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PRELIMINARY RECOMMENDATIONS

On Obstaczles to Inveastment in Bollivia

1. The first and most inperative objective in bring-
ing about an increase in national and foreign investment

ghould be to achieve at least a minbmua level of the c¢li-

mate of confidence which will stimulate investors. {(Page 1)

2. A strong and coatinuing canpaigh should be con-
ducted from the hizhest levelg of Governsent Co emphasize
the great need {or industrial srowth and developnent; the
country!s primarv reliance on the private scector to achleve
this growuth: and the Sovermment'o support,at all levels,
of the private gsector. The ellfectlivenese of this canpalgn
should be messured Ly the desreo to which 1t persusdes
all offlcisls of the Governmoert, and the population of
the country as a wihole (even sutside the citles) of the
propositions above; and Ly the degres to which thiu persuasion

is evidenced in routine conbacts Letween the public and
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private sectors. (Pages

3. Care should be exercised throughout the Government,
a8 a matter of finn policy, to avold competition vy Govern-
ment entitlies wilth the private sector, except perhaps In

those activitiez which only the Government can carry out
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effectively. (Page 11)

4, 1If the Govemument assumes the role exclusively
of the champion ol labor agalnst employers, the situation
would not ve conduclive to attracting investments. Firm
efforts should ve continued to assure that btoth the
rightc and the obligations of both lebor and esployers
will be firmly and fairly applied in aceordance wlth the

general law. (Pages 13-17)

5. GCreater afforts should be made by both Govern-
ment and the private sector to demonstrate to lahtor
groups tnat they have o real inbercest 1ln the devolopment
of the industrles and entervrelses whilch eaploy them; and
that this inbercest, 1n at least sowme cases, can outweizh
short-ters advantages. Jome unlone now approacihh lavopr-
managencent questions in these terms. This should be

encouraged. (Fages 13-17: (G-038)

-

6, & zunwrehensive codification aud aimplification
should bz made of tox lows asda repulatlions. The obliga-

~

tions and the rigshte of taupayers should be clearly osetb

forth, ©o thav they cair be both {irmaly enforced and serupulous-
ly pespocted. Hore efficlent collection procedures should
be adopted. The tax law chould rellect and give elfect to

Goverament poliecy, consistently and systematically. Incent-
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ives conslstent with the public sector's need for revenue
“should cncourape investment 1n productive onterprises:
voluntary reinvestment of the earnings of such enterprioss;
and savings Ly Che public ab large, as well as public in-

vestment in productlve enterprises. (FPages 13-23. 70,71)

7. A statuto of limitatlouns (pressripeidn extintiva)

should be adopted in tax matters o bar reopening of tax
returng after o pgeriod; say, {ive yeaes. Studles should
be undertaken to detemuine whether other chonces are needed

to make the tax lawe more equitavle. {(Page 20)

8. A syctematic and continuing effort, throush dio-
eiplinary moasures withln the Bxecsutive Departucnt, o
limit and restraln arbitrary actions and over-reaching by

s with the pablie will

Lp

government officials in thelr sdeallnw
aloo contpiiute greatly to the ¢limate of confidence nen-

tioned above. (Papges 14-17: 21-23)

9, ifforts to coutrel contraband imports should con-
tinue. Major enmphzsis, however, should be directed toward
establiching the conditions under which Bolivian industey

can produce coupebitlvely. (Papes 26-85)

10. A review shonld Lz nade ol the tariff strmucture
and needod chances, LT any, introduced Ho assure thad art-

icles manufactured in Bolivia are not subject to heavier
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‘tax than similar imported articles. (Page 24)

11. do boloter the likelihood that s new investiment
incentive law will te put into effect Ly all appropriate
Cagencies of the Governmont, Lt should represent a broad
consensus of Govomuegnt, businass and labor views; and
should tale carcful conslderation of the ravenue needs

of the public sector. (Pages 00-31)

12. The nged for reasonavie certainty, predictability
and falrness in the application of the laws to everyone
should Le recopnized ao the most vital ingredlent of the

climate of confidence. (Fages 32-3C)

13. A stronz, independent and consclentlious judiclary
ean have no cutstitute in a free uoclety. Without it, the
tranquility csuential to a climate of confidence cannot

truly exist. (Pases 34-36)

14, & nevw iaveotmont incentilve lav,applying to both

national and Jorelsn invectmenta, should completely and

Fee

specifically repzal all prior laws on tho oubyject, incore
porating thooe featurer which apve desiratle in the new

law along wlth necded now provisions. (Fapesn 39-40)

15, After 2z comprehensive lnvestaent low has been

adopted, great effort should ve made to avold agendnents

iv



ﬁy new laws oy regulations whilch would wasken Ats provisions
or the administration of tho law. (Pages 46, 48)

16. In the vreparatlon of the iluvestment law and
on other questions alfesting investmont and development,;
afforts chould be aade to cacoupase and foster troad and
continuing communlcation and cuehmuyes of views smory:

o

responsible reopresentatives of dovermmont, Luaslaess and

lator groupe. (Pages 49, 5O)

17. Services to investors asnd prespective inveators
are important and help to stimulate investments. The ex-
tent of such services should Le proportionced to the condl-
tions and Ludpetary rossinvilities, The firet stop should
be to prepare and distrilbute current, aompreheansive statise-
tical Gnts to serve az the basis  for mavket and related
studice. Subseguantly, a program teo dlsseninate informa-
tion on investnont opportunities, regquivenenti and condie
tiong, could bo useful., & service o0 gulidd and asoist
dinventors in cutaining infomnatlon, prevaring proposals
and deallin: witn Govermment and business represantatives

could also be oi value. (Pages 31«95

18. Careful considerziion of and an early decision
on propooaed membership in the ALALD are reocommended.

(Page 57)



29, HMeasures should be sought to improve the effect-
iveneas of profeusional groups such as the Cémaras do 1a
Industria, ot 2l., labor unfons, and others. Amons the
objectiver zhould bLe (o palve the level of effoctlvencods
of ¢tho rospective members sl o promote a zense of co-

operation and interdependence. {Pares (-68)

20, Existing lavo and practlicen chould e reviewed,
and reviged an neaded, Lo gtyrouithen the incentives to
induce trained Boliviane to rebuva and worl in lolivia

end forgicgn techuilelons to seok employment in sppropriate

L2

*

cases. {Paou T-73)

21. Finally, while the principal emphasis in the
new law should be to stimulate nationgl and forelpgn invest-
“ment in industrial enterprises, 1t should not neglect the

agricultursl ond mianing seccbors.

vi
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PACTORS AFFECTING PREPARATION
OF THR PROPOSED NEW
IRVESTMENT INCENTIVE LAY OF DOLIVIA

1 made my firet vislt to Zolivia Letwaeen 1l and
12 April 1964, purseant $o my ascigmaent as consultent to
the Bolivian Govermmont snd the UYISAID Hsulon at La Paz

on the proposed new investment incentive law.

I, INTROLDUCDION
During the course of thig first, preparatory

visit, I hed frequent ocsaslon to express e conviction
gained during seme Lwenty years o working with United
Ztates and cther coapsmies and individuels o8 investors
or potentisl invecstorz in Latln America. Thid coavietlion
48 that the most important factor iu sttrmalabing Invest-
ments, whethor domestic or foreign, 1o the enistence of
a elimata of confidence whleh will glve entreprencurs the
peliel that they can commit thelr savinge{or stockholders?
funds) and onepglec a projzet with apmerance oL ropson-
able manoperial fresdom; security aralnst unjust confiscation
or expropriztion, whaethor diroct o indiveet; and o £000 Prop-
pect that the cnborprice wily be aple to produce an atbractive
profit. Inducemento of other kinds ove subordinagte te, and
largely ineffective without, thio bagic pre-condliion.

On this preniss, the fivst tasi of the nretininary visit

wue to discover, Lf1om as beroad o crosz-sectlon of informgtion



I. INTRODUCTION (Cont'd)

“and opinion as possilile, the problems which will be met in
attemptiny to ashiove the aimg of tho proposced new invest-
ment lomiclation. Statsd ansther way, a fizst oblect was €
learn what epre the exinting barriers to investmont uhlch must
be overcone, as Wwell po feetors which will encourgge investe
want,
| In the courase of ny first oeebing with him on 2
April 1964, v, Hatheniel Rafler, Chiel, Urban snd Industrial
Davelopient Mvieglen, made the swsgestion $hat o now Lnvostioent
law micht wesofully inciude provicions Lo overcons some of the
gpecific baprrisey identlifioed, In addltion to nrovicions almed
gererally at sticulating inwvozsiment. e suggested (hat an
inltial raport be preovored detalling the barriers i inveat-
ment which misht come o my attention in the couriee of the
inquiry.

urinz my short vicit In Lz Pz, I had an oppors
tunity ©o guegk with aembers af the atalf of the AID Misaion
and the lpiasey, nuoorous mepresentatlves of the Bolivian
Governanat and of olivien business,; Lndusterial and profoge
slonal yroups; pIag uvoveral nanbers of the Lforsisn business
community. 1 have pgloo reviewed z2everal prior studics of
more or less relateu problaks.,

What follows 18 a cabtalop of the variocus problams
which were nmuntioned by one or more of these souress o8 con~

stituting present impedlments to increased investnents in



I. IRTRODUSTION {Conttd)

Bolivia, or steps nceded to encourage investment. Sowe

of them undoubtedly have a substantlgl subjectlve coloring;
some may be of doubeful fastual validity; indeed, there wope
several lSems az o uldeh stgiemenbs by come individugls Go
ome extont contradicted thosze ol others. All are sot GOWN
without a detailsd otbonpt et this Sive o evaluste them as

to welpht or accuracy. Each hag tho merlt, aob the ninimun,

of repreoenting ths views of at lesst one respeasible nenbep
of one of the suroral groups which togethor must corry forrard

any mesningful program of increased investment,



II. BASIC PACTORS

Ko conalderation of the problems encountered iﬁ
stimulating increared private invastments in Bolivia (end
hence in devising a iaw for thet purpess) could be complete
without {irst taking at leoest cursery note of the basic
factora which have on dmporSant influsnce on tha invostnent
sltuation. Ho investment lew 1o 1ikoly to be able €0 o
much about them; bubt they unsuestionably are ¢ fackor in
the comgles $o which such & law will be sadrassced, and will
have a substantial besring on ito results,

&, Besorevhical Pastors. The goographical factors

ef topography and ollwabe unquoshblonsbly exert a restraln-
ing, or nugative;, i1nlfluonce uon investnent, beglmins with

the poychologicnl effocts whleh thay have, eaposialliy on
foreigners. The resulilng ahortagos of transgorbation,
commanleations and powsr present more dirvest Aiffloulties

and dlucourngenent to wmany Toras of develoment and investe
ment. The visitor peceives an Inomression thab the relative
geographic isolatlon of the couniry, sonblnuod over eanturlien,
has produced limitations which asuzrt thenzelves in Ay Wayso,
all acroos the ceononic, socinl and political fabrie, and in
many faccets of the socleby &8 & whole. It 1s svident Shat many
importent and siznificant measurcs have been and nve R
underdaiiesn o overcone theoe problems; and thal thane neasures
have strengihoned the infrastiuciurs whleh expunded inveskmnont
needes. I ssous peobable, nevertheless, thot for zome bime to

come the gecpraphicel factors menbioned must be reckonsd s limite

...2‘&..



ing influence on the potential for d@veloment and 1mmst-
ment,
E. The Market., 3Solivia's populetion of sbout 4 millien
ls small, from the vicwpoint of industrini expansion. Rospone

8ible scurces indicate that not more than one-third of the

- total, reriapz 1.3 nillion, aonctbitute potential eonsussrs

Iy

within tha HONEY CoOnony, many of those on o very reduaced
level., folerly pocont report by Cantinental-A1141ied Co.,
Inc., of Washig ngeon, ay "Credls Pan Heddviots Privmto seeteop®,
stated thpt Iy B20,000 o E30,000 ero “activul pPart of the
eommerclal om» honetary economy . " {w. Bj Ditfizultiey op
tranzpartatimn mpoes a further linitating, Thera ars Qi
cations shot the Rariod whieh ranaing 2 1o fuvihor Fragrionted
by loeal tnu. rezctices whleh tpcde commsras betwaey reniong
of the SouUntry.  Exports of procineed gosds have not madse g
significant addltion te the Meraet, althoush thy Latin fuopd.

e Moandm A = (e "
can Fpee Tpage frez nay Brovide soms stimulus iP Bolivim

r'\

elﬂet to join. s o FEBULL, the mopket Yaatow ERVerely

limibs e ingd ang iz of tha drasent potsntisi O ine

-

dustrisl Govelopiont and Invegtzont

Co Politien: Stability,  Thooa 15 no doudt thet preasent
and prospoetive senditions of ¢ Litloal ot ability and trane
quilisy ope GIONL GND WISY poient - Loctors in stizulinting op
diaeauﬁaging iuvegtment, s 15 teup op national Anvawtrfa,
and applies oven S0P woutely ¢o Rorairn investore, It iz dafw
Pleult fow o vialtor to asasss bhe situgtion Queerately, and

information received varios Hidely, lowever, asone respaneible

5



Bolivians cxpreossed serlous misgivings on this scors. The
axistence of aush a feeling, even if not woolly Justified,
exercises a rostraint vpon astional, and still more upon
foreign, invastzment.

It onould Lo gdded that the Lapresclon ocutnide Jollvia
on the subject of Bolivian political conditions 1 gained
largely fron newspeper reporitn. Foy come blug, thooe
reports, acourately or otherwiss, nave tended to glve
Q negative, robtier than & reasourling, lagge.

. Yoostory Stabiliby. The vlew held by potentigl

investors ac to prosent and prospoctive conditions o monew
tary stobility is alss a focboy of major luportance in the
decigion to wxiertake or fefealn froan ar Invesimegnt., Thig
factor coucerns both the value of the currency ln relavion
'to foreizs voney {(l.e., the rate of foreign exclange), and
its internal value ag exproeused dn the prlee gtructure.

The fact that the external value of the Dolivign currency
- has been stoble slnee pdoption of the Stabiliznbicon Flon in
1966, ond the abusnse of exchangs restrl woand controls,
are inportont oloaents of positlive encowraponsat to both
mational and foreimn inveotmenst. nfortunntely, these facts
are far too little krown oubside Lolivia.

e further fuct thet the budsgetary equillibriun whﬁch
makes such stabillty possible bas relled on mubstantial oxe-
ternal asslobaase, bowever, toends Lo intreduce an elcuent

of uncortainty as te the future. Uader present conditlons,

-



overy gain the Government ocan make toward budgetary self-
Bufficiency will strengthen this factor, which 1s the o8t
dmportant pouitive factor now wurking in favor of increased
investmant.



I1I. GOVERNMENTAL FACTORS

Among the numerous, more specific factors mentioned to
me a8 congtiiutlig obstancles to investment were several which
are related primarlly to alleged sets, attitudes or onlssions
on the part of ono op more departments or offlicials of the
Government,

Three obgaervations should be nade in this connection.

First, RPolivia's Economle levelopment Plan, prepared by

the Junta lacional de Planeamlento end senroved by the Govermiment

"y
~

-

in July, 1961, fixes o goal of an inercase of 1905 in
industrial szoduction {or the veried 10968 - 1371 (Plancanien=
to, La Paz, Septomber 19501, Fable 52, feeclng pege 1D4), Xt
ip reported thut the curvent Seneyoay plan {15€2-1271) calls
for zn increase of 2400, These torgets for Induatyy form an
integral port of the overall developmont orogrom oimed at
achleving mindirwm itvios standords 1 Bollviaz, which the
Governmons hoo Pouad o be necescary. The Planning Board has
declared, and thepe sppears o bo no gusstion in the mind of
gnyone with viwem 1 have talked, that o loarge part of the
capifal necesssry o0 seohleve thense gosls for induwtry can
come only from gvuntly increased private investuents, both
nationsl and forcelen,

feeond, I met in 7a Paz with the Hinlster of Beonowy,
odvisers to the Inveotaent Coumitice and the nctlve menbers
of that Committes. 511 of thenm are highly capable men, who
evidenced sn objective wulerstonding of the develoyrent goals,
tholy tuportanco apd the Indispengable nced Doy increased

investment by the private poctor oo achleve thoce goals,



Third, Bolivia experienced a social upheaval in the
Revolution of 1952, which is deseribed by students as the
most far=resching which the Vestern liemlsphere hod seen up
to that time oince the indesendence era, exceut posslbly the
Mexican Gevolutlon. Uhile a considerable degree of settling
hee oecaurred, the forces of change and adjustment are cvidently
still moving, some of them reportedly ac flood level, One of
the hosic questlons which rmst be consldered in attenpting o
devige a developrnent plan or o srogran Lo encourage and attract
inerenped investment is simply this: Is it yet rolitically
fesaible o astterot to establlsh o minimum percentope of thope
social ond cconomie factors which are essentlol fo create a
"elimate of confidence" in which investment will be encouranged
and stimulgteg?

If it is not yet feasible, then will it be useful to work
toward obtaining some of those factors, even though less than
that ninimum percentage?

The corraents »nd Infermation recelved wlth recpect to

governmental factors cnn be conpldered under several heads,

A, The CGovernnaent's Attitude Toward Private Investnent

pnd the Private Sccior,
1, ¢n one wide, the National Plamning Board in its

Plan for Fconomic and Soclal Development, 1762-1971, specifically
places primnry relisnce cn the private soctor bo achlieve the
stated goals of Lndustrial growth., Itealls for a broad develops-

ment policy to include provision for eredit, protection agalinst

-9-.
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legal and illegal imports, technical services and assistance,
a tax system which will encourage reinvestiment and « “plify
compliance, and a olmplificatlon of adminigtrative requlirements

for settinc up and overating businesces. (Planeaniento, Septembes

1961, pp. 194, 1895).

=, At the other oxtreme, ctatements werc heart that
the Government, or st least important sesments of 1it, le hontile
to the private scctor and to the srowth of prlvate enterprises,
whether natlonal or forelen. This view holds thal the Plonndng
Poard®s stntemsabl above iz only "window dressing” and dees not
reflect the real sttitude of the conirolling elements of the
Governnent. A oource in o responsible positicn etated that the
Government is uping the subjeet of luvestment as a politicnl
Homotball. " Some informants suggect that influential cectors
of the Goverrnmont bolieve that, with external goveramental
asgigtance, the Government itaeli con and chould have the
major role in indusirlal expanscion,

3, Detween these Lwo exbremes were other conments
which, vhile lecs sharsly crltical, tend to indicate something
less thon the regqulred confldence on the part of the business
commnity gg to the attivude of the Government Louward private
enterprise, Severnl of fhese coumpienis wor: acconnanied by
references to the continulng effects of the 15652 Revelution,

n. It was sugsested that the Govermment dees
not show real trust toward the private seebor; verhaps hecaune

many members of the latter are not adherents of the MNR,



b.

It wac stated that segmente of the Govern=-

ment appear to sct on the premige that the role of private

enternrise i mainly to sunport and

development mlang, rather Than vice

agvance the Government's
verca.

say Tear of ocompetition

from the Government deters investmont, polnting to arcaes {such

ag o sugar mill, rlecc mill, nilk

mt1l) in vhich the dovermment lg enguged,

to the conee
to the Qovernment, Tound that

a subetantinlly larper peale,

)

sastewrization plant ond sew-

Referonce was nade

of nn industrislist who, after dlgelosing bie plang
1t haod faken over hls reoject, on

govornmont reprecentatives cay

that such acticn ceeurs only when private capital or inltistlive

18 inedequate.

licucver, oone Govermment peoplae

]

are re.orted

to feel that 49 the Government nakes technleal nnd cconoiile

studies; then the Government, pather

should develosn the resulting industry.

appears to have resulted,
d.,
lower (and sometimes upper) echelen
somatimes uncoo.erative in deallngo
have with the Govermuuent.
either for the pureose of oxbtorting
gome other rursose, Lthow
they have had no problems

2,

Sometimes

than private enterprice,

Some damage to confidonce

Statenents were hesyd to the effeet thal

Covernnent agsloyses ord
which private busincss must
sbotaclen are crented,

snyments of money or for

informonto, houwever, stated that
of this tywne.

A 1ist of votential industrial undertakings

published by the Bonco Industrial wao revorted to have met with

no respomse from the busincso cormunity, even though the Govern-

=11~



ment indicated its interest in seeing the projects daveloped
by private enterprise., An insufflcient climate of confidence,
bagsed in part upon the private pectort's ectinmate of the Govern=
ment 's attitudc toward it, was cited 1n exolanation.

. References were hoawld o a lackt of unifcrmity
or control in the CGovernment attltude. Some sources indlcated
that President Faz ig unguestionably favorable to private enter-
prise, but thel on the operational level individusl Ministers and
cfficials often act according %o thelr ovn nolicy vicws and interests

&. Criticiem wag heerd from the prlvete seetor
that the Government does not congull oné cxchange vicws sulficient-
1y with the private sector in developing rolicles affecting Nple
vate enterprise,

4, It must be noted that a nunmber of sourcesc expresged

more vositive views repording the Government's nttitude Coward
the private sector, Some crphaslzed that hostllity camnot be
gald to charactorize the Govermment ac a vhole, Scvoral noted

(‘\

that conditicns have imaoved subectontlally olnce 1966,  Recent
approval by the Government of the estatutor of the confederacidn
Patronel de Mmprecorios Privador wos clied as one indication,
Suggesticns that some of the responoabllity for exinting at-
titudinal mroblems 1o attributed to the privete scetor came from
gome of the latter's representatlvec.

5, To schieve the climate cf confidence which ip the

gine qua non of increascd investment cn a scele suificlent to

make a significant contribution to developmknt, more is necded

than an abscnee of Government hostility towanrd the private sector.



8. Problems in Labor Hatters,

1. It is recognized, of course, that in every
free economy the managerial group complains sbout labor
and about gzovernment policies with respect to labor, not
always with complete objJectivity. A number of the infor-
mants themselves mentloned the problem of unemployment in
Bolivia and the difficult social and political effecte of
that provlen. However, several situations were clited ae
barriers to investment in terms euflliclently specific te
warrant considering them as factors affecting the climate
of conflidence.

2, Described as one of the most serious dlas-
couragements to investment in Bolivia is the great d4iffi-
culty of adjusting the labor force to the requirements of
the enterprise. Workers and employeces must Le glven notice
of termination ranginz from one week to 30 days. If they
are dipnisged with Just cauge, they are additionally en-
titled to termination pay of approximately one month's
compensation for cach year worked, fractions of yeare
being compensated in proportion. Since tralning periods
of at lecast some weeks' lenzth are required in many in-
dustries to determine the capabllity of a worker, several
informante say thet management 1o faced with the serlous
dilemma of either keepiny unsatlsifactory (and therefore
unproductive) employees or paylng excessive dieniesal

compensation, elther of which ig prejudlclal to the enter-
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prige. After eight years an employee or worker is en-
titled to severance pay as descridbed, even if he leavesn
voluntarily. A reorganization of an industry to achleve
vital efficlency can be prohibitively expensive.

¥nlle some may Sthe provisione of the labor laws
in this respect are too severe, other sources say that 1is
not the most serlous problem. The law excuses the employ-
er from paying the Indemity if Lhe worker or employee
is dlsnmiesed for any ¢f a number of kinds of misconduct.
It was reported,; however, that attempts to dismiss on
these grounds frequently result in adminletrative pro-
ceedings, whlch almost inveriahbly rule that the dismissal
was unjustitrled; repardlese of the clrcumsiances. The
effect on discipline, costs and morale was clited as a
major negative factor in the climate of confidence.

3. It was reported that companies whlch have
been unable to operate ecconomilcally have heen prevented
by the Govermuent from shutting down. Ingtead they are
said to have been [orced hy the authorities to retain their
employees and irecp thelr plants open. Such a practice is
8 Berious btarrier to potentlial investors; who wlll fear
that 1f a proposed enterprise ig unsucceseful they nay
be unable to cease the operation In order to avold com-
-plete diesipation of thelr capltal and credit,

I, It wap stated thzt a practics has arisen

under which the (Government requires enterprises to con-

By



tinun paying wages to excessive numbers of sindicato leaders
who are absent to attend Congresses or other sindicato ar-
fairs, or who no longer work for the company but instead
hold positions in State or other entities, sometimes for
periods of as lonz as five years. Instances were clted in
which siall industries employing a tetal of 15 to 20 work-
ers have been required to pay such wages to ae many ap 3
or U4 abgent workers. Another source reported that thiy
practics may ke in counrie of correctlion under a rullng

of the present Minister of Labor, Dr, Agullar Peflarrieta,
that worlkers are not entitled to wapzes when they are
absent {rom their duties.

5, A related practice mentioned was that of
permitting sindicato leaders or shop stewards in numbers
out of proportion to the workers they represent. One
cage wae cited of a faatory havinz 20 workers, of whom 11
were silndicato leaders or shop stewards; in another the
proporticn was 14 out of 45, It ls further reported
that all these gindicato officlals frequently abeent
themselves froa their work without notice, to attend to
wnion matters, cauging severe prejudice to production
and economie cperatione,

6. It was complained that Government authori-
ties do not anct to curtall violations by unions of the

lawe governing labor disputes. Instances were clfed 1n
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which company managers were held prisoner and other provi-
Bions of law were violated by aflndicatas, withoul measures
on the part of the authorities to curtail the abuses.

7. B8everal infornants spoke of' the adverse ef-
feets which resuli from the constant possibility, in the

field of labopr relations as in otherss of a Resolucidn

Suprema at any time. It wao sald Lhat such a Resolucidn

frequently resclves a rendling guestlon in an ardltrary
manner, often contrary to the zeneral rule which should
apply te the siftuaticn. Tha exlstence of such 8 posziblli-
ty deprives o company of the certalnty which is vital to
oxrderly planning and cperation., It prejudices efforts to
increase productivity, which ls the only means by which
induptry can Lmprove quallty: lower price, enlarge output,
and thereby exuand employment and contribute to achleving
the development goalo. To the extent that such a poesiblli-

ty exiots, it 1s 2 gerlous lupediment to investment and de-

8. The sources stated that the conditions de-
seribed anbove result {rom actlon taken by G@vernment of-
ficiale for near-teru political reasons, without ragard to
economle congequences and goals. Some ndded that these ac-
tione repult from a lack of authority or control wlthin
the governmental structure. Some aleo pointed out that

conditions have improved considerably over the past few

years.
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However, the drafters of both law 48 of December
1960 and the proposals of the Comité Naclonal de Investi-
aensos apparently felt it necessary to stipulate as guaran-
teen, in the former, that enterprises organized under
1t would have the benefit of the gumrantees set forth
in the General Labor Law; and in the latter, that labor-
management relations will be governed by that law and
other legal provielons in effect.

G, To the extent that arbitrary practices such
a8 those described do exist or continue, they puncture the
feeling of eocial tranquility on which investment depends,
and offend the sense of Justice of potentlal enterprisers.
It is of c¢ourse an igpertant responeivility of Government
to protect the interests of workers as well ag those of
employers. It 1s laportant to both groups that the rules
be known to all, asnd that they be applled equally tv both
with a high dezree of predictability, falrness and sense
of reality. Any other course will damage severely the vital
"elimate of confidence."

ar-



C. Tax Laws and Practices.

4 1. 3cveral informents spoke of the multiplici-
:ty and confusilon of tax laws as an inmportant handicap to
investment. I¥ was stated that the vasic lows 2£:tablishe
ing taxes have Leoen amended and supplemented by froguent
regulationas, asolutions and rualings, most of whileh have
reportedly bLeen loouaed In conngetion with speciiic situge-
Siongs rather thaa as part o an overall systen of taxa-
tion. IX¥ wen gbeoted thot mony taxpayers and probably the
tax guthoritics themselveds are confused, and Chat loss then
Cefficlent complianece resultu. The recomumendatlons of the
Natcionzl FPlaomming Ioard Loy Industriol Develonmment include
a call for 2 tox systen which will sinplifly compliance.
Thic choracterictic of the tex lemlsletion aiso weens to
“have operated opelinst the desirgble objective that tax lawas
should operate to foster investment gnd developmental
policy. The abtoence of & comprehensive and readily vnder-
standable code of tex leglslation netting fovth clearly
the rights ond obligations of both the Stete and the tax-
payvers was suphasized as o burden upon exioting businesses
cand g deterrent to new investment.

2. The burden of the costs of soclal leginla-
tion, couplad with the ineffectivenesy of some of the £0-
elal agencles to provide thely prescrived services, was

also mentioned as a deterrent to investusnt and development.



The requlred contribution of employers for social gecurity
under the law ic 309 of tho payroll. Varlous other divect
payments are aloo required of employers, and sone Informe-
ants estlncte the total burdern of thegse wonty ot about

0% of payvrsil. The major complalnts, however, referred
lesa to the amount of these paysments than to the inadequacy

of the Cajla Bociounml and other soclial organs in providing
&G L%

the services for whilch these contribubtlons are suproued to
pay., It wes stated, for caample, that these aronciec are
frequently wnable o provide Che nedical and hocpital care
to workers unlch the low recuives. The result 15 that the
employer is oblliged to provide wuch services dlrectly, thus
Incurring a double expense. It uaz 2aild thot eaployers

are thus deprived of recourses which could be uzed o ine
orease wages or to improve thely productive facilities.
Beveral capleoyers indicated that Loth they and thelr work-
ers would prefer a gyston under which enployers wers rew-
guired Co provide such services dirvectly to workers withe-
out State intervontion. The rpeport of the tastional Invest-
ment Committes preflers to the lorge social chorgos upon
industry as 2 deterrent to lavestment. While inetonces
wera cited in which arrangzoments vere nade by speclal
agreemant with the Uovermnent for cn employer to provide
\medical and other servicen 2ivectly to 1to workers in ex-~
change for a reduced rate of contribution, such arrange-

ments apparently are only avallable when the operations
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of the enterprise are in a location where the State agen-
cies cannot operate.

3. It was suggested that the global supple~
mantary tax on dividends peid by a Dollvian subsidiary to
1t8 foreipn corporate stockholders 1s heavy and 50 complex
as to conatitubte a barrier to investment in Dolivia by for-
eign enterprises., The indications were that 1€ may be
possible in sone caoces to alleviate the problem Shrough
agreement with the tax suthorities., I suech alleviation
is needed, however, providing 1t in o law of general ap-
plication would be more effectlve ag an encouragement
to investment.

4, Some sources suggested that the progressive
surtax on the income of individuals from nerconal services
48 excessively hich., It was said that the total income
tax on the Liozket equivalent to US$3,000 to 4,000 is
| about 405 and thot it gees up to approximately 54% on
incomes equivalent to USST,000 and over.

5. Cited as a major source of hardship and
barrier to investiaent was the Cact that Dolivia has no law

prescribvlng o statute of limitatlions (prescr}pcién extintiva)

on clainz of the Goveranent agalnut its citiszenu, including
claims {for tazes., It was reported that even CLhougn the
tarx authoxitices have reviewed a taxpayer's rgturn for a
given wear, have 1ssued on aosessment and taxes nave been

pald in full on that acsessment, the matter le indefinite-
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1y subject to reopeninz and review. It was sald that this
is done not infreguently ond that returns are reopened
gotng boelk oix, elght or even ten years. DBy that time,
records of the period are frequerntly not avallable and

the taxpzyer®s recollection of events 1o dim. Some defi-
ciency ito almoust invarliebly found, it was cald. The de-
flelency plus a flne and interest at the rate of 150 per
annun can amount to o heavy, uncxpected obligation on the
taxpayer. While there is a theoretical righnt of appeal,
it was said that the taxpoyer can never win bvecaguse the
Appeal Board ard the tax inspoctor who dlacovered the de-
flclency chare in the collestions and need the woney. One
suggestion was that gdoption of a rToasonnble statute of
limitaticns would relicve this constant threat against tax-
payers sndg would help alleviate a cervilous barrier to in-
vastments.

6. A number of report:s were heard of arbitrary
procedures on the part of tax guthoritlies which, i true,
are seriocusly damacing to the climate of confidence which
1o Indispensable to increacsed investment. 1In the area
of taxztion, perhaps gvove &11 othera, it 1u vital that
taxpayers have a clear knowladpe of their rishts and
obligations and 2 lnowledge that they will be held, on a
basis of equality with 2ll ether Coaxpoyers, to compllance
with thelr obligations, and that thelr rignts as stipula-
ted by law will be preserved. The report described in the



preceding paragreph 1s as significant with respect to the
alleged deficiencies of adninistration as it 1s 4in polnt-
ing out the need for g statute of limitations. Other
sources stated that the tex burden in regllity iv much
highee than it appears in the law Lecause tax lnopectors
frequently maite unfounded acuescments of additional taxeo
which are almest invarlebly upheld on adnin_dtrative ap-
peal. It was sald that the Azpeal Commtosion and the
ingpector chore in the deficlencies and fines collected.
The Constitution provides that no tax l¢ obligatory unless
it has been imposed in gccordence with Constitutional re-
quirements. Taxpoyers have o right to appeal unjust
pooessments €0 the courts. It was sbtated, howover, that
court proceedings in tax matters usually provide no rellef
to tne Taxpayer because prior deposit of the disputed tax

is required, snd after very lenpthy delay the count will

almost curely uphold the Covernment®s olaim, The systwn by which

administrative btoard membery and tax inspactors chare in
deficiencles ond fines aszesued agalnst taxpayers wags citad
as an impertant cause of arblitrery procedures ssainot taxe-
payeroc.

7. As another indication of arbltrary procedures
in tax matters, a report was heard that durilng the pendency
of contested tax clalms the taxpayer may be arrassted or his
property may be illegally embargoecd. or he may be subjected

to other forms of horasament.



| 8. On a mere positive note, it wap reported |
| that the Mintstry of Finance has instituted 2 specilal
Tax Court of ten members to hoor and adjudicate apvpeals
ofvtaxpayers. YC waw cald €hat the proceadings of this
court are very ianfeemal. I wag reported that the court
hapo shown a disposition to llsten to the taxpayer, ao werl
as to the Government, and o decide caser fairly. It was
desceribed 20 a hopeful develnsument.

9. Tox legislation can play an important role
in furthering developmental policy LY encouraglng reine
vestment and cavings and by promoting othor desived do-
1velopsmrztal ovjectives. A comprehendalve tax code which
would establich a ratlonzl and stnplified system of taxa-
tion, oot Zorth clearly the elebhis ond oblizations of the
Governnent and taxpoysrs, strongthen collection procedures,
assurs the falracss of adeinictrovive proceedings, and
orient the tox oystexn toward sconcmic objectlves, would
make a major contribution toward fostering the climate of
confidence required for increased investment and develop-

ment.,



D, Customs and Teriff Questions.
1. 4 statement was heard that Bolivia's tariff

policy i unfavorable to domestlc manufacturing, and puts
it at o conpetivive disadvontoge «1th Lanorted artleles.

It was soid that imposts of raw materiels by domestic
manufacturern pgy relatively higher dutics than do fin-
ished products. It wvas stated that this cituation appliles
with particular soverlty to the textile industry, by reason
of the hizgh duty on yarn and othor raw materials,

Another cource, however, stated that thls report
18 true only with respect to o fow industries and products;.
that 1t i the exceptiscn rather than the rule.

The wmatter would appear o warrant further 1lne-
aquiry., If 1t le true cven on a limited scale, the condi-
tion would to that extent cerve gs a barrvier to investment
and industrial deveclopment.

2. One of {ue most critical impediments to in-
dustrial prowth in Bolivia is the problem of widespread
ampgling., It is veported that competition from cmuggled
rerchandlas has caused the failurce of a numboer of indus-
trial enterpriscs. As long ou the problen contioucs, it
peduces the effectiveness of even reasonable tariil pro-
toctivn which nmany now ilndustrles require to survive,

Heports were received of the sctepo the Govern-
ment 15 taking to wprove customs procedures and survell-

lance to control the problem. Kaowledgeable informants
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have pointed ocut, however, that important aa these measures
are, thoy attack the asymptome rather than the cause. When
Bolivian industries ars able to install modern and effi-
cient machinery and raticnal proceduraes to enable tham to
improve quality and lower coots, they will be able €O coi-
pete in the market with poods froem sbroad, whether Imported
legally or illegally. It io cuggecteod that nothing chort
of this zolutlon will Jdeal adequately with the problem;

and that this solution in turn i dependent upon the allevi-
ation of the impedimente discussed eloewhnere in thils memo-
randum, which have sorved to nake Ailflculd or imposolule
the steps neccesoary to inprove guallty and lower prices.

Cne informant stated that he haod talked personally
with a number of individuals uiko have been engaged in smuggle
ing intc Bollvie products which he was intercsted in nanu-
facturing. He spid he was told by the ocougglers that they
would prefer to work as distributors of Nlivian-nade pro-
ducts, oven thoush thelr prolfit wosg only 500 of what they
make on smuzgled merchandise. VWnlle the evidence iv limited,
it would suzgzest that the provlem iu not impossible of golu-
tion. Por un long au 1% wsubsicts, however, it 1s a seriocus

barrier to industrial growth,
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E. Official Reoistance te Incentives.
1. HMentioned prominently by virtually every

sourse a3 the mout formmideble single impedinent to invect-
ment omd developaent was the hootility of the Hinlster of
Fingnee who repoptedly hap csucceedsd in nulliifylng the
incentives granted to industrial investment by Law 43 of
16 Decembor 1960 and by othar lows. It wao roported that
there hove been ropented instances in whlch an applicant
has filcd all the roguired 1nforaction with the Hinisbry
of Economy, the projeet hau been studied ond aroroval duly
glven to incentive exemptiony in eccordones wlth Low 48,
Having normally devoted a preat deal of eif'fort and ozxpence
to vreparztion of the application, the applicant s pleased
by the action of the Hiniotyy, o feels that he 1o entitled
to the benafito which heve Loeon pranted, and In fact he is.
Then the papers o 6o thr Hindstry of Haslends, whoere thay
frequently meet with great delay, and gometines with sub-
stantial vhanges in the oxauptions pranted; or outrlight
refysal. lony arnlicants hove boen undeorvstandably distressed,
It is woid thuot some have withdreowm useful projects in dis-
gust. There zon be ne question thet knowledze of this situ-
ation, which iz widespread, boas the noost adverso eflfcct
possible aon procspestive investors, toth national ond loreign.
2, A nupbor of examnles of Chis type of actlon
were hoard, whizh are reported even though there has heen

no opportunity to verify thelr accuracy.

26



a. A project wes approved by theo Hinlster
of Eoonomy under Law 48, asdescrilbed sbove. Hhen the
approved papers ware submnitted to the Hinlstry of Haolenda,
it took the position that the wroject was not vaeful fox
the countyry, Jdeupite the formal appeoval by the Hinlstry
of Econoeny. Haciends refused o approve the concegsions
authorized by Law 48, thus nullifying the other ilinistry's
action.

b. Another project under Law 43 was cimie-
larly approved by the Miniastry of Economy and forwarded
to the Ministry of Haclenda for implanentation of the in-
centive benefits pranted. After several nonths, no actlion

had teen taiken by the latter at the tiwe of the Intervicw,

-

3y af impopta-

r

The project by its nature will require a serle
tions. With respect to each one of them, o separate appli-
cation will hove to be made to the Hinistry of Haclenda

to obtain the benefits under Low 42 already approved Ly

the Hinlatry of Econony.

c. A hted project was approved Ly & spe-
eial law of Congress, which granted broad exsuptlons from
custons duties on equipment and supplles for a winlng opoera-
tion in a remote arca. After congldersble delay, the
Ministory of Haclondn apiroved customs exempblon wder the
law for cgulpment to be ueed dirzetly in mining, but re-
fused exenpblons for jeeps, office equipment and other
iteme which the applicant regorded as also neceosary to

the operation.



d. In a3 project approved under the Petro-
ieum Code, cxemptions granted thercunder were reportedly
‘nullified by the Miniatry of iacilonda.

e. Aan gpreenant Lotueen Zolivia and the
United HNations granted exenmptlion from dutles on plows to
he imported to ioprove porilcultural mathods. The Hinlstry
of Hacienda rofused £o pormit tho exenptions.

. A ey W gy Ty ppdw E .
£. A Delivian nomafasturing compony nade

<

two importations of equizment neoded o inprove 1in plant.

It made application for custons cxenptions to whizsh 1t wae
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antitled under o lau are domestlce Induntry, pev-
haps the Law of 11 Decanber 1057 or D5, 2433 ¢f 17 Horch
1900, Ixempblon wag geanted by the indstzy of Haclenda
for onc importotlon; on the second, 1t has sinmply failled
to act on the gprlicatlon.

5. & national company applied o the
Minigtry of Hoclienda for the exempilon authorized by
Decrotos Supromon HODD of o7 November 1958, and 5641 of
19 November 1200, fren taxes on carmilnge reinvested in
plant. Such approval muzt Lo obtalned bofore the deduc-
tion can Lo taken on the tax return. The Miniutry falled
to act, thus Jdefeating the purpcso of the legivlation,
1% 1a ronorted that ever vheon action iw Lokon on sueh
applications, it uouzlly is delayed two or thwvec years,
during which period the exemptlon canndt be taken.

Several sources strongly suggested that
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1nsténoea such as these evidence a lack of firm policy and
obntrol within the Govermment,

it iz certaln that such practices, if the
ebove reports are accurate, contribute nothing te attract-
ing the increased investments by national and foreipa in-
vestors which the Develogment Plan deserlboes 0 cousential.

3. The apparent lack of enthuclaox on the part
of the Ginistry of laclends with the inceutive objectives
of the severnal lawe Just mentlened wos unguectionably an
Important factor in the unfortunaisz uiltuetions described,
Howeveyr, to attxibute the entire responsibility to that
factor may Le to overaimpllfy.

D.5. 5099 of 27 Novomber 1958 exenpted inocome
reinvested by private industry from nationel, dopartmental
and municipol taxes and othor mpositions. The axenption
was made conditional upon exprost approval in advanee in
each case Ly the dinistry of Hacienda. D.3. 5641 of 19
November 1950 imposed new and tevere limitatilons on the
exenption, and had the effect of making it virtually in-
operative,

The Low of 10 September 1958, to stimulate ine-
veastments in conafruction of huildings, granted exemption
from custonm: ond consular toxes {or ten yoars on inports
of congtruction materiale not producod 4in the country, and
exemptlon from tox on the buillderts proflt whaen the builde
ing was sold. D.3. 5000 of O November 1958 cpecificd the

articles vo wihdch Che exempticn applicd. D.5. 5434 of
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of 17 March 1960 reduced the list of articles which could
be imported with benefit of the exemption.

Law 43 of 10 Decemser 1980 provided incentives
to investmenta Lrom sbroad. Article 5 of that Law author-
4zed natlonsl and foreign componles o revalue fixed asuecs
and take depreciation on the vazio of the new valuc. D.3.
8717 of 3 Murcn 1901 ordered that this benefit would apply
only to the period wetween publication of the Low {aboutb
16 December 1900) and thoe end of the 1950 fiscal year, thus
effectively nullifying it.

Also, dArticile O of Law 44 guthorised complete
exemption from cuzbonn dutlces for luports oY o variety of
equipnent and cupplies by gualifyine industrics. D.o.

6789 of i Hay 1Wel, couched in restrictive torns, stressed
that cuastoms cxenptions on uzports for industyry ore c¢one
fined to thoue cpecificd in contracte with the State and
In special provicioaz of law.

It was statad bhat, even eiter lavoestigation and
approval by the HMinistry of Heonomy under Low &I, cach ex-
amption from custons duties io pequirved by lew tC be the
subject of o upeeclnl procseding in the Ministry of :leclenda,
which in proctics Alnvoives a rodetomination of aabtters ale-
reedy doclded by the Minlsyry of Icenomy; and, in addlitvion,
that each Lmportation under ¢he excmptlon again requires
guch a cpecial proceeding;, whiclh in orastlicee had glven

rise to excesgive adminilstrative coutruction gnd delay.



In each of these insbances, an Investment incentive
wae first granted by law and, within 2 short ¢inmg thereafter,
either withdramm or rectricted by new legnld provisions.

Such a procedure 13 not caloulasted o pulld con-
fidence in whot an investor can expect. I relses a gquestion
as to whethey o new lavestnont incentlve lavw con e counted
on to racaln in effect for o oulficdent time {0 make Q use-
ful contribution to the poliey objectives AL 1o supposed
to serve,

Thisg brief history further susgests the wisdonm,
firet, of taking budgetary nscds fully into account in
designing investuont incentives; and second, of obbtaining
28 broad o congenous ou posuible omons all offoctaed ceg-
ments of the Governmont and the commweiity (including
responsible spoliecmen for lauor), not only in elsborating
the subostance of the lsw, bul 2lsc in obbaining recogalition
of the need fov a variod of 2tabiAlity during whileh the law

can function without restrictive changes.



¥, Llegal Certainty snd the Judiciary.

o 1. Of all the bvarriere to investment and develop-
ment, one of the mest {reaquently nentioned, and among the
mogt serious, was the aveence of 2 nininun of certailnty and
predictavility respecting the laws and Chelr application.
There can he no doubt or questlon, I think, that the conli-
dence which ip egegentisl to Ilnvestment dependes above all
alse on a reasonable sense of vertainty and ctablllty as to
the rules which wlll iovern the enterprise and the manner
in which thore rules will e applied. Only in a ¢linmete of
reggonable certalnty and predictaiillty as to these natters
can an investoyr or potentlal investor plan hlg operatlions,
hig coste, his purchages and his preflt - and then carry
forward the project with a deojree of security. Commercial
and flnancial factors are vardable by thely nature. There-
fore, sucli lezal cortainty ig eritlcally important to pro-
vide a dependadle base {row which to cope with the unexpected.

2. The problen was gioted in varioun ways.
Baveral sources said renerally, in cubstance, “Uncertainty
ae to the laus ond their adainistration ip the srosatest
problem facing bueiness and lnvestment.” Anclher sald,
"The climate of cenvldence neceseayvy Lo investment re-
quires above all juridical stabillty and gongletent ob-
servance of ¢he laws. ELven a 10-boliviano fine collected
unjuotly or an exemption withheld unjuetly creates re-

sentment and damages confidence.”



3. A number of 1nformante described specific
situations which reflect lack of certainty, some of which
have been mentioned In other connecctlons.

a. Allezations were heard of arbltrary de-
clplons and actiona by Goverament officials in labor queg-

tions; and reports of Regoluclones Supremas which have

imposed solutione in gpecillc lassy disasrecments in a

Py

manner at varlance with the provislens of law. {(&Supra,

4

page 15). Also, reports were heard of loprisonsent of
mana;zere by lanocr uniong as a pregsure tactic in lavor dipe
putes, and refuasl oy Government officialg to enforce the
law. (Supra, paze 1)

b.  Allezations wero made that public
authorlties have requlred unprolitable enterprises to con-
tinue vperations. (Supra, paze 14)

¢. Allegaticne were heard of arbitrary pro-

cedures in tax matters; such as reopeninz old returns, unni
founded charges on audit, etc. (Supra, page 21)

d. Allegationeg of police haragpuent in
connection with claims of tax deflclencies. {Supra, p. 22)

¢. Heporte of withholdin: by the Hinlstry
of Haclenda of tax benefits zranted to taxpayers by law,
even in cages in which the Hinlgler of Uconomys pursuant
to law, had muce a prior determination of eligibility,

{Supra, p. 26)
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It is very possible, as some eays; that the problems
result in part from obstructive provisions in the laws., It
also seemg clear that there have been arbitrary abuaes
through failure to carry out laws as written,

4. Virtually everyone interviewed referred %o
et least some aspect of this problem and the urgent need
to find solutions. Several sugsested approaches were
heard,; among them:

a. Erforts to obtain a ruling of a Minlster
to correct alleged abuees.

b. Elforts to obtain a directive frem the
Preslident of the Republic,

Whlle guch steps as these may be necessary as
near-term measures, In fact they are merely pailiatives
aimed at symptoms, rather than cures of the causes of the
problen.

5., What all who comp;ain about arbitrary practi-
¢ces and non-ohservance of the laws seem really to be say-
ing is that the country needs a stronger, more lindependent
court system.

A nutber of informants exprespged the view that
proceaedin;s in the courts ére not a satlsiactory means of
ovtaining justlce against arbitrary acts of Government of-
ficials. & regponsivle offleial was deseribing the great
harm caused by the Minister of Haclenda's refugal to glve

effect to existing investment incentive lawe. Asked
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whether a court action could correct the problem, he ox-
pressed surprige at the question and answered, "That would
be of no nelp at all.”

In theory, appealsg c¢an be taken to the courte
from adainiatrative rulings by elther fax officlials or labor
officiale, or othere. I¢ was reported that in practlce guch
appeale are rare because they are almeet unifermly ungue-
cegalul and therclore useless., Oxamlnation of the index of
a collection of pather recent der~igleng of the Dollvian
Supreme Court gsovealed no declsions on questions of caxation.
One conclusion could be that texpayers do not telleve that
guch appeals have cufficient chance of succese Lo warrant
the trouble amd expense of bLInsing thes.

A lack oft independence <n the part of judges of
the lower courbe, and even of the Supreome Court, vas clted
by several cources. It was pald that Judzes of the Suprome
Court are appointed by the Zxccutive for termg cf ten years;
that theoretically they are not remevable yithin that perlod
except for good cauge; Lut that In fact they are rather
eapily remsvable. Another weaknese reported was that
Judgen are poorly pald, uhich tends to entourage bribery
and lowers public conildence in the judlelary. One infor-
mant cegeribed cases in which apseals were taken to court
from administrative ralinge. He sald that after the decl-
gions, gome of the judges stated that they had to decide
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the caseeg as they did because the Government had ordered 1t,
and they could not afford to lose thelr gppointmenteo.

I¢ is surely umnecesgary, hwnzn noature bolng what
i1t ig, to domongbtroate that the only reliable protectlon Q
citizen hag asainst arbitriy acte of Guvernaent ofticlialeg,
in any country, is & gygtem of lawe imown ts all, flruly
and Lmartially enfoveed by o strony: independent judiciary.

e ostent that thie cribical element ls def'icient
in any soclety is q prime measure of the dezree to whlch the
climate of certainty and confidense gzsontial to investment

and development wlll be wanting,



G. Reglonpiiem,
Reports were heard that some departmente and mumicipaw

lities impope lccal taxee on merchandisc moving in domestic

commorce, Ultims Ibore, issus of 8 April 19064, publisghed

excerpts of a report of the Camara Naclonal go Industrias
which indicated ihat the city of La Paz imposes a tax on the
storage, removal and translt of goods

To the cxtent thal taxes euch ag these have the effect
of impneding the [lov of commerce from one part of the country
to gnother, they 1imit an already small merket and thus dlp=-
courage industrigl develoyment,

It 1s reported that no department or municipality may
legelly cnact any protective or prohibitive tax or other
measure which affecta other gectloms of the country, oF which
favors the inhabitanta of one department at the cxpense of
thope of bthers. Indeed, 1t is stated that under the Conctl-
gution rumicliral authorities can neither ilnndse nor abolilisgh
taxes without the prlor approval of the Hatlonal Senate, Great
and continning carve should be exercized $o assure that no iocal
taxes or other reotrictlons are adopted which would inpouc lmpe=
dimente upon the I{ree novement of any LooGs, inecluding the
producte of Bolivion industry, to all rarte of the country,

It was suscested thet eubh nmeasuren might represent in
part an cflort by particuler localitics to fopter local areas
of protection in order to stimulate thelr own industrial develop-

ment, It was further suggested that come arces of the country,



particularly Cochabamba, Sucre and Tari jas hzave indlcated a
feeling that the industrial develonment progrem le belng care
ried out in & mmnner wvhich favors other parbs of the countyy to
the dotviment of thope arego.

while the information vecelved is insulficlient to worrent
a flrm conclumion, ¢he subject hao aufficiont potentinl Importance
ag a poselible impedinment to jnvestment ond develovment to warpant

investigation ond corrvective stepe if they arc indlcated.



H, Maleipllcity of laws Affecting Incentives and

Development . There are many laws affecting incentlves to

both rutional and foreisn investuent. It Lo reported that
thope various lowd were adupted without rererence Uo any
congiotens plan; wethcld a1 objective of develcpunent, and
exaninwtion of Jouknaries of Une lesgislgtion gubstantlatoec
the report. The provisions of many of these lawe are lncon-

LY

onbradictory.  An has boen neteds
o

(@]

gigsbent and: in sone CaBoss
gouis of then nave shocklads ané even nulliliisd, lncentlves

E.
>

previously sranted. Walle some ol chose lawg, O portione of
thens moy bave been partially obrogated oy cubgeguent cnactments,
the continuing effcatliveness »f wiy given low or reguiation

18 not cleoar. oo resuld is considorable ceonfuslon and only
sporadic appllcation. This eiltuation Josters adulnistratlive
unceytainty and scts as a deterrent to investmont and develop-
ment .

According $o swmaries published in the May, 1963, Heport
of the National Investment Comuittee and the Pan-Auericarn Union5m
Statement of the Lows of Dollvia, 1942 editvion, the principal
exanples of these lawe and vegulatlens, ares

Law of 14 December 1942~ Granted excmetlion from all
national, departaental aad monicipal taxes, coxeept real property
taxes, Cor a pericd of five years Lo how chterprises naving a

o~ -,

capital o not less than De. 000,000, w0de purpoie ig Lo in-
dustrialize agprioulbupe, sbock raisli; add Lhe prodults thoreol .,
Also zranted exenptlon Imon customg cubiios o inports of ma-
ehinery by such enterprises.

Taw of 10 Geholbar 18885 ~ Granted five-yoor exeapbion lrom
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nationgl, depertmental and municipal taxes, except persongl
income taxes, to now manufacturing industriec cstablished

in the Deportaent of Orure, having a capltal greater Than
Ba. 250,000; and aluo exemptions from cucboms duties on lme
portotion of machinery. Gronted o three-yeor exesmpbion from
taxes on buildings and conatruction of such Industries.

D.8. of % Septemver 1947 - Repulated the Low of 16 Cetober
1945 just describod and specificd that the ozempilons {rom
taxes did sniot apply to raw natericlc or other merchondlsg.

Law of 17 Cetober 1945 - Ldopted to abiract and stinulate
investments of foreisn copital; it assured remittonce of earn-
ings of up to 157 of invested capital and repatrlatlon of capl-
tal to certaln types of inwveutmenty,

Law of 4 December 1947 - Granted five- and three-year
tax exemptions (sinilar to those granted by the Law of 10
October 1945 to Ururo lndustries) to new industries cotab-
1isched 1n the Department of Santa Cruz, having & capital
greater thon Do, 100,000,

D.5. No. 1011 of 7 Janwvary 1940 - Provided pgraduated
incentives and protestion (by categorles) for publlc utili-
| tien, industrial enterpricco and production of raw npterials,

D.8. Ko. 2015 of 27 apeil 1050 - Specified the taxes to
which the exemptilons stipulated in the Law of & Docember 1947
(for now industries establivhed In the Lepartment of Santa Cruz)
apply; wlso grantes exemptlons on lapertc of nochinery and mg-

terials for new construction and provided penslties to punlsh
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fraudulent claims for tax benefits; declared that such bene-
Pite vwere praonted only to noew induvatries.

D.E. Ho, 2451 of ~ Revoked the
firet part of I.5. No. 2015 of 27 April 1950 (referring to
new inductrleos esteblished in the Department of Santa Cruz)
and restricted tax exemptions to industries using more than
TO% of national rav nebterials.

D.3, Ho. 3312 of 19 Auguct 1954 « Provided that the benefits
set forth in the Laws o 14 Decomber 1942, 16 Cotover 1645 and
4 December 1947 apply to "new industriles secently established
in Helivia and those which may be establliohed in thoe Dopartnents
of Oruro and Santa Cruz, whose capital is not less than Bs.
5,000,000, "

D.3. Ro. 3972 of 3 March 1955 - Provided tax cxoemptions
for investments of foreign capital in the hotel industry.

0,85, Ho. 4149 of 25 August 1995 -~ Dirvected that companies
haying contracts with the Dolivian Developsent Cerp. or othep
ggencies of the Goveranent calling Por cxemptione fron taxes
and/or iaport dubies must apply in ench case to the liinlstry
of Haclonda, which will docide whether or not the exenptionn are
to be ailowed,

Decree~-Lar 1o, 4210 of 20 Cctober 1955 (the Petroleun Code)
and D.3. Ho. 4293 of 24 Januvery 1955 (tha pepulotions thorounder)
- Provided at Art. 132 and &prtc. 154, ot ceq., respoctlvely,
exemptions fron import dutioc durlng the lif'e of the concession

on machinery, egulpaent, toolu, matorials, ebte., to ve uced in
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prospecting, drilling, producing, refining, storing and {range
porting bydrocarbons; and from taxes on buildings erected and
installatione made to comply with soeinl lepgislation. Hachinery,

tools and materlals lmported for the labber purpese anre algo
exempt from inmcopt dubtlies,

D.S. Mo, 4820 {6rt.7) of 1H December 138G - .celed all
exemptions {rom cuctons dutlies znd taxes on inporis, except those
stipulated in contracts with the Government or granted by the
Petroleun Code,

D.5. No. 4006 of 14 May 1957~ Exempted national and forelgn
technicians controcted by the Stete cr by private industrial
enterprisce from payment of the global supplementary tax, The
exemption was extended to petroleum teechniclians by D.S. No, 5508
of 8 July 1330,

Low of 11 December 1957 - Exempted from import dutles end
oonsular feep imorts of machlnery for the establishment of ine
dustries vhich will use at least 80 per cent domestle rav materials,
or will moke apricultural oy live stock products for demestic cone
suwmption or exncry.

Lav of 10 Septenber 1958 « Ixempted from customa duties and
congular fece imports of conptructlon materials not produced in
Bolivia, the items to be soecifled by the idinletry of Haclenda,
and providad exempblon Tor ten years after the date of the Law

neooe taxes, a8 well as

| i

from nationgl and monlcingl land oand
from tox on the pain realized by the bullder upon the sole of
a building.

D.&. No. 5080 of G Kovember 1753 - Set out ¢he regulations

b2~



under the Law of 10 September 1558 and specifiled the custono
deslignations of the iteme {(construction materials) covered by

the Law; alszo stipulated that the oxemation doee net asply to

.

taxes Jor “services vendored” and gales tozed.

L. Mo, BOI3 of 27 Huvesber 13850 - Authzrized exemnntlion
of earninge wbhich are re-invested from natlonal, departmental,
municinal and siher vaxes, the exenmption bo be gronted by a
Resolution Susrena.

Ciprcular Ho. 93, losued by the Ministry of lacienda on
‘27 May 1957, summarized the 1aus and regulations on the sub-
jeot as of that Ulina.

p.5. Mo. B433 of 17 Harch 1960 - Authorized exenption of
custons dutlos and sales Laox imports of machinery for convarsion
industrien and mining. Fach exemptlon muet be obtained by a
Repolucidn of tho Government based on a recormendation of the
HMinister of Lconouy.

.8, Ho. 8434 of 17 March 1350 - Reduced the numnber of
stems of construaction moterials which cen be imported without
payment of custame dutles and conoulsr fees under the Law of
10 Seotember 1353,

D.&. Ho. 5HL3D of 30 September 13560 - Ixenpted certaln

tems imgorted for mining activities Crom cuctoms dutiep and
taxes, including the sales tax but execluding the tax or
"services rendered’.

D.&. Mo, ©5306 of 18 Hovember 1550 - To sbimulate exports

and economlic develoument authorized the Ministries of Feonomy

and Hactenda to exempt from export taxen and feep exports of
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Bolivian merchandise provided the exporter shows that the
domestlic market has been supplled,

D.S. Ho. 5641 of 139 Hovember 1960 - Directn that the
exemption of re-invested carnings from natlonel, departmental
and municivnl taxes appites only $o carmings arising out of the
industry involved, and furthcr io contingent upon Cxureds au-
thorization of the Hinistry of Haclenda and uron the relnveoste
ment belrg made 1n capital goods clessilied as lant and/or
ogquipment., The offect was tu nmake D.O, Ho. 5037 of &7 November
1988 virptually insoorative,

Lew Ho. 45 oi 17 December 1300 (the Investment Law) -
Provides puarantees and certaln tax cxemptiosns for lnventments
of casital from cbr.od; and in the case of sueh inveplmente
employed in the production of gooedo Jor exosel, in industries
uging 30 ner cent op aore of domentlc vaw maverials and those
nro@ueing poode wivich roclaoce lmports, auvhoriies the granting
of some or all o additional lncentlvee, includlng exemptlon

Fel

from cugbome dutics on imvorts of mateprials, gpare parts, fuels,

o>
"
3%

ete., exenmstion Tron expord taxes, reductlon of real property
tazes, soccial deppoclniion arrvangenenhs, ebe., on certificationo
of the Natlonal Investment Committee to the approsriate Minis-
trien.

Resolucidn o, ¥ of 1291 of the Minlstry of Haclenda re-
duced otlll further the iteme of conzmtructlon materials which
can be imcorted without -ayment of custome duties and consular
feer under the Low of 10 September 1050 and D.E. No. 5434 of
17 March 1360,

all}-



D, 8, Ro. 5717 of 3 Harch 1901-Directs that the right of
industries organized trior to 1€ December 1760 Lo take denrecla-
tion on the basls ob ro-valued {ixed coegets under Art. 5 2 law
No.48 »¢ 15 Decembor 17320 aonlies mnly to the ceriod between the
dato of wublisation of that law and the end »f the 1250 '1scal
year,

D &, No. 5720 of 7 Harch 1951-Exempis [rom customs duties and
taxss, including the salep tax but excluding the tax Dir "services
rendered”, lmports of fuel 211 f»r uge by the mining industry,. and
directs that such exemntions do not require srior asuthorlazation by
the Bxecutive.

D.S. Ba. 5783 of 3 May 19561 -~ Extendes the same exemntions
and waiver of prior authsovlzation to lmporte of éiesel oll fop

uge by the nining industiyy.

3]

D.&. Mo. #9%) of O Decembeor 1901 - To stinulabe national and

<

2
by

iret-clans lictelsn,

.

foralen investments in the arnplyuetlm o
Qlrects that they shall enjoy exempilom fram all direct natiznal,
departnental, munlieoloal and aniversity texes tor Lon yeuars; and
that gueh lhnvestaenic sball nov be Che subjoou o0 ex ropriatlon,
shall reccive coeclal aooreration and encourggement, ond shall be
governed vy Lhe asprvooriate sravipione of Law Ho. 48 of 16 Docember
1960 (the Invectment Law).

0.8, Ba. G000 of 27 Aprll 1962 evempte from cuctoms duties,
consular foes and cvetome taxes on salen, lmporte ol .machinery and
spare rarts not croduced in Bolivia.

% » a2
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It will undoubtedly be desiraile for the new ley sislation
to abrogate specifically all the lesislation and resulations
descrived atove (ezmcept npebably the crovigions of the Potro-

lewn Code and ito regulations) ond all other laws and rasula~

[y

tions on the oubject which nay exis
A careful study should Lo made of the conplete texty of
each of the laws and roegulasions mentioned, in order $o Lo
sure that all vrovicions whinh ¢ is decirable $o retaln
are incoprporated in the now law. Care should also Le taxon
o discover any obher similar tons which ray have Leen
omitted Trom the Coresslin swanary.
The nev Low ohould contaln in one coipnrelienyive enact-
ment all the srovislona granting incontives avd settling forth
regulatieons for tuvoestnonts in azriculture, ninlng and indug-
try. Every effort should Lo made £0 demonstrate to all con-
cerned tne wiscow of avolding therealter ag hoe or “spot” chanaés

in the new Law ag approved.



I. HNumber of Agencies and Need for Unified Authority.

Ssveral sourcves sugcopbed that an impediment to investment and

3

development 1z the excessive nunver of goverumental agencles

which have to do with the subject. Relerenve wad made to the
Direccidn General de Industrias of the Winletry ol Bconcny; the
Natiovnal Invecetment Comnmlitére; the Bolivian Development Cerpo-
raticn; the FNatircanl Planning Beard; the Winlptries of Haclenda,
Labor and obiier Alnl-tries; the Dunce Induptrilal and others.
It was also nubed that Caere have been proposals to creave still
otheyr agencies in the area.

These sources pointed tvo o.urlapping of functlons; die-~
perpglon of neceseary ekllle which are in ehort supply; lack
of helpfulness Lo gppllcant s oxcesgive delaye in proeessing
applicationes; lock of egordination acdong the asencles; and an
absence of o definite and final aubhoritys a8 the main problems
repulting froa the adninistrabive muitlpilclty.

Twa comaente wore heard most freguently and seem to synthe-
gize the proolem. The first: "Phere i ineufflclient authority
end disclpline in the Government.” And the cecond: "The poal

gheuld be g proccdare under which the deelclons ultlmately are

~

made 1n one place, and then are final,”

There can be no guesticocn that provlems such as thoee
desceribed are an Ispediment o investaent.

Rach of tho several ogencles nentioned above has in its

own Tight a uselnl and constructive role in economic develop-

ment. The evidence avallable durin: a short stay indioated



that the nbed for coordinstion amonz them 1s recognized, and
that procedures for that purpese are in use.

It would seenm unnecegpary to creats additlional agencles
op commlseions at this time. The pollcy-making partlcipants
aould probably be the same 2en who already functlon in the
exigtin: bodleos and the demande upon the time and encrjies
of thesze mon already seem to excoed levels coenduclive to
maxismun effectlvences.

At nobton, sne complaints on thig hiead seem Lo cane down
the provlen of implementing the deferminatlong of the Invest-
ment Comaltttee and the Hinlebtry of Heonomys especlally the
resistonce on the pa:’ o3 the Hinlster of Haclenda. Law No.

48 of 1306 g deficlent in tihig respect, gince it contalns no
dirvectiver ag to now ouch deberainztizng are te ve carvied cub.
Other incentive laws have been vitlabed by the fact that the
requircaent that cach use of an excmpiion froa ftox or oo stien
be approved Ly a Minigtry has been digforted to gean a full
review o mnttersg previcusnly setiled according to iaw; or

heve becn hoobied by subsequent restulationeg, ag noted avove.

The Report of the Hational Invesiment Comailtee contalns
propopals Cor procedural provisiung which should be helpful in
avercoain; ot lenst some of the probleme. To loprove prospects
for the neceeaoyy stablillity and belp ~bvilate the danger of eub-
sequent c¢ripsling changes, hovever, the final proposal ghould
represent the Lroadest possible conpeneug, witi the participa-

tion not only of the Quvernment agencles affected, btub also of

Jhs
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,rqpreaentatives of the main areas of he private sgector and of
labor groups as well.

J. Compunication anon the varlougs sectore. The wsention

of the iwgportance of coneensus made Jjugl above brings to mind
8 relaved sugzestion wunlch wae heard; nanglys that the Govern-
pent officials wori Loo nuch aaong bChesselves in the area
of econodmic develognent and that there is laguiificlent come-
manication auong bhien and the varicus intevested sements
of the private secbor, such as Industry, bankings, agriculture,
mining, Labor, elc,

Thic view sugmeste that repregentatives of responsible
private sectcr organizations {such as the vuvioue Cdnaras
and representative lzbor crganizatione) should participate on
a regular baslg in the dipecugsicng ol the need oy developaent,
the goalg Lo be gowshib and Lhe means Lo gohleve thea., In thile
way, it waps thousht ¢zch group would Ue higard and tho regulf
could in gone Gogpee take account of each cyoup's interests.
Perhaps mosl lugertant, each group, throuszh ite representativen,
might galin a eanewhat tetier underebtanding of Lhe ovjectlves
agnd the raticnsle of the selutiong adonoed or recomuended.

deveral c¢uauents vere heurd oo LGl the Governaent and
the private sectors, sussesting Chat the views of the other
glde were not copducive to such collavoration, It wap cvident
from Che sunstance ol the viewe exproesged vy both gecbors, how~
ever, that the dlveraences Lelween thon are much less than is

gpparently ouppeosed; and that the bases {for productive col-
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laboration are not being used as fully as they might be.

At least once from each secbor, an intentlon wap hsard
to press a2 vartleular proposal for approval oy & Minlster and
then to talce 1t to the President, withaud ©ull consultation
with the interestod leadsyy 1o thse othor zootar. It would
seen thet even L7 presidenvlal appsoval should be obvtalned in
this way, the reewlt would lack the wroad support which 19
needed Ior roal cuccoss.,

Sugsestions tave been rmude thal the Commiseisn to discuss
and elaborate tie dralt of Che now Investoent faw shouvld in-
¢lude, in addition o the rryesent Governnsnd particliponta,

s hed > X R, U
represontatives of the Canmaran de Indupivin, Comerclis, Mineria

and Congtructores; the

-

Industelal Banin; Lhe Pedoraclidn Rural;
and some laboy groung.

These vepresentatives ehould participabe with those of
tha Qovernment, uake thelr views and group lnterveets: heard
and, in tum,; hear those of the others. The result would be
to ptrengthen the bare of support for the neu law and improve

the climate o conlicdence in the countiv,.
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‘K. MNeed for Statistlcal Data. The lack of reliable,

upoto-date statistlical Infosrmaticn was cited by severel
gourcer as an iupodizent to lnveptment. Sueh information
has an lopertant fanctlion in the provess leadin: Lo invegt-
ment decliplones since 1t gerves as the basls o0 ptudies of
the market and other aepecte of the rroject. I5 ig alpo,
of course, highly wselul to the Government itpelf,

Reporte vore heard that lmport gbatistles ore published
only after loas delay and that other ptotlistical data ig both
8low and fregquently unreliable. The preparaticon and publica-
tlon of etatintics is appropoiately a funetlon of the Govern-
ment. Iuprovenent sad strencthenin: of Lhip gervice wsuld be
of direct beneillf z2nd use to exlsting enterprises and would

gerve to encourase new lnvestment and developuent.

L. Information on Cpportunities. A possible impediment

to new investuents in Bolivia, ospecially those Prom abroad,
1s the gearclty of informaticon un the oprortunities, facilities
and requirenente. ¥hile this need is related to the laclk of
statlistlcal data Jjust discussed, it is cunelderably broadew
in seope.
it ip recognized Chat pone attention has veen glven to
the provlen. Helercnce was neard to 2 publicatlon of the
Banco Industrial listing industrial activities nfferin: pop-

pivilities in Bollvia. Tue bookleb, "Fonento a las Inversiones”,
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published in 1962 by the National Investment Committee in fiveA
languagzes, ie very uselul.

However, neither of thege publicationeg ls readily avall-
able in Hew ¥ori, rnd it lc assuned that bthelr avallavlility
1 not su tantiaily zyeater elsewhere cutelde Bollvia. In-
quiries addressed to the Bolivian Congulate in New York reveal
that that oflice dsee nob have Inforaatioan on investient op-
portuniticen {or dlotributlon.

A ugerul Tunction of the agency which wlll adeinlatex
the development progran could Le to prepare and publich in-
formative, accurate and up-to-date materlale on investment
opportunitles, cownomic conditicng, incentives and requirenents.,
Thie masterial snould be widely distribaled within Bolivia and
at least some part of 1t should Do made available oo diplosatic

and consulayr niesicns abroad in suiiicient quantitics s that

they will ve In a position at all times to pupply such informa-
tion in responge to inguiries.

Several ¢ountries waintain promotlonal offices in New
Yort: and other foreisn centere to publicize thepe mattere more
actively, This ig a costly undertaking, which might ve premature,
at least untll a nuaber of the sore vasic steps have been taken

effectively.
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K. 3Services to Asgist Investors. It was stated that'

the develorment of Investments {s impeded by the absence of
organized fecilitlen to assiot in the formulation and reall-
zation of in ot nrotecte,

The agency charsed with central respoasibility could
“have as one ol 1ts Lapordant dubles o vositlve prosran Lo
furnish asslstasce o Lwestors, LOSh nationtl and foreizn.

k

coula caie the form of presariig Cechni-

L ¥

Such assisbance
cpl studies, uillizing the gioncy's own Pesouraes and Lhose
of other aiecicles of the Govermmont, as well as of nlvato
sources. The objective would be o nake avalleile as much
helotful information as poosiile o prospective investors on
technicai, wavketing, financial giod othey aspeets, espoclally

’

88 tn thome activilies which are ol pasticular ‘mportance $o
economic develomient and achilevement of the planning paals,
The cooneration of private entities, such ag the Industrial
(Bank, the vartous Camaras. and others, should ke bath proffered
and utllized i avprogriate cases to assancle the reguasted
informat on. The purpdse would be Lo obbaln the widast
pesoible publliclty and dlstriliation of such stuadles.  Sugh
gtudies should not o confined to ndustrial irojects alone,
but mizht extend as well o favestment opportunitics n agreli-
eulture, stoci raleling, mining, and aanufacturin, activitles
relatad o then,

The agency whould be sregared and staffed to answer all

inquiries {rom prospective investors with accurate information



ahd affirvmative nelpfulness. The objective in this reapect
would be to aid and assist investors in developing gnd carry-
ing forward thelr proposed projects.

As rrosects develop fuether, thic sane wr:it eould
| gBaist inventors in thelr required contacts and denl ingt
with other departmente and agoncleg ol the Goverrment. Thie
could iciude Fuenishing inforsation as to the interests and
requirencntn of cuch other departuonts: providing lntroduc-
tions to aucrorrlate officlals: preparing the way fap the
meetings: and gencerally facllitating the communications
and nepotlations.

It was susceptod by dome that this agency should have
a further coordioating funscbion with respect to investanent
projects. They »roposed bo glve the agensy authority to
{ntervere when problens are sncowntercd with sther agesncles;
and if solubions €o ouch srovlems cannnt be outalned iu that
manner, to report thereon to the Colulisnlon on Investments
or othor indlcated authority o the ourpose of obtaining a
bindinge decision o overcome the problenm or oLstacle.

A Siffovent iind of azsistance o investors, vartlcularly
in the pacufaeturing coctor, wags the subiest of a nuuter of
puggestions. They recommenuad adortion of a flmi rule re-
qﬁirjng that all Govursmental ongitles purchase iteno of
Bolivian normfacture whesever they are availatle, The
factors of ,rice ard guallty would, of oourge, have to

ve patlofactory. Thig aspect 16 sometimes resolved bY
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providing that ltems of domestlic manufacture enjoy a presorilbed
price advantape: for coxemple, a vid offerin: domestically
monufactured merchandise 15 deemed the "lowest Lid” provided
the real pri.e (tazing guall ;;vaawmum)*u'mtm T2 than
1% or 1545 atove the srloe of ac tmoortod artloic.  Jeveral
tnformants refewred to srecific Jnttacees in whle 1 Goveri-

mental 2otibies hove pupchased forel. n [00ds when comparakle
Jocally-produced itons were availaule.

Other courbepies have doveloped various other tyces of
asslgtance o iovestorsn, sowe of than gquite glaborate. 1In
Puerto Gicu and in Ireland, for exaxnple, such aussistance
extends to erectins Lutidings o lnvestors’ specilicatlons,
ﬁhicn are fhen lcased to the Lavestors on {avorable terms.
Pesirable as these foras of gsulsbance undeunbedly are, they
gre ususlly Cfinanclally onerocus o the Jovernaent. Fore tho
prosent, 1t 1o belioved that the more eleuentary tyies of
assipbance Jescrlbod avove would be heloful without inourring
such heavy cosb,
| Thic hase of the development program should ve kept
vunder conabant roview, Sepvices aud assistance to invectors
can e exvanied as circumstanres and noasibllities warrant.
1t 1o a2 oore desirable, puyohologloally, o bagin somewhad
modestly and later expend the seprvices Ghan bo undertaie an
overly ambltious progeain which camot Pulfill Che aonnounced pur-

poses, or which must later we cub back for lack of sufficient
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Pne latter reuult would csonptitute & graater

resources.
han would the establishment

diucouragemaﬁt to investment [

of an insufficlent progral of serviced.



N. Deoloion on Membership in ALALC. While it probvably

cannot be classified as an impediment, a declsion by the
Bolivian Govemuaent oo the prouvusal that it Joln Ghe Latin
American Pree Trade Area il bbb Murelst a wtedful Uspc
to Anvestuent, esvecially bu thacse bypes of investuent which
oarn produace ardicles which sight ve exvorted Lo obhner nesibers
of tha Area.

I had ohe opporcurity 24 hearlng several very interast-
Ing discusslong of Ghls subject wilioe I was in Iollvia. The
declslon, of courss, should depend only on what will Le most
ddvantageuus £ the Dolislan ecenmny 83 a wivle., Iy ig not

4t declizion should ve,

l-c-‘

proposed Lo sujgsout wihab Che

,

Hevercvhwelesd, since 20 of the vajor uisedine . s to in-

.

i Bobivia lo the scall gise of the

dustrial develomm
domestic marvet: and gince, conesmivably, seubershis In the
ALALC rmiont serve the purpsoe of exwpanding the marsed for
goods masufacstured i olivia, the suvjest 16 orw which de~
gerves Uhe ool careful sbuly sud gralysls oa the part of
thege char:ed wiitn the reugpansiililoy.

Ap the Nabilonnl and Genersl Llists conblnwe to expand,
tar adjuptment of olning the progran pgcomes grepter with
the passaye of time. Heroe, 4t is Lo be recomnended that
the oubject recelve the necessary consideration 2o that the

avprovriate decipion ¢can be nade as sooun as posbnlile.
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0. Corruption., This subject is surrounded with un-

usual difficulty and delicacy, which would suggest that the
more expedlent wocedure would be to omlt reference to 1t alto-
gether. Howover, it is a subjeet which hac an important impact
on investment, both natlonal and forelgn . Some comment, there-
fore, appears % be unavoidable.

In various ways, the comment was made that officials and
employecc of the Government are grossly underpald; and that, by
tradition and pgeneral accentance, 1t ls assumed that a pre-
rogative of »ffice in most casces lo and must be, to find sources
of income in addition to the lepally stipulated salary and al-
lowances. I wac told that these deseriptlons are accurate, and
that 1t would be anrealistic Go swggost that the rractice aught
to be abandoned. I was suggested further that some segments
of the nrivate sector itcell would argue that the oysten vorks
well {rom thelr ssint of view,

Nevertheleso, 1t does give rise (o problems, cometlmes
serious problems, whilch iIn many cases can constitute ohstacles
to both national and forolgn inveostment. It has been suggested
that 2 number of the sbLstacles which have been sreviously diz-
cuseged in this ovaminetion are commected, at least in part, with
these nroblems. Ovher observers have noted that the vractice
epeates artificial distortlons in the relatlonshlps among Govern-
ment, labor and managgenent which cometimes make it nuch more
difricult to reach workable adjustments.

Perhaps the most ingistent crlticlsm which was heard of

the practise was that it sceems to be lnsufficlently disciplined.
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For examnle, cases ware c¢lted in which.the amount of payment for
a given recult wac agreed upon; dub therealter representatives
of ene or more othor agencieg prepented demnndn For additional
raymentes o the some reswlt, Not Tnd
the demands excends coneldorably tho wrluwe o0 the resuld to the
tnvantor or Lax aver. Tha corpection suguested by vavoral Pop
thig oblem was that the Govermmental srpeniem chould be gufe-

fioctenily dnerplined ao that o cinste sayuont cen be wequirved
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of th
fected n acesrdonce with ouch sreangomoents ac they deem catisflac-
tory, and the ‘nvestor would have nathing to Go with noch ¢imeri-
bhutim only i Ghtg wny, they oald, Lo ho mventor onobled
£n galeulate vhebher the sotentiel veturaz from the  oaned 200
Jact avre eaflioont to uarpant the addittonal expense. viien
might be viewed a9 avn additional Uz, I wad told that care i
noeded in this aree, so as not (In the vords of the old spoverd) 1.
“Rp111 the goooo Chat lays the eggel

An inventsr ubho loounablo to foreses ond eomoute the
ertent of this rzauiremnnt vill bond Lo deplst from nle pradect.,
This 1z sarbicularly true cof forelpn Investors, who may decide
to peel a counbtry in vhich such moguiroments ore more delinitely
forsoecabin,

ALl the Taropsing commentc. of couras, 2esunc the geocurscy
of the astatements made o me that the nbolitlion of the syotom
at this time 1o vholly ‘moospelblos and that much an anureach Lo
the problems herc discussced would make of this work narely an

pondomie ororcice,
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IV. BARRIERS IN THE PRIVATE SECTOR
A, Management.

1. feveral nflormants oosinted sut, ap an lnpediment
to investment. uthiot ithe Camara Neclonpl de Industrias f21ls consid~
erably schort ~0 realleing Lbs sotential rolse, and the pesulto
which sre necded o it,  The criticlome heard wepe that {1) the
Camara bakes o marvrouly carochial viow of 40 roln and lmlea
itaell oo mach Lo a ~asbure merely of sosaeltion Lo lobhr and
goverrment: {2) It does not show enough interest In srograms Co
develsyn the masaporial sbille of 108 menwzres, or In Leachlng
members thoe esic and reosr-nalbilities of businsss leaders In the

* - LI s o be [T TS, S I & B PR T, 4
communtity; (2) lue actions in behall ol membors Loos olfien ald only

U A TR 2Pk JUGIRPU o S A % v PP LY B S N E
a favored Qew  Ingldszra’: (4) 2T lackis vigor in woloing ive moplw
" & : £ 0 e %, de R e e e #u - “ B -t e
tione, Some goid Uhou Jor these peopong the Canmma 1o loging

Influcnee and offeotivencss; and thel o number of penbers areo
congldering leaving it,

gthers romereed that too many menbers of the Cfmars attemnt
to eolve the'r own orodiemg Individually; ingtead ¥ through the

organization., VWhother {his uvas cause opr effect war nol estab-

Related to thece critliclomg wac another; namely, thet oani-
nesgnmen rnd Inductrialists in Bolivia, 16 was sald, take virtually
no active vt in woditice, The suggestion wag that Lhey chould,

and that, in oert. the difTicultlies -8 the private pector moy be

A basic strong thening »f the Camara de Industrias was clted
ag an urgeat need.
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2. Frequently cited ag an important reason that industry
has not develored more satisfactorily is the inadequacy of
ordinary sardcement sitllle asd nractices on the part of Loo
many induotriallists. The large maojorlty of industilal opera-
tions are fauily-owned., Oftes management 16 1n the hands of
the individual wno makes the largent caplital contrluution,
though he may ve wholly unprepared anci even, i the words
of one oLserver, "thoush he way not be able to »ead". That
disastrous erpors result fron such manacement g not surpris-
ing.

Whlle such extreme sitantiond ay ot bte reppreusntative,

¢

other morae general shorfonmincs of mangsement were reported

which carn aifect adversely the poasition of industry au a

&

crad

whole. It was sald that IDsiivian industey 1s portioularly

s

wenk in the area of aceounting. Results ascribed to this
deficiency included cases in whlch a coupany whose rocounts
were nobt kept curvently needed a loan oun short notice. Unable
vecguse of lacl ol accounting data to ottaln the loan from

the banl:, the company was forced Lo have recsurse o much
more costly wourioud lenders.

Another oituatlon descriled as gquite general arises out
of the requlirenent that zayreoll rsecords sast e [iled monthly
with the Coje Hacienal de 5 °. and with the Minivtry of Lobor,
Pennltles for late iling ere heavy. It was ealid that many
companies are repeatedly late in £iling and hcence pay ropeated

heavy aud unuecsssary (ines, o the evident prejudlce of the

enterprices,
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It wvas also repcried that managenent In many companies
fails to obtaln and meke use sf economice nfomumtion vhieh 1s
avzilable to achlicve noye elffectlive »lanning and imroved onera-
S tlong: end olirllizriy fatls o mele uge of avallable legal infor-
mation end advice.

Criticion war made thabt many conpanien do not moke ade-
quate ~rovisiong for desreclation, with tho result that they
underslate their costs and gteadily de-caclialtized. A related
erttic am vapk the lack -0 gdequate insurancs coverape Hn fixed
aaoeets in moany capes. Jome sugpestlons vere heard that inouranee
goverase chauld Lo nede obligatsrey by loavw.

In curious zonteaet o bas Doaogoing oriticieng. gin
pents were heerd from soupces comnected with educaticon that
the vniversgltlics ape irslning praduaten In businees adainlis-
tration: bub that in oo many caces such pradeatec cither turn
to othor Cieldn of uoari or o abroad beoguee they nro wmable
to obtain ennisymeat at home in business adazinigiration.

3, Inotonces wvere reocrted of what peened
moasures by manarement geainst labsr,  Some Gook the rorm of
attempting to onclude o sindieats entively when the operation
uag one In ubilch that aight be sqealble.  In other ossen,
com-aniegs roasrbodly contract with igbhor gang buages for a

glven ansunt =2 word to be dme at o Lixed lguare, wiileh iroe

duess looo return Lo the woritgr:. Managomen. customarily cays
that stess cuch 4 Ghetss are nade nccensary by the excenpoes of

1.

the unlons, Loip evident, nevertheless,; that zueh sractlcees;

3y

1on Poy thamn, coroGuee resent-

fv

Lof

.,
ot

f‘."

"

even L0 there 1o some juant:

mente and tensiong. Relatviong bebween mansgement and labor will



never be free of friction and occasional struggles in a free
soclaty. Ioct of the monsgement renregentatives interviewed,
however, ind.eated a nighor dggres 0 recopnition of the soclel
responsibl Lities o management thon Lo seen ln the excessed
Juet decoribed.

L, Iow oroduetivity of industry, in general, is cited
as an obotacle Lo investment and Govelormons. The conditlon
18 apcribod mainly Lo o leck of $ralaed woriers and btschnlclans,
sn] To oheslete oguionent,  One obperver decoribed the rablem
as o vicioun cirvele:  Por lack of tmined meonlo, Dollvia cannob
raieo her sraductliong for lacy of iﬁcren:?“ arodietlion. che

cannot raiso salaries to abtirscet her exogiriate oy Uorelgn

e ]

technicians, It o pecipnized thalt o ocrcpran of omductlvily
cenbers ‘o nov bolng develored wihileh should be of subotantlial
aceintence bn thio ooonget of the oroblowm.,

A related rrobien iz the high oot of spoducticon recult-
ing Srom the come fretors of inadequately skilled techniclang
gnd workore and choolate equlnment, Nevertheless., it is re-
rorted that there ore within Bolivia several unibs of madern
machinery wiled have nob yet been ingtalled, whother Pop laek
of cao-linl or for ~Sher reassng. It vas £oid that o glacs
factnpy har modern cquioment 18 Lo oot usling, and which iU nap
not been able Lo nstoll due Lo ovrmslilom of the labor unton,
which has boen ouooorted by the Covernnenlt. allesedly
nolitizal reasome grd withhug regard ¢ the ‘moortance of

ra

raiing orodier v Gy ar 2 gool of

3

n.u.ﬂ J"“l'c !').C @ .

natlonal
) Comstimeds ooy, on She ragt of Goesl Indusurdinllsts,

-

of competition has been on obetacle to Inveslument, rarticalarly



to forelgn Investment. A case was desoribad in which a loocal
businessman, despite approval of a new project by the authorities
opposed the new venture so vigorously ¢hat he publicly accused
the Bolivian officials of "selling out t¢o foreigners”. This
tactic was the cause of great concern and diemay both to the
officials concerned and to the »ropssed ilnvestor. frivate
entreprenesurs must be expvected to defend themselves vigor-

ously and cceaslionally to become more ayroused than the clreum-
stances ceen Lo warrant. Forelgn invesbors sartlcularly, however,
tend to be sensitive to this kind of roaction. If 14 ghould
bvecome widempread to any degree, that certalnly vould effectively
deter potential Invaestors.

6. Ssome of the obotacles can be caused primarlly by ohe
forelgn investors. One Bolivian observer hrg stated that with
vary few exceytlons, the only interost Tyon abroad which hao
been shown in the manufacturing fleld has been on the part
of Mintermaticnal suindlers®. The judgmentiny, or wmay not,
be too severe.

Vhile it is 42irficult to control thie kind of nroblen,
an investigation through normal credit channels of prosprotive
invegtors L{rom abroad micht be of asgistance In elininativg at
laast aome undepirables at an early stage.

7. Some neu organizations have been Pormed in the nrivate
enterprice area whilch may hel» to Inculcate a higher dogree
of soctlal conpeiowenens and resyonclbilliy among the nana-

gerial group. e of theese ir the Confe@eracidn Patronal de

Empresarios Privados, vhose organization papera were recently

6l



approved by the Government, Another organizatlion in the field
is the Comité Bolivianfa de la Empresa Privada. Both these orga-

nlzationz are described as having for their urposse to make the
role of irivate enterpr'ce more elfective in the ccsnomle develop-
ment of the country, and to make nore effective use of outslde
financing, whether natlonal obr foreign, IL uwac not suggested that
either of these organizationr duplicates ur could in any vay re-
place the Cdmara Hacional de Industrian. Rather the suggestions
were numercus that steps to stromigthen the Cdmara ave urgently

needed,



B. Lavor.

Reference has been made, regarding problems with

Covercment: In vhoe labor gooscr, to ouis tendencles of
laber unlions and leaders 6o Dollov courses of action

which arc abuslve th

setuslly countrary

of dtermantlag nesduetlio

the

costy of
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frequentty che burden
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& low: and whilch have the affect
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ant
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areat ag Lo prevent the Jrowth acd dJdevelopmeut of the
enterprise, which otherwice would ba poscible.

The exasserated number of shop stewardso Lo such
a vractice It was noted Hhat one factory hnd a total
of 20 woriers, of whon 11 wers chop stewardes.  Another
factory toad 4% workers, of whom 14 we ghne stowards.
It vne also repcrted thot shor steowards ot inlreguently

avsontad theaselves Do
natters. Tha raunlte

deseriboed, owvionsly o9

g thelr work te attend to widion
© push orackices lo Che nunbers
ald L soprlous, not nerely in cost

but evern more in interferencze wWlth produchlion,

Lavor uniong have renoriedly oreated difficultlos re-
.garding, and someblmes have rrevenbed, the adiustnent of
the work fovos of @ comnany oo rermit Lt Lo operate offli-
siantly. “Adjustment” here usually means redustlon of the

worls force. which always

4% is somebimes the onl

5 glves reablesas to unlens.  ibwever,

¥ means by which an enterprluoe can

B8~
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bring 1ts cosfs into Lalance in order to realize a profit
‘and therety e onabled to curvive. An uniluly nogative
poglition can injure the vorkers! intereuts,

The raported indiscriminate sunport by labor uniong
of thelir mombers, evern waon the latter have conmitted
fNasrent violations of work rules acd the law, creates
probvleuws Lol Do sanwisonent and for the unions themselves,
especially oo (hose wnlion menbers who cuctonarily oboorve
the wer: rules and the laws,

Ivpbances have Leon cited in which the unions have
made demande for Leneflts in particular instances ueyond
what the law provides,  Fsen thoush they nay have succeaded
in the demacds, 1t ip cald that they have often 1lnjured
thelr owi Longer term posltion bezause of the nrejudice
te the Lunineas.

The praztice of regquiring eaployers to continue the
wages of workers who are absent [rom their jous, sometimes
for Loy rerioeds, wag strongly criticlzoed as a gerioun and
wovarrai.tod draln oo She rescurces of ceomsgnies. 16 was
reportad. however, that a recoent rulin: of the Minlstsy of
Labor corrocted this practice, ot least o vone desroe.

Pirally, tho tcidoncy of laor unions to secl suvuord
af governmesnt S00lclale in Chelr guarrels with nsaazenent
18 descrived ac highly cxounerated. Io 4o, of course. a
ratural tondency: aad in mattors of serlous dloavrsenent,

toe wovernnent has an wavoidatle vole as referec and Ueavw—



maker. Nevertheless, the objective should be to foster a
gerse »f social and economi: rosponsibllity on the part of
robh workers aud onployers, Tals will be promoted to the
decree that tobh labor and nandeelent [roups can L@ encouraged
to rogolve tieir Ailferencos Jdirectly tetwoern fthen.

It ochould Lo roted that ceveral of tie sourced wWho
gpoke of the matters ust referred o added that tiwe slbud-~
Eion 4o much lngroved as cowpared Wwith conditions of a feuw

oo vements wihlsh have osoureed

'y
6
.

years ajo.  Lihers nov
in the attitude, cuality of work ard organizab onal gupnort
of the important officlalu ieouwn as worlk inbpectors'.

Ay ovent whleh coens ou.oeially siptnificant wad the
Joint Meosras il sioned aboub 1902 op the Natisnal Chamber

‘- T gy oy TP B P B ¥y L P .Y o "
of Industirics, tho Bolivian General Confederatlun of Fuctory

%

Workers and the Lo Paz Fedosablon ol Factory Woriers. Heco

nizing the staike voth caviesl and Jabor have i tndusirial
develorna b, 1o called for seawuees of lutereyt tuo both, and
pledred mutual copreration anong eaployers and workers to
imppove sroductivity, quatity and prices -~ and thepsuy the
progparity of all.

I chors, every effort wilch will have the eifect of
developins and sbrensthenliy;, wlthin the leadersiin and the
memters of the labor undons, 2 cceose of thelr rseoonsillilivy
o the community, o leavern thelr ratural drlee fov “minedlate
advantacse, will sreatly aselst io reduc iy an important oo~

stacle to lnvestnent and developaent.
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C. Hoed for Capital and Credit. The problem of capital

and credlt nos been extensively examnined in other connections.
Beeidog sll the other reasons lor tholy lnportonce, the need
for capisal and credit c¢onebituter an evident obstacle Lo
inveatzent, totl natienal ond ferei;n.

Under the beet ol conditions, capital from forelzn sources
can do no mora than supply o enzll {(but hopefully catalytle)
gupplenent o domestic capital. Ag has Leen stated oiten,
only as torelsn Invoptsrs see wwle evidence off confidence and
progperity on tho poart of local invesbors will they be Likely
to feel an atiractlun to Lring investaents in,

It e reported that natlonal rezources of capltal were
depleted by suosbantlal (lishis of caplital to other countriep
following the 192528 =zevolublon, and esweoclally durlng the perloed

-

of gevere 1lnllation up te 1957, ata indicate thob donestle
capltal Corastlon gince That time hag pean 2low. The pross
nastional product appears to e not much avove USS100 per canita,
and ¢ bign peoreentase of 1t 1s consuined, loaving only & sinall
amount a&s eavings avallable for new dnveatuents, perhaps avout
1% of GRP.

The need {or external zaplital and credit resources hag
heen covered {ully by others and will nut require Durther con-
gléderatiosn here. Indeed, the problems ol banking structure and
procedurass heed Jor new ceredit institutions and faclilitlies;
meane of encovroslia: gavingds credlii cosperatlives, ele., also

have veen, and are, wder separate study.
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President Adolfo Linares of the Corporacidn Boliviano
of Fomento hag made the intereeting proposal that a small

pecurities exchanze (belsa de valores) be established to

facilitabte cuyin and selling corporate and governaent
securitien, and henee to stimilate investuente in them.

For purposes of this study, two solnte phould be nade
in particular.

Mret, as the cllmate of confidence dizcugsed above 1s
achieved in o Gesree sulliclient to stimulute lnveptments in-
ternally 2nd attract them from outside, It will aleo cerve
directly to encouraze the return to Dolivia of ¢apltal which
fled previouely.

Seeond, as one of the measures taken $o encourage demestlc
capital Cormation, the new investment incentive law ccould use-
fully inciude provisions Lo encouraie voth gavinge and inveet-
ments Ly the public: as well ags to stinulate re~-investment by
companies uf thelr carninze in productive facilities and working
caplital.

One problen appears to be to encoursge wider upe of bhanks
as depoplitaries. The tax on interest recalved by depositors
from banks could be reduced ur eliminated.

Stamy taxes and wther taxes on the 1oguo and transier of
stock certiricates. vondd and other corporate gecurlities night
be reduced cr elininated, elther generally or selectively.

Dividends znd interest received on corporate pecurities
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might be whelly or partially exempted from tax for a perilod
of time.

Many variatisne on these incentives, ag wall ag other
types, can be ccnglderad. As wlth all other kinds, tChese
incentlven will only achieve thelr goals €0 the extent that

they are buoyed up by general confldence.



D. Expatriation of Trained Bolivians. One of the nicst

serlous obstacles confronting industrial developient in Solivia
is the shortage of techndelang, shtrepenourd, menagzers and
cther slrilled peopie. It Lo reported that the artonishing
number of 52,000 tvained Bollivisng, whlch i 1.1/2% of the
total population, arce living an? vbking ouleide milvia,

Thie lg a more sericug prodlem even than the Aoht of capital.

ple are sald to have lof't for politilcal

L

Many of thepe peo
reasong . Perhacs sone of then are act yoi politienlly accept-
gble by Tho authoritico, It geess unlikely Uhat such objecs
ticne could aprly o aore bthan pelatively z few of Che 52,000,

Indeed, ei’foria have been made by thio Guvernvient e glve
incantives ior bthe return of these expatyiatec., LS, Ho. 3006
of 14 Moy 1087 exenpved naticnal or foreimn techaloelans enuloyed
under contrazt by private or state Indugtrlal enterprliees fron
payaent of the glooal pupplenentary tax., Howover, an exprese
ruling by the Hinletry of lincicnda is required in cach cuage of
exerpbion. The application of tihe exenption Lo petroleun tech-
nicians lg regulabted by D.S. Mo, 5508 of O July 1900, No reports
have seen scon i the oifactivencos of these provisionsg.,

One infornant. ab least, wap zpparentiy unavare of these
provigsione. e cugcested, op o ugeful provielen oy inelupslon
in the new investment incenbive ascl, that dobh natlonel and Cop-
glon techniciaone should ve erxenyt Irom Bolivian lncome tax lor
two years and that thoy ghould ales recelve exempltion fyom 1M

port duties on their clothing, nousehold =:xuipment, furnishings
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and appliances (except automobiles). He noted that many Boli-
vian techniclians now benefit from similar exemptiong in sur-
roundin: countrisr ond thousht such incentives could serve to
encounrase miivian expatylaten to return.

Porhang, nouover, as come have sujpsested, ithe real problen
18 not lack of lneentives but Lock of opportunity. The oiserve-
tion wae expressed avove that the exleting low level of productiv-
ity of imdustry in Idlivia makes 1t very dlffleult to offer ccoi-
pensaticn gxfflclently atbtractive o brinz DRolivian expatriate
technicions vack home. 1In this pane connection, 16 1g gonewhot
paredoxiceld o heonr, in the lface of much shortaje, that new

b

gradu  eg of Sulivian unlvercitles trained 1n bugineesg nanige-

ment 1 9 difficulty in obtaolnine eploment in Shie fleld.
The, 1s surely no problem oy obstacle facing development

in Bold»  more urgently important than the problem of human

PRROWST - s
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E. The Problem of Envy. Several informants described,
&8 a8 real ovstacle to development, a situation which they
called the "provlen of envy'. Ag it was stated, thig refers

to a supporad tendency, which: apparently ie thousht $o be

&

.

wildespread, o create divficultlesn and svetacles for pergons
and companles whoeeg achlevenents are syeater than the average.
It le undergiood that thig tendency apnliess not only to busi-
negps and indupirlzl enterprigen; but thot 1t le of conslderably
broader wccurance

I do not feel that I have o gulllclent understanding of
the phencacnon te Le able to nake any comaents or suomestlons
rigapding it. EBncugh wag heard aboat 16, howvever, Lo warrant
brlef mention as a2 possidble cvptacle which perhaps should re-
celve attention.

It might not e amies to recall 2 recent conment of a
sympathetic obmerver who wrots, "Dolivian labor earne mlgerably
low wazges becauge It produces miseradly little. That ie (not)
the fault of labor alone™¥®, Uncaver may be &g blanme, How-

ever, Jelther capital nor labor coan do much to increasge produc-

}_-

tivity without cooperation Crom the others.'

From many pointe of view, cne could also include the Govern-
ment in the equation.,

Yhe way in whilch this self-evident quotation is applied can
be significant. For example, any one of the three could egay,

"My ecooperaticn in this situation is essentizl, HNow, what

Tl
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distribution of the benefits will be falr to me"?

Or, on the other hand, 1t could be sald, "The cooperation
of ths others in this gituation 1s essential. Now, what
distribution of the benefits will be falr to everybody?"

The alternatives are clear. The climate for investments

will largely depend on the choice which lp made.

Respectiully submitted,

Trank B. Ractier



