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COLOMBIA

REFERENCE
HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

---------------------------------------------------------------------------------------------------------------------------

1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
---------------------------------------------------------------------------------------------------------------------------

TRADE AND BALANCE OF PAYMENTS RATIOS

26.SHARE OF MANUF IN EXPORTS (CUR)(1) 12.1 21.1 20.4 24.7 22.9 18.9 17.1 17.9 18.1

27.IMPORT GDP ELASTICITY 1.1 1.5 4.1 5.7 14.2 -9.8 -2.7 -2.2 0.7

28.CUR ACCT BALANCE/GDP (CURRENT)(3) -2.9 0.5 -0.5 -5.2 -7.4 -7.1 -5.2 -4.3 -3.5

29.RESERVES IN MONTHS OF IMPORTS OF 2.4 8.7 12.6 10.3 8.4 5.9 3.2 3.1 3.5

GOODS AND SERVICES(3)

DEBT INDICATORS (4)

30.LT DEBT SERVICE TO EXPORTS RATIO 21.3 13.3 10.2 21.8 21.7 29.6 27.7 36.0

31.LT INT. SERVICE TO EXPORTS RATIO 6.4 5.3 5.0 11.1 13.6 15.1 12.8 18.3

32.LT DEBT SERVICE TO GNP RATIO 3.1 2.3 1.8 3.1 2.8 3.4 3.7 5.9

33.DOD. LT PUB DEBT AT VIR/ 2.3 15.3 33.3 41.2 43.1 42.1

DOD. TOTAL LT PUB DEBT

34.NET TRANSFERS/TOTAL DISB 35.7 23.9 47.6 46.0 34.2 22.6 33.9 17.1

35.WORLD BANK DEBT/TOTAL LT DEBT 22.9 23.3 22.0 19.8 18.9 18.8 19.5 20.9

MONETARY INDICATORS (CURRENT)

36.CHG IN CLMS GOV/GOV BUDGET BAL .. .. -- -- -- -'

37.CLMS GOV/CLMS PRIV SECT 21.5 6.2 -7.7 -3.9 13.3 20.8 45.4.

38.MONEY SUPPLY/GDP 19.9 19.7 20.3 21.9 21.0 21.7 22.4

GOVERNMENT ACCT (CURRENT)

39.DIRECT TAXES/GDP(5) 5.5 5.2 4.8 4.6 .. .. ..

40.TOTAL REVENUE/GOP(5) 10.5 11.6 12.0 11.6 11.7 11.5 12.1 14.7 15.0

41.GOV. BUDGET BALANCE/GDP(5) -2.2 -0.6 -1.8 -3.0 -4.3 -4.0 -4.-4 -2.3 -1.9

42.PUBLIC/TOTAL CONSUMPTION 11.0 11.4 12.6 12.5 12.9 13.6 14.1 13.6 13.0

---------------------------------------------------------------------------------------------------------------------------------------- 
-------

EPD 07/17/85

NOTE: ALL REFERENCE YEAR VALUE DATA IN US$ 1980 MILLIONS, EXCEPT PER CAP TOTAL CONSUMPTION WHICH IS IN US$.

LEGEND: .. INDICATES NOT AVAILABLE

M INDICATES DATA IN MILLIONS

FOOTNOTES:
(1) SERIES STARTS IN 1962.

(2) USS/LOCAL CURRENCY. SERIES STARTS IN 1979. INCREASES INDICATE APPRECIATION; DECREASES INDICATE DEPRECIATION.

(3) SERIES STARTS IN 1968.

(4) SERIES STARTS IN 1970; STOCK AND DEBT SERVICE PAYMENTS ARE BASED ON PROJECTED CONTRACTUAL

OBLIGATIONS AT END 1983 PLUS ESTIMATED NEW COMMITMENTS IN 1984-86.

(5) SERIES STARTS IN 1971.



COLOMBIA

SELECTED ANALYTICAL VARIABLES FOR ECONOMISTS AND MANAGERS

ATLAS PER CAPITA GNP (CUR) (1983) =1,430

POPULATION IN MILLIONS (1983) =27.515

LT DEBT OUTSTANDING AND DISBURSED IN MILLIONS (CUR)(1983) =8,147.05

BALANCE ON CURRENT ACCOUNT IN MILLIONS (1983) =-2,738

-----------------------------------------------------------------------------------------------------------------------------------------------
REFERENCE

HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

---------------------------------------------------------------------------------------------------------------------------

1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986

---------------------------------------------------------------------------------------------------------------------------

GROWTH OF GOP AGGREGATES (CONST) GROWTH RATES

1 .GDP 5.50 5.05 33,395 2.28 0.95 0.96 3.10 2.00 3.00

2. AGRICULTURE 3.67 4.68 6,456 3.25 -1.77 1.71 2.20 2.10 3.10

3. INDUSTRY 6.55 1.85 8.366 0.80 -0.95 2.28 5.63 4.44 6.31

4.GDP OUTPUT DEFLATOR 11.70 24.20 100 22.77 24.77 20.44 16.40 22.00 20.00

5.IMPORTS GNFS (NAT. ACCTS.) 5.88 7.34 5,235 13.04 13.50 -9.42 -8.50 -4.33 2.05

6.EXPORTS GNFS (NAT. ACCTS.) 4.21 6.33 5,409 -4.23 2.14 -12.45 9.42 10.10 7.70

7.MERCHANDISE EXPORTS (1) 3.44 3.99 3,945 -9.00 -1.10 7.00 5.92

B.DOMESTIC ABSORPTION 5.78 5.24 33,221 5.32 3.31 0.54 0.02 -0.22 2.14

9.INVESTMENT 5.06 5.27 6,368 13.23 5.33 -4.40 -2.88 0.20 2.74

10.PER CAP TOTAL CONSUMPTION 3.05 3.29 1,037 1.35 0.72 -0.19 -1.27 -2.32 -0.05

11.POPULATION (MIL) 2.83 1.90 26 2.06 2.04 2.04 2.04 2.04 2.04

TRADE PRICE INDICATORS (1980=100) INDICES

12.TERMS OF TRADE OF AGR/IND 126.80 124.58 100.00 94.87 92.84 92.58 134.24 134.24 134.24

13.TERMS OF TRADE 79.31 99.20 100.00 87.94 90.15 91.50 97.58 93.89 96.20

14.TERMS OF TRADE (UNCTAD) 73.99 98.83 100.00 87.07 93.23 90.41 ..

15.NOMINAL EFFECTIVE EXCHANGE RATE(2) .. 104.18 100.00 97.37 91.64 82.08 71.33 65.59

16.REAL EFFECTIVE EXCHANGE RATE(2) .. 98.85 100.00 110.48 117.69 115.77 105.48 105.58

INVESTMENT AND SAVINGS RATIOS

17.INVESTMENT/GDP (CURRENT) 18.4 18.5 19.1 20.6 20.5 19.4 18.9 18.5 18.5

18.INVESTMENT/GDP (CONSTANT) 18.7 18.5 19.1 21.1 22.0 20.9 19.7 19.3 19.3

19.00MESTIC SAVINGS/GDP (CURRENT) 17.5 20.3 19.6 16.8 15.5 14.8 17.3 18.3 19.5

20.DOMESTIC SAVINGS/GDY (CONSTANT) 18.6 20.5 19.6 17.2 15.9 15.5 18.1 19.5 20.5

21.GROSS NAT. SAVINGS/GDP (CURRENT) 16.0 19.5 19.5 15.9 13.1 12.1 .. ..

22.RESOURCE BALANCE/GDP (CONSTANT) 2.5 1.7 0.5 -2.2 -4.1 -4.2 -1.4 0.7 1.5

23.MARG PROPENSITY TO SAVE (CONSTANT) 18.6 18.7 -7.5 -581.9 -80.7 -15.0 83.9 119.0 52.0

24.TERMS OF TRADE ADJ./GDP (CONSTAN4T) -3.7 -0.2 0.0 -1.8 -1.5 -1.1 -0.3 -0.9 -0.6

25.ICOR (CONSTANT) 2.8 3.1 3.8 7.4 18.4 18.5 5.6 ..

/------------------------------------------------------EPD 07/17/85



MANAGEMENT SUPPLEMENT
SAVEM TABLES

SELECTED DEBT INDICATORS
1975-1985

COLOMBIA /a

1975 1980 1981 1982 1983 1984 1985

1. VALUES (in current US$, billions)

1. Long-Term debt (LT) 2.75 4.60 5.99 7.22 8.15 9.41 10.74

2. Short-Term debt (ST) /b .. 2.22 2.78 3.12 3.16 2.78 2.13

3. Total Debt (DOD) 2.75 6.81 8.77 10.34 11.31 12.18 12.87

4. Interest /c 0.13 0.67 0.84 0.93 0.91 0.84 1.17

5. Amortization 0.18 0.30 0.54 0.40 0.62 0.69 0.92

6. XGS, (nominal) 2.22 5.86 5.01 4.97 4.25 4.67 5.16

II. RATIOS (percent)

7. DOD/XGS 123.8 116.2 174.9 208.0 266.4 261.1 249.2

8. TDS/XGS 14.0 16.6 27.5 26.8 35.9 32.9 40.3

9. INT/XGS 6.0 11.5 16.8 18.7 21.4 18.1 22.6

III. GROWTH RATES (nominal)

10. DOD (% change) 11.8 18.6 28.7 18.0 9.4 7.7 5.6

IV. VULNERABILITY COEFFICIENTS

11. VIR/DOD (%) 18.9 59.0 64.3 65.2 63.0 60.5 57.8

12. Concessional/DOD (%) 32.2 14.3 12.5 10.3 9.3 8.3 7.7

13. Preferred Creditors/DOD (%) 28.8 19.7 18.2 18.0 18.9 21.0 24.2

14. Average Cost of Funds (%) 5.1 10.7 10.8 9.7 8.4 7.2 9.3

15. ST/DOD (M) .. 32.5 31.7 30.2 28.0 22.8 16.5

16. Average Maturity (yrs) 15.3 10.0 8.9 10.0 10.3 11.0 10.6

Memorandum Item;
Use of IMF Credit (in US$, millions) 0.0 0.0 0.0 0.0 0.0 0.0 0.0

Service Charges:
(Repurchases)
(Charges)

a. Data for 1984 are preliminary pending changes from a recent mission; 1985 data are estimated.

b. Data for 1980 are BIS figures; 1981-1984 are from the Banco de la Republica

c. Short-term interest for 1983 and 1984 includes interest on revolvin credits
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Area (Km
2  1.138,338

Population: Total 1984 (74.7% urban) 28,473,000
Annual growth rate 1970-84 2 1
Birth rate (1981) -.. 30,0
General mortality (1981) . .. . 59
Infant motality (1981) . ........- ... 451

Life expectancy (1981) 62,5
Literacy (1981) . - - 81.0

Labor force by sector (1980) (Percentages) Recent Economic Trends
Agriculture - 4.5T

M ini g . .... .. .. ... ... ...0.6
Mininga-t-r-n--.- *6- The performance of the Colombian economy i 1984 may he divided into two

caonstuction . 63 stages: ani incipient recovery in the first half of the year and, in the second, a
Others 42-.-5- slowdown. with fresh indications that the economy was going to stagnate. The

1982 1983 1984** background of this process was a marked disequilihrium in the external sector

Real production (Growth rates) and in government tinances and a substantial distorsion in the financial sector.
Total GOP (mark1t prices) 0. 1 Accordingly, the Government initially adopted a plan of action hased on
Agricultural sector 1 9 1 .r n
Minin sector 1.4 0.5 6.3 expansionary fiscal and monetary policies and protection of domestic mdUS-
Manuyactuning se cr.14 O

4n.uctin sctor 40 5.1 4. try, at a time wlien a drastic decrease occurred in international reserves. In

Central government (Percentages of GDP) addition, faster exchange adjustment, coupled with cutbacks in imports,
Current revenues .................... .8 7. 9.8 helped to sharply reduce the deficit in the merchandise balance and in the

Current savingss ...... . . 0.6 1 1 1.6 current account of the balance of payenelIts. SuhseqUently. in the final part of
Capital expenditufes .. 3.2 2.7 2.8

Deticit or surtlur........38 8 4.4 the year. the direction of econoiic polic% changed as testrictive fiscal and

Domestic financing -. ............ . 3.2 3.8 3.5 monctary ieasuic5 s wecr adopte(. As a reslt stcps ,%ere taken to trini public

Money and prices (Growth rates) expenditure and increase fiscal revene. w iich niade it possible to begin to
Consumer prices .... .... .. 23.9 16.7 18.3 id c h 'sa c e
Money supply - - ........ reduce the tiscal deficit.
Domestic crdit 32.6 32.7 37.8 In these circumstances. tihe real gross domestic product (GI) grew by

credt . 156.3 169.8 222.3
Public ..... ......... 163 19..23L
Private........-................. 24.9 267 26.3 about 3 per cent in 1984, which compares favorably with an average annual

growth rate of 0.9 per cent in 1982-83. The economic recovery in the second

(units of national currency per dollar) ......... 64.09 78.85 100.82 half of 1983 and the first half of 1984 was primarily reflected in the manufac-

Balance of payments (Millions of dollars) turing and construction sectors, where activities protected by the import
Merach f aydienpts (O).. ,1 ,7 ,1Merchandise exports (FOB) 3,215 2,970 3,415 restriction policy and by the assignment of reactivation quotas and special

Merchandise balance p.r2s190 1)494 565 credits were favored. There was also some improvement in the agricultural
Net services ...... .. .................... . - 872 1,673 1.753i r prou if crops. Mining continued to grow

Current accornt balance -2,893 -3,003 2,114 SCtir hecause of highe production expirt
Official Capital ....... - 383 853 1,120 rapidly. spurred by the incorporation of new oil fields and the working of coal
Private capital................... 1,463 274 221

Change in net resqrvos ( increase) ..... ........ 846 1.723 1.261 mines. The recovery decelerated in the second half of 1984 owing in part to

External public debt (Millions of dollars) stringent exchange restrictions and stricter control of imports. These measures
Total ........... . .. ... 9,287 9,987 n.a. led to a shortad
Disbursed . ..... ... .... 6,078 6,958 8,090 ge of imported goods and inputs, which, conbined with the

ebtservice (irnterest and arnortization 936 1,035 1,144 faster devaluation of the currency and an increase in taxes and rate adjust-
(PercDi o n .s) 27.0 ments, exerted pressure oil prices until the end of the year. The consumer price

Debt service coeficient .. ... 21. 71 2.
Interest coefficiert .................. 13.4 16.2 15.7 index rose by 18.3 per cent in 1984 compared with 16.7 per cent in 1983.

Furthermore. the temporary recovery of the manufacturing and construe-
Where necessary, the items of iormation presented in this table are detined in the list o7 sources appearing ti industries was reflected in the creation f additional employment. However,

Preliminary estimate these new jobs were insufficient to absorb both entrants to the labor force and
n.a. Not available the unemployment caused by the recession. Consequently, the unemployment

rate in 1984 amiounted to 13.4 per cent compared with 11.8 per cent in 1983.
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In the external sector there was a continous drain of international re- rates of return led to a delicit in the private capital account of the balance of

serves. After dcreasitig 1.7 billion in 1983 they suffered an additional loss payments.

of SI.3 billion in 1984. with the result that at the end of the year international

stood at about S .9 billion, equivalent to five months of merchandise

imports in 1983. The trade deficit fell from $1 .5 billion in 1983 to 560E

million in 1984, This substantial improvement was due to a 15 per cent In view of the external and internal disequilibria, the purpose of the policies

increase in exports-after three consecutive years of decline-and an I I per adopted in 1984 was to narrow the two gaps and to stabilize the economy. At the

cetfall in imorts broght about by more strinent control. The favorable beginning of the year the strate-y of the Government sought to influence the

export performance was due to an increase in coffee sales and the initiation of factors causine the economic recession through monetary, fiscal. exchange,

epol shipments as well as to the recovery of non-traditional exports to the financial, wage and price measures and to stimulate productive activity in

doe cou , whih largely offset the fall in sales to neighboring specific sectors. In the final months of the year, however. there was a change of

Countries. Iowever. the current account continued to weaken because of high direction in economic policy: the short-term objective of economic reactivation

interest payments and the decrease in income from the investment of reserves. became a mediu-terrm objective and priority was assigned to control of the

Nevertheless, the princiial balance of payments problem was the decline in fiscal deficit and of international reserves.

the net flow of external financing, chiefly that from international private In the external sector, economic policy was aimed at adopting measures

banks. designed to limit the outflow of foreign exchange and generate a greater inflow.

At year-end 1984. the external public and private debt outstanding was To that end, the authorities used a package of measures ranging from those

about $11 billion or 32 per cent of GDP. Of that total, 66 per cent represented covering general aspects such as the management of the exchange rate, import

public sector debt and the remainder, private sector debt. The debt service restrictions, and the promotion of exports to more specific measures such as

ratio to exports of goods and non-factor servicA was 39 per cent in 1984 maxiiiimim allowances Ior travellers abroad, incentives to gold production, and

compared with only 18 per cent in 1980. Althlough the above mentioned steps to lighten the burden of the private debt service mentioned previously.

indicators are still manageable, the persistent deterioration in the external In the exchange area, the Govemment continued to apply the system of

aciunts led the Governmeit to adopt measures for easing the burden of the successive minidevaluations but at a faster rate: 28 per cent annually in 1984

debt service. Thus. in May 1984. a mechanism was established so private compared with 23 per cent in 1983. Its objective is to recover the level of the real

enterprises in debt could defer a large part of the debt service and pay it in rate in 1975. To further restrict imports, it also transferred 95 per cent of the

national currency. Subs!qaently. at the end of the year. the Government tariff positons to the prior licensing system. raised customs duties, and

announced the intention of beginning negotiations for refinancing part of the eliminated the single impiort duty for caital goods. In addition, from mid-1984

external debt of the private sector. 
onwards it limited the monthly allocation of foreign exchange for import

Furthermnore, because of the difficulty in obtaining additional external licenses for all the economic sectors, including the public sector, to $250

in an from international private banks. consultations with commercial million. This amount was 25 per cent less than the monthly average of 1983. To

ank and multilateral hnancing agencies were begun in early 1985 for the stimulate exports, it increased the subsidy of the Fax Reimbursement Certifi-

purpose of obtaining such resources. cates (CERT) and expanded the export promotion credit mechanisms. It also

Despite the efforts t e authorities to restrict public outlays and increase took further measures designed to develop additional commercial operations,

revenue by means of the fiscal reform launched in 1983 and strengthened in including exchange systems such as barter and compensation agreements.

1984, the overall deficit 4 the Central Government reached the equivalent of The initial purpose of the monetary and financial policies was to accelerate

4.4 per cent of GDP in 194 compared with 3.8 per cent in 1983. In those years, economic recovery through a reasonable monetary expansion that would bene-

the deficit of the consolidated public sector is estimated to have reached the fit the productive sectors, while at the same time ensuring price stability. In this

equivalent of 7.5 and 6.8 per cent of GDP. respectively. Because of the decrease context, the Government reduced the legal reserve requirements of banks and

in external financing and the fall in the revenue of the Special Exchange created special credit quotas for specific sectors and activities such as textiles

Account, the Governmiert lhad to use bank credit and the reactivation quotas of and iron and steel, which had been severely affected by the slowdown in

the Bank of the Republic to finance the consolidated deficit. In addition, part of business activity. In addition, the authorities increased the rate of return on

the financine was obtained from issues of National Savings Bonds. deposits in the constant value system and took measures to solve the capitaliza-

Furthermore, the btd debt portfolio of the banking system reached very tion problems of financial iitermediaries. Furthermore. real interest rates

high levels because of the low profits and heavy borrowing of enterprises, continued to be high. The authorities recognized that the prevailing market

Likewise, in 1984 the financial system shifted more of its assets into foreign conditions made it necessary to naitan the domestic iterest rate levels if a

currency. In addition, expectations of devaluation and higher external financial further deterioration in the balance of payments was to be averted.
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to these for that P it Was control must match the (ro I ol the ecoOm( 10o jcshiese the proposed

Fiscal policy wasalso adjusted to these obegtas. capat rn riobjectives,. hokevcr. .tddttional il torts are needed to that end, news measures in

neess'ry tO lay the goun kn t rtax aroad fiscal refOrm that the fiscal area aimed at allc\ iatinsl the financial problem of the Government in

ndue.diret taxes and expanded the coverage of the 1985 have been submitted to the National C ongress for approval.

introduCed major changes in 
To sum up. the economic prospects of Colombia are promising in the

presumptive income sy) to include new sectos In 1 fuels, while at the same time medium term, although the country may tace liquidity problems in the short

valueadded tax (IVA) d increased xend of the term. There are also signs of a resurgence of inflation, the decline of which in

adopting it measures on the expenditure side. Towards thtnro h

adopting austeritym on h xnt tie scal deficit; to that end the 1983-84 had been one of the achievements of economic policy. Therefore. the

year, greater emphasis was put o eastires designed to lower the high management of economic policy in the short term should be consistent with

ditantcipatesd fore 85 That package included new taxes such as an 8 the medium- and long-term development objectives in a framework of price

percent levy on impdorts, Cxcept food imports and a10 per cent IVA on more stability. The central issue is how to minimize the cost of the adjustment and

per 40 proc iorts, exept fon its 
how to reconcile the financial disequilibria with problems that are structural in

than 4(1 products formcrly exemlpt ron it. ae ndtoeo Gvrmn nature.

tn thle area of wagc policy, both mninitmum wages and those of Governmentnaue

emploes we re iincreased in 1984 in real terms, which means that the increases Sources of Data in the Statistical Profile:

eranted were higher than the inflation rate. This policy, and that of maintaining

el wreiitalyaneda raciatngagrgaeArea:vMv~inoAc( 
olcn

the iscal deficit at a certain level, were initially aimed at reactivatig aggregate rganization of American States, Amrica en Cifras 1972 -Situacion Demogrdf c.: Es(ad

demand. However, they were changed in early 1985 when wage increases

averaging only It per cent were granted to state employees, far below the population
The information for the following items was furnished to the 1DB by the Departanento

increase in the cost of iving. Administrativo Nacional de Estadisticas (DANEf, April 1983:
Birth Rate (per one thousand inhabitants)
General Mortality Rate (per one thousand inhabitants)
Intant Moirtaliy Rate lper one thousand live births)
Years oi Lt e Expecianc%

The new direction of ecOnOm)tic policy, aimed at controlling the iscal deficit by Liti ate based on the results of (he popuiation census of 19(A and 1973 and

drastic reductions in current outlays and public investment as well as 'tor mat e brsed o th
mneans of edcton n uren inioriat ion furmished to the tD1 tbt hDA \NiE, April 1 i983.

moeary austerity, will have contractionary effects on aggregate demand. Lahor Forcc:

prodUCtio. ad emploment. Onsequently. in 1985 the gross domestic prod- t'R PA U. International ILabor Office, Mer ado de/i raiajo en Cifras. 1950 -so

uct is expected to ormw less than in the previous year. In the external sector, a Reat GtP:
ad is cGtt)D E)Vemryt95

sizable deicit in the current account of the balance of paynents is still expected Information turmnshed to the IDB by the Departamento Administrativo Nacional de Es-

although a substantial improvement
because h an increase in service payments, i y mh d Central Govemment:
in the merchant. ance 1982: Information furnished to the IDB by the Ministerio de reacienda and the Contraloria

However, the mediuiniterni econic prospects are more promising. General de la Republica, February 1985.

because of the d mve d pmient beginning in 1986. of energy and mining re- 1983-84: Information furnished to the iD)3 by the Banco de la Repdblica, June 1985.

source,ase production. which will again make the Money and Prices:
oresin articular an increase in oil tr o'..lnformation furnished to the tDB by the Banco de la Repnblica. February t985.

country self-sufficient in hydrocarbons. and the initiation of large-scale coal Echanfe Rate:

exports. it therefore ft, lows that in the medium term the growth possibilitiesInernationa onetary Fnd Estadistieas financieras Internacjonales March t 985.

the external sector. assuming that reasonable economic policies are adopted. Balance of Payments:

will be verv favorablt. In addition, the effects of a faster devaluation in 1982-83: International Monetary Fmnd, Balance (?f Pawments Statisties, (magnetic tapes).

will make themselves felt more strongly fron 1986 onwards. These effects, 1984: It13 estimate based on information furnished by the Banco de ]a Rep6blica and the
willmak theseles elt orestrnglyror ilDepartamnento Nacional de Planeacinn, Febrtary 1985.

together with a more \ ig)rous policy of promoting non-traditional exportswiEi Dewilt

mkitpsiltoiigtetaeacutinto virtual balance by 1986. External public D~ebt:

ke it possible to ing the trade account t wi a ao e e The information for the following items was furnished to the IDB by the Banco de la

Furthermore. earnings from hydrocarbon exports will have a favorable effect on Repblica, February 1985, except 1984 data which were estimated by the IDB:
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T HE WCRL ANK INTENATIONAL FINANCE CORPORATION

OFFICE MEMORANDUMC U ss
DATE: March 6, 1986

TO: Files

FROM: Vino4 Dubey, CP4DR

EXT: 60061

SUBJECT: Colombia: Medium-Term Growth Strategy
- Minutes of the OPSC Meeting, March 5, 1986

Present: Members: Messrs. Stern (Chairman), Husain, Dherse, Wapenhans,
Wood, Michalopoulos, Thalwitz, Lerdau,
Karaosmanoglu, Jaycox, Ohuchi

Others: Messrs. Gue, Schloss, Shakow, Nankani, Thomas, El
Serafy, Knpp, Goldherg, Ms. Donovan

1. The meeting addressed issues concerning the Bank role in
Colombia, recent developments, the content of the policy package, and the
presentation of the paper. Specifically five aspects were focused upon:
(i) Bank exposure in Colombia; (ii) the distinction between the two
scenarios; (iii) the relation between policy and performance; (iv) public
sector management; and (v) the effect of coffee price changes.

Bank Exposure

2. The relatively high exposure of the Bank in Colombia under the
proposed program was noted. It was underscored, however, that despite such
an exposure the risk factor is low and falling in view of Colombia's low
debt, and good and improving performance. The exposure ratios would also
look more favorable if private non-guaranteed debt were included. The
broader issue of Bank exposure should, nevertheless, be addressed as part
of the creditworthiness and Bank portfolio review.

Base vs. High Case

3. It was noted that the base case would already represent solid
performance, and the need for additional financing connected with the high
case was therefore questioned. The Region emphasized that the base case
would indeed constitute a continuation of good policies and performance,
but that the high case would be needed if a more significant impact were to
be made on unemployment. In that connection, a strengthening of the
paper's treatment of the serious issues of employment and impact on quality
of life was indicated. Additional reasons for supporting the high case
would be a more significant improvement in exports and creditworthiness

over the longer term.

Policy and Performance

The meeting agreec with the broadI thrus: and ,olicv conclusions

of the paper, and focused on areas that needed further clarification. The
analytical underpinnings that underlie the two scenarios, and the lags
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involved in pridutrn the results were questioned. The analytical backing,
though not set out in this paper, consists of analyses of historic perform-
ance with respect to the various policies, and an in-depth evaluation of
the recent experience. The lags are not expected to be particularly large,
since the policies involve a continuation of a program in place, already
producing results. The two scenarios, by arld large, represent a deepening
of the same policies to varying degrees.

Public vs. Private Sector Roles

5. The ability of the public sector to manage the policy improve-
ments and the efficiency of resource use in the public sector were dis-
cussed. Colombia's track record in managing policy changes responsibly and
efficiently, and the gradual nature of the proposed changes indicate the
feasibility of implementing the package. The public investment review pro-
cess, the ESWP and policy dialogue would continue to pay greater attention
to these aspects. The two scenarios envisage a declining share of public
investment in GDP from the present high levels, and the increase in the
overall investment/GDP ratio over time, and in the high case as compared to
the base case, arises from additional private investment. The policy and
institutional requirements for greater efficiency of the public sector and
increased private sector participation merited further elaboration. The
implications of these changes for ICOR calculations should be shown.

Imnact of the Coffee Boom

6. The meeting discussed the implications of the recent increases in
coffee prices for policy and outcomes. It was Dointed out that, to date,
management of the increased earnings has been broadly sensible: about one-
third of the surplus would go to the producers; the rest would remair with
the public sector including the Coffee Fund, a good part of it being
planned to be utilized for debt repayments. The Government is cognizant of
the errors made in the past with coffee booms, and efforts are being made
to avoid such errors, especially an appreciation of the real exchange rate.

Conclusion

7. The meeting concluded that the paper should address the above-
mentioned concerns, including a sharper distinction between the base and
the high case, improvements in the policy matrix, a clearer ordering of
policy priorities and less emphasis on monetary issues. It was agreed that
the orogram underlying the base case be followed at this time, and that the
broader issue of exposure be referred to the Managing Committee in the con-
text of the forthcoming Review of Country Creditworthiness and Bank Loan
Portfolio Issues. In view of this exercise, no CPP was necessary in 1986.
An updated paner should be discussed with the new Government that takes
office in the fall of 1986, and a similar paper would be produced about a
year from now.

7Thomas: mmr-



THE WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM
DATE: March 6, 1986

TO: Files

FROM: Vinod Dubey, CPDDR

EXT: 60061

SUBJECT: Colombia: Medium-Term Growth Strategy
- Minutes of the OPSC Meeting, March 5, 1986

Present: Members: Messrs. Stern (Chairman), Husain, Dherse, Wapenhans,
Wood, Michalopoulos, Thalwitz, Lerdau,
Karaosmanoglu, Jaycox, Ohuchi

Others: Messrs. Gue, Schloss, Shakow, Nankani, Thomas, El
Serafy, K~pp, Goldberg, Ms. Donovan

1. The meeting addressed issues concerning the Bank role in
Colombia, recent developments, the content of the policy package, and thepresentation of the paper. Specifically five aspects were focused upon:
(i) Bank exposure in Colombia; (ii) the distinction between the two
scenarios; (iii) the relation between policy and Performance; (iv) public
sector management; and (v) the effect of coffee price changes.

Bank Exposure

2. The relatively high exposure of the Bank in Colombia under the
proposed program was noted. It was underscored, however, that despite such
an exposure the risk factor is low and falling in view of Colombia's low
debt, and good and improving performance. The exposure ratios would also
look more favorable if private non-guaranteed debt were included. The
broader issue of Bank exposure should, nevertheless, be addressed as part
of the creditworthiness and Bank portfolio review.

Base vs. High Case

3. It was noted that the base case would already represent solid
performance, and the need for additional financing connected with the high
case was therefore questioned. The Region emphasized that the base case
would indeed constitute a continuation of good policies and performance,
but that the high case would be needed if a more significant impact were to
be made on unemployment. In that connection, a strengthening of the
paper's treatment of the serious issues of employment and impact on quality
of life was indicated. Additional reasons for supporting the high case
would be a more significant improvement in exports and creditworthiness
over the longer term.

Policy and Performance

4. The meeting agreed with the broad thrust and policy conclusions
of the paper, and focused on areas that needed further clarification. The
analytical underpinnings that underlie the two scenarios, and the lags

P-1867
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involved in producing the results were questioned. The analytical backing,
though not set out in this paper, consists of analyses of historic perform-
ance with respect to the various policies, and an in-depth evaluation of
the recent experience. The lags are not expected to be particularly large,
since the policies involve a continuation of a program in place, already
producing results. The two scenarios, by and large, represent a deepening
of the same policies to varying degrees.

Public vs. Private Sector Roles

5. The ability of the public sector to manage the policy improve-
ments and the efficiency of resource use in the public sector were dis-
cussed. Colombia's track record in managing policy changes responsibly and
efficiently, and the gradual nature of the proposed changes indicate the
feasibility of implementing the package. The public investment review pro-
cess, the ESWP and policy dialogue would continue to pay greater attention
to these aspects. The two scenarios envisage a declining share of public
investment in GDP from the present high levels, and the increase in the
overall investment/GDP ratio over time, and in the high case as compared to
the base case, arises from additional private investment. The policy and
institutional requirements for greater efficiency of the public sector and
increased private sector participation merited further elaboration. The
implications of these changes for ICOR calculations should be shown.

Impact of the Coffee Boom

6. The meeting discussed the implications of the recent increases in
coffee prices for policy and outcomes. It was pointed out that, to date,
management of the increased earnings has been broadly sensible: about one-
third of the surplus would go to the producers; the rest would remain with
the public sector including the Coffee Fund, a good part of it being
planned to be utilized for debt repayments. The Government is cognizant of
the errors made in the past with coffee booms, and efforts are being made
to avoid such errors, especially an appreciation of the real exchange rate.

Conclusion

7. The meeting concluded that the paper should address the above-
mentioned concerns, including a sharper distinction between the base and
the high case, improvements in the policy matrix, a clearer ordering of
policy priorities and less emphasis on monetary issues. It was agreed that
the program underlying the base case be followed at this time, and that the
broader issue of exposure be referred to the Managing Committee in the con-
text of the forthcoming Review of Country Creditworthiness and Bank Loan
Portfolio Issues. In view of this exercise, no CPP was necessary in 1986.
An updated paper should be discussed with the new Government that takes
office in the fall of 1986, and a similar paper would be produced about a
year from now.

VThomas:mmh



THE W)RLD iFANK INTF RNA TONAL (INANCE CORPORATION

OFFICE MEMORANDUM
- March 4, 1986

' Mr. Ernest Stern

D. Joseph Woo

X N 72784

COLOMBIA - Baker Paper

Attached is a briefing note prepared for me on the Colombia Baker
Paper, which I thought you might want to see before the OPSC meeting. I
draw your attention particularly to the issues raised in paras. 4-9. We
have already shown the note to Regional staff.

Attachment

cc: Messrs. Dubey
Choksi

cc: (Without attachment) Messrs. Steckhan

Gue
Schloss

Thomas
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THE WORLD BANK INTERNATIONAL FINANCE CORPORATION

OFFICE MEMORANDUM

DATE : May 14, 1986

1286 KAY 22 F: 5: 2T
TO : Mr. Ernest Stern, SVPOP

THROUGH: Mr. A. David Knox, RVP, LAC -

FROM: Miguel Schloss, Acting Director, LC2

SUBJECT: COLOMBIA: Country Strategy

1. I am attaching the paper Colombia: Medium-Term Growth Strategy,
updated to reflect revised coffee and energy export prospects and incorpo-
rating the comments received at the OPSC meeting (memorandum for the record
attached). We have added in Annex V of the paper a summary of how the ESWP
and lending operations seek to address our objectives in Colombia, and in
Annex VII some estimates of Bank exposure in the country and comparisons of
Colombian debt with that of major LAC countries. As agreed at the meeting,
this paper obviates the need for the CPP scheduled for FY86. The paper
would also serve as a basis for policy discussions with the new Government
that takes office in August 1986. The paper's base case for 1986-90 would
represent the scenario to be used for Bank operations. The following out-
lines the issues that arise out of the implementation of the country
strategy.

Viability of Proposed Program

2. The rapidly changing economic environment, reflected fundamen-
tally in significant price variations of coffee, oil and coal, poses
potential problems for Colombia's medium-term program. Policy adjustments
have been premised on the assumption that the coffee boom may last two
years at most, and that the country will again experience stiffer resource
constraints thereafter. Accordingly, the Bank's lending program and ESWP
would emphasize restructuring efforts to maintain the competitiveness of
the economy, to improve public sector efficiency and enhance resource
mobilization by the private sector. Nevertheless, the question remains
whether such a policy focus is viable at a time when Colombia finds itself
in the midst of a coffee boom. In this connection, it is noteworthy that
the decisions leading to the adoption of the adjustment program have been
undertaken with bipartisan support, and that the requests from the authori-
ties regarding our current economic work reflect concern with the resource
management imperatives resulting from coffee price increases. Moreover,
given the awareness among policymakers that errors made during the previous
boom (1976-80) ought not to be repeated, there appear to be good prospects
that the adjustment policies will stay in place..

3. The base case in the attached paper represents solid performance
with respect to growth and creditworthiness predicated on a continuation of
sound policies. It should constitute a core program of policies, invest-
ments and borrowing, as endorsed at the management review of the paper. A
high case, however, might be targeted in order to achieve larger reduction
in unemployment and a greater diversification of the economy. Such a case
would be based on deeper policy reforms, greater domestic resource mobili-

P-1867
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zation and larger external borrowing. Such a scenario does not necessarily
bring about lower debt service ratios in the period under consideration,
but a greater resilience in the economy. Future reviews of the Colombian
program should consider the desirability and trade-offs in embracing such a
more ambitious growth strategy.

4. The Bank, as the largest single lender to Colombia, could be
instrumental in ensuring that the proposed focus on the resiliency and com-
petitiveness of the economy prevails in policy-making decisions. To this
end, the program will include a balanced mix of policy loans in support of
macroeconomic and sector objectives and complementary project lending.
First, trade related loans and adjustment operations associated with policy
changes in agriculture, industry and the financial sectors are being pre-
mised on the continuation of an acceptable economic program, the associated
investment program and appropriate sectoral policies. In the absence of a
satisfactory macroeconomic framework, such lending would not take place,
and the Bank would not be in a vosition to help mobilize resources, or to
monitor the Colombian program for the international banking community. The
need for quick-disbursing lending, and the amounts of the proposed opera-
tions, would also be reconsidered if balance of payments developments were
to reduce foreign exchange needs below projected levels. Second, sector
loans to achieve general improvements in sectoral efficiency and effective-
ness, e.g. in energy (including power), water and sanitation, transporta-
tion, education and public sector management, would be predicated on appro-
priate sectoral conditions relating to resource mobilization, the corre-
sponding investment programs, planning and institutional development, and
the correction of structural weaknesses which cannot be remedied through
project operations. Third, project operations which are the best vehicles
for addressing efficiency questions at the subsector and enterprise levels,
would be carried out under more restricted institutional and financial
conditions.

5. There is considerable discussion in Colombia on the condition-
ality associated with Bank policy loans, as well as pressure from interest
groups which could be negatively affected by the policy reforms. To some
extent, the public debate is a logical consequence of Colombia's consensus-
seeking style of economic decision-making. Overall, the policy loans have
had the broad support of the two main political parties; the proposed lend-
ing strategy is also likely to be supported by the next administration
taking office in August, regardless of which of the two candidates wins the
May elections. However, explicit documented conditionality will remain a
difficult issue; we propose to handle this essentially by front-loading
policy loans. Moreover, as long as our policy objectives are being
achieved and an acceptable economic program is in place, we would adjust
the mix of our program to accommodate concerns related to the domestic
management of the strategy.

Bank Exposure

6. The proposed program results in a temporary and modest increase
in Bank exposure. Both by historical standards and current guidelines,
Bank exposure to Colombian debt exceeds standard ratios, but is considered
acceptable within our current policies, particularly as they refer to
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borrowers classified in the higher risk categories. The higher level of
exposure is the result of Colombia's conservative borrowing practices
despite the increased availability of commercial bank financing in the late
1970s, and the more rapid disbursement of recent Bank policy-based loans,
aimed at enhancing the country's creditworthiness.

7. Two indicators worth highlighting are: (i) medium- and long-term
lending from private sources is expected to increase significantly result-
ing in a roughly 30% increase in their debt outstanding during 1986-90; and
(ii) at levels roughly equivalent to 25% of public and publicly-guaranteed
debt and debt service, Bank exposure is not particularly high relative to
the past (27% for public debt outstanding and 33% for debt service in
1975); nor will Bank debt service represent more than 7% of Colombia's
exports by 1990. Moreover, notwithstanding the projected levels of lending
and exposure, Bank net resource transfers to Colombia could turn from
modestly positive to negative from 1989. The high Bank exposure is con-
ceived to be a temporary measure for improving the country's debt profile
and the term structure of its debt: Colombia is planning to devote a large
part of the coffee windfall foreign exchange earnings to repaying short-
term public debt and to building up the reserves of the National Coffee
Fund to enable it to maintain its financial self-sufficiency beyond the
boom years.

8. Seen from a creditworthiness and risk point of view and comparing
across countries, the issue of exposure is less of a problem than the above
indicators would suggest. Overall, the stock of total medium- and long-
term debt in 1984 represented 230% of total exports as compared to an aver-
age of 400% for Brazil, Mexico and Argentina. The comparison becomes even
more favorable when short-term debt is included. Similarly, Colombia's
medium- and long-term debt service as a share of exports of goods and
services was 25% in 1984 (and 12% for interest only)-more than one-third
less than the abovementioned countries. Thus, a one percentage point
increase in Bank exposure in Colombia represents a little over 1/4 of a
percentage point of the country's export receipts, which is significantly
below the average for the other countries.

9. In part, Colombia exceeds current guidelines because of the
tightening of Bank policy regarding exposure, particularly in countries
where preferred creditor exposure in public debt or debt service exceeds
33%. This affects Colombia at a time when its ratio has been hovering
around this figure and is expected to rise beyond this level between now
and 1990. Even considering the peak level of Bank exposure in 1990, the
Bank share of the country's projected debt service would not exceed the 30%
proposed for countries where it is considered appropriate to provide lend-
ing support on a scale that is generous in relation to historical averages
and where an increase in exposure is justified while external confidence is
being restored.1 / In view of the country's record in undertaking a
medium-term adjustment program, the Government's responsiveness to Bank
advice, the role of the Bank in mobilizing resources, the need for a mean-
ingful Bank presence to assure commercial bank participation, the proposed

1/ Resource Implications of the Bank's Future Role, Memorandum from the
Vice President and Secretary to the Board R85-193 of June 14, 1985.
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lending program is justified as a vehicle for enhancing commercial banks'
incremental exposure, and the country's growth and creditworthiness. it
should be noted that the lending program would be designed and managed in
such a way as to ensure that disbursements from forthcoming policy-based
and sector loans would be much slower than from the recent trade policy
loan: thus in the base case scenario of the medium-term strategy, exposure
would remain five percentage points below the 30% overall constraint
referred to above. In any event, Bank exposure to Colombia should be
periodically reviewed by management in the context of future strategy
papers.

Cost Sharing

10. Based on a preliminary analysis of the country's ability to
mobilize domestic resources, its efforts to improve efficiency in resource
use, and an assessment of external capital availability from all sources,
including the coffee windfall gains the country may obtain during 1986/87,
it is recommended that the Bank reduce its cost sharing to the foreign
exchange component or up to 35% of total cost, whichever is lower, both in
the case of project operations and policy-based sectoral adjustment
lending. In the case of operations of the latter type, it is expected that
financing up to 35% of the cost of the underlying program should suffice to
provide a meaningful share to support the policy changes that may be
sought. In some exceptional cases, such as social projects where important
objectives are being sought with major benefits to the country, and.without
co-financing possibilities, a higher percentage, in no case exceeding 50%,
would be considered on a case-by-case basis. Also, we would in selected
cases foster, by common agreement with borrowers, partial cancellation of
existing Bank loans, without reducing project scope, particularly as part
of the Government's strategy to utilize the windfall gains of the coffee
boom. This would apply in the case of the loan to the National Coffee
Federation, or a few cases where suitable export credit financing can be
arranged.

Special Action Program (SAP)

11. In any event, there is no need to extend the SAP beyond its
termination date in June 1986, except in the case of expenditures to be
incurred in ongoing projects in areas affected by the Nevada del Ruiz
volcano disaster and for the termination of components of the Highway
Sector Loan, which are close to completion and would be delayed if the
Bank's share of financing were to be reduced. The total additional
disbursements beyond June 1985 from these selected exceptions to the SAP
would amount to not more than 1.5% of FY87 disbursements and less than 1%
in FY88.

Analytical Underpinnings

12. Policy-based lending undertaken over the past two years has
relied on analytical work carried out for the most part in FY83-84. Much
of the economic work undertaken since then had to be focused on the
detailed workout of economic plans, the design and ensuing monitoring of
the program and its underlying investment plans. To deepen the macro-
economic policies aud extend them into key sectors, the Bank needs to place
greater emphasis on macroeconomic management and trade issues and step up
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its economic and sector work program to rebuild the analytical underpin-
nings to conform to the changed economic situation and the new areas in
which it is going to enter. Similarly, an effort needs to be undertaken to
rebuild the project pipeline.

13. Such efforts are feasible in view of Colombia's capacity to pro-
vide suitable counterpart support. There would, however, be a need to com-
plement Projects staff with broad-based sectoral economists and skills in
institutional development in a number of sectors. An increase in the share
of the consultancy budget for Colombia would be a temporary method of
providing the needed skills, and would provide the necessary flexibility of
discretionary resources to enable the Bank to respond quickly to rapidly
changing needs and to deal with unanticipated opportunities and problems.
Where feasible, we would increase the participation of local institutions
in economic and sector work and attempt to orient UNDP funding more closely
to support activities in this field; however, some initial Bank budget
support will be required. The Resident Mission would become the focal
point of economic monitoring, periodic public investment reviews and other
actions connected with the follow-up of policy-based loans, and the manage-
ment of CESW by local institutions; it would also undertake a more active
role in IFC operations. Moreover, the proposed program requires closer
integration of work within the Bank group. IFC involvement in CESW and
operations to provide the requisite focus on private sector resource mobil-
ization and investment, and OED and OPS support in institutional issues and
the strengthening of the public sector would be necessary.

Cleared with and cc: Mr. Gue, LC2DR
cc: Recipients of Colombia Medium-Term Strategy Paper

Colombia Division:mv:rgsy
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COLOMBIA: MEDIUM-TERM GROWTH STRATEGY 000027
Introduction

1. The past decade has witnessed rapidly changing circumstances affee-

ting Colombia's economic development. Following a coffee export boom in the

second half of the 1970s, economic performance deteriorated in the early

1980s as external conditions worsened and policy weaknesses became apparent.

In response the Government began to implement a bold economic program for

adjustment with growth during 1984-85. As a result, a potential balance of

payments crisis has been averted, the fiscal accounts stabilized, modest

growth maintained, and the confidence of the external financial community in

the economy enhanced.

2. For the near term, the foreign sector performance looks promising

owing to an unexpected coffee boom resulting from a severe Brazilian drought,
and to likely new export earnings from petroleum and coal. At the same time,

the tasks of maintaining medium-term adjustment and revitalizing growth

continue to be central. Being an election year, 1986 presents special

challenges for maintaining fiscal and monetary discipline. Growth would

need to be accelerated to historic levels of 6% p.a. or more if the standard

of living is to be increased while reducing unemployment significantly. The

temporary coffee boom with its possible negative effect on future demand for

the commodity, requires considerable efforts to sterilize its monetary impact
while persisting with trade reforms to ensure production incentives for other

tradeable sectors.

3. This paper addresses the requirements for raising growth and

employment with stability, while strengthening structural adjustments and

creditworthiness. In the light of historic experience, emphasis is placed

upon trade-related macroeconomic management, resource mobilization and

utilization, and sectoral initiatives. Some further policy improvements in

these areas are envisaged to produce an over 4.5% p.a. growth, while an over

6% p.a. expansion seems to require much greater efforts. Increases

envisioned in external financing are consistent with improvements in the

debt-service ratio through this decade. 000027
4. Colombia presents a rather different picture from many of the
high-debt developing countries. It has avoided major reschedulings of

external debt, and honored debt-service commitments, both interest and

amortization, on schedule. A satisfactory economic program has been in place

in 1985-86, together with World Bank and IMF monitoring and adequate commer-

cial bank financing through 1986. The commitments of the new Administration

(that takes office in August 1986) to the current economic strategy would

serve as the basis for external financing in 1987 with a continuation of

monitoring and co-financing arrangements, if the new Government so wishes,

possibly leading the way for a Consultative Group meeting in the first half

of 1987 for future commercial bank lending.
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I. Initial Conditions 000027
Opportunities and Constraints

5. The medium-term agenda involves capitalizing on the country's

advantages and relaxing its constraints. A noteworthy favorable condition

concerns the relatively diversified production mix ranging from commodities

such as coffee, petroleum and coal to manufacturing. The country is located

strategically, close to major international markets and on two oceans.

Stability, continuity and gradualism in policy-making within a democratic and

pluralistic decision-making process have been beneficial. The elite is well

educated and, as a result, Colombia has by and large had good macroeconomic

policy-making. It is also a pragmatic society with a history of entrepre-

neurship across the economic and social strata, and good labor quality.

6. An important developmental constraint is unfavorable topography.

The three large and long mountain ranges divide the country and restrict

transportation essentially in north-south directions. The high cost of road

development has isolated parts of the country and hindered integration,

economically and socially. The traditional emphasis on interest group

pluralism and regionalism for socio-political balance and stability has also

meant considerable Government interventions and rigidities in the system.

The fiscal system-in spite of many reforms-features large transfers and

earmarking of revenues, and a crowding out of the private sector from

national savings. This is particularly relevant since, compared to other

developing countries, Colombia's national savings performance is modest, and

greater incentives are needed to generate more savings and private invest-

ments, both domestic and foreign. The economy has also remained somewhat

inflexible owing to policies of discretionary allocation of domestic credit

and import quotas, and partly as a result, it has lost some of its competi-

tiveness in world markets. Another limiting factor has concerned Colombia's

bureaucracy, particularly regarding administrative capacity at the local

levels. Finally, security problems-in part linked to the inadequate and

poorly distributed social infrastructure and lack of employment opportuni-

ties--have hurt investments, economic activity and socio-political stability.

The Historic Record 000 21

7. Colombia's long-term economic performance has been solid, real GDP

growth averaging about 5% p.a. and inflation about 16% p.a. during 1950-83.

One of the keys to this record has been the policy environment, particularly

as evidenced during 1967-75. An outward-looking strategy of this period

involved trade liberalization, adept management of a crawling peg exchange

rate system, fiscal discipline and improvements in sectoral policies and

public investment. As liberalization proceeded during the 1970s, non-

traditional exports grew, rising from roughly 5% of GDP in the early 1960s to

well over 9% of GDP in 1976, and GDP growth rate reached a peak of 6-7% p.a.

during 1967-75 with an unemployment rate of about 9% in the major urban

areas. Conversely, when macroeconomic policies weakened and the exchange

rate appreciated substantially following the 1976-80 coffee boom, non-coffee

export and GDP growth rates fell appreciably below the long-run trend, i.e.

what would have been anticipated on the basis of the growth in capital and

labor alone.
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8. Export expansion and savings/investment performance have been posi-

tively associated with GDP growth. Economic growth has been above trend when

the export/GDP ratio was high or rising; conversely, the collapse in the

export/GDP ratio after 1980 accompanied a growth recession. Between 50-88%

of GDP growth during 1963-80 resulted from an increase in the capital stock

supported by adequate savings and management of foreign borrowing. Further-

more, about a third of the 1976-80 growth was accounted for by improvements

in labor inputs, both the size of the labor force and its education and

skills. Sectoral policies that would assist performance include attention to

the size and composition of public investment, pricing policies and targeting

of public investment and incentives to higher-yielding and employment-genera-

ting avenues. A strong export and domestic resource mobilization performance

with labor-absorbing sectoral growth forms the rationale for the Bank's

policy-based lending to Colombia. 000027
9. Colombia has not remained immune to the deteriorating international

trends of the early 1980s. For the first time in six years a deficit emerged

in the current account balance in 1981, increasing to about 6.2% of GDP on

average during 1981-84 as a consequence of poor export performance, and

higher imports and interest payments. Coffee exports fell from the previous

high levels, and non-coffee exports were hurt by the slowdown in world

demand, large devaluations and import restrictions in neighboring countries

and domestic policy weaknesses: the coffee boom had set in motion an

accelerated growth in the money supply and inflation and a sharp real

exchange rate appreciation, despite stabilization efforts. During 1983-84

the international reserves fell precipitously, the debt-service ratio climbed

above 30% and the attitude of external commercial bankers hardened. The

fiscal deficit reached 7% of GDP in 1981-84 as a result of the growing

earmarking of revenues, automatic transfers and large infrastructural

investments. The deficit contributed to a higher domestic credit growth,

higher foreign borrowing, inflation, and further real exchange rate

appreciation. Economic growth fell to less than 2% p.a. during 1981-84 and

unemployment in major urban areas rose from an average of 9% during 1970-80

to 13.4% in 1984. Recent unemployment problems have their origin in the

population growth rate of over 3% in the 1950s, rural-urban migration, the

expansion in female participation, and in the recessionaryscircumstauws.

00ooov
II. Stabilization and Adjustment Policies in Place

10. The Government's 1985-86 economic program has focussed upon four

areas (see the matrix in Annex I).

(i) Trade Policy: In 1985 the Colombian peso was depreciated by some

30% in real terms against a currency basket. The maintenance of a

competitive real rate is envisaged for 1986-87. The Government has

also assured automatic access to imports and foreign exchange to

exporters in the import-export schemes, phasing down quantitative

restrictions on imports. A significant liberalization of export

restrictions, and a strengthening of the duty exemption scheme for

imports used in export activity have taken place. Peak tariffs and

tariff dispersion have been reduced.
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(ii) Fiscal and Monetary Actions: Revenue measures have included elim-
ination of income tax deductions, broadening of the value added tax

base, increases in stamp duty rates and import surcharges. There

has been a commitment to hold down real increases in public sector
wages and salaries, reductions in public sector subsidies, and a
scaling down of public investment. The overall public sector
deficit declined from 7.6% of GDP in 1984 to about 4.6% in 1985,
and is projected to reach 2.2% in 1986 and 1987. Credit expansion
to the public sector by the Central Bank has been slowed to permit
the banking system to expand credit to the private sector in line
with the growth in nominal GDP. 000027

(iii) External borrowing: While committed to scaling down external debt
indicators over the medium-term, the Government obtained commit-
ments from its traditional external commercial bank creditors for
the maintenance of short-term credit lines for the financing of
trade, and for an additional term facility of about $1 billion for
1986-87, to be used largely for investments in export-related
activities.

(iv) Sectoral Policy: Public sector investment has been scaled down.
Program size and composition is determined by criteria of
encouraging quick-yielding investments with significant impacts on
production efficiency, resource mobilization and the balance of
payments. Efforts have also been made to maintain public utility
tariffs at adequate levels.

11. As a result, net foreign exchange reserves as of December 31, 1985
had recovered to US$2 billion (representing approximately five months of
goods and n.f.s. imports). The fiscal deficit, the public investment ratio
to GDP, and the growth of domestic credit during 1985 were in line with
program targets. Finally, the country's creditworthiness has been
strengthened, as evidenced by the signing of the US$1 billion commercial bank
package. In early 1986 the external accounts began to receive a boost from a
sharp increase in coffee receipts. This is expected to offset the effects of
lower energy prices on the balance of payments during 1986 and 1987 and will
also increase Government revenues.

III. Medium-Term Adjustment Paths: Broad Assumptions

12. This section looks beyond the recent accomplishments to what might
be achieved over the medium-term. Three goals appear to be key:

(i) revitalize growth to historical levels and beyond with stability
and adjustment;

(ii) maintain and improve creditworthiness by keeping the debt service
burden within prudent limits; and

(iii) reduce unemployment rapidly: structural and cyclical.
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13. Two tentative alternative paths of growth are examined, both based

on conservative but substantial petroleum and coal exports resulting from

large new fields coming on stream in 1986 and a temporary coffee boom. A

base case of over a 4.5% p.a. growth rate that lowers urban unemployment from

the current 14% to 10% while holding inflation at 18% p.a. during 1985-1995

is predicated on a feasible package of policy and institutional change and

good.export performance, supported by a feasible financial package. A high

case of over 6% p.a. growth rate envisages higher current account deficits

partly because of more imports, which are financed by larger capital flows

allowing for more positive net resource transfers to Colombia. This scenario

could reduce urban unemployment to about 8% but require a more vigorous

policy package, more significant structural changes, additional financing,

and a sharper turn-around in private investments and export diversification.

Both cases assume OECD growth of over 3% p.a., external dollar infLation and

external interest rates remaining at current nominal levels, which underlie

projections of the domestic real exchange rate, non-traditional exports and

the debt servicing. 000027
14. The two scenarios are not dramatically different in their policy

content and results, particularly during 1986-90 when the base case

represents satisfactory performance. Nevertheless, differences in outcomes

under the two scenarios are expected to result, especially beyond 1990, from

changes in the timing and content of macroeconomic and sectoral policy

improvements, the level of investments, and domestic and external resource

mobilization. While illustrative, such differences are based on Colombia's

historic record of performance in response to alternative policies and

investments. In either scenario, the boom in coffee and petroleum and coal

earnings would require actions to maintain adjustment and avoid the "Dutch

disease" type phenomenon: pressures to appreciate the exchange rate, to

distribute the new wealth through public subsidies-and consumption expendi-

tures, and to rely on trade policy for stabilization, would need to be

resisted. Macroeconomic management policies would have to stabilize the

effects of the boom: fiscal measures would work to sterilize part of the

foreign exchange inflow, and savings would occur as insurance fdr possible

downturns ahead, together with possible improvements in debt-indicators

through loan prepayments, particularly short term debt.

A Base Case of Over 4.5% p.a. Growth 000O0

15. Three central constraints are to be relaxed: (i) remaining anti-

trade bias; (ii) fiscal, private saving-investment and foreign sector gaps;

and (iii) sectoral problems. A real exchange rate of nearly 30% over the

1984 level during 1985-86 and remaining competitive thereafter, reforms of

the export incentive system and reductions of import controls are projected.

Fiscal and financial policy improvements should produce an investment/GDP

ratio of some 19.5%, with nearly 18% of GDP raised as national savings,

compared to about 14% during 1981-84, with rising private sector shares.

Improvements in the efficiency of investment and productivity gains are also

envisioned with an implied drop in the ICOR. The base case already assumes

substantial external resources to finance higher investments and growth.

Initially the public sector's exposure to commercial banks would increase

from borrowing to complete ongoing projects primarily in petroleum and coal.
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16. Non-traditional exports gain from exchange rate and trade policies,

while earnings of oil and thermal coal from fields now coming on stream would

average over US$1.5 billion p.a. during 1986-90 possibly reaching about 30%

goods exports by the end of this period. The share of exports (goods and

n.f.s.) to GDP would increase from about 15% in 1985 to nearly 18% by 1990
and beyond, while the import share (goods and n.f.s.) would rise from the

16.5% in 1985 to over 17% by 1990, including a sharp decline in oil product
imports from current levels. The current account deficit would decline to

about 2.5% of GDP by 1990 and to below 2% by 1995, and reserves maintained at

some five months' equivalent of imports of goods and n.f.s. In view of the
stepped up borrowing during the 1980s, the debt-service ratio is expected to

peak at 34% in 1988 and decline to a level of about 31% by 1990 and 26% by

1995; the debt/GDP ratio is expected to reach 37% during 1986-1987 and
gradually decline to 28% by 1995. The share of interest on M&LT to GDP would

increase to close to 3% in 1986-1988, thereafter decline to about 2. during

1990-1995. Total consumption per capita would rise by just abot 0.6% p.a.
and private consumption per capita by 1% p.a. during 1986-1990, and about 3%

p.a. later on.

A High Case of Over 6% p.a. Growth

17. While unemployment would decline from current levels in the base

case scenario, it would remain relatively high, and per capita consumption
growth would initiatilly be modest. A high case is justified on the ground

that it would make a more significant impact on the unemployment problem; it
would also further improve export performance through a deepening of the

policy reforms. The higher growth rate and employment generation are

connected with larger exports and imports, higher private investments and

savings, and improved resource allocation (i.e. credit, imports) and sectoral

efficiency. Temporary tax incentives might be considered to stimulate
private sector confidence and investment in the tradeable sectors, but may

affect Government revenues (income tax revenue may decline with a one-year

lag, but may be partially offset by customs revenue increases). As the

private sector reacts favorably to the incentive scheme, additional foreign
borrowing for investment might be needed. An implication might be an initial

period of somewhat larger public sector deficits than in the base case,
higher debt and more debt servicing, followed by a later decline in these
indicators to levels lower than those implied in the base case. 000027
18. A stronger improvement in the savings and private investment

performance and a rise in exports and imports are tentatively envisaged. The

debt/GDP, interest/GDP and debt-service ratios are slightly larger during the

period under consideration in the high case; in the years beyond, however,
these ratios could be below the base case. (Alternatively, if an even

stronger domestic resource mobilization can finance higher investments, a
high case could be based on somewhat less external financing than assumed

now, implying lower debt-service ratios in the outer years.) A fall in the

unemployment rate below the base case, and an acceleration in the consumption
per capita growth over the base case are projected, contributing to poverty
alleviation and relaxation of social tensions. On the whole, the economy

would be more diversified and resilient to external stocks, and in that sence

more creditworthy, even if some of the traditional debt ratios are slightly
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higher than in the base case. These results seem plausible in light of the

country's performance during the 1967-1975 period when a pro-trade and labor
using strategy was in place.

IV. Policies and Institutions: Overall Priorities 000027

19. This section sets forth in broad terms a policy strategy that could

support the outcomes envisaged in the previous section, taking into account
the country's long tradition of a gradual and cautious approach to policy

changes. The policies corresponding to the base case are considered likely
while the higher case would involve greater efforts. In either case the

proposed policies form an integrated package in five areas in the following

order of priorities:

(i) Non-traditional labor-intensive export drive inter alia through

trade-reforms including exchange rate, import and export policies

and predicated on a core program of macromanagement policies;

(ii) Resource mobilization through strengthened fiscal and financial
management, improved environment for local and foreign investments,

moderate foreign borrowing and higher savings performance;

(iii) Sectoral growth centered on improved sectoral policies, reduction
of market distortions, and efficient public investment and pricing;

(iv) Employment generation and basic needs to complement macro and
sectoral policies; and

(v) Greater efficiency in public sector management and incentives for
private sector participation.

Trade-related Macro-management 000 2?

20. In the base case, export promotion would cover: the maintenance of

an adequate real exchange rate even in the face of commodity booms; continued
removal of export restrictions other than those imposed on cultural and
environmental grounds; transformation of the present tax incentives to
exports (CERT) into a scheme for the rebates of indirect taxes on export

activities; and support for aggressive market penetration, including
strengthened guarantee and insurance schemes for exports. Quantity
restrictions on imports would continue to be dismantled until some 75% of the

value of imports belong to the free or unrestricted regime. In view of the

tariff reductions already accomplished, further measures could be postponed

until 1987, when a clustering of tariffs around four tiers (40%, 30%, 20% and

10%) might be enacted and in the meantime a phased elimination of tariff

exemptions pursued. A gradual removal of IDEMA's (Agriculture Marketing

Institute) monopoly over the import of agriculture goods has been initiated.
Further automaticity and uniformity of access to export incentives and to

import duty exemptions and drawbacks would be predicated on a reappraisal of

the role of PROEXPO (the export promotion authority) and further simpli-

fication of administrative procedures of INCOMEX (the trade regulating body).
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21. The high case would imply: accelerated depreciation allowances for

the treadeable sectors; greater dismantling of import restrictions until

about 85% become free imports; further-concentration of tariffs rates around

two tiers (30% and 20%); for imports remaining under quota, a system of

freely negotiable titles offering non-traditional exporters the right to

freely import goods under the quota system would be reviewed: this would

transfer importers' rent to exporters. Trade policy reforms for the base

case are being supported under the Trade Policy and Export Diversification

Loan (TPED) approved in 1985 and the Trade and Agricultural Policy (TAP) Loan

approved in 1986.

Resource Mobilization 000027
22. In the fiscal area additional measures to boost public savings in

the base case involve an expansion of revenues through efficiency gains and

restraints on current expenditures. Central Bank financing of the public

deficit would continue to be cautious, avoiding the crowding out of the

private sector and improving the investment climate for private investors.

For the high case additional reforms could involve: equal tax treatment to

income and capital gains; expansion of the base of the value-added tax to all

sectors (including all imports and exempting all exports) with a uniform tax

rate; study of the feasibility of changing the tax base from income to

consumption including a negative tax schedule; and continued reductions in

the earmarking of taxes.

23. In the financial sector structural problems have included: regula-

tory policies governing interest rates, directed credit allocation, rela-

tively high bank reserve requirements, tax policies biased against equity

finance, and a forced investment policy which requires financial inter-

mediaries to place a portion of their liabilities in low yielding assets.

These problems have tended to diminish the competitiveness of Colombian

financial assets, reduce the efficiency of intermediation, depress private

savings, and encourage capital outflow. Currently the financial system faces

problems of liquidity and solvency associated with a significant non-

performing, non-collectable portfolio of assets which worsens the system's

ability to mobilize private resources. Policies to correct these liquidity

and solvency problems underlie the base case and Bank support involves

substantial policy dialogue and a possible Financial Sector loan. The high

case counts on a significant increase in private domestic saving and

investment and on efficiency improvements in credit allocation. These

require bold reductions in the structural distortions mentioned above.

Sectoral Initiatives o(jOO27

24. In addition to the trade and credit policies already mentioned, the

base case for the agricultural sector considers: (a) a coffee policy that

balances supply with long-run demand and stock requirements, and provides

incentives for coffee diversification; (b) improvements and increases in

public sector investments particularly in rural infrastructure including

rehabilitation of irrigation and drainage, and research and extension; and

(c) a strengthening of the Ministry of Agriculture's policy planning and

coordination capacity. These policies are addressed by the TAP loan and the
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proposed lending for irrigation, technology transfer, agricultural credit and
the ongoing agricultural diversification project (Annex V). In the high case
additional measures should seek: (a) a greater emphasis on the development
of agroindustries (creation of a legal framework that better integrates
agricultural producers and industrial processors; facilitate project identi-
fication and preparation; improved mechanisms for channelling of agricultural
inputs and credit to agroindustries); (b) expansion of rural development
activities to areas hitherto not covered; (c) livestock and fisheries devel-
opment; (d) strengthening of agricultural marketing; (e) better land manage-
ment, especially regarding security of tenure; and (f) more careful exploita-
tion of renewable natural resources. ( 00027
25. After having been a leading sector for over two decades, growth in

the industrial sector has fallen behind the economy average since the late

1970s, and it actually declined between 1981 and 1983. Under the base case,
sector policies would focus on ways to improve competitiveness through cost

reduction measures, by reducing the anti-export bias which has affected
exports in the 1980s, and through improvements in the price control mecha-
nism. As larger industries modernize, medium- and small-scale enterprises

that absorb susbstantial manpower should be strengthened through the encour-
agement of public and private financial institutions and improved technical

assistance. A fairly substantial allocation is being made in the ESW program

(Annex V) to analyze these issues, to help formulate a strategy for the

development banking and industrial sector loans. The high case stimulates

private investment through policies directed to remove restrictions to
foreign direct investment, and through tax incentives such as accelerated

depreciation.

26. In the transport sector, continued emphasis should be placed on
rehabilitation and maintenance, particularly of roads and railways, to reduce

transport costs and support external trade with minimum and quick-yielding
additional capital investments. Port bottlenecks should be eliminated in the

short-term through rehabilitation of physical installations already in place,
together with operational improvements at the Port Authority. The general-
ized practice of earmarking sector funds (via Fondo Vial) should be reduced
for more efficient resource allocation. These issues are being addressed in

the context of the ongoing Highway Sector, Railways VII, Ports Rehabilitation
and the Rural Transport sector loans, and are part of the base case. New
investments on intermodal arrangements (river/railways/roads interfaces)
along the Atlantic corridor as well as containerization and expansion of port

facilities would be required in the medium-term in the high case. In the

power sector the investment program would need further revisions to emphasize

distribution and efficiency measures in the base case, and some new expansion

for the long-term in the high case. In either case, the petroleum and coal
sectors may eventually be tempted to spend much of their foreign exchange
earnings for capital intensive projects in the energy sector without relating
such investments to macroeconomic objectives. Special emphasis will need to

be placed upon policy tools to capture the economic rent from oil and coal

revenues, should they materialize as anticipated, and channel them primarily
into other competitive tradeable sectors, which may have a higher economic

return or greater employment creation potential. C 0 G 7
27. A major comparative advantage of Colombia lies in the abundance of
exportable energy based resources (coal and petroleum). A base case strategy
would be to keep the favorable investment climate for foreign equity as this
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sector can expect to attract foreign equity investments in the short-term.

Appropriate pricing policies in the energy sector are essential, both to

release petroleum for exports and improve the financial position of the

petroleum and power sectors. In addition to policies being pursued under

current project loans, an energy strategy is being prepared in collaboration

with the energy sector institutions in Colombia, coordinated by the Ministry
of Mines and Energy, which could lay the basis for future policy loans.

While the energy sector is the most capital intensive sector in Colombia, the

privately-managed, small-scale coal sector is an exception. Because of the

abundance of coal resources in Colombia, estimated to last some 450 years

based on current production, there appears to be scope despite the impact of

falling oil prices on coal, for this sector to supply coal for the power
sector, since in addition to being economical, it is also very labor

intensive. This is one of the areas being studied under the energy strategy

work with the Colombians and corresponds to the high case.

Employment and Basic Needs 000Z7,
28. Under the base case, investments in labor intensive industries and

expansion of education, health services, water supply and transport would be

accompanied by a greater distribution of services and investments in basic

needs targeted to regions which have been neglected. These efforts, as well

as those supporting small-scale productive activities, should be more closely

coordinated between sectors. Approved and proposed loans for health, rural

transport, education and vocational training, and water supply pursue these

goals (Annex V). The high case would focus upon the productive potential in

agriculture, agroindustries and industries in regions previously neglected

but with economic potential, and on the opening up of financial centers more

widely in the country. Opening up the political process requires decisions

at the political level, and involves economic resourceq such as the channel-

ling of funds to local departments and improvements in the quality of local

administration; a beginning has been made through new legislation undertaken

in 1985 and 1986 to expand transfers to and increase the autonomy of local

authorities in formulating local investment priorities. Regional and urban

development can contribute towards these aims based on a close look at the

pros and cons of decentralization. Vehicles for achieving this reorientation

could be the loans for integrated rural development and a possible one for-

municipal management envisaged in the coming years. 000027

29. While the persistence of unemployment may be attributed in part to

the decline in growth and resource availability, it is also a consequence of

labor market distortions. The Government has made efforts through the

political process to increase the access of certain groups to mainstream

activities. Economic support to neglected areas is being expanded through

the National Rehabilitation Plan, though more vigorous efforts are required

to focus strategy squarely on employment creation. A study on employment

strategy has been initiated by the Government in order to obtain specific

recommendations by mid-1986 and a Bank study is considered for FY87. The

major corrective policies under the base case would enhace resource alloca-

tion to the private sector, improve public sector efficiency and investment,

promote exports and import substitution and basic needs; the high case would

accelerate these efforts by promoting a more competitive labor market

structure through legislation fostering labor mobility and wage flexibility.
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Public and Private Sector Balance

30. The scaling down of the public sector investment program aims to

correct the relative imbalance between public and private sector investment

during 1985-86, and beyond. The Bank's policy dialogue and the base case

focus on the pricing policies of major entities and concentrate on projects
which: (a) are quick-yielding, make intensive use of existing capacity and

are least-cost options; (b) emphasize domestic resource mobilization; and (c)
have substantial impact on export- and import-substituting sectors and

employment. Recommendations from the recent sector work carried out in

energy, agriculture, industry, transport, education, urban, water and health

will need to be implemented (see Annex II). Investments in basic needs

should also be given priority, especially in regions previously neglected,

and greater efforts are required to deal with the inefficiencies in those

sectors. At the project design level, more non-conventional approaches, such

as the adoption of lower design standards for basic public services to allow

larger numbers to benefit, will also be required. The Bank's support will be

provided both under the public investment reviews, and through various sector

operations. A more effective management of the public sector would be

necessary for the high case. To tackle the inefficiencies in planning,

budgeting and monitoring, policy formulation and decison-making that lie

outside the control or influence of individual enterprises, would require

specific emphasis on those institutions which control resource flows and use

the largest amount of resources.

0000-7
V. Action Program: Specific Policy Reforms

31. Following the broad policy thrust outlined thus far, this section
details the reform program for both scenarios. An action program for 1986
and future directions are spelt out below, while the specifics for the

1986-90 period are outlined in Annex I. This proposed program should of

course be reviewed and modified in the light of further work, annual results,

and changes in the external environment. A summary of sector policies is

included in Annex II.

Trade and Exchange Rate Policy 0 0 0 0 21
32. The reform package could span about five years. In 1986 the

Government could announce its commitment to a full-fledged pro-trade strategy

with a comprehensive policy package schedule encompassing the major sectors.

In line with the broad thrust of trade policy for export promotion and

import-liberalization in the previous section, the base case envisages: (i)

continued yearly review of the crawl in the exchange rate seeking adjustments

in the real exchange rate in line with a specified set of indicators,

especially those affecting export competitiveness; (ii) publish--in order to

give clear signals to the private sector--a timetable for reduction in

quantity controls on imports, including a reduced list of commodities under

control at the end of the program, targeting the share of free imports

broadly defined in total imports, in value terms, at 75%, and the share of

imports under free positions and the import-export schemes at 55% in value

terms; (iii) review a market-oriented mechanism for the allocation of remain-
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ing quotas; (iv) remove tariff exemptions on all imports including Government
imports; (v) expand the free access of private importers in the importation
of grains and gradually remove price controls and support prices to import-
able agricultural goods; (vi) extend coverage of the import duty drawback
schemes for exports, particularly to agriculture and indirect exporters.

33. The high case would seek: (i) shares of 85% and 70% of the free

import categories respectively mentioned in para. 32(11); (ii) enactment of a

temporary acceleration in depreciation allowances for the traded sectors from

the current 40% in each of the first two years and 20% in the third year, to

80% in the first year and 20% in the second year; (iii) review a system of

freely negotiable titles offering non-traditional exporters the right to
import goods remaining under the quota system.

000027
Fiscal and Financial Policies

34. In the base case, a reduction in the public sector deficit from

about 4.6% of GDP in 1985 to 2.5% by 1990-i.e. only just above the 2.2%

deficit projected for 1986, the year in which the coffee boom increases

revenues-and 2% by 1995 would require additional revenue measures: tighten

controls to reduce tax evasion substantially and eliminate tax loopholes

(i.e., tax exemptions to non-profit organizations); increase the real

revenues of public enterprises by setting tariffs based on long-run marginal

cost; adjust gasoline and fuel prices to reflect opportunity cost and

transport user charges. On the current expenditure side a strict wage policy
and some reductions in personnel and expenditures on goods and services need

to be effected, while the share of public investment would need to be kept,
as in 1985, at no more than 9.5% of GDP and should continue to concentrate on

projects which are in keeping with the criteria in para. 30.

35. Concerning financial sector policy, the existing mechanisms for

the recapitalization of financial institutions would be strengthened, linking

them to the restructuring of the real and the financial sector firms,

avoiding bailouts as much as possible (subject to Government's decision that

depositors should not lose), and using the minimum.of Government resources

within the current monetary and fiscal programs. Central Bank financing of

the public sector deficits is estimated to have been held down to about

Col$30 billion or 0.6% of GDP during 1985 (compared to Col$150 billion or

4.1% of GDP in 1984); while the public sector is projected to become a

contractionary monetary factor during 1986; a cautious policy would be

pursued thereafter. A fall in the inflation rate from about 22.5% in 1985 to

22% in 1986 is envisaged, while the financial system will expand the share of

credit to the private sector despite the fall in the rate of overall domestic

credit creation from about 25% in 1985 to 22% for 1986. This orderly fall in

the rate of domestic credit creation would eventually reduce inflationay.

expectations, devaluation, and thus domestic interest rates. 0000 2?
36. In the high case additional revenue measures would: (i) introduce

equal tax treatment to income and capital gains; (ii) expand the base of the

value-added tax and establish a more homogenous tax rate; (iii) continue

phasing out of earmarked taxes; and (iv) expand existing capacity utiliza-

tion, reduce output losses and improve collections of public enterprises.
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37. Competitiveness of domestic financial assets could be enhanced

through: (a) gradual elimination of forced investments in the financial

system by freezing their stock in nominal terms, allowing inflation to

gradually erode the real value of forced investments, with the incremental

liabilities to be allocated progressively at market-determined interest

rates; (b) reform of the Colombian tax code which currently allows recipients

of interest to partially adjust their receipts for inflation, but does not

require borrowers to adjust their deductions, thereby encouraging debt

finance. In addition, the lack of any effective taxation of Colombians who

earn interest in the U.S. and in the so-called tax-havens abroad, probably

creates an incentive for capital flight. As a remedy, taxes should be

collected on interest at the firm level- by eliminating the deductibility of

interest on new borrowings; interest should be exempt from taxes at the

household level; while tax policy should not discriminate against holding

domestic equity relative to holding foreign equity; and (c) deregulation of

interest rates on savings and time deposits and on credit.

Sector Incentives and Public Investment 000027
38. Agriculture and Industry. Trade-related macroeconomic and

financial policies already outlined would have a broad, positive impact upon

these sectors. In addition, specific agricultural measures might include the

following: (a) to avoid coffee over-production, guaranteed producer prices

for coffee should not necessarily increase with international prices; in the

event of sharp increases in external prices, a variable bonus (in addition to

the guaranteed prices) that rises and falls in the same proportion to the

increase in world prices might be introduced; furthermore subsidies to inputs

used in coffee production should be eliminated; (b) improve investment

programing and cost recovery in public irrigation districts; (c) increase

interest rates on official credit and introduce partial variability of

interest rates; and (d) carry out institutional reforms under the TAP loan.

The areas identified for the high case earlier require further sector work as

considered in Annex V. Specific to industry: (a) adjust price control

mechanisms to reflect long-run marginal costs while oligopolistic structures

prevail owing to high protection; (b) strengthen the ongoing restructuring

and recapitalization program; and (c) study incentives to promote small-scale

industry. In the high case, promote revision of foreign in n

regulations under the Andean Pact Agreement. UU 7 -

39. Transport. The potential capacity of the infrastructure already in

place seems to be sufficient to meet the short- and medium-term requirements

for growth and external trade under the base case. The petroleum and coal

exports investment projects include the development of their own transporta-

tion needs. Hence, actions during 1986 should focus primarily on preserva-

tion of transport facilities and networks, higher operational productivity of

transport modes and intermodal coordination, and more efficient mobilization

and allocation of sector investment resources. Specific measures should

include: (a) greater revenue raising capacity through direct cost-recovery

mechanisms and cost-based user charges in all transport modes; (b) emphasis

on rehabilitation and maintenance investments, particularly in roads and

railways; and (c) upgrading efficiency and rationalizing labor costs of rail-

ways and port services. The high case would: reduce transport costs by
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emphasizing complementarity of investments among transport modes through
intermodal arrangements--particularly rail and river interfaces--with

priority to the Atlantic trade corridor; exploring marketing arrangements for

key tradeables to effect more efficient distribution; encouraging private

sector participation whenever comparative advantage considerations would lead

to efficiency gains; and expand the rural roads network to integrate less

developed areas into the mainstream economy.

40. Energy. Policy measures in the base case are: (i) adjust domes-

tic fuel prices to reflect opportunity cost; (ii) pursue -long-run marginal

cost pricing policy and scale down demand projections and capacity expansion

to more realistic levels in the power sector; (iii) institute full corporate

income tax for Ecopetrol and Carbocol (government-owned oil and coal enter-

prises respectively); (iv) confine the access of sectoral institutions (power

sector, Carbocol, and Ecopetrol) to the domestic credit market while promot-

ing equity and debt finance from external markets; (v) increase Government

involvement in sector planning so that investment programs and pricing

decisions reflect macroeconomic objectives more closely, avoiding over-

expansion in energy sector capacity while promoting a balanced use of

existing resources (hydro and thermal). In the high case: (i) encourage
conversion of industry based on oil and other fuels to coal-fired systems,
establishing incentives to encourage such conversions; (ii) promote small-

scale coal mining (Colombia has Latin America's largest coal deposits) for

power sector development and for industries in support of energy efficiency
and employment objectives.

000(27
41. Education and Health. For both sectors: (i) reduce earmarking of

funds, since Law 467/1971 (Situado Fiscal) instituted a scheme of earmarking

intergovernmental revenue transfers which has created difficulties in budget-

ary allocations and complicated the management of these two sectors; (ii)
take measures to cope with problems of low absorptive capacity; (iii) improve

the policy coordination mechanism, management capacity and capital stock

maintenance. In health: (i) improve intrasectoral distribution of financial

and human resources; (ii) give close attention to the financial soundness of

the social security system; (iii) emphasize preventive health care over the

expansion of high-technology, hospital-based medicine; and (iv) develop cost

standards for different medical services and guidelines on health care

financing. In education: (i) increase private sector resource mobilization
through more fee collection for higher educational levels (user fees for

higher education) as a component in the efforts to start increasing the share

of total expenditures in education to levels of other countries at similar

stage of development (from 3-4% of GDP to 4-5%); (ii) priority should be

given to neglected primary education, especially rural primary education;
(iii) improve the use of existing resources and the allocation between

recurrent and investment expenditures: since presently little funds are

available for payments other than teacher salaries; and (iv) improve internal

efficiency of the educational system in terms of completion rates, and -

achievement levels through more extensive use of such important educational

inputs as textbooks.

42. Water Supply and Wastes. Base Case: (i) implement tariffs based

on long-run marginal costs; (ii) reduce Central Government subsidies; (iii)
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link the provision of credit to institutional and operating reforms of water

utilities; (iv) strengthen INSFOPAL's (National Institute for Municipal

Development) technical capabilities and support FFDU (Fund for Urban Develop-
ment) as the development banking entity; (v) strengthen Government policy-

making and enforcement capacity; and (vi) dissemination of low cost techno-

logies, and personnel training. The high case requires measures in the urban

sector: (i) develop urban finance mechanisms to reduce sector subsidies and

dependency on budget resources; and (ii) pursue decentralization of responsi-

bilities for mobilization and allocation of urban investment resources to

local administration.

Labor Policy 000027
43. The principal means of raising labor absorption are macro and

sectoral policies aimed at faster growth and larger exports. Under the base

case, a higher labor content in the production mix and opportunities for

employment could be enhanced by promoting greater flexibility in the composi-

tion of salaries with emphasis on incentives for productivity gains, instead

of the current system dominated by non-wage benefits which are unrelated to

performance and represent about 55% of wages. Current labor legislation, and

the cesantia (severance payments) system in particular seem to have

accelerated labor turnover and increased uncertainty with respect to the

labor cost component. (Cesantia benefits are equal to one month's wages for

each year of employment. Firms are obliged to calculate annually the total

sum of cesantias that they would have to pay their workers, based upon

present wages, and to incorporate them into the corresponding balance sheets

as liabilities to labor. Cesantias constitute the employee's assets, to be

held by the firm as cash reserves from which partial withdrawals are

possible. In addition, private enterprises have been obliged to pay an

annual interest rate of 12% on the consolidated cesantias in their

possession). Retroactivity on partial withdrawals represents an excessive

and uncertain burden on labor cost. Additional burdens stem from: (i) the

provision of private pensions (called "pension sancion"); and (ii) retro-

active wage payments to those employees who have been working with the same

firm for over ten years and have been dismissed without justification.

Public Sector Efficiency0 00u27
44. A study of public sector efficiency is considered in Annex V.

First, Central Government control and regulatory powers in the productive

sectors, including direct ownership could be reduced. Efforts should be made

to divest, deregulate or hand over to the private sector to operate along

commercial lines, functions or services and entities which do serve national

interests. Second, some public enterprises are quite efficient in functions

such as capacity expansion while weak in areas of maintenance and management;

others are weak in both. The greatest challenge is to improve efficiency and

the performance of such institutions in areas such as railways, ports,

electric and water utilities and agriculture. Most project operations being

processed have improvements in efficiency as a major objective.
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VI. Constraints to Policy Implementation

45. Two sets of policy proposals have been examined: the base case
envisages a moderate deepening of policies initiated in 1984-1985; and the
high case involves additional measures. The execution of polices recommended
under the high case will require a highly persuasive policy dialogue to
develop greater consensus for carrying out politically difficult decisions.
Policies for the base case would also encounter resistance in some sensitive
areas as outlined below. 000027
46. Trade Policy. The highest recorded past share of free imports in
the value of total imports was 68%, moving above that level may prove to be
difficult, especially in light of the strong protectionist stand usually
taken by ANDI (National Association of Industries), and the unravelling of
past import liberalization attempts (pre-1967 and during the late 1970s and
early 1980s). Removal of tariff exemptions to imports and the possible
introduction of a market mechanism for the allocation of import quotas will
also face resistance from those benefiting from the existing schemes.

47. Public Sector Policy. Bringing public enterprise tariffs in line

with long-run marginal cost while avoiding erosion in real tariffs from

inflation is politically sensitive, as is the requirement to maintain strict
wage and employment policies for the public sector. In the power sector, the
institutional propensity to opt for capacity expansion rather than efficiency

improvements together with strong regional pressures, may lead to premature

initiation of large-scale hydroelectric plants such as Urra I and II, and
Canafisto, even while lower cost thermal options exist. Taxation of Carbocol
and Ecopetrol profits at the corporate level is likely to generate debate.

48. Coffee Policy. The current temporary increase in the international

coffee price has, as in the past, induced pressures for producer price
increases, which will be difficult to resist unless compensatory measures are
undertaken such as income transfers (unrelated to production) to producers.
Handling of a coffee boom may be the greatest challenge for policymakers in
the short term. The windfall gains from temporary terms of trade improve-
ments should be transformed into a permanent wealth gain; repayment of some
short-term debt (of about US$3 billion registered short-term debt), while

maintaining planned long-term borrowing and allowing only a slight increase
in consumption, is a possibility. 0 6

VII. Monitoring of Policies: Role of the IMF

49. The 1985 stabilization program was endorsed by the IMF under a

monitoring arrangement adopted by its Board. The World Bank approved the

TPED loan of US$300 million to support adjustment towards an outward-looking

growth strategy relying increasingly on market discipline to assure the

competitiveness of exporters and of import-competing industries. Both

institutions agreed to monitor the performance of the economy over the

medium-term, with the IMF focussing more on stabilization issues and the Bank

addressing trade policies and the investment program. The Bank views its
policy loans as part of a total financial package necessary to support
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stabilization and structural change. It therefore urged Colombia's major
external bank creditors to support the program with additional medium-term
lending and the restitution of short-term credit. As a result, the country's
international bank creditors pledged their financial support in the amount of

US$1 billion to the country's medium-term adjustment efforts, on the basis of
periodic IMF monitoring and Bank assessments of the economy and policies.
This loan was signed in December 1985.

50. The TPED loan has been followed up by the TAP loan in 1986, which
also monitors macroeconomic performance, trade policies and the investment

program in addition to agricultural sector policies (Annex IV). The IMF is

carrying out a monitoring of the 1986 economic program, which is being incor-

porated in the Bank's assessment. Subsequently, other macroeconomic and
sectoral operations are envisaged to follow-up on policy developments. While

it would be highly desirable to continue IMF monitoring particularly in the

fiscal, monetary and exchange rate areas, it is not yet clear whether the

Government wishes such an arrangement to continue beyond 1986, or if the
commercial banks would insist on it for further lending.

ou0u"27
VIII. Financing Requirements

51. In the base case scenario, in view of the continuation of current

account deficits (although much reduced), growing debt repayments, and the

need to build-up reserves modestly, foreign investments and loan disburse-

ments are expected to be needed in significant amounts during 1986-90. Based

on the 1981-85 record of foreign direct investment flows, net foreign invest-

ments during 1986-90 are projected to be US$2.1 billion, with annual official

and private capital gross disbursements of about US$1.3 billion and US$1.4
billion respectively. Net medium- and long-term capital flows of about

US$6.5 billion would be required during 1986-90. Net inflows of official

capital, however, are expected to be one-third higher than the net disburse-
ments of private capital, with the latter, nevertheless increasing its

medium- and long-term debt to Colombia by about US$2.0 billion (30%). Over

1990-95, however, the net disbursements of private capital are expected to
outpace the official as the country's creditworthiness strengthens further,
and basic infrastructural and policy environmental improvements are made.

52. The higher performance alternative is based on gre iic and
external resource mobilization and investments, particularly during 1991-95.

The over 6% p.a. growth scenario is also predicated on higher imports which

result in a higher current account deficits than in the base case. These in

turn are met by somewhat larger capital inflows and a slightly higher debt

service which could, nevertheless, be lower if even greater domestic savings
or higher exports than presently projected were to materialize. The addi-

tional funds are assumed to flow proportionately more from private lenders,

thereby increasing the share of private lending in the total by about 1-3

percentage points above that in the base case during 1988-1995. The IBRD's
higher lending would correspond to a graduated response to better

performance.
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Implications for the Bank

53. IBRD disbursements in the base case correspond to an expanded lend-
ing program, representing about 45% of total official gross disbursements

during 1986-90. During 1986-90 commitments for 29 projects (see Annex V) with

a US$550-600 million annual disbursement is envisaged. Twenty of these

operations or 57% of the commitments would be for projects of a traditional
design with relatively narrow objectives or projects which would build upon

anticipated policy-based lending. Seven sector policy loans totalling 30%
and two macroeconomic policy loans (Trade and Agriculture Policy, and

tentatively, Financial Sector) totalling 13% of commitments would constitute
the remainder of the program, and depending on the financial needs of the

country, these operations would be quick-disbursing or of the more

traditional pace. About 65% of the total policy-based lending amount would

be devoted to the agriculture, energy and financial sectors and the remainder

would address structural problems in the education, water, industrial and

transport sectors. The economic and sector work program seeks to support
these future lending directions, relying on the increasing participation of

Colombian institutions, on the contribution of the IMF on stabilization

issues, and on the IFC on questions of private sector incentives.

54. The relationship among the overall capital requiremen S, ank
lending, Bank exposure and net resource transfers to Colombia needs to be

monitored. The base case projects what may be a reasonable balance between

Bank exposure to Colombia and net transfers (i.e. including interest

payments) from the Bank to the country. With a Bank share of public and
publicly guaranteed debt and debt service of nearly 25% during 1987-1990,
negative transfers to the country are avoided during that period as a whole.

Even in the base case, however, a somewhat declining Bank exposure during

1991-95 raises the possibility of negative net transfers in that period. A
high case, on the other hand, reduces this conflict by allowing for larger

overall borrowing by Colombia, larger Bank lending, and therefore a

combination of lower Bank exposure and improved net transfers from the Bank.

0u0027
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ANNEX II
Page 1 of 11

COLOMBIA: SECTOR POLICIES

1. The Role of the Sectors. The agricultural and industrial
sectors are important in terms of its contribution to GDP, employment and
trade; the energy sector needs attention because of its potential contribu-
tion to foreign exchange earnings and the amount of investment absorbed; the
transport sector, reflecting the topography of the country, requires substan-
tial resources; the social services, including health, education, urban and
water supply, are essential for purposes of meeting basic needs in outlying
areas of Colombia and to preserve and augment the human capital base and
because of their significant budgetary implications; the financial sector
performance in mobilizing the needed resources requires improvement as well
as a more balanced and strengthened public-private sector operation. The
main policies to be pursued in each sector areas follow:

1. Agriculture Sector 000027
2. Agriculture accounts for about 20% of GDP and less than 10% of
public investment and provides for about 25% of total employment, and
contributed to over 67% of total export revenues in 1983. Coffee makes up
around 73% of agricultural exports and nearly 50% of all exports. Imports of
agricultural products represented 7.5% of total imports in 1983. After
expanding at about 4% during most of the seventies, growth in agriculture
fell to 1.3% during 1980-84. Besides distortions in relative prices and
credit policies, other factors that have had detrimental effects in the
sector's performance were: (a) reduction in government investments in
agriculture since the mid-1970s, and (b) the rapid increase in the real
agricultural minimum wage rate that took place in 1979 (32%) and between 1982
and 1984.

3. Policies. Key policies affecting this sector include rade-
related policies and credit policy which were already covered under the
sections on Trade and Financial Policy measures in the text. Coffee policy
represents another vital area. Additional sector's specific policies are:
(a) strengthening the Ministry of Agriculture's policy planning and coordina-
tion capacity and improving agricultural statistics; (b) improving cost
recovery in public irrigation districts and intensification of land use; (c)
giving greater emphasis to the development of agroindustries (creation of a
legal framework that better integrates agricultural producers and industrial
processors; facilities for project identification and preparation; improved
mechanism for channelling of agricultural inputs and credit to agro-
industries); (d) revamping the existing agricultural marketing systems; (e)
better land management, especially regarding security of tenure; (f) rational
exploitation of renewable natural resources; and (g) increasing the agricul-
tural share in public investment as a supporting activity for the enhanced
role envisaged to this sector. Priority should be given to rural infrastruc-
ture (rehabilitation of irrigation and drainage work) and technological
change (research and extension).
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2. Industrial Sector

4. Colombia's manufacturing sector growth of value added (MVA), fell

from a healthy 7.7% per annum over 1966-73 to a -1.1% over 1981-83. Growth

revived to about 8.% in 1984, largely due to the introduction of generalized

import quotas, but is expected to have again fallen to the 2-3% range in

1985, in part because of the dampening effects on demand of the 
Government's

stabilization program. Its performance since the mid-1970s has lagged behind

other sectors, as measured by the MVA fall in GDP from about 23% in 1973 to

19% in 1983 and its structure shifted slightly away from non-durable consumer

goods (from 54% of MVA in 1973 to 48% in 1983, due mainly to textiles) 
and

toward intermediate goods (due primarily to chemicals), though with no marked

change in capital goods. This tendency toward more heavy industry has led to

a change in the sector's factor intensity, favoring more capital intensive

production. The sector's labor productivity has increased at about 2 p.a.

5. From the mid-1970s until recently, overvaluation of the foreign

exchange rate changed relative price in favor of non-tradeables. Exports as

a share of total sector output, which had increased nearly fourfold from 2.5%

in 1966 to 9.1% in 1974, had by 1982 fallen back to 5.7 percent. At the same

time, in the face of declining retained earnings, the reliance mainly upon

short-term indebtedness to finance sector investments nearly doubled,

reaching about 80% of the total, under liberal credit policies and 
tax rule

biases against equity. With the fall in aggregate demand in the early 1980s,

very high real interest rates, and the crowding out by the public sector,

profits were further squeezed, actually turning negative 
in 1983 and

precipitating a serious financial crisis in the sector 
which continues to

persist today. The precarious financial structure of many of the sector's

enterprises coupled with more visible insecurity in a number of industrial

regions, have now become important constraints to sector investment. 
Foreign

direct investment in Colombian industry since the mid-1970s has not 
made a

strong contribution, due largely to restrictive regulations adopted at 
that

time under the Andean Pact. Accumulated registered investment in the sector,

rising from $317 million in 1970 to $922 million in 1982, has remained 
at

virtually the same level in real terms and its effects on the balance of

payments has been rather insignificant. 0 O 0 V27
6. Policies. Subject to further study are: (a) support

labor-absorbing small-scale industry to help resolve the deterrent 
effect

that the security issue has had on investment; (b) consider reduction in

effective protection for consumer and intermediate goods to stimulate

increased productivity and more effective export promotion, possibly via

trading companies; (c) stimulate technology transfer via joint ventures and

direct foreign investment to expand capital goods; (d) promote revision of

Andean Pact Agreement to remove restrictions to foreign investment; and (e)

review system of centrally administered prices and strengthen financial

restructuring at the enterprise level with incentives for equity capital.



ANNEX II
Page 3 of 11

3. Energy Sector

7. It is the largest sector in terms of investment requirement,
consuming about 53% of total public investments, but has limited employment
creation potential except in the small scale coal sector. Colombia will
shift from being a net oil importer of about US$400 million in 1984 to an

exporter of about US$1.3 billion by 1988. Thermal coal is also emerging as
an export likely to reach about US$1.0 billion by 1990. The current drive to
produce petroleum has top priority, while surplus in generation capacity and

lower than anticipated demand growth call for major shifts in investments in
the power sector. The main objectives for the sector are: (i) to improve

the efficient utilization of all energy resources in Colombia including coal;

and (ii) to improve the financial performance of all the energy sector
institutions. 0 0 L27
8. Policies: (i) promotion of private sector involvement in
petroleum and coal development for exports so as to relieve Carbocol and
Ecopetrol from using scarce resources for such capital intensive activities;

(ii) encouraging conversion of oil and other fuels in industry to coal fired

systems and establishing incentives to encourage such conversions; (iii)
promoting small-scale coal mining (Colombia has Latin America's largest coal

deposits) for power sector development and for industries in support of

energy efficiency and employment objectives; (iv) vigorously pursuing
long-run marginal cost pricing policy; (v) improve demand management enabling
sector to postpone investments; (vi) confining sector institutions (power
sector, Carbocol, and Ecopetrol) access to the domestic credit market while
promoting equity and debt finance from external markets; (vii) rescheduling

power sector foreign debt; (viii) reorienti'ng investments in the power sector

away from capacity expansion to efficiency-related measures; (ix)
restructuring the balance of power in the electricity sector giving the

Government increased involvement in planning so that the least-cost
development program reflects macroeconomic objectives and less regional or

municipal preferences for large-scale hydro projects (this implies

concentrating on thermal and smaller hydro projects); and (x) integrating
power sector planning carried out by ISA with energy sector planning to be

carried out by the Ministry of Mines and Energy and DNP.

4. Transport Sector

9. It is the second largest component in the public investmet
program with a share of about 15%. The macroeconomic constraints call for a

reorientation of sector priorities in the short term, shifting emphasis from

expansion of the transport network towards investments in rehabilitation and

maintenance and increased productivity. Particular emphasis should be given

to improving efficiency of the Railroads (FCN) and Ports (COLPUERTOS) given

their importance to Colombian external trade, and Rural Roads (FNCV) to

support agricultural development. Improving sector management and
institutional strengthening are also top priorities to ensure rationalization

of investments, reduce costs and upgrade quality of transport services.
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10. Policy Objectives. (a) higher flexibility in the allocation of

budget funds to the sector through (i) reducing earmarking of fiscal

revenues; (ii) further integration of macroeconomic (DNP) and sector (MOPT)

planning and budgeting; and (.iii) assigning investment funds to the

subsectors (highways, railways and rural roads) according to their respective

economic role and potential contribution at the margin;

(b) increase sector revenue raising capacity through direct

cost-recovery mechanisms and cost-based user charges and tariffs,

particularly in highways and railways; 0 0 0 27

(c) strengthening operational, financial and personnel management

system, of sector agencies (MOPT, FVN, FNCV, FCN, COLPUERTOS) through (i)

training programs at the upper and middle levels; (ii) adequate incentives to

attract managerial talent and allow for increased discretion over, and

accountability for, investment decisions at the agency level; and (iii)

establishment and monitoring of efficiency and performance targets;

(d) promote closer coordination of sector investments with

regional development plans (DNP, Regional Corporation) particularly in

relation with rural transport infrastructure;

(e) reduce overall transport costs by (i) pursuing

complementarity of and synergism among transport modes through intermodal

arrangements-particularly rail and river interfaces-with priority to the

Atlantic trade corridor, (ii) exploring marketing arrangements for key

tradables toward more efficient distribution; (iii) upgrading efficiency of

port operations to enable adequate level of services at lower (cost-based and

less cross-subsidized) port charges; and (iv) encouraging private sector

participation whenever comparative advantage would lead to efficiency gains.

5. Social Sectors

OO0i' 27
11. These sectors comprise health, education, urban and water and

wastes.

12. Education and Health. Total public and private spending in health

is almost 5% of GDP, and between 6-10% of total public expenditures (3.5% of

public investment). Public education claims 2.5-3.0% of GDP and 20-25% of

total public expenditures (over 2% of public investment).

13. Issues. A. In both Sectors: (i) Law 46/1971 (Situado Fiscal)

instituted a scheme of earmarking intergovernmental revenue transfers which

has created difficulties in budgetary allocations and complicated the

management of these two sectors; (ii) low absorptive capacity; (iii) weak

policy coordination mechanisms; (iv) poor data and inadequate institutional

arrangements; and (v) deficient management capacity and inadequate capital

stock maintainance.
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14. B. In Health: (i) suboptimal intrasectoral distribution of the

financial and human resources; (ii) close attention should be given to the

financial soundness of the social security system; and (iii) emphasis should

be on preventive health care over expansion of high technology based

medicine.

15. C. In Education: (i) inadequate expenditures in education

compared to countries at the same level of development (4.2% of GDP); (ii)

neglect of primary education, especially rural primary education; and

insufficient private sector resource mobilization at higher educational

levels; (iii) imbalance in allocation between recurrent and investment

expenditures, with little funds available for payments other than teacher

salaries; and (iv) low efficiency of the educational system in terms of

completion rates, and learning impact. 0U0U2 7
16. Policies. Since future growth in resources.allocated to the

social sectors will be constrained, the primary emphasis has to be on: (i)

improving the internal efficiency, the intrasectoral and regional

distribution of resources, and on stressing the most cost-effective

interventions; (ii) institution-building (i.e., improved management systems,

logistics, financial control, training, and maintenance of existing plant and

equipment); and (iii) the earmarking should be reduced and more private funds

should be mobilized.

17. Urban. Urban areas account for about 70% of the Colombian

population, which requires a substantial and constant effort to provide and

maintain urban infrastructure, housing and public services, as well as urban

employment. Sector expenditures at the central level represent about 4.5% of

the public investment budget. Sector management would benefit from more

consistent and articulated policy direction at the national level.

Responsibility for different aspects of urban policy has been widely difused

among several central level sub-sector institutions with limited overall

coordination. The entity nominally in charge of sector planning and policy

formulation (DNP - Regional and Urban Development Unit) has not performed as

desired in integrating sector policy objectives and does not have the

institutional means to enforce them. The entity empowered with policy

implementation mandate (MINDESARROLLO) has had, in practice, a marginal

involvement in the process. Sector funding and investment decisions, as a

result, have been often made on basis of short term considerations00027
18. Policies. (i) organize sector administration with clear

definition of institutional responsibility and mandates; (ii) develop sector

policy framework at national level consistent with macroeconomic and social

priorities; (iii) strengthen institutional capacity and sector financial

management at the central and local levels; (iv) develop urban finance

mechanisms to reduce sector subsidies and dependency on budget resources; and

(v) pursue decentralization of responsibilities for mobilization and

allocation of urban investment resources to local administrations.
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19. Water Supply and Wastes. Piped water supply is currently

accessible to about 60% of the population and waste disposal to 44%. During

1970-84, the supply has managed only to keep up with Colombia's population

growth. Hence, about 11 million people today are without adequate water

supply facilities. Nearly 3 million additional people will need to be served

by 1992 due to population growth. The need for service expansion is

concentrated primarily in poor neighborhoods in the large cities, smaller

cities and towns and rural areas. This sector accounts for about 4.5% of

public investment in the 1985-86 program. 000027
20. To extend service coverage to about 75% for water supply, while

correcting the disparity in the availability of investment resources between

the larger and smaller cities, will require: (a) increase over 1986-92 in the

annual sector investment to an average of about 0.6% of GDP from the current

0.4%, and (b) lower investment costs per person. An increasing share of

sector investment financing should come from domestic credit markets and

internal cash generation.

21. Policies: (i) implementing tariffs based on long-run marginal

costs of services; (ii) reduce central Government subsidies; (iii) linking

the provision of credit to institutional and operating reforms 
of water

utilities; (iv) strengthening INSFOPAL's (National Institute for Municipal

Development) technical capabilities and support FFDU (Fund for Urban

Development) as the development banking entity; (v) strengthening Government

policymaking and enforecement capacity; (vi) dissemination of low cost

technologies; (vii) encouraging adoption of realistic design standards and

horizons; and (viii) personnel training.

6. Financial Sector and Foreign Direct Investment 000027

22. Existing distortions in the financial system, stemming from the

widespread scheme of forced investment and the regulation of interest rates

reduce the sector's ability to mobilize resources and allocate them

efficiently. Currently, the country's financial system faces several

problems of liquidity and solvency due to the non-performing and

uncollectable portfolio which further worsens the system's abilities to

mobilize the needed resources. Deregulations of the credit and interest rate

policies and a scheme to resolve the liquidity and solvency 
problems are

imperative in order to foster an efficient reallocation of 
credit, increase

domestic savings and induce repatriation of capital.

23. Policies. The measures to improve performance in the Colombian

financial sector address to solve two types of problems: short-run liquidity

and solvency problems, and structural distortions. The basic issue in any

solution to the liquidity and solvency problems is the allocation of the

losses already incurred, and of the claims on the potential future gains.

These gains and losses must be allocated between the shareholders of both the

real and financial sectors and the Government, which has decided to guarantee

the deposits. In order to be compatible with the long-term development of

financial markets and with the current efforts to stabilize the economy, the

solution should: (a) result in the restructuring of both the real and the



ANNEX II
Page 7 of 11

financial sectors, while improving as much as possible the efficiency of the

financial market; (b) give as large a role as possible in these restructuring

to market forces and to freely conducted negotiatoins between creditors and

debtors; (c) exclude bailouts as much as possible (subject to the

Government's decision that depositors should not lose); (d) result in

redistributions of wealth and income not much different from those that would

be produced by market forces, except for depositors; and (e) use the minimum

of Government resources and remain within the current monetary and fiscal

programs. On that account, support a scheme of recapitalization for 
both

real and financial sectors linked to their respective restructuring whereby

the Government's contributions became proportional claims to the potential

future gains. On the structural distortions, at least four key problem areas

are identified: forced investments, reserve requirements, taxation of

financial instruments and institutional and regulatory framework. 000027

24. Forced Investments. Colombian financial intermediaries are

required to place a portion of their liabilities in 
low yielding assets.

These funds are then used for low interest loans to priority sectors.

Commercial banks are subject to two types of forced investments: (i) those

established by Congress in Law 90 of 1948 and 5 of 1973, to finance

agricultural activities; in Law 21 of 1963 to finance the public debt; and in

Decree 3728 of 1982 to finance low income housing (ICT); (ii) those

established administratively by the Junta Monetaria to finance industrial

activities (FFI, FIP, and IFI), housing (ICT and BCH), and recapitalize 
the

financial sector. These investments represent about 30% of commercial banks'

portfolio. Corporaciones financieras (CFs) are forced to invest 
8% of the

funds they mobilize with certificates of deposit (CDTs) into category (ii).

Insurance companies are forced to invest most of their technical reserves 
in

low yielding bonds of the Government and ICT.

25. Forced investments introduce an undesirable distortion into

financial markets. Forced investments typically have encouraged overly

capital intensive projects; encouraged over reliance on debt finance;

discouraged the development of equity and long term credit markets; 
raised

interest costs to non-priority sectors and lowered returns to financial asset

holders; encouraged formation of industrial financial groups with their

corresponding concentration of economic power; and immobilized a portion 
of

the financial sector's portfolio, thereby contributing to the inflb

of credit allocation. UIJUU4,

26. An immediate elimination of forced investments would be desirable

but might disrupt the economy. In addition it faces some legal problems. A

more gradual approach, aimed at eliminating forced investments over time,

would involve a combination of the following measures: (a) gradual

elimination of forced investments in nominal terms, reducing them to 
zero as

the existing stock of loans becomes due; (b) freeze the stock in nominal

terms, allowing inflation to gradually erode the real value of existing

credits and leaving the additions to deposits to be allocated freely; and (c)

use the CDT rate plus 3% points as the interest rate for the forced

investments. Regarding forced investments by the insurance companies, a
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liberalization is desirable in order to increase the flexibility of credit
allocation and to develop long term credit and equity markets.

27. Reserve Requirements. Reserve requirements in the Colombian

banking system are -relatively high compared to those in its principal

competitors for Colombian savings. However, Colombia's relatively high

inflation means that commercial banks, because they do not pay interest on

checking accounts, benefit from a higher inflationary tax-rate than their
main competitors. This advantage will be enhanced to the extent forced
investments are reduced on checking deposits. To promote competitiveness the

levels of reserve requirements for Colombian banks should be set equal to
those of U.S. banks, and the Government should collect the inflationary tax

revenue, thereby increasing its resources available for other uses, for

example for direct subsidies to target groups that formerly benefited from

subsideized credits. The tax rate should be the differential between the

domestic and U.S. inflation rates, while the base of the tax should be

checking accounts net of cash and forced investment requirements. 000027

28. Taxation of Financial Instruments. Recent reforms of the

Colombian tax code have alleviated many of the obvious biases against equity
finance that are present in most tax systems. Corporate profits are taxed at

source, with dividend recipients receiving some credit for those taxes;

interest payments are deductible by the firm but taxed at the level of the

recipient. Thus interest is taxed only once, while dividends still bear

double taxation problems; in addition, two problems do arise. First,
Colombian recipients of interest are allowed to partially adjust their

receipts for inflation but payers of interest are not required to adjust
their deduction. This procedure encourages debt finance. To equalize the

tax treatment borrowers should be forced to reduce their deduction by the
same inflation factor as asset holders reduce their taxable earnings.

Second, there has been no effective taxation on Colombians who earn interest

in the U.S. and no taxation at all in the so-called tax-heaven financial

markets. This probably creates an incentive for capital flight,.then this

distortion should be removed by making the Colombian tax treatment of

interest and dividends neutral. In sum, taxes should be paid on interest at

the firm level by eliminating the deductibility of interest on new

borrowings, and interest should be exempted from taxes at the household

level, while dividends should completely avoid double taxation while

receiving at most the same tax treatment as domestic shareholders wou e
abroad if holding foreign equity. u o,

29. Institutional and Regulatory Framework. Banking regulations

should be revised to:

(i) eliminate regulations limiting interest paid on savings

accounts, thereby passing on to depositors the full benefit of the

elimination of forced investments and deregulate interest on credit;

(ii) promote deindexation of financial assets,interest payments

on UPAC (purchasing power parity unit) system should be.increasingly affected

by the CDT (certificate of time deposit) rate, its weights in UPAC average

yield should increase to 33% in 1986, to 67% in 1987 and becoming a full CDT

rate by 1988; allow variable interest on new mortgages pegged to the CDT rate

plus 3% points and UPAC system's profits accounted for the difference in
nature of the deposit and credit rates should be put into reserve to
withstand any possible future losses that may occur for the same reason;
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(iii) increase homogeneity of treatment for different types of

intermediaries, that is to ensure that competition among different financial

institutions is not distorted by the regulatory framework and allow a greater

diversification in financial assets (money market, acceptances, now accounts,

etc.);

(iv) reduce ownership linkages between financial and

non-financial companies through thighter regulations on interlocking

directorates and credit concentration; and

(v) over time, improve competition and reduce barriers to entry

in the financial sector. 0000u27
30. The Andean Pact: Restrictions on Foreign Direct Investment.

Removal of restrictions to foreign direct investment stemming from Andean

Pact Agreement Decisions 24 and 46 is required. Decision 24 prohibits new

investment in certain sectors (banking, insurance, communications, public

services and internal transportation) and states that all new investment must

gradually convert to joint status. The reduction of foreign ownership to 49

percent within fifteen years is required of all industries intending to take

advantage of the tariff reductions offered under the Andean Pact. Decision

24 also places a limit on the remittance of profits of foreign firms and

establishes restrictions on technology transfers.

31. The controversy over Decision 24 led to Decision 46, relating to

multinational enterprises. While Decision 24 contains a -number of

restrictions and limitations on the role of foreign investments in the

subregion, Decision 46 appears to concern itself with encouraging the

creation of ANCOM (Andean Subregional Common Market) Multi-national

Enterprises (AME). According to Article 7, it is believed that AMEs are

capable of advancing the attainment of the various components of subregional

integration, e.g., contribute to the economic integration process, to the

balanced and harmonious development in the subregion, to a more equitable

distribution of the benefits of development and to strengthening-Pbe,,
capability of management. UU 4

32. Decision 46 permits foreign investors to hold up to a maximum of

40 percent of the capital. This does not mean that 40 percent will be a

fixed maximum since Decision 46 permits each member country to determine a

lower ceiling.

33. Consistent with the rules of the Investment Statute, Decision 46

requires that the majority subregional investment be reflected in the

technical, financial, administrative and commercial management of the

enterprise. Moreover, Decision 46 also refers to the Investment Statute

rules concerning both remittance of profits and repatriation of capital.

Hence, profits are remittable up to 14 percent of the registered direct

foreign investment. As to repatriation of capital, the Investment Statute

permits the repatriation of original direct investment and reinvestment plus

the capital gain thereon.
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34. Decision 24 (The Investment Statute) gave rise to a storm of

controversy both within and -outside the subregion, and caused many existing

and potential foreign investors to take a fresh look at the business wisdom

of continued or new investments in the area.

7. Public and Private Sector Balance 0U0027

35. Achieving greater efficiency in the economy is essential, but has

to be complimented by strengthening of public sector institutions in Colombia

that provides for the policy framework and sectoral strategies that influence

both the public and private sector operations. Inefficiency exists in public

sector institutions at many levels -- the macro administrative level

(planning and budgeting systems, personnel management, monitoring, 
legal and

control functions), the technical ministries and their enterprises (policy

formulation and decision-making for the sector, implementation capacity both

at central and local levels) and general project design and management

capacity. The management is hampered by obscure and sometimes conflicting

management goals because of frequent change-over of management, 
absence of

accountability with respect to producing tangible develoomental effects,

complicated and slow budget and procurement process, inadequate linkage

between planning and budgeting, limited personnel and incentive systems,

reluctance to raise tariffs for public services and heavy reliance on control

measures (decrees and laws) to guide the institutions, thus reducing the

institutions's ability to respond to changing circumstances. Improvements in

these areas comprise an important part of the strategy to improve economic

efficiency. Since it will be impossible to deal with the entire Government

and their institutions, some strategic choices will also have to be made as

to which institutions should be targeted. A strategic guide would be to

concentrate on those institutions which control the resource flows 
and use

the largest amount of resources. Some 40 staffweeks and consultancy services

is allocated for FY87 to carry out a diagnosis of constraints and to

formulate a detailed plan on how to improve efficiency and effectiveness of

the public sector investments. OOU U 17

36. A two-pronged approach would be to focus on the centralized

system as one excercise and on the public sector's enterprises 
as another.

(i) Central System. On the whole, the Central Government appears

to have too much control and regulatory powers in the productive sectors,

including direct ownership in some industries. Efforts will have to be made

to diversify, deregulate or hand over to the private sector on a contract

basis or by selling off funcions or services, and to make certain that 
those

entities which do serve national interests, operate in a "lean and 
clean"

fashion, i.e., along commercial lines. In addition, the policy making roles

of the Government ministries appears weak, while their investments 
in

detailed operations extensive. Thus, redefining roles and responsibilities

of the different levels in the central government institutions will 
be an

important task for the Government ahead.
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(ii) Public Sector Enterprises. The enterprises in the public

sector are mixed. Some are quite efficient in some functions such as
capacity expansion while weak in areas of maintenance and management; others
are weak in both. The greatest challenge for project operations ahead is to
improve efficiency and the performance of these institutions in areas of
railways, ports, electric and water utilities and agricultural sector
institutions. Indeed, most project operations being processed have improved
efficiency as a major objective. This will continue to be the main focus of
the project or sectoral operations in the pipeline such as transport, with
its enhanced focus on improving maintenance, and power and water utilities to
reduce the emphasis on expansion in favor of distribution and improved
management and financial performance.

000027
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Table 1 COLOMBIA: PRELIMINARY ESTIMATES OF FINANCIAL REQUIREMENTS AND SOURCES (M&LT)--BASE CASE (AS OF APRIL 1986) 0 ) ( 0 27
1985 1986 1997 1988 1989 1990 1991 1992 1993 1994 1995

OFFICIAL

1.WORLD BANK
Disburs. 589.2 605.2 572.5 548.5 600.2 604.3 650.0 724.0 700.0 723.0 735.0

Alart. 170.9 212.7 214.0 237.5 334.3 384.2 433.8 477.3 521.5 554.6 580.8

Net Flow 418.3 392.5 358.5 311.0 265.9 220.1 216.2 246.7 178.5 168.4 154.2

2.1D
Disburs. 205.2 273.6 295.0 315.3 317.0 328.0 352.5 365.5 391.9 450.0 450.0

Asort. 41.9 52.6 62.5 75.8 83.9 147.0 176.4 215.2 252.0 272.7 301.6

Net Flow 163.3 221.0 232.5 239.5 233.1 181.0 176.1 150.3 139.9 177.3 148.4

3.8ILATERAL (inc. DEC)
Disburs. 373.4 479.5 350.4 350.3 324.9 300.0 300.0 300.0 300.0 320.0 340.0

Amaort. 91.2 79.4 90.0 91.8 171.5 190.2 174.8 193.5 206.5 213.0 239.9

Net Flow 292.2 401.1 260.4 258.5 153.4 119.8 125.2 106.5 93.5 107.0 100.1

PRIVATE

1.SUPPL. CREDITS
Disburs. 223.2 336.1 258.0 315.9 337.5 386.7 387.7 424.9 465.6 513.4 548.0

Asort. 82.2 102.3 136.5 184.2 189.5 187.9 192.4 160.8 177.0 204.2 226.2

Net Flow 141.1 233.8 121.5 131.6 148.0 198.7 195.3 244.1 289.6 309.2 321.8

2.COMERCIAL BANK, SUAR.
Disburs. 592.6 941.2 669.4 788.7 831.8 979.2 957.8 1055.3 1174.5 1308.4 1406.7

Aaort. 272.9 359.4 518.8 645.1 681.1 660.9 657.3 569.2 556.7 669.7 762.5

Net Flow 319.6 581.8 150.6 143.7 150.7 319.4 300.5 466.1 617.8 638.7 644.2

3.NON-6UAR.,INL.COMM.BS 1/
Disburs. 172.0 210.0 214.0 293.0 324.0 345.0 370.0 400.0 420.0 450.0 470.0

Amort. 104.0 110.0 107.0 200.0 188.0 201.0 225.0 240.0 255.0 267.0 275.0

Net Flow 68.0 100.0 107.0 93.0 136.0 144.0 145.0 160.0 165.0 183.0 195.0

OTHER
Disburs. 27.2 51.7 50.7 22.4 10.5 5.5 -2.8 0.1 0.0 0.0 0.0

Asart. 44.5 53.2 61.5 60.7 58.5 58.0 55.9 52.5 35.5 34.8 34.2

Net Flow -17.3 -1.5 -10.8 -39.3 -49.0 -52.5 -58.7 -52.4 -35.5 -34.6 -34.2

TOTAL
Disburs. 2182.8 2897.3 2410.0 2634.1 2745.9 2948.7 3015.2 3269.6 3452.0 3764.8 3949.7

Aaort. 797.6 968.6 1190.3 1495.1 1706.8 1919.2 1915.6 1948.5 2004.2 2216.0 2420.2

Met Flow-alt 1385.2 1928.7 1219.7 1139.0 1039.1 1129.5 1099.6 1321.3 1447.8 1546.8 1529.5

DOD @It 10776.6 12707.1 13926.9 15065.8 16104.9 17234.2 18333.8 19655.0 21102.8 22651.5 24181.0

DOD all (incl.short term) 13875.6 14966.2 16235.9 17424.8 18513.9 19693.1 20867.7 22264.0 23796.8 25435.5 27064.9

1/Commercial bank lending is included in non-guaranteed lending.
00 0027
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Table 2 COLOMBIA: PRELIMINARY PROJECTIONS OF DEBT OUTSTANDING AND DISBURSED By SOURCE-BASE CASE (AS OF APRIL 196) 0 00 G . 7

1995 1986 1987 1988 1999 1990 1991 1992 1993 1994 1995

IBRO 2235.0 2627.5 2986.0 3297.1 3563.0 3783.0 3999.2 4245.9 4424.5 4592.9 4747.0

IDS 872.6 1093.6 1326.1 1565.6 1799.7 1979.7 2155.8 2306.0 2445.9 2623.2 2771.7

BILATERAL 826.3 1220.3 1474.7 1731.8 1889.1 2014.0 2143.3 2260.1 2365.4 2484.3 2596.2

SUPPLIERS COS. 457.3 528.7 558.3 587.0 620.9 672.5 722.5 790.4 873.9 962.1 1052.7

COMERCIAL BANKS 1/ 3926.1 4670.9 4913.3 5159.9 5424.9 5890.3 6336.1 6979.4 7901.3 9660.8 9536.2

NON-9UA. PYT. 1/ 1479.0 1579.0 1686.0 1779.0 1915.0 2059.0 2204.0 2364.0 2529.0 2712.0 2907.0

OTHER 980.3 987.2 992.5 945.4 993.4 835.7 772.9 710.2 662.9 616.3 570..

DOD-NLT 10776.6 12707.1 13926.9 15065.8 16104.9 17234.2 19333.8 19655.0 21102.8 22651.5 24181.0

SHORT TERN 3099.0 2259.1 2309.0 2359.0 2409.0 2458.9 2533.9 2609.0 2694.0 2784.0 2983.9

DOD-ALL (INC.SHORT TERM) 13875.6 14966.2 16235.9 17424.8 18513.9 19693.1 20967.7 22264.0 23786.8 25435.5 27064.9

I/ fo-guaranteed private includes coomercial banks.

0000 27.
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'able 3 SIIRY OF KEY WOECM IC AREATEI--ASE CASE Al O APAII IMI 0 00 0 2 7

980 1,11 1982 1983 1984 195 1916 1917 1,M 199 1990 19 1112 19 19 1

GOP growth rite 4.1 1.3 1.4 1.A 3.2 2.9 4.0 4.3 4.8 4.8 4.9 5.0 5.0 5.0 5.0 5.0

SW growth rate 4.4 1.8 0.1 1.2 2.2 2.7 L? 4.5 4.9 5.1 5.1 5.1 5.0 5.0 5.0 5.1

sfcaott gr owth rate 4.4 1.7 0.1 1.2 2.: 0.7 1. 2.4 2.8 3.0 3.1 3.2 3.2 3.2 3.2 !.2

Total Cnsup./caoota growth rite 1.8 1.5 1.5 0.1 -0.3 -. 4 -1.1 0.7 0. 1.5 1.3 2.5 2.9 3.1 .1 3.0

Private Cmesupcapita growth -0.7 -1.5 1.3 -0.4 0.4 -1.5 -0. 1.1 0.9 1.9 1.7 2.1 2.5 2.8 2.7 2.6

D0D Mr (s) I 4609.1 5975.0 7202.0 8133.5 9391.3 10776.6 12707.1 13926.9 1506.8 16104.9 17234.2 Im. 19455 21102.8 22451.5 24181

008 W..TIEIPGS 71.9 112.2 134.0 187.81 202.1 205.8 182.3 204.4 194.4 185.0 176.0 149.5 143.9 159.8 155.5 149.5

008 IT.7180p 13.8 16.4 18.5 21.2 24.8 32.3 34.8 37.0 353. 33.9 32.2 31.2 30.5 29.8 29.2 .8.4

Debt Service Nit (msJ) 547.0 1092. 1084.1 1273.9 1327.0 1439.7 1910.8 2254.2 2634.4 2844.4 3030.7 3292.3 332.5 3497.3 3131.9 4165.7

hit service ft/1Il 8.8 20.5 20.5 29.4 28.b 31.3 27.4 33.1 34.0 32.9 30.9 29.6 27.7 24.5 4.3 25.8

Debt service sit/oIP 1.6 3.0 2.8 3.3 3.5 4.9 5.5 6.0 6.2 4.0 1.7 5.5 5.2 4.9 4.9 4.9

Interest elt/16S 4.5 10.5 12.6 14.9 13.5 16.1 13.5 15.6 14.7 13.3 12.4 11.9 11.5 11.3 11.1 t0.8

lterest ettlOP 0.8 1.5 1.7 1.7 1.7 2.5 -.7 2.8 2.7 2.4 2. 2.2 2.1 2.1 2.1 2.0

Drove InvestemetIG8P 19.1 20.4 20.5 19.9 10.7 19.0 19.0 19.4 19.4 19.5 5 0.0 20.0 20.0 20.0 20.0

Doestic Svon/gs/8p 19.5 1.4 14.7 14.5 1.3 18.0 21.0 1. 20.0 20.0 20.0 28.4 20.7 20.6 20.8 21.0

aetional Savinqs/OP 2/ 19.4 15.9 13.1 12.5 13.5 15.7 18.3 17.1 17.4 17.5 17.7 18.3 18.4 18.5 18.5 18.,

Narial National Savins Rate 0.4 1.1 -5.9 -0.5 o.2 1.1 0.8 -0.3 0.3 0.3 0.3 0.3 0.2 0.2 0.2 0.2

Public Inovstentl/ 6.4 7.9 8.2 9.9 10.7 1.5 9.5 q.3 91 ,5 9.0 8.7 8.6 8.5 8.5 8.5

Public lavssgs/86P 3V 3.8 1.5 0.4 2.3 3.1 3.3 5.4 4.4 4.3 4.2 4.4 5.0 5.0 5.0 5.0 .0

Private lovmstet/88 12.5 12.7 12.3 .3 8.2 9.5 9.5 10.1 10.1 10.0 10.5 11.3 11.4 11.5 11.5 11.5

Private Savinosi/O 31 15.4 10.4 12.5 t0.. 10.4 12.4 12.7 12.7 13.1 13.3 13.3 13.3 13.4 13.5 13.5 L3.7

hatia of Poolic/Privatt Invmstmet 32.8 52. 1 (A.7 104.2 110.1 100.0 100.0 93.7 93.4 95.2 86.0 77.2 75.7 74.2 74.2 74.2

ICON 4.5 6.6 22.9 14.4 6.9 6.5 4.7 4.4 4.1 4.1 4.0 4.0 4.0 4.0 4.0 4.0

Exoorts fgooids & vfs) growth 41
constant 14.9 9.9 2.1 -11.9 9.8 1319 22.1 5.8 15.8 12.2 12.4 5.5 5.8 5.4 5.7 6.

cornet ($1 22.9 -18.4 2.3 -15.0 11.7 12.9 M3. -.. 2 13.4 12.5 12.7 10.4 1.1 10.1 10.4 11.

Exports (goods j401 60P 17.2 12.9 12.3 10.5 11.9 15.3 1.8 17. 17.8 7.8 17.8 119 18.1 18.2 18. 1.

Imports Igoods & fo) .o.th 4/.V

poestar t 19.5 8.1 1.1 -8.4 -7.8 0. 8 .5 1.1 4.4 6.8 b.4 5.8 4.A 5.7 5.7 5.8

cornent 31 39.5 11.0 1.5 -11.2 -10.9 1.0 8.5 8. 11.7 12.9 12.8 10.0 9.8 9.9 9.9 9.9

Imports (19005 & nfsl/B8P 1.8 17.1 18.1 15.9 14.4 14.5 17.3 .3 17.0 17.1 17.3 17.3 17.3 17.4 17.4 17.4

Carret Accoust 0S 104.0 -1722.0 -298.0 -2159.0 -1"4.0 -1305.0 -339.9 -1194.4 1212.7 1271.1 1339.3 1374.4 1369.8 1458.8 1541.2 1479.5

Current kcootlP 0.3 -4.7 -7.4 -7.3 -5.3 -3.9 -1.0 -3.2 -2.1 -2.7 -2.5 -2.3 -2.1 -2.1 -2.0 -1.7

Term of Trade Inod 102.5 9.8 92.4 92.1 100.0 98.9 103.3 84.7 74.6 72.1 67.8 68.5 48.4 68.9 69.4 70.C

Reserve Level 5414.0 U30.0 401.0 307.0 1795. 0 204.0 2944.0 'I44.0 3729.0 3942.0 4182.0 4382.0 4751.5 5172.5 53.0 6130.0

teserv as amths mpnfvs 11.6 10.9 8.3 6.0 4.0 4.5 6.0 6.2 4.2 5.7 5.4 5.2 5.1 5.0 .0 5,0

I/Debt figured are alt quaniotud It noo-quaraiteedl
/he PrGjetiOn for ntsial savings in Call atilie projoctot 1U and exchange rates to deflate relevant US$ figure, and tores of trade adjustmeets

3,Natosal, sawi.sq 000027
4/Esport and Import figures are goods and non-factor services

5/Reflects the effect of elimination of oil imports
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able 4 COLOMBIA: PRELIMINARY ESTIMATES OF FINANCIAL REOUIREMENTS AND SOURCES (MLT)--HIGH CASE (AS OF APRIL 1986)

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

IFFICIAL

1.NORLD BANK
Disburs. 589.2 605.2 597.5 573.5 625.2 629.3 725.0 798.9 849.8 872.7 884.6

Asort. 170.9 212.7 214.0 237.5 334.3 384.2 435.7 481.1 527.3 562.3 594.2

Net Flow 418.3 392.5 383.5 336.0 290.9 245.1 289.3 317.8 322.5 310.4 290.4

2.IDB
Disburs. 205.2 273.6 295.0 315.3 317.0 328.0 352.5 365.5 391.9 450.0 450.0

Asort. 41.9 52.6 62.5 75.8 83.9 147.0 176.4 215.2 252.0 272.7 301.6

Net Flow 163.3 221.0 232.5 239.5 233.1 181.0 176.1 150.3 139.9 177.3 148.4

3.81LATERAL (inc. DEC)
Disburs. 373.4 479.5 350.4 350.3 324.9 300.0 300.0 300.0 300.0 320.0 340.0

haort. 81.2 79.4 90.0 91.8 171.5 180.2 174.8 193.5 206.5 213.0 239.9

Net Flow 292.2 401.1 260.4 258.5 153.4 119.8 125.2 106.5 93.5 107.0 100.1

PRIVATE

1.SUPPL. CREDITS
Disburs. 223.2 336.1 281.1 344.7 381.6 450.1 465.3 518.6 604.1 678.1 734.1

Aeort. 82.2 102.3 136.5 184.2 192.5 202.5 210.0 209.0 215.3 254.9 284.1

Net Flow 141.1 233.8 144.7 160.4 189.2 247.6 255.3 309.5 388.8 423.2 450.1

2.COMNERCIAL BAK, SUAR.
Disburs. 592.6 941.2 748.8 887.4 983.1 1196.5 1223.5 1375.9 1648.8 1872.2 2044.3

Aeort. 272.9 359.4 518.8 645.1 694.7 727.9 738.4 718.8 732.5 901.9 1027.9

Net Flow 319.6 591.8 229.9 242.3 288.3 468.6 485.1 657.2 916.3 970.3 1016.3

3.NON-UAR.,INL.COMM.BS i/
Disburs. 172.0 210.0 214.0 293.0 324.0 345.0 370.0 400.0 420.0 450.0 470.0

Atort. 104.0 110.0 107.0 200.0 188.0 201.0 225.0 240.0 255.0 267.0 275.0

Net Flow 68.0 100.0 107.0 93.0 136.0 144.0 145.0 160.0 165.0 183.0 195.0

OTHER
Disburs. 27.2 51.7 50.7 22.4 10.5 5.5 -2.8 0.1 0.0 0.0 0.0

Aeort. 44.5 53.2 61.5 60.7 58.5 58.0 55.9 52.5 35.5 34.8 34.2

Net Flow -17.3 -1.5 -10.8 -38.3 -48.0 -52.5 -58.7 -52.4 -35.5 -34.8 -34.2

TOTAL
Disburs. 2182.8 2897.3 2537.5 2786.5 2966.3 3254.4 3433.5 3759.0 4214.6 4643.0 4923.0

Aeort. 797.6 968.6 1190.3 1495.1 1723.4 1900.8 2016.2 2110.1 2224.1 2506.6 2756.9

Net Flow-elt 1385.2 1928.7 1347.2 1291.4 1242.9 1353.6 1417.3 1648.9 1990.5 2136.4 2166.1

DOD alt 10776.6 12707.1 14064.9 15356.3 16599.1 17952.5 19369.8 21018.5 23009.0 25145.5 27311.6

DOD all (incl.short tera) 13875.6 14966.2 16373.9 17715.3 19008.1 20411.5 21903.8 23627.5 25693.0 27929.5 30195.6

1/Comercial bank lending is included in non-guaranteed lending.

000027
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Table 5 COLOMBIA: PRELIMINARY PROJECTIONS OF DEBT OUTSTANDING AND DISBURSED BY SOURCE-HIEH CASE (AS OF APRIL 196) 0 0 0 0 27

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

IBRD 2235.0 2627.5 3011.0 3347.1 3638.0 3883.0 4172.2 4489.9 4812.5 5122.9 5413.3

1D 972.6 1093.6 1326.1 1565.6 1798.7 1979.7 2155.9 2306.0 2445.9 2623.2 2771.7

BILATERAL 826.3 1220.3 1474.7 1731.8 1899.1 2014.0 2143.3 2260.1 2365.4 2484.3 2596.2

SUPPLIERS COS. 457.3 528.7 567.1 605.8 653.6 720.7 799.8 877.7 992.3 1115.3 1244.9

COMMERCIAL BANKS 1/ 3926.1 4670.8 5017.6 5381.6 5811.3 6460.5 7131.9 8010.5 9201.0 10471.6 11908.5

NON-UM. PVT. 1/ 1479.0 1579.0 1686.0 1779.0 1915.0 2059.0 2204.0 2364.0 2529.0 2712.0 2907.0

OTHER 980.3 987.2 982.4 945.4 993.4 835.6 772.9 710.3 662.9 616.2 570.0

DOD-MtLT 10776.6 12707.1 14064.9 15356.3 16599.1 17952.5 19369.8 21018.5 23009.0 25145.5 27311.6

SHORT TERM 3099.0 2259.1 2309.0 2359.0 2409.0 2459.0 2534.0 2609.0 2684.0 2784.0 2884.0

DOD-ALL (INC.SHORT TERM) 13875.6 14966.2 16373.9 17715.3 19009.1 20411.5 21903.8 23627.5 25693.0 27929.5 30195.6

1/ Nan-guaranteed private includes coasercial banks.

0000 27



ANNEX IU

Page 6 of 6

000027
Table 4 S~UMY KEY MACROECUMRIC A8UEgATES-NHIiM CASE (AS OF APRIL 1966)

1960 1961 1982 1963 194 1965 196 197 196 1969 1996 1 1992 1993 1994 1995

50? growth rate 4.1 2.3 1.0 1.4 3.2 2.9 4.0 4.0 3.9 5.8 b 6.2 L. 6.2 6.2 6.3

SNP growth rate 4.4 1.68 0.1 1.2 2.2 2.7 3.9 6.1 6.0 6.1 -4.4 16.1 4.2 4.3 4.2 6.3

G5Pwcaoata growth rate 4.4 1.7 0.1 1.2 2.2 0.7 1.9 4.1 3.9 4.0 -6.3 14.0 4.3 4. 4.4 4.5

Totai Conesu./capoita growth rate t.8 1.5 1.5 0.1 -0.3 -1.4 -1.1 2.0 1.6 2.4 2.5 3.0 4.0 4.7 4.3 4-

Plivate Consieelcaoita growth -0.7 -1.5 1.3 -0.4 0.4 -1.5 -0.1 2.6 2.2 3.0 3.1 2.7 3.6 4.5 4.2 4.1

00D T US$) 1/ 4609.1 5975.0 7202.0 8133.5 9391.3 10776.6 12707.1 14064.9 15356.3 1659.1 17952.5 1939.8 21018.5 23009 25145.5 27111.4

000 M./EPS 73.9 112.2 136.0 187.8 202.1 205.8 192.3 203.5 05.8 18.5 161.2 173.9 171.0 170.6 19.2 .

000 RLT/60P 13.8 16.4 161.5 21.2 2 4.6 32.3 36.8 36.8 35.4 :11.7 32.0 31.1 30.4 30.0 29.5 28.9

Deht Service It (NSV 547.0 1092.6 1084.1 1273.9 1327.0 1639.7 1910.8 230. 2696 7 2914.3 3249.7 3476.6 3494.0 3952.4 4410.0 4647.'

Det Service ARt/MS 8.8 20.5 20.5 29.4 26.6 31.3 27.4 31.4 34.4 33.9 32.8 1. 3.1 29.3 29.7 29.4

Debt service lt/SOP L.6 3.0 2.8 3.3 3.5 4.9 5.5 6.0 6.2 6.1 3.8 5.4 5.3 5.2 5.2 5.1

Interest alt/lU5 4.5 10.5 12.8 14.9 13.5 16.1 1.M 16.1 15.4 14.3 13.6 13.3 12.9 12.8 12.8 12

Interest sIt/SOP 0.6 1.5 1.7 1.7 1.7 2.5 2.7 2.9 2.8 2.6 2.4 2.3 2.3 2.3 2.2

Gross lavestment/sP 19.1 20.6 20.5 19.9 18.7 19.0 19.0 20.0 20.0 20.0 20.0 21.0 21.0 21.1 21.1 21.1

Daestic Savinqs/W 19.5 16.4 14.7 14.5 16.3 18.0 21.0 20.0 20.2 20.3 20.3 21.4 21.5 21.4 21.5 21.7

lational Savinqs/60P 19.4 15.9 13.1 12.5 13.5 15.7 18.3 17.3 17.3 17.6 17.9 19.0 19.2 19.1 19.1 19.3

arginal National Savings Rate 2/ 0.4 1.1 -5.9 -0.5 0.2 1.1 0.6 .0 0.3 0.3 0.3 0.4 0.2 0.2 0.2 0.2

Public Investment/86P 4.6 7.9 8.2 9.9 10.7 q.5 9.5 9.4 9.6 9.5 9.0 8.7 8.b 8.5 8.5 6.5

Pubhlc Savings/SP 3/ 3.8 1.5 0.6 2.3 3.1 3.3 5.4 4.6 4.4 4.5 4.4 5.0 5.0 5.0 5.0 !.0

Private Invustemet/6P 12.5 12.7 12.3 9.5 6.5 9.5 10.4 10.4 10.5 11.0 12.3 12.4 12.4 12.1 12.6

Private Savings/OP 3/ 15.6 14.4 12.5 10.2 10.1 12.4 12.7 12.7 13.1 13.3 13.3 14.0 14.2 14.1 14.1 t4.3

Ratio 04 Palic/Private Investaent 52.8 52.2 4M.7 104.2 130.5 100.0 100.0 92.3 92.0 0. 01.9 71.1 69.8 hi.) 47.1 47.0

ICON 4.5 8.6 22.9 14.4 6.9 i.5 4.7 3.2 3.4 3.4 3.3 3.2 3.4 3.4 3.4 3.4

Exorts (goods & nfs) growth 41
constat 14.9 -9.9 2/.1 -11.9 9.8 13.9 22.1 7.3 15.5 12.1 12.7 6.1 6.3 5.2 5.6 6.2

current 41 22.9 -18.6 2.3 -15.4 11.7 12.9 33.6 -1.7 13.5 12.3 12.7 11.3 11.8 9.8 10.2 .0.9

IEx rrts (goods J 94%1/S0P 17.2 12.9 12.3 10.5 11.9 1.3 19.8 17.5 17.5 17.4 .2 12 17.3 17.1 17.0 17.0

Emports (goods & nfs) growth 4/
constant 19.3 8.1 16.1 -6.4 -7.8 0.8 2.5 4.1 4.1 6.4 6.3 7.2 5.1 6.7 5.3 5.4

curnt (M 39.5 11.0 13.5 -13.2 -10.9 1.0 8.5 12.3 11.4 12.4 12.5 U.3 10.3 11.0 9.5 9.4

Imports (good 1 MOWSO 16.2 17.1 18.1 15.9 14.4 14.5 17.3 17.5 17.2 17.) 14.9 14.9 14.1 14.6 16.5 14.3

Crret Account (US$ 104.0 -1722.0 -2045.0 -2659.0 -1994.0 -3.0 -9.9 -17.3 -1376.3 -1479.8 -1563.4 -1692.3 -1697.3 -2001.4 -2129.0

Crrent iccount/SO1P 0.3 -4.7 -7.4 -7.: -5.3 -3.9 -1.0 -3.5 -3.2 -3.0 -2.6 -2.7 -2.4 -2.4 -2.4 -2.i

Tires 4 Trade ndex 102.5 91. 92.0 92.1 100.0 96.9 103.3 64.7 76.6 72.1 67.8 68.8 46.9 69.2 69.6 70.:

Roesrve Level 5416.0 5630.0 4691. 309 .0 1795.0 204.0 291A.0 36.0 3729.0 3942.0 4182.0 432.0 4756.5 5172. 530.0 6130.0

Reserv as meaths ategofs 11.6 10.9 8.3 L. 4.0 4.5 4.0 6.2 6.2 5.7 5.3 5.0 4.9 4.8 4.8 4.8

I/DAt figures are sit Igaranteod I Roo-guaraeteed)
2/The projections for national savings tn Col utilize project"d MY ad ehanhge rates to deflate relevat U0 figures, and teres Of trade adjusteents

3/National savings
4/Esport and iaport figures are goods and non-4actor services
5/RefIcts the eliaination 04 oil aeWtS 00 0 027



ANNEX IV

I(MIBIA--KEY AREAS EG KDrMME

World Bank Monitoring Through:

~ & Policy-Based Loans ()ther~p,
Trade & Polpae omOhrSupporting
Export Trade & Financial Other Existing Monitorir
Divers. Agriculture Sector Sector Projects (ESW)
1985-86 1986-87 1987-88 1986-90 1985-90 1985-90 IMF

1. O<eraU Macro Perfoance OU0 27
GP, Inflation, Baployment x x x x x

rP and Foreign Debt x x x x x

II. Trade Policy

OQmrcial Policy x x x X
Real Exchwge Rate x x x x x

I. Public Sector

Public Inv. Program x x x x x x
Public Def. and Finance X X x x x x
Pricing Policy x X x

IV. Sectors

Agriculture
Policy and Perfornance x x
Institutions X X x

Industry
Policy and Performance x
Institutions x
Restructuring x x

Financial
Credit Creation x x X
Interest Rates x x X
Distortions x X
Recapitalization x X

Energy
Policy and Perfortnance X X x
Investmint Program aid Finance x x X

- Institutions x X x

Transport, Health, Pop., F14wation
Policy and Performance x X
Iniest I Progran and Finance X X
Institutions x X

Water and Urban
Policy and Performance X x X
Invest t Program and Finance X x X
Institutions x x x



COLONBIA ANNEX V
FY86-FY90 LENDINS PROSRAN Page 1 of 5
CORE PROSRAN

growth/
Private Sector Public Sector Basic Needs/ Infrastruct. FYB6-FY9O

PROJECT Development Efficiency Employment Expansion Total

FY96
Trade and Agr. Sector (M) 250.0 (2) (3) 250.0
Port Rehab. 43.0 43.0 000U 27
Barranquilla Water 24.0 24.0
Bogota Distrib. (3) 171.0 (2) 171.0
Public Health (2) 36.5 36.5
Rural Transport 62.0 62.0
Irrigation II 114.0 114.0

FY86 Total 364.0 239.0 36.5 62.0 700.5

FY87
Agr. Tech. Transfer 30.0 30.0
Power Sector Adjust. (P) 250.0 250.0
Energy Sector Adjust. (P) 150.0 150.0
Caja Agraria 150.0 (2) (3) 150.0

FY87 Total 330 0 2550 0.0 5800

Financial Sector 1/ (200.0) (200.0)

FY88
Nat'l Rehab. Plan 100.0 100.0
Agr. Financing Fund 80.0 80.0
WaterMunicipal Sector (P) (2) 120.0 120.0
Vocational Training 80.0 80.0
Education Sector (P) 80.0 80.0
De. Banking/So Sc Nining 150.0 150.0
Dept.Hguy Raint.Sector(P) 90.0 90.0

FY8 Total 500 90.0 260. 120.0 700.0

FY89
Coffee Diversification 100.0 100.0
Second Highway 215.0 215.0
Small Scale Ind V 100.0 100.0
Port Improvement (2) 100.0 100.0
Industrial Sector (P) 150.0 150.0

FY89 Total 465.0 0.0 100.0 100.0 I66.0

FY90
Health Integration II 120.0 120.0
Energy Sector II (P) 200.0 200.0
IRD/SM Scale Irrig. 200.0 200.0
Rural Education 11 50.0 50.0
Rural Water Supply 50.0 50.0

FY90 Total 30.0 0.0 300.0 620.0 000027

TOTALS FY86-FY9O 1709.0 578.0 696.5 3265.5

1/Reserve

Notes: (P)=Policy Loan
(M)=Macro Loan
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Objective Strategy Instrument

A. A more efficient and A. 1. Reduction of Government A. (i) Trade Loan; Agricultural Sector

diverse economy control practices in Loan, FY86
areas of trade, credit
and interest rate
policies.

II. Introduction of more (i) ESW FY87; CEM FY87; Industrial
flexible wiage rates and Sector Loan, FY89
rigorous taxation
policies. Promotion of
private sector develop- 0 0 0 0 7
ment, reduction of
distortion in labor
markets.

III. Reduction of ear- (iii) Transport and Education Loans,
marking. FY88 and FY89

IV. Strengthening of (iv) Financial Sector Loan, FY88
financial markets.

B. I. Promotion of foreign B. (i) Energy Sector Loan, FY87; Energy
equity for development Strategy Paper, FY86/87; Small
of resources (coal and Scale 4ining, FY88
oil).

C. I. Improvement of resource C. (i) Water Sector Loan, FY88; Power
mobilization efforts Sector Adjustment Loan, FY87;
through sound pricing Irrigation Rehab. Loan, FY86;
policy. Energy Strategy Paper, FY86/87

II. Reduction in capacity (ii) Public Sector Investment
expansion in public Reviews; Power Sector Adjust-
sector investments. ment Loan, FY87; Dept. Highway

Maint. Sector, FY89

B. A more efficient and B. I. Focus on improving B. (i) Bank mission and possible TA
better managed public central government loans in FY87; advice on estab-
sector. functions of planning, lishing an institutional

budgeting, evaluations, performance evaluation system
accountability and in Contraloria; Budget Manage-
personnel management. ment System study included in

Trade Export Loan.

II. Focus on improving (ii) Agricultural Sector (Caja
efficiency in key Agraria, FY87; Agricultural
enterprises in Financing Fund, FY88;
decentralized sector. Agriculture Technology Transfer

& Extension, FY87; Irrigation
Rehabilitation, FY86)
Energy Sector (Power Sector
Adjustment Loan, FY87; Energy
Sector Loan, FY87; Bogota
Distribution II, FY86)

Transport Sector (Rural
Transport, FY86, Dept. Highway
Kaint., FY89; Ports Rehabilita-
tion, FY86; Second Highway.
FY89)
Water Sector (Barranquilla
Water, FY86; Water Sector Loan,
FY88)

III. Focus on improving (iii) Water Sector Loan F88
department and o
municipal planning and
administration.

C. Improve political C. I. Enhanced focus on C. (i) Support to study employment

stability, employment opportunities in small-scale
opportunities. mining (coal), FY86/87

4easures to revitalize economy
(See A above)
Study on alternative (less
capital intensive) design
standards
Study on employment
Fifth Small Scale Industry,
FY88

11. Improved basic services (ii) National Rehabilitation Plan,

in outlying areas. FY88
Rural Roads, FY86
Health Project, FY90
Rural Education, FY90
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86-FY90

Staff Weeks (s/w)
-ng--------------------------------------

TASK Div LC2 (Asst) LCP (Asst) TOTAL OPD EIS RM LC2CONS LCP CONS TOTAL

FY86
I. REGIONALLY MANAGED 000027
ECONOMIC REPORTS
Econ. Monitoring LC2 22 22.0 6.0 8 36.0
Econ. Updating LC2 15 15.0 2.0 17.0
Pub. Sector Invest. LC2 12 5 22 39.0 5 5.5 12 61.5
D.O.P. Perf. & Pal. LC2 5 5.0 9 12 12 38.0

Subtotal ERA 54 5 22 0 81.0 9 17 13.5 32 0 152.5

SECTOR REPORTS
Agric. Study Design LC2 2 8 10.0 20 30.0
Rural Fin. Mkts LCP 3 10 7 20.0 20.0
Eapl't & Labor LCP 2 6.5 8.5 2 10.5
Educ. Fin.& Effic. LCP 8 8.0 6 14.0
Transport Sector LCP 1 8 9.0 2 11.0
Fin. Sector Review LCP 6 12 18.0 4 4 26.0
Educ. Strategy LCP 5 5.0 5.0
Water Issues LCP 1 1.0 1.0
Water Issues II LCP 0 0 0.0 0 0.0

Subtotal BRA 14 8 50.5 7 79.5 0 4 0 20 14 117.5

CPP/COUNTRY STRATEGY 9 9.0 1.0 10.0
ENO 13 13.0 2.0 5 20.0
SWO 12 12.0 4.0 16.0

TOTAL REGION 90 13 84.5 7 194.5 9 21 20.5 57 14 316

[1. COPD MANAGED

Social Security PHN 5 5.0
Energy Strategy I&II EBY 12 12.0 38 50.0

Subtotal COPD 12 0 12.0 5 38 0.0 0 0 55.0

FY86 TOTAL 102 13 84.5 7 206.5 14 39 20.5 57 14 371.0

Idditions Expanded Progras 28.0
FY86 TOTAL INCLUDING EXPANDED AUTHORIZATION 399.0

0000 27
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Y87

Staff Weeks (s/w)
Mng --

TASK Div LC2 LCP TOTAL OPD EIS RM LC2CONS LCP CONS TOTAL
-------------------------------------------------------------------------------------------------

I. RESIONALLY MANAGED 000027

ECONOMIC REPORTS
Econ. Monitoring/CEM LC2 22 22 6 8 36
Resource Mobil LC2 15 15 6 18 39
BOP Perf & Policy LC2 10 5 15 6 7 22 50
Invest. Program Review LC2 15 20 35 6 41
Employment LC2 20 10 30 5 20 55

Subtotal ERA 82 35 117 17 7 12 68 221

SECTOR REPORTS
Livestock LCPAA 5 30 35 5 40
Energy Strategy LCP 5 15 20 15 35
Rev. Voc/Tech. Educ. LCPED 2 15 17 17
Public Sector Mgt. LC2 10 10 25 35

Subtotal SRA 22 60 82 45 127

OTHER ECONOMIC WORK 5 5

OTHER SECTOR WORK
Rural Water Sector LC2 4 4 4

Subtotal SWO 4 4 4

TOTAL REGIONALLY MANAGED 113 95 203 17 7 12 113 357

II. COPD MANAGED

Indust. Restructuring IND 10 10 30 40
Social Security PHN 3 5 20 25
Mining IND 1 1 10 11

TOTAL COPD MANAGED 16 16 20 40 76

TOTAL ESW FY87 129 95 219 37 47 12 113 433

000027
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fY86-FY8B

Staff Weeks (s/w)
Mng_

TASK Div LC2 LCP TOTAL OPD EIS RM LC2CONS LCP CONS TOTAL

FY88
1. RESIONALLY MANAGED

000027
ECONOMIC REPORTS
Economic Memorandum LC2 22 22 6 8 36
Invest. Program Review LC2 12 22 34 6 40
Trade Policy Eval. II LC2 10 10 10 20
Financial Policy Eval. LC2 10 5 15 10 25
Employment Follow-up LC2 10 10 10

Subtotal ERA 64 27 91 12 18 131

SECTOR REPORTS
Irrigation & Drainage LCPAA 5 50 55 55
Agro-industries LCPAA 10 25 35 10 15 60
Capital Goods Study LCPI2 50 50 50
Transport Update LCPTR 5 20 25 25
Rev. Ed.,Sci.&Tech. LCPED 5 30 35 35
Public Sector Mgt. LC2 10 10 40 50

Subtotal SRA 35 175 210 10 40 15 275

OTHER ECONOMIC WORK 20 20 20

OTHER SECTOR WORK

TOTAL ESN FY88 119 202 321 0 10 12 5B 15 426

000 27
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STAFFING REOUIREMENTS (S/N)

FY86-FY8B FY86 FY 87 FY 88
FY86 FY87 _ __FY88 TOTAL

PROJECT LC2 LC? COPO Total LC2 LCPICOPD Total LC2 LCP/CiP Total FY86-FYBS

FY86
Trade and Aqr. Sector (M) 55.0 38.0 93.0 , 93.0
Port Rehab. 4.0 11.0 15.0 0 0 0 4 15.0
Barranquilla Water 4.0 7.5 11.5 11.5
Bogota Distrib. 1.0 4.0 5.0 5.0
Public Health 1.0 1.0 2.0 2.0

Irrigation II 7.0 36.5 43.5 43.5
Rural Transport 8.0 49.0 57.0 1.0 1.0 2.0 59.0

FY86 Total 80.0 146.0 1.0 227.0 229.0

FY87
Agr. Tech. Transfer 7.0 76.5 83.5 2.0 5.0 7.0 90.5
Power Sector Adjust. (P) 11.0 52.0 63.0 10.0 10.0 20.0 83.0

Energy Sector I (P) 17.0 0.0 85.0 102.0 15.0 15.0 30.0 132.0

Financial Sector I (M) 44.0 54.0 98.0 35.0 5.0 40.0 138.0

Caja Agraria 3.0 60.0 63.0 10.5 83.0 93.5 2.0 5.0 7.0 163.5

FY87 Total 80 225 85.0 095 7. 118.0 190.5 2.0 5.0 7.0 607.0

FY88
Nat'l Rehab. Plan 1.0 63.5 64.5 15.5 82.0 97.5 162.0
Aqr. Financing Fund 2.0 33.0 35.0 10.5 58.0 68.5 10.0 56.0 66.0 169.5
Naterlunicipal Sector (PI 5.0 20.0 25.0 20.0 65.0 85.0 20.0 10.0 30.0 140.0

Vocational Training 2.0 5.0 7.0 5.0 48.0 53.0 10.5 58.0 68.5 128.5

Education Sector (P) 2.0 5.0 7.0 12.0 48.0 60.0 20.0 58.0 78.0 145.0

Dev. Banking/Sm Sc Mining 2.0 20.0 3.0 25.0 10.0 25.0 35.0 5.5 25.0 30.5 90.5

Dept.Hgwy Maint.Sector (P) 1.0 2.0 3.0 12.0 70.0 82.0 20 25.0 45.0 130.0

FY88 Total 50 1. 3 1. 5.0 396.0 481.0 86.0 232.0 318.0 965.5

FY89
Coffee Diversification 5.5 10.0 15.5 15.5

Second Highay 3.0 6.0 9.0 10.5 52.0 62.5 71.5

Small Scale Ind V 2.0 20.0 22.0 3.5 30.0 33.5 55.5

Port Improvement 2.0 10.0 12.0 10.5 62.0 72.5 94.5
Industrial Sector (P) 15.0 100.0 115.0 30.0 20.0 50.0 165.0

FY89 Total 22.0 136.0 158.0 60.0 174.0 2340 392.0

FY0
Health Integration II 2.5 5.0 7.5 7.5

Energy Sector It (P) 20.0 40.0 60.0 60.0

IRD/Se Scale Irrig. 3.0 4.0 7.0 7.0
Rural Education II 2.0 4.0 6.0 6.0
Rural Water Supply 2.0 10.0 12.0 5.0 40.0 45.0 57.0

FY90 Total 2.0 10.0 12.0 32.5 93.0 123.5 137.5

TOTALS FY86-FY88 177.0 537.0 89.0 803.0 181.5 660.0 841.5 180.5 504.0 684.5 2331.0

RESERVES FY86-FY90

Public Sector Mgt. (P) (87) 5.0 0.0 10.0 15.0 15.0 25.0 40.0 55.0
Trade Policy II (M) (88) 20.0 5.0 25.0 50.0 20.0 70.0 95.0
Cartagena US S (88) 2.0 40.0 42.0 5.0 45.0 50.0 92.0
Fertilizer Effic. (991 4.0 20.0 24.0 10.0 90.0 90.0 114.0
Public Sector Mgt. 11 (P) (89) 10.0 90.0 100.0 100.0
Trade Policy III (M) (190) 2.0 1.0 3.0 3.0
Water & Pollution Ctrl (90) 1.0 2.0 3.0 3.0
S.E. Transport (90) 1.0 2.0 3.0 3.0
Financial Sector 11 (M) (901 2.0 1.0 3.0 3.0

Total Reserves 5. 0. i 0.0 150 40 900 31.0 81.0 i241.0 32.0 46.0

Notest (P) Policy Loan t
(M) Macro Loan U0 i



COLOMBIA ANEI VI
FY986-FY88 SUPERVISION Page 2 of 2

STAFFINS REGUIREIENTS
(S/N) FY86 FY 87 Fy 8( 0t' CI( 7

FY8 ___ _ FY87 TOTAL
PROJECT LC2 LCP/COPD Total LC2 LCP/COPD Total LC2 LCPICOP8 Total FYSO-FYSI

Trade and Aqr. Sector () 12.0 2.0 14.0 20.0 10.0 30.0 20.0 5.0 25.0 69.0
Port Rehab. 1.0 2.0 3.0 2.0 13.0 15.0 1.0 15.0 16.0 34.0
Barranquilla Water 2.0 5.0 7.0 2.0 15.0 17.0 2.0 15.0 17.0 41.0
Bogota listrib. 2.0 8.0 10.0 2.0 5.0 7.0 2.0 5.0 7.0 24.0
Irrigation II 1.0 2.0 3.0 1.0 10.0 11.0 1.0 10.0 11.0 25.0
Agr. Tec. Transfer *55440f#5i4uilhf 1.0 2.0 3.0 2.0 10.0 12.0 15.0
Rural Transport f* fl.H.aOfea.eeeato.*. 2.0 15.0 17.0 2.0 15.0 17.0 34.0
Power Sector Adjust. (P) a me*a e eeiea+# 4.0 5.0 9.0 4.0 7.0 11.0 20.0
Energy Sector I (P) e aeananteeeteaai 4.0 5.0 9.0 4.0 15.0 19.0 28.0
Financial Sector I (M) f aeaeefaeeaa 15.0 7.0 22.0 15.0 5.0 20.0 42.0
Caja Agraria aaeeee*ea*shmsaaa*as4*4 e es*eeaflne eesa*a **f45 *i5 *tf 0.0
Nat'l Rehab. Plan ,ene ahnen uen a nv e e aef e nsmfa m 0.0
Agr. Financing Fond atna*seaeaeenasaau*f me*#feeta **nf s s *e *4e4e 0.0
ater&kunicipal Sector (P) # 64m **# m1C4#f #H## **u#*5 04114##*fl45*m 0.0

Aviation Dev. (12/31/84) 0.0 5.0 5.0 ees eeaeeelaie sae smaaeae 5.0
Mesitas Hydro (12/31/94) 0.0 5.0 5.0 m,*neeaeaeaueeuuna h m a ea 5.0
DFC VII (3/31/83) 0.0 0.5 0.5 ,e eafls3ee ealeaeteae aee 0.5
Seall Scale III (3/31/94) 0.0 10.0 10.0 O44*55i55*#5Hn fli55i4H* **ff444ff 10.0

Highways Vii (12/31/85) 1.0 5.0 6.0 0.0 6.0 6.0 .eea ea e.e e 12.0
Urban I/Popayan (12/31/85) 1.0 5.0 6.0 . . .. **.*5.#4**e#m* fi4*5e5*54*f* f 6.0
San Carlos 1 (6/30/86) 1.0 4.0 5.0 0.0 9.0 9.0 0.0 5.0 5.0 19.0
500Kv (12/31/861 1.0 5.0 6.0 1.0 5.0 6.0 "+ue"+# #+##*sm 12.0
Zona Franca (12/31/05) 2.0 5.5 7.5 1.0 8.0 9.0 fIf#N* 5**5*465"# 16.5
Urban (Cartagena)???? 0.0 0.0 0.0 0.0 10.0 10.0 # * 415454'5m4'55 10.0
San Carlos 1 1(6/30/86) 1.0 6.0 7.0 0.0 6.0 6.0 0.0 6.0 6.0 19.0
INSFOPAL 111 (6/30/86) 1.0 5.0 6.0 0.0 10.0 10.0 . . .. s t* o 16.0
Agr. Credit 111 (6/30/86) 1.0 5.0 6.0 0.0 8.0 8.0 #4#4 # i****#eiiif e"* 14.0
Bogota Power (12/31/85) 0.0 2.0 2.0 0.0 7.0 7.0 ###a#e..ssneeee 9.0
Telecos V ????' 1.0 1.0 2.0 0.0 10.0 10.0 *l*** ffuinff*5H 12.0
DFC VIII (12/31/85) 1.0 9.0 10.0 1.0 4.0 5.0 *..*f*eea** e"esaa* u 15.0
uadalupe Hydro (6/30/86) 0.5 6.0 6.5 0.0 6.0 6.0 0.0 6.0 6.0 18.5

Playas Hydra (6/30/87) 0.5 5.0 5.5 1.0 5.0 6.0 0.0 8.0 8.0 19.5
Rural Road (6/30/86) 1.0 10.0 11.0 0.0 8.0 8.0 *m+ne#uu#e.4ee 19.0
Irrigation I ((6/30/88) 2.0 10.0 12.0 2.0 10.0 12.0 1.0 10.0 11.0 35.0
Village Elec. (6/30/86) 1.0 5.0 6.0 0.0 6.0 6.0 0.0 7.0 7.0 19.0
suavio Power (5/30/88) 1.0 5.0 6.0 1.0 7.0 8.0 1.0 6.0 7.0 21.0
Watershed (6/30/87) 2.0 10.0 12.0 2.0 10.0 12.0 0.0 10.0 10.0 34.0
Railway VII (12/31/87) 2.0 15.0 17.0 2.0 15.0 17.0 1.0 15.0 16.0 50.0
Highway Sector (12/31/86) 1.0 13.0 14.0 1.0 15.0 16.0 0.0 6.0 6.0 36.0
0RI Il (6/30/89) 1.0 10.0 11.0 1.0 10.0 11.0 1.0 10.0 11.0 33.0
Rural Educ. (6/30/86) 1.0 15.0 16.0 1.0 15.0 16.0 1.0 30.0 31.0 63.0
Ag.Res&Exten. (6/30/90 2.0 10.0 12.0 1.0 10.0 11.0 1.0 10.0 11.0 34.0
Coal Explor. (1/15/88) 1.0 10.0 11.0 1.0 10.0 11.0 0.0 5.0 5.0 27.0
Popayan (6/30/07) 1.0 10.0 11.0 1.0 10.0 11.0 0.0 5.0 5.0 27.0
FEN (12/31/86) 2.0 10.0 12.0 1.0 5.0 6.0 0.0 3.0 3.0 21.0
Rio Brands (12/31/91) 0.5 8.0 8.5 0.5 6.0 6.5 0.5 7.0 7.5 22.5

Aqr. livers. (9/30/90) 1.0 10.0 11.0 1.0 10.0 11.0 1.0 10.0 11.0 33.0
Seall Scale IV (12/31/88) 11.0 14.0 25.0 1.0 14.0 15.0 1.0 7.0 8.0 48.0
Cucuta Water (6/30/92) 2.0 10.0 12.0 1.0 10.0 11.0 1.0 15.0 16.0 39.0
Petro I (6/30/89) 2.0 15.0 17.0 0.5 10.0 10.3 0.5 15.0 15.5 43.0
Dev. Banking (6/30/90) 1.0 19.0 20.0 1.0 19.0 20.0 1.0 19.0 20.0 60.0
Bogota Water IV (6/30/93) 2.0 15.0 17.0 1.0 10.0 11.0 1.0 15.0 16.0 44.0
Trade Policy (12/31/86) 15.0 10.0 25.0 10.0 5.0 15.0 H45mm5545lum 40.0
Public Health (6/30/92) 2.0 15.0 17.0 2.0 15.0 17.0 1.0 15.0 16.0 50.0

TOTAL S/N FYB6-FYBS 84.5 352.0 436.5 89.0 411.0 500.0 66.0 347.0 413.0 1349.5

RESERVES
Public Sector Mgt. (P) (87) aeeaeaa mae e3ee e 5.0 5.0 10.0 10.0 5.0 15.0 25.0
Trade Policy II (M) (88) ieai##eef*se** eiaaa*## +*a s ""++"# 5.0 2.0 7.0 7.0
WtertPollution Ctrl(88) muiiifen*Hi554*SuleiiSeaea 2.0 5.0 7.0 7.0
Municipal Rgt II (89) *Cee m#*eea"eieiih*M#4#*& ui ieu eeen si 0.0
Fertilizer Effic. 89) neaeaeee*eee*e*eae*eee**ee*haee *ee een 0.0
Public Sector Nqt. (P) (89)# Of ashm .e.eae authe ms hh eeuHeu usbne mea 0.0
Trade Policy III (M) (90) m554# **un iininiflHii5#0f5445*ft4ifuf#4 0.0
S.E. Transport (90) mve easauen.euasa eu n eneeeeaaeaeu haeeea 0.0
Cartagena S&S (90) meee4 ne nmuuaaen eaahen eanu eae..4eeseenaes 0.0
Financial Sec. 1I (M) (90) O*Cm5*5 * *Hei *a *,efl*i*545 *i,4,5iilef*iei et 0.0

Total Reserves 0.0 0.0 0.0 5.0 5.0 10.0 17.0 12.0 29.0 39.0

00 00



ANNEX VII

COLOMBIA: IBRD Exposure in the Base
Case Medium-Term Growth Strategy 000U27

(Percentages)

1975 1985 1990 .1995 Share of Increment
1986-90 1991-95

IBRD

DOD/PPG 26.6 24.0 24.9 22.3

DOD/M&LT 23.0 20.7 21.9 19.6 25.5 12.8

DSR/PPG 32.8 24.0 24.7 25.0

DSR/M&LT 25.2 20.7 23.0 23.4

Preferred Creditors

DOD/PPG 34.5 33.4 37.9 35.3

DOD/M&LT 28.1 28.8 33.4 31.0 45.1 23.3

DSR/PPG 40.4 30.7 35.8 34.0

DSR/M&LT 31.1 26.7 31.6 30.0

IBRD as per
Bank Policy

DOD/PPG 25.0 20.0 15.0

DSR/PPG 25.0 20.0 15.0

Glossary: PPG - Public and Publicly Guaranteed Medium and Long-term Debt

M&LT - Total Medium- and Long-term Debt

COMPARATIVE DEBT INDICATORS (1984)

Country

Colombia Brazil Mexico Argentina

Overall Total MLT Debt
as % of Exports GS 230 345 300 464

as % of GNP 27.0 44.0 53.0 54.0

M&LT Debt Service/ 25.0 36.0 49.0 45.0

Exports GS





Briefing Note

Colombia: Medium-Term Growth Strategy Paper

Background Paper

1. The OPSC is being asked to review the Baker Paper (now referred to
as a Medium-Term Growth Strategy Paper) for Colombia. Colombia has a
creditworthiness rating of IIc, the best in Latin America, and has
performed well over the longer term. However, in the early 1980's it
began to run large current account deficits, which reached $2.9 billion in
1982 and $2.7 billion in 1983, or over 7% of GDP. With little new lending
to Latin America following the Mexican crisis of 1982, Colombia ran down
its once ample reserves (which had been built up during the coffee boom of
the late 1970's) from their peak of $5.6'billion at end-1981 to only $1.5
billion at end-September, 1984, with the decline in reserves in the first
nine months of 1984 equal to the level they had reached by September.

2. A program of reforms, initiated in 1984 and intensified in 1985,
led to a stop and then a reversal of this deterioration. The reforms
included monthly real devaluations, and the 1984 average real effective
exchange rate was 9% below the 1983 average. In 1985, the devaluations
accelerated to total 25% in real effective terms between January and
October (the last date available, but the monthly devaluations have
continued since). There has also been major liberalization of import and
export restrictions, a reduction in tariff dispersion, increased export
incentives, fiscal reforms, and constraints on Government current and
capital expenditures. As a result of these reforms, as well as, of
course, other factors, exports grew in real terms by 7% in 1984 and by 14%
in 1985, following the 13% real decline of 1983. Reserves stabilized and
recovered somewhat, reaching $1.8 billion at end-1984 and $2.0 billion at
end-1985. The current account deficit also declined significantly, from
$2.8 illion in 1983 to $2.0 billion in 1984 and to $1.3 billion in
1985.-/

3. In 1986, the state of Colombia's external accounts will be
dominated by events in the coffee market. As a consequence of the
Brazilian drought, international coffee prices began a steep rise last
September. From a low in the Summer of about 130c per pound (as quoted on
the New York market), prices had more than doubled by early January, then
eased, and have now returned to 250c (as of market close, February 27,
using the March delivery contract). Coffee accounts for about half of
Colombia's merchandise exports, or about $1.8 billion in export revenues
per year in 1984-85. This price factor alone could therefore increase

/A figure of $1.6 billion is shown in the Baker Paper, but the Region
has since revised its estimate downward to the $1.3 billion figure.
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export revenues in 1986 by about $1.3-$1.5 billion, i.e., by more than the
1985 current account deficit. And although prices are extremely volatile,
one could, if desired, at least partially lock them in for the next year
using the futures markets. Furthermore, Colombian coffee export volume
should also show a significant increase. A major problem in recent years
has been the carryover of excessive coffee inventories, where the stocks
have reached a level equal to total coffee production of one year. With
the ICO quotas now lifted and given the demand which cannot now be met by
Brazil, sales of, say, one-third of Colombia's current stocks per year
would add over $1 billion to revenues each year at current prices. It is
therefore possible that coffee revenues could rise by $2 to $2 1/2 billion
per year until Brazilian production recovers. When this will be is not
clear as it is not yet known whether the'drought has caused permanent
damage to the Brazilian trees. The futures markets, however, show no
indication of any expected reduction in prices out to the period of their
longest current contract, which is May 1987.

Issues

IBRD Exposure

4. The Bank's exposure in Colombian debt has always been high, and
under the proposed programs (both Base and High) it will grow. The
current guideline is that IBRD debt or debt service should not exceed 20%
of the total MLT public and publicly-guaranteed debt or debt service, and
15% in those cases where total preferred creditor exposure is in excess of
33%. Yet as the attached table shows, IBRD exposure in Colombia public
and publicly-guaranteed debt will grow from 23.7% in 1985 to 28.7% in 1990
under either of the proposed programs. Preferred creditor exposure will
grow from 33.5% in 1985 to 44.8% in 1990 in the Base program and 43.1% in
the High program. The Bank will be expected to pick up 39.5% of the
increase in debt in 1986/90 in the Base program and 36.5% of the increase
in the High program. Commercial banks, who account for 46.9% of the
initial debt are expected to pick up only 9.1% of the increment in the
Base program and 17.3% in the High program. In terms of debt service,
IBRD and preferred creditor exposures are somewhat less, but still in
excess of the guidelines. Based on the RMSM projections underlying the
Base case (conveyed to us by the Region), IBRD exposure will grow from
24.0% in 1985 to 24.8% in 1990.

5. There are two issues here. One, are the proposed programs an
appropriate sharing of the financial burdens? On its face it would appear
not, and the strategy paper does not provide an argument for it. Two,
even if the programs do reflect appropriate burden sharing, can we justify
on grounds of financial prudence such a high and rising level of IBRD
exposure? As noted above, Bank exposure already exceeds current
guidelines. The proposed programs will further raise exposure rather than
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reduce it. Perhaps this is appropriate. Colombia has generally performed
well, it avoided excessive borrowing in the late 1970's from commercial
sources (which explains, in part, the high IBRD share), and the guidelines
are, of course, interpreted flexibly. But if Senior Management believes
the guidelines should not apply in an instance such as this, then serious
consideration should be given to whether the guidelines themselves should
be modified. The up-coming Creditworthiness Review would probably be the
best forum for this.

6. Furthermore, the Regional Projections were done in the Fall of
1985, before the extent of the boom in coffee prices became clear. The
Region is now revising the projections, and based on very conservative
assumptions on the extent of the increase in coffee prices and that it
will only last for one year, it concludes that 1986/90 borrowing
requirements will fall by only about $1 1/2 billion. However, even this
figure is one-fourth of the projected 1986/90 total borrowing by Colombia
under the Base or High programs, and exceeds the net amount expected from
the commercial banks. If the IBRD then keeps to the proposed lending
programs, our exposure will rise even further to about 35% in 1990.
Furthermore, if the coffee boom adds $2 to $2.5 billion per year for 2 or
3 years, as some observers predict and as estimated in para. 3 above,
then the total projected 1986/90 net borrowing could be eliminated. All
this assumes, of course, that imports and non-coffee exports proceed as
now projected. Given a significant rise in coffee revenues, it might well
be justified to permit a more rapid growth of imports. However, both the
Bank and the Government are keen to avoid the mistakes of the previous
coffee boom, where an appreciation of the real exchange rate and a lifting
of import restrictions led to a decline in non-traditional exports and the
difficulties of the first half of this decade.

Are Fast-Disbursing Loans Warranted?

7. A related issue that follows from the above is whether extended use
of fast-disbursing loans is warranted in Colombia's case. The primary
need is not now for balance of payments support. Furrthermore, use of
fast-disbursing operations simply brings forward disbursements which would
otherwise have taken place in a later period. This will reduce Bank net
disbursements in the later period, when there may be greater need. Bank
net transfers will also turn negative earlier than otherwise. Finally,
the Bank's net exposure position does not favor fast-disbursing
operations.

8. Consideration should therefore be given to whether we can support
our policy reform objectives through other means. That is, can the

lending program be oriented to a greater extent to more traditional loans,

or perhaps to operations that support a time-slice of the investment

program in particular sectors (such as the FY84 FEN Power Loan to

Colombia), where the conditionality is attached directly to these

slower-disbursing operations? The time-slicing operations might be

particularly appropriate in certain sectors as a vehicle for the

conditionality. The Region appears to be considering something such as
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this, but the modalities are not yet clear.

9. More generally, Senior Management may soon have to confront in

several countries the issue of the appropriate vehicle for Bank-supported
policy reforms. Fast-disbursing SALs and Sector Adjustment Loans may not

be appropriate where balance of payments support is not needed, or where
Bank exposure is already high, or where it is not wise to support an

increase in the country's debt in the short-run. Different instruments
will have to be created, and Colombia may be an appropriate first case.

Other Issues

10. We generally support the.specific package of policy reforms
recommended in the paper. The Region is well-prepared for developing such
a package, due to the supporting ESW of recent years and the specific work

done to develop the FY85 Trade Policy and Export Diversification Loan, and
the proposed FY86 Trade and Agricultural Policy Loan.

11. Whether the IMF will continue its program of enhanced monitoring
beyond 1986 is not clear. The paper notes (para. 50) that the Government
may not support the continuation of the monitoring and the commercial
banks may not require it. However, the paper does not make a
recommendation for what the Bank's position on this should be. Further,
if the Fund's enhanced monitoring ends in 1986, what steps should we take
to monitor those areas the Fund dealt with, which are key aspects of the

reform program? Should the ESW program be altered to reflect this
contingency?

12. Coffee policy is an important, albeit sensitive, subject for
Colombia. The paper says little on this issue, however. What is said is
basically a continuation of our recommendations of recent years, which is

to reduce producer prices to reduce production, and to encourage
diversification out of coffee. While this may remain appropriate in the
long-run, a review may be warranted given the recent changes in the world
coffee market. Even should the price of coffee return to previous levels
after only one year, one fundamental factor will have changed: the
excessive stock of coffee will have been significantly reduced. Previous
policies designed to reduce this stock slowly over time may no longer be
appropriate.

Frank Lysy
PBD/CP
March 3, 1986



Attachment

Table 1: IBRD and Other Creditor Exposures in Colombian MLT
Public and Publicly-Guaranteed Debt

(percentage)

Initial Share of Increment Final Shares
Shares 1986/90 1990

1985 Base High Base High

IBRD 23.7 39.5 36.5 28.7 28.7
IDB 9.8 29.8 21.6 16.1 14.4
Sub-Total: Preferred Creditors 33.5 69.3 58.1 44.8 43.1

Bilateral Sources 8.9 19.8 22.2 12.4 14.1

Private Suppliers' Credits 5.0 1.9 2.3 4.0 3.9

Commercial Banks 41.8 9.1 17.3 31.4 32.4

Other Public MLT Debt (Mostly 10.8 0.0 0.0 7.4 6.6
concessional)

100.0 100.0 100.0 100.0 100.0

Source: LAC, Colombia Medium-Term Growth Strategy Paper

Table 2: IBRD and Other Creditor Exposures in Colombia
MLT Public and Publicly-Guaranteed Debt Service

(Percentage)

Initial Final Shares
Shares 1990

1985 Base

IBRD 24.0 24.8
IDB 6.7 11.3
Sub-Total: Preferred Creditors 30.7 36.2

Other 69.3 63.8
100.0 100.0

Source: Directly from Regional Staff
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Introduction

1. The past decade has witnessed rapidly changing circumstances affec-

ting Colombia's economic development. Following a coffee export boom in the

second half of the 1970s, economic performance deteriorated in the early

1980s as external conditions worsened and policy weaknesses became apparent.

In response the Government began to implement a bold economic program for

adjustment with growth during 1984-85. As a result, a potential balance of

payments crisis has been averted, the fiscal accounts stabilized, modest

growth maintained, and the confidence of the external financial community in

the economy enhanced.

2. For the near term, the foreign sector performance looks promising

owing to unexpected coffee boom resulting from a severe Brazilian ht, in a
addition to likely new export earnings from petroleum and coal. At same

time, the tasks of maintaining medium-term adjustment and revitaliz' rowth

continue to be central. Being an election year, 1986 ,espe al sents

challenges to maintain fiscal and monetary discipir th nee s to be

accelerated to historic levels of 6% p.a. or more in order to reduce

unemployment significantly. The coffee boom is likely to be temporary, with

a possible negative effect on future demand for the commodity, and consider-

able efforts would be needed to protect trade reforms to ensure production

incentives for other tradeable sectors.

3. This paper addresses the requirements for raising growth with

stability, while strengthening structural adjustments and creditworthiness.

In the light of historic experience, emphasis is placed upon trade-related

macroeconomic management, resource mobilization and utilization, and sectoral

initiatives. Some further policy improvements in these areas are envisaged

to produce an over 4.5% p.a. growth, while an over 6% p.a. expansion seems to

require much greater efforts. Increases envisioned in external financing are

consistent with improvements in the debt-service ratio through this decade.

The most recent developments in coffee prices and volumes have not been

incorporated in this draft, but a sudden increase in foreign exchange earn-

ings may induce some combination of higher reserves, higher growth or lower

net borrowing.

4. In the scenarios Colombia presents a rather different picture from

some of the high-debt developing countries. It has avoided major reschedul-

ings of external debt, honoring debt-service commitments, both interest and

amortization, on schedule. A satisfactory economic program has been in place

in 1985-86, together with World Bank and IMF monitoring and adequate commer-

cial bank financing through 1986. This paper should be updated, particularly

in view of the recent commodity developments, following parallel Bank and IMF

missions scheduled for February 1986, and discussed during the year with the

existing and new Governments, to set up the plans for external financing for

1987. Towards this end, the paper could serve as the basis for a

continuation of the above-mentioned arrangements, if the Government so

wishes, leading the way for a Consultative Group meeting in the first half of

1987 for future commercial bank lending.-
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I. Initial Conditions

Opportunities and Constraints

5. The medium-term agenda involves capitalizing on the country's
advantages and relaxing its constraints. A noteworthy favorable condition
concerns the relatively diversified production mix ranging from commodities
such as coffee, petroleum and coal to manufacturing. The country is located
strategically, close to major international markets and on two oceans.
Stability, continuity and gradualism in policy-making within a democratic and
pluralistic decision-making process have been beneficial. The elite is well
educated and, as a result, Colombia has by and large had good macroeconomic
policy-making. It is also a pragmatic society with a history of entrepre-
neurship across the strata, and good labor quality.

6. An important developmental constraint is unfavorable topography.
The three large and long mountain ranges divide the country and restrict
transportation essentially in north-south directions. The high cost of road
development has isolated parts of the country and hindered integration,
economically and socially. The traditional emphasis on interest group
pluralism and regionalism for socio-political balance and stabfity a also
meant considerable Government interventions and rigidities th- tem.
The fiscal system--in spite of many reforms--features 1 e ran rs and

earmarking of revenues, and a crowding out of the-pr s from
national savings. This is particularly relevant since, compared to other
developing countries, Colombia's national savings performance is modest, and
greater incentives are needed to generate more savings and private invest-
ments. The economy has also remained somewhat inflexible owing to policies
of discretionary allocation of domestic credit and import quotas, and partly
as a result, it has lost some of its competitiveness in world markets.
Another limiting factor has concerned Colombia's bureaucracy, particularly
regarding administrative capacity at the local levels. Finally, security
problems--in part linked to the inadequate and poorly distributed social
infrastructure and lack of employment opportunities--have hurt investments,
economic activity and socio-political stability.

The Historic Record

7. Colombia's long-term economic performance has been solid, real GDP
growth averaging about 5% p.a. and inflation about 16% p.a. during 1950-83.
One of the keys to this record has been the policy environment, particularly
as evidenced during 1967-75. An outward-looking strategy of this period
involved trade liberalization, adept management of a crawling peg exchange
rate system, fiscal discipline and improvements in sectoral policies and
public investment. As liberalization proceeded during the 1970s, non-
traditional exports grew, rising from roughly 5% of GDP in the early 1960s to
well over 9% of GDP in 1976, and GDP growth rate reached a peak of 6-7% p.a.
during 1967-75 with an unemployment rate of about 9% in the major urban
areas. Conversely, when macroeconomic policies weakened and the exchange
rate appreciated substantially following the 1976-80 coffee boom, non-coffee
export and GDP growth rates fell appreciably below what would have been anti-
cipated on the basis of the growth in capital and labor alone.
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8. Export expansion and savings/investment performance have been posi-
tively associated with GDP growth. Economic growth has been above trend when
the export/GDP ratio was high or rising; conversely, the collapse in the
export/GDP ratio after 1980 accompanied a growth recession. Between 50-88%
of GDP growth during 1963-80 resulted from an increase in the capital stock
supported by adequate savings and management of foreign borrowing. Further-
more, about a third of the 1976-80 growth was accounted for by improvements
in labor inputs, both the size of the labor force and its education and
skills. Sectoral policies that would assist performance include attention to
the size and composition of public investment, pricing policies and targeting
of public investment and incentive to higher-yielding and employment-genera-
ting avenues. A strong export and domestic resource mobilization performance
with labor absorbing sectoral growth forms the rationale for the Bank's
policy-based lending to Colombia.

9. Colombia has not remained immune to the deteriorating international
trends of the early 1980s. For the first time in six years a deficit emerged
in the current account balance in 1981, increasing to about 6.2% of GDP on
average during 1981-84 resulting from poor export performance, higher imports
and interest payments. Coffee exports fell from the previous high levels,
and non-coffee exports were hurt by the slowdown in world demand, large
devaluations and import restrictions in neighboring countries and domestic
policy weaknesses: the coffee boom had set in motion an accelerated growth
in the money supply and inflation, despite stabilization efforts, and a sharp
real exchange rate appreciation. During 1983-84 --the interati reserves
fell precipitously, the debt-service ratio climbed above 30% andth 'pattitude
of external commercial bankers hardened. The fiscal deficit reached 7% of
GDP in 1981-84 from growing earmarking of revenues, automatic transfers and
large infrastructure investments contributing to a higher domestic credit
growth, higher foreign borrowing, inflation, and further real exchange rate
appreciation. Economic growth fell to less than 2% p.a. during 1981-84 and
unemployment rose from an average of 9% during 1970-80 to 13.4% in 1984.
Recent unemployment problems have their origin in the population growth rate
of over 3% in the 1950s, rural-urban migration, expansions in female parti-
cipation, and in the recessionary circumstances.

II. Stabilization and Adjustment Policies in Place

10. The Government's 1985-86 economic program has focussed upon four
inter-related areas (see the matrix in Annex I).

(i) Trade Policy: In 1985 the Colombian peso has been depreciated by
some 30% in real terms against a currency basket, and the mainte-
nance of an adequate real rate is envisaged for 1986-87. The
Government has also assured automatic access to imports and foreign
exchange to exporters in the import-export schemes, phasing down
quantitative restrictions. A significant liberalization of export
restrictions, and a strengthening of the duty exemption scheme for
imports used in export activity have taken place. Peak tariffs and
tariff dispersion have been reduced.
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(ii) Fiscal and Monetary Actions: Revenue measures have included elim-
ination of income tax deductions, broadening of the value added tax
base, increases in stamp duty rates and import surcharges. There
has been a commitment to hold down real increases in public sector
wages and salaries, reductions in public sector subsidies and a
scaling down of public investment. The overall public sector
deficit declined from 7.3% of GDP in 1984 to about 5% in 1985, and
projected to reach 4.5% in 1986 and 3% in 1987. A slowing down in
credit expansion to the public sector by the Central Bank to permit
the banking system to expand credit to the private sector in line
with the growth in nominal GDP has been the policy.

(iii) External borrowing: While committed to scaling down external debt
indicators over the medium-term, the Government obtained commit-
ments from its traditional external commercial bank creditors for
the maintenance of short-term credit lines for the financing of
trade, and for an additional term facility of about $1 billion for
1985-86, to be used largely for investments in export-related
activities.

(iv) Sectoral Policy: The public sector investment program has been
scaled down, encompassing the postponement of long-gestation new
projects and improvements in efficiency. Efforts have also been
made to maintain public utility tariffs at adequate levels.

11. As a result, net reserves as of December 31, 1985 had increas to
US$2.1 billion (representing approximately five months of goods an .f.s.
imports). The fiscal deficit, the public investment: rat t GD the
growth of domestic credit during 1985 were in Tne wio the targets.
Finally, the country's creditworthiness has been strengthened, as evidenced
by the signing of the US$1 billion commercial bank package. In early 1986
the external accounts began to receive a boost from a sharp increase in
coffee receipts which will also increase Government revenues.

III. Medium-Term Adjustment Paths: Broad Assumptions

12. This section looks beyond the recent accomplishments to what might
be achieved over the medium-term. Three goals appear to be key:

(i) revitalize growth to historical levels and beyond with stability
and adjustment;

(ii) maintain and improve creditworthiness by keeping the debt service
burden within prudent limits; and

(iii) to reduce unemployment rapidly: structural and cyclical.

13. Two tentative alternative paths of growth are examined based on
conservative but substantial petroleum and coal exports, without building in
the temporary coffee boom; these projections are to be revised during
parallel Bank and IMF missions to Colombia in February, 1986. A base case of
over a 4.5% p.a. growth rate that lowers urban unemployment from the current
14% to 10% while holding inflation at 18% p.a. during 1985-1995 is predicated
on a feasible package of policy and institutional change and good export
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performance, supported by a feasible financial package. A high case of over
6% p.a. growth rate could reduce urban unemployment to about 8% and require a
more vigorous policy package, more significant structural changes, additional
financing, and a sharp turn-around in private investments and export diversi-
fication. Both cases assume OECD growth of over 3% p.a., external inflation
of over 7% p.a. and external interest rates remaining at current nominal
levels, which underlie projections of the domestic real exchange rate, non-
traditional exports and the debt servicing.

14. In either scenario, a boom in coffee and petroleum and coal earn-
ings would require actions to maintain adjustment and avoid the "Dutch
disease" type phenomenon: pressures to appreciate the exchange rate, to dis-
tribute the new wealth through public subsidies and consumption expenditures,
and to rely on trade policy for stabilization, would need to be resisted.
Macroeconomic management policies would have to stabilize the effects of the
boom: savings would occur as insurance for possible downturns ahead,
together with possible improvements in debt indicators through loan prepay-
ments.

A Base Case of Over 4.5% p.a. Growth

15. Three central constraints are to be relaxed: (i) remaining anti-
trade bias; (ii) fiscal, private saving-investment and foreign sector gaps;
and (iii) sectoral problems. A real exchange rate of nearly 30% over the
1984 level during 1985-86 and remaining competitive thereafter, reforms of
the export incentive system and reductions of import controls are projected.
Fiscal and financial policy improvements should produce an irnes nt/GDP
ratio of some 19.5%, with about 18% of GDP raised as natioial s ri , com-
pared to about 14% during 1981-84, with risi pr)ate' se r hares.
Improvements in the efficiency of investment and product'y g Wre also
envisioned with an implied drop in the ICOR. Initially the public sector's
exposure to commercial banks would increase from borrowing to complete on-
going projects primarily in petroleum and coal.

16. Non-traditional exports gain from exchange rate and trade policies
while earnings of oil and thermal coal through 1990 would be some 60% above
current levels (30% of total exports). The share of exports to GDP would
increase from about 16% now to about 21% by 1989 and beyond, while the import
share would climb from the current 16% to 18% for the same period. The
current account deficit would decline to below 3% of GDP and reserves main-
tained at some five months' equivalent of goods and n.f.s. In view of the
stepped up borrowing during the 1980s, the debt-service ratio is expected to
peak over 40% in 1985 and decline to a level of about 23% by 1995; the debt/
GDP ratio is expected to reach 48% during 1986-1987 and gradually decline to
27% by 1995. The share of interest on M&LT to GDP would increase to 3% in
1986-1987, thereafter decline to about 2% during 1990-1995. Consumption per
capita would rise from 1986 by some 2% p.a. through 1990 and reaching almost
4% p.a. later on.

A High Case of over 6% p.a. Growth

17. The higher growth rate is connected with larger exports, higher
private investments and savings resulting from a deepening of the policy
reforms. Additionally, temporary tax incentives might be considered to
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stimulate private sector confidence and investment in the tradeable sectors,
which may affect Government revenues (income tax revenue declines with one-
year lag, while custom revenue increases immediately). As the private sector
reacts favorably to the incentive scheme, additional foreign borrowing for
investment might be needed. An implication might be an initial period of
somewhat larger public sector deficits than in the base case, higher debt and
more debt servicing, followed by a later decline in these indicators to
levels lower than those implied in the base case.

18. A stronger improvement in the savings and private investment per-
formance, over 2% points of GDP each year and a rise of 1% point of GDP in
exports and imports are tentatively envisaged. The debt/GDP and interest/GDP
ratios deteriorate slightly while the debt-service ratio improves in the high
case. A fall in the unemployment rate by 2% points below the base case, and
an acceleration in the consumption per capita growth of about 1% p.a. over
the base case are projected, greatly contributing to poverty alleviation and
relaxation of social tensions.

IV. Policies and Institutions: Overall Priorities

19. This section sets forth a policy strategy in broad terms that could
support the outcomes envisaged in the previous section taking into account
the long tradition of a gradual and cautious approach to policy changts and
the Government's close policy dialogue with the Bank. The lolicies rres-
ponding to the base case are considered likely whi th hi er e would
involve greater efforts. In either case the propose po1 c cA ;Irm an
integrated package in five areas:

(i) Export drive inter alia through trade-related macromanagement
including exchange rate, import and export policies;

(ii) Resource mobilization through fiscal and financial management,
improved environment for both local and foreign investments, moder-
ate foreign borrowing and higher savings performance;

(iii) Sectoral growth centered on sectoral policies, reduction of market
distortions, and efficient public investment and pricing;

(iv) Employment generation and basic needs to complement macro and
sectoral policies; and

(v) Greater public sector efficiency and incentives for private sector
participation.

Trade-related Macro-management

20. In the base case, export promotion would cover: the maintenance of
an adequate real exchange rate even in the face of commodity booms; continued
removal of export restrictions imposed on economic grounds; transformation of
the present tax incentive to exports (CERT) into a scheme for the rebates of
indirect taxes to exports; and support for aggressive market penetration,
including strengthened guarantee and insurance schemes for exports subse-
quently. Quantity restrictions to imports, would continue to be dismantled
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until some 75% of the value of imports belong to the free or unrestricted
regime. In view of the tariff reductions already accomplished, further
measures could be postponed until 1987, when a clustering of tariffs around
four tiers (40%, 30%, 20% and 10%) might be enacted and in the meantime a
phased elimination of tariff exemptions pursued. A gradual removal of
IDEMA's (Agriculture Marketing Institute) monopoly in the importation of
agriculture goods has been initiated. Further automaticity and uniformity of
access of export incentives and to import duty exemptions and drawbacks would
be predicated on a reappraisal of the role of PROEXPO (the export promotion
authority) and further simplification of administrative procedures of INCOMEX
(the trade regulating body).

21. The high case might imply: greater dismantling import restrictions
until about 85% become free imports; further clustering tariffs around two
tiers (30% and 20%); for the remaining import quota, review a system of
freely negotiable titles to non-traditional exporters offering them the right
to freely import goods under the quota system, thereby transferring
importers' rent to exporters and accelerated depreciation allowances for the
tradeable sectors. Trade policy reforms for the base case are being
supported under the Trade Policy and Export Diversification Loan (TPED)
approved in 1985 and the Trade and Agricultural Policy (TAP) Loan proposed
for 1986.

Resource Mobilization

22. In the fiscal area additional measures to boost public savings in
the base case involve an expansion of revenues through efficiency gains and
restraints on current expenditures. Central Bank financing of the publ. ic
deficit would continue to be cautious, reversing the crowding out'-of e
private sector and improving the investment climate f pr ate in or.
For the high case additional reforms could involve.e qu .0;?ea o
income and capital gains; expand the base of the value-added tax to all
sectors (including all imports and exempting all exports) with a uniform tax
rate; study the feasibility of changing income tax base to consumption tax
including a negative tax schedule; and continued reductions in the earmarking
of taxes.

23. In the financial sector structural problems have included: regula-
tory policies governing interest rates, relatively high banks' reserve
requirements, tax policies biased against equity finance, and forced invest-
ments, by which financial intermediaries are required to place a portion of
their liabilities in low yielding assets. These problems have tended to
diminish Colombian financial assets' competitiveness, reduce the efficiency
of intermediation, depress private savings, and encourage capital outflow.
Currently the financial system faces problems of liquidity and solvency asso-
ciated with a significant non-performing, non-collectable portfolio of assets
which worsens the system's ability to mobilize private resources. Solution
to these problems is needed for the base case and Bank support includes
policy dialogue and a possible Financial Sector loan. The high case counts
on a significant increase in private domestic saving and investment and on
efficiency improvement in credit allocation, thereby requiring a bold reduc-
tion of the abovementioned structural distortions.



Sectoral Initiatives

24. In addition to the trade and credit policies already mentioned, the
base case for the agricultural sector considers: (a) coffee policy that
balances long-run demand and stocks requirements with supply, and provides
incentives for coffee diversification; (b) improvements and increases in
public sector investments particularly in rural infrastructure including
rehabilitation of irrigation and drainage, and research and extension; and
(c) strengthening the Ministry of Agriculture's policy planning and coordina-
tion capacity and improving agricultural statistics. These policies are
addressed by the proposed TAP loan and the proposed lending for irrigation,
technology transfer, agricultural credit and the ongoing agricultural diver-
sification project (Annex V). In the high case additional measures should
seek: (a) a greater emphasis on the development of agroindustries (creation
of a legal framework that better integrates agricultural producers and indus-
trial processors; facilitate project identification and preparation; improved
mechanisms for channelling of agricultural inputs and credit to agroindus-
tries); (b) expansion of rural development activities to areas hitherto not
covered; (c) livestock and fisheries development; (d) strengthening of agri-
cultural marketing; (e) better land management, especially regarding
security of tenure; and (f) more careful exploitation of renewable natural
resources.

25. After having been a leading sector for over two decades, growth in
the industrial sector has fallen behind the economy average since the late
1970s, and it actually declined between 1981 and 1983. Under the base case,
sector policies would focus on ways to improve competitiveness through cost
reduction measures, by reducing the anti-export bias which has affrected
exports in the 1980s, and through improvements in the price control miechan-
ism. As larger industries modernize, medium- and small-scale, enterpstses
that absorb susbstantial manpower should be strengthend with..ecouragemnt
of public and private financial institutions and improved technical as ist-
ance. A fairly substantial allocation is being made in the ESW program
(Annex V) to analyze these issues, to help formulate a strategy for the
development banking and industrial sector loans. The high case stimulates
private investment through policies directed to correct the distortions stem-
ming from both the security issue and restrictions to foreign direct invest-
ment: namely, investment tax incentives through a scheme of accelerated
depreciation and removal of the restrictions to direct foreign investment.

26. In the transport sector, continued emphasis should be placed on
rehabilitation and maintenance, particularly roads and railways, to reduce
transport costs and support external trade with minimum and quick-yielding
additional capital investments. Port bottlenecks should be eliminated in the
short-term through rehabilitation of physical installations already in place,
together with operational improvements at the Port Authority. The general-
ized practice of earmarking sector funds (via Fondo Vial) should be minimized
for more efficient resource allocation. These issues are being addressed in
the context of the ongoing Highway Sector, Railways VII, Ports Rehabilitation
and the proposed Rural Transport sector loans, and are part of the base
case. New investments on intermodal arrangements (river/railways/roads
interfaces) along the Atlantic corridor as well as containerization and
expansion of port facilities would be required in the medium-term in the high
case. In the power sector the investment program would need further
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revisions to emphasize distribution and efficiency measures in the base case,
and some new expansion for the long-term in the high case. In either case,
the petroleum and coal sectors may eventually be tempted to spend much of
their foreign exchange earnings for capital intensive projects in the energy
sector without relating such investments to macroeconomic objectives.
Special emphasis will need to be placed upon policy tools to capture the
economic rent from oil and coal revenues, should they materialize as anti-
cipated, and channel them primarily into other competitive tradeable sectors,
which may have a higher economic return or greater employment creation
potential.

27. A major comparative advantage of Colombia lies in the abundance of
exportable energy based resources (coal and petroleum). A base case strategy
would be to keep the favorable investment climate for foreign equity as this
sector can expect to attract foreign equity investments in the short-term.
Appropriate pricing policies in the energy sector is essential, both to
release petroleum for exports and improve the financial position of the
petroleum and power sectors. In addition to policies being pursued under
current project loans, an energy strategy is being prepared in collaboration
with the energy sector institutions in Colombia, coordinated by the Ministry
of Mines and 'Energy, which could lay the basis for future policy loans.
While the energy sector is the most capital intensive sector in Colombia, the
privately-managed, small-scale coal sector is an exception. Because of the
abundance of coal resources in Colombia, estimated to last some 450 years
based on current production, there is scope for this sector in supplying coal
for the power sector, since in addition to being economical, it is also very
labor intensive. This is one of the areas being studied under the energy
strategy work with the Colombians and corresponds to the high case.

Employment and Basic Needs

28. Investments in labor intensive industries and expansion of educa-
tion, health services, water supply and transport would be accompanied by a
greater distribution of services and investments in basic needs targeted to
regions which have been neglected, under the base case. These efforts, as
well as those supporting small-scale productive activities, should be more
closely coordinated between sectors. Approved and propos lo s r h
rural transport, education and vocational training, an e y
these goals (Annex V). The high case would focus upon the productive
potential in agriculture, agroindustries and industries in regions previously
neglected but which may have economic potential and on opening up financial
centers more broadly in the country. Opening up the political process
requires decisions at the political level, and involve economic resources
such as the channelling funds to local departments and improvement of the
quality of local administration. Regional and urban development can
contribute towards those aims and a close look at the pros and cons of
decentralization would have to be taken. Vehicles for achieving this
reorientation could be the loans for integrated rural development and a
possible one for municipal management envisaged in the coming years.

29. In addition to the decline in growth and resource availability, the
persistence of unemployment may be attributed to some labor market distor-
tions. The Government has made efforts through the political process to
increase the access of certain groups to mainstream activities. Economic
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support to neglected areas is being expanded through the National Rehabilita-
tion Plan, though more is required to focus strategy squarely on employment

creation. A study on employment strategy has been initiated by the Govern-
ment in order to obtain specific recommendations by mid-1986 and a Bank study

is considered for FY87. The major corrective policies under the base case
would enhace resource allocation to the private sector, improve public sector

efficiency and investment, promote exports and import substitution and basic
needs, while the high case would accelerate these efforts and also deal more
forthrightly with making wage legislation more flexible.

Public and Private Sector Balance

30. The scaling down of the public sector investment program aims to
correct the relative imbalance between public and private sector investment

during 1985-86, and beyond. The Bank's policy dialogue and the base case
focus on pricing policies of major entities and concentrate on projects
which: (a) are quick-yielding, make intensive use of existing capacity and
are least-cost options; (b) emphasize domestic resource mobilization; and (c)

have substantial impact on export- and import-substituting sectors and

employment. Recommendations from the recent sector work carried out in
energy, agriculture, industry, transport, education, urban, water and health
will need to be implemented (see Annex II). Investments in basic needs

should also be given priority, especially in regions previously nel eted,
and greater efforts are required to deal with the inefficiencies i-' hose

sectors. At the project design level, more non-convenional apptoa uch

as adopting lower design standards for basic public services so that larger
numbers will benefit, will also be required. The Bank's support will be pro-

vided both under the public investments reviews, and through various sector

operations. k more effective management of the public sector would be
necessary for the high case. To tackle the inefficiencies in planning,
budgeting and monitoring, policy formulation and decison-making that lie out-

side the control or influence of individual enterprises would require concen-

trating on at least institutions which control the resource flows and use the

largest amount of resources.

V. Action Program: Specific Policy Reforms

31. Following the broad policy thrust outlined thus far, this section
details the reform program for both scenarios. An action program for 1986
and future directions are spelt out below, while the specifics for the

1986-90 period are outlined in Annex I. This proposed program should of

course be reviewed and modified in the light of further work, annual results,
and changes in the external environment. A summary of sector policies is

included in Annex II.

Trade and Exchange Rate Policy

32. The reform package could span about five years. In 1986 the

Government could announce its commitment to a full-fledged pro-trade strategy
with a scheduled comprehensive policy package encompassing the major sec-
tors. In line with the broad thrust of trade policy for export promotion and

import-liberalization in the previous section, the base case envisages: (i)
continued yearly review of the crawl in the exchange rate seeking adjustments
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in the real exchange rate in line with a specified set of indicators, espe-
cially those affecting export competitiveness; (ii) publish--in order to give
clear signals to the private sector--a timetable for reduction in quantity
controls to imports, including a reduced list of commodities under control at
the end of the program, targeting the share of free imports broadly defined
in total imports in value terms at 70%, and the share of imports under free
positions and the import-export schemes at 50% in value terms; (iii) review a
market-oriented mechanism for the allocation of remaining quotas; (iv) remove
tariff exemptions on all imports including Government imports; (v) expand
free access to private importers in the importation of grains and gradually
remove price controls and support prices to importable agricultural goods;
(vi) extend coverage of import duty exemption and drawback schemes for
exports, particularly to agriculture and indirect exporters.

33. The high case would seek: (i) shares of 75% and 60% of free import
categories respectively mentioned in para. 32(11); (ii) enactment of a
temporary acceleration in depreciation allowance for the traded sectors from
the current 40% in each of the first two years and 20% in the third year, to
80% in the first year and 20% in the second year; (iii) review a system of
freely negotiable titles to non-traditional exporters offering them the right
to import goods remaining under the quota system.

Fiscal and Financial Policies

34. In the base case, a reduction in the public sector deficit from
about 5% in 1985 to 4.5% would require additional revenue measures: tighten
controls in greatly reducing tax evasion and eliminating tax loopholes (i.e.,
tax exemptions to non-profit organizations); and to increase the real
revenues of public enterprises by setting tariffs based on long-run-aTrginal
cost; adjust further gasoline and fuel prices which have lagged the acce'lera-
tion in devaluation during 1985. On the current expenditure side a strict
wage policy and reduction in personnel and expenses in goods and services
need to be deepened. On the side of capital expenditure, public inVestment
as a share to GDP would remain as in 1985 at some 9.5% of GDP and should con-
tinue to concentrate on projects with the criteria in para. 30.

35. Concerning financial sector policy, the existing mechanism for the
recapitalization of financial institutions would be strengthened, linking
them to the restructuring of the real and the financial sector firms, avoid-
ing bailouts as much as possible (subject to Government's decision that
depositors should not lose), and using the minimum of Government resources
within the current monetary and fiscal programs. Central Bank financing of
the public sector deficits is estimated to have been held down to about
Col$45 billion annually during 1985 (compared to Col$150 billion in 1984),
and a cautious policy would be pursued in 1986 and thereafter. A fall in the
inflation rate from about 24% in 1985 to 20% in 1986, would permit the bank-
ing system to expand the share of credit to the private sector despite the
fall in the rate of overall domestic credit creation from about 22% in 1985
to 16% for 1986. This orderly fall in the rate of domestic credit creation
would eventually reduce inflationary expectations, devaluation, and thus the
domestic nominal interest rate.

36. In the high case additional revenue measures would: (i) introduce
equal tax treatment to income and capital gains; (ii) expand the base of the
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value-added tax and establish a more homogenous tax rate; (iii) continue
phasing out of earmarked taxes; and (iv) expand existing capacity utiliza-
tion, reduce output losses and improve collections of public enterprises.

37. Competitiveness of domestic financial assets could be enhanced
through: (a) gradual elimination of forced investments throughout the finan-
cial system by freezing the stock in nominal terms, allowing inflation to
gradually erode the real value of forced investments, and the incremental
liabilities to be allocated freely at market-determined interest rate; (b)
the Colombian tax code allows recipients of interest to partially adjust
their receipts for inflation, but borrowers are not required to adjust their
deductions, which encourages debt finance, in addition, the lack of any
effective taxation of Colombians who earn interest in the U.S. and no
taxation at all in the so-called tax-havens abroad probably create an
incentive for capital flight, as a remedy, taxes should be collected on
interest at the firm level by eliminating the deductibility of interest on
new borrowings and interest, as well as dividends, should be exempt from
taxes at the household level; and (c) deregulate interest rates on saving and
time deposits and on credit.

Sector Incentives and Public Investment

38. Agriculture and Industry. Trade-related macroeconomic and finan-
cial policies already outlined would have the broadest positive impact upon
these sectors. In addition, specific agricultural measures might include:
(a) guaranteed producer prices for coffee should not necessarily increase
with international prices in order to avoid over-production lateri in the
event of sharp increases in external prices, a variable bonus (in add ion to 3
the guaranteed prices) that rises and falls in the sam-pcropotiV to the
increase in world prices might be introduced; furthtymor %su di to inputs
used in coffee production should be eliminated; C*imp inv swt pro-
gramming and cost recovery in public irrigation districts; (c) increase
interest rates on the official credit and introduce partial variability of
interest rates; and (d) carry out institutional reforms under the TAP loan.
The areas identified for the high case earlier require further sector work as
considered in Annex V. Specific to industry: (a) adjust price control
mechanism to reflect long-run marginal costs while oligopolistic structure
prevails owing to high protection; (b) strengthen ongoing restructuring and
recapitalization program; and (c) study incentive to promote small-scale
industry. In the high case, promote revision of foreign investment regula-
tions under the Andean Pact Agreement.

39. Transport. The potential capacity of the infrastructure already in
place seems to be sufficient to meet the short- and medium-term requirements
for growth and external trade under the base case. The petroleum and coal
exports investment projects include the development of their own transporta-
tion needs. Hence, actions during 1986 should focus primarily on preserva-
tion of transport facilities and networks, higher operational productivity of
transport modes and intermodal coordination, and more efficient mobilization
and allocation of sector investment resources. Specific measures should
include: (a) greater revenue raising capacity through direct cost-recovery
mechanisms and cost-based user charges in all transport modes; (b) emphasis
on rehabilitation and maintenance investments, particularly in roads and
railways; and (c) upgrading efficiency and rationalizing labor costs of rail-
ways and port services. The high case would: reduce transport costs by
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emphasizing complementarity of investment among transport modes through
intermodal arrangements--particularly rail and river interfaces--with
priority to the Atlantic trade corridor; exploring marketing arrangements for
key tradeables toward a more efficient distribution; encouraging private
sector participation whenever comparative advantage would lead to efficiency
gains; and expand rural roads network to integrate less developed areas into
the mainstream economy.

40. Energy. Policy measures in the base case are: (i) adjust domes-
tic fuel prices to reflect opportunity cost; (ii) pursue long-run marginal
cost pricing policy and scale down demand projections and capacity expansion
to more realistic levels in the power sector; (iii) institute full corporate
income tax for Ecopetrol and Carbocol (government-owned oil and coal enter-
prises respectively); (iv) confine sector institutions (power sector,
Carbocol, and Ecopetrol) access to the domestic credit market while promoting

equity and debt finance from external markets; (v) give the Government
increased involvement in sector planning so that the investment programs and
pricing decisions reflect more closely macroeconomic objectives, avoiding
overexpansion in energy sector capacity while promoting a balanced use of
existing resources (hydro and thermal). And in the high case: (i) encourage
conversion of oil and other fuels in industry to coal-fired systems and
establishing incentives to encourage such conversions; (ii) promote small-
scale coal mining (Colombia has Latin America's largest coal deposits) for
power sector development and for industries in support of energy efficiency
and employment objectives.

41. Education and Health. For both sectors: (i) reduce earmarking of
funds, since Law 467/1971 (Situado Fiscal) instituted a scheme of earmarking
intergovernmental revenue transfers which has created difficulties in budget-
ary allocations and complicated the management of these two sectors; (ii)
take measures to cope with problem of low absorptive capacity; (iii) improve
policy coordination mechanism, management capacity and capital sto smainten4
ance. In health: (i) improve intrasectoral distribution of the inancial
and human resources; (ii) give close attention to the fina ial u ness of

the social security system; (iii) emphasize pre iv h th wver th
expansion of high-technology, hospital-based medicine; and (iv) development
cost standards for different medical services and guidelines on health care
financing. In education: (i) increase private sector resource mobilization
through more fee collection for higher educational levels (user fees for
higher education) as a component in the efforts to start increasing share of
total expenditures in education to levels of other countries at similar stage
of development (from 3-4% of GDP to 4-5%); (ii) priority should be given to
the neglected primary education, especially rural primary education; (iii)
improve the use of existing resources and the allocation between recurrent
and investment expenditures: since presently little funds are available for
payments other than teacher salaries; and (iv) improve internal efficiency of
the educational system in terms of completion rates, and achievement levels
through more extensive use of such important educational inputs as textbooks.

42. Water Supply and Wastes. Base Case: (i) implementing tariffs
based on long-run marginal costs; (ii) reduce Central Government subsidies;
(iii) linking the provision of credit to institutional and operating reforms

of water utilities; (iv) strengthening INSFOPAL's (National Institute for
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Municipal Development) technical capabilities and support FFDU (Fund for
Urban Development) as the development banking entity; (v) strengthening
Government policymaking and enforcement capacity; and (vi) dissemination of
low cost technologies, and personnel training. The high case requires
measures in the urban sector: (i) develop urban finance mechanisms to reduce
sector subsidies and dependency on budget resources; and (ii) pursue decen-
tralization of responsibilities for mobilization and allocation of urban
investment resources to local administration.

Labor Policy

43. A principal means to raise labor absorption concerns the macro and
sectoral policies aimed at a faster growth and larger exports. Under the
base case, a higher labor content in the production mix and opportunities for
employment could be enhanced by promoting greater flexibility in the composi-
tion of salary with emphasis on incentives for productivity gains instead of
the current system dominated by non-wage benefits which are unrelated to
performance and represent about 55% of wages. Current labor legislation, and
the cesantia (severance payments) system in particular seem to have acceler-
ated labor turnover and increased uncertainty on the labor cost component.
(Cesantia benefits are equal to one month's wages for each year of employ-
ment. Firms are obliged to calculate annually the total sum of cesantias
that they would have to pay their workers, based upon present wages, and to
incorporate them into the corresponding balance sheets as liabilities to
labor. Cesantias constitute the employee's assets, to be held by-the-fir as
cash reserve and partial withdrawals are possible. In addition, pr te
enterprises have been obliged to pay an annual interest rat- 12% the
consolidated cesantias in their possession). Retroact ity Jorti2 h-
drawals represents an excessive and uncertain burden on la ocostdi-
tional burdens stem from: (i) the provisions of private pensions (called
"pension sancion"); and (ii) retroactive wage payments to those employees who
have been working with the same firm for over ten years and have been dis-
missed without justification.

Public Sector Efficiency

44. A study of public sector efficiency is considered in Annex V.
First, Central Government control and regulatory powers in the productive
sectors, including direct ownership could be reduced. Efforts should be made
to diversify, deregulate or hand over to the private sector functions or
services, and entities which do serve national interests operate along com-
mercial lines. Second, some public enterprises are quite efficient in func-
tions such as capacity expansion while weak in areas of maintenance and
management; others are weak in both. The greatest challenge is to improve
efficiency and the performance of these institutions in areas of railways,
ports, electric and water utilities and agricultural sector institutions.
Most project operations being processed have improved efficiency as a major
objective.

VI. Constraints to Policy Implementation

45. Two sets of policy proposals have been examined: those initiated
in 1984-1985 with further moderate deepening comprising the base case; and
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additional measures for the high case. The execution of polices recommended
under the high case will require a highly persuasive policy dialogue develop-
ing greater concensus on carrying out politically difficult decisions.
Policies for the base case would also encounter resistance in some sensitive
areas as outlined below.

46. Trade Policy. The highest recorded share of free imports in the
value of total imports was 68%, and moving above that level may prove to be
difficult, especially in light of the strong protectionist stand usually
taken by ANDI (National Association of Industries), and the unravelling of
past ill-fated import liberalization attempts (pre-1967 and late 1970s early
1980s). Removal of tariff exemptions to imports and the possible introduc-
tion of a market mechanism for the allocation of import quotas will also face
resistance from those benefiting from the existing schemes.

47. Public Sector Policy. Bringing public enterprises prices in line
with long-run marginal cost while avoiding erosion in real tariffs from
inflation is politically sensitive, as is the requirement to maintai strict
wage and employment policies for the public sector. In the power ;tor the
institutional propensity to opt for capacity expansion rathe thp ef iciency
improvements together with strong regional press visweacf emature
initiation of large-scale hydroelectric plants such as Urra I and II, and
Canafisto, while lower cost thermal options exist. Taxation of Carbocol and
Ecopetrol profits at the corporate level is likely to generate a hot debate.

48. Coffee Policy. The current temporary increase in the international
coffee price has, as in the past, induced pressures for producer prices,
which will be difficult to resist unless compensatory measures were under-
taken such as income transfers to producers unrelated to production. Hand-
ling of a coffee boom may be the greatest challenge for policymakers in the
short term. The windfall gains from temporary terms of trade improvements
should be transformed into a permanent wealth gain, repayment of some short-
term debt (of about US$3 billion registered short-term debt) while maintain-
ing planned long-term borrowing and allowing but a slight increase in con-
sumption is a possibility.

VII. Monitoring of Policies: Role of the IMF

49. The 1985 stabilization program was endorsed by the IMF under the
adoption by its Board of a monitoring arrangement. The World Bank approved
the TPED loan of US$300 million to support adjustment towards an outward-
looking growth strategy relying increasingly on market discipline to assure
the competitiveness of exporters and of import-competing industries. Both
institutions agreed to monitor the performance of the economy over the
medium-term, the IMF focussing more on stabilization issues while the Bank
addressing trade policies and the investment program. The Bank views its
policy loans as part of a total financial package necessary to support
stabilization and structural change. It therefore urged Colombia's major
external bank creditors to support the program with additional medium-term
lending and the restitution of short-term credit. As a result, the country's
international bank creditors pledged their financial support in the amount of
US$1 billion to the country's medium-term adjustment efforts, on the basis of
periodic IMF monitoring and Bank assessment of the economy, and policies.
This loan was signed in December 1985.
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50. The TPED loan is proposed to be followed up by the TAP loan in
1986, which would also monitor macroeconomic performance, trade policies and
the investment program in addition to agricultural sector policies (Annex
IV). The IMF is expected to carry out a monitoring of the 1986 economic pro-
gram, which would be incorporated in the Bank's assessment. Subsequently,
other macroeconomic and sectoral operations are envisaged to follow-up on
policy developments. While it would be highly desirable to continue IMF
monitoring particularly in the fiscal, monetary and exchange rate areas, it
is not clear whether the Government wishes such an arrangement beyond 1986,
nor if the commercial banks would insist on it for further lending.

VIII. Financing Requirements

51. In the base case scenario, in view of the continuation of the
current account deficits (although much reduced), growing debt repayments,
and the need to build-up reserves modestly, foreign investments and disburse-
ments are expected to be needed in significant amounts during 1985-90. Net
foreign investment on an annual basis is projected at US$375 million (compar-
able to the average for 1981-85), with annual official and private capital
disbursements at US$1.2 billion and US$1.1 billion respectively- Net flows
of about US$6.1 billion would be required during 1985-90, wi a oncentra-
tion during the first three years. Net inflow of official cap however,
is expected to be over three times the net .isburemetis oft'h, private
capital, the latter, representing only a modest increase in exposure. Over
1990-95, however, the net disbursements of private capital are expected to
outpace the official as the country's creditworthiness strengthens further,
and basic infrastructural and policy environmental improvements are made.

52. The higher performance alternative is based on greater domestic and
external resource mobilization and investment. The over 6% p.a. growth
scenario is also predicated on significantly higher imports which result in a
higher current account deficit than in the base case. That in turn is met by
somewhat larger capital inflows; debt service ratio, nevertheless, is lower
in view of more exports. Net foreign investment on an annual basis is pro-
jected at US$400 million, with official and private capital disbursements at
US$1.4 billion and US$1.3 billion respectively; net flows of about US$7.8
billion would be the requirement for 1985-80. The additional funds are
assumed to flow in proportionately from official and private lenders, with
the IBRD's higher lending corresponding to a graduated response to high
performance.

53. The financing requirements need to be updated following a parallel
mission with the Fund currently in the field. Particularly in view of the
very recent developments in the world coffee and petroleum markets. The pro-
jections of exports do not account for the significant gains which will
accrue in 1986 from the increases in prices and volumes of coffee, partially
offset by the lower than anticipated petroleum earnings from the recent fall
in oil prices. The impact of these events is likely to persist next year.
Indications are that the windfall gain from coffee will be shared in
approximately equal proportions among producers, the National Coffee Fund
(expected to purchase public sector bonds) and the Government through the
export tax on coffee and interest on increased net reserves (possible through
some prepayment of short-term debt).
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Implications for the Bank

54. IBRD disbursements in the base case correspond to an expanded lend-
ing program, representing about one-half of total official disbursements.
During 1986-90 commitments for 29 projects with a USS600-700 million annual
commitment is envisaged (see Annex V). Twenty of these operations or 57% of
the commitments would be for projects of a traditional design with relatively
narrow objectives or projects which would build upon anticipated policy-based
lending. Seven sector policy loans totalling 30% and two macroeconomic
policy loans (Trade and Agriculture Policy, Financial Sector) totalling 13%
of commitment would constitute the remainder of the program, and depending on
the financial needs of the country, these operations would be quiek-disburs-
ing or of the more traditional pace. About 65r% of the total p cy-based
lending amount would be devoted to the agricu ure,- energy a financial
sectors and the remainder would address struct r e ucatio,
water, industrial and transport sectors. The economic and secto work pro-
gram seeks to support these future lending directions, relying on the
increasing participation of Colombian institutions, on the contribution of
the IMF on stabilization issues and the IFC on questions of private sector
incentives.
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COLOMBIA: SECTOR POLICIES

1. The Role of the Sectors. The agricultural and industrial
sectors are important in terms of its contribution to GDP, employment and
trade; the energy sector needs attention because of its potential contribu-
tion to foreign exchange earnings and the amount of investment absorbed; the
transport sector, reflecting the topography of the country, requires substan-
tial resources; the social services, including health, education, urban and
water supply, are essential for purposes of meeting basic needs in outlying
areas of Colombia and to preserve and augment the human capital base and
because of their significant budgetary implications; the financial sector
performance in mobilizing the needed resources requires improvement as well
as a more balanced and strengthened public-private sector operation. The
main policies to be pursued in each sector areas follow:

1. Agriculture Sector

2. Agriculture accounts for about 20% of GDP and less than 10% of
public investment and provides for about 25% of total employment, and
contributed to over 67% of total export revenues in 1983. Coffee makes up
around 73% of agricultural exports and nearly 50% of 11 exports. Imports of
agricultural products represented 7.5% of total impora sin 1983. Aftecr
expanding at about 4% during most of the seventies, growth in agricultrure
fell to 1.3% during 1980-84. Besides distortions in relative prices and
credit policies, other factors that have had detrimental effects in the
sector's performance were: (a) reduction in government investments in
agriculture since the mid-1970s, and (b) the rapid increase in the real
agricultural minimum wage rate that took place in 1979 (32%) and between 1982
and 1984.

3. Policies. Key policies affecting this sector include trade-
related policies and credit Dolicy which were already covered under the
sections on Trade and Financial Policy measures in the text. Coffee policy
represents another vital area. Additional sector's specific policies are:
(a) strengthening the Ministry of Agriculture's policy planning and coordina-
tion capacity and improving agricultural statistics; (b) improving cost
recovery in public irrigation districts and intensification of land use; (c)
giving greater emphasis to the development of agroindustries (creation of a
legal framework that better integrates agricultural producers and industrial
processors; facilities for project identification and preparation; improved
mechanism for channelling of agricultural inputs and credit to agro-
industries); (d) revamping the existing agricultural marketing systems; (e)
better land management, especially regarding security of tenure; (f) rational
exploitation of renewable natural resources; and (g) increasing the agricul-
tural share in public investment as a supporting activity for the enhanced
role envisaged to this sector. Priority should be given to rural infrastruc-
ture (rehabilitation of irrigation and drainage work) and technological
change (research and extension).
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2. Industrial Sector

4. Colombia's manufacturing sector growth of value added (MVA), fell
from a healthy 7.7% per annum over 1966-73 to a -1.1% over 1981-83. Growth
revived to about 8.% in 1984, largely due to the introduction of generalized

import quotas, but is expected to have again fallen to the 2-3% range in

1985, in part because of the dampening effects on demand of the Government's
stabilization program. Its performance since the mid-1970s has lagged behind
other sectors, as measured by the MVA fall in GDP from about 23% in 1973 to

19% in 1983 and its structure shifted slightly away from non-durable consumer

goods (from 54% of MVA in 1973 to 48% in 1983, due mainly to textiles) and
toward intermediate goods (due primarily to chemicals), though with no marked
change in capital goods. This tendency toward more heavy industry has led to
a change in the sector's factor intensity, favoring more capital intensive
production. The sector's labor productivity has increased at about 2.5% p.a.

5. From the mid-1970s until recently, overvaluation of the foreign

exchange rate changed relative price in favor of non-tradeables. Exports as
a share of total sector output, which had increased nearly fourfold from 2.5%
in 1966 to 9.1% in 1974, had by 1982 fallen back to 5.7 percent. At the same

time, in the face of declining retained earnings, the reliance mainly upon
short-term indebtedness to finance sector investments nearly doubled,
reaching about 80% of the total, under liberal credit policies and tax rule
biases against equity. With the fall in aggregate demand in the early 1980s,
very high real interest rates, and the crowding out by the public sector,
profits were further squeezed, actually turning negativ in 198r'and
precipitating a serious financial crisis in the sector which continue !g'f
persist today. The precarious financial structure of qeny of thd secrbf'
enterprises coupled with more visible insecurity in a,. "be gdd
regions, have now become important constraints to sector investment. Foreign

direct investment in Colombian industry since the mid-1970s has not made a

strong contribution, due largely to restrictive regulations adopted at that

time under the Andean Pact. Accumulated registered investment in the sector,

rising from $317 million in 1970 to $922 million in 1982, has remained at
virtually the same level in real terms and its effects on the balance of

payments has been rather insignificant.

6. Policies. Subject to further study are: (a) support

labor-absorbing small-scale industry to help resolve the deterrent effect

that the security issue has had on investment; (b) consider reduction in

effective protection for consumer and intermediate goods to stimulate

increased productivity and more effective export promotion, possibly via

trading companies; (c) stimulate technology transfer via joint ventures and

direct foreign investment to expand capital goods; (d) promote revision of

Andean Pact Agreement to remove restrictions to foreign investment; and (e)

review system of centrally administered prices and strengthen financial

restructuring at the enterprise level with incentives for equity capital.
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3. Energy Sector

7. It is the largest sector in terms of investment requirement,
consuming about 53% of total public investments, but has limited employment
creation potential except in the small scale coal sector. Colombia will
shift from being a net oil importer of about US$400 million in 1984 to an
exporter of about US$1.3 billion by 1988. Thermal coal is also emerging as
an export likely to reach about US$1.0 billion by 1990. The current drive to
produce petroleum has top priority, while surplus in generation capacity and
lower than anticipated demand growth call for major shifts in investments in
the power sector. The main objectives for the sector are: (i) to improve
the efficient utilization of all energy resources in Colombia including coal;
and (ii) to improve the financial performance of all the energy sector
institutions.

8. Policies: (i) promotion of private sector involvement in
petroleum and coal development for exports so as to relieve Carbocol and
Ecopetrol from using scarce resources for such capital intensive activities;
(ii) encouraging conversion of oil and other fuels in industry to coal fired
systems and establishing incentives to encourage such conversions; (iii)
promoting small-scale coal mining (Colombia has Latin America's largest coal
deposits) for power sector development and for indus'ries in sdppoFt ofT
energy efficiency and employment objectives; (iv) vigorously pqtrsuing
long-run marginal cost pricing policy; (v) improve d and mana* e.-nabling
sector to postpone investments; (vi) confining sect* "Nst'iton4 r
sector, Carbocol, and Ecopetrol) access to the domestic credit market while
promoting equity and debt finance from external markets; (vii) rescheduling
power sector foreign debt; (viii) reorienting investments in the power sector
away from capacity expansion to efficiency-related measures; (ix)
restructuring the balance of power in the electricity sector giving the
Government increased involvement in planning so that the least-cost
development program reflects macroeconomic objectives and less regional or
municipal preferences for large-scale hydro projects (this implies
concentrating on thermal and smaller hydro projects); and (x) integrating
power sector planning carried out by ISA with energy sector planning to be
carried out by the Ministry of Mines and Energy and DNP.

4. Transport Sector

9. It is the second largest component in the public investmet
program with a share of about 15%. The macroeconomic constraints call for a
reorientation of sector priorities in the short term, shifting emphasis from
expansion of the transport network towards investments in rehabilitation and
maintenance and increased productivity. Particular emphasis should be given
to improving efficiency of the Railroads (FCN) and Ports (COLPUERTOS) given
their importance to Colombian external trade, and Rural Roads (FNCV) to
support agricultural development. Improving sector management and
institutional strengthening are also top priorities to ensure rationalization
of investments, reduce costs and upgrade quality of transport services.
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10. Policy Objectives. (a) higher flexibility in the allocation of
budget funds to the sector through (i) reducing earmarking of fiscal
revenues; (ii) further integration of macroeconomic (DNP) and sector (MOPT)
planning and budgeting; and (iii) assigning investment funds to the
subsectors (highways, railways and rural roads) according to their respective
economic role and potential contribution at the margin;

(b) increase sector revenue raising capacity through direct
cost-recovery mechanisms and cost-based user charges and tariffs,
particularly in highways and railways;

(c) strengthening operational, financial and personnel management
system, of sector agencies (MOPT, FVN, FNCV, FCN, COLPUERTOS) through (i)
training programs at the upper and middle levels; (ii) adequate incentives to
attract managerial talent and allow for increased discretion over, and
accountability for, investment decisions at the agency level; and (iii)
establishment and monitoring of efficiency and performance targets;

(d) promote closer coordination of sector investments with
regional development plans (DNP, Regional Corporation) particularly in
relation with rural transport infrastructure;

(e) reduce overall transport costs by (i) pursuing
complementarity of and synergism among transport modes through intermodal
arrangements--particularly rail and river interfaces--with priority to the

Atlantic trade corridor, (ii) exploring marketing arrangements 'ke
tradables toward more efficient distribution; (iii) upgrading efficien ty
port operations to enable adequate level of services at lower (cost-based and
less cross-subsidized) port charges; and (iv) encouraging private secto
participation whenever comparative advantage would lead to efficiency gains.

5. Social Sectors

11. These sectors comprise health, education, urban and water and

wastes.

12. Education and Health. Total public and private spending in health
is almost 5% of GDP, and between 6-10% of total public expenditures (3.5% of
public investment). Public education claims 2.5-3.0% of GDP and 20-25% of
total public expenditures (over 2% of public investment).

13. Issues. A. In both Sectors: (i) Law 46/1971 (Situado Fiscal)
instituted a scheme of earmarking intergovernmental revenue transfers which

has created difficulties in budgetary allocations and complicated the
management of these two sectors; (ii) low absorptive capacity; (iii) weak
policy coordination mechanisms; (iv) poor data and inadequate institutional
arrangements; and (v) deficient management capacity and inadequate capital
stock maintainance.
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14. B. In Health: (i) suboptimal intrasectoral distribution of the
financial and human resources; (ii) close attention should be given to the
financial soundness of the social security system; and (iii) emphasis should
be on preventive health care over expansion of high technology based
medicine.

15. C. In Education: (i) inadequate expenditures in education
compared to countries at the same level of development (4.2% of GDP); (ii)
neglect of primary education, especially rural primary education; and
insufficient private sector resource mobilization at higher educational
levels; (iii) imbalance in allocation between recurrent and investment
expenditures, with little funds available for payments other than teacher
salaries; and (iv) low efficiency of the educational system in terms of

completion rates, and learning impact.

16. Policies. Since future growth in resources allocated to the
social sectors will be constrained, the primary emphasis has to be on: (i)
improving the internal efficiency, the intrasectotal, and regionaI
distribution of resources, and on stressing the most cost.effectke

interventions; (ii) institution-building (i.e., improved, an em s tems,
logistics, financial control, training, and maintenance ist n ant and

equipment); and (iii) the earmarking should be reduced and more private funds
should be mobilized.

17. Urban. Urban areas account for about 70% of the Colombian
population, which requires a substantial and constant effort to provide and
maintain urban infrastructure, housing and public services, as well as urban
employment. Sector expenditures at the central level represent about 4.5% of
the public investment budget. Sector management would benefit from more
consistent and articulated policy direction at the national level.
Responsibility for different aspects of urban policy has been widely difused
among several central level sub-sector institutions with limited overall
coordination. The entity nominally in charge of sector planning and policy
formulation (DNP - Regional and Urban Development Unit) has not performed as
desired in integrating sector policy objectives and does not have the
institutional means to enforce them. The entity empowered with policy
implementation mandate (MINDESARROLLO) has had, in practice, a marginal

involvement in the process. Sector funding and investment decisions, as a
result, have been often made on basis of short term considerations.

18. Policies. (i) organize sector administration with clear
definition of institutional responsibility and mandates; (ii) develop sector

policy framework at national level consistent with macroeconomic and social
priorities; (iii) strengthen institutional capacity and sector financial
management at the central and local levels; (iv) develop urban finance
mechanisms to reduce sector subsidies and dependency on budget resources; and
(v) pursue decentralization of responsibilities for mobilization and
allocation of urban investment resources to local administrations.



ANNEX II

Page 6 of 11

19. Water Supply and Wastes. Piped water supply is currently
accessible to about 60% of the population and waste disposal to 44%. During
1970-84, the supply has managed only to keep up with Colombia's population
growth. Hence, about 11 million people today are without adequate water

supply facilities. Nearly 3 million additional people will need to be served
by 1992 due to population growth. The need for service expansion is
concentrated primarily in poor neighborhoods in the large cities, smaller

cities and towns and rural areas. This sector accounts for about 4.5% of

public investment in the 1985-86 program.

20. To extend service coverage to about 75% for water supply, while

correcting the disparity in the availability of investment resources between

the larger and smaller cities, will require: (a) increase over 1986-92 in the
annual sector investment to an average of about 0.6% of GDP from the current

0.4%, and (b) lower investment costs per person. An increasing share of
sector investment financing should come from domestic credit markets and
internal cash generation.

21. Policies: (i) implementing tariffs based on long-run marginal

costs of services; (ii) reduce central Government subsidies; (iif) li
the provision of credit to institutional and operating reforms of wat r

utilities; (iv) strengthening INSFOPAL's (National Institute for Muni l
Development) technical capabilities and support FFDU (Fund for Urban l

Development) as the development banking entity; (v) strengthening Government

policymaking and enforecement capacity; (vi) dissemination of low cost

technologies; (vii) encouraging adoption of realistic design standards and

horizons; and (viii) personnel training.

6. Financial Sector and Foreign Direct Investment

22. Existing distortions in the financial system, stemming from the

widespread scheme of forced investment and the regulation of interest rates

reduce the sector's ability to mobilize resources and allocate them

efficiently. Currently, the country's financial system faces several

problems of liquidity and solvency due to the non-performing and

uncollectable portfolio which further worsens the system's abilities to

mobilize the needed resources. Deregulations of the credit and interest rate

policies and a scheme to resolve the liquidity and solvency problems are

imperative in order to foster an efficient reallocation of credit, increase

domestic savings and induce repatriation of capital.

23. Policies. The measures to improve performance in the Colombian

financial sector address to solve two types of problems: short-run liquidity

and solvency problems, and structural distortions. The basic issue in any

solution to the liquidity and solvency problems is the allocation of the

losses already incurred, and of the claims on the potential future gains.

These gains and losses must be allocated between the shareholders of both the

real and financial sectors and the Government, which has decided to guarantee

the deposits. In order to be compatible with the long-term development of

financial markets and with the current efforts to stabilize the economy, the

solution should: (a) result in the restructuring of both the real and the
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financial sectors, while improving as much as possible the efficiency of the

financial market; (b) give as large a role as possible in these restructuring

to market forces and to freely conducted negotiatoins between creditors and

debtors; (c) exclude bailouts as much as possible (subject to the

Government's decision that depositors should not lose); (d) result in

redistributions of wealth and income not much different from those that would

be produced by market forces, except for depositors; and (e) use the minimum

of Government resources and remain within the current monetary and fiscal

programs. On that account, support a scheme of recapitalization for both

real and financial sectors linked to their respective restructuring whereby

the Government's contributions became proportional claims to the potential

future gains. On the structural distortions, at least four key problem areas

are identified: forced investments, reserve requirements, taxation of

financial instruments and institutional and regulatory framework.

24. Forced Investments. Colombian financial intermediaries are

required to place a portion of their liabilities in low yielding assets.

These funds are then used for low interest loans to priority sectors.

Commercial banks are subject to two types of forced investments: (i) those

established by Congress in Law 90 of 1948 and 5 of 1973, to finance

agricultural activities; in Law 21 of 1963 to finance tie pub 'icdebt;,end in
Decree 3728 of 1982 to finance low income housing (ICT)< (ii) those

established administratively by the Junta Monetaria to financ inastr
activities (FFI, FIP, and IFI), housing (ICT and BCH),.Aij. r li
financial sector. These investments represent about 30% of commercial ban s'

portfolio. Corporaciones financieras (CFs) are forced to invest 8% of the

funds they mobilize with certificates of deposit (CDTs) into category (ii).

Insurance companies are forced to invest most of their technical reserves in

low yielding bonds of the Government and ICT.

25. Forced investments introduce an undesirable distortion into

financial markets. Forced investments typically have encouraged overly

capital intensive projects; encouraged over reliance on debt finance;

discouraged the development of equity and long term credit markets; raised

interest costs to non-priority sectors and lowered returns to financial asset

holders; encouraged formation of industrial financial groups with their

corresponding concentration of economic power; and immobilized a portion of

the financial sector's portfolio, thereby contributing to the inflexibility

of credit allocation.

26. An immediate elimination of forced investments would be desirable

but might disrupt the economy. In addition it faces some legal problems. A

more gradual approach, aimed at eliminating forced investments over time,

would involve a combination of the following measures: (a) gradual

elimination of forced investments in nominal terms, reducing them to zero as

the existing stock of loans becomes due; (b) freeze the stock in nominal

terms, allowing inflation to gradually erode the real value of existing

credits and leaving the additions to deposits to be allocated freely; and (c)

use the CDT rate plus 3% points as the interest rate for the forced

investments. Regarding forced investments by the insurance companies, a
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liberalization is desirable in order to increase the flexibility of credit
allocation and to develop long term credit and equity markets.

27. Reserve Requirements. Reserve requirements in the Colombian
banking system are relatively high compared to those in its principal
competitors for Colombian savings. However, Colombia's relatively high
inflation means that commercial banks, because they do not pay interest on
checking accounts, benefit from a higher inflationary tax rate than their
main competitors. This advantage will be enhanced to the extent forced
investments are reduced on checking deposits. To promote competitiveness the
levels of reserve requirements for Colombian banks should be set equal to
those of U.S. banks, and the Government should collect the inflationary tax
revenue, thereby increasing its resources available for other uses, for
example for direct subsidies to target groups that formerly benefited from
subsideized credits. The tax rate should be the differential between the
domestic and U.S. inflation rates, while the base of the tax should be
checking accounts net of cash and forced investment requirements.

28. Taxation of Financial Instruments. Recent reforms of the
Colombian tax code have eliminated many of the obvious biases against equity
finance that are present in most tax systems. Corporate profits are taxed at
source, with dividend recipients receiving a credit for those taxes; interest
payments are deductible by the firm but taxed at the level of the recioient.
Thus both interest and dividends are taxed only once, but two problems do
arise. First, Colombian recipients of interest are allowed to partially
adjust their receipts for inflation but payers of interest are not re ired
to adjust their deduction. This procedure encourages debt finaice.t? To
equalize the tax treatment borrowers should be forced to reduce theii
deduction by the same inflation factor as asset holders reduce their7i fax, ble
earnings. Second, there has been no effective taxation on Colombiantw_
earn interest in the U.S. and no taxation at all in the so-called tax-heaven
financial markets. This probably creates an incentive for capital
flight,then this distortion should be removed by making the Colombian tax
treatment of interest coincide with the treatment as dividends. That is,
taxes should be paid on interest at the firm level by eliminating the
deductibility of interest on new borrowings, and interest, as well as
dividends, should be exempted from taxes at the household level.

29. Institutional and Regulatory Framework. Banking regulations
should be revised to:

(i) eliminate regulations limiting interest paid on savings
accounts, thereby passing on to depositors the full benefit of the
elimination of forced investments and deregulate interest on credit;

(ii) promote deindexation of financial assets, interest payments
on UPAC (purchasing power parity unit) system should be increasingly affected
by the CDT (certificate of time deposit) rate, its weights in UPAC average
yield should increase to 33% in 1986, to 67% in 1987 and becoming a full CDT
rate by 1988; allow variable interest on new mortgages pegged to the CDT rate
plus 3% ooints and UPAC system's profits accounted for the difference in
nature of the deposit and credit rates should be put into reserve to
withstand any possible future losses that may occur for the-same reason;
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(iii) increase homogeneity of treatment for different types of
intermediaries, that is to ensure that competition among different financial
institutions is not distorted by the regulatory framework and allow a greater
diversification in financial assets (money market, acceptances, now accounts,
etc.);

(iv) reduce ownership linkages between financial and
non-financial companies through thighter regulations on interlocking
directorates and credit concentration; and

(v) over time, improve competition and reduce barriers to entry
in the financial sector.

30. The Andean Pact: Restrictions on Foreign Direct Investment.
Removal of restrictions to foreign direct investment stemming from Andean
Pact Agreement Decisions 24 and 46 is required. Decision 24 prohibits new
investment in certain sectors (banking, insurance, communications, public
services and internal transportation) and states that all new investment must
gradually convert to joint status. The reduction of foreign ownership to 49
percent within fifteen years is required of all industries intending to take
advantage of the tariff reductions offered under the Andean Pact. Decision
24 also places a limit on the remittance of profits of foreign firms and
establishes restrictions on technology transfers.

31. The controversy over Decision 24 led to Decision 46, relati to
multinational enterprises. While Decision 24 contains a number of
restrictions and limitations on the role of foreign investmets in
subregion, Decision 46 appears to concern itself with encoura~gng the
creation of ANCOM (Andean Subregional Common Market) Multi-national
Enterprises (AME). According to Article 7, it is believed that AMEs are
capable of advancing the attainment of the various components of subregional
integration, e.g., contribute to the economic integration process, to the
balanced and harmonious development in the subregion, to a more equitable
distribution of the benefits of development and to strengthening the
capability of management.

32. Decision 46 permits foreign investors to hold up to a maximum of
40 percent of the capital. This does not mean that 40 percent will be a
fixed maximum since Decision 46 permits each member country to determine a
lower ceiling.

33. Consistent with the rules of the Investment Statute, Decision 46
requires that the majority subregional investment be reflected in the
technical, financial, administrative and commercial management of the
enterprise. Moreover, Decision 46 also refers to the Investment Statute
rules concerning both remittance of profits and repatriation of capital.
Hence, profits are remittable up to 14 percent of the registered direct
foreign investment. As to repatriation of capital, the Investment Statute
permits the repatriation of original direct investment and reinvestment plus
the capital gain thereon.
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34. Decision 24 (The Investment Statute) gave rise to a storm of

controversy both within and outside the subregion, and caused many existing

and potential foreign investors to take a fresh look at the business wisdom
of continued or new investments in the area.

7. Public and Private Sector Balance

35. Achieving greater efficiency in the economy is essential, but has

to be complimented by strengthening of public sector institutions in Colombia

that provides for the policy framework and sectoral strategies that influence

both the public and private sector operations. Inefficiency exists in public

sector institutions at many levels -- the macro administrative level

(planning and budgeting systems, personnel management, monitoring, legal and

control functions), the technical ministries and their enterprises (policy

formulation and decision-making for the sector, implementation capacity both

at central and local levels) and general project design and management

capacity. The management is hampered by obscure and sometimes conflicting

management goals because of frequent change-over of management, absence of

accountability with respect to producing tangible develoomental effects,

complicated and slow budget and procurement process, inadequate linkage

between planning and budgeting, limited personnel and incentive systems,
reluctance to raise tariffs for public services and heavy reliance on control

measures (decrees and laws) to guide the institutions, thus reducing the

institutions's ability to respond to changing circumstances. Improvemeits in

these areas comprise an important part of the strategy to improve economic

efficiency. Since it will be impossible to deal with the entire Government

and their institutions, some strategic choices will also have to be madk2 e
to which institutions should be targeted. A strategic guide would be to

concentrate on those institutions which control the resource flows and use

the largest amount of resources. Some 40 staffweeks and consultancy services

is allocated for FY87 to carry out a diagnosis of constraints and to

formulate a detailed plan on how to improve efficiency and effectiveness of

the public sector investments.

36. A two-pronged approach would be to focus on the centralized

system as one excercise and on the public sector's enterprises as another.

(i) Central System. On the whole, the Central Government appears

to have too much control and regulatory powers in the productive sectors,

including direct ownership in some industries. Efforts will have to be made

to diversify, deregulate or hand over to the private sector on a contract

basis or by selling off funcions or services, and to make certain that those

entities which do serve national interests, operate in a "lean and clean"

fashion, i.e., along commercial lines. In addition, the policy making roles

of the Government ministries appears weak, while their investments in

detailed operations extensive. Thus, redefining roles and responsibilities

of the different levels in the central government institutions will be an

important task for the Government ahead.
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(ii) Public Sector Enterprises. The enterprises in the public
sector are mixed. Some are quite efficient in some functions such as
capacity expansion while weak in areas of maintenance and management; others
are weak in both. The greatest challenge for project operations ahead is to
improve efficiency and the performance of these institutions in areas of
railways, ports, electric and water utilities and agricultural-sector -
institutions. Indeed, most project operations being ptocessed have iIppro
efficiency as a major objective. This will continue to be the mato fo f
the project or sectoral operations in the pipeline such a's trnsp4t,
its enhanced focus on improving maintenance, and power-Ad-wa er- til to
reduce the emphasis on expansion in favor of distribution and improved
management and financial performance.
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Table 1 COLOMBIA: SUMMARY OF KEY MACROECONOMIC AGGREGATES, 1978-85
(percentages, unless indicated otherwise)

1978 1979 1980 1981 1982 1983 1984 1985*

Real GDP Growth Rate Per Annum 8.5 5.4 4.1 2.3 0.9 1.0 3.0 2.2

Debt to Export Ratio1/ 98.6 111.8 110.6 186.3 215.3 282.0 275.3 280.6

Interest Payments to Export
Ratio2/ 4.8 5.4 5.4 9.9 14.7 15.5 13.9 17.0

Total Debt to GNP3/ 17.3 18.8 19.2 29.2 27.1 30.6 35.0 45.2

Interest Payment to GNP4/ 0.8 0.9 0.9 1.5 1.9 1.7 1.8 2.7

Debt Service Ratio5/ 11.8 15.8 10.0 17.9 23.2 30.7 29.4 32.9

rs of Trade Index 110 99 100 84 82 84 87 n.a.

owth Rates of Imports (MGNFS) 19.8 -0.9 21.1 14.4 14.4 -10.0 -7.8 1.8

Exports (XGNFS) 24.6 13.7 3.1 -8.5 6.0 -13.2 7.2 13.7

Current Account Balance

(USS million) 357 562 104 -1722 -2885 -2826 -1994 -1593

Interest Payments6/ 195 252 310 461 705 626 622 842

* Preliminary Estimate.

1/ Total debt including short-term/exports goods and NFS.
2/ Interest payments in MLT/XGNFS.
3/ Total debt including short-term/GNP.
4/ Interest payments on M&LT/GNP.
5/ Debt service on M&LT debt/exports goods and NFS.
6 M&LT interest payments.

As of Fall, 1985.

I
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Table 2 COLOMBIA: PREL1MINARY PROJECTIONS OF KEY VARIABLES, 1985-95
-Base Case1 /

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

GDP growth rate 2.2 2.9 4.6 4.8 4.9 5.1 5.1 5.1 5.1 5.2 5.2
GDP/capita 1113.4 1100.4 1178.0 1298.3 1430.0 1585.4 1711.6 1848.4 1995.3 2155.3 2327.4
D2//K 280.6 266.5 239.1 217.5 197.8 180.4 168.7 157.9 148.4 138.7 128.5
Debt2 Outst. and Disb. (USS m) 13897.0 15311.0 16520.0 17383.0 18048.0 18619.0 19187.0 19753.0 20338.0 20910.0 21463.0
D/GDP 43.6 47.7 47.1 44.1 40.8 37.2 34.8 32.6 30.6 28.6 26.7
Interest Payments/GDP (%LT) 2.6 3.0 3.0 2.9 2.6 2.3 2.2 2.0 1.9 1.8 1.6
DS/X 41.0 40.4 38.5 38.8 36.8 33.7 31.3 28.9 26.8 25.1 23.3
Public Investment/GDP 9.2 9.1 8.9 8.8 9.3 8.5 8.4 8.2 7.8 7.7 7.5
Private Investment/GDP 9.5 9.5 9.6 10.0 10.0 11.2 11.3 11.4 11.7 11.7 11.8
Private Inv/Public Inv 1.03 1.04 1.08 L.14 1.08 1.52 1.35 1.39 1.5 , .52 1.57
Public Savings/GDP 3/4/ 2. 2.6 3.4 3.9 4.8 5.0 5.0 5.0 5. 5.0 5.)
Private Savings/GDP 12.4 12.7 12.7 13.8 13.9 13.9 13.9 13.9 13. 3.9 13.9
Exports Growth Rate5/ - Constant 13.6 11.3 13.7 8.6 6.9 5.6 3.91,4 '.0 4.8

- Current 11.0 16.0 20.2 15.7 14.2 13. "0.1;- .f! 0.0 10.8
Exports/GDP 15.5 17.9 19.7 20.3 20.6 20.6 20.8 20.7 20.6 20.6 20.8
Imports Growth Rate - Constant 1.8 0.2 4.6 3.7 5.2 4.4 5.2 6.1 5.6 5.7 6.6

- Current 0.5 7.2 12.3 11.8 13.5 12.6 10.0 10.9 10.3 10.5 11.4
Imports/GDP 16.2 17.3 17.8 17.7 17.8 17.8 17.8 17.9 18.0 18.1 18.3
Consumption/Capita Growth Rate -0.8 -0.9 1.1 1.4 1.9 2.2 3.7 3.8 3.8 3.7 3.7
GNP Growth Rate 1.3 2.8 4.9 5.0 5.5 5.4 5.3 5.4 5.4 5.4 5.4
GNP/Capita 1059.0 1045.9 1123.2 1240.9 1375.1 1527.9 1652.7 1789.2 1936.4 2095.7 2267.8

Notes: These projections do not consider a possible coffee boom in 1986-87.

I/ Unless otherwise specified, all figures are in US$ and ratios are in percentages corresoonding to current values and
growth rates to constant values.

2/ Debt includes public and publicly-guaranteed, private non-guaranteed and short-term debt.
3/ These correspond to a narrower definition of public sector, excluding decentralized agencies; therefore, the difference

between public investment and savings is larger than the consolidated public sector deficit discussed elsewhere.
4/ Savings figures are derived from gross national savings.
/ Exports and imports include goods and non-factor services.

All of Fall, 1985.
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Table 3 C'XaBIA: PRELIMINARY PRDJECfITNS (F KEY VARIABLES, 1985-95
-igh Case1

/

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

GP growth rate 2.8 3.8 5.9 6.3 6.5 6.1 6.1 6.1 6.1 6.1 6.1
GDP/capita 1120.7 1117.0 1211.6 1353.9 1513.8 1693.0 1845.3 2011.8 2192.8 2390.5 2605.7
D2//X 275.5 260.1 231.8 210.9 193.0 176.3 165.8 155.5 145.2 136.3 127.0
[ijbt2 / Outst. and Disb. (USS m) 13415.3 15565.0 17114.9 18319.6 19421.3 20286.1 21117.3 21944.7 22876.0 23741.2 24849.3
D/GDP 43.4 47.7 47.4 44.6 41.4 37.9 35.6 33.3 31.3 29.3 27.4
Interest Payments/GDP (M&LT) 2.6 2.9 3.0 2.9 2.6 2.4 2.3 2.1 2.0 1.9 1.7
DS/X 40.2 38.8 36.3 36.4 34.4 31.7 29.9 28.0 25.9 24.5 22.8
Public Inveqtment/GDP 9.2 9.1 8.9 8.8 9.3 8.5 8.4 8.2 7.8 7.7 7.5
Private Investment/GDP 12.8 12.9 13.1 13.2 12.7 13.5 13.6 13.8 14.2 14.3 14.5
Private Inv/Public Inv 1.39 1.42 1.47 1.5 1.37 1.59 1.62 1.68 1.82 1.86 1.93
Public Savings/GDP3/ 4/ 2.0 2.6 3.4 3.9 4.3 5.0 5.0 5.0 5.0 5.0 5.0
Private Savings/GOP - 15.9 15.7 15.6 15.9 15.5 15.8 16.1 16.3 16.4 16.6 16.9
Exports Grarth Rate 5 / - Constant 15.9 13.5 16.5 10.2 8.3 6.7 4.6 4'8 5.6 4.7 5.6

- Current 13.2 18.5 23.4 17.6 15.8 14.4 10.6 11.1 11.6 10.6 11.5
Exports/GDP 15.7 18.4 20.5 21.1 21.5 21.5 21.4 21.4 21.6 21.5 21.6
Imports Growth Rate - Constant 2.9 6.3 9.7 3.9 7.3 5.5 5.2 6.9 9.1 5.4 7.3

- Current 1.5 13.9 17.8 12.0 15.7 _13.7 9.9 11.7 14Q~f0.2 12.2
Imports/GDP 16.3 18.3 19.5 19.1 19.4 19.3 19.L 19.3 19.8 19.7 19.9
Consumption/Capita Growth Rate -0.8 0.6 2.5 2.9 4.1 3.8 4.4 4.7 5.0 4.4 4.6
(NP Growth Rate 1.3 3.8 6.3 6.5 7.0 6.4 6.3 6.4 6.4 6.4 6.4
GNP/Capita 1)66.3 1062.5 1156.3 1295.1 1455.6 1632.7 1783.0 1949.6 2129.1 2325.8 2540.6

Notes: These projections do not consider a possible coffee boom in 1986-87.

1/ Unless otherwise specified, all figures are in US$ and ratios are in percentages correspoding to current values and
growth rates to constant values.

2/ Debt includes public and publiclrguaranteed, private non-guaranteed and short-term debt.
/ These correspond to a narrawer definition of public sector, excluding decentralized agencies; therefore, the difference

4/ Savings figures are derived fran gross national savings.
5/ Exports and imports include goods and no-factor services.

As of Fall, 1985
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Table 4 COLOMBIA: PRELIMINARY ESTIMATES OF FINANCIAL REQUIREMENTS AND SOURCES--BASE CASE

1985 1986 1987 1988 1989 1990 TOTAL
OFFICIAL

I.WORLD BANK
Comaitt. 778.5 654.0 750.0 695.0 580.0 600.0 4057.5
Disburs. 552.3 605.2 586.5 584.7 642.6 656.7 3628.0
Aaort. 170.9 212.7 214.0 237.5 331.4 381.1 1547.6
Net Flow 381.4 392.5 372.5 347.2 311.2 275.6 2080.4

2.108
Committ. 550.0 485.0 445.0 500.0 500.0 500.0 2980.0
Disburs. 237.7 306.1 325.0 350. 357.0 373.0 1949.1
Amort. 41.9 52.6 62.5 75.8 83.9 153.7 470.4
Net Flow 195.8 253.5 262.5 274.5 273.1 219.3 1478.7

3.BILATERAL (inc. OEC)
Comaitt. 0.0 0.0 95.0 195.0 250.0 250.0 7?0.0
Disburs. 331.8 321.7 293.1 294.2 270.3 246.9 1758.0
Amort. 80.5 77,7 88.3 87.0 163.0 156.8 653.8
Net Flow 251.3 244,0 2:4.: 207.2 107.3 90.1 1104.2

PRIVATE

1.SUPPL. CREDITS
Committ. 22.3 116.6 111.7 92.6 107.7 115.6 626.6
Disburs. 223.2 249.5 2 1.4 268.1 272. 272.2 1547.1
mort. 22.1 105.2 141.3 202.3 214.4 210.6 955.9

Net Flow 141.1 144.3 120.l 65.7 58.4 61.6 591.2

2.COMMERCIAL BANKS, GUAR.
Committ. 501.6 710.4 680.3 564.4 656.3 704.4 3817.3
Disburs. 560.5 629.9 666.0 609.5 594.5 571.4 3631.9
Aort. 273.0 356.5 519.8 697.4 762.6 733.1 :342.4
Net Flow 287.5 273.4 146.2 -87,8 -168.1 -161.7 289.5

.. NCN-9UAR.,INL.C,M.BS 1LC
Disburs. 19l.) 210.0 214.0 293.0 324.0 345.0 1577.0
Amort. 91.0 110.0 107.0 200.0 188.0 201.0 897.0
Net Flc. 100.0 100.0 107.0 93.0 136.0 144.0 680.0

4.0THER
Disburs. 68.9 60.' 58.1 28.5 15.0 8.6 240.0
Afort. 45.2 53.9 62.7 65.6 67.1 66.5 3b1.0
Net Flow 23.7 7.0 -4.6 -37.1 -52.1 -57.9 -121.0

TOTAL
Committ. 1912.4 1966.0 2082.0 2047.0 2094.0 2170.0 12271.4
Disburs. 2165.4 2383.3 2404.1 2428.3 2476.2 2473.8 14331.1
Amort. 784.6 968.6 1196.1 1565.6 1810.4 1902.8 8228.1
Net Flow 1380.8 1414.7 1208.0 362.7 665.8 571.0 6103.0
Net Flows/NP 4.5 4.6 3.6 2.3 1.6 1.2
DOD all 13897.2 15311.9 16519.9 17382.6 18048.4 18619.4

1/Couercial bank lending is ,ncluded in non-guaranteed lending, as of Fall,1985
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Table 5--COLOMBIA: PRELIMINARY PROJECTIONS OF FINANCIAL REQUIREMENTS AND SOURCES--HIGH CASE

1985 1986 1987 1988 1989 1990 TOTAL
OFFICIAL

1.WORLD BANK
Coneitt. 778.5 729.0 850.0 795.0 680.0 700.0 4532.5
Disburse. 552.4 680.2 686.5 684.7 742.6 756.8 4103.2
Amort iz. 170.9 212.7 214.0 237.5 331.4 386.9 1553.4
Net Flow 381.5 467.5 472.5 447.2 411.2 369.9 2549.8

2.IDB
Committ. 550.0 485.0 445.0 500.0 500.0 500.0 2980.0
Disburse. 237.7 306.1 325.0 350.3 357.0 373.0 1949.1
AJortiz. 41.9 52.6 62.5 75.8 33.9 153.7 470.4
Net Flow 195.8 253.5 262.5 274.5 273.1 219.3 1478.7

3.BILATERAL
ComIitt. 0.0 75.0 195.0 295. 0 350.0 350.0 1265.0
Disburse. 331.8 396.7 393.2 394.2 370.3 346.9 2233.1
Amorti:. 80.5 77.7 83.8 87.1 163.0 164.4 661.5
Net Flow 251.3 319.0 304.4 307.1 207.3 182.5 1571.6

PRIVATE

1.SUPPLIERS CDS.
CMitt. 84.9 128.6 131.7 113.1 143.4 136.5 738.1
Disburs. 227.4 268.9 293.9 301.3 330.7 306.1 1728.3
Amortiz. 82.1 105.2 141.3 202.9 217.5 218.2 967.2
Net Flow 145.3 163.7 152.6 98.4 113.2 .9 761.1

2.COMMERCTAL BANKS, 6LIAR.
Committ. 517.1 783.4 202.3 b88.9 873.6 831.5 4496.9
Disburse. 574.4 695.5 775.5 721.3 789.6 685.5 4241.8
Aoritiz. 56.5 519.8 699.8 776.7 766.4 3392.2
Net Flow '01.4 39.0 255.7 21.5 i2.9 -80.9 849.6

3.NON-UAP. INCL. COMM.9 S/
Disburse. . 2110.0 214.0 293.0 324.t 345.0 1577.0
Aaortiz. . 110.0 107.0 200.0 88.0 201.0 897.0
Net Flow 100.0 1,0,0 107.0 93.0 136.0 144.0 680.0

4.0THER
Disburse, 6B.9 o0.9 58.1 28.5 15.0 8.6 240.0
Amortiz. 45.2 53.9 62.7 65.6 67.1 66.5 361.0
Net Flow 23.7 7.0 -4.6 -37.1 -52.1 -57.9 -121.0

TOTAL
Comaitt. 1930.5 2201.0 2424.0 2392.0 2547.0 2518.0 14012.5
Disburse. 2183.6 2618.3 2746.2 2773.3 2929.2 2821.9 16072.5
Aaortiz. 784.6 968.6 1196.1 1568.7 1827.6 1957.1 8302.7
Net Flow 1399.0 1649.7 1550.1 1204.6 1101.6 864.8 7769.8
Net Flow/iNP 3.6 3.9 3.0 1.1 1.2 0.6
DOD all 13915 15565 17114 18320 19421 20286

1/Commercial lending is included in non-guaranteed lending as of Fall 1985
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Table 6- COLOMBIA: PRELIMINARY PROJECTIONS OF DEBT OUTSTANDIN6 AND DISBURSED BY SOURCE--BASE CASE

1985 1986 1987 1988 1989 1990 1990/1985

IBRD 2198.2 2590.7 2963.2 3310.5 3621.6 3897.3 1699.1

IDB 905.1 1158.6 1421.1 1695.6 1968.7 2188.0 1282.9

BILATERAL 826.3 1070.3 1274.7 1481.8 1589.1 1679.1 852.8

SUPPLIERS CDS. 459.3 499.7 528.8 534.3 536.4 539.8 80.5

COMMERCIAL BANKS 1/ 3872.1 4249.5 4506.7 4479.1 4367.2 4263.6 391.5

NON-GUAR. PVT. 1/ 1557.0 1657.0 1744.0 1837.0 1973.0 2117.0 560.0

OTHER 4079.2 4086.1 4081.4 4044.3 3992.4 3934.6 -4426

TOTAL 13897.2 15311.9 16519.9 17382.6 18048.4 18619.4 4'2,

1/ Non-guaranteed private includes commercial banks as of Fall, 1985
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Table 7-COLOMBIA:PRELIMINARY PROJECTIONS OF DEBT OUTSTANDING AND DISBURSED--HIGH CASE

1985 1986 1987 1988 1989 1990 1990/1985

IBRD 2198.3 2665.7 3138.2 3585.5 3996.6 4366.5 2168.2

IDB 905.1 1158.6 1421.1 1695.6 1968.7 2188.0 1282.9

BILATERAL 826.3 1145.3 1175.2 1756.8 1964.1 2146.6 1320.3

SUPPLIERS CDS. 460.7 507.7 547.9 564.5 585.0 596.7 136.0

COMMERCIAL BANK 1/ 3908.8 4364.5 4732.6 4835.9 4941.5 4936.7 1027.9

NON-GUAR. PVT. I/ 1537.0 1637.0 1744.0 1837.0 1973.0 2117.0 580.0

OTHER 4079.1 4086.2 4355.8 4044.3 3992.4 3934.5 -144.4

TOTAL 13915.3 15565.0 17114.8 18319.6 19421.3 20286.0 6370.7

1/ Non-guaranteed private includes commercial banks as of Fall, 1985,
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OIUMBIA--KEY AREAS EIMC V4fIORED)

World Bank Monitoring Ihrough:
Policy-Based Loans Other

Trade & Sipoorting
Export Trade & Financial Other Existing Monitoring
Divers. Agriculture Sector Sector Projects (ESW)
1985-86 1986-87 1987-88 1986-90 1985-90 1985-90 IMF

I. Overall Macro Performance

GOP, Inflation, Bploymnt x x x
KP and Foreign Debt x x x x X

II. Trade Policy

(Omercial Policy x x x
Real Exchange Rate x x x X x

III. Public Sector

Public Inv. Program x x x x x X
Public Def. and Finance x x x X x
Pricing Policy x x

IV. Sectors

O Agriculture
Policy and Performance x

10 Institutions x XX

Industry
Policy and Performance
Institutions x
Restructuring x x

Financial
Credit Creation x K X
Interest Rates x x x
Distortions xx
RecapitalIzation x x

Energy
Policy and Performance x X
Investment Program and Finance x X x
Institutions x K K

Transport, Health, Pop., FAcation
Policy and Performance X X
Investment Program and Finance x X
Institutions K X

Water and Urban
Policy and Performance x x x
Invest-nt Progran ard Finance X x x
Institutions X K x
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COLOMBIA
FY86-FY90 LENDING PROGRAM
CORE PROGRAM

Growth/
Private Sector Public Sector Basic Needs/ Infrastruct. FY86-FY90

PROJECT Development Efficiency Employment Expansion Total

Trade and Agr. Sector (M) 250.0 (2) (3) 250.0Port Rehab. 43.0 43.0
Barranquilla Water 24.0 24.0
Bogota Distrib. (3) 171.0 (2) 171.0
Public Health (2) 36.5 36.5Rural Transport 

62.0 62.0

FY86 Total 250.0 28. .5 62.0 586.5

FY87
Agr. Tech. Transfer 30.0 30.0
Irrigation II 114,0 114.0
Power Sector Adjust. (P) 250.0 250.0
Energy Sector Adjust. (P) 150.0 150.0
Caja Agraria 150.0 (2) (3) 150.0

FY87 Total 444.0 250.0 0.0 694.0

Financial Sector 1/ (200.0) (200.4)

FY88
Nat'l Rehab. Plan 100.0
Agr. Financing Fund 80.0 0" 1
Water&Municipal Sector (P) (2) 120.0 120.0
Vocational Training 80.0 80.0
Education Sector (P) 80.0 80.0
Dev. Banking/So Sc Mining 150.0 150.0
Dept.Hgwy Maint.Sector(P) 90.0 90.0

----------------------------- 
----- --FY88 Total 230.0 90.0 260.0 120.0 700.0

FY89
Coffee Diversification 100.0 100.0
Second Highway 215.0 215.0
Small Scale Ind V 100.0 100.0
Port Improvement (2) 100.0 100.0
Industrial Sector (P) 150.0 150.0

FY89 Total 46i. 0.0 1000 100.0 665.0

FY90
Health Integration 11 120.0 120.0
Energy Sector 11 (P) 200.0 200.0
IRD/SM Scale Irrig. 200.0 200.0
Rural Education II 50.0 50.0
Rural Water Supply 50.0 50.0

FY90 Total 10.0 010 7 011 -20.0

TOTALS FY86-FY90 >9.0 578.0 696.5 '265.5

l/Reserve As of Fall, 1;A5

Notes: FP:=Policy Loan
'M)=Macro Loan



ANNEX V

Page 2 of 4
COLOMBIA SECTOR ORK

FY

"* A .... Staff Weeks (s/w)
Mng

TASK Div LC2 (Asst) LCP (Asst) TOAL OPD EIS R~ LC2CONS LCP CONS TOTAL

I. RESIONALLY MANAGED

ECONOMIC REPORTS
Econ. Monitoring LC2 22 22.0 6.0 B 36.0
Econ. Updating LC2 15 15.0 2.0 17.0
Pub. Sector Invest. LC2 12 5 22 39.0 5 5.5 12 61.5
B.O.P. Perf. & Pal. LC2 5 5.0 9 12 12 38.0

Subtotal ERA 54 5 22 0 81.0 9 17 13.5 32 0 152.5

SECTOR REPORTS
Agric. Study Design LC2 2 8 10.0 20 30.0
Rural Fin. Mkts LCP 3 10 7 20.0 20.0
Espl't k Labor LCP 2 6.5 8.5 2 10.5
Educ. Fin.& Effic. LCP 8 8.0 6 14.0
Transport Sector LCP 1 8 9.0 2 11.0
Fin. Sector Review LCP 6 12 18.0 4 4 26.0
Educ. Strategy LCP 5 5.0 5.0
Nater Issues LCP 1 1.0 1.0

Issues II LCP 0 0 0.0 0, 0.0

btotal SRA 14 8 50.5 7 79.5 0 4 0 2 a 5

CPP/COUNTRY STRATEGY 9 9.0 1.0 10.0
EWO 13 13.0 2.0 5 20.0
SWO 12 12.0 4.0 16.0

TOTAL REGION 90 13 84.5 7 194.5 9 21 20.5 57 14 316

II. COPD MANAGED

Social Security PHN 5 5.0
Energy Strategy I&II EBY 12 12.0 38 50.0

Subtotal COPD 12 0 12.0 5 38 0.0 0 0 55.0

FY86 TOTAL 102 13 84.5 7 206.5 14 59 20.5 57 14 371.0

Additions Expanded Progras 28.0
FY86 TOTAL INCLUDING EXPANDED AUTHORIZATION 399.0
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COLOMBIA ESW FY88
ECONOMIC AND SECTOR WORK Page
Fy8%-F 28

Staff Weeks s/w)
Mnq

TASK Div LC2 LOP TOTAL OPD EIS RM LCZCONS LCP CONS TOTAL

FY8a
1. REGIONALLY MANAGED

ECONOMIC REPORTS
Econoaic Memorandum LC2 22 22 3
invest. Program Review LC2 12 22 '4 3 4)
Tride Pol ic Eval. !I LC2 10 1)
F:nancal Pc1i:v Evil. L2 1i : vS
C-10l3Vent i io u C 01

Clubtotai EFA j4 -7 ;1 1 3

SECTOR REPORTS
irrigation & Drainaqe zFAA S SK 55 55
gro-industries L2A 1 25 :S 15

Capital Goods Study LP 2

Transport Upate LCFTR 5 25
Rey. Ed.,Sc1.siech. L :P 5 : :S-
Public Sector mgt. L22 i 4 :

,ubtotal :RA 5 175 j4 15

OTHER ECCNOMIC WCRK

OTHER SECTOR WORK

TOTAL ESW Ff8B 119 22 321 i 12 58 15 426
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COLOMBIA Page 1 of 2
FY86-FY90 LENDING PROGRAM
STAFFING REGUIREMENTS (S/N)

FY86-FY8B FY86 FY 87 FY 88
PJETF8._ _FY87 Fy88 TOTAL-------JE-----T---FY6-----------------FY7----------------FY86 

TTALC2 LCP COPD Total LC2 LCP/COPD Total LC2 LCP/COPD Total FY86-FY88

Trade and Agr. Sector (M) 55.0 39.0 93.0
Port Rehab. 4.0 11.0 15.0 q5.0
Barranquilla Water 4.0 7.5 11.5 15.0
Bogota Distrib. 1.0 4.0 5.0 11.5
Public Health 1.0 1.0 2.0 5.0
Irrigation II 7.0 36.5 43.5 2.043.5

FY86 Total 72.5 97.0 10 170.0 ---
170.0

FY87
Agr. Tech. Transfer 7.0 76.5 83.5 2.0 5.0 7.0 90.5Rural Transport 8.0 49.0 57.0 1.0 1.0 2.0 59.0Power Sector Adjust. (P) 11.0 52.0 63.0 10.0 10.0 20.0 83.0Energy Sector I (P) 17.0 0.0 85.0 102.0 15.0 15.0 30.0 132.0Financial Sector I (M) 44.0 54.0 98.0 35.0 5.0 40.0 IlA0'Caja Agraria 3.0 60.0 63.0 10.5 83.0 93.5 2.0 5.0 7.0 163.5---------------- ------ ------- --- ------------------- ---------------

FY87 Total 90.0 291. 85.0 466.5 3. 119. 192.5 2.0 5.0 7.0 666.0

FY88
Nat'l Rehab. Plan 1.0 63.5 64.5 15.5 82.0 97.5 162.0Agr. Financing Fund 2.0 33.0 35.0 10.5 58.0 68di 10.0 56.0 66.0 169.5Water&Municipal Sector (P) 5.0 20.0 25.0 20.0 65.0 85.0 20.0 10.0 30.0 140.0Vocational Training 2,0 5.0 7.0 5.0 48.0 53.0 10.5 58.0 68.5 128.5Education Sector (P) 2.0 5.0 7.0 12.0 48.0 60.0 20.0 58.0 78.0 145.0Dev. Banking/S Sc Mining 2.0 20.0 3.0 25.0 10.0 25.0 35.0 5.5 25.0 30.5 90.5
Dept.Hgwy Maint.Sector (P) 1.0 2.0 3.0 12.0 70.0 82.0 20 25.0 45.0 130.0

FY88 Total 15,0 148.5 3.0 166,5 85.0 396.0 481.0 86.0 232.096.5

FY89
Coffee Diversification 5.5 10.0 15.5
Second Highway 3.0 6.0 9;. 1.5 52.0 71.5
Seall Scale Ind V 2.0 20.0 22.0 3.5 30.0 33.5 55.5Port leprovement 2.0 10.0 12.0 10.5 62.0 72.5 84.5Industrial Sector (P) 15.0 100.0 115.0 30.0 20.0 50.0 165.0

FY89 Total 136.0 15 174.0 24.0 392.0

FY90
Health Integration II 2.5 5,0 7.5 7.5Energy Sector II (P) 20.0 40.0 60.0 60.0IRD/Sa Scale Irrig. 3.0 4.0 7.0 7.0Rural Education 11 2.0 4.0 6.0 6.0
Rural Water Supply 2.0 10,0 12.0 5.0 40.0 45.0 57.0

FY90 Total 2. 10.0 1 32.5 93.0 125.5 137.5

TOTALS FY86-FY88 177.0 537,0 89.0 803.0 182.5 661.0 843.5 180.5 504.0 684.5 2331.0

RESERVES FY86-FY90

Public Sector Mgt. (P) (87) 50 0.0 10.0 15.0 15.0 25.0 40.0 55.0Trade Policy II (M) (88) 20.0 5.0 25.0 50.0 20.0 70.0 95.0Cartagena WS &S (88) 2.0 40.0 42.0 5.0 45.0 50.0 92.0Fertilizer Effic. (89) 4.0 20.0 24.0 10.0 80.0 90.0 114.0Public Sector Mgt. II (P) (89) 10,0 90.0 100.0 100.0
Trade Policy III (M) (90) 2.0 1.0 3.0 3.0Water & Pollution Ctrl (90) 1.0 2.0 3.0 3.0S.E. Transport (90) 1.0 2.0 3.0 3.0Financial Sector II (M) (90) 2.0 1.0 3.0 3.0

----- ----- ----- ----- -----Total Reserves --0 K50 _10.0 150 41.0 9?0.0 131.0 81.0 241.0 322,0 468.0
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COLORBIO Page 2 of 2FY864-FY98 SUPERVISION
STAFFING REQUIREMENTS

S/I FY86 FY 87 FY a9
PROJECT FY86 --------------- FY7 --- FY88 TOTALLC2 LCP/CPPD Total LC2 LCP/COPD 54t&I LC2 LCP/COPO Total FY86-Fygs
--------------------------- 

------------ --------------- -----------.-.. . . . . . . . .

Trade and Aqr. Sector (M) (2.0 2.0 14.0 20.0 10.0 10.0 20.0 5.0 25.0 69.0Port Rehab. 1.0 2.0 3.0 2.0 13.0 15.0 1.0 15.0 16.0 34.0Barrai illa Water 2.0 5.0 7.0 2.0 15.0 17.0 2.0 15.0 17.0 41.0Bogota Distrib. 2.0 8.0 10.0 2.0 5.0 710 2.0 5.0 7.0 24.0Irrigation 11 1.0 2.0 3.0 1.0 10.0 11.0 1.0 10.0 11.0 25.0Agr. Tech. Transfer 1.0 2.0 3.0 2.0 10.0 12.0 15.0
Rural Transport t2.0 15.0 17,0 2.0 5.0 17.0 34.0
Power Sector Adjust. (PI f#*4$* u see 4.0 5.0 9.0 4.0 7.0 11.0 20.0
Energy Sector I (P) *flC **..ae"aee 4.0 5.0 9.0 4.0 15.0 19.0 2800Financial Sector I (M1 *t 44eaeea""s*u 15,0 7.0 22.0 15.0 5.0 20.0 42.0Caia Agraria * "e" a n es e 1 4  4 0.0Nat I Rehab, Plan n 

00Aqr. Financing Fund " 
0.0iaterftzniczpal Sector (P) n0.0aea nameae eeaa.,+ 4 9 4 4  4 44 4  6  0

Aiation De. )12/31:64) 0.D .0 5,0 " 5.0Mesitas Hydro 12/31/84) 0.0 5.0 5.0 i* tt#tntii.e, ,m,5m0DFC VII 2/ 0.0 0.5 0.5 um015
Seall Scale :I1 13/31/64) 0.0 :0.0 10.0 +I$+#*tt4 en10.0
dighways Vil (12/31/85) 1.0 5.0 6.0 0.0 6.0 6.0 Hose neu ann, 12.0Urban l!Papayan 12/31/051 1.0 5.0 6.0 e""eeeea e n ue sd dea.0San Carlos 1 16/301861 1.0 4.) 5.0 3.0 9.0 9.0 0.0 5.0 5.0 1910500Kv (12/l/86 1.0 5.) 0.3 1.0 .0 412.0
Zona Franca (12/31/85) 2.0 0.5 7.5 1. 0.0 9.0 1di6ee5ne ea15Lrban (Cartagena)" 1.0 0.0 0,0 0.0 10.0 10.0 ah e10.0San Carlos 1] !630/86) 1.0 6.0 7,0 0.0 6.0 4.0 0.0 4.0 6.0 19.0
INSFOPA. 111 (6/30/86) 1.0 1.0 6.0 0.0 10.0 [0.0 evee u,.s16. 0Agr. Credit 111 16/30/86) 1.0 5.0 4.0 00 0.0 8.0 I ,,14.0Bogota Power (12/31/) 0.0 2.0 2.0 0.0 7.0 7.0 9ft4 ueeee aan9.0Telecom V 717? 1.0 1.0 I.O 0.0 20.0 10.0 *Cf~~sseeeee,12.0
SF0 V1)0 (12/31/85( 1.0 9.0 10.0 1.D 4.0 5.0 * 15.0Guadalupe Hydro (6/30/86) 0.5 6.0 6.5 0.0 60 6.0 0.0 60 640 18.5Playas Hydra (4/30/871 0.5 5.0 5.5 1.0 5.0 60 0.0 9.0 9.0 19.5Rural Road (6/30/861 1. 10.0 11.0 0,0 8.0 8.0 *teeeaeetesnee 19.0Irrigation 1 ((6/30/88) 2.0 10.0 12. 2.0 10.0 12.0 1.0 10.0 11.0 31.0Village Elec. (6/30/86) 1.0 5.0 6.0 0.0 6.0 6.0 0.0 7.0 7.0 19.0Guavo Poser (5/30/88) 1.0 5.0 6.0 1.0 7.0 8.0 0.0 6.0 7.0 21.0Watershed 46/30/87) 2.0 10.0 12.0 2.0 10.0 12.0 0.0 10.0 10.0 34.0
Railway VII (12/31/87) 2.0 15.0 17.0 2.0 13.0 17.0 1.0 15.0 16.0 50.0Highway Sector (12/31/86) 1.0 13.0 14.0 1.0 15.0 16. 0.0 6.0 6.0 36.0DRI 11 (6/30/89) 1.0 1010 11.0 1.0 10.0 11.0 1.0 10.0 11.0 33.0Rural Educ. 16/30/6) 1.0 15.0 16.0 1.0 15.0 16.0 1.0 30.0 31.0 63.0Aq.Res&Eaten. 6/130/90 2.0 10.0 12.0 2.0 10.0 11.0 1.0 100 11.0 34.0Coal Eaplor. (1/15/18) 1.0 10.0 11.0 1.0 10.0 140 010 5.0 5.0 7.0

FEN (12/31/06) 2.0 10.0 12.0 1.0 5.0 6.0 0.0 3.0 3.0 2Rio Brande (12/31/91( 0.5 8.0 8.5 0.5 6.0 0.5 0.5 7,0 7.5 22.5Aqr. Divers. (9/30/90) 1.0 10.0 11.0 1.0 20.0 11.0 1.0 10.0 11.0 33.0
Small Scale IV (12/31/81 11.0 14.0 25.0 1.0 14.0 10 1.0 7.0 9.0 48.0Cucuta later (6/30/92) 2.0 10.0 12.0 1.0 10.0 11.0 1.0 15.0 14.0 19.0
Petro I 16/30/991 2.0 15.0 17.0 0.5 10.0 10.5 0.5 15.0 15.5 43.0
De. Banking (6/30/90) 1.0 19.0 20.0 1.0 19.0 20.0 1.0 19.0 20.0 60.0
Bogota Water IV (6/30/93) 2.0 15.0 17.0 1.0 10.0 1:.0 1.0 15.0 16.0 44.0
Trade Policy 212/31/86) 15.0 10.0 25.0 10.0 5.0 15,. 40.0
Public Health (6/30/92) 2.0 15.0 27.0 2.0 15.0 17.0 0.0 15.0 16.0 50.0

TOTAL S/N FY86-FY8e 84.5 352.0 436.5 09,0 411.0 500.0 66.0 347.0 413.0 1349.5
RESERVES
Public Sector Kgt.iP [81I7) e* , ,nenee 5.0 510 100 i0,0 5.0 15.0 25.0Trade Policy 11 (M) 18 un enan ma ehdd ad 5.0 2.0 7.0 7.0
aterlPallution CtrIm881 na a"""e"" en" ee," ,,,,,, 2.0 5.0 7.0 7.0Municipal Mgt 11 391 0n.nen enae a ne enmd0.0

Fertilizer Efic. 19) m"i4f##C m4I4CC* tu uu enneuea,, 0.0Public Sector Mgt. V 3 ttteaese n svsnhdaa,.e d d.. 0.0'ride Policy 111 :90) 
.enm0eees 

an ma n,.,, 4 4 44 44 1 m4 0S.E. Transport (10) imnea s s n $ . ... 0.0Cartagena OELS 90C 0.0an un ma n
Financial Sec. 1I Ii 190 enee nnna na n ee",,Hea,.a e.,, 0.0

Total Reserves 03 0.0 !. 0 5.0 10.0 17. 12.0 29.0 39.0
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OFFICE MEMORANDUM
January 31, 1986

Mr. Miguel Schloss, LC2CL

S. Rajapatirana, PERS

33773

Draft Baker Initiative Country Study - Colombia

Attached is a copy of ERS staff comments on your draft Baker
Initiative paper on Colombia. We thought that it might be useful to you
to have our reactions and comments on this draft paper prior to your
preparation of the Colombia paper to be sent to the Managing Committee.

Attachment

cc: Messrs. A. Choksi (CPD), H. Cortes (VPERS), M. Cherif (EPDCO),
K. Jay (VPERS), C. Obidegwu (EPDCO)
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CULOMBIA

-------------------------------------------------------------------------------------------------------------------------------------------------

REFERENCE
HISTORIC DATA YEAR RECENT DATA EST. DATA PROJ.DATA

-----------------------------------------------------------------------------------------------------------------------------
1960-1973 1973-1980 1980 1981 1982 1983 1984 1985 1986
----------------------------------------------------------------------------------------------------------------------------

TRADE AND BALANCE OF PAYMENTS RATIOS

26.SHARE OF MANUF IN EXPORTS (CUR)(1) 12.1 21.1 20.4 26.5 24.1 19.3 20.0 22.1 23.027.IMPORT GDP ELASTICITY 1.1 1.5 4.1 7.4 15.3 -10.5 -2.8 -0.2 1.128.CUR ACCT BALANCE/GOP (CURRENT)(3) -2.9 0.5 -0.5 -5.2 -7.4 -7.1 -3.3 -2.9 -2.529.RESERVES IN MONTHS OF IMPORTS OF 2.4 8.7 12.5 10.3 8.4 6.0 3.2GOODS AND SERVICES(3)

DEBT INDICATORS (4)

30.LT DEBT SERVICE TO EXPORTS RATIO 20.9 13.2 9.8 16.7 22.3 30.3 24.7 28.0 28.731.LT INT. SERVICE TO EXPORTS RATIO 6.4 5.3 5.3 9.2 14.2 15.3 11.7 14.5 14.3
32.LT DEBT SERVICE TO GNP RATIO 3.0 2.3 1.7 2.3 2.9 3.3 3.7 5.3 6-4
33.DOD. LT PUB DEBT AT VIR/ 2.3 15.3 33.4 41.5 43.3 42.5 42.7

DOD. TOTAL LT PUB DEBT
34.NET TRANSFERS/TOTAL DIS8 33.7 24.0 46.6 53.0 33.2 25.8 36.1 27.5 22.535.WORLD BANK DEBT/Oi.AL LT DEBT 23.0 23.3 22.0 20.0 19.0 18.8 19.5 19.9 21.4

MONETARY INDICATORS (CURRENT)

36.CHG IN CLMS GOV/GOV BUDGET BAL
37.CLMS GOV/CLMS PRIV SECT 21.5 6.2 -7.7 -3.9 13.3 20.8 45.438.MONEY SUPPLY/GDP 19.9 19.7 20.3 21.9 21.0 21.7 22.1

GOVERNMENT ACCT (CURRENT)

39.DIRECT TAXES/GOP(5) 5.5 5.2 4.8 4.6
40.TOTAL REVENUE/GDP(5) 10.5 11.6 12.0 11.6 11.7 11.5 8.3 9.4 9.9
41.GOV. BUDGET BALANCE/GDP(S) -2.2 -0.6 -1.8 -3.0 -4.3 -4.0 -4.5 -2.2 -2.4
42.PUBLIC/TOTAL CONSUMPTION 11.0 11.4 12.6 12.5 12.9 13.6 13.9 13.1 12.6

NOTE: ALL REFERENCE YEAR VALUE DATA IN US$ 1980 MILLIONS. EXCEPT PER CAP TOTAL CONSUMPTION WHICH IS IN US$.LEGEND: .. INDICATES NOT AVAILABLE
M INDICATES DATA IN MILLIONS

FOOTNOTES:
(1) SERIES STARTS IN 1962.
(2) US$/LOCAL CURRENCY. SERIES STARTS IN 1979. INCREASES INDICATE APPRECIATION; DECREASES INDICATE DEPRECIATION.(3) SERIES STARTS IN 1968.
(4) SERIES STARTS IN 1970; STOCK AND DEBT SERVICE PAYMENTS ARE BASED ON PROJECTED CONTRACTUAL

OBLIGATIONS AT END 1984 PLUS ESTIMATED NEW COMMITMENTS IN 1985-86.
(5) SERIES STARTS IN 1971.
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OFFICE MEMORANDUM
DATF December 20, 1985
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FROM Vinod Thomas, Jayati Datta-Mitra and Albert Musalem, LC2CL

-:TI-NSION 7-5076

SUBJECT COLOMBIA - Draft Baker Country Study

We are attaching a revised version of the abovementioned
paper, that takes into account the substantive comments received
thus far from Bank and IMF staff, and includes a set of standard
tables (Annex 5). As we agreed, we plan to deliver a version
under the latest format you have provided by end January, 1986.

cc: Messrs. Knox, Pfeffermann (LCNVP)
Gue, Carter (LC2DR)
Schloss (LC2CL) o/r

Colombia Division

VT /JDM/AM: mvc
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December 20, 1985

COLOMBIA: BAKER INITIATIVE COUNTRY STUDY

I. The Economic Record: Some Implications

1. Colombia's long-term economic performance has been solid, real GDP
growth averaging about 5% p.a. and inflation about 16% p.a. during 1950-83.
The country's economic management has demonstrated an ability, in good and
bad times, to analyze problems, the political will to undertake the necessary
adjustments, and the professional capacity to implement programs of change
pragmatically and effectively. In a sense, Colombia presents a different
picture from some of the high debt countries included in the Baker study:
despite initial delays, the Government has responded to the adverse develop-
ments of the early 1980s by adopting major policy adjustments during 1984-85,
arresting the downturn in the external accounts and achieving modest growth
with adjustment on the way. Moreover, the policy changes have been initiated
without a major rescheduling of external debt: the country has managed its
debt responsibly, honoring its debt service commitments, both interest and
amortization, on schedule. Nevertheless, the potential of a balance of pay-
ments crisis recently (para. 5) and the delicately balanced nature of current
stabilization draw attention to the need for expanded policy and financial
support for continued adjustment and growth.

Key Factors Behind Performance

2. One of the keys to the long-term record has been the policy
environment, particularly as evidenced during 1967-75. An outward-looking
strategy of this period involved trade liberalization, adept management of a
crawling peg exchange rate system, fiscal discipline and improvements in
public investment. As liberalization proceeded during the 1970s, non-tradi-
tional exports grew, rising from roughly 5% of GDP in the early 1960s to well
over 9% of GDP in 1976, and GDP growth rate reached a peak of 6-7% p.a.
during 1967-75. Conversely, when macroeconomic policies weakened and the
exchange rate appreciated substantially in the face of the coffee boom during
1976-80, non-coffee export and GDP growth rates fell appreciably below what
would have been anticipated on the basis of the growth in capital and labor
alone.

3. Export expansion and savings/investment performance have been
positively associated with GDP growth (Table 1 on p. 4). Economic growth has
been above trend when growth in export/GDP was high or rising; conversely,
the collapse in the export/GDP ratio after 1980 accompanied a growth reces-
sion. Between 50-88% of GDP growth during 1963-80 resulted from an increase
in the capital stock supported by adequate savings and management of foreign
borrowing. Furthermore, about a third of the 1976-80 growth was accounted by
improvements in labor inputs, quantitative and qualitative. A strong export
and domestic resource mobilization performance for medium-term adjustment
with growth forms the rationale for the Bank's ongoing policy-based lending
to Colombia.

Recent Difficulties and Response

4. Colombia has not remained immune to the deteriorating international
trends of the early 1980s. For the first time in six years a deficit emerged



- 2 -

in the current account balance in 1981, increasing to about 6.2% of GDP on
average during 1981-84 (Table 1) resulting from poor export performance,
higher imports and interest payments. Exports were hurt by the slowdown in
world demand, large devaluations and import restrictions in neighboring
countries and a reduction of Colombia's coffee exports from their previous
high levels. The downturn in non-coffee exports was also due to domestic
policy: the coffee boom had set in motion an accelerated growth in the money
supply and inflation, despite stabilization efforts by the authorities, and a
sharp appreciation in the real exchange rate. In addition, the fiscal
deficit enlarged in the 1980s following the coffee boom, contributing to a
higher domestic credit growth, inflation, and further real exchange rate
appreciation. Growing earmarking of revenues, automatic transfers and large
infrastructure investments led to an overall public sector deficit of about
7% of GDP in 1981-84. Economic growth declined to less than 2% p.a. during
1981-84 and unemployment rose from an average of 7% during 1970-80 to 13.4%
in 1984. Recent unemployment problems have their origin in the population
growth rate of over 3% in the 1950s, rural-urban migration and expansions in
female participation resulting in an acceleration in the labor force growth,
and in the slow pace of job creation associated with recessionary
circumstances.

5. During 1983-84 the international reserves fell precipitously, and
the attitude of external commercial bankers hardened. In these circumstances
the Government initiated a return to the 1967-75 outward-looking policy which
should revitalize exports, growth and employment generation. On the basis of
a reduced fiscal deficit and improved domestic savings (private savings fell
from 15% of GDP during 1977-80 to 10-12% in 1981-84), gross domestic invest-
ment (which averaged over 19% of GDP during 1970-84) should improve subse-
quent to the present stabilization effort. Based on a sound macroeconomic
policy scenario, the country's foreign borrowing, which has been relatively
conservative (since 1969 the total M&LT debt/GDP ratio remained below 26%),
can aim for significant improvements in public sector debt/service ratios and
in net private capital inflows to support rapid growth.

II. The Current Economic Program

6. Although an inadequate comprehension of the Latin American debt
crisis and the pluralistic nature of Colombian policy-making slowed the
decision process, the Government has focused during 1984-85 on five inter-
related areas (see the Matrix in Annex 2).

(i) Trade Policy: In 1985 the Colombian peso has been depreciated
sharply in real terms against a basket of relevant currencies and
the maintenance of the policy is envisaged for 1986-87. The
Government also assured automatic access to imports and foreign
exchange--under the Bank's Trade Policy and Export Diversification
Loan (TPED)--to exporters in the import-export schemes, phasing
down quantitative restrictions. A significant liberalization of
export restrictions, and a strengthening of the duty exemption
scheme for imports used in export activity have taken place. Peak
tariffs and tariff dispersion have been reduced.
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(ii) Fiscal actions: Revenue measures have included elimination of
income tax deductions, broadening of the VAT base, increases in
stamp duty rates and import surcharges, and additional measures
approved by Congress for 1985. There has been a commitment to hold
down real increases in public sector wages and salaries, reductions
in public sector subsidies and a scaling down of public invest-
ment. The overall public sector deficit is projected to decline
from an estimated 7.3% of GDP in 1984 to about 5% in 1985, 4.5% in
1986 and 3% in 1987.

(iii) Monetary and credit policy: A slowing down in credit expansion to
the overall public sector by the Central Bank to permit the banking
system to expand credit to the private sector in line with the
growth in nominal GDP during 1985-87 has been the policy.

(iv) External borrowing: While committed to scaling down external debt
indicators over the medium-term, the Government obtained commit-
ments from its traditional external commercial bank creditors forthe maintenance of short-term credit lines for the financing of
trade, and for an additional term facility of about $1 billion for
1985-86, to be used largely for investments in export-related
activities.

(v) Sectoral Policy: The public sector investment program has been
scaled down, encompassing the postponement of long-gestation new
projects and improvements in efficiency. Efforts have also been
made to maintain public utility tariffs at adequate levels.

Main Results

7. The stabilization program for 1985 and the one to be developed for
1986 have been endorsed by the IMF through the adoption of a monitoring
arrangement. The World Bank approved the TPED loan of $300 million to
support adjustment towards an outward-looking growth strategy relying
increasingly on market discipline to assure the competitiveness of exporters
and of import competing industries; and both institutions agreed to monitor
the performance of the economy over the medium-term. The Bank views its
policy loans as part of a total financial package necessary to support
stabilization and structural change. It therefore urged Colombia's major
external bank creditors to support the program with additional medium-term
lending and the restitution of short-term credit, as a result, the country's
international bank creditors pledged their financial support in the amount of
US$1 billion to the country's medium-term adjustment efforts, on the basis of
periodic IMF monitoring and Bank assessment of the economy, trade policies,
and the public sector investment program.

8. In 1985 the economy has begun to emerge from the critical economic
situation of the early 1980s. The potential balance of payments crisis was
averted; net reserves as of December 1, 1985 totalled over US$1.8 billion
(representing approximately 4.5 months of goods and n.f.s. imports); the
overall fiscal deficit, the public sector investment ratio to GDP and the
growth of domestic credit during 1985 are likely to be in line with the
targets; finally, international perceptions of the country's creditworthiness
have been strengthened with the finalization of the US$1 billion package.



Table I Colombia: Economic Policy and Performance - An Illustrative Base 1970-95 Case

Historic Background Projection: Orders of Magnitude
Export-led Coffee Economic Base Adjustment End of Longer-term End of
Growth: Boom: Setback: Year: w/Growth: Decade: Scenario: Period
1970-75 1976-80 1981-84 1984 1985-90 1990 1991-95 1995

Performance Indicators

GDP Growth 5.8 5.5 1.7 3.0 4.6 5.1 5.2 5.2Export Growtha/ 17.2 18.0 2.6 16.5 16.5 13.1 10.5 11.1- Non-traditional (25.9) (11.8) (-10.2) 14.5 (15.5) 18.4 (15.0) 15.2Curr. Acct. Gap/GDP -2.9 1.5 -6.2 -5.1 -2.9 -1.2 -0.8 -0.5DSR:b/ M&LT Pub. and Pub. G. 13.0 9.9 18.5 23.5 28.6 27.1 21.8 18.8
M&LT Total 19.8 11.8 23.4 28.2 31.7 29.1 23.6 20.5Total Debt/Exports G&S: Ratio 1.7 1.1 2.2 2.7 2.3 1.8 1.5 1.3

Reservesc/ 2.8 10.0 7.6 4.3 4.7 4.7 4.7 4.7
Inflation 17.1 24.5 22.7 18.0 19.3 18.0 15.0 15.0

Domestic Policy

Dom. Investment/GDP 18.9 18.5 20.2 18.9 19.0 19.7 19.5 19.3Nat. Saving/GDP 16.0 20.0 14.0 13.8 16.1 18.5 18.7 18.8
Importsd//GDP 10.0 10.7 12.3 10.9 13.7 14.1 14.2 14.2
Total M&LT Debt/GDP 22.4 15.2 20.4 25.7 30.0 31.0 26.0 22.8
Real Exch. Ratee/ 108.5 104.2 94.0 100.0 127.8e/
Money Base Growth 22.6 35.2 18.0 18.0 23.3~ 23.0 21.3 20.0

* Sect. Gap/GDP -3.0 -5.5 -6.9 -7.3 -4.0 -2.5 -2.0 -2.0

ual Ext. Financing (US$m)

Net Foreign Investment 32.0 176.0 372.5 411.0 375.0 350.0 350.0 350.0
Net Official Capital 130.7 139.6 455.8 632.7 757.0 527.1 258.4 151.5

- Disbursement (189.2) (231.4) (664.7) (897.8) (1262.5) (1285.2) (1246.4) (1270.9)
- Amortization (58.5) (91.8) (208.9) (265.1) (505.5) (758.1) (988.0) (1119.4)

Net Pvt. Capital 35.1 256.7 814.6 729.5 259.6 159.2 310.2 401.3
- Disbursement (178.8) (434.6) (1127.3)(1154.3) (1126.0) (1287.2) (1371.5) (1454.1)
- Amortization (143.7) (177.9) (312.7) (424.8) (866.4) (1128.0) (1061.3) (1052.8)

Annual IBRD Financing (US$m)

Gross Disbursement 77.1 119.8 320.2 461.9 604.7 656.8 494.9 433.9
Amortization 23.7 48.4 113.7 156.4 257.9 361.1 516.6 567.7
Net Disbursement 53.4 71.4 206.5 305.5 346.8 275.7 -21.7 -133.8
Share in M&LT Debt 22.1 22.4 19.0 19.3 22.7 25.1 23.2 20.6
Share in M&LT DSR 19.5 22.5 19.2 21.1 21.0 23.1 26.6 26.4

a/ In current U.S. dollar: non-traditional excludes coffee, petroleum, coal and nickel.
b/ Debt Service Ratio: amortization and interest payments as % of exports of goods and services.
c/ Months equivalent of goods and non-factor services.
d/ Goods imports, f.o.b.
e/ Measured against a trade-weighted basket of currencies; 127.8 is the level estimated for 1985, which

would be further adjusted based on annual reviews.

Source: IFS, World Bank estimates, and the Colombian Central Bank.
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III. Looking Ahead: Key Problems and Prospects

9. During 1986, a year of Presidential elections and major political
pressures, there is a critical need to stay the course, and deepen adjust-
ment. The future also holds prospects for increased exports of petroleum,
coal, and possibly coffee. Even so, it would be essential to safeguard the
competitivenes of non-traditional exports for long-term growth through sound
policies. Three tasks are key:

(i) revitalize growth to historical levels and beyond with
stabilization and adjustment;

(ii) maintain the country's creditworthiness by keeping the debt
service burden within prudent limits; and

(iii) to reduce unemployment: structural and cyclical.

Adjustment Paths: Alternative Scenarios

10. The range of financing support during 1986-90 would be predicated
on further significant structural changes. A 4.5-6% growth scenario corres-
ponds to a feasible policy-financing package, with an over 4.5% growth repre-
senting a base case, and the 6% pushing reforms further. For a rapid absorp-
tion of the unemployed, a sharp turn-around in private investments and export
diversification, a vigorous policy package and additional financing could be
targeted to achieve a 6% p.a. growth. The base case scenario of over 4.5%
p.a. growth would reduce urban unemployment from 14% currently to about 10%,
maintain and improve creditworthiness during 1985-90 and beyond.

11. Sizable increases are envisaged even in the base case in export
earnings of oil and thermal coal through 1990--60% above current levels, and
reaching 30% of total exports, buttressed by increases in non-traditional
exports. Accounting for the additional service payments associated with
petroleum and coal exports, current account deficits, however moderate, are
expected to continue. Three central constraints are to be relaxed: remain-
ing anti-trade bias; domestic fiscal gaps; and external borrowing difficul-
ties. Non-traditional exports are expected to receive a boost from exchange
rate and trade policies. Expansions in domestic savings well above levels
attained during 1981-84 would accommodate modest increases in the share of
investment in GDP above the 1970s' levels, which, together with declines in
public sector deficits, would imply expanded private sector access to
domestic resources. Initially the public sector's indebtedness and exposure
to commercial banks is expected to increase but the program relates borrowing
to export generating projects primarily in petroleum and coal.

12. Key differences in the more optimistic scenario from the base case
stem from the higher growth rate accommodated by the larger foreign exchange
receipts, higher investment particularly on private sector account, and
higher domestic savings. Temporary tax incentives are provided to stimulate
private sector confidence and investment in the tradeable sectors, which may
reduce Government revenues (income tax revenue declines with one-year lag,
while custom revenue increases immediately). As the private sector reacts
favorably to the incentive scheme, additional foreign borrowing for balance
of payments support and possibly to finance a potentially larger public
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sector deficit would -be needed. An implication of this might be an initial
period of somewhat larger public sector deficits, higher debt burden and more
onerous debt servicing obligations, followed by a later decline in these
indicators to levels lower than those implied in the base case. In either
scenario, a boom in petroleum and coal earnings would involve actions to
avoid the "Dutch disease" type phenomenon: pressures to appreciate theexchange rate, to distribute the new wealth through public subsidies and
investment expenditures, and to rely on trade policy for stabilization, would
need to be resisted. Macroeconomic management policies would have to be putto work to dampen the boom: savings would occur as insurance for possible
downturns ahead, together with possible improvements in debt indicators
through loan prepayments.

13. Adverse external factors and/or a setback in policy reforms would
account for a more pessimistic scenario, which is not elaborated upon here,
the heightened exigencies of the current account would dictate the need for
stronger discipline in accelerating changes to diversify out of coffee, coal
and petroleum. In addition in view of projected trends in the debt serviceindicators and the shyness of international capital markets, this diversifi-
cation would need to be achieved largely through an efficient use of domestic
resources.

A Policy Agenda: Broad Priorities

14. The more successful scenarios require a policy package with four
primary elements, following up the ongoing program's efforts:

(i) Trade-related macromanagement comprising exchange rate,
import and export policies;

(ii) Resource mobilization through fiscal and monetary management,
and moderate foreign borrowing;

(iii) Financial sector reforms; and

(iv) Employment and sectoral actions centered on the removal of
market distortions, and efficient public investment and
pricing.

15. Given Colombia's tradition of policy by consensus and the need to
reduce short-run unemployment costs, trade liberalization in the base case
could span 3-5 years. In view of the tariff rationalization already accom-
plished under the TPED loan, further measures are expected to be held in
abeyance till substantial import decontrol has taken place, for fiscal
reasons as well as to prevent imports from capturing the scarcity rents from
import activity. The medium-term tariff reform should aim at more uniform
levels of protection. Export incentives would emphasize greater automaticity
and uniformity of access. In the faster growth scenario, accelerated depre-
ciation allowances for the tradeables sectors, and an export retention scheme
designed to stimulate the private sector might be adopted.

16. In the fiscal area additional measures to boost public savings
involve an expansion of revenues through the effectiveness and efficiency
gains (by plugging evasion and loopholes in the tax system, realistic public
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sector tariff policies, and improvements in public sector efficiency) and
restraints on current expenditures, particularly wages and salaries. Fiscal
discipline is to impose curbs on the public sector's access to domestic
credit: Central Bank financing of the deficit will continue to be cautious
during 1986 and beyond. Such measures, which will reverse the recent crowd-
ing out of the. private sector from financial markets, together with the
removal of the specific barriers to private foreign direct investment imposed
in the context of the Andean Pact Agreement, must improve the investment
climate for private investors and foster the mobilization of foreign equity
finance.

17. A reduction of structural distortions in the financial sector would
boost private resource mobilization. In the past, regulatory policies
governing financial sector interest rates, reserve requirements imposed on
banks to combat inflation particularly following the coffee boom of 1978-79,
tax policies biased against equity finance and forced investments have tended
to diminish the relative competitiveness of Colombian financial sector assets
and investment opportunities, to reduce the efficiency of financial sector
intermediation and thereby to depress the level of private savings.
Currently the financial system faces severe problems of liquidity and
solvency associated with a significant non-performing, non-collectable port-folio of assets which further worsens the system's ability to mobilize
private resources. These problems relate not only to the need to allocate
existing losses and claims on the potential future gains, while avoiding
bail-outs, but also to the need to restructure the financial and real
sectors. This restructuring should result in redistribution of wealth and
income not much different from those that would be rroduced by market forces,
except for depositors, and use the minimum of Government resources and
remains within the current monetary and fiscal programs.

18. In addition to financial sector restructuring, the policy agenda at
the sectoral level would focus on: (a) the public sector investment program;
and (b) employment policies. In addition to a scaling down of the public
sector investment to correct the relative imbalance between public and
private sector investment, strict curbs on Central Bank financing of the
overall deficit will expand the access of the private sector to financial
sector resources. The public investment program will focus on the pricing
policies of major entities and concentrate on projects which: (a) are quick-
yielding and productive; (b) emphasize domestic . resource mobilization; and
(c) have substantial impact on export- and import-substituting sectors and
employment. Recommendations in the sector work carried out in energy,
agriculture, transport and the social services (health, education and water)
will need to be implemented (see the attached Annex 3 ).

19. In addition to the decline in growth and resource availability, the
persistence of unemployment may be attributed to some labor market distor-
tions. The Betancur Government has made efforts through the political pro-
cess to increase the access of certain groups to mainstream activities.
Economic support to neglected areas is being expanded through the National
Rehabilitation Plan, though more is required to focus strategy squarely on
employment creation. A study on employment strategy has been initiated by
the Government in order to. obtain specific recommendations by mid-1986. The
major corrective policies should make wage legislation more flexible, promote
exports, enhance resource allocation to the private sector and improve public
sector efficiency and investment for exports and basic needs.
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IV. An Action Program 1986-90: Details of Specific Measures

20. Trade Policy. As spelt out in the attached matrix, the ongoing
trade liberalization has registered substantial progress: (i) the real
exchange depreciated by 27% against a basket of currencies; (ii) free imports
is at present about 55% of total imports implying that the share of imports
under free positions and imports for exports has reached about 24%; (iii)
tariffs reforms undertaken in 1985 have reduced peaks (with very few excep-
tions) to 80%; and decreased levels and dispersion of nominal and effective
protection (the production weighted mean tariff has declined from 36% to 30%,
and the dispersion of legal tariff has diminished from 29% to 16%); (iv)
there has been significant rationalization in the structure of export incen-
tives and substantial reduction (from 728 to 175) of restrictions on exports.

21. Growth rates of about 4.5% p.a. would require additional measures
to be proposed by an interim trade policy review in June-Sept 86: (a) the
phasing down of import controls over a period of about five years such that
by 1990, the value of free imports would constitute about 90% of total
imports value, and the share of free position and imports for exports would
rise to about 80% in value terms; (b) a more market oriented mechanism for
the allocation of quotas in the interim; (c) a schedule of tariff reform to
begin in 1987, which would aim at a uniform tariff rate through an initial
three- to four-tier system; (d) the phasing out of all remaining restrictions
on exports; (e) transforming the present CERT (export subsidy) to one repre-
senting actual rebates of indirect taxes, and reforms of the PROEXPO credit
system and export guarantee and insurance mechanisms.

22. For higher growth rates, in the order of 5-6% p.a., complementary
policies would require involving: (a) a system of foreign exchange retention
enabling non-traditional exporters to sell their right to import goods sub-
ject to the quota system, with the portion of export receipts withheld by
exports increasing over time; and (b) an acceleration in the depreciation
allowance for the tradeables sectors. The accelerated depreciation measures
would increase the after tax return on investments in the tradeables
sectors. The export retention scheme by inducing a relative price switch in
favour of export, could permit a slower rate of real exchange rate deprecia-
tion, thereby mitigating the negative impact of exchange rate changes on the
level of the real interest rate and on investment.

23. Fiscal and Monetary Policy. Efforts to reduce the overal public
sector deficit from 4.5% in 1986, to 2.5% in 1990, and to 2% in 1995 would
require additional revenue measures and a further tightening of expenditure
policy. The revenue measures would aim mainly to improve overdue economic
efficiency (a) tightening controls to greatly reduce tax evasion; (b) elimin-
ation of tax loopholes (i.e., tax exemptions to non-profit organizations);
(c) introducing of equal tax treatment to income and capital gains; it would
be still more advisable to change the base of the tax to consumption; (d)
expansions in the base of the value-added tax to all sectors and the
establishment of a homogeneous tax rate; (e) continued phasing out of ear-
marked taxes; and (f) introduction of a negative consumption tax schedule as
the mechanism for supporting the poor while strengthening the system of work
incentives.
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24. Steps to increase the real revenues of public enterprises (tariffs
should increase in real terms based on long run marginal cost) should be
deepened and subsidies which introduce price distortions avoided. Gasoline
and fuel prices which have lagged the acceleration in the rate of exchange
rate devaluation during 1985, and are currently about 25% below their oppor-
tunity costs, need to be duly adjusted. Further efforts to reduce current
expenditures could include public sector restructuring involving: (a) a
reform of the budgeting and control systems affecting operational expendi-
tures; (b) the reduction of red tapes; (c) improvements in career and manage-
ment practices; (d) the "privatisation" of functions and services which could
be supplied by the private sectors; and (e) strict wage policies.

25. Central Bank financing of the public sector deficits is to be held
down to about Col$45 billion annually during 1985 (compared to COL$ 150
billion in 1984), and a cautious policy will be pursued in 1986 and there-
after. Allowing for a fall in the inflation rate from about 24% in 1984, to
20% in 1986, to 18% in 1987-90, and 15% thereafter, this would permit the
banking system to expand credit to the private sector despite the fall in the
rate of overall domestic credit creation. This fall in the rate of domestic
credit creation will cause a fall in the domestic nominal rate of interest,
thereby aiding the deepening of the monetization of the economy.

26. Financial Policy. An immediate elimination of forced investments
which distort financial markets, and encourage overly capital intensive
projects and over-reliance on debt, would be desirable but might disrupt the
economy, it also faces some legal problems. A more gradual approach would
involve: (a) gradual elimination of forced investments in nominal terms,
reducing them to zero as the existing stock of loans becomes due; (b) a
freeze on the stock in nominal terms, allowing inflation to gradually erode
the real value of existing credits and leaving the additions to deposits to
be allocated freely; and (c) use of the CDT rate plus 3% ooints as the
interest rate for the forced investments. Regarding forced investments by
the insurance companies, liberalization is desirable in order to increase the
flexibility of credit allocation and to develop long-term credit and equity
markets.

27. Reserve requirements in the Colombian banking system are relatively
high compared to those in its principal competitors. However, Colombia's
relatively high inflation means that commercial banks, because they do not
pay interest on checking accounts, benefit from a higher inflationary tax
rate than their main competitors. This advantage is enhanced to the extent
forced investments are reduced on checking deposits. To promote competitive-
ness the levels of reserve requirements for Colombian banks should eventually
be set equal to those of U.S. banks, and the Government should collect the
inflationary tax revenue, thereby increasing its resources available for
other uses, for example for direct subsidies to target groups that formerly
benefited from subsidized credits. The tax rate should be the differential
between the domestic and U.S. inflation rates, while the base of the tax
should be checking accounts net of cash and forced investment requirements.

28. Recent reforms of the Colombian tax code have eliminated many
obvious biases against equity finance that are present in most tax systems.
However, the current practice allows Colombian recipients of interest to
partially adjust their receipts for inflation, but borrowers are not required
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to adjust their deductions. This procedure encourages debt finance. To
equalize the tax treatment borrowers should be forced to reduce their deduc-
tion by the same inflation factor as asset holders reduce their taxable earn-
ings. In addition, the lack of any effective taxation of Colombians who earn
interest in the U.S. and no taxation at all in the so-called tax-havens
abroad probably creates an incentive for capital flight. These distortions
should be removed by making the Colombian tax treatment of interest coincide
with the treatment of dividends. That is, taxes should be paid on interest
at the firm level by eliminating the deductibility of interest on new borrow-
ings, and interest, as well as dividends, should be exempt from taxes at the
household level.

29. Banking regulations should be revised to: (i) eliminate regula-
tions limiting interest paid on savings accounts, thereby passing on to
depositors the full benefit of the elimination of forced investments; (ii)
provide deposit insurance, a bill currently in Congress will create an insti-
tution to offer this service; (iii) increase homogeneity of treatment for
different types of intermediaries, that is to ensure that competition among
different financial institutions is not distorted by the regulatory frame-
work; (iv) reduce ownership linkages between financial and non-financial
companies through tighter regulations on interlocking directorates and credit
concentration; and (v) overtime, improve competition and reduce barriers to
entry in the financial sector.

30. Employment and Sectoral Policies. The strategy to promote employ-
ment includes: (a) a faster conversion of the country's production capacity
towards the exploitation of its comparative advantage stemming from its rela-
tive abundance of natural resources and human capital; (b) the correction of
distortions in the financial and tax system; and (c) economic discipline in
the public sector including an investment program concentrated on projects
that are quick-yielding, labor-intensive and with a modest foreign com-
ponent. Opportunities for employment should also be enhanced by a reduction
of distortions in the labor market. Specifically, measures would be needed:
(a) to remove the excess burden created by retroactivity on partial with-
drawals of severance payments; (b) to modify the legislation on pension
sanction, both promoting labor turnover; and (c) in general, to promote
greater flexibility in the composition of salary with emphasis on incentives
for productivity gains. As the rate of growth in the labor force converges
to the lower long-run rate of population growth, compensatory efforts should
be devoted to its qualitative improvements through support for education,
health, nutrition and skills. Further decline in fertility is still desir-
able to deepen the opportunities in favor of a higher quality component in
human resources.
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Table 2: Colombia: Alternative Growth, Policy and Financing
Scenarios - 1985-90 Summary

Recent Performance Base 1985-90 Compared with Alternatives
1981-94 1984 Base Case "High" Case "Low" Case

Growth Scenario

GDP Growth 1.7 3.0 4.6 5.7 2.9Export Growtha/ 2.6 16.6 16.5 18.9 10.1Curr. Acct. Giao/GDP -6.2 -5.1 -2.9 -3.4 -3.1e/
DSRb/: (a) M&LT Public 18.5 23.5 28.6 27.3 34.3-(b) M&LT Total 23.4 28.2 31.7 30.3 38.0- Interest (12.5) (13.4) (14.2) (13.8) (16.8)Total Debt/Exports G&S: Ratio 2.2 2.7 2.3 2.2 2.7

Selected Policy Alternative

Dom. Investment/GDP 20.2 18.9 19.0 22.0 17.6- Privatec/ (13.2) (11.6) (14.0) (16.0) (13.0)Nat. Saving/GDP 14.0 13.8 16.1 18.6 14.5- Private (11.9) (12.3) (13.0) (15.0) (12.0)Importsd//GDP 12.3 10.9 13.7 15.1 10.8

Annual Ext. Financing (USSm)

Foreign Investment 373 411 375 400 350Official Capital 456 633 757 913 580
- Disbursement (665) (898) (1,262) (1420) (1077)
- Amortization (209) (265) (505) (507) (497)

Net Pvt. Capital 815 729 260 382 e/
- Disbursement (1127) (1154) (1,126) (1258)
- Amortization (312) (425) (866) (876)

Annual IBRD Financing (US$m)

Commitment 437 741 675 755 580
Gross Disbursement (320) (462) (605) (684) (531)
Amortization (113) (156) (258) (258) (258)
Net Disbursement 207 306 347 426 273

a/ In current U.S. dollar.
/ Debt Service Ratio: amortization and interest payments as percentage of exports of goods

and service; public includes publicly guaranteed.
c/ Includes decentralized Government agencies to allow historic comparisons, and therefore

these implied public sector figures are not comparable with the consolidated public sector
estimates in Table 1 and the matrix.

d/ Imports of goods, f.o.b.
e The private capital inflows, consistent with the 3.1% current account deficit, solved as"gap fill" are about the same as in the base case, although they may not be met in reality

under this scenario.

Source: IFS, World Bank estimates and the Central Bank.
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V. Expected Effects and Financing

31. Following the stabilization of the economy during 1985 and possibly
a part of 1986, a concerted push to raise growth to 4.5-6% p.a. could begin.
The main objectives of the base case are to raise GDP growth to over 4.5%
p.a., while holding inflation at 18% p.a. during 1985-90 (Table 1). The
current account deficit would decline to below 3% of GDP and international
reserves would be maintained at some 4.7 months equivalent of goods and
n.f.s. In view of the stepped up borrowing during the 1980s, the M&LT debt
service ratio is expected to peak over 30% and decline to below that level by
the end of the decade. This scenario assumes OECD growth of over 3% p.a. and
external inflation of over 7% p.a. which indirectly underlie the domestic
real exchange rate and non-traditional export projections. Petroleum and
coffee export projections, on the other hand, are based on conservative
quantity and declining real price assumptions. The debt servicing outlook is
based on external interest rates remaining at current nominal levels.

32. The revitalization of growth hinges inter alia on the trade,
resource mobilization and sectoral policies spelt out in the matrix. As a
result of these policies, a real exchange rate of nearly 30% over the 1984
level during 1985-86 and remaining competition thereafter, and imports of
nearly 14% of GDP during 1985-90 are projected to result. Fiscal and finan-
cial policy improvements should produce an investment/GDP ratio of some 19%,
with about 16.6% of GDP raised as national savings. A strong increase in
private and public sector savings is envisaged, with the private sector share
in investments rising. The projections also envision improvements in the
efficiency of investment and productivity gains with an implied slight drop
in the ICOR.

33. With the continuation of the current account deficits (although
much reduced), growing debt repayments, and the need to build-up reserves
modestly, foreign investments and disbursements are expected to be needed in
significant amounts during 1985-90 (Table 2). Net investment on an annual
basis is projected at US$375 million, with official and private capital dis-
bursements at US$1.3 million and US$1.1 million respectively. Net inflow of
official capital, however, is expected to be over three times the net dis-
bursements of the private capital, the latter, representing only a modest
increase in its exposure. Over 1990-95, however, the net disbursements of
private capital is expected to outpace the official as the country's credit-
worthiness strengthens further, and basic infrastructural and policy environ-
mental improvements are made.

34. The higher performance alternative is based on greater domestic and
external resource mobilization and investment. This 6% p.a. growth scenario
is also predicated on significantly higher imports which result in a higher
current account deficit than in the base case, that in turn is met by a some-
what larger capital inflows; debt service ratio, nevertheless, is lower in
view of more exports. The additional funds are assumed to flow in propor-
tionately from official and private lenders, with the IBRD's higher lending
corresponding to a graduated response to high performance (Table 2).

Implications for the Bank

35. IBRD disbursements in the base case correspond to an expanded lend-
ing program, representing about one-half of total official disbursements.
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During 1986-90 commitments for 29 projects with a nearly $700 million annual
commitment is envisaged ( see Table 5, Annex 4 ). Twenty of these operations
or 57% of the commitments would be for projects of a traditional design with
relatively narrow objectives or projects which would build upon anticipated
policy-based lending. Seven sector policy loans totalling 30% and two macro-
economic policy-loans (Trade and Agriculture Policy, Financial Sector) total-
ling 13% of commitment would constitute the reemainder of the program. Three
more macroeconomic policy-based loans totalling $700 million would be held in
reserve pending annual reviews of Colombia's economic performance. About 65%
of the total policy-based lending amount would be devoted to the agriculture,
energy and financial sectors and the remainder would address structural
problems in the education, water, industrial and transport sectors.

36. The total economic and sector work inputs for FY86 are about 450
staff-weeks (sw), of which 173 sw are for economic work (Table 6). Under the
proposed program, this would remain unchanged save for an additional 25 sw to
determine the detailed implications for the Bank of the National Rehabilita-
tion Plan. Total inputs and composition between economic and sector work for
the FY87-88 program would be substantially the same as FY86. However,
slightly lower resources would be devoted to ongoing monitoring of tradi-
tional economic indicators and the public investment program and more to the
issues of employment generation, domestic resource mobilization and trade
policy adjustments. The ESW program would also be implemented with more
participation of Colombian institutions, including Fedesarrollo, Comision de
Valores and the University of Los Andes, to carry out specific studies.

37. The Bank Group's share of total M&LT debt outstanding and disbursed
was 19.3% in 1984 and its share in total M&LT debt service was about 21.1%;
these shares in M&LT public and publicly-guaranteed alone were 22.8% and
25.3% respectively in the same year. Under the proposed core program, while
the Bank's share of total M&LT debt outstanding would level off at 25% in
1990, related debt service would be about 23% at that time. Net Bank capital
transfers for FY86-90 are projected at about $347 million p.a. under the core
program.

38. The proposed program is modestly higher in value than the presently
approved FY86-90 program already being executed, with higher staff resource
requirements mainly from the marked increase in policy-based lending and
monitoring as current experience already shows. The work associated with the
preparation of policy adjustments and institutional measures would impact on
Programs resource requirements, although economies of scale in policy
analysis and monitoring would involve some savings. While the impact among
Projects divisions is likely to be more moderate, and depend more heavily on
their commitments to other LAC countries, both lending and supervision inputs
would be higher.

VThomas/JDattaMitra/AMusalem:mmh



ANNEX I

Table 3: JIIMBIA-KEY AREAS WEL!L m)NIORE)

World Bank Monitoring Through:

Trade & Policy-Based Loans OtheraSpporti
Export Trade & Financial Other Existing Monitoring
Divers. Agriculture Sector Sector Projects (ESW)
1985-86 1986-87 1987-88 1986-90 1985-90 1985-90 DW

I. Overall Macro Performance

GDP, Inflation, Bployment x x x x X
BOP and Foreign Debt x x x x x

II. Trade Policy

GOmmrcial Policy x x x
Real Exchange Rate x x x x x

III. Public Sector

Public Inv. Program x x x x x X
Public Def. and Finance x x x x x x
Pricing Policy x x x

IV. Sectors

Agriculture
Policy and Performance x x
Institutions x x x

Industry
Policy and Performance x
Institutions x
Restructuring x x

Financial
Credit Creation x x x
Interest Rates x x x
Distortions x x
Recapitalization x x

Energy
Policy and Performance x x x
Investment Progran and Finance x x x
Institutions x x x

Transport, Health, Pop., AEucation
Policy and Performance x x
Investment Program and Finance x x
Institutions x x

Water and Urban
Policy and Performance x x x
Investment Progran and Finance x x x
Institutions X x x
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Table 4: O llMLA: (f)L%; ADAMMM ND PK*1E9D lEl l-wMORiTy ACMICN IN 1985 - 1995

Vain Objectives: (1) To maintain and deepen ongoing stabiLization/adjustnot in order to raise growth frm some 2.5% during 1984-85 to 4.5% - 5% p.a. over 1986-90 and tomaintain inflation rate at some 15% - 18% p.a. and reduce unemploynent. ()
(2) To mintain and iparose creditworthiness, keeping the debt service ratio belmw 31% during 1984-0 and lowering it thereafter, increasing andmintaining the internatioral reserve position from 4 months of imports of gsds and n.f.s. to about 5 throughout the period. ()(3) To cut in half the current unemployrent rate of about 14% by 1990, widch requires the deepening of growth policies under a "high" performancescenario reaching some 4% p.a. compatible with an outward looking labor-absorbing strategy as experienced in the 1967-74 period.

Policies Objective Actions Atnraly Taken During Further hasures Recmered policy Tmplementation/Preliminary

Targets aid Timnle/

1984-1985 1985 86 87 88 89 90 93 95

k. TRADE AND ElANCE 6ove anti-trade bias and diversify The adjustment program in place Coernment publishes firm coeriment forP POlCY econay; 1)with the 4.5-5% p.a. already has hegun to reduce the a full-fledged pro-trade strategy, *GDP growth, to increase the share of anti-trade hims; epouvements have encompassing:non-traditional exports /GP......., been made: (6 7.2 9.2)
implying average growth rate in
non-traditional export at constant
I dollars of.....................
to increase the f.o.h. imports share (9 9 11)
in DP to....................... 

(12 14.1 14.2)Hi) with 6% p.a. averag LP gowth,
to increase the share of non-tradit-
ional exports to GDP to ............ 9 12implying an average grawth rate in

-traditional exports at constant
IS dollars of..................... ,5 

15 12to increase the f.o.b. imports share
in DP to........................... 

12 15 17
1. Exchange Rate Maintain foreign reserves in line (i) Acceleration of the crawl aid the (I) The rate of the crawl in the exchangePolcy with domestic growth aid foreign restrictive credit policy genrated a rate will be based on a flexible approachinflation and to promote competi- real exchange rate depreciatio of that adjusts the real exchange rate intiveness. about 25%, surpassing the 1975 base line with developments in a specified set

year target level; of indicators.
Yearly review of the crawl in the
exchange rate. (* * a * * a)

2. [Worts Policy Reduction of levels and dispersion () free imports, to rise from a share I) publisIed timetable for reduction inof protection. of about 34% of total imports value in quantity controls to imports, including aDecembner 1984 to about 55% in December reduced list of coamodities that should1985. remain under control at the end of the
(ii) implying an increase in imports program, targeted percentage free imports
value under free positions ad special of total Imports in value term should be. 55 70 75 (80) 85 90import-export schenes from 7% to 25% aid the share of inports under free
respectively during Dec. 84 - Dec. 85. positions and special import-export
(i) reduction of the average tariff schemes should be in value terme 25 50 60 (70) 75 80rate ad its dispersion; (H) define List of prohibited imports on

non economic ground and intoduce a
market-oriented mechanism for the
allocation of quotas; * (*)
(iii) define a schedule for the
rationalization of import tariffs in
steps:
(a) clustering around four tiers (40%,
30%, 20% and 10%), (a)
(b) clustering around tMo tiers (30% ad
20%), and
(c) uniform tariff of 25%; *
(iv) renove tariff exemptions on
Goverrnent imports and other exsaptions; * (*)
(v) gradually remonve 1 s eonopoly poer
on imports of agricultire goods by
alloing free access to private
importers. Full free system capletion
by 1988;* )
(vi) gradually remove price controls ad
support price to importable goods. a (*) * * *

Preliminary targets should be understood solely as the expected direction of charge in quantifyable indicators.
Likely", based on continued efforts on policy dialogue.
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Policies Objective Actions Already Taken During l'rthpr Measures Recomended Iblicy ImpleentationPreliminary
Targets ani Timing

1984-1985 1985 86 87 88 89 90 93 95

10 eprt Policy Remve export restrictions, iv- (v) rationalization of incentives (i) renove all restrictions to exports
prove automaticity, transparency and and significant reduction in restric- iePvsed on ecnsxmit grooms; (*)
uniformity of acces to eqot inmce- tions to exports. (ii) relate CERT payments to rebates oftives. Irdirect taxes to exporters; ()

(iii) additional extensions of coverage
of Plan Vallejo import duty exemptions
particularly to agriculture and indirect
exports. Review and reform S[X; * (*)
(iv) Review PIEXM with a view to
Increasing uniformity of access; * (*)
(v) Strengthen guarantee, and insurance
schemes for exports; (* *)
(vi) set the producer price of coffee at
a level that would permit production
under cotrol to satisfy the long-ru
total demnd ad strocks requirements.
Also to remove subsidies to inpots used
in coffee production; (*)
(vii) review a systen of foreign exchange
retention for non-traditional exports
whereby exporters could sell in the
market their right to import goods under
the quota system, the portion of export
receipts withheld shold increase through
time; *
(viii) to support a more aggresive
marketing strategy to facilitate market
penetration; ( * *

4. lnveosment To accelerate transformation (M) to enact a temporary acceleration inInentives for country's productive capacity depreciation allowance for the traded
the Traded Sector towards tradable goods. sectors from the current 4A in each of

the first two years and 20% in the third
year, to 8% in the first md 2M in the
secorr year. ( * * 5 *5
(ii) expected effect on private invest-
sent as proportion of GDP, taking into
account the reduction in the share of pa-
blic sector investment and its fivncial
requirements, with the 4%-5% p.a. average
growth sanario (9.5 9.5 9.6 10 10 11.2 11.7 11.8)
with the 6% p.a. average growth scenario
which includes the private investment tax
incentive scheme 9.5 10 11 11.5 12 12 12.5 13
(iii) projected total invesorent/GDP ra-
tio
with 4%-5% p.a. growth scenario (19 19 19 19 19 19.7 19.2 19.3)
with 6% p.a. growth scenario 19 19.5 20.4 20.5 21 20.5 20 20.5
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Policies Objective Actions Already Taken PAIriog Firther Measures Recceserded Plicy Impleentation/Prelimsinary

Targets and Timing

1984-1985 1985 86 87 88 89 90 93 95

B. FISCAL POLICY

1. Consolidated a) Reduce goverrmet deficit as Cee below. 0ee below.
5,dget proportion of GDP consistent with

4.5Y-5% growthh..................... (5.0 4.5 3.5 3.0 3.0 2.5 2.0 2.0)

b) Gvt. deficit for a 6. growth.
dxiestly higher deficit during l6-

90 fra revenue losses as temporary
tax incentives are granted to stise-
late private inivesto. ut in the tra-
ded sectors. ter deficit in the9

0s from revenue gains as the tax in
centive declines .......-.......-. 5.0 5 4 3.8 3.5 3.0 2.0 1.0

2. Revenue-Tax Promote effectivenesq, efficiency, (1) 50% increase in stamp tax; (I) tighten controls to reduce tax
Policy eqodty and savings. (ii) enactment C% import surcharge; evasion; and eliminate tax loopholes

(iii) reduction in income tax (i.e. tax exemptions to non-profit
deductions (interest on aortgages); organizations); * (*) * * *

(iv) broadening Income tax base (ii) equal tax treateent to income and
(includes CERT, hitherto esempted); capital gain; (*)
(v) broadening base value-added tax; (ill) stdy conveniene charging inome
(vi) charge sae earmarked taxes to tax base to consumption tax including a
Central Administration; mid negative tax schedule; ()
(vii) other minar revene n easuros. (iv) expand base value-added tax to all

sectors (including all imports aid
exepting all exports) with a unifor tax
rate; *
(v) continuing reduction In earmarking of
taxes. * (* * * 5)

3. Revenue-Public Greater cost recovery, efficiency, Increase public sector tariffs in real (I) increase and maintain prices of
Sector Tariff public sector saving. terms. gasoline and fuels to international
Policy equivalents; * (C * * ' )

(ii) base public sector tariffs on
long-term marginal cost and avoid erosion
due to inflation; * (5 * * *)

(iii) expansion in existing capacity
utilization, reduction in output losses,
and improvement in collection. (* C S *

4. Current Promote public sector efficiency and (urrent expriture declined by almost (i) public sector restructuring including
Fxpendttures reduce crowling-out effects. 1% of GDP in 1985 by granting salary reduction in red tape, improvement in

increase below inflation and efficiency and controls and sticking to
msderating outlays. realistic wage policy; (5 a * *

(ii) improve budgeting processing
controls; and managesent practices; (* * * *

(iii) whenever possible, divest services
and functions to the private sector. (* * * * *)

5. Capital Reduce crnowding-out effects, support Public sector investent reduI fro, (I) further gradual reduction in public
openditures employment generation aid tIe traded 10.5% of (UP in 1984 to less than lVE sector Investmant as proportion of GMP

sectors. In 1985-87. erting at 7.5% in 1995 to maintain its
share in total investment at about 1/3; 9.5 9.5 (9.4 9.0 9.0) 8.5 7.5
(U) investsent mix should continue to
change to favor projects that: are
quick-yielding; ake intensive usage of
existing capacity; have positive effects
ci donestic resource mobilization; are
the least-cost options; promote exports
and ivport-substitutions; have relatively
low foreign content; a"d generate a high
spsloyent effect. (5 C 5 5 5)
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Policies Objective ctions Already raken [Xring Further Maures Reameoiod Policy olentatitonPreliminary
Targets aid Timing

1984-[985 1985 M6 87 88 89 90 93 95

C. MVEARY PrLICY 1. boost confidence in countrv's Reduction in fiscal deficit from 7.3% () doestic credit creation as
cure through inflation of GP in 1984 to about 5% in 1985 has proportion to money supply should
control. induced a reduction in dOcVstic credit gradually fall as the (bverrent

creation tron 35% in 1984 to about 22% financial gap shrinks; 22 (16 14 12 10 10 10 10)
in 1985.

(Ii) doestlc inflation will tend in the
long-nm to eqUal the rate of donnstic
credit creation plus the sorld
inflation. As the rate of domestic
credit creation falls, for given w.rld
inflation, the domestic nominal interest
rate will also fall thereby deepening the
economy's degree of monestizatlion.
Accordingly, the level of international
reserves could increase from the curmnt
four months of imports of goads and
n.f.s. tnoards the desired level
equivalent to five months. Projected
domestic inflation; 24 (20 [8 l8 18 18 15 15)
(iii) with the 6% growth scenario, the
Govecrent financial gap shrinks still
further I 1995, hence rate of domestic
credit creation .. .. 8
rate of inflation .. .. 13

D. PRIVATE SECIIR To promote foreign direct invest-
RFSfJRCE M)ILI- ment; to inprove efficient alloca-
ZATION tion of existing stock of credit; to

increase domestic private saving; to
reduce incentives for capital out-
flw; to promote repatriation of
capital. Andean Pact Agreement (1%9) intro- lowever, the inadiate revision of the

1. Foreign Direct dured barriers to foreign direct in- Agreeent is required to eliminate tie
[nvestment vestrent. Colcnbia has recently present restrictions, steming from

folloed a pragmatic approach, and Decisions 24 and 46. lhe new code for
seriwhat relaxed the constraints on direct foreign investrent should be

admdnistrative grounds. competitive enough to attract these
investments, specially in light of
scarcer resources and increased
competition from potential newccmers and
attractive earkets like Peoples Republic
of China, Soviet Ihion, etc. * (a)

To address the liquidity/solvency pro- improvements in the strategy to cope with
2. Financial Reform To promote competitiveness of blew tie Goverrnent has taken several the liquidity and solvency problems is

bsmestic financial assets through: actions: I) a law was just approved still required, such solution should:
a) solving the liquidity and providing Deposit Insurance; 11) ) result in the restructuring of both
solvency problems for real and incentives to restructure real sector the real and the financial sector firns,
financial sector enterprises; and firm debts with financial in- it) give as large a role as possible in

stitutions was already approsed; (ii) these restructuring to market forces and
a schwee of incentives for recapitali- to freely onducted negotiations between

zation of real and finincial enterpri- creditors and debtors;
_se ___ also enacted; (iv)the system Uii) exclude bailouts as such as possible

of sorveillance and supervision was (sabject to Goserenent's decision that
improved; v)the monetary authorities depositors should not lose); and
are using their persuasive power to iv) use the minium of (bvernent
foster financial sector shareholders resources and remain within the curent

to recapitalize their institutions; annetary and fiscal programs. (* * )

vi) intervention and nationalization
of financial institutions are also in
the authorities' agenda.

b) removing structural distortions. The structural distortions were hardly Actions are needed to:
tooched except for some timid upward (I) remove forced investment by freezing
adjustrent of interest rates on its stock in nominal terms for all fine-
subsidized lines of credit. eial institutions, allowing inflation to

gradually erode its real vale and leav-
ing the additions to financial institu-
tions' liabilities to he allocated freely
at market determined interest rate; a
it) set reserve requirarents for sandk
and finarial corporations, and technical
reserves of insurance companies equal to
similar LB institutions; *
(iii) deregulate interest rate on savings
deposits and credit; a a
(iv) enact a tax on demasnd deposits, its
rate shoud be equal to the rate of
domestic credit creation ad its base be

equal to demand deposits balance net of
cash and forced investment requirnents;
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Policies Objectiv Actions Aiready Taken During Further Measures Recomended Policy Implementation/Preliminary
Targets and Timig

1Q4-1985 1985 86 87 8B 89 90 93 95

(v) to promote deindexation of financial
assets, interest payments on IJPAC systen
should be increastrgly affected by the
Cir rate, becoing filly free by 1990,
the (Mr rate weight in IPAC average yield
should change as follows; 33 67 100
(vi) to set variable interest on new,
mortgages pegged to the COT rate plus 3%
pints; *
(vii) profits accrurnted for the
difference in the nature between the
deposit and credit rates shoid be put
into reserve to withstarsi any possible
future losses that smy occur for tie same
reasn;
(viii) change tax treatmest of financial
assets by eliminating the deductibility
of interest on re borruwings, and
interest, as well as dividends, should be
exempted from taxes at the household
level;
(ix) allow possibilities for banks and
financial corporations to offer now
accounts, mney market acounts, accep-
tances and other financial assets; (*)

(x) reduce Ownership linkages between
financial ad no-f inanial companies
through tighter regulations orn inter-
locking directorates and credit concen-
tration; (*)
(xi) improse competition and reduce
barriers to entry in the financial
sector. * *

F. Fm'15MT AND To reduce unemployment Inter alia by The Cvernment established an A favorable recroeconomic environment

SECIIAL POLICY inducing greater wage flexibility; employment mission in be 1985 to with substained labor absrbing gruwth's

and to improve quality of life. produce a report to the President by necessary to resume desired employment
Jue 198 defining a strategy to gruwrth. The strategy to promote
address uneeploynent which is now the sployment include: (a) a faster
crountry's central econmic problem. comversion of the country's production

capacity towards the exploitation of its
comparative advantage stessing from its
relative abundance of natural and hean
resources; (b) the correction of
distortions in the financial and tax
system; a (c) ecarcniic discipline in
the public sector incluillng an investment
program concentrated on projects that are
quick-yielding, labor-intensive ard with
a modest foreign component.
opporturIties for employrent shold also
be enhmaced by a reduction of distortions
in the labor market:

(i) reeowe the exes burden created by
retroactivity on partial withdrawals of
seneranoe payments;
(ji) adify legislation on pension
sascion to reduce labor tonover;
(Lii) promnote instead greater flexibility
in the coposition of salary with

emphasis on incentives for productivity
gai*s. *
As the rate of growth in the labor force,
presently abose 3% p.a., converges to the
lower long-run rate of populatio growth,
of about 2% p.a., compensatory efforts
shold be devoted to its qualitative
imprcoements through support for educa-
tion, health, nutrition and skills.
Farther decline in ferttiity is still
desirable to deepen the opportunities in
favor of a still higher quality component
in huan resources. (* * )

Raise sectoral productivity and The Government and the Bank have implement policy recomendation. For (* * *

efficiency. carried out sector work in energy. details, see Annex 3 .
agriculture, transport and the social
services (health, education and
water).



ANNEX 3

COLOMBIA

Baker Initiative Country Study

SECTOR POLICIES

The Role of the Sectors. The agricultural sector is important
in terms of its contribution to GDP, employment and trade; the energy sector
needs attention because of its potential contribution to foreign exchange
earnings and the amount of investment absorbed; the transport sector,
reflecting the topography of the country, requires substantial resources and
the social services, including health, education and water supply, are
essential for purposes of meeting basic needs in outlying areas of Colombia.
The main policies to be pursued in each sector areas follow:

1. Agriculture Sector

It accounts for 20% of GDP and 4% of public investment (through
the Ministry of Agriculture), and provides for about 25% of total
employment. Agriculture contributed to over 67% of total export revenues in
1983, coffee makes up around 73% of agricultural exports and nearly 50% of
all exports. Imports of agricultural products represented 7.5% of total
imports in 1983. After expanding at about 4% during most of the seventies,
growth in agriculture fell to 1.3% during 1980-84.

Besides distortions in relative prices and credit policies, other
factors that have had detrimental effects in the sector's performance were:
(a) reduction in government investments in agriculture since the mid-1970s,
and (b) the rapid increase in the real agricultural minimum wage rate that
took place in 1979 (32%) and between 1982 and 1984.

Policies. Policies dealing with this sector, like coffee policy,
trade related policies and credit policy, were already covered under the
section on Trade and Financial Policy measures. Additional sector's specific
policies are: (a) strengthening the Ministry of Agriculture's policy planning
and coordination capacity and improving agricultural statistics; (b)
improving cost recovery in public irrigation districts and intensification of
land use; (c) giving greater emphasis to the development of agroindustries
(creation of a legal framework that better integrates agricultural producers
and industrial processors; facilities for project identification and
preparation; improved mechanism for channelling of agricultural inputs and
credit to agroindustries); (d) revamping the existing agricultural marketing
systems; (e) better land management, especially regarding security of tenure;
(f) rational exploitation of renewable natural resources; and (g) increasing
the agricultural share in public investment as a supporting activity for the
enhanced role envisaged to this sector, priority should be given to rural
infrastructure (rehabilitation of irrigation and drainage work) and
technological change (research and extension).
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2. Energy Sector

It is the largest sector in terms of investment requirement,
consuming about 53% of total public investments. Colombia will shift from
being a net oil importer of about US$400 million in 1984 to an exporter of
about US$1.3 billion by 1988. Thermal coal is also emerging as an export
likely to reach about US$1.0 billion by 1990. The current drive to produce
petroleum has top priority, while surplus in generation capacity and lower
than anticipated demand growth call for major shifts in investments in the
power sector.

Objectives: (i) to improve the efficient utilization of all
energy resources in Colombia; and (ii) to improve the financial performance
of all the energy sector institutions.

Policies: (i) promotion of private sector involvement in
petroleum and coal development for exports so as to relieve Carbocol and
Ecopetrol from using scarce resources for such capital intensive activities;
(ii) encouraging conversion of oil and other fuels in industry to coal fired
systems and establishing incentives to encourage such conversions; (iii)
promoting small-scale coal mining (Colombia has Latin America's largest coal
deposits) for power sector development and for industries in support of
energy efficiency and employment objectives; (iv) vigorously pursuing
long-run marginal cost pricing policy; (v) improve demand management enabling
sector to postpone investments; (vi) confining sector institutions (power
sector, Carbocol, and Ecopetrol) access to the domestic credit market while
promoting equity and debt finance from external markets; (vii) rescheduling
power sector foreign debt; (viii) reorienting investments in the power sector
away from capacity expansion to efficiency-related measures; (ix)
restructuring the balance of power in the electricity sector giving the
Government increased involvement in planning so that the least-cost
development program reflects macroeconomic objectives and less regional or
municipal preferences for large-scale hydro projects (this implies
concentrating on thermal and smaller hydro projects); and (x) integrating
power sector planning carried out by ISA with energy sector planning to be
carried out by the Ministry of Mines and Energy and DNP.

3. Transport Sector

It is the second largest item in the public investmet program
with a share of about 15%. The macroeconomic constraints call for a
reorientation of sector priorities in the short term, shifting emphasis from
expansion of the transport network towards investments in rehabilitation and
maintenance and increased productivity. Particular emphasis should be given
to improving efficiency of the Railroads (FCN) and Ports (COLPUERTOS) given
their importance to Colombian external trade, and Rural Roads (FNCV) to
support agricultural development. Improving sector management and
institutional strengthening are also top priorities to ensure rationalization
of investments, reduce costs and upgrade quality of transport services.
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Policy Objectives. (a) higher flexibility in the allocation of
budget funds -to the sector through (i) reducing earmarking of fiscal
revenues; (ii) further integration of macroeconomic (DNP) and sector (MOPT)
planning and budgeting; and (iii) assigning investment funds to the
subsectors (highways, railways and rural roads) according to their respective
economic role and potential contribution at the margin;

(b) increase sector revenue raising capacity through direct
cost-recovery mechanisms and cost-based user charges and tariffs,
particularly in highways and railways;

(c) strengthening operational, financial and personnel management
system, of sector agencies (MOPT, FVN, FNCV, FCN, COLPUERTOS) through (i)
training programs at the upper and middle levels; (ii) adequate incentives to
attract managerial talent and allow for increased discretion over, and
accountability for, investment decisions at the agency level; and (iii)
establishment and monitoring of efficiency and performance targets;

(d) promote closer coordination of sector investments with
regional development plans (DNP, Regional Corporation) particularly in
relation with rural transport infrastructure;

(e) reduce overall transport costs by (i) pursuing
complementarity of and synergism among transport modes through intermodal
arrangements--particularly rail and river interfaces--with priority to the
Atlantic trade corridor, (ii) exploring marketing arrangements for key
tradables toward more efficient distribution; (iii) upgrading efficiency of
port operations to enable adequate level of services at lower (cost-based and
less cross-subsidized) port charges; and (iv) encouraging private sector
participation whenever comparative advantage would lead to efficiency gains.

4. Social Sectors

These sectors comprise health and education, and water and
wastes.

Education and Health. Total public and private spending in health
is almost 5% of GDP, and between 6-10% of total public expenditures (3.5% of
public investment). Public education claims 2.5-3.0% of GDP and 20-25% of
total public expenditures (over 2% of public investment).

Issues. A. In both Sectors: (i) Law 46/1971 (Situado Fiscal)
instituted a scheme of earmarking intergovernmental revenue transfers which
has created difficulties in budgetary allocations and complicated the
management of these two sectors; (ii) low absorptive capacity; (iii) weak
policy coordination mechanisms; (iv) poor data and inadequate institutional
arrangements; and (v) deficient management capacity and inadequate capital
stock maintainance.

B. In Health: (i) suboptimal intrasectoral distribution of the
financial and human resources; and (ii) close attention should be given to
the financial soundness of the social security system.



- 4 -

C. In Education: (i) inadequate expenditures in education
compared to countries at the same level of development (4.2% of GDP); (ii)
neglect of primary education, especially rural primary education; and
insufficient private sector resource mobilization at higher educational
levels; (iii) imbalance in allocation between recurrent and investment
expenditures, with little funds available for payments other than teacher
salaries; and (iv) low efficiency of the educational system in terms of
completion rates, and learning impact.

Policies. Since future growth in resources allocated to the
social sectors will be constrained, the primary emphasis has to be on: (i)
improving the internal efficiency, the intrasectoral and regional
distribution of resources, and on stressing the most cost-effective
interventions; (ii) institution-building (i.e., improved management systems,
logistics, financial control, training, and maintenance of existing plant and
equipment); and (iii) the earmarking should be reduced and more private funds
should be mobilized.

Water Supply and Wastes. Piped water supply is currently
accessible to about 60% of the population and waste disposal to 44%. During
1970-84, the supply has managed only to keep up with Colombia's population
growth. Hence, about 11 million people today are without adequate water
supply facilities. Nearly 3 million additional people will need to be served
by 1992 due to population growth. The need for service expansion is
concentrated primarily in poor neighborhoods in the large cities, smaller
cities and towns and rural areas. This sector accounts for about 4.5% of
public investment.

To extend service coverage to about 75%, while shifting the
availability of resources from larger to smaller cities, will require: (a)
increase over 1986-92 the annual sector investment to an average of about
0.6% of GDP from the current 0.4%, and (b) lower investment costs per
person. Financing should come from credit markets and internal cash
generation.

Policies: (i) implement long-run marginal cost tariff; (ii)
reduce central Government subsidies; (iii) further linking the provision of
credit to restructuring; (iv) strengthen INSFOPAL's technical capabilities
and support FFDU as the development banking entity; (v) strengthen Government
policymaking and enforecement capacity; and (vi) dissemination of low cost
technologies, and personnel training.
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Table 5: COLOMBIA--FY86-90 LENDING PROGRAM - CORE PROGRAM

SrowthI
Private Sector Public Sector Basic Needs/ F'86-Ff9O Reserve Proiects

PROJECT Developient Efficiency Esplaysent Total N~se mount
------------- --------------------------------------------------------------------------------------------------

FY86
Trade and Agr. Sector iM) 250.0 (2) (3 250.0 SIm
Port Rehab. 43.0 43.0 SIL
Barranquilla Water 24.0 24.0 SIL
Bogota Distrib. (3) 171.0 i2) 171.0 SIL
Public Health (2) 36.5 36.5 SIt
Irrigation II 110.0 110.0 SL

FY86 Total 360.0 .. 5 634.5

FY87
Agr. Tech. Transfer 30.00 S
Rural Transport (3) (2) 64.0 64.0 SIL
Power Sector Adjust. (P) 2t). 200.0 SAO
Energy Sector I iP) 200.0 200.0 SAD
Financial Sector I (M) 200.0 200.0 SAD Public Sector Mgt. P) 10.0Caja Agraria 150.0 (2) ( 150.0 FIL

FY87 Total 58", 0 200.) o4.1 344.0

FY88

* at'l Rehab. Plan 101.0 3 SiL Trade Policy II ) 250,0'gr. Financing Fund 80.0 .0 FIL Cartagena WS &S
Water&Municipal Sector iP) (2) 120.0 .3 SAO
Vocational Training 80.0 :.0 SIL
Education Sector ,P) 83v. SAD
Dev. Banking/S. Sc Mining 150.0 150.0 FIL
Dept.Hgwy Maint.Sector P) 90.0 (21 () 90.0 SIm

FY8 Total 0.0 0.1) 80.0 %

Fig?
Coffee Diversification 130.0 100.! SIL
Second Highway 215.0 215.0 SAD Fertilizer Effic. 100.0Small Scale Ind t 100.0 100.0 FIL Public Sec. Mgt 11(P) 200.0
Port Improvement 40,0 2 100.0 SIL Trade Folcv III tMi 300.0
Industrial Sector FP)I 0.0 150.0 SAD

FY89 Total 565.0 0.0 100.0 665.0

FY90
Health Integration II 120.0 120.U SIL Water & Pollution Ctrl 200.0Energy Sector II iP) 200.0 200.0 SAD S.E. Transport 100.0IRD/SM Scale Irrig. 200.0 200.0 SIL Finan. Sector II iM) 150.0
Rural Education II 50.0 50.0 SIL
Rural Water Supply 51.0 50.0 Sit

FY90 Total :30).0 62*.0

TOTALS FY86-FY90 2145.0 438.0 880.5 3463.5 Total Reserve:

December 17, 1985
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ESM FY86

Staff Weeks (s/*)

TASK Div LC2 (Asst) LCP (Asst) TOTAL OPD EIS RM LC2CONS LCP CONS TOTAL
----------F-8- --------------------------------- 

ExcludingFY86 Asst & RN s/wI. REGIONALLY MANAGED

ECONOMIC REPORTS
Econ. Monitoring LC2 22 10 32.0 6.0 a 46.0
Econ. Updating LC2 15 15. 2.0 2 7.0
Pub. Sector Invest. LC2 12 5 22 39.0 5 5.5 12 61.5
B.O.P. Perf. & Pol. LC2 10 5.5 15.5 9 12 12 48.5

Subtotal ERA 59 20.5 22 0 101.5 9 17 13.5 32 0 173.0 139.0

SECTOR REPORTS
Agric. Study Design LC2 2 8 10.0 20 30.0
Nat'l Rehab. Plan LC2 5 20 25.0 23.0
Rural Fin. Mkts LCP 3 10 7 20.0 20.0
Fin. Sector Review LCP 11 12 23.0 4 4 31.0
Empl't & Labor LCP 2 6.5 8.5 2 10.5
Educ. Fin.& Effic. LCP 8 8.0 6 14.0
Transport Sector LCP 1 8 9.0 2 11.0
Educ. Strategy LCP 5 5.0 5.0
Water issues LCP 1 1.0 1.0
WaterWaste&Pollution LCP 2 1 3.0 13 16.0

Subtotal SRA 24 8 72.5 8 112.5 0 4 0 20 27 163.5 147.5

CPP/COUNTRY STRATEGY 25 9 34.0 1.0 35.0 25.0
ENO 15 5 20.0 2.0 5 27.0 20.0SNO 12 12.0 4.0 16.0 12.0

TOTAL REGION 123 42.5 106.5 8 280.0 9 21 20.5 57 27 414.5 343.5

11. COPD MANAGED

Social Security PHN to 10.0
Energy Strategy IQ1 EGY 12 12.0 38 50.0

Subtotal COPD 12 0 12.0 10 38 0.0 0 0 60.0 58.0

FY86 TOTAL 135 42.5 106.5 8 292 19 59 20.5 57 27 474.5 403.5

4ovember 6, 1985
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ESO FY87

Page 2

Staff Weeks (s/w)
Nng

TASK Div LC2 LCP TOTAL OPD EIS RM LC2COMS LCP CONS TOTAL

---------------------

ECONOMIC REPORTS
Econ. Monitoring LC2 22 22 6 8 36Resource Mobil & 8.0.P. LC2 15 15 12 12 39Trade Policy Eval. I LC2 10 10 11 12 12 45Invest. Program Review LC2 12 22 34 6 40
Elployment LC2 20 15 35 10 15 60

Subtotal ERA 79 37 116 33 12 12 47 220

:ECTOR REPORTS
Livestock LCPAA 5 45 50
Agricultural Exports LCPAA 5 20 25 25
Rehabil. Plan/Trad. Agric. LC2 5 20 25 25
Fisheries Survey 3 6 9 6 15
Rev. Voc/Tech. Educ. LCPED 2 20 22 22
Indust. Restructuring IND 10 10 J0 40
Public Sector Mgt. LC2 10 10 40 50Social Security PHN 5 5 30 35

Subtotal SRA 45 111 156 36 30 0 40 262

OTHER ECONOMIC WORK 20 20

OTHER SECTOR WORK
Rural Water Sector LC2 4 4 4
Mining [ND I 1 10 11

Subtotal SWO 5 5 10 15

TOTAL ESW FY87 149 [48 277 69 52 12 87 517
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ESW FY88

Page 3

Staff Weeks (s/w)
Mng

- --K ---- ------- -----

-Yi ---------------------------------------------------------------------------------------------------------------1. REGIONALLY MANAGED

ECONMIC REPORTS
Econosic kduorandus LC2 22 22 6 8 36
Invest. Progras Review LC2 12 22 34 6 40
Trade Policy Eval. 11 LC2 10 10 10 20Financial Policy Eval. LC2 10 5 15 10 25
Esployment Follow-up LC2 10 10 12

Subtotal ERA 64 27 91 12 18 131
SECTOR REPORTS
Irrigation & Drainage LCPAA 5 50 55 55
Agro-industries LCPAA 10 25 35 10 15 60
Capital Goods Study LCP12 50 50 50
Transport Update LCPTR 5 20 25 25
Rev. Ed.,Sci.&Tech. LCPED 5 30 35 35
Public Sector Mgt. C2 10 10 40 50

Subtotal SRA 35 175 210 10 40 15 275

OTHER ECONOMIC WORK 20 20

OTHER SECTOR WORK

TOTAL ESM FYB8 119 202 321 0 10 12 58 15 426
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Table 7: COLOMBIA'S HISTORY

1978 1979 1980 1981 1982 1983 1984 1985*

Real GDP Growth Rate Per Annum 8.5 5.4 4.1 2.3 0.9 1.0 3.0 2.2

Debt to Export Ratiol/ 98.6 111.8 110.6 186.3 215.3 282.0 275.3 280.6

Interest Payments to Export
Ratio (%)2/ 4.8 5.4 5.4 9.9 14.7 15.5 13.9 17.0

Total Debt to GNP3/ 17.3 18.8 19.2 29.2 27.1 30.6 35.0 45.2

Interest Payment to GNP (%)4/ 0.8 0.9 0.9 1.5 1.9 1.7 1.8 2.7

Debt Service Ratio (%)5/ 11.8 15.8 10.0 17.9 23.2 30.7 29.4 32.9

Terms of Trade 110 99 100 84 82 84 87 n.a.

Growth Rates of Imports (MGNFS) 19.8 -0.9 21.1 14.4 14.4 -10.0 -7.8 1.8
and Exports (XGNFS) 24.6 13.7 3.1 -8.5 6.0 -13.2 7.2 13.7

Current Account Balance
(US$ millions) 357 562 104 -1722 -2885 -2826 -1994 -1593

1/ Total debt including short-term/exports goods and NFS.
2/ Interest payments in MLT/XGNFS.
3/ Total debt including short-term/GNP.
/ Interest payments on M&LT/GNP.

5/ Debt service on M&LT debt/exports goods and NFS.

* Estimate.



Table 8: COLOMBIA-KEY VARIABLES

(Base Case)'/

1985 1986 1987 1988 1989 (1990) 1991 1992 1993 1994 1995

GDP growth rate 2.2 2.9 4.6 4.8 4.9 5.1 5.1 5.1 5.1 5.2 5.2
GDP/capita 1113.4 1100.4 1178.0 1298.3 1430.0 1585.4 1711.6 1848.4 1995.3 2155.3 2327.4
D2//X 280.6 266.5 239.1 217.5 197.8 180.4 168.7 157.9 148.4 138.7 128.5
Debt2 / Outst. and Disb. (US$ m) 13897.0 15311.0 16520.0 17383.0 18048.0 18619.0 19187.0 19753.0 20338.0 20910.0 21463.0
D/GDP 43.6 47.7 47.1 44.1 40.8 37.2 34.8 32.6 30.6 28.6 26.7
Interest Payments/GDP (M&LT) 2.6 3.0 3.0 2.9 - 2.6 2.3 2.2 2.0 1.9 1.8 1.6
DS/X 41.0 40.4 38.5 38.8 36.8 33.7 31.3 28.9 26.8 25.1 23.3
uibtt-Tnvestment 2919.0 2932.0 3110.0 3468.0 4118.0 4282.0 4605.0 4952.0 5190.0 5648.0 6065.0
Public Investment/GDP 9.2 9.1 8.9 8.8 9.3 8.5 8.4 8.2 7.8 7.7 7.5
VFIvate-LInestment 3027.0 3051.0 3367.0 3942.0 4433.0 5610.0 6220.0 6899.0 7783.0 8556.0 9486.0
Private Investment/GDP 9.5 9.5 9.6 10.0 10.0 11.2 11.3 11.4 11.7 11.7 11.8
Public Savings 3/ 4/ 632.0 824.0 1179.0 1552.0 2113.0 3019.0 3391.0 3688.0 3987.0 4332.0 4702.0
Public Savings7GDP 2.0 2.6 3.4 3.9 4.8 6.2 6.2 6.1 6.0 5.9 5.8
Private Savings 3951.0 4079.0 4454.0 5165.0 5896.0 6311.0 6991.0 7746.0 8581.0 9507.0 10531.0
Private Savings/GDP 12.4 12.7 12.7 13.1 13.3 12.6 12.7 12.8 12.9 13.0 13.1
Exports Growth Rate5/ - Constant 13.6 11.3 13.7 8.6 6.9 5.6 3.9 4.1 3.5 4.0 4.8

- Current 11.0 16.0 20.2 15.7 14.2 13.1 10.1 10.2 9.5 10.0 10.8
Exports/GDP 15.5 17.9 19.7 20.3 20.6 20.6 20.8 20.7 20.6 20.6 20.8
Imports Growth Rate - Constant 1.8 0.2 4.6 3.7 5.2 4.4 5.2 6.1 5.6 5.7 6.6

- Current 0.5 7.2 12.3 11.8 13.5 12.6 10.0 10.9 10.3 10.5 11.4
Imports/GDP 16.2 17.3 17.8 17.7 17.8 17.8 17.8 17.9 18.0 18.1 18.3
Consumption/Capita Growth Rate -0.8 -0.9 1.1 1.4 1.9 2.2 3.7 3.8 3.8 3.7 3.7
GNP Growth Rate 1.3 2.8 4.9 5.0 5.5 5.4 5.3 5.4 5.4 5.4 5.4
GNP/Capita 1059.0 1045.9 1123.2 1240.9 1375.1 1527.9 1652.7 1789.2 1936.4 2095.7 2267.8

Notes:

1/ Unless otherwise specified, all figures are in US$ and ratios correspond to current values and growth rates to constant

values.
2/ Debt includes public and publicly-guaranteed, private non-guaranteed and short-term debt.

3/ These correspond to a narrower definition of public sector, excluding decentralized agencies; therefore, the difference

between public investment and savings is larger than the consolidated public sector deficit discussed elsewhere.
4/ Savings figures are derived from gross national savings.
7/ -na-t- Qnd imnort incliudp nods and non-factor services.



Table 9: COLOMBIA-KEY VARIABLES

(High Case)'/

1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

GDP growth rate 2.8 3.8 5.9 6.3 6.5 6.1 6.1 6.1 6.1 6.1 6.1
GDP/capita 1120.7 1117.0 1211.6 1353.9 1513.8 1693.0 1845.3 2011.8 2192.8 2390.5 2605.7
D2//X 275.5 260.1 231.8 210.9 193.0 176.3 165.8 155.5 145.2 136.3 127.0
Debt2/ Outst. and Disb. (US$ m) 13915.3 15565.0 17114.9 18319.6 19421.3 20286.1 21117.3 21944.7 22876.0 23741.2 24849.3
D/GDP 43.4 47.7 47.4 44.6 41.4 37.9 35.6 33.3 31.3 29.3 27.4
Interest Payments/GDP (M&LT) 2.6 2.9 3.0 2.9 2.6 2.4 2.3 2.1 2.0 1.9 1.7
DS/X 40.2 38.8 36.3 36.4 34.4 31.7 29.9 28.0 25.9 24.5 22.8
Public Investment 4015.0 3097.0 3966.0 4306.0 4684.0 5343.0 5814.0 6323.0 6939.0 7539.0 8094.0
Public Investment/GDP 12.5 12.0 11.0 10.5 10.0 10.0 9.8 9.6 9.5 9.3 9.0
Private Investment 3046.0 3260.0 3968.0 4728.0 5626.0 6418.0 7240.0 8167.0 9136.0 10301.0 11700.0
Private Investment/GDP 9.5 10.0 11.0 11.5 12.0 12.0 12.2 12.4 12.5 12.7 13.0
Public Savings 1560.0 1388.0 1606.0 1774.0 2245.0 2560.0 2819.0 3028.0 3346.0 3714.0 3903.0
Public Savings/GDP3/ 4/ 4.9 4.3 4.5 4.3 4.8 4.8 4.7 4.6 4.6 4.6 4.3
Private Savings 4169.0 4564.0 5230.0 6372.0 7267.0 8451.0 9555.0 10736.0 11986.0 13464.0 15210.0
Private Savings/GDP 13.0 14.0 14.5 15.5 15.5 15.8 16.1 16.3 16.4 16.6 16.9
Exports Growth Rate5 / - Constant 15.9 13.5 16.5 10.2 8.3 6.7 4.6 4.8 5.6 4.7 5.6

- Current 13.2 18.5 23.4 17.6 15.8 14.4 10.6 11.1 11.6 10.6 11.5
Exports/GDP 15.7 18.4 20.5 21.1 21.5 21.5 21.4 21.4 21.6 21.5 21.6
Imports Growth Rate - Constant 2.9 6.3 9.7 3.9 7.3 5.5 5.2 6.9 9.1 5.4 7.3

- Current 1.5 13.9 17.8 12.0 15.7 13.7 9.9 11.7 14.0 10.2 12.2
Imports/GDP 16.3 18.3 19.5 19.1 19.4 19.3 19.1 19.3 19.8 19.7 19.9
Consumption/Capita Growth Rate -0.8 0.6 2.5 2.9 4.1 3.8 4.4 4.7 5.0 4.4 4.6
GNP Growth Rate 1.3 3.8 6.3 6.5 7.0 6.4 6.3 6.4 6.4 6.4 6.4
GNP/Capita 1066.3 1062.5 1156.3 1295.1 1455.6 1632.7 1783.0 1949.6 2129.1 2325.8 2540.6

Notes:

1/ Unless otherwise specified, all figures are in US$ and ratios correspond to current values and growth rates to constant
values.

2/ Debt includes public and publicly-guaranteed, private non-guaranteed and short-term debt.
3/ These correspond to a narrower definition of public sector, excluding decentralized agencies; therefore, the difference

between public investment and savings is larger than the consolidated public sector deficit discussed elsewhere.
4/ Savings figures are derived from gross national savings.
5/ Exports and imports include goods and non-factor services.
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Table 10

LAKER--BASE FINANCIAL REDUIREMENT AND SOURCES

1985 1986 1987 1988 1989 1990 TOTAL

WORLD BANK
Committ. 778.5 654.0 750.0 695.0 580.0 600.0 4057.5
Disburs. 552.3 605.2 586.5 584.7 642.6 656.7 3628.0
Aiort. 170.9 212.7 214.0 237.5 331.4 381.1 1547.6
Net Flow 381.4 392.5 372.5 347.2 311.2 275.b 2020.4

IDB
CLM itt. 550.0 485.0 445.0 500.0 500.0 500.0 2980.0
Disburs. 237.? 306.1 325.0 350.3 357.0 373.0 1949.1
AIort. 41.9 52.6 62.5 5.8 83.9 153.7 470.4
Net Flow 195.8 253.5 262.5 274.5 273.1 219.3 195.8

BILATERAL (inc. OEC!
Commi itt. 0.0 0.0 95.u 195. 0 250. 250.0 790.0
Disburs. 331.8 321,i 293.1 294.2 2170.3 246.9 1758.0
Amort. 80.5 17.7 88.9 87.0 163.0 156.2 653.8
Net Flow 251.3 244.U 2'4. 207.2 107.3 90.1 1104.2

cUPPL. CREDITS
tommi tt. e"2.3 M1. 1.7 92.6 107.7 115.6 626.
Disburs. 223.2 249.5 261.4 268.1 272.8 272.2 1547.1
Amort. 82.1 105.2 141.3 202.3 214.4 210.6 955.9
Net Flow 141.1 144,3 120.1 65.7 58.4 61.6 591.2

COMMERCIAL BANKS 1/
oLlmitt. 5'i.6 110.4 680.3 564.4 656.3 704.4 3817.3

Lisburs. 560.5 629.9 666.0 609.5 594.5 571.4 3631.9
Amort. 273.0 356.5 519. 697.4 762.6 733.1 3342.4
Net FloA 287.5 273.4 146.2 -37.8 -168.1 -161.7 289.5

NON-SGUAR.LEND INS

Coemitt. . 0.0 0.0 0.0 0.0 0.0 0.U
Disburs. 191.0 110.0 214.0 293.0 324.0 345.0 1577.0

Amort. 91.0 110.0 107.0 200.0 188.0 201.0 897.0
Net Flow 1. 0.0 107.0 93.0 136.0 144.0 680.0

OTHER

Committ. 0. H .0 0.0 0.0 0.0 0.0 0.0

Disburs. 68.9 60.9 58.1 22.5 15.0 8.6 240.0
AHort. 45.2 53.9 62.7 65.6 67.1 66.5 361.0
Net Flow 23.7 1.0 -4.6 -37.1 -52.1 -57.9 -121.0

TDIAL
Coieitt. 1912.4 1966.0 2082.0 2047.0 2094.0 2170.0 12271.4
Disburs. 2165.4 2383.3 2404.1 2428.3 2476.2 2473.8 14331.1
Amort. 784.6 968.6 1196.1 1565.6 1810.4 1902.8 8228.1
Net Flow 1380.8 1414.7 1208.0 862.7 665.8 571.0 6103.0
DOD all 13897.2 15311.9 16519.9 17382.6 18048.4 18619.4 99779.4

1! Some commercial bank lending included in non-guaranteed
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Table 11

mER--BASE--DEST OUTSTNDGN8 AND DISBURSED BY SOURCE

1985 1986 1987 1988 1989 1990

IBRD 2198.2 2590.7 2963.2 3310.5 3621.6 3897.3

108 905.1 1158.6 1421.1 1695.6 1968.7 2188.0

BILATERAL 826.3 1070.3 1274.7 1481.8 1589.1 1679.1

SUPPLIERS COS. 459.3 499.7 528.8 534.3 536.4 539.8

COMMERCIAL BANKS 3872.1 4249.5 4506.7 4479.1 4367.2 4263.6

NON-GUAR. PbJT. I5.- t6c7.0 1744.t 1837. .0 2117.0

OTHER 4079.2 4086.1 4081.4 4044.3 3992.4 3934.6

TOTAL 13897.2 15311.9 16519.9 17382.6 18048.4 18619.4
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Table 12

KER--IGH--FINANCIAL REDUIPEMENTS AND SOURCES

1985 19 6 1987 1988 1989 1990 TOTAL

ISRD
Cotaitt. 778.5 729.0 850.0 795.0 680.0 700.0 4532.5
Disburse. 552.4 680.2 686.5 684.7 742.6 756.8 4103.2
Aanrtiz. 170.9 212.7 214.0 237.5 331.4 386.9 1553.4
Net Flow 381.5 467.5 472.5 447.2 411.2 369.9 2549.8

IDB
Comitt. 550.0 485.0 445.0 500.0 500.0 500.0 2980.0
Disburse. 237.7 306.1 325.0 350.3 357.0 373.0 1949.1
Afortiz. 41.9 52.6 62.5 75.8 83.9 153.7 470.4
Net Flow 195.8 253.5 262.5 274.5 273.1 219.3 1478.7

BILATERAL
Committ. 0.0 75.0 195.0 295.0 350.0 350.0 1265.0
Disburse. 331.8 396.7 393.2 394.2 370.3 346.9 2233.1
Amortiz. 80.5 77.7 88.8 87.1 163.0 164.4 661.5
Net Flaw 251.3 319.0 304.4 307,1 207.3 182.5 1571.6

SUPPLIERS CDS.
Coamitt. 24.9 128.6 131.7 113.1 143.4 136.5 738.1
Disburs. 2 274 268.9 29319 301.3 330.7 306.1 1728.3PM ortiz. 82.1 .2 141.3 202.9 217.5 218.2 967.2

Net FiW 145.3 163 .7 152.6 98.4 113.2 37.9 761.1

COMMERCIAL BANKS 1/
Committ. 51711 783.4 802.3 688.9 873.6 831.5 4496.9
Disburse. 574.4 695.5 775.5 721.3 789.6 65.5 4241.8
"mritiz. 273.0 356.5 519.8 699.8 776.7 766.4 3392.2
Net Flw 301.4 339.0 255.7 21.5 12.9 -80.? 849.6

NON-GUAR. 'PUT.
Comt.90 00 00 0.0 0.0 0.0 0.0

Disburse. 191.J 21. 214.0 293.0 324.0 345.0 1577.0
Amorti .z 200.0 188.0 201.0 897.0
Net Flow 1tU.0 I 0. 0 107.J 93.0 136.0 144.0 680.0

OTHER
Comitt. 0.0 0.0 0.0 0.0
Disburse. 68.9 . . 28.5 15.0 8.6 240.0

Anrtiz. 45.2 53.9 62.7 65.6 67.1 66.5 361.0
Net Flow 23.7 7.0 -4.6 -37.1 -52.1 -57.9 -121.0

TOTAL
Comiitt. 1930.5 2201.0 2424.0 2392.0 2547.0 2518.0 14012.5
Disburse. 2183.6 2618.3 2746.2 2773.3 2929.2 2821.9 16072.5
?,Crti7. 784.6 9;8.6 1196.1 1568.7 1827.6 1957,1 8302.7
Net Flow 1399.0 1649.7 1550.1 1204.6 1101.6 264.8 7769.8

1/ S1ome cockercial lending may be included in ron-guaranteed lending
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Table 13

EUTSTANDIN8 PND DISBURSED

1985 1986 1987 1988 1989 1990

18R0 2198.3 2665. 3138.2 3585.5 3996.6 4366.5

IDB 905.1 1158.6 1421.1 1695.6 1968.7 2188.0

SILMERAL 826.3 1145.3 11/5.2 1756.8 1964.1 2146.6

SUPPLIERS CHl. 460.7 507.7 547.9 945 6 85. 5.7

COMMERCIAL BAMNS 3908.8 4364.5 4132.6 4835.9 4941.5 496.j7

NWN-RLAR. PVT. 1537.0 1S37.0 1744.0 1837.0 1973.0 2117.0

GTHER 4079.1 4086.2 4355.8 4044.3 992.4 4943.6

ToTAL 13915.3 15565.0 17114.8 18319.6 19421.3 21295.1

p





December 10, 1985

Re: COLOMBIA: Baker Initiative Country Strategy

Mr. Andre R. Gue,

Attached is a draft of the above-mentioned study on Colombia. The
paper focuses on the economic program, policy and financial requirements for
three alternative performance scenarios, and the underlying assumptions for
the rest of the decade. A matrix is provided with priority policy recom-
mendations and their suggested timing. The broad policy thrust and agenda
for actions are contained in Section III while the more detailed and specific
steps are spelt out in Section IV and the attached matrix. If you find this
treatment somewhat long, we could choose to proceed with either the broad
discussion or the more detailed one and merge the two sections. Similarly,
the paper in Section V highlights the financing implications for the external
financial community with special reference to IBRD lending and associated
monitoring arrangements. The discussion of the implications for the Bank
perhaps goes beyond what was requested and we might pursue this aspect in the
forthcoming strategy paper. The paper also deals with the underlying invest-
ment program and sectoral policies referring to sectoral recommendations
emerging from a series of recent reports; we could spell out these policy
suggestions in greater detail in a subsequent version if wanted.

We have tried to adhere to the timetable for the processing of this
paper, as suggested in Mr. Jaspersen's memorandum of November 8. Given the
Divisional staff's travel plans during December-January I mentioned to you,
and the work requirement for the tranche review in January-February and
ensuing Board presentation of the follow-up policy-based loan, we would very
much like to proceed rapidly towards the finalization of the paper by
December 20. At the same time, if the approach in this paper is found
satisfactory, it might be adopted by the other country studies.

Miguel Schloss

Attachment

cc: Messrs. Pfeffermann, LCNVP
Carter, LC2DR

,Choksi, CPDTA



DRAFT
December 9, 1985

COLOMBIA: BAKER INITIATIVE COUNTRY STUDY

I. The Economic Record: Some Implications

1. Colombia's long-term economic performance has been sgt4 , real GDP
growth averaging about 5% p.a. and inflation about 16% p.a. during 1950-83.
The country's economic management has repeatedly demonstrated an ability, in
good and bad times, to analyze problems, the political will to undertake the
necessary adjustments, and the professional capacity to implement programs of
change pragmatically and effectively. In a sense, Colombia presents a
different picture from some of the high debt countries included in the Baker
study: despite initial delays, the Government has responded to the adverse
developments of the early 1980s by adopting major policy adjustments during
1984-85, arresting the downturn in the external accounts and achieving modest
growth with adjustment on the way. Moreover, the policy changes have been
initiated without a major rescheduling of external debt: the country has
managed its debt responsibly, honoring its debt service commitments, both
interest and amortization, on schedule. Nevertheless, the potential of a
balance of payments crisis recently (para. 5) and the delicately balanced
nature of current stabilization draw attention to the need for exnanded
policy and financial support for continued adjustment and growth.

Key Factors Behind Performance

2. One of the keys to the long-term record has been the policy
environment, particularly as evidenced during 1967-75. An outward-looking
strategy of this period involved trade liberalization, adept management of a
crawling peg exchange rate system, fiscal discipLine and improvements in
public investment. As liberalization proceeded during the 1970s, non-tradi-
tional exports grew, rising from roughly 5% of GDP in the early 1960s to well
over 9% of GDP in 1976, and GDP growth rate reached a peak of 6-7% p.a.
during 1967-75. Conversely, when macroeconomic policies weakened and the
exchange rate appreciated substantially in the face of the coffee boom during
1976-80, non-coffee export and GDP growth rates fell appreciably below what
would have been anticipated on the basis of the growth in capital and labor
alone.

3. Export expansion and savings/investment performance have been
positively associated with GDP growth (Table 1 on p. 4). Economic growth has
been above trend when growth in export/GDP was high or rising; conversely,
the collapse in the export/GDP ratio after 1980 accompanied a growth reces-
sion. Between 50-88% of GDP growth during 1963-80 resulted from an increase
in the capital stock supported by adequate savings and management of foreign
borrowing. Furthermore, about a third of the 1976-80 growth was accounted by
improvements in labor inputs, quantitative and qualitative. A strong export
and domestic resource mobilization performance for medium-term adjustment
with growth forms the rationale for the Bank's ongoing policy-based lending
to Colombia.

Recent Difficulties and Response

4. Colombia has not remained immune to the deteriorating international
trends of the early 1980s. For the first time in six years a deficit emerged
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in the current account balance in 1981, increasing to about 6.2% of GDP on
average during 1981-84 (Table 1) resulting from poor export performance,
higher imports and interest payments. Exports were hurt by the slowdown in
world demand, large devaluations and import restrictions in neighboring
countries and a reduction of Colombia's coffee exports from their previous
high levels. The downturn in non-coffee exports was also due to domestic
policy: the coffee boom had set in motion an accelerated growth in the money
supply and inflation, despite stabilization efforts by the authorities, and a
sharp appreciation in the exchange rate. In addition, the fiscal deficit
enlarged in the 1980s following the coffee boom, contributing to a higher
domestic credit growth, inflation, and further exchange rate appreciation.
Growing earmarking of revenues, automatic transfers and large infrastructure
investments led to an overall public sector deficit of about 7% of GDP in
1.93i mic growth declined to less than 2% p.a. during 1981-84 and
unemploymen ose from an average of 7% durin 1970-80 to 13.4% in 1984.

emp oymen pro ems ave their origin in the population growth rate
of over 3% in the 1950s, rural-urban migration and expansions in female
participation resulting in an acceleration in the labor force growth, and in
the slow pace of job creation associated with recessionary circumstances.

5. During 1983-84 the international reserves fell precipitously, and
the attitude of external commercial bankers hardened further. In these cir-
cumstances the Government initiated a return to the 1967-75 outward-looking
policy which should revitalize exports, growth and employment generation. On
the basis of a reduced fiscal deficit and improved domestic savings (private
savings fell from 15% of_.GDP during 1977-go to 10-12% in IR9A-84), gross
domestic investment (which averaged over 19% of GDP during 1970-84) should
improve subsequent to the present stabilization effort. Based on a sound
macroeconomic policy scenario, the country's foreign borrowing, which has
been conservative (since 1969 the total debt/GDP ratio remained below 24%),
can aim for significant net capital inflows to support rapid growth.

II. The Current Economic Program

6. Although an inadequate comprehension of the Latin American debt
V A./ crisis and the pluralistic nature of Colombian policy-making slowed the

decision process, the Government has focused during 1984-85 on five inter-
related areas (see the matrix in Table 4 on page 15.

(i) Trade Policy: In 1985 the Colombian peso has been depreciated
sharply in real. terms against a basket of relevant currencies and
the maintenance of the policy is envisaged for 1986-87. The
Government also assured automatic access to imports and foreign
exchange--under the Bank's Trade Policy and Export Diversification
Loan (TPED)--to exporters in the import-export schemes, phasing
down quantitative restrictions. A significant liberalization of
export restrictions, and a strengthening of the duty exemption
scheme for imports used in export activity have taken place. Peak
tariffs and tariff dispersion have been reduced.

(ii) Fiscal actions: Revenue measures have included elimination of
income tax deductions, broadening of the VAT base, increases in
stamp duty rates and import surcharges, and additional measures
approved by Congress for 1985. There has been a commitment to hold
down real increases in public sector wages and salaries, reductions
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in public sector subs down of public invest-
nt. The overall public sector defici projected to decline

from an estimated ~. o GDP in 1984 to about 5% in 1985, 4.5% in
1986 and 3% in 1987.

(iii) Monetary and credit policy: A slowing down in credit exnansion to
the Government by the Central Bank to permit the banking system to
expand credit to the private sector in line with the growth in
nominal GDP during 1985-87 has been the policy.

(iv) External borrowing: While committed to scaling down external debt
indicators over the medium-term, the Government obtained commit-
ments from its traditional external commercial bank creditors for
the maintenance of short-term credit lines for the financing of
trade, and for an additional term facility of about $1 billion for
1985-86, to be used largely for investments in export-related
activities.

(v) Sectoral Policy: The public sector investment program has been
scaled down, encompassing the postponement of long-gestation new
projects and improvements in efficiency. Efforts have also been
made to maintain public utility tariffs at adequate levels.

Main Results

7. The stabilization measures for 1985 were reviewed favorably by an
IMF Article IV Consultative mission; the World Bank approved the TPED loan of
$300 million to support adjustment towards an outward-looking growth strategy
relying increasingly on market discipline to assure the competitiveness of
exporters and of import competing industries; and both institutions agreed to
monitor the performance of the economy over the medium-term. The Bank views
its policy loans as part of a total financial package necessary to support
stabilization and structural change. It therefore urged Colombia's major
external bank creditors to support the program with additional medium-term
lending and the restitution of short-term credit, as a result, the country's
international bank creditors pledged their financial support in the amount of
US$ billion to the country's medium-term adjustment efforts, on the basis of
periodic IMF monitoring and Bank assessment of the economy, trade policies,
and the public sector investment program.

8. In 1985 the economy has begun to emerge from the critical economic
situation of the early 1980s. The potential balance of payments crisis was
averted; net reserves as of December 1, 1985 totalled over USSI.8 billion
(representing approximately 4.5 months of goods and n.f.s. imports); the
overall fiscal deficit, the public sector investment ratio to GDP and the
growth of domestic credit during 1985 have been well within targets; finally,
international perceptions of the country's creditworthiness have been
strengthened with the finalization of the US$1 billion package.

III. Looking Ahead: Key Problems and Prospects

9. During 1986, a year of Presidential elections and major po .ietjic
pressures, there is a critical need to stay the course, and ep
adjustment. The future also holds prospects for increased exports of
petroleum, coal, and possibly coffee. Even so, it would be essential to
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Table I Colombia: Economic Policy and Performance - A Base 1970-95 Case

Historic Background Projection
Export-led Coffee Economic Base Adjustment End of Longer-term End of
Growth: Boom: Setback: Year: w/Growth: Decade: Scenario: Period
1970-75 1976-80 1981-84 1984 1985-90 1990 1991-95 1995

Performance Indicators

GDP Growth 5.8 5.5 1.7 3.0 4.6 5.1 5.2 5.2
Export Growtha/ 17.2 18.0 2.6 16.5 16.5 13.1- 10.5 11.1

- Non-traditional (25.9) (11.8) (-10.2) 14.5 (15.5) 18.4 (15.0) 15.2
Curr. Acct. Gap/GDP -2.9 1.5 -6.2 -5.1 -2.9 -1.2 -0.8 -0.5
DSR:b/ M&LT Pub. and Pub. G. 13.0 9.9 18.5 23.5 28.6 27.1 21.8 18.8

M&LT Total 19.8 11.8 23.4 28.2 31.7 29.1 23.6 20.5
Total Debt/Exports G&S: Ratio 1.7 1.1 2.2 2.7 2.3 1.8 1.5 1.3
Reservesc/ 2.8 10.0 7.6 4.3 4.7 4.7 4.7 4.7
Inflation 17.1 24.5 22.7 18.0 19.3 18.0 15.0 15.0

Domestic Policy

Dom. Investment/GDP 18.9 18.5 20.2 18.9 19.0 19.7 19.5 19.3
Nat. Saving/GDP 16.0 20.0 14.0 13.8 16.1 18.5 18.7 18.8
Importsd//GDP 10.0 10.7 12.3 10.9 13.7 14.1 14.2 14.2
Total M&LT Debt/GDP 22.4 15.2 20.4 25.7 30.0 31.0 26.0 22.8
Real Exch. Ratee/ 108.5 104.2 94.0 100.0 12 7.8e/
Money Base Growth 22.6 35.2 18.0 18.0 23.37 23.0 21.3 20.0
Pub. Sect. Gap/GDP -3.0 -5.5 -6.9 -7.3 -4.0 -2.5 -2.0 -2.0

*al Ext. Financing (USSm)

Net Foreign Investment 32.0 176.0 372.5 411.0 375.0 350.0 350.0 350.0
Net Official Capital 130.7 139.6 455.8 632.7 757.0 527.1 258.4 151.5

- Disbursement (189.2) (231.4) (664.7) (897.8) (1262.5) (1285.2) (1246.4) (1270.9)
- Amortization (58.5) (91.8) (208.9) (265.1) (505.5) (758.1) (988.0) (1119.4)

Net Pvt. Capital 35.1 256.7 814.6 729.5 259.6 159.2 310.2 401.3
- Disbursement (178.8) (434.6) (1127.3)(1154.3) (1126.0) (1287.2) (1371.5) (1454.1)
- Amortization (143.7) (177.9) (312.7) (424.8) (866.4) (1128.0) (1061.3) (1052.8)

Annual IBRD Financing (US$m)

Gross Disbursement 77.1 119.8 320.2 461.9 604.7 656.8 494.9 433.9
Amortization 23.7 48.4 113.7 156.4 257.9 381.1 516.6 567.7
Net Disbursement 53.4 71.4 206.5 305.5 346.8 275.7 -21.7 -133.8
Share in M&LT Debt 22.1 22.4 19.0 19.3 22.7 25.1 23.2 20.6
Share in M&LT DSR 19.5 22.5 19.2 21.1 21.0 23.1 26.6 26.4

a/ In current U.S. dollar: non-traditional excludes coffee, petroleum, coal and nickel.
b/ Debt Service Ratio: amortization and interest payments as % of exports of goods and services.
c/ onths equivalent of goods and non-factor services.
d/ Goods imports, f.o.b.
e/ Measured against a trade-weighted basket of currencies; 127.8 is the level estimated for 1985, which
*ould be further adjusted based on annual reviews.

Source: IFS, World Bank estimates, and the Colombian Central Bank.
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safeguard the competitivenes of non-traditional exports for long-term growth
through sound policies. Three tasks are key:

(i) revitalize growth to historical levels and beyond;

(ii maintain e country's creditworthiness by keeping the debt
burden within prudent limits; and

(iii) to reduce unemployment: structural and cyclical.

Adjustment Paths: Alternative Scenarios

10. The range of stepped-up financing support during 1986-90 would be
predicated on further significant structural changes. A 4.5-6% growth range
is within the feasible policy-financing package, with an over 4.5% growth
representing a base case, and the 6% pushing reforms further. For a rap1d
absorption of the unemployed, a sharp turn-around in private investments and
export diversification, a vigorous policy package and additional financing
could be targeted to achieve a 6% p.a. growth. The base case scenario of
over 4.5% p.a. growth would reduce urban unemployment from 14% currently to
about 10%, maintain and improve creditworthiness during 1985-90 and beyond.

11. Sizable increases are envisaged even in the base case in export
earnings of oil and thermal coal through 1990--60% above current levels, and
reaching 30% of total exports, buttressed by increases in non-traditional
exports. Accounting for the additional service Payments associated with
petroleum and coal exports, current account deficits, however moderate, are
expected to continue. Three central constraints are to be relaxed:
remaining anti-trade bias; domestic fiscal gaps; and external borrowing
difficulties. Non-traditional exports are expected to receive a boost from
exchange rate and trade policies. Expansions in domestic savings well above
levels attained during 1981-84 would accommodate modest increases in the
share of investment in GDP above the 1970s' levels, which, together with
declines in public sector deficits, would imply expanded private sector
access to domestic resources. Initially the public sepj r's indebtedngss and
exposure to commercial banks is ex ected to increas program rplates
borroin oleum an .

12. Key differences in the more optimistic scenario from the base case
stem from the higher growth rate accommodated by the larger foreign exchange
receipts, higher investment particularly on private sector account, and
higher domestic savings. An implication of the increased foreign borrowing,
however, might be an initial span of somewhat larger public sector deficits
stemming from tax credit policies designed to stimulate private sector
confidence and investment, higher debt burden and more onerous debt servicing
obligations, followed by a later decline in these indicators to levels lower
than those implied in the base case. In either scenario, a boom in petroleum
and coal earnings would involve actions to avoid the "Dutch disease" type
phenomenon: pressures to appreciate the exchange rate, to distribute the new
wealth through public subsidies and investment expenditures, and to rely on
trade policy for stabilization, would need to be resisted. Macroeconomic
management policies would have to be put to work to dampen the boom: savings
would occur as insurance for possible downturns ahead, together with possible
improvements in debt indicators through loan prepayments.
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13. In a more pessimistic scenario, which is not elaborated upon here,
the heightened exigencies of the current account would dictate the need for
stronger discipline in accelerating changes to diversify out of coffee, coal
and petroleum. In addition in view of projected trends in the debt service
indicators and the shyness of international capital markets, this diversifi-
cation would need to be achieved largely through an efficient use of domestic
resources.

A Policy Agenda: Broad Priorities

14. The more successful scenarios require a policy package with four
primary elements, following up the ongoing program's efforts:

(i) Trade-related macromanagement comprising exchange rate,
import and export policies;

(ii) Resource mobilization through fiscal and monetary management,
and foreign borrowing;

(iii) Financial sector reforms; and

(iv) Employment and sectoral actions centered on the removal of
/O r market distortions, and efficient public investment pricing.

15. Given Colombia's tradition of policy by consensus and the need to
reduce short-run unemployment costs, trade liberalization in the base case
could span 3-5 years. In view of the tariff rationalization already
accomplished under the TPED loan, further measures are expected to be held in
abeyance till substantial import_ de_ nrol has taken place, for fiscal
reasons as well as to prevent imports from capturing the scarcity rents from
import activity. The medium-term tariff reform should aim at more uniform
I feffective protection. Export incentives would emphasize greater
automaticity and uniformity of access. In the faster growth scenario,

el accelerated depreciation allowances for the tradeables sectors, and an export
rtention scheme designed to stimulate the private sector might be adopt d. P

6. In the fiscal area additional measures to boost ublic ssng
involve an expansion of revenues through the effective s and efficiency(4Wr
gains (by plugging evasion and loophole n thetax sys , realistic public
sector tariff policies, and improvement pu c sector efficiency) and
restraints on current expenditures, particularly wages and salaries. Fiscal
discipline is to impose curbs on the public sector's access to domestic
credit: Central Bank financing of the deficit will continue to be
constrained during 1986 and rise modestly thereafter. Such measures, which
will reverse the recent crowding out of the private sector from financial
markets, together with the removal of the specific barriers to private
foreign direct investment imposed in the context of the Andean Pact Agree-
ment, must serve improve the investment climate for private investors and
foster the mobilization of foreign equity finance.

17. Policies for reduced reliance on foreign savings (the share of
foreign savings in GDP was 7.8% and 5.7% in 1983 and 1984 respective '' 7
also essential. Financial sector strengthening is needed since a sh
of Colombian external debt is contracted by the country's financiT -system
and a large part of private corporate sector external debt is intermediated
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by Colombian financial institutions. Ot relevant policy areas relate to
the specific tasks of (a) reductions in the debt burden with respect to GOP,
exports; declines in debt service ratios; improvements in maturity structure
(correction of the recent imbalance through repayments of short-term debt);
and a reversal of the imbalance in public/private sector access to medium-
term external funds and of the private sector's growing reliance on short-
term external debt.

18. A reduction of structural distortions in the financial sector would
boost private resource mobilization. In the past, regulatory policies
governing financial sector interest rates, reserve requirements imposed on
bancs ro coMbac lufidtton parlcul-arIyTllowing the coffee boom of 1978-79,
tax dT1eiFbiased against equity financ-and forced investments have tended
to diminish the relative competitiveness of Colombian financial sector assets
aqd investment opportunities, t reduce the efficiency of financial sector
intermediationd t deoress the level of private savings.
Currently the financial system faces severe problems of liquidity and
solvency associated with a significant non-performing, non-collectable port-
folio of assets which further worsens the system's ability to mobilize
private resources. These problems relate not only to the need to allocate
existing losses, whil _4oiding bail-outs, but also to the need to restruc-
ture the financial and rVgaJectors. A prime need is to give as large a role
as possible in these restructurings to market forces, keeping as closely as(
possible within the bounds of the current monetary and fiscal programs.

19. In addition to financial sector restructuring, the policy agenda at
the sectoral level would focus on: (a) the public sector investment program;
and (b) employment policies. In addition to a scaling down of the public
sector investment to correct the relative imbalance between public and
private sector investment, strict curbs on Central Bank financing of the
overall deficit will expand the access ot the private sector to financial
sector resources. The public investment program will focus on the pricing
policies of major entities and concentrate on projects which: (a) are
quick-yielding and productive; (b) emphasize domestic resource mobilization;
and (c) have substantial impact on export- and import substituting sectors
and employment. Recommendations in the sector work carried out in energy,
agriculture, industry, transport and health will need to be implemented.

20. In addition to the decline in growth and resource availability, the
persistence of unemployment may be attributed to some labor market distor-
tions, and to the high concentration of economic assets and opportunities in
the hands of a few. The Betancur Government has made efforts through the
political process to increase the access of certain groups to mainstream
activities. Economic support to neglected areas is being expanded through
the National Rehabilitation Plan, though more is required to focus strategy
squarely on employment creation. A study on employment strategy has been
initiated by the Government in order to obtain specific recommendations by
mid-1986. The major corrective policies should make wage legislation more
flexible, promote exports, enhance resource allocation to the private sector
and improve public sector efficiency and investment for exports and basic
needs.

IV. An Action Program 1986-90: Details of Specific Measures

21. Trade Policy. As spelt out in the attached matrix, the ongoing
trade liberalization has registered substantial progress: (i) the real



- 8 -

exchange depreciated by 27% against a basket of currencies; (ii) free imports
is at present about 55% of total imports implying that the share of imports
under free positions and imports for exports has reached about 24%; (iii)
tariffs reforms undertaken in 1985 have reduced peaks (with very few
exceptions) to 80%; and decreased levels and dispersion of nominal and
effective protection (the production weighted mean tariff has declined from
36% to 30%, and the dispersion of legal tariff has diminished from 29% to
I67.7)-,(v7 there has been significant rationalization in the structure of
eikbrt incentives and substantial reduction (from 728 to 175) of restrictions
on exports.

22. Growth rates of over 4.5% p.a. would require additional'measures to
be proposed by an interim trade policy review in June-Sept 86: (a) the
phasing down of import controls over a period of about 4 years such that by
1990, free imports would constitute about 90% of total imports (the bulk of
the remainder reflecting a negative list of prohibited imports), and the
share of free position and imports for exports would rise to about 80%; (b) a
more market oriented mechanism for the allocation of quotas in the interim;
(c) a schedule of tariff reform to begin in 1987, which would aim at a
uniform rate of effective protection through an initial three- to four-tier
system, and ultimately a narrower tariff band; (d) the phasing out of all
remaining restrictions on exports; (e) transforming the present CERT (export
subsidy) to one representing actual drawbacks of indirect taxes, and reforms
of the PROEXPO credit system and export guarantee and insurance mechanisms.

23. Complementary policies ght-involve: (a) a system of foreign
exchange retention enabling non-trad1kinal exporters to sell their right to
import goods subject to the quota system, with the portion of export receipts
withheld by exports increasing over time; and (b) an acceleration in the
depreciation allowance for the tradeables sectors. The accelerated deprecia-
tion measures would increase the after tax return on investments in the
tradeables sectors. The export retention scheme by inducing a relative price
switch in favour of export, could permit a slower rate of real exchange rate
depreciation, thereby mitigating the negative impact of exchange rate changes
on the level of the real interest rate and o inves 2ent.

24. Fiscal and Monetary Po . Ef orts to reduce the overal public
sector deficit from 4.5% in , to 2.5% in 1990, and to 2% in 1995 would
require addition me res and a further tightening of expenditure
policy. The revenue measures would aim not merely to reduce the deficit but
to improve overdue economic efficiency (a) tightening controls to greatly
reduce tax evasion; (b) elimination of tax loopholes (i.e., tax exemptions to
non-profit organizations); (c) introducing of equal tax treatment to income
and capital gains; it would be still more advisable to change the base of the
tax to consumption; (d) expansions in the base of the value-added tax to all
sectors and the establishment of a homogeneous tax rate; (e) continued
phasing out of earmarked taxes; and (f) introduction of a negative consump-
tion tax schedule as the mechanism for supporting the poor while strengthen-
ing the system of work incentives.

25. Steps to increase the real revenues of public enterprises (tariffs
should increase in real terms based on long run marginal cost) should be
deepened and subsidies which introduce price distortions avoided. Gasoline
and fuel prices which have lagged the acceleration in the rate of exchange
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rate devaluation during 1985, and are currently about 25% below their
opportunity costs, need to be duly adjusted. Further efforts to reduce
current expenditures could include public sector restructuring involving:
(a) a reform of the budgeting and control systems affecting operational
expenditures; (b) the reduction of red tapes; (c) imprand
management practices; (d) the "privatisation" of f ctions and
could be supplied by the private sectors; and (e) str ct wage policies.

26. Central Bank financing of the vublic sector deficits is to be held
down to about Col$45 billion annually during 1985-86 (compared to COLS 150
billion in 1984), rising modestly in nominal terms thereafter. Allowing for
a fall in the inflation rate from about 24% in 1984, to 20% in 1986, to 18%
in 1987-90, and 15% thereafter, this would permit the banking system to
expand credit to the private sector despite the fall in the rate of overall
domestic credit creation. This fall in the rate of domestic credit creation
will cause a fall in the domestic nominal rate of interest, thereby aiding
the deepening of the monetization of the economy.

27. Financial Policy. An immediate elimination of forced investments
which distort financial markets, and encourage overly capital intensive
projects and over-reliance on debt, would be desirable but might disrupt the
economy, it also faces some legal problems. A more gradual approach would
involve: (a) gradual elimination of forced investments in nominal terms,
reducing them to zero as the existing stock of loans becomes due; (b) a
freeze on the stock in nominal terms, allowing inflation to gradually erode
the real value of existing credits and leaving the additions to deposits to
be allocated freely; and (c) use of the CDT rate plus 3% points as the
interest rate for the forced investments. Regarding forced investments by
the insurance companies, liberalization is desirable in order to increase the
flexibility of credit allocation and to develop long-term credit and equity
markets.

28. Reserve requirements in the Colombian banking system are relatively
high compared to those in its principal competitors. However, Colombia's
relatively high inflation means that commercial banks, because they do not
pay interest on checking accounts, benefit from a higher inflationary tax
rate than their main competitors. This advantage is enhanced to the extent
forced investments are reduced on checking deposits. To promote competitive-
ness the levels of reserve requirements for Colombian banks should eventually
be set equal to those of U.S. banks, and the Government should collect the
inflationary tax revenue, thereby increasing its resources available for
other uses, for example for direct subsidies to target groups that formerly
benefited from subsidized credits. The tax rate should be the differential
between the domestic and U.S. inflation rates, while the base of the tax
should be checking accounts net of cash and forced investment requirements.

29. Recent reforms of the Colombian tax code have eliminated many
obvious biases against equity finance that are present in most tax systems.
However, the current practice allows Colombian recipients of interest to
partially adjust their receipts for inflation, but borrowers are not required
to adjust their deductions. This procedure encourages debt finance. To
equalize the tax treatment borrowers should be forced to reduce their
deduction by the same inflation factor as asset holders reduce their taxable
earnings. In addition, the lack of any effective taxation of Colombians who
earn interest in the U.S. and no taxation at all in the so-called tax-havens
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abroad probably creates an incentive for capital flight. These distortions
should be removed by making the Colombian tax treatment of interest coincide
with the treatment of dividends. That is, taxes should be paid on interest
at the firm level by eliminating the deductibility of interest on new
borrowings, and interest, as well as dividends, should be exempt from taxes
at the household level.

30. Banking regulations should be revised to: (i) eliminate regula-
tions limiting interest paid on savings accounts, thereby passing on to
depositors the full benefit of the elimination of forced investments; (ii)
provide deposit insurance, a bill currently in Congress will create an insti-
tution to offer this service; (iii) increase homogeneity of treatment for
different types of intermediaries, that is to ensure that competition among
different' financial institutions is not distorted by the regulatory frame-
work; (iv) reduce ownership linkages between financial and non-financial
companies through tighter regulations on interlocking directorates and credit
concentration; and (v) overtime, improve competition and reduce barriers to
entry in the financial sector.

31. Employment and Sectoral Policies. The strategy to promote employ-
ment includes: (a) a faster conversion of the country's production capacity
towards the exploitation of its comparative advantage stemming from its rela-
tive abundance of natural resources and human capital; (b) the correction of
distortions in the financial and tax system; and (c) economic discipline in
the public sector including an investment program concentrated on projects
that are quick-yielding, labor-intensive and with a modest foreign com-
ponent. Opportunities for employment should also be enhanced by a reduction
of distortions in the labor market. Specifically, measures would be needed:
(a) to remove the excess burden created by retroactivity on partial with-
drawals of severance payments; (b) to modify the legislation on pension
sanction, both promoting labor turnover; and (c) in general, to promote
greater flexibility in the composition of salary with emphasis on incentives
for productivity gains. As the rate of growth in the labor force converges
to the lower long-run rate of population growth, compensatory efforts should
be devoted to its qualitative improvements through support for education,
health, nutrition and skills. Further decline in fertility is still desir-
able to deepen the opportunities in favor of a higher quality component in
human resources.
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Table 2: Colombia: Alternative Growth, Policy and Financing
Scenarios - 1985-90 Summary

Recent Performance Base 1985-90 Compared with Aiter tives
1981-84 1984 Base Case "High" Case \%ow" C se

Growth Scenario

GDP Growth 1.7 3.0 4.6 5.7 2.9
Export Growtha/ 2.6 16. 16.5 1;879 10.1
Curr. Acct. GaP/GDP -6.2 -5.1 -2.9 -3.4 -3.le/
DSRb/: (a) M&LT Public 18.5 23.5 28.6 27.3 34.3~

(b) M&LT Total 23.4 28.2 31.7 - 38.0
- Interest (12.5) (13.4) (14.2) (13.8) (16.8)

Total Debt/Exports G&S: Ratio 2.2 2.7 2.3 2.2 2.7

Selected Policy Alternative

Dom. Investment/GDP 20.2 18.9 19.0 17,.6
- Privatec/ (13.2) (117) (14.0) (16.0) (13.0)

Nat. Saving/GDP 14.0 13.8 16.1 18.6 14.5
- Private (11.9) (12.3) (13.0) (15.0) (12'.0)

Importsd//GDP 12.3 10.9 13.7 15.1 10.8

Annual Ext. Financing (US$m)

et Foreign Investment 373 411 375 400 350
t Official Capital 456 633 757 913 580

- Disbursement (665) (898) (1,262) (1420) (1077)
- Amortization (209) (265) (505) (507) (497)

Net Pvt. Capital 815 729 260 382 .,e/
- Disbursement (1127) (1154) (1,126) (1258)
- Amortization (312) (425) (866) (876)

Annual IBR) Financing (US$m)

Commitment-- 'tS " 437 741 675 755 580
Gross Disbursement (320) (462) (605) (684) (531)
Amortization (113) (156) (258) (258) (258)
Net Disbursement 207 306 347 426 273

a/ In current U.S. dollar.
/ Debt Service Ratio: amortization and interest payments as percentage of exports of goods

and service; public includes publicly guaranteed.
c/ Includes decentralized Government agencies to allow historic comparisons, and therefore

these implied public sector figures are not comparable with the consolidated public sector
estimates in Table I and the matrix.

d/ Imports of goods, f.o.b.
e/ The private capital inflows, consistent with the 3.1% current account deficit, solved as

"gap fill" are about the same as in the base case, although they may not be met in reality
under this scenario.

Source: IFS, World Bank estimates and the Central Bank.
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V. Expected Effects and Financing

32. Following the stabilization of the economy during 1985 and possibly
a part of 1986, a concerted push to raise growth to 4.5-6% p.a. could begin.
The main objectives of the base case are to raise GDP growth to over 4.5%
p.a., while holding inflation at 18% p.a. during 1985-90 (Table 1). The
current account deficit would decline to below 3% of GDP and international
reserves would be maintained at some 4.7 months equivalent of goods and
n.f.s. In view of the stepped up borrowing during the 1980s, the M&LT debt
service ratio is expected to peak over 30% and decline to below that level by
the end of the.decade. This scenario assumes OECD growth of over 3% p.a. and
external inflation of over 7% p.a. which indirectly underlie the domestic
real exchange rate and non-traditional export projections. Petroleum and
coffee export projections, on the other hand, are based on conservative
quantity and declining real price assumptions. The debt servicing outlook is
based on external interest rates remaining at current nominal levels.

33. The revitalization of growth hinges inter alia on the trade,
resource mobilization and sectoral policies spelt out arlier. As a result
of these policies, a real exchange rate of nearly 30% over the 1984 level
during 1985-86 and remaining competition thereafter, and imports of nearly
14% of GDP during 1985-90 are projected to result. Fiscal and financial
policy improvements should produce an investment/GDP ratio of some 19%, with
about 16.6% of GDP raised as national savings. A strong increase in private
and public sector savings is envisaged, with the private sector share in
investments rising. The projections also envision improvements in the
efficiency of investment with a drop in the ICOR.

34. With the continuation of the current account deficits (although
much reduced), growing debt repayments, and the need to build-up reserves
modestly, foreign investments and disbursements are expected to be needed in
significant amounts during 1985-90 (Table 2). Net investment on an annual
basis is projected at US$375 million, with official and private capital dis-
bursements at US$1.3 million and US$1.1 million respectively. Net inflow of
official capital, however, is expected to be over three times the net dis-
bursements of the private capital, the latter, representing only a modest
increase in its exposure. over 1990-95, however, the net disbursements of
private capital is expected to outpace the official as the country's credit-
worthiness strengthens further, and basic infrastructural and policy environ-
mental improvements are made.

35. The higher performance alternative is based on greater domestic and
external resource mobilization and investment. This 6% p.a. growth scenario
is also predicated on significantly higher imports which result in a higher
current account deficit than in the base case, that in turn is met by a some-
what larger capital inflows; debt service ratio, nevertheless, is lower in
view of more exports. The additional funds are assumed to flow in propor-
tionately from official and private lenders, with the IBRD's higher lending
corresponding to a graduated response to high Performance (Table 2).

Implications for the Bank

36. IBRD disbursements in the base case correspond to an expanded lend-
ing program, representing about one-half of total official disbursements.
During 1986-90 commitments for 29 projects with a nearly $700 million annual
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commitment is envisaged (see Table 4 at the end). Twenty of these operations
or 57% of the commitments would be for projects of a traditional design with
relatively narrow objectives or projects which would build upon anticipated
policy-based lending. Seven sector policy loans totalling 30% and two macro-
economic policy loans (Trade and Agriculture Policy, Financial Sector) total-
ling 13% of commitment would constitute the reemainder of the program. Three
more macroeconomic policy-based loans totalling $700 million would be held in
reserve pending annual reviews of Colombia's economic performance. About 65%
of the total policy-based lending amount would be devoted to the agriculture,
energy and financial sectors and -the remainder would address strudtural
problems in the education, water, industrial and transport sectors.-

37. The total economic and sector work inputs for FY86 are about 450
staff-weeks (sw), of which 173 sw are for economic work (Table 5). Under the
proposed program, this would remain unchanged save for an additional 25 sw to
determine the detailed implications for the Bank of the National Rehabilita-
tion Plan. Total inputs and composition between economic and sector work for
the FY87-88 program would be substantially the same as FY86. However,
slightly lower resources would be devoted to ongoing monitoring of tradi-
tional economic indicators and the public investment program and more to the
issues of employment generation, domestic resource mobilization and trade
policy adjustments. The ESW program would also be implemented with more
participation of Colombian institutions, including Fedesarrollo, Comision de
Valores and the University of Los Andes, to carry out specific studies.

38. The Bank Group's share of total M&LT debt outstanding and disbursed
was 19.3% in 1984 and its share in total M&LT debt service was about 21.1%;
these shares in M&LT public and publicly-guaranteed alone were 22.8% and
25.3% respectively in the same year. Under the proposed core program, while
the Bank's share of total M&LT debt outstanding would level off at 25% in
1990, related debt service would be about 23% at that time. Net Bank capital
transfers for FY86-90 are projected at about $347 million p.a. under the core
program. Assuming the concurrence of the Government, Colombia will be
included in the second tranche of the Bank's experimental loan sales
program. The market reaction will then be evaluated, oarticularly in terms
of any competition created with cofinancing schemes and the cost of such
sales to the Bank. Should this step be successful, the effort would be
expanded, with a roughly estimated potential over the FY86-90 period of
reducing the Bank's exposure by several percentage points.

39. The proposed program is modestly higher in value than the presently
approved FY86-90 program already being executed, with higher staff resource
requirements mainly from the marked increase in policy-based lending and
monitoring as current experience already shows. The work associated with the
preparation of policy adjustments and institutional measures would impact on
Programs resource requirements, although economies of scale in policy
analysis and monitoring would involve some savings. While the impact among
Projects divisions is likely to be more moderate, and depend more heavily on
their commitments to other LAC countries, both lending and supervision inputs
would be higher.

VThomas:JDattaMitra:AMusalem:mmh:mv
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Table 3: 0DIDBIA-KEY AREAS 9EI !)NI)RE[)

Monitoring Through:
Policy-Based Loans Other

Trade & Supporting
Export Trade & Financial Other Fxisting Monitoring
Divers. Agriculture Sector Sector Projects (ESW)
1985-86 1986-87 1987-88 1986-% 1985-90 1985-%O

I. Overall Macro Performnce

GOP, Inflation, Employment x x x x
B(Fad Debt x x x x

II. Trade Policy

Commercial Policy x x x x
Real Exchange Rate x x xx

III. Public Sector

Public Inv. Progran x x x x x x
Public Def. and Finance x x x x x
Pricing Policy

IV. Sectors

Agriculture
Policy and Performance x x
Institutions x x x

Industry
Policy and Performance x
Institutions x
Restructuring x x

Financial
Credit Creation x x
Interest Rates x x x
Distortions x x
Recapitalization x x

Energy
Policy and Performance x x x
Investment Program and Finance x x x
Institutions x x x

Transport, Health, Pop., Education
Policy and Performance x X
Investment Program and Finance x x
Institutions x K

Water and Urban
Policy and Performance x x x
Investment Program and Finance x x x
Institutions x x x
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Table 4: CXOLCMA: CIU)D ADURENh3' AND PIDPOED DElEPDG-PRIRM ACrTCM IN 1985 - 1995

Main Objectives: (1) To aintain and d e oing staiization/adjustment in order to raise growth from sw 2.52 during 198"5 to 4.51 - St p.a. over 1986-90 ad to
maintain inflatim rat at some 12 - t8t p.. and remiuce moyment.

(2) To maintain and improve reditworthiness, Imepig the debt service ratio below 31 during 19W6-r0 and lowerin it thereafter, increasing and
maintainin the international reserw position from 4 mmnthe of imports o goods aid n.f.. to about 5 dhmqmvt the period.

(3) To cut in hal the current 'anployment rate of about 14Z by 1990, which requires dhe deepening of rt poDicies under a Iti" performscenario reachig some 62 p.a. c"mptible with an outward lockig labor-absorbin strategy an experienced in the 1967-74 period.

Policies (bjective Actions Alredy Tan During Futher Meaure R Sgeted Tiing

1984-1985 1985 6 87 8 89 90 93 95

A. UM AM EMXCHO M mati-trade bima and diversify The adlumn hpfvg In place Govarrment puialih s firm coedament forRAE PLICY econom ; i)with the 4.5-5Z p.a. already has rdtic the anti-trads a full-fledged prc-a r trategy,average P growth, to increase the bias; improiments have bow ade: a-qlin:share of nirm-traditionel exporrs to, 6 7.2 9.2implying average grth rats in
n -reditional eport at constare
US dollars of, 9 9 LO
to 1nermma the f.o.b. imports share
in OP; 12 4.1 14.2
Li) with 62 p.s. average GOP growth,
to increase the sam of non-tradit-
ional emports to GEP to, 6 9 12implyin an averap grouth rate in
nr-tmraditional eort at onstavr
US dollar of, 15 15 12
to increase the f.o.b. imprts share
in GO. 12 15 17

1. EcmnW Pate Maintain foreign remrwv In line (1) Acceleration of the creud aid the (I) The rate of the crul in th e w0g.Policy with deamatic growth and foreign restrictive credit policy generated a rate should be higer dm the cate of
inflation and to promote ti- real exchmage rate depreciatim of Mdstic credit creation wich reflectstivene". about 252, surpssing the 1975 base the lon-rim difference between mmtic

year target leva; and foreig inflatimn. This mild take
ac-oun of purduming power parity and

"mata for the ramvai of quarity
controls an Impota md reductIon In the
average import tariff rate aid amidim
to exports, dItle tinWciU ameumtilatim
In remerna in line with dcmstic growth
aid foreign inflation. Ocie the desired
removal of the distortions to trade is
cowlt by 1990, de rate of the crawl
should ke equal to the rate of domestic
credit creation (consistent with purchs-
ig power parity) to secure a growing
level of reserves equivalent to five
mtou of imports at goods and n.f.s.

Yearly review of the crowl in the
ehaeW rate. * * * * * * *2. Iaports Policy Reduction of lewls and dispersion () free import$, to rise frMI a share i) publihed timetable for rmuction in

of protection. of about 342 of total imports in quantity Controls to imports, including a
De!emhr 1984 to abxu 55 in Decemer reducd list of ommadities that saould
1985. remin under control at tie end of the
(ii) tnglying an increase in imports progres, targeted percentage free imports
under free positions and special of total imports should he 55 70 75 85 90
inoort-eqxrt schemes from 72 to 25% and the share of imports under free
respectively during Dec. 84 - Dec. 85. positions and special isport-export
(ii) reduction of the average tariff schemes sould be; 25 50 fO 75 80
rate ard its dispersion; (U) defire list of prohibited imports o

non economic graurid and introduce a
morket-orienited mchni for the
allocation of q as * *
(Wii) define a schedule for the
rationalization of import tariffs in
steps:
(a) clustering arxid four tiers (40%,
X3, 20? and 10%), *
(b) clusterlng around two tiers (30% and
202), and
(c) uniform tariff of 25%;
(iv) raoem tariff exemption an
Coverament imports and other ineption; *
(v) grmhmily remove UMA amupoly power
an imports of agriculture gods by
alloain free access to private
imorters. Pull free system completion
byl9U; * * 
(vi) gradauly remove price oMtrols aid
muprt price to importable goods. a a a * *
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licies Objectiv Actiu Already Taken [urirg Eurther ares Recomnend S.tgesw Timing

L984-1905 1995 8 87 88 89 90 93 95

(v) to promote deindexatia of financial
assets, interest payents on UPAC system
should be increasingly affected by the
Ort rate becoming fully free by 1990,
the Cit rate weight in IP/ awrap yield
should chrge as follow; 20 ) 80 0
(vi) to set variable interest a new
mortgages paged to the C rate plus 3
points; *
(vii) chang tm tresment of finaial
assets by eliminating the d i bilicy
of interest m rw borrowings, awd inte-
rest, as well -s dividwnds, shm'ud be
emempted from taws at the hmusihId
Level; *
(viii) allow possibilities for I I adl
financial corporations to offer now
accounts, money a crn t tsce, acp
tance and other fbixiai assets; C

(ix) reduce amnership lintaes betwen
fimncal and -Yn-finential comonie
UThMr tightr regulaiws o inter-
locking directorates awd credit cne-
cratio; *
(x) improve competition and reduce
barriers to entry in the finendal
sector. * *

L QDDW M 1b reduce umeplment inter alia by The Owerment established an A favorable meoto@nniC enirr,-nt
SM_ L __ _ iakdm greater wt f1xbicIy; q employment missio n Juna 1985 to with substained labor absorbing growth's

and to optave qulity of life. proue a repr to the Premidene by necessry to reume desird elo
.Jun 1996 defining a strategy to growth. Ile strategy to prmote

address unemployment which is now the emloyment intlude: (a) a faster
outry's central econoutc proble. arnwarsion of the contry's productim

ramity towavd the exploitatio of its
comparative advatag steaindg from its
relative abunane of natural and hman
resources; (b) the correctim of
distortin in One finiwnclal mid taw
system; and (c) econodc discipline in
the public sector including an investment
progra concentrated on projects that are
q(drek l , labor-intenaive and with
a modest foreign coiqWnat.
Oportunities for employment should almo

be enhrnod by a redction of distortions
in the Labor matit:
(1) ton the excess burd created by
retroactivity a partial withdrawal of
severance payinots; C

(Ui) modify legislation o pensi
Sancion to reduce labor turmner.
(ilI) romote instemi greater flecibiliy
in ti compsition of salary with
emphasis on inentives for productivity
gains. * . *

As the rate of growh in the labor force,
presently above p.., conveRges cc the
lower lrg-m rate of population growth,
of about 2% p.a., cmpensatory efforts
ehvuld he devoted to its qualitative
Improvements through spport for erkjc-
tian, health, nutrition and skills.
Purther drline in fertility is still
desirable to deepen the opporcoticle in
favor of a still higher quality canponenc
in human reources. * *

Raise sectoral produtivity and The Gm ant and the Bank hae Impla ntc nweat. * * * * *
efficiency. carried out sector work in energy.

agricultue, inkstry, cransport ad
health.
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Table 5: Colombia: FY8 - nding Program
Core Pro am

Growth/
Private Sector Public Sector Basic Needs/ FY86-FY90PROJECT DUvelopeent Efficiency Eployment Total RNserve Pro t---------- -- ------------------------------ Aount

FY86
Trade and Agr. Sector (R) 250.0 (2) ( 250.0 SIR
Port Rehab. 43.0 43.0 SIL
Barranquilla Mater 24.04.0
9o0eta Distrib. (3) 4.0 2.0 SIL
Public Health 1.0 (2) 171.0 SIL
Irrigation 11 110.0 36. 36. SIL

110.0 SIL
FY86 Total 

-
23.0 36.5

FY87
Aqr. Tech. Transfer 30.0 30.0 511
Rural Transport 3) (2) 64.0 64.0 SIL
Power Sector A0ist. (P) 200.0 200.0 SAL
Energy Sector I (P) 200.0 200.0
Financial Sector I ( ) 200.0 200.0 SA P

Caj Araia15.0(2 m200.0 SAI Public Sector Met. 1P) 10.0Cama Atrarta 150.0 (2) (3) 150.0 FIL
FY87 Total -200.0 64.0 844.0

FY88
Nat'l Rehab. Plan 100.0 100.0 11 Trade Policy 11 !N)
Agr. Financing Fund 80.0 '2 1- Wter Pol l ty t rI 250.0
Water&munacipal Sector (P) 2) 1 0.0 FIL ter Pollution Ctrl 00.0
Vocational Training 120.0 120.0 SAO
Education Sector P) '0.0 80.0 SIL
0ev. Sanklnq/Se Sc Mining 150.0 80.0 80.0 SAO
Dept.Hgvy Naint.Sectorrp) 90.0 (2) 150.0 FIL

90.0 () 13)90.0 SIR
FY88 Total 300 0.0 700.0

F)89
Coffee Diversification 100.0
Second Highway 213.01 .SI
Seall Scale Igy 2 215.0 SAD Fertilizer Effic, 100.0Pmart cle dV 00.tu -0.0 FL Public Sec. Mgt 11(P) 200.0Port Improvemet 100.0 2) 100.~ 3TLIrdustrial Sector (P) 150,0 140.0 SAO

FY89 Total -65 - -- - -----5650 .0 100.0 5.
FY90
Health Integration II 120.0 20.0 SII Cartagena 0S 1 S 60.0Energy Sector II (P) 200.0 1200.0 SAD S.E. Transport 10.0IRD/Sx scale Irrie. I0- A .. Trnpr 0.

Rural Education Ii 200.0 200.0 SIL Trade Policy Ill) 300.0
Rural Ndter Supply 50.0 50.0 SIL Finan. Sector II (m) 150.050.0 50.0 SIL
F90 total 320.0 -0. 300.0 620.0

TOTALS F486-FY90 2145.0 438.0 880.5 3463.5 Total Reserve: 1370.0
November 8, 1985

Notes: (P $olicy Loan
(M)=Arco Loan
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ESN FY86

Pag. I
Staff Weeks s/Ipg

Ibig
TASK Div 1C2 (Ait) LCP (Asst) TOTAL OPPD- EIS --RN --LC2CONS --LCP -CONS -TOTAL --------------

FY86-------------------------------------------------------------------- Excluding
1. REGIONALLY PNAGE Ass't & R" s/V

ECONOIC REPORTS
Eco". Monitoring LC2 22 10 32.0 6.0 46.0Econ. Updating .LC2 15 1.0 2.0 17.0
Pub. Sector Invest. 'LC2 12 5 22 39.0 5.5 12 61.5
.0.P. Perf. & Pol. LC2 10 5.5 15.5 9 12 12 48.5

Subtotal ERA 59 20.5 22 0 101.5 9 17 13.5 32 0 173.0 139.0
SECTOR REPORTS
Agric. Study Design LC2 2 8 10.0 20 30.0Nat'l Relab. Plan LC2 5 20 25.0 23.0
Rural Fin. Nkts LCP 3 10 7 20.0 20.0Fin. Sector Revie LCP 11 12 23.0 4 4 31.0Eapl't & Labor LCP 2 6.5 8.5 2 10.5
Educ. Fin.& Effic. LCP 8 8.0 6 14.0
Transport Sector LCP 1 8 9.0 2 11.0
Educ. Strategy LCP 5 5.0 5.0
Water issues LCP 1 .0 .0
Waterastetpollution LCP 2 1 3.0 130

Subtotal SPA 24 8 72.5 8 112.5 0 4 0 20 27 163.5 147.5
CPPICOUNTRY STRATEGY 25 9 34.0 1.0 35.0 5.0ENO 15 5 20.0 2.0 5 27.0 20.0SWO 12 12.0 4.0 16.0 12.0

TOTAL RESION 123 42.5 106.5 8 280.0 9 21 20.5 57 27 414.5 343.5
11. COPD MANAGED

Social Security PHN 10 10.0
Energy Strategy 1II& EGY 12 12.0 38 50.0

Subtotal COPD 12 0 12.0 10 38 0.0 0 60.0 58.0
FY86 TOTAL 135 42.5 106.5 8 292 19 59 20.5 57 27 474.5 403.5

November 6, 1985
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ES FF07

Page 2

Staff leeks (s/u)
Nnq

-------- :---------------------------------------------------------------------------------------------------------------------
FY97

----------------------

ECONOWIC REPORTS
Econ. Monitorin9  LC2 22 22 6 8Resource Mobil & 8.O.P. LC2 15 15 12 12 39
Trade Policy Eval. I C2 10 10 11 12 12 45
Invest. Proqras Review LC2 12 22 34 6 40
Employeent LC2 20 15 35 10 15 60

Subtotal ERA 79 37 116 33 12 12 47 220
SECTOR REPORTS
Livestock LCPAA 5 45 50Agricultural Exports LCPAA 5 20 25 25
Rehabil. Plan/Trad. Agric. LC2 5 20 5 25
Fisheries Survey 3 6 9 6 25
Rev. Voc/Tech. Educ. LCPED 2 20 22 15
Indust. Restructuring IND 10 1 40
Public Sector Rgt. LC2 10 10 40 50
Social Security PHN 5 5 30 35

Subtotal SRA 45 111 156 36 30 4) 40 262
OTHER ECONOMIC WORK 20 0

OTHER SECTOR WORK
Rural Water Sector LE2 4 4Mining [N4 0151 19IND I11

Subtotal SWO 5 10

TOTAL ESW FY87 149 148 277 69 52 12 87 7
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Table 6: Colombia: Economic and Sector Work
FY86-FY90

ESW FYN9
Page 3

Staff #00s Is/*)
Nng

TASK Div -C- LCP -T OPOEIS RN LC2CONS LCP CONS TOTAL--

1.i --------------------------------------- 
- ------------------------------------I. RESIONALLY mANAED-

ECONOMIC REPORTS
Econosic Mesorandus LC2 22 22 6 9Invest. Program Review LC2 12 22 4Trade Policy Evil. 11 LC2 to I0 10 6 40
Financial Policy Evil. LC2 

40 5 t 25Eploysent Follow-up LC2 10 15 10 25
IC? 0 1010

Subtotal ERA 64 27 91 12 Is 131
SECTOR REPORTS
Irrigation & Drainage LCPAA 5 50 55 55Agro-industries LCPAA 10 25 '5 10 15 60Capital Soods Study LCP12 50 50 50Transport Update LCPTR 5 20 '5 5
Rev. Ed.,Sci.kTech. LCPED 5 30 35 35Public Sector Mgt. LC2 to 10 40 5

Subtotal SRA 35 175 210 10 40 15 275
OTHER ECONOHIC WORK 20 10 20

OTHER SECTOR WORK

TOTAL ESW FY88 119 402 321 0 10 12 58 15 426
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I. OVERVIEW

1. To understand and evaluate Colombia's recent economic

performance requires a dual comparison. First, Colombia's economic

growth and external indebtedness should be compared to that of its Latin

American neighbors. This gives one perspective regarding the relative

manageability of Colombia's current difficulties. Second, Colombia's

recent economic performance, since the growth slowdown began in 1981,

should be compared to its historical potential. The coffee-boom years

1976-80 and, more importantly, the more broad-based export expansion era

between 1967 and 1974 provide convenient reference periods. During the

latter period, the economy achieved unprecendented real GDP growth

averaging 6.8 percent per annum. This illustrates the potential of the

Colombian economy -- albeit in a more favorable economic environment

than the present one. Studying the policy environment during this

period suggests initiatives to restore and sustain these superior rates

of economic expansion and development.

2. Section A makes a brief Latin American comparison to give the

reader perspective. The remainder of the paper takes a historical

perspective, focussing on three distinct growth episodes in Colombia:

1967-74, 1976-80, and 1981-84. The country's superior growth

performance during 1967-74 and the policy package that produced it are

highlighted. The structural imbalances that emerged during the coffee

boom are described, as are the causes of the current growth slowdown.

A. A Brief International Comparison

3. In spite of its recent difficulties, both the downturn in

Colombia's economic growth and the build-up of its external debt have

been moderate by Latin American standards. The comparison in Tables 1

and 2 shows that, while many of Colombia's neighbors experienced

negative growth in the early 1980s, Colombia's growth rate remained

positive, albeit substant ally below its 4.7 percent average over the

1950-84 period. Similarly, in terms of external indebtedness, Colombia

has fared relatively well. Colombia has had a reputation as a very

conservative borrower with a policy history of gradualism and self-

reliance, although there was a major change in the country's foreign

borrowing strategy after 1979.

B. Economic Growth: A HRstorical Comparison

4. Colombia has experienced impressive economic growth over the

post-war period. Real gross domestic product (GDP) grew at an average

rate of 4.7 percent betweea 1950 and 1984, albeit with considerable

year-to-year volatility (Fig. 1). Developments in the external sector

have been the primary determinant of the ebb and flows in economic

activity, although investment booms and, in recent years, increasingly

expansionary macroeconomic policies have also played an important

role. There is a clear readeacy for GDP growth to be above trend in

JTC#8:DebtStudy:12/9/85:cah
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Table 1: Real GDP Growth in Latin America
(1980 Prices)

1978 1979 1980 1981 1982 1983 1984

Argentina -3.7 6.9 1.1 -6.4 -4.9 3.2 1.9

Bolivia 3.4 1.8 0.5 -0.9 -8.7 -7.7 -

Brazil 5.0 6.4 7.2 -1.6 0.9 -3.2 4.5

Chile 8.2 8.3 7.8 5.5 -14.1 -0.7 -

Colombia 8.5 5.4 4.1 2.3 0.9 1.0 3.0

Ecuador 6.6 5.3 4.9 3.9 1.8 -3.3 -

Mexico 8.3 9.2 8.3 7.9 -0.6 5.3

Peru -1.7 4.3 2.8 3.0 0.9 -11.8 -

Uruguay 5.3 6.2 6.0 1.9 -9.4 -5.0 -1.8

Source: International Financial Statistics, (IMF), line 99 b.p.

JTC#8:DebtStudy:12/9/85:cmb
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Table 2: Latin American Debt*
ratios to GDP

1974 1976 1978 1979 1980 1981 1982 1983

Argentina 6.0 8.3 10.5 8.2 6.7 8.9 29.1 39.9

Bolivia 33.2 37.7 45.6 43.5 44.3 40.1 47.4 48.6

'Brazil 10.7 11.8 14.8 15.6 16.4 16.9 18.5 29.1

Chile 34.8 37.7 29.1 24.0 17.7 14.2 23.7 39.2

(blavua 17.6 16.4 12.2 12.2 12.3 14.1 15.9 18.6

Ecuador 9.4 12.0 30.5 29.2 29.7 31.9 30.1 51.7

1txico 11.5 18.1 25.3 22.1 18.5 18.2 31.8 49.1

Nru 17.6 25.5 48.1 41.8 33.2 27.8 32.8 48.1

Unguay 13.9 18.7 15.8 12.8 11.2 12.2 18.7 48.4

* NLT debt only; exclres short-term debt. A more detailed discussion of Colcnbia's
total debt profile is provided below in the text.

Source: WErld Debt Thbles, 1984-85 Edition.

periods when exports are growing rapidly. Conversely, the collapse in
the export/GDP ratio after 1980 presaged the present growth recession.

5. The 1976-74 period was a period of superior economic
performance, with real GDP growth averaging 6.8 percent per annum. In a
Denison-style growth accounting exercise, moreover, McCarthy, Hanson and
Kwon (1985) found that real GDP growth in the 1967-74 subperiod was
roughly 30 percent higher than what would have been expected on the
basis of realized growth in the capital stock and the quantity and
quality (via education, etc.) of the labor force. 1/ This suggests that
the policy environment of that period should be examined in an attempt
to isolate possible reasons for the rapid growth. 2/ There are two

1/ F. D. McCarthy, J. A. Hanson, S. Kwon (1985) "Sources of Growth in
Colombia: 1963-80", Industry Department, World Bank, May 1985.

2/ Nhile the growth residal is twgLigible (0.54 percent of GDP growth) for the 1974-78
subperiod, it turned highly netive during 1978-80, the last subperiod studied. GDP
growth was 21.02 percent below what wuld have been anticipated on the basis of the growth
in capital and labor in 1978W0. ( Mcirthy, Hnson, and K1n, 1985, op. cit. , ibble 3).
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prime candidates for explaining Colombia's superior growth performance
between 1967 and 1974. First, the government adopted an export-oriented
growth philosophy and began a steady process of trade liberalization
that continued until the late 1970s. This process of gradual trade
liberalization is summarized by the Blejer-Garcia-Garcia liberalization
index shown in Fig. A.1.1 of Annex 1. Second, the country adopted a
crawling peg exchange rate system and managed it adeptly in order to
bring about a much-needed devaluation in the late 1960s and,
subsequently, to prevent overvaluation of the exchange rate from
recurring (until 1977) see Table 3). 1/ The gradual trade
liberalization coupled with a stable macroeconomic environment produced
dramatic results. There was strong growth in nontraditional exports
from roughly 5 percent of GDP in the early 1960s to well over 9 percent
of GDP at its peak in 1976 (see Fig. 2). The dominant place of coffee
in total exports diminished slowly throughout the 1967-74 period.

6. Between 1976 and 1980, Colombia experienced a coffee export
boom as international prices surged (Table 3) in the wake of Brazilian
frosts, which destroyed much of that country's coffee production. Trade
in illegal drugs also boomed during this period. Real GDP growth-
averaged 5.5 percent per annum, somewhat slower than 1967-74 but well
above the 4.7 percent average for the 1950-84 period as a whole.

7. During the coffee boom, a sharp appreciation of the real
exchange rate occurred. The trade-weighted real effective exchange rate
index appreciated more than 30 percent from 118.6 in 1975 to 87.4 in
1982, when the monetary authority belatedly began to engineer a real
depreciation of the peso (Table 3). This real exchange rate
appreciation, and the strong real wage increases 2/ that accompanied the
boom, drastically reduced the international competitiveness of noncoffee
exports. These factors evidently more than offset the slow progress on
the trade liberalization front during this period, because the growth
rate in noncoffee exports slowed significantly. The ratio of noncoffee
exports to GDP plummeted from 10.7 percent in 1976 to 6.6 percent in

1/ The real exchange rate in 1975 is widely regarded in current policy
discussions as an equilibrium rate.

2/ According to the World Bank's 1984 Country Economic Memorandum on
Colombia, "Labor's share in value added rose moderately over the second
half of the 1960s, declined sharply in the first six years of the 1970s,
and then increased appreciably in the remainder of the decade". (op.
cit., Chapter III, especially Table III.1 on page 31).

JTC#8:DebtStudy:12/9/85:cmb



-- - - --- ----s -----------,- -------------- ----.---"

. . - - - - - -. -. -- - - - -- - - -. -. - -. -. ,- - e- - -- -' " " " " " - "-

.- - .- .. , - - - - - - - -- --- - .. -. - - - - - - - - -- -- + -" -" - "" "" " -" -' "- - - - - "- - - - ----

- - - -- - - - - - - - - --w- - - -1 , =- - - -

- -- - -- -- - ---- - - - -



FiG2;TOTAL & NON-TRADITIONAL EXPOR7S
AS A PERCENTAGE OF GOP

18 -

17

14

13-

12

11

10

8 -4

7

6

4

1962 1965 1968 1971 1974 1977 1980 1983

o NON-TRADTIONAL + TOTAL EXPORTS

G 2_ : COFFEE EXPORTS
4S A PERCENTAGE OF GDP

17

1 
i

g, -1

S-
4

10

3

1962 '1965 16 1971 1974 1977 1980 1-983



-8-

1983, roughly the same share that noncoffee exports had in the mid
1960s. In short, the slow, but steady, progress in diversifying the
country's export base between 1967 and 1974 was completely reversed
during the coffee boom period. 1/

II. THE 1981-84 GROWTH SLOWDOWN AND EXTERNAL DISEQUILIBRIUM

8. Since 1981, the Colombian economy has been in a growth
recession, characterized by rising unemployment and an unsustainable
balance of payments deficit. The economic and political costs of the
slowdown have been significant (Table 4). Real per capita GDP declined
for two consecutive years in 1982-83 -- something that has not happened
since the 1955-58 period. In fact, 1975 is the only other year since
the 1950s when per capita income actually declined, so the current
downturn is certainly the most severe in recent memory. The growth in
real consumption per capita has also slowed since 1980, actually
becoming negative in 1983 and 1984. The level of unemployment also
provide some indication of the economic and social costs of the 1980-84
growth recession. The unemployment rate rose slightly, from 7.1 percent
in 1981 to 8.9 percent in 1982, before surging to 12.5 percent in 1983
and 13.4 percent in 1984 as the government undertook contractionary
monetary and fiscal policies in order to improve the external balance
position. In 1985 the unemployment rate has climbed further, to the 14
percent range.

9. Although CPI inflation has been reduced sharply since its peak
of 33.1 percent at the height of the coffee boom (1977), it appears to
have bottomed out at 16.1 percent in 1984, and is forecasted to be
roughly 24 percent in 1985. Meanwhile, the costs of the adjustment
program -- slow growth in per capita consumption and GDP, not to
mention, the 14 percent unemployment rate, continue to be high. Growing
social unrest in the country defies measurement, but its presence is
evident in the daily news reports.

10. In addition to the internal imbalances that developed in the
1981-84 period, there has been a large deterioration in the country's
balance of payments position. The 1976-80 coffee export boom had
produced a substantial surplus in the current account and resulted in a
huge build-up in the country's foreign exchange reserves (excluding
gold) from US$475 million in 1976 to US$4,831 million in 1980. The

l/ The increasing overvaluation of the exchange rate is undoubtedly an
important cause of the negative growth residual that McCarthy, Hanson
and Kwon (1985) found their growth accounting exercise for the 1978-80
subperiod. Other possible causes of the negative growth residual are
suggested in Section Ift below.

JTC#8:DebtStudy:12/9/85:cub
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current account surplus peaked at 2.3 percent of GDP in 1977, but then
fell steadily to a deficit of -7.4 percent of GDP in 1982 (see Fig. 3).
The stock of (non-gold) foreign exchange reserves also dropped at an
alarming rate of US$4,801 in 1981 to $1,364 million by year-end 1984.
Given the greatly reduced access to foreign capital as the Latin
American debt crisis materialized, the external imbalance was clearly
unsustainable.

III. CAUSES OF THE CURRENT DIFFICULTIES: 1981-84

11. The immediate cause of the present growth recession and balance
of payments problems in Colombia is the sharp decline in earnings from
traditional exports, especially coffee but also sugar and cotton, that
occurred in 1981. 1/ Between 1980 and 1981, coffee exports fell from
7.1 percent of GDP to roughly 4.0 percent, thereby moving back to their
long-term downward trend (Fig. 2B). Besides the end of the world coffee
price boom, there was a continuous deterioration in nontraditional
export performance after 1976 as the real exchange rate appreciated
sharply and the policy emphasis on export promotion slackened. 2/. The
downturn in nontraditional export growth was exacerbated by recessionary
conditions in the OECD countries, as well as the debt problems and
associated austerity measures of Colombia's Latin American trading
partners. These countries had become solid markets for Colombia's
nontraditional exports during the 1970s.

12. The net effect of these developments was a huge drop in
exports. The merchandise exports to GDP ratio fell from 14.4 percent in
1976 to 7.7 percent of GDP at the trough of the recession in 1983.
Total exports of goods and services dropped from 16.2 percent to 11.9
percent between 1980 and 1981 alone.

13. Merchandise imports, on the other hand, continued to rise from
their level of 10-11 percent of GDP in the mid-1970s to roughly 13
percent in the early 1980s, as the exchange rate became increasingly
overvalued. Trade policy gradually became more and more restrictive,
reversing much of the liberalization that had taken place over the
1970s. This tightening of trade controls involved higher tariffs and
lower quotas on imports, temporary surcharges, the administrative
allocation of foreign exchange and, as part of the latter process, a
movement of imports from the free list to restricted import

_/ Exports of fuel oil, another traditional export, bucked this
downward trend by continuing to expand.

2/ The trade liberalization index clearly shows the lack of progress on
this front after 1979. See Fig. 2, Table 3 and Annex I to confirm this.

JTC#8:DebtStudy:12/9/85:cmb
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categories. These increased trade restrictions were a response to the
collapse in export markets, the increasing levels of unemployment and,
especially, the precipitous drop in foreign exchange reserves.

14. The trade balance improved somewhat in 1983 as tighter import
restrictions compressed imports by more than the decline in exports. It
is noteworthy that although exports fell significantly in nominal terms
after 1980, imports surged ahead through 1982. Only in 1983 and 1984,
in the face of massive foreign exchange losses, were expenditures on
imports reduced via import restrictions and real exchange rate
depreciation. 1/ Exports began to pick up again in 1984, due in part to
the strengthening world economy, and the real currency depreiation after
1982.

15. Although the proximate cause of Colombia's current difficulties
was the end of the coffee export boom and the worldwide recession, its
difficulties were exacerbated by a number of policy problems that
developed during the 1976-80 period. First, the real exchange rate was
allowed to appreciate sharply. This caused a drastic slowdown in
noncoffee export earnings, making the country vulnerable when foreign
exchange earnings from coffee dried-up in 1981. These adverse side-
effects were compounded by the country's tardiness in adjusting the
exchange rate after the coffee market collapsed in 1981. It was not
until the end of 1982, that the authorities belatedly began to adjust
the exchange rate in order to stem the rapid loss of foreign reserves as
imports surged ahead.

16. Second, the policy emphasis on import liberaliztion and export
promotion slackened, particularly after 1979. Thus the effect of these
policies was overwhelmned by the increasing overvaluation of the
exchange rate. It would have been appropriate to accelerate these
reforms and incentive programs during the boom, while the balance of
payments constraint was non-binding. This would have prevented the
severe retrenchment that occurred when the coffee prices turned down
again.

17. Third, increasingly expansionary, and procyclical, aggregate
demand policies contributed to the strong import demand and the
overvaluation in the exchange rate, rather than attempting to offset
these "Dutch Disease" aspects of the coffee boom. Although the cental
government (as well as the consolidated public sector), ran a small
surplus in the early years of the boom, because government revenue grew

1/ Among other things, this reflected the policy emphasis on
stimulating employment during the first two years of the recession.
Hence, there was a reluctance to cut imports of intermediate and capital
goods.

JTC#8:DebtStudy:12/9/85:cmb
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at roughly the same pace as national income, the growth in spending
quickly overtook the growth in revenue. By 1979, a growing fiscal
deficit emerged, as Table 5 shows. These fiscal policy developments are
discussed in Section VI below.

18. Fourth, the public sector's borrowing strategy also became much
more aggressive as the boom proceeded. 1/ This, too, tends to
contribute to an appreciation of the real exchange rate. 2/ The
government tapped its improved access to foreign credit during the boom,
to fund the growing fiscal deficit. In later years as the supply of
foreign capital tightened, the deficits were increasingly financed by
monetization. Not surprisingly, this led to higher inflation, thereby
magnifying the needed adjustment in the real exchange rate.

19. Fifth, false incentives caused the private sector especially
commercial banks to increase their foreign borrowing. The net foreign
indebtedness of the financial system increased 2.7 times 3/ between 1976
and 1984 as banks borrowed at relatively low rates in the international
bank market relative to their lending rates in Colombia. The positive
differential between domestic and foreign interest rates widened in the
late 1970s and early 1980s, making international financial
intermediation appear especially lucrative. What may not have been
fully recognized at the time was that the interest differential largely
reflected the growing expectation of a much faster rate of crawl or a
maxi-devaluation of the exchange rate. Banks were, in effect, taking
considerable foreign exchange risks which, some observers believed,
would be absorbed by the central bank in the event of a devaluation. In
short, there was a moral hazard problem regarding the implicit insurance
on commercial banks' growing foreign currency exposure.

20. A sixth factor that contributed to the downturn when it came
was the ambitious program of public investment program, which was
initiated in 1979 but continued even after export growth collapsed in
1981. These investments were concentrated in the transportation and
electrical power generation sectors, as well as joint ventures in the
resource extraction industries. The fact that these projects required
foreign inputs provided one way of using part of the massive foreign
exchange inflow that accrued during the boom, thereby relieving some of
the upward pressure on the real exchange rate. On the other hand, this
demand for imported capital and intermediate goods was difficult to cut

1/ See Section IV.A below for more detail.

2/ H. Ghanem and H. Kharas, "LDC Foreign Borrowing and the Real
Exchange Rate: An Empirical Analysis," J. Banking and Finance
(forthcoming 1986) emphasize this effect for a number of foreign
borrowers.

3/ See Table 10 below for details.
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back when the tide turned in 1981, thereby contributing to the rapid
import growth that continued through 1982.

21. Of course, the construction of these public investment projects
also created an increased demand for nontradeable goods, including
labor. To this extent, the investments had a stimulative effect on
aggregate demand. 1/ This stimulus was procyclical and hence
destabilizing during the coffee boom, which lasted until 1980. On the
other hand, it partially filled the aggregate demand gap that developed
after 1981 as the growth recession set in.

22. In summary, the seeds of the current difficulties were planted
during the 1976-80 coffee boom. They included:

(a) the increasing overvaluation of the real exchange rate
was allowed to go unchecked;

(b) the pace of trade liberalization and export incentives
diminshed rather than being accelerated to ameliorate the
Dutch-Disease effects of the boom;

(c) fiscal policy behaved procyclically and government
expenditures accelerated much more quickly than
government revenue expanded;

(d) the adoption of a more aggressive foreign borrowing
strategy had mixed effects. On the negative side, (i) it
facilitated an undesirable expansion in the fiscal
deficit caused by controlled growth in government
spending and (ii) it created false incentives that caused
"overborrowing" abroad by the financial sector. This
later resulted in illiquidity and insolvency problems
among domestic banks. On the (potentially) positive
side, the increased foreign borrowing permitted rapid
expansion in the oil, coal and nickel sectors (via joint
ventures with foreign firms), thereby increasing the
future supply of noncoffee exports. This should, of
course, further the country's long-run aim of export
diversification.

1/ Because these projects increase the relative demand for nontradeable
goods in the short run, they put further upward pressure on the real
exchange rate. It is, of course, true that their longer-run effect
could be favorable to the extent that they increase productive capacity
in the nontradeable sector. It is now widely believed that, especially
in the case of electrical power generation, demand forecasts were overly
optimistic, leading to the construction of unnecessary capacity. Thus,

the capacity enhancing effect on nontradeable production and, hence, the
real exchange rate, would have been minimal.
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IV. INTERNATIONAL CAPITAL FLOWS

A. External Borrowing

23. Traditionally, Colombia's reliance on external resources has
been rather modest. This was particularly true during the Lopez regime
from 1974-79. After 1979, when the Turne government came to power,
however, the public sector resorted to heavy foreign borrowing in order
to finance a major infrastructure program, primarily in the
transportation and electrical sectors. Also contributing to the growth
in the country's external indebtedness was the rapid expansion in the
net short-term foreign liabilities of the domestic financial system.

24. Colombia's external debt profile from 1970-1984 is summarized
in Table 6. Although no data on short-term or private non-guaranteed
debt are available for 1969, the data for 1971 suggest that the total
debt/GDP ratio was probably in the 13 percent range. The ratio climbed
briefly to 25-28 percent in the 1972-75 period - a period of robust
economic growth that ended with the 1975 slowdown. In the early years
of the "coffee boom" the growth in Colombia's debt was minimal, causing
the total debt GDP ratio to fall to 18.6 percent by 1979.

25. Since 1979, Colombia's external debt has increased sharply from
US$5.2 billion to US$12.5 billion at the year-end 1984, growing at
annual rates of 30.9, 22.2 and 37.5 percent, in 1979, 1980, and 1981,
respectively. As a result, the total external debt/GDP ratio rose
sharply from 18.6 in 1979 to 33.6 percent in 1984. Of course, part of
the rapid increase in the debt/GDP growth reflects the slowdown in GDP
growth since 1981 and the real depreciation of the peso after 1982.
Furthermore, part of the apparent build-up since 1980 is a statistical
artifact because the short-term debt series becomes more comprehensive
in that last four or five years. This problem, however, does not plague
the MLT debt series, which is available for a longer time period.
Public and private KLT debt grew 24.2 and 71.7 percent, respectively, in
1981. Thus, Colombia's debt burden has indeed increased in the 1980s.
The vast majority of this debt accumulation was contracted by the public
sector, which not only expanded long-term borrowing but became much more
dependent on short-term borrowing than it had been in the past.

26. The worsening trend in Colombia's external indebtedness becomes
even more apparent when expressed in real terms, 1/ as is done in Fig.
4. The time profile of real debt is striking, it fell by 46 percent
between 1972 and 1977, but then rose sharply, growing at annual rates of
26.6 and 32.8 percent in 1978 and 1979. In 1981, as the economy fell

1/ Because external debt must ultimately be serviced by shipping

exports to foreigners, the US dollar export price index (1980 = 100) was
used as the deflator to get a measure of real external debt.
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into a recession, real debt grew 53.6 percent. In subsequent years, the

growth in debt tailed off due to increasing caution by international
banks regarding further lending in Latin America following the Mexican
debt servicing moratorium (1982).

27. In sum, Colombia entered the 1970s with a very modest level of

external debt by international standards. After 1976, tight controls on

foreign borrowing and an unprecedented export boom after 1976 enabled
the country to actually reduce the real level of its debt between 1972
and 1977. Although exports continued to grow strongly until 1980, a
relaxation of controls on foreign borrowing - especially public sector
borrowing and greater access to commercial credit at competitive rates
caused external debt to jump from $5.2 to $12.5 billion in just five

years. The debt/GDP ratio suggests that the external indebtedness is
still at a manageable level. Much, however, depends on Colombia's
export prospects.

B. Debt Service

28. The deterioration in Colombia's export performance has caused a

significant deterioration in its debt service and interest to export
ratio since 1980. The ratio of MLT debt service to exports (of goods

and services) rose from 11.0 percent in 1980 to 30.7 percent in 1983.
The interest ratio went from 5.4 percent to 15.6 percent over the same

period (see Table 7). To a considerable extent, the deterioration in
these ratios reflects the negative growth rate for total exports between

1981 and 1983, although the rapid growth in external debt, especially
between 1979 and 1982, has also contributed to an increased debt
servicing burden. 1/

C. The Changing Structure of Colombian Debt

29. In Colombia, unlike many other borrowing countries, the public
and private shares of total external debt have remained relatively
constant (69-75 percent and 25-31 percent) over the last 15 years (see
the last two columns in Table 8). There have, however, been important

shifts in the use of short versus medium and long-term (MLT) debt by the
private and public sectors.

30. Between 1970 and 1984, the long-term external debt of the
public sector increased more than sixfold from US$1.3 billion to almost

US$8.0 billion. In the 1970-75 subperiod, the public sector had a
relatively conservative borrowing policy; the debt increased at a modest

rate ranging from 10 to 17 percent per year in nominal terms. From 1976

to 1978, when the Colombian economy benefitted from the surge in coffee
prices, growth in the public sector's external debt was minimal (4-9
percent per year). As the boom subsided after 1979, however, public debt

1/ The relevant growth rates are reported at the bottom of Table 7.
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grew at more than 20 percent per year until 1982-84 when the

international financial community began to question the country's debt
servicing capacity over the short to intermediate term.

31. Table 9 shows the changing pattern of the public-sectors
sources of external funding over the last 15 years. There has been a

steady decline in the relative importance of bilateral loans, from over
51 percent of long-term public debt in 1970 to roughly 19 percent by
1984. The share of multilateral loans, on the other hand, has fallen
only slightly, from a 34 percent to a 32 percent share. These official
sources of external funding have been increasingly overshadowed by
commercial bank lending which sky-rocketed from 3.0 percent in 1970 to
43-45 percent in the 1980s. Use of the foreign bond market has fallen

continuously in relative as well as absolute terms since 1973.

32. The bulk of the public-sector MLT external debt was contracted
by either the central government or public corporations. 1/ The debt
share of the central government has declined over time from more than 50

percent in the early 1970s to 40 percent in 1984. Over the same period,
the public corporations' share has risen sharply from 12.5 percent to
40.3 percent.

33. Particularly noteworthy is the divergent borrowing strategies
of various government entities during the 1976-78 coffee boom. Although
the central government borrowed little over this period, there was rapid

growth in borrowing by public corporations, local governments, and
especially in 1977, by the central bank (14.7 percent). Between 1974
and 1978, official development banks reduced their external debt from
US$98 million to US$61 million. This may have had adverse consequences
for private investment to the extent that the development banks lend
funds to private enterprises.

34. Public-sector use of short-term debt jumped in the early 1980s
(even after allowing for the increased comprehensiveness of the data
after 1981), as Table 6 shows. This reflected the increased access of
public enterprises to commercial bank funding at competitive rates and
fewer conditions than was typical of credit from official
institutions. The rescheduling of short-term debt of IDEMA (the
Agricultural Bank) and the Banco de Colombia resulted in a fall in the
share of short-term public-sector debt relative to total debt in 1984.
Publicly-owned banks' foreign liabilities also increased sharply in both
gross and net terms in the late 1980s and early 1980s (see Annex 3,
Table 10).

35. MLT borrowing by the private sector fell steadily from 19
percent of total external debt in 1971 to 8 percent in 1980, as the
government repeatedly tightened restrictions of private borrowing

1/ See Annex 3, Table 8.
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abroad. Private short-term borrowing, on the other hand, grew sharply
from a 15 percent share of total debt in 1977 to a 23 percent share in
1980. This was, in part, due to the increased need for trade credit to
finance the export boom and, in part, it was a response to restrictions
on MLT borrowing. Firms continuously rolled over short-term debt as a
substitute for longer-term borrowing.

36. Particularly noteworthy was the growth in the short-term
liabilities of domestic financial institutions. The increase in the net
foreign liabilities of private banks was much more abrupt than that of
public banks, as Table 10 shows. In fact, roughly three-fourths of
private short-term debt was incurred by domestic financial
institutions. These institutions took advantage of the opportunity to
borrow in the US at relatively low rates in the late 1970s and loaned
the funds at the much higher interest rates prevailing in the domestic
market.

Table 10 External Debt of the Financial System
(US $Million)

Public and
Private Banks Corporations Total

Year Gross Net Gross Net Gross Net

1972 308 166 - - - -

1973 292 204 - -
1974 556 475 - - - -

1975 562 492 - - - -

1976 624 583 48 47 672 630
1977 467 425 62 60 529 485
1978 482 453 90 86 572 539
1979 938 873 115 109 1,053 982
1980 1,150 1,012 214 206 1,364 1,218
1981 1,211 1,086 263 238 1,474 1,324
1982 1,317 1,210 334 309 1,651 1,519
1983 1,569 1,474 274 256 1,847 1,730
1984 1,512 1,441 171 144 1,683 1,585

Source: Florendo-Datta Mitra Back-to-Office Report, Tables 3a and 3b,
reproduced in Annex 3 as Tables 10 and 11.
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37. Much of the net external indebtedness of the Colombian banks

was contracted by banks that were subject to regulation by Colombian

authorities. Panamanian and US subsidiaries of domestic banks, however,
exacerbated the net liabilities position of the financial system. 1/ To

correct past abuses, Colombian regulators are now insisting that

domestic banks present internationally consolidated accounts of their

operations.

38. In contrast to the financial system, the central bank itself

experienced a sharp increase in net foreign assets rather than

liabilities between 1975 and 1980. This reflects the large inflow of

foreign exchange during the export boom, as authorities attempted to

dampen the strong appreciation of the peso to some degree, and increased

foreign borrowing by the public sector, which was converted into peso

deposits at the central bank. Although exports collapsed after 1980,
imports surged ahead until 1982. Only in 1983 and 1984, in the face of

massive reserve losses (of US $3.4 billion between 1981 and 1984), was

the real exchange rate allowed to depreciate.

39. The extremely high level of official reserves that Colombia had

behind its external debt in the late 1970s contributed to its high

creditworthiness at the time. Between 1974 and 1980, the external

debt/foreign reserve ratio fell from 7.38 to 1.32. After 1980, however,
there was a sharp reversal as the external borrowing strategy became

much more aggressive and the coffee boom subsided. Consequently, the

debt/reserve ratio rose from 1.32 to 9.18 in just four years. 2/

40. With hindsight, the rapid increase in the debt/reserves ratio

in the early 1980s reflects two policy errors. First, the growth in the

public investment program beginning in 1979 was overly expansionary and

in some cases projects were based on an overly optimistic view of future

profitability. Second, the much needed real depreciation of the peso

was delayed until long after export markets had collapsed. A more rapid

exchange rate adjustment was certainly warranted.

41. Colombia's use of external borrowing can be summed up as
follows: During 1970-75, modest capital inflows probably contributed to

growth. From 1976-78, a buoyant export market allowed debt to be

reduced in real terms. After 1979, increasing disequilibrium led to a

surge in borrowing. To some extent, this borrowing as well as the

coffee and drug boom has probably postponed necessary structural

adjustment in the economy.

1/ Most of the debt incurred by foreign subsidiaries of Colombian banks

Ts not registered as Colombian debt. Hence, it is included in

"unregistered debt" in Table 6.

2/ See Annex 3, Table 12.
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D. Foreign Direct Investment

42. The contribution of FDI inflows in financing current account
deficits since 1980 is clear from Fig. 5B. (Note that the current
deficits are shown as positive values in the figure). Historically,
foreign direct investment (FDI) inflows have not been an important
source of external resources in the Colombian case, either in terms of
total capital flows or gross domestic investment. 1/ During the 1970s,
FDI was only about 0.2 percent of GDP due to the tight restrictions
implemented under Investment Statute (Decision 24) of the Andean Pact 2/
in 1969. It grew tenfold to almost 3 percent of GDP in the early 1980s,
primarily due to joint ventures in the petroleum, coal, and nickel
industries. Since the economic slump, which began in 1981, however, FDI
has fallen to 1.0-1.5 percent of GDP. As balance of payments accounts
show, FDI inflows financed between 12 and 34 percent of the current
account deficit between 1980 and 1984.

43. Foreign investment inflows exceeded outflows even during the
boom years, 1976-79, when Colombia ran a healthy current account
surplus. In large part, this reflects the tight controls on capital
outflows, including direct investments abroad. Such capital exports
are not normally permitted. 3/ Consequently, the major financial impact
of the current account surplus during 1976-80 was a massive accumulation
of foreign reserves. An alternative policy would be to allow domestic
residents to undertake more FDI abroad and acquire foreign financial
assets (and repay foreign loans) during boom periods.

44. The role of the Andean Pact agreement in limiting foreign
direct investment after 1969 was great. As can be seen from Figure 5A
the ratio of FDI to GDP fell from 7-8 percent in the late 1960s to 1-3
percent in the mid-1970s. In recent years, there has been growing
dissatisfaction among the member countries with the Pact's Investment
Statute. Colombia is among the Latin American countries that are
presently revising their laws regarding FDI -- and trying to bring about
changes in the Andean regulations on FDI. These regulations are being
increasingly violated or, at least, liberally interpreted in practice.
"Although Decision 24 of the Andean Pact is still under dispute at the
regional level, Colombia has put part of the proposed revisions into
effect nationally. Foreign companies in the manufacturing sector which
had to increase national ownership to at least 51 percent by a set date,

1/ Gross domestic investmeat was 19-21 percent of GDP in the early
T980s.

2/ The key features of the highly controversial pact are summarized in
Annex 2.

3_/ IMF, Exchange Arrangemearft and Exchange Restrictions, 1984, pp. 143-
144.
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can now delay transformation [to-domestic-controll agreements for
extended one-year periods if they incorporate more than 50 percent of
Colombian raw materials in production or export more than 25 percent of
their annual output." 1/

45. Given the reassessment of foreign borrowing strategies by Latin
American countries and their creditors, Colombia's recent exploration of
the potential role for foreign equity capital inflows is particularly
timely. This reconsideration should involve not only major joint
ventures, of the type that have occurred in recent years, but other
smaller-scale investments by foreigners. The latter need not involve
domestic participation for Colombian nationals to benefit in terms of
higher employment and industrial diversification.

VI. POLICY RESPONSE TO THE EXTERNAL DISEQUILIBRIUM

46. The Colombian policy response to the growth slowdown can be
divided into two phases. In 1981-82, the country attempted to stem the
negative aggregate demand and employment effects of the world recession
through relatively expansionary monetary and fiscal policies and a
tightening of trade restrictions. 2/ As a consequence, it was slow to
respond to the abrupt drop in foreign exchange earnings and reluctant to
cut imports -- many of which were employment-stimulating intermediate
and capital goods.

47. By 1983-84, the large losses in foreign exchange reserved
forced a shift in attention from the objective of internal balance to
external balance. Trade restrictions were tightened further and the
rationing of foreign exchange were implemented to address the
deteriorating balance of payments situation. At the same time, a
decision was made to gradually eliminate the overvaluation of the
exchange rate.

48. The accelerated rate of currency depreciation in 1983, 1984 and
especially 1985 will reduce the real effective exchange rate to its 1975
level by the end of the year. This should further increase exports,
although the prospects for nontraditional export growth will depend
largely on the speed with which trade restrictions, heightened in the
last two years, can be dismantled. These restrictions significantly
reduce the availability and increase the price of raw materials and
intermediate goods used in domestic production. Hence the initial
stages of trade liberalization (under the Trade Policy and Export

1/ Latin American Weekly Report, September 20, 1985.

2/ In part, the expansion in the monetary base was the consequence of

the less favorable foreign capital markets for financing fiscal
deficits. Hence, the fiscal deficits were increasingly monetized.
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Diversification Loan, discussed below) have focussed on these good at
the expense of final goods.

49. The Colombian government also initiated a program of fiscal
deficit reduction in 1983. It was strengthened in 1984 and 1985.

50. According to Fund estimates, the overall public sector deficit
increased from roughly 2.5 percent of GDP in 1980 to almost seven
percent of GDP in 1982, reflecting a considerable expansion in
expenditure and a weakening of revenue growth. In early 1983, the
Colombian authorities began to take measures to reduce the public sector
deficit, including a reform of the income tax and state and local
taxes. While those measures resulted in a moderate increase in tax
revenue relative to GDP, and nontax revenue (especially that accruing to
local governments) also increased, the public sector deficit continued
to rise, reaching 7.6 percent of GDP in 1983. The principal cause was

the rapid growth in public expenditures which rose from 24 to 27 of GDP
between 1982 and 1983, reflecting strong increases in both current and
capital expenditures. (IMF, May 1985 Staff Report, pp.3-4).

51. In 1984, the public sector deficit remained unchanged at 7.6
percent of GDP, because of continued expenditure growth, even though
public-sector revenues rose from 19.7 percent to 20.9 percent of GDP.
This revenue gain reflected the full-year impact of the 1983 tax reforms
and a change in the application of the sales tax to a value added basis
[IMF, op. cit, p.51.

VII. THE WORLD BANK ROLE IN COLOMBIA'S EXTERNAL ADJUSTMENT PROGRAM

52. The World Bank has played an important financial and catalytic
role in Colombia's external adjustment process. In the context of the
Bank's lending program over the years, there has been an active policy
dialogue between the Bank and the Colombian government concerning the
need to: (i) mobilize additional domestic resources; (ii) diversify and
expand exports; (iii) liberalize import restrictions; (iv) rapidly
develop the country's energy resources; and (v) free the economy from
excessive controls and regulations, thereby allowing a greater role for
market forces in determining resource allocation.

53. In the 1980s, these longer term objectives were receiving less
and less attention because of the immediate need to address the
deteriorating balance of payments position and the rapid rate of foreign
reserve depletion. Although the government took some policy action in
1983 in order to stabilize the economy, the need for stronger domestic
policy adjustments was clear by early 1984. By the third quarter, the
government committed itself to A short-term external adjustment program
and, at the same time, reestablished a medium-term policy framework
based on an outward looking development strategy.

54. The World Bank supported the country's medium-term development
plan, but recognized that external adjustment -- which would require
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additional external funds, if the costs of adjustment were not to be
excessive -- was an essential prerequisite for a sustainable program of
import liberalization and export promotion. For historical and
political reasons, the Colombian government opposed the implementation
of the capital inflow that it would provide. The attitude of commercial
lenders towards Colombia was hardening, however, and it was clear that
additional commercial bank funding would not be forthcoming without some
assurance that external adjustment measures would be implemented without
further delay.

55. The World Bank responded with a policy-based lending program
designed to gradually reestablish the outward looking trade policy that
had been conducive to the rapid export oriental growth of the 1967-74
period. The 1985 Trade Policy and Export Diversification Loan (TPED)
broke new ground, relative to traditional Bank lending programs, in that
its conditionality recognized that trade reform must be accompanied by
supporting macroeconomic policies. Unless external disequilibrium could
be eliminated, the desired long-run effect of trade policy on resource
allocation and growth would be unattainable. The policy program on
which the loan was based focussed on five interrelated policy areas:
(i) fiscal policy, including the public sector investment program and
domestic resource mobilization efforts; (ii) external borrowing
(iii) monetary policy, including Central Bank credit creation to finance
the government budget deficit; (iv) exchange rate policy and specific
export promotion measures and a gradual relaxation of restrictions on
imports, focussing initially on imported inputs for export industries,
as the balance of payments improved. The agreed upon policy changes
were to be implemented gradually over a period of time (3-5 years). To
ensure steady process policy continuity, the Bank agreed to monitor the
implementation of the adjustment program and to disburse the loan in two
tranches, the second tranche being contingent on meeting certain
macroeconomic stabilization targets and implementing a set of changes in
the administration of trade policy. Subsequent policy-based loans were
also to be considered so that the reforms implemented under the TPED
loan could be deepened and enhanced. The USS250 million Trade and
Agricultural Policy Loan (TAP), now before the Board, has this objective
in mind. It pays special attention to a series of policy reforms in the
agricultural sector, which should improve the efficiency of agricultural
production and strengthen the incentives -- and reduce previous
disincentives -- for agricultural exports.

56. It is anticipated that the Bank's policy-based lending program
will be continued in the future if satisfactory progress continues to be
made. The likely vehicle of sectoral policy reforms and a more broadly
based trade and macroeconomic policy package. The staff is presently
working on a financial sector policy package along these lines. Part II
describes prospective programs in detail.
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VII. THE ROLE OF THE DIF IN THE ADJUSTMENT PROCESS

57. The role of the IMF in the Colombian adjustment process is
unique. The Colombians have not requested balance of payments support
since the mid-1960s, emphasizing the importance of "pragmatism,
gradualism, and self-discipline". In spite of Colombia's rather
remarkable macroeconomic performance during the 1970s, its modest use of
external resources, and its reputation for prompt servicing of its
external debt obligations, commercial lenders lobbied hard to get the
Colombians to negotiate an IMF standby agreement as a precondition for
the rolling-over of commercial bank loans and trade credit lines.

58. For historical reasons dating back to the mid-1960s, the
Colombians refused to accept a Fund program, but agreed instead to
accept a macroeconomic stabilization program as part of the World Bank
Trade Policy and Export Diversification Loan. It was mutually agreed
that the IMF would monitor the stabilization measures implemented under
the loan. Prior to the signing of the TPED Loan Agreement, an IMF
Article IV Consultation mission had favorably reviewed the stabilization
measures already in place (as a result of aggregate demand policy
changes undertaken in 1983-84) and those planned for 1985-86. In short
the assessment of the macroeconomic program under the TPED Loan would
take into account "the findings of the IMF on stabilization,
particularly as it relates to targets on net international reserves,
total credit of the Central Bank, net credit of the Central Bank to the
public sector and the level of public sector external debt on a
quarterly basis. It was envisioned that the World Bank's overall
assessment would incorporate the IMF's review or progress with respect
to stabilization."

59. Thus, for historical and political reasons, the Colombians have
ended up with the rather unusual continuation of Fund monitoring (of the
types of stabilization measures that would typically comprise a Fund
program), but no Fund balance of payments support. The deteriorating
balance of payments position, however, was the primary policy concern in
1983-84, and had to be addressed before policies designed to improve
long-run resource allocation and economic development could be
contemplated. Especially when the long-term growth of the economy
required a sustained program of trade liberalization and financial
reform, an essential prerequisite was a stable and sustainable balance
of payments position.

VIII. SUMMARY AND CONCLUSION

60. Strong export performance - both in terms of increased growth
and broader diversification, especially in labor-absorbing sectors -- is
the key to restoring Colombia's economic growth performance in the
1980s. This belief underlies the government's medium-term macroeconomic
strategy and forms the basis for the World Bank's current policy-based

lending program to the country.
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61. A precondition f or the re-establishment of an export-oriented
growth strategy is balance of payments stabilization. Significant
progress has been made on this front. Since 1982, there has been a
major realignment of real exchange rate, so that it is now roughly equal
to its 1975 level -- the pre-coffee boom level that is widely regarded
as approximately an equilibrium level. Much of this adjustment has
occurred in 1985.

62. The next step is to maintain and strengthen the country's
medium-term macroeconomic program in order to facilitate the gradual
implementation of a number of much-needed structural reforms. Most
important among these is the need to re-establish and extend the
openness and export orientation of the economy that was achieved during
1967-74. Here, progress has been slow because of continuing balance of
payments constraints and rising unemployment.

63. At present, the country is facing much less favorable supply
conditions in the world financial markets. The availability of an
additional $1 billion of commercial banking lending is presently linked
to the disbursement of the second tranche of the Trade Policy and Export
Diversification Loan to the Colombian Government from the brld ank. 1/
The challenge is to use the reduced inflow of foreign capital
effectively to diversify the country's export base and to restore its
growth momentum. The importance of using foreign capital for quick-
payback projects that produce strong growth in export revenue and the
need for growth-promoting policy reforms are currently being emphasized
in the dialogue between Colombian policymakers and the World Bank. In
the intermediate run, this policy, if pursued steadily, should keep the
debt service ratio at manageable levels, while at the same time
restoring the country's historical rates of economic growth.

I/ President's Report, TAP Loao, October 1985 draft.
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Annex 1

Index of Trade Liberalization

The following quotation from Mario I. Blejer and Jorge Garcia-

Garcia, "The Timing and Sequencing of a Trade Liberalization Policy:
Colombia", (CPDTA, World Bank, Working Paper, 1985) describes their

index of trade liberalization (shown in Fig. AI.1):

"The widespread use of quantitative and nonprice restric-

tions to regulate the volume and the composition of imports makes it

extremely difficult to rely on numerical measures to evaluate the

degree of protection and its actual, rather than its formal,
evolution. Moreover, the price-rationing devices applied included a

variety of nontariff instruments such as multiple exchange rates and

differential prior-deposit requirements which differ in their oppor-

tunity cost across imports. Therefore, measures based only, or even

mainly, on nominal or effective protection rates are bound to

present a distorting picture of the intensity of protectionist

policies in the country. As described in the previous section, a

major mechanism for changing the degree of protection has been the

shifting of items between the three basic lists, i.e., prohibited,

prior registration, and free. But even the relative importance of

each list at different points in time does not provide a complete

picture of the restrictiveness of the system since factors like

percentage of applications rejected and processing delays have

fluctuated and were converted, in many cases, in discretionary

instruments for import controls.

The index presented is, therefore, subject to a great

degree of value judgment and is, to a large extent, based on our

subjective perception about the intent of the policy measures

enacted and about the practical difficulties encountered by

importers in the different periods. (my emphasis)

The index presented in Figure [Al.1I shows a large

variability in the degree of restrictiveness of commercial policies

in Colombia. In terms of liberalization attempts, four of such

episodes could be identified. The 1953-54 attempt was rapidly

reversed and the 1958-61 was not very extensive to qualify as a

thorough reform. The liberalization attempt of 1964 was very short

lived and, although it was abandoned in 1967, it set the foundations

for the most successful liberalization episode of the post-war

period, the one that took place starting in 1968 and
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intensified after 1972, reaching a peak between 1979 and 1981. This
is particularly so, if export promotion policies are considered.
Although the liberalization of the 1970s collapsed after 1982, the
period as a whole is one of steady, although gradual and sometimes
paused, progress towards an overall reduction in import restrictions
and intensification of export incentives. For that reason, the
period 1971-82 seems to be the most significant episode of
liberalization..."
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Annex 2

The Andean Pact:

Restrictions on Foreign Direct Investment

The following is a summary of what the Andean Pact is and what

it does especially in issues related to foreign investment. 1/ It

quotes directly from and paraphrases information in the two 
references:

On May 26, 1969, the South American countries of Colombia,

Chile, Peru, Ecuador and Bolivia signed the Agreement on Andean

Subregional Integration (Cartagena Agreement) and thereby formed the

Andean Subregional Common Market (ANCOM). While Venezuela participated

in the initial negotiation, she did not formally join the Pact until

1973.

The Pact was formed in an attempt to create a mechanism for

common action that would deal with the members' problems of economic

underdevelopment and provide a basis through which the members could

improve their status in the international or regional system.

Motivated by the desire to reserve the bulk of the anticipated

trade liberalization and development benefits to nationals of the member

countries, and to control the activities and roles of foreign investors

in the subregion, the Agreement called for the submission by the ANCOM

governing body, the commission of a "common system for treatment of

foreign capital". In response, the commission issued its famous

Decision 24: "Common rules governing the treatment of foreign capital,

trademarks, patents, licences and royalties" (Investment Statute). This

is one of the most controversial sections of the Andean Pact. Decision

24 prohibits new investment in certain sectors (banking, insurance,
communications, public services and internal transportation) and states

that all new investment must gradually convert to joint status. The

reduction of foreign ownership to 49 percent within fifteen years is

required of all industries intending to take advantage of the tariff

reductions offered under the Andean Pact. Decision 24 also places a

limit on the remittance of profits of foreign firms and establishes

restrictions on technology transfers.

1/ Dominic A. Perezin, Multinational Companies Under the Andean Pact: A

Sweetener for Foreign Investors. The International Lawyer, 1973, p.3 96-

404.
Elizabeth G. Ferris, 4ational Political Support for Regional

Integration: The Andean Pact, International Organization, 1979, p.83-

104.
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Decision 24 has been the subject of great controversy. In

1976, Chile withdrew from the Andean Pact because of a perceived

conflict between the provisions of Decision 24 and the Chilean

conviction that increased foreign investment was absolutely essential to

the regime's economic program.

The controversy over Decision 24 led to Decision 46, relating
to multinational enterprises. While Decision 24 contains a number of

restrictions and limitations on the role of foreign investments in the

subregion, Decision 46 appears to concern itself with encouraging the

creation of ANCOM Multi-national Enterprises (AME). According to

Article 7, it is believed that AMEs are capable of advancing the

attainment of the various components of subregional integration, e.g.,
contribute to the economic integration process, to the balanced and

harmonious development in the subregion, to a more equitable

distribution of the benefits of development and to strengthening the

capability of management.

Decision 46 permits foreign investors to hold up to a maximum
of 40 percent of the capital. This does not mean that 40 percent will

be a fixed maximum since Decision 46 permits each member country to
determine a lower ceiling.

Consistent with the rules of the Investment Statute, Decision

46 requires that the majority subregional investment be reflected in the

technical, financial, administrative and commercial management of the

enterprise. Moreover, Decision 46 also refers to the Investment Statute

rules concerning both remittance of profits and repatriation of

capital. Hence, profits are remittable up to 14 percent of the

registered direct foreign investment. As to repatriation of capital,

the Investment Statute permits the repatriation of original direct

investment and reinvestment plus the capital gain thereon.

Decision 24 (The Investment Statute) gave rise to a storm of

controversy both within and outside the subregion, and caused many
existing and potential foreign investors to take a fresh look at the

business wisdom of continued or new investments in the area.
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COLOMBIA OCTOBER 1, 1985 (FILE NAME : TABB)

TABLE 8
LONG-TERM PUBLIC DEBT BY DEBTOR

(MILLIONS OF US DOLLARS)

OFFICIAL
END OF CENTRAL CENTRAL LOCAL PUBLIC DEVELOPMENT GUARANTEED,

YEAR GOVERNMENT BANK GOVERNMENT CORPORATION BANK PRIVATE TOTAL

1969 561 59 227 139 85 57 1128
1970 647 64 255 162 100 7 1299
1971 719 83 269 196 97 76 1439
1972 269 107 312 218 100 1678
1973 1046 115 :76 259 96 63 1955
1974 1118 126 418 327 92 56 2144
1975 1266 141 472 27 79 47 2377
1976 1258 150 532 428 71 72476

1977 13 594 569 63 45 :697
1978 18.7 607 642 61 36 207
1979 '646 9 56 72 68 30 :379

2 42 '64 761 984 89 44 4084
K27 171 941 126 !2 90 5077

165 7c6 6
1984 2? 192 14c4 7998%

52

100-.fg0 -11 747 0

;07E-TE P E ABEn rN ACTAlk .l*- ,-_. :1. C MIT'lENTS

8 26 :."6 1289 7Q 45 66 595
71 314 IiF16 1 9h qS :- 882

44 178 45 4
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:C1.8MA/ 'OCTBER 1. 19B (FILE NAME : TAB10)

TABLE 10
SHORT-TERM PUBLIC DEBT
(MILLIONS OF US DOLLARS)

------------------------------------------------------------------------

BANCO PUBLIC FINANCIAL SYSTEM (GROSS)
DE LA SECTOR ------------------------------- TOTAL 1/

YEAR REPUBLICA CORPS. BANKS CORPORATIONS (GROSS)
------------------------------------------------------------------------

1970 67 - -
1971 56 -

1972 14 60 - 74

1973 34 55 - 89
1974 37 90 - 127
1975 5 - 102 - 107
1976 6 - 129 10 145
1977 6 - 105 3 114
1978 11- 95 10 116
1979 7 - 203 17 227
1980 4 - 269 7 280
1981 787 291 33 1114
1982 2 850 378 7 1237
1983 97 942 448 4 1391
1984 92 654 302 10 1058

SOURCE : Florendo-Mitra back-to-office report, table 3b.
1/-Iata prior to 1981 is not cosplete. The Banco De La Republica data orior to 1981 is obtained from IFS, line 16c and

:onverted into US dollars.



Cn /T SER 1, 10;5 (;:'E NAME : TAB)

TABLE II
SHORT-TERM PRIVATE NONSUARANTEED DEBT

(MILLIONS OF US DOLLARS)

PRIVATE FINANCIAL SYSTEM (GROSS)
CORPORATE ---------------------------- TOTAL 1/

WEAR SECTOR BANKS CORPORATIONS (GROSS)

!971 15 - - is
1972 45 248 - 293
1973 72 237 - 709
1974 124 466 - 590
17t 110 460 - 570

1976  81 495 32 614
1977 135 362 59 556
~198 2:4 787 80 701

1979 :12 735 98 1145
1980 390 881 207 1478
1981 514 920 230 1664
1982 621 939 27 1887
191" 474 1121 869
1984 439 1210 61 1810

SOURCE : ~crenda-Mitra bac&-to-a",ce recort, table 'i.
-11", 21* r to 1971 is -lot :2110"e e.



COLOMBIA/OCTOBER 3,1985 (FILE NAME :TA812)

TABLE 12
FOREIGN ASSET POSITION OF BANCO DE LA REPUBLICA

(MILLIONS OF US DOLLARS)

----------------------------------------------------------------------------------

TOTAL SHORT-TERM RATIO OF
END FORE16N FOREIGN EXTERNAL
OF ASSETS OF LIABILITIES OF NET ASSETS TOTAL TOTAL DEBT TO

TEAR BANK OF THE BANK OF THE OF BANK OF RESERVES EXTERNAL RESERVES
REPUBLIC 11 REPUBLIC 2! REPUBLIC MINUS GOLD 3/ DEBT 4/ MINUS GOLD

-----------------------------------------------------------------------

1969 230 132 98 195 1128 5.78
1970 219 67 152 189 1299 6.87
1971 229 56 173 188 1805 9.60
1972 356 14 342 309 2446 7.92
1973 536 34 502 516 2725 5.28
1974 456 37 419 431 3179 7.38
1975 541 5 535 475 3429 7.22
1976 1182 6 1176 1101 3638 3.30
1977 1899 6 1893 1747 3763 2.15
1978 2567 11 2556 2366 3981 1.68
1979 4181 7 4174 7844 5210 1.36
980 5532 4 5528 4831 6367 1.32
981 570 3 567 4801 8753 1.82

1982 4959 2 4958 So1 10326 3.61
1983 3077 94 2983 J11 11393 5.99
1984 1685 82 1003 1364 12516 9.1B

------- ---------------------------------------------------------------------------

I -Obtained -rom IFS, line 11.
2 -Obtained trot IFS, line 16C.
3-Obtained fros IFS, line ll.d.
4-Obtained iro table 1.

I



COL3MB'A FLE NAME : GDI K1

S ROSS COMEST1C INYESTMENT
1960-1984

TOTAL FRIVATE LiBL1C TCTAL FRI)ATE PUBLIC

MILLIONS OF PESOS RATIO TO GDP
YEAR ---------------- --- ----

196C 5158 4399 759 I 16.2 2
1961 5937 4858 1078 7

5990 4771 12A.
196& 7366 6059 13
:964 8999 7524 474 4 1Z., 2.7
1965 10073 3323 .5
A966 14103 11244 2 3 15..
i967 145371 1730

14102 J ,4 14.4 .1
1969 2275 15056 !8 2.3 13.3 5.5

19735 .214.9 5.4
34 4 3,5 199

4009 6 , c

173 44425 23469 - 17
;-4 5;' ,4784 

4.
88'8 48344 4 4 71.

34w4

l- 7C 1

27

---- --- --- ---- --- --------------
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SPOSS NATIONAL SAVING
190-1984

TOTAL PRIVATE PUBLIC TDTAL PRIvATE P L C

MILLIONS OF PESOS RATIO TO GDP
YEAR ---- --- ------------

1960 4859 3691 1167 17.8 13.6 4.3
1961 5027 4061 966 16.2 1.1 3.1
1%2 5229 4652 577 15.0 13.4 1.7

163 6056 5484 572 *.7 12.4 1.3
1964 7409 5609 1800 !7.5 10.2 3.3
1%5 9222 7168 2054 14.9 1.6 7.3

1%6 '0679 7510 3169 14.3 10.0 4.2
1967 13329 9311 4019 15.3 11.0 4.8
1368 15863 10672 519: . 10.9 5.3
969 17326 10028 728 5.3 8.9 6.5

1970 20802 14101 6701 15.7 10.6 5.0
971 2072054 o120 .. 4 3.3
1972 29529 2264 6565 .12. 3.5
1973 42304 32995 c4$9 2.4 2.5
:974 5882! 43409 154:2 18.2 13.5 4.8
975 5051 424 7 22531 :. 10. 5.6
77 99237c 353 . 4 ,.2

iq- 
-7

i-77 I4 91 .,5 I C' 7 9. .

6 -6 4,7

--- ------ --- -- -- -- -- --- --- - -- - -- --- - --- -- - -- - -- - - -- ---

--------------------------------------- - - - -
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BASIC INDICATORS

Data on a number of basic indicators was requested in Section

I. They can be found in the text as noted below:

* Real GDP growth rate per annum Table 1, Figure 1

a Trends in per capita consumption Table 4

o Trends in investment and savings Annex 3

a Debt to export ratios Table 7

0 Interest payment to export ratios Table 7

* Debt to GNP Table 2

* Interest payment to GNP Table 7

o Debt service ratio Table 7

o Net capital outfolws/capital flight

Terms of trade Table 3

* Growth rates of imports and exports Annex 3

O Current account balance Figure 3, Annex 3

O Fiscal deficits Table 5
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