less than 4%
in 1906; an increase in tax revenue collections fram 4.8% of GDP in 1984 to
over 19% in 1986, larg-ly as a result of devaluation and substantial increases
in the internal price ot petroleum products; a tax reform bill that overhauls
the whole tax system; a substantial devaluation of the exchange rate followed
by its nearly ccuplete stabilization since Jaruary 1986; the freeing of almost
all prices and substantial increases in the prices of goods and services
provided by the public sector; and generally, ticht monetary - fiscal
management.

The stabilization measures have had the intended effect and the
Government plans to continue its stabilization program. The present goal is
to hold the ircrease of the consumer price index to 10% in 1987, down from 66%
between December 1985 and December 1286. Investment is to rise from about 4%
of GDP in 1985 to 12% in 1987 and 14% in 1988, vhile the deficit of the
‘oonsolidated ron-financial public sector is expected to be about 6% in both
1997 and 1962, down from 28% in 1984 and 12% in 1985. Total reveme
collecticns of the non-fimancial public sector have already increased from 53
in 1084 to 19% in 1986 and are expected to maintain that ratio in 1987 ani
1988.

A mumber of structural changes have been initiated during the past year
that vwill be consolidated and expanded over 1987-08. leasures already taken
include adoption of a comprehensive program of tax reform substituting taxes
easy to administer for those that are hard to collect, and introducing a new
value added tax; a tariff reform assessing almost all imports at a uniform 20%
rate; the closing of a number of tin mires that could not be operated
profitably; significantly reducing the payroll of the public sector; and



freeing the economy of price, import and exchange controls. Structural
reforms under way include measures designed to improve the efficiency of a
mumber of state owned financial institutions as well as private cammercial
banks; identification of enterprises to be transferred to the private sector
and actions required to permit these to operate profitably; the reorganization
and decentralization of various state enterprises; and measures to improve
investment incentives.

Major attention is being given to improving the public sector investment
program, both with respect to the execution of projects already uncer way and
to the development of a sound medium-term public investment program. The
Ministry of Planning is currently analyzing the factors that a..: delaying or
impeding project execution. The study under way will recammenc specific
measures to remove such impediments in order to speed project implementaticn
and accelerate the rate of disbursement of external loans. For the ‘
_mediun-term, government analysts are preparing a sector by sector development
strategy, which will inclule the development of specific sector goals, rajor
policies to be pursued and new projects to be submitted for financing to the
international agencies. It is expected that the public investment plan and
development strategy will be completed by tre last quarter of 19€7.

Sincerely yours,
(signed)

Gonzalo Sanctez de Lozada
Ministro de Planeamiento y Gordinacién
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ANNEX I

g.waém o 6 s /‘“da : SUBCOORD N2 09/87 83 1

RIO DE PLANEAMIENTO

‘OCWHNNACNJN b ]
BNO LIVIA ﬂLE
—— La Paz 18 "AR 198 DIV ACTION [INFO
’ [ ]
BIR [
w -
BoV| P
Sflor or v,
David A. Cohen : PO&I v,
DIRECTOR USAID/BOLIVIA CONT )
Presente.- PRD
HHR
Reply due \5/)?-
[ 4
Estimado sefior Director: ‘ Actian tkn —

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 USS 15.000.000 para 1987, La brecha que se pro-
yecta en la balanza de pagos de Bolivia para 1987 (suponiendo una -
reactivacidon econdmica) serd 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 continuaran. Las principales medidas tomadas inciuyen un conge-
lamiento de los salarios de los empelados del sector pliblico, segui-
do de un incremento de sdlo el 10%; una reduccidén substancial del dé
ficit presupuestario, con su relacién 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 mis del 19% en 1986, resul-
tante principalmente de la devaluacidn y aumentos substanciales del
precio interano de los derivados del petrdleo; una ley de reforma tri-
butaria que reorganiza todc el sistema tributario; una devaluacién
substancial del tipo de cambio, seguida de su casi total estabiliza -
cidn desde enero de 1986; la liberacién de casi todos los precios y
aumentos substanciales de los precios de bienes y servicios suminis -
trados por el sector piblico y, en general, una polftica monetaria y
fiscal muy estricta.

Estas medidas han logrado el efecto deseado y el Go -
bierno tiene planes de continuar con su programa de estabilizacién.
La meta actual es mantener el aumento del fndice de precios al consu-
midor en 10% para 1987, bajdndolo del 66% registrado entre diciembre
de 1985 a diciembre de 1986. Se espera que Jas inversiones suban ce
alrededor del 4% del PIB en 1385 al 12% en 1987 y al 14% en 1988, mien
tras que el déficit consolidado del sector piblico no financiero serd
de alrededor del 6% en 1987 como en 1988, bSajando del 28% de 1984 y
del 12% de 1985. El total de recaudaciones del sector piéblico no fi -
nanciero ya han subido del S% en 1984 al 19% en 1986,y se espera que
mantengan la misma relacidn en 1987 y 1988.

Se ha iniciado una serie de cambios estructurales du -
rante el aflo pasado que serdn consolidados y ampliados en 1987-1988.
Las medidas que ya han sido tomadas incluyen la adopcién de un progra-
ma global de reforma tributaria sustituyend> los impuestos f&ciles de

L
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administrar por aquellos que son diffciles 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 cie-
rre de cierto nimero de minas de estafio que no podian ser operadas ren
tablemente; la reduccidn sxgnxflcatxva de las planillas del sector pi-
blico y la liberacién de la economia de controles sobre precios, impor
taciones y tipo de cambio. Las reformas estructurales emprendidas in-
cluyen medidas disefladas para mejorar la eficiencia de una serie de
instituciones financieras estatales asf como de la banca privada comer
cial; la identificacidn de empresas estatales que podrfan ser transfe-
ridas al sector privado y las acciones requeridas para permitir que és
tas operen rentablemente; la reorganizacifn y decentralizacién de va -
rias empresas estatales, y las medidas para mejorar los incentjvos a
las inversiones.

Ademds, estamos dedicados al mejoramiento del programa
de inversiones del sector publico, tanto con respecto a la ejecucidn
de proyectos que ya estdn en marcha como al desarrollo de un programa
sdlido de inversiones piublicas a mediano plazo. El Ministerio de Pla-
neamiento se encuentra analizando actualmente los factores que demoran
o impiden la ejecucién de los proyectos. El estudio emprendido hara
recomendac iones concretas para suprimir tales impedimentos a fin de
agilizar la xmplementauxoﬂ de proyectos y acelerar el ritmo de desem -
bolsos de los préstamos externos. A mediano plazo, los analistas del
Gobierno estan preparando una estrategia de desarrollo sectorial, la
cual incluird metas especificas por sector, las politicas principales
que se seguirdn y nuevos provectos a ser presentados para su financia-
miento a las agencias internacionales. $e espera que el plan de inver
siones publxcas y la estrategia de desarrollo estardn terminados en
el Gltimo trimestre de 1987.

Con este motivo, saludo a usted con las seguridades de
mi consideracién mds distinguida.

FONZALO DANCHEZ Of L
rhin$lE0 Df PLANEAMIENTO Y COORDINACYOX
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ANNEX .11

FY 1986 ESF LOCAL CURRENCY PROGRAM

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 procedures for approval and disbursement of local currencies
generated under the FY 1936 ESF program. Copies of that letter are
available in AID/W. A change has heen made regarding approval of
enployment-generating activities since that Operational Letter was sent.
Given that all activities under this camponent are designed by AID staff
in cooperation with private woluntary agencies, USAMD has cbtaired GOB
agreement to serd activity proposals directly to the PL~480 Secretariat
for its technical and fimancial review. Following approval by the
Secretariat, furds are disbursed by the Secretariat to the implementing
agencies involved.
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Annex II

FY 1986 FSF LOCAL CURRENCY PROGRAM

Programmed Commi t ted
Cost associated with 1,550,000 1,171,830.11 a) Relocation of COMIBOL miners
reducing size of pubhlic 38,248.77 b) Severance payments to Cocha-
sector bamba mnicipality employees
53,861.19 2) Severance payments to Pando
o Development Corp. employees
1,263,940.67
Cost associated with 700,000 300,000.00 a) Salary supplements for selected
strengthening and improving GOB personnel
puhlic administration 75,000.00 b) Development of GOB Financial Admin-
____________ istration and Control System
375,000.00
BEmployment-generating 2,022,300 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) Construction of La Paz peri-
pheric road
350,000.00 e) Construction of Socara-Caripuyo
N m' PO!'.OSi
26,700.00 f) Food production centers, Potosi
14,145.00 g) Resettling of Bolivar miners in
1,462,521.00 Yungas
Development and narootics 2,180,000 300,000.00 a) Financing narcotics awareness
awareness activities activities by USAID/B
ocontributing to GOB narootics 3,600.00 b) Travel expenses for GOB Officials
control efforts : to US Department of Justice
) o ) narcotics conference
303,600.00
USAID trust fumd 717,700 717,700.00 a) Support administrative costs
TOTAIS 7,177,000 4,122,761.07

(as of March 12, 1987) ~


http:717,700.00
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Annex ITT |

Page 1

OCOUNTRY CHECKLIST

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. GENERAL CRITERIA FOR CORNTRY
ELIGIBILITY

1. FAA Sec. (48l). Has it been
determined that the government
of the recipient country has
failed to take adequate steps
to prevent narcotic drugs and T No.

. 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 such country, ot
transported throuch such country,
from being sold illegally within
the jurisdiction of such country
to U.S. Government perscnnel or
their dependents, or from enter=
ing the U.S. unlawfully?

2. FAA Sec. 620(c). 1f assistance is
to a government, is the governmeat
liable as debtor or unconditional
igquarantor ¢n any debt to a U.S. :
citizen for goods oc services NO.
~furnished or ordercd where (a)such
.&itizen has exhausted available
"legal rencdies and (b) the Gebt
is not Jdenied or contested by such
government?




3.
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FAA Sec. 620(e) (1). If assistance
18 to a government, has it (in-
cluding government agencies or
subdivisions) taken any action
vhich has the effect of nation-
alizing, expropriating, or other-
wise scizing ownership or control
of property of U.S. citizens or

entitics beneficially owned by them

without taking steps to discharge

its obligations toward such citizens

or entities?

FA\ Sec 532(c), 620 (a),

620 (f), 620D; FY 1932
Appropriation Act Secs.

212 and 513, 1Is recipient
country 4 Coisnunist country?
Will assistance be provided to
Angola, Carbadia, Cuba, Laos,
Vietnaa, Syria, Libya, lrag, cr
South Yeiren? Will assistance
be provided to Afghanistan or
Mozarbique without a waiver?

.oOCA of 1931 Sxes, 724, 727

and 73). For specific restric-
tions on assistance to Nicaragua,
see Sec. 724 of the ISDCA of
1981.  Tl'or specific restrictions
on assistance to El Salvador, see
Secs. 727 and 730 of the ISDCA
of 1981. -

FAA SEC. 620 (3j). ilas the contry
permitted, or tailed to tzke ade-
quate r:icasures to prevent, the
damaqe or destruction by mob
action of U.S. property?

Annex III .

Page 2

N/A

tio
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7. FAA Sec. 620 (1). Has the country
failed to enter into an agreement
with OPIC?

3. FAA Scc., 620(o); Fishermen's

* Protective Act of 19G7, as amended,

Sec. 5. (a) Has the country
seized, or imposed any penalty or
sanction against, any U.S. fishing

activities in international waters?

(b) If so, has any deductior
required Ly the Fishermen's Pro-
tection Act been made?

9. FAA Sec. 620 (q): FY 1982 MAppropria-

tion Act. Sec. S17, (a) Has the

government of the recipient country

bcen in default for more than six
months on interest or principal of
any AID loan to the cowntry?

(b) Has the country been in default

for more than one year on interest

or princimal on any U.S. loan, under

a program for which the aporopria-
tion bill appropriates funds?

10.FAA Sec. 620 (s). If contemplates]
assistance 1s development loan or
from Econonic Supporit Fund, has
the Administrator taken into ac-

count the amount of foreign exchange
or other resources which the ccuntry

has spent on military equipment?

(Reference mmay be mide to the annual

"Taking into Ccnsideration” memo:
"Yes, tanen into acvount by the

Administrator at time of approval
of Ajency O¥B." ‘Mhis approval by

the Administrator of the Operatical

Year Budget can be the basis for
an affirmative answer during the
fiscal year unless significant

changes in circumstances occur.)

Annex IIX
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8/A

620 (q) problems have been
dealt with successfully as
they have arisen.

He will
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11.FAA Sec. 620(t). Has the oountry
severed diplcomatic relations with
the nited States? If so, have
they been resumed and have new
‘bilateral assistance agreements
been negotiated and entered into
since such resumtion?

12.FAA Sec. 620(u). What is the pay-
ment status of the country's U.N.
obligations? 1If 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-
erence may be made to the Taking
into Consideration mero.)

13.FAA Sec. 620 A; FY 1982 Aoonropria-
tion Act Sec. 520, Has the country
aidca or abetted, by granting sanc-
tuary from prosccution to, any in-
dividual or group which has commit-
ted an act of international terror-
ism? Has the country aided or abet-
ted, bty granting sanctuary from
Frosecution to, any individual or
group which has comitted a war
crime?

14 .FAA Scc. 666. Does the country
object, on the basis of race,
religion, national origin or sex,
to the presence of any officer
or erployee of the U.S. who 1s
Fresent in such country to carry
out economic development programs
under the FAA?

No arrearages to Mission's

Annex III
Page 4

knowledge.

%,
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15.FAA Sec. 669, 670. Has the country, ‘
after August 3, 1977, delivered or No.
received nuclear enrichment or re-
processing equipment, materials, or
‘technology, without specified arrange-
nrents or safeguards? Has it transfer-
red a nuclear explosive device to 2
non-nuclear weapon state, or if
such a state, either received or
detonated a nuclear explosive device,
after Nugqust 3, 1977? (FAA Sec.620E
permits a special waiver of Sec. 669
for Pakistan.)

16.ISDCA of 1981 Sec. 720. Was the
oountry represented at the Meeting
of Ministers of Foreign Affairs and
Heads of Delegations of the Non—
Aligned Countries to the 36th General

Session of the Gereral Assembly Polivia vas represented at

of the U.N. of Sept. 25 and 28,

the Meeting of Ministers by

1981, and failed to disassociate the Torrelio Government.
itself from the comnmunique issued? 1t did not formally disasso-
1f <o, has “=c Tresident laken it ciate itself from the commu-

fntu acwout? (Raference may be nique issued.
rade to the Taking into Consider-
ation mero.)

17.1SPCA of 198). Sec. 721. Sce
special requirerents for assis-
tance to Haiti. N/A

B. FUNDING SOURCE CRITE{IA FOR COUNTRY
. ELIGIBILITY

1. Development Assistance Country
Criteria.

——

a. FAN Sec. 116. Has the
Departnent of State determined
that this government has engaged
. in a consistent pattern of gross
’ violations of intermaticaally
recognized human rights? N/A (but no)
1f so, can it be demonstrated :
that contemplated assistance will
directly benefit the needy?

A
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2. Economic Support Fund Country

Criteria

a.

FAA Sec. 502B. Has it been

.determincd that the country has

engaged in a consistent pattern of
gross violations of internationally
recognized human rights? If so,
has the country made such signifi-
cant improvements in its human
rights rccord that furnishing such
assistance is in the naticnal
interest?

ISDCA of 1981, Sec. 725(b)

1f ESF 1s to be furnished to Avgen—
tina, has the President certified
that (1) the Govt. of Argentina
has made significant progress in
hunan rights; and (2) that the
provision of such assistance is

it the national interest of the
u.s.?

ISDCA of 1981, Sec. 726(Db).

1£ ESF 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
national interest of the U.S.:

and (3) the Govt. of Chile is not
aiding international terrorism and
has taken steps to hrina to justice
those ixlicted in connection with
the murder of Orlando Letelier?

Annex III
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Annex

NONPROJECT ASSISTANCE CHECKLIST Page 7

A. GENERAL CRITERIA FOR NONPROJECT ASSISTANCE

1.

2.

App. Unnumbered; FAA Sec 653(b)

(a) Describe how Comnittees on Appropria-
tions of Senate and House have been o
will be notified concerning the nonproject
assistance;

(b) is assistance within (Operational
Year Budget) country or international
crqanization allocation reported to the
Congress (or not rore than $1 million
over that figure plus 10%)?

FAA Sec. 611(a)(2). If further legis-
Tative action 1s required within recipient
ocountry, what is basis for reasonable
expectation that such action will be
completed in time to permit orderly

accomplishment of purpose of the
assistance?

FAA Scc. 209, 619. Is assistance more
efficiently and effectively given through
regional or multilateral organizaticns?

1f so why is assistance not so given?
Inforration and conclusion whether assist-
ance will encourage regional develcpment
pregrans. If assistance is for newly
independent country, is it furnished
through multilateral organizations or in
accordance with rultilateral plans to the

. maximumm ertent apcropriate?

FA\ Sec. 601(a); (and Sec. 201(f) for

develoment loans). Information

conclusions wilether assistance will
encourage efforts of the country to:

(a) increase the flow of internatianal
trade; (b) fost~r private initiotive
and corpetition; (c) encourage develop-
ment and use of cooperatives, credit
unions, and savings and loan associations;
(d) discourage monopolistic practices;
(¢) improve technical efficiency of
industry, agriculture, and commerce; and
(£) strengthen free labor unions.

C.N.

Yes

N/A

IIX

Will encourzage a, b, 4,
and e indirectly throu:h

support for GOB
stabilization program
and inmport financing.

@x
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FAA Sec. 601(b). "Information and cenclu-

sion on huow assistance will encourage
U.S. private trade and investment abroad
and encourage private U.S. participation
in foreign assistance programs (including
use of private trade channels and the
services of U.S. private enterprise).

FAA Sec.612(b); Scec. 636(h). Describe
steps taken to assure that, to the

maximum extent possible, the country is
contributing local currencies to meet

the oost of contractual and other services,
and foreign currencies owned by the United
States are utilized to meet the cost of
contractual and other services.

FAA Sec. 612(d). Does the United States
own excess roreian currency ard, if so,
what arrangements have veen made for its
release?.

FUNDING CRITERIA FOR NONPROJECT ASSISTANCE

1.

Nonproject Criteria fcr ESF

a. FM Soc. S31. How will this assistance
support promote economic or political

.stability?

tionproject Criteria for Dovelooment
Assistance

Nonprgjéct Criteria for Developmant
assistance (Loans oidy)

’
-

a. FM Sec. 201(b)(1). Information and
conclusion on availability of financing

from othur free-world sources, including
private scurces within the United States.

b. FM S2c. 201(b)(2); 201!d)
Infarmation and couclusion on (1) capac-
ity of the country to repay the loan,
includinq reasonablencss of repayment
prospects, and (2) reasonableness and
legality (under laws of country and
United States) of lending and relending
terms of the loan.

Annex 7%
Page 8

Yost of all ESF dollars 1.ill
finance imports from the U.S.

N/A

By reinforcing a well
reasoned and market-led
eocononic stabilizaticn
program.

N/A

N/A



c. FAA Sec. 201l(e). If loan is not made
pursuant to a multilateral plan, and the
amount of the loan excceds $100,000, has
country submitted to AID an application
for such funds together with assurances
to indicate that funds will be used in an
economically and technically sound manner?

d) FAA Sec. 202(a). Total amownt of
poney under 1oan which is going directly
to private enterprise, is going to
intermediate credit instituticns or other
barrovers for use by private cnterprise,
is being used to finance imports from
private sources, or is otherwise being
used to finance procurcnents from private
sources?

Additional Criteria for Alliance for
Pr eSS

a. FMA Sec. 251 (b)(1)-(B). Does
assistance take 1ntO account principles
of the Act of Bogota and Charter of Punta
del Este; and to what extent will the
activity contribute to thc economic or
political integration of Latin America?

‘b. FAA Sec. 251(k)(8): 251ih). for Jonus,

has thare been 11to account the
effort made by recipient nation to cepa-
triate capital invested in other ccuntries

by their own citizens? Is iloan consistent
‘with the findings and recomendations of

the lnter-Amsricin Comnittee far the
Alliance for Progruess {now "G2CIZS,”" the
Permanrcnt Executive Committoa cf the ObS)
in its annual review of national
develcpment activities?

Annex III
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Yes. It will not.

N/A



