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I. Introduction 

1. In August 1985 the Government of Bolivia adopted a far-reaching 
program of macroeconomic stabilization and structural reform aimed at 
restoring price stability and creating the conditions for sustained growth. 
The program has been supported by financial arrangements from the Interna- 
tional Monetary Fund, and by structural adjustment credits and other 
assistance from the World Bank. the Inter-American Development Bank, and 
bilateral creditors and donors. 

2. In November 1994 the Government of Bolivia presented to the Fund 
and the World Bank a policy framework paper (PFP) in which it set forth its 
economic objectives for 1994-97 and described the measures envisaged to 
attain these objectives. 

3. The present PFP reviews progress in implementing the structural 
adjustment program in 1995, and updates the PFP of November 1994 by out- 
lining the Government's objectives and policies for the period to 1998. 
Also, the paper assesses the likely external financing requirements in that 
period, together with available sources of such financing. 

II. Economic Performance Durine 1995 

4. The economic program for 1995 aimed at real GDP growth of 
4 l/2 percent, a reduction of inflation to 6 l/2 percent, and an increase in 
net international reserves by US$40 million. The macroeconomic framework 
was designed to support a comprehensive program of structural reforms 
centered on the capitalization of the major public enterprises, administra- 
tive decentralization, and reforms of the education and pension systems. 
Tax measures were adopted to help cover the costs of reforms. To allow for 
one time costs of structural reforms, the program envisaged an increase in 
the deficit of the combined public sector to 4.4 percent of GDP, in line 
with the envisaged concessional net external financing. 



5. Real GDP growth is estimated to have slowed from 4.2 percent in 
1994 to 3.8 percent in 1995 reflecting the effect of a drought on agricul- 
tural output. Inflation rose from 8.5 percent during 1994 to 12.6 percent 
during 1995, mainly on account of the increase in the world price of wheat 
and the effect of the drought on food prices. Net international reserves 
increased by about US$115 million. The deficit of the combined public 
sector declined from 3.2 percent of GDP in 1994 to 2 percent of GDP in 1995, 
partly reflecting a slower than envisaged pace of structural reforms, and 
net external financing of the public sector more than covered the deficit. 
The external current account deficit is estimated to have increased from 
US$220 million in 1994 to US$365 million (6 percent of GDP) in 1995 as a 
result of a decline in official transfers and a deterioration in the terms 
of trade. The deficit was financed mainly by concessional capital inflows, 
direct investment, and debt relief granted by the Paris Club and other 
bilateral creditors. 

6. Initially, the Government planned to capitalise all major public 
enterprises in 1995, but congressional approval of legislation needed and 
securing popular support for capitalization and other reforms took longer 
than expected. By mid-1995 the pace of implementation of reforms picked up 
markedly. The Government's capitalization/privatization program was 
launched in June 1995 when management and ownership of the three generating 
companies of the national electricity company, EZNDE, were awarded to private 
investors with committed investments of US$140 million over a seven-year 
period. An electricity distribution company was sold for US$50 million in 
August, and management of the national telecommunications company, F.NTEL, 
was awarded to a private investor in September, with committed investments 
of US$610 million over 6 years. Management of the national airline, LAB, 
was awarded to a private investor in October for the equivalent of US$47 
million, and that of the national railways company, ENFE, was awarded in 
December for US$39 million. Also, 30 smaller public enterprises that 
belonged to the regional development corporations were sold or liquidated 
during the second half of 1995 with proceeds of US$12 million. To improve. 
the regulatory framework, the New York Arbitration Convention has been 
ratified and the regulatory superintendencies for the electricity and 
telecommunications sectors have been established. 

7. The Central Bank Law approved in October 1995 increases the 
independence of the Central Bank and establishes the pursuit of low 
inflation as the Bank's sole objective. The Law provides for central bank 
autonomy in the formulation and conduct of monetary and exchange rate 
policies and establishes the principle that there will be no central bank 
lending to the Treasury outside the Bank's monetary program. Also, the 
Central Bank Law provided for the creation of a nonbank financial inter- 
mediary (NAFIBO), which is a joint venture of the Government and the Andean 
Development Corporation (CAF), to take over from the Central Bank the 
on-lending of development funds to commercial banks. 

8. To address problems in the banking system, in September 1995 the 
Government established a fund to help restructure and capitalize banks 
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(FONDESIF), to be financed mainly by loans from multilateral institutions 
and the Central Bank. FONDESIF will provide loans to banks to increase 
their capital and be used to repay central bank liquidity credits, 
reconstitute required reserves, and restructure bank loans to private sector 
borrowers deemed viable. The financial support to be provided to each bank 
will be based on a comprehensive analysis of its situation and a program 
that includes the write-off or provisioning for nonperforming loans, 
improvements in management approved by the new shareholders, and quantified 
targets for improvements in the quality of portfolio and efficiency of 
operations to be monitored and reviewed by FONDESIF semi-annually as long as 
its loans are outstanding. 

9. Through implementation of the popular participation law during 
1995, the funding and responsibility for local education, health and other 
basic infrastructure projects has continued to be shifted to some 300 
municipalities. A decentralisation law that has been in effect since 
January 1996 broadens the role of departmental administrations and specifies 
the sharing of financial resources and responsibilities for providing public 
services among the departments and the Central Government. 

10. Transfer of the decision-making authority, responsibility for the 
provision of public services, and revenue to the municipalities and depart- 
ments is intended to make the implementation of policies for poverty 
alleviation more effective. As a part of the education reform the Govern- 
ment has accomplished its first-year objectives in institutional strengthen- 
ing and rationalisation (including a reduction of administrative staff by 
some 900), in training pedagogical advisors, and purchasing reading and 
reference books. 

11. In the area of customs reform, the operation of six customs 
warehouses was awarded to a private company last August, and all customs 
personnel had passed professional exams by October 1995. Regulations 
pertaining to environmental standards and workers health and safety 
standards for new investment projects were issued in December 1995. 

III. Obiectives and Policies for 1996 to 1998 

12. The Government remains fully committed to the medium-term strategy 
set out in the Policy Framework Paper of November 1994. The program for 
1996-98 aims to raise the rate of GDP growth to about 6 percent in 1997-98, 
reduce inflation to 5 percent by 1998, and continue progress toward 
viability of the balance of payments. Lifting the rates of domestic savings 
and private investment remain the main challenges in pursuing sustainable 
higher growth rates. Implementation of programs to improve social services 
and infrastructure and to develop human capital will be intensified to 
achieve a reduction of poverty during the program period. 

13. The program envisages an increase in domestic investment from 
14 l/2 percent of GDP in 1995 to 18 l/2 percent of GDP in 1998, with the 
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share of private investment rising from about 40 percent to 60 percent 
during this period. Some 60 percent of the projected rise in private 
investment during 1996-98 would result from a strong increase in foreign 
direct investment associated with the capitalization program. National 
savings (including official transfers) are projected to rise from 8 l/2 per- 
cent of GDP in 1995 to 10 percent of GDP in 1998 notwithstanding a decline 
in official transfers by l/2 percentage point of GDP during the period. 
Owing to capitalization, both public investment and savings will be trans- 
ferred to the private sector during 1996. The pension reform also is 
expected to result in a transfer of savings from the public to the private 
sector during a transition period. As a result, the share of the private 
sector in domestic savings is projected to increase from one third in 1995 
to one half in 1998. 

14. The Government remains committed to sound fiscal and monetary 
policies that will consolidate macroeconomic stability and continue to 
improve the environment for private investment and export led growth. The 
Government attaches high priority to bringing down inflation. In the event 
that the one-time factors affecting inflation are not reversed as quickly as 
anticipated during 1996, fiscal policy will be strengthened. In 1996 the 
Government intends to capitalize the state petroleum company, YPFB, and the 
state smelter company, EMV; to start implementing the pension reform; to 
accelerate the education reform; and to complete the sale or liquidation of 
smaller public enterprises that belonged to the regional development 
corporations. 

Macroeconomic Dolicies 

a. Fiscal uolicy 

15. The Government is committed to maintaining Bolivia's public 
finances on a sound basis by improving the efficiency of revenue collection 
and the quality of public expenditures. The overall deficit of the combined 
public sector (after grants) is projected at 2.6 percent of GDP a year in 
1996 and 1997 and 2.4 percent of GDP in 1998. These deficits are expected 
to be covered by external financing, nearly all on concessional terms. 

(1) Revenue uolicies 

16. To strengthen the revenue contribution of the hydrocarbons sector 
from 5.9 percent of GDP in 1995 to 6.3 percent of GDP a year in 1996-97, 
excise taxes on petroleum products were raised in January 1996, resulting in 
an increase in retail prices for these products by a weighted average of 
16 percent. The excise taxes are projected to yield revenue equivalent to 
2.6 percent of GDP in 1996, more than offsetting the expected loss in 
hydrocarbons royalties (2.3 percent of GDP). The new hydrocarbons law 
currently under discussion by Congress specifies, inter alia, the tax regime 
for the sector after capitalization. The main elements of the new tax 
regime are: (i) a 35 percent national royalty on production from existing 
oil and gas fields (old hydrocarbons); (ii) a 3 percent national royalty on 
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all oil and gas production (old and new); and (iii) a 12 percent royalty 
earmarked for local governments on old and new output. Producers of oil and 
gas will also be subject to the general tax regime (corporate income tax, 
tax on profit remittances, the transactions tax, and VAT), and an additional 
25 percent surtax on income. The corporate income tax, tax on remittances, 
and income surtax will be creditable against half of the national royalty on 
old hydrocarbons. 

17. Revenues will be increased in 1996 by the reinstatement of mining 
royalties, expected to yield 0.2 percent of GDP. The Government will 
monitor all aspects of changes in the tax structure and the tax effort 
resulting from the shift of the major public enterprises to the private 
sector, and will implement changes if needed to increase tax revenue to 
achieve its fiscal targets. 

18. Steps to improve tax and customs administration will be 
intensified during 1996. A unit at the internal revenue office will be 
assigned to monitor hydrocarbons revenues, and the control of large 
taxpayers will be strengthened by the establishment of a unit at the 
national level to administer collections from the largest 500 taxpayers 
accounting for 75 percent of revenue. Also, separate large taxpayer units 
will be created in three additional regions. To improve the efficiency of 
customs administration, the Government will submit to Congress by August 
1996 comprehensive customs legislation, which will clarify the responsibili- 
ties of each part of the tax administration and allow a better coordination 
of information on taxpayers by internal revenue officers and customs 
officials. In addition, the first steps will be taken to provide electronic 
connection of the main customs posts in the country. 

(2) Public exnenditure policy 

19. Consistent with the reduced role of the state following the 
capitalisation of the major public enterprises, the Government intends to 
reduce both current and capital expenditure in the medium term. As part of 
its efforts to improve the efficiency of public expenditure, expenditures in 
higher education will be limited to allow for an increase in outlays for 
primary and secondary education and health, and for improvement in the 
supply of public services in rural areas. World Bank staff will conduct a 
comprehensive public expenditure review in 1996. 

20. Current expenditure of the general government is projected to 
decline from 22 percent of GDP in 1995 to about 20 percent of GDP in 1998. 
As a general policy, the Government plans to reduce the wage bill in 
relation to GDP. A selected group of about 300 civil servants a year 
representing less than l/2 percent of government employment will receive a 
one-time upward wage adjustment as part of an ongoing civil service reform 
program designed with the assistance of the World Bank. Steps will be taken 
to prevent overruns in the public sector wage bill, including improvements 
in payroll administration that will be implemented by June 1996. 
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21. Public sector capital expenditure is projected to decline from 
about 9 percent of GDP in 1995 to about 8 percent of GDP in 1998, as 
investment by the public enterprises that have been capitalised will shift 
to the private sector. The emphasis of the public sector investment program 
will continue to shift towards economic infrastructure and the social 
sectors, with the share of these sectors in public investment increasing 
from 78 percent in 1995 to about 85 percent in 1998. It is expected that 
the transportation sector (mainly roads for export corridors and feeder 
roads) will represent about 35 percent of the total investment program, 
while the social sectors will absorb 50 percent of public investment, of 
which some 20 percent will be for health and education and about 30 percent 
for water supply, sanitation, and nonhousing urban development. The World 
Bank staff has reviewed the Government's public investment program for 1996 
and has found it consistent with the program objectives. Projects are 
generally in line with the envisioned new role of the state, and indicate 
further reallocation of funds toward investment in basic infrastructure 
(about 40 percent of the total) and social sectors (about 37 percent of the 
total). The public investment program for 1997-98 will be assessed on an 
annual basis. To improve the efficiency of capital expenditure, in 1996 the 
Government will develop and implement procedures to monitor and evaluate 
public investment projects of the departmental administrations and the 
municipalities. 

22. The Government will strengthen the monitoring and control of 
expenditures by local governments. A special unit will be created in the 
Ministry of Finance to ensure, in coordination with the Senate, that the 
funds allocated to local governments rhrough revenue sharing are spent on 
schools, roads, and other infrastructure consistent with the national plan 
set in the budget. 

b. Monetary and credit policies 

23. The credit program of the Central Bank will continue to be based 
on an increase in currency in line with the inflation objectives of the 
program and the targeted increases in net international reserves. The 
program for 1996 incorporates the impact of operations by the Central Bank 
and FONDESIF to help restructure and strengthen the capital base of several 
commercial banks. Along with the restoration of confidence in the banking 
system, broad money is projected to increase slightly faster than nominal 
GDP in 1996. With the fiscal deficit limited to what can be financed from 
abroad, there will be room for adequate real growth of credit to the private 
sector, while improved efficiency and continued strengthening of banks would 
contribute to a gradual decline in the spread between domestic and foreign 
interest rates. 

24. Open market operations will continue to be the main instrument of 
monetary policy. The Central Bank will continue to develop the secondary 
market in treasury bills, so that over time these replace central bank 
certificates of deposit for the purposes of open market operations. 
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c. External sector policies and Drosnects 

25. The Government will continue to pursue policies to promote growth 
of traditional exports (hydrocarbons and mining exports) and boost non- 
traditional exports, particularly through the expansion and improvement of 
the export corridors road network and by expanding markets in Latin America 
through greater regional integration. 

26. Bolivia maintains a unified exchange system in which the exchange 
rate is determined in daily auctions conducted by the Central Bank. This 
system has provided flexibility and facilitated adjustment to external 
shocks, and the Government intends to maintain the present system. The 
continued pursuit of prudent financial policies and an open trade system 
will be central elements of the strategy to maintain international competi- 
tiveness while scaling down inflation. 

27. The Government will maintain the trade and payments system free of 
restrictions and will continue to seek greater regional trade integration. 
Following the multilateralization and deepening of existing bilateral 
agreements with Mercosur member countries agreed in December 1995, the 
Government will seek to complete negotiations to establish a free trade zone 
with Mercosur countries by the end of 1996. The tariff system will be 
maintained, with a uniform tariff of 5 percent on capital goods imports and 
10 percent on all other imports. 

28. The Government's debt management policy will focus on securing 
concessional foreign assistance in order to alleviate the heavy debt-service 
burden. The Government is committed to implement the agreement reached with 
Paris Club creditors in December 1995 for a reduction and reorganization of 
its external debt on Naples terms (described further in paragraph 57). The 
Government is committed to maintaining good relations with its creditors and 
will not incur new arrears. 

Structural reforms 

a. Public sector reforms 

(1) The capitalization and urivatization nroerams 

29. The Government will capitalize YPFB by June 1996 and EMV by 
September 1996. In this regard it will to the extent possible, continue to 
transfer debt and labor liabilities of the enterprises to the shareholders. 
Investors will continue to be selected through a transparent international 
competitive bidding process. During 1996 the Government also intends to 
complete the process of privatizing or liquidating the small- and medium- 
size public enterprises that belonged to the regional development 
corporations. 
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(2) Pension reform 

30. The Government remains committed to the pension reform described 
in the Policy Framework Paper of November 1994. By October 1996, the 
Government intends to complete the restructuring of the existing Basic 
Pension Fund (FOPEBA). Also, the Government intends to secure passage of 
the enabling pension law and associated regulations by December 1996. The 
establishment and staffing of the supervisory institution will take place by 
December 1996 and it is expected that private pension fund administrators 
will be operating and managing pension assets of Bolivian workers by March 
1997. 

(3) The link between capitalisation and the pension reform 

31. The capitalization program and the pension reform will be closely 
linked. The Bolivian shares of the capitalized enterprises are temporarily 
being placed in custody of a fund managed by Cititrust until private pension 
funds are created. The distribution of shares to individual retirement 
accounts managed by a few pension funds will be completed in the first half 
of 1997, after the public enterprises have been capitalized. 

(4) Ponular narticiuation and administrative decentralization 

32. The Government will continue. to implement the popular participa- 
tion and decentralization programs by assisting the consolidation of 
autonomous municipal governments, including by completing the establishment 
and integration of grass-root groups into the political process. The 
Government also intends to strengthen the administrative capacity of the 
municipalities by providing training in accounting, budgeting, expenditure 
control, and tax administration. Departmental councils are being 
established to supervise budget execution and regional investment plans. 

(5) Governance and Dublic accountability 

33. The Government will continue to implement institutional reforms 
that seek to reduce the role of the state and to improve its efficiency, 
including continued implementation of the civil service reform program. To 
establish an appropriate regulatory framework, the Government will staff the 
superintendency for transport and that for water, sanitation and irrigation 
by July 1996; and the superintendency for hydrocarbons by September 1996. 
Also, the Government intends to seek passage of a law on arbitration, 
conciliation and mediation by December 1996, which will serve as the basis 
for a program to improve the handling of judicial dispute resolution. To 
remove the prevailing legal constraints with regard to the use of 
collateral, the Government will seek passage of a secured transactions law 
by December 1996. Based on the results of studies to be completed by 
end-1996, the Government will undertake a program to improve the commercial 
and property registries. 
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34. The Government is committed to ensure that the judiciary expedite 
the resolution of disputes arising from commercial and financial operations 
and ensure that judicial rulings are consistent and transparent. To achieve 
this, an initial group of 30 leading judges will be trained in the applica- 
tion of these policies during 1996 and the training of all judges will be 
completed by end-1997. Systematic evaluation of judges' performance will 
continue in 1996. By end-1996 a full-fledged career system will be 
implemented. 

b. Financial sector reforms 

(1) Imulementation of Central Bank Law 

35. The Central Bank Law approved in October 1995 defines more clearly 
the central bank mandate to regulate the operations of the financial system, 
except for prudential regulations, which remain the purview of the Super- 
intendency of Banks and other Financial Institutions (Superintendency). The 
regulations on bank reserves, gradual elimination of related-party bank 
credits, central bank liquidity credits, and minimum conditions for the 
opening and functioning of financial intermediaries, will be revised during 
1996 to improve the effectiveness of central bank policies in light of the 
new Law. 

36. The new nonbank financial intermediary, NAFIBO, will begin 
operations in May 1996. taking over from the Central Bank the on-lending of 
the development funds to commercial banks. Projected operations of NAFIBO 
have been incorporated in the financial program for 1996. NAFIBO has been 
constituted in accordance with the private sector commercial code and its 
operations will be subject to prudential controls of the Superintendency. 
The Government intends to start offering shares in this corporation for sale 
to the private sector by May 1997, and over a period of five years the 
Government will either sell the majority of shares to the private sector or 
terminate its financial participation in the corporation. 

37. The passage of the Central Bank Law also facilitates the comple- 
tion of the Bank's restructuring. In the first half of 1996 the new Board 
of Directors will approve the statutes, and adopt a manual on administrative 
organization and other internal regulations. In addition to the removal of 
most of the Development Department, the administration of four cultural 
institutions will be removed from the Central Bank during 1996, which will 
result in an additional reduction of the central bank staff by 16 percent 
during the year. Central Bank personnel will thus have been reduced from 
about 740 at the beginning of 1994 to about 480 at the end of 1996. 

(2) Policies to strenethen banks 

38. The credit program for 1996 incorporates the operations of the 
Central Bank and FONDESIF to capitalize and restructure four private com- 
mercial banks that experienced problems during 1995, and limited additional 
funds to help strengthen other banks as needed. Total support to the 
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banking system during 1996 is estimated at *bout US$200 million, of which 
direct central bank support is estimated at US$llO million. Support from 
FONDESIF would amount to US$90 million, of which the Central Bank would 
provide an additional US$40 million and the rest of the financing would come 
from loans from multilateral institutions. Direct central bank support will 
be provided in the form of purchase of nonperforming assets of banks, and 
some liquidity support would be continued. Most of the central bank support 
will be immediately sterilized as the banks will have to use the funds to 
repay central bank emergency (liquidity) credits and reconstitute legal 
reserves. The Treasury will bear the ultimate responsibility for the 
repayment of financing to FONDESIF, including the loans from the Central 
Bank. 

39. The banking system will continue to be strengthened over the next 
three years as banks comply with the requirements of the new Central Bank 
Law to raise the capital to assets ratio from 8 to 10 percent; to apply 
Base1 standards for valuation of bank assets; and to eliminate lending to 
related parties. During the first half of 1996 the Central Bank and 
Superintendency of banks will issue regulations on gradual adjustment to 
these requirements. 

(3) Develoument of the cauital market 

40. The new securities market law and a revision of the law on 
insurance and reinsurance will be submitted to Congress by December 1996. 
The objectives and content of the legislation are described in the PFP of 
November 1994. 

c. Sectoral policies to accelerate economic erowth 

(1) Aericulture and rural develoument 

41. Land tenure systems and inadequate infrastructure constrain 
agricultural production and exports. To improve the land tenure and titling 
systems, the Government intends to: (a) implement a new land administration 
system, including securing passage of laws establishing the National 
Agrarian Reform Institute and the Legal Cadastre Registry by April 1996; and 
(b) secure passage of a new Land Law by January 1997. The Government has 
formulated a rural community development strategy to reduce rural poverty. 
Elements of the strategy include: (a) improvement in access to and quality 
of social services, particularly education; (b) technological modernization 
of the agricultural sector; (c) sustainable management of natural resources; 
and (d) improvement in rural infrastructure, particularly roads, water, and 
basic sanitation. 

(2) Hydrocarbons 

42. The Government remains committed to a major reform of the hydro- 
carbons sector. To this end, the Government intends to secure passage of a 
new hydrocarbons law that was submitted to Congress in February 1996, that 
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contains the key elements described in the PFP of November 1994. A priority 
in the development strategy for the sector is the expansion of export 
markets for natural gas. In this regard, the Government is seeking to 
secure the extension of the contract for gas exports to Argentina. The 
Government will continue to promote investment in a gas pipeline to Brazil, 
with the intention of having the private sector play the key role in 
financing, constructing and operating this pipeline. 

43. The Government will limit COMIBOL's role to the management of 
state properties and of lease contracts with private operators. To increase 
the attractiveness of mining to long-term investors, the Government will 
seek to secure the approval of a new mining code by December 1996. The new 
code will provide for mining leases of more than ten years and will 
harmonize tax provisions with international tax practices. In addition, the 
Government intends to carry out the mining cadastre and to centralize 
geological and mining services. 

(4) Infrastructure 

44. Transoort sector. The Government will finalize its strategy for 
improving the efficiency of the transport sector by December 1996. The 
objectives of this strategy were described in the PFP of November 1994. 
Following the decentralization of responsibility for the secondary and 
tertiary road networks, the capacity of the departments in road management 
will need to be strengthened, while the role of the National Road Service 
(SRNAC) will be limited to the completion of the ongoing externally financed 
projects. The National Secretariat for Transportation will be responsible 
for the planning and coordination of maintenance and expansion of the 
national (trunk) network. 

45. The Government will regulate the railway system to ensure safe 
operations and to prevent monopoly and discriminatory practices. Following 
the capitalization of the railway company, the Government is gradually 
reducing the existing transfers for freight to the railway company and will 
eliminate them by January 1997. However, to assure the provision of 
passenger services to remote areas, the Government may provide limited 
subsidies. In aviation, the Government will finalize the restructuring of 
the public enterprise in charge of airport services (AASANA) by end 1996. 

46. Other Infrastructure. The Government's objective in the 
electricity sector is to increase the level of services to rural consumers 
by allocating public resources to transmission and seeking private sector 
participation. In electricity and telecommunications, the Government will 
continue to strengthen the institutional and legal framework to enforce 
regulation*. 
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d. Development of human resource*, social services, and 
poverty alleviation 

47. The Government's social sector strategy is a key element of the 
economic policy program, and is centered on the development of human capital 
to alleviate poverty and increase the capacity for sustained economic 
growth. 

(1) Education 

48. The Government will continue implementing the education reform 
p=w==b including the new organizational structure with administrative 
decentralization and mechanisms to en*ure community participation. Further- 
more, the Government intends to increase the budget allocation to primary 
and secondary education from 13 percent of central government expenditure in 
1995 to 13 l/2 percent in 1996, 14 percent in 1997 and 15 percent in 1998; 
and establish a plan to eliminate gradually transfers to the universities by 
the Treasury. The Government will adhere to clear and objective technical 
criteria for the promotion of all staff in the system and will continue to 
provide in-service training. 

(2) Health. water. and sanitation 

49. The Government is committed to improving primary health care 
services (including especially maternal and child health programs and 
coverage of the rural areas) through * more decentralized and efficient 
delivery system. To achieve these objectives, the Government intends to: 
(a) develop and initiate a reform of the health care system during 1996; 
and, (b) increase the share of health expenditures devoted to primary health 
care, based on an indicator to measure this share that will be developed 
during 1996. The Government also will continue implementing its national 
water and sanitation program, including the Rural Water and Sanitation 
Program (PROSABAR). 

(3) Poverty reduction and safety net Droerams 

50. The Government intends to reduce poverty by raising the rate of 
economic growth end implementing targeted programs to improve the coverage 
and quality of basic education end basic health care. Also. the plan to 
distribute 50 percent of the shares of the capitalized enterprises on an 
equal basis to Bolivian adult citizens will help assure that the benefits of 
economic growth are shared throughout the population and help raise income 
for retiree*. To improve income opportunities for the poor, the Government 
will accelerate the land reform (including a new law strengthening property 
rights for smell farmer*). 

51. The Government will intensify its efforts to develop quality 
indicators for social expenditure end introduce an information system to 
facilitate monitoring and improvement of its social programs during 1996 
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The Government will continue to implement its targeted programs, including 
projects financed through the Social Investment Fund (FIS), the Mother-Child 
Health Care Program, the Food and Nutritional Vigilance Program (PROVIAN), 
the Integrated Child Development Program (PIDI), and the programs for the 
development of indigenous people. 

(4) Sustainable develoDment and the enviroxunent 

52. The Government remains committed to improving the management of 
the country's natural resources and preserving the environment. During the 
first half of 1996 the Government will implement the recently approved 
regulations of the Environmental Law. To improve the management of forests 
and national parks, the Government will seek passage of a forestry law and a 
biodiversity law by December 1996. Based on the completed analysis of the 
four most important hydrobasins, the Government will develop and implement a 
strategy to ensure the provision of high quality water and its rational use. 
The Government will seek passage of a water law by July 1997. The Govern- 
ment will continue to implement the National System of Protected Areas. 

e. Technical assistance reauirements 

53. Technical assistance provides an important contribution to the 
formulation and implementation of the Government's structural reform 
program. In 1996, the requirements of technical assistance will be 
concentrated in the areas of: (i) the development and implementation of 
policies and programs in social sectors; (ii) strengthening of public 
institutions; (iii) the public finances; and (iv) the financial system. 
Increased importance will be attached to the development and implementation 
of programs benefiting the poor, and to environmental projects and programs. 
A list of identified (ongoing, committed and proposed) technical assistance 
and plans in the macroeconomic and social areas is attached. The Government 
is committed to continuing efforts to raise the effectiveness of technical 
assistance by ensuring that the priorities are well defined and that 
adequate local staff and other resources are allocated to the counterpart 
work, follow-up and implementation. 

IV. External Financine Reauirements and External Debt Policies 

54. Implementation of the economic and social program described in 
this paper will require substantial inflows of concessional assistance in 
1996-98 to supplement the domestic savings effort and private capital 
inflows. This external support is essential for Bolivia to achieve 
sufficient real growth and structural reforms to provide for a substantial 
reduction in poverty. 

55. Estimates of the external financing requirements have been made on 
the assumption that the volume of exports will grow by about 6 percent a 
year over the period 1996-98, led by strong growth of nontraditional 
exports. The volume of imports would rise sharply in 1996 and 1997 
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reflecting imports of intermediate and capital goods linked to capitaliza- 
tion, and the current account deficit (excluding official transfers) is 
expected to average some US$790 million a year during 1996-98 (Table 2). 
Taking into account scheduled external debt-service payments, the gross 
external financing requirement would average about US$1,035 million a year 
in 1996-98. 

56. The external financing requirement is expected to be met by 
projected disbursements of official grants and long-term loans of about 
US$515 million a year in the period 1996-98, one third of which would be in 
the form of official grants mostly from bilateral sources. Disbursements 
from the Inter-American Development Bank are projected at about US$155 
million a year during 1996-98 and those from the World Bank are projected at 
about US$95 million e year. The second and third annual arrangements under 
the ESAF would provide financing of about US$52 million a year in 1996-97. 
Under current assumptions, and taking into account scheduled amortization, 
Fund repurchases and repayments, and net flows of private capital (which are 
projected to increase owing to the capitalization program), the current 
account deficits are projected to be financed without additional need for 
debt relief during the program period. In the case that private capital 
inflows do not fully materialize as projected, imports would be corre- 
spondingly lower and no financing gaps are expected to emerge. 

57. The debt- and debt-service projections (Table 3) incorporate the 
terms of the stock-of-debt reduction and restructuring under Naples terms 
agreed with Paris Club creditors in December 1995. This operation provided 
for a 67 percent reduction in net present value terms of eligible debt to 
Paris Club creditors at end-1995, amounting to about US$980 million. 
Bolivia's external public debt is estimated at USS4.8 billion at end-1995. 
In present value terms, the debt is estimated at USS2.8 billion, equivalent 
to about 46 percent of GDP and 210 percent of exports of goods and services. 

58. The public sector debt burden is expected to decline from 79 per- 
cent of GDP at end-1995 to 69 percent by 1998. The debt-service ratio would 
decline from 41 percent of exports in 1995 to 27 percent in 1996 and 23 per- 
cent by 1998. On the assumption that the ratio of government revenue to GDP 
remains unchanged at its current level of 25 percent, the ratio of external 
debt service to government revenue would decline from 33 percent in 1995 to 
20 percent in 1998. 
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