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Preface

This report presents the results of a study of the Netherlands' programme aid to Bolivia
during the 1982-95 period. The study is a component of an overall evaluation of Dutch
development assistance to Bolivia. Programme aid amounted to Dfl. 243 million, being
nearly one third of al aid by the Netherlands to Bolivia.

When democracy wasre-established in Boliviain 1982, the Netherlands provided balance
of payments support to assist the new democracy. Fertilizers and medicineswere donated
first, followed by other categories of programme aid, such as debt relief and sectoral
budget support, once Boliviaembarked on its economic reform programme.

The study examined three different instruments:

— balance of payments support through commodity aid;

— balance of payments support through contributionsto relieve the externa official debt;
— sectoral budget support for the social funds.

The objectives of programme aid have changed over time, from providing rapid balance
of payments support to an instrument in support of macroeconomic policy. Both macro
and micro-level analyses were carried out.

The report consists of four main parts. The first part provides a contextual framework
outlining the economic development of Bolivia and its structural adjustment programme
in particular. The second part presents an evaluation of the import support programme,
with particular reference to medicines and fertilizers. Thirdly, the contributions to debt
relief are evaluated, focusing on the buy-back of commercial debt; and fourthly, the
support provided to the socia (investment) fundsis analysed.

The study was conducted by the Policy and Operations Evaluation Department (10B), an
independent department within the Ministry of Foreign Affairsresponsiblefor evaluating
foreign policy andin particular development aid provided by the Netherlandsgovernment.



iv Preface

It was directed by Georg Frerks of the IOB and coordinated and elaborated by Willem
Cornelissen of the Netherlands Economic Institute.

The study was assisted by two advisory groups, onein Boliviaand onein the Netherlands,
comprising government authorities and external experts, which commented on the terms
of reference and the consultancy reports of the various studies. The contents of the report,
however, are the sole responsibility of 10B.

Director, Policy and Operations Evaluation Department
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Summary and main findings

1 I ntroduction

Bolivia's transition from military rule to democracy (1982) was followed by a severe
economic and monetary crisis (1982-85). After years of imprudent macroeconomic
management, leading to hyperinflation, an orthodox economic stabilization programme
was initiated in August 1985. The economic reform package was partly conditioned by
the World Bank and the International Monetary Fund (IMF). Their support paved the way
for further donor involvement. From that moment on, Bolivia has received significant
multilateral and bilateral assistance in the form of both grants and loans.

Development aid comprises basically two types of intervention: project aid and pro-
grammeaid. Project aid isdirectly aimed at specific well-determined individual activities
(projects), while programme aid consists of “all contributions made available to a recipi-
ent country for general devel opment purposesi.e. balance-of-payments support, genera
budget support and commodity assistance, not linked to specific project activities’ (OECD
1991:5). Programme aid basically supports the social and macroeconomic policy of the
recipient country, by making available foreign exchange either at a general level (e.g.
debt relief) or at a sectoral level (e.g sectoral budget support) and it can be provided
either bilaterally (e.g. import support) or multilateraly (e.g. co-financing of structural
adjustment programmes). Usually, programme aid generates financial resourcesin local
currency, known as countervalue funds.

The Netherlands policy on programme aid has its origins in a support programme (in-
troduced in 1975) aimed at those countries that were hardest hit by the energy crisis
at the time. The programme provided one-off injections of resources suitable for rapid
disbursement and usually channelled through multilateral organizations, in particular to
countries with which no permanent bilateral cooperation programme existed. In 1977 a
specia budget category was created to provide balance of payments support, which did
not form part of any longer-term policy concerning those countries. From 1986-87 on
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account was taken of the extent to which the policies of recipient countries were geared
towards achieving enduring economic recovery. In practice, this implied that the recip-
ient country had started a process of stabilization and economic adjustment, usually in
accordance with the policies recommended by the IMF and the World Bank. This Dutch
policy was expressed by co-financing arrangements with the World Bank in support of
economic adjustment programmes (to Boliviafor an amount of Dfl. 19.1 million). More
precise criteria on programme aid were devel oped during the early 1990s. In addition to
economic reforms, sustainable devel opment and good governance were also considered
criteria for efficient programme aid (DGIS 1994:25-29). The instruments changed as
well: while during the 1970s and early 1980simport support was predominant, debt relief
and (sectoral) budget support gradually came to replaceit.

The proceeds (in local currency) from the sale of donated goods (the monetization) by
the government of the recipient country are known as countervalue funds. Since 1984
guidelines of the Directorate General for International Cooperation (DGIS) require that
countervalue funds flow into the public budget and that the Netherlands does not exert
any control over the use and destination of these funds.

This report presents the results of an evaluation of Dutch programme aid to Bolivia
during the 1982-95 period, covering disbursements of Dfl. 243 million, which amount
to approximately one third of the total development assistance to Bolivia. Annually,
the Netherlands contribution represented on average 6% of al programme aid from all
sources to Bolivia. The evaluation covered the relevance of programme aid to identified
problems, and to Bolivian and Dutch policies, as well as its effectiveness, efficiency and
sustainability. Only the direct effects (products) of programme aid have been assessed,
since the impact, or the causality between Dutch aid and the economic performance of
Bolivia is hard to trace and to prove. The performance of the economy as a result of
the stabilization and structura adjustment programme has been analysed as a reference
framework only. Apart from the macroeconomic evaluation, micro-level analysiswascar-
ried out in the case of fertilizer aid and the support to the social fundsin the Cochabamba
and Potosi departments. The selection of these departments was in accordance with the
research areas chosen for the other components of the evaluation of Dutch devel opment
cooperation with Bolivia. The validity of the conclusions is restricted to the Bolivian
situation and should not be interpreted as applicable to programme aid in general .

The Netherlands has financed the following four types of programme aid to Bolivia:

— balance of payments support through import supplies, amongst others medicines, fer-
tilizers, aircraft and spare parts, electric light bulbs, and agricultural equipment;

— balance of payments support through debt relief. Thisincludesin particular contribu-
tions to buy-back operations of commercial bank debt and contributions to reduce the
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bilateral debt service burden. Since 1995, the Netherlands has provided fundsto enable
Boliviato comply with its multilateral debt service obligations;

— sectoral budget support, in particular contributionsto socia safety nets, initialy to the
Social Emergency Fund (FSE) and later the Social Investment Fund (FIS);

— the co-financing of a structural adjustment credit with the International Devel opment
Association (IDA; World Bank).

Only the first three components have been evaluated by the IOB. Table 1 presents an

overview of the Dutch programme aid to Bolivia.

Tablel  Overview of Dutch programme aid to Bolivia 1982-95

Year or period Activity Disbursement

in Dfl. million %

Import support 96.7 39.6
1983, 1984, 1990 supply of medicines 8.8
1982-91 supply of fertilizers and other agricultural
inputs 56.9
1984, 1986 delivery Fokker F-27 and spare parts 135
1986 supply of electric bulbs Philips 3.0
1986 reimbursement of steel pipes Y FPB* 11.0
1991 supply of agricultural equipment 35
Debt relief 80.1 32.8
1987-92 buy-back commercial debt titles 44.3
1992 other debt relief 8.5
1995 multilateral debt relief 27.3
Sectoral budget support
1986-92 support to social funds 37.9 15.6
Other programme aid 29.2 12.0
Total 2439 100.0

*Yacimientos Petrol’ Iferos Fiscales Bolivianos (the Bolivian Oil Company).

All import support was implemented bilaterally, while 28% of the debt relief, all sectoral
budget support and 70% of other programme aid (in terms of disbursements) were
provided through joint co-financing arrangements with the World Bank.

In 1982 no bilateral cooperation programme between the Netherlandsand Boliviaexisted.
Since the Dutch government had expressed its willingness to support the new democracy,
which faced severe economic problems, only the conditions of the balance of payments
support programme alowed a relatively quick disbursement to Bolivia by means of
commodity aid. Fertilizers and medicines were donated and until 1987 import support
continued to be the principal instrument of Dutch development assistance to Bolivia.
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2 Import support

General import support aims to reduce shortages of imported goods and to increase the
existing production capacity within the economy. Import support or commodity aid was
considered a currency instrument for balance of payments support, since it would reduce
the need of the recipient country to use foreign exchange for commercia imports of
the same goods. In Bolivia, most of the donations went to two sectors:. the agricultural
sector (fertilizers, agricultural equipment, insecticides) and to the health sector (medical
supplies). Until 1987 goods were also supplied that were not directly related to these
sectors, such as a Fokker aircraft and Philips low energy bulbs. Dutch import support
represented on average 5% of import support received by Boliviafrom all sources during
the 1982-95 period.

Medicineswere donated in 1983, 1984 and 1990 to the Bolivian Ministry of Health. Most
medicines supplied in 1983 and 1984 were destined for free distribution by public health
centres, according to the government’s health policy at that time. The second donation
consisted of essential drugs (drugswithout abrand name and composed of activeelements
only), which was new to Bolivian public health care at the time. Although the donation
was rather small in value (Dfl. 850,000), it provided an impulse to the formulation of a
new medicine policy. In 1990 a new donation of essential drugs took place, this time
as a component of a co-financed institution-strengthening project implemented by the
Pan-American Health Organization (PAHO). The use of essential drugs has become a
key feature of the Ministry of Health’'s medicine strategy. With the introduction of a
cost recovery mechanism, the sales of the medicines have capitalized a Revolving Fund,
which alows the Ministry to procure essential drugs without external aid.

The donation of fertilizers was one of the first bilateral aid activities by the Netherlands
in Bolivia. The objectives formulated for the fertilizer aid were to reduce the deficit on
the balance of payments, to contribute to food security at a national level and to increase
productivity, rural income and food security at farm level. The first donation of 10,000
metric tonnes exceeded national requirements at the time. For a decade the Netherlands
and Japan were the main suppliers of fertilizers to Bolivia. Between 1982 and 1995,
Boliviareceived 123,473 mt of fertilizersin donated supplies, of which 51% was donated
by the Netherlands. In the course of time the donations were received by and distributed
by four different public bodies. Over aperiod of ten yearsthe Netherlands donated 62,926
mt, valued at Dfl. 56.9 million. After the Dutch supplieswere discontinued in 1993, Japan
replaced them immediately, by increasing the volume of its donations.

Fertilizer was distributed in six departmentsin the Altiplano, mainly among smallholder
farmers (campesingysat prices which were usually were below the import parity price.
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Since the Dutch supplies accounted for 40-50% of total fertilizers available on the mar-
ket, they were ‘price-setters’. Distribution was organized by the public sector, initialy
in ajoint effort with a number of non-governmental organizations. The principal com-
mercial importers and deal ers discontinued their activities, since they could not compete
with donated fertilizers. A new network of micro-distributors emerged, which provided
better accessto mineral fertilizersin the rural areas. The 1996 fertilizer market situation
showed distortions and imperfections, which—to alarge extent—have their originin the
international donations.

In 1984, the Bolivian authorities requested funds for the acquisition of two second-
hand Fokker F-27 airplanes. After an initial refusal, the prospective military recipient
organization was replaced by the civil airline LIoyd Aéreo Boliviano (LAB) and, after
two Bolivian aircraft crashed, authorization was given to donate one airplane. In 1986,
a second Fokker airplane was requested, as well as spare parts for the airplanesin use.
DGIS refused the request for the aircraft, but spare parts were authorized. Though the
budget was increased, the Fokker company delivered spare parts (1987) valued well in
excess of the approved budget.

In 1986, the National Electricity Company requested Philips (low energy) electric bulbsto
be used for street-lighting. One hundred and fifty thousand Philips lamps were procured.
The Bolivian Ministry of Planning and Coordination required that the bulbs should
generate countervalue funds, and dictated the selling price. This price exceeded the
electricity company’scapacity to usethe bulbsfor street-lighting and it wasdecided to sell
the lamps to the public in general, but prices were considered to be unattractive. In 1992,
the lamps were transferred to the FIS, without the obligation to produce countervalue
funds. In late 1996 about one third of the bulbs were still in stock.

In 1986, DGISinformed the Bolivian authorities of the reimbursement option for invoices
for importsfrom eligible source countries. The purchase of steel pipesby the Bolivian Qil
Company from a Mexican company was reimbursed for Dfl. 11 million. Dfl. 7 million
in Dutch currency was used immediately to prepay the acquisition and installation of
electrical turbines from Dutch companies.

In 1987, in the aftermath of one of the worst droughts in Bolivia's history, a request
was made for the donation of agricultural equipment, in particular water pumps for rura
areas. After long delays, misunderstandings and administrative problems 1,825 pumps
were delivered four years later. Due to over-estimations in the cost calculations about
three times as many pumps were supplied as were requested by Bolivia. The unit price of
the Dutch pumps, supplied with tubes which were too short to reach groundwater levels,
appeared to be higher than ones which had become available on the Bolivian market
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in the meantime. Additional tubes were supplied in order to improve the marketing
opportunities, but weaknesses in the marketing capacity by the Ministry of Agriculture
compelled to delegate selling in consignment to the private sector. Prices dropped to about
one fifth of the cost price. Nevertheless, until 1996, only small numbers of pumps had
been sold and only 11% of the anticipated counterval ue funds had been generated.

The policy relevance of import support

Policy relevance has been assessed in relation to existing problems (i), as well as in
relation to the policies set by both Bolivia (ii) and the Netherlands (iii ).

(i) Policy relevance in relation to existing problems was high in the case of medical
supplies. The extremely bad health situation in the country, with health indicators far
below Latin American averages and a government budget eroded by hyperinflation and
unable to procure relatively highly priced brand medicines, justified external support.

Opinionsvary regarding the relevance of fertilizer aid to existing problemsin the agricul-
tural production systems, aswell asto the survival strategies of smallholder producersin
the Bolivian highlands. On the one side traditional methods of maintaining soil fertility
(fallow land, organic manure) became difficult to sustain due to population pressure, and,
as aresult of development projects, part of the smallholder producers had become ac-
guainted with the use of mineral fertilizers. On the other hand, investmentsin purchased
inputs do not alwaysfit into the risk management strategies of smallholdersin the Andes.
In addition, sound soil fertility analyses in Bolivia were scarce during the period of the
fertilizer aid, so adequate types of fertilizers and application rates were insufficiently
known.

The aircraft and spare parts were relevant in solving an immediate problem; the electric
bulbs and reimbursement of invoices of the procurement of steel pipes were lessrelevant
inthat aspect, although thefirst could potentially have saved foreign exchangeby reducing
energy imports. The supply of water pumps had a high priority during and immediately
after aperiod of severe drought, but when they finally arrived in Bolivia, that relevance
had been |ost.

(i) From 1986 onwards, the heal th sector was always considered apriority by the Bolivian
government. The socia investment funds (social safety facilities) allocated a substantial
part of their resources to improve health facilities. Dutch donations contributed to the
formulation of new public medicine supply policies, based on essential drugs and cost
recovery and were very relevant in relation to Bolivian policiesin that respect.
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Fertilizers were of hardly any relevance to the macroeconomic or sectoral policies of the
Bolivian government. During the entire period of fertilizer supplies, Bolivia never had
a well-defined policy for its agricultural sector while, within the structural adjustment
programme, no particular role was attributed to the agricultural sector and no particular
policy was formulated for the smallholder sub-sector until early 1996. On the contrary,
supporting services to the smallholder sector were curtailed in the context of the stabi-
lization programme. Neverthelessthe Bolivian government later requested fertilizers and
regretted the discontinuation of the supplies. Both the aircraft and the water pumps had
ahigh priority for the Bolivian government, and the electric light bulbs less, but none of
these supplies fitted in with specific policies.

(i) In relation to the Netherlands policies, medicine supplies were relevant since they
directly benefited low income and vulnerable groups in the population. Also fertilizer
aid and agricultural equipment were relevant, because they not only contributed to the
balance of payments, but were also rel ated to the obj ective of poverty alleviation, aiming at
the poorer campesingsmallholder) producers. The airplane was initially considered not
eligible as balance of payment support and was not relevant to the Netherlands policies,
neither were the eectric light bulbs.

Overall, the supplies under the import support programme were usually not the result of
policy priorities set by the Bolivian or Dutch governments. Medicine supplies proved to
be relevant from different viewpoints, while fertilizer aid was mainly relevant in relation
to Dutch policy. Other supplies were addressing ad hoc needs, without major policy
implications.

The effectiveness of import support

The effectiveness of the import supplies was analysed at the macroeconomic and micro-
economic level.

At the macro level, the key issue is whether the donations were fungible or additional.
Fungibility, which contrasts with additionality, refersto the extent to which aid takes the
place of expenditures which the recipient country would have made in any event, using
either its own resources or other donor resources. In that case the donor support makes
it possible to employ the recipients means for alternative, usually unknown, purposes.
To measure effects becomes difficult in these cases, since they may manifest themselves
elsewhere in the economy. If, on the contrary, a donation is additional, direct effects can
be traced in the sector or on the end-users.

Thevalue of thetotal import support programme never represented over 0.5% of national
annual imports. The macroeconomic effects of medicine supplies were minimal, since
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the amountsinvolved were rather small. The donations were partially fungible, replacing
imported brand medicines. Savingsin foreign exchange have been estimated to be equal
to the value of the donations.

Of thefertilizer aid, 30—40% of the volume might have replaced imports that would have
taken place anyhow; approximately 60% should therefore be considered additional, aso
in terms of availability to the campesinoOf the other supplies, all should be considered
additional, with exception of the aircraft, which would most likely have been procured by
the Bolivian government anyhow. Apart from those generated by theaircraft, countervalue
funds supported the public budget hardly or not at all.

Other macro-level effects include those on policy formulation and on institutional capa-
city. While the medicine donations contributed to policy formulation on essential drugs
and public health medicine supply (e.g. cost recovery), the fertilizer aid led to a special
fertilizer project by the Food and Agriculture Organization (FAO) and contributed to
the formulation of projects aimed at aternative methods of fertilization. However, these
efforts did not result in clear policies and guidelines regarding the handling, distribution
and use of fertilizers. Institutional capacity was improved by the medicine supplies, in
particular the 1990 donations, which formed part of an institutional strengthening pro-
gramme. Fertilizer aid contributed to some strengthening of the institutional capacity of
the public sector as well, but the effects were not lasting due to changesin the organiza-
tional structure of the public sector. The other supplies did not have any effect on either
policy formulation or institutional capacity.

At the micro level, the potential effectiveness depends to a large extent on the capacity
of the recipients to make appropriate use of the donations. This was definitely the case
with the medicine supplies, which provided poor rural and urban population groups with
access to medicines and preventive health care facilities. The donations of medicines
never competed with local commercial dispensaries or affected the sales of national
pharmaceutical |aboratories. On the contrary, the essential drugs opened a new nichein
the market, also providing the commercial pharmacies with new ‘clients’. In the case
of fertilizer aid and agricultural equipment, the smallholder producers (and with them
the agricultural sector) would have benefited more if the fertilizer donations had been
part of an integrated policy including price policies, extension and credit facilities and
other supporting services. While initially some of these facilities existed, they were
dismantled during the stabilization process (the Agricultural Bank was closed and the
public extension system was reduced to a minimum). Fertilizer aid did have an effect
on the agricultural sector, since the donations provoked a more widespread adoption of
mineral fertilizers, also by smallholder producers, athough fertilizer use comparable to
other countriesin Latin Americawas never reached. An unintended effect of thefertilizer
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donationswasthe nearly total elimination of the commercial import sector for agricultural
inputs. A positive effect has been the development of an—informa—retail network in
rural markets, giving smallholder producers better accessto fertilizers.

Mineral fertilizer used by smallholder producers had a positive impact on their financial
income, since its application led to positive gross margins on some smallholder crops, in
particular potatoes. Fertilizer use had almost no effect on the diversification of production,
nor did it have a significant effect on the nutritional status of the smallholder producers
diet, sincetheincreased incomewas used for transport, cattle and clothes. Cash crops, like
potatoes and wheat, replaced crops for household consumption. In practice thisimplied
ashift from local varietiesto varieties with a higher demand on the market.

Both positiveand, in exceptional cases, negative environmental effectsrelated tofertilizer
use have been observed. In general, agricultura producers use small quantitiesof mineral
fertilizers and negative effects occur only in areas with insufficient precipitation. Women
interviewed had a good knowledge of fertilizer use. Although fertilizer application in-
creases their workload, it is rewarded by a higher cash income; they had a favourable
opinion on the use of mineral fertilizer.

Until 1992, that is during almost the entire period of the import support programme, the
administration of counterval uefundslacked transparency, becausethey wereregistered on
separate accounts and not used for expenditures budgeted for on the public account. The
alocation of the countervalues (strengthening the counterpart institutions, projects and
the social funds) was either agreed upon between the Netherlandsand Boliviain advance,
or decided upon ad hoc. These agreements on the allocation of the countervalues were
not in accordance with the Dutch practice of avoiding the double tying of aid. The more
recent Dutch policy of non-interference in the destination of countervalue funds was
interpreted by the Bolivian authorities as a lack of interest and concern.

Overdl, the macro-level effectiveness of import support was modest. The effect on
the trade balance was insignificant, but foreign exchange was saved or could be used
elsewhere. On average the countervalue funds represented nearly 62% of the cost price
of the goods supplied. This was 99% of the estimated generation of funds, as it was not
intended to recover thefull cost price. Countervaluefundsdid not help to alleviate pressure
on the public budget, because most were administered on special accountsaccessibleonly
to the counterpart institutions. Notwithstanding the fact that both medicine supplies and
fertilizer aid were only partially additional, most effects were observed at the micro level.
The donation of the agricultural equipment and electric light bulbs had no significant
positive effects at all.
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The efficiency of import support

Since commodity aid is not exclusively a macroeconomic instrument and has—at the
microlevel—characteristics comparableto project aid, similar appraisal procedureswould
have been justified. Field appraisals were not among the standard procedures of the
balance of payments support programme. Markets and the technical specifications of
the import goods were either unknown or disregarded. Due to this lack of appraisal, the
supply of water pumps with technical specifications unsuitable for Bolivian conditions
was inefficient and the supply of electric light bulbswas a so inefficient, since the market
was unknown.

In general, the procurement of the supplies was efficient in value-for-money terms. This
applies in particular to medicine procurement, where the shift from brand medicines to
essential drugswas amajor gain.

Despitethelack of information on soil, theright type of fertilizer formulaswere procured,
suitable for most types of soil and with ahigh nutrient content, which partly compensated
for the high international transportation costs. Fertilizer purchases, in particular urea,
could have been more economical if they had taken place in Latin America and if
(initially) other international transport routes had been used.

The timing of the supplies was initially based on the availability of funds from the
Dutch budget, but improved over the years and was set in accordance with Bolivian
requirements. The Netherlandstechnical missionin Bolivia provided adequate assistance
and a permanent follow-up, in particular on the fertilizer supplies. Inefficiencies were
observed in the public distribution and marketing systems (in particular for agricultural
equipment), also due to frequent changesin organization.

The sustainability of import support

Sustainability at the sector level was high in the case of medical supplies, where thanks
to a cost recovery mechanism, sufficient funds were generated for imports and local
purchaseswithout external support. Theimport support hel ped to strengthen the provision
and distribution system for public medicine and emphasized new concepts and policies,
which have resulted in a sustainable supply system. Because medicine supplies fitted
in with specific policies set by the Bolivian government, the medicine supply system is
considered more sustainable than the one for fertilizer.

Inthe caseof fertilizer aid the sustainability aspect was never taken into consideration. No
efforts were made to contribute to or to create sustainable procurement and distribution
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systems within the public sector, while the private sector was weakened as a result of
the donations. Both the economic and ecological sustainability of fertilizer use by small-
holder producersin the highlands depend mainly on the climatic conditions (in particular
precipitation). Campesingroducers who produce predominantly for the market (in par-
ticular seed potatoes) obtain sufficient gross margin to continue procuring fertilizers. This
is not the case for those farmers who produce predominantly for their own consumption.
In Bolivia, there are few ecological risks caused by mineral fertilizers, sinceinput is still
extremely low.

Since the donated aircraft was operated on routes not attended by commercial airlines,
its economic sustainability was initially questioned. However, costs have been recovered
and the airplaneis still in use.

3  Debtrelief

Debt relief isaform of programme aid not tied to specific goodsor services. It may entail
debt forgiveness (or restructuring) of either the principal (or part of it), or the servicing
obligations (amortization and interest payments). It is a form of balance of payments
support, since foreign exchangeis being saved, and the funds reserved for servicing the
debt can be used for other purposes.

Depending on the source of the funds, public and publicly guaranteed debt is usually
subdivided into multilateral, bilateral or commercial (private bank) debt. A specific cate-
gory is concessional debt, which takes the form of credits from official lendersat Official
Development Assistance (ODA) terms (i.e. loans with at least an origina grant element
of 25%).

Bolivia contracted most commercial loans during the military regimes of the 1970s and
the early 1980s for investmentsin mining, the petroleum sector, transport and commun-
ication. Bilateral loans were contracted during the same period for economic and social
projects, such as airport construction, the telephone system, railway improvements and
integrated rural devel opment projects. Before 1985, multilateral loanswere contracted for
investmentsin infrastructure (roads, bridges) and after 1985 for the economic stabilization
and adjustment programme and its corresponding sectoral reforms.

Until 1982, Baolivia's external debt was relatively modest compared to other Latin Amer-
ican countries. From 1985 onwards, a substantial part of the economic adjustment pro-
gramme had been financed with external loans. The evolution of Bolivia's external debt
is presented in table 2.



12 Summary and main findings

Table2  Evolution of Bolivia's external debt in selected years (in US$ million and in
per centages) according to the Central Bank of Bolivia

Year Commercial Bilateral Multilater al Total

1980 989.7 625.5 604.9 2,220.1
(44.6%) (28.1%) (27.2%)

1985 752.2 1,669.9 872.3 3,294.4
(22.8%) (50.7%) (26.5%)

1990 2675 1,806.2 1,705.2 3,778.9
(7.1%) (47.8%) (45.1%)

1995 33.0 1,815.0 2,679.2 4527.2
(0.7%) (40.1%) (59.2%)

Source: Central Bank of Bolivia 1993 and Villegas and L oza 1996.

The data show the trend of rapidly decreasing private bank debt, falling from almost half
of the total debt in 1980 to a present 1% and increasing multilateral debt, rising from
27% in 1980 to almost 60% in 1995.

In 1995, Balivia's principal creditor was the Inter-American Development Bank (IDB)
with 32% of the total debt stock, followed by the IDA with 17% and the Investment
Corporation of the Andes Pact (CAF) with 5.7%.

All official bilateral debt owed to the Netherlands by Bolivia has its origin in export
transactions for six Fokker airplanesin 1979 for an amount of Dfl. 92 million, publicly
guaranteed by the Netherlands Credit Insurance Company (NCM). The Netherlands has
never provided concessional (ODA) loans to Bolivia. The non-concessional part of the
bilateral debt has always been dealt with within the context and conditions set by the
Paris Club. At the end of 1995, Bolivia reached a definite solution (known as an ‘exit
agreement’) with the participant countries of the Paris Club, which conceded areduction
of 67% of the bilateral debt stock contracted before 1985.

Soon after the international debt crisis of 1982, a secondary market devel opedin (private
bank) debt titles (promissory notes). The international banks sold thesetitles to investors
for areduced price, who exchanged the notes with the Central Bank of Boliviafor local

currency at a discount. To the private bank the advantage of the deal was the reduction
of its dubious debt portfolio, while the investor’s advantage was in obtaining national

currency at adiscount. National currency was needed for local payment obligations (e.g.

payment of wages), so lessforeign exchange had to be used for that purpose. The Central

Bank’s advantage was that it ‘bought back’ its debts, thereby reducing its (present and
future) servicing obligations.
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In 1987, the Dutch government madeforeign exchangeavailableto Bolivia, which allowed
the country to enter into ‘ buy-back’ operations of commercial debt titles at no cost, since
the donor funds replaced the payments in national currency that would otherwise have
been made to investors. At the same time, Bolivia was preparing a proposal to the IMF
to set up a Trust Fund for the buy-back of the commercia debt. Due to communication
problems and delaysin the Bolivian initiative, DGIS instructed the Dutch bank NMB to
purchase titles directly on the secondary market. After afirst purchase by the NMB, the
remaining funds from the Netherlands were deposited in the IMF Trust Fund, enabling a
more massive buy-back operation afterwards.

The Netherlands' deposit was the first donor contribution to the IMF Trust Fund, and
was used by the Bolivian authorities to persuade other donors to make deposits as well.
After 1989, Bolivia intended to reduce the remaining commercia debt by making use
of the IDA Debt Reduction Facility. With contributions from the World Bank, Sweden,
Switzerland and the Netherlands, Boliviaeliminated almost all commercial debt from its
portfolio.

The policy relevance of debt relief

In 1987, the relevance of the external debt relief to the debt servicing problem was very
high, since Bolivia had declared itself unable to service the commercial part of its debt
(1984). Alsoinlater yearsthe IMF and World Bank considered the debt overhang amajor
bottleneck to economic growth, since the debt service obligations replaced necessary
government expenditures on imports and investments.

Therelevancefor Bolivian development policiesis closely related to the macroeconomic
reforms, in particular the structural adjustment programme. The Netherlands contribu-
tions supported these policies and were relevant, in particular during the stabilization
effort (1986-87). Commercial debt relief, as donor aid initiated by the Netherlands,
paved the way for others and even contributed to the introduction of new multilateral
financing instruments, such as the IMF Trust Fund. It also enabled the Bolivian govern-
ment to contract additional loansto be used for theimplementation of sectoral adjustment
programmes.

Although, after 1987, debt relief was mentioned as one of the instruments of the balance
of payments support programme, most policy papers and documents on debt alleviation
were formulated when the contributions to debt relief in Bolivia were ongoing or had
even been completed. Debt relief was relevant according to the general policies set by the
Netherlands in the document “A World of Difference” (1990), which emphasized the use
of cooperation funds as a catalyst, for examplein the purchase of commercial debt titles.
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In the case of Bolivia, the interesting feature is that the idea of repurchasing titles on
the secondary market with donor funds did not originate from the international financing
institutions, but from Bolivia and the Netherlands.

Another type of policy relevance is that various sources explicitly stressed the relation
between the leading role played by the Netherlands in debt relief and the support for
democracy in Bolivia. After decadesof political instability, the position of the democratic
government was immediately undermined by the economic crisis, of which the excessive
debt burden formed part. The Netherlands support, as the first donor country, for the
policies of the Baolivian government on its debt crisis signified more than just economic
assistance: it was asignal in support of democracy.

The effectiveness of debt relief

The effects of Dutch contributions to debt relief cannot be distinguished from those of
other bilateral donors or financing institutions. During the 1985-95 period, the Bolivian
debt portfolio showed a sharp reduction in commercial debt (thanks to buy-backs and
conversions), a modest reduction in relative terms in the bilateral debt (debt relief and
the simultaneous contracting of new loans), and an increase in the multilateral debt,
due to new loans contracted to finance economic and social reform programmes (see
table 2).

TheNetherlandsinitiativesto repurchase commercial debt titles(1987) and the subsequent
deposits in the IMF Trust Fund and IDA Debt Reduction Facility for the same purpose
were effective. With the direct buy-back US$ 15.9 million in debt titles were taken out
of the market. The direct purchasing by the NMB was new, but it was also dangerous
becauseit could have caused specul ation onthe market. In general, purchaseswith smaller
amounts are avoided and a ‘once and for al’ strategy is preferred. With resources from
the IMF Trust Fund, Bolivia was able to repurchase titles with a nominal value of US$
243.1 million. Through the IDA Debt Reduction Facility another US$ 191 million could
be eliminated. In 1995 Boliviahad almost no commercial debt left. Within the framework
of the Paris Club, the Bolivian debt to the Netherlandswas reduced by approximately half
(from Dfl. 96 million in 1985 to Dfl. 46.7 million after the Paris Club V1 exit agreement
in 1995).

More important than the changes in the total debt is the country’s capacity to comply
with its servicing obligations. This capacity is expressed by a number of indebtedness
indicators, which show a mixed record during the 1985-95 period, as shown in table 3.
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Table3  Development of indebtednessratios according to the Central Bank of Bolivia

Year TDS/XGS EDT/XGS TDS/capita EDT/GDP
(%) (%) (US3) (%)

1985 33.1 440.1 594.4 51.3

1990 233 386.2 616.7 68.1

1995 2338 363.1 643.1 755

Source: Based on data from the Central Bank of Boliviaand Delgadillo 1994.

TDS: Total Debt Service on long-term debt (data from the Central Bank of Bolivia include only long-term
debt); EDT: External Debt Total; XGS: Exports of Goods and Services; GDP: Gross Domestic Product.

Notwithstanding a modest improvement in the principal indicator (total debt serviceasa
ratio of export earnings), the net effects of debt relief (commercial and bilateral debt) were
largely balanced out by new obligations (bilateral and multilateral debt). The increasing
total debt as a ratio of the Gross Domestic Product and per capita seems to indicate
that the growth in the economy is being financed by—at least—a similar growth in
foreign indebtedness. The debt reduction provided relief to the National Treasury sinceit
contributed to amodest drop (about 3%) in the debt servicing burden onfiscal expenditure.
Not shown by the indicatorsis the fact that Bolivia refinanced its non-concessional debt
with loans on concessional terms, mainly from multilateral sources.

The debt relief activities contributed to the restructuring of Bolivia's debt portfolio,
leading to an increasing share for multilateral debt. Since most multilateral loans were
contracted on concessional terms, the change was favourable in financial terms, but also
implied a higher degree of dependency on a limited number of international lending
institutions. Since the start of the structural adjustment programme the same institutions
have played an important rolein the definition of national devel opment policies. Reliance
on a limited number of financing institutions does not contribute to a higher level of
economic, financial and political independence.

The efficiency of debt relief

Debt relief activities have been efficient in terms of timing and the use of financial
resources. In particular the use of funds for buy-back operations has been very efficient
in terms of opportunity costs. In fact, no aternative use could have been more efficient
at the time. The Netherlands has proven to be a frontrunner on debt relief activitiesin
Bolivia. Donor coordination is arequisite for efficiency in debt relief activities. Initialy,
in the case of commercial debt relief, donor coordination was rather modest and the
Netherlands direct buy-back of commercia debt did not fit in with the strategy of the
IMF. However, it worked out well and the Netherlands was complimented for having
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opened up new options and for having sounded out the market. A limiting factor for
the Netherlands was the absence of formal representation in Bolivia, so contacts were
rather indirect. Concerning bilateral debt, the Netherlands coordinated with other creditor
countries within the Paris Club.

The sustainability of debt relief

An indebtedness strategy should focus on achieving a sustainabl e balance between long-
term debt-service obligations and the potential (future) carrying capacity of the economy
(and the Treasury) to repay this debt. Despite the fact that Boliviahas pursued a policy of
reducing its current foreign debt and has improved the lending conditions in the course
of time, it has not laid down its own criteria or indicators to determine sustainable levels
of indebtedness.

In 1995, the Paris Club members believed that Bolivia would soon obtain a sustainable
debt profile and therefore opted for an exit agreement. IMF and World Bank projections
at that time were also positive. However, a 1996 debt sustainability analysis indicated
that Bolivia did have a better debt profile than in 1985, but still classified as one of the
twenty Highly Indebted Poor Countries (HIPC). For these HIPCs substantial support for
multilateral and bilateral debt servicing was considered essential in order to achieve a
sustainable debt profile.

The Bolivian economic model is still vulnerable because of the slow progress of re-
forms and the delay in the anticipated effects. Insufficient internal savings and private
investment, reliance on public sector investments and exports based on non-renewable
resources might hamper future servicing capacity.

4 Social investment funds

The structural adjustment programme was intended to enhance economic growth in the
mediumterm. In 1985, however, it was envisaged that—in the short term—the standard of
living of certain social groups could decline as aresult of stabilization measures leading
to cutbacks in public expenditure on health, education and other social services, as well
as the abolition of subsidies and the rationalization of state enterprises. The reform of
the public administration and the rationalization of public enterprises was accompanied
by a reduction in employment in the public sector. Changes in relative prices led to a
reduction in the consumption levels of the lower (urban) socioeconomic strata. Economic
adjustment not only affected the existing poor, but also gaverise to new poor. The social
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dimension of adjustment became a growing concern to both the government and the
international financing institutions.

Variousinstruments have been created to mitigate the effects on vulnerable social groups,
mostly known as saf ety-net facilities. Oneof thesefacilitieshasbeenthesocial emergency
fund, intended as an instrument for the rapid provision of funds to labour intensive
infrastructural and social projects, whichwould provide opportunitiesfor familiesdirectly
affected by the austerity measures to earn an income. Social emergency funds were
conceived as a temporary palliative measure to help the poor during the immediate
aftermath of structural adjustment measures, until the longer term benefits reach them.
They were to be replaced after three to five years by more permanent social investment
funds, which would better address the problems of structural poverty (also covering
groups which were aready poor before the adjustment measures).

Social fundsin Bolivia have had other, more general and usually not explicit policy ob-
jectives, such asto restorethe confidenceof the populationin the state and the government
after a period of dictatorship, to demonstrate the physical presence of the government
nationwide and to attract international financial support.

The FSE in Boliviais generally considered to be the first social fund in Latin America.
After three years, it was replaced by the FIS, since the Bolivian government decided
to adopt an approach aimed at structural poverty aleviation. While the FSE's principal
objective was temporary employment generation by means of infrastructural and social
works, the objectives of the FIS were focused on improving the coverage of health,
education, water supply and sanitation services and on international fund-raising for the
social sectors.

Both the FSE and the FIS succeeded in attracting sizeable amounts of external funds
(approximately US$ 180 million during the 198795 period, 9% of which came from
the Netherlands). The Dutch support for the socia funds was channelled through a
co-financing agreement with the World Bank. Although initially considered to be project
aid, the support for social fundsisaform of sectoral budget support, provided (in foreign
exchange) to programmesaimed at sustai nable poverty alleviation, which form part of the
national budget; this support was of ageneral character and not earmarked in advancefor
specific sectors, areas or projects. In addition to the direct grants, part of the countervalue
funds generated by the monetization of the import support programme was allocated to
the social funds. Table 4 shows the distribution of the funds to the various sectors.
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Table4  Distribution of investmentsmade by the FSE (1987-91) and the FI S (1991-95) by

sector
Sector Distribution (%) of total Distribution (%) of total
investments by FSE investments by FIS

health 8.6 27.4
education 16.1 40.1
water supply and sanitation 17.3 274
housing and urban facilities 37.3

multisectoral 15.2

other 5.4 51
total % 100.0 100.0
total (million US3) 190.62 84.2

The policy relevance of the support for the social funds

The support for the FSE and FI'S had a high policy relevance to the existing situation in
the social services. As aresult of the hyperinflation, the social services were practically
inoperative in 1987, dueto alack of funds.

The policy relevance of the support to Bolivian policies was aso very high, since both
the FSE and the FIS were priority social schemes for all governments after 1986. The
FSE was the instrument for the socia dimension of adjustment; later, the FIS was one of
the major vehicles of the *Socia Strategy’ (1991) and figured among the government’s
first priorities. The FI'S acquired a complementary and feedback role in the definition of
social policies. The coordination effort by Boliviato obtain donor support for the social
funds has been particularly strong and successful.

The policy relevance to the Netherlands priority themes was also high. These included
issuesliketheimprovement of accessfor poorer rural groupsto thephysical infrastructure,
a concentration of public services and programmes (health care, education, drinking
water) in the poorer areas and communities, and promoting rural employment. At alater
stage, the FI S al so formul ated specific policies on gender and the environment. The DGIS
Plans for the Andes Region stressed the importance of the Netherlands' support for the
democratization process. The support for the social funds contributed in that respect,
because the funds were the public sector instrument to involve civil society (NGOs,
grassroots organi zations) in the implementation of the activities. Since 1994, the FIS has
played an activerolein the Bolivian government’s decentralization policy by introducing
participatory management processes at municipal level.
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The effectiveness of the support for the social funds

At the macro level, the effects of the Netherlands support for the social funds cannot
be distinguished from those of other sources of funding. In terms of capturing foreign
exchange, the social fundswere successful (US$ 180 million). Approximately 90% of the
capital inflow was spent in national currency. The FSE reached 1.7 million beneficiaries
(1987—-90) and the FIS 1.5 million beneficiaries (1990-93) directly or indirectly. The
FSE activities made sizeabl e contributions to both GDP and employment generation. The
FSE represented between 0.6 and 2% of GDP during the 198690 period and provided
731,000 person-months of employment to approximately 1.8 % of the Economically Ac-
tive Population (EAP) at thetime. The FIS had fewer macroeconomic effects since annual
investments were smaller and its activities were not aimed at employment generation.

DGIS considers gradually increasing financial coverage with national resources and
temporary external intervention important factors for effective social sector support. In
addition to these, the external support for social fundsis probably most effective if it is
only partially additional to national public contributions(if all external resourceswere ad-
ditional, they would create sustainability problemsandif all replaced national investment,
there would be no effects at all within the sector). Between 1986 and 1990, public sector
expenditure in the socia sectors slowed down, due to monetary (stabilization) policies,
and external contributions largely replaced national public investment. However, after
that time public investment increased and in 1995 approximately 31% of total public
expenditure and 20.4% of public investment were directed to the social sectors.

It is methodologically difficult to quantify the participation of the social funds in the
improvement of national social indicators, since their contribution is largely indirect:
expansion in infrastructure creates an enabling environment for other programmesin the
social sectors, such aseducational reform. In other words: abetter school doesnotimprove
education, but a better education requires aschool building. The FSE was not an effective
instrument in improving social indicators at a national level, since it did not allocate its
resources to the most needed social groups, sectors or regions, but to those with the best
capacity to formulate projects. One of the drawbacks of this demand-driven approach was
its lack of linkage with any development strategy at local, regional or national level. The
FSE's successor, FIS, focused on active promotion of projects among vulnerable groups
and in remote areas and prioritized its projects on the basis of a poverty map. Targeting
became a methodol ogical issue of debate between the FIS and various donors on topics
like selection criteria for geographical areas, urban or rural priorities and coverage. Most
targeting problems were overcome by the Decentralization Law in 1995, when the FIS
changed its strategy and started to allocate resources to priority municipalities.
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Both the FSE and FIS were effective in achieving their ‘ higher objectives’, such as re-
establishing confidence in the state and government, and in demonstrating the presence
of the state nationwide, also in the most remote areas.

Since about seventy percent of the total national population, including about ninety-five
percent of the rural population, has been classified as poor, it can amost aways be
proved that the FSE was successful in disbursementsto projectstargeted at poor groups.
However, the FSE did not directly reach its target group of ‘new poor’. Only 10% of
ex-miners were employed by the FSE. The FI'S enhanced the access of the poor to social
services, but had no impact on their incomes.

The effects on women were negligible in terms of employment generation: only 1%
of al persons employed by the FSE was female. Later, the FIS included women as a
‘vulnerable’ groupinits policies, but did not devel op specific gender policies until 1994.
However, the investments made in social infrastructure benefited women more than men.
The education enrolment rate of females increased more than the one for males, while
drinking water and primary health carefacilities are more frequently used by women than
men.

The current FIS does not pretend to improve national social indicators and preliminary
studiesindicatethat the benefits of FIS financed projects should beinterpreted cautiously,
because of a substitution effect (children abandoning the school in their village in order
to attend amore modern FI S financed school elsewhere). However, the efforts of the FSE
and FIS (infrastructure) in combination with other programmesin the socia sector have
been effective in improving national socia indicators. mortality rates are decreasing,
life expectancy isincreasing, illiteracy rates have dropped and alarger percentage of the
popul ation has gained accessto basic serviceslike drinking water facilities and sanitation.

The efficiency of the support for the social funds

Theefficiency of the FSE was high, maintaining extremelow operative costsand applying
quick disbursement procedures. However, projects were not always well planned and
monitored. The FI'S had better planning procedures and was more efficient in resource
alocation, but this was accompanied by higher operative and administrative costs and
slower procedures. The Netherlands contributionswere channelled through aco-financing
agreement with the World Bank. The efficiency of the World Bank in administering the
Dutch funds was low. Friction on administrative issues between the Netherlands and
the World Bank contributed to the Netherlands decision not to pledge additional funds
to the second FIS credit in 1993. The World Bank’s supervision of subproject approval
procedures for the FIS was slow, troublesome and complicated.
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The sustainability of the social funds

Regarding institutional sustainability, the role of the social funds changed over time.
The FIS has become an open ended institution, while one of its functions has become
that of external fund-raiser to the social sector. Sustainability does not depend only on
national budget all ocationsto the FI S, but the yardstick for sustainability isthe capacity to
maintain and continuously improve socia services, financed either from public resources
or user contributions.

Although the consolidation and sustainability of subprojectsinitially received little atten-
tion from either the FSE or the FIS, most eval uated subprojects, in particular educational
centres, are well used and in aregular state of maintenance. However, there are deficien-
cies in sanitary facilities, equipment and didactic materials. Future maintenance seems
to be guaranteed by the decentralization laws, under which the municipalities and/or the
users have become responsible for regular maintenance and bear part of the recurrent
costs. To this end some 23% (1996) of the national budget would be administered directly
by the municipalities.

5 Overall findings

In 1982, the decision by the Netherlands government to provide programme aid to Bo-
livia had more political than economic reasons. The support for democracy after many
years of instable military regimes was the predominant consideration. Since Bolivia—
obviously—was not among the ‘ programme countries' (countries on which the Nether-
lands development aid effort focused), the balance of payments support programme was
the instrument to provide a relatively rapid disbursement, by means of commodity aid,
without any future obligations. The Bolivian government never considered commodity
aid as a macroeconomic instrument, but as support at sector level. Until 1986, import
support wasthe only form of bilateral aid provided by the Netherlandsto Bolivia. In later
years, the continuation of programme aid was justified by the macroeconomic reforms.
Debt relief was more explicitly a macroeconomic instrument and was also considered as
such by Bolivia. The support for the social funds was initially treated as project aid by
the Netherlands, but was later considered as sectoral budget support, which it had been
to the Bolivian authorities from the beginning. So conceptually, the various instruments
of programme aid were not always interpreted in the same way by the Netherlands and
Bolivian authorities.

Programme aid, in particular debt relief and budget support, are predominantly financial
instruments and require few human resources of either the Ministry of Foreign Affairs or
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the Netherlands Embassy. Because the Netherlands had no resident diplomatic represen-
tation in Bolivia before 1987, programme aid was a convenient form of development aid
in that respect.

The Netherlandsinstruments of programme aid changed over time. Whileimport support
was the prevailing instrument during the first half of the 1980s, debt relief became later
the moreimportant. Co-financing arrangementswith the World Bank to support structural
adjustment programmes and sectoral budget support completed the instruments. There
was no sequencein the use of instruments, but there was achangein theintensity: import
support started as the most important instrument but was gradually phased out. Debt
relief was new in 1987, but has become one the major instruments, while the use of sector
budget support has varied over time according to the needs and optionsfor (co-financing)
implementation arrangements. This change was the outcome of both the evolution in
Bolivia's adjustment of its economic policies and the growing confidence in Bolivia's
management capacities. These changes are gradual improvementsin the implementation
of programmeaid in Bolivia

During the first years of programme aid, the Netherlands policies predominated over
policy relevance to Bolivia. Although the medicine supplies fitted in with the policies
set by the Bolivian government (and the delivery of the airplane fulfilled an immediate
need), fertilizer aid was not among the priorities set by the Bolivian authorities and the
agricultural sector did not figure among their key sectors for economic devel opment.
Bolivian requeststo focus programmeaid on their priority sectors (for example, transport
and communication) were not addressed.

The debt relief was very relevant to Bolivia, fitting into the economic reform programme
well and contributing to stabilization measures by reducing debt service obligations. Also
the support for the FSE and FIS had a high policy relevance and was compatible with the
priorities set by the Bolivian government. In the course of time, therefore, better policy
convergence of the instruments was achieved.

The sustainability of programme aid to Bolivia did not receive sufficient attention. The
import support programme (with exception of the medicine supplies) never took sus-
tainability aspects into consideration. In the case of debt relief, it was assumed (Paris
Club, 1995) that Bolivia would soon obtain a sustainable debt profile, but in 1996 Bo-
livia was dtill classified as one of the twenty HIPCs. Its repayment capacity only par-
tially improved due to the contracting of new credits and focusing investments in the
social sector. Moreover Bolivia lacks its own policy on indebtedness standards. Sus-
tainability in the case of the socia funds depends on the national capacity to continue
maintaining and improving the social services strengthened by these funds, and not
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only on the contributions made by the Bolivian public budget to the socia investment
fund.

The Netherlands policies on programme aid do not consider criteria on complementarity
between the instruments, as do the policies of some other donors (e.g. Switzerland).
While programme aid instruments have been unrelated to each other, a certain implicit
complementarity with project aid has existed: severa projectsin the agricultural sector
have their originsin the fertilizer donations and there are rel ations between the medicine
donations, the support for the social funds and projects in the health sector.

Convergencein the effects of programmeaid do exist: one of the effects of debt relief was
that Boliviawas able to contract new multilateral loans aimed at financing reformsin the
social sector. While debt relief might be considered ex-post funding for these reforms,
sectoral budget support has benefited the same sectors, but with the advantage of an
advance payment.

During thefirst years of Dutch aid there were no reasons for high confidencein Bolivian
policy and governance: the country had a recent history of political instability and was
suffering from adisastrous economic situation. With the stabilization of the economy and
the consolidation of democracy confidencegrew andjustified the expansion of programme
aid. In Bolivia, however, this was not the case. This is explained by the launching of a
regular bilatera development programme with Bolivia in 1987. In its policy for the
Andes Region (1990) DGIS determined, that 30% of all bilateral aid to Bolivia should
be allocated on programme aid. Although annual fluctuations have occurred, since then
programme aid has been maintained at one third of total aid.






1 Design and scope of the study

In development cooperation a broad distinction can be made between voluntary contri-
butions to international organizations, project aid and programme aid. According to the
definition of the Development Assistance Committee: “ Programme assi stance consists of
all contributions made avail able to arecipient country for general devel opment purposes
i.e. balance-of-payments support, general budget support and commaodity assistance, not
linked to specific project activities” (OECD 1991:5). The objectives of programme aid
have changedin time and currently the main objectiveisto provide support for economic
reform programmesor, in awider context, is*“focused primarily to supporting the overall
economic and social policy of acountry” (DGIS 1994:2).

The main objective of this study is to evaluate the policy relevance, effectiveness, effi-
ciency and sustainability of the various components of Dutch programme aid to Bolivia.

Policy relevanceefers to the extent to which the programme addresses the devel opment
problems of Bolivia and the degree with which the programme reflects the priorities of
both the Netherlands and Bolivia.

Effectivenespertains to the extent to which policy and project objectives have been real -

ized through the proj ect or programme’sactivities. Theachievementscan be distinguished

in outputs, effects and impact. In particular attention has been paid to:

— the socioeconomic groups which have benefited from the activities and the effects for
the target groups of Dutch development cooperation;

— the effects on the position of women;

— the consequence of the activity for the environment;

— the contribution to economic self-reliance and poverty alleviation.

Efficiencyis defined as the realization of objectives in relation to the resources used.
Efficiency considersthe choice of instruments (opportunities), time and resources (human
and financial) used.
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Sustainabilityrefers to the potential to retain the achievements of development coopera-
tion after mgjor financial, managerial and technical assistance from an externa donor has
ended.

This report presents descriptive information on all programme aid provided to Bolivia
over the 1982-95 period. The in-depth evaluation and the conclusions, however, are
confined to activities financed before 31 December, 1994.

During the 1982—95 period the Netherlands provided Dfl. 243 million in programme aid
to Bolivia, being 32.6% of total development assistance provided by the Netherlandsto
the country. Three categories of programme aid were studied:

— import support;

— contributions to alleviate external debt service obligations,

— sectoral budget support to the social funds (safety net facilities).

Theanalysisof theimport support programmewas based on vari ous studi es: theeval uation
of the fertilizer aid conducted late 1995 and mid 1996; the evaluation of medicine aid
(early 1996), and the supply of agricultural equipment and other goods (late 1995). The
evauation of the Dutch debt relief activities to Boliviawas carried out mid 1995, while
the study on the socia funds was conducted during the second part of 1996.

Computational operations and file research were carried out by Martijn de Groot, Karel
Jungheim and Roelie Lenten. The following field studies were conducted in Bolivia by
local researchers:

— thefertilizer aid study: Leen Buitendijk (systematization of import supply data), Sabina
Espinoza F. (gender study in Potosi), Oscar Aguilar O. (study on organization and
institutions involved in fertilizer supplies), Julio Prudencio B. (microeconomics of
fertilizer application), and Rafael E. Rojas L. (macroeconomicsand fertilizer market);
additional support was provided by the FAO Fertisuel os Project (effects of fertilization
on soils and crop response);

— the study of the Dutch debt relief activities: Helga Salinas C.; and

— the study of the socia funds. Helga Salinas C., Maria Elena Gisbert and Miguel
AlzérrecaB.

1.1 Questionsaddressed

This evaluation of programme aid addressed a number of general questions, as well as

specific questions per component. The following key questions were raised:

— how did the Dutch programmeaid relate to Bolivia s main devel opment problems, and
toits structural adjustment programme?
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— what were the effects of the Dutch programme aid activities at both macro and micro
level?

— how €efficient has programme aid been, including the way it has been organized and
carried out?

— to what extent have the results of the Dutch development activities been sustainable?

Specific questions regarding the import support programmeere:

— What was the composition of the import support programme to Bolivia and what was
its relevance to the policy of the Bolivian government, in particular regarding the
macroeconomic reforms and its sectoral policy?

— How did import support comply with the overall aims of Dutch development policy in
Bolivia, in particular in terms of economic self-reliance and poverty aleviation?

— What have been the macroeconomic and microeconomic effects of the import support
programme with Bolivia, in particular of fertilizer aid and medicine aid?

— Shouldthe use of mineral fertilizersin the Bolivian agriculture be considered beneficial
or, on the contrary, harmful and unsustainable?

— Have the campesinobad access to fertilizers and what have the effects been of using
mineral fertilizers on production, food security and income?

Key questions analysed regarding debt relief activities were:

— How does the Bolivian official external debt break down and how has the Bolivian
indebtedness evolved?

— How did Dutch programme aid contribute to the alleviation of the debt service obliga-
tions, in particular through the buy-back of part of Bolivia’'s commercia debt obliga-
tions?

— How did the debt relief comply with the overall aims of Dutch development policy in
Bolivia, in particular in terms of economic self-reliance and poverty aleviation?

— What have been the macroeconomic effects of debt alleviation to Bolivia?

— How sustainable are the effects of debt alleviation, as expressed by long-term improve-
ments in indebtednessindicators?

The analysis of the social fundgocused on the following key questions:

— How did sectoral budget aid comply with the overall policies of the Bolivian govern-
ment, and with Dutch devel opment policy, in particular interms of poverty alleviation?

— How effective have the social funds been as a safety net for social strata affected
negatively by the adjustment programme; how effective have they been in generating
employment and improving social indicators?

— How sustainable are the subprojects implemented by the social funds?
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1.2 Approach and methods

The study was carried out according to a predefined methodol ogy comprising the follow-

ing components and stages:

— general orientation and review of relevant literature on the subjects chosen;

— desk study of policy documents, project files, progress reports, evaluation studies and
relevant documentation at the Ministry of Foreign Affairsinthe Netherlands; interviews
with staff members of the DGIS;

— elaboration of a base document containing the principal themes to be investigated
during the research period in Bolivia. Formulation of evauative questions;

— two to six weeksfield study per component. All studieswere conducted by teams com-
posed of one Dutch consultant and one or more Bolivian consultants and researchers;

— anexamination of thefilesat the Royal Netherlands Embassy in LaPaz and the Ministry
of Finance in Bolivia;

— interviews with Bolivian officials and ex-officials, Netherlands embassy staff, and
representatives of donor organizations;

— field studies, consisting of the collection of additional statistical information, docu-
mentation and literature; interviews with former officials (e.g. ministers) and govern-
mental institutions involved;

— the direct involvement of Bolivian key informants (e.g. persons formerly responsible
for programmes and experts of the FAO Fertisuel os Project);

— micro level studies focused on direct actors. beneficiaries, project staff and others;

— elaboration of a consultancy report, which, taking into consideration comments made
by various actorsinvolved, provided the basis for the elaboration of afinal draft report.

All micro level field studies (fertilizer use at micro level; gender aspects of fertilizer use
and marketing, institutional aspects of fertilizer distribution; market studies on fertilizers
and medicines; and sustainability aspects of social infrastructure financed by the social
funds) were conducted in the Cochabambaand Potosi departments. The sel ection of these
departments was in accordance with the research areas chosen for the other components
of the evaluation of Dutch development cooperation with Bolivia.

1.3 Conceptual issuesregarding the evaluation of programme aid

The objectives of programme aid have changed over time. Before mid 1980 balance
of payments support was aimed at helping particular sectors suffering from a foreign
exchange constraint, predominantly by the supply of import goods. Since the start of
the adjustment programmes, the objective has been to support ongoing reforms and
programme aid has become a macroeconomic policy instrument.
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Although the current rationale for programme aid is macroeconomic, from an evalua-
tion point of view both macroeconomic and microeconomic analytical perspectives are
needed, as there is no agreed framework for evaluating programme aid (White 1996:1).
From amacro point of view, the evaluation of programme aid should focus on the devel -
opment of the national economy itself. Theoretically, the effects of import support, debt
relief or sectoral budget support could be traceablein the balance of paymentsand in the
composition of the public expenditure account, whilethe wider impact could be observed
inthelevel of economic growth and progressin policy reforms (White 1996:6). However,
these effects are usually difficult to trace or measure: programme aid comprises only a
minor percentage of financial movements, while changesin the trade balance might have
other causes. It is sometimes argued that the best evaluation instrument are the World
Bank’s “Public Expenditure Reviews’, which indicate the overall progress of the eco-
nomic reform efforts (DGIS 1994:8), while others argue for macroeconomic modelling
(simulation models) (White 1996:9).

There are argumentsto restrict the evaluation of programme aid to changesin macroeco-
nomic and social indicators, athough direct causality between donor support and changes
in these indicators can usually not be proven. At least, from an analytical point of view,
programme aid cannot be said to have caused these changes.

In addition, measurement of the effectiveness of programme aid is complicated by the
problem of fungibility. Fungibility, which contrasts with additionality, refersto the extent
towhich aid takesthe place of expenditureswhich the recipient country would have made
in any event, either using its own resources or with help from other donors. Fungibility
means that programme aid is in principle not susceptible to donor steering. If import
support were entirely fungible, no economic effects might be expected at the micro-level;
if, on the contrary, it were additional, effects can be studied at the micro-level. In that
case microeconomic analysis would be required.

A second reason for microeconomic analysis is that, during the earlier period of pro-
gramme aid, the instrument was not seen as exclusively macroeconomic, but had to serve
other objectives as well, such as the poverty alleviation and support for specific sectors
(such as the agriculture). Here, the question of fungibility or additionality becomesim-
portant since it determinesthe extent to which effects can be measured within aparticular
sector.

Thereisacertain conflict of interest between macro and micro aims, with import support
in particular. On the one hand, import support should substitute at least part of the
imports undertaken previously in order to aleviate pressure on the trade balance (and
bridge the financing gap); on the other hand, if all donations only substitute imports
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that would have taken place in any event, there will be no direct impact on the target
sectors.

Inthe present eval uation, both macro-level and micro-level analyses have been carried out
in each of the sub-studies, but with a different emphasis according to the instrument e.g.
the micro-level effects of debt relief activities are not traceable, while those of fertilizer
aid are.

1.4 Structureof thereport

Since programme aid is directly related to Bolivia's economic policy, the report firstly
presentsan overview of economic developmentin Boliviaand in particular of itsstructural
adjustment programme since 1985.

The following chapter provides an overview of all Dutch programme aid to Boliviaand
elaborateson the Dutch policieson programmeaid and its proceduresfor implementation.

The subsequent three chapters (4-6) deal with each of the three categories of programme
aid evaluated: the import support programme, with particular attention on fertilizer aid,
debt relief activities and support for the socia funds.

Each of the evaluative chapters hasthe samelay-out in presenting the analysis, discussing
the following, in sequence: policy relevance (in relation to the nature of the problems
encountered, as well as in relation to both Bolivian and Dutch development policies);
effectiveness at macro level and, if applicable, at micro level; efficiency (in terms of time
use, financial resources and opportunities) and, finally, the aspects of sustainability.



2 The economic development of Boliviaand its
structural adjustment programme

2.1 Introduction

The 1980s witnessed some very profound transformations in Bolivia's political, eco-
nomic and social systems. The tumultuous and difficult transition from military rule to
democracy (1978-82) was followed by a severe economic and monetary crisis (1982—
85). After years of imprudent macroeconomic management, with severe external debt
payment problems, exports collapsed in 1985 due to the great tin crash, while extreme
droughts and severe floods ravaged the rural areas (1983-87). A mgjor economic crisis
with extreme hyperinflation during 1984-85 provoked amost daily demonstrations by
labour unions. Theinitiation of aradical orthodox economic stabilization programmein
August 1985 posed a serious political threat to the Bolivian government. However, the
majority of the population was convinced that only draconian measures could possibly
reverse the downward spiral of hyperinflation and unemployment. At least Bolivia never
witnessed ‘ austerity riots', such as have occurredin many other countriesthat experienced
‘shock therapies' (Van Lindert 1996:15).

The 1985 economic reform package was partly imposed by the World Bank and the
IMF. Their support paved the way for further donor involvement. The international
donor support aimed not only at restructuring the economy, but also at the definitive
consolidation of democracy and the modernization of the State.

Dutch programmeaid to Boliviastarted in 1982 with the principal aim supporting the new
democracy. However, its continuation and extension depended on a change in Bolivian
macroeconomic policies. The import support programme gradually became more and
more conditional on sound economic policies, while other forms of programme aid, such
as debt relief and sectoral budget support have been linked to macroeconomic policies
from the start. Currently, programme aid—nby definition—primarily aims to support the
overall economic and social policy of the recipient country (DGIS 1994:2).

This chapter briefly describes and analyses Bolivian economic development, in particular
the structural adjustment programme, and indicates how threeforms of Dutch programme
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aid (import support, debt relief and sectoral budget support) have assisted the Bolivian
economic development.

2.2 Theeconomy between 1952 and 1985

Up to 1952, the Bolivian economy was entirely dominated by the mining industry and
mining related activities. In addition, a small group of landlords owned 98% of the
cultivable land. The owners of these enterprises made high returns on their investments,
while the mgjority of the population lived in semi-feudal circumstances. The political
and economic influence of the mining sector stood in the way of any steps by the state to
impose taxes on turnover or profits. Economic and political (military) power were linked
by family ties. Faced with an extremely low revenue generating capacity, subsequent
governments restricted public investment to the construction of infrastructure, such as
railway networks and roads (usually financed by external credits). Financial resources
were hardly made available for investment in socia services such as education, health,
water supply or rural transport.

The National Revolution in 1952 resulted mainly in the improvement of labour rights,
free education, the nationalization of enterprises (mainly tin mines) and the Reforma
Agraria (Agrarian Reform). The Reforma Agrarisstarted a process of expropriation and
redistribution of land according to the principle of ‘theland belongsto the one who works
it". However, the redistribution did not include the right to sell or transfer (to capitalize)
land.

Therole of the public sector expanded rapidly: numerous state enterprises were created
and during the 195281 period the public sector was responsible for approximately 70%
of all investmentsin the country. Private sector investments were regulated by restrictive
control mechani sms, together with acomplex systemto protect theinternal market (tariffs,
price control, direct marketing of consumer goods, export levies).

The prevailing economic model wasthat of self-sufficiency and import substitution, using
protectionist policies, preferring employment to productivity. A rapid succession of gov-
ernmentstook populist measures subsidizing inputs, basic needsand * protecting’ workers
against ‘exploitation’ by employers from the private sector. It should be noted that the
policy of self-sufficiency, import substitution and protection against foreign capital, in
particular against multinational companies, was a mainstream economic development
philosophy at the time, shared by many donor countries and accepted by the Interna-
tional Financing Institutions. Equal income distribution and national self-reliance were
considered of utmost importance for development (Kaffenberger 1995).
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Inthe early seventies, the Bolivian economy showed asignificant capacity for growth: the
discovery of gas deposits allowed the State to obtain sizeable credits from private banks
while simultaneously, international development cooperation started to assume part of
the financing burden for infrastructure and social services. This generated a net financial
flow towards Bolivia, enabling substantial public sector investment, which resulted in an
average annual growth of the GDP of 5%.

However, dependency on external capital, the accumulation of foreign debt, the lack of
management capacity in public enterprises(most of them run at low or negative profitabil -
ity), the rather hostile environment to the private sector, together eroded confidence in
the economy. In 1982, dollar accounts had to be changed into national currency accounts.
International private banks became reluctant in their lending policy to Bolivia, private
enterprises closed and the flight of capital increased rapidly. Social unrest and political
chaos were accompanied by frequent coups détat! Military presidentsintended to con-
ceal budget deficits by creating money, causing rapid and uncontrollable hyperinflation.
In an effort to restrict the massive erosion of foreign exchange reserves, the military
regime imposed a dual exchange system in 1982, which meant that all exporters had to
change 40% of their earnings against the official exchange rate, which was on average
only 50% of the parallel exchangerate. Apart from being adisincentiveto exports, it also
almost made corruption official and created parallel financial circuits.

Increasing international demand for cocaderivatesin the early 1980s hel ped to strengthen
these non-official financial markets. Before 1985, millions of narco-dollars went to the
United States, where they were laundered. The Miami branch of the Banco de Santa Cruz
had a higher turnover than its main office in Bolivia (Van Lindert 1996:2).

At the end of the 1970s prices for minera products fell into continuous decline. This
particularly affected Bolivia's main export product: tin. Simultaneously theterms of trade
between primary products and manufactured products deteriorated, causing significant
imbal ances on the trade account and the balance of payments. In 1984 and 1985 tin prices
dropped dramatically, serioudly affecting Bolivia'sexport earnings. A prolonged dry spell
between 1983 and 1987 devastated the agricultural sector and forced the import of food.
The economic situation placed the democratic government (October 1982) in a difficult
situation, because it was el ected with the support from the low and middle income strata
of the population, which demanded immediate real income increases. The government
focused on the consolidation of democracy and on re-establishing thetieswith the Bretton
Woods ingtitutions and the international donor community. Macroeconomic policy was
not itsfirst priority and demands were accommodated by temporary palliative measures,

1 Bolivia was characterized by alack of stable central government up to 1982: since Independence in 1821
nearly 200 coups had taken place.
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which often aggravated the macroeconomic situation. Due to unsound economic policies,
inflation reached the astronomical level of 11,700 %, and the fiscal deficit rose to 30%.
Until 1985 assistance from the World Bank and IMF had been modest and economic
reform was a condition for future assistance.

In 1985, the next government set different priorities. While the previous government
achieved to reestablish ties with the World Bank and the IMF, this one aimed to obtain
financia support from them and to provide solutions to the economic crisis.

In summary, the main achievements of the 1952—85 period were:

— the political emancipation of the majority of the population (right to vote and labour
rights legislation);

— theintroduction of tax and levy systems;

— the strengthening of therole of the State;

— someredistribution of land, and

— the construction of infrastructural works.

The main deficiencies were:

— amost al public sector investments (infrastructure) were financed by external credits,
without an adequate tax generation system enabling these external commitmentsto be
amortized;

— the nationalization of enterprises led to inefficient investments and management;

— the lack of interna savings, lack of private investments and the flight of capital (in-
cluding narco capital);

— public sector financing by the creation of money, causing hyperinflation;

— alack of attention to the agricultural sector and rural poverty;

— alack of attention to social services, such as education and health;

— the incapacity of the State to explore natural resources (gas) in an adequate manner,
and to the benefit of society;

— bad macroeconomic policies with price control, implicit taxation of exports and subsi-
dies on imports (dual exchange system).

2.3 TheNew Economic Policy

The 1984 government of President Paz Estenssoro (who instigated the National Revolu-
tion in 1952) considered the economic situation to be the result of the economic model
currently in place and not the result of any conjunctural situation. While its 1952 pol-
icy had been to strengthen the role of the State, in 1985 the government looked for a
major contribution by the private sector and economic growth based on market forces.
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The structura adjustment programme, which started in August 1985 with the Decreto
Supremo 21060ntroduced the New Economic Policy (NEP), which was started without
external assistance in accordance with the policies recommended by the IMF. Support
was obtai ned from the Bolivian Employers Association, but there was oppositionfrom the
Bolivian Central Labour Union (COB). Boliviawasthe second country in Latin America,
after Chile, to undertake structural reform of its economy (an ‘early adjuster’). Although
the President announced to the population that the economic reform was ‘ to set the basic
conditions to combat poverty’, in practice other arguments might have prevailed, such
as:
— overcoming the extremes of the economic crisis, such as hyperinflation and massive
flight of capital 2;
— toattract foreign capital for theimplementation of announced government programmes,
which implied compliance with the conditions for disbursement of credits, set by the
IMF and World Bank.

The package of macroeconomicinstrumentsthat should comprise astructural adjustment
programmeissubject to debatein economic literature. Boliviaopted for aradical orthodox
neo-liberal model, along the lines of the Washington Agenda (see box 1) and applied
‘shock therapy’ (Vos, Lee and Mejia1996:1).

In general, structural adjustment programmes consist of a number of—sometimes

sequenti al—components:

— stabilization: a package of immediate measures to balance the national public budget
and to control inflation (*to balance the chequebook’);

— liberalization: measures aimed at price setting by market forces (‘getting the prices
right’);

— administrative and institutional reform.

Second-generation measures may include:

— privatization of state enterprises (usually not immediately after the start of the adjust-
ment programme);

— providing incentives to strategical productive sectors (usually not short-term but
medium and long-term policies).

Although it is formally incorrect to speak of ‘stages’ (since an adjustment programme
is a continuous process), it is possible to distinguish three periods with a different focus
in Bolivia. These periods coincide more or less with the terms of government of Dr.

2 |n order to acquire Bolivian (narco) capital abroad, the government abolished tax on repatriated capital. Also,
former restrictions on dollar transactions were lifted. A third measure proved even more effective: investigation
of the origins of any monies deposited with the Central Bank was expressly prohibited by law (Van Lindert
1996:2).
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Box 1. The Washington Agenda

The Washington Agenda (or Washington Consensus) consists of a neo-classical model for

economic growth, usually recommended or imposed by the IMF and the World Bank in

their lending arrangements. The IDB and the USAID support these concepts. The package of
policiesincludes:

— restoring fiscal discipline and balancing the public budget (reducing expenditures and
increasing revenues by broadening the tax base);

— liberalizing international trade by abolishing non-tariff barriers and simplifying tariff struc-
tures on exports; bolstering exports by supply-side policies; liberalizing imports;

— eliminating exchange rate distortions by setting one single exchange rate to be determined
by the capital market;

— reforming the financial markets, in particular decontrolling interest rates and introducing
auctioning for government paper and stock exchange for private sector investment (amarket
determined interest rate);

— resetting the relative prices on the domestic market by the elimination of subsidies, decon-
trolling of prices and deregulation of market systems;

— privatizing public enterprises;

— providing incentives to private sector investment by developing active policies to attract
foreign capital and by protection of property rights;

— reducing government intervention and redefining the role and functions of the public sector
in order to increase government efficiency.

Usually, external financing is secured to support the adjustment programme. In 1995, a study
carried out by the IMF on the conditions attached to 45 lending arrangements for 36 countries
revealed that countries which ‘moved as rapidly as possible with reforms’ (so-called ‘ shock
therapy’) obtained better results than those who implemented gradual changes.

Source: Based on Collas-Monsod 1995

Paz Estenssoro (1985-1989), Lic. Paz Zamora (1989-1993) and Lic. Sanchez de Lozada

(1993-1997). These three periods are:

— structural adjustment with an emphasis on stabilization, initiated by the Decreto
Supremo (DS) 21060 August 1985;

— structural adjustment with an emphasis on the Socia Strategy, initiated by the DS
22964 in September 1991,

— structural adjustment with the second generation of reforms, initiated by the IMF
Enhanced Structural Adjustment Facility (ESAF) in October 1994.

The first period: 1985-90

During the first period of Balivia's adjustment programme emphasis was placed on
stabilization, liberalization and administrative and institutional reform programmes.
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The stabilizationprogramme included:

— devauation of the national currency by 93% and the introduction of a new currency
valued at 1:1.000.000;

unification of exchange rates determined by auctioning;

tight restrictions on the creation of money;

arestrictive fiscal policy with adrastic reduction of public expenditure, and increased
revenue generation by new taxes (petrol, public services, value added tax) and a
simplified tax system;

restrictive measures on credits provided by the Central Bank of Bolivia; elimination of
subsidies on credits.

The liberalizationmeasures included:

— trade liberalization by abolishing subsidies and price control mechanisms; the elimi-
nation of administrative and tax restrictions, and unifying import levies;

— liberalization of the labour market, with an initia freeze on wage increases, followed
later by indexing at inflation levels;

— theliberaization of the capital market, eliminating restrictions on transactionsin for-
eign exchangeand oninterest rates; introduction of astock exchange and strengthening
of the private banking system.

The administrative and institutional reforniacluded:

— a new employment policy, leading to the dismissal of some 30,000 civil servants,
among them 23,000 minersat the state-owned Corporacion MineradeBolivia(Bolivian
Mining Corporation);

— asocia safety net facility, the Social Emergency Fund, which was intended to provide
temporary employment in small-scaleinfrastructureand social projects (see chapter 6);

— reorganization of the public administration and financia control system.

The privatization policy was formulated, but not implemented, with the exception of
newly developed joint venture mechanisms in the mining sector. Studies on strategical
sectors were carried out (export of natural gas and agricultural produce).

When the government changed in 1989, the results of thefirst years of structural adjust-

ment had been below expectations. Three external factors had a negative impact:

— international tin prices continued to decline, causing a drop in export earnings;

— dueto the international debt crisis the opportunities to obtain credits for reform pro-
grammes from other sources than the Bretton Woods institutions were minimal;

— aprolonged drought affected the agricultural sector and forced the country to import
food.
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The second period: 1991-94

The second period is characterized by a government policy geared to combating poverty
in a more direct way, by means of the Social Strategy (1991). This strategy would
be implemented together with the ‘ modification of the economic productive structure’.
In practice, stabilization efforts were basically maintained and not further expanded or
developed. Theeconomic‘ modification’ programmesfocused onincreasing the efficiency
of the financial sector, the privatization of small and medium-sized commercial public
enterprises, streamlining trade and registration proceduresand improvement of the system
of selecting public sector investment projects.

The Social Strategy was based on the view that social policies are not an ‘ expenditure
on social services, but an ‘investment’ in human resources and are, for that reason, a
long-term contribution to socioeconomic development. The Social Strategy included two
principal components:

— investments in primary health care and education. Important instruments for imple-
mentation were the Social Investment Fund, which replaced the previous FSE, and the
Regiona Development Fund (FDR), and the educational reform programme;

— attention to the needs of the most vulnerable social groups (identified as the popu-
lation dependent on traditional agriculture, in particular women, the informal urban
population, children, and the elderly). The most important instrument has been the
reform of the pension system. This reform is directly linked to the capitalization of
public enterprises, since the government shares in these enterprises are deposited as
contributionsto the various privately managed pension funds.

The most important activities aimed at modification of the economic structure have been:

— capitalization and privatization (see box 2);

— reform of thefinancial system, involving strengthening of the Central Bank of Bolivia,
the Financial Superintendence, and of the insurance companies, aswell as opening up
small credit lines aimed at micro and small enterprises,

— themodernization of the state, comprising the restructuring of ministerial organization,
reform of the judiciary, and decentralization of administration through the popular
participation law.

The DA Structural Adjustment Credit, which became effectivein 1991 (US$ 40 million)
was co-financed by the Netherlands, Switzerland and USAID. The Dutch contribution
amounted to Dfl. 19.1 million (US$ 10.8 million).
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Box 2. Privatization and Capitalization

Privatization (understood as a 100% transfer of ownership from the public to the private
sector) isin Bolivia restricted to small scale regional companies (e.g. hotels, small factories)
sold by public tendering at market prices.

Capitalizationintends to improve the viability and performance of state enterprises by invest-
ments by private (domestic or foreign) companies to an amount similar or superior to their
market value, against a transfer of 50% of the shares of the enterprise. The remaining 50%
of shares, owned by the State, will subsequently be deposited in the privately administered
pension funds. Consequently the former public enterprise will be transformed into a 100%
private company. In first instance the six major public enterprises would be involved.

Thereisaclear difference between privatization and capitalization. With privatization thereis
acash flow to the Treasurer (TGN), whilewith capitalization the strategic partner does not pay,
but investsin the company, so there isno cashincometo the TGN. Contrary to other countries,
where structural adjustment programmes are financed wholly or partially with revenues from
the sale of public enterprises, Bolivia lacks thisfinancial injection into its public budget.

The third period: from 1994 onwards

With the ESAF agreement in 1994, Bolivia entered the third period of its structural
adjustment programme. The support by the international financing institutions paved the
way for the implementation of the programmes prepared during the previous period,
including those which go beyond the economic aspects and deal with democratization,
peopl €' s participation and administrative and budgetary decentralization.

More than during the previous periods, the government’s programme has been aimed at
human development and at sustainability. The following reform programmes have gained
priority:

— capitalization and privatization (including pension reform);

— educationa reform;

— popular participation.

The popular participation law (approved in April 1994) is basically an instrument to
decentralize the public sector and to overcome the administrative centralism which char-
acterized the hierarchically organi zed society. Providing municipalitieswith management
capacity, aswell asacertain level of autonomy, enables coordination between indigenous
communities, campesina@ommunities, peripheral urban areas and public entities. The
participation of the population in various stages of planning, but aboveall in the Comités
de Vigilancia(supervision committees) has not only made public administration more
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transparent, but al so constitutes ademocratic local government. Twenty percent (initially,
in 1996, amost thirty percent) of national fiscal revenuesare redistributed on a per capita
base and transferred to the municipalities.

2.4 Achievementsafter a decade of economic adjustment

The economic restructuring process has been monitored by the international financing
institutions, by academic researchers and by policy makers. Not all politicians and social
groups in Bolivia are equally enthusiastic about the results of a decade of structural
adjustment. Advocates of neo-liberal policy have praised the rapid economic results of
Bolivia's shock therapy. Within one year, monetary policies succeeded in putting abrake
on hyperinflation, reducing public expenditure and generating more tax revenue through
the implementation of the newly established value-added tax. The most striking gains
have been on the external accounts and in budgetary management: official reserves have
increased, external arrears have been cleared, the external debt overhang has diminished
and capita inflowshaveincreased. The achievementsin the domestic economy have been
lessimpressive: investments have been disappointing and real economic growth has been
slow. Domestic savings have been falling as a percentage of GDP (van Ryckeghem and
Seligmann 1996:2) and have hardly given any impetus to investment.

Academic researchers have indicated that the Washington Agenda has tended to un-
deremphasize a number of aspects, such as government intervention to correct income
and wealth distribution and to alleviate poverty, public investment in education (to fos-
ter and democratize the knowledge base of the population) and in research to improve
the technology base, and measures to protect the environment (Van Dijck 1996:2 and
Collas-Monsod 1995).

Within Bolivian society, opinions on the success or failure of the economic reformsvary
widely. For example, the COB (which groups together labourers, campesinosteachers
and lower civil servants) has maintained a critical opposition to the structural adjustment
programme, athough it admits the need for economic stability. The COB has criticized
the lack of employment generation, deteriorating labour rights and stagnating wage
levelsin real terms. It is critical of capitalization, sinceit is worried about the impact on
employment and job security.

An opposing opinion is held by the association of private entrepreneurs. It argues that
Boliviahas never implemented areal liberalization policy, since state enterprises continue
to exist and monopolize certain markets, whileregul ations and restrictionsimposed on the
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private sector are still rigid in comparison to neighbouring countries. This has a negative
impact on the international competitiveness of Bolivian companies.

The direct and indirect impact of structural adjustment on the population of Bolivia
is hard to assess. Structural adjustment does not alleviate poverty directly, but aims to
create an environment which enables sustainable solutions. The causes of poverty are
only addressed partially and daily living conditions among the poor in the mining centres
of the Altiplano, in the countryside and in the peripheral areas of the cities have probably
deteriorated instead of improved (World Bank 1996a). With an average real growth rate
of 0.6% in GDP per capita (Vos, Lee and Mejia 1996:2), it is hard to imagine that mass
poverty will be overcomein the foreseeable future.

Although the social indicators have improved over the last decade, Bolivia till holds
a low position on the Human Development Index of the United Nations Development
Programme (UNDP): no. 113 on alist of 173, and this deteriorated during the 1988-94
period. Of the L atin American countries, only Hondurasand Haiti occupy lower positions.

Some of the achievements and shortcomings of a decade of structural adjustment are
listed below. Economic, monetary (see table 2.1) and socia (see table 2.2) indicators
illustrate the changes. Table 2.3 presents a summary of the balance of payments over the
decade 1985-95.

Achievements:

The new economic policy has achieved:

— economic stability and fiscal discipline: inflation has been reduced to single digit
levels; fiscal deficits have become manageable (3—6%); new capital markets have been
established and there is a unified exchange rate;

— increased capital inflow resulting from the introduction of commercia bank accounts
in US$ (in 1994, 81% of al deposits and over 90% of all accounts) and high real
interest rates;

— liberalization of the domestic market and international trade: price regulation and
subsidies on commodities have been removed; export restrictions have been lifted.
Exportsshow atendency to diversify and export earningsshow anincrease, in particul ar
in non-traditional export products (all extractive products);

— modest, but consolidated economic growth: the annual growthin GDPisapproximately
4%, alevel achieved since 1990 (seetable 2.1);

— improvementsin social indicators, although they continueto be below Latin American
averages (seetable 2.2);
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— an improved balance of payments: the deficit on the balance of payments shows a
declining trend, thanks to increasing export earnings, capital return from abroad and
to a certain extent diminishing debt service obligations. Nevertheless, the balance of
payments (see table 2.3) continues to be weak due to persistent trade deficits;

— redefinition of the role of the state and reorganization of the public administration. De-
centralization of public administration has beeninitiated and the public sector has been
trimmed down from 15 to 11% of formal employment (approximately 132,000 people).
However, the public sector still amounts to 60% of total formal sector employment
(Van Lindert 1996:7);

— declining dependency on the informal coca/cocaine sector. Notwithstanding its im-
portance for e.g. the construction sector, the importance of the coca/cocaine sector
decreased from 6-10% of GDP between 1985 and 1990 to less than 5% of GDP in
1993 (Van Dijck 1996:15).

One of the non-economic achievementsisthat Boliviahas becomeacountry with astable

democracy.

Table2.1 Selected economic indicators 1985-1994

Indicator /year 1985 1987 1990 1992 1994
% growth GDP -13 2.6 4.4 2.8 4.6
per capita GDP (1980=100) 80.7 786 802 816 84.1
fiscal deficit (% of GDP) 7.7 7.8 43 4.7 32
inflation (consumer price index, % change) 11,7496 146 171 125 7.9
exports (US$ million) 6185 5187 830.7 7738 1,106.1
official exchange rate (US$) 450,467 221 340 410 4.62
dollarization (% depositsin foreign currency) 970 993 931 91.2
annual change in US denominated deposits 0 1469 59.7 442 225
annual change broad money (M2)* na 133 275 139 159
annual change liabilities to private sector (M 3)** na 548 487 371 215
savings and reserves (US$ million) 034 615 297 2448 510.2

Source: Based on data BCB, World Bank and CEDLA-ILDIS.

*currency in circulation pluslocal currency deposits
**deposits valued at end-of-period exchange rates
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Table2.2 Selected social indicators 1970-1994

Indicator /year 1970-75 1988 1991 1994 Latin America
1994

Population and employment

average annual population growth rate (%),

periods 1976-88, 1988-92, 1992-94 209 221 211 24

growth rate of economically active population

(EAP) (%) 417 6.63 4.68 472 3.89

% EAP formally employed 36.1 46.0 27.0 285 na

Health

total fertility rate (live births per woman) 65 50 48 48 31

under-5 mortality (per 1,000) 172 148 118 116 52

maternal mortality in hospitals (per 100,000) 373 201 247 207 180

life expectancy (years) 46.7 57.0 59.3 60 69

population with access to health facilities (%) na 21 32 30 72

population with access to safe drinking water (%) 34 44 47 53 80.0

child malnutrition < 5 years (% age group) 37 na na 28 10.0

Education

adult illiteracy rate overall (> 15 years) 368 260 230 230 155

adult illiteracy rate female 486 350 277 250 17.2

primary enrolment rate overall (% PEE) 85.0 91.0 810 83.0 106

primary enrolment rate rural na na 740 74.0 88

primary enrolment rate female (% PEE) 76.0 850 78.0 78.0 94

Poverty Incidence based on Basic Needs

Insatisfaction, % population 69.8

Poverty Incidence based on Basic Needs

Insatisfaction, % rural population 940 855

Human Development Index 041 0.39

Sources. CEDLA-ILDIS (1994), World Bank (1993 and 1996), UDAPSO (1993).

Note: The enrolment ratesareinfluenced by high repetition rates, and the declinein enrolment reflects declining
repetition rates. PEE=Population of school age (Poblacdbn en Edad Escolar



44 The economic development of Bolivia and its structural adjustment programme

Table2.3 Summary of the Balance of Payments 1985-1994 (in US$ m)

| tems/year 1985 1988 1990 1992 1994 1995
Current account balance —493.6 —4905 -3714 —-6275 218 294
1. Balance of goods and services

1.1 Trade balance —625 —-2253 —-1320 4471 -309 352
1.1.1 exports (fob) 6283 5424 830.7 643.1 970 1041
1.1.2 imports (cif) —690.8 —767.7 —962.7 —1,090.2 -1,279 -1,394
1.2 Balance of services —-230 -180 -199 -10.1 70 22
1.2.1 receipts 932 130.7 1477 176.8 258 225
1.2.2. payments —116.2 1487 -—-167.6 —1869 —188 203
2. Factor services —422.6 —260.0 —241.1 —193.0

3. Transfers 145 12.8 21.6 22.7 21 35
Capital Account balance 522.3 3145 3945 532.6 208 216
4.1 officia transfers 59.8 1239 1534 223.9

4.2 foreign investments 10.0 30.0 35.0 86.0 83 137
4.3 medium-term and long-term capital  24.8  164.6 76.8 202.8 125 79
4.3.1 disbursements 199.3 4047 3734 454.2 360 379
4.3.2 amortizations* —1744 -2400 —296.6 —2514 235 301
4.4 other flows 427.7 —40 1293 199

5. Exceptional financing** . 146.2 75.8 132.0 134 202
Change in reserves ** -287 298 -—-98.9 -37.1 -123 -124

Source: World Bank 1994. Data 1994-95: IMF.

= only paid amortizations

** includes unpaid amortization, default and debt relief

=+ the balance of paymentsisaways zero; the difference isthe change in reserves; anegative figure indicates
an addition to the reserves.

Shortcomings:

After adecade of structural adjustment, the following shortcomings can be noted:

— Slow economic growth: per capita growth was approximately 0.5%—1% per annum
between 1985 and 1995 (Vos, Lee and Mejia 1996:2; World Bank 19964).

— No real structural change has taken place in the productive sectors: the structural ad-
justment of the economy is not reflected by fundamental changes in the composition
of the GDP. On the contrary, the economy concentrates on one single leading sector:
the exploitation of natural resources (extractive products). Mining products (including
gas and hydrocarbon) continue to be the most important export earners, while ‘ new’
export products (timber and (semi-) precious stones) are also non-renewablenatural re-
sources (Morales 1990). The manufacturing industry, transport and services show little
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dynamism. The limited size of the domestic market, the low purchasing power of its
population, thefact that the country islandlocked, the hostile geography and a deficient
transport infrastructure complicate efficient and competitive industrial development.
Existing industry depends on external inputs and lacks technological sophistication.
The flourishing construction sector, which depends largely on narco-capital, reflects
the lack of confidence in investment opportunities in the productive sectors (Morales
1990). The share of the agricultural sector in GDP dropped from 23% in 1985 to
16% in 1995 and deregulation and liberalization of the market have had little or no
positive effects on the agricultural sector in general or on the campesinadsubsector
in particular (Van Niekerk 1994).

Notwithstanding the higher capital inflow, there are insufficient domestic savings:
obviously, domestic savings were low during the period of hyperinflation, but during
the 1985-92 period they continued to be very modest. Private local savings in 1992
accounted for only 14% of the demand for credit. Repatriated narco-dollars were
invested directly in the construction sector. Since the early 1990s domestic savings
have been falling as a percentage of GDP from an average of 10.6% for the 1988-91
period to 7.5% in 1992—-93. More than ninety percent of savingsare either in American
dollars or can be changed against dollars. This requires high liquidity in the domestic
banks. In addition, the Central Bank has sought to restrict credit to commercial banks
to help attain itstargets for the growth of money and international reserves. Both cause
higher than normal interest rates, which is an impediment to investment. Clients have
little confidence in the banking system.

— The high degree of dollarization not only limits the effectiveness of active monetary
policy, but aso reflects alack of confidencein both the domestic currency and general
economic stability (World Bank 1996b:3).

— Public investment continues to depend on external financing and gross investment on
the net transfer of resources. despite the fall in domestic savings over the 1988-93
period, the investment ratio achieved an increase from 13.5% in 1988-91 to 16.5%
in 1992-93, resulting from a rising net transfer of resources to Bolivia. Only half of
this increase has been trandated into additional investment due to limited absorption
capacity to trandate financial transfers into physical investment projects. Financia
transfershaveincreased in volume, but an increasing share spills over into consumption
(van Ryckeghem and Seligmann 1996:2-5). The composition of imports confirmsthis
trend (increasing imports of consumption goods).

— Low private investment levels (a direct consequence of the lack of credit facilities).
Private investment (either with foreign or domestic capital) have not been made to
such an extent that modifications in the composition of the GDP can be observed.
International capital hasonly been attracted (temporarily) by the capitalization of public
enterprises and by the exploitation of natural resources. Overall private investment by
the private sector continue to be low (Jenkins 1995).
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— Insufficient generation of formal employment: employment isthe principal solution to
poverty and could be stimulated by economic reform, but the generation of permanent
employment has been insufficient. The labour force in Bolivia increases annually by
60,000 people, while the economy generates on average 43,000 new jobs. Of these
only 25% is accounted for by wage-labour, the remaining 75% being filled by the
self-employed (CEDLA-ILDIS 1994). Between 1985 and 1992 the percentage of
the economically active population employed in the informal sector, in traditional
agriculture or in domestic service increased from 54% to 73%. The ‘new poor’, the
classof dismissed minersand civil servants, did not find alternativeformal employment
and became self-employed in the informal sector.

— Unequal distribution of benefits: income levelsin the Altiplano have deteriorated both
in absolute and rel ative terms (World Bank 19964). The small per capitaannual growth
isgenerated by white-collar workersin the public and non-traded goods sectors (which
is the opposite of what the structural adjustment process should achieve) and not
in the traded and private goods sectors. Households headed by blue-collar workers
received less income (in terms of constant Bolivianos) between 1989 and 1993, and
the inequalities are increasing (Vos, Lee and Megjia 1996:10-13). Over 70% of the
total population and over 90% of the rural population cannot satisfy their basic needs
(World Bank 1996a).
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Box 3. Measuring poverty in Bolivia

Poverty relief can be formulated as the alleviation of the situation of people who live below
the poverty line and who have little or no accessto resources such asland and capital, to basic
infrastructural and social services or to the processes of decision making (Ministry of Foreign
Affairs 1991).

This definition addresses the principal causes of poverty in Bolivia, such as

— poorly developed human capital (low levels of education; bad health conditions);
— lack of physical assets (secure access to good land, technology);

— lack of infrastructure.

In Bolivia poverty is measured by means of two indexes:

The Unsatisfied Basic Needs Index measures poverty as the share of households with un-
satisfied basic needs. It encapsulates the degree of satisfaction of basic needs with regard to
minimum standards for quality of and accessto housing, water supply and sanitation, energy,
education, and health.

The Headcount Index measures the proportion of households with income levels below the
consumption-based poverty line, which reflects the expenditure necessary to buy a*‘minimum
food basket’ and other necessities.

Sources: World Bank 1990:23 and 1996; Ministry of Foreign Affairs 1991.

Thestructural adjustment programmesin Boliviadid not directly addresssocial sector and

direct poverty-relatedissues. These should be dealt with either through specially designed

sub-programmes or separate sectoral operations, such as the socia funds (World Bank
1996h:15). Thiscan beillustrated by the effects of structural adjustment onthecampesino
subsector, which was not favoured, for the following reasons:

— publicinvestment in smallholder agriculture, already very low before 1985, cameto a
standstill;

— agricultural development policies(at least up to 1995) and publicfacilitieswerefocused
on capital intensive export oriented agricultural enterprises,

— credit facilities for smallholder production were discontinued;

— agricultural research and extension services were minimized and did not provide ser-
vices to the campesinaubsector;

— the liberalization of the market enabled the import of food commodities from neigh-
bouring countries with more favourable (climatic, environmental) production condi-
tions;

— food imports and food donations during the first years of the adjustment programme
devastated food production by smallholders for the market. Smallholders opted to
produce for their own consumption only;
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— the deregulation of labour rights affected campesinoswvho were often employed part-
time as wage workers by commercial agricultural enterprises;

— the terms of trade between agricultural products and manufactured products deteri-
orated, affecting the already low purchasing capacity of smallholders (World Bank
1996a and Urioste 1992).

2.5 Macroeconomic development and exter nal support

Bolivia has been remarkably successful in attracting external financial support for itsre-
form programmes. The IMF, World Bank, | DB and many bilateral donorshave contributed
with concessional |oans, donations and other instruments, such as debt relief.

During the decade 1985-95, public sector investment in reforms, infrastructure and
social services were financed amost entirely externally. Multilateral loans and bilateral
aid financed 73% of total costs during the first decade.

The Netherlands has provided political and economic support to Bolivia's structural
adjustment programme using a variety of instruments, such as balance of payments
support by the delivery of import goods, by debt relief activities and by budget support
to the safety net facilities and educationa reform. The support was provided either
through the bilateral aid programme, or additional (for example, debt restructuring in
the Paris Club). It was channelled either directly to the Bolivian government or through
co-financing arrangements with the World Bank.

During the period of military regimes, the Bolivian government did not receive bilateral
donations of any magnitude. International cooperation was channelled through non-
governmental organizations. Since a democratic government came into power in 1982,
both project aid and programme aid to Boliviaincreased rapidly. The international flow
of donationsfocused on improvement of the balance of paymentsand on the food supply.
The most important sources of programme aid were the United States (mainly with food
aid), the European Community (food aid), Japan (fertilizers) and the Netherlands. The
balance of payments support to Bolivia reached its peak in 1991at US$ 170 million. In
later yearsit decreased (1993: USS$ 55 million).

Bolivia has never formulated an explicit policy with respect to balance of payments
support, although it has had certain general policy outlines, such as reducing dependency
on food donations and a preference for productive imports (PNUD 1995). Since 1993
Boliviahas pursued ageneral policy of reducing external donor aid for imports and food,
focusing on obtaining general support for its macroeconomic policy (‘policy lending’).
Import support is only considered if it benefits specific sectors. In the Bolivian view
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import support, such as fertilizer aid and medicine aid, are not instrumental in reducing
shortfalls on the bal ance of payments(in contrast to other instruments, such as debt relief)
but aform of sector-specific programme aid.

Therefore, according to the Secretariat for Public Investment and External Financing,

donationsin kind should comply with two conditions: 3

— the sectors to be benefited should have priority within the overall ongoing structural
adjustment programme, and

— they should support and strengthen the objectivesin the sector involved.

Social sector reforms, such as educational reform, as well as the implementation of the

social funds, are mostly donor funded. The Bolivian government aims to attract as much
external donor assistance as possible to the social sector programmes.

3 Interview SIPFE, 1996.
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3.1 Concepts

Development assistance can be subdivided into voluntary contributions to international
organizations, project aid and non-project aid. Non-project aid might be either non-
structural (temporary) food aid,1 humanitarian aid or programme aid. Different terms—
programme aid, balance of payments support, import support and commodity aid—are
often used interchangeably. However, as shown in figure 3.1, balance of payment support
is a sub-set of programme aid and import support is a sub-set of balance of payments
support. Balance of payment support might be given in foreign currency (budget sup-
port, co-financing of structural adjustment loans), debt alleviation or goods (commodity
aid). The definition given by the DAC's “Principles for Programme Assistance” is “Pro-
gramme assistance consists of all contributions made available to arecipient country for
general development purposes, i.e. balance-of-payments support, general budget support
and commaodity assistance, not linked to specific project activities’ (OECD 1991.5). Pro-
gramme aid is basically oriented to support the socioeconomic policy of the recipient
country, by reducing itsforeign exchange deficits (DGIS 1994:2). A further distinctionis
made between general programme assistance and sector programme assi stance (OECD
1991:21).

Usually, programme aid generates financial resourcesin local currency (by selling forex
or goods), the ‘ counterpart or countervalue funds' 2. Import support generates financial
resources directly, because the recipients of commodities are usually required to pay the
equivalent valuein local currency to the government of their country. By doing so, import
support at the same time constitutes budget support (I0V 1989b:1).

1 Structural food aid, aimed at supporting the national economy and sold to traders, so generating countervalues
to be used in support of the public budget, is considered to be programme aid.

2 Although the DAC uses the term counterpartfunds indicating the local currency generated by the monetiza-
tion of donated import goods, here the term countervaluefunds is preferred in order to avoid confusion with
the concept counterpart contributiopwhich indicates the recipient country’s support (financially or otherwise)
to aparticular activity or project.
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Programme aid can be given either hilaterally (e.g. import support) or multilateraly
(co-financing of structural adjustment programmes or multilateral debt relief).

Balance of payments supponias a term used frequently in the 1980s for aleviating
foreign exchange deficits, as well as for import support (or commodity aid), through
the donation of basic goods. In this view, balance of payments support aimed to reduce
deficits in the current account of the balance of payments. The support could be either
direct (by replacing imports that would have taken place anyhow with donated goods) or
indirect (by increasing revenues resulting from the export of outputs or reduction of the
imports of these goods). Since 1991 the term balance of payments support has mainly
been used for financial transfers of foreign currency (e.g. forex auctions).

Import supportcan be defined as “ development aid in the form of imported commodities
that are not directly used for specific aid projects’ (I10V 1989b:1). Since 1987, the main
objective of general import support isto reduce shortages of imported goods and increase
the existing production capacity within the economy. Sectoralimport aid is aimed at
a specific sector, which is selected according to its priority for the recipient country
and/or for the Netherlands policy on development cooperation. Import support can be
implemented in various forms, such as the Commodity Import Programme (CIP), the
Open General Import License System (OGIL) and the Export Retention Schemes (ERS).

Debt relief is a form of programme aid not tied to specific goods or services. It may
compriseof debt forgiveness (or restructuring) of either (part of) the principal, or servicing
obligations (amortization and interest payments). It is a form of balance of payments
support, since foreign exchange is being saved, and the funds reserved for servicing
the debt can be used for other purposes. Debt relief is often targeted to specific debt
obligations (for example, commercial debt).

Budget support includes the donation of foreign exchange, which is sold to raise local
currency to support the government budget. Sectoral budget suppoams at supporting
specific components of the public budget, including financial support to those organiza-
tions charged with implementation of these components. According to pre-established
policy agreements, the counterval ue funds have to be used within the public budget to
support specific programmes on a sectoral or subsectoral level. Sectoral budget support
is arather specific kind of programme aid, since the principal policy objectiveis sustain-
able poverty alleviation, rather than (only) support for the macroeconomic policy of the
recipient country (Ministry of Foreign Affairs 1996:4).

In the Dutch devel opment cooperation, the cofinancing of structural adjustment loansisa
multilateral form of programme aid, which isdifferent in itsimplementation channel and
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procedures. The cofinancing with the World Bank of the structural adjustment credits to
Bolivia has not been subject of the present study.

Development aid
I |
. . . ) Voluntary
Project aid Non-project aid contributions
I ' |
Temporary || Proaramme id || Humanitarian
food aid J aid
]
I |
Programme Financial
food aid programme aid
I
Balance of
payments support
I |
. Forex (budget Import support
National Debt relief support, forex (CIP, OGIL,
level auction ERS)
Sectoral | Debt swapsor Sectoral budget Sectoral import
level conversions support support

Graph 3.1 Programme aid
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3.2 TheNetherlandspolicy on programmeaid
General policy on programme aid

The Dutch policy on programme aid has its origin in the balance of payments support
instrument introduced in 1975 as part of a then new budget category ‘direct aid to the
poorest countriesand groups' . In 1976 aspecia programmewas created to financeimport
goods for the poorest countries, with its own budget category (from 1977 onwards). The
programme aimed at providing those countries that were hardest hit by economic crises
with one-off injections of resources suitable for rapid disbursement. Balance of payments
support funds were allocated to a number of countries, originally on an annual and later
on atwo-yearly basis and did not form part of any longer-term policy concerning those
countries.

Initially, it was required that the aid be used to fund vital imports with aview to bridging
resource shortfalls of a temporary (cyclical) nature; from 1986 onwards account was
also taken of the extent to which the policies of recipient countries were geared towards
achieving enduring economic recovery. In practice, thisimplied that the recipient country
should have started a process of economic adjustment, normally in accordance with the
policies recommended by the IMF and the World Bank.

In many countries trade liberalization has improved the balance of payments and dimin-
ished the need for commaodity aid. In 1991, the budget for the balance of payments support
programme was curtailed drastically and since then amost all resources have been used
for debt relief activities and foreign exchange allocations (e.g. forex auctions).

More precise policies and criteria on programme aid were developed during the early
1990s. The arguments for providing programme aid changed: while the prevailing argu-
ment for programme aid before the mid 1980s was to reduce temporary deficits on the
balance of payments resulting from the international energy and debt crisis, there was
a growing awareness that balance of payments problems were of a more structural kind
and that only a process of economic reform could providelasting solutions.

From that time on, the Dutch programme aid was to be ‘policy based’ and provide sup-
port to structural adjustment programmes. More recently, not only economic reforms,
but also sustainable development and institutional strengthening, in particular of local
governments and activities promoting peopl€'s participation, are criteria taken into con-
sideration (DGIS 1994:3). The level of Dutch support now depends on the ‘financing
gap’, aswell as on the assistance offered by other donors.
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The coordination of donors' activities is therefore essential in programme aid (DGIS
1994:31). Consultations shoul d take place between donors on the basi ¢ assumptions, con-
ditionalities and financing arrangements of the support. The Consultative Group headed
by the World Bank and the Paris Club on debt relief have been the principle platforms for
this purpose.

Generally, the provision of programme aid forms part of the policy dialogue between the
Netherlands and the recipient country. The socioeconomic policy and theimplementation
capacities of the recipient country determine the effects of programme aid. Appraisal
of the macro policy pursued and, if applicable, of planned adjustment measures is an
essential element in decisions concerning thistype of aid. Regarding the expected effects
on target groups or other focal points of development policy, the balance of payments
programme states only that it should not be in conflict with the objective of poverty
alleviation.

Policy on programme aid to Bolivia

The Netherlandswish to assist Boliviain 1982 was hindered by the absence of abilateral
cooperation programme between the two countries. The bal ance of payments support pro-
gramme provided the opportunity for arelatively rapid assi stance by means of commodity
aid. Fertilizers and medicines were donated and, until 1987, programme aid continued to
be the principal instrument of development assistance by the Netherlandsto Bolivia

Programme aid has been financed from two categories of the Netherlands budget for
development cooperation: the balance of payments support programme and (after 1987)
the regular programme for the Andes Region. In principle, the budget for the balance
of payments support programme was considered to be additional to the country and
regional budgets (policy documents did not refer to the necessity of integration with the
country or regional policies). The Netherlands policy on programme aid applies to both
budget categories, but the policy documents for the Andes Region also made references
to programmeaid. Although thereisno essential differencein the policy between thetwo
budget categories, criteria could be applied differently.3

The intensity with which the various instruments are used has changed over time. While
in the first half of the 1980s import support was the most commonly used instrument,
debt relief subsequently became more predominant. Co-financing arrangements with the

3 For example, in 1990 DGIS applied the criteria more strictly, which implied that commodities aimed at
the social sectors (i.e. medicine aid) could no longer be financed from the balance of payments support
programme, since these donations did not contribute to the removal of bottlenecks in the productive capacity
of the recipient country. Financed from the Programme for the Andes Region, medicine aid continued as
sectoral import support. Ref: Evaluation ex-ante of medicines supply 1990 (BEMO). August 27, 1990.



56 The Netherlands programme aid to Bolivia

World Bank to support structural adjustment programmes and sectoral budget support
becameimportant instrumentsaswell, and were predominantly financed from the regular
country and regional budgets.

Policy on countervalue funds

The proceeds (in local currency) from the sale of donated goods (monetization) or the
foreign exchange paid by the private sector to the government of the recipient country
are the called countervalue funds. Since the start of the balance of payments support
programme, the policy on countervalue funds has remained largely unaltered.

It has been DGIS' genera policy that countervalue funds flow into the public budget
and DGI'S does not exert any control over the use and destination of the funds. In the
1984 *Review of Bilateral Development Cooperation Policy” an exception was made for
instances in which the recipient government itself proposes that countervalue funds be
paid into a special account for financing the local costs of bilateral projects.

In the practice of import support to Bolivia, agreements were made regarding counter-
value funds in order to ensure that specific policies were supported by an increase of
corresponding items on the public budget. For example, in the case of fertilizer aid or
medicine aid, the condition used to be that counterval ue funds should be used to benefit
the respective sector directly. Although thiswas not standard policy, DGIS could request
that the generation of these countervalue funds be audited. In the case of Bolivia audits
on the generation of countervalue funds has been a condition from the beginning.

The OECD (1991:48) has established the following principlesfor the use of countervalue
funds:

— their destination should be planned in advance;

— the user should benefit from arapid disbursement procedure, and

— they should be used for on-budget expenditures only.

In Bolivia, various conditions were attached to the use of countervalue funds, as will be
detailed in chapter 4.5.
3.3 Overview of Dutch programme aid to Bolivia 1982-1995

An overview of the Dutch programme aid to Bolivia during the period 1982-1995 is
provided in table 3.1.
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Table3.1 Overview of Dutch programme aid to Bolivia 1982—1995

Year or Activity Disburse- Implemented by
period ment
(Dfl. min)
a. Import support
1982/83 supply of fertilizers and insecticides  10.0 Agricultural Bank of Bolivia
supply of medicines 4.0 Min. of Health
1984 supply of fertilizers and insecticides 12.8 Agricultural Bank of Bolivia
supply of medicines 0.8 Min. of Health
delivery Fokker F-27 7.0 Lloyd Aéreo Boliviano
1986 supply of Fokker spareparts 6.5 LAB and TAM
supply of fertilizersand insecticides 8.0 Min. of Agriculture
supply of lamps SL Philips 3.0 Min. of Planning and Coordination

Electricity Company, FIS
reimbursement pipes Y FPB 11.0 Min. of Planning and Coordination,

Min. of Agriculture

1988/89 supply of fertilizers 114 Min. of Planning and Coordination,

Min. of Agriculture

1990/91 supply of fertilizers (1991-93) 14.7 Min. of Agriculture,

Min. of Finance (DIFEM)
supply of agricultural equipment 35 Min. of Finance (DIFEM)
supply of medicines (1991-95) 4.0 World Health Organization /

Min. of Human Development

Total import support 96.7
b. Debt relief
1987 direct buy-back commercial debt 45 NMB bank
titles
buy-back commercial debt titles 4.8 IMF Trust Fund
1988 buy-back commercial debt titles 10.0 IMF Trust Fund
1989 buy-back commercial debt titles 20.0 IMF Trust Fund
1990 payment bilateral debt service 85
1992 buy-back commercial debt titles 5.0 World Bank co-financing:
IDA debt reduction facility
1995 multilateral debt relief 17.9 World Bank, IDA and IBRD
1995 multilateral debt relief 94 IDB
Total debt relief 80.1

*Bilateral debt stock and debt service reduction totalled approximately Dfl. 41.8 million resulting from the
Paris Club I-VI negotiations. Dfl. 8.5 million were financed by DGIS.
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Table 3.1 continued

Year or Activity Disburse- Implemented by
period ment
(Dfl. min)

c. Support to safety nets

198690 support Social Emergency Fund 34.0 World Bank co-financing;
Min. of Finance

199193 support Social Investment Fund 35 World Bank co-financing;
Min. of Finance

1992—-  Socid Investment Fund 04 Min. of Health PROISS

Total safety nets 37.9

d. Other programme aid

1991 Co-financing second Structural 19.1 Min. of Planning and Central

Adjustment Credit

Bank; World Bank co-financing

1991-94 support Smallholder Development Fund 4.6 FDC

1994-95 support National Environment Fund 0.5 FONAMA

1995 Educational Reform 50 Min. of Education,
World bank co-financing

Total other programme aid 29.2

e. Overview programme aid 1982-95

Component Dfl. million % total

Total import support 96.7 39.6

Total debt relief 80.1 32.8

Total social funds 37.9 15.6

Total other programme aid 29.2 12.0

Total programme aid 1982-95 243.9 100.0

The percentage distribution of disbursements by category of programme aid is presented
in graph 3.2, while the annual distribution of disbursements (of all categories together)
is presented in graph 3.3. Note that although preparations for programme aid started in
1982, the first disbursement took placein 1983.



The Netherlands programme aid to Bolivia 59

other programme aid
(not evaluated)
multilateral debt relief 12.0% import support (evaluated)

(not evaluated) 39.6%
11.2%

sectoral budget
support (eval uated)
15.6%

commercial and bilateral
debt relief (evaluated)
21.7%

Graph 3.2 Distribution of disbursementsby type of programme aid 1982-95

50,0

40,0

30,0

Dfl millions

20,0

10,0

0 =
1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995

Graph 3.3 Annual disbursementsto programme aid, 1982-95

3.4 Proceduresfor the procurement of goods and services

Up to 1991 the balance of payments support programme consisted of donations, usually
in the form of commodity aid. Procedures for programme aid were different from those
appliedto projects. On thebasis of macroeconomic and socioeconomiceligibility criteria,
DGIS drew up annual lists of countries that would receive balance of payments support.
The financial resources were committed and the donation was offered to the recipient
country, whilethe criteriafor using the donation were spelled out. After acceptanceby the
recipient country, specific demands were formulated. Supplies had to come from either
the Netherlands or any eligible source country (ESC). Financial disbursement occurred
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through the Netherlands I nvestment Bank for Developing Countries (N1O) on behalf of
the recipient country. Appraisal of the requests for using the committed resources was
conducted by the Ministry of Foreign Affairsin The Hague.

Theimport support was implemented according to pre-established procedures, laid down
in the DGIS guidelines for procurement. These guidelines, originally agreed to in 1975
in the framework of the DAC, were modified in 1985 and 1992,4 in accordance with
internationally agreed procedures.

With the exception of the first donations (1982/83), DGIS aways required a formal
application request by the Bolivian authorities, in which they detailed the use of the funds
allocated. On various occasions, the Bolivian authorities changed their request according
to the needs of the moment (for example, the buy-back of commercial debt). In other
instances, they had to adjust the requests, because DGI'S could not honour them (e.g. the
request for veterinary equipment).

In the case of import support, DGI S required only an ex-ante assessment with respect to
the final destination of the goods to be imported, while the countervalue funds could be
used freely within the public budget (DGIS 1994:21, 24)

The policy documents show a reluctance to target and manage the balance of payments
support or the countervalue funds. However, in the 1987-95 period an expert attached
to the Netherlands Embassy was charged with monitoring the balance of payments
programmein Bolivia, in particular for the fertilizer aid.

After his arrival ‘Letters of Implementation’ were drafted for each supply of goods,
stating the objectives, responsihilities, criteria, distribution, price setting, and the expected
generation of countervalue funds. These L etters documented the purpose of the import
support, but formally they went beyond the Dutch policy requirements (i.e. they also laid
down the conditionsfor the use of the countervalue funds). The presence of this expert at
the Netherlands Technical Assistance Office (MCTH) (later on, the Netherlands embassy
in LaPaz) was of utmost importance for the organization of programmeaid, in particular
the fertilizer aid.

Until 1985, the source country for donated goods was normally the Netherlands (i.e. the
supply of goodswastied). After that, ‘ partial tying’ was adopted, meaning that the source
country could be either the Netherlands, or any ‘eigible source country’ (ESC). Lists of
ESCsare published annually by Ministry of Foreign Affairsand the Netherlands Ministry

4 For details on procurement guidelines see e.g. Fertiliser Aid (I0V 1995:91-100).
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of Economic Affairs. Sometimes, the requirement that the goods should be producedin an
ESC hampered implementation, as was the case with veterinary equipment, which could
not be obtained in any of these countries. In other cases, the requirement was interpreted
in arather flexible manner, e.g. in the case of the donation of essential drugs.

With the exception of some cases of direct procurement (*letting contacts'; i.e. Philips
light bulbs, the airplane and spare parts), procurement was carried out via competitive
bidding. The tenders were invited by the Food Supplies Purchasing and Sale Section
(VIB) of the Ministry of Agriculture, Nature Management and Fisheries in Hoensbroek.
With respect to fertilizer purchases, they usually invited four or five enterprises, whilefor
other goods, shortlists were not always available, and many enterprises presented a bid
(in 1984, 31 companies tendered for medicine supplies).
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4.1 Overview of the Dutch import support programmeto Bolivia

The import support programme to Bolivia started in 1983 financed with resources from
the 1982 balance of payments support programme. Between 1983 and 1991 six different
commitments were made to Bolivia from the balance of payments support budget. Of
these, five were used for import support and one for the buy-back of commercia debt. In
the case of fertilizers, the import support programme was extended up to 1993/4. After
1990it waspolicy that 30% of all bilateral aid to Boliviashould be programmeaid (DGIS
1990a).

Over time, the Bolivian authorities presented a wide range of requests for use of the
balance of payments support resources (see Annexe 2, table A.1). Not al the requests
were approved by DGIS. Table 4.1 details the import support programme.

Of thetotal commitmentsof Dfl. 134.0 million madefrom the balance of paymentssupport
budget, Dfl. 92.7 million (69%) were used for import support or for the reimbursement
of goods aready imported (an additional Dfl. 4.0 million was financed with resources
from the regular budget for the Andes Region). Approximately Dfl. 56.9 million were
used for fertilizer aid. The remainder of the balance of payments support budget was used
to buy back commercial debt titles. In terms of American dollars, Dutch import support
amounted to about US$ 40 million (US$ 24.1 million in fertilizer aid). The Netherlands
annual contribution represented on average 5% (up to 14% in 1993) of all external support
for Bolivia's balance of payments (PNUD 1995).

The principal import support by the Netherlands consisted of medicines (section 4.2),
fertilizers (section 4.3) and other supplies (section 4.4), which will be detailed below.
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Table4.1 Import support programme

Year Import support Disbursements exchangerate Amountin
for imports Dfl.-US$ million US$
(DAl million)
1982/83 fertilizers and insecticides 10.0 2.85 35
medicines 4.0 2.85 14
1984 fertilizers and insecticides 12.8 3.32 39
airplane Fokker F-27 7.0 3.32 21
medicines 0.8 3.32 0.2
1986 spare parts Fokker F-27 6.5 245 2.6
fertilizers and insecticides 8.0 245 33
low-energy light bulbs 3.0 245 12
reimbursement of invoices Y FPB 11.0 2.45 45
1988/89 fertilizers 114 212 5.4
1990/91 fertilizers 14.7 181 8.1
agricultural equipment 35 181 1.9
medicines 4.0 181 22
Total 96.7 40.3

Source: Based on DGIS data.

4.2 Medicineaid
4.2.1 Background

Medicine aid was provided as a component of the first balance of payments support
programme to Boliviain 1982/83 and of the second one in 1984. It was later financed
with resources from the regular programme for the Andes region in 1990/91.

The first supply of medicines

In 1982 public health care in Bolivia was the responsibility of the Ministry of Social
Security and Public Health (MPSSP), which provided (almost) all medical services and
medicines free of charge. Since most medicines had to be imported, but the government
lacked resources (in particular foreign exchange), the supplies covered less than 1.5%
of the demand. Most hospitals and health centres in the country did not keep any stock
of medicines. In 1982 the government of Bolivia requested to use funds from the first
balance of payments support for the procurement of medicines. The DGIS imposed
the condition that the medicaments should figure on the “International Catalogue of
Medicine’ of the World Health Organization (WHO). One problem was that only 20% of
the requested medicaments could be obtained from either the Netherlands or an ESC. In
January 1984, the Ministry of Economic Affairs granted permission for the procurement
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of pharmaceutical products originating from non-ESCs, as long as they were purchased
from the International Dispensary Association (IDA) in Amsterdam. The medicineswere
supplied between May 1983 and July 1984. The majority were to be distributed freely
through the tuberculosis control and the malaria eradication programmes.

The second supply of medicines

Alsoin 1984 the Bolivian authorities requested permission to use part of the fundsto pro-
cure medicines. However, the Netherlands embassy advised DGI S that the donation of a
Fokker airplane had priority and that additional medicineswould not be necessary, sincea
report by the National Institute of Medical Supplies stated that 40% of the medicinessup-
plied were still in stock. This was rather obvious since most of the medicaments had just
arrivedin Bolivia. The Bolivian application was appraised by an external expert, who—in
the context of medicine aid—introduced the concept of essential drugs (without brand
name and composed only of the active elements, registered in the * Shortlist of Essential
Drugs’ of the WHO). Since the donation of an airplane was approved (see section 4.4),
medicines could only be procured from abalance on the 1982/83 (Dfl. 100,000), and 1984
(Dfl. 750,000) budgets. Medicines totalling Dfl. 749,200 (US$ 240,000) were procured
and targeted to free of charge health care programmes (mother and child programme,
disparasitation, tuberculosis, and intensive therapy at the Children’s Hospital).

The third supply of medicines

A new request for medicineaid from the 1989/90 bal ance of payments support budget was
submitted, which fitted into the MPSSP’'s new ‘Action Plan’, encompassing a National
Supply Policy. The National Programme of Essential Drugs of Bolivia (PNMEBOL)
formed part of this policy. However, Bolivialater decided to use the balance of payments
support budget for the second buy-back of commercial debt. In the meantime, the WHO-
Pan American Health Organization (PAHO) prepared an Essential Drugs project, to be
funded by the Netherlands. Due to incompatibility of bidding procedures between the
PAHO and DGIS, it was decided that medicines would be procured directly by PAHO.
Initially, the supply of essential drugs was specified as a component of the 1990/91
balance of payments support for atotal of Dfl. 4.0 million, to be implemented over five
years, from 1990 to 1995. Due to a stricter application of the procedures for balance
of payments support, essential drugs not longer qualified, since these imports could
not comply with the requisite to optimize the use of installed productive capacity in
the recipient country (Recommendation to the DGIS Projects Commission. August 22,
1990). In October 1990, Dfl. 4.0 million were made available from the budget for the
Andes Region.



66 Import support programme

To supplement this, in 1991 DGIS approved a contribution of Dfl. 4.4 million to the
project PNMEBOL for a period of four years, to be implemented by WHO/PAHO. The
main objectives of this project were the establishment of a national policy on essential
drugs, the rationalization of the distribution of medicines, the strengthening of quality
control systems, and training. The following table summarizes the medicine donations:

Table4.2 Summary of medicine supplies

Year Budget in Dfl.  Disbursements Disbursements Budget source

in Dfl. in US$
1982/83 4,000,000 balance of payments support
1983 1,988,014 697,548
1984 850,000 1,811,557 564,348 balance of payments support
1985/86 749,217 240,133
1990 2,000,000 2,000,000 1,190,654  programme Andes Region
1991 2,000,000 2,000,000 1,085,746
total 8,850,000 8,548,788 3,778,429

Source: Based on DGIS and PAHO data.

4.2.2 Organization, distribution, prices and market of medicines
Organization and distribution

Medicine aid to the public sector was initially coordinated by the MPSSP, later replaced
by the National Secretariat for Health (SNS), under the Ministry of Human Devel opment.
Over time, variousinstitutions have been responsible for the medicine aid, most recently,
the Centre for Provision of Supplies (CEASS).

The first and second import support programmes were implemented during a chaotic
period in the country. Health policy at the time was focused on providing free health care
to the population. Resourcesall ocated to public serviceswere eroded by inflation, leaving
the social sector inacritical condition, unableto solveitsproblems. The coverage of health
facilities was limited, not reaching the remote areas and suffering from urban centralism.
The distribution of medicines was deficient due to a lack of communication facilities,
logistical systems and distribution policies. During the second supply, the distribution
focused on four specific free programmes.

The third donation was directly linked to a project with a pre-defined policy. Macroeco-
nomic conditions had improved; the PAHO provided technical assistance and training,
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and coordinated many activities in the health sector, while the FIS constructed deposits
and stores. This al contributed to a better distribution, reaching 75%-80% of the popu-
lation. By 1995, the national distribution centre CEASS had a decentralized system with
6 regiona supply units.

Prices

Up to the start of the new economic policy in 1985, the Bolivia's health policy aimed
at making free health services, accessible to all strata of the population. In 1984, of the
22 products with official prices, 18 were sold at unit prices below US$ 0.01, while the
remaining 4 products were sold at less than US$ 0.20 per unit (at the official exchange
rate). Medicines supplied by the Netherlands and delivered up to May 1984 were worth
US$ 584,418, but generated counterval ue funds equivaent to US$ 5,026, which implies
that for each US$ 100 of medicines sold, US$ 99.10 were subsidized. Medicines in the
second donation were destined for specia programmes and all delivered free of charge.
Of the medicines supplied during the third programme, only part was delivered free of
charge through WHO/PAHO (e.g. vaccines), but the vast majority were sold to patients.
In late 1995, only two products (paracetamol and cotrimaxol) continued to be distributed
free. Revenuesfrom salesare deposited on aspecial account aimed at fostering arevolving
fund.

Formally the CEASS Board hasto set selling prices, but in practice, they are determined
by the management. Prices were set in 1991 and not adjusted or indexed until 1994.
Initially, selling prices were set on the basis of cost price plus international transport
costs, local freight, but excluding operational costs. In 1992, the profit margin on sales
was minus 44.29%. After price adjustmentsin 1994, the margin increased to minus 11%,
(SNS/OM S/OPS 1995), while (according to CEASS) anew priceincreasein 1995 would
allow arecovery of 98.5%.

One of the reasons for the negative profit margin was that the public health services
at departmental and district levels emphasized the objective of ‘providing access to
essential drugs at affordable prices to the low income population’, while the reasons for
cost recovery were hardly understood (SNS/OM S/OPS 1993).

The market

There are three main actors on the market for medicinesin Bolivia

— the commercia private sector: laboratories, distributors, pharmacies and physicians.
The commercial private sector (pharmacies) supplies imported goods and some other
drugs produced in national laboratoriesto the urban market and the main rural centres.
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During the 1980s, this sector commercialized some 3,500 pharmaceutical products
without (adequate) control of prescriptions, quality and prices. In 1996, there were
3,100 pharmaceutical products available on the commercial market.

— the non-commercial private sector (non governmental organizations—NGOs—and
the church). The non-commercial private sector imported (or received donations) in
small quantities of medicines for specific projects, e.g. for health facilities managed
by religious organizations. The majority of these projects were semi-autonomous,
without control and outside the norms of the MSPPS. The non-commercia private
sector covered mainly therural areas and the peripheral urban areas. Since 1985, direct
medicine aid from international NGOs has gradually declined. By 1996, three NGOs
were still importing or receiving medicines, but in minor quantities only. The value of
these medicines does not exceed US$ 30,000 annually. In 1988, a new actor appeared
on the market, Essential Medical Inputs (IME), created on an initiative of the Dutch
organization SIMAV 1, and financially supported by the Dutch organization ICCO. IME
created a Revolving Fund for essentia drugs and by 1996, disposed of stock valued at
US3$ 900,000. Its market is composed of NGOs and ecclesiastical organizations;

— the public sector. The public sector, with a mandate to service the entire nationa
territory through its health facilities (hospitals, health centres and health posts), bought
medicines from national laboratories or imported medicines sporadically, according
to the availability of budget resources. The public sector relied largely on special
programmes subsidized by external donors (e.g. UNICEF for vaccination campaigns).
In early 1996, the public sector received medicines from the government of China,
UNICEF and the WHO/PAHO Essential Drugs project. With the Essential Drugs
project, the public sector has reinforced its position and credibility. Mainly, it has
stimulated expansion of the market, both with products not imported before, and in
terms of geographical areas hardly covered in the past. The distribution of medicines
islimited to the public health establishments, but these cater to approximately 80% of
the population.

In 1995, the country’s market for pharmaceutical productsrepresented nearly US$ 50-60
million, plus some US$ 20 million in smuggled products. Medicines valued at US$ 25
million are produced by national laboratories.

In Bolivia, the supply of essential drugs by the commercial market is still limited, but
expanding (in 1995, some 15 imported products). An increasing number of rural pharma-
cies have started to sell essential drugs from the IME. Since 1990 medical postsin rural
areas have started distributing medicines produced by local laboratories.
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4.2.3 Therelevance of medicine aid
Relevance for the health sector

Donations have been relevant to Bolivian devel opment policy in general and to the health

sector in particular, for the following reasons:

— the health sector has been a priority sector for all democratic governments. This is
expressed, for example by the elaboration of sector policies and investments through
the social funds;

— thefirst supply contributed to the continuation of public health care during theeconomic
crisis,

— the second donation supply supported the Ministry of Health in the implementation of
four priority programmes;

— the second supply emphasized the concept of ‘essential drugs’, which led to the for-
mulation of a drugs supply policy;

— thethird supply, in addition to the WHO/PAHO project, contributed to the redefinition
of Balivian policy on medicines, culminating in the (draft) Medicines Act and other
normative instruments, such as redefinition of the National Therapeutic Form and the
National List of Essential Drugs;

— it contributed to the definition of a policy of cost recovery in the form of a Revolving
Fund under the National Programme of Essential Drugs (PNMEBOL);

— essential drugs have contributed to the provision of services at lower prices, and to the
implementation of a system of cost recovery. In that respect, medicine aid has been
relevant to the overall policies of stabilization and structural adjustment.

Relevance for the Dutch development cooperation policy

Regarding the general development policies of DGIS, the relevance of medicine aid lies
in the fact that it benefited low-income groups of the population in rural and peripheral
urban areas. Medicines from the first supply were destined for the ‘ popular pharmacies
of that time. The public health care system contained special programmes for vulnerable
groups strengthened by these donations.

4.2.4 Effectiveness of medicine aid

Macroeconomic effects

The macroeconomic effects of medicine aid have been minimal. The amounts involved
were so small that possible effects on the trade balance are only hypothetical. Since the
donations replaced regular imports and smuggled medicines, it has been estimated that
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the savings in foreign exchange would have been equal to the value of the medicine
donation.

Countervalue funds

Initially, countervalue funds were to be deposited in a savings account in local currency
at the Central Bank of Bolivia with the purpose of “financing development projects, to
beidentified by the embassy in Lima’ (Aguilar et al. 1996:28).

The first medicine aid generated counterval ue funds amounting to only 0.9% of the cost
price (MSPPS, 1984). The second programme did not generate any countervalue funds,
sinceall drugswere used in health programmesfree of charge. The L etter of Implementa-
tion of the third medicine supply (1991) stated that the countervalue funds (estimated
to be US$ 2,300,000) should be used to create a Revolving Fund (US$ 1,000,000) for
medicines, while the remainder should be used to strengthen the infrastructure of the
Ministry of Health and to support domestic pharmaceutical industries. The countervalue
funds generated amounted to US$ 1,163,600, while the value of medicines in stock
amounted to US$ 1,069,700. Thethird medicine aid has generated countervalue funds up
to 98.5% of the disbursed amount (CEASS Administration 1996).

All counterval ue funds were deposited on an account in the Central Bank of Bolivia. Up
to early 1996, these funds had not been used.

Microeconomic effects

Microeconomic effects have been assessed at the markets for medicinesin Boliviaand in
the national pharmaceutical industry.

The total medicine market in Bolivia has an annual turnover of US$ 50-60 million. The
IME (US$ 1 million) and CEASS (US$ 2 million) together supply only 5% of the market.
With their specidization on either essential drugs (IME) or on low cost medicines for
the public sector (CEASS), both occupy a ‘niche’ in the market. By doing so, they have
extended the total market for medicines and neither replaced commercial suppliers nor
competed with them. Traditionally, the commercial suppliers serviced the urban areas
and rural centres, aiming at clientswith a certain purchasing power. The CEASSand IME
servicerura and urban peripheral zones, wherethe popul ation usually haslittle purchasing
capacity. The IME does not compete with CEASS because the latter provides medicines
exclusively to the public health care system, while IME basically supplies NGOs. IME
and CEASS therefore complement each other and both complement the commercial
suppliers on the market. With afew exceptions, the pharmacies never opposed medicine
aid, since their markets were not threatened.
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The effects on the national pharmaceutical industry have been minor. There are 22
laboratories, six of them of substantial size, but only one produces morethan 500 products.
The three largest laboratories account for 80% of the national supply. Almost every
national laboratory works below itsinstalled capacity. There are no pharmaco-chemical
industries in the country, so basic chemicals and raw materials have to be imported.
Therefore, in terms of foreign exchange, the difference between medicine imports and
the purchase of national productsisrestricted tothe‘valueadded’ of thenational products.

IME has never purchased medicines from the national |aboratories. The situation of
CEASS isdifferent: the countervaluefunds have not yet been spent (in 1996 therevolving
fund was not yet in operation). Once operative, CEASS could procure nationa products,
but, given that laboratoriesimport their basic pharmacochemicalsand produce on asmall
scale, Bolivian products are not necessarily cheaper than imported ones.

4.2.5 Efficiency of medicine aid
In general, medicine aid has been efficient, particularly the second and third donation,

when essential drugs were supplied. These medicines are affordable, effective, reliable
and of proven quality.
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Procedures and management capacity

The first medicine supply was appraised on the basis of internal consultations at DGIS
only. The second donation took account of the recommendations of external experts.
When the medicines arrived at the airport in Bolivia, customs initially refused an import
tax waiver. Subsequent deliveries met with all kind of problems, such as the loss of
documents, technical problems with planes, storage problems, etc. The third supply was
implemented by PAHO, according to their international bidding guidelines.

Distribution of the first supply in Boliviawas slow due to alack of adequate distribution
and communication systems. The second donation was implemented rapidly, because
the medicines aready had a predefined destination in the specia health programmes.
The third supply was embedded within the context of a project aimed at improving the
medical supplies system. Distribution took place together with improved administrative
procedures, a cost recovery system and supervision by PAHO. In general, the distribution
of medicine aid has been efficient.

4.2.6 Sustainability in the supply and distribution of medicines

The sustainability of medicine distribution by the public sector depends on the capacity
to maintain and expand the PNMEBOL Revolving Fund. Up to early 1996, the stock
of medicines was based on external supplies only. Since then most donated supplies
have been sold to the public, implying a capitalization of CEASS. Neverthel ess, without
continuing external donations, the revolving fund would face difficulties in maintaining
its value, because part of the drugs continued to be delivered free of charge to patients.
Thiswasinsufficiently compensated by the proceedsfrom the medicines sold. In addition,
up to early 1996, the PAHO project financed the CEASS operational costs. Operational
costs either have to be incorporated in the selling price of medicines, or assumed by
the SNS. With adjustments to be made to cover the costs of medicines delivered free of
charge, the Revolving Fund could operate independently of external assistance. Although
the system is not yet self-supporting in full, the sustainability of the medicines supplies
isrelatively high.

Neither SNS nor WHO/PAHO have addressed the more fundamental sustainability issue
regarding the desirability of maintaining a public sector medicine supply and distribu-
tion centre, or, alternatively the transfer of these functions to a private or ‘third sector’
institution.
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4.3 Fertilizer aid
4.3.1 Background

In Bolivia, a declining share of the Economically Active Population (EAP) depends on
agriculture and forestry (in 1950 68% and in 1992 40.3%). This share varies according to
agro-ecological zone: 66.1% in the northern Altiplano (highlands); 51.1% in the central
Altiplano; 56.3% in the southern Altiplano, to 45% in the Valles(valleys) and 18% in the
Llanos(plains) of Santa Cruz.

The introduction of fertilizers in Bolivia was late and dow. Before the Agrarian Re-
form of 1952, virtually no mineral fertilizer was applied. Both commercial farmers and
smallholder producers used traditional techniques. Commercia producersin the eastern
provinces exploited the natural fertility of the soils, by moving eastward—using a type
of shifting cultivation—if yields started to decline. The magjority of the agricultural pro-
ducers, the campesinosnostly cultivating in the Altiplano and Valles maintained soil
fertility by the use of ashes and organic manure, crop rotation and cultivation in associa-
tion with leguminous plants. In the early sixties, fallow periods started to become shorter
due to increasing population pressure and the subdivision of land. The introduction of
mineral fertilizer in Bolivia took place around 1965, through the agricultural extension
programmes, the Agricultural Marketing Service (SAl) and development projects (FAO
1992). Smallholder producers started to use mineral fertilizers in highland potato grow-
ing, and to a lesser extent on rice, maize and vegetable cultivation. Since 1990, there is
an increasing trend to the use of fertilizers on commercial crops such as soybean, sugar
cane and bananas.

In 1996, the use of mineral fertilizers was still not very widespread and the average
application rate was low at 4 kg of NPK/haof cultivated land. Various factors prevent an
increasein use, such asathelow purchasing power of the majority of agricultural produc-
ers, the high (climatic) risk of agricultural production, thelimited accessto fertilizersand
the long haul age di stances between markets and production areas dueto insufficiently de-
vel oped distribution and marketing systems, alack of technical assistance and an absence
of credit facilities.

Although Bolivia has most raw materials to produce different types of fertilizers at
its disposal, the country lacks local manufacturing or mixing facilities and depends on
imports. Local resources have not been exploited due to high investment costs, a small
internal market and fierce competition on the potential export market. Between 1983 and
1996, the main source of supply has been donations, mainly from the Netherlands and

Japan.
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4.3.2 The Dutch fertilizer aid policy

In 1982, the balance of payment support programme was considered to be an adequate
instrument to support the new democratic government of Bolivia, in particular in view
of the absence of a bilateral development cooperation programme. When the resources
were committed and offered to the Bolivian government, no request for fertilizers was
initially received. The suggestion was made by the Netherlands embassy. In those years
(1981-83), the Netherlands was the most important fertilizer donor and accounted for
40% of al fertilizer aid provided worldwide. Thiswas, at the same time, a support to the
ailing Dutch fertilizer industry, since 30-40% of all Urea produced was procured for the
Dutch devel opment cooperation (Ministry of Foreign Affairs 1985:4, 14).

The evolution in the formulation of policies on fertilizer aid is reflected in policy papers
and sectoral documents.® Two sectora memoranda are of importance in this context:
KunstmesthulgFertilizer Aid) (1985) and Sustainable Land Usgd992).

The Fertilizer Aid document considered fertilizer aid as a form of programme aid and
since most of the fertilizer supplied was used by smallholders, it was considered that
the aid contributed to poverty relief, and therefore complied with the twin-track policy
of aleviating poverty and promoting economic self-reliance. It was also considered to
be an essential input in the process of increasing food production and necessary—as
aid—as long as the recipient countries had not yet achieved self-sufficiency in satisfying
their fertilizer needs by either production or through commercial imports. Fertilizer aid
would compensate shortfalls, the principal victims of which were supposedly mainly
small farmers, since shortages would cause higher prices and exclude them from using
these inputs.

The document “ Sustainable Land Use” (1993) stated that amajor part of the Netherlands
aid programme was geared to the devel opment of agricultural systemsin which external
inputs such as fertilizers and pesticides play an important part. Sustainable land use was
described as the optimal exploitation of environmental capacity from the viewpoint of
agricultural production and resource conservation, directed to the policy recommendation
of a balanced combination of sustainable farming systems with high and low levels of
external inputs depending on the specific ecological context.

For Bolivia, DGIS formulated three objectives for the fertilizer aid during the 1982—93
period:

— to reduce the deficit on the balance of payments;

1 For an overview of the policy documents see: IOV 1995:65-79.
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— to contribute to food security at a national level;
— toincrease productivity and rural income, aswell asfood security at farm level.

The decisions to start and terminate fertilizer aid were both taken by the Netherlands.

The reason to stop fertilizer aid stems from:

— the decision in 1991 to focus the balance of payments support programme on debt
relief activities,

— the expanding portfolio of project aid, and

— concerns about the possible environmental hazards of fertilizer application.

It should be stressed that the fertilizer aid started in a period when no policies on it had

been specified. The policies on programme aid, fertilizer aid and for the Andes Region
were elaborated afterwards.

4.3.3 Sail fertility and the use of organic and inorganic fertilizers

Soil fertility depends on its chemical and
structural properties, such as acidity, or-
ganic content, its characteristics as a root-
ing medium and its ability to retain nutri-
ents and water (i.e. both on nutrient con-
tent and texture). Soil fertility is highly
dynamic due to a continuing process of
soil formation and degradation. This is
caused by natural conditions (gravity, pre-
cipitation), as well as the addition and
extracting of nutrients by man, animals
and plants (see box 4). In Bolivia, the
variety of soils is enormous and can be

Box 4. Nutrient extraction and restitu-
tion

One hectare of potato crop that produces
10 mt of tubers and where the plant is
ploughed back into the soil extracts ap-
proximately 31 kg of nitrogen (N), 16
kg of phosphorus (P.Os) and 60 kg of
potash (K;0) from the soil. Using min-
eral fertilizer, a combination of Urea (46-
0-0), Di-ammonium phosphate (18-46-0)
and Potash sulphate (0-0-60) would re-
quire 211 kg of input. If these elements
had to be replaced with organic manure,
approximately 4,500 kg of cow dung or

classified in forty-nine different land sys-
tems (Ministry of Agriculture 1973). Of
the 7.8 million hectares of arable land

4,200 kg of chicken manure would be re-
quired.

Source: FAO 1995a:36.

(7.1% of the country’s surface area), about
1.6 million hectares is actually under cultivation (1.4% of the total area), while 2.8
million hectares are left fallow (2.6%) and 3.5 million hectares (3.1%) are not used
for agriculture. Ninety-two percent of this unused land is found in the Llanos (FAO
1995a:16). Approximately 68% of the agricultural holdings cultivate less than 5 hectares
and cover only 1.5% of thetotal cultivated area. In extensive zones of both the Altiplano
and Valles population pressure has caused parcelation of the cultivated area, known as
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minifundismoOf all cultivated area 18% is on the Altiplano, 37% in the Vallesand 45%
in the LIanos

On the Altiplano, the soil is stony, with a poor texture and alow nutrient content. Usually
25-50% of the soil is left fallow for three to six years; it is then cultivated, usually with
one crop of potatoes, followed by two or three other crops in rotation. Traditionally
fertilization took place only for potato cultivation, with a mixture of ashes and organic
manure. Dueto shortagesin organic manure, moremineral fertilizerswere gradually used.
Extremely small plots (lessthan 0.3 hectares) are no longer suitable for traditional fallow
periods and force campesinoso ‘over-exploit’ the soil. In the Valles most agricultural
production takes place on a variety of soil. Different crops are cultivated, like potatoes,
maize, wheat, vegetables and fruits. Both organic and mineral fertilizers are used, in
particular in irrigated areas and on terraces. In the flat lowland Llanos soil types are
mostly sandy and with alow capacity to retain nutrients. Modern commercial production
goes hand in hand with the obsolete and harmful chaqueo(slash and burn) technique.
The chaquecentails the gradual encroachment of cultivated areasinto the tropical forest.
Since 1990 producers have changed to a more sedimentary cultivation and have started
to apply mineral fertilizers. Thisis due to ecological considerations but also because, in
some areas, the limits have literally been reached.

The FAQ classifies Bolivian soil fertility as low to very low, with serious deficienciesin
organic material (on averagelessthan 2%). With respect to the macro-nutrients (nitrogen
(N), phosphorus (P), potash (K), sulphur (S), calcium (Ca) and magnesium (Mg)), most
deficiencies were noted in nitrogen and phosphorus, with a considerable variation in
calcium and magnesium content. Although crops like potato extract potash, most soils
do not suffer from serious potash deficiencies (FAO 1995a).

Box 5. Chemical composition of the main fertilizers used in Bolivia:

Percentage of active component:

product nitrogen phosphate potash sul phur
(N) (P20s) (K20) ©)

Urea 46

Calcium Ammonium Nitrate (CAN) 27

Triple Super Phosphate 46

Ammonium Sulphate 21 26

Nitrogen Phosphate (NP or NPK) 23 23

Di-Ammonium Phosphate (DAP) 18 46

NPK Compounds 15 (17) 15 (17) 15 (17)

Source: FAO 1995a.
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Most mineral fertilizers are used on potatoes (70%), vegetables, maize and wheat (15%)
and fruit trees (10%). Comparing the current cultivation pattern with the use of both
organic and mineral fertilizers showsashortfall ininputs, leading to adecreasing nutrient
content of the soil. Table 4.3 shows this deficit.

Table4.3 Estimated shortfall in nutrient supply to compensate for nutrient extraction

Crop Potato Maizeand wheat Sugarcane Vegetables
cultivated area 1992 (has) 111,000 332,000 60,000 25,000
estimated nutrient input (mt) 12,000 1,400 0 3,000
estimated nutrient requirement (mt) 31,200 57,700 25,000 8,700
deficit (mt) 19,200 56,300 25,000 5,700
used standard requirement in 70-100-0 40-40-0 90-60-60 60-60-60
NPK/ha

Source: FAO Fertisuelos 1995.

Nutrients may be added to the soil both by natural processes (atmospheric deposition,
sedimentation) and by agronomic practices, such asthe biological fixation of nitrogen by
legumes, fallow periods, crop rotation and fertilizer application. Ecologically sustainable
production requiresthat nutrient losses be restricted or replenished in such away that the
nutrient balance is maintained as far as possible.

The debate on sustainable agriculture in Bolivia

Parallel to the international debate on sustainable agricultural development (see IOV
1995:ch. 2.3), the use of minera fertilizersin Bolivia has also been under discussion.

The arguments used in Bolivia in favour of the use of mineral fertilizers include the

following:

— the availability of organic material, in particular on the Altiplano, is declining and
insufficient to satisfy the nutrient requirements for crop cultivation;

— Bolivia's national dependency on imported food can be overcome by increasing the
production and productivity of food crops; an increase which can be obtained only by
using mineral fertilizers;

— theuse of minera fertilizers shows positive gross margins on the principal food crops,
and hence helps to increase the income levels of agricultural producers;

— the potential benefits which accrue from high yielding (seed) varieties can only be
optimized in combination with the use of mineral fertilizer.



78 Import support programme

The arguments against the use of mineral fertilizer in Boliviainclude:

— climatic conditions (low precipitation, night frost) are a permanent hazard and
campesinosannot afford the risk of losing purchased inputs;

— theprincipal restriction of most Bolivian soil isnot the lack of nutrients, but the unsuit-
able texture, which makes it incapable of retaining humidity and provides insufficient
aeration;

— imported mineral fertilizers are bulky products, with high transportation costs, so
their (unbalanced) use in a landlocked country hampers internationally competitive
agricultural production;

— minerd fertilizers might be harmful to the environment, and their indiscriminate use
contributes to mineralization and general soil degradation;

— in order to optimize the use of modern inputs, they should be accompanied by an
integrated policy on prices, extension practices, research and credit facilities. Such a
policy does not exist in Bolivia;

— ecologically sound techniques such as low-external-input sustainable agriculture and
integrated plant nutrition systems are alternatives which make better use of locally
available resources and aim at sustainable development in the long term.

Based on intensive research and substantial experience, the FAO in Boliviarecommends
an approach which combines agronomic with mechanical techniquesto combat erosion,
as well as the rational use of both organic and mineral fertilizers according to local
conditions, climatic risks and crop potentials.

4.3.4 Organization, distribution, prices and market of fertilizers

The use of mineral fertilizersis concentrated in afew crops and in specific geographical
areas. The total use of minera fertilizer did not exceed 20,000 mt in 1995. Since no
mineral fertilizers are produced in Bolivia, the country depends on external sources for
its supply of mineral fertilizer. Theseinclude formal imports, informal imports (the black
market), and donations.

Supply of mineral fertilizer

(@) Formal imports

Although statistics on commercial fertilizer imports are remarkably scarce and prone to
substantial error, table 4.4 presents the most probable volumes of commercial imports.
Commercia imports showed a steady increase up to 1986 (orders were placed in 1985),
and a dramatic drop afterwards, resulting from the exchange rate unification (which re-
moved the implicit subsidy on imports) and the sudden discontinuation of credit facilities
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Table4.4 Commercial fertilizer importsin mt in selected years

Year /product Urea  Ammonium Super- Compound  Others Total
nitrate  phosphate NPK
1965 1,360.0
1970 3,601.0
1975 7,552.0
1982 1,117.0 3,683.9 386.6 51.6 2,663.9 7,930.3
1986 1,673.9 12,648.7 732.2 - 12537 16,3085
1987 1,136.0 2,378.3 229.2 688.6  1,839.8 6,271.9
1990 341.6 2,613.6 383.7 2226 32542 6,815.7
1993 925.3 3,069.8 25.1 3448 2,322.9 6,687.9
1994 126.4 3,122.2 - 5039 1,195.6 4,948.1

Source: Based on data FAO-UEF 1995b and Vaes 1994.

when the Agricultural Bank of Bolivia was closed. Between 1987 and 1993 commer-
cial imports were between 6,000 and 7,000 mt. The drop in 1994 is explained by the
withdrawal from the market of the Commercial Agricultural Services.

(b) Importsthrough the informal or parallel market

Theinformal market is complex, sinceit embracesboth tradein ‘rotating’ aid fertilizers,
and fertilizers brought into the country for a variety of other reasons (such as payment
in kind for coca leaves or simply to avoid paying import levies). Until 1996, informal
imports reportedly did not exceed 2,000 mt/year.

(c) Fertilizer donations

Japan was the first country to supply fertilizer aid to Bolivia, athough only in minor
guantities. The Netherlands started in 1983 supplying larger quantities. Germany and
the United States made one-off contributions in 1985. The Netherlands completed its
fertilizer aid programme in 1993, while Japan provided more than 20 shipments up to
1995. Table 4.5 presentsfertilizer aid by donor.

Between 1983 and 1995, Bolivia received atotal of 123,473 mt in donated fertilizer, of
which 51% was supplied by the Netherlands. Average annual fertilizer aid totalled ap-
proximately 10,000 mt (for statistical details see Annexe 2). Dutch fertilizer aid totalled
approximately 63,000 mt, spread over nine shipments, averaging some 6,000 mt annually.
Thetypesof fertilizer supplied were mainly Urea46%, Di-Ammonium Phosphate (DAP)
18-46-0, and compounds like 23-23-0 and 17-17-17. Although these deliveries repre-
sented a substantial part of total fertilizer use in Bolivia, by international standards the
donations were modest and amounted only 1.5% of all fertilizer aid provided worldwide
by the Netherlands between 1975 and 1993.
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Table4.5 Fertilizer aid by donor (in metric tonnes)

Year/source Netherlands Japan Germany United States Total
1983/84 10,000 2,570 0 0 12,570
1985/86 10,026 4,000 4,042 2,366 20,434
1987 4,000 4,500 0 0 8,500
1988 5,400 3,740 0 0 9,140
1989 6,500 1,899 0 0 8,399
1990 6,500 1,125 0 0 7,625
1991 8,500 1,700 0 0 10,200
1992 6,000 7,970 0 0 13,970
1993 6,000 5,084 0 0 11,084
1994 0 12,151 0 0 12,151
1995 0 9,400 0 0 9,400
Total 62,926 54,139 4,042 2,366 123,473

Source: Buitendijk 1995d and FAO-UEF 1995b.

When the Dutch fertilizer aid stopped in 1993 (sale of remaining stock continued after-
wards), Japan increased its donations, maintaining the total volume of fertilizer supply.
The Smallholder Devel opment Fund (FDC), whichisthe beneficiary body of the Japanese
donations, auctions these fertilizers in one single lot. The tender has been awarded to
the same enterprise (International SRL) over a number of consecutive years. In 1995,
the fertilizer market was characterized by a clear monopoly, with trading houses being
supplied only by International SRL.

Prices

Intheory, with tradeliberalization, fertilizer selling pricesin Boliviashould havefollowed
world market trends. Although international procurement prices are indicative for loca
selling prices, they never have been decisive. Dutch aid fertilizers were procured by the
VIB from manufacturers in the Netherlands or in any of the ESCs at prices based at
ex-factory world market prices. The cost of transportation of the fertilizer compared with
their free-on-board (fob) price is very high and ranges between 88% and 166% of the
fob price. The 1993 price differentials between fob and cost, insurance and freight (cif)
prices are presented in table 4.6.

The various L etters of |mplementation specify the condition imposed by the Netherlands
that the local selling price should be the equivalent of 90% of the market price. However,
in practice, there was no market price, because the volume imported by aid largely
exceeded commercial imports and gradually replaced them. The Dutch fertilizer aid was
so significant that it became the *price-setter’ for the market. The aternative method of
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Table4.6 Pricedifferentialsfob and cif of selected fertilizer supplies (US$/mt)

Year Fertilizer NPK Country of origin Pricefob cif port cif LaPaz

1993 DAP 18-46-0 Morocco 152.1 213.8 358.8
Urea 46% Netherlands 1229 180.9 327.3
17-17-17 Netherlands 215.0 273.0 419.5
23-23-0 Netherlands 203.9 261.8 408.3

Source: Bialowas, Kouterik and Van der Windt 1994.

assessing the market price would have been to consider the import parity price, but this
was never calculated.

Most fertilizer supplied by the Netherlands between 1983 and 1990 was sold at an
implicitly subsidized price, varying from 3% (Urea) to 36% (23-23-0) in 1989-90. After
1990 implicit subsidies were minimal, while in someyears (e.g. 1993) farmers paid well
above the cost price.

Up to 1987 selling prices, expressed in American dollars, were determined by the Agri-
cultural Bank of Bolivia (BAB) once a year. Since fertilizers were sold to farmers in
local currency, customer prices had to be adjusted frequently, in particular during the
period of hyperinflation. After the BAB was closed down, prices were set by the National
Council of Fertilizers on the basis of negotiations with al interested actors. Since 1992,
prices have been determined by the National Committee for Donations and the Office of
External Financing and Monetization (DIFEM) with the aim of maximizing the genera-
tion of countervalue funds. In practice, the price might be a subsidized implicitly in one
year, whilein the next, it could incorporate an implicit tax. In general, selling prices have
remained under the import parity price, with exception of the last fertilizer donations.
They have aways been the same for the whole of Bolivia (pan-territoria pricing), not
reflecting differencesin local transport and distribution costs. Table 4.7 showsthe average
selling prices by formula of donated fertilizer. In 1994 and 1995, after the completion of
the Dutch fertilizer aid programme, selling prices showed a remarkable increase. A bag
of Ureacost US$ 28 in late 1995.

Table4.7 Selling prices of Dutch aid fertilizer to the agricultural producer (in US$ per 50

kg. bag)
Year /type Urea 18-46-0 15-15-15 23-23-0 17-17-17
1985-88 1415 16-18 16-18
198990 15-16 18-19 14-15 16-17
1991 18-21 23-25 20-23 22-23
1992 18-20 24-26 20-22 22-24
1993 21-22 24-25 22-24 22-24

Source: Buitendijk 1995e.
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Organization and distribution of Dutch fertilizer aid

The distribution of fertilizers among campesingroducers has been the permanent con-
cern of the Dutch authorities. Thiswas reflected by the appointment firstly of advisorson
an ad-hoc base and | ater, from 1987 onwards, of apermanent expertin LaPaz. The expert
was charged with the logistics of the total import support programme and of fertilizer aid
in particular.

In the course of time, fertilizers were distributed through different channels, such as
the BAB, the Ministry of Smallholder Affairs and Agriculture (MACA), NGOs, depart-
mental chambers of agriculture, and campesin@rganizations. Between 1988 and 1992,
these organizations coordinated their efforts in Departmental Committees. In 1992 the
Committees were suspended and distribution was carried out through producer organiza-
tions and commercia enterprises, since part of the aid fertilizer was tendered. Table 4.8
presents an overview of the different Bolivian agenciesthat have been responsiblefor the
management and distribution of fertilizers.

Table4.8 Agenciesresponsiblefor fertilizer distribution

Year of Government body Distribution  Inter-institutional Monitoring ~ Government body

supply responsible through organization and technical administering
advice countervalue funds

1083 BAB CSUTCB external BAB
advisor

1984 BAB CORACA 2 external BAB
advisors

1986/7 BAB CORACA, externa BAB

ONG's advisor
1988/9 MACA National and National Council MCTH MACA

Depart. orgs. of Fertilizers
1990/1 Min. of Planning  National and National Council

and Coordination Depart. orgs. of Fertilizers MCTH Min. of Planning
and Coord.
1992/3 Min. of Planning National and MCTH DIFEM
and Coordination, private orgs.
SNAG

Although there was no public agricultural marketing system before 1983, the Bolivian
government assumed the responsibility for the direct distribution of the fertilizers to
agricultural producers. Thiswas consistent with concepts on the role of the public sector
a that time. Temporary institutions, such as the National Council of Fertilizer were
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created, together with their corresponding Departmental Councils. Duringthefirst yearsof
fertilizer aid various NGOs participated, but some of them stopped distributing fertilizers
at alater stage, due to discontentment with the distribution mechanisms, or because they
felt that their institutional policies were no longer consistent with the distribution of
mineral fertilizers.

Most publicinstitutionsinvolved in fertilizer aid have a so discontinued their operations,
because their functions have changed, been discontinued or have been transferred to
other bodies (BAB, MACA and Ministry of Planning and Coordination). Due to the
discontinuation of government organized distribution and in view of the small scale
distribution networks of farmers' organizations and NGOs, the bulk of the fertilizer is
currently distributed by the private commercial sector. Rural markets, shopkeepers and
wholesalers' rura distribution outlets comprise the present distribution network.

Until 1992 aid fertilizer was exclusively distributed to smallhol der farmers, mainly on the
Altiplano, in six out of the nine departments. Since then aid fertilizer (mainly Japanese)
has been retailed nationwide on the market.

4.3.5 Therelevance of fertilizer aid
Relevance to Bolivian development policy

FromtheBolivian point of view fertilizer aid has never been amacroeconomicinstrument,

but is seen as aform of support to the agricultural sector. The relevance of fertilizer aid

to Bolivian development policy has been assessed at two levels:

— therelevance of the agricultural sector within overall development policies;

— therelevance of fertilizer aid in supporting and strengthening policy in the agricultural
sector.

Every government since 1985 has drafted a National Development Plan or Strategy,
but none of them gave priority to the agricultural sector. Apart from the potential of
commercial agricultural production as an export earner, no specific role was assigned to
the agricultural sector within the framework of structural adjustment.

The various policy documents mentioned have the following aspectsin common:

— agricultural sector policies are not formulated as an integral part of macroeconomic
policies,

— dl plansonly treat the issue of agricultural inputs superficially and do not contemplate
specific input policies;
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— no specific strategy or policy framework is put forward to match technological inno-
vation and the use of inputs with research, extension, credit facilities and technical
assistance;

— most plans and intentions regarding the agricultural sector have not, or only partialy,
been implemented.

Fertilizer aid was a Dutch initiative from the beginning. During the various bilateral
consultations on development cooperation between Bolivia and the Netherlands, the
importance of the agricultural sector, in particular that of the smallholder subsector, was
stressed by the Netherlands and not by the Bolivian del egates.

In conclusion, the agricultural sector has never figured among the priority sectorsfor eco-
nomic development in Bolivia. Similarly, the incorporation of fertilizers into smallholder
agricultural production system did not form part of the government policy, athough fer-
tilizer aid was part of the rehabilitation strategy after the drought period (1984-87). The
most recent policy (Gobierno de Bolivia 1996) does not stress the use of minera fertil-
izers; on the contrary, it emphasizes the virtues of ancestral techniques and ecologically
sustainable agriculture.

During the evaluation, the Bolivian authorities raised the question whether fertilizer aid
could have been more relevant to the general objectives of the structural adjustment pro-
gramme. The potential role of fertilizer aid within the framework of structural adjustment
is described in an OECD Technical Paper (Fontaine and Sindzingre 1991). According
to their view, stabilization measures usually imply the reduction of public expenditure,
including the elimination of all types of subsidies or incentives. Simultaneously, eco-
nomic adjustment in the productive sectorsrequires the provision of and incentivesto key
productive sectors, for examplethe agricultural sector. The main government instruments
for doing so arelegidation, fiscal instruments and financial incentives. Without violating
austerity measuresin the field of public expenditure, donated imports, such as fertilizer,
could be used as a temporary instrument to provide incentives to priority sectors, since
the incentives are being paid by donors. Another use, mentioned in the report, is that of
‘cushioning’ policy measures, implying full cost recovery for previously subsidized pub-
lic services. Among al possibleinterventions (e.g. subsidizing credit, marketing, produce
price controls), the subsidy of agricultural inputs, particularly fertilizers, has proven to
be the most efficient in achieving increased agricultural production (Fontaine and Sindz-
ingre 1991:50). In practice, although the Bolivian government has never defined specific
policies for the agricultural sector within a broader context of structural adjustment, the
implicit price subsidy of 3-36% was an externally financed incentive.
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Relevance to the Dutch development cooperation policy

To the Dutch devel opment cooperationfertilizer aid wasinfirst instanceamacroeconomic
instrument aimed at increasing economic self-reliance of the recipient country. However,
in practice, the other main goal of Dutch aid policy—the aleviation of poverty—also
played an important role.

In 1982/83, at the start of the fertilizer aid programme to Bolivia, the most important
priority of the Dutch authorities was not macroeconomic, but to support democracy. The
relevance of fertilizer aid in strengthening the democratic processat national level cannot
be ascertained, but the distribution system of fertilizers through the Fertilizer Committees
at departmental level integrated a substantial number of departmental actors from both
the public sector and the non-governmental sector. This coordination platform facilitated
and stimulated other public interventions. It has been argued or speculated that these
successful platforms have contributed to the current process of decentralization and local
government.

From 1986 on the continuation of fertilizer aid was always justified by the fact that the
country had embarked on a difficult structural adjustment process, and that fertilizer aid
helped to save foreign exchange by replacing commercial imports of fertilizers, and of
food commodities through increased local production. In practice, however, the main
perspective was micro-level relevanceto poverty aleviation. Thisisreflected in both the
correspondencein DGIS files, and the activities of the expert charged with fertilizer aid
in LaPaz (1987-95).

Fertilizer aid is not a direct instrument for the enhancement of the position of rural
women, nor has it been relevant to the improvement or protection of the environment.
Thepotential positive effect of avoiding further land degradation could not be ascertained
in practice. However, potential environmental benefits are clear in the Llanos(fertilizer
use helpsto stop further chaqued.

In relation to the specific Dutch devel opment cooperation policy on Bolivia, asoutlinedin
the* Policy Plansfor the AndesRegion” (DGIS 1990 and 1992), fertilizer aid wasrelevant,
since it supported the priority (agricultural) sector of the Dutch bilateral development
programme.
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4.3.6 Effectiveness of fertilizer aid
Macroeconomic effects of fertilizer aid

Quantitative measurement of the macroeconomic effects of relatively small interventions
ispractically impossible. In order to assess the macroeconomic effects of fertilizer aid, it
should be clarified in thefirst instance whether the aid has been ‘fungible’ or ‘additional’.
If fertilizer donations replaced imports that would have taken place anyway, they freed
financial means at the macro-level to be used for other—usually unknown—purposes. If,
on the contrary, the fertilizer aid was additional to imports that would have been effected
anyway, the effects coul d—theoretically—betraced in the sector. In that case therewould
have been no relief on the trade balance.

InBolivia, isit most likely that fertilizer aid has contributed to dissemination of the use of
fertilizers, mainly by smallholder producers. When the Dutch fertilizer supplies arrived
in Boliviain 1983, the volume of fertilizers used annually did not exceed 6,000 mt. By
1995 this had risen to between 15,000 and 20,000 mt. During the first year the volume
of Dutch fertilizer aid (10,000 mt) exceeded the total national requirement. At that time,
fertilizer aid was both replacing almost all imports and additional. It is most unlikely that
imports of the same magnitude would have been effected by either the public or private
sector. After 1985 the private sector faced difficulties in obtaining credit for large scale
imports, while its inadequate distribution systems hampered.

Over time, fertilizer use gradually increased and the retail distribution system improved:
when the Dutch fertilizer aid was discontinued in 1993, the Japanese government in-
creased its fertilizer aid to comparable volumes. Thisis an indication of substitution.

Inconclusion, fertilizer aid hasboth replaced importsand been additional at thesametime.
The substitution effect can be observed in relation to commercia imports, which were
approximately 2,000—3,000 mt annually. It may be assumed that fertilizer aid has had
only aminor positive effect on thetrade balance, because only apart of it replaced imports
that would have taken place anyway. Since the Dutch donations substantially exceeded
imports, it has been assessed that fertilizer aid should be considered as predominantly
(approximately 60%) additional.

Two types of potential effects of fertilizer aid on the trade balance have been analysed:

— the direct contribution to the trade balance, i.e. freeing foreign exchange for other
pUrposes;

— theindirect contribution to the trade balance, i.e. the reduction of food imports as a
result of increased agricultural production.
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() Direct effects on the trade balance

In financia terms, the Dutch contribution to the balance of payments represented on
average 5% of the total annual aid that Bolivia received from al sources for the same
purpose. Dueto thedeclining trend ininternational fundsall ocated to balance of payments
support, the Netherlands share increased to 14% in 1993 (PNUD, 1989-1995). Direct
savings in foreign exchange have been in the magnitude of 60% of the value of the
supplies, approximately US$ 14.5 million. The direct effect of Dutch aid on the trade
balance has been minimal, as shown in table 4.9:

Table4.9 Tradebalance and Dutch fertilizer aid (in US$ millions)

Year 1985 1988 1990 1992 1993 1994
export (fob) 628.3 542.4 830.7 643.1 709.9 970.0
import (c&f) —690.8 —767.7 -—-962.7 -—1,090.2 -1,2058 —1,279.0
trade balance —625 —2253 -132.0 —447.1 —495.9 —309.0
fertilizer aid 2.8 0.7 33 24 24 0
fertilizer aid as % of imports 04 0.1 0.3 0.2 0.2 0.0

Source: Based on BCB and DGIS data.

Fertilizer aid represented between 0.1% and 0.4% of total importsinto the country. Since
only part of this aid has replaced imports that would have taken place anyway, the effect
on the trade balance has been marginal.

(b) Indirect effects on the trade balance

The second potential contribution of fertilizer aid to thetrade balanceisindirect. Fertilizer
aid could have contributed to increased national food production, and consequently, to
a decrease in food imports. Less foreign exchange would then have been used for food
imports. Bolivia has a long history as a food importing country and has been receiving
food aid since the nineteen-fifties (Prudencio 1993:10,11,70). About 90% of al food aid
consisted of wheat and wheat products. The food aid received from the United States
(programme PL 480) has been the most important programme for over forty years.
Between 1955 and 1990 2,268,823 mt of food aid worth approximately US$ 443.9
million was received by Bolivia. On average Boliviareceived US$ 12.5 million per year
infood aid. Sincethe relativeimportance of food aid as compared to commercial imports
remained largely unaltered during the 1985-90 period, no conclusions can be drawn about
the indirect contribution of fertilizer aid to any reduction in food imports.

Two aspects hamper the interpretation of agricultural production statistics:

— During the 1983-87 period, the country suffered an extended period of drought. The
impact of climate on national food production was much more significant than the
availability of fertilizer.
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— About 70% of all fertilizer isused for potato growing. Potatoes are—to alarge extent—
anon tradeable commodity in Latin America (due to high transportation costs), which
meansthat no potatoesareimported for consumptioninthecaseof shortfalls. Potato and
wheat consumption are only marginally interchangeable (different consumer groups,
different consumption habits). Therefore, if fertilizer aid did have any effect on national
food production, about 70% of this effect would not be reflected by changesin food
imports.

In conclusion, the effects of fertilizer aid on the trade balance, both directly and indirectly
have been only marginal or cannot be detected. In addition to the effects on the trade
balance, the countervalue funds may have contributed to relieving deficits on the public
expenditure budget.

Generation and use of countervalue funds

In Bolivia, the generation of countervalue funds has been subject to auditing, but their
use has not. In practice, during the 1983-92 period, the use of countervalue funds was
managed in akind of parallel circuit, outside the public budget, and funds were deposited
on special accountsto be drawn upon only by the administrating public institution (BAB,
MACA). Since these funds were used for additional activities not included in the public
budget, they did not relieve the public budget. During the 1983-95 period the sales of
fertilizer generated approximately US$ 16.7 million (approximately 70% of c&f value)
(see chapter 4.5).

In conclusion, the effects of fertilizer aid on the trade balance have been only marginal,
while the counterval ue funds relieved the public budget hardly or not at all.

Other macro-level effects

Fertilizer aid may have had other macro-level effects, such as on the policies on the
agricultural sector and/or the institutions involved.

(a) Effects on Bolivian agricultural policy

Bolivia's macroeconomic policies have never prioritized the agricultural sector. Private
and public investment in the sector have been small. The Netherlands representation in
Bolivia(MCTH) made several attempts to encourage the formulation of policies and the
setting of standards regarding chemical agricultural inputs in general and fertilizer in
particular. As aresult of these efforts, a Fertilizer Unit was created within the MACA,
and a National Coordination Office for Donations was set up. In addition, fertilizer aid
wasthe origin of aspecial fertilizer project by the FAO and contributed to the formul ation
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of projects aimed at alternative forms of fertilization, such as the use of Rhizobiumand
Bradyrhizobiuminoculants. However, up to 1995, these efforts did not result in clear
policies and guidelines regarding the handling, distribution and use of fertilizers and
other agrochemicals, nor was a public policy framework developed on technological
innovation, linking the use of mineral and chemical inputs to research, extension, credit
facilities and technical assistance (the so-called development mix).

(b) Effectson institutional capacity

AccordingtotheL ettersof Implementation, after 1985fertilizer aid also aimed at strength-
ening the agricultural sector, although in practice this narrowed down to strengthening
of the public agricultural institutions. Most countervalue funds had to be used for the
institutional strengthening of, for example, the BAB, MACA, SNAG, extension services
provided by the Bolivian Institute for Agricultural Technology (IBTA) and the Centre of
Agricultural Research inthe Tropics (CIAT) and projectslike the FAO Fertilizers project
(later Fertisuelos).

Box 6. Thefertilizer market in La Paz

In the Department of La Paz, the main suppliers are the agrochemical companies. In 1995,
these storeswere supplied with fertilizersfrom two sources: a) from the company International
SRL (none of the stores has sufficient capital toimport directly, sothey act assubsidiariesof In-
ternational SRL) and, b) from illegal imports brought into the country across the Desaguadero
border.

A significant amount of Peruvian DAP fertilizer has been sold on the market, competing with
the Japanese aid fertilizer. In addition, the stores till trade in important quantities of Dutch
fertilizers (50 to 100 mt Urea and DAP in three trade houses visited). Small volumes of other
fertilizers, for example, 15-15-15, from Argentina were also available.

At the end of 1993, the Servicio Agicola ComercialCommercial Agricultural Services), the
sole company with sufficient capital to compete with aid fertilizer, discontinued its imports.
Servicio Agicola Comerciafelt that it wasbeing pushed out of the market by FDC'stendering
procedures, which favoured International SRL. In 1996, International SRL started to import
commercialy.

Source: Aguilar et al. 1996.

The optimal use of agricultural inputs requires supporting services, such as research,
extension, credit and other services. Although most of these supporting services existed
when fertilizer aid started, they disappeared or were reduced drastically in the context of
the economic stabilization process. The BAB was closed down, most research stations
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were abandoned and the extension services were dramatically reduced as a result of
organizational changesin the IBTA.

Many departmental and local |abour union and producer associations were involved in
the distribution process. The private and labour union institutions were most likely more
successful than governmental agenciesin fulfilling their distribution tasks (Aguilar et.a
1996). Most departmental and local producer organizations gained experience, devel oped
management skills and learned to coordinate activities.

Fertilizer aid did make some contribution to the strengthening of theinstitutional capacity
of the public sector, but the effects of this were not lasting due to institutional changes
in organization, or were only temporary. Until 1992, management of the countervalue
funds by administrative public institutions was not transparent and decision-making was
ad-hoc.

Micro-level effects of fertilizer aid

Apart from its macro-level effects fertilizer aid aso has micro-level effects. Obvioudly,
the effects of fertilizer aid on micro-level production cannot be distinguished from those
of fertilizer use in general. The following micro-level effects of fertilizer aid have been
analysed:

— the effects on the national fertilizer market;

— the effectson therelief of poverty;

— the effects on cropping patterns;

— the effects on rural women; and

— the environmental effects.

() Effects on the national fertilizer market

Import support interferes with existing markets within the recipient country. Before the
start of the fertilizer donations commercial import companies were the main agents of
fertilizer supplies on the Bolivian market. Most companies were established during the
cotton ‘boom’ in the 1970s when there was an increase in demand for agrochemical
products. They were usually branches of international companies or agents of the inter-
national manufacturing industry. No marketing and distribution systems were devel oped
outside the magjor cities. Smaller towns and rural markets were supplied by the informal
sector. Between 1985 and 1995 almost all international fertilizer firms closed their offices
in Bolivia, while commercia importers went out of business or restricted their imports
to insecticides and pesticides. In 1995, only one company directly imported mineral
fertilizers.
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The fertilizer aid from the Netherlands and Japan meant that the state interfered in
the market. Before the donations, the state never had distribution or storage facility to
commercialize these inputs. However, it did have the power to set prices and to provide
credit to smallholders. Until 1992, the public bodies entrusted with fertilizer distribution
deliberately avoided any formal relationship with commercial traders. On the contrary,
they claimed to present an alternative to ‘exploitation’ of the smallholder producers by
thesetraders. Only part of thelast supply of aid fertilizers (1993) wastraded by the private
sector.

Since demand was largely unknown, more fertilizers were initially donated than could
be distributed on a cash basis, consequently a substantial part was distributed on credit
or held in storage. Various reports (Buitendijk, 1990-95) mentioned that fertilizer aid
was effective in regulating prices to the extent that they became more accessible to the
smallholder farmer. This argument erroneously assumes that the prices of commercially
imported fertilizers made them inaccessible to smallholder producers, but most fertilizers
have always been purchased by smallholder producers. Up to 1992, fertilizer priceswere
usually set below thefinancial import parity price (although never calculated in that way).
These negotiated prices at least * democratized’ demand: without the impetus of fertilizer
aid, demand would not have reached its current level.

The distribution system developed by the Departmental Fertilizer Councils and succes-
sivedistribution at local level paved the way for the development of fertilizer distribution
through rural markets (ferias), which definitely improved the access of smallholder pro-
ducersto fertilizer.

When the Dutch fertilizer aid was discontinued in 1993, the Japanese aid increased in
volume. Sincethisfertilizer is sold by tender anew market situation devel oped, with only
one company trading almost all fertilizer in the country. In 1995, the fertilizer market was
distorted, speculative, monopolistic and aggressive. The continuous flow of aid fertilizer,
in combination with fiscal barriers on imports has resulted in an atrophy of the fertilizer
market in Bolivia.

In conclusion, continuousfertilizer aid resulted in both erosion of the commercia market,
and simultaneously, democrati zation of the use of fertilizer, which enabled the emergence
of arural marketing system, providing better access to the campesingroducer.

(b) Fertilizer aid and poverty aleviation

Fromthefirst donationon, fertilizer aid to Boliviawasintended to benefit the campesinos
Increased agricultural productivity and productionwould lead to higher incomes. Because
of the variety of agro-economic zones, crops and types of farmer, the contribution to
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poverty aleviation has not been the same for al agricultural producers. In general, three

categories of smallholder producers can be distinguished:

— smallholder producers, who produce for household consumption and for the market;

— smallholder producers who produce mainly for household consumption and sell any
small surpluses on the market;

— smallholder producerswho, on average, produceinsufficient food to satisfy their house-
hold needs and require a supplementary income.

The approach to fertilizer useis different per category of producer.

Specific studies were conducted in the Cochabambaand Potosi departments.

In Cochabambaproducers apply fertilizers only to potato and some wheat seed. The
averageuse of fertilizersisfar below the recommended quantitiesand resultsin a25-30%
increasein yield of wheat and wheat seed or 30—35% in potato production.

Smallholder producers who produce for the market separate plots ‘for the market” from
plots ‘for family consumption’. On the plots for the market purchased inputs like seed,
mineral fertilizer and agrochemical are used. Similar to smallholderswho produce mainly
for household consumption, on the plotsfor their own consumption, they useretained seed
and organic manure, sometimes mixed with ash and some mineral fertilizers. Producers
who depend on an off-farm income because they cannot satisfy their household needs
through their own production, invest little in agricultural activities and apply only small
quantities of ash and organic manure from their own animals.

In Potos individual plots are smaller and precipitation is usually lower (less than 400
mm/year) than in Cochabamba. Mineral fertilizers are almost exclusively used for potato
production (in particular seed potato). Only 25% of agricultural producers use mineral
fertilizers. Of these users, approximately 10% appliesfertilizer according to the technical
recommendations. In the past, most smallholders used only organic fertilizers, such as
sheep and cow manure. When the natural resources of firewood virtually disappeared, the
use of manure as combustible fuel became more common, so less organic material could
be used to maintain soil fertility. During the sixties and seventiesgovernment schemesand
international development projects boosted the modernization of agriculture, including
mechanization and the application of mineral fertilizers and agrochemicals. After initial
success, the soil started to deteriorate (eolic erosion as a result of mechanization, and
mineralization due to high fertilizer application rates under irregular precipitation cir-
cumstances). The deterioration was initialy ‘compensated’ by increasing the quantity of
mineral fertilizer per hectare, as was the case, for example, in the Pampas de Lequezana
As a consequence of these schemes and projects, many smallholder producersin Potosi
were already familiar with the use of fertilizer when the Dutch fertilizer aid first arrived.
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Smallholder producers with predominantly a market orientation purchase mineral fertil-
izer every year and apply the recommended quantities. Campesinosvho produce mainly
for own consumption and sell surpluses at the market apply more mineral fertilizer than
comparable producersin Cochabamba, despite the higher risks of production (less rain-
fall, more hail and frost). The reasonisthat producersin Potosi have less organic material
at their disposal. Smallholder producerswho are not able to satisfy their household needs
through their own agricultural production use some fertilizer (contrary to comparable
farmersin Cochabamba), but in minor quantities only.

In Potosi (with exception of seed potato producers) mineral fertilizer is used to avoid a
gradual reduction in output. Fertilizers serve as a palliative remedy against land degra-
dation, not as an investment aimed at increasing returns. Of al minera fertilizer users,
85% achieve higher yields than those farmers who do not apply fertilizers, but only 35%
of the fertilizer users yields more now than a decade ago (Aguilar et al. 1996).

Box 7. A defence strategy against climatic risks

Emiliano H. produces mainly for family consumption and sells surpluses to traders. He
cultivates on five different plotsin the Potos Highlands, at three different ecological aftitudes.

The highest plot is dedicated mostly to the production of bitter potato for chiio (freeze dried

potato), the lowest plot for vegetable production. Three plots are located at the same altitude
within 5 kms from each other. Each of these plots is divided into subplots, of which one part
isleft fallow and the others are cultivated in rotation. The rotation system is designed in such
away that potato can be grown on each plot every year. Although al plots receive the same
amount of inputs, including small quantities of mineral fertilizer, yieldsvary widely from year
to year and from plot to plot. Thisis determined by a single factor: micro-climate. Rainfall,
nightfrost and hail may damage crops very locally. The defence strategy against extreme local
climatic differences has been spatial diversification. Fertilizer isnot used to increase yields or
production, but to maintain a base for satisfactory yields, aslong as the climate allows.

Source: Aguilar et al. 1996.

In conclusion, the use of mineral fertilizers is more widespread than in the past, since
distribution improved as a result of fertilizer aid. Fertilizer aid has benefited more the
campesinosvith a market oriented production and less those producing mainly for their
own consumption. Fertilizers are used hardly or not at all by campesinoanableto satisfy
their household needs through agricultural production.

The contribution of fertilizer aid to poverty alleviation was assessed in relation to food
consumption and cash income.

Of all fertilizer used in the country, 70% is used for potato production, 5% for maize,
3% for wheat, 5% for rice and the remainder for other crops, mainly vegetables. The
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increases in yield resulting from fertilizer use vary from region to region and from crop
to crop. Table 4.10 presents the quantity of NPK fertilizer used in relation to expected
yields under smallholder cultivation conditions on the Altiplano and Valles

Table 4.10 Yield response of foodcropsto NPK fertilizer application under smallholder con-
ditions on the Altiplano and Valles

Crop Application NPK  Expected increaseinyield Expected total yield
(kg/ha) (kg/ha) (kg/ha)

consumption potato  50-0-0 1,000 <5,000
100-90-0 2,500 5,000< X < 10,000
120-130-40 4,000-4,500 10,000< X < 15,000
130-130-80 5,500-6,500 >15,000

maize 60-40-0 700 2,000< X <4,000
90-60-0 1,500 >4,000

wheat 60-40-0 700 >1,500

Source: FAO Fertisuelos 1995a.

Apart from anomalies, such as extreme drought, nutritional deficiencies in Bolivia do
not derive from deficits in calory intake, but from the lack of variation. Increased pro-
duction does not automatically imply an improvement in nutritional status, if thisis not
accompanied by a more diversified nutritional pattern (Prudencio 1993).

In general, if production of the main staple crop increases, only a minor part of the
additional productionwill be used for family consumption, while the bulk will be sold on
the market (to urban consumers) or interchanged. Only part of the resulting cash income
is spent on (processed) food; the major part is used for transport, cattle and clothes.

Most additional productionwill be marketed. Additional income has been generated only
if the revenues from the sale exceed the additional investment required. The relation be-
tween investment and returnsis usually expressed in the gross margins of crop production
and/or in the value-cost-ratio (VCR).

The FAQ Fertisuel os project permanent monitorsthe V CRsfor principal cropsin different
zones and publishesthe ‘ respond-curves and ‘iso-VCR maps . Asan example, table4.11
presents the VCRs of the principal cropsin the Cochabambaregion.

The potato crop responds best to fertilization, registering yield increases of up to 200%.
A study on the profitability of seed potato production in different zones of the country
observed a high profitability in al the zones studied and positive returns on investment
in inputs, even under marginal production conditions. On average, the use of minera
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Table 4.11 Overview marginal returnsof principal cropsin Cochabamba, 1993

Crop NPK level Yield Yield Income Cost Net profit VCR
(kg/ha) (kg/ha) differential differential fertilizer (US$ha)
(kg/ha) (US$/ha) (US$/ha)

potato, economic 137-141-0 15,996 10,861 2,194 284 1,910 7.73
optimum

maize 63-41-0 3,349 1,156 205 91 114 2.25
rice 69-0-0 3991 937 155 66 89 234

Source: FAO Fertisuelos 1995a.

fertilizer by a smallholder seed potato producer would increase his net income by Bs
2,000-3,000 per hectare (US$ 420-625/ha) (Cornelissen 1993). Maize, rice and wheat
are important staple crops, but cultivation under smallholder conditions present low
responseto fertilization. Low market pricesfor the products ensure that the VCRsremain
below 3.

It can be concluded that fertilizer aid has contributed only marginaly to an increase
in food consumption by the campesingpopulation, but that the use of fertilizers for
cultivating potatoes (70% of al fertilizers used) has had a positive effect on the family
budget.

(c) Effects on cropping patterns

Since mineral fertilizers are used predominantly on three crops, this might have con-

tributed to a change in the cropping pattern, assuming that the better performance of

these cropsinduced areplacement of less profitable crops and/or an extension of the area

under cultivation. Field research in Cochabamba and Potosi indicates that some zones

experienced a concentration of crops with higher productivity (e.g. production of potato

seed), releasing certain marginal areas for other activities, such as livestock. In the areas

investigated, the use of fertilizers has had a two-tier impact on cropping patterns:

— the replacement of crops grown for household consumption by crops with a higher
commercial value (e.g. potato for quinua; wheat for barley);

— the displacement of native potato varieties for varieties with a higher demand on the
market (Aguilar et al. 1996:82).

There is, however, no significant evidence that substantial changes in cropping patterns
have taken place resulting from the Dutch fertilizer aid programme.

(d) Effects on rural women
The access of women to aid fertilizer, as well as the effects of fertilizer use on the
workload and income of women were analysed.
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Interviews were held among female agricultural producers and female fertilizer retailers
in Potosi and among female producers in Cochabamba.? In both departments, tasks in
agricultural production are gender and age determined. However, changes in society,
with increasing off-farm employment, are demanding that each member of the household
is able to perform all of the necessary tasks. All women interviewed in Potosi had to
fulfil “masculine’ tasks, because they were either head of the household, single or their
husbands migrate for long periods. In Cochabamba, where male migration isless salient,
agricultura tasks are still more gender related (Conesa 1993; Nommensen 1993).

The organizations distributing Dutch fertilizer aid did not have a differentiated policy
regarding sales or credit facilities to male or female producers. In practice however, fer-
tilizers were mostly distributed to the production unit, implying that most were physically
handed over to male producers. It is unknown if female producers had equal accessto aid
fertilizers. Since the public distribution system was discontinued in 1992 and fertilizers
are now sold at the local market, present accessto fertilizers depends in first instance on
purchasing power. Of all male headed householdsinterviewed, 52% considered fertilizer
purchases a family decision. Of the married female producers al but one considered
fertilizer purchases afamily decision.

Both in Cochabamba and Potosi women are well acquainted with mineral fertilizers and
many of the female respondents attended courses sponsored by different devel opment
projects, labour unions, producers’ associations or farmers’ organizations. Of the female
producers interviewed in Potosi, a remarkably high 93% used mineral fertilizers. This
is probably explained by the specific characteristics of the respondents (young and well
acquainted with the use of fertilizers) and by the proximity of retail markets.

Mineral fertilizer use has an impact on the workload of rural women. It has to be
mixed with organic material and then applied. There is additional weeding, and an
increased volume to harvest, with subsequently more work in gathering and grading,
selecting seed potatoes, storing and marketing. The responsibility for the marketing of
the staple food crop usually rests on the women (although there are this variesin different
cultural-ethnic groups). Of the women interviewed in Potosi, about 30% considered
their workload to have increased due to fertilizer use, mainly during the harvest and the
subsequent marketing. The majority, however, could not remember producing without
mineral fertilizer, or did not observe any difference. Most women said that the use of
mineral fertilizers generatesahigher cash income, which isusually administered by them.

2 |nterviews in 11 communities in the Cornelio Saavedra province, Poto$ and at the rural market of VillaEl
Carmen. Interviews among female producers in 13 communities in Cochabamba. October 1995.
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(e) Environmental effects

Environmental considerationsplay apivotal role in the debate on sustainable smallholder
agriculture. During the 1980s information about eventual environmental effects of fertil-
izer use was rather scarce in Bolivia. Bolivian authorities observed that the Netherlands,
being the principal supplier of mineral fertilizer, never accompanied these supplies with
technical assistance or information about these environmental effects. In Bolivia, the
average application rate of mineral fertilizersis very low, as compared to neighbouring
countries. The FAO estimates that in 1996 average fertilizer application did not exceed
4 kg/ha. Table 4.12 presents a comparison over time. Smallholder farmers apply mineral
fertilizer far below the recommended quantities, so it is thinly spread and will not have a
direct negative impact on the soils or pollute groundwater.

Table 4.12 Average kg NPK/ha in Bolivia and other South American countries, 1975-1991

Year Bolivia Ecuador Peru Colombia
1975 1.8 19.2 357 59.1
1980 1.6 47.3 36.6 84.1
1985 29 45.0 21.9 96.0
1990 24 394 36.8 154.6
1991 2.8 49.4 22.6 138.7

Source: FAO 1992.

However, in some areas (e.g. Pampas de Lequezanmineral fertilizers have been used
under erratic precipitation conditions and in excessive quantities, resulting in mineraliza-
tion of the soils. The use of chemical inputs was accompanied by mechanization, which
required manoeuvring space for tractors and agricultural equipment. Natural obstacles
were removed, which caused extensive aeolian erosion. With some variation, the sol-
ubility threshold in Bolivia is 400 mm/year, so in areas with precipitation below that
threshold there is a high risk that fertilizers will be insufficiently absorbed by the plants.
In Bolivia, the use of mineral fertilizersis considered to have more positive than negative
environmental effects. Fertilizers are indispensable to the improvement of nutritional
level inthe soil, while organic fertilizers are necessary mainly to improve the soil texture
(FAO Fertisuelos 1995a). Demand for fertilizers has always been lower in the large scale
commercial agriculture of the eastern departments, given the possibilities for the expan-
sion of cultivated areas and the natural fertility of the soil. However, soil exploitation
over the last decade s causing land degradation, while protection of the remaining forest
areas impedes further shifts eastward. Sugar cane and soybean producers have started to
use fertilizers. Here, mineral fertilizer use might have a positive environmental impact,
in the sense that it might help to stop, or at least diminish, the large scale destruction of
the rainforest.
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In conclusion, with some exceptions, fertilizer use has not been harmful to the environ-
ment. On the contrary, it has hel ped or may help to slow down therate of land degradation.

4.3.7 Efficiency of fertilizer aid

Three kinds of efficiency were assessed: the efficiency of time use and procedures;
efficiency in the use of financia resources, and efficiency compared to opportunities.

Efficiency of time use and procedures

During most of the 198293 period, fertilizer aid wasthe responsibility of the Multil ateral
Development Cooperation and Special Programmes Department (DMP) within DGIS.
From 1986, advice on fertilizer aid was required from the Technical Advice Section of
the Sector Policy, Spearhead Programmes and Technical Advice Department and was
coordinated after 1987 with the Department for Southern America.

Upto 1990, thetiming of fertilizer suppliesdependedinthefirst instance on administrative
convenience for DGIS (which preferred the month of December for its disbursements)
and not on the agricultural season in Bolivia. The fertilizer arrived either too late for
the cropping season, when the farmers really needed it, or just too early, so it had to be
stored for prolonged periods, with all the consequent risks of technical and administrative
mismanagement, political (ab)use and speculation (Van Dierendonck and Rodts 1991).
After 1990, the timing improved and shipments were sent according to the agricultural
season in Bolivia

Appraisal studies were relatively ‘thin on the ground’ during the early years and the
information provided was rather obsol ete and imprecise. From 1987 onwards monitoring
was entrusted to an expert at the MCTH, who drafted ‘ L etters of Implementation’, stating
the objectives, responsibilities, criteria, distribution, price setting and the expected gener-
ation of countervaluefunds of the fertilizer deliveries. Procedures and responsibilities be-
came regulated in apractical, transparent and efficient manner. However, during 11 years
of fertilizer donations, an appraisal-identification mission took place only once (1990).

(a) Management capacity of organizationsinvolved.

In the course of time communication problems and misunderstandings, mainly between
the embassy of the Netherlandsin Limaand the MCTH in Bolivia caused irritations and
delays (Buitendijk 1995b:2,4,8). On the Bolivian side, most governmental institutions
involved in the management and distribution of the fertilizers were either temporary
from the beginning or were closed during the reorganization of the public administration.



100 Import support programme

Freguent changes had a negativeimpact on efficiency. Lack of continuity in responsibility
for the administration was combined with an absence of an integral policy encompassing
prices, marketing and credit for fertilizers. Although most i nstitutionsinvol ved performed
their functions more or less adequately, most decisions were taken on an ad hoc basis.

(b) Efficiency in distribution of fertilizer aid.

Thefirst fertilizer deliveries faced multiple logistical problems (the fertilizers were held
up at the railway warehouses because the BAB did not have sufficient means of transport;
problems with insurance and customs; political interference), but they were solved in
one way or another. Generally speaking, the donations were well received and dealt with
by the beneficiary institutions. The support of the expert at the MCTH was of primary
importancein organizing the receipt and distribution of the fertilizer.

Efficiency in the use of financial resources

Purchases of fertilizers took place according to pre-defined procedures, and after 1984
in accordance with the DGI'S procurement guidelines. These were in conformance with
internationally agreed principles (OECD-DAC). Calls for tender were issued by the
VIB. Usually, four or five firms were invited to bid. The selection criteria, the technical
monitoring, the procedures to define the transport route, insurance, etc, were al set by
the VIB.

From an agronomic point of view, the right type of fertilizer formulas were procured,
suitable for most soilsin Boliviaand known by the smallholder producers. Both the DAP
18-46-0 and Urea 46% have a high concentration of active elements, which to some
extent efficiently offsets the high transportation costs. During the first two donations, all
fertilizer was of Dutch origin. From 1987 onwards, the procurement of fertilizer by the
Netherlands was partially untied. Of all fertilizer supplied, 45% was of Dutch origin, and
the remainder came mainly from Morocco and Turkey. In general, prices complied with
those prevailing at the world market, with exception of Urea, which could have been
procured at lower prices (10-20%) in other ESCs, especially in Argentina(Bialowas, van
Kouterik and Van der Windt 1994:24).

The transport of the fertilizers was mostly carried out by Dutch companies, which were
usually selected on invitation, with a waiver on tendering procedures. The selection of
transport routes was not always the most efficient, considering thefinal destinationwithin
Bolivia. Routing improved after 1990 (Van Dierendonck and Rodts 1991).

The tying of procurement of fertilizer to the Netherlands and ESCs, may have been
restrictive, in that it could have been more efficient to procure fertilizer elsewhere, for
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example in anon ESC. Price comparisons indicate that in financial terms (c&f price La
Paz) thefertilizers procured proved to be competitivein the case of DAP, and only slightly
more expensive than commercial imports in the case of Urea (Bialowas, Kouterik and
Van der Windt 1994:21-25).

In conclusion, fertilizer procurement was efficient, although additional benefits could
have been obtained if purchases of Urea had taken place in neighbouring countries.
Since international shipments were usually directly contracted, efficiency might have
been improved by atendering procedure.

Efficiency compared to alternative opportunities

Efficiency isalso expressed by alternative opportunities. Sinceimport support isamacro-
economic instrument, an alternative form of support to the balance of payments could
have been direct budget support, enabling Bolivia to procure fertilizers on the interna-
tional market. In 1982, when official diplomatic ties had still to be re-established, this
was not a politically viable option. Currency aid requires full confidence in the policies
of the recipient country and this was not the case in 1982/83, or during the years that
followed.

4.3.8 Fertilizers and sustainable development in Bolivia
Sustainable markets and the distribution of fertilizers
A sustainable market for fertilizers refers to both supply and demand factors.

(@) Sustainability of supply

Onceall fertilizer aid has been phased out, the supply of fertilizerswill depend entirely on

commercial imports. The small size of the national market will not justify the installation

of alocal fertilizer plant, while—according to existing feasibility studies—export oppor-

tunities are bleak. At present (1996) the commercial sector is not sufficiently equipped to

supply the market for the following reasons:

— the current monopolistic structure of the market allows only one company to generate
sufficient capital for commercial imports;

— potential competitors without sufficient capital are unable to import in bulk since
trading credit is expensive and difficult to obtain from Bolivian banks.

Dutch fertilizer aid did not help to establish a sustainable supply of fertilizer. The tem-
porary distribution systems which were created have all been discontinued. Neither the
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Bolivian authorities nor the Netherlands took initiatives to involve private traders (e.g.
in atransitional phase) in order to facilitate the development of import and distribution
systems which might have been more permanent.

Commercially imported fertilizers are negatively affected by current tax policies. The
present level of tariffs (totalling about 30%) impedes imports and affects the competi-
tiveness of agricultural production.

(b) Sustainahility of demand

Fertilizer aid contributed to increased demand. Nationa demand has doubled since 1983,

reaching a current total of 15,000-20,000 mt, and is expected to increase to 40,000

mt/year in the next few years (FAO 1995f), because:

— large scale commercia farmersin the eastern provinces will increasingly use mineral
fertilizer on crops like soybean and sugar cane;

— the percentage of cultivated area on which fertilizers are being used is extremely low,
asshownin table 4.13:

Table 4.13 Use of fertilization in % of cultivated area

Crop % not using % using Of users, Ofusers, Of users, % using
fertilization  fertilization % using % using both mineral

mineral organic and organic
fertilizers fertilizers fertilizers

potato 11 89 6 63 30

maize 70 30 27 63 14

wheat 70 30 42 48 10

rice 98 2 93 7 0

vegetables 50 50 18 60 22

fruits 95 5 11 51 38

soya 88 12 100 0 0

sugar cane 91 9 100 0 0

overal average 71 29 28 54 18

Source: FAO 1995a.

Sustainability of fertilizer use by smallholder producers

Sustainability in agriculture is understood as the ability to satisfy production needs and
allowing an improvement of living standards, without affecting the future use of natural
resources.

Theecological sustainability of fertilizer use under smallhol der conditions, without access
to irrigation, is restricted to areas with an average precipitation over 400 mm/year (the
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solubility threshold). From thefarmers’ economic point of view, other climatic conditions
(such astherisk of hail and nightfrost) also define the sustainable use of fertilizer.

In the eastern lowlands, the use of fertilizer will enable sustainable agriculture and might
have positive ecological effects. The FAO carried out extensive studies on sustainable
agriculture in Bolivia, using mixtures of organic and mineral fertilizers in combination
with improved agronomic and mechanical methods of soil protection. It was concluded
that sustainable agriculture does not mean completely refraining from the use of minera
fertilizers but, on the contrary, requires balanced use in combination with and comple-
mentary to organic material asfar aslocally available.

4.4 Other casesof import support

Apart from fertilizer aid and medicine aid, four individual cases of import support are

described briefly:

(@) thedonation of a Fokker F-27 airplane and spare parts,

(b) the supply of low-energy Philips SL electric bulbs;

(c) the reimbursement of invoices for pipes purchased by the National Oil Company
(YPFB);

(d) the supply of agricultural equipment.

(@) The donation of a Fokker airplane and spare parts

In 1984, the Bolivian authorities requested disbursement from the balance of payments
support fundsfor the acquisition of two second-hand Fokker F-27 airplanes. The airplanes
would servethe *social routes’ to remote areas not frequently covered by regular airlines.
Initially DGIS considered the donation of Fokker airplanes as ‘ineligible’ . An important
argument against the delivery was that the recipient institution would be the Military
Air Transport (TAM). A second argument was that no cost—benefit study had ever been
carried out and a third one that medicine aid and telephone cables would be better
suited to the programme. However, the Bolivian authorities never applied for telephone
cables, while cost—benefit studies were not part of the usual appraisal instrumentsfor the
import support programme. The day after the formal refusal, the Netherlands embassy
asked for reconsideration of the decision and variousinterested parties becameinvolved.
The arguments were no longer strictly technical, and became political. For example, it
was observed that the government of the Netherlands had authorized the sale of Fokker
airplanes to the former regime of dictator Garcia Meza and now refused the delivery of
airplanesto ademocratic regime. In order to overcomethe argument against military use,
the Ministry of Aviation of Bolivia changed the recipient organization to the civil airline
Lloyd Aéreo Boliviano (LAB).
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In the meantime two Bolivian Fairchild planes crashed, one on the same day a high
level Bolivian delegation visited the Dutch Minister of Foreign Affairs. The next day,
the Minister for International Devel opment Cooperation authorized the donation of one
airplane, considering the importance the Bolivian authorities had attached to the request
(Tweede Kamer 1985-86, 19 465:48, 49).

It was agreed that the counterval ue funds would be deposited on the accounts of the new
FSE. In 1991, FIS reported that LAB had paid all 24 monthly instalments, totalling US$
2.91 million.

In 1986, the Bolivian authorities requested a second Fokker airplane, as well as spare
parts for the airplanes in use by LAB and TAM. DGIS authorized the supply of spare
parts to avalue of Dfl. 4.4 million, but rejected the application for a second airplane. In
1987, the request for spare parts was repeated, this time to a value of Dfl. 3.5 million,
using the reimbursement procedure. Although the request wasrejected by DGI'S, existing
commitments between the Fokker company and LAB, persuaded DGIS to increase the
budget of the first alocation by Dfl. 2.1 million, bringing it to a new total of Dfl. 6.5
million. The Fokker company delivered spare parts valued well in excess to the agreed
budget. L ater, the Bolivian authorities decided to use the remaining fundsto buy back the
commercial debt, and Fokker was left with unpaid invoices.

(b) The supply of long-life low-energy Philips electric bulbs

In 1986, the National Electricity Company requested the Netherlands for assistance
by supplying Philips low energy lamps. The embassy in Lima suggested that DGIS
procuretheselong-life bulbs as acomponent of the 1986-87 balance of payments support
programme. The lampswere to be used for street-lighting in Santa Cruz, Tarijaand Trini-
dad. TheVIB procured 150,000 Philips 18 Watt SL lamps, costing atotal of Dfl. 3million.

The Bolivian Ministry of Planning and Coordination required that the lamps should
generate countervalue funds, to be deposited in the Social Emergency Fund. Therefore,
the lamps had to be sold at * market prices' . However, it was unclear what was understood
by ‘market price’ since the bulbs were new on the Bolivian market and import parity
priceswould mainly reflect the cost of long distancetransport. The Ministry established a
selling price of between US$ 7 and US$ 12 per unit. Since the electricity company could
not afford to purchase the lamps for street-lighting at that price, it decided to sell them to
other institutions and to the public.

Notwithstanding their low energy consumption, the price of the lamps appeared to be an
obstacle for sale to the public and, in February 1992 (five years later), over half were
till in stock, with no marketing prospects. At the request of the DIFEM, the Netherlands
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mission in La Paz approved the transfer of the remainder to the Social Investment Fund,
without the obligation to generate countervalue funds. At the end of 1996, the lamps
were still being used by the FISininfrastructural projects. About onethird of the original
guantity was still in stock.

(c) The reimbursement procedure of invoicesfor pipes purchased by Y PFB

In December 1986, DGIS informed the embassy in Lima that the balance of payments
support procedures alowed the reimbursement of invoices for imports of inputs from
eligible source countries. This suggestion was taken up by the Bolivian authorities,
who sent invoices for a total of US$ 9.4 million for the purchase of steel pipes from
the Mexican enterprise Tubacero by Y PFB. DGIS decided to reimburse Dfl. 11 million
(approximately US$ 3.8 million). An extensive and agitated correspondence took place
in the same month, most likely since, of the Dfl. 35 million budgeted for the 1986/87
programme, Dfl. 17.5 million had to be spent during 1986. In 1987 the Court of Audit
observed this urgency, and accepted the argument that the reimbursement procedure met
the criteria of the balance of payments support programme and could be employed as a
rapid method to support aweak economic situation in the country. Another reason to opt
for the reimbursement procedure was the previous refusal by DGI S to fund two specific
reguests. the donation of asecond Fokker airplaneand theinstallation of electrical turbines
in Camiri. The latter request did not qualify as an activity to be funded by the import
support programme, since it was considered to be a specific project. The reimbursement
procedure opened up the possibility for the Bolivian authoritiesto implement this project
using Dfl. 7 million in Dutch currency as prepayment for the acquisition and installation
of these turbines from the Dutch companies EBRO and DY NAF. The reimbursement
procedure was discontinued in 1992.

(d) The supply of agricultural equipment

As part of the first balance of payments support programme (november 1982), DGIS
approved Dfl. 8 million for the supply of agricultural inputs, including veterinary products
and equipment. However, the equipment could not be obtained from manufacturers in
the Netherlands (tied aid) and was not supplied. During the second programme Bolivia
received only 9% (in value) of the equi pment requested (knapsack sprayers, threshers, and
ahammermill). Thethird request (1987), madein the aftermath of Bolivia sworst drought
in history, comprised motor pumps, (motor) pulverizers, threshers and potato harvesters.
After along and confusing bureaucratic process DGI S approved the procurement of only
five threshers. In 1988, the Bolivian authorities requested permission to use Dfl. 5 million
from the 1988/89 commitment for the purchase of agricultural equipment. However, the
fertilizer aid appeared to be more expensive than expected, and DGI S reduced the budget
for agricultural equipment to Dfl. 3.5 million. In March 1990 (ayear and half later), the
Netherlandsembassy in Limareportedto the MCTH in LaPaz that agricultural equipment
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no longer met the conditions of the balance of payments support programme. This proved
to be a misunderstanding. In the meantime, a new budget allocation totalling Dfl. 20
million for the years 1990 and 1991 had become available and the embassy suggested
that the Bolivian authorities reformulate their request once again, including this time the
remaining Dfl. 3.5 million from the 1988/89 programme.

Motor pumps, hand pumps and threshers were requested. The VIB enquired about the
technical specifications and suggested the purchase of pumps equipped with pipes of
8-16 metresin depth. Prices were lower than expected and V1B purchased 1,250 manual
pumps (instead of the 200 requested) and 575 motor pumps(instead of the 300 requested).
According to the Letter of Implementation (February 1991), it was expected that US$
1,500,000 would be generated in counterval ue funds.

Three missions by the manufacturer of the manual pumps (van Dam 1991ab, 1993) con-
cluded that the Ministry of Agriculturewas not abletoinstall (lack of drilling equipment)
or retail the pumps. Groundwater levels proved to be at 30-50 metres depth. DGIS ap-
proved an additional supply of spare parts and installation materials totalling Dfl. 79,000
while, after the second mission, additional tubes were purchased for Dfl. 500,000. How-
ever, DGIS did not approve the purchase of drilling equipment to perforate rocky layers.
Selling prices were initially set at the cost price (US$ 750 per motor pump). Both the
mission and the National Council of Donations considered this price too high and agreed
upon areduction to US$ 420 per unit. The third mission found that only thirteen pumps
had been sold. The manua pumps were sold at the same price as the motor pumps.
Locally manufactured manua pumps had become available at US$ 195 per unit, while
imported Japanese motor pumps were sold at US$ 250 each. In addition, the demand for
manual pumps had decreased because of the progressin rural e ectrification.

In 1994, the Secretariat for Agriculture(SNAG) consigned the sale of pumpsand threshers
to the Central Agricultural and Livestock Warehouse (ACAP), the trading company of
the Agricultural Chamber of the Eastern Departments (CAO). ACAP observed that whole
units and spare parts were missing and never received the additional pipes supplied in
1991. Manual pumpswere still being equipped with only 12 metres of pipeinstead of 50
metres. It was agreed that the selling price for manual pumps would be further reduced
to US$ 140 each (US$ 100 for SNAG) and motor pumps US$ 300 (US$ 150 for SNAG).
ACAP is atrading company and sells to any client. The motor pumps are sold mainly
to contractors to pump water at construction sites and to fuel stations which use them to
pump gasoline between tanks.

In February 1996, al the rice and wheat threshers had been sold; 31of the 34 threshers
were purchased by the FAO Post-harvest project. The pumpsarerarely sold to agricultura
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producers. The cost of borehole drilling constitutes the principal obstacle for interested
smallholders. Much of the capacity of the pozerogthe companiesthat drill the boreholes)
liesidle, and they offer low prices (US$ 800) for drilling and a complete installation, for
which they use Brazilian manufactured equipment. Sales remained below expectations
(see table 4.14). Between February and August 1996 not one single manual pump was
sold and SNAG approved a further 50% price reduction to US$ 70 each (US$ 50 to
SNAG).

Table 4.14 Equipment sold by ACAP

Equipment Sold by Consolidated In stock Total Consolidated
ACAP with SNAG 1996 monetized monetization,

(number) (number) (number) (US$) SNAG (US$)

threshers 34 23 0 34,000 23,000
motor pumps 104 97 362 15,600 14,550
manua pumps 154 117 995 15,400 11,700
total 292 237 1,357 65,000 49,250

Source: ACAP records, 22-2-96; SNAG Aid Memoire 14-2-96.

Some conclusions

Apart from an identification mission in 1986, no field appraisals took place regarding
the requested use of the import support programme. So markets, prices and technical
specifications of the import goods were either unknown or disregarded.

The supply of light bulbs was an interesting idea on paper, since it would save foreign
exchange by contributing to a lower energy consumption. In practice, however, there
was no market since the unit price of the lamps proved to be an obstacle for potential
customers.

The reimbursement procedure was used as akind of camouflageto financetheinstallation
of electricity turbines by a Dutch company, but the delivery of the Fokker airplane—
notwithstanding the initial reluctance—complied with the requisites: airplanes would
have been procured by the Bolivian government anyhow, so it saved foreign exchange
and it generated all the expected countervalue, which were correctly used in support of
the public budget.

The supply of agricultural equipment has not been relevant, either at macroeconomic,
or microeconomic level. It should be considered as entirely additional (no previously
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existing imports were substituted), hence the support neither reduced deficits in foreign
exchange nor aleviated the trade balance. The contribution to the public account was
negligible since, until early 1996, only 6.5% of the cost price had been generated in
countervalue funds. No particular policy in the agricultural sector was supported by the
donation and institutions were not strengthened, either by distribution activities or by the
generation of countervaluefunds. The equipment did not reach theintended beneficiaries:
motor pumps were purchased by construction companies and fuel stations.

There was a clear absence of appraisal studies to assess technical details and marketing
aspects. Thiswas a procedural inefficiency.

45 Generation of countervaluefunds
4.5.1 Generation of countervalue funds

Dutch policy on the generation and use of countervalue funds was described in par.3.2.
The Letters of Implementation on import support to Bolivia al indicated the expected
generation of countervalue funds (e.g. in the case of fertilizer an equivalent of 90% of
the market price; for agricultural equipment 90% of the cost price; for the delivery of the
Fokker airplane a fixed amount per month). They also set conditions regarding the use
of the countervalue funds, ranging from general indications to specific obligations. No
direct monitoring took place on the generation of countervalue funds, but an annual audit
was compulsory. The Netherlands embassy in Lima (and later the MCTH in La Paz),
determined to alarge extent the use of the countervalue funds.

No complete data on the generation and use of countervalue funds could be obtained,
due to frequent changes in the authorities responsible for the administration. At least
six ingtitutions have been responsible: the BAB, MACA (subsegquently the SNAG), the
Ministry of Planning and Coordination, the Secretariat for External Financing and Mon-
etization, the Ministry of Social Prevention and Public Health (subsequently the National
Secretariat for Health), and LIoyd Aéreo Boliviano.

On the ground, reality was complex: the fertilizers did not arrive at the sametime, but in
different shipments; not all deliveries were sold during the same year, hence remainders
from previous years were sold at prices prevailing at the moment of sale; the Dutch
authorities required that certain quantities were delivered free of charge to institutions
(IBTA) or projects (FAO); substantial quantitieswere delivered to retailers or to producer
associations on credit or on consignment (and many of them never paid). Since auditing
took place on the basis of stock turnover by calendar year (covering parts of two different
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agricultural seasons), both the Bolivian and the Dutch authorities soon lost track. There
were repeatedly accusations of dubious management, embezzlement and political abuse
(Pressarticles: LaRazon, November 11th, 1991 and December 8th, 1992). Hyperinflation
and free-of -chargedistribution (medicines) during theinitial yearsaffected the generation
of countervalue funds negatively.

The following observations can be made:

— themonetization of fertilizersand insecticides supplied by the 1982/83 programmetook
placein aperiod of hyperinflation. The counterval ue funds represented approximately
30% (at the official exchangerate) of the cost price at the moment of registration, 2 but
only 0.5% of the c&f value at the moment of their use; medicines only generated 0.9
% of c&f valuein countervalues;

— the 1984 programme (fertilizers, insecticides, medicinesand the airplane) al so suffered
from hyperinflation. Fertilizers and insecticides generated about 13% of the c&f cost
price. Theairplane generated a 100% of the expected counterval ues, in accordancewith
the Letter of Implementation. Due to changes in exchange rates this implied a 138%
yield onits cost pricein terms of US dollars. Medicines did not generate countervalue
funds since they supported free-of-charge health care programmes;

— the 1986/87 programme (fertilizers, insecticides, agricultural equipment, light bulbs),
generated countervalue funds representing 55% of the c&f cost price and 80% of the
estimated funds, without taking into consideration the supply of airplane spare parts,
for which no data are available regarding countervalues, and the reimbursement for
iron pipes;

— the 1988/89 programme (fertilizers) generated countervalue funds equivalent to 87%
of the c&f costprice;

— the 1990/91 programme (fertilizer and agricultural equipment) generated more than
the expected countervalue funds for fertilizer sales (prices were higher than the cost
price), but the marketing of agricultural equipment generated only 6.5% of the cost
price.

The monetization of the import supplies generated the following amounts:

In summary, on average the counterval ue funds represented nearly 62% of the cost price
of the goods supplied, but also 99% of the estimated generation of countervalue funds,
as stated in the Letters of Implementation.

3 The Netherlands embassy verified accounts in the BCB and BAB and reported Dfl. 2.4 million (in pesos
bolivianos) (October 20th, 1983).
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Table 4.15 Generation of countervalue funds by the monetization of donations

Budget year  Value of Expected Generation of Valuegenerated Valuegenerated
Netherlands supplies generation of countervalue  as percentage as per centage
countervalue funds of expected of cost-price
funds countervalue
(000 US$) ('000 USH) ('000 USS) funds (%) (%)
1982/83 4,900.0 1,750.0¢ 294.0 16.8 6.0
1984 8,700.0 2,975.0¢ 3,410.0 114.6 39.2
1986 4,500.0 3,800.0 3,367.2 88.6 74.8
1988/89 5,400.0 3,900.0 4,690.7 120.3 86.9
1990/91 10,000.0 8,500.0 8,897.8 104.7 89.0
Total 33,500.0 20,925.0 20,659.7 98.7 61.7

Source: Data DGIS, DIFEM, FIS.

* gpprox.

4.5.2 Destination of countervalue funds

Between 1983 and 1987, the embassy in Lima specified explicitly the destination of
the countervalue funds. From 1987, the MCTH included the destination of countervalue
fundsinthe Letters of Implementation. After 1990, inlinewith itspolicy, DGI S requested
the MCTH to refrain from any conditioning on the use of countervalue funds. In practice
however, the Bolivian authorities invited the MCTH to indicate the ultimate destination
of countervalue funds. The Netherlands had always participated in the decision-making
on the use of the funds. Most decisions were taken on an ad-hoc basis by a succession of
committees.

Although, from the start, there was a basic principle that countervalue funds would
be used to finance budgeted public expenditures (which was explicitly reiterated in
correspondence afterwards), until 1992 the funds were administrated external to the
budget, on special accounts accessible only to the counterpart institutions (BAB, MACA,
Min. of Planning and Coordination). In 1992, DIFEM established a more transparent
administration and it was established through a Supreme Decree (4 February 1992) that
the countervaluefundswereto betransferred to the public budget. Sincethen countervalue
funds have ceased to bean additional sourcewhich could beused freely by the government
bodies administering them.

From the start of theimport support programme, the Netherlands always allocated part of
the deliveriesto specific projectsor ingtitutions, such asthe FAO fertilizers project, IBTA
and the Centre for Agricultural Research in the Tropics. The Letters of Implementation
indicated the final destination of the countervalue funds. For example, in the case of the
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light bulbs, the airplane, etc., countervalue funds had to support the FSE (see chapter
6). In the case of more continuous supplies, such as fertilizers, countervalue funds had
to be used to strengthen the counterpart institutions, such as the BAB, the MACA, the
Ministry of Planning and Coordination or the MPSSP. A summary of the destination of
countervalue fundsis provided in Annexe 2 (table A.4).

Dutch policy on counterval ue funds sometimes came as a surprise to the Bolivian author-
ities. While the Netherlandsinitially imposed the final destination of the funds (and even
part of the supplies), at a later stage the MCTH was explicitly prohibited by DGIS to
get involved in determining the destination of countervalue funds. While other countries
set up special Countervalue Funds to channel resources in support of specific sectors of
interest to their bilateral programme, the Netherlands seemed, in the view of the Boli-
vian authorities, to havelost interest. Thiscaused confusion, sincethe Bolivian authorities
wanted the Netherlandsto be present, as an active observer, guaranteei ng the transparency
in the use of these funds and protecting them against political abuse or embezzlement.

In conclusion:

— until 1992, theregistration and management of counterval uefundslacked transparency;

— during the 1983-92 period funds were considered to be an additional cash account for
the administering body; theseresourceswere atemptation to various publicinstitutions;

— since the funds were additional to the budget allocation, they could be used for emer-
gency needsin the agricultural sector;

— during the administration period of the MACA, when the Netherlands withdrew their
activeinvolvement in determining the destination of the funds, use of the funds became
vulnerable to mismanagement;

— the Dutch policy of non-interference in the destination of countervalue funds was
interpreted by the Bolivian authorities as alack of interest and concern;

— since 1992, the countervalue funds have been managed according to the DAC guide-
lines.

4.6 Conclusionson theimport support programme

During the 1982-95 period, the Dutch import support programme to Bolivia amounted
to Dfl. 96.7 million and consisted predominantly (60%) of fertilizer aid. Only fertilizers
(some 63,000 mt), insecticides and medicines were supplied on a repetitive basis, all
other donations were made only once.

The first fertilizer and medicine donations took place before the start of the structural
adjustment programme in Bolivia, and were provided in the absence of a bilateral de-
velopment cooperation programme. They were given to provide moral and economic
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support to the demaocracy. After 1986, the continuation of the programme was justified
as support for the macroeconomic reform programme.

To the Netherlands, the import support was initially an instrument to relieve pressure on
the balance of payments by providing foreign exchange indirectly, and later to support
macroeconomic reform. From the Balivian point of view, the principal donations, such
asfertilizer aid and medicine aid, were seen as support at the sectoral level.

Contrary to supplies of medicines, airplanes and airplane spare parts, fertilizer aid was
not among the priorities set by the Bolivian authorities. It was a Dutch initiative from
the beginning. The agricultural sector did not figure among the key sectors for economic
development, either before or after the start of the structural adjustment programme
in 1985. Fertilizers did not play any role of importance in the policies defined for the
agricultural sector either, so the policy relevance of fertilizer aid should be considered
low from the Bolivian point of view. In the Netherlands point of view, most import
support is considered relevant, providing support to priority sectors of the Dutch bilateral
programme and aiming at the poorer strata of the population.

In the case of medicine supplies, which supported, strengthened and even enhanced
government policy for the health sector, the policy relevance was high, as has been the
case with the delivery of the aircraft.

Quantitative measurement of the macroeconomic effects of relatively small interventions
ispractically impossible. The possibility to assessthe effectivenessf balance of payments
support at the macro level depends on the fungibility or additionality of the donations.
While in the case of medicine aid and the delivery of the aircraft the donations replaced
imports that would have taken place anyhow, this could not be confirmed in the case of
the supply of light bulbs or agricultural equipment, which should both be considered as
additional. It has been assessed that, in the case of fertilizers, approximately 60% of the
donations were additional. In practice, the effects of the import support cannot be traced
on the trade balance, since the value never represented over 0.5% of the total imports of
the country.

It is most likely that the dissemination of fertilizer use was enhanced by the donations
from Japan and the Netherlands, which may have contributed to increased national food
production, and hence a reduction in food imports. This would imply an indirect effect
on the trade balance. However, this relation could not be confirmed, since variationsin
food crop production depend in thefirst instance on climate, while 70% of all fertilizer is
used on potatoes, which are largely an internationally non-tradeable commodity in Latin
America.
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At the sectora level the effectiveness of the support depends to a large extent on the
capacity of the recipient sector to integrate the donation within existing policies and
structures. For example, optimal use of agricultural inputsrequiresadequate pricepolicies,
an extension system, credit facilities and other support services. To acertain extent these
were available at the start of theimport support programme, but after 1986 all the services
werelargely dismantled (the Agricultural Bank was closed down and the extension system
was reduced to a minimum). Medicine aid was incorporated into a public supply system
and helped to improve this system (use of essential drugs and cost recovery).

At the micro level, fertilizer application apparently improved the cash income of small-
holders, but hardly improved their calory intake. Cash crops replaced crops for own
consumption, which in Boliviaimplied mainly a replacement of local varieties of pota-
toes and wheat for varietieswith ahigher demand on the market. The medicine donations
benefited the poorer strata of the popul ationwho previously had no accessto the medicine
market. The introduction of essential drugs guaranteed more affordable prices.

The environmental effects of the import support programme to Bolivia were studied
only in the case of fertilizer aid. In Bolivia, these effects have been both positive and
(in certain zones) negative. In general, smallholders apply fertilizers in quantities far
below the recommended levels, so fertilizer application does not create an environmental
hazard. Positive effects include the permanent use of soils in the eastern departments of
the country, helping to reduce the rate of destruction of the rainforest. Negative effects
occur in areas with a high application rate of fertilizer in combination with insufficient
preci pitation and/or absorption of nitrogen by the crops. Rural women interviewed had a
good knowledge of fertilizer use. Although mineral fertilizer application increases their
workload, thisis rewarded by a higher cash income.

Dutchfertilizer grantswere aprice-setter onthe market. Selling priceswere set arbitrarily,
mainly negotiated between government and farmers’ associations and were not based on
import parity. In practice, thisusually implied (but notinall years) asubsidy tothefarmers.
Consequently, fertilizer donations have had the unintended side effect that commercial
importers have been unable to compete and have gone out of business. In 1995 the market
was monopolized by one single importer, which is also selling the Japanese donations.
However, the distribution of Dutch fertilizers strengthened producer associations and
unions, increasing their management capacity. The medicine distribution empowered the
public provision system.

The procurement of the commodities supplied by the import support programme has
been efficient although procurement of particular types of fertilizers in Latin America
might have been more economical. Less efficiency was displayed in the contracting
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of international transport, which was not tendered, but contracted on invitation. After
1990, deliveries were usualy in time (with exception of the agricultural equipment)
and the Netherlands representation in La Paz guaranteed efficient procedures and an
adequatefollow-up. Thanksto the efforts of the M TCH expert, fertilizerswere distributed
efficiently. Technically, the fertilizer formulas suited well with the requirements of the
Bolivian agricultural sector (notwithstanding deficienciesin soil analysis).

The appraisal of requests for the use of resources committed by the balance of payments
support programme was conducted exclusively by the Ministry in The Hague. Coordina-
tion with the Bolivian authorities took place. Usualy no field missions were organised.
An evaluation-identification mission took place only once during a decade of fertilizer
supplies. Both efficiency and effectiveness could have been better (e.g. in the case of the
supply of agricultural equipment) if timely field appraisal had taken place.

The Dutch fertilizer donations never took the sustainabilityaspect into consideration. No
efforts were made to contribute to or to create sustainable procurement and distribution
systems. In the case of the medicine donations, these fitted into a policy aimed at estab-
lishing acost recovery system and afund to enabl e the procurement of medicines without
any external support.
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5.1 Origin and composition of the Bolivian external debt
5.1.1 Categoriesof public debt

The concepts used regarding debt are those as generally practised by the Central Bank
of Bolivia (BCB).1 For definitions, see Annexe 3. A number of conceptua differences
exist between the BCB and the World Bank, as expressed in its ‘ Global Devel opment
Finance' documents (World Debt Tables). In addition, the compatibility of the statistical
material between the two sources is limited, partly due to the fact that Bolivia did not
have a central register of its official debt until the early 1980s. Graph 5.1 summarizesthe
different debt components schematically.

Public debt is composed of domestic and external debt. Long-term external debt hasthree

components:

— public debt which is an external obligation of a public debtor, including the national
government, a political subdivision (or an agency of either), and autonomous public
bodies;

— publicly guaranteed debtvhich is an external obligation of a private debtor that is
guaranteed for repayment by a public entity;

— private nonguaranteed external delvhichisan external obligation of aprivate debtor
that is not guaranteed for repayment by a public entity.

Public and publicly guaranteed debt can be classified according to its financing source
into multilateral debt, bilateral debt and (part of) the commercia debt. Multilateral debt
originates from loans and credits from the World Bank, regional development banks, and
other multilateral and intergovernmental agencies (international financing institutions);
bilateral debtarises from loans from governments and their agencies, and direct loans
from official export credit agencies, while commercial debbr private bank debt includes

1 In accordance with the legal provisions in force in Bolivia, the Central Bank is responsible for issuing the
official statistics on the public debt.
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Graph 5.1 Debt components

bonds, loans from private banks and private financial institutions, as well as credits from
manufacturers, exporters and bank credits covered by a guarantee of an export credit
agency. A particular type of both bilateral and multilateral debt is the concessional debt
which originates from the receipt of aid from official lenders at concessional terms as
defined by the DAC, that is, loanswith (at least) an original grant element of 25%.

The public commercial or private bank debt concernsonly the public and publicly guaran-
teed part of the commercial debt. Until 1986, the public commercia debt was negotiated
within the framework of regulations set by the Consortium of Private Banks, which was
headed (in the case of Bolivia) by the Bank of America. At present the commercial banks
lay down their conditions in the London Club, but Bolivia has aways negotiated its
commercia debt directly with the Consortium.
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Public bilateral debt may be bound by concessionary or commercial conditions. Official
non-concessional bilateral debt alleviation is usually dealt with within the Paris Club, an
organi zation of the principal creditor countriesset up in 1956 to analyse the debt situation
in individual countries. Usually the bilateral concessional dek{Official Development
Assistance debt) is negotiated between the creditor country and the reci pient government
and/or simultaneously within the context of the Paris Club meetings.

Themultilateral debt consistsof obligationsto multilateral organizationsof which Bolivia
isamember, such as the World Bank, the International Bank for Reconstruction and De-
velopment (IBRD), the IDB, andthe CAF. Boliviahassmaller debtswith the | nternational
Fund for Agricultural Development (IFAD), the Development Fund for the Plata River
Valley (FONPLATA), and the Organization of Petroleum Exporting Countries (OPEC).
In accordance with the statutes of the multilateral organizations, these obligations cannot
be renegotiated by the debtor countries. However, several multilateral debt service relief
methods have been devel oped during the last decade. Low income countrieslike Bolivia
received a substantial share of the loans on concessiona terms (e.g. IDA).

5.1.2 Origin of the external debt

The origins of the Bolivian externa debt are found in both external and internal causes.
The most salient among the external causes was the specific financial situation in the
1970s, when many developing countries, including Bolivia, multiplied their long-term
external loans. Thanks to the gradual increase in the world prices of primary products
and raw materials that these countries exported their economies were growing. As a
petroleum and gas producer, Bolivia had easy access to commercial loans. By the end
of the decade the terms of trade started to deteriorate, while the relative prices of the
export products (tin, gas) fell considerably. Due to the political situation in the country
international cooperation discontinued, forcing Bolivia to look for financia resources
elsewhere. The internal causes included the following:
— therewasagradual weakening of theimport substitution model which had been applied
since the 1950s;
— as aresult of unsound economic policies, low domestic savings could not offset the
massive flight of capital;
— therewas adictatorial and unstable political situation in the country, which:
e discouraged investments by the private sector;
e gaveriseto investments by the public sector without certain financial profitability.
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Origin of the commercial debt

A significant part of the commercial debt was contracted during the military regimes of
the 1970s and the early 1980s. Accessto other than private banks had become negligible.
The main purposes of the loans were for investments in mining and the petroleum
sector (YPFB), transport and communications. Contrary to what is commonly believed
in Bolivia, thereis no evidence that the private bank debt contracted was mainly used for
military purposes.

The commercial loans to state companies were provided not only by banks, but aso
by suppliers. There was hardly any control, and some companies received an automatic
government endorsement for their acquisitions and imports. The loans were contracted
at variable interest rates and with short repayment periods.

In order to facilitate international debt relief negotiations, the National Treasury took
over the bank debts from the principal public enterprises, such asthe National Telephone
Company, the National Railways Corporation, the Mining Bank, the Agricultural Bank
of Bolivia, the Bolivian Mining Corporation, etc. Thisincreased substantially the official
public debt to private banks. The Treasury also subrogated some private sector bank
debts, providing an official guarantee. Although this portfolio of private sector debts
never exceeded 2.5% of the total commercial debt, it included a number of loans which
led to questions being asked in the Bolivian Parliament afterwards.

Origin of the bilateral debt

Most bilateral debt was aso contracted during the military regimes and used for eco-
nomic and social development projects, such asairport construction, thetel ephone system,
foundries, railway improvements and road construction. Development aid debt (conces-
sional loans) did not reach sizeable amountsuntil 1985, while afterwards so-called mixed
credit systems (when donor funds subsidize suppliesdelivered by private enterprisesfrom
that particular country) and aid loansincreased the bilateral debt.

Origin of the multilateral debt

Multilateral debt relates to long-term loans issued by international financing institutions
and regional development banks. Before 1985, the majority of these |loans were granted
for investments in infrastructure (roads, bridges, integrated devel opment projects). The
first Drawing Rights Agreement was signed with the International Monetary Fund in June
1986 for 50 million Special Drawing Rights. With thefirst |oan for economic stabilization
by the IMF in December 1986, the way was paved for loans from different multilateral
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sources, al focused on funding the macroeconomic reforms. The lending by multilateral
sources hasincreased significantly and has now reached sums of approximately US$ 400
million annually (1995: US$ 382 million).

5.1.3 The evolution and distribution of the external debt

Until theinternational debt crisisof 1982, the Bolivian external debt wasrel atively modest
in comparison with other Latin American countries. In 1985 the Bolivian official external
debt was US$ 3.3 hillion, low compared to, for example, Colombia (US$ 11 billion) or
Peru (US$ 14 billion). The evolution of the external debt is shown in table 5.1.

Table5.1 Evolution of the Bolivian external debt in selected years (in US$ million and in
per centages) according to the Central Bank of Bolivia

Year Commercial Bilateral Multilateral Total

1970 175.3 289.5 57.4 522.2
(33.6%) (55.4%) (10.9%)

1975 3374 366.6 178.6 882.6
(38.2%) (41.5%) (20.2%)

1980 989.7 625.5 604.9 2,220.1
(44.6%) (28.1%) (27.2%)

1985 752.2 1,669.9 872.3 3,294.4
(22.8%) (50.7%) (26.5%)

1988 432.0 2,214.4 1,423.1 4,069.5
(10.6%) (54.4%) (35.0%)

1990 267.5 1,806.2 1,705.2 3,778.9
(7.1%) (47.8%) (45.1%)

1994 37.0 1,799.9 2,379.2 4,216.1
(0.9%) (42.7%) (56.4%)

1995 33.0 1,815.0 2,679.2 4,527.2
(0.7%) (40.1%) (59.2%)

Source: Central Bank of Bolivia 1993 and Villegas and L oza 1996.

The data presented above were published by the Central Bank of Bolivia. They differ
from those used by the World Bank, which are shownin table 5.2. Both sourcesindicate
the same trends: in 1980 the private bank debt amounted to almost half of the total debt;
at present it is less than 1%. The bilateral debt increased sharply during the first years
of the 1980s, but its relative weight then decreased (from about 50% in 1985 to 40% in
1995), while the multilateral debt increased its share from 26% in 1985 to almost 60% in
1995.
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Table5.2 Evolution of the Bolivian external debt in selected years (in US$ million and in
per centages) according to World Debt Tables 1996.

Year Commercial Bilateral Multilateral Total (public and

publicly guaranteed)
1970 205 249 26 480
1980 1,072 663 447 2,182
1988 530 2,319 1,291 4,140
1990 325 1,773 1,593 3,690
1994 84 1,755 2,275 4,113

Source: World Bank 1996.

The total debt of US$ 522 m in 1970 increased by 325.3% during the decade 1970-80.
Between 1985 and 1995 (i.e. since the start of the economic reforms), it increased by
37.4%. With the signing of an agreement with the IMF (1986) multilateral financing
opened up again, while bilateral debt became the subject of negotiation with the Paris
Club countries. Theinternal composition by creditor country of thebilateral debt changed
considerably over time, as shownin table 5.3.

Table 5.3 Development of the bilateral debt 1985-1995 (in US$ million)

Creditor 1985 % total 1990 % total 1995 % total
country/year 1985 1990 1995
Argentina 595.0 35.6 0.0 0.0 0.0 0.0
United States 3225 19.3 446.0 24.7 929 51
Brazil 259.8 15.6 164.3 9.1 219 12
Germany 84.0 5.0 255.1 14.2 449.0 24.7
Spain 0.0 0.0 n.a - 99.4 55
Belgium 61.5 3.7 153.4 85 165.3 9.1
Netherlands 28.6 17 62.2 34 29.0 16
Japan 1335 8.0 363.5 20.1 597.9 329
Others 185.0 111 361.6 20.0 360.1 19.8
Total 1,669.9 100.0 1,806.1 100.0 1,815.5 100.0

Source: Based on Central Bank of Bolivia 1993 and Villegas and Loza 1996.

In 1985, the principal bilateral debt outstanding was owed to Argentina, the United States
and Brazil. A decade later, the debt to these countries had become insignificant, with
Japan, Germany and Belgium now the principal lenders. The nominal growth in bilateral
debt between 1985 and 1990 was partly due to the depreciation of the US dollar against
other hard currencies. For example, the debt owed to the Netherlands remained largely
unalteredin termsof dollars; from US$ 28.6 millionin 1985 to US$ 29.0 millionin 1995,
notwithstanding the debt reductions resulting from the agreements reached within the
context of the Paris Club (see 5.2.2).
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The evolution of the multilateral debt is presented in table 5.4.

Table5.4 Composition and development of the multilateral debt 1985-1995 by creditor

(US$ million)

Creditor 1985 1985 1995 1995 1985-1995

USS$ million % of total US$ million % of total % change
IDB 469.5 53.8 1,444.6 53.9 207.7
IDA 94.4 10.8 767.0 28.6 7125
IBRD 207.3 23.7 98.2 3.7 —-52.6
CAF 313 3.6 257.6 9.6 727.3
FONPLATA 3.6 04 56.0 21 1,413.5
IFAD 4.9 0.6 34.7 13 608.28
Others 60.3 6.9 211 0.9 —65.0
Total 872.3 100.0 2,679.2 100.0 207.2

Source: Based on Delgadillo 1994 and Villegas and Loza 1996.

Bolivia sprincipal creditor inthemultilateral debt portfolioisthe | DB. Thedisbursements
received from the IDB up to 1995 (US$ 1,444.6) represented 32% of the total debt stock;
second placeis occupied by the IDA (17%), followed by the CAF (5.7% of total debt).

Theweight and importance of thedifferent types of borrowing over timeisbetter reflected
by the difference between disbursements and debt service, as shownin table 5.5.

Table5.5 Disbursementsand debt service by lending category, in selected years, 1985-1995
(in current US$ million)

Creditor 1985 1990 1993 1994 1995
Private bank disbursements 34 0.0 4.1 0.0 0.0
Private bank debt service 154 0.8 6.8 8.9 4.2
Bilateral disbursements 331 94.4 88.0 619 34.7
Bilateral debt service 115.9 24.8 38.4 57.9 63.0
Multilateral disbursements 72.2 240.8 229.1 302.6 382.3
Multilateral debt service 116.8 193.4 194.9 209.3 229.2
Total disbursements 108.7 335.2 319.2 364.5 417.1
Total debt service 248.1 228.3 240.1 275.9 297.0
Net flow on credits —-139.4 106.9 79.1 88.6 120.1

Source: Central Bank of Bolivia 1996 in: Villegas and Loza 1996.

The total debt contracted from multilateral financiers is considerable higher: by June
1996, the total amount contracted with the IDB was US$ 2,431.2 million and with the
World Bank (IBRD and IDA) US$ 1.442.8 million.
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The changes observed in the composition of Bolivia's official external debt are character-
istic to many countries (Mistry 1994): the debt portfolio shows a sharp reduction in the
private bank debt (thanks to buy-backs and conversions), a stabilization or reduction of
the bilateral debt (thanks to restructuring and forgiveness), and a simultaneous increase
in the multilateral debt, due to new loans contracted to finance economic and social
reform programmes (see table 5.1). The international financing institutions play the role
of ‘lender of last resort’. In many cases, such as Bolivia, thisincrease in the multilateral
debt offsetsthe reduction of the commercial and bilateral debts (although the debt service
isless).

In 1986, the World Bank classified Bolivia as one of the twenty ‘ severely indebted coun-
tries'. In 1996 the country was classified a ‘ severely indebted middle income country—
SIMIC’, meaning that its GNP falls within the range of US$ 726 and US$ 8,955 per
capita and the present value of debt service to exports of goods and services (PV/XGS)
exceeds 220% (see Annexe 3).

The external debt and the financial flow

New credits will only contribute to economic growth if they are an additional financial
resource, used to fund additional investments and not to compensate other negative
financial flows. For economic growth it is essential to have a positive net financial flow,
which might be obtained by, for example, apositivetrade balance, external (private sector)
capital flow (investments by foreign enterprises and transfers), or international donations
or loans.

In Bolivia, since expenditure on imports exceeds income derived from exports, there is
usually anegativeflow onthetradebalance. At the sametime, private sector foreign capital
investments have been modest. The privatization process (of certain state enterprises at
regional level) has not generated significant financial surpluses, nor has the capitalization
(of large-scale public companies) generated a free capital flow, sinceitsrevenuesaretied
to the reform of the pension funds (see ch.2). In Bolivia, a net positive flow depends
largely on remittances from abroad, on international donations, and credits. Indebtedness
istherefore amost arequisite to enable the financing of necessary investmentsandisonly
negative in the event that it exceeds the country’s capacity to pay off the debt. Transfers
from abroad areimportant too, but part of thisflow evadesformal control and registration
(narco-dollars).

Singling out the credit portfolio, disbursements from (new) loans usually exceed service
obligations, in order to maintain anet positiveflow on credits. After four years of negative
flows during the economic crisis, the flow recovered from 1986 onwards. The capital flow
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on official creditsin selected years can be observed in table 5.5. In 1995, net transfers on
bilateral credits were negative, net transfers on private bank |oans had become negligible,
while net transfers from multilateral sources were largely positive (US$ 153 million in
1995).

5.2 International activitiesaimed at relieving the debt burden

In 1982, Boliviawent into arrearson its debt servicing and in 1984 it unilaterally declared
itself unable to comply with the servicing of its external debt. The moratorium was
declared only on the commercial debt and part of the bilateral debt. Bolivia continued to
meet fully all of its multilateral (and most of its bilateral) debt-service obligations.

Debt has both liquidity and solvency aspects. Liquidity problems occur when the current
or future debt servicereguirestoo much of theliquiditiesin circul ation within the national
economy. Solvency problems occur when countries, even if they are experiencing a
reasonable economic growth, do not present a sustainable debt profile. In that case,
so-called *debt overhang’ hinders the economic growth, since debt service obligations
prevent the necessary public expenditures on imports and investments. In 1984, Bolivia
faced both a liquidity and a solvency problem, of which the former was the most severe
and demanding immediate action by the Bolivian government.

5.2.1 Theinternational external debt crisisin 1982 and relief alternatives

Wheninternational interest ratesrose between 1979 and 1981, servicing of thecommercial
debt became complicated for many countries, but the real ‘debt crisis commenced in
August 1982, when the Mexican government notified the United States of Americaits
inability to meet its debt-servicing obligations and a number of other countries, including
Bolivia, followed suit.

The economic policies of most countries faced with debt problems at the time shared
a number of common characteristics. expansive monetary policies, price fixation of
consumer products, state-determined interest and exchangerates, and direct public inter-
vention in trade relations. The seriousness of the crisis forced governments, international
institutions, banks and others (the crisiswas a problem for the international banking sys-
tem aswell asfor the debtor countries) to look for feasible solutions. International action
to overcome the crisis had a dual purpose: to avoid chaos in the financial world, and to
provide relief and assistance for the debtors. In the meantime, a ‘ secondary’ market for
debtor’s obligations to commercial banks had devel oped, where debt papers reduced in
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value could be exchanged (the discount varied from one country to another) against local
currency (Van Loon and Ruhl 1988:1054).

At international level, negotiationstook place between 1983 and 1985 on arestructuring
of commercial and bilateral debts, normally with the backing of the IMF. At that time
the problem was considered to be one of liquidity and not of solvency, so solutions
were sought in the capitalization of interest, restructuring over time and the granting of
additional loans. From 1986 on, the solution to the solvency problem was expected to
come from reactivation of the economies of the debtor countries. This long-term remedy
called simultaneoudly for a reduction of the debt burden and for economic adjustment
aimed at economic growth.

With the purpose of presenting a concerted and homogeneous policy towards the debtor
countries, creditors coordinated their positions and aternatives for solutions within the
Committee of Banks (later the London Club) for the private bank debt, and the Paris Club
for the commercial part of thebilateral debt. Therewere variousinitiativesto organizethe
debtor countriesinasimilar way. Bolivianever showed any interest in theseinitiatives, the
main reason being that Bolivia had—uwith exception of its commercial debt obligation—
a very good payment record on bilateral and multilateral debt. It expected preferential
treatment and deliberately opted for direct negotiation.
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Inthe case of themultilateral debt thefirst relief openingsarearather recent phenomenon.
Up to 1990 restructuring and rescheduling of multilateral obligations were ‘out of the
guestion’ in order to protect the fundamental principles of the Bretton Woodsinstitutions,
in particular their ‘preferred creditor’ status (the triple A). It is this status which alows
the multilateral financing ingtitutions to obtain capital on the financial market at low
costs. Multilateral debt forgiveness would lead to higher costs on capital and fewer
opportunities to channel these funds to less creditworthy countries. This would imply
that the international financing institutions would lose some of their functions (lenders
of last resort, lenders of concessionary funds). Instead of direct debt forgiveness, other
mechanisms to relieve the multilateral debt have been developed. In 1990 the Fifth
Dimensionwas set up (see Annexe 3), aswell asthe IMF rightsaccumul ation programme.
In 1996, the press (Financieel Dagblad, June 11th, 1996) mentioned an unofficial proposal
by the World Bank to set up a Multilateral Debt Fund. Bolivia would be one of the first
countries to be considered by the Fund. The IMF-World Bank autumn 1996 meeting
focused ontheoverall debt situation of severely indebted countriesand new debt servicing
and lending openingswere announced for twenty Highly Indebted Poor Countries (HIPC)
with sound macroeconomi ¢ adjustment programmes. Boliviawas qualified asone of these
HIPCs and received as second country after Uganda preferential treatment (1997).

Donor support groups which assume (part of) the multilateral debt-service obligations
have been set up, also in the case of Bolivia

In order to tackle the debt problems, many measures have been applied over the last
decade, including the following:

Commercial debt:

— the suspension of new loans by the private banks;

— the temporary suspension by the debtor countries of debt service to the banks;

— thegranting of additional commercial |oans, enabling the debtor country to meet service
obligations on previousloans,

— the buy-back of commercia debt titles (and the provision of donor funds for that
purpose);

— debt conversion (* debt-for-equity swaps').

Bilateral debt:

— the restructuring and rescheduling of the stock of capital and debt service of bilateral
debt (the commercial part of the bilateral debt);

— the(partial or total) forgiveness of the stock of bilateral debt (in first instance the ODA
part, later also the commercial part);

— debt conversion (‘swaps').
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Multilateral debt

— thelending of additional concessionary credits by the international financing institu-
tionsin order to achieve a net positive multilateral financial flow;

— the Fifth Dimension Programme which provides additiona concessionary IDA loans
with the aim of servicing up to 95% of the interest on non-concessionary old (IBRD)
loans,

— the donation of funds by (bilateral) donors in order to pay for the multilateral debt
service, in particular for countries with prevailing long-standing arrears, for which
support groups have been created;

— for countries with considerable arrears in servicing their multilateral debt, the IMF
may arrange for a rights accumulation programme.

Debt relief options were developed to such extent that ‘the disaster didn’'t happen’ (The
Economist 12 september 1992) and the debt crisis was largely overcome.

5.2.2 International initiatives to relieve the Bolivian debt burden

Various international initiatives have been taken aimed at relieving the Bolivian external
debt. After Bolivia sunilateral moratorium, the governmentsof the Group of Seven, some
international banks and the IMF coordinated efforts to identify solutions. International
initiatives were developed, in some cases especialy for Balivia, but usually it was con-
sidered whether Bolivia qualified for initiatives applied worldwide. In October 1985, the
Secretary General of the United Nations took the initiative to rally international support
for the economic adjustment programme of the Bolivian government. This proposal co-
incided with the implementation of the Baker Plan (see Annexe 3), aimed at a structural
adjustment with growth.

From 1987 ona'list of market options' was developed which included ways of reducing
the debt by mechanismslike the transformation of debt into bonds, conversion and buy-
back. These mechanismsreceived IMF backing. At the sametime, the creditor countries,
members of the Paris Club, agreed to consider the case of Boliviain the Club, and to aim
at arestructuring of its bilateral debt after Bolivia reached agreement with the IMF.

The Brady Plan did not have much impact (sinceit was mainly aimed at the larger debtor
countries), but President Bush's Initiative for the Americas (1990) (see Annexe 3) made
it possible to eliminate a significant part of the concessional bilateral debt owed to the
United States.
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Commercial debt

Faced with the increase in interest rates on its private bank debts, Bolivia attempted a
rapprochement with the international banking world in 1981 in order to restructure its
debts.? Internationally, a‘ secondary’ market had developed in titles (promissory notes),
in which the banks sold the titles to investors for a reduced price, who exchanged them
with the State for local currency at adiscount. The investor’s advantageliesin being able
toobtain‘ cheap’ national currency to meet local payment obligations (for example, wage
payments) without having to use foreign exchange for this purpose. The advantage for
the bank is the sale of adubious debt portfolio, while the advantage for the Stateisthat it
‘buys back’ its own debts, removing them from the debt portfolio and hence aleviating
its servicing obligations.

A fundamental aspect of this secondary market was the discount. Infact, thisdiscount was
an indicator of the confidence of the banks that the promissory notes were recoverable,
and in the country’s economic performance. If confidence was very low, the discount
would have been very high. The following table presents discount rates in a number of
countries, comparing 1989 with 1991:

Table5.6 Prices of the commercial debt titles on the secondary market of some Latin
American countries (as a percentage of the nominal value)

Country 1989 1991
Bolivia 11.00 16.00
Argentina 13.00 33.00
CostaRica 17.00 51.00
Peru 6.00 11.00
Nicaragua 1.00 -
Source: IMF.

For Bolivia the discount amounted to no less than 89% in 1989, one of the highest rates
at thetime. The idea arose of buying back promissory notes from the private banks with
donor funds at no cost to the debtor country. Obvioudly, thiswas only possiblein the case
of smaller debtor countries. The Netherlands government supported these experiments
(van Kesteren 1994:245) and financed the purchase of debt titles on behalf of Zambia,
Bolivia (promissory notes which were subsequently donated to the governments), and
Costa Rica. In 1987, Bolivia was the first country in the world to buy back part of its
commercia debt making use of donor funds only. Other donors did not display much
interest in this mechanism and most European countries preferred to allocate their donor
fundsto the ‘social dimension of adjustment’.

2 Refinancing Agreement among La Reglblica de Bolivia and the Origina Obligers and Bank of America
National Trust and Savings Association, April 1981.
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Bilateral debt

The Bolivian bilateral debt was not negotiated until 1985. A large part of these debts
had their origins in loans to public enterprises. In 1985, by Supreme Decree 21060,
the Treasury subrogated the foreign obligations of some state companies in order to
concentrate the public external debt, with aview to facilitating the negotiation process.

a. Paris Club

In order to determineajoint policy vis-a-vis particular debtor countries, creditor countries
(most OECD industrialized countries) meet in the Paris Club (see Annexe 3). To be
considered for joint treatment by the members of the Paris Club, acountry should have an
agreement with the IMF on macroeconomic policy (in other words, should have started
somekind of structural adjustment of its economy). Boliviastarted itsreform programme
in 1985, which paved the way for consideration by the Club. Six meetings with the Paris
Club were held between 1986 and 1995, in which the commercial part of the bilateral
debt (due until the cut-off date December 31st, 1985) owed to the member countries
was considered. For Bolivia access to the Paris Club aso implied contacts for bilateral
negotiations aimed at reduction of the ODA part of the bilateral debt. So in practice, the
Paris Club dealt with both the commercial part and (part of) the concessional bilateral debt.

In October 1988, during one of its policy meetings, the Paris Club departed from the usual
restructuring procedure and approved the so-called Toronto Terms (see Annexe 3), which
for the first time included forgiveness of part of the debt (up to one-third of the eligible
maturities) for severely indebted low income countries. In fact, this was a recognition
that the debt problem was not only one of liquidity, but also of solvency. In 1991 this
was followed the London Terms (or Enhanced Toronto Terms; up to half of the eligible
maturities). The 1994 Naples Terms included an option for maximum forgiveness of up
to two thirds of the stock of debt. In 1996 the Club of Paris agreed with the IMF and
World Bank on even higher percentages (up to 80%) of debt forgivenessfor HIPCs.

In March 1995 (Paris Club V) Boalivia qualified to make use of the Naples Terms. A
definitive ‘exit agreement’ was reached during the Paris Club VI meeting (December
1995). The agreement entailed debt relief of US$ 576 million, of which 48% was a
reduction of aconcessional part of thebilateral debt (ODA), 26% areduction of maturities
in terms of net present value and another 26% in direct debt stock reduction. The results
of the negotiationsin terms of bilateral debt relief are summarizedin table 5.7.

Bolivia has always been among the first countriesto benefit from new options. It wasthe
first non African country to benefit from the Toronto Terms; the third country to benefit
from the London Terms, and the second country (after Uganda) to benefit from the Naples
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Table5.7 Debt reduction and rescheduled debt as agreed upon with the Club of Paris
members (US$ millions)

Paris| Parisll Parislll  ParislV ParisV ParisVI
date June November March January  March December
1986 1988 1990 1992 1995 1995
terms of negotiation Toronto  London  Naples Naples Terms;
Terms Terms Terms Exit agreement
total amount 510 261 321 273 471 977
consolidated
% forgiveness 0 0 33 50 67 67
reduction in stock 0 0 76 121 276 576
of debt
rescheduled debt 510 261 127 49 68 0

Source: Based on Central Bank of Boliviaand Villegas and Loza 1996:9.

Terms. The exit agreement came after ten years of Paris Club meetings, which is a very
short period compared to other countries. Thereason for this preferential treatment isthat
Bolivia has always complied with its payment obligations and implemented its economic
programme according to the recommendations of the IMF.

Initially the Paris Club represented exclusively theinterests of the creditors, but gradually
more attention was paid to the aid aspect. Since debt forgiveness could be registered asan
ODA expenditure (whereas reschedulings could not), creditor countries started to show
greater willingnessto opt for cancelling debt, asaform of ODA aid without a cash outlay.

b. negotiations outside the Paris Club

In addition to the agreements reached with the Paris Club, Bolivia made an active effort
(inparticular in 1989) to negotiatereductionsinitsbilateral debt. Direct negotiationswith
Argentina, Brazil, the United States, the (former) Soviet Union, and Romaniaresulted in
reductions of approximately US$ 1,300 million (Delgadillo 1994).

Multilateral debt

The multilateral debt is composed of both concessionary loans (long-term, low rates of
interest; e.g. IDA and IDB credits), and ‘less concessionary’ loans (e.g. from the IBRD
and CAF). Thetotal multilateral debt contracted hasincreased significantly duringthelast
decade, particularly since the start of the structural adjustment programme, and amounts
to approximately US$ 5,000 million. Thanksto theincreasein the share of concessionality
in multilateral credits, the multilateral debt service has decreased in relative terms.
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During the early nineties, the principal instrument for multilateral debt relief hasbeenthe
Fifth Dimension programme of the World Bank, which allowed an increase in loans for
structural adjustment on the basis of concessionary conditions. Bilateral donor sources
can co-finance through grants which underwrite the rest of the servicing and interest
payments on these loans. In the case of Bolivia, Sweden made donations to a specia
Trust Fund, while USAID maintains a special endowment account for this purpose. In
July 1995, the Netherlands government offered Dfl. 27.3 m (US$ 16.9 million) to pay
part of the debt serviceto the IBRD (Dfl. 17.9 m) and IDB (Dfl. 9.4 m). In October 1996
an agreement was reached on special IMF ESAF drawings to HIPCs, the setting up of
a World Bank Trust Fund and measures contributing to multilateral debt relief to the
poorest countries.

5.2.3 Balivian policy on foreign debt

Up to 1985 Bolivia lacked a well-defined policy on how to deal with its debt situation.
In fact, between 1979 and 1982 the country lacked the necessary political stability
(11 governments) to define any specific strategy or policy. After its declaration of the
temporary unilateral moratorium, the government ordered the Central Bank of Boliviato
propose a solution for the crisis, but it was only in 1985 that a special committee was
established to manage and administer the debt. The chairman of the committee had the
status of a minister and had a permanent technical secretariat at his disposal.

In 1986, for the first time, a coherent policy on external debt was formulated (similar to

the policies developed by most debtor countries), comprising:

— in the short-term, normalization of relations with the creditors (multilateral organiza-
tions, governments and banks), while improving ties with sympathetic governments
and financia institutions in order to contract new loansin the medium and long-term.
Simultaneously the resumption of technical cooperation was sought;

— achievement of a positive net financial flow to the country, i.e. to secure new disburse-
ments in excess of the debt-service expenditures,

— modification or exchange of loans with unfavourable conditions (duration or interest
rates) for loans on concessionary soft terms.

The following instruments were employed to realize these policies:

— elimination of the debt to theinternational private banks, whilst avoiding the use of the
country’s own financial resources for that purpose;

— areguest to the Paris Club members for bilateral debt restructuring, at the same time
as aproposal for the forgiveness of bilateral aid debt. The option of debt conversions
(debt swaps) was opened;
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— the negotiation of bilateral debts with the non-member states of the Paris Club; in the
first instance, the principal creditors (Argentina and Brazil).

Additional measures were taken in 1987, including prohibiting the public sector to con-
tract additional commercial credits and strengthening the management capacity of the
public bodies responsible for the external debt. In 1990 an External Finance Committee
was established, which defined the strategies for contracting new resources, negotiations
and renegotiations of the external debt.3 On the basis of this policy, Bolivia initiated
negotiations, in the first instance with the international banks in order to settle its com-
mercial debt, and later on with the bilateral creditors. Since 1994 there have been ongoing
activities regarding the multilateral debt.

Although Bolivia has implemented a policy aimed at reducing the existing external debt
and hasimproved thispolicy over the course of time, it has not devel oped a specific policy
on indebtedness, i.e. it has not established indicators to determine an acceptable level
of indebtedness, according to its own criteria. In practice, Bolivia has used the criteria
generally applied by the IMF and World Bank.

5.3 Dutch contributionsto relievethe Bolivian debt burden
5.3.1 Introduction

Boliviashilateral debt to the Netherlandshasits originin two publicly guaranteed export
transactions, totalling Dfl. 92 million, for the purchase of six F-27 Fokker airplanes for
the Bolivian Air Force* in 1979. Apart from these transactions, no other bilateral debts
originated in public guarantees for export activities, since the facilities for this purpose
have been extremely limited.® Since Bolivia never received devel opment loans from the
Netherlands there has never been any concessional bilateral debt (devel opment aid debt)
to the Netherlands. In the absence of these devel opment loans, DGIS could not directly
forgive any bilateral debt.

The Netherlands has made the following contributions to relieve the Bolivian debt situ-
ation (with disbursements before 31-12-1994, see chapter 1):

3 The Committee was chaired by the Minister for Planning, and included the Minister of Finance, the Minister
for Foreign Affairs and the Chairman of the Central Bank of Bolivia.

4 The Fokker airplanes, although equipped for military purposes, were operational on civil lines between
remote areas which were not covered by regular airlines. This transaction should not be confused with the
donation of a Fokker aircraft under the balance of payments support programme.

5 Currently, the Netherlands Credit Insurance Company (NCM) does not issue any guarantee for loans on
export transactions with Boliviafor periods longer than three months.
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— the 1986/87 balance of payments support programme: Dfl. 4.5 million were provided
through the Nederlandsche Middenstands Bank (NMB) and Dfl. 4.8 million through
the IMF for the buy-back of commercial debt titles;

— the 1988/89 balance of payments support programme: Dfl. 10 million were provided
through the IMF for the purchase of commercial debt titles;

— the 1989/90 balance of payments support programme: Dfl. 20 million (in two tranches)
were used for the purchase of commercial debt titles;

— in 1990 part of the bilateral debt reduction resulting from the Paris Club 111 agreement
wasreimbursed with fundsfrom theregular budget for the Andes Regionto the Ministry
of Finance: Dfl. 8.5 million;

— in 1992, the contribution to the buy-back of commercial debt titles through the IDA
Debt Reduction Facility (see Annexe 3) for Dfl. 5 million.

As indicated in 5.2.2, in addition to contributions made with development cooperation
funds, the Netherlands contributed to the relief of the Bolivian debt burden by its agree-
mentsin the context of the Paris Club. Therestructuring of the debt servicingisconsidered
asa‘non-ODA’ type of contribution, while reductions (both on the principal and on the
interest) are recorded as‘ ODA'’. The arrangements between the Ministry of Finance and
the Ministry of Foreign Affairs regarding the financial responsibility for these reductions
have varied over the years. Currently, debt relief granted within the framework of the
Paris Club agreements is recorded as ODA and paid from the budget of the Ministry of
Foreign Affairs, athough negotiations are carried out by the Ministry of Finance.

The contribution from Dutch development cooperation funds has been approximately
Dfl. 52.8 million (US$ 26.5 million) (plus Dfl. 27.4 million in 1995). Table 5.8 presents
the debt relief contributions by the Netherlands during the period evaluated (1986-94),
aswell as 1995 (not evaluated).

5.3.2 The Netherlands policy on supporting indebted countries

Debt relief is one of the instruments of the balance of payments support programme
(see section 3.2). The overall policy on balance of payments support was laid down
in a Memorandum to Parliament (Ministers for Finance and Development Cooperation
1987:233-239). Although this Memorandum mentioned the debt-service ratio as one
of the principal indicators in determining whether a country qualifies for balance of
payments support or not, it did not indicate explicitly the option of using donor fundsfor
debt relief. In 1986, DGIS looked for support in the proposals formulated in the Baker
Plan and later the Brady Plan, but most countries concerned were outside the focus of the
Dutch cooperation and the sumsinvolved were too high. However, DGIS considered the
buy-back of commercial debt titles a useful instrument.
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Table5.8 Debt relief contributionsby the Netherlandswith development cooper ation funds
during the 198695 period (in Dfl. million)

Year Activity Commercial Bilateral Contributions
debt debt service to multilateral
forgiven debt service
1987 direct buy-back by NMB 45
deposit IMF Trust Fund 4.8
1988 deposit IMF Trust Fund 10.0
1989 deposit IMF Trust Fund 20.0
1990 ParisClub 11 85
1992 IDA Debt Reduction Facility 5.0
total 1986-1994 44.3 85
1995 274

Source: Based on data from the Bolivian Central Bank and DGISfiles.

Note: The debt titles purchased by the NMB represented a nominal value of US$ 15.86 million. These titles
were donated to the Bolivian government.

Policy papers and documents on debt all eviation were formulated while the contributions
to commercia debt relief in Bolivia were ongoing or after they had been completed.
Current policies focus mainly on multilateral debt relief. The white paper ‘A World
of Difference’ (Ministry of Foreign Affairs 1991:123-138) contains a full description
of the external debt question and emphasizes that cooperation funds could function as
a catalyst, both in the purchase of commercia debt titles and in mechanisms like the
Fifth Dimension. The documents ‘ Report on Debt Strategy’ (Ministers for Finance and
Development Cooperation 1992) and ‘Note on Multilateral Debt’ (1995) outline the
Netherlands views regarding the multilateral debt position of severely indebted countries
and possible strategies to relieve this type of debt. In general, it is the Netherlands view
that multilateral and bilateral debt problems should not be dealt with separately and that
establishing sustainable debt profiles calls for concerted measures by al creditors.

In 1986, the eligibility criteriafor debt relief werein principle similar to those for import
support. Since 1991, the decision whether to support the external debt relief activities of
aparticular country is based on the revision of the list of countriesin special categories,
such as the ‘ severely indebted low income countries’, * severely indebted middle income
countries', and countrieswhich have concessionary debtswith the Netherlands. Eligibility
for adebt relief contribution depends on the following criteria:

— the country must be severely indebted;

— debt-service obligations must cause liquidity problems;

— economic growth is obstructed by debt overhang,

— the country must have a track record of sound economic policies, implementing a
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macroeconomic policy aimed at strengthening productive capacity and facilitating
exports.

5.3.3 Support to relieve commercial debt

In October 1985 the UNDP in La Paz requested Dutch support for the new structural
adjustment programme which had been initiated in Bolivia. In the first instance DGIS
rejected this request, but indicated that Bolivia qualified for balance of payments support
and that the funds could be used for other purposes besides imports. In September 1986
the Netherlands embassy in Lima suggested using the balance of payments support
programme to purchase commercia debt titles on the secondary market. The Minister
for Development Cooperation replied (correspondence October 29th, 1986) that Bolivia
was not eligible for cancellation of debt and that the forgiveness of commercial debt was
rather unusual. In May 1987 the President of the BCB stressed the leading and innovative
role played by the Netherlands (in particular the NMB bank) regarding the commercial
debt titles market, and suggested using funds destined for balance of payments support to
buy back commercial debt titles on the secondary market. The Dutch authorities did not
(and could not) know that—in the meantime—the President of the Republic of Bolivia
had set up a confidential task forcein Washington. On the basis of thework of this special
team, the majority of small and medium bankswere already convinced of the importance
of a buy-back operation, although a few larger banks still kept their distance. As a part
of its strategy, Bolivia only wanted to use donor funds for repurchase (zero cost option).
These grants had to be deposited in an IMF endowment account, but this account did not
have sufficient fundsto start the operation. The operationswere to beimplemented by the
Merill Lynch company. Notwithstanding Bolivia's request to DGIS to deposit the funds
on the IMF account, DGIS preferred to act directly. The reasons for doing so were that
no other countries showed interest in depositing funds in the IMF Trust Fund, that the
NMB bank was uniquely experienced in this field and that the original idea had arisen
from the contact between the Central Bank of Boliviaand the Netherlands. DGI'S charged
the NMB bank to purchasetitles and made Dfl. 9.3 m available from the 1987 balance of
payments support programme.

The NMB purchased from five foreign banks debt titles against 10.5-11% of the nominal
value plus 1% of the current value (on average 11cts per US$ of value) for a total of
Dfl. 4.45 million. After thisfirst bid, the NMB was requested by the Bolivian authorities
to stop purchasing, because it jeopardized the strategy outlined for a major buy-back op-
eration by Merill Lynch. DGIS subsequently (December 1987) instructed the Netherlands
Investment Bank for Devel oping Countriesto deposit the remaining funds (Dfl. 4.84 mil-
lion) in the account of the IMF Trust Fund. The NMB was instructed to donate the debt
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titles to the Bolivian government. To Bolivia, this donation of titles was ‘sui generis'. It
continues to be recorded in its accounts as adonation of US$ 15.86 million, representing
the nominal value of the titles purchased by the NMB bank.

The Dutch deposit to the IMF Trust Fund was the first donor contribution. This example
was used by the Bolivian authorities to convince other donors (Switzerland, Germany,
Sweden) to participateinthe Fund aswell. In general, therewaslittleinterest among donor
countries and Bolivia did not manage to accumulate sufficient funds to initiate a large-
scale buy-back. The intention was to repurchase the major part of the commercial debt
in one single transaction. Boliviarequested the Netherlands for an additional donation as
a component of the 1988 balance of payments support programme, which was approved
initially for Dfl. 10 million (US$ 5.27 million) and later Dfl. 20.0 million (US$ 10.6
million). With these deposits, the funds contributed by all donorsto the IMF Trust Fund
amounted to US$ 35.9 m. Merill Lynch executed the buy-back with these funds (1988),
offering 11 cts per US$ of value. Almost one year after the purchase by the NMB, the
price had not changed, indicating that the NMB had adequately * sounded out’ the market.
Of the total debt owing to private banks, which amounted to US$ 682.6 million, US$
243.1 million was repurchased directly. Together with awithdrawal of US$ 81.2 million
through investment bonds and the Netherlands donation of US$ 15.9 million, the total
reduction amounted to US$ 340.2 million, equivalent to 49.8% of the commercial debt
(Ministry of Finance 1991).

In 1989, Boliviaintended to reduce the remaining US$ 342.4 million. According to what
had been agreed with the Committee of Banks, Bolivia would continue to withdraw
its debt by means of investment bonds and repurchasing, making use of the IDA Debt
Reduction Facility. The World Bank would participate with US$ 10 million, Sweden with
US$ 1.5 million, Switzerland with US$ 2.5 million and the Netherlands with US$ 5.0
million. A sum of US$ 30 million would be required for the total buy-back, but the total
amount pledged was only US$ 19 million, enabling debt valued at US$ 191 million to
be removed from the market (IDA 1992). In 1992 the remaining debts were ailmost all
bought back, leaving a commercial debt of only about US$ 33 million.

A few observations can be made:

— in the Bolivian case, the idea of repurchasing titles on the secondary market with
donor funds did not come from the international financing institutions, but from the
Netherlands. However, the process took its time, and aternative initiatives were put
forward by the Bolivian government at the same time (the IMF Trust Fund);

— thefirst purchase of commercial debt titles on the secondary market was not without
risk: direct purchase could have created expectations on the market, with consequences
for prices. However, theresult washighly positive, becausein practiceit enabled market
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possibilities, which were virtually unknown before (‘ athin market’) to be sounded out;

— various misunderstandingsoccurred during the process, dueto thelong communication
channel through the Netherlands embassy in Lima, where no expertise on debt relief
was available.

5.3.4 Support to relieve the bilateral debt

Bolivia shilateral debt to the Netherlandshasitsoriginin 1979, in two export transactions
(six F-27 Fokker airplanes to the Bolivian Air Force) covered a public guarantee in the
form of export insurance from the NCM. The debt totalled Dfl. 92 million and was dealt
withinthe Paris Club. On 31st December 1985, maturities due up to Dfl. 87 million could
be considered within the conditions set by the Club of Paris (pre-cut off date obligations)
and Dfl. 5 million could not.

After two rescheduling exercises, at ParisClub 111 (1990), Boliviareguested the appliance
of the Toronto Terms. The Netherlands chose option B of the * Toronto Menu’ (see An-
nexe 3). Since the agreements reached in the Paris Club had to be elaborated into specific
treaties with each member state, the Bolivian negotiation team succeeded in persuading
the Netherlands to change from option B to option A. The Netherlands authorized a
cancellation of 33% of the maturities due, which amounted to Dfl. 12.9 million, of which
Dfl. 8.5 million was reimbursed by the Ministry of Foreign Affairs to the Ministry of
Finance.

During Paris Club IV the debt service obligations were reduced by Dfl. 9.9 million and
at Paris Club V by Dfl. 10.9 million. After the exit agreement between Bolivia and the
members of the Paris Club the country’s outstanding debt to the Netherlands amounted
to Dfl. 46.7 million. In nominal Dutch guilder terms, the Netherlands relieved Bolivia's
bilateral debt by approximately Dfl. 45 million. However, changes in the exchange rate
between the US dollar and the guilder, as well as the capitalization of interest contra-
balanced the impact in terms of US dollars (from US$ 28.5 million in 1985 to US$ 29.0
million in 1995). The real effect of the agreements could best be expressed in terms of
net present value. However, available datadid not allow this cal culation to be carried out.

5.3.5 Support to relieve multilateral debt

No support to relieve multilateral debt was funded during the period evaluated (up to the
end of 1994). The Netherlands started to focus on multilateral debt relief to Boliviafrom

6 These figures do not coincide exactly with those used by the Central Bank of Bolivia, which registered a
balance at the cut-off date (Dec. 31st, 1985) of Dfl. 80,973,214 (Delgadillo 1994:59).
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1985 onwards, also because no other options were left (all commercia debt had been
eliminated and an exit agreement had been reached with the Paris Club). In 1994, Sweden
gave the first bilateral contribution to Bolivia's multilateral debt service obligations,
through the World Bank’sFifth Dimension facility. In July 1995, the Netherlandsall ocated
Dfl. 17.9 million to pay for multilateral debt service to the IBRD and Dfl. 9.4 million to
the IDB through amultilateral debt fund.

5.4 Thepolicy relevance of debt relief
Relevance for Bolivian development policy

Therelevance of external debt relief for Bolivian development policy is closely related to

the country’smacroeconomic policy, in particul ar to the structural adjustment programme.

During the first period of adjustment, when the emphasis was given to stabilization

measures, the public debt situation played a fundamenta role in these policies. These

stabilization measuresincluded the following:

— avirtual ban on the provision of credit by the Central Bank of Bolivig;

— aban on the contracting of external loans by public enterprises;

— priority to the relief of the external debt servicing through bilateral negotiations and
the repurchase of the commercial debt;

— adrastic reductionin public expenditureto prevent level s of expenditurefrom outstrip-
ping income (hence avoiding the contracting of loans for current expenditures).

Once economic stahility had been consolidated, Bolivia focused on poverty aleviation
by means of the 1991 Socia Strategy. A substantial share of the investments made
in the socia sectors had to be financed with external resources. Although initially the
capitalization and privatization of public enterpriseswere supposed to reduce the demand
for external credits, until 1996 public enterprises still required 33% of all external loans
(Villegas and Loza 1996:16). The 1995 decentralization and public participation efforts
were also largely financed by external resources.

The Dutch contributions to external debt relief have been relevantfor Bolivia in the

following way:

— the support for the buy-back of the commercial debt (as first donor country) helped
to avoid an international embargo by the banks, and enabled Bolivia to rejoin the
international financial market;

— Bolivia could spend a larger part of its foreign currency on the import of capital
goods and raw materials. Disposing of hard currency for import is an instrument for
controlling inflation;
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— Dutch support paved the way for other donors and even contributed to opening up the
use of new multilateral financing instruments, such as the IMF Trust Fund.

— debt relief allowed the contracting of new loans for the implementation of sectoral
adjustment programmes.

Relevance for Dutch policy on development cooperation

The relevance to the overall objectives of the Netherlands development cooperation
(poverty aleviation, the environment and the improvement of the position of women)
cannot be studied to an equal extent. Programme aid instruments do not necessarily
link up with gender and environmental aspects, while the impact on poverty alleviation
is supposed to be implicit, since programme aid is not made available if the recipient
country does not implement a macroeconomic policy that has been agreed upon with the
international financing institutions. Thispolicy is supposed to embrace aspects of poverty
aleviation (currently more predominant than a decade ago).

Therelevance of external debt relief for compliancewith the specifigorioritiesformulated
by DGI Sfor the Andes Region and Bolivia(DGI S 1990 and 1992) isprobably most salient
in its support for democracy. Although any causal relation is hard to prove, it is worth
mentioning that various information sources explicitly emphasized the relation between
the leading role played by the Netherlands in debt relief and the support for democracy.
When thefirst democratic government cameto power after aperiod of political instability,
its position was immediately undermined by the economic crisis. The hyperinflation of
1984 and 1985, the massive dismissal of miners, the declinein the terms of trade and the
excessive debt burden wereall adirect threat to democracy; moreover, the democracy was
still new and the country had passed through decades of frequent changes of government.
Some political parties were in favour of a suspension of servicing the external debt. In
the light of these considerations, the external debt relief supported the continuance of the
democratic system in Bolivia.

Relevance for exerting influence on macroeconomic policy

Dutch support for the structural adjustment programme, and in particular for the debt
relief, offered in principle an opportunity to join the dialogue on the direction of macro-
economic policies. Although the Netherlands displayed interest in the structural ad-
justment process from the beginning, and despite MCTH's leadership in the group of
‘like-minded’ countries, the influence it exerted has been negligible. For a number of
years, macroeconomic policy was the almost exclusive domain of the World Bank and
the IMF.
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5.5 Effectiveness of debt relief

The effectiveness of debt relief can best be measured by the development of the debt
burden indicators and its impact on the balance of payments. Obviously, this does not
allow the Dutch contributions to be separated from other debt relief efforts.

5.5.1 The development of the indebtednessratios

The absolute magnitude of the external debt is hardly of importance, since it does not
reflect the country’s capacity to meet its payment obligations. Bolivia's debt servicing
obligations remained high during the decade. The impact of external debt relief should
be expressed by an improvement in a number of indicators (indebtedness ratios) which
reflect the burden of debt servicing on the economy. These indicators may be expressed
either in nominal or in present values. The most commonly used indicator is the ratio of
(future) debt-service obligations to export earnings.

However, thisindicator hasitslimitations: it does not take into consideration the transfers
of financial resources in foreign exchange from concessionary credits and donor aid
(which have an impact on a country’s payment capacity) and does not show the relative
weight of the debt service obligation on fiscal expenditures, which is important because
most public external debt has to be serviced with fiscal revenues. In 1995, the centra
government was the principal debtor, with 67% of the total external debt, while public
enterprises (and other public guarantees) owed 33% of total debt (Villegas and Loza
1996:16).

The development of the principal indebtedness ratios according to the Central Bank of
Boliviais presented in table 5.9.

There are no exact criteria for the interpretation of these indicators. Until 1993, the
World Bank applied the term ‘ severely indebted country’ when either the ratio of total
outstanding debt to Gross National Product (GNP) was greater than 50% and/or theratio
of the debt service to the export earnings of goods and services was greater than 30%. A
ratio of debt service to export earnings of less than 20% is believed to be a sustainable
level.

In 1992, the World Bank introduced a new methodol ogy for classifying countries accord-
ing to their degree of indebtedness. Two ratios are used: theratio of present value of total
debt service to GNP and present value to exports (World Bank 1996:41-42). If either
of these ratios exceeds a critical value (80 percent for present value of debt service to
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Table5.9 Development of indebtednessratios according to the Central Bank of Bolivia

Year TDSXGS EDT/XGS TDS/capita EDT/GDP
(%) (%) (USs9) (%)
1985 331 440.1 594.4 51.3
1990 233 386.2 616.7 68.1
1991 21.2 394.5 580.3 59.8
1992 26.6 486.4 596.5 60.3
1993 24.3 423.0 583.4 70.3
1994 23.3 356.2 636.2 77.0
1995 238 363.1 643.1 755

Source: Based on data from the Central Bank of Boliviaand Delgadillo 1994.

TDS: Total Debt Service on long-term debt (data from the Central Bank of Bolivia include only long-term
debt; data from World Bank include short-term credit and the use of IMF credit)

EDT: Externa Debt Total

XGS: Exports of Goods and Services

GDP: Gross Domestic Product

GNP and 220 percent for present value to exports), the country is classified as severely
indebted (see Annexe 3). For Boliviathe averages over the 1992-94 period were 62 and
332 percent respectively, so Boliviawas classified as severely indebted according to the
second indicator (World Bank 1996:48).

Annual datain nominal values (World Bank 1996:52) should be comparableto those used
by the Central Bank of Boliviabut vary in practice, dueto differencesin the methodology
used (Martin 1996), asindicated in table 5.10.

Table 5.10 Development of indebtednessratios accor ding to the World Bank

Year TDSXGS EDT/XGS EDT/GNP
(%) (%) (%)
1985 335 875.0 144.1
1990 38.7 429.8 100.8
1991 33.0 419.8 85.9
1992 37.4 509.0 835
1993 385 465.7 815
1994 28.6 395.9 85.6
1995 26.8 383.0 79.5

Sources. Based on data IMF and World Bank 1996.

No single indicator can capture all aspects of the debt burden, so existing indicators
should be interpreted cautiously. For example, the fact that Bolivia refinanced its non-
concessional debt with loans on concessional terms cannot be observed in the debt-
GNP indicator (Gajdesczka 1992:44,45). The indicators do not reflect neither that this
refinancing contributed to an increased donor dependency, since most debt has become



Debt relief 141

multilateral and owed to a limited number of international financing institutions. In
practice, theinterpretation of theindicatorsismoreof political than economicimportance.

Since the most frequently used indicators have GDP (or GNP) and export earnings as
denominator, it is important to analyse the performance of both over time. During the
decade 1985 to 1994, the GDP showed an average annual growth rate of 3.5-4.5%, while
the level of exports stagnated between 1990 and 1992. A growth can be observed since
1993, due to the increasein non-traditional exports (see table 5.11).

Table 5.11 Value of exportsand growth of the GDP

1987 1988 1989 1990 1991 1992 1993 1994 1995

% growth value 47 67 401 121 -63 -136 155 138 7.3
of exports

% growth GDP 21 2.8 3.6 4.4 4.6 2.8 4.1 4.6 3.8

Source: Central Bank of Boliviaand Ministry of Finance.

With this modest growth in GDP, the improvements in the indebtedness ratios result not
only from economic growth, but also from an alleviation in the debt service obligations.

The conclusions are that:

— during thedecade 1985-95, theratio of debt serviceto export earningshardly improved
according to the data of the BCB, and modestly according to theindicators used by the
World Bank. The net effects of debt relief are largely balanced out by new obligations;

— the dlightly increasing total debt as a ratio of Gross Domestic Product and per capita
(BCB) seemsto indicate that growth in the economy is being financed by—at least—a
similar growth in foreign indebtedness.

5.5.2 The effects on the Bolivian economy

Until 1996, theimpact of debt reductions on the economy had never been studied in depth
by either the Bolivian Ministry of Finance or the international financing institutions. The
IMF and the World Bank used to deal with debt relief as only one element within a
package of macroeconomic instruments and analyse the joint effect of these measures,
focusing mainly on projections for the future development of the economy rather than
analysing the past.

Theoretically, debt relief should have an impact on the balance of payments, in partic-
ular on the ‘capital account’ (amortizations) (see table 5.12), but the effects are largely
balanced out by the obligations resulting from the contracting of new loans.
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Table 5.12 Summary of the capital account 1985-1995 (in US$ m)

| tems/year 1985 1988 1990 1992 1994 1995
Capital Account balance 522.3 314.5 394.5 532.6 208 216
officia transfers 59.8 1239 1534 2239

foreign investments 10.0 30.0 35.0 86.0 83 137
medium-term and long-term capital 24.8 164.6 76.8 202.8 125 79
disbursements 199.3 404.7 3734 454.2 360 379
amortizations* —1744 —-2400 —-2966 —-2514 -235 —301
other flows 427.7 -4.0 129.3 19.9

Exceptional financing* . 146.2 75.8 132.0 134 202
Change in reserves ** —28.7 298 —-989 371 123 -124

Source: World Bank 1994. Data 1994-95: IMF.

* only paid amortizations
** includes unpaid amortization, default and debt relief
*** the balance of payments is always zero; the difference isthe change in reserves; anegative figure indicates
an addition to the reserves.

Between 1986 and 1994, the Bolivian government achieved a reduction in the stock of
debt of approximately US$ 3,080 million (US$ 2,410 million bilateral debt, and US$ 670
million commercia debt) in nomina terms (Delgadillo 1994:46,47). The impact of this
substantial reduction was offset by newly contracted loans.

In general, the following effects could be observed:

— thereduction of the debt-servicing obligations, mainly resulting from the more conces-
sional conditions set by the multilateral credits, contributed to a positive net financial
flow;

— the indebtedness indicators—notwithstanding the contracting of additional loans—
did not deteriorate over time. On the contrary, some indicators have shown a slight
improvement, giving Boliviaa more satisfactory debt profile than in the past;

— debt reduction provided relief to the TGN sinceit contributed (together with improved
fiscal revenue generation) to a modest drop in the weight of the debt servicing on the
fiscal expenditure (about 3%). The service obligations amounted to an average of 30%
during the 1985-95 decade; debt relief prevented this percentage from increasing.

5.6 Efficiency of debt relief

Efficiency can be appraised in terms of timeliness, use of resources and capacity, proce-
dures (especially donor coordination) and opportunity.
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Time efficiency

In terms of time-efficiency (timeliness and duration), the role of the Netherlands has been
appropriate, sinceit took the lead in using bilateral donor fundsto repurchase part of the
commercial debt. It reacted at the right moment and was one of thefirst countriesto show
an interest in Bolivia's macroeconomic situation at the start of the structural adjustment
programme. As far as new initiatives regarding the external debt problem (commercial
or multilateral) are concerned, the Netherlands has proved to be afrontrunner in Bolivia.

Resources

Efficiency in using resources for buy-back operations has been high. In 1987, debt titles
were purchased at aprice of 11cts/US$, which meansthat each guilder invested achieved
a‘return’ a a nomina value of Dfl. 9; in 1992, at a price of 16ctsUSS, this ratio was
1:6.25. Infact, efficiency is better expressed if the price paid is compared to theintrinsic
value at that time. Or in other words: was it—economically speaking—the ‘best price’
for the debt titles? The best proxy is the market price, which was between 8 and 11cts/
US$ (other banks, e.g. the Bank of America, expected higher prices, between 16 and
20cts/'US$). The price paid one year later by Merill Lynch was still 11cts/US$, showing
that Dutch resources were used according to market value, and therefore efficiently.

Capacities

During the period eval uated, one officewithin DGIS (until 1997, DMP/MZ) was entrusted
with external debt relief activities. This department managed its own budget and drew
up annual lists of countries eligible for macroeconomic support, including debt relief.
The office operated *worldwide’ and its principal sources of information were the IMF
and the World Bank. For country-specific details it depended on the Ministry’s regional
departments and the embassies. During the early years of the Dutch presence in Bolivia,
the information provided on the country’s macroeconomic performance was rather ob-
solete and imprecise. From 1990 on the quality and analysis of the dataimproved. Until
1993 the MCTH was rarely consulted on, or even notified, of debt relief activities. The
delegation in La Paz is still not professionally equipped to deal with macroeconomic
matters (1995).

On the Bolivian side, in 1985 the government entrusted the elaboration of its policy
on external debt to the Special Committee for the External Debt.” Later the External

7 The Committee for the External Debt consisted of:

— the President of the Central Bank of Bolivia

— the Undersecretary for Foreign Affairs

— the Undersecretary of Financial Policy of the Ministry of Finance

— the Undersecretary of Economic Policy of the Ministry of Planning and Coordination.
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Finance Committee was set up, consisting of the Ministers of Planning, Foreign Affairs,
and Finance, and the President of the Central Bank of Bolivia.

Ingtitutional changes (1985) caused the Central Bank of Bolivia to lose control over
the monitoring of the external debt. The Bank returned to its traditiona role as an
issuing body and monetary authority, but the various debt-related tasks were dispersed
among the Ministry of Foreign Affairs, the Ministry of Planning and Coordination, the
Ministry of Finance and the BCB. In 1985 the Bolivian negotiators on external debt
still had insufficient knowledge of the country’s debt situation and lacked bargaining
power, but these deficiencies were rapidly overcome. However, frequent changes in
institutional organization, responsibilities and personnel caused discontinuity. In 1994,
the responsibility for the external debt was reorganized once again. The role of the BCB
was been amplified, but the TGN, the principa responsible for the payment of the debt
service, lost influence on the monitoring.

Formulation, appraisal and evaluation

Ex-ante appraisal studies were relatively ‘thin’ in the early years (1987-1989): the in-
formation contained was limited and not always precise. The internal appraisal (known
asthe ‘BEMQO’) of the second buy-back operation in 1992 was more detailed. Consider-
ing the sizeable amounts involved in external debt relief activities, it is remarkable that
until 1995 DGIS never contracted external advisers for ex-ante analysis, formulation or
evaluation of the activities.

Donor coordination

There aretwo typesof donor coordination, being coordination by the recipient country re-
garding the development activities for which donor assistanceis needed and coordination
among the donors themselves. Both types are important. Current Dutch policy on debt
relief insists on coordination with other donors and in particular with the international
financing ingtitutions (DGI S 1994:31).

Considering the first type of coordination, as far as commercial debt relief activities
are concerned, Bolivia organized a task force in Washington to coordinate with the
IMF and World Bank. Bolivia also aimed to get bilateral donors interested in its com-
mercial debt alleviation programme. However, at the start of the structural adjustment
programme, most donors (except Germany, Switzerland and Sweden) were reluctant on
macroeconomic issues. DGIS maintained contacts with the World Bank and the IMF,
although the Netherlands activities on the first buyback were not in line with those of the
IMF.
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Regarding the second type, coordination among donorsin Boliviawas initially scarce. A
limiting factor for the Netherlands was the absence of formal representation in Bolivia,
so contacts had to be channelled through the embassy in Peru. After the opening of the
MCTH inLaPaz, the Dutch representation gained |eadershipin thegroup of ‘ like-minded’
countries. However, DGIS did not make use of that role to get alies for its policies.

As far as bilateral debt is concerned, the Netherlands coordinated with other creditor
countries within the framework of the Paris Club, i.e. with the member countries and the
international observers. In the case of Bolivia, DGIS did not take part in the Paris Club
meetings, since the debt portfolio did not include concessional loans. However, DGIS
was always well informed by the Ministry of Finance on the agreements reached. Mul-
tilateral debt relief was coordinated in particular with the World Bank and the Swedish
government.

The debt relief activities were carried out independently from the country devel opment
programme and no attempt was made to link debt relief with the regular programme of
projectsin Bolivia (for example by means of debt swaps).

Opportunity

Other countries opted for different types of debt relief, such as debt swaps and other
conversions (Germany, Belgium, Canada and Switzerland with swaps generating counter
values strengthening their country programmes).

The Netherlands did not pursue suggestions for conversions made by the Bolivian gov-

ernment. DGI S did not agree to such proposal s since there were no (aid) debtsto convert,

while the Netherlands delegation to the Paris Club was never officially approached on

the subject. A more important reason is that DGIS and the Dutch Ministry of Finance

consider conversionsto have several disadvantages, such as:

— therisk of driving up inflation;

— they require the country to free funds ‘now’ instead of ‘in the future’; in other words,
they entail an additional expensein terms of present value;

— thetransformation of amacroeconomicinstrument into aproject level one; in this case
it would be no more than a complicated way of funding projects,

— control is difficult and requires specia attention from the embassy.

This does not imply that debt swaps are never considered by the Netherlands, 8 but grants

for debt relief areamorebeneficial option for the recipient country than debt conversions.

8 As aresult of the Fourth Session of the UN Commission on Sustainable Development in April 1996, the
Netherlands Government hosted an expert meeting (November 1996) on debt for sustainable development
swaps, in order to provide an in-depth analysis of thisinstrument and to generate policy recommendations for
its application.
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Although DGI S did not favour conversionswith its own resources, it is remarkable that it
did actively support conversionsby other financiers, for exampleif thelocal currency was
to be used to co-finance projects with the Dutch bilateral aid programme (for example,
the Children’s cultural museum is a co-financing agreement between the Netherlandsand
aUSAID debt conversion).

5.7 Sustainability of debt relief

In 1995, the Paris Club members believed that the stock of debt reduction under the
Naples terms would give Bolivia a sustainable debt profile. Members decided on to offer
an exit agreement, which is a vote of confidence that Bolivia would comply with all
its future repayment obligations. Additional credits were considered to be necessary for
the implementation of the economic and social programmes, and continued concessional
loans (and grants) would be needed to finance the balance of payments, but Boliviawould
be able to serviceits debt.

However, additional loans do not automatically contributeto animprovement in servicing
capacity. Of all external loans contracted by the public sector between 1985 and 1993,
only 62.1% was destined for investments. Of all disbursements received during the
same period, only 16.6% were used for the sectors associated with the production of
goods (agriculture, mining and industry). This resulted partially from the ban on public
enterprises contracting external loans directly, although about 33% of all credits (Villegas
and Loza, 1996:16) were taken out on behalf of public enterprises and the Regional
Development Fund. Bolivia has used post 1985 credits mainly to finance investmentsin
the social sector (education and health) and on other abligations.

Any indebtedness strategy should focus on achieving a sustai nable bal ance between long-
term debt-service obligations and the potential capacity of theeconomy (and the Treasury)
to repay this debt. The Central Bank of Bolivia never carried out a debt sustainability
analysis to set its own standards. The most frequently used debt burden indicator is the
future debt-service obligations as aratio of export earnings. During the decade 198595,
the ratio of debt service to export earnings has hardly improved according to the data
of the BCB, and modestly according to the indicators used by the World Bank. The
World Bank and IMF (1995) projected this ratio up to the year 2004. According to this
projection, Bolivia would face short-term liquidity problems resulting from the service
obligations on non-concessionary multilateral loans, while in the long-term there would
be a modest solvency problem with a TDS/XGS ratio above 20%, with the multilateral
debt-service obligations requiring between 10 and 12% of TDS/XGS. Thisis considered
amoderately sustainable debt profile. However, the assumptions made in the forecasting
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were not alwaysrealistic® and resulted in an optimistic view (Martin 1996:6; Cornelissen
and Salinas 1996:77).

Both the international financing institutions and the Bolivian authorities agreed that the
desirable TDS/XGS of less than 20% would require an additional effort in reducing the
(multilateral) debt service obligations. Martin calculated that in order to bring its debt/
export serviceratio bel ow the sustainability threshold of 20%, Boliviawould require US$
417 million of multilateral debt relief over the period 1996-2001 (Martin 1996:11).

The contractual repayment obligations on outstanding long-term debts were projected as
follows:

Table 5.13 World Bank projection of Bolivia's debt-service obligations 1996-2004

(inUS$m.)
Year Principal payment Interest payment Total payment % to multilateral
to official creditors  to official creditors  to official creditors creditors
1996 304 173 477 54.3
1997 272 160 432 60.2
1998 248 148 396 63.6
1999 248 138 386 65.0
2000 220 127 347 67.4
2004 182 84 266 60.9

Source: World Bank 1996.

The debt servicing will have to be paid mostly from public revenues, or in other words,
the capacity to pay does not depend on export earnings only, but also on the relative
weight of the debt service on national public expenditures. The repayment capacity will
have to be secured by the potential to generate sufficient fiscal revenues.

In 1996 an IMF debt sustainability analysis concluded that Bolivia's debt service obliga-
tionswould remain very high for the next few years and the IMF classified Boliviaas one
of the twenty HIPCs. This qualified Bolivia for special treatment by the IMF and World
Bank and by the bilateral creditors. In october 1997 a total debt reduction of US$ 448
million was agreed upon with the World Bank and IMF in order to obtain a sustainable
debt profile.

9 The assumptionsincluded anincrease in export val ue of 3% annually (the construction of agas pipelinewould
boost export earnings from 1996 onwards), arestricted new (multilateral) borrowing to a maximum of 3% of
the current stock of debt, while only concessional loans would be contracted, and that the overall investment
rate is a constant, so any decline in the rate of public investment would be compensated automatically by a
growth in private investment. |n practice the gas pipeline was not yet operative in 1996, new credits exceed the
3% of the current debt stock and not all additional credits are on concessional terms, while private investments
are still below expectations.
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There are arguments which reduce confidence in the sustainability of the Bolivian debt

profile:

— The new composition of the external debt displays a higher level of inflexibility than
in 1985, due to the prevalence of obligations which are difficult to renegotiate and
are contracted for longer periods. Of the post 1985 loans the majority have been
used for social sector reforms and do not contribute directly to increasing payment
capacity.

— Bolivia contracted non-concessionary loans from the CAF in order to finance the
matching counterpart funding for the credits obtained from the IDB. Compliance with
the conditions for disbursement on external credits by contracting additional non-
concessionary loans is not a sign of sustainability.

— With Bolivia's current macroeconomic policy, which aimsto reform the social services
and focus on good—decentralized—governance, makes the international financing
institutions and bilateral lenders eager to provide new loans. Supply-driven demand10
increases the risk that the country will exceed sustainable levels of indebtedness.

It is important for Bolivia to develop its own strategy on indebtedness and define its
own indicators to determine whether its *debt profile’ can be considered sustainable or
not. In particular a strategy should be devel oped regarding the conditions for contracting
non-concessional loans, aswell as multilateral (including concessional) loans.

Notwithstanding the expected persistent financing gap, international financing institutions
and regional banks should be cautious in issuing new loans, since there is a danger that,
during the coming years, Bolivia may receive inflows of capital from both public and
private sectors exceeding the absorption capacity of the economy (van Ryckeghem and
Seligmann 1996:8). Donor coordination should play an important rolein this respect.

Replicability

Debt relief as an instrument of development cooperation has played a positive and inno-

vative role in Bolivia. As an instrument it has its merits, but there are also a number of

(potential) disadvantages:

— itmight affect the repayment discipline of countrieswhich benefit fromrelief initiatives
over along period;

— it might affect the repayment discipline of countries which have always complied with
their debt servicing obligations;

10 In the case of the IDB, the amount in loans provided and in portfolio to Bolivia exceeds the indicators
on indebtedness established as norm by the same bank. The IDB had some US$ 520 million to be placed in
Bolivia during a three year period (1994-1996), while the portfolio for 199697 is US$ 326 million (75% to
the social sectors). The World Bank had an annual portfolio of US$ 80—100 million for Bolivia (1994).
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— since debt forgivenessis an ODA expenditure, it may tempt donorsto use this mech-
anism indifferently: it is an administratively ‘easy way’ of complying with ODA
objectives, without requiring anew cash outlay (an exception is multilateral debt relief
which does require a cash outlay).

As aninstrument to the same country, debt relief is believed to have decreasing marginal

returns and preference should be given to *once and for al’ solutions.

5.8 Conclusionsregardingthe Dutch contributionsto debt relief

The effects of the Dutch contributions to debt relief cannot be distinguished from those
made by other bilateral donors or financing institutions. As a result of debt relief and
rescheduling efforts, changes can be observed in the composition of Bolivia's officia
external debt: the debt portfolio shows a sharp reduction in the private bank debt (thanks
to buy-backs and conversions), a stabilization or reduction of the bilateral debt (thanksto
restructuring and forgiveness), and a simultaneous increase in the multilateral debt, due
to new loans contracted to finance economic and socia reform programmes. In 1995, the
international financing institutions were the principal financing source, the IDB being the
most important one, followed by the IDA and CAF.

Policy relevance

Therelevance of external debt relief for Bolivian development policy is closely related to

its macroeconomic policy, in particular the structural adjustment programme. The Dutch

contributions have supported these policies and have been relevant, because:

— the support for the buy-back of the commercial debt (as first donor country) enabled
Boliviato rejoin the international financial market;

— the Netherlands played a pioneering role among the donors; its support paved the way
for other donors and even contributed to the introduction of new multilateral financing
instruments, such asthe IMF Trust Fund.

Effectiveness

Notwithstanding all international support for debt relief, the World Bank still classifies
Bolivia as a ‘ severely indebted middle-income country’. The effectiveness of the Dutch
support cannot be separated from international efforts. Within the framework of the Paris
Club, the Netherlands usually chose options which were the most favourable to Bolivia.
In terms of Dutch guilders the debt was reduced by half (from Dfl. 96 million in 1985 to
Dfl. 46.7 million after the Paris Club VI exit agreement in 1995). However, changes in
the exchange rate between the US dollar and the guilder, as well as the capitalization of
interest contra-balanced the impact in terms of US dollars.
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TheNetherlandsinitiativesto repurchase commercial debt titles(1987) and the subsequent
deposits in the IMF Trust Fund and IDA Debt Reduction Facility for the same purpose
were very effective. With the direct buy-back US$ 15.9 million in debt titles were taken
out of the market, while the Netherlands was the first country to deposit fundsin the IMF
Trust Fund, convincing other donors. With these deposits, Boliviawas able to repurchase
titles with a nominal value of US$ 243.1 million. Through the IDA Debt Reduction
Facility another US$ 191 million could be removed. In 1995 Bolivia had ailmost no
commercial bank debt |eft.

Particular to the Bolivian case is that the idea of repurchasing titles on the secondary
market with donor funds did not originate from the international financing institutions,
but from talks between Bolivia and the Netherlands. The first purchase of commercial
debt titles on the secondary market was not without risks: direct purchase could have
created expectations on the market, with consequences for prices. However, the result
was highly positive, becauseit functioned in practice as away of sounding out of market
possibilities, which were virtually unknown before.

More important than the changes in the total debt is the capacity to comply with the
servicing obligations. Here the effectiveness of donor support for debt relief has been
balanced out by contracting new credits. The ratio of debt service to export earnings
hardly improved (but did not deteriorate either) during the decade 1985-1995. The debt
reduction provided relief to the National Treasury since it contributed to a modest fall in
the weight of the debt servicing on fiscal expenditure.

Efficiency

Intermsof timing, the Netherlands has proved to beafrontrunner on debt relief activitiesin
Bolivia. It took thelead in using bilateral donor fundsto repurchase part of the commercial
debt, and the operation made efficient use of financial resources. Donor coordination is
arequisite for efficiency in debt relief activities. Initialy, donor coordination was rather
modest and the Netherlands even acted on its own. This activity did not fit in with the
strategy of the IMF. Thefirst buy-back of commercial debt by the Netherlands surprised
the donors, but it worked out positively and represented a breakthrough with regard to the
systems in force at the time. Afterwards, the Netherlands was complimented for having
opened up new options and for having sounded out the market. A limiting factor for
the Netherlands was the absence of formal representation in Bolivia, so contacts were
rather indirect (Slow and with a lot of misunderstandings). As far as bilateral debt is
concerned, the Netherlands coordinated with other creditor countries within the Paris
Club, multilateral debt relief was coordinated with the international financing institutions
and in particular with the Swedish government.
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Sustainability

While, in 1995, the Paris Club members believed that Bolivia would soon obtain a
sustainable debt profile, 21996 IMF debt sustainability analysis modified that opinion.

At present, Bolivia has a better debt profile than in 1985. Nevertheless, Bolivia's repay-
ment capacity has only partially improved due to the contracting of new credits, while
the economy remains vulnerable due to its dependency on the export of raw materias,
insufficient private investment and reliance on public sector investments.

Bolivia should formulate its own policy on indebtedness standards. Both donor support
for the multilateral debt servicing and a more cautious lending policy by the IDB and
World Bank will be required to achieve a sustainable debt profile.






6 Dutch support for social fundsin Bolivia

6.1 Social fundsand Dutch support
6.1.1 Objectives, mandate and targeting of social funds

The structural adjustment programme was intended to enhance economic growth in the
medium term. In the short term, however, it was envisaged that the standard of living of
particular social stratawould decline, because of the expected increasein unemployment,
changes in relative prices (which meant higher prices for consumer goods, including
food) and a consequent reduction in the consumption levels of the poor. Economic
adjustment not only affects the existing poor, but also gives rise to ‘new poor’: people
reduced to poverty as aresult of the economic reforms. Since the mid-1980s, the socid
dimension of structural adjustment (how economic adjustment measures affect the well-
being of particular socia strata) became a growing social and political concern for
both governmentsimplementing adjustment programmes and the international financing
institutions supporting these programmes. 1

Various instruments, mostly referred to as ‘ safety net facilities', were created to mitigate
the negative effects of economic adjustment. One of those facilities is the ‘social emer-
gency fund’, conceived as a palliative measure to help the poor during the immediate
aftermath of structural adjustment measures, until the longer-term benefits reach them.
The implementation of these funds varieswidely from country to country. The objective
was to create a quick-disbursing entity (which is therefore usually separated from the
ministerial bureaucracy) to finance labour-intensive infrastructural and social projects,
whichwould providefamiliesdirectly affected by the structural adjustment measureswith
the opportunity to earn an income. Social emergency funds are considered transitional,
to be replaced after threeto five years by social investment funds. The latter are intended
to be less temporary and | ess assistance-oriented, to have a more specific sectoral focus
and to better address structural poverty problems.

1 Since 1987 the operational guidelines of the World Bank have required that al reports analysing and
monitoring the impact of the adjustment programmes should pay attention to measures to mitigate possible
negative effects on the poor strata of the population.
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Although there has been a social fund in Costa Rica since the late seventies, the Social
Emergency Fund (FSE) in Boliviais generally considered thefirst safety net facility of its
kind. It targeted particularly the new poor, such as unemployed minersand civil servants.
The FSE was designed to:

— provide temporary employment for those most adversely affected by adjustment mea-
sures;

— shoreup basic socia servicesin atime of declining government revenues and expendi-
tures, through fast, efficient provision of financing for small subprojects proposed and
carried out by awide range of entities;

— improve the access of the poor to socia services;

— strengthen ingtitutions, by improving the effectiveness and efficiency in providing
public services.

(World Bank 1990b:11-13 and Stewart and van der Geest 1994:8, 9).

After the social emergency fund had been fully operational for three years, the Bolivian
government decided to seek an approach geared more towards structural poverty allevi-
ation. This required the use of another type of instrument, so the emergency fund was
replaced by the Social Investment Fund (FIS).

The overall objective of the FIS—to bring about improvement in national social indica-

tors—was different from that of the FSE. Its three specific objectives were as follows:

— to extend coverage of health, education, and water and sanitation servicesin order to
reach alarger part of the population (in particular the poor) in Bolivia;

— to increase external support to the social sector by providing an efficient mechanism
for donorsto contribute to priority investmentsin the social sectors;

— to provide a coordinating link with the many agencies active in the social sectors

(World Bank 1990b:11).

Initially (1990-93), the FIS had a clear mandate to alleviate poverty by means of in-
vestments in the social sector, while by the end of that period, it had started to focus
on rura areas and aimed at the integration of its activities with other projects at alocal
level, through joint planning procedures. The FIS has assumed the role of a financing
institution (not animplementing agency) for projectsfitting into the overall policies set by
the Secretariats for Participation, Education, Health, Ethnicity, Gender and Generations.
This period coincided with afirst World Bank credit and isreferred to asFIS-I. A number
of policy changes were made before the start of a second World Bank loan, known as
FIS-1I (1994). Since 1995 (on the basis of the popular participation and decentralization
laws), the FIS has been more geared towards human and social development in a num-
ber of municipalities prioritized by the government. Until 1996 the FIS did not finance
productive investments.
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While the FSE was clearly a ‘socia safety net facility’, the FIS only fitted into that
category during the initial years of operation, after which it gradually became more of
a‘socia development fund’. In 1996, the Bolivian government was financing a number
of social safety net facilities, such as the new pension system, and the nutrition and
integrated health care programmes, but generally the FIS is no longer classified as such.

The conceptua evolution of the socia funds can be summarized as follows:

Table6.1 Conceptual evolution of Bolivia’s social funds

FSE ('87-'90) FIS1 (90— 93) FISII (94-97)
development | emergency relief poverty aleviation human and social
paradigm development
background | obtain people's show presence of thestate| set conditions for sector
objectives acceptance for harsh nationwide; reforms;

€CcoNnomic measures; attract international attract international

restore confidence in the | financial support financial support

state and government
objectives employment generation | improvement of coverage| improvement of the

of social infrastructure quality of life (social
impact)
activities investment in investment in social investment in human
infrastructure infrastructure and resources
services
modalities demand driven projects | demand and supply focused and coordinated
driven projectsfocused | at municipal level in
on areas selected on rural provinces.
poverty criteria International fund-raiser
rural-urban | predominantly urban both urban and rura 90% rural (1995)
implementa- | significant NGO involve- | mainly by private diversification of
tion ment in implementation, | contractors implementation

and self-help modalities
participation | apart from the provision | incipient community strengthening and instity

of labour, little commu- | participation in planning | tionalization of popular

nity participation participation
permanency | restricted (3-5 years) temporarily, medium open-ended
term

Source: Elaboration based on data from FIS and World Bank.



156  Dutch support for social funds in Bolivia

6.1.2 Description of the Social Emergency Fund

In 1986, the Bolivian government created the FSE as an independent organization to
generate temporary employment and to overcome the weaknesses of the socia sector
ministriesin providing an adequate response to growing demand for social services.

Eligible subprojects included small-scale employment generating and social assistance
programmes, all targeted at low-income populations and areas. The FSE did not imple-
ment the projects directly, but involved the private (commercial and non-commercial)
sector. Subprojects were designed and implemented by a variety of local organizations
and community groups known as ‘requesting agencies . Non-governmental organiza-
tions (NGOs), cooperatives and local government organizations submitted projects and
were involved in their implementation. The subprojects were divided into the following
categories (World Bank, 1990b:7,8 and Balcazar 1996:4—7):

a. Assistance with income generation

The extensive use of skilled and unskilled manual labour aimed at providing supplemen-

tary incomes. Subprojects included:

— the construction of social infrastructure (48% of all financial commitments): the con-
struction and rehabilitation of educational centres, health centres and posts (box 8
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Box 8. Therehabilitation centrefor street children in Quillacollo

In 1988 the FSE started the construction of a rehabilitation centre for street children (most
of them (ex-)drug addicts) in El Paso, Quillacollo, at a cost of US$ 205,911. No budget
allocations were made for the recurrent costs of running such a centre. Construction was
completed in 1990. Although originally intended as a day-care centre for up to 200 persons,
providing nocturnal shelter only in case of emergency, in practice it accommodates 25 to 30
children day and night.

The design of the centre'sinfrastructureis unsuitable for itsactual purpose. It isrun mostly by
volunteers from a non-governmental organization, which provides three meals daily for the
children. The NGO lacks the financial means for maintenance, equipment and other services.
Although considered to be a health facility, there are no medicines or medical equipment
available, while only one health attendant is paid for by the Secretariat for Public Health.

The overall standard of maintenance is extremely poor. The building is equipped with three
toilets, of which only one can be used. Thereisone small room for the staff and the 20 metallic
beds (lessthan one per child) arein poor shape. Furniture is practically absent. Almost al the
windows are broken, the electricity supply isonly partially operative, and bare electric wiring
presents a direct health hazard.

presents an example), housing, drinking-water supply and sewerage systems, and
projects aimed at restoring or protecting the national and cultural heritage;

— economicinfrastructure (36% of total commitments): mainly theimprovement of urban
and secondary main roads and sewerage systems, but also irrigation projects, erosion
control programmes and reforestation projects;

b. Direct social assistance
Nutritional programmes, health services, training and the institutional strengthening of
grassroots organi zations (11% of total commitments);

c. Assistance with production
Mainly credit facilities provided to agricultural, mining and small enterprise cooperatives
(5% of total commitments).

The financing plan for the FSE was based on an overal target of US$ 180 million
for subproject financing. About US$ 100 million was supplied by a credit from the
International Development Association. Owing to both a greater-than-expected response
to FSE's fund-raising efforts and favourable currency movements, the total financing
for the programme finally amounted to US$ 239 million, of which about US$ 190
million was used for subprojects, leaving an uncommitted remainder by the end of its
operational period (May 1990). The operational costs of the FSE did not exceed 3.0% of
the investments.
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The FSE's sharein total public investmentsin the socia sector was considerable, which
could be explained by the almost absol ute absence of other channelsfor publicinvestment
during that period. The distribution of investments by sector isillustrated by table 6.2.

Table6.2 FSE investments by sector and year (in %), and its sharein total public invest-
ments, 198791

Sector 1987 1988 1989 1990 1991 distribution of ~ FSE as % of
FSE investments total public
(%) investmentsin

the sector
health 25 9.2 85 7.2 198 8.6 12.4
education 49 181 203 145 5.8 16.1 47.0
water supply 16.0 159 20.7 145 221 17.3 19.8
and sanitation
housing and 540 380 345 398 226 37.3 29.8
urban facilities
multisectoral 186 122 93 209 246 15.2 16.2
other 4.1 6.7 6.8 3.2 53 55 n.a
total % 100.0 100.0 100.0 100.0 100.0 100.0
total (millionUS$) 9.76 49.96 57.70 61.19 12.01 190.62

Sources: Elaboration based on data from FSE.
Note: Relative importance to total public expenditure over the 1987—1990 period.

6.1.3 Description of the Social I nvestment Fund

The Socia Investment Fund was created in January 1990 as a successor to the FSE with
a mandate to alleviate structural poverty through the financing of projects within the
health, water supply and sanitation and education subsectors. The FIS was intended to
complement the works of the line ministries. The first FIS credit line (FIS-I) provided
by the World Bank (US$ 20 million, April 1990) covered the 1991-94 period (and was
fully disbursed after aone year extensionin 1995). The governments of the Netherlands,
Sweden and Switzerland, aswell asthe OPEC, provided US$ 12 million in aco-financing
arrangement. An additional US$ 27 was provided in parallel financing by Canada, Ger-
many, the United Kingdom, and (with counterval ues) the Netherlands. The FI S-1 financed
510 subprojectsto atotal cost of US$ 33.74 million. Health projects, including basic san-
itation, represented 58% of total investments, education projects 39% and institutional

support projects 3%. The second credit line (FIS-11, US$ 40 million, June 1993) covers
the period from the end of 1993 up to the end of 1997 (World Bank 1996b: iii). Until

1995, external funds also covered part of the operational costs, but since then almost al

loans and donations have been used for (sub)project funding. The government, through
the municipalities, coversthe operational costs.
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The so-called Social Strategy, which articulated the government’s socia policy and
objectivesin 1991, formed the basis for more sector specific policies and strategies (the
Water for All Plan: 1992—2000, the Educational Reform Plan, the Ten Year Plan for
Women en Children, the National Programme of Strategic Actions). Since 1992, the FIS
has focused on particular rural districts with extreme poverty indicators. In contrast to
the FSE period, during the FIS-I poverty targeting became the key mechanism in the
selection of subprojects. 80 of the country’s 112 provinces were selected for priority
treatment while, since 1995, investments have been focused on approximately eighty
priority (rural) municipalities, selected as pilot areas for the Popular Participation Law.
In 1995 91.6% of financial resources were allocated to rural aress.

Since it went into operation, the FIS has received financia support from 29 sources,
excluding national contributions. According to the FIS's financia records, the direct
public contribution by the National Treasury covers about 5% of overal costs, but this
rises to over 11% when the counterpart contribution by the municipalities is also taken
into account. During the 1991-1995 period, the FIS implemented 1,636 projects with a
total disbursement of US$ 84.2 million. Of these projects, 40.1% of the investmentswere
made were in the education sector, 27.4% in the health sector, 27.3% in water supply
and sanitation, while 5.2% went to other type of social projects (boxes 9 and 10 describe
examples of FIS projects in education and health).

6.1.4 Dutch financial support for Bolivia's social funds

Financial support for the social funds by the International Financing Institutions and by
bilateral donorshasbeenimpressive. In additionto the US$ 100 million credit by the IDA,
over US$ 130 millions were pledged to the FSE from different sources. Althoughthe FIS
did not initially reach similar levels, both the emergency fund and the social investment
fund have undoubtedly been able to attract sizeable amounts of external financial support
that would most likely never have been acquired without them. The Netherlands was no
exception to this donor effort.

DGIS' support for the emergency fund in Bolivia was its first experience of this kind
in Latin America. By 1995, the Netherlands had supported five social safety net facil-
ities in Latin America to an amount of US$ 53 million (Cornelissen, 1996:5). Direct
financial support to the safety nets was funded from budget category |1c: Andes Region.
The Netherlands was one of the first bilateral contributors (together with, for example,
Switzerland and Germany) to the FSE. In 1988, Dfl. 37.5 million were donated in a
co-financing arrangement with the IDA for the benefit a three year programme. The
Dfl. 3.5 million allocated to the FIS in 1991 consisted of undisbursed funds from the
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FSE. No additional resources were alocated. Apart from the direct co-financing, both
the FSE and FIS received countervalue funds generated by the donation of an airplane
and electric bulbs, as agreed upon between the Dutch and Bolivian authorities (L etters of
Implementation of the import support programme). In 1992, the FIS also received ‘left
over’ electric bulbs in kind. One component of the Investment Programme for Health
Services (PROISS) complements the Dutch support for the FIS.

The financial administration of both the FSE and the FIS has recorded the countervalue
funds generated by the imports as contributions from the Netherlands. Strictly speaking,
however, these are Bolivian contributions (theimport goodswere donated, so the revenues
generated by the monetization of these goods are owned by the government and could
have been used for any public expenditure). 2

In May 1990, the social emergency fund discontinued the appraisal of newly submitted
project proposals and continued solely with the implementation of previously approved
projects. The World Bank administered the Dutch grant. At the time, its records showed
that approximately Dfl. 3.5 million would remain unspent after the FSE ceased operations.
The IDA asked DGIS to transfer these resources to the FSE's successor, the social
investment fund. However, after the administrative closure of the FSE's accountsin 1992,
Dfl. 6,7 million appeared to be unspent. Dfl. 3.5 million were transferred to the FIS,
while the ‘additional’ Dfl. 2.9 million were used to finance five projects for institutional
strengthening at anumber of ministries.3 These activities were not evaluated by the |OB.

Table 6.3 summarizes Dutch financia support for the social fundsin Bolivia. Table 6.4
presents the number of projects and disbursements by the FSE and the FIS financed with
Dutch resources (incl. countervalue funds, excl. PROISS) 1988-95.

The Netherlands government never earmarked its contribution to specific departments
or provinces, or to specific sectors. Of the Dutch contribution to the FIS-| programme
(US$ 1.9 million) 23.6% was used for primary health care and nutrition programmes,
36.3% for education, 27.1% for water supply and sewerage and 13.0% for institutional
strengthening and the administration costs of the FIS.

Up to the end of 1995, the FSE had implemented projects totalling US$ 15.7 million
with Dutch resources (incl. countervalue funds), while the FIS financed projects valued

2 The same applies to countervalue funds generated by donations from other donors, such as Great Britain
and Switzerland. If all countervalue finds used for FIS activities were considered as national contributions the
Bolivian contribution would amount to 15% of total expenditure.

3 Source: Informacion Financiera TF 22359. Cr. 2127/BO—Cofinanciamiento Holances. World Bank. 31
January 1996. Differences in data are explained by rounding-off and fluctuations in exchange rates.
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Table 6.3 Dutch financial support to social fundsin Bolivia

Period  Fund Financial Indirect Expenditure Remarks
commitment financing
(min US$) (mnUS$) (mIn US$)

1988-90 FSE 18.4 14.8 US$ 1.9 min transferred
the FIS. The remainder US$ 1.6 min
destined to 5 projects outside

the FIS
199193 FIS (1.9 19 US$ 1.7 min to projects and
US$ 0.2 min to administration
1990-94 FSE and 29 2.8 countervalue funds,
FIS Fokker airplane
1992— FIS 0.4 0.2 PROISS (El Alto)
198992 FSE and 0.5 0.5 countervalue funds
FIS Philips lamps
1992— FIS 0.8 0.4 Philips lamps (in kind)
Total 18.8 4.2 20.6 incl. countervalue funds
Total 18.8 16.9 excl. countervalue funds

Source: Elaboration based on data from DGIS, World Bank and FIS.

Table6.4 Projectsby area, financed with Dutch support (incl. countervalue funds), 1988-95

Area No.of  Amount No.of  Amount % of total dis- Total dis-
projects disbursed | projects disbursed | bursementsper bursements
in US$ in US$ capitain US$

FSE FSE FIS FIS FSEand FIS FSEand FIS

urban 248 3,337,859 35 947,944 22.2 26
departments

lowland 196 3,580,428 52 786,083 22.6 41
departments

highland 467 8,379,453 115 1,762,681 52.4 3.8
departments

various 9 366,688 3 165,204 2.8 -

total 920 15,664,427 205 3,661,911 100.0 3.0

Source: Elaboration based on data from FIS, Nov. 1995. Demographic data: UDAPSO 1993:5

Note: urban departments: La Paz; lowland departments: Beni, Pando and Santa Cruz; highland departments:
al other departments.

at US$ 3.7 million. The Netherlands has contributed 8.2% of total project financing for
the FSE, while Dutch contributions (incl. countervalue funds) to the FIS between 1991
and 1995 represented 4.0% of all financing sources.
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6.1.5 Dutch policy on social funds

Since socia funds were still relatively new in 1988 and no specific policies on safety
net facilities existed, DGIS initially treated the financing as project aid. However, when
social funds became a more common instrument in other countries as well, their distinct
characteristics became clear. Support for social funds was of a general nature (and not
ex-ante earmarked to specific sectors, areas or projects?), and was implemented within
the framework of a structural adjustment programme. It could therefore be classified as
‘programme aid’.

The support for the FSE can best be classified as ‘ co-financing of sectoral adjustment
loans' (DGIS 1994: 20,21), while the support for the FIS (although a so a co-financing
arrangement with the IDA), would best be classified as* sectoral budget support’, because,
from the start, the FIS was conceived to be a sectoral programme (and not an overall
employment programme like the FSE). This classification was not made at the moment
of appraisal, but was applied afterwards.

Sectoral budget support isaform of programme aid in which foreign currency is offered

to arecipient country, which can then exchange it into national currency. These coun-

tervalues have to be used within the public budget for specific programmes at a sectoral

or subsectoral level, usualy in the social services sector (Ministry of Foreign Affairs

1996:4). Sectoral budget support policy was formulated several years after the start of

support for the social funds. The key elements include the following:

— the principal policy objective should be sustainable poverty alleviation;

— theresourcesin national currency should be used for programmes, services and prior-
ities aimed at sustainable poverty alleviation, which form part of the national budget;

— theexternal resource allocation should be additional to planned national budget expen-
ditures;

— the national financial contribution to the programme should gradually be increased;

— national institutional capacity should be sufficient to implement the programme ade-
quately;

— the budget support should avoid distortions at the macro level, such as inflation and
appreciation of the exchangerate.

DGIS has not formulated an explicit policy on social safety net facilities and/or social
funds. According to DGIS the objective of these facilities is *poverty aleviation and
temporary compensation for the victims of structural adjustment’. Reference is made to
the World Bank’s Poverty Reduction Handbook, which emphasi zesthat these programmes
should be implemented by the recipient countries governmental institutions; that the

4 An exception was the support to the health sector PROISS.
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recipient country should financially support the safety nets and that these should have a
temporary character (DGIS 1994:21).

In the eval uation of thisform of programmeaid, both macro-level and micro-level aspects
were considered. Attention was paid to the policy relevance, the effectiveness, efficiency
and sustainability of the support for social funds. Notwithstanding the differences in
objectives between the FSE and the FIS, they were analysed in a similar way, with
exception of the employment aspects, which were analysed only in the case of the FSE.

6.2 Policy relevance of the support for the social funds
Relevance in relation to social problems

In 1985, when the economic adjustment programme in Bolivia started, the country’s
social indicators, in particular for education and health, were far below the average
for Latin America, and in fact much closer to those of Sub-Saharan Africa (see table
2.2). Malnutrition was widespread. In 1980, 47% of children under the age of five were
malnourished, according to Gomez's classification.® Daily calorie intake was 65% of
the requirements in urban areas and 59% in rural areas (World Bank 1990a:7,8). These
indicators can be partly explained by the problem of poverty itself, and partly by the
insufficient supply of social services. Public social servicesdeteriorated during the 1980—
1985 period as a consequence of the economic crisis.

Stabilization measures, as envisaged in 1985, usually imply government austerity in
expenditure on health, education and other socia services, as well as the abolition of
subsidies and the ‘rationalization’ of state enterprises. A curtailed public budget for the
social sectorsin combinationwith anincreased unemployment in the formal sector would
affect accessto social services. A further decline in the social indicators was aworrying
perspective.

While the FSE aimed simultaneously at expanding temporary earning opportunities and
improving social services (mainly the educational infrastructure), the FIS focused mainly
on the construction and improvement of the social infrastructure. Considering the prob-
lems experienced by the social sectors at the time, the policy relevance of creating a
quick disbursing entity to provide assistance to these sectors was abundantly clear. The
strategy of giving prevalence to infrastructure, such as educational and health centres,
could be open to question (infrastructure alone does not solve the problem), but has been

5 Chronic malnutrition measured as low height for age (stunted growth).
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put sufficiently in perspective by the sectoral reforms, such as the Educational Reform
and national health programmes (World Bank 1990a:59-94). The creation of a social
fund was arelevant policy in relation to the existing problemsin the social sectors, andin
particular by creating an infrastructural environment which allowed the implementation
of the reform programmes.

Box 9. The Anzaldo primary school

In 1992 the FI S constructed an additional 11 classroomswith sanitary facilities at the Anzaldo
primary school in Esteban Arcein Cochabamba at acost of US$ 30,570. The construction was
complementary to facilities financed and managed by a religious organization which receives
funding from Italy and Spain.

In 1996, the school consisted of 21 classrooms for 685 children, sportsfields, toilet buildings
and a boarding school (171 students). The high prestige of the school attracts students from
various communities, some of them at distances of up to 70 kms away. The fact that the
school has sufficient staff (32 teachers and boarding school personnel) has contributed to the
low drop-out rate of 6%. It is unknown whether the extension of the school and the improved
facilities have contributed to a higher enrolment of studentsin theregion, or havejust attracted
pupils from other schools.

The overall infrastructural standard of the building is high, but the quality of the FIS funded
classrooms is inferior to the ones constructed with other resources. After four years of use,
the roof of the classrooms constructed by the FIS started to leak and required maintenance.
Thetoilets constructed by the FIS are no longer in use due to their inadequate design and they
have been replaced.

The equipment at the school is of a high standard; some of the furniture was donated by
the FIS, the rest by donors. All students have furniture and textbooks, all teachers have an
individual desk, and each classroom is equipped with a blackboard, tables, bookshelves and
teaching materials. All rooms have safe and operational electric facilities.

The relevance of the social funds to Bolivia’s development policy

Both the FSE and the FI S have been priority social schemesfor all governmentsin Bolivia
since 1986 and have benefited from strong and continuous support at the highest political

levels. A distinction can be made between therol es played by thetwo funds. The FSE was
created at atimewhen government policieswere almost exclusively focused on economic
stabilization and the fund's main role was to mitigate the possible negative effects of
the economic adjustment programme. The FSE was intended to deal with the social

dimensionsof adjustment, but thiswas not the government’sfirst concern. The FIShashad
amore pronounced priority, in accordance with the Social Strategy, which indicated that
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safety net facilities should no longer be considered as such and that social services should
no longer be seen as an expenditure but as an investment in human resources. Between
1991 and 1994, the FIS figured among the government’sfirst priorities,® while also the
World Bank stated that key priorities should continue to include primary education, basic
health care, and water and sanitation, primarily in rura areas (World Bank 1996a:i). Both
the FSE and the FIS have had strong leadership and unflagging governmental support
under the direct supervision of the President of the Republic.

The social fundsin Bolivia have had other, more general and usually not explicit, policy

objectives, such as:

— to act asapaliative in order to obtain (political) support from the population for the
harsh economic measures;

— to restore the confidence of the population in the state and the government after a
period of chaos, dictatorship and violence;

— to demonstrate the physical presence of government activity nationwide, not only in
the larger urban centres, but also in remote rural aress,

— to attract international financial support;

— to demonstrate the government’s social policy through the mass-media, since social
infrastructureis very ‘visible';

— to set conditions for the implementation of reforms.

The social funds have been of importance for the implementation of the policies and
priorities set by the Bolivian government and the external support, including that provided
by the Netherlands, implies recognition of these policies.

Relevance in relation to Dutch development cooperation policy

The overall priorities of Dutch development cooperation policy are self-reliance, poverty
alleviation, gender and environment. In the case of sectoral budget support, however, the
specific target groups are not aways known. The potential effects on these priorities are
therefore taken into consideration in the selection of the sector to be supported. There
must, at least be some degree of ‘policy convergence' between the Netherlands and
the recipient country on these issues (DGIS 1994.27,28,42). The fact that social funds
particularly target the poor population means that they fit in very well with the overall
policy objectives of Dutch devel opment cooperation.

The Regional Plans for the Andes countries emphasize the relevance of economic self-
reliance, balanced socioeconomic development and support for the democratization

6 Anillustration of thisimportance isthe ministeria status of the director of the FIS up to 1993.
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process. Saocial funds do not contribute directly to the policy objective of economic
self-reliance, although the FIS aimsto ‘invest in socia services, and therefore in human
resources, and by doing so contributes to balanced socioeconomic development’ (FIS
presentation 1993). The contribution of the socia funds to the democratization process
has been morerelevant. Inthefirst instance, the FSE contributed to the acceptance among
the general public of the harsh economic measures taken by the government, while later
its activities (shown almost daily on television and to alarge extent carried out by NGOs)
had the side effect of getting a substantia part of civil society involved. This does not
change the fact that the FSE and, to alesser extent, the FI'S have a so been used to pursue
party political interests. Since 1995 the FIS has contributed to the decentralization and
democratization process by decentralizing its planning proceduresto the municipal level,
by funding coursesfor local planning and management and by introducing participatory
processes at local level.

Donor coordination, in terms of Bolivia's efforts to get donors to coordinate their action
and of actua coordination between donors themselves, has been particular strong. This
isillustrated not only by the use of the cofinancing channel for implementation, but also
by the fact that many donors contributed bilaterally to the socia funds. Both the FSE
and the FIS were discussed in the donor community and donors also participated in joint
reviews by the World Bank.

Policy relevancein terms of Dutch priorities for development cooperation has been high,
while intensive donor coordination has taken place.

6.3 Effectivenessof the support for social funds

The effectiveness of the support was assessed at both macro and micro level. At macro
level, it can best be evaluated in terms of the overall social performance of the country,
which is generally monitored by means of the Public Expenditure Reviews. Attention
was paid to the performance of the socia sectors in relation to real and relative public
expenditure.

The effects of sectoral programme aid are not restricted to the macro level; there are
also micro-level effects. Although targets were set by the FIS in terms of improvements
in the socia indicators, no specific micro-level effects were formulated by the Bolivian
government for the social funds. In general, the effects of sectoral budget aid are intended
to contribute to poverty alleviation and should—at |east—not have a negative impact on
gender aspects or the environment. At both levels, it is clearly impossible to distinguish
Dutch support from that provided by other donors.
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It has been estimated that the FSE reached 1.7 million beneficiaries and, later, the FIS
1.5 million beneficiaries directly” or indirectly during the 1990-93 period (UDAPSO
1993). Approximately one quarter of the entire population has been reached in one way
or another by the social funds.

6.3.1 Economic and social effects at the macro level
Economic indicators

Economic indicators, in particular public expenditure in the social sectors, could reveal
the additionality or fungibility of the external support for thefunds. Sincetheinternational
resourcesprovided for the social fundswere geared directly to specific (social) sectors, the
possi bl e eff ects might be observed predominantly within these sectors (heal th, education).

In order to be effective, the external support requires partial additionality in relation to
national public sector investments. If all external resources were used additionaly, it
would create sustainability problems; and if, on the contrary, they al replaced nationa
investments, there would be no effects at all in the sectors. National resource alocation
should gradually replace external support.

Other macroeconomic indicators are the contribution of the social funds to the Gross
Domestic Product (GDP), foreign reserves and employment. No attempt was made to
assess the potential effect of the substantial financial support on monetary indicators,
such asinflation and the exchangerate. It should be noted that the permanent monitoring
by the World Bank and the IMF includes factors of this kind, and it might be assumed
that possible monetary distortions have not been a serious threat, since no warnings have
ever been issued in this connection in the various Public Expenditure Reviews, Policy
Framework Papers or project completion reports on the different stages of the socia
funds.

At the macroeconomic level, the FSE attracted more than US$ 110 million, and the FIS
more than US$ 70 million (up to the end of 1995) in donated foreign exchange. The
provision of foreign currency, to be exchanged against local currency for purchases of
locally manufactured products (such as construction material) and the payment of wages,
is an effective contribution to the balance of payments. Since, during the FSE period,

7 According to the FIS, there were 770,000 direct beneficiaries during the 1991-1995 period. Thishigh number
is due to the definitions used by both the FI'S and the World Bank (e.g. one person attending two courses was
counted as two beneficiaries; al the inhabitants of a community were considered beneficiaries of a health
centre).
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imported materials were limited to 10% of total subproject costs (and were generally
below that figure), at least 90% of the foreign capital inflow to FSE was exchanged for
local currency and resulted in a reduction in the current account deficit (World Bank,
1992:6). However, the additional US$ 100 million which were obtained on credit (IDA)
increased the external debt.

The effect of the external disbursements on the current account deficit is illustrated by
the following table:

Table 6.5 External disbursementsfor FSE investments and their effect on the current ac-
count deficit (1988-91) in US$ million

1988 1989 1990 1991
total external disbursementsto FSE 45.6 49.7 60.9 85
current account deficit —488.8 —393.0 —338.0 —417.7
change in current account deficit —-19.9 —95.8 —55.0 +79.7
external disbursements to FSE as % of change
in current account deficit 229.1 51.8 110.7
total FSE investments 494 53.9 62.3 104
public sector investment 357.3 361.0 341.1 418.8
total FSE investment as a % of public sector
investment 138 14.9 18.3 24

Source: World Bank, 1992: 6.
Note: Data may vary from those from other sources.

The substantial amounts disbursed by external sources could have accelerated inflation,
contributed to monetary expansion or undermined fiscal discipline, but the Bolivian gov-
ernment’s commitment to the macroeconomic stability objectives‘ balanced’ its expendi-
tures on poverty alleviation programmes. Monetary and fiscal discipline were monitored
by the IMF.

Apart from the foreign exchange effects mentioned above, the effectiveness of budget
support also depends on the additionality of the external support. The external support
should not have entirely replaced national public investments. With the introduction of
the New Economic Policy, social expenditureinitially fell and was kept deliberately low,
but later increased again. However, until 1992, the growth in expenditure to the socid
sectors was less than that in other sectors.

Since 1991, socia sector expenditure has increased on average by 11% per year, while
public expenditure in non-socia sectors has increased by an average of more than 20%.
The share of social sector expenditure in total expenditure during the 1991-94 period
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Table6.6 Share of social sectors in public expenditure and public investment in selected

years
Year Total public Public expenditure Total public Investment in social
expenditure in social sectorsas investment (in  sectors as percentage
(in million USS$) percentage of total million US$) of total public
public expenditure (%) investment (%)
1987 621.3 29.5 2794 12.2
1990 614.4 38.7 367.0 184
1993 995.0 41.6 532.9 17.6
1995 1,815.9 29.2 401.6 20.4

Sources: UDAPSO 1993:49-54; Ministero de Desarrollo Humano 1995:annex |1.

has averaged about 35 percent. Trendsin social sector expenditure are presented in table
6.7.

Table6.7 Trendsin social sector expenditure, 1986 to 1994

Annual averages 1986-87 1988-90 1991-94
as percentage of total expenditure

education 15.9 245 22.6
health and social security 5.6 114 9.7
basic sanitation and housing 0.2 0.2 0.2
employment 0.7 16 18
others social sectors 16 20 18
total social sectors 24.0 39.7 34.6
total non-social sectors 76.0 60.3 65.5
as per centage of GDP

socia sector expenditure 33 51 6.4
non-socia sector expenditure 104 7.8 122

Source: World Bank 1996, Vol 2:46.

The average annual growth rate of public expenditure in the social sectors while the FSE
and the FIS werein operation is presented in table 6.8.

Table 6.8 Growth rate of public expenditurein the social sectors(in 1980 constant terms)

Average annual growth rate (%) 1980-85 198589 1989-92 1992-94
total social sector —-9.6 1.6 4.6 5.3
non-social sector 2.9 —-19.7 14.9 -54

Source: Based on World Bank 1993:table 1.6 and Ministerio de Desarrollo Humano 1995:annex 1.

Theincreasein public current expenditurein the social sectors during theimplementation
period of the FSE was modest (1.6%), but nevertheless higher than the negative growth
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of amost 20% in the non-socia sectors. During the FIS-I period public expenditure in
the social sector increased by 4.6%, while expenditurein the non-social sector showed an
increase of almost 15%. Effortsto reallocate resourcesto the social sectors after 1990 (as
part of the Social Strategy) were counterbalanced by the need to invest in existing public
enterprises. After 1992, thereal growth rate of expenditurein the social sectors exceeded
that in the non-social sectors.

The public investment account does not reveal priority to the social sectors, since the
relative shareintotal publicinvestmentsincreased only modestly since 1990, asillustrated
by table 6.6. The priority of the social sectors may be reflected by new external financing
(see chapter 5), it is not by the development of the investment account since 1990.

Dividing the present public investment account by financing source reveal s a dependency
on external financial resources, mainly external loans, as shown in table 6.9:

Table6.9 Implementation of public investments, by sector and financing sour ce, 1995

Sector Total  Percentage Internal External
expenditure of total financing financing

(in’000 US$) expenditure (in% of total) (in % of total)

agriculture 16,105 4,01 34.3 65.7
mining, energy 104,356 25.98 274 72.6
industry and tourism 266 0.07 82.7 17.3
transport and communication 162,113 40.37 30.7 69.3
total productive sectors 282,840 70.43 29.7 70.3
health and social security 23,662 5.89 12.4 87.6
education and culture 21,778 5.42 54 94.6
water supply and sanitation 33,194 8.27 46.7 533
other socia sectors 3,272 0.81 64.3 35.7
total social sectors 81,906 20.39 26.5 735
other sectors 36,863 9.18 44.5 55.5
total 401,609 100.0 32.7 67.3

Source: National System for Public Investment (Secretaia Nacional de Hacienda, Sistema Naciona de
Inversion Piblica), 1996.

Since 1995 the allocation of funds under the public budget has been brought into line
with the administrative decentralization and popular participation laws. Thisimpliesthat
funds allocated to the social sectors are now largely channelled through municipal and
departmental administration. In 1995, approximately 31% of total public expenditureand
20.4% of the public investments were directed to the socia sectors, figures which could
indicate Bolivia's compliance with the 20-20 target for the socia sectors, set during the
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Social Summit in Copenhagen in 1996. These figures include financing from external
sources. Of al public investment in the social sectors 73.5% is financed by external
sources (85.9 % of whichisin theform of creditsand 14.1% donations). Credits might be
considered as a national expenditure, but donations cannot. If all international credits are
included in the investment budget and all donations excluded, the Bolivian government
made 17.7% of its public investmentsavailableto the social sectors. In 1997 64.2% of the
national budget will be decentralized, of which 23.4% will be administered directly by
the municipalities. Approximately 34.4% is budgeted expenditure for the social sectors.8

Although these data do not prove the additionality of the externa support to the social
sectors, thereis also no indication of a substitution effect. But at least part of the external
resources can be considered as additional, and thisisin all probability the most effective.

Both the FSE and the FI S have been activein financing the construction of infrastructure.
Both national and external financing of these activities have had an impact on the Gross
Domestic Product (GDP). According to the World Bank (1990b: 8) the investments made
through the FSE are estimated to have generated an increase of as much as 2% in GDP
(1988). Buxel and Finot, 1991 (quoted by Balcazar 1996:7), estimated that the FSE
produced an average added value of about US$ 50 million, representing 1.1% of GDP

8 Source: Article by Edwin Carpio, Newspaper Santa Cruz, 24 November 1996.
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over a3-year period. That meansthat economic growth of 2.6% GDP in 1990 would only
have been 1.5% without the FSE. UDAPE (1989) estimated a lower contribution (0.6%)
by the FSE to the growth in GDP during the 1986—1990 period.

Sincethe FSE had adirect mandateto generate employment, its effectivenessin achieving
this has been evaluated by various authors, who have arrived at different conclusions.
According to the World Bank the FSE generated 19,000 direct and 21,500 indirect jobs
per month,° 731,000 person-months of employment in total (World Bank 1992: iii). The
employment generated was particularly marked in the construction industry. It has been
estimated that in 1988 the number of persons employed under FSE-financed subprojects
was greater than the employment in the entire construction sector before the FSE (World
Bank 1990b:8). Balcazar (1996:8) mentions a ‘ conservative’ 60,000 direct and 45,000
indirect jobs during the fund's four-year existence, which in 1990 represented 1.8%
of the Economically Active Population at that time. Workers employed under the FSE
subprojects earned 43% more than they would otherwise have earned (World Bank,
1990b:8). However, the new poor did not benefit very much from the fund: ex-miners
represented between 10% and 20% of those hired under FSE-financed contracts (World
Bank 1992:iii; Graham 1992:1235), while most jobs were obtained by people who had
already been employed by the construction sector before the adjustment measures (Avila
1991). Not included in the figures of indirect beneficiaries are the approximately 12—
15,000 ex-civil servantswho found employment in (new) NGOs contracted to implement
FSE activities.

In conclusion, the direct and indirect employment generated was substantial and the
incomes of those employed in FSE financed projects increased. While the FSE achieved
its objective of generating employment (although hardly in itstarget group), it should be
observed that most of the jobs created were temporary. Because the FSE hardly invested
in the productive sector, it provided no permanent structural solution to the problem.

The Socia Investment Fund did not aim to expand earning opportunities. Consequently,
after 1991 the employment generating capacity of the socia fund diminished.

Social indicators

Social macro indicators reveal the effects of the funds in improving socia services and
welfare. In Bolivia, themonitoring of social indicatorsis|essdevel oped than for economic
indicators. Although the quality and reliability of the social indicatorsremain fairly poor
(due to the lack of reliable base-line data) most data indicate improvements during the

9 The World Bank assessed that for each directly employed person, 1.13 additional indirect temporary jobs
were created.
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1980s and have continued to improve during the 1990s. Mortality rates have decreased,
lifeexpectancy hasincreased, illiteracy isfalling and agreater proportion of the population
has obtained access to basic services, such as water and sanitation. However, in terms of
many of the health indicators, there are still considerable gaps between Bolivia and the
rest of the continent.

The observed improvements in national social indicators are the result of the combined
efforts of the public and private sectors. The contributions by both the FSE and the FIS
to these improvements are difficult to determine methodol ogically.

According to Salinas (1995:15-17), the FSE was not the most effective instrument in
improving socia indicatorsat anational level, sinceit did not allocate its resourcesto the
most needed social strata, sectorsor regions, but responded only to requestsfor financing.
Its resources were therefore all ocated to those groups and areas with the highest capacity
to formulate projects and with the best access to the FSE. In addition, the low level of
appraisal and supervision of activities, as a result of efforts to keep operating costs as
low as possible, could not guarantee the required product or quality of the service. The
demand-driven approach had a number of drawbacks (Whitehead 1995:55), the most
important of which wasits lack of linkage with any development strategy.

The FIS added to this approach an active promotion among vulnerable groups and in
remote areas, and prioritized its projects on the base of a poverty map, focusing on
areas with the most severe shortages in social services. At alater stage, activities were
further focused on alimited number of provincesand, since 1995, on alimited number of
priority municipalities. The current FIS no longer aimsto improveindicators at anational
level, and its contribution is more an indirect one, since it assists in creating an enabling
environment for other social programmes with a higher impact on indicators, such asthe
Educational Reform.

The FIS carried out a baseline study in 1993, which might facilitate evaluation of its
effectiveness during a scheduled impact study in 1998. In 1995, UDAPSO attempted to
measure some significant effects of the FIS statistically. The study confirmed that direct
causality between FIS activities and social indicators is hard to prove. For example, the
study revealsthat FI S-assisted health centres attend 50% more patientsthan other centres,
but there is no evidence that the most frequently occurring diseases, such as diarrhoea
or respiratory complaints have diminished morein areas covered by the FIS centres than
elsewhere. Similarly, in schools assisted by the FIS, drop-out rates are lower and the
performance of pupils has improved, but there is no statistical evidence that enrolment
rates have increased in the regions covered by FIS-assisted schools.
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These conclusions coincide with the results of the survey carried out by 10B (see 6.5.2.)
indicating that new infrastructure in education frequently replaced and/or extended exi st-
ing facilities. As aresult the number of pupils per classroom fell, while the new facilities
attracted school children from nearby communities, abandoning their own schools. Con-
sequently, while enrolment normally increasesin Fl S-assisted schoals, total enrolment at
subregional level has not automatically increased. Drop-out rates have decreased, thanks
to greater parental confidence in the education system.

Changes in the main socia indicators regarding health and education are presented in
table 2.2. The improvement in indicators does not mean that the requirements have been
satisfied. According to the poverty map of the Ministry of Human Devel opment (1994),
more than 90 percent of the rural population is still affected by unsatisfied basic needs.
Highiilliteracy levels and low levels of educational attainment, particularly in rural areas
and among the indigenous and femal e popul ation, are rel ated to the inadequate coverage,
quality and efficiency of the education system. Health indicators have improved, but
under-investment in preventive health care and health servicesin the rural areas are due
to poorly defined sectoral priorities (World Bank 1996a:i—iii).

In conclusion, socia indicators have improved over time, but are till far below the
averages for the continent. It is likely that social indicators have improved as a result
the social funds, since these funds have attracted sizeable amounts of external resources
which have been invested in the social sectors; and these are investments which would
probably not have taken place, or to a lesser extent, without the existence of the socia
funds. In practice, however, it isdifficult to determine to what extent these improvements
can be attributed to the social funds, for the following reasons:

— methodological difficulties in attributing changes to a single cause. Changes in in-
dicators result from the combined efforts of various factors, while only part of the
achievements can be attributed to the social funds. In addition, the funds have taken
over the implementation functions of the sectoral ministries;

— poor targeting of the FSE;

— the enabling character (for other social programmes with a more direct impact) of the
FISinitslater stages.

6.3.2 Effects on Bolivian social policy

It is generally believed that both the FSE and the FIS were effective in achieving their
‘higher objectives’, such as reestablishing confidence in the state and government, and
in demonstrating the presence of the state nationwide. Both funds hel ped to bring about
important changesin attitudes and political views. Before 1985, providing social services
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to ‘the poor’ was often seen ascharity, asan ‘ expense’; thereis now an almost nationwide
consensus that social services are an investment required to devel op human resources.

With the establishment of the FSE, the government demonstrated that, while undertaking
austerity measures to achieve economic stabilization, it had not forgotten those sectors
of the population who might suffer most from these measures. Although the FSE was
initially received with scepticism, its responsivenessand results contributed to improving
the image of the Government and hel ped to sustain the economic adjustment programme.

Wherethesocia fundswereinitially considered only to be meansof financing social poli-
cies, it was sometimes claimed at a later stage that they should contribute to conceptual
innovation and the definition of social policies. However, the FIS has never determined
social policies, but has contributed to policy formulation, mainly as a complement to the
overall policies set by the sector ministries and within the context of broader government
policies, such as the popular participation law. The FIS is now seen as afacilitating and
feedback mechanism of socia policy. Both the FSE and the FIS have contributed sub-
stantially to the definition of strategiesat sector level and have devel oped instrumentsand
methods for their implementation (e.g. norms for infrastructure, new designs) (Balcazar
1996:18).

6.3.3 Effectson institutional capacity

In 1986, one of the principal arguments for establishing a separate institution for the
implementation of the social fund wasthelack of efficiency of the existingline ministries,
and it was assumed that an autonomous entity would beless affected by austerity measures
in the context of stabilization. Although this argument was definitely true in 1986, with
the process of administrative reforms now complete, it is no longer valid.

The FSE operated on its own, never taking into account sectoral or regional plans, or
municipal plans or strategies. It was a direct response to demand for financial assistance
and not a planning institution. Initially, the FSE did not even verify projects with line
ministries and only after 1989 did it make any effort to gear its actions to national
development plans, or to coordinate with the line ministries.

During the 1991-93 period, there was a lack of coordination between the FIS and the
ministries (i.e. health and education). In many cases the FIS financed projects without
the consent of the ministry involved, or with only a formal (‘paper’) approval. This
situation changed from early 19944-y onwards, and even more after the approval of
the popular participation law. Since early 1995, the FIS has been in the process of
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subordinating thefinancing of projectsto the policiesand prioritiesof the sector ministries.
The National Commission on Socia Policy, which includes the secretariats of Education
and Health, approvesthe FIS's work programmes. There is increasing coordination with
the departmental authorities, the PrefecturagPrefectures) regarding planning procedures,
budget allocation and the setting of priorities among the municipalities.

Ingtitutional relations with the NGOs have varied over time. While, during the FSE
period, NGOs and other civil society groups were directly involved in the planning and
implementation of activities, this initially changed with the initiation of the FIS, when
private firms were contracted to implement projects. Gradually a new pattern of relations
devel oped between the FIS and the NGOs and during FIS-| atotal of 101 NGOs carried
out 197 subprojects to a value of about US$ 7.2 million (12% of the total), mainly in
the field of non-formal education and in health care delivery. According to an audit, the
NGO's performance varied from excellent to poor, with some cases of inefficiency and
mismanagement (World Bank 1996b:24).

6.3.4 Micro-level effects of investmentsin social infrastructure

Micro-level performance was mainly measured in terms of the product (‘ output’) of the
FSE and the FIS. Effect evaluations have only been carried out since 1995.

The following paragraphs classify some of these effects according to the three priority
areas of Dutch development cooperation: poverty alleviation, women and devel opment,
and environment. The last two criteria were not explicit objectives of the socia funds.
The FIS hasonly paid specia attention to the gender-rel ated aspects of its activities since
1994.

Effects on poverty alleviation

Both the FSE and the FI Sweretargeted at the poor population. The effects of the activities
on poverty aleviation has been subject to considerable debate. During the FSE period no
specific definition of poverty was being used in Bolivia. Since 1990 poverty is usually
defined on the basis of the Unsatisfied Basic Needs Index and the Headcount Index (see
box 3). Only in recent studies (World Bank 1996a) poverty has been differentiated by
age, gender and ethnic characteristics. Poverty in Boliviais still widespread and severe,
especially in rural areas, where extreme poverty is prevalent. In 1992, about 70% of the
overall population (and 95% of the rural population) was estimated to be poor (World
Bank 1996ai).
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Regarding the effects of the FSE on poverty relief, Newman, Jorgensen and Pradhan
(1991) concluded that the fund had been rather successful in disbursements to projects
aimed at poor population groups. Remuneration levels for temporary labour increased
substantially, in both absolute and relative terms, and poor population groups benefited
from that. However, only 5% of the rural poor population and 10% of the unemployedin
the country benefited from the FSE (Stewart and van der Geest 1994: 13-15).

While the objectives of the FSE were formulated in terms of employment generation for

those population groups affected by the economic adjustment measures, the * poorest of

the poor’ benefited less from the FSE than was initially expected (World Bank 1992: vi

and Graham 1992:1235). In addition:

— the ‘new poor’ were not among the poorest strata of the population, since the poorest
were hardly hit by changes in relative prices, although they were affected by the
abolition of subsidiesand they suffered from diminishing accessto social services(e.g
cost recovery);

— the poorest were already poor before the start of the adjustment programme and the
causes of their poverty were more structural than conjunctural.

On the basis of apermanent household survey, Graham classified the country’s provinces
into five groups according to their poverty level. The coverage of these poverty levels by
the FSE is presented in the following table:

Table 6.10 FSE disbursements per capita, according to poverty level of areas

Poverty level 1985 population FSE disbursements
in millions in US$ per capita
| (least poor) 23 24.0
I 0.7 27.8
11 13 135
I\ 14 11.7
V (poorest) 0.6 9.5
national 6.4 18.2

Source: Carol Graham 1992.

Whilethe FSE was criticized for not having reached the poorest in the society, particularly
those in the rural areas, the FIS was designed to perform better. The Staff Appraisal
Report emphasized an almost exclusive attention to the ‘poorest of the poor’ (World
Bank 1990b:74—77), although it observed that ‘cost will limit the degree to which the
FIS can effectively deliver benefits to the poorest population’. The FIS targeted its
programmes more and more on the poorest areas in the country, but the right type of
targeting (focalizacbn) became a methodological issue.
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The World Bank (1996b:38) concluded that “the FIS's experience has demonstrated that
a development approach based primarily on the socia sectors has only a limited effect
on poverty. While the FIS has undoubtedly improved access to social services for the
target populations, it has no impact on incomes’. In practice, the poverty relief effects
of FIS have yet to be proven, for example by the first impact study to be carried out in
1997. Preliminary studies by UDAPSO (1993) indicate that the FIS is reaching its target
population in 80 priority provinces and has benefited 1.5 million people (about 20% of
the total population).

Effects on women

The gender-differentiated effects of the FSE and the FIS have been subject to severa
studies. The FSE did not have a gender-differentiated policy or approach, althoughit did
have specific service-related projectsaimed at women (e.g. mother—child care). In general,
activities were intended to benefit ‘the family’, or were *specially for women’ (Vivian
1994). 99% of staff employed by the FSE and the FIS up to 1992 were male (World
Bank 1992:7; Stewart and van der Geest 1994:15). The FSE did generate employment for
women, but notintheway that wasintended. In most self-hel p schemesthewomen worked
without remuneration on those activities considered to be the community counterpart
contribution. In total person-monthsinvested (both paid and unpaid) the women's share
has been estimated at 35%, but of all paid labour only 1% was carried out by women.

From the start, the FIS considered women a ‘vulnerable’ group, to be targeted for in-
tervention. However, no gender policy was developed until 1994. The FIS-| initiated a
number of projects focused on women, such as mother and child health care, and training
courses for women. During the FIS-I period, 14.4 % of all resources were targeted at
women (table 6.11).

Table6.11 FIS-| funded projects, focused on women

Type of programme Number of Amount Number of

projects disbursed beneficiaries
('000 USH)

infant nutrition centres 16 667.0 3,610

training programmes 28 2,705.6 61,933

programmes for lactating mothers

and substitute mothers 12 1,868.7 30,872

literacy programmes na na na

Total 56 5,251.3 96,415

Source: World Bank 1995.
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Box 10. The Mariaca health centre

In 1992, the FIS financed the construction of the Mariaca health centre in Cornelio Saavedra
for an amount of US$ 39,471. The centre attends about 1,500 familiesfrom 7 villages. Before
the existence of the centre the medical services were provided by the village health attendant
in a private house. The centre has 9 different rooms, 2 of which are for the accommodation
of the medical attendants. The centre is fully equipped according to the standards set by the
Secretariat for Public Health. Electricity is supplied by asolar panel. The facilitiesarein good
condition and well maintained. Due to lack of water, the toilets cannot be used.

The centre is mostly used for preventive health care (vaccination, training), mother-and-child
care and child delivery. The centre attends to an average of six patients daily, which is rather
low compared to similar centres in other regions.

In the three effect evaluations carried out by the FIS, on water supply (FIS 19953),

health facilities (FIS 1995b) and formal education (FIS 1996b), little attention was paid

to differentiating the effects on the beneficiaries by gender, but women seem to have

benefited most and most directly from a water supply, which saves them time and effort

in collecting potable water (FIS 1995a:8). In the records of persons attending health

centres constructed by the FIS, women largely outnumber men. Two observations place

this preval ence into perspective:

— inthe rural areas evaluated by the FIS study, women outnumber men generally, as a
result of large-scale male migration;

— theservicesprovided by the health centresareto alarge extent directed at children, such
as vaccination and growth and wei ght measurement: mothers more usually accompany
their children.

In areaswith FI S health centres, the percentage of pregnant women that attend the centres
for prenatal control is higher than the regional average, but the percentage that give birth
at the centres is not higher than elsewhere: 50-60% of all pregnant women consult an
FI'S health centre at |east once, but only 10-20% make use of the centre for giving birth
(FIS 1995h:24).

The enrolment rate for females hasincreased and theiilliteracy rate has decreased during
the last decade, indicating that more girls receive formal education than in the past.
However, there is no indication that the education gap between genders will be closed
as aresult of FIS investments. According to the FIS evaluation, girls abandon primary
education more frequently and much earlier than boys (FIS 1996b:16).

It has been concluded that women have not benefited from the generation of temporary
employment and income resulting from FSE activities, while the projects financed by
the FIS and aimed at women were largely assistance-oriented. The social assistance
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subprojects which focused on the health and nutrition of pregnant women, lactating
mothers, and their infantswere effective (World Bank 1992:iv), but had no specific gender
focus. Only since 1994 has a gender approach been introduced and women are actively
involved in the identification, planning and implementation processes of subprojects.

Environmental effects

Although the FSE programme included reforestation programmes (2,300 hectares) and
river protection works (417,000 m3), it is unknown whether these activities have had
positive environmental effects. Contrary to the findings of the World Bank indicating
that there were no significant detrimental effects on the environment (1992: 10), negative
environmental effectsare knownto have occurred dueto theinsufficient planning of water
supply projects (e.g. exhaustion of water sources and syphoning off of currents affecting
groundwater levels), the lack of water management (water used upstream affects users
downstream) and the absence of consolidation (soil erosion due to inadequate use of
irrigation works). The FI'S does not have a special environmental programme, although
in 1996 it introduced a specia subprogramme for urban solid waste projects. Thereis no
particular evidence to suggest that FIS activities, including water supply projects, have
caused serious harm to the environment.

In the three effect evaluations carried out by the FIS (1995a, 1995b, 1996b) no attention
was paid to the direct or indirect environmental impact of the FIS investments.

6.4 Efficiency of the support for social funds

Theefficiency of the support for the social fundswas evaluated in terms of time efficiency
and procedures, and the all ocation of resources.

Time efficiency and procedures

The economies of scale have made a significant contribution to the time efficiency of the
support for the social investment funds. The funds implement large numbers of projects,
operate nationwide and apply the same method. For donors they are usually an efficient
instrument.

DGIS appraisa guidelines for programme aid were published (1994) several years after
the Netherlands started supporting the social funds. The fact that the funds finance
large numbers of individual projects has contributed to a certain ambiguity in the DGIS
appraisal and monitoring criteria, with project aid criteria being applied initially.
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Procedures for disbursement, the approval of subprojects, monitoring and evaluation
were set by the World Bank. The administration by the Bank lacked efficiency. Informa-
tion about progress, results and reviews was sent too late or simply not shared at al
among the co-financing bilateral partners. The administrative ‘ under-estimation’ of over
Dfl. 3 million at the financial closure of the FSE, aswell as friction with the World Bank
surrounding procedural questions contributed to the Dutch decision not to pledge addi-
tional resourcesto the Bank’s FIS-11 credit in 1993. In 1993, supervision responsibilities
were transferred to the World Bank resident mission improving the IDA’s response time
and reducing the overall supervision costs19 (World Bank 1996b: 35).

More important than the efficiency in procedures, has been the efficiency of the social
funds themselves. The FSE was created as a semi-autonomous institution in order to
be free from bureaucratic red-tape. The FSE's policy was to keep operating costs as
low as possible. Quick disbursement in response to beneficiary demand prevailed over
regulations and procedures. Consequently, the average time required between the receipt
of a project proposal and the first disbursement was relatively short (on average 104
days). However, the number of supervisors was very limited, and each had to deal with
large numbers of projects. Although the FSE's internal procedures were clear and well
documented (and generally recognized as one of the FSE's merits), monitoring was
carried out only on procedures and the physical progress madein constructionworks, not
including need assessments, consolidation and sustainability aspects.

With the creation of the FIS more attention was paid to the active promotion of demand
among the target population (remote areas, groups living in extreme poverty), planning
procedures, differentiation in projects and legal aspects. Improved supervision and the
introduction of monitoring and eval uation were supposed to contributeto abetter product.
Regulations and procedures required more time and the period between the submittal of
aproject proposal and the first disbursement increased (initially this period increased up
to an average of 420 days, but after 1994 it fell again to 160 days).

Inadequate project formulation, legal problems and delays in construction contributed to
prolonged project cycles. Of the over 2,100 projects approved between 1991 and the end
of 1995, 900 compl eted the construction stage, while only 325 were concluded financially
and administratively (i.e. they submitted a project completion report).

The time planning in relation to the availability of financial resources has not always
been adequate. In 1993 the FI'S had approved projects valued at amounts far beyond the

10 The World Bank classified IDA’s performance as ‘generaly satisfactory throughout the implementation
period of FIS', but questions simultaneously ‘ whether moreflexibility should be introduced in the procurement
guidelines' (World Bank 1996b:35).
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financial commitments made by the external financiers (the approval of newly submitted
projects was discontinued for some time), while in 1995 FI S disbursements were behind
schedul e by about 38% because of the long time between approval and completion of the
subprojects (World Bank 1996b:13).

Efficiency in resource allocation

All subprojects approved were rather small scale. While the FSE had no formal upper
limits (the average expenditure per project was approximately US$ 70,000), the FIS
applied a project maximum of US$ 500,000 (average cost per project US$ 45,000).
Sub-projects were directly supervised and monitored by the World Bank. The Dutch
contribution was disbursed according to the procedures set by the World Bank. Procedures
and supervision were strict, rigid and sometimes excessive. Up to 1993, in addition to
any new type of project, al non-standard (even minor) expenditures had to be approved
ex-ante by Washington. Financial procedures were slow, troublesome and complicated.

Both the FSE and the FIS were relatively small semi-governmental bodies. The FSE was
proud to keep its administrative costs as low as possible (not exceeding 3%), but that
could bedone only at acertain cost, e.g. by sacrificing proper supervision and monitoring.
The FIS could not maintain these low administrative costs, and the projected operational
costs of 8% increased gradually to 17% (1990 appraisal estimates were only 4%). After
the World Bank mid-term review in 1993, efforts were made to reduce these costs and
in 1996 operationa cost fell again to 11%, although this was mainly the result of the
portfolio increase. 11

During the FSE period budget provisions were usually not made for recurrent costs,
such as additional staff (teachers, health attendants) or equipment. And even if the line
ministries were informed, the recurrent cost implications could not be covered by addi-
tional budget allocations, since the economic stabilization programme required austerity
in public expenditure.

Apart from the operational efficiency in resource all ocation described above, Stewart and
van der Geest (1994: 13,14) investigated the efficiency in reaching the target groups.
They indicated inefficiencies due to two types of targeting errors. First, errors arise when
benefits reach people who are not in need and hence are not part of the target group.
The second type of error occurs where needs remain unsatisfied among the target group,

11 Operational costs are expressed as a percentage of thetotal volume of expenditure. Soif the amount spent on
investments increases, the relative weight of operational costs declines.After the decentralization and popular
participation laws were approved, the volume of subprojects increased substantially. It was estimated that FIS
would approve a portfolio of US$ 40 million in project financing for 1996.
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because only some of the target group has been reached. 12 Targeting of the FSE was
rather weak, since two-thirds of the direct beneficiaries were not among the poorest
groups and did not belong to the two lowest income deciles. The FSE failed to reach 95%
of therural population, 99% of the femal e poor and 90% of the unemployed (Stewart and
van der Geest 1994:15, 22). The study did not include the indirect beneficiaries. Similar
studies have not been carried out on the FIS performance. Although it is the common
opinion among donorsthat the FIS isless efficient than the FSE (since it requires higher
operational costsand its proceduresare more complicated) in terms of resource allocation
the FIS seems to be more efficient, thanks to more precise targeting.

6.5 Sustainability

A distinction is made between the sustainability of the social fund itself and the sustain-
ability and durability of the projects and services financed by the fund.

6.5.1 The permanent or temporary nature of social funds

DGISconsidersagradually increasing financial coverage by national resources, aswell as
atemporary character, important factorsfor pledging financial support to social safety nets
(DGIS 1994:21 and Ministry of Foreign Affairs 1996:10). Both aspects were analysed.

The FSE was ‘ designed as a temporary institution, not to be sustained over the medium
term’ (World Bank, 1992:iv) while the FI S started as a short-to-medium term temporary
institution, but with no specific timelimit (World Bank 1996b:7). It was envisaged that the
FISwould be phased out as the sectoral agenciesacquired the necessary project planning,
execution and eval uation capabilities (World Bank 1996b:8). Over time, however, the FIS
has become more institutionalized and does not show signs of turning over functions to
the sector ministries.

Some countries, like Chile, have institutionalized their social funds into permanent sys-
tems. Apart from being a political decision to institutionalize a social fund, it is also an
expression of the changed roles and functions of the public sector. While, before 1985,
ministries had normative, executive and control functions, a decade later the *slimmed
down’ ministries have strengthened their normative and contral functions, but transferred
most executive tasks. So even if the FIS would wish to transfer its functions to line

12 These are known as E-errors (excess benefits) and F-errors (failing beneficiaries) (Stewart and van der
Geest 1994:13). Results reaching the target group, but with a negative impact might be considered a third
inefficiency (U-error).
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ministries, these functions no longer belong to the current domain of action of these
ministries. The role and mandate of the FIS in the long-term is rather unclear: its per-
manency is not explicit, and the institution has proven to be sufficiently dynamic and
versatile to adapt itself to changing circumstances. Although the lifetime of the FIS is
open ended, it is generally believed that its tasks will be integrated or assumed by other
bodies, when time and policies require them to do so. The most likely bodies to assume
these functions are the regional and local governments. Currently, coordination with the
departmental authorities (prefecturg has been intensified. Consequently, the lifespan of
the FIS will not depend on the ministries capacities to (re-)assume these functions, but
on the government’s strategy for further decentralizing investmentsin the social sectors.

While approximately 60% of the financing for other social fundsin the region (e.g. Peru,
Chile) is provided from national resources, the FIS is amost completely dependent on
foreign financing. Between 1990 and 1995, external donors financed 81% of the total
costs, while the central government and municipalities financed 16%. The remaining 3%
was financed by the requesting agencies and beneficiaries, significantly lessthan the 18%
that was anticipated (but in-kind contributions from communities were not valued).

Although this appearsto be asign of lack of sustainability, it should be noted that:

— itisno longer the intention to increase the national share in the budget for sub-project
financing, but it is the government’s aim to cover the operational costs of the FIS with
national resources, and to use the external resources for investments only. In 1996,
amost 100% of external resources were used for project financing only, while the
municipalities covered the major part of the operational costs,

— in the government’s view, the FIS has become an external fund raiser, additional to
Bolivian effortsin the socia sectors, which are more and more channelled through the
municipalities. There are various reasons for this:

e international promotion and fund raising cannot be decentralized;
e municipalities cannot individually negotiate international donor support;
e international loans are the sole responsibility of central government.

— anew function of the FIS aims at transferring tasks in the long run to the regional and
local authorities: the training of staff, the adjustment of planning and implementation
procedures and the transfer of experiencesin e.g. legal aspects.

It is important to stress the changes which resulted from the popular participation law

(1996) and the decentralization of FIS implementation:;

— since 1995 the national contribution to project financing has averaged 30%, includ-
ing counterpart financing by municipalities, which covers approximately 25%, and
by communities (5%). The ultimate objective of the FIS is to achieve a 50%-50%
distribution;
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— the volume of investments increased considerably to about US$ 40 million per year;
— there is an improved potential for maintenance and sustainability resulting from the
transfer of the ownership of most social infrastructure to the municipalities.

While the participation of national financing in the FIS as an entity might be below the
expectations of the donors, the national sharein project financing in the socia sector has
increased substantially and is expected to be sustainable. Thisis dueto:

— increased financing by local tax revenue generation;

— improved systems of user contributions and cost recovery systems.

In conclusion, the yardstick for the sustainability of the FIS is not (only) the capacity
to continue financing the fund with national financial resources, but the capacity to
continuously finance the extension, improvement and maintenance of social services.
This does not necessarily depend on funds from the national budget, but could also
be covered by local government resources. In Bolivia, sustainability in providing and
maintaining social services depends therefore on two processes:

— the process of decentralized budgeting, whereby increasing financial resources are
being allocated to the social sector by local governments, and not through the FIS
alone;

— the increased capacity of local governments and users to contribute to the costs of
social services.

With the aboveinterpretation of sustainability, the DGIS condition regarding the gradual
increase of national financial contributions to the social funds should be interpreted with
flexibility. The sustainability of the instrument (the social fund) is less important than
the sustainability of the public capacity to continue providing and maintaining socia
services.

6.5.2 Use and maintenance of projects

At the micro level the sustainability of individual subprojectswas evaluated, on the basis
of the following criteria:

— the use, consolidation and maintenance of the projects;

— the capacity to cover the recurrent costs.

During the FSE programme, as well as the initia years of the FIS, hardly any attention
was paid to the consolidation and sustainability aspects of the individual subprojects.
Since the FSE only responded to financing demands, the sustainability was assumed to be
implicit and guaranteed: the requesting organization was supposed to make proper use of
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the fundsto equip, consolidate and maintain the project. Since the FSE implemented many
projects, even without informing the line ministries, no budget provisions were made for
recurrent costs, such as additional staff (teachers, health attendants) or equipment.

TheFISinitialy ‘solved’ the problem by requiring adocument from the recipient organ-
ization or community committing itself to take responsibility for the project in the future.
Thiswas, however, only aformal solution on paper. No training was provided in mainte-
nance or in the generation of resourceswhich could enable the recipients to comply with
their written commitment. Although the FI'S formally informed the line ministries, and
even calculated the recurrent cost implications, during thefirst years the incorporation of
these costs in the sectoral budgets was never a condition for the approval of proposals.
After the 1993 mid-term review, the FIS made various provisions in its procedures to
improve the sustainability of its projects.

The World Bank concluded (1995:6) that ‘ some early projects might not be sustainable’,
particularly in the areas of health and sanitation (FIS-I). FIS financing of health infra-
structure was even suspended in 1995, because virtualy none of the completed centres
were operative due to shortages of staff, supplies and equipment.

The participative planning procedures, implemented since 1994, have contributed to
higher sustainability, since beneficiaries are included from the early stages of the project.
Almost simultaneously the popul ar participation law solved anumber of problemsregard-
ing ownership and henceresponsibility for the physical maintenance of theinfrastructure.
The municipalities are now responsible for al major maintenance.

The 10B carried out an evaluation of the use and maintenance of projects implemented
by both the FSE and the FIS in Cochabamba and Potosi. The evaluation!3 was carried
out at three levels:

— technical condition and maintenance status of the infrastructure;

— use and equipment of the facilities;

— user appreciation.

The universe (see table 6.12) consisted of the projects funded with financial resources
of Dutch origin (including projects financed with countervalue funds obtained from the
import support programme). The sample was restricted to the Potosi and Cochabamba
departments. Data was processed from 18 educationa centres, 4 primary health care

13 A selective samplewas taken (not arandom one) on the basis of equal representation of projectsimplemented
by the FSE and the FIS in provinces where Dutch bilateral aid projects were being carried out. Subprojects
were selected in 6 provinces in Cochabamba and 5 in Poto$. In the survey preference was given to educational
centresin rural aress.
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Table 6.12 Universe of projects financed with resourcesfrom Dutch origin

Sector FSE FSE FSE FIS FIS FIS Total Total
national Cocha Potod national Cocha Potod national Cochabamba
bamba bamba and Potod
education 291 8 48 124 13 14 415 83
primary 74 1 4 57 0 6 131 11
headlth care
water supply 29 3 0 23 0 1 52 4
others 530 530
total 924 12 52 204 13 21 1,128 98

Source: Elaboration based on FIS data.

centres and 4 water supply systems. The sample does not alow statistically significant
conclusions to be drawn. Nevertheless, the findings are believed to be indicative for the
departments of Cochabamba and Potosi.

Status and maintenance of infrastructure

Educational centres

All projects were being used for their original purpose. On average, the infrastructure of
schoolscomplied with the standards set by the Secretariat of Education. Some deficiencies
were observed in some of the older facilities financed by the FSE. The construction of all
FIS infrastructureis of high quality, although many schools had cement floors of a poor
mixture. Infrastructural problems included leakages in gutters and drainpipes, causing
water erosion in the foundation of the buildings. The nursery schools and the boarding
schools visited were in bad condition, mainly due to lack of maintenance and missing
equi pment.

Of the 18 schools visited, only 2 have fully operational toilet facilities. Most have the
facilities, but they are damaged or have been closed in order to avoid damage. In one
case (Kellu Cochain Potosi) the toilet building is used as housing for the teachers. Only
one school visited has toilets connected to the sewerage system, all others use sceptic
tanks, which have not received any maintenance. In some cases the bacteria life in the
sceptic tanks has been seriously affected by the use of chemical cleaning products. In
Cochabamba only 50% of the schools visited had fences, in Potosi this was only 20%.
Only onethird of the schools have aplay-ground. Almost all suffer from broken windows
with, on average, 20% of all glass broken. Most schools have insufficient or damaged
lighting (no bulbs, broken sockets and switches). In some cases the damaged equipment
and open wiring present a direct health hazard to the children.
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Primary health centres

Theinfrastructure of health facilities financed by both the FSE and the FISarein excellent
condition and comply with the requirements set by the Secretariat for Health. All FIS
health centres have solar panel sfor el ectricity supply and housing for the heal th attendants.
Half of the centres suffer from problems with the toilet facilities and water supply.

Water supply

Water supply installations are in good to excellent condition. Tanks are well constructed
and in one case only minor leakages have been observed. The systems visited are all
operational. Problemsreported includeinsufficient water supply to the system, and broken
or leaking tubes and connections. Community tap systems show more deficiencies and
maintenance problems than systems with domestic connections.

Staff and equipment

Educational centres

All schools in Cochabamba have sufficient teachers. In Potosi, in particular in the more
remote villages, thereis a shortage of teachers. Thelarger centres suffer from insufficient
support personnel (watchmen, administrative assistance). M ost school shave school desks
and seats supplied by either the FSE or the FI'S. The average shortage of desksand seatsis
10-20%. Serious shortages of desks, seats, tables and bookshelvesfor the teachers were
observed. Maintenance of school furniture is very poor. The number of blackboards is
insufficient; most are damaged or schools haveno chalk. In some classrooms, particularly
the multigrade, more than one single blackboard per classroom is required: each grade
should haveits own blackboard, so the observed ratio of 0.75 blackboards per classroom
represents atoo ‘optimistic’ view. With only two exceptions, none of the schools visited
had sufficient teaching materials. On average there is one textbook per four pupils (Po-
tosi), evenin pilot schools operating under the Educational Reform programme. Teacher
textbooks are absent, obsol ete or haveto be shared by a number of teachers. Most schools
do not have geographical maps, or any other teaching materials.

The status of the infrastructure and equipment of the educational centres visited is sum-
marized in table 6.13.

Primary health centres

All centres had trained personnel. In the two hospitals visited shortages in qualified
personnel were observed. In the centres constructed recently, the health attendants have
motorcyclesto visit nearby villages, while others have radio equipment to communicate
with hospitals.
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Table 6.13 State of infrastructure and equipment of educational centres (in absolute num-

bers, n=18)

Item Good Regular Bad/very bad
overall impression of the infrastructure 9 8 1
condition of roof, ceiling and drainpipes 8 8 2
condition of walls and foundations 7 4 7
condition of doors and locks 6 9 3
condition of windows/glass 6 8 4
condition of electrical equipment 7 7 4
condition of school furniture 6 5 7
condition of toilets 3 4 11
no of desks, seats/student 0.80
no of blackboards/classroom 0.75
no of students/teacher 19

no of textbooks/student 0.25
no of students/classroom 24

The number of beds in the recently constructed and implemented centres are sufficient,
but there are shortagesin the older centres and hospitals. The condition of the equipment
(medical supplies) varied from good to extremely deficient. Most medical equipment is
rather old and does not meet modern standards.

Water supply

The projects visited had an organization (committee or cooperative) responsible for the
maintenance of the water supply, including the application of chlorine. All communities
with water supply systems have trained plumbers.

Revenue generation for maintenance

Educational centres

Most school teachers consider the municipality as being initially responsible for main-
tenance of the infrastructure. Only few schools distinguish between major and minor
maintenance. Only two schools had a permanent form of fund raising for maintenance
purposes.

All educational centres supported by church organizationsor NGOs have superior mainte-
nancelevels. Thereisadirect relation betweenthelevel of organization and maintenance.
None of the schools with deficient levels of maintenance have a parents’ association or
school assistance group (junta de auxilio escoldr All schools visited in Cochabamba
have a parents association, while in Potosithisis only half.
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Primary health centres

None of the centres and hospitals visited have a system for raising funds for maintenance
purposes and rely on future assistance from the FIS, the municipality or the Secretariat
for Health. Existing cost recovery systems apply to medicine supply only.

Water supply
Administering organizations charge a fee for the use of water, generating revenue for
maintenance, for improvements and even for the expansion of the system.

It was concluded that:

— dl infrastructureisbeing used for its original purpose and in many casesfor additiona
purposes as well (e.g. schools as community centres). No abandoned projects were
found;

— thereis no significant difference in maintenance levels between projects implemented
by the FSE or the FIS, notwithstanding differencesin budget allocations for recurrent
costs (initially no provisions were made for about half the infrastructure constructed
by the FSE);

— in general, the maintenance level in Cochabambawas superior to that in Potosi;

— the best maintenancelevel swere observedin facilitieswhich have additional resources,
e.g. from churches or NGOs;

— revenuegeneration for maintenance purposeshas only been organized for water supply
projects,

— recurrent costs can be (partially) covered by revenue generation in drinking water
projects only. Revenue generation in health centresis aimed at medicine supply only
and no provisions have been made for cost recovery for other recurrent costs;

— the maintenance costs of educational centres are partially covered by ad-hoc fund
raising by parents’ associations; in most schools, no fees are charged;

— responsibility for major maintenanceisnot alwaysdefined, although most usersindicate
that municipalities are accountable.

6.6 Conclusionsregarding Dutch support for social funds
The support for social fundsin Bolivia should be considered as sectoral budget aid.

The support to the FSE and the FIS has had a high policy relevance in relation to both
the dramatic state of the social servicesin 1987 and to the priorities set by the Bolivian
government. It also fitted in well with Dutch development cooperation policies in the
Andes Region. Bolivia's efforts to obtain and coordinate donor support for the socia
funds were remarkably successful. The FIS plays a complementary and feedback rolein
defining social policiesin Bolivia.
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Atthemacrolevel, theeffectsof Dutch support for thesocial funds cannot bedistinguished
from those generated by other financing sources. In terms of attracting donated foreign
exchange, the social funds have been successful (US$ 110 million). Approximately 90%
of the capital inflow was spent in national currency and had apositiveimpact onthe current
account deficit. The FSE activities made sizeable contributions to the Gross Domestic
Product and in employment generation. The FSE represented between 0.6 and 2% of
GDP during the 1986-90 period. The FIS has had less impact at the macroeconomic
level, because it involves smaller annual investments and does not aim at employment
generation.

During the FSE period, theincreasein public expenditurein the social sectorswas modest,
but it gradually gathered momentum afterwards. Both the FSE and the FIS have been
the government’s main vehicle for public investment in the socia sectors. The partia
additionality of the external funds can be considered as the best aternative in terms of
resource allocation.

Although the social funds have most likely contributed to improvement of the socia
indicators at a national level, this contribution is methodologically difficult to prove.
They have contributed indirectly by creating an enabling environment (by means of
improvementsin and expansion of the infrastructure) for other programmesin the social
sectors, such as Educational Reform. The FSE was not the most effective instrument in
improving socia indicatorsat anational level, sinceit did not allocate its resourcesto the
most needy social strata, sectorsor regions, but to thosewith the best capacity to formulate
projects. The current FIS no longer aims to improve national indicators and preliminary
studiesindicate that the benefits of FI'S financed projects should be interpreted carefully,
because of areplacement effect (children abandoning the school in their village to attend
a better FIS-financed school elsewhere).

The strategies of the FSE and the FIS to aleviate poverty were simple. The FSE aimed
to provide short term employment and the FIS basic low-cost social services to the poor
segments of the population. Both the FSE and the FIS were financing institutions and
not implementing agencies, initially responding only to demand-driven proposals from
communities and population groups.

The FSE had positive effects on poverty alleviation, although it did not directly reach its
target group of ‘new poor’. Only 10%—20% of the ex-minerswere employed by the FSE.
The poverty relief effects of the FIS have yet to be proven, but most likely it has enhanced
the access of the poor to social services, but had no impact on incomes.

The effects on women have been negligible in terms of employment generation (FSE),
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but positive effects have been observed in terms of use of the socia infrastructure and
services, in particular in drinking-water supply and health care projects.

The operating efficiency of the FSE wasrelatively high, maintaining low operational costs
and quick disbursement procedures. However, efficiency in resource allocation was low,
due to poor targeting. The FIS had better planning procedures and therefore allocated
resources more efficiently, but higher operational and administrative costs. Until 1994,
the efficiency of the World Bank in administrating the Dutch resources was low and
deficient in terms of information sharing. The World Bank’s supervision of subproject
approval proceduresfor the FSE and FIS was slow and troublesome.

Regarding sustainability, it was concluded that the role of the FIS has changed over
time. It has become an open ended institution, and one of its functions has become that
of external fund-raiser to the social sector. Sustainability does not depend only on the
public budget contributions to the FIS, but on national capacity to continue improving
and maintaining social services, whether this is financed from national resources, local
government funds or user contributions. The 1995 decentralization laws contribute to
sustainability.

Although until 1993 little attention was given by either the FSE or the FIS to the con-
solidation and sustainability of subprojects, the ones evaluated (in particular educational
centres) are usually well used and regularly maintained. However, there are deficiencies
in the sanitary facilities, equipment and teaching materials.
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Annexel The Policy and Operations Evaluation
Department (10B)

The Policy and Operations Eval uation Department, al so known by its Dutch acronym OB
or Inspectie Ontwikkelingssamenwerking en Beleidsevalistienducting evaluations
of Dutch foreign policy as far as executed under the responsibility of the Minister of
Foreign Affairs and the Minister for Development Cooperation. The IOB is part of the
Ministry of Foreign Affairs. It isanindependent unit which directly reportsto the Minister
concerned who submits the studies to Parliament. These reports are discussed with the
Permanent Committee on Foreign Affairs with respect to follow-up actions.

The predecessor of the I0B, the Operations Review Unit |0V, was established in 1977
and carried out evaluation studies of Dutch aid policy only. Following a reassessment of
the Dutch foreign policy in 1996, the mandate of the evaluation unit was broadened to
include other fields of foreign policy aswell. Initially 10B’s emphasis was on individual
project evaluations. About 250 such evaluation reports were produced. Since then, the
emphasis has shifted from individual project evaluationsto comprehensivethematic stud-
ies focusing on policies and modalities of implementation and covering sectors, themes
or programmes. External independent experts participate in the various phases of the
research under the responsibility of the evaluation department. Increasingly, institutions
or expertsin the recipient countries are invited to participate in the field work.

Thefinal reports, based onthevariousfield and desk studies, arewritten by |OB’sown staff
and published under its responsibility. Examples of thematic studies include: Evaluation
and Monitoring, Interinstitutional Cooperation in Higher Education, Humanitarian Aid
to Somalia, Environment and Devel opment Cooperation, and Fertiliser Aid.

In 1994 studieswere published on the Netherlands country programmesin India, Mali and
Tanzania. Similar studies were initiated on the programmes in Bangladesh, Bolivia and
Egypt. These latest studies also gave attention to non-aid bilateral relations between those
countries and the Netherlands, in according with the IOB’s new mandate. Authoritiesin
recipient countries are kept abreast of the process of the evaluations and are invited to
comment on draft reports. A reference group consisting of external experts and Ministry
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staff is appointed for every study. The reference group has three functions: to advise
on methodology and approach, to counsel on relevant devel opment theories, and to give
feedback on evaluation results.

Increasingly |OB participatesin multi-donor eval uations. Examples are the eval uation of
the World Food Programme, the European Union Programme Food Aid and Emergency
Assistance to Rwanda.
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Table A.1 Overview of principal requests for use of the balance-of-payments support pro-

gramme

Year Request Bolivia Response by the Netherlands

1982/83 fertilizers approved

1982/83 insecticides approved, only Diazinon

1982/83 medicines approved

1982/83 veterinary products initially approved, later rejected

1982/83 seed potatoes no decision

1984 fertilizers approved

1984 insecticides approved, only Diazinon

1984 Fokker F27 airplane approved

1984 medicines initially rejected, later approved with
remaining funds 1982/83/84

1986 microwave communication radio ENTEL rejected

1986 materials for AASANA (airports) rejected

1986 chalk factory rejected

1986 railway material rejected

1986 experimental factory for balanced food no decisior

production

1986 spare parts Fokker F27 airplane approved

1986 second airplane Fokker F27 rejected

1986 agricultural inputs and equipment approved: threshers, mills, pumps,
insecticides, and fertilisers

1986 SL Philips low-energy light bulbs approved

1986 reimbursement pipes for Y PFB approved

1986 dredger-suction pump rejected

1986 electricity turbine for Camiri rejected, but implemented with
reimbursed funds for Y PFB invoices

1986+~ popular housing scheme rejected

1988/89+* fertilizers approved

1989/90** agricultural equipment and pumps threshers and pumps approved

1989/90 medicines rejected

1990/91** fertilizers approved

1990/91 medicines rejected, but funded with resources
for the Andes Region

Source: Based on DGISfiles.
Notes: *No decision: files do not contain any decision. **In these years, part of or total allocations were used

for debt relief.
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Table A.2 Volumesof fertilizer aid by formula and year (in metric tonnes mt)

Year /type Urea 46% DAP Total
18-46-0 15-15-15 23-23-0 17-17-17
1983/84 ? - ? ? - 10,000
1985/86 2,911 - 2,530 4,585 - 10,026
1987 500 - 500 3,000 - 4,000
1988 1,000 - 1,000 3,400 - 5,400
1989 500 4,500 - 1,000 500 6,500
1990 2,000 3,000 - 500 1,000 6,500
1991 2,000 4,000 - 1,000 1,500 8,500
1992 1,500 3,000 - 500 1,000 6,000
1993 1,500 3,000 - 500 1,000 6,000
total 11,911 17,500 4,030 14,485 5,000 62,962

Source: Buitendijk 1995e.

Note: Until 1988 Urea 46%, 15-15-15 y 23-23-0 were supplied. From 1989 onwards Urea 46%, DAP 18-46-0
y 17-17-17 were delivered. Minor quantities of 17-50-0 are included in the data for DAP 18-46-0, since it is
basically the same type of fertilizer.

Table A.3 Volume of fertilizer aid by year and Department (mt)

Year/D