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DEPAR1'MENT OF STATE 
AGENCY FOR INTERNATIONAL DEVELO~MENT 

1vashington, D.C. 20523 

CONFIDENTIAL 

AID-DLC/P-1029 

June 1, 1972 

NEHORANlllH . FOR THE DEVELOPMENT LOAN COMMITTEE 

SUBJECT: Regional - Andean Development Corporation 

Attached for your review are the recommendations for 
authorization of a loan in an amount not to ex.ceed$15,OOO,OoO 
to the Andean Development Corporation to assist in financing 
(a) the United states dollar costs of Borrower's program or 
5ublending for private sector integration projects in the 
Andean Region and (b) the United States dollar andloeal currency 
costs of (i) subloans to finance feasibility studies tor private 
sector integration projects (not to exceed $500,000), and (ii) a 
promotional program (not to exceed $500,000) •. 

This loan proposal is scheduled for consideration by 
the Development Loan stafr Committee at a meet,ing on Wednesday, 
June 7, ~1972. 

Attachments: 
Summary and Recommendations 
Project Analysis 
At'lliEXES . I ~XII 

Rachel R. Agee . 
Secretary 
Development Loan Committee 
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SUMMARY AND RECOMMENDATIONS 

1. Summary of Loan Proposal 

Affi-DLC!P-I029 

June 1, 1972 

(a) Borrower - The Andean Development Corporation (OAF). 

(b) Amount - not to exceed $15,000,000 for re1ending to 
private sector integration projects in the Andean 
Region (i.e., Bolivia, Chile, Colombia, Ecuador, 
Peru and Venezuela). The terms will be 30 years 
with a 10 year grn~elperiod. Interest will be paid 
at 2% during the grace period and 3% thereafter. 

-- Up to $500,000 of the loan may be utilized for sub­
loans. to finance feasibility studies for private 
sector integration projects. 

-- Up to $500,000 of the loan may be utilized to 
finance promotional costs as described in Section III. 

-- The loan will finance only the foreign exchange 
costs of projects except for the $1,000,000 mentioned 
above. 

The CAF presently has a project list which 
totals $412 million (see Annex III). While not all 
these projects are likely to reach the final approval 
stage, the list does include 18 proposals in the 
private sector alone which represent a potential OAF 
participation of, about $40 million. 

CAF progress during its first 6-9 months of 
operation has been highly satisfactory. It has already 
approved 8 loans totalling $7.22 million. 

In view of the large amount of loan proposals 
now being processed and OAF management's proven 
ability to move swiftly and dynamically, the Project 
Committee believes that the proposed $15 million loan 
will be utilized efficiently and productively and within 
a reasonable period of time. 

, The Project 
Committee recommends a disbursement period of 5 years 
principally due to A.I.D. 's more narrow definition of 
an "integrationll project compared to the CAF' s own 
policy guideline, and our insistence that all A.I.D. 
sub10ans be directed to the private sector only. Effective 
private sector demand may develop slowly initially . . 

LIMITED OFFICIAL USE 
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given the newness of the entire Andean concept. 
For both these reasons and in order to assist CAF 
to emphasize truly regional projects in its lending, 
A.I.D. is complementing its proposed loan with a 
$200,000 grant to finance and to institutionalize a 
project promotion program. In addition and as stated 
above, up to $500,000 of the loan will finance 
promotional costs. 

It should be noted that five-year disburse­
ment periods are most common for A.I.D. loans to 
development banks. The CAF believes that disbursement 
may be more rapid and has chosen to use a period of 
approximately three and one-half years in its 
financial projections. 

(c) Purpose - To accelerate and rationalize economic 
growth within the Andean Pact region and promote 
economic cooperation and integration among the 
member countries, with special regard to the needs 
of the less-developed members of the region. 

In addition, the proposed loan will help 
establish the CAP as a major banking institution in 
the region capable of attracting additional resources 
from other donor countries and international agencies 
to meet the growing needs 6f i its member countr~es. 

The proposed loan will also serve to promote 
U.s. interests in the following ways: 

1. Within the Andean movement, the CAF is 
the element most likely to base its 
decisions on pragmatic economic grounds 
rather than on politics, because of its 
role as the developmental agency of the 
subregion; because of Venezuelan member­
ship in CAF (not in the Andean Group) i 
and because of the participation and 
influence of foreign capital. Thus a 
strengthened CAFmight better withstand 
the influence of the more extremist 
partners and would lend support to 
moderate elements who tend to be in 
accord with many U.S. political and 
economic objectives. 

John M
Rectangle
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2. l1eaningful assistance to CAF would have 
a favorable impact on the climate for 
private investment in the Andean region, 
by signaling our continuing concern for 
the growth of the region. Such support 
would enforce and give meaning to the 
U.S.G. stated view that significant 
development cannot take place without 
the active participation of private 
interests. 

The CAF proposal is based on lending to 
the private sector only. Substantial 
support for CAF projected to be provided 
by the lOB and East European countries 
can be expected to benefit the public 
sector directly. Particularly, for this 
reason, encouragement and support for 
the private sector via the CAF are 
clearly in the U.S. interest. 

3. The suspension of bilateral A.I.D. 
programs in some of the member countries 
makes it particularly desirable that we 
cultivate those channels of communication 
still open to us. U.S. assistance to the 
CAF ensures some U.S. participation in 
ways that can influence economic develop­
ment and policies favorably. It will 
enable us to assist that sector most 
sympathetic to our interests and maintain 
working-level contacts. The political 
effects in the area of such action are 
positive. 

(Please refer to Annex XI for a more 
detailed discussion of U.S. interests 
and objectives.) 

(d) Brief Description of the Program 

The proposed loan will be utilized for relending in 
the Andean Group under the following major conditions: 

(i) Subloans will be to 100% owned private companies. 
An exception will be made in the case of the CAF 
only which will be permitted to own up to 25% of 
a borrowing company. (IFC equity participation 
will also be permitted.) 

John M
Rectangle
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(ii) The subloans will be to truly regional projects 
as outlined in detail in Section III C of the 
Loan Paper. 

(iii) Subloans will not be made in any industry or for 
any project in which foreign, private investment 
is not permitted whether under the terms of the 
Andean Foreign Investment Code or the laws of 
the host country in which the sub-borrower is 
located. 

(iv) Subloans will not be made to inefficient industry 
(see Section III C) • 

(v) Subloans with A.I.D. funds of $500,000 or more 
must'be approved by A.I.D. 

(vi) The CAF and A.I.D. will review progress under the 
loan after the disbursement of each $1,000,000 or 
such longer period that might be justified to in 
writing by A.I.D. 

2. Background 

CAF has been seeking U.S. assistance since its inception 
in early 1968. Until recently such requests were primarily 
in the grant area and for the purpose of financing pre investment 
studies. 

1971, however, was a gearing up year for CAF. In August 
and September officials of the organization made an explora­
tory trip ::around the world in search of sources of develop­
ment funds. At the conclusion of that trip, CAF President 
Linares visited high-level State/A.I.D. officials in Washington 
and requested up to $15 million for relending within the sub­
region. The decision to consider such a loan was made by 
Secretary Meyer on January 3, 1972. (See Annex XI.) 

The IRR was approved in March 1972. 

3. Financial Analysis 

As of April 30, 1972, the subscribed and paid-in capital 
of the Corporation is distributed among the signatory countries 
as follows: 
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Ca:Qital Subscribed Ca12ital Paid - 60% 

Shares Shares 

Series "All Series "B" Series "A" Series "B" 

Bolivia $1.0 mil $ .5 mil $ .6 mil $ .3 mil 
Colombia 1.0 mil 4.5 mil .6 mil 2.7 mil 
Chile 1.0 mil 4 .. 5 mil .• 6 mil 2.7 mil 
Ecuador 1.0 mil .5 mil .6 mil .3 mil 
Peru 1.0 mil 4.5 mil .6 mil 2.7 mil 
Venezuela 1.0 mil 4.5 mil -.& mil 2.7 mil 

$6.0 mil $ 19.0 mil $ 3.6 mil $11.4 mil 

The CAF'sfinancial statements are shown in detail in Annex 
VIII. These are (i) an audited balance sheet for the period 
ending December 31, 1971; and (ii) projected fiscal year bal­
ance sheets,profit and loss statements, and cash flows for the 
next five years, 1972 through 1976. 

The CAFfs contribution to its development lending operation 
consists of cash, roll-over funds, and borrowings from commercial 
banks. Immediate CAF fund availabilities have been adequate for 
the initiation of the projects and technical assistance approved 
to date (disbursements for these activities are estimated at 
$5.9 million in 1972 and at $3.4 million in 19731 None of the 
projects currently under promotion and development (a total CAF 
financial input of $154.6 million) can be funded, however, 
unless the CAF receives added resources. CAF estimates its 
1973 needs for this category to be $13.8 million. Its 1974 
disbursements for projects and studies under development are 
estimated at $21.6 million, at $29.1 million in 1975, and at 
$29.4 million in 1976. To meet the financial needs of the 
greatly increased lending activity generated by the projects 
now under development, the CAF plans to tap international 
banking sources for lines of credit and to secure funding 
from the IBRD and the German International Development Bank, 
as well as to obtain the $15 million A.I.D. loan and a $12.4 
millio~ loan from the lOB. 

This proposal calls for granting concessional loan terms 
of 2% during the 10 year grace period and 3% during the 30 year 
repayment period. Assuming a weighted average of 9% between 
project and feasibility study loans, this would give the CAF a 
7% and 6% spread. However, the CAF will be borrowing from 
others (i.e., IDB, World Bank, commercial banks. etc.) at an 
average rate of about 8%. Taking this into account plus CAF 
lending with its own capital at $5 million annually, the actual 
spread on total invested funds is the following: 



A.I.D. 

CAF 

Others 

Av. Spread 
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Annual Spreads and Percentages 
of Total Funds Disbursements 

1973 1974 1975 

7 (30%) 7 (23%) 7 (17%~ 

9 (30%) 9 (23%) 9 (17%) 

1 (40%) 1, (54%) 1 (66%) 

5.2 4.2 3.4 

1976 

9 (34%) 

1 (66%) 

3.7 

The above spreads are minimal considering the high costs of 
start-up and, in this case, promotion. 

4. Summary of Andean Integration progress 
4 

Trade among the Andean countries bas doubled during the past 
three years (not counting the substantial increases in petroleum 
shipments). Nearly all mineral and agricultural products, as 
well as 70% of industrial production, have already benefited 
from some duty reductions. Art 'increasing proportion of the 
trade is in manufactured goods.' These trade gains have been 
achieved despite serious initial administrative difficulties 
in the implementation of the tariff cuts. 

The level of tariff protection against imports from outside 
the region will not be determined until 1975. A Conunon Minimum 
External Tariff has already been defined, but it is not indica­
tive of future protection levels. 

Joint industrial development planning has been slow in 
overcoming initial obstacles. It appears that a concensus is 
now being reached on the basis of a more selective application 
of "Sectoral Programs of Industrial Development." Some regional 
investment plans in the electronic and metal-working industries 
are expected to be approved by August 1972. 

Long-range plans call for an annual industrial production 
growth rate of 10.9% during 1970-85. (The corresponding rate 
during 1960-70 was 7.3%). There are still some unresolved 
strategy questions regarding the attainment of these investment 
and production increases., . 
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Economic policy harmonization is progre.ssing on schedule. 
However, a set-back was suffered through a Supreme Court decision 
in Colombia which ruled that the Andean Foreign Investment Code 
had been implemented by unconstitutional means. Until this 
issue is cleared up, certain other joint policy measures may 
be held up. Except for the heavy investment in petroleum 
exploration in Ecuador and Peru, the inflow of foreign capital 
into the region has been slow. The admission of Venezuela to 
the Pact, which is now under negotiation, would strengthen 
the integration program considerably. 

With exception of the uncertainties surrounding investment 
decisions in the current political climate, progress to date 
in Andean economic integration can be considered satisfactory. 
The most encouraging sign is the increasing sense of pragma­
tism on part of the Junta and on part of the"member govern­
ments in facing up to obstacles as they develop in the 
implementation of the integration agreement. 

5. Views of the Coun~El Teams 

In the course of field trips during the past 6 months, the 
Project Committee has noted a great deal of enthusiasm for this 
loan proposal in behalf of all the country teams involved. 

6. Other Lenders 

The IDB now has under active consideration a 12.4 million 
dollar loan to the CAF. This loan will complement the proposed 
A.I.D. loan and will be usable in the public as well as private 
sectors. About 6 million of the IDB loan will come from 
ordinary capital resources and the balance from FSO funds. 
FSO funds will be used to finance studies and for relending 
in Ecuador and Bolivia only, the two lesser developed countries 
in the Region. 

The IBRDhas expressed interest to the CAF in participating 
in indivIdual project5~ however, it is not contemplating a 
global loan. 

The CAF is negotiating global loans with the Germans and 
Spanish. Nothing concrete has developed as yet. (These loans 
may be extended eventually on terms of 10-15 years with inter­
est approximating 6%.) Several other countries will make 
supplier type credits available. 

The Export~Import Bank stated that it had no interest in 
the proposed project since it clearly required concessionary terms. 
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7. Statutory Criteria 

The applicable Statutory Criteria has been me t. 

8. Recommendations 

That a loan of up to $15,000,000 to the CAF on terms of 
40 years with a grace period of 10 years and interest at 2% 
during the grace period, 3% thereafter be approved subject 
to the following major conditions: 

(a) Relending must be to 100% privately owned companies 
except that CAF may own up to 25% of a borrowing 
company. {The IFC may also be an investor.> 

(b) Relending must be directed to regional projects only. 

(c) Relending must be confined to industries and.,proj.ects in 
\llhich foreign private investrnept, is permitt~d. 

(d) Relending to inefficient industry will not be permitted. 

(e) A.I.D. will approve all subloans with A.I.D. funds 
which exceed $500,000. 

(f) There will be joint A.I.D./CAF reviews of performance 
following the disbursement of each $1,000,000 unless 
A. I ;b. o't1ierwrse agrees in writing. . . - ---

(g) Such other terms and conditions that A.I.D. may deem 
advisable. 



LIMITED OFFICIAL USE AID-DLC/P-1029 

June 1, 1972 

SECTION I - BORROWER 

A. Description 

1. Legal Status 

The Andean Development Corporation (CAF) is an 
autonomous,international, public development bank created 
in December 1969 by an agreement of the governments of 
Bolivia, Colombia, Chile, Ecuador, Peru and Venezuela. 
The six governments established CAF in order to promote 
economic inteqration and development in the Andean reqion 
and thereby establi,sh the basis for more progress within 
the broader LAFTA framework. 

2. Functions 

In order to achieve the objectives indicated in 
the Andean Agreement, the CAF has, among others, the 
following major functions: 

a) To carry out pre-investment studies and to 
prepare and direct the corresponding projects; 

b) To make known among the member countries the 
results of its research and studies in order 
to guide future investments; 

c) To provide, directly or indirectly, technical 
and financial assistance for the preparation 
and execution of projects; . 

d) To obtain national and foreign credits; 

e) To promote the acquisition and use of resources; 
and 

f) To issue bonds or other financial instruments 
whose distribution may be promoted within or 
outside the region. 

In addition to its role as a regional development 
finance institution, the CAF will be the central element 
in the promotion of mergers among Andean firms and in the 
establishment of Andean multinational enterprises. CAF 
policies call for it to bring together entrepreneurs and 

LIMITED OFFICIAL USE 
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professional managers from within and outside the region; 
to mobilize private and public capital; and to assist in 
the application of the latest technology to projects it 
promotes and banks. CAF also offers to existing industry 
in the region assist:ance in modernizing I merging I or 
changing product lines. 

3. Organization (Also see Annex I) 

manner: 
The CAF'S management is organized in the following 

a) Board of Directors (11): The Board of Directors 
is the top executive and administrative body 
of the CAP. It consists of one representative 
for each of the Class "A" shares held by each 

·0£ the six member countries and one representa­
tive for e('wh of the Class ItB" shares held by 
these countries. Ecuador and Bolivia hold a 
Class "B" share jointly, and they rotate their 
memberships annually. The Board of Directors 
ordinarily meets once a year. 

b) Executive Com~ittee (4): The Executive Committee 
is an operational body which can make decisions 
of a current nature. It consists of represen­
tatives from three of the six countries (these 
rotate annually) and the Executive President. 
The Executive Committee is empowered to approve 
loans by the CAF to $3 million and CAF obliga­
tions up to the same amount. 

c) The Executive president: The Board of Directors 
elects the CAP Executive President for a period 
of five years. He is the organization's legal 
representative and its highest ranking officer. 
Sr. Adolfo Linares, a highly respected Bolivian 
banker and la~yer, is the Executive President 
of the CAF. He was elected in June 1970 at 
the first meeting of the CAE' Board of Directors. 

d) The Secretary General: The Secretary General 
insures that the rescilutions and directives 
of the Board of Directors and the Executive 
Committee are carried out by the CAF staff. 
He also sees that contracts and other official 
CAF documentation is correctly classified and 
registered. The present Secretary General is 
Gaston Araoz, a lawyer and former Bolivian 
Ambassador to Venezuela. 
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e) Vice President for Administration and Finance 
The Vice President for Administration'and 
Finance is nominated by the Executive President 
and appointed by the Board of Directors. This 
position is held by Miguel Castillo Blanco, a 
Venezuelan economist and former official of the 
National Development Bank. 

f) Y,ice President for Program and Operations', 

The Vice President for Program and Operations 
is also nominated by the Executive president 
and appointed by the Board of Directors. This 
position is held by Dr. Enrique Vial Clark, 
a Chilean engineer and former general manager 
ofCORFO, the Chilean Development Corporation, 
durinq the Frei administration. . 

g) Departments and Offices 

The CAP is divided into four departments and 
three offices, as shown below: 

Departments -- ..... _---
Promotion 
Evaluation 
Operations 
Programs 

. Offices 

Treasury 
Legal 
Accounting 

. Integration 

The functions of these Departments and Offices 
are important in the implementation of the $15 million 
loan and are d~scribed below. 

(i) The Promotion Department,participates'in 
the identification and promotion of specific projects. It 
determines what technical or financial assistance is necessary 

LIMITED OFFICIAL USE 
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for the development of these projects and assists in the 
preparation of the project proposals. The Promotion 
Department also organizes and conducts the series of 
meetings, seminars, and conferences of regional businessmen 
and indus.tr ial executives which the CAF is sponsor ing in 
order to develop fundable regional projects. 

(ii) The Evaluation Department has the primary 
responsibility for analyzing and evaluating the totality 
of CAF operations, including the technical and financial 
aspects of those projects which have been approved for 
financing • 

. (iii) The Operations Department supervises 
the implementation of on-going loan projects. It is res­
ponsible for overseeing the meeting of all contractual 
agreements, of conditions precedent, of construction schedules, 
and of quality standards. All disbursements under subloans 
must be approved by the Department, subject to its review 
of the borrower's compliance with the loan terms. 

In addition, the CAF organization contains two 
special committees whose functions contribute directly to 
operations. These co~~ittees are: 

a) The Committee for Coordination and Operations, 
a consultative body of the Executive president composed of 
the Vice President of Operations and Finance, the Legal 
Advisors, the Integration Advisor, the Secretary General, 
the Director of Operations, the Director of Finance and 
the Chief of the Program Department. This' Committee 
reviews all loan proposals, operational plans, and adminis­
trative matters which are to be presented to the Board of 
Directors or the Executive Co~~ittee. It also prepareS for 
the Executive President status reports on all phases of the 
CAFts current operations and recommends courses of action 
responsive to problems and/or issues. 

b) . The project Committee consists of the chiefs 
of the Evaluation and Promotion Department and representa­
tives of the Legal Counsel, the Integration Department, 
and the Program Department. Its function is to review the 
analyses and feasibility studies relative to pending projects 
and to recommend appropriate actions to the Director of 
Operations. The Committee is also responsible for the 
preparation of the final loan proposals. 

LIMITED OFFICIAL USE 
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4. O~erating Policies 

CAF loans are subject to the following policy 
rules and regulations: 

. a) Amount: The m~n~mum amount of a project loan 
is $lOO,OOO,-except for Bolivia and Ecuador for whom it 
is $50,000. For feasibility studies, the minimum amount 
is $25,000, except for Bolivia and Ecuador where it is 
$12,500. Reimbursable technical assistance by the CAF 
is set at a minimum of $10,000 in each instance where 
it is requested. 

b) Participation Limit: The CAF does. not have any 
fixed limit on the percentage amount of its. participation 
in individual projects. Its original estimate of a 20% 
participation seems somewhat modest, however. The total 
project cost of the eight operations approved to date is 
$17,938,000. The CAF participation is $6,970,000, or 
roughly 39%. CAF's projections for projects now under 
development show a CAF participation close to 20%; however 
it is probable that this figure will be higher, if current 
operating experience is any guide. 

c) Interest Rates and Terms: 

(i) Rates: 

Feasibility Studies: These rates are 
fixed by the Board of Directors periodically, according 
to judgments on such factors as the source and cost of the 
funds, credit market conditions, administrative costs, the 
availability of other funds, and the nature of the project. 
To date, interest rates on the nine CAF loans for feasibility 
studies have all been at 6%. 

Loan Projects: These rates are set primarily 
on the basis of the feasibility study, but in all cases 
taking into consideration the factors outlined above. To 
date, interest rates on the loan projects have ranged from 
8.5% to 10.0% and-have a weighted average of 8.7%. 

Technical Assistance: An amount not to 
exceed that charged for the corresponding feasibility study 
and loan project. 

(ii) Terms: 

Feasibility Studies: A maximum of 6 years 
. with a grace period not to exceed two years. 
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Loan Projects: From six to 15 years, 
depending on the nature of the project, with a grace period 
not to exceed three years. 

Technical Assistance: A maximum of six 
years ana a maximum grace period of one year. 

d)·· collateral: The CAF reqt;;.ires that the 
borrower obtain guaranties for 100% of the value of the 
loan. Preference is given to guaranties by governments or 
national development institutions, although the CAF will 
also accept guarantees by well recognized financial insti­
tutions and banks. Collateral in the form of a mortgage 
of the borrower is not accepted. 

e). Purpose of Loans: The CAF will make loans 
for the carrying out of specific projects for production, 
services, or infrastructure which (1) are of common interest 
to two or more countries of the area; (2) although locally 
owned, contribute significantly to a broader subregional 
market; or (3) involve the reconversion of existing industries 
in accord with the requirements of an integrated market. 

The CAF makes loans for the construction of new 
plant facilities, the expansion and modernization of 
industrial plants, the purchase of machinery and equipment, 
and the establishment of transportation and commercial 
services. For Bolivia and Ecuador, the CAF may make loans 
ofa national character if the particular projects will 
contribute to the equit~ble participation of these countries 
.in the process of integration and measured development of 
the subregion. 

5. Sublending Procedures: 

Essentially, the CAF uses the conventional loan 
application and review procedures which are followed by 
the major development banks in Latin America, including 
appropriate credit checks. During 1971, Price Waterhouse 
conducted an extensive survey of CAF procedures and developed 
a comprehensive operational manual which modified to some 
extent existing CAF operations and gave them a formal 
basis. The Price Waterhouse plan, which the CAF has 
accepted practically without change, officially established 
and gave clear-cut responsibilities to the CAF organization 
departments. It also set up an elaborate set of regulations 
and guidelines for the processing of loan applications and 



The loan approval process, for instance, calls 
for the preliminary application to contain a host of 
information, including technical feasibility and marketing 
studies, financial projections, credit information, an 
operational plan, and legal matters. These requirements 
apply for all requests for CAF participation, whether they 
be for project and feasibility study loans or for technical 
assistance grants. (Examples of the required forms are 
attached as Annex II). Once the application is received, 
and it is determined that the project's objectives and 
nature meet the criteria established for CAF assistance, 
various CAF offices review and comment upon it (principally 
the Evaluation and Promotion Departments) • 

If it receives favorable comments, the application 
proceeds to the Coordinating Committee where a final 
decision is made. Once the CAF approves the preliminary 
application, the staff begins an intensive analysis of 
the project with the borrower. TO this end reports 
containing much more detailed information are prepared, 
and these are gathered together to form the final feasibility 
study. During this stage of project development, CAF 
works closely with the borrower to assist him in identifying 
those areas in which his project should be modified and in 
preparing the final loan paper. Examples of this aspect 
of CAF's technical assistance activity will be discussed 
in Section III • 

When they are completed, the final documents are 
reviewed by the Vice presidents for Operations and Finance. 

After approval by the Executive President the project is 
submitted to ,the Board of Directors or th~ Executive 
Committee for a final decision. . 

, , For all its on-going projects, the CAF requires 
per~od~c progress reports and a final end-of-project 
report. The CAF complements these reports with such 
fo~l?w-u~ activities as plant visits, checks on loan fund 
ut~l~zat~on and project progress, and the provision of 
such technical assistance as may be required. 

B. CAF Performance to Date 

1. Organizational and Promotional Activities 

In October and November 1970, the principal 
members of the CAF staff travelled to each of the six 
member,countri7 s in order ~o investigate just what projects 
of an ~ntegrat~on nature m~ght exist. From these and 
sub~e~u7nt Visits CAF,put together a list of 81 separate 
act~v~t~es, both stud~es and projects, which the Executive 
Committee approved as suitable for financing in June of 1971. 
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The Board of Directors confirmed this list during its 
meeting in November 1971. In June 1971 CA~ also increased 
the size of its staff and contracted Price Waterhouse to 
do a complete management study and develop an operational 
manual. This work has been completed and the manual 
approved by the CAF Execl.ltive Committee. In actuality, 
CAF's operations to date have followed the guidelines laid 
out in the manual. A review of its procedures for project 
evaluation and approval, as well as of the actual documents 
themselves, demonstrates that the CAF performs its operations 
in a thoroughly professional and impressive manner. 

In November 1971, the top CAF staff undertook a 
mission to many of the developed countries of Europe 
seeking sources of funds to finance the loan demand its 
preliminary investigations had uncovered. The team was 
well received and left excellent impressions on the various 
banking and governmental officials with whom it met. While 
several countries offered to participate in CAF financing 
via suppliers credits, no firm proposals with respect to 
concessionary financing were forthcoming at that time.> 

At t:his date, as the following table demonstrates, 
CAF is a functioning development finance institution. When 
the Sectoral Programs for Industrial Development begin to 
materialize, CAF's operations will multiply many times. 

2~ LENDING ACTIVITY TO 30 APRIL 1972 

Loans Approved Number Amount of Loan 

Private Sector 4 $1.600 
Public/Mixed 4 5.622 

Total 8 $7.222 million 

Loans In Process Number Amount of Loan 

Private Sector 18 35.900 
Public/Mixed 17 41.200 

Total. 3'5" $77.100 million 

C. Feasibility Studies Approved Number CAE' Contribution 

Loan 
Technical Assistance Grant 

Total 

9 
16 
2s 

1.TMT'T'Rn ()l<'FTr!TAT nc:!l;' 

$1.202 
.738 

$1.940 million 

------

John M
Rectangle



D. Studies in Process 

E. Lending Resources 

Paid in CAF capital 
Remainder CAF Capital 
BID Loan 
AID Loan 

Total 

-9-

Number 

4 

Available 

15.0 

15.0 

SECTION II - BACKGROUND 

A. Chronology 

LIMITED OFFICIAL USE 

CAF Contribution 

$1.770 million 

Anticipated 

10.0 
12.0 
15.0 
37.0 

The CAF as well as the Andean Subregional Group whose 
activities it complements, are part of efforts begun in 
the latter half of the 1950's to foster economic integra­
tion in Latin America. The following chronological sketch 
may serve to· clarify the main developments that preceded 
and accompanied the setting up of CAF. 

-- LAFTA. The Latin American Free Trade Association -- was 
formed with the signature of the Treatyrof Montevideo on 
February 18, 1960. The treaty took effect between seven 
signatory states on June I, 1961, and entered into force 
between all, eleven negotiating states (the 10 Republics of 
South America plus Mexico) by February 8, 1967. 

-- LACM. A more far-reaching goal, that of a Latin American 
Common-Market, was launched by the Declaration of Presidents 
of America at Punta del Este on April 14, 1967. 

-- Andean Subregional Integ;~tion Movement. Within the 
Latin American framework, a subregional integration effort 
was laund~among the Andean countries in the mid-1960's. 
While this was due in part to the lagging pace of LAPTA 
and LACM and to a desire on the part of the Andean countries 
to prepare themselves to compete within a wider setting, it 
should be emphasized that the Andean efforts have always 
expressly formed a constituent part of the LAFTA ones and 
this has been unambiguously recognized by LAFTA. 0.1 
August 16,1966 Chile, Colombia, Ecuador, Peru, and Venezuela 
(note that Venezuela participated, Bolivia did not) joined 
in issuing the Declaration of Bogota. In addition to general 
goals of subregional economic integration, establishment 
of a deve10pment corporation was discussed. 

-- CAP. Came formally into being prior to signature of 
the Andean pact. CAF was chartered February 7, 1968 by 
the five countries just mentioned, plus Bolivia. The 
Treaty of Cartagena, which established the Andean Pact, 
was signed May 26, 1969 and took effect October 16, 1969. 
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B. u.s .. Involvement to Date 

Concurrent with efforts to establish an Andean Sub­
regional Group the question of foreign, specifically U.S., 
assistance arose. 

-- In July 1968, 've stated that the U.S. was prepared to 
receive a request for substantial support to an industrial 
adjustment fund within the CAF framework. This would take 
the form of a dollar loan of perhaps as much as $25 million, 
in addition to appropriate Technical Assistance. This 
generally-phrased commitment has not to date been taken 
up. 

-- In December 1970 CAF, citing the 1968.statement, asked 
for a grant of $2.4 million for preinvestment studies. The 
request was denied with the explanation that AID funds 
were depleted for the current fiscal year. CAF was referred 
to international lending institutions. 

-- In January 1971, a grant of $20,000 was offered to the 
Junta, the political organ of the Andean Pact, but due to 
non-substantive factors it has not been made. 

-- Presently, an AID-financed $35,500 Price-Waterhouse 
Management study of CAF operations is underway. 

C. Current Loan Request 

1971 was a gearing-up year for CAF. In August and 
September officials of the organization made an exploratory 
trip around the world in search of sources of development 
funds. At the conclusion of that trip, CAF President 
Linares visited high-level State/AID Officials in Washington 
and requested $10-$15 million for re1ending within the 
Andean subregion. 

It was left that a decision in principle would be made 
within the Latin American Bureaus of State and AID on 
whether to proceed with consideration ·of CAF's request. 
If a positive determination resulted, a working level team 
would visit Caracas for preliminary discussions. Such a 
determination was made on January 3, 1972, when Assistant 
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secretary Meyer approved ARA-LA recommendations of 
December 29, 1971; it was concurred in by E in the Depart­
ment, and by PPC in AID. 

Conversations leading to the IRR were held with CAP 
in Caracas between January 17 and January 21, 1972. These 
conversations focused principally on seeking agreement from 
the CAF to three principal pre-conditions to further AID 
consideration of financial assistance. These conditions 
were outlined in the policy paper referred to above and 
were accepted by CAP as follows: 

(i) Relending must be confined to enterprises in the 
private sector; 

(ii) Relending should be only in those industries 
where foreign private investment is permitted and not 
discouraged; 

(iii) Relending must be directed to truly regional 
projects. 

The IRR was approved in March 1972 and a five-man 
State/AID team completed the intensive review in April. 
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Section III. Description of the Program 

A. AMOUNT 

Not to exceed $15,000,000 for relending to integration 
projects as defined below (terms -- 40 years, 10 years grace, 
interest at 3% to reflect the "seed-capital" nature of this 
loan). Up to $500,000 of the loan may be used for subloans 
to finance feasibility studies for integration projects and 
up to $500,000 of the loan may be used to finance promotional 
costs (described below). It is anticipated that the loan will 
be fully disbursed within 5 years from the date the Loan Agree­
ment is signed. 

With the exception of the $1,000,000 mentioned above for 
studies and promotional costs, the loan will finance only the 
foreign exchange component of projects. The Project Committee 
gave consideration to financing some project local costs, but 
based on a review of project requirements as presented in the 
loan applications in hand, CAPi'S local currency availabilities 
through its own equity resources and the anticipated partici­
pation by entrepreneurs and others in project financing, it 
was decided to exclude local cost financing of projects with 
A.I.D. resources. (Local costs are those expenditures which 
are effected in the sub-borrower's country.) 

The proposed $15,000,000 loan together with a proposed 
$12.4 million lOB loan will help initiate CAP operations on a 
1:1 long term debt to equit.y ratio (CAP paid in equity by 1975 
will be $25 million). While this is a fairly conservative be­
ginning for CAF, given the rather large amount of loan applica­
tions already processed and in hand (seen Annex III) and the 
rather lengthy disbursa~ent period of 5 years, the project 
Committee believes it is justified for the following reasons: 

(i) Both the A.I.D. and lOB loans, but particularly the 
A.I.D. loan, will force the CAF into a much stricter 
interpretation of "regional" or "integration" projects 
than that permitted by its own policy determination. 
'I'his will dilute effective demand somewhat for A.I.D. 
funds in the short term. 

(ii) The A.I.D. loan is reserved for private enterprise, 
and many of the projects being submitted during this 
first year of CAF operation involve public sector 
participation and/or sponsorship. 

In order to assist the CAF to develop a momentum in the 
formulation of new and truly regional projects in the private 
sector, A.I.D. is complementing its proposed loan with a 
$200,000 grant to help finance the extraordinary promotional 
costs Which we estimate will be required. This program is 
discussed in more detail below. 
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Notwithstanding the above, the approximately 50 million 
initial Financial Plan (25 million equity, 15 million A.I.D., 
and 12.4 million lOB) will not be sufficient to cover all of 
CAF's needs during the first 5 years. It is felt, however, 
that the A.I.D. and lOB loans ,will put CAF in a better posi­
tion to. seek. other favorable credits in Europe and elsewhere, 
as well as to request additional sUbscriptions of capital from 
its members when, it has, satisfactorily placed all available 
resources. In order to encourage the CAF to continue to seek 
addi tional credits c;m favorable terms, the loan permits the 
CAP to go to a 4:L del?t/equit:y ratio (debt with terms exceeding 
one· ye ar )'t:1i thou t further A. I • D. approval. . 

B. PURPOSE 

The princ'ipal purpose of the proposal is to accelerate and 
rationalize economic growth within the Andean pact region and 
promote economic cooperation and integration among the member 
countries, with special regard to the needs of the· less-developed 
members of the region~ 

I~ addition, the proposed loan will help establish the CAP 
as a major banking institution in the .region capable: of attract­
ing .additional resources from other donor countries and inter­
n~tional agencies to meet the growing needs of its member 
countries. 

The proposed loan will also serve to promote U.S. interests 
in the following ways: 

1. Within the Andean movement, the CAF is the'element 
most likely to base its decisions on pragmatic 
economic grounds rather than on politics, because of 
its role as the developmental agency of the subregion; 
because of Vene.::nrelan membership in CAF (not in the 
Andean Group); and because of the participation and 
influence of foreign capital. Thus a strengthened 
CAF might better withstand the influence of the more 
extremist partners and would lend support to moderate 
elements who tend to be in accord with many U.S. 
poli~ical and economic objectives. 

2. Meaningful assistance to CAF lvould have a favorable 
impact on the climate for private investment in the 
Andean region, by signaling our continuing concern 
for the growth of the region. Such support would 
enforce and give meaning to the U.S.G. stated view 
that significant development cannot take place without 
the active participation of private interests. 
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The CAF proposal is based on lending to the private 
sector only. Substantial support for CAF projected 
to be provided by the lOB and East European countries 
can be expected to be;nefit the public sector directly. 
particularly, for this reason, encouragement and 
support for the private sector via the CAF are clearly 
in the u.S. interest. 

3. The suspension of bilateral A.I.D. programs in some 
of the member countries makes it particularly de­
sirable that we cultivate those channels of com­
munication still open to us. U.S. assistance to 
theCAF ensures some U.S. participation in ways 
that can influence economic development and policies 
favorably. It will enable us to assist that sector 
most sympathetic to our interests and maintain working­
level contacts. The political effects in the area 
of such action are positive. 

C. KEY CONDITIONS OF THE LOAN 

1. Regional Projects 

During negotiation of the subject loan the term 
"Regional project" was given both legal and economic significance. 

The Project Committee and the CAF discussed at length the 
possible effect on the CAF of a rupture in A.I.D.'s bilateral 
relationship with a member country due to the application of one 
of the provisions of the Foreign Assistance Act which would bar 
new assistance, or require the suspension of existing assistance. 
The Project Committee pointed out that any such application would 
require theCAF either to make no new loans with A.I.D. funds to 
companies in the affected country, or to stop disbursements with 
A.I.D. funds on all outstanding subloans to companies located 
in the affected country. To treat this contingency the project 
Committee and the CAF agreed that it would be useful to ide~tify 
specific areas of lending, which due to the degree of regionality 
involved, would not be affected by application of any existing 
FAA sanctions against a particular country. Two such areas 
were so identified (NOS. a and b below). Both definitions are 
being reviewed now by A.I.D.'s General Counsel for a final 
determination. The remaining 5 categories are definitions which 
were agreed to on economic grounds with the clear understanding 
that subloans by CAF in these areas might very well be susceptible 
to Hickenlooper application. 

The Project Committee believes that the frank dis­
cussions held with the CAF concerning the legal ·ramifications 
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of an A.I.D. financed sub-lending program will better permit 
it to plan for contingencies in the development of its loan 
portfolio. . At the same time, the guidelines established offer 
CAP complete control and flexibility in the overall management 
and administration of its available resources. 

With respect to the above, therefore, a Regional Pro~t 
is one of the following: 

(a) A project initiated pursuant to and in accordance 
with any Sectoral Program of Industrial Development, 
approved by the Commission of the Andean Agreement. 

(b) A project which directly relates to the basic pur­
pose. ofa "Multinational Company" organized pursuant to 
the permanent provisions of Decision No. 46 of the 
Commission of the Andean Agreement. 

(c) A project consisting of the production of a new 
item: . 

(i) When said item is included on the list pre­
pared pursuant to Article 50 of the Andean Agreement 
as an item not previously produced in the Andean 
Subregion; and 

(ii) When a significant part of the total pro­
jected production is intended for export in the CAF 
subregion. (For purposes of this subparagraph (c)(ii), 
"s ignificant part" shall mean at least 40% or, when 
the CAF determines that special circumstances so 
justify, at least 25%.) 

(d) A project consisting of the production of items 
reserved to Bolivia or Ecuador pursuant to Article 50 of . 

. the Andean Agreement. 

(e) A project initiated pursuant to and in accordance 
with the. complementation agreement concerning the 
Petrochemical Industry (Complementation Agreement No.6). 
concluded in conformance with the Treaty of Montevideo. 

(f) A project which is undertaken pursuant to written 
agreement between the governments and/or private entities 
of two or more CAF member countries. said agreement pro­
viding for the substantial participation of entities from 
each of· said countries. in: 

(i) The capitalization of a new company for t~ 
purpose of producing new goods or services, or the 
substantially expanded capitalization of an existing 
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company for the purpose of substantially increasing 
the production of goods or services; or 

(ii) The' production of' goods or services. 

said goods or services to be sold primarily within two or 
more countries of the·, OAF subregion. 

(g) A project otherwise national in character when 
the purpose .is to supply the enlarged market of the CAF 
subregion, and ' 

(i) In the case of the production of items by a 
new company; when a significant part of the total 
projected production is intended for export in the 
CAF subregion. (For purpose of this subparagraph 
(g)(i) "significant part" shall mean at least 40%, 
or, when the CAF determines that special circumstances 
so justify, at least 25%); or 

(ii) In the case of the expansion of production 
by an existing company, when a significant part of 
the additional projected: production is intended for 
export in the OAF subregion. (For purpose of this 
subparagraph (g)( ii), "significant part" shall mean 
at least 50%, or, with respect to a project in 
Bolivia or Ecuador at least 35%.) , 

(h) Such other projects as CAFand A.I.D. may agree 
upon in writing. 

2. Private Enterprise 

Subloans with A.I.D. funds will be made to 100% pri­
vately owned firms. The only exception will be to permit OAF 
ownership of up to a maximum 25% in order to promote OAF's 
role in developing a capital market in the area and to fill 
the expected short-term need for venture capital in the larger 
undertakings. CAF will be required to spin off to the Andean 
private sector its ownership in any A.I'.D. financed enterprise 
written three years 'af,ter the A.I.D. loan has been fully repaid 
or describe in writing to A.I.D. the attempts made to effect such 
distribution and the reasons for their failure 

3. Foreign Investment; 

Subloans with A.I.D. fUhds will not be made iil fibY 
ipdustry or for any project in which foreign private inves~~ent 
is not permittetlwhether as a result of a,oountry's implementa­
tion' of the Andean Foreign I'nvestment Code (The Code) or under 
the laws of any member country. Mixed, national 
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or foreign enterprises as defined by The Code will qualify for 
A.I.D. financing as long as no public investment is involved. 
lv1ul tinational Enterprises which permit up to 40% foreign 
investment will also qualify. 

For purposes of this condition industries which permit 
no investment from outside the area will be excluded from financing. 

4. E!conomic Efficienc,X 

The Loan Agreement will contain a covenant in which the 
CAF agrees that inefficient industry will not be financed under 
the loan. Impl~~entation Letter No. 1 will contain efficiency 
guidelines as described below. 

The Latin Americans industrialization process has been 
based primarily on the development of import substitution in­
dustries. These industries have been accorded a substantial 
amount of protection from the rigors of international competi­
tion by a wide range of tariff and non-tariff barriers. As a 
consequence, many of the industries are highly inefficient and 
can only survive behind tariff walls which exist at high levels 
far longer than any reasonable "period of infancy" could justify. 

One of the objecti.ves of this loan is to foster the 
development of industries 'I:<1hich have a reasonable assurance of 
becoming competitive on the basis of world-wide standards. 
Both A.I.D. and CAF are anxious to avoid the establishment of 
more inefficient industries within the subregion. Consequent­
ly, as part of the normal project review, CAF will establish 
to its satisfaction that any project for vlhich A. I .D. funds 
are to be used will meet certain minimum standards of economic 
efficiency. 

In addition to assuring that the interests of the USG 
in financing only efficient industries is protected, this re­
view process also contributes to strengthen the institutional 

. capability of CAF, another primary objective of this loan. 

The basic guideline for the use of A.I.D. funds is 
that the industry not be protected from real or potential 
competition--both domestic and international. The basic ele­
ments of protection encompassed by this guideline are tariffs, 
non-tariff barriers, and restrictions on the establishment of 
competing firms. 

In the area of tariffs, for the purposes of this loan 
an industry will not be considered efficient if it needs more 
than 25% tariff protection. If the level of tariff protection 
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required is higher than 25%, CAF will have to make a specific 
determination on a case by case basis that the 'industry is 
efficient in spite of the higher protection. The 25% figure 
was picked as being relatively moderate in the Latin American 
context of generally overvalued exchange rates and high-cost 
imports. 

It is more difficult to establish a minimally accept­
able level for non-tariff barriers -and restriction on the 
entry of competing firms. Consequently, where such barriers 
and restrictions exist, CAF will have to make specific deter­
mination, again on a case by case basis, that the industry is 
efficient in spite of the barrier or restriction. 

In all these cases there is a presumption that CAP 
will seek to have the restrictions reduced or eliminated. 
Since the actual elimination of trade barriers requires govern­
mental action, which is a time-consuming and difficult process, 
it does not seem desirable to make the lowering of tariffs a 
condition precedent for use of the A.I.D. funds. Nevertheless, 
it is hoped that via this loan the CAP may be able to exercise 
some influence in seeing trade restrictions reduced or 
eliminated. 

There are a number of circumstances where it may be 
demonstrated that an industry is efficient or potentially 
efficient and yet not come within the above basic guideline. 
The primary justification would be for an "infant industry" 
which needs a certain level of protection until its able to 
stand on its own two feet. In such cases, however, the CAP 
must demonstrate that the infant has ,some prospects of even­
tually growing up and that it will not need substantial pro­
tection indefinitely. Another example would be if over 25% 
tariffs or NTBs or other restrictions existed but the CAP 
could show they were not needed by the industry, e.g., if the 
industry exports a substantial amount of its production. There 
are numerous examples of excess "water" in the Latin American 
tariff structure. In such a case, the CAF would make its best 
effort to have the unnecessary restrictions eliminated. There 
may also be cases where an existing industry does require some 
protection in the immediate future but where it has clear pro­
spects of becoming efficient within a reasonable period of 
time. A pattern of gradually declining levels of protection 
would provide evidence of such a situation. 

In these and other cases which may arise, A.I.D. will 
have ample opportunity to ensure that CAF justification of 
projects on the grounds of economic efficiency will be on 
terms acceptable to A.I.D.,As .is noted below, ". I: .' 
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all subloans over $500,000 must have prior A.I.D. approval 
and subloans of less than $500,000 are subject to the normal 
A.I.D. post-audit. In addition, as part of the $1 million 
reviews also mentioned below, A.I.D. and CAF will review the 
criteria for assessing economic efficiency used in the loans 
approved as of that time. 

S .A. I. D. Approval of Subloans 

A.I.D. will approve all subloans which are made with 
$500,000 of A.I.D. funds or more. This follows the pattern 
established with CABEI and the Caribbean Development Bank. 
The $500,000 was negotiated with the CAF on this basis. 

A.I.D. approval of subloans proved to be a highly 
sensitive issue with the CAF given existing suspicions that 
A.I.D. was seeking a disguised veto authority. 

6. Reviews of Progress 

A.I.D~ and the CAF have agreed to review progress 
after the disbursement of each $1 million of A.I.D. funds. 
The main purposes of these reviews will be to test th~ . 
regionality and economic efficiency guidelines establ~shed 
above and to ensure that the promotion program is attaining 
the desired objectives. Naturally, the reviews will also 
assess overall progress, the CAF's financial situation, the 
~soundness of. sub-projects, etc. 

If, after the first couple of reviews, it is determined 
that future reviews need not be so frequent, such agreement will 
be expressed in writing with a new schedule. 

D. Project Development 

It is important to recognize the special catalytic effect 
.. which the CAF by its very existence has already had on the pro­

motion and development of regional projects among the Andean 
countries. The CAF, with its overview of the regions' markets, 
industrial character and potentialities and entrepreneurs,and 
its knowledge of the project implications of the various re­
gional integration programs set forth in the Treaty of Cartegena 
and now under development by the Andean Junta,constitutes the 
only institution able to promote effectively those projects 
whichwill advance Andean integration. 

The local financial institutions are by their very nature 
inadequate to the task of effectively promoting and developing 
projects which cross national borders. The CAF, because of its 
regional orientation and competence, provides the instrument 
whereby funds can be directed to a large number of regional in­
dustries in collaboration with local banking institutions. 
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CAF's monetary and technical resources enable it to play an 
influencial role in determining the specific shape and nature 
of these projects, not only so that the borrowers take advan­
tage of all marketing and technological opportunities in the 
region, but also so that the local financial institutions 
themselves can be encouraged to foster and take part in the 
type of operations CAP favors. 

This interaction between the CAF and the local development 
banks comprises a significant part of the promotional effect 
CAF is exercising. In five of the eight sub-lending projects 
approved thus far, the CAF has enlisted the financial and tech­
nical assistance of local banks and development institutions 
in the respective countries where the projects are located. 
In most instances, the CAF shared some of the feasibility study 
and project development costs with the local organizations, as 
well as participating in the actual lending~ The degree of CAP 
"leverage" in using local development banks effectively is best 
demonstrated by the following table of approved CAF loans. 

Local Borrower 
LOAN COUNTH.Y TOTAL CAP and Banks ICI 

ECUATUN Ecuador! 3,246 500 1,706 1,040 
Chile 

TeZulay Ecuador 1,240 250 805 185 

INGESA Bolivia 450 180 114 156 

SALCO Ecuador 980 120 561 229 

ANDEC Chile! 4,240 800 3,200* 240 
Ecuador $10,156 1,850 6,386 1,920 

* includes 1,200 external credits. 

CAF officials stress that although to date the industrial 
development banks they have worked with most extensively are 
the Ecuadorian Securities Commission (CV-CFN) and the Bolivian 
Development Corporation (CBF), the CAF has also established 
close and productive working relationships with development 
finance institutions in each of the six member countries. For 
instance, CAP has signed formal working agreements with the CBF 
and BISA, a private development bank in Bolivia, with a consor­
tium of the nine largest Colombian private financieras as well 
as with the Colombian Development Institute; with CORFO in 
Chilej with the CV-CFN in Ecuador; with COFIDE in Peru; and 
with the Venezuelan Institute of Foreign Commerce (ICE) and the 
Venezuelan Development Corporation. (One of the Agreements is 
attached as Annex IV.) 
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CAF associations with these institutions, as well as with 
others, have led to the identification and development of many 
projects now in the promotional stage. Such projects include 
acrilic fibers and coke in Colombia; wood products and petro­
chemical by-products in Ecuador; lubricating oils, construction 
materials, refrigerator assembly, and non-ferrous metals in 
Bolivia; African palm, wood products, and fish processing in 
Peru; furniture assembly and production, heaters and heater 
valves, motor compressors, and fruit concentrates in Chile; and 
edible oils, meat production, shipping yard facilities, and the 
Rio Limon bridge in Venezuela. 

Cooperation between the CAF and these institutions has 
made possible a valuable interchange of information, talent, 
and resources. Each has its has its particular and distinct 
role to play. Rather than creating harmful competition for 
projects or a duplication of energies, mutual participation 
by·both the CAF and local financial institutions has shown 
that it produces increased project development and lending 
activity for both parties. . 

In addition. to the important amounts of formal technical 
assistance which the CAF provides to certain prospective bor­
rowers in the form of feasibility study grants, the CAF uses 
its own technical personnel for project identification and 
development activities which constitute a significant promo­
tional input. Such CAF involvement was the crucial factor.in 
the realization of seven of the eight projects approved for 
funding to date. In several of these (FANAVISA, Rice' Storage 
facilities, TEZULAY) preliminary plans for feasibility studies 
were unacted upon until CAF personnel took the initiative by 
organizing various financing sources and putting the packages 
together. In others, such as ANDEC, ECUATUN, the Bolivian 
rice storage facilities, and SALCO, the CAF also assumed the 
lead role in resolving existing debt and stockholder problems 
which had theretofore prevented a successful financing. 
Special CAF missions are constantly visiting existing as 'tvell 
as potential projects. This intensive CAF involvement in 
every aspect of its program is bringing results. New projects 
grow out of existing ones; the CAF has already found a very 
attractive subloan possibility as a result of its SALCO 
operation. . 

As important and fruitful as these activities have been, 
however, the CAF recognizes that its promotion program must:be 
strengthened if it is to take advantage of the myriad of fund­
ing possibilities which regional integration offers. In the 
first instance, the CAF readily admits that a great number of 
the $412 million of projects in the development stage require 
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additional promotion, study, and technical reworking before 
they reach the bankable stage. To this end, it has requested 
that A.I.D. provide that a portion of its loan, $l~ million, 
be used for reimbursable feasibility studies and certain pro­
motional costs. A part of the IDB loan will also be available 
for this purpose. 

CAF has developed a plan for a special promotional program, 
the first parts of which will be funded by a $200,000 A.I.D. 
grant. The program should help the CAF to establish effective 
investment promotion procedures. It will also facilitate the 
dissemination of information among the Andean Pact organiza­
tions, the national governments, and the potential suppliers 
of financial, technological, and managerial resources. A major 
objective will be to expose private entrepreneurs in the Andean 
countries to the possibilities of plant expansion and new re­
gional investment, particularly through the recently decreed 
"Andean Multinational" Enterprise. tt The program will also estab­
lish the CAP asa one-step information source for investors as 
a whole, a facility which is lacking in each of the individual 
countries, as well as in the region as a whole. 

The specific plan calls for the CAF to organize together 
with local sponsors, such as the chambers of industry and trade 
associations, semin'ars on investment opportunities revealed by 
the various industry sector studies, as well as the rationaliza­
tion plans and other development or investment programs proposed 
by the integration organs. The seminars would be project 
oriented and concentrate on concrete investment possibilities. 
The seminar leaders would be the principal consultants which 
developed the background studies, independent experts in the 
particular industrial sector, and representatives of the inte­
gration organs. The seminars would not only enable the CAF to 
awaken the Andean investment and industrial communities to the 
specific opportunities opened to them by the new integration 
regulations; they would also promote the CAP's standing in the 
area and contribute to its reputation as a serious promotional 
and banking entity to whom all interested parties interested in 
regional activities could turn. The promotional benefits of 
this program, should be very great and should result in a signi­
ficant expansion in the number of projects appropriate for CAP 
financial participation. ' 

The size of the proposed A.I.D. loan is based on an esti­
mate of the minimum amount of foreign currency financing the 
CAP will need to handle bankable subloan projects which meet­
the criteria established above. Actually, there is no question 
that the effective demand for credit of this type substantially 
exceeds the resources open which the OAF can realistically count 
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on at this time. Of those projects now in the process of 
development, eighteen cc;mcern the private sector alone and 
represent a total CAP participation of almost $40 million. 
As explained earlier, the CAF assumes a twenty percent parti­
cipation in total project cost. Experience to date has shown 
this ~igure to be very low; the CAF has taken a rmlch larger 
role in project financing (up to seventy percent in one instance, 
and its average participation to date is close to forty percent). 
Consequently it is probable that the ~~IS funding requirements 
for projects in the private sector now under development will 
be greater than anticipated and may indeed be in the neighbor­
hood of $80. million. In this context, the proposed $15 million 
A.I.D. loan is minimal. Examples of six projects in advanced 
stages, of development which the CAF believe will easily qualify 
forA.I.D. funds are listed in Annex III • 

. Given the. newness of both the CAP and the types of opera­
tions it is attempting to put together and finance, progress to 
date has been surprisingly rapid (see Annex III). The CAF has 
gotten off to a promising start. The effect of the A.I.D. and 
lOB loans sh:uld be catalytic; they will give the CAF renewed 
credibility among investing and industrial groups throughout 
the region which should in itself stimulate the conception and 
presentation of bankable. projects. 

This demand is not one which the national financial insti­
tutions can or should handle on their own. Limitations on 
technical and monetary resources prohibit a national develop­
ment bank from taking on truely regional projects by themselves. 
There is no question, however, of the important role these 
institutions will play in assisting the CAF to identify, develop, 
.;lnd fund such operations. The GAFfs lending potential and its 
promotional efforts will lead to greatly increased promotional 
and lending activity by the national institutions. The partner­
ship with CAFelaborated above should bring about not only new 
uses for national financiera funds in regional projects but also 
new demands by the ancilliary industries which provide support 
in supplies, services, and equipment. 

Promotional costs which will be eligible for A.I.D. financing 
are as follows: 

1. Consultant services to refine and strengthen the GAFfs 
institutional investment promotion program; 

2. Costs related to the preparation and execution of 
promotional seminars (principally consultant services); 

3. U.S. publications, research reports, and technical 
information services; and 

4. Contract technicians to promote the development of 
specific projects. 
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Section IV. Background and Status of Andean Integration 

Summary 

The trade liberalization program is on schedule and has 
produced an appreciable increase in intra-Andean trade. Nearly 
all mineral and agricultural products, as well as 7070 of in­
dustrial production, have already benefited from some duty 
reductions. The policy on tariff protection against imports 
from outside the region is stilL.undetermined. A Common 
Minimum External Tariff has already been defined, but it is 
not indicative OD future protection levels. Joint industrial 
development planning has been slow in overcoming initial ob­
stacles. It appears that a concensus is now being reached on 
the basis of a more selectiYEJ application of "Sectoral Programs 
of Industrial Development. ".!.r There still are some unresolved 
strategy questions regarding the ways and means of increasing 
the growth rate in industrial production (1960-70 annual growth 
rate was 7.3%; goal for 1970-85 is 10.9%). Economic policy 
harmonization is progressing satisfactorily. However, a set­
back was suffered through a Supreme Court decision in Colom~ia 
which ruled that the Andean Foreign Investment Code had been 
implemented by unconstitutional means. Until this issue is 
resolved, the implementation of certain other joint 'policy 
measures may be held up. The inflow of foreign capital into 
the region has been slow due principally to uncertaintiess 
associated with the Andean Foreign Investment Code and the 
political climate in general. The admission of Venezuela to 
the Pact, now under negotiation, would strengthen the integra­
tion program considerably. Chances that Yenezuela will accept 
full-fledged membership, as provided for in the Agreement of 
Cartagena, are less than even. Except for the uncertainties 
surrounding investment decisions in the current political cli­
mate, progress to date in Andean economic integration can be 
considered satisfactory. The most encouraging sign is an 
increasing sense of pragmatism on part of the Junta and on 
part of the member governments in facing up to obstacles as 
they develop in the implementation of the integration agreement. 

Definitiont mtl}.Te:fms(!rrn~:: 

Agreement of Cartagena: Agreement, signed on May 26, 1969 by 
Colombia, Ecuador, Peru, Bolivia and Chile, which 
initiated the formation of an Andean Common Market. 

11 The Sectoral Programs of Industrial Development are plans 
which seek to assign the production of products which require 
an enlarged market to specific countries in order to achieve 
economics of scale. 
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Commission: Highest organ of the Andean Pact, made up of 
representatives of the governments of the member 
countries. The Commission meets three times a year 
in ordinary session and in extraordinary sessions 
when petitioned by a member government or by the 
Junta. 

Junta: Permanent secretariat of the Agreement of Cartagena 
with he.adquarters in Lima. The Junta has three 
Hembers and an international staff of about twenty-six. 

Andean Development Corporation: A regional development finance 
institution established by the governments of 
Venezuela, Colombia, Ecuador, Peru, Bolivia and 
Chile. Its charter was signed on February 7, 1968. 
The Corporation, with subscribed capital of $25 
million, is headquartered in Caracas. 

The following discussion of progress and problems in the 
Andean integration movement has been divided into 5 sections: 

A. Trade Liberalization 
B. Duties on Imports .from Outside the Region 
C. Industrial Development Strategy 
D. Economic Policy Harmonization 
E. Foreign Investment Trends 

A. Trade Liberalization 

The general program of trade. liberali.zation calls for the 
gradual elimination of all intra-Andean tariffs over a ten-year 
period. The first step, as of 1/l/7l, eliminated all non­
tariff·trade restrictions and put into effect a uniform tariff 
level on imports from within the region. This uniform "start­
ing point," established for each individual tariff item, was 

,based on the lowest pre-integration rate in either Colombia, 
Peru or Chile, but not exceeding 100% ad valorem for any pro­
duct. Ten percent annual reductions are made from this common 
starting point until the duties ~Yill reach zero by 12/31/80. 
The first 10% cut was made as of 1/1/72. Fractions in duty 
rates resulting from these reductions are rounded off downward. 

Ecuador and Bolivia have more favorable treatment. Exports 
from those countries to Colombia, Peru or Chile are freed of 
all duties in three years (annual reductions of 40%, 30% and 
30%) instead often. As of 1/1/72, the first 40% reduction 
went into effect •. Ecuador and Bolivia enjoy various additional 
tariff advantages, including a more liberal time table for the 
opening of their markets to exports from Colombia, Peru and 
Chile. 
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The general trade liberalization program does not cover 
all products (only about 3,400 out of the approximate total 
of 5,900 tariff items at a certain level of aggregation). The 
remainder is roughly divided into two groups: Thosefreeed 
immediately of all tariffs and those reserved for "Sectoral 
Programs of Industrial Development." 

1. All tariff and non-tariff trade restrictions on the 
·170 items in the LAFTA "Common List," as well as on 
some 350 items currently not produced in any of the 
member countries, were removed in early 1971. The 
"Common List" includes coffee, bananas, long-staple 
cotton, fish oil, cacao products and other staples. 

2. The approximately 1,980 items or products reserved 
for Sectoral Programs, some of them currently pro­
duced in the region while others are not, are not 
affected by the regular tariff cutting measures. 
The Sectoral Programs are to be designed in such a 
way, however, that the intra-Andean .·tariffs will be 
eliminated before the end of the regular ten-year 
trade liberalization period. Products in this 
category not "programmed" by the end of 1975 will 
revert to the general trade liberalization program 
at the scheduled level of reduced tariffs. 

On insistance of some of the signatories, a provision for 
ttLists of Exception" was included in the Agreement of Cartagena. 
It permits the member countries to exempt a certain number of 
products temporarily from duty reduction. (The freeing of 
these products from intra-Andean tariffs is postponed from 
1980 to 1985.) Only products covered by the general ten-year 
liberalization program can be included in 'these national lists. 
Approximately 1,200 products, out of the total of 3,400 in this 
category, are in one way or another affected by this measure. 

Trade among the Andean countries is already responding to 
the various integration measures. While the annual increase 
in such trade was only about $3 million between 1961 and 1969, 
the annual increase has expanded to over $20 million between 
1969 and 1971. Preliminary trade figures are presented in 
Table I. Petroleum shipments ($35.5 million in 1971) are not 
reflected in the table. Furthermore, the figures do not re­
flect the fact that the more recent trade increases (in 1971) 
represented largely industrial products. 

An examination of the product categories in which trade 
increased significantly shows that many of these have not bene­
fited from duty reductions to date. Some of the new trade 
opportunities are developed simply through increased contact 
among businessmen. 
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1961 1962 

2/ Bolivia - 570 400 

3/ Colombia - 5,247 6,539 

Chile 5,529 5,961 

Ecuador 7,539 5,909 

Perd 18,642 27,434 

Total 37,527 46,!43 

TABLE I 

1/ Andean Group: Intra-Regional Exports -

Not Including Petroleum 

(Thousands of Dollars, FOB) 

1963 1964 1965 1966 

241 396 1,243 3,126 

4,772 6,812 10,423 15,906 

5,810 7,569 8,729 10,104 

7,727 10,189 9,998 9,044 

29,851 34,766 24,328 25,382 

48,401 59,732 54,721: 63,562 

1967 
. 

2,839 

13,294 

10,704 

11,724 

14,067 

52,628 

Estimates 
1968 1969 I 1970 

3,678 4,846 4,984 

17,715 .23,205 38,905 

10,078 10,848 18~743 

12,225 18,661 17,074 

17,603 21,610 21,550 

61,299 79,170 100,356 

Sources: 1961-19681 Document DT 844 of the Executive Secretariat of LAFTA, Montevideo 

1969-197f: Estimates based on various sources 

I 1971 

3,474 

49,507 

25,188 

21,402 

21,808 

121,379 

1/ Exports, by year, from each Andean Pact member country to the other four. 
11 Petroleum exports from Bolivia to the other Andean countries, not reflected in the table, 

were valued as fo11o~s. 1970 $ 516,000 
1971 $6,739,000 

1/ Petroleum exports from Colombia to the other Andean countries, not reflected in the table, 
wcre.va1ued as follo~s. 1969 $14,279,000 

1970 $28,607,000 
1971 $28,822,000 

I 

I 
k 
-:-. 
I 
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For Colombia, the Andean region has become the third 
most important market (after the U.S. and Germany). The most 
encouraging sign, according to a recent Colombian Government 
report, is the fact that in 1971 over 50% of all exports to 
the Andean region (not counting petroleum) consisted of manu­
factured products. By comparisQn, less than 20% of Colombian 
exports to the U.S~ are made upof manufactured products. 

The enforcement of the tariff cuts and of the removal of 
non-tariff trade barriers is not, however, without difficulties. 
At the Commiss.ion meeting March 13-18, the Ecuadorean represen­
tative, as official spokesman for his government. listed the 
following examples of improper compliance with Andean Pact 
rules on part of importing countries. 

1. Arbitrary requirements and obstacles in the issuance 
of sanitation certificates. 

2. Delays in.the issuance of import permits. 

3. Foreign exchange allocation by country or region on 
the basis of import volume during the previous year. 
(Reference to Peru.) 

4. Failure to take the Common Minimum External Tariff 
properly into account, as preference margin for 
.regional suppliers, in price comparisons with quota­
tions from non-Andean sources. (Reference to situations 
where the state handles imports and exports.) 

5. Certain administrative acts or differential exchange 
rates which hinder trade. 
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Problems have also been encountered with payments clear­
ances, with violation of origin rules (excessive import content 
in refrigerators, for example), as well as with pricing 
policies .11 

These and ,related difficulties, however, should not be 
interpreted as a crisis in Andean integration. The governments 
are quite responsive, sometimes at the level of the Presidency, 
to take corrective action. As frequently pointed out by inte­
gration 'officials~ initial problems were expected to arise and 
they can be overcome as economic interdependence among the 
member countries increases. The same Ecuadorean spokesman 
referred to above expressed this idea as follows: 

"Mull1tinational investments and the multilateral or bi­
lateral participation in specific industries or projects 

'will perhaps constitute the best and strongest foundation 
for Andean trade. In this' sense, Ecuador believes that 
a gradual interrelationship will produce itself among 
agricultural and industrial interests, multilaterally or 
between ,pairs of countries, the resulting benefits of 
which will far exceed those derived from simple commercial 
exchange. II • 

1/ An example of the pragmatic solutions found to given trade 
problems concerns the export of canned sardines from Ecuador 
to Colombia (valued at over $2.5 million in 1971). One of 
the special trade concessions granted to Ecuador as country 
of lesser development was the elimination of duties, as of 
1/1/71, on. two types of canned fish products. Colombia 
claims 'that the tariff elimination was matched by price 
hikes so that the net effect was a loss in Colombian Govern­
ment revenues and an liexorbitant tt increase in profits of the 
Ecuadorean exporters. As a first step Colombia complained 
to the Ecuadoreans; but to no avail. (The latter asked: 
"Isn 1 t this what integration is all about?) Two other steps, 
however, did produce results. On the one hand, the Ecuadoreans 
were informed that a "study" may have to be undertaken to 
determine whether the types of fish in those cans really 
corresponded to the classification on which the duties had 
been eliminated. On the other hand, IDE}~ (a Coldmbian state 
organ concerned with price support programs and also handling 
the import and export of certain agricultural staples) im­
ported canned sardines from Europe with little regard for 
customs duties or for preference margins for regional sup­
Rlfers. The price of the Ecuadorean sardines dropped and 
the controversy was resolved. 
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B. Duties on Imports From Outside the Region 

A Common External Tariff (CXT), applicable on imports from 
outside the region, should be in force by 1980. The inter­
mediate steps are the following: 

1. A Common Minimum External Tariff (CMXT) has been 
. approved for all products except for those reserved 
; for "Sectoral Programs of Industrial Development. It 

Tariff rates which are below the CMXT have to be 
raised to that level in five annual 20% steps. The 
first of these increases, where applicable, already 
went into force. 

2. The Junta will, prepare the proposal for the defi~e 
CXT by the end of 1973 and the Commission should 
approve it by the end of 1975. Between 1976 and 
December 31, 1980 the member countries will gradually 
adjust their existing rates to the CXT which should 
be in force throughout the region at the end of that 
transition period. 

The CMXThas the purpose of establishing a minimum margin 
of preference for regional production and to facilitate the 
adoption of the CXT. The former was designed by dividing the 
universe of tariff items into eleven groups t using as a basis 
a weighted average of four criteria: degree of technological 
complexity, grade of elaboration, type of inputs and degree of 
labor intensity. 

Table II provides comparisons between nominal tariffs in 
the Andean countries, the CMXT and the EEC Common External 
Tariff. The CMXT is appreciably lower and less unequal (lower 
standard deviation) than the pre-integration rates in the mem­
ber countries. The EEC tariffs, of course, are much lower. 

What indication does the CMXT give regarding the external 
tariff that will be finally agreed on? This question is closely 
tied to the region's overall industrial development strategy, 
which will be examined in the following section. 
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Andean GrouE: Nominal Pre-Integration Tariffs in 'the Member 
Countries, the COrmlon Minimum External Tariff (CMXT) and 

the EEC Common External Tariff 

(Un~eighted Sector Average) 

Per Cent 

Sectors Bolivia Chile Colombia Ecuador Peru (CMXT) 

Agriculture 77 133 45 125 57 29 
Fishing 25 150 52 102 86 27 
l>1i ni ng 60 132 20 58 65 11 
Food products 49 268 92 192 92 50 
Beverages 95 388 75 291 208 64 
Tobacco 40 186 143 195 117 42 
Textiles 72 190 67 101 , 103 60 
Clothing, shoes ;6 283 183 184 210 80 
Wood products 78 172 115 121 110 47 
Furniture 53 152 77 116 ,85 52 
Paper products 52 173 64 83 88 40 
Printing 45 160 52 53 71 21 
Leathel" products 76 250 .S6 124 115 45 
Rubber products 62 170 98 98 78 58 
Chemicals 34 101 32 52 56 32 
Petroleum, coal prods. 31 111 33 57 56 35 
Non-metallic mineral 61 i64 72 86 SO 42 

products 
Basic metals 36 87 31 49 67 27 
Metal products 52 149 56 79 76 46 
Non-electrical 

machinery 27 79 35 45 48 43 
Electrical machinery 42 110 40 56 60 55 
Transport eqUipment 42 183 76 81 58 42 
Other. industries 47 164 69 93 90 50 

Arithmetic 
average 54 172 70 106 90 43 

Standard deviation 19 68 37 I 58 41 15 

Eurcpean 
Economic 

Comnunity 

10 
20 
15 
15 
10 
3 

11 
15 
14 

14., 

7 
14 

7 
15 
13 
16 

12 

4 

Source: Andean Group: National Tariff Schedules. Europe: Ba1assa (165 p. 580) 
CMXT: Junta del Acuerdo de Cartagena E1 Arancel Externo M!nimo COrnUn, 
mimeo, 1971. . 
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C. Industrial Development Strategy 

IISec toralPrograms of Industrial Development" are expected 
to playa significant role in the integration process. They 
will primarily cover projects which need the enlarged regional 
market for adequate economies of scale. The feasibility of 
such projects will have to be examined not only in terms of 
available re'sources', :but also ,in terms of the willingness of 
the member countries to make ,their economies increasingly 
interdependent. 

LAFTA Complementation,Agreeme nt No a 6, covering thirty­
nine produc~s, in the petrochemical industry, is a forerunner 
of Andean Sectoral Programs. Its current status and the 
experience ,gained from it are discussed in Appendix 1. It 
generally is consi4ered a success. 

Sectoral Programs are eXpected to, be finalized and approved 
during the coming months in limited areas of the petrochemical, 
electronic and metal-working industries. It is only natural 
that differenqes in points of view have arisen regarding the 
extent and type of 'programming. Although all member countries 

'seem to be convinced that coordinated investment can produce 
significant net gains ,a country t s views 'on integration 
strategy are conditioned by its' relative level of development, 
by contrasting short and long te.rm considerations, as well as 
by differences in phimosophical outlook. 

A brief presentation follows of the principal arguments 
for and against extensive use of Sectoral Programs. First, 
the arguments frequently heard against extensive programming: 

1. The' reservation' of s'ome, 1,980 items for Sectoral 
Program in December of 1970 was a way to overcome a 
deadlock in negotiations. By placing many items in 
this'category, the interests which feared the im­
mediate effects of programmed tariff reductions were 
plat::h:ted. (The, intended purpose of Sectoral Programs, 
of course, is a,more rapid, rather than slower rate 
of tariff reduction.) 

2. Even if all the reserved sectors would be "programmed lf 

by the 12/31/75 deadline, the investment resources are 
so limited that~most of the program would not be 
implemented. 

3. As many new investment projects as possible should be 
"internationally competitive, thereby not only pro­
viding foreign exchange from exports, but also 
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supplying low-cost inputs for other industrial 
operations or low-cost final products for the 
regional consumer. To build up the infrastructure, 
service industries, etc., for such plans or indus­
trial complexes may be difficult within the context 
of Sectoral Programs. - (Although such is not the 
intent. in the Agreement of Cartagena, Sectoral Pro­
grams may in practice have an import substitution 
bias. ) 

The defenders of ~lide application of Sectoral Programs tend 
to reason along the following lines:' 

.1. Ecuador and Bolivia will have very few chances to 
de'velop industries if the Andean Pact restricts 
itself to reducing trade barriers. 

2. Some basic guidelines and disciplines must be 
established in all key sectors of production so 
that the use of labor-intensive technology and 
respective rese.arch will be encouraged. \.Jhile free 
market forces can play an important role in foment­
ing efficiency, the overall investment orientation 
must respond to the socio-economic conditions in'the 
region. (Example given: Japan deliberately developed 
its own technology in agricultural mechanization which 
permitted modernization without sudden or excessive 
problems of unemployment.) 

3. The region must pursue a policy of balanced indus-
trial growth in order to provide not just the products 
and services for further development, but also to 
adjust the work force to industrial employment dis­
cipline and to increasing productivity. An integrated 
me tal-'(v-orking industry can, at this sta.ge OD development 
in the Andean region, be a particUlarly important 
stepping-stone tOHard further industrial growth and 
specialization. Sectoral Programs can offer the nee.ded 
incentives to' channel both public and private resource,s 
into the required directions. 

4. These Programs are essential if the Andean Group is 
to achieve a level of development which will permit 
it to negotiate effectively and participate produc­
tively in the broader LAFTA context. 

The question of external tariff protection has some relation~ 
ship to attitudes toward Sectoral Programs. Those in favor of 
applying Sectoral Programs only in key areas tend to prefer a 
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relative low CXT. Those favoring more generalized programming 
see the need for tariffs, particularly in the metal-working 
industry, of between 40% and 80%. The latter argue along the 
following lines. Internal prices in the U.S. for petrochemical 
products, for example, are about 30% above world prices. In 
Germany the price differentials are even bigger. The same holds 
true for some other industries. If the most developed countries 
in the world see the need for direct or indirect protection of 
this kind, how could a region that just starts its industrializa­
tion program have only 20% to 40% protection against world mar­
ket competition? It would be unrealistic to base an industrial­
ization program on such an assumption. 

It is encouraging to note the pragmatic solutions which 
are being found to reach concensus on industrial development 
policy. An initial Sectoral Program in the electronics indus­
try will reportedly have the following characteristics: 

1. Some basic component groups which can be manufactured 
most efficiently in large-scale production runs would 
be assigned to given c'ountries within Sectoral Pro­
grams. Strict deadlines would be established for the 
completion of feasibility studies and for commencement 
of commercial production. 

2. All finished products (TV sets, radios, tape recorders 
and other consumer goods), as well as certain compo­
nents, would be removed from the reserved list and 
included in the general trade liberalization program. 
They would have their intra-Andean duties adjusted to 
the current level of liberalization (in 1972: 10% 
below the common "starting point" on imprts from 
Colombia, Peru and Chile and 40% below that point for 
imports from Ecuador and Bolivia). Special origin 
rules would be established to assure minimum regional 
content. 

3. Industrial electronic equipment and other complex 
electronic devices would remain reserved for Sectoral 
Programs for negotiation at a later time. 

The initial program in the metal industry will reportedly 
be more extensive. Some 60 to 70 families of products are to 
be covered. The following types of products would not be 
assigned to specific countries, but would instead revert to 
the general trade liberalization program in the same way as 
the finished products in the electronics sector program: 

1. Products not dependent on economy of scale considera­
tions for efficient manufacture. 
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2. Products already manufactured in two or more 
countries. 

3. Products manufactured with simple or easy to 
acquire technology. 

With the untried innovations of the Andean Pact, the long­
term industrial development outlook in the region is not very 
clear. The Junta's preliminary industrial growth projections 
toward 1985 are presented in Table III. Table IV expresses 
these projections in terms of the relative role of Sectoral 
Programs. As will be noted in that table, only 28% of total 
production is projected to correspond to programmed investments. 

"Rationalization programs" (in Table IV) imply the follow­
ing. The Agreement of Cartagena envisions these for products 
or sectors in the general trade liberalization category where 
excessive recourse to "Lists of Exception" and other obstacles 
limit trade and competition. The Junta currently has rational­
ization programs in the textile and ceramics industries under 
study. These programs will primarily encourage specialization 
among existing firms. Coordinated investments might also be 
promoted. Intra-Andean technical assistance programs, from 
firm to firm, would be encouraged as part of rationalization. 

As a final note,there are indications that investment and 
trade linkages will be encouraged with the non-Andean LAFTA 
countries. In addition to the credit lines which the Andean 
Development Corporation is negotiating, there are some existing 
LAFTA mechanisms which would be effectively employed. The 
general origin rules of LAFTA still apply within the Andean 
Pact framework. Components from Argentina, for example, in­
corporated into finished products in Bolivia, could be marketed 
in the Andean region as wholly Bolivian produccts. Although it 
is unlikely that the larger LAFTA countries will seek or be 
offered some: type of associate membership in the Pact, there 
are a number of ways to develop mutually advantageous associa­
tion. For the Andean integration planner these associations 
could have considerable value in avoiding the pitfalls of 
import substitution in a closed economy. 
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TABLE III 

Andean Group: Industrial Production 

Growth Rates. Projection to 1985 

Value of Production 
Sectors _ (Millions of Constant Growth 

- < 

1960 Dollars) 

1960 1970 1985 1960-70 

A. Principally con-
sumer goods 21456 4,747 161569 6.8 

20 Food products 936 1,938 6,471 73 
21 Beverages 303 530 1,459 5.8 
22 Tobacco 97 148' 392 4.5 
23 Textiles 522 985 3,389 6.6 
24 Clothing, shoes -246 491 2~173 7.2 
25 Wood products 61 92 285 4 .• 1 
26 Furniture 49 91 310 6.3 
28 Printing 105 224 784 7.9 
29 Leather products 75 99 364 2.8 
39 Misc. industries 62 149 942 9.1 

-
B. Principally inter-

mediate goods 11°84 22266 122657 7.6 
27 Paper products 101 208 1,211 7.4 
30 Rubber products 90 160 1,028 5.9 
31 Chemicals 323 673 3,734 7.6 
32 Petroleum, coal 

products 222 491 2,509 8.2 
33 Non-metallic 

mineral prods. 191 350 1,582 6.2 
34 Basic metals 157 384 2,593 9.3 

C. Met,91-worki ng 
industries 373 934 8.313 9.6 

35 Metal products 159 373 2,164 8.9 
36 Non-electrical 

machinery 42 152 1,885 13.7 
37 Electrical ma-

chinery 74 194 1,814 10.1 
38 Transport equip-

ment 98 215 2,450 8.2 

TaIAL 3,913 7,947 37,539 7.3 

Rates 

1970-85 

8.7 
8.3 
7.0 
6.7 
8.6 

10.4 
7.8 
8.5 
8.7 
9.0 

13.1 

12.2 
rr:s 
13.2 
12.1 

11.5 

10.6 
13.6 

15.7 
i2.4 

18.3 

16.0 

17.6 

10.9 I 
Source: "Bases Generales para una Estrlltegia Subregional de Desarrollo", 

Junta del Acuerdo de Cartagena, March 1972 
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TABLE IV 

Andean Group: Projection of Industrial 

Production to 1985 

(Hi11ions of Constant 1960 Dollars) 

Projected Sectoral Rationali zation 
Value of Sectors Production, Programs Programs 

1985 
Value % Value % 

20 Food products 6,470 300 5 1,300 20 
21 B'everages 1,460 - - - -
22 Tobacco 390 - - - -
23 Textiles . 3,390 - - 1,390 40 
24 Clothing, shoes 2,170 - - 900 40 
25 wood products 280 - - 80 30 
26 Furniture 310 - - 60 20 
28 Printing 780 - - 260 30 
29 Leather products 360 - - 100 30 
39 Misc. industries 940 90 10 350 40 

- -
A 16,550 390 I 3 4,440 27 , , 

I 
27 Paper products 1,210 1,000 I 80 - -
30 Rubber products 1,030 - - 100 10 
31 Chemicals 3,730 2,200 60 370 10 
32 Petroleum, coal 

products 2,510 - - - ":" 

33 Non-metallic 1,580 160 10 500 30 
34 Basic metals 2,590 1,800 70 - -

- -
B 12,650 5,220 40 970 7 

., , 
35 Metal products 2,160 860 40 650 30 
36 Non-electrical 

machinery 1,885 1,500 80 190 10 
37 Electrical ma-

chinery 1,815 1,100 60 350 20 
38 Transport equip-

ment 2,450 1,700 70 240 10 
- -

C 8,310 5,160 60 1,430 17 

TOTAL 37,510 10,770 28 6,840 20 

General 
Trade 

Li beret i zat i on 
Program 

Value % 

4,870 75 
1,460 100 

390 100 
2,000 60 
1,270 60 

200 70 
250 80 
520 70 
260 70 
500 50 

-
11,720 70 

210 20 
930 90 

1,160 30 

2,510 100 
920 60 
790 30 

-
6,460 53 

650 30 

195 10 . 
; 

365 ~ 20 

510 20 
-

1,720 23 

19,900 "..., -1-

Source: "Bases Generales para una Estrategia Subregional de Desarrollo". 
Junta del Acuerdo de Cartagena, March 1972 

i 
I 

! 
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D. Economic Policy Harmonization 

The third key element in the Andean Pact, together with 
trade liberalization and Sectoral Programs of Industrial 
Development, is economic policy harmonization. This part of 
the integration program is also on schedule, but is over­
shadowed by certain legal problems in Colombia. The Supreme 
Court of that country declared that the Andean Foreign Invest­
ment Code (AFIC) .. had been implemented by unconstitutional 
means. Until this matter is cleared up, all joint policy 
measures requiring a similar type of implementation action as 
the AFIC are in suspense. The statute for Andean Multinational 
Enterprises, for example, may not be put in force for the time 
being even though it has been approved by the Commission. 

The settlement of this legal question in Colombia is 
therefore of some importance. The Colombian Government plans 
to take not just the AFIC, but the Agreement of Cartagena as 
a whole for natification to Congress in order to clear up the 
legal status of all current and future implementation measures 
flowing from it. Since Congress does not reconvene until 
July, and since ratification will probably not be unopposed, 
a period of uncertainty lies ahead. 

There is, however, sustained support for the Andean Pact 
in all member countries. Even where drastic changes in govern­
ment have occurred, such as in Bolivia, the integration program 
has been practically unaffected. The constitutionality 1ssue 
in Colombia seems to be seen, generally, as a legalistic ob­
stacle which will be overcome in one way or another. 

Following is a listing of the principal policy measures 
already in process of implementation (item 1), approved by the 
Commission (item 2) and in the process of being designed and 
negotiated (items 3 to 13). 

1. Trade <liberalization, minimum external tariff, and 
industrial development policies. (These areas account 
for most of the integration effort to date. They have 
been discussed in separate sections.) 

2. The principal additional policy measures approved by 
the Commission to date are the following: 

a. A multilateral agreement among the Andean countries 
on double taxation, as well as a common format for 
double taxation treaties with non-Andean countries. 

b. Initial policy measures to promote increased trade 
in agricultural products. 
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c. 

d. 

e. 

f. 

g. 
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Policies on commercial competition (unfair 
trade practices). 

The Andean Multinational Enterprises statute. 
(A brief description of this statute is given 
in'the section on foreign investment.) 

Initial steps toward the harmonization of indus­
trial promotion legislations in the member 
countries. 

Regulations to facilitate tourist transit by 
automobile. 

The basic structure of a uniform Andean tariff 
classification (NABANDINA). 

3. The harmonization of instruments and mechanisms of 
foreign trade regulation is under study. To be ap­
proved by the Commission by the end of 1972. 

4. Commercial expansion measures and a system of regional 
export promotion are under study. To be approved by 
the Commission by the end of 1972. 

5. The creation of a "judicial organ," a legal entity 
which will settle disputes, is under consideration. 

6. Common,~ legislation for the merger of firms for the 
purpose of forming Andean Multinational Enterprises 
is under study. Junta to submit a proposal before 
the end of the year. 

7. A common statute for Andean Multinational Enterprises 
in the services sector is under study. Junta to sub­
mit a proposal before the end of the year. 

8. A proposal for the harmonization of monetary and exchange 
rate policies and instruments is under preparation in 
the Junta. An initial proposal will be submitted in 
June at the joint meeting of Andean Central Banks' 
representatives and the Andean Monetary and Fore.ign 
Exchange Policy Council. 

9. Proposals for direct and indirect policy measures to 
promote the development and adaptation of technology, 
as well as on its procurement from abroad on favorable 
terms, are to be presented during the latter part of 
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the year. Detailed comparative studies are under 
way on the experience in this field on part of Japan, 
some Socialist countries, Italy and India. 

10. Rules are to be developed before the end of the year 
for better procedures to cover public procurement 
needs out of regional production. (Facing up to the 

. problem of duty-free importation on part of state 

. agencies.) 

11. A proposal on industrial property rules has been 
presented to the Commission, but has not yet been 
approved. 

12 .... A proposal is to be presented before the. end of 
1972 regardi~g animal and vegetable sanitation 
regulations. 

13. Various policy proposals are under study to improve 
and rationalize land, ocean and air transport among 
the member countries. 

Policy coordination touches on sensitive issues. Mech­
anisms were therefore created to facilitate contact not only 
between the Junta and the member governments, but also among 
the member· govern-ments themselves. Seven "Councils" have to 
date been set up: (1) Planning Council, (2) Monetary and 
Foreign Exchange Council, (3) Finance Council, (4) Fiscal 
Policy Council, (5) Foreign Trade Council, (6) Tourism Council, 
and (7) Social Affairs Cpuncil. The driving force, of course, 
is the Junta itself. 

The argument is often advanced that the Andean Pact will 
reinforce and add continuity to development policies in th.e 
member countries. Not only does the ,Pact provide a long-term 
development plan, but ~lso the "international commitment" to 
carry out the program. Changes in government and the pressures 
of special interest groups may in the future, it is claimed, 
have a less disruptive .influence on :the countries in the region. 
The joint negotiating strength of the member countries, in 
political and econ9mic' terms, also holds great appeal. 

John M
Rectangle
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E. Foreign Investment Trends 

The new trade opportunities generated to date by the Andean 
Pact involve mostly consumer goods. The increased production 
requires very little new investment, since there is considerable 
underutilized capacity. New investment opportunities will 
become apparent once the items reserved for "Sectoral Programs 
of Industrial Development" are included in the Integration pro­
cess.. The. first of these programs are expected to be in force 
by October, 1972. As pointed out in the section on industrial 
development strategy, some 'of the currently "reserved" items 
will be included in Sectoral Programs, while others will revert 
to the general trade liberalization category (programmed duty 
reductions to zero by 12/31/80). 

New investment opportunities will be an important stimulant 
to the inflow of capital, but the prevailing "investment cli­
mate If will be an even more important determinant. This climate 
is similar for both· domestic and foreign private, i,nvestment 
capital in each country. 

The issuance of the Andean Foreign ,Investment Code (AFIC) 
has had an expected, initial negative psychological effect. 
However, within the context ·of structural changes currently 
taking place . in the region, other issues will have greater 
long-range effect on the volume and type of investment in the 
region. The AFIC is, in effect, Ttwhat a country wants to make 
of it. 1f In Colombia it is presently not in force; in Bolivia 
it has been interpreted and applied (in a decree dated 12/10/71) 
in a way which is quite opposed to its intent; in Chile and Peru 
it is overshadowed by other rules and regulations affecting 
investment. Please refer to Annex VLIfor a Harvard Business 
School Review bf the AFIC and its possible impact on future in­
vestment. The general conclusion reinforces the view that it 
will not by itself be a deterrent. (Also see Appendix II for 
an outline of the provisions ·of the AFIC and Annex VI which 
contains the AFIC in ,its entirety.) 

The principal issues are control (over key enterprises and 
over ,key sectors of the national economy) and cost (of foreign 
financing and technology). ,Supply and demand, as well as 
reassessments of the respective self-interests, are likely to 
have greater significance than a predetermined set of academic 
rules. On the one hand, the need for extensive foreign capital 
and technology will become acute as soon as the most vital and 
dynamic economic sectors are incorporated into the integration 
process. On the other hand, the changing environment requires 
a reassessment'of costs and benefits on part of potential 
suppliers of these inputs. As an example, the types of petroleum 
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exploration contracts recently signed between foreign oil 
firms and the Peruvian state entity PETROPERU are qui~e dif­
ferent from the concessions negotiated ten years ago in Latin 
America. Foreign participation in manfimacturing ventures may 
also undergo some change. 

The attitudes of foreign investors toward these changes 
differ great·ly, On the one hand, some foreign-owned companies 
may have to forego Andean market privileges if they prefer not 
to commit themselves to a sale of stock to local investors. 
(Example: a shipment of flashlight batteries from a foreign­
owned firm in Colombia to a distributor in Peru was recently 
held up.) On the other extreme, a Belgium producer of gal­
vanized wire conditioned investment in a plant in mcuador on 
participation of the Ecuadorean Government in the venture, 
principally because the plant will have a semi-monopoly 
position. 

The present overall outlook for increased investment of 
either domestic or foreign private capital is questionable. 
However, there are indications that the integration organs and 
the member governments will tend to be flexible and pragmatic 
if and when the integration-related investment programs fail 
to get off the gI'OUnd. The constitution of "Andean Multinational 
Enterprises"l1 may be made more attractive and the badly abbre­
viated "rights" of foreign capital under the AFIC may be inter­
preted more assuringly in the contracts negotiated with in­
dividual companies. Some hope is placed in the response of 
non-traditional capital and know-how suppliers to the oppor­
tunities offered within the enlarged regional market. 

Of the latter, Japan is viewed with certain expectation. 
That country is indeed taking considerable interest in the . 
region, particu~arly in Peru. However, it is taking a prag­
matic, resource-oriented approach and its response to the 
Andean investment priorities may well be disappointing. Spain 
is showing some' interest and it is suggestillg "dual nationalitylf 
for its corporations. It is rendering some technical assist­
ance, but actual investments wi 11 probably be very few. The 
economic significance of capital and technology inflow from 
the Socialist bloc countries is also likely to remain limited~ 

The AMEt s , which can have up to 40% foreign equity partici.­
pation, must have stockholders from two or more Andean 
countries. These enterprises have the same rights as 
national companies in each member country. Their estab­
lishment through me.rger of existing firms will be given 
special encouragement. 
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The argument is sometimes advanced· in· integration circles 
that the "multilateralization" of economic relations should 
not merely be viewed in' geographic terms, but also in terms 
of· size and type of firms.-The argument 'goes that in con­
trast to the large international corporations, medium-sized 
firms in the U.S. and Europe would prefer clearly defined 
business relations and investment programs in which they would 
not necessarily have controlling interests. 

The issue of "control" always looms very large. A 
Colombian Embassy official in Quito, commenting on Colombian 
investments in-Ecuador, indicated that in none of five ven­
tures currently under negotiation will the Colombian interests 
be in the majority, "in order to avoid problems in the future." 

An analysis of the investment climate for domestic, pri­
vate capital in the individual Andean countries gives a close 
approximation of restrictions on foreign capital. However, 
where a deterioration of the investment climate sets in, it 
tends to be more pronounced in the beginning for foreign 
capital, but becoming more pronounced fort domestic private 
capital at a later stage. For example, in Venezuela, which 
is not even a member of the Pact as yet, seriously restrictive 
measures against foreign capital are under consideration by 
both government and opposition parties. There is little or 
no encroachment on domestic private capital. In Peru, on the 
other hand, the most serious problem for both foreign and 
domestic investors is the "Industrial Community" (gradual 
transfer of majority ownership in plants to the workers). 
Already in Peru some industrialists claim that the foreign 
investor may have more safeguards than his domestic counterpart. 

The implications for a continued role for domestic private 
enterpreneurship are rather serious. Foreign capital may tend 
to associate with state enterprises, as is already_ becoming· 
noticeable in Peru. (Such joint ventures, for example, con­
tribute debt certificates rather than equity stock to the 
"Industrial Community. ,,) On the other hand, there also are -
indications that private entrepreneurship may' be increasingly 
recognized as a valuable domestic resource.ll 

In summary; many contradictory trends are apparent at 
this time. As the demand for entrepreneurship and for invest­
ment capital, both domestic and foreign, will become critical, 

1/ The Peruvian Government is increasing its support for the 
private sector through the state development corporation 
COFIDE. Furthermore, on 4/28/72 Peru named a private indus­
trialist as one of the two Members, for Peru, on the Board 
of Directors of the Andean Development Corporation. 
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important policy decisions will have to be made in the indi­
vidual countries. For the foreign investor, and for foreign 
countries as such, flexibility and adjustment to the changing 
environment and to the changing conditions bf competition will 
be particularly important. . 

John M
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APPENDIX I 

LAFTA Complementation Agreement No.6 
(Petrochemical Industry) 

This Agreement was entered into by Colombia, Peru, Bolivia 
and Chile on July 25, 1968, ten months before the Agreement of 
Cartagena was signed. However, the negotiations toward the 
formation of the Andean Pact were already well advanced and 
the LAFTA "big three" (Brazil, Argentina and Mexico) agreed to 
abstain from participation in this Complementation Agreement.· 
The lattercan,in fact, be considered a forerunner of the 
Andean "Sectoral Programs of Industrial Development." 

The signatories committed themselves in this Agreement to 
"dissuade, not promote or not permit" investment in their own 
territories in projects assigned to another country. Regard­
ing tSJ.:'iffs among the signatory countries, these are reduced 
by 20% per year and are, in the case of new projects,' elimi­
nated at the time of initiation of conmercial production. The 
country to which a given product is assigned does not have to 
reduce its own 'tariffs. (This last clause encountered objec­
tions and will probably not be included in the new Andean 
Sectoral Programs.) 

The tariffs on imports of the respective products from third 
countries weee fixed as follows: 15% ad valorem on primary 
products, 25% on intermediate products and sara on end products. 
The tariff on end products can be lowered to stimulate effi­
ciency, but 'the preference margin can not drop below 25%. 

Two major new investment projects under this program have 
already been completed and went into production early this year: 
a caprolactam plant in Colombia (investment of $45 million) and 
an acrylic fiber plant in Peru (investment of $20 million). 
The expansion of both plants is already under study. Colombia 
is advancing two additional projects ($22 million) and Chile 
has feasibility studies contracted out (Lummus Engineering Co.) 
on three of the projects assigned to it ($40 million). Less 
advanced is the work on two additional projects in Peru. 

This program can be considered a success. It is generally 
agreed that without the Complementation Agr,eement these invest­
ments would not have been made. 
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Some important lessons about intra-Andean marketing and about 
tariff protection (preference margins) are being learned from 
this program and will probably"influence the design of new 
Sectoral Programs. One of the products already manufactured 
(in Chile) at the signing of the Complementation Agreement, 
and included into it, was Pentaeritritol. The base price, 
under the terms of the Agreement, was calculated Hon the basis 
of normal import prices." Taking .the average price in the 
producer countries, plus conference freight rates,. a base price 
of $620 per ton was arrived at. Since Pentaeritritol is an end 
product, qualifying for a preference margin of 500'0, a fixed 
import duty of $310 was established. Since then the world 
price has dropped considerably and the effective preference 
margin has consequently increased. This, of course,' contra­
dicted the intent of the Agreement. 

Now that the acrylic f'ibers and caprolactam production facili­
ties have come on stream, the determination of the base price 
has become a serious issue~ Peru has£inally settled the 
acrylic fibers price with Chile within the context of a two­
year trade agreement. The first shipment has already been 
made. Negotiations with Bolivia are under way. (The Peruvian 
plant is German-owned with Peruvian public and private minority 
participation. ) 

Chile is also the principal initial market for caprolactam. 
This is an intermediate product with a preference margin of 
only 25%. Negotiations between the Colombian finn ("a Colombian­
Venezuelan joint venture with a 10% Dutch participation in the 
form of technology input) and Chile are still in progress. 

The Andean Sectoral Program in petrochemistry, currently under 
negotiation, would absorb and expand the LAFTA Complementation 
Agreement. The assignments granted under the latter wouldbe 
respected. Ecuador, which did not 'sign the initial Agreement, 
would, of course,. participate in this Sectoral Program. 

'. ~ " , 
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APPENDIX II 

ANDEAN FOREIGN INVESTMENT CODE 

1. Introduction 

The Andean Foreign Investment Code is an agreement between 
the governments of the five Andean Subregional Group countries 
which establishes common standards for foreign investment in 
the area. It applies to all investors who are not nationals 
or residents of the member states, and to new as well as exist­
ing investments. The code entered into force on June 30, 1971. 

The code was designed with the clear intent of establishing 
new and stricter operating regulations for foreign investment 
in the Group countries, and to establish national authority and 
control over it. The framers wished to protect what they con­
sider to be a potentially large and attractive market from 
foreign domination, and to insure that the member countries 
would not be drawn into a mutual~disadvantageous race to out­
bid one another in attracting foreign cpaital and technology. 
Ideally, this would be done without impeding the flow of vital 
foreign resource inputs. 

2. Summary of Principal Provisions 

The following is a summary of the principal provisions of 
the code. 

A. Definitions 

1. National Enterprise: One formed in the recipient 
countDY~ in~whicRI ,natJional investors have over 80 percent 
of equity, with that percentage reflected in the technical, 
financial, administrative, and marketing management. 
(Art. 1) 

2. Mixed Enterprise: One with 51-80 percent equity 
and management in hands of national investors, or those with 
State participation of less than 51 percent but in which the 
State has the determining voice in management. (Art. 1, 36) 

3. Foreign Enterprise: One with less than 51 percent 
equity in hands of national investors. (Art. 1) 

4. National Investor: The State, national natural 
persons, national non-profit juridical persons, national 
firms, and natural foreign persons with at least one year 
uninterrupted residence in the country, who renounce the 
right to re-export capital and remit profits. (Art. 1) 
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B. Registration Requirements 

1. Existing foreign investment must be registered 
with the competent authority of the national government 
by December 31, 1971. (Tern. Art. B) 

2. New foreign investment (that made on or after 
July 1, 1971) must recie,Ve permission from the, competent 
national authority, with indications of the time and con­
ditions under which the investment will be sold to national 
investors and the manner in which the value of the foreign 
shares at the time of sale is to be determined. (Art. 2,.31) 

C. Divestment 

1. Existing foreign entererises not willing to forego 
the trade liberalization benef1ts of the Andean Pact must 
agree to become mixed enterprises wi thin 15 years in 
Colombia, Chile. and Peru, and 20 years in Bolivia in 
Ecuador. (Art. 28) 

2. New enterprises must agree to progressive transfor­
mation in the same frame, and must meet fixed initial and 
intermediate levels of national participation. Those which 
export 80 percent of their production need not divest but 
they ~vill not be eligible for trade liberalization benefits 
unless they do so. (Art. 30, 34) 

3. Subre$ional ~articipation, i.e., from another mem­
ber country, 1S cons1dered national for purposes of divest' 
ment, and effective State control may be accepted in lieu 
of actual majority participation. (Art. 30, 36) 

4. Foreign enterprises operating in fields specified 
in Chapter III of the Code on. "Sector Norms" (see next 
section) are exempt from the divestment requirements, but 
are otherwise subject to the Code, including the special 
restrictions imposed by Articles 40 through 43. (Art. 39) 

D. SectorNorms 

1 •. , Member countries may designate certain activities 
which they consider sufficiently served by existing in­
dustry and permit no new direct investment in them. They 
reserve sectors to national or mixed firms as they see 
fit, as.may, the Commission (of the Andean Group). 
(Art. 3, 38) 
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2. Ne'w direct foreign investment contracts in the 
extractive industry sector may be made only for the next 
ten years. They are subject to a time limitation of 
twenty years and. to other conditions, including the pro­
hibition of depletion allowances, but are not subject to 
the 14 percent limitation profit remittance. (Art. 40) 

3 •. New direct foreign investment in ~blic utilities 
is not permitted. (Art. 41) 

4. New direct foreign investment in the fields'lof 
finance (including banking and insurance), public media, 
or domestic transportation and marketing is not allowed, 
and existing firms must agree to sell 80 percent of stock 
to national investors within three years. (Art. 42, 43) 

5. The above regulations for specific ,sectors are 
tempered by a provision which allows their waiver when 
member countries deem "special circumstances lt to exist. 
(Art. 44) 

E. Profits, Finance and Investment 

1. Fqreign firms may remit profits of up to 14 percent 
a year, at the prevailing exchange rate. Member countries 
may grant nother treatment" on profit remittance in the 
ba~dc products sector, and may petition the Commission to 
authorize higher percentages. (Art. 37, 11, 40) 

2. Investment capital may be repatriated on liquida­
tion or divestment, at the prevailing rate of exchange. 
(Art. 7,-11) 

3. Reinvestment must be made under the rules applying 
to new investment, and may not be made in shares previously 
held by national investors except when bankruptcy is im­
minentand other conditions are met. Member countries may 
make blanket authorizations for reinvestment of up to 5 
percent of, profits. (Art. 12, 3, 4, 13) 

4. Foreign firms will have access to domestic short­
term credit only. (Art. 17) 

5. Member countries will not guarantee funds borrowed 
abroad by foreign firms in which the State does not parti­
cipate. 'Foreign loans must be obtained at prevailing rates 
and require prior authorization. (Art. 15, 14, 16) 
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F. Technology 

1. All new contracts relating to the import of 
technology must be approved by the competent national 
authority and must meet strict standards to prevent hidden 
capital transfers. Existing contracts must be "registered" 
with this authority. (Art. 18, 19; Temp. Art. E) 

2. Prohibited, unless specifically accepted by mem­
ber countries, are restrictions on factor sources, price 
levels, volume of production, purchase options, and market 
restrictions. (Art. 20, 21) 

3. No royalties may be paid to affiliate companies. 
(Art. 21) 

4. Contracts relating to licenses. patents, and 
trademarks, are subject to similar regulations. (Art. 25) 

5. The Commission of the Andean Group may declare 
given products or processes non-patentable and decide on 
the treatment of privileges already granted. (Art. 26) 

G. Miscellaneous and General 

1. No instrument relating to foreign investment or 
transfer of technology may'contain clauses which either 
allow the subrogation by States of the rights of their 
national investors, or remove possible disp~ from the 
jurisdiction of the recipient country. (Art. 51) 

2. No country may grant foreign investors rights or 
concessions in excess of those specified in the Code, nor 
may they offer more favorable treatment than that offered 
national investors. (Art. 33, 50) 

3. Member countries which judge themselves harmed by 
duty-free imports of products from other countries may 
petition the board for authorization to take corrective 
measures. (Art. 49) 

4. All bearer corporate shares must be converted into 
nominative shares by June 30, 1972. (Art. 45) 

5. A treaty designed to avoid double taxation will be 
framed by the Commission by November 30,1971. (Art. 47) 

6. Pending the formulation of a common investment in­
centive scheme, member countries will not establish new in­
centive programs of their own. (Temp. Art. H) 
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3. Reaction to the Code 

During 1971 the journal "Inter-American Economic Affairs" 
published two articles which discussed the reaction of American 
businessmen to the code. Both articles were based on emperical 
research done by graduate students in schools of business ad­
ministration; the first by a student at Georgetown and the 
second by a group of students at Harvard. 

Both studies showed that the most controversial feature 
of the code and the one which has provoked the most criticism 
of it is the divestment requirement. This criticism is gen­
erally summed up in the remark "you don't go into business to 
go out of business. 1t The studies also seem to indicate, how­
ever, that the objections to the divestment feature of the code 
were primarily ones of principle and company policy and were 
not based on any objective analysis of the impact of this 
feature on the likely flow of resources to the area. The 
evidence presented indicates that divesment may possibly work 
for most industries and a priori rejection of the concept would 
be a function of company policy or principle and not as a re­
sult of shortcomings on the part of the Andean Group or any 
specific joint venture. 

A number of the criticisms of divestment appeared to be 
based on the assumption that 100% divestment would be required 
but the code clearly provides for continued minority partici­
pation by the divesting firm. By having an initial clear period 
in which to operate a business as a full or majority owner and 
ultimately accepting a position as minority partner for the 
life of the enterprise is not going Itout of business. 1f An 
arrangement of this kind can be a highly profitable and viable 
business venture if the initial period is long enough. Reten­
tion of a substantial minority interest after divestment, up to 
and including 49%, would enable the minority U.S. partner to 
have a significant voice in the management and profits of the 
enterprise while ensuring for the host country that the foreign 
partner's interest is sufficient to maintain necessary 
technology transfer. 

Another criticism of the divestment requirement is that at 
the time of sell-out there may be no local investor available 
and the U.S. firm may have to seel at depressed prices. Article 

• 31 of the investment code takes this issue into account in es­
tablishing the provision that the formula for determinin.g the 
value of the shares and the system for ensuring their transfer 
to locals will be established during the negotiations preceding 
the initial investment decision. In this way, the firm will 
know how the shares will eventually be sold before it makes its 
investment. 
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Although the divestment feature of the code seems to be 
the primary focus of concern to American businessmen, there 
are other features of the code which may also serve as a dis­
incentive to ~oreign investment within the subregion. Within 
the norms for certain sectors, the elimination of a depletion 
allowance for tax purposes in the basic products sector and 
the requirement for rapid divestment in the case of marketing 
and banking firms are harsh measures. Article 44 gives the 
recipient country the right to establish different norms in 
these sectors, however, if special circumstances exist. The 
restrictions on profit remittances and the lack of access to 
long term local credit sources may also limit the overall 
profitability of any investment however, here too the code 
makes provision for exceptions to the general rules. 

In general the code establishes an elaborate bureaucratic 
process to oversee the implementation of its many provisions 
and the true impact of the code Hill depend in most instances 
on hmv this implementation process is carried out. 

4. Implementation of the Code 

The member countries have implemented the code to varying 
degrees and in varying ways. Despite the fact that the Code 
has been place formally in effect in all five countries, it is 
clear that it is being implemented in accordance with each 
country's perception of its own interests. For example, re­
cent Bolivian press reports indicated that that country's imple­
menting regulations would be "simple, concrete and above all 
in accord with the needs of the country and its institutions. T1 

Moreover, the eode itself is susceptible to change. 
Indeed it has been amended twice since its adoption in December 
1970. In each instance there was a net movement in the direc­
tion of moderation. In short, the process of implementation 
is complicated and continuous, as Code provisions find their 
way into domestic law and regulation. 

5. Conclusion 

It may well be, as members of the business community have 
postulated that political pressures won out over economic con­
siderations in framing the Code, or it may be that the member 
countries simply overestimated foreign investors' willingness 
or ability to adjust to what has been termed IIdiscipline of 
national economic policies. tT The Code does not establish the 
long-sought "rules of the game" in that it does not bear equally 
on both sides; the discipline which the member countries apply 
to themselves in the form of assurances to investors is minimal. 
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There exists the danger that the new regulations will reduce 
the inflow of foreign capital and technology into the subregion. 
It may also be that the countries have underestimated the bur­
den and disadvantages of buying out foreign investment under 
the divestment features of the Code. Even if investors were 
eventually to accept the Code constraints, valuable time could 
be lost or the region could be more burdened by investments 
designed for a quick payout than is presently the case. Appli­
cation of certain provisions against existing firms could con­
stitute breach of agreements or effective el~ropriation and 
raise legal problems. 

Furthe~ investors adapt best in an atmosphere of economic 
and political stability. The generally underdeveloped condi­
tions and unsettled recent history of the Group countries 
further complicate the picture. 

Nonetheless, the Code specifically projects an important 
role in the f~ture of the Andean region for foreign private 
investment, and the expanded structure may well offer new 
profit opportunities for those companies willing to accept 
the terms and a minority role after either fifteen or twenty 
years. The Code lends support to integration by setting norms 
for uniform treatment of foreign investment throughout the 
subregion. A prosperous Andean Group could also result in a 
sizeable market demand for managerial and technological ser­
vices. At least five major loopholes provide considerable 
flexibility to the individual countries. In principle, the 
Code also contemplates compensation for the shares divested 
in accordance with a basis of valuation determined at the time 
of investment; this is a better approach than that commonly 
taken with expropriated companies. If the Code could be used 
to encourage stability for the investments made under its laws, 
this too would have a positive effect on foreign investors. 

The two emperical studies made to date seem to indicate 
that although American business is unhappy with a number of 
the provisions of the Code, no major shift of present invest­
ments is likely to occur. A majority of the companies inter­
viewed feel the Code per se will not alter their future 
investment plans though a "wait and see" attitude was apparant. 

If there is an opportunity to make a reasonable return on 
an investment, the Code by itself is not likely to deter future 
fund flows. The doubt regarding the investment climate stems 
as much if not more from the political instability of individual 
countries of the region than from the Code's provisions. 
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Section V. Financial Analysis 

A. CaQital Structure 

Authorized Capital $ 100 million 

Subscribed Capital $ 25 million 

Paid-in Capital $ 15 million 

The Corporation's authorized capital is $100 million, the 
shares being distributed into series "A" and "BII. In addi­
tion, the Corporation is authorized to issue series "C" shares. 
Series "A" shares have a nominal value of $1 million each, 
while those of series liB!! have a nominal value of $5,000 each. 
The balance of both series is to be paid in two consecutive 
annual installments. Three installments have been fully paid 
in U.S. dollars. 

As of April 30, 1972, the subscribed and paid-in capital 
of the Corporation is distributed among the signatory countries 
as follows: 

CaQital Subscribed CaQital Paid - 60% 

Shares Shares 

.Series "A" Series TIBI! Series IlAIl .Series "BII 

Bolivia $1.0 mil $ .5 mil $ .6 mil $ .3 mil 
Colombia 1.0 mil 4.5 mil .6 mil 2.7 mil 
Chile 1.0 mil 4.5 mil .6 mil 2.7 mil 
Ecuador 1.0 mil .5 mil .6 mil .3 mil 
Peru 1.0 mil 4.5 mil .6 mil 2.7 mil 
Venezuela 1.0 mil 4.5 mil .6 mil 2.7 mil 

$6.0 mil $ 19.0 mil $ 3.6 mil $11.4 mil 

The CAF's financial statements are shown in detail in Annex 
VIII. These are (i) an audited balance sheet for the period 
ending December 31, 1971; and (ii) projected fiscal year bal­
ance sheets, profit and loss statements, and cash flows for the 
next five years, 1972 through 1976. 

The CAF's contribution to its development lending operation 
consists of cash, roll-over funds, and borrowings from commercial 
banks. Immediate CAF fund availabilities have been adequate for 
the initiation of the projects and technical assistance approved 
to date (disbursements for these activities are estimated at 
$5.9 million in 1972 and at $3.4 million in 1973. None of the 
projects currently under promotion and development (a total CAF 
financial input of $154.6 million) can be funded, however, 
unless the CAF receives added resources. CAF estimates its 
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1973 needs for this category to be $13.8 million. Its 1974 
disbursements for projects and studies under development are 
estimated at $21.6 million, at $29.1 million in 1975, and at 
$29.4 million in 1976. To meet the financial needs of the 
greatly increased lending activity generated by the projects 
now under development, the CAF plans to tap international 
banking sources for lines of credit and toclgecurenfl'un.ding 
from the IBRD and the German International Development Bank, 
as well as to obtain the aforementioned A.I.D. and IDB loans. 

B. Financial Statements and Projections 

The CAF has prepared its financial projections on the assump­
tions that it will fund those projects and studies currently in 
its "approved" and "under development" portfolio (about $412 
million) and will malre disbursements of $102.87 million bet~veen 
1972-76 for these operations. The probability that some of 
these projects will not materialize in final bankable form, at 
least not as they are now envisaged, is more than balanced by 
the stronger probabilities that th.e CAF 't-lill uncover a host of 
sound and rapidly implementable projects, once its promotion 
and development operations increase and the Special Programs 
for Industrial Development are approved. In addition and as 
stated previously, it is likely that the CAF will be asked to 
finance more than the conservative 25% of total project costs 
used in the projections. In view of the above, A.I.D. believes 
that the cash flow projections are quite conservative and have 
agreed to permit an average of about $9 million a year in excess 
cash flow to cover such contingencies as well as normal reserves 
which should run 2 to 3 annually. 

CAF further assumes that it will obtain the external credits-­
from international development institutions and commercial banks-­
to support its projected loan portfolio. It is important to 
emphasize that the CAP projections made no assumptions for con­
tinued lending or borrowing activity beyond that needed to 
service the present list of projects since future demand is so 
unpredictable at this stage. 

With these assumptions in mind, an analysis of CAFfs most 
recent statements, as well as of the five year projections, 
shows that: 

1. CAF maintains a substantial working capital ratio 
(liquid assets to short-term liabilities). This ratio 
falls somewhat as loan disbursements increase, but 
remains in 1976 at a healthy 2:1 margin. 

2. All loans outstanding in the private sector are secured 
and are guaranteed 100% in dollars by well recognized 
financial institutions and banks in the countries in 
which the projects are located. 
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3. The overall debt to equity ratio of the CAF in 1973 
is 1:1. This is low and favorable. The ratio, how­
ever, will increase to nearly 3:1 by 1976 as the CAF 
increases its long term borrowing from other inter­
national sources. This ratio assumes that the CAF 
maintains its present capitalization level. The CAF 
has indicated, however, its intention to ask its 
Board of Directors to double its total capitalization 
from $100 million to $200 million, with a consequent 
increase in paid-in capital from $25 million to $50 
million. If the Board of Directors approves this pro­
posal, the CAF expects to have $35 million paid in by 
the middle of 1976. In these circumstances, the CAF 
intends to seek further external loans so as to lever­
age its equity at a 3:1 ratio. This action is in 
line with the development functions tlieiCAF was 
created to perform. 

4. The CAF estimates that it will show an operating loss 
of $267,500 in 1972 and a small net income of $61,200 
in 1973. Once its total lending program is underway, 
however, profit projections for the following years 
are substantial and healthy. The CAF plans to amortize 
its original organization and installation expenses 
over a period of ten years beginning in 1973, con­
sidering that the Corporation's first three years will 
have been dedicated primarily to pre-operational 
activities. 

5. Surplus and undistributed profits show a steady, 
healthy and sound growth pattern after full scale 
operations begin in 1973. The CAF pays no dividends-­
nor any taxes on income, properties, or other assets 
in its signatory countries. Consequently, its profits 
are applied to operations, once adequate provision for 
reserves has been made. 

C. Interest Rate Spread 

This proposal calls for granting concessional loan terms 
of 2% during the 10 year grace period and 3% during the 30 year 
repayment period. .Assuming a weighted averag~ of 9% between 
project and feasibility study loans, this will give the CAF a 
7% and 6% spread during the respective periods. A.I.D. con­
cessional funding is essential to the CAF during its start-up 
period--a time when operational costs are high relative to 
returns on operations, particularly in view of the intense 
promotional program envisaged. 
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The above spreads in no way signify what the CAF will be 
realizing on its total resources. All other external credits 
(lOB, World Bank, and commercial lines of credit) will cost 
the CAF at least 8%. A.I.D. funds constitute a significant 
42% of the total estimated external credit disbursements in 
1973. This percentage diminishes to 21 percent in 1975 and 
zero in 1976. Resultant CAF spreads for the years 1973 to 
1976 appear, therefore, as follows: 

A.I.D. 

Others 

Av. Spread 

Annual Spreads and Percentages 
of Borrowered Funds Disbursements 

1973 

7 (42%) 

1 (58%) 

3.5 

1974 

7 (30%) 

1 (70%) 

2.8 

1975 

7 (21%) 

1 (79%) 

2.3 

1976 

1 (100%) 

1.0 

In terms of total lending resources, the CAF plans to use 
its own capital for relending purposes at the rate of $5.0 
million annually 1973 to 1975. Since these funds cost the 
CAF essentially nothing (the Corporation pays no taxes or 
dividends), the adjusted spread on total invested funds is 
the following: 

A. 1. D. 

CAF 

Others 

Av. Spread 

Annual Spreads and Percentages 
of Total Funds Disbursements 

1973 1974 1975 

7 (30'70 ) 7 (23%) 7, (17%) 

9 (30%) 9 (23%) 9 (17%) 

1 (40% 1 (54%) 1 (66%) 

5.2 4.2 3.4 

1976 

9 (34%) 

1 (66%) 

3.7 

The above estimates assume continued CAF paid-in capital 
inputs beyond the present $25 million level to a total of $50 
million in 1979. Beyond this point, the CAF will have only its 
accumulated reserves and portfolio recoveries to balance its 
high cost commercial funds. It will thus be operating on a 
very small percentage spread. In these circumstances, the con­
cessionary A.I.D. terms assume major significance, as amortiza­
tion and interest costs of the lOB and other external lending 
credits begin to intrude very heavily into CAF operating 
expenses. 
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While the administrative costs of using some of the 
other external credits may be small, the operation~ promo­
tional and development costs remain high. These expenses 
must be me t, at least at first, by the spread on the A. I.D. 
loan. Indeed, if A.I.D. concessional money is not available 
to the CAF in its initial stages of development, it will be 
unable to perform its intended development banking role. The 
figures above lead to the conclusions that other sources of 
financing--with substantially higher interest rates and shorter 
amortization periods--wwuld force the CAF to become primarily 
a commercial, short-term lending institution of the most 
conservative nature. 

An analysis of the effect of a higher A.I.D. loan inter­
est rate, (5% for example), indicates that sufficient funds 
would not be available to even cover a 2% reserve in its out­
standing portfolio until 1975. Of equal concern is the fact 
that a higher interest rate could severely limit retained 
earnings and the amount of money available for relending. 
A.I.D. first loans to the other regional banks (CABEI or the 
Caribbean Development Bank) were made on similar concessionary 
terms. The financial objective of such lending is to provide 
seed capital or quasi-equity in order to get the Bank started 
in a sound, robust manner. It should be emphasized that our 
projections are based on an additional input of $25 million 
capital (from $25 million to $50 million) by CAF's members. 
If this does not come to pass by 1975/76, the proposed con­
cessionary terms become even more significant. The Project 
Committee believes that the CAF, like other development banks 
financed by A.I.D., needs quasi-equity to attract other, more 
commercial lenders. A.I.D. funds are expected to open several 
new doors for the CAF in much the same way as they did for 
CABEr. 

D. Repayment Prospects 

1. Conversion to Dollars 

The CAF requires all sub-loans to be denominated in 
U.S. dollars and its sub-loan agreements contin the requirement, 
as a condition to disbursement, that the borrower shall regis­
ter his loan as a dollar obligation with the local exchange 
control authority. The sub-loan agreement also provides that 
the CAF shall have the right to disburse local currencies and 
that repayment of such amounts may be made in the same cur­
rencies. In such cases, the borrower must repay the local 
currency equivalent of his dollar obligation at the then pre­
vailing rate of exchange. These provisions of the sub-loan 
agreement are designed to protect against losses arising from 
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fluctuating exchange rates and to maintain the value of the 
local currency to the U.S. dollar. Since it will be used 

. principally for foreign exchange costs, the proposed A.I.D. 
loan will not be effected by local currency exchange 
fluctuations. 

In instances where A.I.D. dollars are disbursed in 
payment for goods or services of U.S. origin (or other foreign 
exchange costs), such disbursements are registered by the 
borrower with the local exchange authority as a dollar obli­
gation which must, of course, be repaid to the GAF in dollars, 
the borrower being obliged to provide the necessary amount of 
local currency to purchase the required dollars. 

In addition to the loan provision and practices 
referred to above, it should be pointed out that under the 
laws of each of the six member countries, foreign currency 
obligations to the OAF are valid and enforceable in the cur­
rencies so stipulated. 

2. Conclusion 

The CAF is a new regional development bank with total 
assets of $10 million as of December 31, 1971. These are 
expected to reach $15 million by the end of 1972, an increase 
of $5 million, or 50 percent. Total assets projected for the 
end of 1976 are estimated at about $100 million. 

All sub-loans, whether they be from the private or 
public sector, are thoroughly analyzed before approval. The 
former are well secured by collateral and private guarantees 
and represent no more than 50% financing of each project. The 
latter are guaranteed by the borrowing Andean government. 

Equally important, the GAF, despite its newness has 
been operating since mid-1971. It has received substantial 
financial and political support from the Andean governments. 
They have a very real stake in the continued success of the 
GAF, and any inability on the part of the CAF to pay its 
international creditors would not only undermine the develop­
ment of the Andean region, but also damage the member countries' 
own credit standing. 

In: the final analysis A.I.D.'s security lies in the 
ability and good faith of the CAF management and its borrowers, 
and in the quality of the projects that the CAF finances. By 
the operations which it has already developed, the CAF has 
demonstrated that it appraises and manages its projects with 
competence. A.I.D. will monitor the CAF's activities carefully 

LIMITED OFFICIAL tJSE 



LIMITED OFFICIAL USE 

-60-

to confirm that the institution's standards are maintained 
at a high level. A.I.D. therefore concludes that the repay­
ment prospects of the proposed loan are excellent. 

A.I.D. gave consideration to requesting guarantees 
in its proposed loan to CAF from the member countries in equal 
proportion. Given the private sector nature of the loan, 
however, it was believed more advisable to minimize host 
government involvement. 
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Section VI. Administration of the Loan 

A. Disbursement Technique 

On the basis of discussions with the CAF it was decided to 
affect all disbursement on a reimbursement basis. All requests 
for reimbursement will include a list of the projects being 
financed plus the following information for reach project: 

1. Sub-borrower, nature of business and breakdown of 
ownership. 

2. Country in which located. 

3. Brief description of project to be financed including 
total financial plan and length of disbursement period. 

4. Regional category. 

5. To facilitate the process of disbursement Implementation 
Letter No. 1 will permit reimbursement on a three-month 
basis or for amounts of $1,000,000 or more, whichever 
occurs first. 

B. Reports 

A.I.D. Implementation Letter No.1 will require quarterly 
reports only. These reports will include the following infor­
mation: 

1. List of all subloans approved in the relevant quarter 
with the following information for each: 

(a) Date approved. 

(b) Amount and terms. 

(c) Total financial plan with breakdown of fund sources. 

(d) Country. 

(e) Sub-borrower; type of business and breakdown of 
ownership. 

(f) Brief description of project. 

(g) Identification of regional category if A.I.D. 
financing is involved. 

(h) Description of how project meets efficiency guide­
lines if A.I.D. financing is involved. 

(i) Projected disbursement schedule. 
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2. List of total loans approved prior to relevant 
quarter with disbursements to date and projected 
disbursements with an indication of how actual dis­
bursements compare to original projections. 

3. List of loans under consideration for A.I.D. funding 
with a brief description of therp~oj~ct, its regional 
nature, amount and country of origin. 

C. Monitoring 

It is anticipated that this project will be monitored by 
A.I.D./W with.assistance from Robert Fullmer who is State/ 
A.I.D.ts representative for Andean Affairs stationed in Lima, 
Peru. The $1,000,000 reviews of progress will be held in 
Caracas with a probable A.I.D./w team of 2 individuals from 
LA/DR plus Mr. Fullmer. 

D. Implementation 

1. Loan Agreement Signing - FH September 1972 

2. Meeting Conditions Preceding - LH October 1972 

3. Terminal Disbursement Date - September 15, 1977 
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Jete dE' 10 Unidad de Evaluaci6n 

11 : VI : 70 
8: III : 71 

Bolivia 
Colombia 

1 : VIII -: 71 '~,.Vene2UeJa 

1 : IV : 71 Colombia 
15 : VI : 70 ~: 'Ven'ezuela 
15: X : 71 Colombia 
24 : VIII: 71 Vene21..Ela 

1 : V : 71 Venezuela 
1 : XI : 70 Chile 
1 : I : 71 Bolivia 

1 : I : 72 Arge nt.ina 

y Administroci6n de Operociones 7: XII : 70 
Jefe de 10 Uni>;.lad de Programacion 15: VIII: 71 

tiolivia 
Peru 
Ecuador 
KCi:uador 
Venezuela 
Peru 
Chile 
Chile 
Bolivia 

Jefe de 10 Unidad de Promoci6n 15 : XI : 71 
Oficiul de Prayectos 1 : IX : 71 
Oficial de Proyectos 1 : I : 71 
Oficia! do Proyecto$ 1 : I : 71 
Asesor Legol 1 : XI : 70 
Abogado 1 : XI : 70 
Sccretario General 1 : VIII: 70 
Asesor de Integraci6n e Informa-
ciones 1 : IV : 71 Ecuador 



Arloz Secretary 
/. General 

fSECRETARIA GB~Efu\L 

~ Secre±nrindo CAF. 
Asamblea y 
Directorio. 

- Docur::entacion. 

- Biblioteca .. 

ASA..'iDLEA GENEr..Ai:. 

CU'.ache LiaiseJl Of£icor, Lim .. ~ .. 
r= OIP.ECTOnIO 

Exe~~tive President 

PRESIDBNCIA EJECUTIVA Aonsor 
eastilio ',-Vice Prest~~------------'-~v~1?'a~1'---~V~ic~e~Pr~e~s~i~d~en~t~------------------~ 
TON 
Alal'lIG 
Torres 
Schonert 

--·Vaa.wnde 

Director o£ Finance 
Director .t AdministratioJl 
Fin&ncial Analyst 
Economist 
Accc ' an'C 

2-

VICEPP..ESIDENCIA 

Administrn­
cio::1 de Servi 

Cnptaci6n de 
recursos. 

cios. 
Administra­
cion ele Per­
sonal. 

- Prowocion Fi­
nanciern. 

- Cobra, custo­
dia, i::1vcr-

Archivo. si6n y erogn-
Orientnci6n cion de fon-
y odiestra- dos de la CAl:' 

- niento Ge Ejccucion de 

~bery Director or Operati.as 
~lclzar Chief, Evaluati •• 
Perez Chief, Programming 
Espin~za Chief. Fromltiea 
~lina PrQject ~~lager 
Gilrc!a .. 3.· .. 

apurre VICEpnr~SIDENCIA Ec.n.mist 
I PRQ(':;nj\l1/'1CTrl~! 1")T>t."t'. ('" r:: .... 

Proarnmnci6n = 
de Operacioncs 

- Inforrancion 
Tccnica-Eco­

Identifica­
cion y ana-­
lis,is de 
proyectos. 

nomica. - Promocion. 
Coordinnci6n - Fjnnncin­
Tccnica con miento de 
Orqnni5mcs na- proyectos 
cionnles de de-
sarrollo y e1 - ~drnini5trn­
Acuerdo de Car- c~on Tccni 
gena. cn de Oper~ 

ciones. . 

Fres 
Lega 
Alla 
Lawy r 

ASESORIA LEGAL 

sea ;:;>,""'m,,,: ......... uu 

I 
personal.. . . autorizacio-

- ~~w ~ - bolso de pre_sl I 
O~n~n~za'c~6n nes de desem-
)" metodos. 

operClciones. 
Contabilidad 

- Asiste::1cia 
Tecnica. - Supervision 

y vigilar..­
cia de 0p0::' 
ciones. ~I I ~~~~~~t~~~~JI-! 

L-__________________ ~P~r~esllpllC~D ~ __ ~==========7_._=_=--=-~== __ =:_:_~~~------~ 

Penaher era 
Integr ion & 
Inform ion 

INTEGRACION 

Coordinacion con 
los organos del 
Acuerdo de Car­
tagena. 

Asesoramiento al 
Presidente 

en 
rela­

cionadas con la 
Integracion de 
A.L. ~! ---------------------~ 

f-' 
\,il 
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ADO l.l~ 0 LINARES 

CURRICULUM VITAE 

NACIONALIDAD: Boliviano. 

FEcnA DR NACI!llHNTO: Julio 10, 1917 (I.ll Po?:, Bo]ivl:1). 

ESTUDIOS SUPERIORES: InKcuier!a Civil, Elcctro~ica 

CARGO ACTUAL: 

(des de junio 1970) 

CARCOS DESEXPE~ADOS: 

1944 - 1948 

1948 - 1951 

19J1 - 1954 

1954 - 1956 

(t1 n i v n J" g ida d de r. h U. ('. 1 I) 3 S 1Y 4 1 ) 

PCESIDC~TE ElECli7IVO DE LA CAr. 

leic Departamento de fiu~ucinuicnto 

Ascsor del Direcl.:orio (1.~ In CnjR ;;1l~ 

cional lIe Scguridnd ~\oclttl. Ln l'l'7.. 

Bolivia. 

Gerente y accionistn mayoritariD de 

1a Empress ~e Conntruccione3 ~ivil~9 

A cl 0 1 f 0 I. i i1 t1 r e fl [, (; L·~. 1. t J n. 1. [l P.3:~, 

Bolivia. 

D ire c tor c c t!~ t \H: 1. 0 n y I' r eye c t (1:1 \!:! 

John M
Rectangle

John M
Rectangle



1956 - 1957 

1957- 1958 

1958 - 1964 

1964 - 1965 

1965 - 1966 

1966 - 1967 

1968 - 1969 

1970 

ACTIVIDAD P ROFr~~ I ON A I.: ----_.. ...._----

ANNEX I 
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Miembro del Consejo de la Comisi5n ~a 

clonal de Coordinaci&n y Planteamien­

to. La PS%, Bolivia. 

Asesor del Vice Presidonto de" In Comi 

si&n Nucionsl de Coordinnci6n y PIanos 

miento, La Paz, Bolivia. 

Presidente de 18 Corporaci6n Boliviano 

de Fomento, La Paz. Dolivia. 

Presidente Directorio Emprc~a ~aciona1 

de F:lectricidad, La P;u::, Bolivia. 

Oficial de Pr'staMoB para Argentina 

Danca Interannricano de Dcoarrollo (nrO) 

'Wn9hin~ton, P. C. 

Subjofe dp PrastamoB para Arf,entina 

Banco Intornmcricano de Desarrollo 

(BID) Wnshinton.D.C. 

Coordinador T&cnico Programaa (HID) 

Cuenca del Plata 

Buenos Aires, Ar~cntinn. 

Presidente Corpornci&n Andina de Po~en 

to. 

Presidente de 18 Socfedad de In~eniros do Ho1ivio. 
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Presidant. de 1. Camara Naclonal de Construetorcs de Boli­

via. 

ACTIVIDADES EN EL SECTOR PRIVADO: 

Director de 1a Caja Nacional de Seguridnd Social (Rcpresen­

tante del sector privado). 

Director del Instituto Nacional de Vivicnda (Reprcaentante 

del sector Privado). 

Director de Is "Sociednd General de COtlcrcio" (elliprcsn pri­

vada). 

Director de Is Compafiin Rolivinna de ~eruroH S.A. (emprean 

privada). 

ACTIVIDAD DOCENTE Y UNIVERSITARIA: 

Cntedr~tico de las Escuelas de Ingenier!n Civil, Ingeuier!a 

Indu8trial-y Arquitecturs de 1s Universidad Mayor de San An 

dr~st Ln Paz. Bolivia (Tecnologia de laa Construcciones; HI 
quinas El~ctrica9: Luminotecnia y Acuatics). 

Ayudante de Cntedratico en la Escuela de Ingenieria de In 

Universidad de Chile (Jefe de Ayudantcs de cllculo; Ceome­

tria Analltiea; Qulmies Anal!tie~ y Elcctr6niea). 

Vice-PrasiJente de la "Orgnniz8cion llducacional lloliviana" 

(educacioa secundaria). 

ACTIVIDADES INTERNACIO~~~: 

Miemhro de la Delegaeion Boliviana a Is CDnfereneia Econ6rn! 
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ca de la Organizaci&n de 108 Estados Americanofi (OEA), Hue 

nos Aires, Agosto 1958. 

Miembro de la Comisi&n Orientadora de Pol!tica Economica In 

ternacional del Ministerio de Relaciones Extcriores delBo-

livia. 

Miembro del Consejo Consult iva del Minioterio de RelacioucB 

Exteriores do BolivIa. 

Representante de !301ivitt ante 1a CClnli.!Jib{l :1!;{ta-f'eruau.1 pn­

ra Estudio del AprovDchanicnlo de A~U39 dcl 1~go Titicnca. 

Reprcoentante de Bolivia n la PriMera ~cuni6n T~cnica de 

Vivienda y Plaueaaicnto (OSA)-Ro30tl. 

t;epreseUl:unte 00 ... .... . 
JJO..L..LV.l.a n 

Enerr,in (FAO- Roma. Italia). 

3 _ 

ue 
........... _ ........ _ .-1_ 
oL .................. ..., 

Gobernador par Bolivia a las Asamble~9 de ~obernadores del 

Banco Iotcrnacionnl de ;i.('conRtruccion y FOr:H!nto (;HH.F): 

1960 Uanhington; 1961 Vienn; 1962 y 1963 Vnnhin~tan; 1964 

Tokio. 

Gobernador Sup1ente par Dolivin a las Aaamblcau de CaLDron 

dores del Bnnco Intcrnrocricnno de Desarrollo (BID) en 1~61 

y 1964). 

AC'fIVIllADES DE O1'RHACIONES ])1-: PiU';STA;WS l'UULICOS lWrE!:~IP.GI()--------.. _._ ... _------_. __ .-----.--------.-~-----~~~---~----------

Gestor, por encoreo del Coblerno de Colivin, de loa Ai~uie~ 



tee pre9tnm~B pGblieo9 internncionnlcs: 

BID US$ 10.0 millonuo 

BID US$ 4.0 Mi11one~ 

BID US$ 9.1 mil10nes 

BID US$ 1.1 millonc9 

BID US$ 3.5 milloncs 

BID US$ 15.0 milloncs 

Gobierno del JapSn 3.5 rnillones 

BID US$ 4.5 mi110nea 

BIll US$ 1.5 mil10nes 

llIll US$ 1.5 millones 

ARCENT.I~lA: 

- Agun Potable rural. 

- Hospital - Kscuela. 

ANNEX I 
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Globnl n 10 Corpo­

rnciSn 801iviano de 

J.'omcnto (Cnf.'). 

Procrnno de Vivicn­

da cnr. 
Programa Coloniza­

cion cur. 
Desarrollo rural 

(Hinistcrio dp. Asu.!!. 

to') CampesinoH). 

l:lectriciund. 

)-; tn pre n a : J a c i 0 un 1 d e 

Elnctrici<iuJ. 

heun rotAbl~ COChR­

bnmbll y Oruro. 

FrogrRI:"R de Rier.o 

de'.' j 11 m'l 0 n t n s • 

AMpliaeiS" de In F5 

brieR de Cemento de 

~ucre. 



Mejoramiento de 1& ensefianza metalurgica. 
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Desarrollo del Valle de Rio Dulce - Colonizaci6n - Ener­

r.ta - Riego. 

- Preinversion, prapsrncion de proyectoo; 

Renovacion urbana. 

- CarretersB de interracion en C61ivia y Chile. 

Agua y encrsia el&ctrica, Rmpliacion vorins ccntrnles. 

- Interconeccion eHictrica /\carllY - :1isioneR. 

- Electrificacion rural. 

DtASIL: 

- Con s t r u c c ion p 1 ant 0 hid roe 1 e c t ric a de!. 7 6 0 • 0 t) 0 :~ r) - I 111 a 

Solteira. 

Fortalecimiento de In enRonnnza de eiencias ~5sicns (9 u-
niversidades). 

AN~liacion y rnejorareiento do In cngc~anza de cocualas tic 

nieas en 14 Estndon. 

- Cr&dito para induRtrios d~ proecRarniento de product os 0-

gr1colas Banco de BroG!l. 

- Red de .carreteras principnle!'l en el Nordcntc In llrAoil. 

- Ampliaci6n del ni~tcI!'tI d~ Br,I111 l'otnbJc de ;;1\0 Paulo. 

AMpliacion de 10 ronyor conpa~rn product oro de mineral de 

hierro del Brasil, en el Estado de Minas Gerais. 

- Cr6ditos a ELt:CTRO~mAS - Vnrios proy('(':tos rlp. c~ntrnl(;s 

eH!ctric8.9 y linens de trnn9Uli:-lion. 

Estudio9 de viabilidad de un acrcopucrto porn DvioncG 

supcrsonicos. 



CURRICULUM VITAE SR. ENRIQUE VIAL CLARK 

NACHlIENTO: 1926. 

Ingeniero Civil Universidad Catolica ano 1951. 

Casado con Ana Briceno 
J 

3 hijos; Enrique, Jose I g,.rrtt'io , Juan Pablo. 

Ingreso a COP-FO en Abril de 1950 

Ingeniero Depto. Industrias CORFO 

Depto. de P1anificacion CORFO 

Jefe Seccion Estudios y Proyectos 

Industrias CORFO 

Jefe Seccion Estudios y Proyectos Indust. 

Gerente Operaciones 

• • 

Director de Industrias y Comercio de 

Ministerio Economia 

Gerente CORFO New York 

Gerente General de CORFO 

OTROS CARGOS: 

Ex-profesor de Geometria Descriptiva y Plana 

Ca1cu1o 1er. ano Ingcnieria Industrial. 

ANNEX I 
Puge 9 of .L5 

1950 

1951 - 1953 

1953 - 1956 

1956- 1958 

.. ,... .. ..... .. .... , -. 

.1.::>,:)0 - .L~I\).L 

1961 - 1964 

1964 - 1965 

1965 - 1968 

1968 - 1969 
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Estructuras Metilicas, 5° aao Ing. 

Industrias, 6° ana Ing. 

Director Rscucla Ingenierra UC, anos 1956 - 1957 - 1958. 

TRABAJOS EfECTUADOS: 

. .. 

Organizador Junto Adelanto Aricn en 1959. 

Micmbro Comision 5 personas que prepnraron Sis­

tema Ahorro y Prestamo en vigencia para 10 Cfirna 

ra Chilena de la Construccion. 

Negociador Gobierno U5$ 110 mi110nes para proye~ 

to minero El Taniente en EE. UU. ana 1969. 

Miembro Cornision Negociaci6n Deuda Extcrna en 

Europa en 1964. 

Negociador en Europa financiamiento proyecto t~ 

lefonico en ejecucion (200.000 nuevos telefonos) 

NeRociador principa1cs financiamicntos externos 

para proyectosnacionales durante 1965 - 1968" 

en"EE. UU. y Europa (Ce1ulosn Arauco y Constitu 

cion- Prestamos Banco ~Iundial - Eximbank - Inte 

ramiento - Privados Gobicrno Espano1, FrancEs c 

ing1es). 

Asesor N.U. para creacion oficinas promotoras 

de proyecto parses en desarrollo - 1967. 

EMPRESA PROPIA: 1954 - 1956, Empresa Constructora INVEC. 

(Ex y Actualcs) Directorios: 

En representacion CORFO; 

Instituto Fomcnto Pesqucro 

Forestal 

Servicio Cooperaci~n Teeniea. 



Instituciones Cooperacion Inversiones 

Comite Ejecutivo CORFO. 

Comite de politica Arancelaria. 

Empresas Compania Aceros del Pacifico. 

Maestranza Antofanasta 

Chile Film 

Celulosa Arauco 

Celulosa Constitucion 

Industrias Forestales 

Famae 

Cemento Juan Soldado. 

Otros Directorios: 

Cimara Chilena de la Construccion 

Salas Reyes y Cia. 

Asoc. de A. y P. B. O'Higgins. 

Presidencias: 

. - Soc. Quimica y Minera del Norte 

Petroqu1mica Chilena 

Comision Draw-Back 

Comision Electronica Nacional 

Directores en el Extranjero: 

ANNEX I 
Page 11 of15 
-3-

Chilena Nitrae (En representacion CORFO) 

Ecuatoriana de Atun (En representacion CO~FO) 

National Associntion of Home Builders ( en re­

presentacion Camara C. de la Const.) 

Chilena Trading N.Y. 

Gobernador Altcrno Bco. Intcramericano. 



CONGRESOS: 

, .. 

-4-
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lor. Congreso lnteramericano de 18 Vivienda, 

Bogota - 1958. 

Concreso Preparatorio ALALC C6rdoba - 1958. 

Reuni6n Banco Intersmericano - M~xjeo 1957. 

Reuni6n Banco Mundial y Fondo Monctario 

Rio de Janeiro - 1967. 

Conferencia paJ:ses cn Desarrollo en Hinsk-Ru­

sis - 1963. 

Presidente De1egaci6n Chilena a1 Congreso Mun 

dial de Pesea en Lima - 1962. 

Congreso Internsciona1 Industrial con 1965. 



, , 
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··NOMBRE: 

LUGAR DE NACIMIENTO: 

FECHA DE NACIMIENTO: 

ESTADO CIVIL: 

NUMERO DE HUOS: 

FORMACION ACADEMICA: 

IDIOMAS: 

ACTIVIDADES: 

MIGUEL CASTILLO BLANCO 

Maracaibo, Estado Zulia 

20 de Febrero de 1935 

Casado 

Cuatro (4) 

1959 Titulo de Economista de 10 Universidad d~ Pen 
silvania en Filadelfia, Penna., U.S.A. 

1961 Curso de Post Grodo sobre "Programaci6n del 
Desarrollo Econ6mi COli en e 1 Centro de Estudios 
del Desarrollo (CENDES) de 10 Universidad Cen 
tral de Venezuela y Naciones Unidas. 

1968 Seminario sobre Transformaci6n Industrial de 
Produdos Agropecuarios en Berlin, Republico -
Federal Alemana, auspiciado por 10 Fundaci6n 
Alemana para los poises en vIas de desarrollo. 

Curso PERT -CPM en el Instituto Politccnico No 
cional. 

Castellano - Ingles 

1959-60 

1962 

1963 

Economista adscrito 01 Dpto. de Unidad de Estu 
dios (Estudios Sectorio les) C. V • F • -

Secretario-Ejecutivo de 10 Comisi6n Pro-Desa­
rrollo del Estodo lara, en representaci6n de 10 
C. V. F. 

Representante de 10 C. V • F. en los Estados lara, 
Yaracuy, Falcon y Portuguesa. 

Instructor colaborador de I Centro de Formaci6n 
Comercial del I NCE en Barquisimeto. 



ACTIVIDADE$: 
(Conti nuoc ion) 

1964 

1965 

1966-67 

ANNEX I 
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Integrontes del Equipo de Visita de las Zonas 
Industriales de Estados Unidos y Canada. 

Miembro Individual de la Sociedad Venezol~' 
na de Plonificacion. 

Miembro Individual de 10 Sociedad Venezala 
na de Planificaci6n. 

Miembra del Camite de Programaci6n de la 
Fundaci6n para el Desarrollo de la Region Ccn 
tro Occidental de Venezuela (FUDECO). -

Observador en Asamblea de Fedecamaras en Me 
rida, Maracaibo, Valencia, Barquisimeto y Ca-=­
racas. 

Miembra Fundador de la Asociacion Regional de 
Ejecutivos, Edo. Lara. 

Asesor de 10 Mision de Industriales del Estado La 
ra en Bogota, Colombia. 

Miembro de 10 Regional Science Association, -
U.$.A. 

Miembro Fundador del Colegio de Economistos 
de I Estado Lara. 

Delegado de la C. V.F. en el Congreso Interame 
ricano de Planificaci6n (Caracas). -

Miembro del Directorio de la Companfa para 01 
Desarrollo Industrial de Barquisimeto (COMBiDAR 
C.A.) 
Director del Central Sisalero "EI CuF, C.A.I! 

1968 Presidente del Central Sisalero "EI Cuji, C.A." 

1969-70 y Presidente de 10 Asociacion Regional de Ejecuti 
71 vos del Estado Lara. -

Sub-Gerente de Servicios Tecnicos de la Corpo 
racion Vc nezalana de Fomento hasta e I 1-6-71 . 

. . / .. 



r 

ACTIVIDADES: 
{Continuaci6n} 

MCB/cr.-
28-6-71 

ANNEX I 3.-
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Gerente-Encargado de la C. V. F. en trcs (3) 
oportunidades durante este periodo. 

Miembro Asociaci6n Venezo!ano de Ejecutj -
vos. Caracas. 

Miembro de la Comisi6n de Estudio del Banco 
del Hogar. 

Miembro de la Comision Nacional de Pesca. 

Miembro de 10 Junta Directivo de! Centro Si 
m6n Bolrvar, C.A. 

Miembro del Directorio de la Comisi6n Nacio­
nal de Financiamiento a la Pequef'ia y Mediana 
Industria (CONAF! N). 

Director-Suplente de la Corporaci6n Nacional 
de Hoteles y Turi~.mo (CONAHOTU). 

Miembro de la M,~.:lin Econ6mica en Centro­
America, presidida por el Canciller Aristides 
Cah''=1n! • 

Miembro de la Misi6n Econ6mica en Trinidad, 
presidida por el Canci lIer Arrstides Calvani. 

Delegado de la C.V.F. en el Seminario sobre 
IIDesarrollo Industrial e Integraci6n Econ6mica 
de los Paises Andinoslf. INTAL., Bogota, Co­
lombia. 



, 
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AID-DLC/P-1029 
AN~~EX II 
Page 1 of 10 

June 1, 1972 

Infonnac.i.on b.l5ica conf:i.dC'oci.11 que cJclh" ncOmpanGl: n. 
toda consulta pn .... li.lllin.;ll~ sobre UIH1 posibilidad clc; financiamiC?nto. 

·a) Sobl."e ~l solicitnnte 

- Razon socinl 0 nombl."e de 1a entidad 

Dil."cccion 

- Objcto soci~l 0 funcioncs 
- Capital autorizndo, suscrito y pagndo 0 presupucsto 

tl."at~ndose de entidadcs p~blicas. 

- Principales accionistas 0 dcpendcucia jur{dica; 
cornposici6n del capital. 

---~-,... ..... -- .... It' .... '--' ........ 

b) Sabre 01 cr6dito 

- Valor solicitado 
- Destino del crcdito 

- Garantfas afrecidas 

c) .Sobrc __ c1 proycc to 

- Descripcion, objeto y re1aci6n con e1 proceso de 
intcgracion. 

- Insumos, mercados Y pl."oduccion 
- Inversi6n y financinmicnto del proyecto 

- Estado actual de los estudios de Vi~bi1idad t~cnico-.. . cconoml.Co. 

En e1 cnso de que In consulta cle finDncinmicnto'se h~ga con 
destino a l."c;11iz.:lr l1l1 pst:uciio, sc C]C'lH' .3clD.l."r.l." e1 ob.~('t-o y 
alcancc ck1 r,-.iDl;-,O Y, 5i C5 po!-;iblc, i.nc1ical~ SllS tennino:> 
de rcfcrcncl.i1. 
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SOLIcrnm PARA UN 

1. In formaci on ~ob)' eel so lid. t.::n tc 

1.1 Nomln"e y direccion de la entidad soU.citante 

1.2 Nornbre y direccioll de III person;l 0 personas que t"cprese;1t:llr. 
a 1 so lic i tan te en aspec tos r C! laciol1D.dos con la tr ami tac i6~1 
del pl:estaffio. 

1.3* lmcxar el D.::>curnento Constitutivo y/o el Estatuto Social de 
1a cntidc1d 'solicit:antc e in.[ormco legal sobre Sll capaciciacl 
jur{dica para con traer obli~3ciones 

1.4* Esctructura org~nica de la ~nticlacl; accionistas 

1~5* Breve de~cripci6n cie uctivid~JQ3 que ~c~li~~ ]~ ~~ticl~~ n 

cmprC'sn c ins ta l.:lC iOl1os que posce>; .:mexC.lX c 1 ultimo in [onTte 
anual de 1a empt"CSil. 

1.6* Adrninistracion de la entidad (tecnica, contable, auditor{a, 
etc.), inc luyendo informacion sobre los princip.:lles 
ejecutivos. 

1. 7* Ane}:ar balances Clu<1itados y estados de ganancias y perdicc:ls C 
los 3 ultirnos afios, referencias bancarias y comerciales, 
en su caso. 

1.8 Otros prestarnos en trarnitllcion. 

2.1 An cxal." e1 estudio de pre-ftlctibilidi.HJ 0 de factibilic1ad 
del proyocto, c incluir cunlquior informacion 0 comen­
tario que llcl.1re los objetivos del proyecto. 

2.2 Cornell tat"ios sobl~e nspec tos tccnicos) cconomicos, fincJn- .. 
cieros y co~crciQ).es que pUdicsen nctualizar cl cstudio 
de factibilidad 0 ajustarlo .11 alClll1Ce que se requicre. 

2.3 R~1.Rci6n del proyecto con col proceso de integraci6n del 
area ClJ? 

~No se aplicn cuando el solicitnnte es un 
ot"ganismo nncionnl de desarrollo. 



~ .. 

2'/'4- Efectos de1 proyc('I:~) p;!I-a 01 paJ.s (lHtl::m7.n de P':li',OS, uLili­
zacion de muno d(?~)iH·:l, :J11:0~ l!fcc:l,,1S eco110WiCO:i 0 sucLJJv:;). 

- ·3 .. In[onnacion s')hrc> J n ~olici cud 

3.1 Monto y claso de monedas solicitadas 

3.2 ·Plazos y pcrfodos de sracin solicitados 

3.3 Int~reses y otras condiciones solicitadas 

3.4 Garan~{ns propucstns (dcscripcion) 

3.5 Sistema como se propane cubrir al mant~nimiel1to del valor 
de la mOned.,l. 

3.6 Anexar carta d<:l Gobierno e;n:Ltida a traves del orgflnisl11o 
oficial apropiacb) asignuncio la prioriclad del proyecto 
dentro de los planes de dcsarro1lo del pars. 

4 .. In formncion sobre 1a ej ('cHclan c1e 1 proyec to 

4.1 Calcndario actualizado para la ejecuci6n del proyecto 

4.2 Procedimicnto parn In (>jccuci~n del proyecto, incluycndo 
inform~ci6n sabre proccdi~i~ntos para contrntaci6n do 
servicias y adquisicion de hiencs, pnra la supcrvisi6n 
t~cnica y administrativa del proyecto, entrennmienta del 
personal, etc. 

4.3 Prpsupuesto y financiamicnto del proyccto; fuente de fondos 
y calendario de inversiancs. 

4.4 Distribuci6n de invcrsiones·cn moneda local y extranjcro 

4.5 Inversiones y trabajos ya iniciaclos para el proyccto 

4.6 Aplicacion espec{ficn del pr~stamo que se solicita a in CAF, 
por tipo de mJnedns. 

4. 7 cf.i lcu 10 de resu 1 t ClC1aS financi el~OS par n los tres primero s 
arias. de opero.c ion) p Inn de eLmor tizac i6n del pr E.os tamo. 

4.8 Rc>ajustc de costos y de 1a rcntnbilici.:1cl en h.'lse a tasD. 
intcn:t'1 de retorno .1 las condiciones i5.nancict-as LlC tua­
lizadns. 
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I "'· .... O,.,'.'!\CI A '· ""11' n-;-p1;" ('C)''':''~''-::'T' T'''.' SO· ~''''I'''''''Jn J) \-, \ 11~,;: 1,J: I" .. ' . \t., \.1. J:. _'..,:,~:_. _' ~~ .... ! ... !.:~~'.'-\:: . .'~.!.!.!.::." J.l I ;\1 • 

Pi~ n: ~:Vi~I\SIO;': -",._-" . 

1.1 i-:ombre y (~i:"{'cci6n ue la entidad 0 persona natural 
solicitantc. 

1.2 f,ombre y d~.1·eccion de In persona 0 pel."sonas que rcpl..'csen­
tan a1 solicitantc en nspC'ctos rC'lacionndos con J.tl trurnil.::'t­
cion del prestamo. 

1.3* Ancxar (>1 Estatuto Social de la enticlnd solicitante e infonllc 
legal sobre-su cupacidad jur{dica para contracr obligacioncs 
credi ticias. . 

1.4* Estructura org~nica de la entidad; accionistas 

1.5* Objeto de la entid':l:l y bl'~VC dcscripcion de actividadcs 

1.6* Administraci6n de 1A entidAd (t6cnica, contablc, &uditorfa, 
etc.), incl~yendo inform~cion sabre los pr~ncipa)escjecutivos 
re1acionados con el proyecto objcto del prestareo. 

1.7* Anexar bal.:::-,ces audt tados )T cs tados de ganc':mcic.s y perdida.s 
de los tres u1timos aDOS, rcfercncias bancarias y cowerciales. 

1.8 Otros pr~st~mos en tramitaci6n. 

2. Infornnci6n sohre c1 nrovccto . 
2.1 Anexar e1 Estudio ~e Prc-factihi1iclacl dol proyccto, si 10 

hubicre, 0 una descripci6n del mismo. 

2.2 Ancxar los 7erminos de Refer('ncia del cstudio que 5C projlo.H: . 
llevar a cnbo. 

2.3 Rclaci6n del proyccto con el proceso de integracion del 
area CAl7. 

2.4 Ef<:ctos Pl'o:J<lblc>s del prayccra pnra cl Ptl1.s (b,;li';.l1%Ll de 
pogos, util~znci~n de mana de> obra, otros cfcctos econo­
micns 0 socinles). 

ilf.:o 50 np1ic:l,Ct::;:1do c1 solicit:mtc cs un 
org':laismo natf:i.,,,;;;-.al de d<:5arrol10. 

" 
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3.' Infor rnncL:':J1 sobrr> 1<1 sol:i.C1.Lll~ 
P d .. ~};C I:; of 1 

3. I Hanta y clase de mcmeci':ls solici t .. ldas 

3.2 Plnzas y per{odos de gracia solicitados 

3.3 Intcrcses y atres condiciones solj,citaclas para 01 cstudio 

3.4 GarantLls propll~sta.s (dc:'!Bcripclolt) 

3.5 Sistema como se propone cubrir el mantcnimicnto del valor 
de l[t moneda. 

3.6 ,Anexar enr ta del Gobicrno 0:ni tid.J. a tl:'avcu de 1 oq~nn i milo 
oficial npropindo, .:lsignunclo 10. PCiol::Ldad .. del proycc to 
dentl:'o de los planes de desarrollo de::l pa1s. 

4. In fOl:'macion sobre l.p (> i cctlc~6n de 1 pl~Oy(>C to 

4.1 Ca1cndario actunlizado para la realizacion del estudio 

4.2 Procedimicn to pur a 1a )~ calizacion del estlldio, inc] uycndo 
informacion sabre proccdimicn tos para conteatacion d(~ 5('1."­

vieios y para 1a supervision t&cnica del estudio. 

4.3 Presupucsto y financiaci5n del cstudio, fuente de fondos y 
ealcndariodc gastos. 

4.4 Distribueion de gustos cn moneda local y extranjera 

4.5 Gastos y trabajos Y.1 iniciados para el estuclio 

4.6 Aplic:lcion espccffica del prestnmo que se solicita <'l In CAF, 
pOl:' tipo de mon~da. 

4.7 Programas financicros pm~a la ej eCllcion del proycc to en caso 
de scr &ste factible, 0 para e1 estudio de factibilidad en 
caso de tratarse de un pr6stamo para prefactibilidad. 

'. 

, 
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l.l\"FOR~'I/\CIO;\ QlJ!~ DFlm CO>:Ti':~E;{ Ui'~A SOLICITUD P/I.!CI\ U~A 

/\SISTE~';CTA T;~C~\TCA 0 f'i .. RA Ui\ ESTll12:fO DE _~,A CfiF 

1. In for ill (> sa 11 l"(> (' 1 ~ 0 1 i cit (1 n t c 

1. 1'*' Nombrc y dircccio<1 de la en tic1nd 0 pel:"sonn natual 
so lici tan tc. 

1.2'*' Nombre y di.rC'ccion de 1n p(.'r~ona 0 personas que rcpl~escnta7'l. 
al solicitantc en aspectos relncionados can la tramitaci6<1 
de 1 pr(:s tmno. 

1.3* Objeto de la entidad y breve descripci6n de actividades. 

2. Informncion sobre e 1 provec to 

2..1 AIl~xw: Ulla descripciun de los objetivos y alcances del 
proyecto. 

2.2 Anexar los Termino$ de Referencia del estudio que se pro­
pone llcvnr a cabo. 

2.3 Relacion del proyecto con 01 proceeo de intcgracion del 
area CAt'. " 

2.4 Vcntnjns probablcs d~l proyccto 0 de la asistencia tecnica 
para e1 pars 0 la sub-region. 

3. Informacion sobre In solicitud 

3.1 Monto aproxi~aclo de la asistencin t&cnica solicitada 0 del 
costo del estudio. 

3.2 Otras condiciones solicit~das para In asistcncia tecnica 0 

para In rcalizaci6n del estudio. 

3.3* /\ne:<ar carta del Gobiel"nO ,:·mitida a travcs del org.nnismo 
oficla1 {J in' 0 p L:1 do ) <lsi~nr:ndo 1:1 priori.dad del proyec to 
dentl."o de los pl.me!.) de: dcs.:u:rollo del puIs. 

q. l!.1Jo l: ll!!.!,.ci (,n .-.::!I:.!.~!:..<::_1~j.!2.'2.1C' :i..6n de" lWOY.('(' :':0 

I •• ] Cill (·ntl.'wic, ;l(!l:ll:lH zndo p.11:n ] a )'(.'.:11 iZ:ICl.On de lo!> lX .. d);lj()~; 

,'I!'No tiC :lpli.ell C'wmdo ('1 :.ol5,ci::i.1tllc (~~ 
In Uni dad de Pt-OiilOC ilJI1 de 1<1 CAl:'. 
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4.2 Pl'occ'ciimicl1to 1'''U:'.1 1.Ll re.:l1i:·::.ci')l1 de los trnl>njnr; incluycl1(b 
in.[~l:lliuc:L0:1. S:1bl:e proc\"(I:i.::~iL'n Un, p:n:n cont rnt.:-:c:i6n ck fi<.:l:­

vieios y para 'l~ supcrvisi5n t6cnlca de los trabnjos. 

IJ.3 PrcsupuC'sto y fj.nanciLleion de los trabajos) fuente de fondos 
y ealendario de gastos. 

4.4 Distribuci6n de Bastos en m6neda local y cxtranjara 

4.5 GClstos y aeeioncs ya efcctucHJos para 1a asistencia tccnica 

4.6 Pl'ogr':imas para compl<:!tnr los tl"abajos en CCISO de quo los 
estlldios 0 1a asistl~ncia tccnica muestrcn las vC'ntnj:w del 
proycct:o. 

.., 



/" 

// 

-- -

ANNEX II 
Page 8 of 10 
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1. 1. 11 [0 }~11H1 C:1. 0:1 119!H'r .:11 

,,;; 
rt,l Descripci5n qu£mica 0 f!sica del producto terminado 

1.2' Ot~as caracter{sticas, marcus, norman comcrcialcs) etc., 
relacionadas can clicho producto. 

1.3 Ubicaci5n dcntro de la nomenclatura NABALAl .. C 

2. Estudios d0 mercado 

2.1 Detcnninacion del met'cndo ac'tua1 del producto y de sus "~ 
derivados 0 subproductos (a nivel nacional, subregional ~ 
y/u otres parses). 

2.2 An51inis de pr0~jnp A njvp1 nnciona1p subregional e 
internacional. 

2.3 Eva1u[,cion de los factores que af~ctan 1a demanda (ca1idad, 
uso final, etc.). 

2.4 Proyecciones de 1a demanda a 5 y 10 anos 

2.5 Tendencias de los precios y valor de 1a demanda a 5 y 
10 ailos. 

2.6 Cornpnraci6n de 1a demanida con 10 que se obtiene en otros 
pa{scs del Grupo &1dino. 

3. Estudio T0cnico 

3.1 Procasos de fabricacion y/o elaboraci5n del producto; breve 
desc ri pci5n de los mi:-.Hnos, ven taj as, dispon:i.bi lidad de 
tecnologIas, etc. 

3.2 Proccso seleCCl.011.1.cJO; ju~tificativo~ tccnico-economicos 
para 1.1 sel~cci~n. . 

3.3 Diair.l~.r\nl.1S de flujo, bnlnnc0 ch' mntcrinl('s, rcqllcr:i.miC'l1tos 
d .. ( , l' t . ) e s (:1: V1C 1.0S ngu.:1.. en ('rg~a Ci' (·c -r 1. c a, Vii POL, etc. . 

3.1,. }I.1.t('l::i.ns prim:.s y suhpr-oductos, cspcci.ficllcion, di.sponihi·' 
l~<.1;lli locnl. n;lc~onal ),/0 suol:<.:gion'::ll; im5.1isis de rcs\;'rV,l:.; 

. 51. [UCS c neCC~'lL.1.0. 

• 
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4.1 Descripcion dct311nda de 1a planto y/o instnlacioncs 

4.2 N~rmas de dise~o y especificucion de,los equipos 

4.3 Costos de ccmfjtl~l1cci.6n y do m;mtcnind.cnto; inversiol1os 
to tn les l: (,Cfue r i dn s . 

4.4 Localizncion selcccionnda y nltcrniltivn; costas 

4.5 Otro$ da tos t&cnicos d<:> I proyec to (cia tos c 1 ima to logicos , 
de suclos, etc.). 

4.6 Programncion y crol1ogramn ('0 ejecl1cion del proyecto 

5. Estudio econ5mico 

5.1 Determinacion ~e costos fijos ~ variables 

5.2 Flujos de inversioncs y de fond;)s; flujo de divisas 

5.3 Curvas de susceptibilidad a los insumos principnles 

5.4 Punto de equilibria y tasa interna d<:> retorno 

5.5 Cnpitalizaci~n de los ccstos y de los beneficios; comparn­
cion beneficios y co~tos. 

5.6 An£lisis de beneficios indirectos (nivel ocupncional) , 
efectos economicos en la zona, pars ylo subregion. 

5.7 An~lisi~ impositivo 

5.8 Programn de inversiones en'relacion a financiamientos; 
costos de capital de trabajo y otros. 

6. Estudios ccmolcmcntnrio~ 
I 

6.1 Cuac1ros y diagramas complementarios 

6.2 Aspectos de intcgr~cion 

6.3 Aspectos comercinles y arancelarios; sistemas de distri­
buciol1 y VCl1t.:lS. 



6.4 

6.5 

6.6 
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1 1 • " ., .. .II 
C~)ntt·\) de ca j d,l(l v :If;l ~;t pilei:l tc'cn:u.:(1 P:I1'':1 C'1f'(.'U(.'lOI'l 

del pl:OYC'Cto, ~1dmi.n"i.stT:tci~~n d" 1.1 plnnl:n () r"'ill"ic'l. y 
para la con1C'LCi~11b:':lC.:i\)1l 0 Vl'nt':l dc·· 10$ prO(lllclOS. 

Rr.ntabilidad n.:lcionnl y efc'ctos sobre baltl1'lZ[l de pago!, 

Obsc·rvnciol1cs y recomendc:cioncs; s\lgerc.·\iciM; p.::n.·tl 1.1. Lliplc­
mentaci6n del proyecto (t6cnicas, financicras e institu­
cioLlnles) . 

John M
Rectangle
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ANNEX III 
LIST OF PROJECTS AND STUDIES Page 1 of 9 
(Public or Mixed Underlined) 

TOTAL PRIVATE, PUBLIC LOCAL TERMS 
PROJECTS APPROVED INVESTMENT AND OUTSIDE CAF CURRENCY %/YEARS 

-Y. Rice Storase Facilities -
Bolivia 1,850 550 1,300 564 8.5/15 

2. Tuna Processins Plant -
Ecuador (ECUATUN) 3,246 2,746 500 1,758 8.5/10 

3. Tea Production and Pro-
cessing - Ecuador (TE EULAY) 1,240 740 500 1,000 8.5/10 

4. Steel Laminating Plant -
Ecuador, Chile (ACEROS ANDE<=:) 4,240 3,440 800 1,640 10/10 

5. Plate Glass Factory -
Ecuador (FANAVISA) 1,854 1,054 800 950 8.5/10 

6. Bicycle Assembly - Bolivia 
(INGESA) 450 270 180 176 10/10 

7. CACAO Processing Facilities -
Ecuador (SALCO) 980 860 120 300 8.5/6 

8. Rio Limon Bridge - Venezuela/ 
Colombia 5,079 2,057 3,022 4,738 8.5/15 

TOTALS 17,938 10,966 7,222 11,146 



PROJECTS IN PROCESS 

1. Expansion Caprolactama 
Factory : Colombia -
Venezuela 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

DMT Chemical Plant 

Petrochemical Plant -
Bolivia 

Petrochemical Plant -
Ecuador 

Synthetic Fibers - Bolivia 

Pigments and Dye Stuffs 
Plant - Bolivia 

Powdered Metal Plant -
Bolivia 

'/ 

Subegrabed.Artefact 
Industries 

9. Article 50 Projects -
Bolivia 

10. Article 50 Projects -
Ecuador 

11. Sectoral Enterprises -
Textiles 

.. 

TOTAL 
INVESTMENT 

22,000 

20,000 

70,000 

31,000 

3,000 

4,500 

2,000 

14,000 

14,000 

8,700 

1,000 

-2-

PRIVATE 
AND 

OUTSIDE 

19,000 

19,000 

56,000 

25,000 

2,000 

3,500 

1,000 

-11,200 

11,000 

6,700 

CAF 

3,000 

1,000 

14,000 

6,000 

1,000 

1,000 

1,000 

2,800 

3,000 

2,000 

1,000 

ANNEX III 
Page 2 of 9 

. LOCAL 
CURRENCY 

TERMS 
%!YEARS 

, 
" " 

(approximately 70% of thesE 
projects will be private) 

{approximately 60% of thesl 
projects will be privat, 



PROJECTS IN PROCESS 

12. Sectoral Enterprises -
Canned Goods 

13. Sectoral Enterprise -
CACAO 

14. Lubricating Oils -
Bolivia 

15. Pesticides - Bolivia 

16. Edible Oils - Regional 

17. Acriiic Fibers -
Colombia 

18. Machine Tools - Regional 

19. Acrilic Fibers - Peru 

20. Coke Production Plant -
Colombia 

21. 2ro"; ect r 0 :,?::JT!.~ -'1< 

21. p.e<bjed::esr';remel'lledrj:o-ekpansihlDn 
Petroleum Industry - Ecuador 

22. Projects in Pharmachemical 
Field - Regional 

23. Cement Plant - Ecuador 

24. Rubber Production - Ecuador 

TOTAL 
INVESTMENT 

300 

1,000 

4,000 

7,000 

17,000 

6,000 

30,000 

7,000 

28,000 

25,000 

12,000 

15,000 

3,000 

-3-
PRIVATE 

AND 
OUTSIDE 

3,000 

5,500 

14,000 

4,500 

25,000 

5,500 

25,000 

200,)000 

9,500 

12,000 

2,500 

CAF 

300 

1,000 

1,000 

1,500 

3,000 

1,500 

ANNEX III 
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LOCAL 
CURRENCY 

TERMS 
%!YEARS 

5,000 (Approximately 60% of these 
projects will be private) 

1,500 

3,000 

5,000 (Approximately 60% of these 
projects will be private) 

2,500 

3,000 

500 

H 
OH 
H:.H 

\0 



-4-
! 

- ,'-+-- PRIVATE 
TOTAL AND 

. PROJECTS IN PROCESS INVESTMENT OUTSIDE 

25. :Construction Steel -
'Bolivia ( IBAHSA) 1,000 530 

26. Fish processin2 and 
Marketin2 - Peru 16,000 13,000 

27. Agro-Industrial Projects -
Bolivia 5,000 4,000 

28. Fish Industr:t - Re2ional 15,000 12,000 

29. Agro-Industrial Projects -
Regional 25,000 20,000 

TOTALS 411,760 331,850 

CAF 

470 

3,000 

1,000 

3,000 

5,000 

79.910 

ANNEX III 
Page 

LOCAL 
CURRENCY 

(Approximately 
projects will 

(Approximately 
projects will 

4 of 9 

TERMS 
%/YEARS 

75% of these 
be private) 

75% of these 
be private) 

~-fi-
+" 

H o H 
I-+.IH 

\Q 

John M
Rectangle

John M
Rectangle

John M
Rectangle

John M
Rectangle



STUDIES APPROVED - LOANS 

1. Article 50 Projects - Bolivia 

2. Refrigerator Assembly - Bolivia 

3. Non-Furrous Metals - Bolivia 

4. Article 50 Projects - Ecuador 

5. Selva Alegre Cement Plant - Ecuador 

6. Agroindustrial Projects - Bolivia 

7. (DEMA) Fish Product Marketing -
Colombia 

8. Development of Phosphates - Peru 

9. Construction Materials - Bolivia 

TOTALS 

-5-

TOTAL COST CAF 

575 262 

200 60 

120 1!l2.6 

225 112.5 

400 200.0 

320 265.0 

60 42.0 

600 420.0 

564 73.4 

2,289 1,201. 5 

ANNEX III 
Page 5 of 

TERMS/YEARS 

6/6 

6/6 

6/6 

6/6 

6/6 

6/6 

6/6 

6/6 

6/6 

9 

Vl 
H 

o H 
H:>H 

\D 

John M
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STUDIES APPROVED - TECHNICAL ASS~STANCE GRANTS TOTAL COST 

1. Development Petroleum Industry - Ecuador 180 

2. Electrification Resources - Quito, Ecuador 3 

.~ 3. Pharmochemical - Regional 230 

4. Commercialization of Food Products - Regional 49.5 

5. Stregthening of Agroindustry Institutions - Regional 12.0 

6. Regional Air Transport System 65 

7. Multinational Fish Enterprise - Regional 10 

8. Multinational Sea Cargo System 45 

9. Coke Production - Regional 79.7 

10. Standardization Telephone Industry - Regional 2.5 

11. Development Petrochemical Industry - Regional 92.0 

12. Technological Assistance and Coordination 132.0 

13. Andean Fund - Regional 18.5 

14. Multinational Reinsurance Agency - Regional 27.5 

15. Studies by Ministry of Agriculture - Bolivia 3.7 

16. Artesan Industries - Regional 8.0 

TOTALS 898.4 

• 

ANNEX III 
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CAF CONTRIBUTION 

50.0 

3.0 

230.0 

49.5 

12.0 

65 

10 

45 

49.9 

2.5 

92.0 

32.0 

15.5 

27.5 '"j!:> 
p z 
J::. S 

3.7 
r;; _-_ 

;Y. 
(;. 

H 

8.0 C H 
t-o:.H 

1..0 

738.4 
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STUDIES BEING DEVELOPED TOTAL CAF 

Powdered Metal - Regional 60 40 

Basic Chemicals - Regional 300 200 

Industrial Expansion Modernization 30 30 

Sectoral Program Projects 2~OOOO 1,770 

TOTALS 2,390 1,770 
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EXAMPLES OF CAF PROJECTS UNDER DEVELOPMENT WHICH WOULD 
QUALIFY FOR FINANCING WITH A.I.D. FUNDS 

1. Construction Steel Plan {IBHASA} - Bolivia 
{Total: $l,OOO~ CAF $.470} 

Enable an existing steel plant to expand its facilities 
in order to produce steel construction rods which are now 
being imported into the region. The market for such items 
within the Andean area is substantial~ furthermore, many of 
the· required raw materials would come from CAF member countries. 

2. Wood Export Industry - Bolivia 
{Total: $10.0; CAF $2.0} 

The CAF has under active and advanced consideration a 
series of projects which involve the exportation of fine 
woods within the Andean region and to Argentina. Foreign 
investors, including Boise Cascade, have indicated their 
interest in participating in these ventures. 

3. Edible Oils - Ecuador 
{Total: $10.0; CAF $2.0} 

Several entrepreneurs in Ecuador have presented the CAF 
with a proposal to construct an industrial complex for the 
integrated processing of various agricultural products, 
especially African palm, with the object of p~oducing edible 
oils. The CAF has brought these entreprenuers together with 
the private Chilean company COMARSA for the purpose of 
establishing firm markets in Chile. 

4. Projects Deriving From the Petroleum Study - Ecuador 
{Total: $7.0~ CAF $l.S} 

CAF estimates that there will be a priv~te sector demand 
of at least $7.0 million for projects in the industrial 
manufacturing area as a result of the recent petroleum dis­
coveries in Ecuador. It is working with the CV/CFN {National 
Financial Corporation} to develop these projects and the 
regional markets their end products will serve. 



5. Acrilic Fibers - Peru 
{Total: $7.0; CAF $1.5} 

ANNEX III 
Page 9 of 9 

This project involves the expansion of an existing 
acrilic fiber plant, so as to increase its capacity from 
six to 12 thousand tons per year. A regional market demand 
study has indicated the need for such expansion. Acrilic 
·fibers were assigned to Peru by the sixth complementation 
agreement of LAFTA. 

6. Cement Plant - Ecuador 
{Total: $15.0; CAF $3.0} 

A CAF-financed market study has made a preliminary 
finding which supports the establishment of a cement plant 
in the north of Ecuador, near the Colombian border. Private 
Ecuadorian and Colombian investors will participate in the 
project; Venezuelan investors have also indicated their 
interest in joining. The plant will serve Ecuadorian 
markets and those in the southern regions of Colombia-
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La Corpol':l.cibn .:\ ndhw. de Fmr:ento y 1<, s C~)l'po;'aci onc~; financic-

ras priva.das de Colomb:a, co:)scjentc~; de C]nc ulla COoi)~racHlll Cl1tr(~ 

cllas contribuirb en forn~a npl'cci~bl0. al fot't:tleeirnicnto del proccso de: 

inicgr::1ci6n de llllcstros parses, tWO de ]0::; 111:tS erectivo;; medias en In 

luchn pm' el mejoramic!~to ecoll(m:ico, kll1 conv<.'nido, de mutuo neue!' 

do, cstablccer y desarrollar csta ,;oopcnlcion sobre Ins b~:u~cs Higuicnte s: 

A. -

2) Informar ,t 1n CAF de los prcyectos de quC' tcn~;<lll c:o!1ocil::icllto y 

3) Suminis1n~r a I-n. C.:\F 1a iJ:fonn~icibn de que dispcn:;an C:l r(~laci(n 

rCf>crva profcsiOi:;d. 
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5} Colaborar con 1:1 CAF. delltl'o de las po!:dhilidade!.> dc crui:t lum, 

en los proycdos ql!e,cr;trl i.ld~bn1c cp Colornhia. 

]3.:-- La Corpol'acion Andina dc, Fomcnto se comprometc a 

1) Coopcrar. \ "'! las corpoI'ad ones financicras en los rlSpcct 05 H;I;ni .... 

cos Y fillD.!lclCl'OS de los proyectos que cstas Ie bometan y que 'bU5-

quen la inicgraci6n de 10:-'> p~rscs de 1a sub-regiun andin~ y Vcmezue 
... ." - ... ~ 

la., medi::l.ntc acucrdo pn~\'io en eatia caso particular. 

2) La CAl" suminisirad. a b~; corporaciones financicrfls bs informa.·· 

cionc~ dc que disponga so:)re proyectos que pllcdnn iniC'l'csar a Co-

lombiu., con la misnla-limitacion de rcsel'v[j, profesion::tl., menciona 

da o.t1'as. 

3) La CL'\F col:J.boral'ft con 1:15 corporaciones fillancieras en la ejccucion 

de estudios de di versa f:ldolc <]\1C se rcquier'an en reJacion con pro-

yectos de int<;'gl'acif)l1. mediantc aCtlCl'do pI'cvio en cada C3.S0 pnrticu)ar. 

nancicras. a [fll dc ~aci1ital' una mayO)' prcp:u'acion y c>=pcricncia a. DUS 

fllllCiol1arlos. colaborar!"tn en el cstablccimicnto de pro;;ramas de intcrcam~' 

bio dc personal. 
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The six member countries of the Andean Development Corporation 
represent a potential economic unit which compares favorably 
with the individual members of the Latin American big three: 
Argentina, Brazil, and Mexico. As Table I points out, the 
CAF members. have a combined population of 67.2 million and 
in 1970 generated a combined GNP of $32.2 billion. 

A. Bolivia 

Bolivia is one of the least developed of the Latin American 
countries. Land-locked, with sections extremely mountainous, 
it presents formidable geographic barriers which limit trans­
portation and communication facilities and impede economic 
development. About two-thirds of the population of 4.8 million 
live in rural areas. Agriculture provides about one-third 
of the gross domestic product. The country is rich in minerals 
and the mining sector is the source of the majority of the 
country's export earnings. Bolivia has access to the sea via 
the Chilean port of Arica. Railroads financed by Argentina 
and Brazi I faci Ii tate commerce wi th these two countries. 

Mining is the backbone of Bolivia's money economy with 
tin accounting for about 60% of exports. Antimony, lead, 
zinc, tungsten, silver, copper and petroleum are other mineral 
exports. Very little is done in concentrating ores domestically 
before export; smelting is done almost entirely abroad. 

Although the mining sector is of primary importance in 
terms of the money economy, it employs only about 8% of the 
population. About two-thirds of the people are engaged in 
agriculture, mostly on a subsistence level. A large share 
of this agricultural segment is made up of Indians who have 
never been absorbed into the money economy. 

Manufacturing is largely limited to textiles, foodstuffs, 
glass, ceramics, cement and leather goods. High transportation 
costs which restrict access to markets, shortage of power and 
fuel, and the scarcity of skilled entrepreneurs and technicians 
have all served to retard the development of industry. 

Bolivia's 1970 GNP of $1.0 billion makes it the poorest 
member of the Andean group countries. During the period 
1964-1970, Bolivia had an average annual rate of growth of 
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approximately 6 percent. Real GNP growth increased in 1971 
by 3.3% compared to 1970's 2.1% increase. This increase was 
mainly due to the resumption of petroleum exports, made 
possible when the settlement with Gulf Oil was reached in 
September 1970. The minerals sector, which is the largest 
export earner,' failed to show any significant gains because 
of higher production costs, only average world market prices, 
and the absence of any significant new investment. 

The agricultural sector showed modest production increases 
in 1971, primarily in cotton in the Department of Santa Cruz. 
The manufacturing sector showed only slight increases, being 
handicapped by the lowest level of investment in 5 years. 
Unfavorable GOB policies under Presidents Ovando and Torres 
and political uncertainty discouraged and demoralized the 
domestic and foreign private sectors. Even with higher 
expenditures,. the GOB was unable to maintain any sizable 
public investment program of its own, and depended heavily 
upon special A.I.D. assistance. 

In 1971, the most significant trend was the rapid 
deterioration of public sector finances. According to the 
IMF, the GOB budget deficit reached about $b445 million with 
the unfinanced gap of $b261.7 million being covered by 
increases in Central Bank borrowing and the floating debt. 
The l3rge unfinanced gap contributed to an expansion of 
the money supply, and a 23% increase in net domestic credit 
relative to the money supply. At the year's end, domestic 
demand for consumer items began to increase because of the 
expanded money ~upply. The cost of living rose by 5.5% 
in 1971 compared with 3.8% in 1970. Pressures on foreign 
exchange reserves increased, with an overall $14.2 million 
gross drawdown in reserves. Bolivia's actual foreign 
exchange levelS remained at relatively safe levels - $35 to 
$40 million - only because of: {a} a $8.9 million windfall 
from the liquidation of excess tin stocks under the third 
International Tin Agreement and the IMF financing of Bolivia's 
contribution to the 4th Agreement; and {b} special U.S. 
emergency assistance in late 1971. 

One of the principal requirements of the Bolivian economy 
which can be addressed by the Andean Development Corporation 
is the need for a sizeable injection of investment capital to 
end the relative stagnation in this area of recent years. 
Recognizing this need, policies of the Bolivian government 
have served to encourage both new private and public capital in­
flows. In addition to the favorable investment climate, the 
recent increase in money supply is responsible for increasing 
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domestic demand for consumer items, suggesting that sufficient 
demand pressures are present to support new investment. While 
some of this demand will no doubt be channeled into imports, 
the GOB is attempting to maximize increased demand for domestic 
production in order to minimize pressures on foreign exchange 
reserves. Two techniques are being utilized to this end. 
First, the high GOB priority given the Andean Market development 
includes a mutual lowering of tariffs which will force Bolivian 
industry to become more efficient and competitive. The actual 
and potential market for Bolivian industrial products will be 
greatly increased. More efficient "economies of scale" should 
result, with a beneficial effect for Bolivian consumers. With 
increased local efficiency, some Bolivian demand should shift 
from import to domestic goods. Second, the GOB is expected 
to institute tighter controls on contraband in general. If 
successful, some part of domestic demand previously satisfied 
by contraband imports will shift to domestically produced 
goods. 

The outlook for 1972 is promising if aggregate investment 
recovers, political stability is maintained, and the GOB's 
fiscal problem is kept within manageable proportions. Real 
GDP growth could approach 7 percent. Exports should rise, 
spurred by the beginning of natural gas exports to Argentina 
in May. The agricultural sector should continue to register 
production increases- The manufacturing sector should be 
able to increase its utilized capacity in response to increased 
consumer demand, created by the expanding money supply- Further 
expansion in manufacturing will be dependent upon an improved 
investment climate, availability of financing, and continued 
strong consumer demand. If the fiscal deficit can be kept 
within manageable limits, and substantial external assistance 
continues, the IMF-predicted balance of payment deficit can 
be held to a reasonable level. 

8. Chile 

During the early years of the 60's Chile's economy grew 
at an average annual rate of about 2.5% per capita. The most 
significant components of Chile's GDP are wholesale and retail 
trade and manufacturing; the contribution of the agricultural 
sector is relatively small. In terms of employment, however, 
the agricultural sector is most important with the industry 
and service sectors not far behind. While mining provides 
employment for relatively few people, minerals account for 
all but a small percentage of the country's export earnings. 
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Chile is rich in mineral deposits and ranks third in 
free world production of copper. Iron are supports a steel 
industry and is a major export; the country produces the 
major proportion of its petroleum requirements. 

Following four years of sluggish growth {1967-70}, 
Chile's economy showed a sharp upturn in 1971 with GDP esti­
mated to have increased by 8.5% in real terms. Chilean 
authorities succeeded in reactivating the economy by putting 
into operation the sizable unutilized capacity existing in 
certain key sectors. 

The largest advances were registered in sectors where 
the rate of utilization of installed capacity was lowest at 
the end of 1970. Construction activity rose by almost 12-1/2 
percent as a result of a substantial increase in government 
outlays for housing. Manufacturing output also increased by 
over 12 percent, in line with a sharp rise in private con­
sumption spending. By contrast, mining production rose by 
less than 6 percent as the large copper companies' output 
fell substanti~lly short of the targets contemplated in the 
original expansion program, and agricultural output remained 
practically at the same level as the previous year. The 
recovery in overall production activity was accompanied by 
a reduction in the rate of unemployment which, in the Santiago 
Metropolitan Area, dropped from 8.3 percent in December 1970 
to 3.8 percent in December 1971, one of the lowest ratios 
recorded since the time when unemployment statistics started 
to be compiled at the beginning of the 1960's. 

The bulk of Chile's industrial infrastructure was 
established during the 1930's and 1940's to produce sub­
stitutes for consumer goods imports which were in short 
supply during the world-wide depression and World War II. 
Much of the subsequent growth has continued to be for import 
substitutes under the cover of import prohibitions and high 
tariffs. Reflecting these conditions, Chilean industry is 
heavily concentrated in consumer goods and in intermediate 
products of relatively easy manufacture. There are a large 
number of small industries which are unable to take advantage 
of the economies of large-scale production. In 1967, 96% of 
the manufacturing establishments in Chile employed 50 people 
or less. 

LIMITED OFFICIAL USE 



LIMITED OFFICIAL USE ANNEX V 
Page 5 of 28 

The major cause of the sharp rise in consumption recently 
has been liberal wage policy which, together with strict price 
controls, resulted in a considerable income redistribution in 
favor of wage earners. There was also a steep acceleration in 
the rate of government spending, especially for social services 
and social infrastructure. Tax payments from the large copper 
companies decreased substantially, in line with a fall in 
copper prices and an increase in production costs, not offset 
by exchange rate changes. The public sector deficit financed 
by the domestic banking system reached E0 15.5 billion--one 
quarter of the public sector's total expenditure--as against 
E0 1.8 billion in 1970. With credit expansion to the private 
sector accelerating slightly, over-all domestic credit rose 
by 114 percent in relation with the stock of money and quasi­
money at the beginning of the year. 

In the latter part of the 1960's Chile's balance of 
payments was generally in surplus, principally because of 
high copper prices. During 1971, however, Chile's balance 
of payments suffered a sharp deterioration due to adverse 
developments in both the current and capital accounts. 
Total exports declined by 7-1/2 percent as an increase in 
shipments, especially by the small and medium mines, was 
more than offset by a marked drop in copper prices. On the 
other hand, imports rose by 10 percent as a large increase 
in imports of consumer and intermediate goods broug~about 
by the sharp rise in consumer demand was only partially 
compensated for by a decline in imports of capital goods. 
As a result, notwithstanding a marked reduction in net 
invisible payments--mostly attendant upon the cessation of 
profits remittances by the large copper companies following 
their nationalization in July 1971--the current account deficit 
increased by $95 million. Meanwhile, the balance on capital 
account--including net errors and omissions--switched from 
a surplus of $206 million in 1970 to a deficit of $170 million 
in 1971. The major factors of this deterioration on capital 
account were a large net disinvestment by the large copper 
companies, reflecting a slowdown in investment activity and 
an increase in tax liabilities to the Government, a smaller 
utilization of medium and long-term loans by the public and 
private sectors, a marked increase in amortization payments 
due by both sectors, and some acceleration of capital flight. 

Given the poor private investment climate in Chile at 
the present time, it will probably not be a major participator 
under the proposed loan. EVen under the Special Programs of 
Industrial Development, it is likely that those products 
assigned to Chile will have at least some public sector parti­
cipation thus excluding them from financing with A.I.D. resources. 

LIMITED OFFICIAL USE 



LIMITED OFFICIAL USE ANNEX V 
Page 6 of 28 

C. Colombia 

Colombia's economy is based primarily on agriculture, 
but has progressed to the stage of considerable local manu­
facturing for domestic consumption. The country is almost 
self-sufficient in foodstuffs; wheat is the major food 
import. In contrast, industrial metals must be imported; 
specialized manufactures~ especially of machinery and equip­
ment, are likewise imported. Colombia's coffee makes up 
over 70 percent of its total exports; it is a mild type, 
differing from Brazilian coffee and largely not in competition 
with it. 

Oil is Colombia's second most important product and the 
country ranks fourth among the Latin American countries pro­
ducing crude petroleum. It is a major export and the base 
for a substantial petroleum products industry. 'While other 
industrial activities are centered around consumer goods, 
the production of industrial raw materi~ls is also important. 

The government's tax structure is more modern than that 
of most other Latin American countries; greater reliance is 
placed on income and profit taxes and less on customs duties. 
The central bank and banking system is well developed. 
However, transportation facilities are inadeq~ate. Power 
production has increased substantially; but is still well 
below requirements; per capita output is roughly half that 
of Argentina or of Chile and about equal to that of Brazil. 

After three years of steadily improving growth rates, 
there was a slight slackening of Colombia's economic growth 
rate during 1971. In 1970 Colombia enjoyed the highest 
rate of GDP growth in over a decade, an estimated 6.8%. 
Growth rates had increased steadily since 1967. 

In 1971, extremely heavy rains ruined crops and dis­
rupted transport. The expected repetition of high coffee 
prices did not materialize. Domestic resources had to be 
rechannelled to repair flood damage and supply emergency 
farm credit. Inflationary pressures grew and efforts to 
contain price rises introduced further distortions in the 
credit structure. On top of this, business confidence was 
reduced. Vacillating and unclear policy toward agrarian 
reform reinforced a very conservative spending policy on the 
part of many commercial farmers and rural landowners. 
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Despite these adverse factors, preliminary indications 
show that Colombian GDP grew about 5 - 5.5% in 1971. Industry 
and commerce led this growth, while agricultural production 
tended to pull the average down. Fiscal performance on the 
receipts side was better than expected, due in major part to 
courageous measures taken in 1971, but current expenditures 
were somewhat higher than expected. In real terms, revenues 
increased by an annual average of 11.1% between 1967 and 
1971. Along with lower-than-anticipated disbursements on 
foreign loans.the result was that public investment in 1971 
was only somewhat higher in real terms than in 1970. 

The GOC took a number of important steps in the fiscal 
field during 1971. Substantial increases in sales and stamp 
taxes were imposed by executive action in April and receipts 
from these sources responded very well. The petroleum 
exchange rate was moved from an artificial 9 pesos/dollar 
rate to 20 pesos/dollar resulting in an estimated increase 
of over 200 million pesos in government revenue. Much of 
the improvement in revenue collections in 1971 came from 
improved tax administration, and it is more likely than not 
that this will.continue to be a major source of new revenue 
in the next two years. Means of increasing tax rates and 
expanding tax bases by executive action appear .nearly 
exhausted with the important exception of customs duties 
and possible further modification of the petroleum exchange 
rate. 

Imports in 1971, on an arrivals basis, kept up fairly 
well because of a high licensing rhythm late in 1970 and for 
the very first part of 1971. However, when it became clear 
that coffee prices were not going to hold near their 1970 
levels, the authorities reduced licensing levels and were 
assisted in this by the monetary authorities who restricted 
money supply increases well below the rates of previous 
years mainly to counteract inflationary pressures. A 
secondary effect of course was to reduce effective demand 
for imports. On the export side coffee receipts as stated 
declined from 1970 levels, but after a rather slow start 
minor exports reacted well and produced total earnings for 
the year of US$2~ million, or 25% above receipts in 1970. 
On the basis of net minor export registrations--probably 
a better indicator of performance, the increase of 1971 over 
1970 was still a very healthy 15%. Disbursements on foreign 
public loans were considerably lower than expected, however. 
Still, with reduced payments for imports appearing later in 
the year, and a late stiffening of coffee prices, Colombia 
ended the year with an US$18 million balance of payments 
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surplus rather than the deficit which had been predicted 
earlier. Net foreign reserves stood at US$170 million at 
the end of the year, and gross reserves stood at US$265 
million or 26% of annual import payments. 

The prospects for 1972 are for an improvement in import 
capacity especially if coffee prices stay at 50 cents per ~ 
pound or above. Import arrivals for 1972 will falloff 
somewhat because of reduced licensing in 1971, but can be 
expected to return to higher levels in 1973. The GOC minor 
export program should have even better success as the recently­
increased value of the tax credit certificate {CAT} becomes 
a more important benefit to exporters, as world market demand 
for traditional Colombian agricultural exports such as cotton 
and sugar remains strong, and especially if the authorities 
use exchange rate policy as a lever. Disbursements on A.I.D. 
loans should increase over 1971 performance and those on 
other foreign financed projects will also move faster expecially 
if fiscal performance improves sufficiently to provide timely 
counterpart. The picture becomes less clear for 1973 and 
onwards, but using prudent estimates on coffee· earnings and 
minor export performance, it becomes clear that Colombia will 
require substantial and increasing gross disbursements on 
foreign loans if the balance of payments is not to operate 
as a serious constraint on growth. This will become even 
more important as the debt payments schedule becomes more 
of a burden on the balance of payments in ensuing years. 

The monetary authorities reacted to inflationary pressures 
by allowing only a very small expansion of the money supply 
early in the year, with only a slight relaxation in the second 
half. Even though total expansion of the money supply was only 
11.2% during 1971, bank credit did increase by about 15%. 
In January the Monetary Board in an unusual move passed a 
resolution limiting bank portfolio expansion to 4.6% during 
the first quarter of 1972. With a very restrained growth 
in money supply and a limited credit expansion, the first 
calIon regular bank credit resources has been for commercial 
and agricultural purposes. In addition, the composition of 
bank credit has shifted somewhat toward longer term lending. 
The extra-bank or street market has supplied a large percentage 
of what has been available for industrial working capital, and 
to some extent consumer durables financing, all at very high 
rates of interest. 

It is expected that Colombia will be a major sub-borrower under 
the A.I.D. loan to CAF given the apparent GOC intention to control 
bank credit and inflationary pressures at a time when private sector 
confidence is clearly increasing. 
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D. Ecuador 

Ecuador has a population of 6.3 million. Its GNP in 
1971 was $1.6 billion. GNP grew at the rate of 6.0% for 
the period 1965-1971, up from the 1965 average of 4.7%. 

Ecuador's economy has been primarily agricultural; 
over half of the population is engaged in raising crops 
or livestock. Bananas, sugar, coffee and cocoa are the 
three leading exports and together account for over 80 
percent of total exports. Ecuador is the world's leading 
exporter of bananas. While agricultural diversification 
is greatly needed, progress along these lines has been slow. 
Lum~r is impo~tant in the coastal region and the Sierra; 
some balsa wood is exported. Ecuador's fishing industry 
is comparatively new and domestic processing facilities are 
limited; fresh fish are consumed largely in thacoastal 
area. 

Ecuador's agricultural resources are considerable and 
varied. The coastal plains are suitable for cultivation of 
tropical crops such as bananas, coffee, cocoa, rice, sugar 
and cotton. The Sierra plateau produces temperate zone crops 
such as grains, fruits and vegetables. Large tracts suitable 
for farming are not currently utilized; about one-twentieth 
of the total land area is cultivated; an equal amount is in 
pasture. Almost three-fourths of the area is in forests, 
over half of which are government-owned. Fishing areas near 
the Galapagos Islands are among the richest in the world, 
particularly for tuna. Mineral production is not important 
and the full extent of resources is unknown. Gold and silver 
are mined in small quantities. There is a considerable 
hydroelectric power potential although little has been 
developed to date. 

Ecuador is clearly at a crossroads in its development 
path. The inflow of· resources from the exploitation and 
export of its recently discovered petroleum resources offers 
an opportunity for the country to break out of the trap of 
low savings and low investment which has limited its economic 
growth. Ecuador's potential as a petroleum producer is 
rapidly becoming a reality. A pipeline from the eastern 
oilfileds across the Andes to the Pacific will be completed 
in early 1972. 

The present economic situation is characterized by a 
high level of general business activity and the immediate 
threat of severe foreign exchange difficulties. The high 
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level of business activity is a result of both sUbstantial 
investment in petroleum development and significantly increased 
Government spending in anticipation of oil revenues. 

Increased government spending has resulted in deficit 
financing through the Central Bank and a heavy increase in 
import demand. Ecuador's net foreign exchange reserves 
declined from $58.7 million on January 1, 1971 to $24.8 million 
on December 31, 1971, hitting a low of $20 million {less than 
three weeks worth of imports} in mid-December. In the midst 
of a near-crisis atmosphere, the GOE reestablished the free 
foreign exchange market, raised prior import requirements, 
and levied a 50 percent marginal reserve requirement on demand 
deposits. These actions took the immediate pressure off 
foreign exchange reserves which recovered to $24.8 million at 
year's end. Although Ecuador had a record export year in 1971, 
a 23 percent increase in imports led to the foreign exchange 
crisis- The temporary end-of-year recovery has since dissipated 
as import levels have continued to rise, with reserves falling 
to $21 million on March 31, 1972-

In recognizing that the remedies it took were temporary in 
nature, the Government has been actively seeking a substantial 
foreign, private loan to bridge the period between the presently 
impending severe foreign exchange stringency and initial receipt, 
only a few months off, of petroleum revenues. If the Government 
is successful in obtaining one or more foreign loans in the 
near future--and the probabilities are good that it will--there 
will probably be no need to make further drastic changes in 
the foreign tradelexchange sector. 

The development of the oil industry continues to be of 
paramount interest. The Texaco-Gulf investment of $250-$300 
million is nearly completed and production will Commence in 
the second quarter of 1972. It is anticipated that production 
will shortly reach 250,000 barrels per day and that oil exports 
in 1972 will be approximately $100 million {total Ecuadorean 
exports in 1971, according to license figures, were approximately 
$220 million}. Revenues accruing to the Government in 1972 from 
oil exports could reach $30-$40 million-

Apart from T/G's investment, other oil companies are 
increasing their investments and extensive drilling operations 
are scheduled for 1972. This drilling should serve to better 
define the magnitude of oil reserves in the eastern jungles of 
Ecuador. 
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Early 1971 signaled an upsurge of economic nationalism, 
occasioned by the Andean Foreign Investment Code. By mid-1971, 
however, this tide had been turned and cooler, more objective 
appraisals were being made of the utility of foreign invest­
ment. Although the Code was ratified by Ecuador, events 
surrounding the ratification made it evident that there was 
a lack of enthusiasm for many of its provisions. The Govern­
ment has made extensive use of the Code's built-in flexibility, 
but has not yet published the necessary implementing regulations. 
Thus, new foreign investment in Ecuador {excluding the oil 
industry} has been extremely limited, pending issuance of such 
regulations. 

The problem of presidential succession is the overriding 
political question of 1972 and can be expected to have a 
temporary unsettling effect on business conditions. However, 
radical economic nationalism has probably made less headway 
to date in Ecuador than in a number of other Latin American 
countries, and this is reflected in the fre~ enterprise base 
of her economic system and the relative absence of direct 
government intervention in economic affairs •. All eyes are 
fixed on the promise of petroleum as a redemption for the 
mass of Ecuadoreans from their improverishedstatus. All 
political contenders publicly recognize the obligation to 
work toward this goal. 

Whatever Government holds power in the latter part of 
1972, it seems less than likely it would resort immediately 
to drastic shifts in the present free-enterprise orientation 
of the economy or rules of the game. Therefore, Ecuador is 
expected to be a major participator under the proposed A.I.D. 
loan to CAF. Like Bolivia, it enjoys certain privileges as 
a lesser developed member. Furthermore, it is likely to 
profit greatly from the current wave of exuberance over 
petroleum. 

Peru is rich in mineral resources, exporting large amounts 
of copper, iron ore, petroleum, silver, lead and zinc. Its 
rich fish resources have enabled the country to become the 
world's largest exporter of fishmeal. Agricultural resources 
are limited and generally underdeveloped. While new lands are 
available for agricultural use, transportation and other factors 
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present formidable barriers to their use. With the large 
growth in per capita GNP and the trend to urbanization, there 
has arisen a substantial increase in the demand for food. 
Because food production has failed to expand significantly 
to meet these needs, the country must import large quantities. 

Peru's coastal region with about 11% of the country's 
total area, contains more than 40% of the population and most 
of the country's economic infrastructure. Most of the agri­
cultural exports are grown in this region. 

Following two years of financial stabilization and 
economic retrenchment, the Peruvian economy experienced sub­
stantial recovery in 1970 with GDP growing at 7.5 percent 
in real terms. Exceptionally high prices for two major 
commodity exports {copper and fishmeal} were responsible for 
a record level of export earnings. Agriculture recovered 
from the severe drought of previous years, and public invest­
ment increased substantially. This public investment revival 
was made possible by increased income tax collections due 
to higher copper profits, and as a result of a change in the 
tax collection system for legal persons. Increased public 
investment and some repatriation of deposits h~ld abroad 
served to stimulate considerably internal demand. 

For 1971, GNP growth rate is estimated at 5.0 percent. 
Although more modest than the growth achieved in 1970, this 
rate represents considerable progress in comparison with the 
one to two percent growth rates in 1968-1969. Satisfactory 
growth in agriculture in the face of adverse weather con­
ditions in the first part of the yea~, and a high level of 
activity in the manufacturing sector resulting from a con­
tinuing strong internal demand, served to offset a reduction 
in fishing activity, repeated strikes in the mining sector 
and the decline in prices of major export products. 

Agricultural output {including livestock} grew some 2.5 
percent in 1971. However, as a result of diseases and un­
favorable climatic conditions, a number of important products 
remained stagnant at the 1970 level, while some others declined. 

Minin~ production was seriously affected during the first 
part of the year by repeated strikes. The number of working 
hours lost because of strikes is estimated to have been 60 
percent higher in the first seven months of 1971 than in the 
corresponding period of the previous year. Petroleum production 
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has been declining as a result of a reduction in the yields 
of existing wells. The Government is conscious of the 
negative effects of continuing labor unrest and is presently 
reviewing its labor policy. Two Decrees have already been 
issued by the Government in November/December 1971, by which 
negotiated wage increases in all sectors, including mining, 
would remain operative for a minimum period of two years, 
thus contributing to wage stability. . 

Production in the manufacturing industry expanded by 
9.5 percent in 1971. Almost all branches of manufacturing 
have benefited from the strong internal demand persisting 
since the last quarter of 1970. 

Gross domestic investment in 1971 increased in real 
terms by 17 percent over 1970. Vigorous growth in manu­
facturing production since the fall of 1970 appears to have 
induced some revival in investment activity, in addition to 
a more intensive use of existing equipment. New private 
investment seems to have been mainly concentrated in textiles, 
food and beverage industry, and also in construction. In 
real terms, public investment increased 14% over the 1970 
leve 1. 

Gross domestic savings declined in 1971, reflecting 
primarily the deterioration in the export sector. Most of 
the decline in savings appears to have been concentrated 
in the public sector. 

The net effect of the decline in public sector savings 
has been a red~ction in the current account ~urplus. This 
level, together with the savings in the rest of the public 
sector, was not sufficient to finance the levels of investment 
that the Government had intended for 1971. On the other hand, 
the expansionary effects of government financial policy in 
1971 have served to mitigate the depressing impact on the 
economy of unfavorable export developments. The fiscal 
management was such th~t the Government deficit was kept 
within the limits which could be adequately financed. 

Balance of payments results during 1971 were dominated 
by unfavorable export earnings caused by a decline in export 
volumes and lower commodity prices. Merchandise exports were 
12 percent lower than in 1970, largely as a result of a 20 
percent drop in copper prices and a general decline in the 
price of all other minerals and fishmeal. In addition, strikes 
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in mInIng have reduced the volume available for exports of 
various minerals: iron ore exports declined by about 12 
percent, and the volume of lead, silver and zinc exports 
also experienced reductions- The volume of copper exports 
{as distinct from production} remained near the 1970 level 
since the possibility of a continued price weakness in 1972 
has led companies to draw on their copper stocks. This has 
not been the case with other nonferrous minerals for which 
price expeciations have been more encouraging •. 

It is believed that the Peruvian private sector will 
try to make active use of CAF funds. There are signs that 
private sector confidence is growing and the demand for 
credit should exceed the level of resources available in 
the country. 

F. Venezuela· 

Venezuela's natural resources are varied and abundant. 
Its petroleum resources are the most widely known and 
developed, but uncompleted explorations indicate that mineral, 
fuel and electric power resources are also plentiful. Iron 
ore has already become Venezuela's second ranking export. 
Venezuelan coastline and inland waterways provide ready 
access to productive fishing grounds. The hydro-electric 
power potential is large. Per capita gross national product 
{ca. $l,OOO} is the highest in Latin America~ largely due 
to income from the country's extensive petroleum resources. 

The contribution of agriculture to the national product 
is relatively low. In the past this has been partly due to 
the major emphasis placed on industrial development; however, 
the country's development plans now place a stress on the 
attainment of agricultural self-sufficiency. The demand for 
food is strong, a result of generally high incomes and rapid 
urban growth. Large food imports are necessary. 

The manufacturing sector provides roughly 15% of the 
national product. A wide variety of light industrial and 
consumer goods is produced, including paper, paperboard, 
iron, aluminum and steel products, chemicals, paints, 
rubber products, and plastics. With many opportunities 
for import sUbstitution, industrial production experienced 
a high rate of growth between 1958 and 1965. 
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Venezuela is by far the largest exporting country in 
Latin America, its exports totaling more than one-fourth 
of the total for the 19 Republics; petroleum and petroleum 
products comprise 93% of Venezuela's exports. Imports are 
less than half the exports, so that Venezuela runs a consistently 
large trade surplus. 

The growth of real GDP averaged 4.5% from 1964-1969; 
population rose at an average rate of 3.6% during the same 
period. The .conomic development of Venezuela has been 
based largely upon the production and exportation of petroleum. 
Venezuela ranks third in petroleum production {after the US 
and USSR} and is the world's third largest exporter of petroleum 
after Saudi Arabia and Kiwait. In 1969 the petroleum sector 
accounted for 67% of fiscal revenue, 93% of export proceeds, 
and about 23% of GDP. 

During 1971 the Venezuelan economy continued a moderately 
expansive trend and recorded a real growth of about 5% in GDP. 
The increase is roughly of the same magnitude as the 4.6% 
growth reported in 1970. Although the physical volume of 
petroleum production fell by about 4% compared with 1970, its 
value increased owing to increases in tax rates on the oil 
industry legislated in December, 1970, and to oil price 
rises abroad •. Government expenditures are still the most 
important single factor for growth in Venezuela because of 
petroleum's preponderant role in the economy. Oil revenues 
provide about tWo-thirds of total non-borrowed revenues of 
the central government. 

Growth of output in non-oil sectors was generally higher 
than in the extractive ones. Industrial production, excluding 
petroleum refining, showed a growth of 7%, and construction 
reversed the decline suffered in 1969 and 1970. The services 
sector recorded vigorous growth rates. In the Caracas metro­
politan area, retail sales increased by a remarkable 18% over 
those in 1970. Emerging from the decline suffered in 1970, 
construction permits rose in value by 14%. 

However, despite the upward trend in terms of trade, 
growing liquidity in the hands of the public, and the 
stimulus this gave to demand for goods and services, domestic 
production responded only partially. Consequently, an 
appreciable portion of the demand sought satisfaction in 
imported goods. 

LIMITED OffICIAL USE 



LIMITED OFFICIAL USE ANNEX V 
Page 16 of 28 

During the last two years, liquidity in the hands of the 
public--cash checking accounts, and time and savings accounts-­
have risen at an unprecedented rate. A major factor has been 
the increased flow of public expenditures into the money stream 
as a result of the sharp increase in Government revenues from 
the extractive industries. A further factor has been a certain 
reluctance on the part of some investors to make significant 
new investments in view of uncertainties over oil policy and 
other public issues. 

These and other factors produced an increase of 20% in 
total liquidity during the year just ended, compared with 
slightly over 9% in 1970. 

A more rapid acceleration of the rate of inflation might 
have been expected from this powerful surge in the money 
supply. Instead, and as mentioned above, some of the increase 
in demand went into imported goods. As a result, retail prices 
in the Caracas metropolitan area rose by a modest 2.6% during 
1972, compared with just over 2% the year before. Wholesale 
prices rose relatively faster, by 3.6%, reflecting mainly 
increases in the prices of goods imported from industrialized 
countries with more rapid rates of inflation. Notwithstanding 
the large increases in Government expenditure expected to 
occur this year and next, a continued acceleration in the rise 
of the price level is unlikely- The Central Bank is now 
selling special bond issues for the specific purpose of 
soaking up excess liquidity and thus stemming inflationary 
pressures. 

Owing to the increases in oil revenues already referred 
to--as well as to some speculative inflows--total gold and 
foreign exchange reserves of the Central Bank rose by over 
$400 million to $1.5 billion at the end of 1971, the highest 
level in Venezuela's history. 

The current expansive trend will probably continue during 
the next six months, with overall output rising at around five 
percent at an annual rate. An increase in the rate of inflation 
is to be expected as the Bs. 13.4 billion {U.S. $3 billion} in 
programmed Government expenditures are sliced into the money 
stream. Although petroleum production is below last year's 
level and likely to remain so temporarily, the Government has 
instituted measures which it hopes will prevent oil revenues 
from declining. Those revenues could decline, despite measures 
taken, should the fall in production and exports not be halted 
soon. If events take this course, there could be an adverse 
effect on the non-oil sectors of the economy later in the year. 
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While it is expected that Venezuela will participate 
under the proposed A.I.D. loan for larger projects, it is 
believed that the banking system can probably handle most 
demand for moderate sized investments. 

REGIONAL EC ONOMIC TIES 

A. Trade 

Trade between the six member countries of the CAF is 
still a negligible portion of their total trade. As Table III 
shows, intra-regional imports in 1970 totalled less than 5 
percent of total imports into the region. 

B. Transportation 

The six ~ountries of the Andean area lack sufficient 
cheap, dependable, and fast regional transportation that 
would facilitate rapid expansion of subregional trade in 
pursuit of economic integration goals. Some interconnections 
exist, but shipping remains the dominant method. Road, air, 
and pipeline links have been strengthened considerably and 
promise to be- areas of public concentration over the next 
5-10 years. Bureaucratic and mechanical problems beset the 
ra i1 roads. 

There are three fundamental axes of subregional trans­
portation: 

{i} Maritime transport along the Caribbean and 
Pacific coasts; 

{ii} Air services and routes between the principal 
centers of the subregion which, as in the case 
of maritime transport formed part of longer and 
more complex routes {regional, Latin American and 
inter~continental}; 

{iii} The Panamerican highway which at present is the 
only international land connection between the 
countries of the Andean Group with the exception 
of rail lines linking Bolivia with Chile and 
Peru. 
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Between these three axes, maritime transport stands out. 
The most impo~tant Andean trade links are between Colombia and 
Peru, Chile and Peru, and Chile and Ecuador and 85 percent of 
this trade is carried in ships. The air infrastructure of 
the region is composed of 24 international airports and over 
280 local ones. 

In the case of highways, with the exception of a stretch 
between Santiago and lima which is totally paved, the infra­
structure is still precarious and traffic between Colombia, 
Peru and Ecuador is minimal throughout a good part of the 
year. In addition to the poor quality of the roads, the legal 
structure also inhibits the use of highways for intra-regional 
trade and often cargo must be offloaded at the border. 

Impressive beginnings have been made on bridges linking 
Andean countries. In 1960-61 Colombia and Ve~ezuela agreed 
to build two bridges across the T~chira River; one of these, 
the Simon Bolivar Bridge, was completed in 1965. By an 
agreement of 1~65 another bridge is to be constructed across 
the Arauca River. The Ruichaca International Bridge between 
Colombia and Ecuador forms part of the Pan American Highway, 
as does the Macara Bridge between Ecuador and Peru. Another 
span between the last-named countries, the Huaquillas-Aguas 
Verdes, joins a branch of the Pan-American Highway. 

C. Telecommunications 

All six Andean countries participate in the Inter-American 
Telecommunications Commission {CITEl}, whose activities offer 
dramatic breakthroughs of barriers to the flow of ideas between 
the countries of the Andean Subregion and elsewhere. In the 
particularly. promising area of satellite communication, earth 
stations are at the various stages of planning or completion 
in four of the six Andean countries--Chile, Colombia, Peru 
and Venezue la. 

D. Monetary linkages 

Articles 89 and 90 of the Regional Integration Agreement 
specifically address the question of financial matters between 
member countries. Coordination of national policies on financial 
matters and payments is called for to the extent required to 
facilitate the attainment of the objectives of the agreement. 
To achieve this coordination, specific proposals are to be 
developed treating the following topics: 
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{i} Channeling of the flow of public and private 
savings of the subregion to the financing of 
investments intended for the development of 
industry, agriculture and infrastructure, 
within the context of the expanded market; 

{ii} Financing of trade between the Member Countries 
and with those outside the Subregion; 

{iii} Measures that will facilitate the circulation 
of capital within the Subregion, particularly 
such capital as is intended for trade, in terms 
of the expanded market; 

{iv} Strengthening of the system of multilateral 
compensation of bilateral balances in effect 
among the LAFTA Central Banks in terms of the 
needs of subregional trade and the possible 
establishment of a Subregional Clearing House 
for payments and of a system of reciprocal 
credit; 

{v} Guidelines designed to solve any problems to 
which double taxation may give rise; and 

{vi} Creation of a common reserve fund. 

As noted in point {iv} above, the CAF countries are members 
of the LAFTA clearing and credit agreements. The basic clearing 
arrangement provides for the negotiation of bilateral {and 
reciprocal}.credit agreements between central banks and for the 
multilateral clearing of balances which arise from each individual 
bilateral credit agreement clearing. By reducing the magnitude 
and frequency of cash transactions between countries, the 
clearing facility has helped economize on their convertible 
foreign exchange and has made payments easier and less costly-

Supplementing the clearing agreement, LAfTA countries signed 
a credit agreement providing support to alleviate temporary 
liquidity problems. This agreement in effect extends existing 
arrangements to provide credits to net debtors from net creditors 
under certain conditions for longer periods. 
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CAF Members Agriculture 

Bolivia 1960 28.9 
1969 18.9 

:olombia 1960 34.1 
1969 27.5 

:::hile 1960 11.1 
1969 . 7.2 

Ecuador 1960 36.8 
1969 31.2 

Peru 1960 25.4 
1969 19.6 

venezuela 1960 7.3 
1969 6.8 

Source: AID Data Book 

l18.y 5, 1972 

USE TABLE I 

Structure of GNP by Econom _: Sector - 1960 and 19(,9 

Transportation, 
Communication, 

Mining Manufacturing C) lstruction 

10.2 13 .4 3.8 9.3 
12.4 14.9 4.1 9.6 

3.9 ·17.3 3.6 7.5 
2.3 18.3 4.9 B.O 

9.1 23.3 4.1. 6.2 
12.1 28.5 4.0 6.5 

2.4 15.6 3.> 5.4 
2.2 16.6 4.5 5.3 

6.4 17.2 4.1 4.9 
5.9 17 .4 5.0 6.4 

28.7 12.3 6.1 5.1 
21.6 13 .2 4.4 5.9 
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INTRA-REGIONAL ['1POR':' : - 1970 

Imports 
From 

Memb~ Total Imports Total R~gional Imports as 
Countries Bolivia Chile Colombia Ecuador Peru VE .1 ~zuela From Region Imports P.!rcent of Tot;ll 

Bolivia 0.9 1.1 0.8 2.2 ).0 5.0 150.0 3.3 

Chile 1.5 11.0 14.9 7.3 H.O 77.7 1~005.l 7.7 

Colombia 0.0 5.5 10.1 10.4 1 ~ .9 40.9 909.3 4,5 

F>.ut.dor O.c. 3.0 22.1 2.9 l-J .0 38.0 299.7 12.7 

?eru 0.7 11.2 26.7 2.4 ~.8 45.8 618.9 7.4 

Venezuela 0.0 3.9 6.6 0.0 5.4 15.9 1,618.9 1.0 

Total 2.2 24.5 67.5 28.2 28.2 i2.7 223.3 4!OO1.9 4.9 
-- -- -- --

Source: IHF "Direction of Trade". 

Note: ~ota1s at bottom of columns give approxioation of tr~t country's exports to th~ rest." 

Yl.3y 5 ~ 1972 
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TABLE III 

Basic ) Ita 

Argentina B : Izil ---- !-lexico ClI.F Hembers 

Population 24.4 p.S 51.7 67.2 

GNP 23.8 J ~. 6 33.2 32.2 

Populatio~ - 1971 - millions 

~7 - 1970 - billions 

Source: AID Data Book 

Yay 5, 1972 

LIMITED OFFICIAL USE 

John M
Rectangle



LIMITED OFFICIAL ·USE TABLE I V 
ANNEX V 

Venezuela Page 23 of 28 

Population: 10.8lni11ions ill 1971 

(Calcnuar YCclrs) I· .!2 6 8 I 19'69 : 1:. 97 0. I.~~ 71 
~ iBOlivaresl' per UoS.J'$) 

F:(ch;1ngc l":1tl'; Pctrol,~um Exports 4.t. 1.~.40. t}.l~ l~~30 
,....,.,.--. ,. •. ~- ..... n~ .. ,", /, /, I. 11~ 1 •. I,q A '~,q 

• I~~.~_(~. ~0.: O_l" e i .\~:~~x-~ j; (~n ~ 1 s.:: i (log -I~ ,] ~ (! Il {.?A. 11 i 0 ls~ Sit tf. s • ,f} S 0 l~ ~ !~O 
U l. t 1 C 1;11 IZe.:~; c rvc $ • 9.22. 9_ .;L~.:.l-.....J.J)?J. ______ · L522 ______ _ 

of h'hich offici;11 f,old 1+03 403] 38l~ : 425 
of Hhich dollar holdi.n~!5 ~===--~5~r~=----~uK~= -==- Z-7l~~ _.52t.J..~ 
of which SOR's -_. __ ._-. 47! 90 

I~! F PO!; i t ion 
-'-Present Standby 

FUDd holdings as % 

B31~r.cc of PaYments 
---tx par ts ~~ob~ 

Imports fob 

Debt Service 

of quota 

-_._._--_. --_._--_._-,--_._._--
!"lO"T' 11\ l'l.:. 
! 2.1 r. qjr.n.. f----.----- ---.. --.--.. --.. , ~- .--

.. _ -------t---- .:fi6.~.'J../.2.9..f-:l...?-

. 2, 53R_ ~ __ L2,.-6~Ii--l---_-
____ 11-, 5_8~ ____ ._h.214 ___ !_.J.!]~9_. __ : ______ _ 

I --fJr~ IT~ _____ ---+ 

I I - as a pC~'ccnta~c of exports _____ .t!.8 __ L1LL _____ """'----___ ......:..... 
of eoods and ' I' I 

U~; ECOnOli1ic AID services {total} 69.7 4.4'--r-- 18.7! ._ 

- ~r~;)l}~ans : _:. 8 _~J.~_. --'. :~-t-l-f-"'" -.-._-
Ex - 1m loans : --65-:-0- =-r:T!---~-t6~ 0 L--=· ______ _ 
PL-430 ! -- -- i . -- I 

GNP 
--C;-roh'th ratc 

Othcr US economic programs i -0,1 -- I -- : 

.1 5. r _JJJlx~I_~_Q"1<.%L>.I ___ _ 
pcr capita GN~ 1969 dollars ! 959 961 _.l __ 9~7c.......3L-_'tl ____ _ 

• ' Hillions ?f BOliVarrS). . 
~ntldr,ct - FYending 
l~c\'t'nucs 

EXI'C1Hli tures 
Balance 

12/31 

Prices Clnd Production 
--l:OsT-orlli~-i1 g - ( I!)' 63 a 

production 
(1963 os 100) 

_---'--=-8 ....... 7:......:7:....=S. ___ _ ~.L.6.Q.l __ l.2., l~9.9. ___ ... ~.'-090C! __ 
_--,-"l-,",Q~Oh 11 _3.5.0 __ '11, 3SG 12,58] a 

-1,[.31 -2.689 1-1,881 I -491a 

100) 107.1 109.7 112.0 116.1-Nov. 
indcx--------- -----.. -.- ... ---- .. --.-.- --.-.-------

111 111 114 102-Nov. 
-+---'--

a= R~vised budget estimates. 

\ 
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...... , .. 

r 0 p U 1 a' t ion: 14.0 million5 in 1971 

(Calendar years) ~ 1968 ~ 19
0

69 ; 1970 I 197 1 ! (Soles Fef·~s. $) l' . 
~;xchangc ~: Principal 38.7 38.70 38.7~· 38$70 

I""\v!:!-..;::: 1.1. t I. ") 1"7' I.?" I. ") I. Q ,-,,·c._¥ I...;."r. ,_. __ " •• -._ 

Golo f, Foreign 'Exchanp,e (~tiliions cf U.S.S) ; 
--dITlcTalifcscrves'---'-'- 111 2, 16L..Q_ 329~t_:_.2£.LQ ... 2.... __ . 

of Hhich official· gold 1.9:§ 1~:.-8-1 19_.1._: __ lJ3JL_ 
of \dlich dollar hold ings =-"'" _____ 34. ____ ._.5 _ ___ l.:U ..... L~ __ J:&. __ l_ 
of which SDR's -~- . __ Jlt.L~_~ __ lQ.._L __ 

T~!f- Position 
-Present S-fandby 

Fund holdings as , of quota 

Balance of Pav~cnts 
Exports (rdb) 
Imports (cif) 

Trade Hith tIS 
po.· .. fs(foh) 

. lwrts (ci:a:) 

Debt Service 

. ~. ~O~1E' ;N 1. • , 

_________ . __ . ___ ~/ 29/-").7_--- -
________ __ JD.3-7.../2.!ltlJ. . 

. I 
865 863 1 044 ! __ -=. _._ __ .• ___ l..._ ... ____ _ 

__ . _.~6J.lt__ _ __ 6..09..._.J __ ...... ...u03 ___ :_· ____ _ 

I . ~ ! 
__ ~ ___ JML -9.9--.!--~5--
_~;_.J:iZ_ --1.a6 ___ + 19.9... . 

• r 
as a percentage of exports : 22.0 13.8 I 

s i e ---, ------- . I : 
crv. C S {total}: 16

L
9 28 0 14. 1 I 

:: ... -- 13 -'* 12.7! -1_2.2 .. L ........... _. __ _ 

of goods and 
US L.: 0 n 0 f.l i c A I D 

Gran ts .. 
AID loans 
Ex-Jm loans 
PL-480 
Other US economic 

GNP 

programs 

--C-ro\{th ra te t 1969 dollars 
per capita GN~ 1969 dollars 

Budget _- FY ending 
I{evcnues . 

12/31 

Expcnuitures 
Balance 

Prices and Production 
Cost at 11vin~ (1963 c 100) 

.r" r 'I. , . . 
/ 

I 

/ 

*'. less than $50,000 
E - Es:::tmate 

\ 

_. __ .L._~l .... l. __ --~ _____ I _~S-..L_~-----
. ____ ._L ____ 4.~ ___ -:.'l5..::3! -- ! ------

~ -- ~_ I .. - ' 
----.~--------+----------.,-------------------: -- --*! -0.1: _____ _ 

~ 0 7" U%.. 5.07._' ___ _ 
I 396 38.2....-l_.~96 L __ _ 

. ,I (Millions of Soles) 

.30 206 33 882 37 480E 
_--'-__ ,-t _____ __ .1. _______ ---~-r;_--:--------

__ :.13~2.5._ .l.4...n2-__ .L4Q...6.50~ __ ! __ _ 

1-3 2 419 -850 j-3,17~1 ~ I ~----~----~-

185.7 196.0 I 206.3 228.8 -----:------- -------- •... - --.------- .. - ._-------------
i . 1 

-~.--------~o----------------~-------

.- , 
~ .. 

... .,.. '" 
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STAT I 51' I CAl, Sml1·1ARY 

6 0 .'3 nill10ns in 1~ 71 

( Cal e 1\ dar yea r 5 ) I' 1 9 6 S J (1 9'69 : 1 9 70 I 1 97 1 
_ -- ·.:lUl;rC s P9r-1::f";:). $) 

_E._':ch:l!:J~c rate: Official Selling Rate IS.It 18.181 25.25' 25.25 
Fr P. P. R;l t e i· 22 .. 3 21 .. 08' .... ...-

_(il}~_~t.~.-.!~orei~nExcht1np.c. r"~11· f II S tl~ I _. . . 5 ~ • ').,1 10 n ~ Q' • • • 2: I': , -, Uitlclal Reserves. ____ --= / • .l bJ~U " . O-}.I 

~} ::~i~~ ~~it~~a~O~~~~gS i~ _~n;i-I -Jfg~~::·-{~~F~ 
of ",hich-SDR's --- -- --. u.li 3.0. --_.- --·------·----T-----.. --

nlF Position 
---PrescntStandby 

Pund holdings as , of. quota 

Debt Service ,/ 
as a percentage of exports 
of goOds 

US E con (\::ll C }\ I D (t 0 t 11 1 ) 
-- lir-a n t s ---

AID loans 
Ex-1m lo~ms 
PL-4S0 
Other US economic programs 

G~JP 
---r.roh'th rate 

per capita GNP, 1969 dollars 

:'.L:ugct - FY ending 12/31 
--Revenues 

Expenditures 
Balance 

Prices and Production 
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STATISTICAL SmtMARY 

21.[)mil1ions in 1911 

(Calendar renrs) I- i968 
I 
I 

E;<:chant~e r3 tc: Principal selling Rute 
Coffee Export Rate 

l> 01 U (I i· 0 rei 5: n t. xc j I a n!-! c ---o-rr iC1nl !{c s c rv e s '-
.).f "'hieh officinl- gold 
of \.;hich dolbn holdinp.s 
of Hhich SOR's --------

BtF Position 
f.~$<.:ntStandby 1/ 

Fund holdings as , of quo~a 

I 
I 

____ .. ____ J.--___________ . ___ .~f3 .0-2£29.lt, 
_. _______ . ____ _____ .:J.3.4_-:.2..L2..9/_L1 

i 
.. 558 _ 608 .~ __ 731T ____ L_. ___ . __ .~ ... _ Balancc of Payments 

--exports (ZOb) 
. Inports (cif) ____ 6-4.1-__ ...6_8.L __ J_Ji~t{t ___ : ___ . ___ ... __ 

Tr~d~ Hith US 
--J;xports (I9b) 

THlports (c.~f) 

Debt Service 

____ J3l~ _ 23fl._._-.:....1 ___ ... ____________ .. 
32l~ 313 -----. -------~.~==~--~ 

I 
i . . 

exports of ___ · ___ J..f..J3 .. ___ 1_1J ___ .. t 1::..:1::...:.~2::........ ___ _ as a p~rcentngc of 
r;oods ':'.nd sC1.'viccs, 

US'Econonic AID (total) 
'-Gr',i'/\ t s .. 

AID loans 
Ex-1m loans 
PL-480 

I I· I 
_~ 1 )ll ·7 --.l2~ l.2J_~i ___ ._ 
____ 15....7_ 12"'-~_28 ... 5 __ .. L.... ... ." .... . 

.7.2..2~ --.-9li....L ____ ! ... 7.Q.l._J. ___ .. __ .... -. 
_--,-___ 2.~_~. __ 19 .!_g_:"'_13~-~._. ____ .... __ 

10_<_3 J.5 .4 : 

programs '1 __ -0 -0.3 

GNP 
---C-r Oh' t h rat c, 1969 do 11 ars . :>,-t....':..LL.--t--~ ,"-"'"-___ _ 

Other US economic 

per capita GNP, 1969 dol13rs 

Budgct_ FY ending 
I{cvcnues 

Expenditures 
B:l1ancc 

12/31 

PriL\.$ and ProductIon 
--CosroTTIvin~ (1963 a 100) 

/ 
I 

I produ~tion index 

1/ Expired April 20, 1972 
\ 
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-1 800 

184.0 
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-
" 

196.6 214.l~ 

John M
Rectangle

John M
Rectangle

John M
Rectangle



·LIMITED OFFICIAL USE 
Chil,e. 

TA8LE~VIII· ANNEX V 
~ Page 27 of 28 

STATISTt~AL SUM~~RY 

Population: 9~5 millions in 1971 
t 

(C~1l8ndar years) 

pxchanG,c 1':1 te: Trade 
Non"'Trade 

Gold ~ Foreign Exchanqe 
--....-.--,..--,.- " 

Ott-lelal Reserves 
o f \,' h i c h 0 f f i c i :d· gold 
of which dollar holdings 
of Hhich SORts 

DfF Posi tion 
·-Vie::;-ent Standby 

Fund holdings as , of quota 

:~('l1anco of Payments 
._. Exports (£ob) 

Imports (cif) 

Trade ,.;i tIl US 
·-E"xports {tab) 

Imi)ort!) (cif) 

Debt Service 
a percentage of exports 

US Economic AI D (total) 
'-Grants 

AID loans 
Ex ~ 1m loans 
PL-480 
Other US economic programs 

GNP 
-·GroHth ra to 

per capi ta GNp, 1969 dollars 

l111dr. et - FY ending 12/31 
"l<cvenues 

Expenditures 
Balance 

Prices and Production 

1 9 6 S I 1 9 60: 1 9 7 0 I 1 97 1 
(ESiuOclS' per 10.S. $) ,-

7.67 9.98 I 12.23 15 .. 80 
a.71 11.52 '14.35 I 28.03 
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208.4 I 343.5. __ ._.388 .. 5 ___ . __ L ... 2TL8* __ _ 

__ -.-'.6.4 t+-7 .. 5 . 46.9 l~6 a~\< 
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______ ___ __ __ 21 .. ~8 _L~3.8. 5.?~ __ _ 
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. ~ 2/29/72 ---------- -------- -·-·-----=-_:j90~21~9 L12 

:-------.-.... _- ---------- -.- i 

: 937· 1 069 I 1 2/+7 1 1 150E ---·':-4-···---' -.--~.----: . ___ .. _.l •• _.-.---. - •• ~ •. ··E---· ___ ._LJ _____ .-.-9.0.1 __ .L_._.9 31 _____ 1,.00.0 .. __ 

I __ .Jo2~ __ 1.8u.6_",,---....L,.]7-1-71--,---12 Of--· 
__ ..:::;285 __ 

f 
31l-9 344 26..0 __ . 

! t-

20.2 18.4 i---. _ . . 
._. __ l..U.J...2: 11m /.1. "14 "J 

t2.1L.l, 9.1 l .11 ...... 6.. ____ . ____ .. 
; 51 0 3_L .. 9_1 __ 1A .. .JJ .. -1//'2--' ___ 3Q....1,_! _._._.3 . ...3L ________ . -_._"- .--
I 25.9 29.6 I -- I 

-- --6 3 1 --**1 - - -. .....,,~--

I 2.9% 2.9,J .3.0 
" 6.6.8 --- .---.-~---.. =r 

. .n14._ i._.--.68 
I [\Millions lof Escudo ) ., I 

.15 ,.g31_ .. J.24, 282a..._ _1.0:,A62._ ... ____ 
-.ll:,..25.9. 16,.651 L25,5Uia....1 

-1',297 -1,220 !--=-!.z.232 a 

'7L 0 s t 0 f I i v in g ( 19 --63 c 

Hc~:u.fccturing pro:!uction 
100) 
i!"iex I 

I 
345 
~Tb. 7 

451 598 718E 
---121":-"- ··----·· .. 121:-3- ---. -.... _- --~------. 

(19 Q 100) 
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( Less than $50,000 
\ _ Estimated at?tua1~. 

'. '~~; •. *. 

,. , 
" 

. 

LIMITED OFFICIAL USE April 26, 1972 

John M
Rectangle

John M
Rectangle



LIMITED OFFI€~AL USE 
... 

~ 

.. ' 
TABLE IX 
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5.1 millions in 1971 

(Calendar years) 

~xchangc rate 

Gold 5 Forci~n'Exchange 
---.-..,,-~.,., , ~ 

uttlcl.al Reserves 
of Hhich official, gold 
of which dollar holdings 

'1971 

of which SDR t 5 ----

HIF Position 
-[)r esc ntSt a ndby 

Fund holdings as % 

ikt 1 an c c 0 f P ., yn e n t s 
--Ex p-oi' t s 

Imports 

Trndc Hith lJ~ 
-. ':;-1)0 rtS(fO'G ) 

ports (cif) 

Debt Service 

----

of quota 

•.. .a ...... --~ 
. ! 

as a perccntage of exports of __ ---.r-J·5,........~5r--%:.......-- 5.7% i 10.0% I 
g C 0 uS and s erv ic e s 14. 7 ---"-'3 :"""'} • .......,?-..-... _--\ -~. ~ 2...-'-"--, -----

us FCOnOl:1ic AID (total) - _. . . '. - 1 
Grants __ !---.Mi5.L.2.... 5 _6 ! .. '6 .•. 7. __ 1-_ ...... _ .. _. __ 
A I D loa n s _~_~l-,-~ ·t5. __ +_~5.u.,-,1,,--__ -,-1_. _-....-0\...1 ...... ·;_5_-.;..1 ______ ._ 
E x ~ 1m loans i - --i-...--oBJo..oo__3.J.------:-....;-=--! 
P L - 4 80 ! b .• ~ _1 I, ? _: 

Other US cconor.lic programs I. .. 1_· ______ ~l_-__ -

GNP 
--rrrm{th rate 

per capita GNP ,1969 dol1ors 

Budget FY ending 12/31 
l{cvcnues 

Expenditures 
Balance' 

I I I' I 6~' 5.1% . 4. 1% . 
I 193 1 98 I 201 i . I . \:~~10ns or4s!:-o~s~)r--·--t-I---E-·-.. -

--+:-i 1~5_3.6_._ J, .. ,!L15 __ .. 1_,,9.QO_. ___ .,. .. 2.JD~_ 
;2,264_U46 ,2,160· '2,750 
;.. 728 - 671 I - 560 I - 746 

Prices and Production ~ . 
Cost of living (1!!63 clOD) !142.1 145.3 151.0 ~59.6 Oct. 

t jmOOm~tcimllxhu"J.u: --j-=-.:...:::....::...:::..-.,J. .:=..:=...::.... .... ---= .. --.----.. --.--.-------
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Third Special Meeting 
of the Coarmittee 
December l4-to 31, 1970 
Lima, Peru 

DEPARTMENT OF STATE 

DIVISION OF LANGUAGE SERVICES 

(TRANSLATION) 

DECISION NO. 24 

LS NO. 21080 
R-XX 
Spanish 

Coarmon regime of treatment of 
foreign capital and of trademarks, 
patents, licenses. and royalities. 

AID-DLC/P-I029 
ANNEX VI 
P~ge 1 of 19 

IN VIEW OF. Articles 26 and 27 of the Cartagena Agreement and Proposal 
No. 4 of the Board; and 

WHEREAS: 

In the Declaration of BogotA it was recognized that foreign capital 
"can make a considerable contribution to the economic development of Latin 
America, provided it stimulates the capitalization of the country where it 
is established, facilitates extensive participation of domestic capital in 
that process, and does not create obstacles to regional integration"; 

In the .same document the governments proposed the adoption of "standards 
that will facilitate the use of modern technology, without limiting the 
market for products manufactured with foreign technical assistance and the 
coordination of foreign investments with general development plans"; 

In the Declaration of Punta del E.ste the Presidents of America stated: 
"Integr[ltion must be fully at the service of Latin America. This requires 
the strengthening of Latin American enterprise through vigorous financial 
and technical support that will permit: it to develop and supply the regional 
market efficiently." And they recognized that: ''Foreign private enterprise 
will be able to fill an important function in assuring achievement of the 
objectives of integration within the pertinent policies of each of the countries 
of Latin America;" 

The Ministers of Foreign Affairs of the member countries of the Cartagena 
Agreement, at their first meeting in Lima, confirmed the conviction expressed 
in the Consensus of Vina del Mar that "economic growth and social progress 
are the responsibilities of their peoples and that attainment of national and 
regional objectives depend fundamentally on the effort of each country;" re­
affirmed their determined support of "the sovereign right of every country 
to dispose freely of its natural resources;" adopted as a common policy "to 
give preference in the economic development of the subregion to authentically 
national capital and enterprises of the member countries;" and recognized 
that the investment of foreign ~apital and the transfer of foreign technology 
constitute a necessary contribution to the development of member countries and 
that they '~ust receive guaranties of stability in the measure in which they 
really constitute a positive contribution"; 



THE C!HfITTEE ON THE CARTAGENA AGREEMENT 

DEC L ARE S: 

ANNEX VI 
Page 2 of 19 

1. The programming of subregional devel~pment and the expansion ~f the 
market will generate new investment requirements in the various sectors ot 
production. Consequently. it is necessary to establish common rules for 
foreign investment which will be consistent with the new conditions created 
by the Cartagena Agreement, in order that the advantages deriving from it 
may bent'fit national or mixed enterprises as defined herein. 

2. 'flte contribution of foreign capitol and technology can play an 
importunt part in subregional development and help with the national eHort 
to the extent that it constitutes an effective contribution toward attaining 
the objectives of integration and reaching the goals indicated in the national 
development plans. 

3. The standards of the common regime must clearly set forth the rights 
and obligations of foreign investors and the guaranties that will protect 
foreign investments in the subregion. In addition, they must be stable enough 
to work for the mutual benefit of the investors and the member countries. 

4. The treatment given to foreign capi,:al may not discriminate against 
national investors. 

5. One of the fundamental objectives 01 the common re~ime must be the 
strengthening of national companies, in order to enable them to participate 
actively in the subregional market. 

6. In line with this order of ideas, national companies must have the 
best possible access to the modern technology and new administrative practices 
of the contemporary world. At the same time, it is necessary to establish 
efficient mechanisms and procedures for the production and protection of tech­
nology in the territory of the subregion and to improve the terms under which 
foreign technology is acquired. 

7. With the purpose of attaining the objectives set fortl herein, common 
standards must contemplate mechanisms and procedures which are sufficiently 
efficient to make possible a growing partiCipation of national capital in 
existing or future foreign companies in member countries, in StIch a way as 
to lead to the organization of mixed companies in which nationll capital has 
the majority interest and in which national interests will hay! the capacity 
to participate definitely in the basic decisions of such compa~ies. When the 
participation of national capital is represented by contributions of the State 
or of State enterprises, it may be lesa than the majority inttrest, provided 
its decision-making capacity is guaranteed. 

8. In compliance with the general spirit of the Cartagena Agreement and 
with the provisiOns of Article 92 thereof, the common regime must set standards 
"that will compensate for the structural deficiencies of Bolivia and Ecuador 
and ensure the mobilization and assignment of the resources needed for fulfill­
ment of the objectives contemplated in the Agreement in their favor." 

9. The cOlllllOn regime should also tend to strengtnen the negodatins 
CAP~IY of the member countries vis-'-vis other countries, companies which 
supply capital 'and technology. and the international organizations which are 
concerned with these matters. 

" 
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DEC IDE S: 

To approve the following: 

COMMON REGDfE OF TREA'l'HENT OF FOREIGl:t CAPITAL AND 
OF TRADEMARKS. PATENTS. LICENSES. AND ROYALIT1.ES 

CHAPTER I 

ANNEX VI 
Page 3 of 19 

Article 1. For tbe effects of this reg~c. the folloving definitions 
are understood; 

Direct Foreign Investment: Contrlbutiorus, c:minn frO!:! ~br()ll.d and 
belonging to foreign individuals or companies, m~dQ to the capital of IS 

company, in freely convertible currency, indue trial plant=, m~chinery or 
equipment. and having the riaht to re-exportatLon of their value cnd the 
transfer of profits abro~d. 

Likewise, inveatmenta in local currency from fundo ,,:bich are entitled 
to be transferred abroad shall be considered to be foreign investmunts. 

Foreign Inveliltpr: The ~r of a direct foreign investment. 

National Investor: : lhe State, national individuals. national non-profit 
entities. and the natio~al companies defined in thiD Article. Foreign nationals 
witb consecutive residence in the recipient country of no leBS than one year. 
who renounce before the,corlpetent national authority tht! right to re-export 
till.' capitnl and totransier profits 8bro~t !thal1 a160 btl considered to be 
national investors,: 

National Coffip~~ A company orgeni=ed in ,ehe recipient country. more 
than 801 of wtl0Se capital belongs to national invastors. provided thnt in the 
opinion of the competent national authority. that proportion i6 reflocted in 
the technical, f1n~ncitl.l. adll,inistrativc, end cor.;:mQrc1t1l menl1ge:nent of the 
company_ 

Mued ComDany:, A co::po.ny organized in tho recipient country and whose 
~8pital belongs to ,national investorq in a proportion which may fluctuate 
between 51% and 80%, provided that in the opinion of the appropriato nntional 
authority, that proportion i8 reflected in tha technical. financial, a~inia­
trntive. and commercial manssement of the company_ 

Foreign Company: A company whose copitnl in the hands of national investors 
amounts to less th4n 51% or. if that percentage is higher, it in not reflected, 
in the opinion of the proper national authority, in the technical. finanCial, 
administrative, and co~ercial management of the company. 

New Investment: Inve£ltlllcnt made after Jj\'.tluary 1. 1971, in either existing 
or new companies. 

Reinvestment: Investment of all or part of undiotributed profits resulting 
from a direct foreign investment. in the CHIme" l;:crnpl'lny which produced them. 

ReCipient CoUl1t::.y: The country in ~hich the direct foreign investment is 
made. 

Committee: The Committee on tbe Cartagena Asreement. 

~ The Board of the CartBgena Asrecm~nt_ 

Member Count::.y: One of the member countrieo of the Cart~8enn Agreement. 
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Article 2. All foreign investors who wish to invest in one of the memb~r 
countries must submit an application to the competent national authority, 
which, after evaluating it. will authorize the investment when it responds 
to the development priorities of the recipient country. The application must 
follow tht' model indicated in Annex !lo. 1 of the regime. 

Upon the proposal of the Board, the CcIm1ittee may approve corm:on criteria 
for the evaluation of direct foreign investments in the member countries. 

Article 3. Member countries will not authorize any direct foreign in­
vestment in activitiee which they consider sre adequatsly covered by existing 
companies. 

Likewise. they will not authori!!:l' any dirQct forotsn invesb1~ent of which 
the purpose is to acq¥ire shares. part:icipation:a, or ri:;htll o\l'tlcd by national 
investors. 

Direct foreign investments made 5.n a nationAl company to prevent its 
imminent bankruptcy are excepted from the provioions of the preceding paragraph, 

.provided the following conditions are met: 

(a) That the agency in charge 01 supervising corporations in the respec­
tive country, or its equivalent. verifies that bankruptcy is Unminent; 

(b) That the COl':lpany proves that it haa grunted an option to purchase 
prefer.h1, to national or subregional inventors; and 

(c) That the foreign' investor agrees to place on sale the chares, 
participations, or ri$hts that he may acquire in the company for purchase by 
national investors within a period not exceeding 10 ycaro. which period will 
be established in each case according to the characteristics of the business 
sector. The authorization issued by the competent national agency ahall 
specify the period of' time and the conditions under uhich that obligation will 
be met, the way in which the value of the aharea. participations, or rights 
will be determined at tho tme they are sold, and, if pertinen.t, the systems 
by which the transfer of the latter to national investors will be ensured. 

Article 4. Authorization for foreign invectors to participate in 
national or mixed companies may be given, provided that it dgnific9 inc<reasing 
the capital of the c~pany and that die participation in question docs not 
change the company's national or mixed nature. 

Article 5. All direct foreign investments ahall be registered with chI, 
competent national agency, together with the agreement Apccify1nr, th(, term~ 
of the authorization.- The nmount of the invelJt:rnent ahall be rC(l1otcrccl in 
freely convertible currency. 

Article 6. The agency which registers the invesbT.cnt, in coordination 
with the competent government divisiona or bureauB in each case. shall be 
responsible for supervising the fulfillment of the obligations contracted by 
foreign investors. 

In addition to the functions indicated in other provisions of this regime 
and those es tabl1shed in the regulations, the cO':!'.petent national agency Ilhall: 

(a) Supervise fulfillment of the commitments for national participation 
in the company's technical, administrative, financial. and commercial management, 
and in its capital; 

(b) Authorize in exceptional cases the purchase of shares. partic~pations, 
or rights of national or mixed companies by foreign investols, in accordance 
with the provisions of Articles 3 and 4 of the th10 regime; 
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'(c) Establish an information and price control system of the intermediate 
products that may be furnished by suppliers of foreign technology or capital; 

(d) Authorize the transfer abroad, in freely convertible currency, of 
all amounts which companies or investors are entitled to transfer in accordanc~ 
with this regime and with th~ national laws of the country concerned; 

(c) C'~ntr" I. h.e the stntitltica1, lIccounting. information, and SlIp.'r'V is_'ry 
records connected with direct foreign investments; and 

(f) Authorize licensing contracts for the use of imported ~echno1ogy, 
trademarks, and patents. 

Article 7. Foreign investors shall be entitled to rl.l-expor t:: the lnves t,:d 
c~pital when they sell their shares, participations, or rights t) national 
investors or when liquidation of the company occurs. 

l'h~' so'lle of shares, participations, or rights, oC II foreign invClstor t<J 
'mother foreign investor must be previously authorized by the competent nl!tJ.nnlll 
agency and will not be considered as re-exportation of capital. 

Article 8. Re-exportable capital is understood to be the capital fonned 
by the total of the original direct foreign investment which is registered 
and actually made, plus the reinvestments made in the same company in accordance 
with the provisions of this regime and minus the net losses, if there are uny 
such. 

In cases in which there is participation of national investors, the foregoing 
provisions shall be understood to be limited to the percentage of direct foreign 
investment in connection with the reinvestments made and with the net losses. 

Article 9. In the case of liquidation of the company, the difference 
between the real value of the net assets and the re-exportable capLtal as cl"finl,d 
in tht..' pr('viollS article shall be considered as capital gain and m~y bl! trllnll­
f.'rr,'d .. broad a ftl~r payment of the pertinent' taxeD. 

Artic l~' 10. Foreign investors shall have the right to tranaf:cr obrond 
the ;unOUllts obtained from the sale of their shares, participations. or rights, 
after pnyment of the pertinent taxes. 

Article n. Conversion of the runoUllts that a foreign investor may hav(, 
the right to transfer abroad shall be made at the rate of exchangc prevailing 
at the time of drawing the draft. 

Article 12. Reinvestment of profits earned by foreign companies shall 
be considered to be new investments Bnd may not be made without previous authori­
zation and registration. 

Article 13. Governments of the memher countries may permit reinvestment 
of the profits received by a foreign company without any special authorization, 
up to an amount not exceeding 5% per year of the company's capital. In these 
cases, the obligation to register Is still In force. 

Article 14. Foreign loans contracted by a company require previous 
authorization by and must be registered with the appropriate agency. 

Global foreign debt limits may be authorized for specified p,!riods. Loan 
contracts .concluded within the authorized global limits must be registered 
with the appropriate agency. 

Article 15. Governments of the member countrics shull reirain from en­
doraing or guaranteeing in any form, either directly or through official or 
semi-official institutions, external credit transactions carried c·'~ by foreign 
companies in which the State does not participate. 
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Article 16. Remittances abroad made by <~c.npanies covering Clrort::i2:ation or 
. interest ',because of the use of foreign credi.t.s ahall be aul:horiz~ d in accordance 
with terms of the registered contract. 

For foreign loan contracts concluded between ttta IH.lt'fmt ca.:1pl3ny v.r:d its 
affiliates or between l1;filil1tElS of the 1i1l'J'!:e foraiW<l coo.pOllY. the renl ute 
of annual interest may not exceed by man than thrllil pointe ths rHo of interest 
of first class securities prcv~ilin8 in ths financial markst of ~hc country 
of origin of the currency in'~~ich the tranQcctlon 1~ re31atzred. For ~~ternal 
loan contracts other than those indicated above, the real rute of ~nnuQl interest 
to be paid by the companies wnl be dattl."l'ilincd by the co,;ipettlnt n:l'.t:lcnlll agency. 
and it must be closely related to the prevaUiU3 conditioM of I.:h" Hnc.llcllll 
market of the country in which th~ transl.'lction h!Mi b~c:n rogbt(jil:'~d. 

For the purposes of tnir; artie] e. red in<:c:;:llIlt: ill un1i"'::':.ltocd to be 
the total cost that must be paid by the debtor for ttu ue::l of en" cr,')d!!:, in­
cluding commissions and expen~ea of all kinde. 

Article 17. In re~ard to do:ne::: tic erEldit. fot"t!iIi:SQ eCSlp~llle;; flhall h~vc 
access, in exceptional caa(;iI~ to shart-tli.ltTll credit mlly. in accordc:.1C-C '4ith 
the terms of the regulations 'Which thc~ Corn...,d.ttae may tao'.!/! an tbb subject: upon 
the proposal of the Board. 

Article 18. All contractu on the importation of technology and on pilCents 
and trademark!! must be examined and cub.ilitt~d for the i.',ppro-rol of the coxpetent 
agency of the member country, which must appraise the effective contribution of 
the imported technologYt by means of en ~atimata of probable profits, the price 
of the goods incorporating the t~chnology, or other epecific torms of measuring 
the effects of the imported technology. 

Article 19. Contracta on importeCion of tech~u')lcay !r.U';;!: contain. II.t least. 
clauses on the followin~ Dubj&cte: 

(a) Identification of ~ha terms of the t"·lI.n:1~(lr ~e teohnoloUYi 

(b) Contractual value of each of the dli'llment:!J conccrn~d tn th,a tra,nafer 
of technOlogy, expressed in eo form oimlll:r to th!:ll.: ~1,no't1~d in the t'ea1sl:ration 
of direct foreign invcatmentej and 

(c) Determination of the time period involved. 

Article 20. Member countries ,.,111 not autho;-!ie the cCI.cluaitm af ccntracts 
for the trans fer of foreign technol0:3Y or patent£; tFhich ccntn1.;l: 

(a) Clauses by virtue of which the furniohin3 lJ£ teehnc lorD' illlPOS0S the 
obligation for the recipient countl"y or cOilipany to ~cf~irc flam a specific 
source capital goods, inter~~diate p~oducts. raw mater1alc, <nd other ter.hnologies, 
or of permanently employing personnel indicated by t:h~ coo;pl,y which supplies the 
technology. In excepticn&l etl.oea, the rac1pielli: ccunt:r.y may e:;:;::apl.: claulles of 
this nature for the acquisition of cn?ital coeds, In~cr.n~diata products or raw 
materials, provided thae their price corr~3pond3 to cu~~cat l£vels in the inter­
national market; 

(b) Clauses pursucnt to Which tho ecmpcny ~~llinz th~ tech~olo8Y reSOlves 
the right to fix the sale or rsaale priceo of th3 prcduc:to ulAnuulctured on the 
basis of the technology; 

(c:) Clauses that contain restrictions regardil1g the volul'.le end structure 
of production; 

(d) Clauses that prohibit the uae of coopetitiva technoLoEiaoi 

(e) Clauses that astabU.sh a full or partial purchase option in f,r of 
the supplier of the technology; 
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(f) Clauses that obligate the purchaser of technology to tranSf,!r to 
the supplier the inventions or improvem('nts that may be obtllined through th.' 
use of the technology; 

(g) Clauses thnt require payment (,f royal the , to the owners of patents 
for patents which are not used; and 

(h) Other clauses with equivalent effects. 

Save in exceptional cases, duly appraised by the competent agency of 
the recipient country, no clauses will be accepted in which exportation of thl: 
products manufactured on the basit! of the technology ill prohibited or l.Lmltcrl 
i \I any wny. 

In no cllse shall clauses of this nature be accepted in connection with 
subr,'gional trade or the exportation of similar products to third countries. 

Article 21. Intangible technological contributions shall grant the right 
to payment of royalties, upon lluthorizlltion by the competent national agency, 
but they may not be computed as capital contributions. 

When these contributions are furnished to /I. foreign cC't~pany by ito pArent 
company or by another affiliate thereof, no pa>~cnt of royaltiea and no deductions 
will be allowed for this reason for tax l'urpoocs. 

Article 22. National authorities 101,11 undertake a continuoua and systematic 
task of identification of available technologies on the world market for the 
various industrial fields, in order to have available the moat favorable and 
advisable alternatiVe Bolutiona for the economic conditiono of the subregion", and 
will forward the results of their work to the Board. This action will be carried 
on in coordination with the action adopted under Chapter V of this regime in 
connection with the production of national or subregional technology. 

Article 23. Before November 30, 1972, the Committee, upon the proposal 
of the Board, 10111 I approve a program directed tm~ard promoting and protecting 
the production of subregional technology, ao well as the adaptAtion And aSGinl­
latfQ~ of ex1st.i~g technologies. 

This program shall contain, among other~ements: 

(a) Special tax or other benefits to encourage the production of technology 
and especially that connected \lith the intensive use 6f input items of subregional 
origin or those designed to make efficient usc of (Jubregional productive factors; 

(b) Development of exports to third countriea of producto manufactured on 
the basis of subregional technology; and 

(c) Channeling of domestic savings toward the establishment of subregional 
or national research and development centers. 

Article 24. The governments of the member countries shall give preference 
in their purchases to products that include technology of subregional origin 
in such form as the Committee may conaider advisable. At the proposal of the 
Board, the Committee may propose to the member countries the establishment of 
charges on products which use trademarks of foreign origin for which royalties 
have to be paid, when generally known or easily accessible technology is used 
in their production. 

Article 25. Licensing contracts for the ut~U2!at:ion of t:raden.'irks of 
foreign origin in the territory of the member countries may not certain restric­
tive clauses such as: 
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in certain countries of the products manufactured under cover of th'" 
trademark concerned. or similar products; 

(b) Obligation to use raw materials, intermediate goods, and equipment 
supplied by the owner of the trade~ark or his affiliates. In exceptional 
cases, the recipient country may accept clauses of this nature provided the 
prices correspond to current levels on the international market; 

(c) Fixing of sale or resale prices of the products manufactured under 
cover of the trademark; 

Cd) Obligation to pay royalties to the owner of the trademark Cor unu!lorl 
trademarks; 

(e) Obligation permanently to ~tploy personnel supplied or indicated by 
the owner of the trademark; and 

(f) Other obligations of equival,!nt effect. 

Article 26. At the proposal of tIe Board, the Committee may indicate 
production processes, products, or grolpB of products, with respect to which 
no patent privileges may be granted in any of the member countriea. Likewise, 
it may decide on the treatment of privileges already granted. 

CHAPTER Il 

Article 27. The advantages deri~ing from the duty-free program of the 
Cartagena Agreement shall be enjoyed <nly by products produced by national 
or mixed companies of the member countries and by foreign companies which 
are in the process of being transforned into natiollal or mi:ted companies, pur­
suant to the terms of this Chapter. 

Article 28. Foreign companies that currently exist in the territory of 
any member country and that wish to enjoy the advantages deriving from the 
duty-free program of the Cartagena Agreement for their producta must agree 
with the competent agency of the recipient country, within three yeara following 
the date on which the present reGime becomes valid, to their gradual and pro­
gressive transformation into national or mixed companies, in accordance with 
the provisions of Article 31. 

At the end of the aforesaid thre,··year period, there must be in all cases 
a participation of national investors in the capital of the company of no less 
than 15%. 

The time period in which this transformation must be carried out may not 
exceed 15 years in Colombia, ChUe, and Peru, and 20 years in Bolivia and 
Ecuador, frcm the date on which this in8tr~~ent enters into force. 

Upon completion of two-thirds of the time period agreed for the trans­
formation. there must be a participation of national investors in the capital 
of the said companies of no less than 45%. 

Foreign companies that currently exist will be understood to be those 
that are legally organized in the territory of the country on December 31, 1970. 

Article 29. The national agencies responsible for issuing certificates 
of origin of merchandise shall grant such certificates to products produced by 
currently existing foreign companies which, within the period of three years 
referred to in the first paragraph of Article 28, formally ,'xpresr. to the 
government of the recipient country their intention to transform into national 
or mixed companies. 
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The proa ... ..;ts of currently existing foreign companl<.:S which do not enter 
into the agreement to transform themselves into national or mixed c~panics 
within the aforesaid three-year period may not enjoy the advantages deriving 
from the duty- free progrem of the Agreement, Ilnd consequently they will not 
be issued a certificate of origin by the competent authority. 

Article 30. Foreign companies thllt may be catllblished in the tcrritol"y 
of any member country after January I, 1971, shall agree, in r"prescntatioll 
of their shareholders, to place on sale for purchase by national illVCIl tors. 
gradually and progressively, in accordance with the provisionn of Article 31, 
the percentage of their shares, participations or rights nece8~ary for the 
transformation of such companies into mixed companies, within a period which 
may not exceed 15 years in Colombia, Chile, and Pera, and 20 yeara in Bolivia 
and Ecuador. 

In the ease of Colombia, Chile and Peru, the ugreement must stipulate 
a participation of national investors in the capital of the company of no 
less than 15% at the time production begins, no leas than 30% upon compl~tiGn 
of one-third of the agreed period, and no less than 45% upon completion of 
two-thirds of that period. 

In the case of Bo11vis and Ecuador, the progre3llive participation of 
national investors in the capital of the company ~6t be no lees than 5% three 
years after production begins, no less than 10% upon completion of one-third 
and no less than 35% upon completion of two-thirds of the agreed period. 

In figuring the percentages referred to in this Article, any participation 
of subregional investors or of the Andean Development Corporation shall be 
computed as national investors. 

In all cases the period of 20 years with respect to Bolivia and Ecuador 
shall start to be counted two years after production begins. 

Article 31. Agreements on the transformation of foreign companies into 
mixed companies must stipulate the following items .. a:nong others: 

(a) The period of time for compliance with the obligation to transform 
the foreign company into a mixed company; 

(b) The gradual scale for the transfer of sharea. participations, or 
rights to national investors, including in that gradual process. at least, 
the rules on minimum percentages referred to in Articles 28 and 30; 

(c) Regulations that will ensure the progressive participation of na­
tional investors or their representatives in the technical, financial, com­
mercial, and administrative management of the company, at least as of the date 
on which the company begins production; 

(d) The method of determining the value of the shares, participations, 
or rights at the time of their sale; and 

(e) 
or rights 

The systems that will ensure the transfer of shares, participations, 
to national investors. 

Article 32. The products of foreign temp,mies shall enjoy the advllntagc;s 
deriving from the duty-free program of the Cartagena Agreement during th~ period 
of time agreed for their transformation into mixed companies, under the con­
ditions agreed to in the pertinent agreement. If the company should fail to 
fulfill the obligations of the agreoment or if at the end of the llgreed period 
the transformation of the foreign company into a mixed company hns not been 
carried out, its products will CCIIDC to enjoy the advant;qes of the duty-fre!.! 
program, and consequently they will not be coverl~ by certificates of origin. 
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Article 33. With respect to the lIatters covered by tnlti n,glm(~. the 
rights established herein for foreign und mixed companies are the mllximum 
which may be granted to them by the Member Countries. 

Article 34. Foreign companies, of whose production 80% or more goes 
into exports to the markets of third countries, shall not be obligated to 

\ abide by the provisions of this Chapter. In that case, the products of 
such companies may not enjoy in any ~ay the advantages deriving from the 
duty-free program of the Cartagena Agreement. 

Article 35. The obligation to place on sale certain percentages of 
the shares, participations, or rights of foreign companies in favor of national 
investors referred to in Articles 28 and 30 must contain an option of pre­
ference in favor of the State or state enterprises of the recipient country. 

Article 36. Mixed companies shall be considered to be those in which 
the State or state enterprises participate, even if the partiCipation is less 
than 51% of the capital, provided that tho State representation has a de­
termining capacity in the decisions of the company. It shall be the duty of 
the Committee, at the proposal of the Board, to eotablish the minimum per­
centage of participation of the State or of the state enterprises referred to 
in this article, within the three months follo~ina the date on which the 
present regime enters into force. 

Article 37. Upon authorization by the competent national ng.ncy I fore.: l~n 
investors shall havo the right to transfer abroad, in freely convlrtible 
currency, the verified net profits resulting from the rirect foreign invest­
ment, but not in excess of 141. of that investment annually. 

In special cases, the Committee may. upon the request of any member 
country, authorize higher percentages thAn that provided -in thU 
Article. 

CHAPTER III 

SPECIAL REGUIATIONS BY SECTORS 

Article 38. Each member country may reserve sectors of econ"lllic activity 
for national public or private companies and determine whether the partici­
pation of mixed companies in those scctors shall be a~~itted. 

Without prejudice to the proviHions of other articleD of this Chaptl.:r. 
the Committee, at the proposal of the Doard, may determine thl~ !lectors which 
all the member countries will reserve for national public or private ccmpanic~. 
and determine whether participation of mixed companien shall be admitted in 
them. 

Article 39. Foreign cor'panies in the sectors referred to in this Chapt(!r 
shall not be obligated to ab: de by I:he provisions of the previous Chapter 
regarding the transformation of foreign companies into national or mixed com­
panies. However, they shall be subject to the other provisions of the common 
regime and to ~he special provisions specified in Articles 40 to 43, inclusive. 

Article 40. Ouring the first ten years of the life of' this regime, 
the activities of foreign companies in the sector oE basic products under the 
concession system may be authorized, provided the duration of the contract 
does not exceed 20 years. 

For the effects of this regime, the basic-products sector is understood 
to mean the one comprising the primary activities of exploration and exploi­
tation of minerals of any kind, including liquid and gaseo,'s hyd;.-ocarbons, 
gas pip~lines, oil pipelines, and exploitation of forests. 

Member countries shall not authorize deductions on account of u"'l'lctinn 
to be made for tax purposes by companies investing in thla scctor. 

• 
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The participation of foreign compllnies in the cxploration lind cxploit:l­
tion of liquid and gaseous hydrocarbons shall be nuthorized preferably in 
the form of contracts of association with State enterprises of the recipient 
country. 

Member countries may grant foreign compan!es eotabliahed in this sector 
trcatment different from that provided in Article 37. 

Arl:1cl(~ 41. T/rl' catablishmcnt or foreian compnniclI or new dir(;ct 
forc.·lgn lnvcs tmcnt shnll not be permi I:ted in the Dec tor of public servic(;s. 
Investments which had to be made by cI,rrently c::iBting foreign ccrnpani(;o 
in order to operate under technically and econ~icolly efficient conditions 
arc excepted from this rule. 

For these purposes, public servic,!s are con!31.dorcd to be thC'!!(! that 
provide drinking water, sewers, electrlc pct;er and lighting, cleaning and 
sani tary, telephone , pos tal, and telac mnun1c3tio\\;'l services. 

Article 42. New direct foreign i lVcatrMmt \Jill not be pennitted in 
the sector of insurance, commercial bs,utina, nnd other financing institutions. 

Foreign banks which currently exist in the territory of the member 
countries shall cease receiv~.ng local depoll its in curr.ent accounts, Bavings 
accounts, or time deposits within_a period of three years froo the date on 
which this regime entere into foree. 

Currl'ntly existing foreign banks ",,-tlich de!lire to cuntinue S';c(;pting loclIl 
dClwsits of llny kind must convert into national ccmpaniC8, for which purpOHt, 
they must pince on sale shares representinn I:.It lealJt 80% of their capital 
to be purchased by national investors lJithin tlte pariod of time indicated in 
the previous paragraph. 

Article 43. New direct foreign investment will not be permttted in 
domestic transp~ion companies, advertiaing firms, co~nercial ~lldio stations, 
television stations, newspapers, magazines, or co.npaniea engaged in the domestic 
commercialization of products of any kind. 

Foreign companies which currently operate in thece sectors ~UBt convert 
into national companies, for ~hich purpose they muot place on sale at least 
80% of their shares for purc'IBse by nntionc.l illvcotora ~·rithin n 1 t:!riod not 
exceeding three years from tIe date on ~hich this res~~ enters nto force. 

Article 44. w"hen, in t Ie opinion of the recipient co\U\t:ry, special cir­
cumstances exist, that country oay apply other rellUlfltio118 chan :hoQC provided 
in Articles 40 to 43, inclusive. 

The products of foreign ccmpaniea includod, in the oectora ,,£ thill Chapter 
which do not agree to convert into national or 1I1ixed companies, {Ir with respect 
to which the member countries apply different regulations than tl·ose referred 
to in the previous paragraph, shall not enjoy th~ advantages of the duty-free 
program of the Cartagena Agreement. 

CI!APTER IV 

Article 45. The capital of stock companies or corporations must be re­
presented in registered shares. 

Bearer shares that currently exist must be converted into registered 
shares within a period of one year from the date on whtch this regime enters 
into force. 

John M
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Article 46. When projects are concerned that pertain to products rE'­

served for Bolivia or Ecuador by application of Article 50 of the Cartagcnu 
Ag:ceement, the four remaining countries agree not to authorize direct foreign 
investment in their territories, except as stipulated in contracts signed 
before December 31, 1970. 

Article 47. Upon the proposal of the Board, the Committee shall approve, 
no later than November 30, 1971, an agreement to avoid double taxation among 
the member countries. 

Within the same period of time, the Committee, acting upon the proposal 
of the Board, shall approve a model agreement for the conclusion of arrangements 
on double taxation between the member countries and other nations outside 
of the subregion. In the meantime, thl member countries shall refrain from 
concluding agreements of this nature wjth any country which is not a part of 
the subregion. 

Article 48. The member countries agree to keep eAch other informed and 
to inform the Board regarding the impllmentation of this regime in their 
territories, particularly regarding tho rulca of Chapter II. Likewiae, they 
agree to establish a continuing system for tho exchangc of information re­
garding iluthorizations for foreign inv.'cstment or the importation of technology 
that they may grant in their territori.'s. in order to facilitate a growl.ng 
harmonization of their policies and to improve their negotiating capacity in 
order to obtain conditions no less favorable for the recipient country than 
those that have been negotiated in similar cases with any other member country. 

Likewise, they agree closely to coordinate their action in the international 
organizations and forums which consider subjects relating to foreign investments 
or the transfer of technology. 

Article 49. Without prejudice to the provisions of Articles 79, 81, and 
99 of the Cartagena Agreement, any member country which considers that it is 
being harmed by imports of products from foreign companiea made under the 
duty-free program of the Agreement, may apply to the Board for authorization 
to adopt the necessary corrective measures to prevent the de..mage. 

Article 50. Member countries shall not grant to foreign investors any 
treatment more favorable than that granted to national investors. 

Article 51. In no instrument relating to investments or the transfer of 
technology shall there be clauses that remove possible conflicts or controversies 
from the national jurisdiction and comletence of the recipient country or 
allow the subrogation by the States to the rights and actions of their national 
investors. 

Differences between member countries of thin regime in regard to ita 
interpretation or implementation shall be resolved by following the procedure 
indicated in Chapter It. Section D, On the settlement of controversies, of 
the Cartagena Agreement. 

CHAPTER V 

Article 52. In accordance with the provisions of this regime and of 
Chapter II of the Cartagena Agreement, the Committee and the Board shall have 
the following powers and duties: 

The Committee 

(a) To decide on proposals submitted by the Board for its consideration 
with respect to the treatment of foreign capital, industrial property, and t:he 
system of the production and .:ommercialization of technology, in compL~nce with 
this regime; 

John M
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(b) '1'0 IIpprOV(', on the proposal of the Board, the regulations nccc"In<J.ry 
[or (·[fpctLv(· lmplcmentation of the common regime; and 

(c) To adopt other measures which tend to facilitate the attainment 
of its objectives. 

The Board 

(a) To supervise the implementation and fulfillment of the regime and 
of the regulations approved by the Committee on this subject; 

(b) To centralize statistical, aCtountins. cnd other types of information 
relating to foreign investments or the 1 ~ansfer of technology. coming from 
member countries; 

(c) To compile economic and lega information regnrding foreign in­
v~'lItmt'nbl nnd transfers of technology tnd furnbh it to member cnuntrit-II; IIntl 

(d) To propose to the CO!llllitteo the neCE!llIIIsry measures and reguilltlcnn 
for the t·f(ective implementation of this regime. 

Article 53. In sdopting decisions on the matters covered by this regime, 
the Committee shall follow the procedures established in Article 11 (a) of 
the Cartagena Agreement. 

Article 54. Member countries shall establish a SuLregional Industrial 
Property Office, which shall have the following functions: 

(a) To serve as liaison between the national industrial property offi:es; 

(b) Compile information on industrial property and distribute it to 
the national offices; 

(c) To prepare model licensing contracts for the usc of trademarks and 
patents in the Subregion; 

(d) To advise national offices on all matters connected with the imple­
mentation of common regulations on industrial property adopted in the regula­
tions referred to in Provisional Article G: 

(e) To carry out studies and to submit recommendations to the member 
countries on invention patents. 

Article 55. Upon the proposal of the Board, the Committee shall establish 
a subregional system for the development, promotion, production, and adapt4tton 
of technology, which shall also have the duty of centralizing the information 
referred to in Article 22 of this regime and diatributing it among the member 
countries, together with the information it .obtains directly on the same sub­
jects and on the conditions of the commercialization of technology. 

TEMPORARY PROVISIONS 

Article A. This regime shall enter into force when all the member coun­
tries have deposited in the Office of the Secretary of the Board the instruments 
by which they put it into practice in their respective territories, in accor­
dance with the provisions of the seconel paragraph of Article 27 of the Cartagena 
Agreement. 

Article B. Foreign investments c, isting in the terdtory of the member 
countries on the date this regime entelS into force must be regintered with the 
competent national agency within the fcllowing six montha. 
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Article C. Un~tl the regulations called for in Temporary Article G 
hereof enter into force, the member countries shall refrain from signing uni­
lateral agreements on industrial property with third countries. 

Article D. Within the three monthB following the date on which this re­
gime enters into force, each member country shall deeignate the agency or 
agencies that are competent to authorize, register, and supervise foreign in­
vestments and the transfer of technology, and shall inform the other mtnbcr 
countries and the Board of such deoignation. 

Article I::' All contracts on the 1.ropor~ of technology llncl 1Icenoe8 
for the use of trademarks and patents of foreian oriGin signed prIor to tht 
Jnte on which this regime enters into force muot be regiotercd with tho com­
petent national agency within six months following that date. 

Article F. Within six months following the date on Imich this rcgL~c 
enters into force, the Committee, at the proposal of the Board, shall c~p~ov~ 
the regulations of the Subregional Industrial Property Office. 

Article G. Within six months following the date on which this regune 
enters into force, the Committee, at the propoaal of the Board, ahall adopt 
regulations for implementing the rules on industrial property, which shall 
cover, among others, the subjecto listed in Annex No.2. 

Article H. The member cuuntries agree not to establish incentivea for 
foreign investment other than that contemplated in their industrial development 
legislation at the time this regime enters into force, as long as the obligation 
referred to in Article 28, second paragraph, of the Ca~tagena Agreement, on 
the harmonization of induatrilll development legislation, has not been fulfilled. 

Likewise, before November 30, 197;:. the Cor~ittee, at the proposal of 
the Board, shall adopt the necessary m"ssurell to hs.rt:lonize the ayotem of in­
centives applicsble to the other sectol'S. 

Article· I. Within three months following the date en which this regime 
enters into force, the Committee, at the propoaal of the BOArd, shall determine 
the treatment applicable to capital belonging to national lnvestors of any 
member country other than the recipient country. 

Within the same period of time, tIe Committee. at the proposal of the 
Board, shall determine the rules to be applied to investments made by the 
Corporaci6n Andina de Fomento (Andean Development corporation) in any of the 
member countries. 

ANN E X No.1 

GUIDE LINES FOR THE AUTHORIZATION I REGISTRATIOt~ AND 
SUPERVISION OF FOREIGN INVESTMENTS 

Every application for foreign investment must contain:' 

I. Identification of the investor. 

(a) Name or firm name; 
(b) Nationality; 
(c) Membership of Board of Directors; 
(d) Composition of personnel and management; 
(e) Economic ac1tvity; 
(f) Copy of articles of incorporation, 

1 ,~ 
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II. Details of the investment. 

<a) Financial resources in foreign exchange or credit; 

Currency in which the investment is made; 
Capital of national origin; 
Capital of foreign origin; 
Credit from parent company; 
Credit from other sources; 
Actual interest to be pnid on lonns. 

(b) Physical or tangible resources, such as: 

Industrial plants; 
New and reconditioned machinery; 
New and reconditioned equipment; 
Spare parts; 
Loose parts and pieces; 
Raw materials; 
Intermediate products. 

(c) Resources derived from technology or intangibles, such as: 

Trademarks; 
Industrial designs; 
Management capacity; 
Technical know-how, patented or not patented; 
Possible alternative know-how. 

Technical know-how may be presented in the following forma~ 

1. Objects: 

Samples; 
Nonregistered models; 
MachinerY. apparatus, pieces, tools; 
Working devices. 

ii. Technical documents: 

Formulas, estimates; 
Plans, drawings; 
Unpntented inventions. 

iii. Instructions: 
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Notes on preparation. manufacture. and functioning of the product or 
the process; 

Explanations or practical advice for use; 
Technical booklets; 
Supplementary mcplanations of pntents; 
Manufacturing diagrams; 
Supervisory methods; 
Amounts to be paid for royalties; 
Identification of the recipient of royalties. 

III. Requirements which arc satisfied: 

(a) Shortage of domestic savings; 
(b) Shortage of foreign exchange; 
(c) Lack of directive or administrative capacity; 
(d) Need of access to scarce technological knowledge; 
(e) Lack of capacity or of commercial contacts for the sale vr mer­

chandise in international markets; 

(f) Lack of local entrepreneurial spirit. 
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IV. Plan for progressive national participation: 

(a) Percentage of shares to be placed in the hands of national investors; 
(b) Period of time and conditions to carry out this tranafer; 
(c) Method of determining the value of each such placement. 

V. Effects of the new investment: 

(a) Approximate date of beginning of normal operations; 
(b) Operating capacity; 
(c) Exportable production; 
(d) Additional employment generated; 
(e) Importation of raw materials or intermediate products in annual protec­

tion; 
(f) Use of national input items. 

ANN E X No.2 

PROVISIONS OF THE REGULATIONS FOR THE APPLICATION 
OF STANDARDS ON INDUSTRIAL PROPERTY 

(3) Detc~ination of the signs, words. symbols. or names that may be regis­
tered as trademarks. 

(b) Provisions on ownership of the trademark. procedures for acquiring it, 
persons holding the right, etc; 

(c) standard classification of products for trademark purposes: 

(d) Publication and terms of opposition to the registration: 

(e) Priority or right to opposition; 

(f) Use of the privilege; 

(g) Lapse for failure to usc: 

(h) Term of the privilege: 

(i) Negotiation of the trademsrk: 

(j) Standard causes on nullity. failure to renew, cancellation by previous 
registrations, etc.; 

(k) Classification of patents; 
and 

(1) Determination of the industrial products/processes that may be patented 
according to the objectives of the global strategy for development of the 
subregion; 

(m) Conditions of patentability and, particularly, standard criteria to es­
tablish the innovation and the industrial application of the patent; 

(n) Owners of the patent: 

(0) Procedure for registration, opposition, method of putting the invention 
into practice, etc.; 

(p) Term of the privilege; and 

(q) Standards on industrial models and designs. 
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(TRANSLATION) 

DECISION No. 37 

LS NO. 24262 
R-XX/R-XXXIV 
Spanish 

Adjuscnents to the common 
regime of treatment of foreign 
capital and of trademarks, 
patents, licenses, and royalties 

IN VIEW OF Decision No. 24; and 

WHEREAS: 

After the analysis made of the common regime of treatment of foreign 
capital and of trademarks, patents, licenses, and royalties, it has been 
agreed that certain adjustments must be made in the substantive part there­
of before its entry into force. for the purpose of clarifying its wording 
and duly harmonizing the text; 

This should be done before June 30, date of the aforesaid common 
regime's entry into force; 

THE COMMISSION ON THE CARTAGENA AGREEMENT 

DECIDES: 

Single Article. The following articles, paragraphs, and subparagraphs 
of Decision No. 24 shall read as follows: 

"Article 3. Subparagrl:lph (c). That the foreign investor agrees to 
place on sale the shares, participations, or rights that he may acquire 
in the enterprise for purchase by national investors, in the percentage 
required to constitute a national enterprise, within a period of not more 
than 15 years, which period will be established in each case according to 
the characteristics of the sector. The authorization issued by the 
competent national authority shall specify the period of time and the 
conditions under which that obligation will be met,the way in which the 
value of the shares, participations, or rights will be determined at the 
time they are sold, and, if pertinent, the systems by which the transfer 
of the latter to national investors will be ensured." 
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"Article 17. In regard to domestic credit, foreign enterprises shall 
have access only to short-term cre~Jit, according to the terms and conditions 
of the regulations that the Commission, at the proposal of the Board, may 
issue on the subject." . 

"Article 28. Final paragraph. Currently existing foreign enterprises 
will be understood to be those that are legally established in the country 
concerned on June lO, 1971." 

"Article lO. Foreign enterprises that may be establhhed in the 
territory of any member country after July 1, 1971, shall agroe. in 
representation of their investors, to place on sale for purchase by 
national investors, gradually and progressively, in accordance with 
the provisions of Article ll, such percentage of their shares, parti­
cipations, or rights a8 may be necessary in order that the aforesaid 
enterprise.s may be transformed into mixed enterprises, within a period 
which shall not exceed 15 years in Colombia, Chile, and Peru, and 20 
years in Bolivia and Ecuador." 

"Article 35. The obligation of foreign enterprises to place on sale 
certain percentages of the shares, participations, or rights referred to 
in Articles 3, 28, and lO shall be supervised by the competent national 
authority. This obligation shall be fulfilled by sale to private persons, 
the State, or State enterprises of the recipient country." 
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Sixth Regular Meeting 
of the Commission 
July 12-17, 1971 
Lima, Peru 

(TRANSLATION) 

DECISION 37-a 

LS NO. 24332 
R-XX/R-IV 
Spanish 

IN VIEW OF Decisions Nos. 24 and 37; and 

HHEREAS: It is necessary to coordinate the date after which 
an investment is determined to be new with the date established 
for existing investments; 

THE COMHISS ION ON THE CARTAGENA AGREE"t-lENT 

DECIDES: 

.. Sole Article. The following is ndded to the Sale Article of 
Decision No. 37: 

"Article 1, paragrllph 9. New invcstnll!nt: nninvostment made 
after July 1, 1971, whether in existing or in new enterprises." 

, , 
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INTER-AHERlCAN ECONOMIC AFFAI~ 

AUTUMN 1971 

How Will Multinational Firlns Rcact 

to the Andean Pact's Decisiou 24·? 

Introduction: Decision 24 of the Andean Pact. nn attempt to 
define the nature and extent of foreign investments in tho Andean 
countries, has been the subject of much vigorous criticism, with 
multinational firms in general voicing fears of a dramatic shift 
in the investment climate of the Pact countries. WhUe the meas­
ure was designed to encourage foreign investment and limit com­
petition among Bolivia, Chile. Colombia, Ecuador and Peru for 
foreign capital, Decision 24 has been prophesied to failure by 
the Council of the Americas' recent survey and articles by ceo· 
nomists Jack Behrman and Herbert May.' With the debate still 
very much alive within the Colombian. Ecuadorian and Peruvian 
governments, a group of Harvard Business School students: at­
tempted to discern what pragmatic actions businessmen are taking 
and are likely to adopt if the Code is ratified. Arc the cries of 
alarm presently voiced by U.S. business justified? 

Interviews were arranged with senior executives of 20 North 
American corporations, all within the Fortune 500. and almost 
all having investments in the Andean Pact countries as well as 
,other parts of Latin America. The results of the interviews were 
gathered in confidential discussions with 4 banks, 3 petrochemical 
c,ompanies, 3 mining concerns, ] insurance company, and 9 manu· 
facturing companies spanning the full range of sophistication in 
technology requirements. 

1 Herbert May. "An Analysis of 'The Common Rllgimc for Treatment 
of Foreign Capital. Trademarks, Patents, Licenses, and Royalties,''' 
Council of the Americas; Jack N. Behrman, "International DIVestment: 
Panacea or Pitfall?". Loolting Ahead (National Planning Association, 
November/December 1970). 

J PhUippe Boucknert, Paul Christen!lon, WI1I1:lIn Cowan, Jesus 
Dualan, Alfred Duncan, E. Taylor Harmon. Sudhir Kilachanc1, Marcelo 
Leon, John Nunley, Thomns Honnl. Dirck Schou, Eric Sp(:t'!OI', J()scph 
Tischler, Ahmed Yehin; Faculty AdVisor, Vis. Prof. Charles H. Sav. 
age, Jr. • 
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INTER·AMEHICAN ECONOMIC AFFAIRS 

This paper presents the findings of those Interviews conducted 
in April 1971. 

Tile Andean Market: The hlrth of the Andean Common Market 
(ACM) brought together Bolivia. Chile. Colombia, Ecuador. and 
Peru in a union of 50 millio/l people with a combined GNP .of 
about $20 billion. The May 26. 1969 Treaty of Cartagena which 
fonnalized the Common l\larkct imo being had among its goals, 
"to promote the balance and hannollic development of the Member 
Countries. to accelerate their growth through economic integra­
tion .... " 

The formation of the Andean Common Market was welcomed 
by a few of the companic:s we interviewed·--wlth the rest remain­
ing indifferent. On the positive side. companies sec the market as 
a useful channel of effort to rell(:ve the nationalistic pressures 
building up within the area. A few view the market size of the 
Bloc as ample to compete with Argentina. Mexico and Drazil within 
Latin America. and feel that the dCl'ilred economics of scale will 
provide a firm base for futlll'e growth. Further, some have produc­
tive overcapacity now and they fecI the slack might better be 
utilized under a Common Market. 

The majority who remain indifferent cite the competing rather 
than complementary nature of the DIoc products nnd foresee short­
tenn disruptions. such as the denth of Pertlvi:m textlles at the 
hands of Colombia. ThC'y fed the comhlned Andean moe 8tUl 
does not seem very sl~lllficant In size. Two high technology 

. manufacturers intervit'wed see no prospects of the region sup­
porting high technology plants based 011 the area's projected in­
ternal demand alone. Significant trade creation is not expected. 
and even the region's supposed strong points-a large, Inexpensive 
labor pool, for example-are not considered more attractive now 
than they had been previously. 

DECISION 24 

Formlliation: Interviewed companies are concerned with the 
. manner in which Decision 24 was conceived. The formulators 

were believed to be ac'lclemicians moved by theory aud Ideal rather 
than by practical consideration of how business reany worked. 
Furthermore. the executives believe the haste with which It was 
formulated and its loose wording combine to make them highly 
skeptical abollt the Decision :IIld its future cffcctlyeness. 

Ratification: Of the cl)lIlpanies illtel'vlewNI almost IwlC feel that 
the Declsloll will prohahly mIt 1)1' rntUlcd. They cite a number 
of reasons. First. It is fdt that !ollg·st:mtllllg rivalrl!'!! between 
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several of the coulltries wOllld prevent allY agreement. Cultuml 
differences among Pact mcmhC'rs arc said 10 run very tit'cp. Sec· 
ond, they question whether allY pact can sllccessfully span the 
political diffel'C'nc(;s between, for {'xample. a socialistic Chile and 
Colombia with its strong private sector. Third. they do not believe 
that any of the countries will relinquish their right to control 
their own development and natural resource utilization even 
though adopting a common pact. Each country faces different 
development problems and while the Decision may be an appro­
priate vehicle for some, it will not be appropriate for all. The 
example most frequently mentioned was Colombia. where strong 
anti·Pact feelings are being expressed as people begin to fear 
that their country will lose more needed foreign investments rela· 
tive to the other Andean countries. Finally, mention was made 
by all finns that, given the political instability of many of the 
countries.' no agreement can be made that will satisfy the COll­

tinually changing governments. 

Thus Decision 24 is seen by most as a polemic-a strong de­
claration of control over foreign investments which will make 
headlines, boost national pride, give vent to nationalistic desires 
for power and control over theil' own destinies, and solidify the 
power bases of variolls political leaders. 

In this light. the remaining half of the companies interviewed 
feel the Pact might pass. but again the difficulties mentioned above 
will limit the Pact to a dramatic statement and nothing else. As 
one manufactl11'er put it, "I won't ue surpl'hied if it passes, but 
then 1 won't be surprised if it stretches like an accordion wJth 
all the clauses." 

To further expiain their feeling that the Decision will become 
nothing more than a strong St;lteml'l1t disguising a negotiation 
process similar to what exists prl'sently. they refer to various fea­
tures of the Decision that they feel would be impossible to imple­
ment (see below). Also. they mention other features which, if 
implemented. would stop the inflow of foreign capital and conse­
quently, drastically slow down the economic development of the 
region. This slow-down. it is felt. will quickly become intolerable 
and force countries to defect from the Decision or lise all the 
loopholes to secure needed for<'lf.,(11 capital. The companies, theli. 
do not feel that the. Decision can he fully impk'l!lC'uted-thcir only 
questions seem to be whether it will fall apart bdore ratification 
or only after a period of jnterrupted flows of foreign investment. 

~ The example cited most frequently 011 tht~ latiN possibility is thl~ 
period of Mexican nationalism t';l!'!icr in this century which has 
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since changed to allow and encourage foreign investment under 
strong but flexible national controls. 

Some fundamental features of the code seen by executives as 
unenforceable are as follows: 

Fade-Ollt Principle: All companies interviewed express great 
misgivings concerning the feasibility of the fade out principle. 
Generally, American companies feel that they do not "invest to 
divest," or "go into business to go out of business." Factors which 
seem to worry those companies. who now have large majority in· 
terests in subsidiaries are: availability of local capital. time re­
quired to find a "suitable partner," the valuation of assets, and 
the differences ill business practicl's between North Americans and 
ACl\1 businessmen. 

Fifteen of the twenty companies feel that American companies 
invest for the long term (more than 15 years) and reinvest profits 
to allow growth of the firm. Their perceptions of ACM partners 
are that they were more intCft.'stl·d in short-term returns and 
high-dh'idend payouts. Thus. the search for suitable partners 
may ovelTUll the allotted time frame. even assumIng that partners 
can be found at aU. 

It Was generally agrced that a sufficient amount of ACM capital 
does not exist to permit tht' totnl amount of f::lde-outs called for 
by Decision 24. It is felt that this lack of sufficient capital w111 
generally cause distressed prict's and immediate capital losses to 
multinational firm:>. Companies were also concerned that the luck 
of capital might cause low valuation of their assets by member 
countries. also causing capital losses. 

The overriding general conclusion is that fade-out Is a mistake. 
The required at::tions will adversely affect existing American busi­
ness in the ACM countries and future direct investment will be 
drastically reduced. 

Joint Venture Feasibility: Attitudes towards joInt ventures in 
the ACM countries seem to be a function of previous company 
policie!; and experiences concerning joint venture activities. 

Four comp:mil's feel that the 100':", owned American subsidiary 
in Latin America gmwrally. and in the ACM countries specifically, 
is a tbill~ of the pa~t. ;.ll1d that joilH vcntures will be the formulae 
for the future. These firms state I hat all joint ventures arc ac­
ceptable if the opportunities for profits and dividends are good. 
Primarily. they seem to be agreeahle to joint ventures In manu­
facturing and other forms of low risk investments. But here 
again, the perceived differences between American and ACM bust-
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ness expectations cause worry to joint venture proponents. The 
general feeling is that ACM hu~incssnll'1I desire high dividends 
and quick returns, and will therefore not invest in long·lcnn proj­
ects that are· capital intensive with modl'ratt.~ to large degrees 
of risk. 

A few firms expressed a strong preference for 100% ownership. 
Major reasons .stated for this viewpoint were conlrol of processes, 
efficiency and costs, and the lack of "suitable" local investors. 

Another major concern to the companies interviewed is the 
amount of management time required to form and operate a joint 
venture. In light of the differences in business philosophy and 
style between North American and ACM businessmen, it is felt 
that an excessive amount of time will be required to develop oper­
ating policies and to ensure that these policies will be carried out. 
Most companies consider management their scarcest resource, and 
feel that this resource would be unduly expended in searching for 
partners and formulating and operating joint ventures. 

The joint venture policy is generally thought, then, to discour­
age long-term, high-risk investments. This trend, over time, would 
be detrimental to the economic development of the AC~ countries. 

Bureaucracy: Executives feel that Decision 24 will generate a 
greatly expanded bureaucracy within the Bloc. Articles calling 
for asset valuation, investment registration and technology de­
scription are all viewed as precipitating large paperwork and 
management·time costs in the future. 

Anticipated Change in the Business Climate: One of the aims 
of the Decision was ostensibly to give foreign investors a more 
certain environment in which to plan. Most of the companies 
interviewed. however. state that they are now more uncenain 
than ever of their position. No doubt much of this feeling derives 
from the deeper message of the Decision: the rising economic 
nationalism and the increased expectations of the people withIn 
the countries involved. These factors in themselves will lead. some 
expect. to a much more unpredictable environment for foreign 
investors. On a more concrete level. there is a great deal of un­
certainty'resulting from the loose drafting of the Decision and 
the varying interpretations that have already been put on some 
of the paragraphs by various member coulltries of the Pact. And. 
of course, the special provisions of Article 44 leaves the interpreta­
tion of the Decision not only in the hands of each country. but 
also in the hands of each succeedin~ government. As has been 
shown in Chile, intprpl'etmions change to m('et radically differing 
philosophies. 
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This, we were told, would naturally affect the kinds of invest­
ments that will be considered. In particular, a number of com­
panies state that sp~culati\'e investment will increase at the 
expense of long-term investmellt. This would result because com· 
panics will tend to plan for the worst possible situation, complete 
nationalization. and therefore tend to emphasize short-term profits 
rather than long·term capital gains and growth. 

In turn, one could expect the ('ventual reduction in foreign 
investment and a shortagl' of locH\ capital. Ironically, those count­
tries with a consistent C'conomic program and il "respect for the 
laws" will be the ones which are likely to be penali7.ed most 
severely since they may lost' relativdy more foreign investment 
than their neighbors. 

The end result. envisaged by some. will be stagnating tech­
nologies. a reduction in competition. lower standards of Jiving 
for the inhabitants. and higher prices. Added to this is the possi­
bility of local skilled labor emigT:Hing as their expectations are 
frustrated and their potential (and perhaps ncttlal) standard of 
living reduced. 

These then arc the perceptions expressed by the mnjority of 
executives of the likely actiollS to be taken by foreign firms, and 
the effects to be felt followill~ ratification of the Pact. Tlwir per­
ceptions of the general rcactions of foreign investors, however. 
differ considerably from tI,eir indit:idual plalls for action. as de­
scribed below. 

Financial. In its short·term outlook the U.S. financial com­
munity remains rather unperturbed by Decision 24. Even If the 
Decision is ratified, com panics forecast rcal problems in imple­
mentation. 

This sector docs not view the Decision ns n good idea and be­
licves that the provisions could huve a two-pronged effect. First. 
the direct restrictions on the banks themselvcs and, secondly. the 
effect that a stifled investment climate could have on customers. 
The banks interviewed ran:,:ed through the complcte spectrum of 
degrees of oWliership. NOllC oC them are really concerned with 
the direct restrictions. Ont.· hank with a high profile continues 
to build its connections and relationships with those in authority 
to position itself for the concessions it feels will be forthcoming 
under Article 44. MallY banks have already been willing to ac­
cept local investment in varying degn'es. One made a polley 
of not owning more than 20% of a bank before the decision. 
It feels that. repl'($cntation on Ihe hoard of directors of a foreign 
b::mk is cnough to ensurc that the venture is being run COrl'cctly. 
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This bank, as did one dealing mainly thf(}u~h cOITespondt'nts, 
is convinced that the goodwill derh'cd by thcir p!'Cticncc in L:ltill 
America is much more important than tOlal owncrship. This is 
an effort to provide their multi-naliollal clients wilh complete 
service, rather than to conlrol the banking in the area. Anothcl' 
bank has adopted a wail and see attilude, but its present position 
of about 50% local ownership is a flexible one. An official stated 
that if the Decision were passed, "Chances arc we can remain 
within the Andean area and operate within the provisions of 
the Decision." 

One said that it is possible that his bank could benefit to the 
extent that the Decision may stimulate expansions of banks 
rather than merely causing transfer of ownership. Diluting owner· 
ship to 20% through expansion would result in a bank much 
larger than the original. Then the foreign investor would also 
be able to benefit from the increased power and economies of 
the larger bank. 

The fear of the detrimental effect on the investment cHmate is 
more pronounced. All feel that there will he at least a short·run 
"shrinkage of capital." Their customers. they said. by and large. 
have adopted a wait-and·see attitude. One sees potential investors 
divided into two groups. There are thos(.· who arc reacting emo­
tionally and then those who are takin~ a morc sophisticated ap­
proach of trying to figure Ollt how to best take advantage of this 
rising tide of economic nationalism. There is consensus on the 
feeling that #24 is an experiment in ecollomic nationalism. One 
said it would last for 3-5 years, another thought it would last a 
generation. 

All the b,mks note the importance of experience in the area. 
and how one must distinguish between the Decision's "form and 
substance." For the long haul, according to their individual de­
gree of involvement, they feel that the decision. passed or not, 
will not affect their present strategies very much. 

A note of pessimism was sounded by one man for the smaller ' 
banks which are rushill~ into international banking. He feels 
that the' larger banks have their risks spn'ad much further and 
are better equipped to withstand economic fluctuations. He sees 
the small bank with only a few large loans outstanding. having 
a greater risk as cnforcement of tlK' provisions of the Decision 
on a particular customer could prove to be disastrous for the bank. 

Only one of the banks had plans for vigorous cxp::ll1s!on. An­
other Is thinking in terms of expansion hut wishes to see what 
happens over the short term, The rest art' quitc content to m.lin-
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. tain their present stance of "having their name on the door' 
where they already arc. 

The insurance company expresses n desire to stay. even with a 
minority interest. Th~ nature of its business. it feels. precluded 
any serious harm from the Decision. Under any ownership condi­
tions. the present company would still benefit from the reinsur­
ance of larger accounts in the States as local companies would 
not have the money to do this on their own. It feels that the 

. benefits of consistency and dependability will continue to attract 
multinational companies to a multinational insurance company. 
They are presently training local managers and looking for "suit­
able" local partners. Basically. they want to maintain their pres­
ence in these countries regardless of per cent ownership. 

Manufacturing: Seven of the nine manufacturing companies 
interviewed expressed their willingness to accept a minority in­
terest in the Andean Pact area if forced by governments to do so. 
One company which has investments in the area wishes to keep 
100% ownership and states it is against divestiture as a matter 
of policy. This company. however, has made an exception to this 
policy with joint ventures in other Latin American countries. 
Another company '",hleh had plans to invest in the area has de-

. cided to postpone its illvestment in view of present uncertainties. 

Among the companies open to equity participation, two plan to 
reinvest ea1'l1ings if permitted to do so under the lerms of the 
Andean Pact and Dt'cision 24. One company plans the expan­
sion of its capital base up to 3301- of the original investment 
through the reinvestment of blocked earnings. 

With the exception of one company. none of those interviewed 
think that joint ventures provide obstacles to transfer of tech~ 
nology. The more crucial issue is that of control of operations 
should joint ventures become mandatory, 

No company sees nny immediate opportunity being offered by 
the Andean Common Market. Apparently, there arc long-term 
opportunities perceived in nil enlarged market area and hence, 
most companies will adopt a stratf'I-!Y of divestiture in order to 
maintain a foothold in the area. One company has decided to 
pull out of the area 1101 because of #'21. but because the' markets 
presently existing caunOl support a scale of operntlons consistent 
with the size of its investment. 

Over-all. most cOlnpanics arc adoptillg a "wc-will·cross-that­
bridge-when-we·get·(O·jt attitude." Most companies doubt whether 
the common market will work but thl'se same companies have 
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not precluded divestiture if the resulting Common Market size 
provides greater advantages titan those available by mailltaining 
country markets. 

One marketing and distributioll company's strategy prqvides 
an interesting case of reaction to the prl'sclll uncertainties en-· 
gendered by Decision 24. This company acquired a manufactur­
ing company after December 1970 presumably because it sees 
that applicable provisions of D(~cision 24 will be interpreted in 
a manner flexible enough for it to be treated :1S a manufacturing 
company subject to 51 % divestiture instead of in n distribution 
company subject to 80% divestiture. In any case. even jf Decision 
24 were to be rigidly interpreted. the company is prepared to 
pull back and become n one-couutry operation exempt from the 
JImitations of the Common Market agreement. 

Mining: For the mining industry, divestiture is an old acquaint­
ance with whom they have learned to live quite successfully. 

The particular sensitivity of the extractive industries has long 
caused mineral resources to be considered part of the nation's 
patrimony-outside the realm of all international agreements. 
Coupled with the fact that most of the min('rnl rc'sources extracted 
from the Andean countries arc exported Ollt of the Puct region, 
it is readily understandable why the Decision would have no par­
ticular effect on mining. 

In Chile, the mining industry. from ] 9G5, has been into joint 
ventures with the government. The products of these ventures 
(which generally were 51 % national) were successful. Improved 
worker morale, freedom for top joint management to conduct 
operations as they saw fit. and the increased availability of large 
amounts of capital from sources like the Export-Import Bank. 
appeared to make the joint venture at least as profitable as the 
former, wholly owned operation. The reC(,llt actions of President 
Allende in attempting to expropriate the mining concerns should 
not be tied to rewarding joillt venture al1'an~cments which pre­
ceded this action. His actions harshly bring one back to the in­
evitable conclusion that mining is a Con<.:crn of national politics 
outside the realm of this Andean Pact or any other. 

Petrochemical: The three petrochemical companies interviewed 
all believe the Pact would have lillie. if any, effect on their present 
or future operations. Due to the emotional issuc of sovereigllty 
over one's oil rcsourc('s and the necessity for oil products. it is felt 
that each country would continue to /tront concessions in its own 
national interest, ~md would Jlot agree to take any :lCtiOIiS towards 
the 011 industry that were illt'!JIIsistent with national prlmltics. 
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Existing oil contracts with the governments are likely to be re­
spected as they have bC,t'1l in the past. with any new arrangements 
·to apply to future ilH'CSlments. Because of the extremely high 
capital requirements of the industry and the' risks Involved in 

. exploration. it is unlikely that the joint-venture pr~.lciple could 
even work. due to .the lack of ~1\'anable domestic capital. How­
ever. should such dgr('clnents be encouraged either between local 
private investors anel/or the local governments. the oil companies 
would respond with flexibility and cnguge ill joint ventures which 
promised a reasonabll' n.'turn on their cupital. The source of tax 
revenues that the industry provhlcs. coupled with Ilational pride 
in domestic oil industry, will enSUft' unilateral decision making 
by each of the Andean COUll tries. Oil executives expressed the 
view that the Decision h~lS not influenced their companies' in­
vestment decisions in the Andean countries. and Is likely to have 
little effect in the future . 

. Conclusion: It seems most apparent that ~lthough American 
~siness is .. 1J!!h~y wffil a 'mrmbel' ~ "pTov1SfoIlS of tlie De­
Cfsion 2.4. .. J)o m&or shift oTpresent inves~ments iiliKefy to occur. 
A maiori,ty flf the companies interviewed feel the Decision per 
se will also not alter Ih~ir future plans-f(,51'-lliei r Andean mVd'!st­
ment ... tliough a "wait and see" a.ttitude was evident. It is inter· 
esttrfg fa note tniH The tone of most executives was one of "re­
acting" to the new regulations, rather than "acting" upon the 
new opportunities envisioned by the Pact formulators. The size 
of the new market was not recognized by most to be of particular 
significance in their im'cstment decisions. 

If there is an opportunity to make a reasonable return on their 
investment, the Decision will not deter future funds flows. The 
doubts regarding thc investment climate stem more from the 
political Instability of individual countries of the region (e.g., 
with the unce!'tainties of the path Allende will follow in Chile 
and Peru's new Industrial law) than from the Decision's provision. 
If #24 eventually strengthens the economic stability and reduces 
uncertainty of unilateral government decisions regarding invest­
ments. the Decision could conceivably be beneficial to foreign in· 
vestment. Most of the executives interviewed. however, believe 
that the Decision will never be strictly nnd consistently enforced. 

While most of the executives interviewed agree that' economic 
nationalism is not an ephemeral trend. the realities of increasing 
local control over national economies is an issue that foreign in· 
vestors will have to livc with in the future. or refuse to invest in 
Latin America. With one exception, all of the companies inter-
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viewed said that they could live with n joint-venture relatlontibip 
if required to do so. 

Though many of the eXl~cutives arc basing their opinions upon 
an expectatjon of loose application of the Decision's articles, it 
can be conbhtded that the pessimism not voiced over Decision 24 
will not result in hasty strategic decisions. It appears that every­
one is portending dire consequences for the "other guy," but that 
in fact the Decision is not seriously altering corporate strategies. 
Most agree that flexibility and sophistication to new approaches 
will be called for, both by the member govemments and foreign 
investors during the implementn.tion of the Decision. However, 
adaptability and innovation have always been major strengths 
of capitalist economies. 

ANNEX VII 
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CORroRACION AIIDW DE FOMENTO 
BAlANCE SHEET 

(In Thousands US$ - Actual and Five Years Projection) 1971-1976 

Actual 1) 
1971 1972 1973 1974 

ASSETS 

1 Current 9,013.4 8,064.4 9,016.5 14,397.4 
Cash and Short-term deposits 8,914.5 7,613.6 7,91?0 9,3?7.4 
Accounts receivable 98.9 450.8 1,104.5 5,040.0 

11 other Assets 1,00].0 6.935.6 22,974.7 39,824.8 
Long Term loans 315.1 5,604.4 21,429.9 30,uoo.u 
Fumi ture and Equipnent 94.4 94.4 94.4 94.4 
Organization costs 484.3 751.8 751.8 751.8 
Studies and 'Pro.iects . 115.2 485.0 698.6 898.6 

TOTAL ASSETS 10.022.4 15~000.0 31.991.2 54,222.2 

LIABILrrIES AND CAPITAL 

1 Current 22.4 ----- 293.2 1,062.4 
Loans and l.ines of credit ------ ----- ' .. . '::';1:;.t::. ..I.;,vct::..,+ 
Other 22.4 ----- ---- ----

11 Long Term ------ ----- 11,936.8 27,264.h 
Loans and lines of credit ------ ----- 1l,b3b.tl i::"(,i::b4.4 

1ll Capital and Reserves 10,000.0 15,000.0 20,061.2 25,895.4 
Paid-in Capital 10,000.0 15,000.0 i::U,uuu.u l:::?,uuu.u 
Reserves and Retained earnings ----- ----- 61.2 885.4 

TOTAL LIA.BILrrIES 
and CAPITAL 10,022.4 15,000.0 31,991.2 54,222.2 

May 4, 1972 
1) From financial statements audited· 

by Price Waterhouse and Co. 

1975 1976 

19,799.2 23,211.6 
.u,~~.o 

8,484.4 
~,~·(o.u 

13,633.6 

64,450.4 86,216.8 
!;IO,·(U;;.b T4,4'(i::.U 

94.4 94.4 
751.8 751.8 

4,898.6 10,898.6 

84,249.6 10],428.4 

2,573.6 h,512.8 
'i::!) '1 ~.o "1fy,.,U!.o 

---- ----
4.8,800.8 63,688.0 
40,OUU.O b3,bOO.U 

32,875.2 41,227.6 
.jU,uuu.u j~,uuu.u 

2,875.2 6,227.6 

84,249.6 10],428.4 

I 

• 



lNCOME: 

Interest and Commissions fram Loans 
Interest fram Time Deposits 

TOTAL lNCOME: 

EXPENSES 

Financial Expenses 
Am 
IDB 
Other 

Administrative Ex~enses 
Personnel 
Travel and Promotion 
Services 
Rent 
Equipnent and Fumi ture 
Other 
Depreciation 
Amortized Expenses 

TOTAL EXPENSES 

NET mCOME 

May 4, 1972 
ICAF/VPA Y F 

CORFORA.CION ANDINA DE liDMENTO 
PROFIT AND LOSS STATEMENT 

(In Thousands US$ - 5 years projection) 1972-1976 

1972 1973 1074 1975 

284.7 1.577.0 3.668.5 6.659.7 
653.8 528.1 435.4 289.6 

938.5 2.105.1 4.103.9 6.949.3 

408.8 1.286.6 2.553.0 
--- 62.6 162.6 261.6 
--- 200.0 520.0 840.0 
--- 146.2 604.0 1,451.4 

1.206.0 1.484.4 1.832.5 2.265.8 
OOi:::.U 1. .v{'( .:;> 1..j~.o 1..00j.:;> 
100.0 130.0 169.0 219.7 
142.0 163.3 . 187.7 215.9 

24.0 26.2 28.8 31.6 
40.0 46.0 55.2 66.2 
24.0 26.4 29.0 31·9 
14.0 15.0 16.0 17.0 
--- 150.7 150.7 150.7 

1.206.0 2.043.9 3.269.8 4.969.5 

(267.5) 61.2 834.1 1.979.8 

1976 

10.267.3 
16.0 

10.283.3 

3.974.6 
300.0 
960.0 

21'714.6 
2.805.6 
i::: • .1.U,+.'+ 

285.6 
248.3 
34.8 
79.4 
35.1 
18.0 

150.7 

6~930.9 

3.352.4 

"'Ol> 
IlIZ 
\.QZ 
f'DfT1 

x 
ru 

<: 
01-1 
..... 1-1 

1-1 
I.iJ 



CORPORACION ANDINA. DE FOMENTO 
CASH FIDW 

(In Thousands US$ .. 5 Years Projection) 1912-1916 

1972 1973 1974 

A SOURCES 

1 Beg:lnnin~ cash 8,914.5 7,613.6 7,912.0 
11 Credit Resources ...... 11,930.0 16,690.0 

1. !DB --- 4,OOU.U 4,UUU.U 
2. AID --- 5,000.0 5,000.0 
3. Other Long Term 

Loans --- 1,465.0 3,845.0 
4. Lines of Credit 

1,465.0 3,845.0 Commercial ---
III CAF Resources 6,041.2 7,555·9 10,208.4 

1. I~rafI8!s 284.7 1,577.0 3,668.5 
2. Recoveries 102.7 450.8 1,104.5 
3· Paid-in capital 5,000.0 5,000.0 5,000.0 
4. Other Income 653.8 528.1 435.4 

TOTAL CASH IN-FLOW 14,955.7 27,099·5 34,ejlO.4 

]!m.ES 
~ubl6an Disbursem9nts 5,744.0 16,930.0 21,690.0 

1. IDB --- 4,000.0 4,000.0 
2. AID --- 5,000.0 5,000.0 
3· CAF 5,744.0 5,000.0 5,000.0 
4. Other 'Loans and. 

Credits --- 2,930.0 7,690.0 

11 Amortization of 
Liabili ties 22.3 --- 293.2 

1ll Administrative and 
O~rational Expenses 1,206.0 2,043.9 3,269.8 

1. Administrative 
Expenses 1,206.0 1,484.4 1,832.5 

2. Financing Expenses --- 408.8 1,286.6 
3· Organizational 

Expenses --- 150.7 150.7 

11 V Studies and Projects 369.8 213.6 200.0 

V Investments -_ .. --- ---
TOTAL CASH OUT-FLOWS 7,342.1 191.187.5 25,453.0 

ENDING CASH 7,613.6 7,912.0 9,357.4 

~y 4, 1972 
PAF/VPA y F 
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1975 

9,357.4 

24,110.0 
4,000.0 
5,000.0 

7,555·0 

7,555·0 

16,989.3 
6,659.7 
5,040.0 
5,000.0 

289.6 

50,45b.7 

29,110.0 
4,000.0 
5,000.0 
5,000.0 

15,110.0 

1,062.4 

4,969.5 

2,265·8 
2,553.0 

150.7 

2,000.0 

2,000.0 

39,141.9 

11,314.8 

1976 

11,314.8 

19,400.0 
------
9,700.0 

9,700.0 

23,767.7 
10,267.3 

8,4811-.4 
5,000.0 

16.0 

54, lH:52 • 5 

29,400.0 
------
10,000.0 

19,400.0 

2,573.6 

6,930.9 

2,805.6 
3,974.6 

150.7 

3,000.0 

3,000.0 

44,904.5 

9,578.0 
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REGIONAL INTEGRATION AGREEMENT 
; 

THE GOVERNMENTS OF BOLIVIA, COLOtffiIA, CHILE, 
ECUADOR, AND PERU, 

GUIDED by the Declaration of Bogota and the 
Declaration of the Presidents of America; and 

ON THE BASIS of the Treaty of Montevideo and 
Resolutions 202 and 203 (CM-II/VI-E) of the 
Council of Ministers of Foreign Affairs of the 
Latin American Free Trade Association (LAFTA); 

AGREE, Through their duly authorized pleni­
potentiaries, to conclude the following 

SUBREGIONAL INTEGRATION AGREEMENT 

CHAPTER I 

PURPOSES AND PROCEDURES 

AID-DLC/P-1029 
ANNEX IX 
Page 1 of 44 

Article 1.-- The purposes of this Agreement are 
to promote the balanced, harmonious 

development of the Member Countries, to accelerate 
their growth through economic integration, to 
facilitate their participation in the process of 
integration provided for in the Treaty of Montevideo 
and to establish conditions favorable for converting 
LAFTA into a common market, all for the purpose of 
bringing about a permanent improvement in the standard 
of living of the people living in the subregion. 

Article 2.-- The balanced, harmonious development 
should lead to an equitable dis­

tribution of the benefits derived from integration 
among the Member Countries so as to, reduce the 
differences existing between them. . The results of 
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the said process are to be evaluated periodically, 
taking into consideration, among other factors, its 
effects on the expansion of the total exports of 
each count_ry, the behavior of each country's balance 
of trade with the Subregion, the growth of each 
country's gross domestic product, the creation of new 
jobs, and the formation of capital. 

Article 3.-- In order to attain the objectives of 
this Agreement, the following measures 

and procedures shall be employed, among others: 

a) Harmonization of economic and social policies 
and coordination of the national laws on 
pertinent matters; 

b) Joint programming, intensification of the sub­
regional industrialization process, and-imple­
mentation of Sectoral Programs of Industrial--·­
Development; 

c) A more accelerated Program for Trade Liberali­
zation than the one that is generally adopted 
within the framework of LAFl'A; 

d) A Common External Tariff, the preliminary phase 
of which will be the adoption of a Common 
Minimum External Tariff; 

e) Programs intended to accelerate the development 
of the agricul~ural sector; 

f) Channeling of resources from within and from 
outside the subregion to provide the financing 
of the investments that are required in the 
process of integration; 

g) Physical integration; and 

h) Preferential treatment for the benefit of 
Bolivia and Ecuador. 

Article 4.-- For purposes of the best possible 
implementation of this Agreement, the 

Member Countries shall put forth the necessary effort 
to obtain appropriate solutions to the problems arising 
from the landlocked situation of Bolivia. 



CHAPTER II 

ORGANS TO IMPLEMENT THE AGREEMENT 

ANNEX IX 
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Article 5.-- The principal organs of the Agreement 
are the Commission and the Board. 

The Committees dealt with in Section C of this Chapter 
are auxiliary organs. 

Section A - The Commission 

Article 6.-- The Commission is the supreme organ 
of the Agreement and is composed of 

one plenipotentiary from each Government of the Member 
Countries. Each Government shall accredit one regular 
representative and one alternate. 

The Commission shall express its will through 
Decisions. . 

Article 7.-- The Commission shall have the following 
duties: 

a) To formulate the general policy under the Agree­
ment and to adQpt whatever measures are necessary 
to attain its objectives; 

b) To approve whatever procedures are essential to 
permit the coordination of the development plans 
and harmonization of the economic policies of 
the Member Countries; 

c) To appoint and to remove the members of the Board; 

d) To instruct ,the Board; 

e) To delegate its powers to the Board YJhen it 
deems it advisable; 

f) To approve, disapprove, or amend the Board's 
proposals; 

g) To see that the obligations arising under the 
Agreement and under the Treaty of Montevideo 
are harmoniously carried out; 
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h) To approve the annual budget submitted by the 
Board and to determine the contribution of 
each Member Country; 

i) To issue its own regulations and those of the 
Committees and to approve the Board's regulations 
and the amendments thereof; 

j) To suggest amendments of this Agreement to the 
Member Countries; and 

k) To consider and settle all other matters of 
common interest. 

In the performance of its functions, the Commission 
shall give special consideration to the situation of 
Bolivia and Ecuador in terms of the objectives of the 
Agreement and the preferential treatment provided for 
them. 

Article 8.-- The Commission shall promote concerted 
action by the countries of the Sub­

region vis-a-vis the problems resulting from inter­
national trade that affect any of them and shall encourage 
them to take part in international economic meetings or 
to belong to international economic agencies. 

Article 9.-- The Commission shall have a Chairman, 
who shall remain in office for one 

year. That post shall be held by each of the Pleni­
potentiaries in succession, in alphabetical order of 

• I 

countr1es. 

The first Chairman shall be chosen by lot. 

Article 10.-- The Commission shall hold regular 
meetings three times a year and special 

meetings when convened by its Chairman at the request 
of any of the Member Countries or of the Board. 

Its meetings shall be held at the Board1s headquarters 
but may be held elsewhere. The presence of at least 
two-thirds of the Member Countries shall constitute a 
quorum at meetings of the Commission. 

Attendance at meetings of the Commission shall be 
obligatory, and failure to attend shall be considered 
an abstention. 

'. 
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Article 11. -- The Commission shall take its deci­
sions by a two-thirds vote of the 

Member Countries. This general rule shall not apply 
to the following: 

a) Matters included in Annex I of this Agreement, 
on which the Commission shall take its deci­
sions by a two-thirds vote and no negative 
votes. 

The Commission may insert new material into the 
said Annex by a two-thirds vote of the Hember 
.Countries; 

b) In the cases listed in Annex II, proposals by 
the Board must be approved by a two-thirds vote 
of the Member Countries, provided there are no 
negative votes. Proposals on which two-thirds 
of the Member Countries voted aff~rmatively but 
which received a negative vote must be returned 
to the Board for consideration of the prelimi­
nary data that gave rise to the said negative 
vote. Within a period of not less than two 
months nor more than six, the Board shall again 
submit the proposal, together with any amend­
ments it deems appropriate, to the Commission 
for consiqeration and, in such case, the pro­
posal, as amended, shall be deemed to be approved 
if it receives the two-thirds vote of the Member 
Countries and no negative votes, but the vote of 
the country that voted against it previously 
shall not be counted a negative vote; 

c) Matters related to the special treatment for 
Bolivia and Ecuador, which are set forth in 
Annex III. On these matters, decisions of the 
Commission shall be adopted by a two-thirds vote, 
provided one of them is that of Bolivia or 
Ecuador; and 

d) Appointment of the members of the Board, which 
must be by unanimous vote. 

Article 12.-- The Commission shall consider the pro­
posals of the Board in all cases and, 

in deciding on them, shall proceed in accordance with 
the rules set forth in article 11. 
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Article 13.-- The Board is the technical organ of , 
the Agreement; it shall be composed 

of three members,and shall act only with reference to 
the interests of the Subregion as ,a Whole. 

Each of its members shall hold office for three 
years and may be re-elected. If there is a vacancy, 
the Commission shall immediately designate a replace­
ment, who shall likewise hold office for three years. 

Article 14.-- The members of the Board shall be 
citizens of any Latin American country; 

they shall be responsible to the Commission for their 
actions; they shall act in accordance with the common 
interest; they shall refrain from any act tha~ is 
incompatible with the nature of their functions; while 
in office they may not carryon any other professional 
activity, whether compensated or not; and they shall not 
request or accept instructions from any Government entity, 
national or international. 

Article 15.-- The Board shall have the following 
duties: 

a) To see that the Agreement is implemented and that 
the Decisions of the Commission are complied with; 

b) To carry out the orders of the Commission; 

c) To submit to the Commission proposals designed 
to facilitate or accelerate the implementation 
of the Agreement with a view to attaining its 
objectives as soon as possible; 

d) To make studies and propose the measures required 
for the application of the special treatment for 
Bolivia and Ecuador and, in general, those relating :~ 
to the participation of the two countries in the 
Agreement; ~ 

e) To attend the meetings of the Commission, except 
when the latter deems it advisable to hold 
private meetings; 

However, the Board shall be entitled to take 
part in the discussion of all its proposals 

John M
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at Connniuslon meetings and, particularly, in 
those referred to under c) and d); 

f) To evaluate annually the results of the imple~ 
mentation of the Agreement and the attainment 
of its objectives, with special attention to 
compliance with the principle of equitable 
distribution of the benefits of integration, 
and to propose to the Commission appropriate and 
positive corrective measures; 

g) To make whatever technical studies the Commission 
directs it to make and others that, in its judg­
ment, are necessary; 

h) To exercise the authority delegated to it by 
the Conmission; 

i) To perform the functions of Permanent Secretariat 
of the Agreement and to maintain direct contact 
with the Governments of the Member Countries 
through the organization designated by each of 
them for that purpose; 

j) To formulate its regulations and to submit them 
or their amendments to the Commission for approval; 

k) To submit the tentative annual budget to the 
Commission; 

1)' To prepare its annual program of activities, in 
which it shall preferably include the tasks the 
Commission directs it to perform; 

m) To present an annual report of its activities 
to the Commission; 

n) To propose to the Commission the organic 
structure of its technical departments and 
such changes as it may deem advisable; 

0) To hire and discharge its technical and adminis­
trative personnel; 

p) To entrust the execution·of specific projects 
to experts in certain fields; 

q) To promote periodic meetin~ of the national . 
agencies that are responsi9le for the formulat1on 
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o.rimplementation of economic policy, especially 
of those in charge of planning; and 

r) To perform any other duties expressly assigned 
to it under this Agreement. 

Article 16.-- In hiring its technical and adminis-
trative personnel, who may be of any 

nationality, the Board shall take into account only the 
ability, competence, and reliability of the candidates 
but shall seek, in so far as it :f.s not incompatible 
with the foregoing criteria, to have as broad a sub­
regional geographic distribution as possible. 

Article 17.-- All decisions of the Board shall be 
unanimous, but it may submit to the 

Commission for consideration alternate proposals, . 
likewise approved unanimously. 

Article 18.-- The Board shall function on a per-
manent basis and its seat shall be 

designated by the Governments of the Member Countries 
whenever they deem it appropriate, after this Agreement 
is signed. 

Section C - The Committees 

Article 19.-- The Advisory Committee is the organ 
through which the Member Countries 

shall maintain a close connection with the Board. It 
shall be composed of representatives of all the Member 
Countries, Who may attend the meetings accompanied by 
their advisers. 

Article 20.-- The Advisory Conunittee shall meet at 
the Board headquarters when the latter 

or the Chairman of the Conunission convenes it at the 
request of any Member Country, 

Article 21.-- The Advisory Committee shall have 
the following duties: 

a) To advise the Board and to cooperate in carrying 
out its work when the latter so requests; and 

John M
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b) To examine the Board's proposals before they 
are considered by the Commission, ,men the 
Commission so requests. 

The opinions of the members of the Committee shall 
appear in reports that will be submitted to the Com­
mission and the Board for cmlsideration. 

Article 22.-- There shall be a Social and Economic 
Advisory Committee, composed of 

representatives of the employers and workers of the 
Member Countries. During the first year the Agreement 
is in effect, the Commission shall determine the member­
ship of the Committee, decide how the members are to 
be appointed, and fix its functions. 

Section D - The Settlement of Disputes 

Article 23.-- It shall devolve upon the Commission 
to carry out the procedures in connec­

tion with any negotiations, good offices, mediation, 
or conciliation that may be necessary when differences 
arise over the interpretation or implementation of 
this Agreement or the Decisions of the Commission. 

If the Member Countries fail to reach agreement, 
they shall be subject to the procedures established in 
the Protocol for the Settlement of Disputes, signed 
on September 2, 1967 in Asuncion by the Ministers 
of Foreign Affairs of the Contracting Parties to the 
Treaty of Montevideo. 

For the purposes provided for in article 16, sub­
section 3, of that Protocol, the Member Countries 
declare that there are included in it all the matters 
covered in this Agreement and in the decisions of the 
Commission. 

For purposes of article 36 of the said Protocol, 
the Member Countries undertake to take steps to have 
it ratified as soon as possible. 



Section E - Coordination with the 
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Article 24 .• -- In addition to the functions stated 
in articles 7 and 15, it shall devolve 

upon the Commission and the Board to maintain close 
contact with the Board of Directors and the President 
of the Andean Development Corporation in order to 
establish satisfactory coordination with the latter's 
activities and thereby facilitate the attainment of 
the objectives of this Agreement. 

CHAPTER III 
HARMONIZING ECONOMIC POLICIES AND COORDINATING 

DEVELOPMENT PLANS 

Article 25.-- The Member Countries shall adopt a 
strategy for the development of the 

Subregion hav1ng the following basic goals: 

a) To accelerate the economic development of the 
Member Countries under equitable conditions; 

b) To increase employment; 

c) To improve the position of the Member Countries 
and of the Subregion as a whole from the stand­
point of foreign trade and the balance of pay­
ments; 

d) To overcome the infrastructure problems that 
limit economic development at the present time; 

e) To reduce the differences in development that 
exist between the Member Countries; and 

f) To utilize better the progress made in science 
and technology and to promote research in these 
fields. 

Article 26.-- The Member Countries shall immediately 
initiate a process to coordinate their 
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development plans in specific sectors and to harmonize 
their economic and social policies, with a view to 
arriving at a joint planning system for the integrated 
development of the area. 

This process shall be carried out in coordination 
with, and parallel to, the process of formation of the 

I 

subregional market through the following procedures, 
among others: 

a) A system of industrial programming; 
b) Special treatment for the agricultural sector; 
c) Planning the physical and social infrastructure; 

d) Harmonizing the foreign exchange, monetary, 
financial, and fiscal policies, including the 
treatment accorded to the capital of the Sub­
region or that from outside the Subregion; 

e) A common trade policy vis-a-vis third countries; and 

f) Harmonizing planning methods and techniques. 

Article 27.-- Before December 31, 1970 the Com-
mission shall, at the suggestion of 

the Boar~, approve and submit to the Member Countries 
for consideration a common code on the treatment 
accorded foreign capital and, among other. things, on 
trademarks, patents, licenses, and royalties. 

The Member Countries hereby undertake to take what­
ever steps are necessary to put this policy into prac­
tice within the six months following its approval by 
the Commission. 

Article 28.-- Before December 31, 1971 the Com-
mission shall, at the suggestion of 

the Board, approve and present to the Member Countries 
the uniform code to which multinational enterprises 
are to be subject. 

Within the same period the Commission; at the sugges­
tion of the Board, shall approve the directives that 
will serve as a basis for harmonizing the laws of the 
Member Countries on industrial development. 
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The latter undertake to adopt whatever measures 
are neces~~ry to put this harmonization into practice 
within six months following its approval by the Com­
mission. 

Article 29.-- The Commission shall, at the proposal 
of the Board, establish Whatever per­

manent procedures and machinery may be necessary in 
order to achieve the coordination and harmonization 
dealt with in article 26 by December 31, 1970. 

Article 30.-- The Commission, at the suggestion of 
the Board, shall decide on a program 

for harmonizing the instruments and procedures to 
regulate the foreign trade of the Member Countries, 
whic~ program shall be put into practice by the latter 
before December 31, 1972. The Common External Tariff, 
which shall be governed by the provisions of Chapter VI, 
is excepted. 

Article 31.-- In their national development plans and 
in the formulation of their economic 

policies, .the Memb~r Countries shall include the 
measures required to ensure compliance with the 
foregoing articles. 

CHAPTER IV 
INDUSTRIAL PROGRAMMING 

~ticle 32. -- T~le Member Countries hereby obligate 
themselves to enter upon a process of 

industrial development of the Subregion through joint 
programming in order to attain, among other things, 
the following objectives: 

a) Greater expansion, specialization, and diversifi­
cation of industrial production; 

b) Maximum development of the resources available 
in the area; 

c) The improvement of productivity ~nd the effective 
utilization of the factors of production; 
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d) Utilization of economies of scale; and 

e) The equitable distribution of gains. 

Article 33.-- For the purposes indicated in the pre-
ceding article, the Commission shall at 

the Board's suggestion, approve Sectoral Programs of 
Industrial Development, ~nich will be carried out jointly 
by the Member Countries. 

Article 34. -- The Sectoral Progt'sma of Industrial 
Development must contain clauses on 

the following subjects: 

a) Determination of the products forming the subject 
of the Program; 

b) Joint programming of the new investments on a sub­
regional scale and measures to ensure their 
financing; 

c) Placing plants in the countries of the Subregion; 

d) Harmonizing policies on matters that directly 
affect the Program; 

e) Liberalization programs that can include different 
rates for each country and for each product and 
Which, in every case, will enSure free access of 
the respective products to the subregional market; 

f) Common External Tariff; and 

g) The periods of time during wnich the rights and 
obligations under the Program muat be kept in 
force in case oJ denunciation of the Agreement. 

Article 35.-- The Board shall, in every case, propose 
to the Commission any supplementary 

measures that are essential to facilitate the implementa­
tion of the pertinent Program and, in particular, those 
that are necessary to ensure the installation of plants 
allocated as provided for in subsection c) of the ~ 
preceding article and the effective utilization 0 f the 
subregional market by the said plants •. 
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Article 36.-- For the existing industries in the 
Subregion whose products are not included 

in Sectoral Programs of Industrial Development, the Commis­
sion shall, at the suggestion of the Board, promote pro­
grams designed to rationalize the production of goods on 
the basis of the criteria specified in article 32 in those 
cases in which, in its judgment, that would be possible 
and advisable for the purposes of the Agreement. 

The Board shall submit to the Commission, at least 
once a .year, proposals on the Programs to which this 
article refers. 

Article 37.-- For purposes of the foregoing article, 
the Board shall take into consideration, 

among others, the following factors: 

a) The installed capacities of existing plants; 

b) The need for financial and technical assistance for 
the installation, expansion, modernization, or 
conversion of industrial plants; 

c) The manpower training requirements; 

d) The possibilities of horizontal specialization 
agreements between enterprises in the same branch 
of industry; and 

e) The prospects for the establishment of joint 
systems for marketing, technological research, 
or other forms of cooperation between related 
enterprises. 

The Member Countries shall hold regular consultations 
within the Commission, with the Board attending, on 
their investment programs in the industries to which this 
article refers. 

Article 38.-- At .the suggestion of .the Board the 
Commission may recommend the establishment 

of multinational enterprises ~or the installation, expan­
sion, or supplementing of certain industries. The purposes 
of such concerns shall include working toward more effective 
utilization of the investment opportunities offered by 
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the expanded market, toward a better organization and 
utilization of the productive·resources of the Subregion, 
and toward strengthening their capacity, in order to 
seek the cooperation of external capital and the transfer 
of technology. 

Article 39.-- When the Board deems it advisable and, , 
in any case, in its BIUlual evaluations, 

it shall propose to the Commission the measures it 
considers essential to ensure equitable participation 
of the Member Countries in all of the Sectoral Programs 
of Industrial Development, in the implementation of the 
latter, and in the attainment of their objectives. 

Article 40.-- It shall be the duty of the Commission 
to maintain adequate contact with the 

Andean Development Corporation and to take steps to 
obtain the cooperation of any other national or inter­
national institutions Whose technical and financial con­
tribution it deems advisable to have in order to: 

a) Facilitate the coordination of policies and the 
joint programming of investments; 

b) Channel a growing volume of financial resources 
toward the solution of the problems that the process 
of integration causes the Member Countries; 

c) Promote the financing of specific projects that 
have been undertaken to implement the Sectoral 
Programs of Industrial Development; and 

d) Expand, modernize, or convert industrial plants 
that are affected by trade liberalization. 

CHAPTER V 
LIBERALIZATION PROG~1 

.Article 41.-- The purpose of the Liberalization 
program is to eliminate duties, charges, 

and restrictions of all sorts on the importation of 
products coming from the territory of any Member Country. 
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Ar~icle 42.-- The term "duties and charges" shall be 
understood to mean customs duties and 

any other' charges of equivalent effect, whether fiscal, 
monetary, or exchange, that are levied on imports. 
This term does not include duties and analogous charges 
when they relate to the approximate cost of the services 
rendered. 

The term "restrictions of all sorts". shall be under­
stood to mean any administrative, financial, or foreign 
exchange me~sure by which a Member Country impedes or 
obstructs imports by a unilateral decision. This term 
does not include the situations provided for in 
Article 53 o'f the Treaty of Montevideo •. 

Article 43.-- For purposes of the foregoing articles, 
the Board, automatically or at the 

request of a Member Country, shall determine, in those 
cases where it is necessary, Whether a measure adopted 
unilaterally by a Hember Country constitutes a "duty 
and charge" or a "restriction." 

Article 44.-- The provisions of Article 21 of the 
Treaty of Montevideo shall apply with 

respect to taxes, rates, and other internal duties. 

Article 45.-- The Liberalization Program shall be 
automatic and irrevocable, include all 

products, and shall lead to their complete exemption 
from duties by December 31, 1980. 

The various provisions of this Program shall apply: 
a) To the products forming the subject of Sectoral 

Programs of Industrial Development; 

b) To the products included, or which may hereafter 
be included, in the Common Schedule mentioned in 
Article 4 of the Treaty of Montevideo; 

c) To the products that are not produced in any 
country of the Subregion, included in the 
pertinent list; and 

d) To the products not included under the foregoing 
subsections. 
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Article 46.-- All types of restrictions shall be 
eliminated by December 31: 1970. 

The restrictions applying to products reserved for 
Sectoral Programs of Industrial Development are excepted 
from the foregoing rule, and these restrictions shall be 
eliminated when the liberalization of these products 
is initiated under the pertinent program or as estab­
lished in article 53. 

Bolivia and Ecuador shall eliminate all types of 
restrictions men they sta:::t to implcr:,';nt the Liberali­
zation Program for each product in accordance 'tvith the 
procedures established in article lOO~ but they may 
replace them by duties and charges not in exceSS of 
the lowest level indicated in article 52 a), in wuich 
case they shall do it for both the imports from the 
Subregion and from outside it. 

Article 47.-- Within the period stipulated in the 
foregoing article, the Commission 

shall, at the suggestion of the Board, determine the 
products that will be reserved for Sectoral Progranffi 
of Industrial Development. 

Before December 31, 1973 the Commission, at the 
suggestion of the Board, shall approve Sectoral Programs 
of Industrial Development relating to the products that 
have been reserved in accordance with the foregoing 
paragraph. 

If, at the expiration of the said period, the Board 
finds it possible to propose Programs with respect to 
products that have been reserved but not yet included 
in the Programs already adopted, the period mentioned 
shall be understood to be extended to. December 31, 1975. 

Article 48.-- The Commission, at the suggestion of 
the Board, shall at any time, adopt 

new Sectoral Programs of Industrial Development and shall 
determine the pertinent criteria, taking into consider£­
tion the experience obeained in the implementation of 
Chapter IV and considering the importance of industrial 
programming as a basic procedure for the implementation 
of the Agreement. 

Article 49.-- The products included in the first 
section of the Common Schedule with 

Which article 4 of the Treaty of Montevideo deals shall 
be completely exempted from duties, charges, and 
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restrictions of all kinds 180 days after the entry 
into force of this Agreement. 

Before December 31, 1971 the Commission shall, at 
the suggestion of the Board, establish the Liberalization 
Program applicable to the products that are included in 
the remaining sections of the Common Schedule. 

Article 50.-- Before December 31, 1970 the Commission 
shall, at the suggestion of the Board, prepare a list 
of the products that are not produced in any country of 
the Subregion and that have not been reserved for Sectoral 
Programs of Industrial Development and shall select those 
that are to be reserved for production in Bolivia and 
Ecuador, establishing, with respect to these latter products, 
the conditions and period of time of the reservation. 

The products included in the said list shall be 
completely exempted from duties by February 28, 1971. 
The exemption of the products reserved for production 
in Bolivia or Ecuador shall benefit these countries 
exclusively. 

Notwithstanding the foregoing, the Board may, within 
the period indicated in the first paragraph of this 
article, propose to the Commission that certain products 
on the said list be assigned to Colombia, Chile, and 
Peru. The country receiving the benefit of the assign­
ment shall exempt the pertinent products from duties 
and charges in the manner established in article 52. 

If, at the end of four years from the date on ~~ich 
the assignment was made, the Board ascertains that the 
country receiving the benefit thereof has not initiated 
the pertinent production, or that the project is not 
being carried out, the effects of the assignment shall 
terminate from that moment on and the country benefited 
shall immediately exempt the pertinent product from 
duties. 

Article 51.-- At any time after the expiration of the 
I period indicated in the second paragraph 

of the foregoing article, the Commission may, at the 
suggestion of the Board, include new products on the list 
referred to in the first paragraph of the foregoing 
article. The said products shall be exempted from customs 
duties· 60 days after the date on which their inclusion on 
the aforementioned list is approved. 
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When the Board considers it technically and 
eeonomically possible, it shall propose to the Com­
mission that a portion of, the new products be reserved 
for production in Bolivia and Ecuador and shall, with 
respect. to them, establish the time period for and 
conditions governing the reservation. 

Article 52.-~ The products not included in articles 
• 47, 49, and 50 shall be exempted from 

duties, as follows: 

a) The lowest duty in effect for each product in 
any of the national ta.riffs of Colombia, Chile, 
or Peru, or in their National Schedules on the 
date the Agreement is signed shall be used as the 
point of departure, which may not exceed Ol1e 
hundred percent ad valorem of the CIF price of 
the me~chandise; 

b) On December 31, 1970, all the duties that are 
above the level indicated in the preceding point 

'\ shall be reduced to the said level; and 

c) The re~ining duties shall be eliminated through 
annual reductions of ten percent each, until they 
are completely eliminated by December 31, 1980. 

Article 53.- ... Any products '¥.c'bich, after being selected 
.. ' for Sectoral Programs of Industrial 
'Development, are not included in them within the periods 
provided for in article 47, shall be dealt with in the 
Liberalizati.OD Program in the following mnnner: 

a). If products are involved- which are not produced in 
any country of the Subregion, they shall be exempted 
from dutie.s on December 31, 1973 or on December 31, 
1975, as the case may be. Without prejudice to the 
foregoing, the Commission shall, at the suggestion 
of the Board, select some of these products for 
productioD in Bolivia and Ecuador, establishing 
the conditions and the period of the reservation; and 

b) If products are involved that are included in the 
. proced",re described in article 52, which are to 

begin to be exempted from duties on December 31, 
19-73, the percentage reduction of duties shall be 
adjusted to the time still required to complete the 
period provided for in article 45; those which are 
to begin to be exempted from duties on December 31, 
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1975 shall do so through five annual reductions of 
five, ten, fifteen, thirty, and forty percent, 
respectively. . 

In every case, the Nember Cow.tries may agree upon 
a selective exemption of the~e products from duties 
provided this is quicker. 

If the Board excludes certain products from the afore­
mentioned reservation before December 31, 1975, they shall 
be assigned at that time to the Liberalization program 
that applies to them, in accordance with the rules con­
tained in subsections a) and b) of this article. 

Article 54.-- The Member Countries shall refrain from 
altering the levels of duties and charges 

and from introducing new restrictions of any type on the 
importation of products originating in the Subregion, Which 
would represent a situation less favorable than the one 
existing When the Agreement entered into force. 

Any changes Which Bolivia and Ecuador may n~ke in their 
tariffs in order to systematize their instruments of trade 
policy with a vie,y to ensuring the initiation or expansion 
of certain productive activities in their territories 
shall be excepted from this rule. These exceptions shall 
be judged by the Board and authorized by the Commission. 

Changes in duties and charges resulting from the re­
placement of restrictions by duties and charges referred 
to in article 46 are likewise excepted from this rule. 

Article 55.-- Until December 31, 1970 each Member 
Country may submit to the Board a schedule 

of products now being produced in the Subregion so that 
they may be excepted from the Liberalization program and 
from the process of establishing the External Tariff. 
Products included in the Common Schedule may not appear 
in the schedules of exceptions; the schedules of exceptions 
of Colombia and Chile may not include more than 250 products 
found in LAFTA Brussels Tariff Nomenclature items; Peru's 
schedule may not have more than 450 items. If, upon the 
expiration of the said period, any country has failed to 
submit its schedule to the Board, it shall be considered 
to have waived the right established in this article. 

Until November 30, 1970 the Commission may at the 
Board's suggestion, change "'the number of Items referred 

t 



• 

ANNEX IX 
Page 21 of 44 

to in the foregoing paragraph. 

The products included in the schedules of exceptions 
shall be completely exempted from duties and charges 
and other restrictions and shall be included in the 
Common External Tariff no later than December 31, 1985. 

Without prejudice to the foregoing, Peru shall reduce 
the number of items on its schedule of exceptions to 
350 On December 31, 1974 and to 250 on December 31, 1979. 
The products that Peru eliminates from its schedule of 
exceptions, pursuant to this article, shall go into the 
Liberalization Program and be covered by the External 
Tariff at the proper levels on the aforementioned dates. 

In any ev~nt, the Board may authoriz~ some exceptions 
to be maintained beyond the aforementioned period of 
16 years for clearly specified cases,establishing the 
length, of th~ extension and the conditions for exempting 
them from duties in the future. The extension may not 
exceed four years, nor may the number of exceptions be 
greater than 20 Items. 

Article 56.-- The inclusion of a product by a Member 
Country in its schedule of exceptions 

shall prevent it from enjoying the advantages that are 
accorded to such product under the Agreement. 

A Member Country may withdraw products from its 
schedule of exceptions at any ti~. In such case it shall 
immediately abide by the Liberalization Program and the 
External Tariff in force for such products, on the terms 
and conditions and at the levels that apply to that country 
and shall at the same time begin to enjoy the respective 
advantages. 

In duly specified cases, the Board may authorize a 
Member Country to add to its schedule of exceptions 
produets that, after being reserved for Sectoral Programs 
of Industrial Development, were not included in such 
programs. 

In no case may such addition mean an increase in the 
pertinent number of Items .. 

Article 57.-- The Board shall consider the possibility 
of including the products that the Member 
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Countries have in their schedules of exceptions in the 
Sectoral Programs of Industrial Development. 

Likewise; in the programs that are adopted pursuant 
to articles 36 and 37, in connection with existing indus­
tries, prio~ity shall be given to those whose products 
appear in the schedules of exceptions in order to enable 
them to meet subregional competition as soon as possible. 

For the purposes provided for in the foregoing para­
graphs, the countries concerned shall inform the Board 
of their intention to participate and shall withdraw the 
product from their schedules of exceptions in accordance 
with what is established in the pertinent program. 

In. the second half of 1974, the Member Countries shall 
engage in negotiations in order to seek formulas that 
will make it possible to bring about the gradual exemp­
tion from customs duties of the products included in the 
schedules of exceptions within the period ending Decem­
ber 31, 1985. 

Article 58.-- The inclusion of products in the schedules 
of exceptions shall not affect the export­

ing of products produced in Bolivia or Ecuador in which 
there has been a significant volume of trade between the 
particular country dnd Bolivia or Ecuador during the past 
three years or for which there are definite prospects of 
a significant volume of trade in the immediate future. 

The same thing will happen in the future in connection 
with those products from Bolivia or Ecuador that are 
included in the schedule of exceptions of any of the 
Member Countries and with respect to which definite, 
immediate prospects may arise for exporting them from 
Bolivia or Ecuador .to the country that has excepted them 

~ from the trade liberalization. 

It shall be the duty of the Board to determine when 
there is, or there are definite prospects for, a signifi­
cant volume. of trade. 

Article 59.-- The Member Countries shall endeavor to 
conclude jointly Complementation Agree­

ments with the other Contracting Parties of LAFTA in those 
sectors of production where such agreements can be made, 
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in accordance with the provisions of the Treaty of 
Montevideo and the pertinent Resolutions. 

Article 60 .• -- COt'llllitments assumed under th~ Treaty of . 
Montevideo to implement the Liberaliza­

tion Program of LAFTA shall take precedence over what is 
provided for in this Chapter, in so far as they are 
ahead of it. 

CHAPTER VI 
CO~ON EXTERNAL TARIFF 

Article 6~.-- The Member Countries hereby undertake 
to put into effect a Common External 

Tariff no later than December 31, 1980. 

Article 62.-- Before December 31, 1973 the Board shall 
prepare a Draft Common El:tel"tlal Teriff 

and shall submit it for consideration to the Conunission, 
which shall a~prove it within the two following years. 

On December 31, 1976 the Member Countries uhall begin 
the process of gradually harmonizing the duties applicable 
in their national tariffs to imports from outside the 
Subregion with the Common External Tariff; the harmoni­
zing shall be effected on an annual, automatic, and linear 
basis, so t~at the proceSs will be completed by December 31, 
1980. 

Article 63.-- Before December 31, 1970 the Commission 
shall, at the suggestion of the Board, 

approve a Common Minimum External Tariff, the chief 
purpose of which shall be: 

a) To establish adequate protection for subregional 
production; 

b) To create progressively a subregional margin 
of pre ference ; 

I 

c) To facili;.tate the adoption of the Common External 
Tariff; and 

d) To promote the efficiency of subregiona.l production. r 
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Article 64.-- On December 31, 1971 the Member Countries 
shall begin gradually to harmonize the 

duties applicable to imports from outside the Subregion 
with those established in the Common Minimum External 
Tariff, in those cases in which the former are lower than 
the latter, and shall carry out that process across the 
board, on an annual, automatic baais, so that it will be 
in full effect on December 31, 1975. 

Article 65.-- Notwithstanding the provisions of 
Articles 62 and 64, the following rules 

shall be applied: 

a) The rules established in Sectoral Programs of 
Industrial Development regarding the Common External 
Tariff shall govern the pro~ucts included in such 
pr·ograms; and 

b) At any time at which, in compliance ,nth the 
Liberalization Program, a product is exempted from 
duties, charges, and other restrictions, the duties 
established in the Common Minimum External Tariff 
or in the Common External Tariff, as the case may 
be, shall be applied to it fully and simultaneously. 

If products are involved that are not produced in the 
Subregion, each country may defer application of the common 
duties until such time as the Board ascertains that the 
production thereof has been initiated in the Subregion. 
However, if, in the Board's judgment, the new production 
is inadequate to supply the Subregion satisfactorily, it 
shall propose to the Commission the measures required to 
reconcile the need to protect the subregional production 
with the need to ensure a normal supply. 

Article 66.-- The Commission may, at the suggestion of 
the Board, change the common tariff levels 

to the extent and at such time as it deems advisable, in 
order: 

a) To adjust them to the needs of the Subregion; 
b) To take into account the special situation of Bolivia 

and Ecuador; and 
c) To adapt them to those that are established in the 

Common External Tariff of LAFTA. 
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Artic le 67. - - T!H~ I:,o,~rd may propose to the Commis sion 
such measures as it considers essential 

in ordeL to crE,.. .' normal condjtions of supply in the 
Subre~ion. 

In order to meet temporary short.lges that may affect 
any Member COuntlY, that country may bring the problem 
before the Board which shall ascertain What the situation 
is within a peri, d consistent with the urgency of the case. 
After the Buaro "'I:erifies the fact that the problem exists, 
and so info.i.ms th~ country affected, the latter may take 
measures such as the reduction or temporary suspension of 
the duties of the External Tariff ~dthin the limits required 
to correct the trouble. 

~n the cases referred to in the foregoing paragraph, 
the Board shall request a special meeting of the Commission, 
if appropriate, or shall inform it of the action taken at 
its next regular meeting. 

f:\.rticle 68.-- The Member Countries hereby undertake not 
to change unilaterally the duties that 

are' t'stablished in the vi!rious phases of the External 
Tariff. They likewise undertake to hold the necessary con­
sultations a:oong the members of the Commission before 
assuning commitments relating to tariff matters vis-a-vis 
countries outside the Subregion. 

The Member Countries shall harmonize the commitments 
referred to in this Chapter with obligations under the 
Treaty of Montevideo. 

CHAPTER VII 
AGRICULTURAL POLICY 

Article b'1.-- With a view to adopting a common policy 
and formulating a plan to serve as a 

;uid~line for the agricultural sector, the Member Countries 
~hall harmonizE:: their I1.:.1tillnal poh.cies and coordinate 
their agricultural development plans, taking into consider­
ation, among other things, the following objectives: 

il'l Improvement of the standard of living of the 
rural population; 
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b) Increasing production and productivity; 

c) Specialization for the sake of better use of the 
factors of production; 

d) Subregional import substitution arid diversi­
fication and increase of exports; and 

e) The timely, adequate supplying of the subregional 
market. 

Article 70.-- In order to attain the objectives 
mentioned in the foregoing article, 

the Commission shall, from time to time and at the Board's 
suggestion: 

a) Adopt joint agricultural development programs, by 
product or groups of products; 

b) Adopt common systems for marketing and the conclusion 
of agreements between the respective governmental 
agencies on the supplying of agricultural products; 

c) Promote agreements between the national agencies: 
connected with the planning and implementation of 
agricultural policy; 

d) Take action to promote exports; 
, . 

e) Adopt joint applied research programs and programs for 
technical and financial aid to the agricultural 
sector; and 

f) Adopt common standards and programs relating to plant 
and an~al health. 

Article 71.-- The Commission and the Board shall devise 
the measures required to accelerate the 

agricultural development of Bolivia and Ecuador and their 
participation in the expanded market. 

Article 72.-- Even after the period specified in 
Article 2 of the Treaty of Montevideo, 

Article 28 of this Agreement, the Resolutions supplementing 
it, and any provisions amending or replacing them in the 
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future shall fully apply to the trade in agricultural 
products included in the Agreement's Liberalization 
Program. 

Article 73.-- Any country that puts into effect the 
measures dealt with in the preceding 

article shall immediately inform the Board thereof, and 
shall transmit a report on the reasons on which it has 
based itself for applying them. 

Any Member Country that considers itself harmed by 
the said measures may submit its comments to the Board. 

The Board shall analyze the case and propose to the 
Commission such positive measures as it considers advisable 
in light of the objectives specified in article 69. 

The Commission shall decide regarding the restrictions 
applied and the measures proposed by the Board. 

Article 74.-- Before December 31, 1970 the Commission 
shall, at the Board·s Buggestion, set up 

the list of agricultural products for purposes of the 
application of articles 72 and 73. The said list may 
be amended by the Commission, at the suggestion of the 
Board. 

CHAPTER VIII 
COMMERCIAL COMPETITION 

Article 75.-- Before December 31, 1971 the Commission 
shall, at the Board's suggestion, adopt 

the standards required to prevent o<r correct practices 
that may distort competition within the Subregion, such 
as "dumping," improper price manipulation, operations 
intended to disturb the normal supplying of raw materials, 
and others of equivalent effect. Along this line of 
thought, the Commission will give consideration to any 
problems that arise from the application of duties, 
charges, and other restrictions on exports. 
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It shall be the duty of the Board to see that the said 
standards are enforced in particular cases that are 
reported, to which end it shall take into account the 
need to coordinate them with the provisions of Resolution 
65(11) of the Conference of the Contracting Parties of 
LAFTA and those that supplement or replace it. 

Article 76.-- Pending adoption by the Commission of 
the standards dealt tvith in the preceding 

article, any country that considers itself to be affected 
shall appeal to the Board to have Resolution 65(11) applied. 

Article 77.-- Member Countries may not adopt correc­

from the Board. 
cedures for the 
this Chapter. 

tive measures without prior authorization 
The Commission shall regulate the pro­

enforcement of the standards mentioned in 

CHAPTER IX 
SAFEGUARD CLAUSES 

Article 78.-- If a Member Country finds itself in any 
of the situations mentioned in Chapter VI 

of the Treaty of Montevideo as a result of factors un­
related to the Agreement's Liberalization Program, it may 
adopt safeguard measures consistent with the provisions of 
the said chapter and the pertinent Resolutions. 

Article 79.-- If the implementation of the Agreement's 
Liberalization Program causes or tends to 

cause serious harm to the economy of a Member Country or 
to an important sector of its economic activity, the said 
country, may, after obtaining the authorization of the Board, 
apply temporary corrective measures in a nondiscriminatory 
manner. When necessary, the Board shall suggest to the 
Commission measures for collective cooperation designed 
to overcome the difficulties that have arisen. 

The Board shall analyze the situation periodically in 
order to avoid any extension of the restrictive measures 
beyond the period when they are strictly necessary or in 
order to consider new formulas for cooperation if it should 
be advisable. 

Article 80.-- If a currency devaluation by one of the 
Member Countries disturbs the normal 
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competitive situation, the country which considers that 
it has been harmed may. present the case to the Board, 
which shall express its. decision briefly and concisely. 
When the Board has ascertained the existence of such 
disturbance, the country that has been harmed may adopt 
tempor~ry corrective measures while the disturbance 
lasts, within the framework of the Board's recommendations. 
In every case the said measures may not signify any reduc­
tion in the import levels existing before the devaluation. 

Without prejudice to the application of the aforementioned 
temporary measures, any of the Member Countries may request 
the Commission to decide the matter definitively. 

The Member Country which devalued may request the 
Board, at any time, to review the situation in order to 
eliminate the aforementioned corrective measures or make 
them less drastic. The Board's decision may be amended 
by the Commission. 

Article 81.-- No safeguard clauses of any type shall 
apply to the importation of products 

coming from the Subregion that are included in Sectoral 
Programs of Industrial Development. 

Nor shall articles 79 and 80 apply to the importation 
of products coming from the other LAFTA countries, when 
they are included in the Liberalization Program of the 
Treaty of Montevideo. 

CHAPTER X 

ORIGIN 

Article 82 0 -- The Commission shall, at the Board's 
suggestion, adopt the special guidelines 

that are necessary ·for determining the origin of goods. 
The said guidelines shall constitute a dynamic 'instrument 
for the development of the Subregion and must be capable 
of facilitating the attainment of the objectives of the 
Agreement. 

Article 83.-- It shall be the duty of the Board to 
establish specific requirements relating 

to origin for the products that call for this. When the 
establishment of specific requirements in a Sectoral 
Program of Industrial Development is necessary, the Board 
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shall establish them at the time the pertinent program 
is approved. 

Within the year following the establishment of a 
specific requirement, Member Countries may request of 
the Board that it be revised and the Board shall express 
its decision summarily. 

If a Member Country so requests, the Commission shall 
examine the said requirements and make a definitive 
decision within a period of between six (6) and twelve (12) 
months from the date they are established by the Board. 

The Board may, at any time, automatically or upon 
request, modify the requirements established under this 
article in order to adapt them to the economic and tech­
nological advancement of the Subregion. 

Article 84.-- The Commission and the Board, in adopting 
and establishing the special guidelines 

or the specific requirements relating to origin, as the 
case may be, shall seek to prevent them from constituting 
an obstacle that would prevent Bolivia and Ecuador from 
availing themselves of the advantages arising from the 
implementation of the Agreement. 

Article 85.-- The Board shall see that the guidelines 
and requirements as to origin are complied 

with in subregional trade. It shall likewise propose 
"lhatever measure.s are necessary in order to solve problems 
of origin that may hinder the attainment of the objectives 
of this Agreement. 

CHAPTER XI 
PHYSICAL INTEGRATION 

Article 86.-- The Member Countries shall initiate joint 
action to solve any infrastructure problems 

that may have an unfavorable effect on the economic inte­
gration process in the Subregion. This action shall be 
exercised chiefly in the fields of power, transportation, 
and communications and shall include, particularly, the 
measures required to facilitate border traffic between 
Member Countries. 
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To that- end, the Member Countries shall favor the 
establishment of multinational entities or enterprises 
when that is possible and advisable in order to facilitate 
the execution and administration of the said projects. 

, 

Article 87.-- Before December 31, 1972, the Board 
shall prepare initial programs in the 

fields indicated in the preceding article and shall submit 
them to the Commission for consideration. These programs 
shall include, in so far as possible, the following: 

a) Identification of specific projects to be included 
in the national development plans and the order of 
priority in which they are to be executed; 

b) The measures essential to the financing of any pre­
investment studies that are necessary; 

c) The technical and financial assistance needed to 
ensure eX,ecution of the projects; and 

d) The procedures for joint action vis-a-vis the 
international credit agencies and, particularly, 
the Andean Development Corporation, to ensure that 
the financial resources will be provided which 
cannot be obtained in the Subregion. 

The carrying out of these initial programs will mark 
t~e start of a continuous process, designed to expand 
and to modernize the physical infrastructure of the Sub­
region. 

Article 88.-- The programs with which the preceding 
article deals and the Sectoral Programs 

of Industrial Development shall include measures involving 
collective cooperation in order to meet adequately the 
infrastructure requirements essential to their implementa­
tion and shall take into consideration in a special way 
the situation of Ecuador and the territorial character­
istics and landlocked position of Bolivia. 
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Article 89.-- The Member Countries shall coordinate their 
national policies on financial matters and 

payments to the extent required to facilitate the attainment 
of the objectives of the Agreement. 

For those purposes the Board shall submit to the Commission 
proposals on the following matters, among others: 

a) Channeling of the flow of public and private savings of 
the subregion to the financing of investments intended 
for the development of industry, agriculture, and 
infrastructure, within the context of the expanded 
market; 

b) Financing of trade between the Member Countries and with 
those outside the Subregion; 

c) Measures ~hat will facilitate the circulation of capital 
within the Subregion, particularly such capital as is 
intended for the expansion of industry, services, and 
trade, in terms of the expanded market; 

d) Strengthening of the system of the multilateral compensa­
tion of bilateral balances in effect among the Central 
Banks of LAFTA in terms of the needs of subregional 
trade and the possible establishment of a Subregional 
Clearing House for Payments and of a system of reciprocal 
credits; 

e) Guidelines designed to solve any problems to which 
double taxation may give rise; and 

f) Creation of a common reserve fund. 

Article 90.-- If, as a result of the implementation of the 
Agreement's Liberalization Program, a Member 

Country experiences difficulties related to its fiscal revenues, 
the Board may propose to the Commission, at the request of the 
country affected, measures to solve such problems. In its 
proposals, the Board shall take into account the degree of 
relative economic development of the Member Countries. 
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Article 91.-- In order gradually to reduce the differences 
in development now existing in the Subregion, 

Bolivia and Ecuador shall enjoy special treatment that will 
enable them to attain a more accelerated rate of economic 
development through their effective, immediate participation 
in the gains from the industrialization of the area and the 
liberalization of trade. 

In order to attain the objective set forth in this article, 
the organs of the Agreement shall propose and shall adopt the 
necessary measures in conformity with the rules thereof. 

Section A - Harmonizing Economic Policies and 
Coordinating Development Plans 

Article 92.-- In harmonizing economic and social policies 
and in coordinating the plans with which 

Chapter III deals, special treatment and adequate incentives 
must be established that will offset the inherent deficiencies 
of Bolivia and Ecuador and will ensure the mobilizing and 
assigning of the resources that are essential to attain the 
objectives that the Agreement envisages for their benefit. 

Section B - Industrial Policy 

Article 93.-- In the industrial policy for the Subregion, 
special consideration shall be given to the 

situation of Bolivia and Ecuador in assigning the production 
of goods on a priority basis for their benefit and in the 
consequent locating of plants in their territories, especially 
through their participation in the Sectoral Programs of 
Industrial Development, . 
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Article 94.-- The Sectoral Programs of Industrial Development 
shall include exclusive advantages and effec­

tive preferential treatment for the benefit of Bolivia and 
Ecuador so as to enable them to participate effectively in 
the subregional market. 

Article 95.-- The Board, When proposing to the Commission 
the supplementary measures specified in 

article 35, shall include exclusive advantages and preferen­
tial treatment for the benefit of Bolivia and Ecuador in 
those cases Where it is necessary. 

Section C - Trade Policy 

Article 96.-- In order to enable Bolivia and Ecuador to 
share immediately in the benefits of the 

expanded market, the Member Countries shall irrevocably 
and exclusively accord them exemptions from duties, charges, 
and restrictions of all kinds on the importation of products 
corning from their territories, as provided for in articles 
97 and 98. 

Article 97.-- For the purposes indicated in the preceding 
article, products corning from Bolivia and 

Ecuador shall be governed by the following rules: 

a) No later than December 31, 1973 the products included 
in article 45 d) shall have free and permanent access 
to the subregional market. To that end, duties and 
charges shall be eliminated automatically in 
three annual, successive reductions of 40, 30, and 
30 percent, respectively, the first of Which shall 
take place on December 31, 1971, taking as a point 
of departure the levels indicated in article 52 a); 

b) The Commission, at the Board's suggestion, shall, 
before December 31, 1970, approve lists of products 
that will be exempted for the benefit of Bolivia 
and Ecuador on January 1, 1971; 
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c) The products referred to in article 53 shall be com­
pletely exempted from duties and charges for the 
benefit of Bolivia and Ecuador on January 1, 1974 
or January 1, 1976, depending on whether or not 
they were subject to an extension, as provided for 
in article 47; 

d) Before March 31, 1971 the Commission shall, at the 
Board1s suggestion, establish a margin of preference 
in favor of each list of products of special impor­
tance to Bolivia and Ecuador and shall detel'mine the 
periods during which the said margins shall be main­
tained, Which shall be put into effect on April 1, 1971. 

The lists to which this subsection refers shall be 
composed of products included in article 45 d); and 

e) The same procedure as that indicated under subsection 
d) shall be followed in connection with a list of 
products which, having been reserved for Sectoral 
Programs of Industrial Development, were not included 
in them within the periods established in article 47. 

Article 98.-- The exemption of the products on the Common 
Schedule for which the Member Countries have 

accorded exclusive advantages in favor of Bolivia and Ecuador 
shall be in effect exclusively for their benefit. The said 
exclusivity shall be limited to the country that has accorded 
the p.l.rticular advantage. 

Article 99 0 -- Th~ corrective measures referred to in 
articles 72 and 79 shall be extended to 

imports from Bolivia and Ecuador only in cases that have 
been duly authorized and after the Board has ascertained 
that the serious harm has been caused essentially by the 
said imports. The Board shall follow, in this matter, the 
procedures mentioned in the said article 79 and in article 4 
of Resolution 173 (CM-I/III-E) of LAFTA. 

Article 100.-- Bolivia and Ecuador shall implement the 
Liberalization Program in the following 

manner: 

a) They shall exempt the products included in Sectoral 
Programs of Industrial Development in the manner 
established in each of them; 
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b) They shall exempt products Which, having been reserved 
for the said programs, were not included in them, in 
the manner and within the period determined by the 
Commission, at the suggestion of the Board. In order 
to make such determination, the Commis.sion and the 
Board shall take into account, basically, the benefits 
that are derived from the programming and locating 
referred to in article 93; 

c) The time limit established by the Commission may not 
exceed by more than five years the one established in 
article 52 c); 

d) They shall exempt products now or hereafter included 
in the Common Schedule in the manner and within the 
time limits specified in the Treaty of Montevideo and 
in the pertinent Resolutions of the Conference; 

e) They shall exempt products that are not yet produced 
in the Subregion and which do not form part of the 
reserve provided for their benefit in article 50 
sixty days after the Commission approves the said 
reserve. 

However, they may except from this treatment those 
products that the Board, automatically or at the 
request of Bolivia or Ecuador, labels for these pur­
poses luxury or nonessential products. 

These products shall, for purposes of their subse­
quent exemption from customs duties, be subject to 
the procedure established in f) of this article; and 

f) They shall exempt the products that are not included 
under the foregoing subsections on the basis of their 
national tariffs through successive annual reductions 
of ten percent each, the first one of Which will be 
effected on December 31, 1976. However, Bolivia and 
Ecuador may initiate the exemption of these products 
from customs duties in the course of the first six (6) 
years in ~lich the Agreement is in force. 

Article 101.-- The Board shall evaluate from time to 
time the results obtained by Bolivia and 

Ecuador in their trade with the other Member Countries and 
the extent to which they are actually availing themselves of 
the benefits of the expanded market. On the basis of these 
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evaluations, the Commission may revise the time limits 
indicated under subsections c) and f) of the preceding 
article. 

Article 102.-- Bolivia's schedule of exceptions may 
include products included in not more 

than 350 Items and in SO Subitems of the LAFTA Brussels 
Tariff Nomenclature. Ecuador1s schedule may not contain 
more than 600 items. This number may be modified by the 
Commission as provided for in article 55, paragraph two. 

The products included by Bolivia and Ecuador in their 
schedules of exceptions shall be completely exempted from 
duties, charges, and other restrictions no later than 
December 31, 1990. This time limit may be extended in 
cases that have been duly authorized by the Board. 

With respect to everything else, articles 55, 56, and 
57 shall apply to the schedules of exceptions of Bolivia 
and Ecuador. 

The rules set forth in the first paragraph of article 
54 shall not apply to the products included by Bolivia 
and Ecuador in their schedules of exceptions. 

Article 103.-- In the preparation of the Programs to 
Which articles 36 and 37 refer, the 

Commission and the Board shall give special attention on 
a priority basis to .the indu~tries of Bolivia and Ecuador 
Whcse products are excepted by the said countries from 
the Liberalization Program, in order to help enable them 
to participate in the subregional market as soon as 
possible. 

Section· D - The Common External Tariff 

Article 104.-- Bolivia and Ecuador shall initiate the 
process of adopting the Common External 

Tariff on an annual, automatic, and linear basis on 
December 31, 1976 and shall complete it on December 31, 
1985 • 

Bolivia and Ecuador shall be obliged to adopt the Common 
Minimum External Tariff only with respect to the products 
that are not producea in the Subregion with which Article 50 
deals. With regard to these products, they shall adopt 
the mininum duties through an across-the-board, automatic 
process that will be carried out in three years from the 
date on which production of these products is started in 
the Subregion. 
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Without prejudice to the provisions of the first para­
graph of this article, the Commission may, at the Board's 
suggestion, decide that Bolivia and Ecuador shall adopt 
the minimum tariff levels for products that are of importance 
to the remaining Member Countries, provided the application 
of the said levels will not cause dislocation for Bolivia 
or Ecuador. 

The Commission may also, at the Board's suggestion, 
decide that Bolivia and Ecuador must adopt the minimum 
tariff levels for products whose importation from outside 
the Subregion may cause serious dislocations for the Sub­
region. 

Article 105.-- Bolivia and Ecuador may establish any 
exceptions that the Commission, at the 

Board's suggestion, authorizes them to make to the process 
of harmonizing their National Tariffs with the Common 
External Tariff, which will enable them to apply the laws 
they have in effect on industrial development, chiefly 
with regard to the importation of capital goods, inter­
mediate products, and raw materials required for their 
development. 

The said exceptions may not be applied, in any case, 
beyond December 31, 1985. 

Section E - Financial Cooperation and 
Technical Assistance 

Article 106.-- The Member Countries hereby obligate 
themselves to take joint action vis-a-vis 

the Andean Development Corporation and any other subregional 
bodies, whether national or international, for the purpose 
of obtaining technical assistance and financing for the 
installation, on a priority basis, of plants or industrial 
complexes in Bolivia and Ecuador. 

The funds intended for such projects shall be allocated 
with a view to the fundamental objective of reducing the 
existing differences in development between the countries, 
a marked effort b~ing made to favor Bolivia and Ecuador. 
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Furthermore, the Member COl.'Tltries shall take joint 
action vis-a-vis the Andean Development Corporation to 
have it allocate its regular and special funds in such a 
way that Bolivia and Ecuador will receive a proportion sub­
stantially greater than that \·.1hich \oou1d reau1t from a 
distribution of such funds in proportion to their contri­
butions to the capital of the Corporation. 

Sec~on F - General Provisio~~ 

Article 107.-- In its periodic evaluations and annual 
reports, the Board shall give special, 

separate consideration to the situation of Bolivia and 
Ecuador \'7ithin the process of subregional integration 
and shall propose to the Commission whatever measures it 
deems adequate to improve substantially their possibili­
ties for deve1opm~nt and to promote still further their 
participation in the industrialization of the area. 

Article 108.-· With regard to everything not covered 
in this Agreement, the special treatment 

for Bolivia and Ecuador fully incorporates the principles 
and provisions of the Treaty of Montevideo and those of 
the LAFTA Resolutions for the benefit of Countries of 
Relatively Less Economic Development. 

CHAPTER XIV 
ADHERENCE, DURATION, AND DENUNCIATION 

Article 109.-- This Agreement may not be signed with 
reservations and shall remain open 

for adherence by the other Contracting Parties to the 
Treaty of 1'1ontevideo. Countries of Relatively Less Economic 
Development which adhere to it shall be entitled to treat­
ment similar to that ~hich is agreed upon in Chapter XIII 
for Bolivia and Ecuador. 

The conditions governing the adherence shall be defined 
by the Commission, for which purpose it shall take into 
account the fact that the admission of new members must 
be in conformity with the objectives of the Agreement. 
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Article 110.-- This Agreement shall be submitted to 
the Permanent Executive Committee of 

LAFTA for consideration and after the Committee has 
declared that it is compatible with the principles and 
objectives of the Treaty of Nontevideo and ~lith Resolution 
203 (CM-II/VI-E), each of the l-fember Countries shall 
approve it in accordance vlith its respective legal pro­
cedures and shall transmit the appropriate ratification 
to the Executive Secretariat of LAFTA. 

The Agreement shall enter into force when three countries 
have transmitted their ratification to the Executive 
Secretariat of LAFTA. 

For the other countries the date of entry into force 
shall be that of the transmission of the appropriate 
ratification in accordance with the procedure indicated 
in the fir"st paragraph of this article. 

This Agreement shall remain in force as long as the 
commitments that are assumed within the general framework 
of the Treaty of Montevideo do not take precedence over 
those that are established herein. 

Article 111.-- Any Member Country wishing to denounce 
this Agreement shall so inform the 

Conunission. From then on the rights and obligations 
arising from it~ membership shall terminate, with the 
exception of the advantages received and accorded under 
the Subregion's Liberalization Program, which shall remain 
in effect for a period of five years from the denunciation. 

The period stated in the foregoing paragraph may be "' 
reduced in well-founded cases by decision of the Commission 
and at the request of the Member Country concerned. 

The provisions of article 34 g) shall apply to the 
Sectoral Programs of Industrial Development. 

John M
Rectangle



CHAPTER x:v 

FINAL PROVISIONS 

ANNEX IX 
Page 41 of 44 

Article 112.-- The Commission shall, at the Board's 
suggestion and on the basis of the 

latter's periodic reports and evaluations, adopt, no 
later than December 31, 1980, the necessary procedures 
to ensure the attainment of the objectives thereof after 
the process of trade liberalization has been completed, 
and the Common &xternal Tariff has been established. 
The said procedures shall provide for special treat~~nt 
for the benefit of Bolivia and Ecuador as long as the 
present differences in the degree of development exist. 

Article 113.-- The advantages stipulated in the 
Agreement shall not be extended to 

nonparticipating countries nor shall they create obliga­
tions for them. 

Article 114.-- The provisions of this Agreement shall 
not affect the rights and obligations 

arising from the Treaty of r1ontevideo and the LAFTA Reso­
lutions, which shall apply suppletorily. 

Transitory Provision.-- Any changes in levels that may 
result from Ecuador's modifica­

tion of its National Tariff as a result of the adoption of 
the Brussels Tariff Nomenclature shall be excepted from 
the provisions of article 54. 

ANNEX I 

1.-- To delegate to the Board such powers as it deems 
advisable. 

2.-- To approve amendments of this Agreement. 

3.-- To revise proposals of the Board. 

4.-- To approve any guidelines that may be necessary in 
order to make possible coordination of the development 
plans and harmonization of the economic policies of 
the Member Countries. 
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5.-- To approve the program for harmonizing the instruments 
regulating the foreign trade of the Member Countries. 

6.-- To approve the physical integration programs. 

7.-- To expedite the Liberalization Program, by product 
or by groups of products. 

8.-- To approve the joint agricultural development programs. 

9.-- To approve and to amend the list of agricultural 
products dealt with in article 74. 

10.-- To approve the measures for collective cooperation 
set forth in article 79. 

11.-- To change the number of Items to which articles 55 
and 102 refer. 

12.-- To reduce the number of subjects included in this Annex. 

13.-- To establish the conditions governing adherence to 
this Agreement. 

ANNEX II 

1.-- To approve the list of products reserved for Sectoral 
Programs of Industrial Development. 

2.-- To approve the Sectoral Programs of Industrial Develop­
ment. 

3.-- To approve the rationalization and specialization 
programs referred to in article 36. 

4.-- To approve the Common Minimum External Tariff and 
the Common External Tariff in accordance with the 
guidelines specified in Chapter VI, to establish 
the conditions for their application, and to change 
the common tariff levels. 

5.-- To approve the list of products that are not produced 
in any country of the Subregion. 

6.-- To approve the special guidelines governing origin. 
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ANNEX III 

1.-- To approve the list of products for immediate 
exemption from duties pursuant to article 97 b). 

2 .. -- To establish margins of preference and to specify 
periods during which the list of products of special 
importance to Bolivia and Ecuador shall be in effect 
(article 97 d) and e) ). 

3.-- To determine the manner and periods in which Bolivia 
and Ecuador shall exempt from duty the products 
reserved for Sectoral Programs of Industrial 
Development which were not included in them. (Article 
100 b) ). 

4.-- To revise the time limits for exempting from duty the 
products referred to in article 100 c) and f). 

5.-- To determine the minimum tariff levels that Bolivia 
and Ecuador will adopt for products of importance of 
the other Member Countries (article 104). 

6.-- To approve the list of products not produced, reserved 
for production in Bolivia and Ecuador, and to establish 
the conditions and periods of duration of the reserve 
(article 50). 

In 'Hitness whereof the undersigned Plenipotentiaries, having 
deposited their full powers, found to be in good and due 
form, sign the present Agreement in the name of their 
respective Governments. 

Done in the city of Bogota, on the twenty-sixth day of the 
month of May in the year one thousand nine hundred and 
sixty-nine, in five originals, all equally valid. 

For the Government of the Republic of Colombia: 

JORGE VALENCIA JARAM[LLO 
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For the Government of the Republic of Bolivia: 

TOMAS GUILLERMO ELIO 

For the Government of the Republic of Chile: 

SALVADOR LLUCH 

For the Government of the Republic of Ecuador: 

JOSE PONS VIZCAINO 

For the Government of the Republic of Peru: 

VICENTE CERRO CEBRIAN 
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June 1, 1972 

CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress) 

In the right-hand margin, for each item,write answer or, as appropriate, a 
summary of required discussion. As necessary, reference the sectiones) of the 
Capital Assistance Paper,. or other clearly identified and available document, 
in which the matter is further discussed. This form may be made a part of the 
Capital Assistance Paper. 

The following abbreviations are used: 

FAA - Foreign Assistance Act of 1961, as amended. 

App. - Foreign Assistance and Related Agencies Appropriations Act, 1972. 

MMA - Merchant Marine Act of 1936, as amended. 

COUNTRY PERFORMANCE 

Pl'£flN6S T~ Countl'J/ Goa7.s 
, 

1. FAA § 208; §.251(b). 

A. Descztibe e.xtent to whioh 
oount:ry is: 

(1) Making appropriatB efforts 
to increase food produotion 
and improve meane for food 
storage and distribution. 

(2) ~ating a favorabZe olimate 
for foreign and donest;(.o private 
enterprise and investment. 

private investment climate both on a 
national and regional basis. 

The member countries of the Andean 
Developnent Corporation (CAF) are 
making increased and appropriate efforts 
through agricultural programs to increase 
agricultural production, and means for 
storage and di&tribution. 

Through the efforts of the CAE and the 
Andean Commission of the Treaty of 
Cartagens (the Andean Commission), the 
Andean countries are making positive 
efforts to create a favorable climate for 
foreign and domestic enterprise and 
investment within the objectives of 
regional economic integration set forth 
in the Treaty of Cartagena. Although 
the recently announced common foreign 
investment code may have temporarily 
inhibited foreign investment, member 
countries seek to develop a favorable 
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(3) Ir/{::!reasing the public's 
roZe in the developmentaZ 
process. 

The Andean countries have been working individually 
and successfully through specific programs to 
increase the role in the development process. 
Andean countries active membership in and support 
of the CAF and its objectives is evidence of 
their collective support for increasing the public's 
role. 

( 4) (a) At 1.coating avai. 7.ab 1.4 
budgetary rSBOU'l'06B to 
dsveZopnent. 

Andean countries have allocated sizeable portions 
of their national budgets to top priority national 
development programs and also support programs of 
regional development. 

(b) Diverting Buoh No Andean country is diverting resources for unnecessaIJ 
!'280Ul'CHtS for unneOBsBaJ'fI military expenditures, nor is an:y Andean country 
mi li tary e:rpendi ture (Sile intervening in other countries' affairs. ( Peru t s 
aZso Item No. 16 and military expenditures for 1971-72 were 16% of the 
intervention in affaire total two-year budget.) 
of other free and 
independent nations.) 
(See al$oItem No. 14.) 

(S) Wi ZUng to contl'ibute funds 
to the project or progran. 

{6} Making economic~ social~ 
and political reforms SUM as 
tax collection improvements 
and changes in land tenure 
arrangements ~ and making 
progress touxu'li. respe(jt~for 
the rule of 'ta1v~ freedom of 
expre88ion and of the pre8B~ 
and :recogniaingthe importance 
of individual freedon~ 
initiative J and private 
enterprise. 

ADC members have contributed, and will continue 
to contribute, substantial funds to the project. 
These contributions are considered ample and 
demonstrative of interest in the project. 

All Andean countries are making progress toward 
economic, social and political reforms such as 
tax collection improvements, law enforcement, and 
land reform. While in Peru freedom of expression 
and of the press had been somewhat curtailed in 
recent years, presently all Andean countries 
are making progress toward respect for the rule 
of law, freedom of expression and of the press, 
and recognizing the importance of individual. 
freedom, initiative, and private enterprise. 
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(7) Adhering to the pnn.aip les 
of the Act of Bogota and 
Charter> of Punta del Este. 

(8) Attempting to npatriate 
capitalintJ88ted in other 
countries by its own citisens. 

Also, recent decrees within 
Andean countries have had a 
major impact on the repatriation 
gblf~tei8An~~~!~: (e.g. ~n Peru, 

(UI d!ite1Vl.sd r6spond1.ng to 
the vital eaoru;mia .. political, 
and soMa Z concerns of its 
peop le, and demons tmting a 
olear detellTlinaticm to take 
effeotive self-help measUl"8S. 

B. Are above faatol's taken into 
acaount in the fumishing of t;he 
subjeo.t assistance? 

Treatment of u.s. CitiseM 

2. FAA § 620( cJ. If aBsistanO;.e is 
to goverrrnent, is the government 
liable aB debtor or un(XJnditionaZ 
guarantor on any debt to a u.S. 
ai tiaen for gooda or se-roioes 
tu~i8hed or or>dered ~herc (a) 
du~h oitiaen has ~hausted 
:rvaiZahle legal remedie8 and (}» 

debt i8 not denied or oontested 
by such government? 

ANNEX X 
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The Andean countries have been 
adhering to the principles of the 
Act of Bogota and the Charter of 
Punta del Este. Furtherance of the 
goals of the Treaty of Carte gena, 
through the efforts of the CAF is in 
accordance with those principles. 
A major purpose of Andean economic 
integration fs to make the Andean region 
more attractive to local capital. 
Expansion of existing, and establishment 
of new, industries producing for enlarged 
markets should aid in encouraging the 
return of capital invested elsewhere. 
Andean economic integration is an 
effective response to these concerns 
of the people and to the development 
problems of the. region and the projects 
supported by resources of this loan 
will provide opportunities for self-help. 

These factors have been fully considered 
in assessing this project. The Andean 
countries strong support to the CAF, 
whose ultimate objective is to increase 
the development of the region and the 
well-being of the individual, is firm 
evidence that the Andean countries are 
committed to such goals. 

There is no evidence of any such debt 
owed to a U. S. citizen by any 
member country of the CAF. 
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3. F.4A § 620( e) (1). If assistance 
is to a government~ has it 
(incZuding government agencies 
o:r subdivisions) taken any 
action which has the effect of 
nationaZiaing~ exppopriating~ 
~:r otherwise seiaing ownership 
Q:r controZ of property of u.s. 
citizens or entities beneficially 
OIJ)Y'.ed by them bJi thout taking 
steps to discharge its obZigations 
tOtJard such ai tizens or, entities? 

4. FAA 620(0)· Fishemen's 
Protective Act. 6. I oountzty 

s~aed~ or umposed any penalty 
Op sanation against" any U.S. 
fishing vessel on account of its 
fishing aativitiss in international 
lJate:rs, 

a. has any deduction required by 
Fishe~en's P:rotective Act been 
made? 

b. has acmpZete denial of 
assistance been considered by 
A.I.D. Administrator? 

ANNEX X 
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This assistance is not being provided to 
an Andean country government. Ex:propriations 
of property beneficially owned by U.S. 
citizens occurred in Peru (1968) and Chile 
(1971). It has been prOVisionally deter.mined 
tha.t appropriate steps have been taken by the 
governments of those countries to discharge 
their obligations within the meaning of 
this statute. 

a. Not applicable. 

b. The A.I.D. Aministrator has 
considered denying assistance to 
Ecuador and has determined not 
to do so. 

. i 
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ReZations with u.s. Government and 
Other Nations 

5. FAA § 620(d). If assistanoe io 
for any produotive enterprise 
1Jhioh win oompete in the United 
States with Unitod States ontop­
prise, ia there an agreement by 
the l"eC1:pient oount~J to prevent 
export to the United States of 
more than 20~ of the enterpriso' s 
annual produotion during the life 
of the loan? 

6. FAA § 620(j). Has the oountry 
permitted, 01" failed to take 
adequate measures to pl"event, 
the damage or destl"Uotion}by 
mob action, of u.s. property? 

7. FAA § 620ft). If the country 
haS failed to institute the 
investment guaranty progran 
for the specific risks of 
expl"opriation, in oonvel"t­
ibiUty or confiacation, has 
the A.I.D. administration within 
the past yeal" considsl"6d denying 
assistance to such government 
for this reason? 

8. FAA 620(). Is the govel"nment 
o the l"ecnpient country in 
default on intel"est or pl"incipaZ 
of any A.I.D. toan to the 
count1'lJ? 
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This assistance is not for a pro­
ductive enterprise. Sub-projects 
supported by this loan assistance 
are to concentrate on national and 
regional ma.rkets only. If a problem 
arises with respect to any proposed 
sub-project, it will be dealt with 
in accordance with policies in effect 
at that time. 

No Andean country has permitted 
such action. 

The A.I.D. Administrator has 
considered such denial of 
assistance in regard to Peru 
and Colombia and has determined 
against such action. 

No Andean country is in default in 
payment of principal and interest 
on any AID loan within the meaning 
of FAA 620 (q). 
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9. 

10. 

11. 

12. 

FAA 620(t). Has the country 
severe diplomatic relatione 
with the United'StateB? If 801 

haVe they been peBum«i and 
have new biZateral asBiBtance 
agNementa been negotiated and 
entered into Binoe Buoh 
resunption? 

FAA § 620(u). Jlhat is the 
payment Btatue of the oount:ry'B 
U.N. obligations? If the 
count:ry is in arrear8# were such 
arPeara(}eB taken into aooount by 
the A.I.D. AitrriniBtratop in 
determining the current A. I. D. 
Operational. Year Budget? 

FAA § 620(a). DoeB recipient 
country furniBh aBButanoe to 
Cuba or fai Z to take appro­
priate BtepS to prevent ships 
or airaPaft undBr its flag 
from car:rying cargoes to OP 

from Cuba? 

FAA ~ 620 (b) . If assistanoe 
is to a government# has the 
SeaPeta~J of State determined 
that it is not controlled by 
the international Communist 
mOl)ement? 

ANNEX X 
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No Andean country has severed diplomatic 
relations with the U.S. 

t I 

Bolivia is delinquent in the amount of 
$47,671 with respect to U.N. dues 
obligations. This factor was considered 
by the Administrator when he recently 
approved the OYE for Bolivia. The 
Peruvian government has stated its 
intention to liquidate its delinquent 
U .N. obli gations • Peru IS arrearages 
were considered in deter.ming the current 
OYE. 

No Andean country furnishes assistance 
to Cuba, or fails to prevent its 
ships or aircraft ftom carrying 
cargoes to or f-rom._Cuba. !, 

The Secretary of State has detcr.mined 
that each Andean country is not controlled· 
by the international Communist movement. 
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13. FAA § 620(f). Is Naipient oountry 
a Communist oountry? 

14. FAA § 620(iJ. Is ~soipisnt country 
in any lJJay invo Z.ved in (aJ subvel'­
sionof~ or mititary aggression 
a.gain8t~ the United StatBS or any 
oountry rBoeiving U.S. assistanoe~ 
or (bJ the p "Lanning of suoh 
subversion or aggression? 

15. FAA § 820(n). Does ~eoipient 
oountry fumish goods to North 
Viet-Nam or pszmit ships 01" 

aircraft under ita f1ag to 
oa.r"'I'I:I (:argOBS to or fl"OfTl North 
Viet-Nam? 

16. FAA § 481. Has the government of 
recipient country failed to take 
adequate steps to prevent narcotic 
drugs and other controlled sub­
stances (as defined by the 
Comprehensive Drug Abuse Prevention 
and Control Act of 1970) produced 
or processed, in whole or in part, 
in such country, or transported 
through such country, from being 
sold illegally within the juris­
diction of such country to U.S. 
Government personnel or their 
dependents, or from entering the 
U. S. unlawfully? 
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No Andean country has a 
Communist government. 

No Andean country is involved 
in or is planning such subversion 
or aggression. 

No Andean country furnishes 
good~, or permits ships or 
aircrafts under its flag to 
carry goods to North Vietnam. 

Governments of Andean countries 
have taken such measures as are 
within their capacity to control 
narcotics traffic and are 
cooperating with U.S. efforts 
to eliminate production and 
tr~de in narcotics. 



Hi Z i tary Ezpendi tuNs 

17. FAA § 62£[8}. What percentage of 
country budget is for military 
expenditures? How much of foreign 
exchange resources spent on 
military equipment? How much 
spent for the purchase of sophis­
ticated weapons systems? (Consid­
eration of these points is to be 
coordinated with the Bureau for 
Program and Policy Coordination, 
Regional Coordinators and Military 
Assistance Staff (PPC/RC).) 

CONDITIONS OF THE LOAN 

General Soundnes8 

18. 

19. 

FAA § 201 (dJ. Information and 
conclusion on reasonableness 
and legality (under laws of 
country and the United States) 
of lending and relending terms 
of the loan. 

FAA § 261(bJ(2J; § 261(s). 
Information and concJLu;ton on 
activity'a economic and 
technical soundness. If loan 
is not made pursuant to a 
multilateral plan, and the 
amount of the loan exceeds 
$100,000, has country submitted 
to A.I.D. an applicution for 
such funds together with 
assurances to indicate that 
funds will be used in an econom­
ically and technically sound 
manner? 

20. FAA § 251(bJ. Information and 
conclusion on capacity of the 
country to repay the loan, 
including reasonableness of 

ANNEX X 
Page n of 18 

No Andean country spends an excessive 
amount of its country's budget or 
foreign exchange reserves for military 
equipment. Peru and Colombia have 
previous commitments for purchase of 
Mirage type jets. No new commitments 
are planned. 

The proposed terms and conditions 
of the loan are legal. under Andean 
country's and U. S. laws and are 
reasonable for the Andean countries 
at this time. 

The proposed project appears to be 
both economically and technically 
sound, as evidenced by the analysis 
included in this paper. There are 
strong assurances that the funds will 
be used in a sound manner. 

There appears to be an excellent 
capaci ty on the part of CAF to 
repay the loan. 

John M
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John M
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John M
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John M
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21. PAA § 611 (a) (1),. Prior to 
signing of loan will there be 
(a) engineering, financial, 
and other plans necessary to 
carry out the assistance and 
(b) a reasonably firm estimate 
of the cost to the United states 
of the assistance? 

22. PAA § 611(a)(2). If further 
legislative action is required 
within recipient country, what 
is basis for reasonable expec­
tation that such action will be 
completed in time to permit 
orderly accomplishment of 
purposes of loan? 

23. PAA § 811(e). If loan is for 
Capital Assistance, and all 
U.S. assistance to project now 
exceeds $1 million, has Mission 
Director certified the country's 
capability effectively to 
maintain arid utilize the project? 

24. PAA §2S1 (bJ. Information and 
conclusion on availability of 
financing from other free-world 
sources, including ,private 
sources within the United states. 

AN.NEX X 
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These funds will be used to make sub­
loans for industrial investment. 
As such, engineering, financial, and 
other plans as yet have not been prepared; 
sub~borrowers will prepare these plans 
in order to qualify for loans. A firm 
estimate of the cost to the U. S. of 
the assistance has been obtained, and 
as with all loans to intermediate 
credit institutions, a determina.: 
tion has been made that CAF is 
capable of implementing the loan. 
Based upon recent perfQ~nces in 
Andean countries, there is reasonable 
expectation that further legislation as 
may be required under the provisions 
of the Andean economic integration 
movement will be forthcoming in member 
countries which have not yet passed such 
legislation. 

Not applicable. 

No other financing is available from 
other free world or public sources on 
the concessionary terms required for 
this project. Financial assistance to 
CAF from the IDB and other free-world 
sources is under active consideration 
but will be made under less concessionary 
terms. 
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Loan' 8 Be l.ationshir: to Achievsment 
of Country ana Reef-onal Goats 

25. 

26. 

27. 

28. 

FAA i 2Ql~§ 2§1 (~). Extent to 
which assistance reflects appro­
priate emphasis on: (a) encour­
aging development of democratic, 
economic, political, and social 
institutions; (b) self-help in 
meeting the countryts food needs; 
(c) improving availability of 
trained manpower in the country; 
(d) programs designed to meet 
the country's health needs, or 
(e) other important areas of 
economic, political, and social 
development, including industry; 
free labor unions, cooperatives, 
and Voluntray Agencies; trans­
portation and communication; 
planning and public administration; 
urban development, and 
modernization of existing laws. 

F~ § 209. Is project susceptible 
of execution as part of regional 
project? If so why is project not 
so executed? 

FAA § 2S1(bJ(3J. Information and 
conclusion on activity's relation­
ship to, and consistency with, 
other development activities, and 
its contribution to realizable 
long-range objectives. 

F~ § 2~Jbj rZ}. Information and 
conclusion on whether or not the 
activity to be financed will 
contribute to the achievement of 
self-sustaining growth. 
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This loan will support and directly 
encourage important areas of economic, 
political and social development through 
provision of assistance to the private 
sector. Goals (s), (b) , (c), and (e) 
will be emphasized through the projects 
carried out and the resulting economic 
development of the region. 

The project is regional in nature and 
is being executed and coordinated on a 
regional basis. 

The activity is closely related to 
and consistent with other development 
activities and will directly contribute 
to the long range objectives of LAFTA 
and LACM. 

The activity will directly contribute 
to the achievement of self-sustaining 
growth for the CAF member countries. 
by stimulating the expansion and 
development of the private sector and 
industrial base of the region. 
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30. 

31. 

FAA § 281(a). Describe extent to 
which the loan will contribute to 
the objective of assuring maximum 
participation in the task of 
economic development on the part 
of the people of the country, 
through the encouragement of 
democratic, private, and local 
governmental institutions. 

FAA § 281(b). Describe extent 
. . _, • A 

to which program recognizes 
the particular needs, desires, 
and capacities of the people of 
the country; utilizes the 
country's intellectual resources 
to encourage institutional devel­
opment; and supports civic 
education and training in skills 
required for effective partic­
ipation in governmental and 
political processes essential to 
self-government. 

FAA § 601(a) • . Information. and 
concl=Usions whether loan will 
encourage efforts of the country 
to: (a) increase the flow of 
international trade; (b) foster 
private initiative and competition; 
(c) encourage development and use 
of cooperatives, credit unions, 
and savings and loan associations; 
(d) discourage monopolistic 
practices; (e) improve technical 
efficiency of industry, agriculture, 
and connnerc"e; and (f) strengthen 
free labor unions. 
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This loan will provide financing for new 
or expanded industry and encouragement 
of entrepreneurship which will increase 
employment. Indirectly, this activity 
will orovide the Governments of Andean 
countries with funds to carry on other 
programs, e.g. health, education, etc. 
Through emphasiS on the private sector, 
and resulting stimulus of the necessary 
institutions which service that sector, 
maximum participation in economic develop­
ment on the part of the people will be 
effected. 

The program recognizes clearly the 
particular needs, desires and capacities 
of the region and indirectly supports 
and furthers the other goals. 

The loan will directly serve to encourage 
the flow of international trade and aid 
private initiative, and will indirectly 
further efforts of the countries to 
attain the other goals. 
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32. FAA § 619. If assistance is for 
newly independent country; is it 
furnished through multilateral 
organizations or plans to the 
maximum extent appropriate? 

33. FAA ~ 251(h). Information and 
conclusion on whether the activity 
is consistent with the findings 

34. 

35. 

and recommendations of the Inter­
American Committee for the Alliance 
for Progress in its annual review 
of national development activities. 

FAA § 251(<<). Information and 
conclusion on use of loan to 
assist in promoting the 
cooperative movement in 
Latin America. 

FAA ~ 209. § 261(b)(8). 
Informat'ion and con~lusion 
whether assistance will 
encourage regional development 
programs, and contribute to 
the economic and political 
integration of Latin America. 

Loan's Effect on u.s. and A.I.D. 
Program 

36. FAA § 261(b)(4); § 108. Information 
and conclusion on possible effects 
of loan on U.S. economy, with special 
reference to areas of substantial 
labor surplus, and extent to which 
U.S. commodities and assistance are 
furnished in a manner consistent 
with improving the U.S. balance of 
payments position. 

ANNEX X 
Page 12 of 18 

The assistance is not being furnished 
to a newly independent country. 

The activity is consistent with the 
findings and recommendations of CIAP. 

This activity will have no direct 
effect on the cooperative movement 
in the Andean region. 

This assistance wi1l directly encourage 
regional development programs through 
provision of financial resources to 
a regional corporation which has as 
its goal the furtherance of regional 
Andean economic integration. This 
effort will thereby also contribute 
to political integration in the area. 

The loan will'have little effect on 
the U.S. economy. No effect on areas 
of labor surplus, and will be :f'urnished 
in a manner as consistent as possible 
wi th improving the U.8. balance of 
payments position. 
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FAA § 601(bJ. Information and 
j , 

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

FAA § 60Hd)., If a capital 
project, are engineering and 
professional services of U.S. 
firms and their affiliates used 
to the maximum extent consistent 
with the national interest? 

39. FAA § 602. Information and 
conClusion whether U.S. small 
business will participate 
equitably in the furnishing of 
goods and services financed by 
the loan. 

40. FAA § 620(hJ. Will the loan 
promote or-assist the foreign 
aij projects or activities of 
th~ Communist-Bloc countries? 

ANNEX X 
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Through improved economic and 
financial stability in the region 
the loan will encourage increased 
U.S. private trade and investment 
abroad and the fUnnishing of goods 
and services by the U.S. private 
sector. 

Any engineering or professional 
services financed under the loan 
may be provided by U.S. firms or 
their affiliates. 

u.s. small businesses will be 
invited to participate in cases 
where formal bidding procedures 
are required to furnish goods 
and services under sub-loan projects. 

No. 
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42. 

FAA § 621. If Technical 
Assis+tance is financed by the 
loan, information and conclusion 
whether such assistance will be 
furnished .to the':fullest extent 
practicable as goods and profes­
sional and other services from 
private enterprise on a contract 
basis. If the facilities of other 
Federal agencies will be utilized, 
information and conclusion on 
whether they are particularly 
suitable, are not competitive with 
private enterprise, and can be 
made available without undue 
interference with domestic programs. 

FAA § 252{ a). Total amount of 
money under loan which is going 
directly to private enterprise, 
is going to intermediate credit 
institutions or other borrowers 
for use by private enterprise, is 
being used to finance imports from 
private sources, or is otherwise 
being used to finance procurements 
from private sources. 

Loan's Complianae hlithSpeailia 
?eq'V.irements 

!~.3. FAA § 201(d). Is interest rate 
of loan at least 2% per annum 
during grace period and at least 
3% per annum thereafter? 

44. FAA § 608(a). Information on 
measures to be taken to utilize 
U.S. Government excess personal 
property in lieu of the 
procurement of new items, 
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Such technical assistance as may be 
financed under the loan will be 
contracted from private enterprise. 

The entire amount of the loan will 
go to private enterprise. 

Yes. 

Not applicable. 
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./ 
'In 
..,.~. 

48. 

FAA § 604(a). Will all commodity 
procurement financed undel' the 
loan be from the United states 
except as otherwise determined by 
the President? 

PAA § 604(b).' What provlslon is 
~de to prevent financing commodity 
procurement in bulk at prices higher 
than adjusted U.S. market price? 

'PAA § 604 (d) •. If the cooperating 

Yes. Procurement will be from Code 
941 countries (exclUding the 
country ot the ~ub-borrower) 
as permitted by Presidential 
determination. 

The loan does not finance 
commodity procurement in bulk. 

country discriminates against U.S. Loan agreement will 80 specifY. 
marine insurance companies, will loan 
agreement require that marine 
insurance be placed in the United 
States on commodities financed by 
the loan? 

PAA § 604(6). If offshore procure­
ment of ~gricultural commodity or 
product is to be financed, is there 
provision against such procurement 
when the domestic price of such 
commodity is less than parity? 

There will be no offshore procurement 
of any agricul.tural co:rmnodities 
financed under the loan. 

49. PAA § 6.tHbJ i ApR. i lJP'· If loan The loan does not finance a water 
finances,water or water-related or water-related land resources 
land resource construction project construction project or program. 
or vrogram, is there a benefit-cost 
computation made, insofar as 
practicable, in accordance with the 
procB'Jures :1'1t forth in the Memorandum 
of the President dated May 1), 1962? 
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51. 

52. 

54. 

FAA § 611(0). If contracts for 
construction are to be financed, 
what provision will be made that 
they be let on a competitive basis 
to maximum extent practicable? 

FAA § 620(i). What provision is 
there against use of subject 
assistance to compensate owners 
for expropriated or nationalized 
property? 

Any construction contracts financed, 
under the loan will be required, 
through the loan agreement, to be 
let competitively to the maximum 
extent possible. 

The loan agreement will preclude 
such use of funds. 

FAA § 612(b); § 838(h). Describe CAF is making a substantial contribution 
steps-taken. to assUre that, to the of funds to the project; all of CAF's 
maximum extent possible, the country financial resources, including paid in 
is contributing local currencies to equity from member countries, will be 
meet the cost of contractual and in dollars. 
other services and foreign currencies 
owned by the U~ited states are utilized 
to meet the cost of contractual and 
other services. 

App. §·104 • . Will any loan funds be No. 
used to pay pensions, etc., for 
military personnel? 

App. § 106. If loan is for capital 
project, is there provision for 
A.I.D. approval of all contractors 
and contract terms? 

~ 

Yes. 

55. APE. § 108. Will any loan funds No. 
be used to pay U.N. assessments? 
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:~. App. § 109. Compliance with 
regulations on employment of U.S. 
and local personnel for funds 
obligated after April 30, 1964 
(A.I.D. Regulation 7). 

5~ . FAA § 63fi(i). Will any loan funds 
be used to finance purchase, long­
term lease, or exchange of motor 
vehicle manufactured outside the 
United states, or any guaranty of 
such a transaction? 

58. App. § 501. Will any loan funds 
be used for publicity or 
propaganda purposes within the 
United States not authorized by 
the Congress? 

59. FAA § 620(k). If construction 
of productive enterprise, will 
aggregate value of assistance 
to be furnished by the United 
states exceed $100 million? 

60. FAA § 612(d). Does the United 
states own excess foreign currency 
and, if so, what arrangements have 
been made for its release? 
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Not applicable. 

No. 

No. 

The aggregate value of assistance 
to the project to be furnished by 
the U.S. will not exceed $100 million. 

No excess foreign currency is owned 
by the U. S. in the region at the 
present time. 
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61. MMA § 90l.b. Compliance with The loan a.greement will provide 
requirement that at least 50 for compliance with the 50% u. s. 
per centum of the gross tonnage flag shipping requirements. 
of commodities (computed separately 
for dry bulk carriers, dry cargo 
liners, and tankers) financed with 
funds made available under this 
loan shall be transported on 
privately owned U.S.-flag 
corrmercial vessels to the extent 
that such vessels are available 
at fair and reasonable rates. 
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DEC 29 1971 

SUBJECT: U. S. RESPONSE TO ANDEAN DEVELOPMENT CORPORATION 
(CAF) REQUEST FOR ASSISTANCE 

A. Introduction 

While visiting the Department October 4-7, 1971, 
officials of the development arm of the Andean Subregional 
Group, the Andean Development Corporation (Corporaci6n 
Andina de Fomento - CAF) expressed their interest in a 
$10 million to $15 million loan from AID to be used in 
relending to the private sector. AID indicated an open 
attitude. It was agreed that in anticipation of this 
possibility AID would send a small working-level team to 
Caracas to discuss CAF operations in some detail and to 
further explore problems and prospects for AID lending to 
the CAF. This paper examines political and other aspects 
which will be important in the consideration of possible 
lending to CAF. 

B. Background - General 

The magnitude of assistance discussed within the U. S. 
Government for Andean integration activities has been reduced 
sharply since the subregional common market scheme got under 
way in the late 1960's. In July 1968, the United States 
Government, in an Aide Memoire to the Colombian Government, 
offered to consider making a loan of "perhaps as much as" 
$25 million toward an induE trial adjustment fund of the 
Andean Development Corporation. The commitment was phrased 
very generally and no loan resulted. 
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In December 1970, CAF requested n grant of $2.5 million 
for pre-investment studies, citing the 1968 offer. The 
request was denied, ostensibly because funds were committed 
for the current fiscal year, and CAF ,\,:1S referred to multi­
lateral sources such as the IDB and CIl\P. The prevailing 
view in the Department at the time was that it was premature 
to come to a decision on the matter, tbat CAF was not yet 
able to utilize effectively the amount requested. 

In January 1971, a grant of $20,000 was offered to the 
Andean Junta, the executive arm of the Andean Subregional 
Group. ·Because of non-substantive pro;)lems, this grant has 
not been.made. 

In mid-197l, a grant of $35,500 "ns made to CAF to finance 
a Price-Wa·terhouse management study. 

The Congressional presentation fo~ FY 1972 and that 
planned for 1973 referred to the possibility of some additional 
assistance to CAF. A proposal for usC:" of limited grant 
assistance of up to $200,000, was submitted by the regional 
integrat·ion officer in Lima on .September 24, 1971, and is 
still under consideration. 

Recent Visit of CAF Officials to the United States. 

CAF officials in September-October 1971, led by the 
Executive President of the organization, Dr. Adolfo Linares, 
visited the United States, Canada, Western Europe, Eastern 
Europe and Japan to explore the possibIlities of financial 
assistance from major capital sources. In their visit to 
Ivashington,· October 4-7, 1971, they inc1Hired about a possible 
AID loan to CAF of approximately $10 to $15 million for 
relending to the private sector. The proposal . 
~as not given detailed study during the visit, although 
AID indicated an open attitude. The officials also requested 
U. S. support for pending IDB requests and discussed, in as 
yet very imprecise form, various possibilities for OPIC 
involvement in the area. Further, it viaS proposed,and 
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tentatively agreed, to send a small working party to 
Caracas, possibly as early as December, for more detailed 
discussions • 

CAF officials made favorable impress'ions on U. S. and 
other officials whom they have met during this visit. The 
Germans, for example, reportedly found them to be very 
practical and aware of economic realities. Our impression 
is that theCAF people are more oriented toward the private 
sector and toward economic decision-making and thus more 
inclined to be sympathetic to U. S. objectives than are 
their more ideologically-motivated colleagues in the Junta. 

C. Problem 

The principal issue to be decided is whether the United 
States national interest in the Andean subregional integra­
tion movement is sufficient to warrant a determination in 
principle. to provide the movement with a meaningful level of 
assistance, given U. S. bilateral problems within the area 
(particularly with Chile), and given the fact that any loan 
document with the CAF could not expressly bar all subloans to 
a named member country. 

A positive decision would raise a number of corollary 
but important questions -- determination of the immediate 
recipient, the final use, and the level of the assistance, as 
well as how to deal with the problem of possible participation 
by Chile or other countries that threaten our interests. 

D. Discussion 

1) General 

We believe the U. S. national interest will best be 
served by a continuing effort to play a meaningful role in 
the Andean Subregional Group countries, including Venezuela. 
The suspension of bilateral aid programs in Chile would 
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make it particularly desirable that we cultivate those 
channels of communication still open to us. Doing so 
should give us some influence over economic developments. 
and should enable us to assist that sector most sympathetic 
to our interests. The political effects in the area of such 
action are positive. 

U. S. support of economic integration in the past has 
~ been based on the belief that economic integration can be 

a major factor in furthering economic expansion and raising 
per capita GNP. 

The Andean subregional movement is at present the most 
dynamic of the Latin American integration efforts. To the 
surprise of people who follow hemispheric integration matters, it 
has met difficult deadlines. 

Within the Andean movement, the CAF is the element most 
likely to base its decisions on pragmatic economic grounds 
rather than on politics, because of its role as the develop­
mental agency of the Subregion; because of Venezuelan member­
ship in CAF (not in the Andean Group); and because of the 
participation and influence of foreign capital. Thus a 
strengthened CAF might better withstand the influence of the 
more extremist partners. 

In the promoting of its regional projects, the CAF 
will likely develop closer functional ties with investors 
than will the Junta, and its officers are persons who parti­
cularly recognize the value of these relationships and of 
private investment 'in the area. CAF has the potential of 
providing a link between regional projects needing investment 
capital and outside investors seeking placements for their 
funds. 

There are a number of arguments besides those cited else­
where and beyond those usually cited in support of economic 
assista~ce in general, which argue in favor of some type of 
assistance to the Andean movement, here referring specifically 
to CAF: . 
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a) Meaningful assistance to the CAF would have a 
favorable political impact on the region, and would lend 
support to moderate elements who tend to be in accord with 
many U. S. political and economic objectives . 

b) Meaningful assistance to CAF would have a favor­
able impact on the climate for foreign investment in the 
Andean region, by signaling our continuing concern for the 
growth of the region. 

c) U. S. assistance brings with it U. S. participation 
in ways that will influence economic development and poli­
cies favorably. Continuing working-level contacts, exposure 
to U. S. economic thinking and to technological advances will 
have favorable impacts. 

d) A principal CAF request now is for the funds for 
relending to the private sector. Substantial support for 
CAF projected to be provided by the IDB and East European 
countries can be expected to benefit the public sector 
directly. Particularly, for this reason, encouragement and 
support for the private sector via the CAFrure clearly in 
~he' U. S. interest. 

There are also arguments against assistance to CAF: 

a) Apart from the merits of the case, significant 
elements of the U. S. Congress and U. S. business may well 
oppose such assistance because of their opposition to the 
Andean Foreign Investment Code and their preference for a 
tough U. S. stand as an effort to force amelioration of 
the Code. 

b) Opposition may also be based on the concern that 
D. S. assistance through CAF may bring benefits to Chile. 
The problem of Chile is taken up as a separate point later. 

c) Expropriation. U. S. assistance to both Chile and 
Peru have been affected by the actions of these countries 
in Inaking expropriations without just compensation. Apart 
from Chile, the prospect of CA~ assistance to Peru may raise 
additional obstacles to the larger question of cooperation 
with CAF. 
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CAF is the most appropriate available instrument for 
the conveying of such assistance to the group ~~; the 
primary alternative would be the Andean Junta in Lima, but 
the Junta is recognized both by the Latins and ourselves 
as being more "political" and ideologically attuned to the 
region's various economic nationalisms. It therefore is 
less desirable than CAF as a conduit for U. S. assistance. 

* * * 
In the most basic sense, the problem is the political 

one of our overall relations with the Andean group countries. 
In an effort which the United States has frequently applauded, 
these nations are moving without widespre.ad opposition toward 
increased integration of their economies. To refuse support 
will not 'stop the integration movement; to refuse support 
will be read by Latins as simply another indication of U. S. 
withdrawal from the scene, particularly in the light of 
our previous expressions of intent to be helpful. 

The basic issue therefore becomes as much or more a 
political issue as an economic one, although it is that as 
weil. It is the issue of involvement versus withdratval, 
the issue of hopefully being in a position to have some 
influence over the course of events rather than allowing 
such events to run their own course. 

2) . End-Use of U. S. Assistance Funds 

To permit us to achieve our developmental and political 
objectives, while enlisting the support of the U. S. private 
business conununity, we believe that any sublending program 
to be considered by AID should be subject to the following 
conditions: 

a) Relending must be confined to enterprises in the 
private sector. This condition would apparently create no prob-
lem for CAF management. 
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b) Relending should be only in those industries where 
foreign private investment is permitted and not discouraged, 
with preference being given to those operations which involve 
the largest percentage of priva'te national ownership • 

c) Relending should be only in those industries that 
require extensive transfers of technology and know-how, or 
where the investment is likely to generate important direct 
or indirect employment effects. Given resource limitations, 
it seems desirable to concentrate our lending in areas of 
economic activity where the U. S. enjoys a marked comparative 
advantage and/or where the developmental pay-off is likely 
to be high. 

Structuring the program to contain variations of the 
above elements would make the program more palatable to the 
U. S. private sector and to Congress and still meet the 
requirements of the Andean countries which have already 
acknowledged a need for private foreign investment particu­
larly in those areas which relate to technology and know­
how transfers. 

The study mission to visit CAF would be instructed to 
submit its recommendations regarding criteria for end-use, 
after exploration of the above criteria with CAF. 

In addition to the above, an attempt will have to be 
made to structure the program so as to avoid circumstances 
where, because of actions taken by a member country, and pro­
visions of the FAA, CAF would be requested to discontinue 
lending to a member country with AID funds. We cannot at 
this stage be certain that such. a program can be structured. 
While it is not possible at this time to identify precisely 
how the program might be structured, one possibility would be 
to limit all subloans to genuinely regional projects. It is 
difficult to define what is meant by "regional project"; one 
must examine eacn issue on a case-by-case basis. However, as 
a general guide, a project may be thought of as truly regional 
if withholding assistClnce from one country would result in 
material, substantive interference with the effectiveness of 
a project. 
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3) Level of Aid Token or Substantial? 

The CAF has requested that a level of $10-15 million 
be explored, for relending to the private sector; perforce 
a relending program to the private sector would require 
more than merely token U. S. support. 

In any event, token aid has outlived its usefulness 
as the Andean Subregional Group has advanced to the point' 
where it is seeking larger amounts of assistance. It has 
a paid-in capital of $10,000,000 (out of a total projected 
capitalization of $100 million) and $3,196,700 has been 
approved for investment and studies. Even prior to the 
recent trip there were reportedly good prospects for an 
unspecified grant from Italy and a $10 million credit from 
Argentina. 

As a result of the recent trip, Canada has tentatively 
offered $400,000 in grant assistance for 1972, as well as 
some loan financing. Three Corporation requests are cur­
rently under consideration with the IDB·-- 1) a $1 million 
grant for pre-feasibility survey, 2) combination grant and 
loan assistance for feasibility studies in the amount of 
$2 million, and 3) a global loan of $25 million for sub­
lending operations. The IDB has not reacted to these 
requests. Although it has not received a specific request 
from the Corporation, the IBRD has told us that it would view 
positively any regional infrastructure proposals; Bank 
officials regard the Corporation staff very highly. Poland 
and the USSR have apparently made loan offers, the latter 
reportedly reading $50 million. 

Logically, these funding opportunities which seem to 
be opening up to the CAF raise the question whether addi­
tional funds are needed from the United States. 

Beyond the paid-in capital of $10 million the only 
funds yet assured to CAF appear to be the Canadian grant 
of $400,000. While discussions have been initiated with 
the IDB, a formal request for $25 million has not yet been 
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submitted, much less approved. Moreover, neither the 
IDB loan, nor, obviously, the East European credits (if 
realized) would be directed exclusively toward' the private 
sector. 

For these reasons, we do not believe that adequacy 
of funding presents an argument against a U.S. loan for 
relending to the private sector. 

In addition to needing funds, it is likely that CAF 
means by its request to gauge the U. S. attitude, by deed 
as opposed to words, regarding Latin initiatives toward 
regional integration in general -- and CAF in particular. 
Certainly, U. S. support to CAF at this juncture could 
be very important in stimulating confidence, and a favor­
able disposition toward additional financing, on the part 
of the prospective creditor-donors. 

Finally, whether or not CAF chose, as it would have every 
right to do, to make public an extension of U. S. assist­
ance, it would doubtless cite such action by us in its 
attempts to'elicit connnitments from others. 

For our ~ediate purposes, the question of aid levels 
is inseparable from the question of our response to the 
request for $10-15 million loan. 

There is also the question of the level of technical 
assistance for FY 1973 and onwards. (As noted above, the 
FY 1972 Congressional presentation provides for up to 
$200,000 in technical assistance to CAF and an illustrative 
proposal for use of this amount has been received from the 
Regional Integration Officer in the field but not yet dis· 
cussed with CAF.) Should a decision be made, as a result 
of the Caracas visit of the AID team.' to support CAF 
through loans, we would expect to provide some funding for 
technical assistance, either to be financed directly under 
the loan or in the form of a grant. The level and purpose of 
this technical assistance would be commensurate with the 
long-term nature and expanding scale of CAF activities and 
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continuing U.S. assessment of the subregional integration 
movement. 

5) Problem of Chilean Participation 

While not eliminating the possibility of Chilean 
participation, the structuring of the sublending program 
as described above will certainly minimize such participa­
tion but at the same time be taken as a symbol to the 
Chilean private sector of our continued support. It is 
important that we not close the door to Chilean private' 
participation as this would only work against us in Latin 
America and would be interpreted as an abandonment by the 
Chilean private sector. 

Because of these difficult bilateral considerations, 
it would be necessary to make clear to the CAF that we have 
little flexibility in negotiating conditions which restrict 
the use of the funds. If the Government of Chile or any 
others insist that these condit.ions be weakened as a con­
dition of CAF acceptance of the loan we would almost 
certainly be forced to withdraw from the negotiations. 

6) Maintenance of Flexibility 

The above considerations are based on conditions and 
prospects as they are seen at the moment. These of course 
may change -- the CAF may not, for example, flourish. Any 
commitments we make should bear such possibilities in mind. 

E. Conclusion 

We believe the United States should actively and 
sYmpathetically consider CAFfs request for $10 million 
to $15 million in development-loan assistance, as well 
as be prepared to respond affirmatively to any reasonable 
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request for up to $200,000 in technical assistance from 
FY 1972 funds. (You mentioned the holding available of 
up to $10,000,000 for lending fo CAF in your Chicago speech 
of October 25, 1971.) In the near term our objective 
would be to demonstrate'to Latin Americans our desire to 
work constructively with them to promote economic develop­
ment, notwithstanding, certain bilateral difficulties we 
are experiencing. In addition, structuring the sub lending 
program as indicated above serves to demonstrate to the 
U. S. private sector and to Congress that the Executive 
Branch still intends to use its best offices to promote 
private sector initiatives and concepts in the Andean 
Subregional Group. 

F. Recommendation 

Based on the above considerations, it is recommended 
that an AID team be authorized to visit CAF headquarters 
in Caracas in January 1972 to discuss the possibilities of 

1) a loan for private sector support using the 
criteria set forth above; 

2) should there be a request, in respect to a reason­
able requirement not financed through other sources 
(e.g., the Canadian $400,000, the lOB or the pro­
posed AID loan), up to $200,000 in grant technical 
assistance from FY 1972 funds. 

The team would also be authorized to explore with CAF 
other aspects of their operations and plans as discussed 
above . 

Approve 

Disapprove 

Date 
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Clearances (in draft); 

If'?!.. E/IFD - Mr. Sidney Weintraub , . 
ARA/BC - Mr. John W. Fisher ,c' c· ~") 
ARA/EP - Mr. Bruce M. Lancaster,,f((' 
ARA/NC - Mr. Edward S. Little,~,a: 
LA/DP - Mr. Jack I. Heller ,1{; J'; 
PPC/PDA - Mr. Antonio Gayozo 16.(//)" 
PPC/DF - Mr. Lawrence H. Be;-l}<~rC 
OPIC - Mr. Harry Freeman ~~~ 
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Provided from: Alliance for Progress Funds 
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Regional: Andean Development Corporation ("OAF"') 

Pursuant to the authority vested in the Administrator, Agency for Inter­

national Development (frA.I.D.") by the Foreign Assistance Act of 1961, as 

amend.ed, and the delegations of authority issued thereunder, I hereby 

authorize the establishment of a loan r'Loan fl
) pursuant to Part I, Chapter 

2, Title VI, Alliance for Progress, of said Act, to the Andean Development 

Corporation (ffBorrower tf
), of not to exceed fifteen million United states 

dollars ($15,000,000) to assist in financing (a) the United Stees dollar 

costs of Borrower's program of sublending for private sector integration 

projects in the Andean Region and (b) the United States dollar and local 

currency costs of (i) subloans to finance feasibility studies for private 

sector integration projects (not to exceed $500,000), and (ii) a promotional 

program (not to exceed $500,000) (-'Project"). The Loan shall be subject to 

the following terms and conditions. 

1. Interest and Terms of Repayment: 

Borrower shall repay the Loan to A.I.D. within forty (40) years from 

the date of the first disbursement under the Loan, including a grace 

period of not to exceed ten (10) years. Borrower shall pay to A.I.D • 

in United States dollars on the disbursed balance of the Loan interest 

at the rate of two percent (2%) per annum during the grace period and 

three (3%) per annum thereafter. 
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2. Other Terms·and Conditions: 

(a) Goods, services (except for ocean shipping) .and marine insurance 

financed under the Loan shall have their source and origin in countries 

included in Code 941 of the A.I.D. Geographic Code Book, excluding, in 

the case of subloans for other than feasibility studies, the country 

of the relevant sub-borrower. Marine insurance may be financed under the 

Loan only if it is obtained on a competitive basis and any claims there­

under are payable in freely convertible currencies. Ocean shipping 

financed under the Loan shall be procured in any country included in 

Code 941 of the A.I.D. Geographic Code Book, excluding the country of the 

relevant sub-borrower. 

(b) United states dollars utilized under the Loan to finance local 

currency cost shall be made available pursuant to procedures satisfactory 

to A.I.D. 

(c) Borrower will make subloans only: 

(1) to canpanies with completely private ownership except for up 

to 25% ownership by Borrower and/or the International }'inance 

Corporation; 

(2) for regional projects; 

(3) in industries and for projects in which foreign private invest­

ment is not excluded by the country of the relevant sub­

borrower; and 

(4) to finance efficient industry. 
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(d) Except as A.I.D. may otherwise agree in writing 

(1) all subloans financed with $500,000 or more of Lean funds must 

be approved by A.I.D.; 

(2) Borrower and A.I.D. will jointly review performance under the 

Loan following the disbursement of each $1,000,000 of Loan 

funds. 

(e) The Loan shall be subject to such other terms and conditions 

as A.I.D. may deem advisable. 

Administrator 

Date 
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