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Bolivia

Economic Indicators
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Statistical Profile’

Arga (K2} vovvves 1,008,581
ion 1984 (thousands of inhabitants) ......oeaiisiines 6,253
rma;:%ﬁ:ﬁfge of urtcan population 47.1; rural 52.9)
Annual rate of growth of total population 57
Average 1970-84 ) Rtk ;
i 1,000 inhabitants (1984) .....onn 43.2
ﬂgnhaﬁ:fep%?r 1,000 inhabitants (1984) .. ....... 15.4
Infant mortality per 1,000 live births (1982) 124.4
Years of life expectancy at birth (1884) . ...\ vvvaevnrrcnsincinens 540
Percentage of literacy (1980) ......cocovverieimsrnenresins 67.7
Labor force by sector (1980) (Percentages)
AGHCOIINE 55 s mits sessyasa vy g en CETRERARI S50 sgé
R a2
Manufacturing . . s s e R R 10.
CLASTUHON. ot 8154 i Swsta S SR A ST e 0 4.7
OIS ...« v's b oo i R o R st T 259
1982 1983 1984**
Real production (Growth rates)
Tgtal GDP (market prices) ; -B.7 -76 -3.0
ricultural SECIOT . ... i iiinns -22 -220 3.5
MINing SECIOT ..o cvvve vmsmssnrosssesins -94 -04 155
Manufacturing SECtor ., . ...cooaciiiaas v -153 -7.5 -66

Construction SECIOT ... .. ovurvuiimaisssmrommnaron s —40.0 00 -202

Central government (Percentages of GOP)
Current IBVENUBS . . ..ooourireres 7.1 49 a5
Current expenditures 12.0 16.5 159

Current savings —49 =118 =i24
Capital expenditures 1.5 08 08
Deficit or surplus . . ~-6.4 124 -—-132
Domestic financing . . . 58 12.4 13.2

Money and prices (Growth rates)
Co::umgr:;ces .................... 1235 2756 12813
MOREY SUPPIY. < v e e seesssmeieaa s 2288 207.0 18896
DOMESHC CIETIt . .. oo ovveovvmemirs s amca s s paas s 345.1 1714 B145

PUBNG s amag: 419.4 217.8 9698
BERBED st © e e e A e S ST 4 273.6 1041 4848

Exchange rate, average
(u:;tg:oi national?:%rrency perdollar) . ......ooooiiiienns 63.81 229.78 2,174.21

Balance of ments (Millions of dollars)
Marchar?t?se exports (FOE) ....... 7798 7569 7074

" Merchandise imports (FOB) . .......oooivrmnmnereeenns 4039 4818 4223
Merchandise balance .. .........cccoooiiiiae 3759 2751 2850

Net SOIVICES ....cu.ierneoisensneess ... -5059 -5642 -574.0
Current account balance . ...........ooeiuiiiiian —B7.2 -1825 -203.0
OMficial CAPHAL « . vvvvnves s qrreconnnsvisnsnain wear - BEVD na. na.
Private capital ., ... ..ooeeeiiie it sew,  —THD n.a. n.a.
Change in net reserves (— iNCrease) ..............c.o -29.7 191 -111.0

External public debt (Millions of dollars)
;g:aiplc 3,157.7 3,849.0 n.a.
DHSBUTSOO ...« vsvseas cinmn bamn s gy iushada duba v s gns 25548 29689 3,131.0
Debt service (interest and amortization) ................ 2602 2667 2540

Debt service as a percentage of exports of
goods and non-factor SEIVICes ...............cooo 28.3 305 n7

* The data in this section have been obtained from the sources listed on page 207. Any clarification or
interpretation of the data should be referred directly to the pertinent source.

** Preliminary estimate.
na, Not available.

Recent Economic Trends

The serious situation of the Bolivian economy in recent years, which was
aggravated by economic policies that were often incomplete or lacked con-
tinuity, further worsened in 1984 when the shortage of foreign exchange
Became more pronounced and access to external financing was reduced. The
deep distortions in the productive system this situation caused, accentuated the
internal and external disequilibria and led to labor unrest. Repeated changes of
the economic authorities hampered the implementation of the economic ad-
justment programs launched in 1984. The efforts of the Government to
maintain the purchasing power of wages and salaries and simultaneously
ensure the supply of essential consumer goods at controlled prices failed to
achieve their objectives. This failure discouraged production and I‘uel_c(_l_i_r_:ﬂa:

tionary expectations. Consequently. the gross -.lomcstig_‘Drgg]u‘u_lh_(_(_][)g)w[gllﬂl'or

1hﬂ@ﬁh_gm._&gg_u_tjﬂiqur. and in 1984 was down 3 per cent from 1983,

In 1984, the downward trend in the nuipﬁtﬁq{_g_l_l_l_hgy_ri"ugi_p_alﬁmnomic
sectors of Bolivia except agriculture continued. As a result of normal weather
conditions and the execution of recovery projects, the contribution of the
agricultural sector to GDP was positive and reflected a recovery from the
sharp fall in the levels of production in the previous year. Furthermore, factors
such as the shortage of raw materials and of machinery and spare parts; limited
access to credit; distortions arising from the disarray of the exchange system
and the shortage of foreign exchange: the increase in smuggling; the rise in the
cost of certain_inputs; and the many labor conflicts—both strikes and lock-
outs—in 1984 affected the mining, industrial, and construction sectors in
varying degrees and were a factor in the low levels of production achieved by
those sectors during the year.

The marked financial disequilibrium of the public sector, with its adverse
effects on the balance of payments and inflation, became one of the major
factors in the deterioration of the economy in 1984. Preliminary data show
that, despite significant cutbacks in investment outlays, the overall deficit of
the public sector rose to a level equivalent to 21.5 per cent of GDP, substan-
tially more than the 18.2 per cent level achieved in 1983, and basically
reflected the sharp increase in public dissaving. The general fall in tax revenue
reduced the tax burden to only 2.2 per cent of GDP in 1984, far below its peak
of 11.8 per cent in 1976. This decrease was primarily due to the decline in the
operating surpluses of the public enterprises, the decrease in collections from
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the dcprcwcd external trade, and an erosion of the tax base caused by changes

in thé faxation system. e |

The increase in the financial requirements of the public sector at a tin:~
when access to external financing sources was reduced led to sharp expansior
of bank credit in 1984. The maintenance of high legal reserve regunrcmcms for
de'rﬁﬁﬁa_d;pt_mils proved incapable of containing the expansion of the net
assets of the banking system. Although 83.2 per cent of bank loans went to the

public sector, for the first time in the past seven years the relative share of the
prﬂaie?aécurﬁr in total credit—16.8 percent—represented an increase relative

to the previous period.
The maintenance of interest rates at levels much below those of the

it

growth rate of domestic prices helped disrupt the financial market. Thus

quasi-money, consisting essentially of time deposits, fell frona level equiv-
alent to 6.8 per cent of GDP in 1983 0 3.6 per cent in [984. Tfl?_i““h
obtained was converted into dollars or into durable goods.

Furthermore. the monetization_of the public_deficit described above
became an important s wurce of inflationary pressure. Indeed. although the
rapid rise in the quotation of the dollar on the parallel market primarily
reflected the marked shortage of foreign exchdnge. that increase became
extremely sensitive to the monetization of the deficit. Likewise, the_growth
rate of domestic_prices became more closely correlated with changes in the
parallel market, In addition. inflation was fueled by the elimination of a large
number of subsidies and by the limited availability of imported foodstuffs and
inputs. The consumer price index showed an average annual increase of
1.281.3 per cent. In addition, accelerated by hyperinflation, prices rose by
2.177 per cent between December 1983 and December 1984.

In 1984 the demand for Bolivia’s exports continued to be depressed. The
average prices of some of its principal mineral exports (tin, tungsten, lead and
silver) held to levels between 40 and 73 per cent of those of 1980. Further-
more, the average price levels of non-traditional exports were below those of
1980. In addition, the profitability of exports was reduced even more by the
maintenance of a fixed exchange rate during periods of accelerated domestic
inflation. Together, these factors produced a fall in export value. =

The gradual drying up of the habitual sources of external financing, the
general slowdown in economic activity, and the delays in payments for gas
exported to Argentina largely explain the limited dynamism of imports. The
authorities assigned the scanty foreign exchange available to the purchase of
raw materials, intermediate inputs, and capital goods in order to prevent an
even greater fall in domestic production.

The surplus in the trade account of the balance of payments, which was
slightly higher than that in the previous year, was insufficient to offset the
greater outlays required for the payment of interest on the external debt. The
result was an increase in the current account deficit. Despite the deficit in the
capital account, the balance of payments showed an increase in net interna-
tional reserves because of the positive balance in the special financing ac-
count, which includes deferred debts and debts in arrears.

RECENT FCONOMIC TRENDS, POLICTES AND OUTLOOK - 2

The agreements tor the rehinancing of the external debt concluded in
carlier years were insutficient to case the burden of the debt service on the
scanty earnings generated by exports. Consequently. in July 1984 the Govern-
ment temporarily suspended payment of the debt contracted with international
private banks. Nevertheless, negotiations for achieving a refinancing agree-
ment with private creditors were opened. and the servicing of the debt from
official sources was continued. As a result of the above-mentioned suspension
of payments. the balance of the medium- and long-term debt due and unpaid
as of 31 December 1984 amounted to $719.3 million. If the total debt service
due, including the portion in arrcars, had been paid, the service would have
been equal to 134.4 per cent of export earnings from goods and non-factor
services.

Economic Policies

The difficult situation of the Bolivian economy in 1984 led the Government to
adopt an emergency economic program in April and to introduce additional
corrective measures in November. Ry

On those two occasions., the prices of certain components of the family
basket of basic goods and of petroleum derivatives were sharply increased. In
addition, the prices of transportation, telecommunications. and mail services
wgu._:___r;_lj;ﬂ_gy__'i‘lw emergency program also included a reduction in the sub-
sidies on bread and flour and decontrol of the prices of agricultural and
livestock products. .

To maintain the purchasing power ol wages and salaries and to compen-
sate workers for the price hikes included in the emergency program, the
authoritics agreed to raise wages and salaries by 100 per cent in March and
then by an additional 15 per cent on June 15. In November, an increase in the
minimum_wage, equivalent to 13.55 times that wage in November 1983
(30,100 pesos). was granted retroactive to the first of the month. An additional
increase of 33 per cent in the new minimum wage was also agreed upon as
compensation for the rise in the prices of basic necessities. '

Among the exchange measures included in the emergency program were
continued control by the State of foreign exchange and surrender to the
mnrﬂz_:_r_\;_@_l._l_l_hnrity_ of 100 per cent of foreign exchange derived from external
trade and external loans. A parallel market for trading the foreign exchange
generated by tourism was also legalized: the proceeds were to be used for
travel. education and health expenses. Although a flexible exchange rate
system was legally instituted, it was not put into practice. After a short period
during which two official exchange rates were in operation, the Government
reestablished the single exchange rate in November and fixed it at 9,000 pesos
to the dollar.

The institutional strengthening measures adopted in April included: the
establishment of a Monetary Board as the higher collegial agency responsible
for determining and regulating monetary. exchange, credit and fiscal policies
and the establishment of the State Agency Inspection and Control Unit,
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responsible for the oversight, sup-.rrvisiqn. ‘inspcct.ion. gnd permanent L'f)n.U:iTI]
of the Central Bank of Bolivia, fln‘f!l:lCluI institutions, insurance companies.
and financial intermediaries. In addition, pub.hc sector agencies WL’!‘t.‘_i}_‘lrhlL]-‘
den to contract external debts without the prior and express authorization of
ary Board.

a5 MFE:IT:::{\:HW. in November the National External Trzlde and Finuncing
Council was established. It comprised eight Ministers of Slﬂll._? and !bc Pru:ﬁl-
dcmmﬂk- The Council will propose strategies for dealing with
the external debt and external trade and will direct l_}le rccbmcafl studies for
organizing the National Foreign Trade and External Financing System.

Outlook =

The economic prospects of Bolivia in the immediate future will dcp:crEd on the
decisions adopted by the authorities for reducing the nvc:ra]! deficit of thf:
public sector to a level compatible witﬂg_rggﬂa_t_c_cﬁm_mm_@f_hank credit
and the simultancous execution of measures designed to improve the external
financial situaliﬁi_llq_glumry. They will also continue to be coupled Wl?h
efforts by the Government to provide a stablc}\'o]ilical environment that w1lll
restore confidence in the peso, encourage domestic savings, and contain
capital flight. o

Although the indexing of tax balances in arrears in effect since March
1985 and the tax measures adopted in February of that year will help increase
revenue, a reduction in the deficit will demand effective control of current
expenditures. This control entails the adoption of a wage polic_y tlhat willl
enable inflation to be controlled. This policy must be combined with immedi-
ate steps to promptly improve the management and finances .Uf !hF state
enterprises, in particular of those producing goods and services for the
domestic and the external markets.

The distortions in the structure of domestic prices must also be reduced.
Such a reduction means that the exchange rate, interest rates. and administered
prices will have to be adjusted to reflect actual conditions in_the nprkcts
concerned. These adjustments could be achieved through the application of
the flexible exchange and interest rates the authoritics have provided for on
repeated occasions but have not succeeded i implementing. The gradual
elimination of price controls would also help achieve those purposes.

Given the acute shortage of foreign exchange the country will continue to
face in 1985, the external debt service is another determinant of the shnrt-t.enn
economic prnspc_ég-;lrlinlivia. In these circumstances, the lightening of the
debt service burden will largely depend on the conclusion of a new reschedul-
ing agreement with the private banks and possibly new bilalcr_g_l_z_i_gyccmcms
with such creditors as Argentina and Brazil. The rescheduling of the debt with
the private banks is probably dependent upon the execution of qn_ud|ustn3cnt
program in which the International Monetary Fund (IMF) participates. Pre-
sumably, such a pmgTr;F@ will also_be a condition for improving the pos-
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sibilities of obtaining the additional foreign financing the country needs if it is
to reactivate its economy.

The trade surplus in the balance of payments in 1984 was achieved in part
through a decrease in_imports. The country can hardly continue to hold its
purchases abroad at the levels of this year without affecting the operation of
the economy. Social pressures will make it necessary (o maintain a minimum
of activity in the mining and industrial sectors that use imported inputs and
cquipment.

Sources of Data in the Statistical Profile:

Area:
Organization of American States, América en Cifras 1972—Situacion Demogrdfica: Estado
v Movimiento de la Poblacion.
Population:
Information furnished to the IDB by Instituto Nacional de Estadistica, May 1985,
Birth Rate:
Information furnished to the IDB by Instituto Nacional de Estadistica, May 1985,

General and Infant Mortality Rates:
Information furnished to the IDB by Instituto Nacional de Estadistica, May 1985.
Years of Life Expectancy at Birth:
Information furnished to the IDB by Instituto Nacional de Estadistica, May 1985
Literacy Rate
Intormation Turmished i the TR by Inattutos Socwomal de 1 oatadistioa Mas 1UKS
Labor Foree
PREALC. International Labor € twe. Morcados dol Trabwaso en Cifras, 1950 80
Real GDP:
198283 Information furmished 1o the TDR by the Banco Central de Bolivia, February
19UKS
19K IDB estimate based onanformation turnished by the Banco Central de Bolivia, April
1485
Central Government.

198283 Information furnished to the IDB by the Banco Central de Bolivia, February
1985.

1984: IDB estimate based on information furnished by the Banco Central de Bolivia, April
1985,

Money and Prices:

Information furnished to the IDB by Instituto Nacional de Estadistica, February 1985,
Exchange Rate:

International Monetary Fund, Estadisticas Financieras Internacionales, March 1985.
Balance of Payments:

1982-83: International Monetary Fund, Balance of Payments Statistics, (magnetic tapes).

1984: Information furnished to the IDB by the Banco Central de Bolivia, February 1985.
External Public Debt:

Information furnished by the Government of Bolivia and processed by the IBRD and the
IDB.
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Major Features of Structural Adjustment Programs

I. TRADE POLICY
Tariff reform and import
liberalization

Export incentives and improved
institutional support

3
@nvia:/ Chile

Ivory Coast

Philippines Yugoslavia

I

II

I II

II. RESOURCE MOBILIZATION

Budget Policy

Domestic Savings Policy

Strengthening of institutional
capacity to manage external
borrowing

Public enterprise
financial performance

III. EFFICIENT USE OF RESOURCES

Public investment program
revision and review of
structural priorities

Pricing Policy:

- Agriculture
- Energy

Incentive System:
- Industry
Energy conservation measures

Energy - Development of
indigenous sources

IV. INSTITUTIONAL REFORMS

Strengthening of institutional
capacity to formulate and
implement public investment
program

Instutional efficiency of
public sector enterprises

Improved institutional support in

agriculture (marketing, etc.)

Institutional improvements in

industry and sub-sector programs

Sources: World Bank, 'Progress Report on Structural Adjustment Lending'

, 5-23-84, &, various SAL Reports.



