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Proposal and Recomendations
For the Review of tl'e
Developmt Loan Comittee '

© BOLIVIA - AGRICULTURE SECTOR LOAN




DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WABHINGTON, D.C. 20323

UNCLASSIFIED
AID-DLC/P-2066

December 20, 19Tk

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: Bolivia -~ Agriculture Sector Loan

Attached for your review are recommendations for authorization

of a loan %o the Government of Bolivia in an amount not to exceed

nine million twc hundred thousand dollars ($9,200,000) to assist

in the financing of the United States dollar and local currency

costs of un agricultural development program for Bolivian small farmers
in s2lected geographic regions.

This loan proposal is scheduled for consideration by the Development
Loan Staff Committee on Fridasy, Cecember 27, 1974, Also, please

. Not. ,..r concurrence or objection is requested at the meeting.

If you are & voting member a poll sheet has been enclosed for your
response.

Development Loan Committee
Office of Development
Program Review

ttachments:
Summary and Recommendations
Project Analysis
ANNEX T - Exhibit b
(the balance of the annexes will be
the sublect cf a separate printing;
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BOLIVIA - AGRICULTURE SECTOR I _TLOAN

SUMMARY AND RECOMMENDATIONS

BORROWER :

The Government of Bolivia (GOB) will be the Borrower. The executin
agency wiil be Ministry of Campesino Affairs and Agriculture (MACAG?
which is charged with the development of the Bolivian agriculture
sector. ‘

Four other public organizations will directly participate with loan project.
Two of these organizations are decentralized public institutions under

the jurisdiction of the MACAG: the National Community Development Service
(NCDS) and the Bolivian Agricultural Bank (BAB). The two remaining organiza-
tions are the public universities located in the cities of Cochabamba and
Santa Cruz.

AMOUNT AND 'TERMS OF THE LOAN:

An A.I.D. 1oan';ot to exceed $9.2 million is proposed. The loan would
be repayabls over LO years including a grace period of 10 years on prin-
cipal and with interest at 2% per annum during the grace period and 3%
per annum thereafter. An estimated 56% of the loan will be converted to
Bolivian Pesos to meet the projected local currency requirements.

GOALS AND PURPOSE:

The goal *of the GOB and the USAID/B Mission in the agricultural sector

is to increase per capita income and to improve the standard of living

of rural pecple. To assist in the attalnment of this goal, the sub-goal
of A.I.D. assisted, GOB programs in the agricultural sector is increased
factor productivity and increased production of basic food crops and live-
stock produced in the small farm sub-sector.

The purpose of this loan is: (1) to develop improved technologies and more
modern mauagement practices relevant to the small farm operators of the
valleys of central Bolivia and the newly developing agricultural areas

of the lowlands of eastern Bolivia; (2) to extend to these small farm
oparators improved technologies and more modern mesnagement practices;

(3) to broaden the availability of and assure the target small farmer ef im-
access to necded inputs, information, financing, and markets; and (4)
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30 develop the capacity of the MACAG's Offices of Economics and Sta-
tistics and Planning to generate basic data, analyze problems and
opportunities, and formulate and implement coordlnated policies and
programs for the sector.

PROJECT DESCRIPTION:

The Project contemplates the strengthening of agricultural reseerch,
extension, and the use of modern factors of production through the
development, expansion and decentralization of essential public services
in the high valleys and newly developing Eastern lowlands of Bolivia.
Projects funds will be utilized to (i) improve agricultural sector manage-
ment, (1i) enhance technologicel development, (1i1i) make available credit
resources, and (iv) accelerate agriculture education and training.
Activities to be implemented under these four general components are des-
cribed below. The Project will establish an agricultural production and
marketing data center which will improve and expand upon the activities
currently carried out by the Ministry's Division of Econcmic and Marketing
Studies. The center would also assume part of the marketing data collec-
tion activities currently being carried out by the Ministry of Industry
and Commerce., By employing improved linkages with the MACAG regional

‘and field offices, the center wculd improve the gquality of MACAG data

and the timelines of their release, expand crop coverage, initiate crop
production forecasts in the major commodities and expand the currently
limited anulysis of crop production costs. Concurrently, timely merketing-
situation and pricing surveys, covering both product and input markets,
would be conducted on a periodic basis and the appropriate data dissemi-.
nated in timely fashion to local producers and marketing elements. While

the activity of this data center would essentially be national scope, initial
priority would be assigned to the needs of the basic commodities and target
groups addressed by the other project components.

Parallel to the activities noted above, this Project will assist in the
expansion end improvement of the MACAG's sector analysis and planning
capacity. '

The Project will strengthen agriculitiral research and extension services
and expand the use of modern production factors, principally through a
strengthening expansion, and organizational decentralization of essential
public services to the target clientele. This will involve the creation

of three s:rong departmental (geographical) units in Cochabamba, Sucre

and Santa Cruz, organized administratively into MACAG("regional service
centers"). These centers will focus on the development of crop- specific, .
small-farm level technologlies to be disseminated via an integrated delivery
system cousisting of expanded extension services, new credit resources,
incressed avallebllitiecs of aodern inputs, assistance to cooperative
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organizations, market and price information services, an expanded seed
improvement. program, etc. These center would draw upon and coordinate

the related services of MACAG's research and extension services end semi-
autonomous public agencies, such as the Agricultural Bank, the National
Community Development Service, the Colonization Institute, as well as the
research capabilities of the two Bolivian University agricultural faculties
in Cochabamba and Senta Cruz.

Project funds will be used to establish a credit fund designed to meet
the short and intermediate-term production credit requirements of the
target group. Such credit will be made available tu groups of farmers
on a cooperative basis, as well as 1o individual borrowers under directec
credit programs.

Interest rates will be established in accord with the GOB's more general
credit policy, currently 13%. The spread between tnat rate and the AID
loan interest rate will be utilized to cover the administrative costs of
disbursing, collecting, and accounting for sub-lcans, and to establish a
bad debt reserve. The Agricultural Bank of Bolivia will serve as the
fiduclary institution and bear the credit risk. However, the BAB will
rely on local credit committees, whlch will include government officlals
such as agricultural extensionists, cooperative agents of NCDS, and local
community leaders for assistance in establishing regional operational
guidelines and for guldance in credit decisions. These agents would also
provide supzrvision and direction directly to loen clients as part of the
supervised production credit program. The fourth component of the Prdject
involves the upgreding of the professional and technical capabilities in
the related units and institutions directly concerned with the Project.
That effort will include extensive in-service training activities to be
carried out principally under the separate technical assistance project
ara th ugh short and long-term external training under this Project.

In total it is/proposed to train under the various project components
approximately 25 BEolivians o the MS level and approximately five to the
Ph. D. level. Tentatively, this distribution includes eight in the field
of agricultural economlcs, policy and planning, credit and marketing;

12 in the plent sciences, six in animal sciences and four in agricultural
extencion and education.

The specific activity under this project component relates to the need to
improve the quality of agricultural greduates from the Bolivian Univercity
system. ‘The two princlpal universities with agricultural faculties are
both within the tesrget area of this Project, Cochabambs and Santa Cruz,
anG, as noted earlier, this Project envisions their increasing involvement
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in the exyansion of agricultural research. For these universities to
become more useful to the sector program, there is e need to ,expand their
related curriculum to include new courses in farm management, credit,
marketing, etc., and to improve the quality of their instruection in the
plant and animal sciences. Assuming satisfactory mutual accord on the
upgrading of the relsted curriculum and the relation of the faculties

to the work of the regional service centers, loan funds for both short

and long-term training would be made available to initlate the faculty
training programs specifically related to the objectives of the Project.
Approximately § faculty members would be candidates to receive MS level
and supplementary training in the following areas: a) plant sciences (4)j..
animal sciences (2); ¢) asricultural economies (2):: and d) marketing (2).
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FINANCIAL PLAN:

The cost cf the Agricultural Sector Project is estimated at $1h, 850,000,
with a GOB input of $5,650,000, representing 38% of project costs, end an
AID loan of $9,200,000.

a. Proposed Use of goan Funds

About 4h% of AID loan funds will be used for foreign currency procures
ment (AID Geographic Code 941 sources) of equipment, materials and vehicles,
particlpant training, technical assistance and feasibility studies. A
smell part of the credit fund will be identified directly with products,
mostly chemicals, of known U.S. source and origin. About 56% of the loan
funds will finance local currency costs of the project. The largest part
of this will be devoted to the credit fund ($3.5 million) and to engineer=
ing and construction ($1.370 million). In both cases there will be some
indirect foreign exchange costs, difficult to measure.

The GOB contribution to the project will include new salary and operat-
ing costs, a contribution of $1 million to the credit fund by the Agricul-
ture Bark and funds for the seed multiplication fund and f.. .ibility
studies. All GOB expenditures are expected to go for local costs.

b. Tabular Summary of Financial Plan

The following table shows the project cost breakdown by components,
foreign exchange and local costs and by loan and GOB financing,

DETAILED FINANCIAL PLAN

\US $ 000)
Component LOAN G OB
’ FX IC
I} Improved Sector Management
A. Agric. Data & Mktg, Info
Materials and Equipment 200
Vehicles 75
Salariec and Operating Costs 500
Participant Tra‘ning 50
b. Frlicy ana Planning
Materiels and “3vipment Q0
Velicler 15
Salaries i Operating Costs 300
Partic:part Tiaining 100
Technical Assistance (il m/m) 70

/
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Component

II) Technological Development

A,

B.

Agricultural Research

Engineering & Construction
Materials & Equipment
Vehicles

Salaries & Operatings Costs
Participant Training
Technical Assistance

(41 m/m)

Agricultural Extension

Engineering & Construction
Materials & Equipment
Vehicles
Selaries and Operating Costs
Participant Training
Technical Assistance

(18 m/m) '

Seed Improvement

Ergineering & Construction
iaterials % Equipment
Vehicles

Salaries and Operating Costs
Muitiplication Fund

Sma il Farier Training

Enginecrine & Construction
Matzrials & Equipment
Mobile Units

Salaries and Operating Costs
Participant Training

VMarketing Development

Feagblilivy 3tudies

250
100

350

205

250
135

150

150
150

- 100

100

50

500

510

100

200

250

UNCLASSIFIED

GOB_

1, 300

850

00

N W
o
o

Lco

100
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Lonan GQB__
Component FX IC
III) Agricultural Credit
A. Supervised Production Credit
Loan Cepital 500 3,500 1,000
Vehicles 100
Technical Assistance
J40 m/m) 200
Salaries & Opersting Costs 650
Participant Training 100
IV) Agricultural Education ;
A. Improved University Preparetion
Participant Treining 200

Salaries & Operating Costs

TOTALS

SUMMARY Or BENEFITS:

The internal rate ot return to the project, which quantified only the
increase in net returns of target farmers and ignores such other benefits
as gairs from sectoral management, is calculated to be L45.4%. Annual
income increases for the small farmer, i.e. net income defined as gross
value of ocutput minus cash input costs, are estimated at about 25% per
annum for those invcived in the project. Food availabilities in the
departmertal and provincial capitals of the target area should increansc

by about 2C%, Total output of the farmers in the target area should
increase by the end of the project implementation plan by about $20, 000,000
or four times the initial credit allocations.

PROJECT BATKGRCUND:

Currently the agricultural sector in Bolivia, with about 90 percent of

its farmers annually cultivating perhaps no more than three to four
hectares, provides a livelihood for two thirds of Bolivia's population,
Yet, the sector contributes less than 20 percent to Gross Domestic Product
and per capita output of food is about 15 percent below the average for
Latin America  Internally, food demand is increasing at about 4 percent
annuelly while domestic food production has been increassing at less than
2 percent per year,

The sSector Assessmernt has ldentified a series of major problems retard-
ing the develcpment of the agricultural sector, including the following:
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a) inadequate research and extension activities necessary to
develop and deliver a technological base to support development of
a modern agricultural sector;

b) absence of a sufficient number of well trained scientific and
professional personnel in public agencies serving the sector;

e¢) low skill levels in the rural labor force which limit its
capacivy for participating in the modernization prccess;

d) limited availability and high cost of modern production inputs;

e) 1lack of credit resourcesto firence modern production inputs
and the absence of an effective system for distributing credit in the
smal. Tarm sector; and

f) poorly organized public services serving agriculture, lack of
sufficient budget support for those services, and an inadequate plan-
ning capacity in the Ministry of Agriculture. .

Largely as a result of these constraints, Bolivian agriculture has

been increasingly characterized by a dual economic structure with rapid
development of large scale modern agriculture in the Santa Cruz sarea

and a small farm sub-secior that is only slowliy being integrated into

the modern economy. Low and stagnant levels of productivity, inadequate
family income, poor nutrition, and limited capability for supply response
characterize the small faim sector.

Recognizing that the above constrsints are interrelated, the GOB's
emerging iong-run strategy for agricultural development has the follow-
ing four principal components: &) to encourage a shift to more modern
producticn methods in the small farm sector by developing an improved
technology relevant to the needs of the small farm sector and by
encouraging increased utilization of modern production inputs; b) to
develop human rescurces availavle to the sector through better educa-
tion at the primary and secondary level in rural areas, increased
oppertunities for agricultural vocational education, improved agricul-
tural university level training, and more effective adult education
programs nHroviding more relevant agricultural

informa-
“ion to larger nunbere of rurai pecple; c¢) to provide a policy environ-
rent which ensures adegquate econcemic incentives for investment in agri-
culbure ar.d wrich 7. conducive to greater private seector varticipation
ir both agricultural production and marketing activities; and d) to
improve the public services directed toward agriculture through reor-
ganizing and strengthening government prosramg which affect rural
peonle,
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As explained in the 8ector Assessment (pp 278-279), the constraints
listed above are highly Interrelated, therefore AID's overall sector
assistence strategy is designed to address several bottlenecks simul.-
taneously. This proposed Sector Loan, along with a proposed grant
financed Technlcal Assistance Project, are directly related to the
following three of the five sets of priority development problems
identified in both the DAP and Sector Assessment as of particular
concern to the USAID program: a) Sector Management, b) Key Crop
Productlon and Marketing, and c) Agricultural Education. (For a
fuller discussion of these deve¢lopment problems, see pp. 291, 295,
and 298-300 of the Sector Assegsment.)

The particular mix of activities to be undertaken under the first
Sector Loan represents those programs which, in the Judgment of the
Mission and MACAG, can effectively utilize the planned inputs and

at the same time have a significent impact on easing the interrelated
constraints noted above. The phasing of future sectcr progrems to
address additional problem areas such as small farmer organizsion

and farm-to-market transportation is discussed in the Assessment

(pp 289-302). Inasmuch as this proposed loan and the proposed new
grant program are mubually supportive, it is of course assumed that
these two elements of the assistance program will go forward pari passu.

OTHER DONORS:

The Export-Import Bank, the World Bank Group and the Inter-American

Bank have indicated nec interest in financing this project. Both the
tiorld Panyw and the Interamerican Development Bank are active in

otker prcgrams in the Bolivian Agriculbural Sector anc the various

agency plans take irnto account and are designed to support and complement
each other.

T0AN ADMINISTRATION:

Stancard 2.1.1., loan disbursement sand procurement procedures are expected
to be foilowed. Engineering and construction will be contracted for,
Standard procedures will be used for material, equipment and vehicle
procurement with most cf it procured by Letter/Commitment/Credit
vechniques., Ve will have complete implementation :nd evaluatinn nlans
submitted tv the Bor.rower and approved by USAID for eachn cumponent,

pefore ary disburserent is made for that component.

3TATUTORY CRITERIA:

A1l statugory oriteria lave been met, (see Annex I, Exhibit 3),
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ISSUES:

As indicated in the body of this CAP the issues raised by the Intensive |
Review Request and the IRR cable hasve been addressed and resolved. 7
There remalns an issue as to the level of lending for the Credit Fund. |
Assuming fully successful implementation of the Project, availability

of credit tu assist farmers turn to new technology could limit

project success in the fourth year. The question then 1s whether

the loan should be increased at this time or the problem addressed

in later assistance.

RECOMMENDATIONS:

On the besis of the conclusions of the Capital Assisgtance Committee
that this project is technically, economically and financially sound,

it is recommended that a loan be authorized to the Government of Bolivia
in an amount not to exceed $9.2 million, subject to the following terms
and conditions:

a. Interest and Terms of Repayment

The Borrower shall repay the loan to A,1.D. in United States dollars
within forty (40) years from the date of the first disbursement under
the loen, including a grace period not to exceed ten (10) years.
Borrower shall pay to A,I.D. in United States dellars on the outstanding
balance of the loan interest at the rate of two percent (2%) per annum
during the grace period and three percent (3%) per annum thereafter.

b. Other Terms and Conditions

In additicn to the stsndard conditions and covenants associated
with A.I.D. lending, the Loan Agreement should include the following:

1, Condi-ions

a. PFPrior to the {irst disbursement or the issuance cf any commit-
menit documencs under the Loan, the Borrower shall submit to A.I1.D., in
forn and substance satisfactery to A I.D.:

1) evidence ot a budgetary plan which, during the life
of tue Froject, increases the agriculture sector budget to levels sdequate
to provide tor .slery increases of existing personnel, hiring of new
personrel, AT.D., program counterpart requirements, program operations,
and larger =2llosaticns te field activities of direct benefit to small
farmere:

(iis eviderice 01 agrecments between the MACAG and the
Secentruiized »ublic drnstitutions; including the NCDS and BAB, and the
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Universities in Cochabamba and Santa Cruz which set forth their
reepective roles, responsibilities, and contributions to the Project;

(iii) evidence of a Supreme Decree establishing a separate
gupervised credit fund withir e BAB for the benefit of the small
farmers of the Project area; :und

(iv) evidence of the design and establishment of an

adequate system of accounting, budgeting, and auditing procedures within
the MACAG.

" b. Prior to any disbursement or issuance of any commitment
documents under the Loan for any purpose other than %c f{inance ccnsult-
ing enginerring, design, or technical assistance services, the Borrower
shall submit to A.I.D., in form and substance satisfactory to A.I.D.:

(1) evidence of a time-phased implementation plan
( e.g. & PERT or Critical Path) for the Froject showing interrelation-
ship with and priority relative to other components and activities;

(ii) evidence of a time-pnased plan to reorganize and
strengther agriculture sector public services which is designed to
eliminate duplicative efforts and improve cperational efficiency; and

¢. Prior te any disbursemegnt or issuanee of any commitment doe-
uments under the leair fer eacsh snbw ctivity, a time-phased implementation.
svaluatien pian fer each such cemponent or activity of the Preject cem-
plamentary te the Prejmet plan d@au*ibed in sub-paragraph 2 (bg above,

-y

Coverusnts
The Borrewer shall covenant:

I

) that the increzsed agrici.ltursl sector budyet
roquisscl Ty the Froject stove will be provided at tne lerels indiczthed
“ner: ir. and tiat these iczvels will te maintained after the termination
of the £,I.D, loar;

“i, e provide acequate staft and esupp.rt on a Limcly
I

vasl: tc. isver uliia, che MAlhs's AgrlvulturaT Statistics and Vlienring
Opfis Tesearch =4 Y¥xtensicr Sorvices, and Adult Education Units
wiich mll he

ztiached to agriculiural scrvice center
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that the interest rates charged to any sub-borrower

will be equivalent to 13,0% or such other rate as the Borrower and

A,I.D. may establish through future arrangements, except as A.I1.D. may
otherwise agree in writing;

(iv)

to maintain the newly created credit fund for

small rarmers in the Project area at an amount equal to the peso
bolivianos equivalent of the dollars disbursed to the Borrower by

A,I.D, for the fund; and

(v)

that funds will be mede avallable to the newly created -

credit fund, on a timely basis, to fund any shortages that may occur
in carrying out the Project. '

(vi) Borrower covenants to provide price policies which
will provide incentive to production on the part of the affected
group including consideration of the cost of the group for needed
inputs, and, fertilizers, pesticides, etc. and the cost of credit.

COMPOSITION OF THE CAPITAL ASSISTANCE COMMITTEL
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A, Introduction

1. Program Goals

As discussed in the fgriculture Sector Assessment, the basie,
GOB agricultural sector goal is to increase per capita income and to
improve the standard of living of xural people. To assist in the
attaioment of this goal, the sub-goal of A.I.D. assisted GOB programs
in the agricultural sector is increased factor productivity and in-
creased production of basic food crops and livestock produced in the
small farm sub~-sector of the intermountain valleys of central Bolivia
and the developing agricultural areas of the lowlands of eastern Bollivia.

2. Project Purmpose

The speciflc purposes of the Agriculture Sector I Loan are:
r) to develop improved technologies and more modern management practices
germane to the small farm sub-sector of the valleys of central Bolivia
and the newly developing agricultural areas of the lowlands of eastern
Bolivia; b) to extend to small farm operators in the specified reglous
improved technologles and more modern menagement practices; ¢) to broaden
the avallability of anjassure the target small farmer improved access
to needed inputs, information, financing, ond merkets: and d) to develop
the capacity of the MACAG's offices of Agricultural Statistics snd Plen-
ning to generate baslc data, analyze problems and cpportunities, snd
formulate and implement coordinated policies and progrems for the sector.

To achleve the purposes 0f the Project outlined above, the
following items will be financed from A.I.D. loan funds:

1. the establishment of a revolving credit fund to meet the
short snd intermediate-term production credit needs of the small farmer
target gronup;

2. the creation of Agriculture Service Centers (ASC) in Co-
chabamba, Sucre, eond Santa Cruz and the development and improvement of
related suvpport facilities by elther renovation or new construction:

3. the procurement of egulpmenti, materials and vehicles to
enha.ice the capability of the MACAG's Agricultural Statistics and Planning
Offices and the ASC's and their related supporting facilities.
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4. the provision of short and long-term participant training
for selected personnel within the MACAG's Agricultural Statistics and
Planning Offices, the Bolivian Agriculture Bank (BAB), the agricultural
faculties of the Universities of Cochabamba and Santa Crugz, as well as
within other MACAG units end institutions’ related to the Project;

5. the procurement of technlcal assistance to improve the
MACAG's agricultural economics and administrative capability; the ASC's
capability in the flelds of research, plent and animal sclences, and

extension; and the operations of BAR offices in the geographic areas of
interest; and

6. the execution of feasibility studles in the area of marketing

emphasizing merketing problems and possibilitles within the Projects target
group and commodity focus.

3. Ratlonale

Currently the agricultural sector in Bolivia, with about 90
percent of its farm femilles annually cultivating perhaps not more than
three to four hectares, provides a livelihood for two-thirds of Bolivia's
population. Yet, the sector contributes less than Z0 percent to Gross
Domestic Product,and per capita output of food is about 15 percent below
the average for Latin America. Interually, food demand is increasing
at about L percent annually while domestic food prcduction has been in-
creasing at less than 2 percent per year. :

The Sector Assessment has ldentifled a series of major problems
retarding the development of the agricultural sector, including the
following:

a; 1inadequate research and extension activities necessary to
develop and deliver a technologlcal bease to support development of a
modern agricultural sector;

b) absence of a sufficient nunver of well trained sclentific
and professional perscnnel in public agencles serving the sector;

c) low skill levels in the rural labor force which limit its
capacity for perticipating in the medernization processs

A

d! 1imited uce end avallability of modern production inputs;

e) lack of credit vesources to finance medern production inputs
and ths aorrence of o effective systean for dlstributing credit in the
crall fery; secttri aopd
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f) poorly organized public services serving agriculture, lack
of sufficient budget support for those services, and an inadequate plen-
" ning capacity in the Ministyxy of Agriculture.

Largely as a result of these constraints, Bolivian agriculture
has been increasingly characterisaed hy a dual economic structure with
rapid development of a small but modern large-scale agriculbure sub-sector
in the Santa Cruz area and a large, small farm sub-sector that 1is only
slowly being integrated into the modern economy. Low and stegnant levels
of productivity, inadequate family income, poor nutrition, and limited
capability for supply response characterize the small farm sub-sgector.

Recognizing that the above constralnts are interrelated, the
GOB's emerging long-run strategy for agricultural development has the
following fcur principal elements: 1) to encourage a shift to more modern
production methods in the small furiw sub-sector by developing an improved
technology relevant to the needs of thet sub-sector and by encouraging
increased utllization of modern production inputs; ii) to develop human
resources avallable to the sector through better education at the primsry
and secondary level In rural eveas; Iincreased opportunities for agricul-
tural vocational education, laproved sgricultural unlversity level training,
and more effective adult education programs providing more relevant agri-
cultural information to larger nuiber of rural people; i1i) to provide
a policy environment which insures adequate economic ilncentives for invest-
ment in agriculture and which ls conducive to greater private sector
participation in beth agricultural production and marketing activities;
and iv) to improve the public services directed toward agriculture through
reorganizing and strengthening government programs which affect rural
people.

As explained in the Sector Assessment, the constraints listed
above are highly interrelated. Thercefore, A.T.D.'s overall sector
assistance strategy is deslgned to :ddress several constraints simultaneously.
This Agriculture Sector I Loan s 4 with a proposed grant financed Tech-
nical Assistance Froject {see B 'oods Production and Marketing PROP
of October 7, 137h) is directly ted to the following three of the four
sets of pricrity, long-term develolient problems ldentified In both the
DAP and Secvor Asse:ssment as of perticular concern to the USAID program:
Sector Management, Key Crup Preductlon and Marketing, and Agricultural
Education. (For a fuller discus:ics of these development problems, see
pPp. 261-195 and 298-300 of the Secior fusessmenty) The phasling of future

sector programs to sddress additionzl problem areas such as small farmer
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organization and farm-to-market transportation is discussed in the
Assessmer.t (pp. 289—302).$7r Inasmuch as this prcposed Loan and the
proposed new grant program are mutually supportive, it is of course
assumed that these two elements of the assistance program will go
forward together (see I, D, 3 below).

Critical to the successful utilization of the assistance proposed
under both the grant and loan project elements is the need for the GOB
to teke the steps to strengthen its own staff both in terms of nwmbers
and quality, to provide adequate budgetary support for those actl.vitles
towards which USAID assistance will be directed, and to further rationalize
the sector’s public services. As paorcelved by both the Mission and MACAG,
this will require, inter alia: (1) the release of a limited number of
current MACAG staff to take edvaat;un of training opportunities; (ii)
substantial salary i1ncreases for profe ssionally qualified and technically
"brein drain"; (1i1) sdditional permenent
1
v

trained personnel to avold the b}

staff augmentations to support selected acfivities urder the three priority
) increased operational budgets, es-
r

assistance areas described above; {
pecially in support of extension and research functions; (v) improved
agricultuvral planning and inforrat*rﬂ systems; and (vi) selected reorganiza-

tion of the varlous public services for egriculture.

:C
1

The GOB recently has demor:strated its concern ror luproving
agricultural public services by consclidating the MACAG (previously con-
sisting of two Ministries), expo z the responsibilities of the Natlonal
Community Development Service (HCD5;, and increasing salaries and operating
budgets in the extension service. Further GOB actions upon which the
proposed essistance program would be cenditioned sre discussed in the Loan
Administration section of thlz ¢ ©. Most have been included in the GOB's

oD
S WA CE i

Loan Application (see iAnnex !,

B. Frojecl Focus

Given it scope of the secizz's problem, USAID nas determined that,
in order for tne program to be manoeable, initial activity should be
focused on limlted ercas and s P crops.  We fully expect however,

i .t R Aot

1/ The Mission intends ! cudress oo fourth long-term priority development
recuirement, Small Foorer orgeni through the proposed Small Farmer
Organtzation Im;ICJ_md,t ] ricultural cooperative development

. R , NI . z
tecpncical acsis cooe o nned for FY-1976. A fifth priority

develogment orohom, o i ) ~2 Medium Term Supply Response in the
secessment, Lo oaddresssd by the p “vei FY- ~1G75 Fasic Focds Production Lecan.
CtW o the r)OpCue: ¢, heo Crop Sion and Merxeting is also addressed

e propoese’ o T pac o apeat Hoads Loan
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that the progress made and lessons learned will be applied elsewhere.
The initial focus is described below:

1. Geographic Area

With the exception of the sector management component which is
national in scope, the areas of concentration of the proposed Loan would
be the valleys of central Bolivia and the newly developing agricultural
areas of the lowlands of eastern Bolivia. As shown in Annex VII, Exhibit 1,
the principal areas of influence of the Project represent & “rlangle in
Central Bolivia, with services emanating from the service certer complexes
headquartered in the cities of Cochabamba, Sucre, and Santa Cruz. As
dlscussed in the Sector Assessment;, the reasons for concentrating on
these regions include the following:

1) The central valley region is one of the poorest and most
overpopulated in Bolivia with serious minifundia problems and a stagnant
technology. About one-third of the rcural population lives in this region.

2) The central Bolivian lowlands, with an extensive land resource
base, has th: greatest potential for rapldly increasing agricultural pro-
duction, as well as for absorbing significant numbers of rural migrants
from the overpopulated valley and Altiplano reglons.

3) Many of the principal crops produced or capable of production
in these reglons are critical to improving the nutrition of basth urban
and rural poor, whlle others are lgportant in saving forelgn exchange.

oL

4) These aress are a coem of the larger agricultural and
rural development problem in 3o +; and the experience gained under
the proposed Project can be applied {5 other areas.

5) The two regions are Zirked by an all weather road which
facilitates movement of people =nd produce, and there are strong marketing
linkages between the two regions.

6) Both regions heve major universities with agricultural faci-
lities.
<. Lxeps
Fagnasis will be given to commodities for domestic consumption

that (i) gre currently or pocentially important farm enterprises for
the target farmer group: (1i} cocarribute to satisfylng the nutritional
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needs of both rural and urban consumers, and (111) offer significant
potential for increasing farm incomes In rural areas. Four clanaen

of commodities meet these criteria: basic grainu, ollueada, vegetable
crops, and animal proteins. More specifically, primary attention will
be given: (1) to methods of increesing production of corn, vheat, rlce,
soybeans, and peanuts, (11) to production systems which glve attention
to high~income yielding vegetables, end (111) to improved management
practices to increase the output of dairy products, poultry, and pork.

3. Target Group Profile

The primary target group toward which USAID assistance would be
directed both under this Loan and the complementary grant project, is an
estimated 200,000 rural families in the small-farm sector of the central
Bolivian vallgys and the newly developing lowland area north of Santa Cruz
in the oriente. This group accouats for sbout 1/3 of the rural population
of Bolivia. While the larger part of this target group is located in
the valleys, the recent growth of the small farm sector in the oriente and
the agricultural opportunities offered by tnls region warrant attention
to the development problems of this group as well.

Among this target group trauditional production techniques, re-
manett of the ancient Incan civiliization and colonial period continue
to be used on small holdings which often are no more than 1-2 hectares in
the valleys and 6-8 hectares in the oricate. Crop production is the
principal subsistence activity w a limited share of farm output
being surplus to the femily's neads. Livestock are of secondary im-
portance, and consist mailnly of barnyard animels. Labor is the most
important factor c¢f production. dly labor, sometimes augmented by
resources from a traditional conwiinity labor pool, or less .often hired
to meet seasonal needs, 1s ucel intensively in land preparation, seeding,
insect and pest control, hsrvesting, livestock management, marketing,
and in domestic activities such as weaving and spining. The level of
¢, machines, buildings, irrigation
; 27in, represents a heavy investment
of tiie farmers’ own labor re:ou - Primitive plows and digging tools,
nubive varievies of ceed, ond 1 tonk breeds long indigeneous to the
continent oredom!nnte, Troy ylelds and, consequently, resource produc-
Livity ans? rarm incowm2s ge .evelly cre low even by Latin American stendards.

Loy

A

invesiment ir fixed :zapital (en
facilities, =i:.) ic low: and

The nitiedy is peszimistic § but the fact that
a s.aell propervios o fermers have sdoptod dmproved varieties of seeds,
that *he buenulits of Tertilizer use and irrigation are beginning to be
more widely recognrized, and thot mdern technologies generally nave been
proven T. ta sfapreulie to Ll2 rescurce bese of the trrget farmer suggest
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that an effort to develop an imvroved technology and make available the
requisite production inputs at reasonable costs can result in increased
productivity and higher incomes to the target group.

Given the geographic focus of the project and the objective of
seeking technological transformation within the small farm sector, the
Project's target group needs to be further described within the context
of the Bolivian agricuyltural sector.

‘The agrarian reform activities, begun in the early 1950's, resulted
in the virtual elimination of all farms in excess of fifty hectares in
the Altiplano and upper valleys of Bolivlia, where almost 95 percent of
the rural population was then lcceted. Large hceldings were expropriated,
divided up and redistributed to ssmpesinc farmers in small and often
fragmented holdings. While no sgricultural census has been taken since
1950, titling records on the redictribution process indicate a resulting
average farm size of 7-8 hectsres, with less ther L hectares of arable
land, for the estimated »C0,000 campesino owners whe now comprise at least
97 percent of the secter's agricuitursl population -more than helf of whom
have received legal titles to tneir property. Subsequently many of these
holdings have been further divided urder inheritance practices. Within
this area the range of campesino hoidings includes farm plots from as
small as one-fourth hecture v to the 20-30 hectare limits imposed by the
agrarian reform legislatior., T ra:ze in sizes reflects local population
pressures and land use potentials. Where larger-than-average size parcels
were awarded, this normally reflecte? ooorer quality lend more suitable
for livestock grazing or srerser raintfell patterns dictating more extensive
cultivation techniques and,or followi=g practices to conserve moisture as
the appropriete farming uC"‘ﬂfl‘Qy; ricltursl holdings in the lowlands
generally were not affected by ref ctivitlec, and larger farm sizes
reflect the extensive avni}&b%?ir, sreble lands in that region. Both
spontarcous and GOB-spongorad coioni ton projects have permitted campesino
settlers to claim Poldings of 70 wo o ,vbfazg_, although few have the
capebllity of acraally ol ivodi ¢ then 5 to 6 hectares without hiring
extre liabor for pork regiievern ;he exception of some 3,000 large
s2ale Farmers ar< csttle ranclior: lcwlands, the whole Bolivia agri-
culiaral sector is doml  Ced Y IE

More corrent 1.fosu6ltor cbtalned from a Ministry of Agriculture
survey of vural hoaseholads takes in 2372 iz useful in characterizing the
small-Carmer giocup whion "t “roject. While information

ootalned frop w0 =0Foy, y analyzed nor evaluated,
preliminary evamiration of where the proposed Loan
funds wouly ©: atll v relationships. The

2

folloving taule prese i
Jond noldings, a1+

 from the study on size of
er Lerprises and gross farm
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sales for an area covering about 85 percent of the project. The area
not covered in this table is a northeasterly portion of Potosi Depart-
ment with conditions most comparable to that of Chuquisaca.( For further
details ccncerning the typleel types of farm units, see Section II, B,
1 below.)

FARM CHARACTERISTICS

Cochabamba Chuquisaca Santa Cruz
Department Department Department

Estimated Number of Farms 105,000 76,000 26,000
Average size of holding (Has.) 3.4 3.6 L4o.1
Percent of Farmers holding:
less than 10 Has. 87 96 16
10.1 - 30 13 b 46
30.1 - 60 - - 28
60 or more - - 10
Average Area in Cultivation{(Has) 2.6 2.3 9.2
Percent of Farmers Cultivating:
lees than L Has. 87 g4 L7
L.y - 10 13 6 e}
16.1 - 20 - - L
20 or rore - - 9
Major Crops Cuitlvated Corn Corn Rice
Potatozs Potatoes Cotton
Vegetebles Vegetables Sugar Cane
Wheat Wheat Corn
Perceot of farmer: ~itn oie ¢r )
rore livestock enterprises gN 98 84
Pevonany of Vormers ralsing
Beefl Cattlo 67 60 22
Dairy U'atvlc SE c2 24
Swilne .f 6 5 5 19
Dositre i2 87 79

Sreeg i &5 H
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Cochabamba Chuqui saca Sante Cruz
Department Department Department
Median Herd Size
Beef Cattle¥# 2 2 L
Dairy Cattle 9 4 9
Swine 3 3 5
Poultry 10 10 21
Sheep 16 13 **
Average Value of Off-Farm Sales § 700 $ 650 $ 2,100
Percent of Farmers Sel’ sg:
less than $ 600 50 55 21
$ 600 to $2,000 40 h2 53
$20C0 to $5,000 10 3 16
more than $5,000 * ¥ 10

While a precise definition of a small farmer requires some or-
bitrary judgements, it ls obvious that the large majority of farmers In
the Cochabamba and Chuquisaca valleys fit this category. 1In these areas
the mean size of farm holding is about 3.5 hectares with over ninety
percent being 10 hectares or iess. On these farms the average area
in cultivatlce.: is less than 2.5 hectares; and, again, about 90 percent
of the farmers cultivate less than 4 hectares. Over 93 percent of cll
farmers have gross cash incomes of less than $2,000.

The mean size of farm hclding in the Santa Cruz region is some-
what larger, about LO hectares; however the average area in cultivation
per tarm is only around 9 hectares. Moreover, almost half of the farm
operators Leve less thaan L hectares in cultivation; and only one farmer
in eight cu’tivates more than 1C hectares. The large proportion of land
ot -n cultivatinn on many of theze farms reflects the extensive nature

Less than s
#¥  Insufficient date £or relieable estimates
*A% T¢ spessd be pnoted that cattle are 21so used as draft animal:s
especla_t; 1. ‘ne Jocnilesta snd Chuquisaca departments.

ot
R .
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of the slash and burn technology of this area and suggests that
significant production increases could be obtained if more land
could be cleared and brought in+~ ~=1tivation ou these farms.

Almost every farm In the sample survey reported more than
one crop enterprise, and nearly every farm had some type of livestock.
The dats further indicate that cattle and hog enterprises are much
more importent among farmers in the central and southern valleys
than in the lowlands, although the medium herd size is somewhat higher
on livestock farms in the Santa Cruz area. Small poultry enterprises
are common in all arees, and sheep are found on a high proportion of
farms in the central and southern valleys but only on an occasional
farm in the lowlands. The relatively small median herd size and
the fact that almost all farms have some livestock production enter-
yrise suggest an opportunity for expansion of animal protein pro-
duction in the small-farm sub-sector in all three areas,

The estimates of averege valne of off-farm sales also
indicate a wide variance between the valleys and the Santa Cruz area.
However, these data need to be interpreted with care inasmuch as
the estimates reflect gross rather than net Income. Cash production
costs are nn doubt higher in Sante Cruz where the typlcal crop mix
includes sugar cane, cotton and rice for which large amounts of
labor must be hired for tillage and harvest. Moreover, the higher
proportion of large commercial farms in the Santa Cruz area tends
to increese the mean value of sales for the region.

In summnary, appxoximﬂfply 90 percent of the farmers in
the sbove table are considered to be within the target group of this
Project, i.e. ail those having gross farm sales of less than $2,000.
As targets for the credit porticn of the Project, they will be charac-
terized by & inexperience with sy kind of formel credit and an in-
natvility to recelve and utilize credit 2ffecilvely unless accompanied
ty zupervis. on end ertaorsion 1Lt4vity. Excluded from the target
groo willi be tie large cstile snd mechanlized farms of the Santa Cruz
departmei:t: cmell Tarms spprogening the commercial in character having
larger aross off-farm sales wi? Tit supjects for credilt under such
loens as “he Basle Focds loun; :r2 those fuerme, lerge and small, spe-
this Pro 1ec"u comnodity f.cus.

\h

)
N“P' \.

<

~imslizing in 2iopr aot covered in
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The typical target farmer of this Project cultivates from
one to two hectares with approximately 90 percent of his annual incoms
derived from corn, potatoes, barley, wheat, rice and vegetables and
approxinetely 10 percent from a mixed livestock resource. The farn
value of his production is greatly affected by the vagaries of weather
and can vary from as little as $600 in a poor year to $1,800 in a
good year. It costs him about $800 per year to maintain his family
of six at a bare subsistence level. If in an average good year he
has gross farm output valued between $1,100 and $1,300, he would
typically hold from $400 to $500 worth on the farm and sell the
balance. The off-farm income will be used in part ($400-$500) for
family suosistence, lard, sugar, flour, salt, essential clothing, etc.
The balance will go for fiestas, wedding, funerals, semi-luxuries
such as a new derby hat or shawl for his wife, other clothing, etc.

He may save a small portion usually in the form of livestock but also
in a smell cash savings which is often kept at home in his hoard.

He is largely & subsisience farmer but also seusitive to
market forces with respect to that part of his production which he
must sell to meet off-farm fcod requirements and other consumption
needs.

He is physically isolated. The "market" for his produce
is frequently no more than an open field along side of a road. If
he is lucky he will have easy access to a road that is open to traffic
elght montins out of the yesar. He sy well live several amiles, by trail,
from even such & road., His children may have access to a one-room
school, giving an irrelevant education through three primary grades
taught by an ill-trained teacher. Access to health facilities will
be difficult or non-existent. His adobe, thatch-roofed hut will
have no weter and obviously no sanitary facilities.

ed into the naticnal society. At home
and his wife, who, incidentally, shares in all significant com-
merciel transaction dacisions if she does nct control them, will be
moye likely to speak Quechus or Aymara than Spanish, as will his
children. He hopes for a better 1ife for his children and will
contribute his labcor and his iceager resources to improve his com-
munity. especially its school.

h
i1

4]
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C. Project Description

1. Project Components

As related to the target farmer growp, gecgraphic and commodity
focus described above, this Project provides for the strengthening of
agricultural research, extension systems, and the use of medern factors
of production through the development, expansion and decentralization
of essential public services in the agricultural sector. Loan funds
will be utilized to: (i) improve agricultural sector management;

(ii) enhance technological development; (#41) make available credit re-
sources; and (iv) accelerate agriculture education and training. Ac-
tivities to be implemented under these four general components are
described below.

a. Improvea Sector Management

Chapter 1V of the Sector Assescment discusses the llmltatlon
of public institutions concerned with agriculiural development, the lack
of program cocrdinatio ;I o ffective planning. These
weaknesses in lar:s meas ire vf the lack of effective
means of leadershiu by MAJAG. or MAbA to provide leader-
ship in sector planning, it rogud "Cvﬂd to base and an im-
proved capability tc analyze prot ‘eseribe solutions, and to
formulate and impiement programs. itate both the policy and
planning process as wel! as the ssctoral response, an improved flow of
production and marketing data iIs essential. Meeting these requirements
necessitates: (i) an improved ir®cimaticr svstem capable of gathering,
processing and d : and marketing data on a
national as wel an increase in personnel and
cperating budget stance for establishing the infor-
mation systems: suzlytical and planning processes;
end (iv) the :rsornel.  Cuarrently, most of
these relatec under the dir ctlon of techni-

cians with 11 a lcoal BUS, agronomo level.

oy
il

Sy 4

(R L [ER R

(").

Accorairsly, roject would develcep and establish a new
re Cfmplé*e series of agricultural producticn and marketing
tics, Troving un DA upon the limited activities currently
4 out by t he 1]n1u% ¥ ivisicn of Eccnomic and Marketing Studies.
tatist

] ~ould assume part of the marketing data
ccllaction activities curreﬂtlj beiig carried out by the Ministry of

* 3 iz improved linxages with the MACAG
regicra. arc fieid cffices. tha *e“r;ce would: ‘improve the quality of
MACAG gate ard tbe snelex:' ¢ taeir releases; exvand crop coverage;
S-itinte 10 ; zoaste In the major commodities; and expand
.~Lysis of crop prodretion costs. Concurrently,
Loion apt Lrioing iurveys, covering beoth product

Industry ena Commerse,. Ly en
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and input markets, would be conducted on a periodic basgis; and the:
appropriaste data would be dissemirated in timely fashion to local
producers and marketing elements. While the activity of this statistics
service would essentially be national in scope, initial priority would
he assigned to the needs of the basic commodities and target groups
addressed by the other Project components.

Parallel to the activities noted above, this Project would
assist in the expansi~n and improvement of the MACAG's sector analysis
and planning capacity. Reorganized approximately two years ago to
assist in preparing a joint USAID/MACAG Sector Assessment, this unit
con81sts at present of only six prcfescionals trained at the local

gronomo level. The unit, in addition to being hampered by the
lack of an apprpriate data base, is technically incapable of adequately
addressing the policy and program formulation and planning functions
essential to permit the MACAG to assume effective leadership in the
development of the sector. The immediate and critial needs of this unit
willl be addressed by long-term, grant-funded technical assistance. The
proposed Loan envisions an intensive in-service and academi¢ training
orogram to the MS level for approximately seven current and new employees
with the goal of developing nearly a three folu increase in the unit's
staff. The strengthened unit would undertake: (i) short and long-term
planning exercises, (ii) project analysis and evaluation, (iii) greater
policy analysis, (iv) ccordination of external denor assistance, and
(v) special duties. The 'mit weald also provide sector analysis results
and data tc the agricultural di n of the Nationzl Planning Council
(CONEPLAN) for use in global GOB planning and cocrdination.

For this sector m
utilized for the purchase of dai
ware, office machines, vehiclec,
ing, and shert-term, technical

component, Loan funds would be
essging input ejuipment and soft-
short and Long-term external train-

a wce in the areas of agricultural
economics and administirative ref: SGOB contributions would cover sala-
ries and operating expenses, inc £ servicing of MACAG data pro-
cessing requirements at the Cemputer Center (CENACO)

facility.

The allccaticon of A.I.0. loan funds and the GOB countarpurt
for the two principal activities under this component are as fcollows:
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Local
A, I.D. Loan Contribution
($000 US) (000's US$)
FX IC

A. Ag. Data & Mkt. Information

1. Equipment & materials 200 - -

2. Vehicles 75 - -

3. Salaries & oper. expenses - - 500

4. Participant training 50 - -

Sub-Total 325 - 500
B. Policy and Planning Development

1. Equipment & materials GO - -

2. Vehicles 15 - -

3. Salaries & oper. expenses - - 300

4. Participant training . 100 - -

5. Technical assistance (14 m/m) 70 - -

Sub-Total g_z:?_ - 3_(29
Component total 600 - 800

Additicrally, as reflectec in the related PROP and part E
of Section II, Project Analysis, grant funded technical assistance during
the Loan implementation pericc fecused cn the azbove activities is estimated
at 108 man/months for $361.800.

b. Technolcgical Development and Extension

During the last ten years sipgnificant efforts and resulting
improvements in production technology among the commodities to be supported
by this Project have occurred only in wheat and potatoes. Yields in the
other commodities have essentially remained stagnant. In comparison with
the averages for other nations Bolivian yields for the principal commo-
dities to be addressed in this Project average 20 percent below the
Latin American averages. Many factors have contributed to this stagnatior
in technology as noted in the Sector Assessment, but the principal cons-
traint has been the limited rescurces dedicated to develcoping improved
varieties and cultivation practices ana the limited effectiveness of
these efforts Thecnuse of the lack of adeguately trained personnel.
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The proposed Project's approach would be to strengthen agei-
cultural research and extension services and to expand the use of modern
producticn factors, principally through a strengthening, expansion and
decentralization of essential public services te the target clientele,
This would involve the creation of three strong departmental units in
the gz2ographical Departments of Cochnbamba, Sucre and Santae Cruz, or-
ganized administratively into MACAG "agricultural service centers”

These centers would focus on the development of crop-specific, small-'
farm level technologies to be disseminated via an integrated delivery
system consisting of an expanded extension and camp2sino training program,
new credit resources, some limited assistance to cooperative organizations,
market and price information services, and an expanded seed improvement
program. Two centers would be provided with seed selection and improve-
ment facilities related to the target crops designed to triple within two
years the volume of improved seed currently teing produced by the program,
for sale to the small farm scctor. (Contlnued technical assistance to

this service program by the AID/W U;obal TA contract with Mississippi
State University is also anticipated.) They would have processing,

grading, classification and stcorage facilities as well as support vehicles.
Increased OB funds would be made available for ceontracting with selected
local farmers for seed multirlication services.

uponr: and cocordinate the related ser-
ion services and semi-avtonomcous pu-
aabionaL Corrmunity Development Ser-
tute - as well as the research capa-
'zifersity agricultural faculties in
i on the organization and
Section below.) Overall

These centers woilld
vices of MACAG's research an.
blic agercies - su:h as tho
vice, the National ‘QW\U
bilities cf the

Cochabambe a
operation cf
+he Proj=ct

search activi-iss currently out in the target areas and
almost a coubling "h2 te £C r of extension agents assigned
to those arsas as 21l ar = .ncrease in the number of campesino parti-

-

ction technclegy short courses

o improvemesnts in the productivity
. expanded use of improved varieties
ation metheode, already identified

cipants annually
.

from approxinat
of the harces

ard calhurol o &

by tne MACAT mall number of the target groups.

The carren: oo these irprovements is the

fimives zfieozi ds ard lack of credit tc facilitate

their ade Ll
improved varinss
and wocnarieont
rezearch “e“"
Halivian coo

vement involving new and

i bt biolegical/chemical
: ¢ croven in international
d, remain to be adapted to
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Loan funds would be used for the construction of expanded
research and extension facilities for these centers, for the procure-
ment of related equipment end training materials, laboratories, machi-
nery and vchicles, and for short-temm technical assistance services
in the fields of research, plant snd animal sclences, and extension.
The allocation of A.I1.D. loan funds and the GOBR counterpart for the
five activities under this component is as follows:

Ag. Research

1. Construction & engineering

2. Equipment and materials

3. Vehicles

4, Salaries and oper. expenses.
5. Participant training

6. Technical assistance (L1 m/m)
Sub-Tolal

Ag. Extension

1. Censcructicu & engineering

O o Y

Equipment o materials
Vehicler

Calarie uant oper. expenses
Particijyant vraining
Technical assistance {18 m/i)

Sub-Totz.

Seea Imprcremeni

IR WS R AG I S

Consti1iziticn & engineering
Bquipmer t and materials
Venicles

Salariz: ano o2rer. expenses

3. Seed Mulvls fand
Sub-Tctol

Merket ooz 100 o fnERT

1. Prepes:ioi. oL oL dies

re s + ~4 .
Comocaent tots

A.1.D.

Loan
(000's US$)
FX LC
- 500
550 -
100 -
320 -
205 -
1,205 500
- 570
250 -
135 -
150 -
9O -
625 570
- 100
150 -
15C -
200 100
- 250
2,130 1,k20

GOB
Contributions
000's US
Ic

300
200

500
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Additionally, as reflected in the related PROP and part E
of Section 1I, Project Analysis, grant funded assistance durlng the
Loan implementation period focused on the sbove activities =-prinelpally
research and extension - is estimated at 360 man/months for $1,206,0C0.

c. Agricultural credit

Best available data indicates that less than 2% of the small
farm sector participetes in any type of formal asgricultural credit ac-
tivity. Because the resource endowment of farmers within the target
group is limited almost exclusively to traditional inputs, credit re-
sources will be required for the expansion of their productive base and
output, and for the purchase of mecdern inputs if technological trans-
formation is to be facilitated and accelerated. With the exception of
some of the more "commercialized" small farmers, who in the past two to
three years have participated in the Agricultural Refinancing Fund (FRA)
credit program, the small farm sectcr does not have effective access
to any institutionalized credit. Accordingly, Loan funds would be used
to establish a revolving credit fund designed to meet the short and
intermediate-term production credit requirements of the target group.
This credit will be made avajilable to groups of farmers on & group basis,
as well as to individual borrowers, wider directed credit programs to *
finance:

1) loans for annunl production inputs which will be matured
shortly after the :ime crops f.nanced are harvested; and

2) loans for improvements. machinery, equipment and livestock
which will be matured on sn anmial schedule in line with repayment capa-
bility not to exceea five years.

The BAB wonld serve as the fidiciary institution and bear the
credit risk. Interes® rates, subject to annual review and joint GOB/USAID
concurrence oricr to the initiation of each annual crop year, initially
would be 13% uvev yzar. Sub-lcan interest would be utilized to: (i) cover
administrativce --obe of disziarsing, collecting and accounting for sub-loans,
“1i) es*ablirh u rescrve for “he amortization of tne A.1.D. loan; and
{iii) furtv=- _upitalize the fund.

A6diti et s, Loar Tands would be utilized to: (i) provide one
leng-Serme 0 1/2 years, credit a focus cni improving the BAB ope-
ratione in o0 il (i1 provide chort-term
techrical gssistree i L2 - the roiated personnel,
(i41) procnre vondcler and U0 eguipment; and (iv; provide participant
training. 703 cownierunrt Tincing will cover an additionel inmuts to the revolv-
ing fund and =atocice o0 omating expenses.,



He o wesmmm

: Further details on operating c“itﬂrla, elegibillty, cost/
r;price relationshlps, interest rate structures and institutional and

policy factors are ineluded in part 2 of this Secsuion below. end parts
B 3 and 4 of Section II. Sub-borrowers will be confined to the

. target groups as defined on pages 5, 6 & 27, and as described in the E
IRR instruction cable, State 250225 ' o

’

The allocation of A.I.D. loan funds and the GOB counterpart
for the activities under this component is as follows:

GOB
A.1.D. Ioan Contributions
(000's US$) (000's US$)
FX ILC 1C
Agricultural credit
1. Loan capital 500 3, 500 1,000
2. Vehicles and equipment 100 - -
3. Technical assistance (LO m/m) 200 - ~
4, Salaries and oper. expenses - - 650
5. Participant training 100 - -
Component total 900 3,500 1,650

d. Agriculture FEducation and Training

As noted in the Sector Assessment. the low level of training
of human resources avalisabie to the sector has been identified as one
of the most sericus constraints orn development in agriculture. The up-
grading of the prefescicnael and technical cupabilities in the related
units and institutions directly concerned with the Project has been
previously nct=d ir the respective compenent descriptions. Regarding
long-term training, it is proposed Lo train under the various project
components ciprorimatels 21 Bolivians to the MS level and approximately
three tc tihe Ui level, exclusive of those ncted below in the university
rrogram. Tentatively tris aistriouticr includes: saven in the field
of agricultueral ecosomics, policy and planning, credit and marketing;
nine in the plant scienczi; feur in animal sciences; andé four in agri-
cuitural extenzion., I addloicn, eclosze Lo 100 MACAG and BAB personnel
are scheduled to receive zbort-iterm training. The short-term and
long-term trainineg activities are included in the fanding of the 8roj-
ect component te wviich they most cirectly »rodde support.

The rsrecifiz activity under this component relates to the
need to irrroce the gaaliny of agricudtwral graduates irom the Bolivian
Tadversaiy Ly i 80 that o hey can successil 'y £111 sector career
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positlons in the fields cf researcn, extension, and planning. The
two principal universities with agricultural faculties are both

- Cochabamba and Santa Cruz - within the target area of this Project;
and, as-noted earlier, this Project includes their 1ncreasing involve-
-ment in the expansion of agricultural research. For these universities
to become more useful to the sector program, there is a negd to expand
their related curriculum to include new courses in farm smanagement,
credit, marketing, etc., ana to improve the quality of their instruc-
tion in the plant and animal sciences. Pursuant to a MACAG/Bolivian
Unlversity System accord on the upgrading of the related curriculum
and the participation of the agricultural faculties in the research
activities of the regional service centers, Loan funds for both short
and long-term training are designed to initiate a faculty training
program specifically relaied to both the immediate and longer range
objectives of this Project. Approximately six faculty members would
be candidates to receive MS level training in the following areas:
‘a) plant sciences (3); b) animal sciences (2); c) agricultural econ-
omics (1). An estimated 10 acditional members would receive supplemen~
tary short-term courses in similar areas. Bolivian University Systam
consultation with the related grant funded btechnical advisors in
research and extension isc »lanred as well as a limited amount of
perlodic lecturing as indicated in the related PROP. This 1s expected
to equal about 36 man/mf:t:< during “he pe eriod of the ILoan implementa-
tion. The cost of this technlic: 3 tance is included in the res-
pective component swmmaries nctad

culture-criented adult educa-
tion andé truaining orogran b4 sexes cf the target group
would be initisted under *his cc of the Prciect. This adult edu-
cation program. roisted o 1 r. and w#r?@*ing technology, would
ferm an intesral ’ axtension activities.
;uit education fa-
ese faciliities would

In adcition,

xtengion
rTAT:
i-"bL’S‘.

% Der reg

#ith NCDS's 2ome
and the out-
1lished ithrough
»vice centers
part 2 cf this
uch areas acs the
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production of horticultural and animal protein comncdities for home
and village consunption, marketluy, f'erm bLndgels, and nutritlon.,

This aspect of the program would be provided in ceordinntion rigo
with the local programming actlvities of the Ministricee of liealth

and Education. Loan funds would be utilized for construction acti-
vities in the rencvation and expancicn of existing training facilities
rnd for the procurement of training materials and equipment, vehicles
and moblle audio visual units.

The above activities would also draw upon the related long-
term technical assistance to be provided under the complementary grant-
funded technical assistance prcjiect pending completion of the intensive
training ot Bolivian professional end sub-professional staff.

Loan funds alsc would be utilized to undertake market studles,
both product and input related, with a priority fccus on prefeasibility

»

studies for target commodity marketing and processing facilities,

-

The allceaticn <f A.7.D. loan funds and the GOB counterpart
for this components is es follows:

GOB
Agricultural Educstion A.I1.D. loan Contribution
14
{C00'Ts USY) 00's Us$)
14 LC ILC
A. Improvad iriversity -nstoenio
1. Participart training - -
P Salgsyvies nnn over e 3 - 50
Sub-Trrnal D - 50
B Campesine Tralring
L. Censt ! an e sring - 200 -
2 Bguinr ot urd roateri: 1Co - -
2 Mohile “niiic 1006 - -
Lo Saiard Ll Opn 5 SHCHNE - LOo
5 Par-ia: T graiosine o = -
Sul -« 2L 200 e
compeent toUn > 2052 457
T WL E
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2. Mechanism - Delivery System
a. Agricultural Bervice Centers

Background: Pursuant to the Sector Assessment activitiea
of 1973-7h, the GOB and more particularly the Ministry of Agriculture,
has been increasingly concerned over the need to develop a mechanism
to insure the coordination and complementarity of governmental acti-
vities in agricultural and rural development which impact on the soclo-
economic well-being of the campesina sector. As detalled in Chapter L
of the Sector Assessment, prior to February, 1974, the principal GOB
activities affecting agriculture and rural development were divided
between two Ministries, those of Agriculture and of Rural Affairs (MRA).
In brief, MINAG was responsible for the traditionally assigned activities
of amgricultural research, extension, agricultural cooperative development,
animal and plant sanitation and quarantine, natural resource management,
sector planning, etc. The Minlsgtiry of Rural Affairs was principally
responsible for a large rural comnunity development progrem, a series
of colonization projects, end continued implementation of the agrarien
reform and titling activities. As a basis for ilts programming acti-
vities the MRA also had a sector planning unit, It also supported a
separate, but smaller series of agricultwral research and extension
activities and even duplicated scme of the educetional and health
functions ncrmally a responsibility of ministries related to those
areas of concern. In response to this concern for improved coordination
and management of the related activities noted above, the GOB merged the
MINAG and MRA in February 1974 to form the new bMinistry of Rural Affairs
and Agriculture (MACAG).

To fecilitete thne process of decentrallzation and provide
a frameworvz for detaile? prog w and coordination at the fleld level,
the MACAG 1: uwrrently in the process of developing its first three
reglonal organizations. Two more are envisioned for the future, one for
the north central Altiple.no nesdguartered in Orurc and one for the southern
valleys centerod in Tarija. UZAID assistance has been requested in the
development ~=f the first =hredc.

Louizetions to be supported under this
ance project would be nezdouartered
in the Departrental ~ayni bamba, Sucre snd Santa Cruz. The
respective cperaticial soras, 1lustrated in Annex VII, Exhibit 1,
are iargely s functlon of ecolegzicszl zones and transportation and com-
municatior. arevorks, -~ud, coamenality in crops, larmlag systems and

(2 1
Loan and the .elsasted techricsl
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markets. The center headquartered in Cochabamba will service target
clientele residing exclusively in that Department. The Sucre unit will
focus on the target group reslding in the northern and central portions
of Chuquisaca Department and the sdjacent northeastern proviuces of
Potos{. The unit in Santa Cruz will focus its efforts on the northeastera
quadrant of that Department.

The principal characteristic of these new organizatios is its
responsibility for increased local planning, management and coordination
of the diverse set of public services in rural and esgricultural develop-
ment most of which are either line divisions of the MACAG or the semi-
autonomous agencles attached to the Ministry. In the past, almost all
of the MACAG line divisions (research and extension for example) have
tended to report to the Ministry offices in La Paz. Whlle a MACAG
departmental director existed, the functions of this office had become
eroded almost to that of a simple 2ocal administrative position. t
the same time, there exists & similar tendency in the departmentar and
regional operations of the semi-autonomous entities-Colonization, Com-
munlity Development, Agrerian Refomr. The result has led to a top-heavy
administrative structure with a disproportionate amount of expenditures
for rural and agricultural services spent in La Paz rather than in the
field, duplication of effort, and inadequate emphasis on the complementarity
of services and the solution of problems at the local or regional level.

A Reglcnal Direct
will be name’ to head each of
function and =authority will «
vities involving the Line di-
and coordinastion =f all regicon
related simi-autornomous ~ience
activities wit: th:ic3ze of ¢
private entities {part’
works, the RBollivian Jovel
System, etc.). Memorand

or
the *hree regional orgenizations. Hls
(1) direction of all reglonal acti-
s of the MACAG; (11) the planning
sctivities of becth the MACAG and 1its
. and {iii) coordination of the above
i related regionally based public sand
L=pnr‘:mental committees of public
:tion, the Bolivien Unlversity
1y been set from MACAG informing

of Agriciltural and Rural Development
cover

line organic..ic an zencies of some 02 the first
stepr involv-t o Ah inive ckaigo;. The detalls and mecha-
alems Lo be o el Lo, o1y developed bul will be included
in o relsted ‘mplome Poveeral cotion plan on regional and national
coor tinevion to be vrs “as s oootition precedent to GLut irsement, .
The plan is expecte %L¢ provide [or!

Sopman? vreorses of wirs Tor ihe reglons, reflecting all of

S 5 S cas zotivities of the MACAG and its re-

1723 ent it 2= s therein, which 1s also to serve

aa b0 Toisic Tur oo inputs into tne budget proces:
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MACAG budgetary process which at the national level will

be constructed of & series of complementary progroms, res-
ponsive to predetermined rational priorities and targets,

but which in turn also reflects a composite of the regionally
developed sub-programs referred to above.

Creation of the office of Director General of Agricultural

(consolidating two existing and competing offices at the

MACAG national level) to which the Regional Directors will

report and who will be responsible for national level

coordination ané overall supervision of plans, budgets and
operations.

Improved coordination also will be facilitated to the ¢ ~tent
possible in each of the tnree recglions by houslng related ageucies and
units in the same physical loceticon in facllities financed under thic
Project. Although the creation of these service centers will not ne-
cessarlly entail the development of & single physical facllity in each
region, administratively :nd conceptually, it is the whole set of coor-
dinated, integrated, an: ¢ ricultural support facilities and

regl
51

cxpanded agr
services available to . region, isproving public services for sasgriculbure
in the three regions of focus br: 1) coordination and integration of such
services; 2) regional level dec: 1 making regarding prcblems and theis
solution: ard 3) shifting funds from the nationel office to regional

offices.

2is on regicnsl coordination and
irulitural and rural development

The purpose -f ths
planning is to provide a 2t of
services to the small farm recicy Thst will facilitate shifting to =
more modern production technoleg: The mechanlsm for delivering this
set of services to ladiridus’ fnr;erz irn the target group is twofold
in nature.

services serving the sector

it £ls reglonal level, but will
cilities. Thi ill facilitste
vtiiized by the target group

everal different agencles.

among the agencles in improving

coordination and efficiency ~cals.

will not o..ly
be housed in *+he
the efficiency with wnl-h

g
h
I
jon
i
C‘ﬁ

Also, this will enroursg~ 1
thelr services 2r- contribut!

The principal o
~ion tochn~‘ﬂgy vI1le e fne
fermers in

e produc-
tprreaated set of aerVines to
ailed in the component and

he tavge v
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activity descriptions of Sectioan ¢, 1 wbove. This will involve an
expansion of both research and exteusion services utilizing formal

adult education classes, moblle extension teams, extensicn-credit agents,
research station field days and demounstrations, with emphasis on working
with groups. To facilitate the adoption of the new technologies an
expanded seed multiplicetion procescing and sales service will be provided
as well as a new directed credit program to assist in the required farm
improvement and produgction costs.

b. Descentralized Credit System

Pursuant to the GOB's concern for lncreasing public services
to the small farm sector, the recen’ recrygmuization decree of the Bolivian
Agricultural Bank provides for the ostablishment of a small farmer credit
division. This division will be the ilmpelementing unit within the BAB
which will be directly responsible for the manegement and banking services
of the revolving credit fund to be established by the Project.

The BAB lias 3 Deperims:
14 provincial braiach offices. (n
approval authority except at the
contemplates the eariy adoption of
creation of proviincial credit te
for loans under ihis Prciect up to $HO
to cover almost 1l of “heo loans

te) officer in the Project area and
nt regulations include no loan
artmental level. The Project plan
o3 osci regulations concerning the
rd approval authority for them
. ”Fia level 1s considered adequate
extended under the Project. The
¢ one local representative of
a represeantative chosen from
e MACAG regional office's
i zlal ageat. These committees
~ertify thelr eligivility as to
I'ne e~reening process and knowledge
i <:b-90110wer's capabilities

Cor

provincial rredit coigiittoe i
the MACAG Extens on , {
exlsting leaders of the bLar:
credit superviscr ond tre X
loan anplic
ana the

will review sl
the loan purpnse
of the committee

np;

apd credit worthinrs o o
the necessity or iy
advisory coum’ it

iaze provea Tarer

1
to lcoal ooy,

also wiLl Gl
tions on p obich
o the depsrtmen’

reduce tn=
level of Lo o -

nn processing by eliminating
requests and contacts. The
over time, a strong insight

g :r*ne“ dissemination

o mechanisms. This committee
nd recommendation of ac=-
iocn to or require acti

a1 extensions.,

and Tleld supervision »7 loans,
BAB, aud provide the inteusive
v iauseel [or the target group borr-owers

;J,
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the MACAG will provide credit training to its extension agents in the
target area, and also assign them to asslst the BAB provincial sgency

in the related field work. Priority will also be given to group lending
procedures to facilitate maximu clientele participation, but the current
lack of vliable cooperacives and other legal producer orgenizations umnng
the target group precludes a wore extensive use of this process. ThHe
NCDS will be providing support to the Project, over its life and beyond,
in developing farmer groups snd cooperatives to the peint where they
become credit eligible., Ry the e¢nd of the Project, a substantial number,
probably half, of the Loan funds should be channelled to groups.

The existing and expanded adult education training centers
would be utilized to provide periodic short courses in credit management
and the specifics of this Project's credit program. As envisioned,
the first trainees would 12 the LAR provincial agents and the MACAG
extensicn agents of hoth sexes. Subsequently, but preceded by the
development of appropriates instructional and informational material
in the three common languesges of the Project area, regular short courses
would be provided to participants from the target group, both men and
women. These participants would b2 selected or nominated by appropriate
groups and the extension/credi: agents from their respective areas for
the training according to a predetermined schedule of courses within each
reglon. A similar type of trairing would also be Included in the sche-
dules of the mobile sudlo-visual training units. Targeted for early
training at the adult education centers would be the selecved Project
group representatives oun the local proviucial committees.

mhe intal nurdber of cunulative loaans to target group indi-
viduals, wicther on an i-dividuasl es i or through a group process,

to he made ddriﬁg he Prod ric 1z estimated at 30,000. The
following schedule estimn vearly distributlon:

e ar =% 2nd 3rd LYth
N o ew Lours Filaced:
Creratiag oL000 3,548 5,696 6,197
Inve tment 2,000 3,212 3,74 2,711
Total G000 7,16C 9,410 9,108
% Lean Deovieed
Annuall, CLOAF g}}@ﬁ 33,630 16,03h
Cupulet " -os o 7 e
Oy ere o , ‘,79C ?,552 }7,%ﬁ9
Tiive st oo A 5,220 B3k 1 LBLS
T a: JU 16 0,586 29,60l
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This schedule {lustrates two principal points. Filrst, the
BAB will have to increase rapidly its capacity for servicing the credit
needs of the Project. The nwnber of loans in the first year is 6,016
vhich would move than double by the end of the third year. The number
of loans that must be serviced aunnually increases from 4,016 in the first
year to 16,034 in the fourtl year, an annual rate of growth of 60% in
capacity to service this Projecn s loan portfolio. Currently BAB has
6,000 loans outstanding tosmali farmers in its protfolio representing
the cumulatlve result of all pastv BAB efforts in the small farm sector.
Technical assistence tc BAB, treaining and use of MACAG extension agents
in the supervised credit program, and decentralization of decision making
via the regicnal loan committee planned under this Loan are expected
to increase BAB's capaclty enough to meet this schedule.

Second, a mirimun of about 12,000 families, represent’ng
75% of all those who adopt new technologles during the Loan period,
will be serviced directly by this credit program. (This is the cumulative
total of those expected {0 cbitain improvement loans during the period).
In addition to the approximstely 12,000 improvement loans granted they
will be the reciplents of almo:st 10,000 production loans. Thus, each of
the 12,000 families that are beneficlaries of the credlt program will
recelve an average 2.5 lcans durlng the four year period - 1 for incrament
and 1.5 for prcduction, amounting to about 3830 per family. This repre-
sents about $10.0 miiliown ©f capital or one full rollover of the total
$5.0 million allocated to inis component during the Project period.
Further, based cn the W4 exparience with farm units of essentially
the same resource isse, tiis wo . ld bring forth a $20.0 million increase
in production.

5

» suvvey of the Projeet area and ad-

Zased upon Lie idiz
Justing thi- 970 dats Lo oo 7573 = level (the latest price deflator .

availatle, 7 2 average TarL
onic hecters of lard ¢~ meet 75
rroduct app: .xino ye 84

» would need oo the average slightly over
maintenance requirements. This would
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the economic conditions of ferm families inu the absence of govennment
guarantees against lor=zes due to risks must be closily tled to a strong
supervised credit and extension program, It must be understood, of course,
that the farm production mix (i.e. combination of crops or crops and
livestock) relative to market access and prices will determine the size
of the productive land unit required to generate a given value of output.
Value of output per farm unit thus becomes one of the basic criteria for
identification of the eligible cvredit target group. The target farm who
will utilize credit under the Project are characterized as farms having
a production potential ubove family maintenance requirements, and a maximwa
net income from farming operations (based upon 1974 peso value) of
$1,500 per family. Thus the following become operational lending criteria
to govern the administration of the credit program:

1. Demonstration of potential to a production level beyond
family maintenance vequi:mzals (usuelly involving adoption of a new
technique reaquiring credot for purchase of modern inputs).

Yy €

~
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D. ProjectBackground '

1. Summary of Seqtoral Performance

Viewed in the perspective of Bolivia's long run development, the
performance of the agricualture sector must be judged as less than satis-
factory. Increases in agricultursl production have lagged behind otheyr
sectors of the economy, and egricultural growth rates have falled to
keep pace with the increase in pogpulation. The result has been declining
per capita food production, greater demands on limited forelgn exchange
resources to support immedlate consunption needs, and levels of savings
and Iinvestment much lower than are necessary for stable and sustained
economic development. Given declining Tood avallablilities and rising
prices (which in part reflect higrer world price levels), the welfare of
middle and low-income families whc spend & larger shere of their income
on food appears to be deteriore iiﬁgr Average nutritionsl levels, already
well below recommended standard: Ior calorle, mineral and vitamin inteke,
also appear to be declining, or stagnant at best.

i

While in the sggregate performance of the sgricultural sector has
improved somewhat in recent years and has especlally benefited from in-
creased oubtput and favorable world market prlces of export commodities
in 1972-74, average farm incomes romaln among the lowest in Latin Amerlea.
The agricultural DTOduCt‘0¥ Ich have occurred ave mainly the
result of increased output ¢ sugar, rice and beef, all of which
are produced primarily or in fhp oriente where cotton and bee?
are exclusively a product m sector. Favorable returns
generated by these crops ’ise to a small but growling modern
agricultural sectcr centered ‘ertile central Bolivian lowlands
near Santa Cruz.

14
r *;

Bollvian agriculture, with 1ts
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during tne 1;%0 g, lo concellralon i » Alt iplano and valleys and uti-
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sr*tc‘ share finds its way into
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Much of the
for subsicterns
commercial murh:

sector are responsi . neir owia vesource constralnts acd
the fact that mucr »f irneis or n ls f'er thelr own consumption have
limite? their acr - = o © merket economy. As a result, {
Bolivia'ls rorcl secl v oo iles v marginally to the demand for ’
goods and services ({0 the uon

{1en
5.5 4l

inereasing incomes in the noa-farm sector
A agg?egete demend {'or agricultural products,
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particularly for food. Because of its limited supply response capability,
the sector has failed to meet thils increasing demand. The result has
been a growing food deficit within the country with the resultant necessity
for increased food imports and upward pressure on prices.

For a complete description of the nature and performance of the
agricultural sector in Bolivia's economic development, see Chapter I of
the Agriculture Sector Assessment.

2. Genesis of the Project

The proposed loan Project is & direct outgrowth of the joint USAID/
GOB sector studies initiated in late 1972 which led to the development
of the USAID/Bolivia publication in August 197k entitled, Agricultural
Development in Bolivia, A Sector Assessment. This Sector Assessment,
reviewed in AID/M in October, 1974, identified an interrelated set of
constraints to agricultursl development and proposed an integrated assgistance
program focused primarily on the constraints limiting agricultural develop-
ment in the small farm sector but, also, directed at other rural development
problems in health and education. Chapter VII of the Sector Assessment
identified five agricultural priority development requirements toward which
the USAID agricultural assistance program should be directed: 1) Sectorial
Management; 2) Xey Crop Production and Marketing; 3) Small Farmer Organizs-
tion; L) Agricultural Education, and 5) Short and Medium Term Supply Res-
ponse. The speciflc assistance program proposed therein oytlined a com-
plementary grant funded technical assistiyce project and this loan for
FY 1975 to attack priorities 1, 2 and b.Y The resulting PROP for the
technical sssistance project and the IRR for this loan Project were hoth
reviewed in AIL/AW in mid-October 197L. The Mission was authorized to
proceed with development of the CAP on November 14, 197k.

3. (omplementarity of AID Srant and Loan Program

This proposed Loan and the previously submitted grant project
(Basic Foods Prciucticn and Marketing Project N°® 511-11-190-346. 6) are
in essence bhoth part of one project. That is, the grant project ad-
dresses the sam: purposes as thcse described in Section I, A, 1 above
for the proposed Loan.

Thus, twe different sources of financing (loan and grant) are being
prcposed by USAID,Bolivia to assist the GOB to achieve the global project

-

1/ An IRR for a2 loan pr:ject addressing prlority,5 entitled Basic Food
Producticn, was reviewad ia AID/W in October 1974 and a PROP for a
more glot:l &pproach to pricrity 3, Small Farmer Organization, is
schedal_i 7 FY 1976,
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purposes. The grant 1s being utilized to provide full-time tech-

nical advisors to work with MACAG counterparts in dealing with the flrst
three of the farm global project purposes noted above. The oan will be
utilized for five other general classes of inputs which are also necessery =~
to the achlevement of the f{irst three purposes as well as the fourth. - B
These inputs include: 1) participaant training; 2) short-term (TDY) tech~-
nical advisors; 3) censtruction of necessary buildings, laboratories, etc.: ,
4) procurement of vehicies, equipment and supplies; and 5) production credit.

-

Thus, the grant and the Loan each provide some of the externsl
inputs necessary to achievement of each of the purposes. For example -
under the Sectoral Management activity, the grant provides for two full-
time technical advisors to work in the Offices of Planning, Economic
Studies and Statistics, and Marketing to help these offices improve |
the data base, upgrade the quality of economic analysis and policy formula~ -
tion, and agricultural planning and programming. The Loan provides for
data processing equlpment, calculators, vehicles and other supplies,

The full-time technical assistence without the commeodities would severely
1limit the effectiveness of advisors and vice-versa. Similar relations
exist ebtween full-time techuical advisors working in achievement of
other project purposes and the impuls provided under the Loan for those
purposes.

In addition, grent resources (technical advisors) are also com-
plementary to the [oan resources devoted to achleving the fourth purpose
under the Loen. (Loan resources devoted to the first three purposes are
also complementarv to those devoted to the fourth). If demend for modern
factors and credit is not stimulated by the research-extension and sector
management work of full-time advisors, the increased availability of modern
inputs and ciedit, snd broadened access of the small farm sector to these
can be seriously restricted. In fact, a large part of the burden of acquaint~
ing the sma'l-farn sector with the availability of modern factors and eredit
will fall on tze snculders of extension workers. Thus, in all of their
aspects, the Tropused Lean and the grant are highly complementary.

L, Evaluation of Previcus USAID Assistance

—c——

Tris “coo protect vwill represent the first U.S. loan mede directly to
the Bollvian vimicfry of Agricaiture. lowever, there are two previous ‘
grant funae-! USATD op predececsor zgenty programs in the Bolivian agri-

cultursl se - thec “irectly reiats to the propoced loan: (&) the Ser-

. s [ . . PR
vicio Aeri 7 .- ~asericanc {GAT) pro§ram vetween 1948-65 in research,
extension €3 ¢ poyslse? eredit: and (b)) the Utah Coate University contracts

from 1G66-75 to proviie tz2chnizsl ascistance and institutional develop-
mert relates - sriep, Porcve znd wheat production. A review of these two
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sther USATD rmsszirtance in agr! culture not Airectly related

to this loan Froject can Le found in Chepter 6 of the Mission Agricultural

Sector Assessment.

The SAT program {“erminerted in 1965) and the technical assistance
program for cheep, forages and wreat ( to terminate in FY 1975)
indlcate that substantial productivity galns can be achleved when new .
technology is developed =znd extended to farmers, desplte relatlively seriocus
constraints of the resource buse and/or availability of modern inputs.
For example, tlere were several notable successes under SAI, including:

(a) introducticn of

Jebu Aand >ther improved cattle to the natural pastures

of the eastern lowlauds .hich Yad a slgnificant impact on the productivity
of livestock lu the ares ana formed the basls for moving Bolivia from a

net importer t-

 expori.r: (b) selection and introduction of the Cubsn

yellow corn variety, which suvbclantially increased national corn yields

between the mid-19%0's &3

1 1960's and remains the predominant variety

throughout the country: {c¢) selection, multiplication and distribution
of high yieldingz potatoes and guinos resulting in greatly increased national
yields; (d) development cf the Cochabamba dairy industry, vhich supplies
milk and milv products to the Ccchabamba and La Paz markets; and (e) selec-
tion and intrcducticn of immroved varleties of rice and sugar cane which

contributed

greatly to tne achlevement of self-sufficlency in the produc-
tion of these two pruiuess by the mid-2960's.

tdditionally, the SAI program

included a very strong varticipent training component which has provided
not only many of the ién&iﬂé egricuiturallets 1n the private sector but

also the small

nnrn v\‘f‘ }’[ ,'

creer ecployees currently direbting the govern-

ment's agricultwral desolﬂnn at elfferts.
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In contrast, the more broadly focused SAI program had a
more global impact on the sector. Recognizing this, the proposed Ipan
is designed to address a relatlively broad commodity focus and resource
base as well as the technical and inatitutional constraints in two major
regions of Bolivia.

5. Belationship of Project to Other Mission Programs

The focus of the A.1.D. effort 1n Bolivia is on assisting the
GOB in improving the standard of living of the rural population through
programs which will suypport Bolivia's overall economic and social develcnw
ment. Since Bolivia is too poor to adopt a strategy of income transfer
to improve the standard of living of the rurel sector, primary emphasis. -
must be placed on progrems which lncrease the rural sector's income earning - E
ability. Thus the cornerstcne of the Mission's overall strategy, as sef ™
forth in Chapter 7 of the Agricultural Sector Assessment, is this loan -
Project and its complemehtary technical assistance project which are
gcheduled for initiation FY 1975 end the expanded rural community and
cooperative development loan end gramtprogramsscheduled for FY 1976.
Programs in other sectors would be designed to be supportive of increased
income earning ability of the small farmer and rursl dweller and, to the
extent appropriate, of the perticular programs undertaken in the agri-
cultural sector.

As indicated above, USAID's plan in the agricultural sector i8
to work with national level organizations on national programs but with
emphasis on discrete geog -sphic areas. In regard to USAID assistance
activities in education, it is pilanned to have a wider geographical focus
than in agriculture, since it 1s necessary to have an improved education
system geared to vheie e peuple are located. Howewver, within that
broader coveregze, 1t will be necessary, initially at least, to select
gpecific arecas or coincentraticn of resources with a view to: (1) making
a start on improve~ rur:) teacher training; (1i) developing curricula more
relevant tc the needs ~né culturel interest of local people; (iii) quanti~?
tatively expandiiy tne ~ircaticisl iafrastructure vase and rursl out-resck
facilities in these selecte) reglouns: and (1v) trying out, initially on &
regicnal basi:-, silot activities in modern aids to educatlon and in nén~
formal approaches +*o leatning for subsequent adopiion on & national scaii
An important. rritericn -1 s2le~tion of those cpecific regions where these»
programs will pe first Jni‘jftpd will be the location of cooperstive
A I.T. servi~or and : : increasingir Literate rural porulation,
more alert L “Life's oo ofniTioio0 and better crained te take advantage

tat i orportantcol ©- ool will ne sapprotive to achieving in-
creaseaq Pglﬁ“”i‘Jf?t produe 1oy ir the small farm sector.
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Insofar as increased agricultural output will make more food
avallable, it will be supportive of the Minlstry of Health's program for
improved nutrition, especially among the poor, be they rural or urban. s
Also, to the extent that food imports can be replaced by domestic production, -
and that greater export earnings can be realized, the consaquent increase
in foreign exchange reserves can be channeled toward investment capital
to create more employment or to a broader range of consumption items, both
leading to improved well-being for all Bolivians.

6. Relatiouship to Other Donor Programs

The general thrusts of other donors' current and planned assistarce
programs heve been discussed more fully in Chapter 6 of the Agricultural
Sector Assessment. USAID's planned inputs have taken into consideraticn
and are coordinated with those on~going and proposed assiziance programs .
of other donor agencies. Recogniziag the necessity of a vrogram rocus on
important development and equity problems end that no sirtgle donor agency
can address all the problems of the sector in every region, USAID's pro~.
posed agricultural program with its geographical emphasis in the central
valleys and central orieute will complement the other donor assistance
programs vwhich also tend to have & regional focus. For example, the IDB
reglonal development programs are being proposed for the central Altipleuo
and southern valleys, an® a similar IBRD project 1s being planned for the
northern Altiplano. In addition, the IBRD is interested in regionel develop-
ment programs in selected colonization areas of the western orieante. The
UNESCO and UNDP are alsc planning a series of small projects affectingr'
agriculture in the southern valleys end tecinical assistance to CORDEPAZ
(the departmentsl Jevelopmert corporaticn for La Paz Depertment) in the
northern Aitiplano. UNWFP is planning financial aid to &ssist in developing
the deiry industry of the Altipisno. Similerly, while USAID's comwodity
focus will be cn basic food products now 1n short supply ¢nd sultable for
small farmer producticn, the proposed Britich Tropical Mission project
will provide technical sssistance for the production of cotton, sugar cane
and tropical “orsges. The I:KD has proposed to provide credit for increased
proauction of tnese and other ~roys, fncluding beef cattle in the oriente, -
which are meiniy pr.o’uted on large scale cormercial farms, and grape produc-
tion ia the southern ve.leys which is produced on both smell and medium
sized farms. JSAID's pregram would 21so be mutually supportive of UNDP-

FAC effortc tc develov zround wuter resources anc incresge smell scele
rrigaticn in tre ZTochalsmbte Jepartaent of the central vallieys and the
limiied eff- - of COTLCT {tre Cwiss technicel essistance program) in

T Vg

deiry producticon Lr nTooLre
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7. Consistency with CIAP Reviews

The proposed Project 1is consistent with the findings and recom-
mendations of CIAP., FEssentially the same set of constraints restrictiag” .
agricultural development has been identified by CIAP as are set forth
in the USAID "ector Assessment ! 1) low productivity among the major shgre
of the rural population in treditional production areas; 2) poorly devélop
factor and product markets including credit especially in traditional — ~
areas; and 3) lack of adequate finaiucial and human resources in GOB agri- =
cultural institutions.

Most of the CIAP recommendations for dealing with these constralnts
are at least partially included in the loan Project and are additionally
complemented by our grant funded technical assistance program. Project
components which are respensive to CIAP recommendatlions include:

1) Strengthening the capacity of MACAG for research and extension

activities, carrying out development projects, znd planning and coordina-
tion of the sector activities;

2) Strengthening farmer level educational training programs; and
3) Strengthenling credit markets for the small farm sub-sector.

There are, however, some CIAF reccmmendatlunc and &spects of the
proposed lcan Project whicih go beyond or do not precisely colncide with
certain of the (IAP re~commendations. CIAP deec rot make specific recom-
mendations for improving humean capltal in agriculture even though they
identified this ss 8 constraint, whereas formal and informal tralning of
personnel from MATAG and related instituticns iz an 1nteg ra)l pert of the
proposed loan Project. CIAP also recommends a continued nrogram to im-
prove native panu}f“ an reduce overpopulation of sheep 1u the Altiplano.
While the proposed ULAIZ prOgram does not address these problems, =
currently zoncluding USAID progrem has set the stage for thils process.

The CIAP also reccmmends a teem of techniclans for work in Irrizated agri-
culture (especislly rice, be estsbiisned and that emphasis be glven to
establiishment of agro-induszstries Nelther this loan Project or other
proposed USAID assistance explic tly emphasize irrigstion or 3gro Industry.
However, tiis ©toar Zoes provide a fund for pre-feaslbility studies in agro-
irdustry of g limited scale and a proposed FY 1976 Smsll Farmer Organizatior
Loan will include resources for village level irrigestion projects.
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SECTION II - PROJECT ANALYSIS

A. Institutional Analysis

1. Executing Agency: +the MACAG

a. Brief History

In the last 25 years, several important changes have been
made in the system of public institutions engaged in the management of
the Bolivian agricultural sector. !urlnc this period, the Bolivian
Agricultural Bank (BAB), began making limitod amounts of production
credit available to the agricultural sactor. In 1948, the newly created
Ministry of Agriculture, Cattle and Colonization replaced the Bolivian
Development Corporation (CBF) which had been responsible for managing
the agricultural develovment program in Bolivia. In support of the acti-
vities and programs of tre Minisiry and BAB, the Interamerican Agricul-
tural Service (SAI) was founded. 1t was financed znd provided with
technical assistance by the United Sitates and carried out programs in
ggricultural extensicn, researsh, development operations, and super-
vised credit. Shertly after the Revolution of 1952, the Ministry was
redesignated the Ministry of Agriculture (MTNAG) but condinued its close
working relaticnship with SAI. The MINATG was crganized around divisions
which direcztly affected crop and animal preducticn ‘n:luang thc Depart-
nents of Agr‘"uitur?. ivestoek, Irrigation, Met:zorclow
ete. As a result of hi Ministry of fﬁ”ﬁeolpo nifairs (MAC)
f4as foundeu &L this time 7 | Ter the social welfare needs of the
rural populstion. Firally the Lzticnsl Agrarian Reform Service (SNRA)
was created to administer the land ra2distribution program contained in
the Agrarian Rerorm Law cromulgatec shortiy after the Revolution.

b
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In a move to consolicate the disparate entities working in
the agricultural sector, the MINAG and MAC were merged into the Ministry
of Rural Affairs and Agriculture (MACAG) in 1970. This merger lasted
until 1972 when the MACAG was again sceparated into the MINAG and MAC.
However, during the GOB's reorganization in 1974, the MINAG and MAC
have again been integrated into one Ministry: the MACAG.

b. Organization

As a result of the ministerial recrganization of Februury
1974, the MACAG was founded. Figure 1 indicates the current national
organiz. ~ nal structure of the Ministry. It is headed by & Minister
who is supported vy one Sud-Secretary for Agricultural Programs and
another for Rural Affairs Programs. In turn, these Sub-Secretaries
are supported by and responsible [or various program, staff and ad-
ministrative sections. At presenrt, these sections together with top
management have o staff of approximately 508 full time employees. In
addition to these secticas, the MACAG has jurisdiction over variocus
decentralized public entities including four public institutions (INT,
INC, ¥CDS, and SNRA) and a public business (BAB).

Iy
i-

. P
1t

'

Fcr the most part, the MACAG incorporates the same programs
that existed in the MINAG ana AAC. However, ; changes have been
made in the administraticn and orgenization of the Alnlatry. The HMACAG
currently has four pregram sections: two from the MINAG - Agriculture
and Livestock; anc twe from the MAC - Rural laber and Promotion of Rursl
Works. The Rural Credit DlvmsL and Home Heoncomics Group of the Extean~-
sion Department of tne MINAG were tl,nstﬂrred to SNDC during the re-
organization. NCDS alsc was given the responsibility for organizing

and providing assistance to cocperatives. In adaition, the respective
offices of tre Starl and Administrative Secticns of the two Ministries
have been m<rzed where fuioticns were duplicated, and the Section of
Cooperatives and Rural Cadastre of the MAC nhas been made part of the
Planring Offies in the Staff © icn of the MACAG.
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ABSREVIATED ORQANIZATION CHART:
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United Nations Development Program {(UNDP), Interamerican Development
Bank (IDB), and A.I.D., whose projects have totnled approximately $7.6
million since 1964, as well as other Yilateral donore.

Since 1964, the MINAG and MACAG have resceived technical. and
program assistance totaling approximately $2.3 million from UNDP. ThESE"
funds supported five projects including  forest development, animal
health, improved agricultural production on the Altiplano, agrlcultural
statistics, and credit utilization projects. Tiese projects were con-*

sicered generally successful, although lack of full GOB support was =~ - ‘.3
noted including shortages ¢/ counterpart funding and personnel. 1In : 4

addition to the.e funds, the IDB provided $37,500 to finance technical
assistance for the MINAG to assist that instituticn administer an IDB

loan to the CBF/INC and the RAB. e
Betwe-n 1965-1975, A.1.D. will have provided the MINAG and = ¥

MACAG with grant assis-ance totaiing approximately $ 5.2 million. These

funds have supported s:eep, forage, and wheat production and were pri-

marily in the form of techrical assistance provided to the Agriculture S
Ministry by the Utah State Univarsity. Wheat yields have increased ai
about seven percent annually since the inception cf the project. Sheep .
and wool prcduction have alsoc increased as a result of the introduction -~
cf imprcved breeding stock. Futhermore, the adeption and acceptance of
a graded system of 100! marketirg has also resulted in incentives for
procuct quality wiiich nas increassed incomes for many sheep growers on
the Altiplanc. Generaliy %woth the wheat and sheep projects have bpe2n
judged satisiactory isce Micsion PAR's _f January 31, 1974 and May i
1974 respectively).

1ancial assistance,

sral donor assistance -

of Germany, England, & -

h1s come in the ferm

iztance in the pro- L
mproment project. Pk

In addit
the Agriculture Mini
including suppor® ron,
Switzerland and the liethc

PN +

anee outline above,
MACAG, more than .
: public dirnctifyticns g
“he MACAG. Sirce 19€8, th £3 ‘
veveicunent (TBERU nas loane
z: provided approximately -
ce the BAZ anu _ 362, From 2961 to present, CB?; .
NODS 4and BABR Fove recelved p,;“; i~ans and grants totaling aﬁﬁvoxzzatezy
$27.¢ millior.
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d. Managerial and Financial Capability

The MACAG is currently undergoing a major restructuring to
correct past administrative inefficiencies. Thus, the Mission's judge-
ment of the ability of the MACAG to manage and financially control the
proposed loan Project is based on a preliminary analysis of the re-
organized Ministry as well as on the capability of the Ministry person-
nel. While no detailed organization chart of the MACAG yet exists, the
Mission's Office of trc Controller has prepared a working chart which
reflects the recent reorganization based on MACAG payroll information.,
(see Chart 1 page 39A ). Tie Controller's analysis of this chart
indicates that duplication of responsibility has been significantly
reduced and a clearly defined chain of command has been established
thereby correcting deficiencies of previous organizational structures.
The chiefs of the advisory offices and administrative and technical
divisions are directly responsible to the Minister and his two Sub-
Secretaries. The Project Committee believes this to be a proper chain
of command &nd a significant improvement over previous arrangements.

It should be noted that while all the advisory offices are directly
responsible to the Minister, all of the administrative and technical
sections report to their respective division directors thereby signi-
ficantly reducing the Minister's contact with technicians on day-to-day
technical matters. Additionally, there should be little crossing of
lines of responsibility within the MACAG under the new organizational
scheme, thereby assisting in the flow of managerial, financial, and
technical information through the Ministry.

The Office of the Controller's study also included an ana-
lysis of the persoamel qualifications of the employees in the wvarious
financial sections of the MACAG. 1In its review of the auditing section,
it was found that all the auditors from junior auditors up to the sec-
tion chief are either licensed or have their studies completed in the
field. This was essentially alsc true of the accounting section where
it was found that almost all of the major employees had received their
university degrees in accounting. The principal deficiency cbserved in
the financial area was the lack of an adequate accounting system. It
was noted that the existing system has very poor expend ture controls,
allows a long lag time in making accounting/book entries, reflects con-
fusion as tc proper internal auditing procedures, has little or no budge-
tary controls, and is slow in producing financial statements (latest pu-
blished statemznts are from December 31, 1972). 1In order to assure that
there will be proper accounting of A.I.D. loan funds, the Mission's Con-
troller Office will cooperate in ectablishing an adequate system of ac-
counting, budgeting, and auditing procedures. The design and establish-
ment of this system will be a condition precedent to initial disbursement
of the A.I.D. loan.

Due to their importance in the management of the agricultural
sector, the MACAG's Office of Planning (OP) and Economic Studies and



[ T

“MiRisTRD | °
pra TsuB-SEGR. |
sue- 0% ASUNTOS CAMPEN
asunTos AOAOPEC] suN ‘
OFCINA -
PLANIPICAGUN
DPIGINA
[£34])
T1608 Y
DIARCGION ’m‘oﬁ‘r‘w&
ADMNINISTRATIVA RIPCECTARIA
- OFIGINA
r |ANALISIS ADMANIBT
OPTQ ADM.
CONTABLE OFICIHA
CONTROL FBSAL
OFIGINA JURIDICA
ASUNTOS RSROPE.
CUARKS
OFICING JURDICA
03
OF |GINA
PEASONAL
—
DIREGCION DIRECGION N DIRE G CION DINECELION
TEGNICA GAMADERIA
INSPL.LAB QOADMACIONII ODAAS
TEGNICO
” e
5
N OT TR
i SANIDAD
1 IMAL '
EXTENSON s
AGRICOLA AEAOLATIOO
INBA |
¥ RODUCTION
20! A
£
f T _ | N 1 1 i
») [ * « o~ o N & o~ &
@ T N 0 S S 0 K32 &
v.r o N Bt N % ¥ e NS b
_.._.-l.__.‘ ‘_—[‘ 1 % T 1 -
By 10 s [ | 1] -~
< A f. ~ 0 0"} (}‘ ) \\_Vv‘ é'\‘i] §~ \bb.
Ry e
“@Q‘ ! &{‘o’ p.;\té? ’6\3(,5‘ Q-G::. x4 QG)\@V i QQG::“ ‘?G“\Q‘ Q'Q’:ﬁ\
Lol i Sl R L ¢ Lt < (%
l ww Torapannan! [sawie omr | [ wem #0103
. I T i (R EnrEeein
XPE X : ] TAL
PEMENTAL]  JEXPERAENTAL [ TPCRIMENTA EXPERINENTAL| - {EXPERINEN
!t sﬁanon’s’ sTavioNS ;| STAV'ONS ] | ~STATUINS STATIONS




Statistics (CESS) were the target of a special study by a Mission- financed'
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contractor. The principal responsibility of the OESS is
and reporting of agricultural statistics and the carrying out of necces-
sary economic studies for establishing agricultural policy while that of
the OP is the development of plans and programs for public investment in

agriculture and the carrying out of project analysis. ,
the study was to determine whether these offices were adequately carrying

out their responsibilities and, if not, what measures should be taken to

improve them so that they can accomplish their mission.

The study essentially disclcocsed that the OP and OESS were not

the collectlng

The purpose of

providing tor management of the MACAG with the information and advice it

requires to make decisions and policy. _
served that this situation was the result of, among other things, duplica-
tion of functions between the oifices and within CESS; a lack of coordina-

tion betwezen the offices; and,
fessicnal personnel in each office.

recommends that the QP and OESS be reorganized inte one office to reduce .

More specifically the study ob-

deficiencies in the training of the pro-
Based on these findings, the study

duplication of effort and incresse coordination among the various divi-

sions engage
]

d in
(see Annex 11, Exhibit

in statistics

1 \

gathering,

analysis,

rlanning, and reporting
ft alsc recommends that new technical posi-

tions, requiring increased tecnnical capability, be created to staff the
new organization and that long term training be provided to increase the
technical capebility of 13 OP/OESS professional employees to the Masters

level and 2 to the PhD 1

short term techniczl assistance ve provided to support the

tion. The Project Committee gen<ra

recomriends including a ccndi
n

be conti
adequatz snpport of the
¢ Zole i Prog
L0 “rdicate
in wkre Project s oan exl
af thoe e cr_or \
DU .o a2t r A8scrrment
The NATAG's 1 include

- orovid 1n&

231
Miroeting,

:D
Produstion and

evel,

tion

Finally,

recrganized entity.
At

Te L

in the rrojact

" -y
RS,

ct
=
o]
oo

Descripticn, the

it recormmends that equivment and
new organiza-
11y concurs with these fundings and
przcedent that loan disbursement will
zont on the reorganization of the OP and OESS as well as for the

role of MACAG

1t encempase: achivities in three

lame 1sc

Improeved

rlatec in Bolivia's Agri-
Sector Management,

n area of
s
CEpangzd and
~ E—_ .2 .
“ing sististics; and
o oo
CcT a?:;;

g :’;:*:o'

182

Jphent

zoovlem associated
"Lini.’SJf _‘,':' !

s role

agricultural development

W
anG cvaluations, greater policy

ernal denors, and special

involves:

with Key Crop




- b - UNCLASSIFIED

- providing adequate agricultural research and extension
services to the small farmer target group;

- providing improved seed to the target group;

- undertaking market studies with a priority focus on pre-
feasibility studies for target commodity and marketing
and processing facilities; and

- making available cash credit to the target group.

In the area of Agricultural Education, besides supporting

improved agricultural programs at the universities in Cochabamba and
Santa Cruz, the MACAG role incluues:

- offering an agricultural oriented adult education and
training program directed at the target group.

Based on the results and recommendations of the various studies
mentioned above, the Project Cummittee believes that, with the develop--
ment of improved accounting, budgeting, and auditing procedures, the re-
organization of the OP and OESS together with the treining of their profes-
sional personnel, and the increase of Ministry salaries, the MACAG will
have the necessary managerial and financial capability to adequately carry
out its role and implement the proposed loan Project.

2. Other Participating Entities: Roles and Capacity

Besides the MACAG, four other public entities will play signi-
ficant role in the execution of the Project. These entities include the
MACAG's Extension and Research Services, the National Community Develop-
ment Service, the Bolivian Agriculture Bank, and two Bolivian universities.

a. Agriculture Extension (AES) and Research (ARS) Services

The AES of the MACAG is responsible for the introduction
of modern inputs, seeds, and technigues of production; the development
of ,outh and home economics programs; and the provision of agricultural
information through various communication media. To carry out these
activities, the AES is- organized into a small central office in La Paz
and a network of 9 regional and 86 provincial offices spread throughout
the country. Of the total AES staff of 97, eighteen are titled Ingenie-
ros Agronomos, twenty-four have completed their 5 years of university
training but have not as yet completed their thesis, and fifty-five
have certificates from vocational schools or institutes specializing
in agriculture. The Project area contains 39 extension agents: 16
in the Department of Cochabamba, 12 in the Department of Santa Cruz,
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and 11 in the Department of Chuquisaca. These agents are scattered
throughout the Project area and are situated in 35 different towns and
localities. Since the early 1960's, the extension program has suffered
from a lack of funding which has resulted in the loss of staff and ex-
pertise and a limited schedule of field trips by agents thereby reducing
the number of farmers reached by the program.

The ARS of the MACAG is responsible for the investigation
of problems relevant to agriculture. This activity is presently being
carried out in nine agriculture research stations located in the prin-
cipal geographical/ecological zones of the country. These research
stations have a combined staff of approximately 94 including agrénomos
and support personnel. Within the Project area, there are presently
five experiment stations: three are located at Toralapa, San Benito,
and Chipiriri in the Department of Cochabamba, one is located outside
Montero in the Department of Santa Cruz and one at Chinoli Potosi.
These facilities have a total combined staff of 59: 24 are Ingenieros
égrénomos, 10 are either Directors or Administrators, and the balance
are support personnel including mechanics, equipment operators, etc.
While these facilities are relatively well equipped, they have suffered,
like the AES, from budgetary problems resulting in staff turnover.

As indicated earlier, the principal role of these two services
is to provide extension services, research data, and irproved seed to the
target group in the Project area. The mobility of personnel has been
a chronic problem since the early 1960's and has impaired the ability of
both services to get into the field with their services. In addition, lack
of funds has limited the quality and quantity of their respective efforts.
To improve one of these situations, an A.I.D. losn (the FRA) provided
101 vehicles to the MACAG for the AES and ARS activities. These vehicles
have arrived and have been distributed thereby reducing the mobility
problem. However, financial support of the operations of the AES and
ARS is still insufficient to allow these services to carry out a full
program of operations and retain their professional personnel. Thus, the
Project Committee recommends that a condition precedent to initial dis-
bursement be included which makes disbursement contingent upon the de-
velopment of a budgetary plan which provides larger allocations to field
activities of direct benefit to small farmers.

Based on the availability of new equipment for the AES and
ARS; the magnitude, dispersion, and training of their respective per-
sonnel; and the inclusion of a condition precedent requiring increased
support to both cervices, the Project Committee believes that both
Services will be able to carry out their roles.
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b. The National Community Development Service (NCDS).

Since its inception in 1965, the NCDS and its pre-
decessor, the NCDP, have been directly engaged in rural com=
munity development through decentralized regional and zonal
offices and various regional training centers. From 1965 to A
the present, these regional and zonal offices have constructed -
some 500 self-help projects while the training centers have
trained over 15,000 community leaders. In addition, the
newly created NCDS Division oi Agricultur.l Development and
Cooperative Organizaticns recently has initiated a program
aimed at providing technical and financial assistance to
rural, small farmer organizations.

In carrying out itg activities, the NCDS has
gained extensive experience with foreign donors and ex-
ternal financing. 1In the mid-1960's, it administered a
$435,000 loan fror the Interamerican Development Bank. In o
addition, the NCDS has disbursed a $9.5,000 A.I.D. loan S E
signed in 1970 and is currently administering a $3.0 million -
A.I.D. Rural Community Development Loan signed on Sept. 15,

1972. Final.y, considerable amounts of grant technical
assistance ha. e been provided to it by A.T.D. from 1965 to
the present.

The role of the NCDS in the proposed loan, while
limited, is an important one. The NCDS will support the
program by:

l) providing organizational, training, and techni-
cal assistance to small farmer organizations interested in
improvement and agricultural production credit;

3

2) advisinag the BAB on all cred:it applications
of small farmer organizations as a member of the regional
credit committees; and

3} assisting the MACAG to carry out the adult
educacion program at tne ASC,

The NCDS appears to be well equipped to carry out
1ts role in svoport ¢cf the proposed Project. Besides its
recora of success working with groups of organized campesinos
in executing physical projects, trainirg courses, and agri-
cultural activities, che NODS has recently augmented its
decentrai.zed structare te more effectively serve rural
Tampesinds i campesine oryanizations., Of NCDS's current
615 fuli-time emplouvees. 4@l ere located 11 33 regional and
zonial offices ard treininy centers, which are scattered

thrcugaout ihe country, whil: 134 personnel are found in the
naticnal office in La Paz. In the geugraphic area of focus ;
of the Project. the N(D53 nas $ regional andé zonal offices with 4

a total of 151 empisvens, iicluding 29 women extensionists, and

4 trélning centers - one ~f which specializes in cooperative
development.
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Thus, based on the role that the NCDS is expected to play
in the Project, itr prior expericence with non-fornal education, smnll
farmer orpanization activities, and external financlng, and Il exlobing
decentralized facllities in the Project area, the Project Committoo
believes that the NCDS is capable of executing its responsibilities
under the prcposed loan.

¢. Bolivian Agricultural Bank (BAB)

The BAB was organized in 1943 to assist the socio-economic
development of Bolivia's agricultural sector. Since 1962 the Bank has
adninistered approximately $26.4 million oi loan funds made available
by external financing institutions. Included in this total is approxi-
mately $9.8 mil ion from the IBRD, $10.8 from the IDB, and $5.8 in
A.I.D. developmert loans. The BAB was chosen to administer the credit
program over the Banco del Estado, the credit union system, and the agri-
cultural cooperatives in the Project area because of its mandate from
the GOB, its previous experience, and various safe-guards mentioned
below,

The BAB has mdergone three major recrganizations since its
inception, tihe latest >ccurring on July 26, 1974 through Supreme Decree
N°® 11658. The bank's central office in La Paz was restructured in three
principal ways as a result of that reorganization (see Amnex I1I, Exhibit 2).
A planning coffice has been created whose function is +to 1nclude
the program:inc ol the available credit among the various sub-sectors
within the agricultural sector as well as the planning of the banks'
future needs and its sources for additional loan capital. Also, the
BAB has added a department of small farmer credit development whose i

suggested functiors include the development and review of credit projects
in the tradiiional., smell farm sub-sector. 1In addition, the four pre-
viously separate staff and technical offices have been combined into

two management units composed of a total of five departments. This

arrangement 3 1ikely to increase coordination among the related acti-
vities, redu:- duplicat .cn among thae various staff offices, and clarify
the lines of responsibilily and c¢hain of command.

The iBte ;crional and provincial office structure was left

basically wchanged during tne recent reorganization. Currently the
BAB has a toter of L1p e'rp"‘r'eec of which 120 are located ir La Paz
and the remaining 292 are spread among the 12 regional offices and 59
previncial agenciss. This CLC“EuFﬁllZed organizaticn is geographically
distursed sc 3T Lo ¢vver tae entire country. 1t would appear ready

mage for cunporuing the locali crecit cammittees which are intended,
under tLre Tojoel, fo extena credit te small farmers. However, as a

result ~Ff ~Fo D TP ety of providing credit to this sub-sector, tech-
nicel assizta = il v p"‘ ‘id=d from loan funds 1o train local BAB
crecit s;ecza._sff m He oreovision of small farmer credit and to refine

the necharis. s Jor np,:\crlng credit to them.
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The role of BAB is an important one from the standpoint of
the credit component of the Project. First, it will serve as the fi-
duciary institution regponsible for the administration of the revolving
credit fund. In addition, the BAR agent on the local credit committee
will have the responsibility for meking the decision on all small farmer
credit applications. However, this decision will be made based on policy
guidelines established by the credit committee and after receiving the
opinions cf the other members of the committee who will advise the BAB

agent on all loans. Finally., the BAB will bear the credit risk on all
sub-loans.

It is recognized that the BAB has had a poor "track record”
in administering previous agricultural credit programs. Nevertheless,
the Project Committee believes {hat the BAB will be able to fulfilii its
role adequately, given: (i) the restructuring of its administrative
structure withr priority emphasis teing given to the small farmer and
campesino organizations, (ii) the provision of agricultural extension
to the small farmers of the Project area thereby minimizing the credit
risk, (iii) the provision of assistance to the campesino in the prepa-
ration of nis farm budget ana loan application, (iv) the inclusion of
an agricultural cooverative, extension, and credit specialist in the
loan approval process, (v'@ the provision of technical assistance to the
BAB and (vi) the limitation of the BAB's participation to only those
regional and provincial offices in the Project area.

d. Uaiversities

The Bolivian university system ic comprised of eight' public
universiti and one private "mniversity. The eight public universities
are distursed Cﬂuntry-wide, with one each in eight of the nine Depart-~
ments ir 2olivia (the Pandc nas no university). Some 48% of the total
university enronllment of atcut 25,007 students is in La Paz while 2249,
are enrolled in Cochabarba. All -tiher wniversities have between 1,000
and z,000 ztudents with the eiCE;LIFL of the new university in the Beni
which »as reached sv enrollmert of only 150. These universities vary
ir the mmber of qrobr1ms off~r ¢: San Andrés in La Paz is the only
traditional offerings. Of the remaining

0]
D»

ona Lo cover L inole renge o1
universitiesz, il :except Ber:?  oach Law and Economies; two teach
Medicine, I-ntistry, and Phasrracy; Tocur offer Engineering; three teach

Agronomy; and ~me offers Architect:re., The university in the Beni offers
orily Aniwal iuzvandry ir which 17 has a national monopoly.

ents of the universities at Cochabam-
ir. the support of Project related
ersities have an estimated 38 pro-
criculturaily related departments
sciences, veterinary medicine, and
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tropical agricultural. Of these prcofessors, only one is known to have
a PhD, a few have MS'c, while the vast majority hold the degree of
Ingeniero Agronomo which is equivalent to a BS in agriculbture. The
salary scale for full-time profaessors is low and compares poorly w1th
professionals in comparable jobs within the public sector agencies as
well as with the salaries for comparable jobs in third countries. In
addition, approximately 75% of the agricultural faculty memebers teach
eight hours or less a week which further mitigates against quality edu-
cation since these professcre devote only part time to teaching or
relasted research.

The rcle of these two aniversities in the Project would be
to support various loan funded activities by i) improving the quality
of agricultural graduates sc trat they succesfully can fill agricultural
sector career positions i the rizlds of research, extension, and plan-
ning, and ii) increasing their involvement in agricultural research re-
lated to the Project area. Thus, in order adequately to support the
Project, the universit.es at Cochabamba and Santa Cruz will have to
expand their agricultursl related curriculum to include new courses in
farm management, credi:. markeving, etec. and improve the quality of
their instruction ir piant anéd animal sciences.

Based on the atove chservations, the Project Commlttee be-
lieves that, if thece twr univercities are to produce a better qualified
agricultural craduate unc =urort research activities releted to the
Project area, they will have t. ggrade and expand the capacity of the
existing stafte in w2 arens noted above through long and short term
training and, at e same iimv increase salaries so that they are
competitive with gosernmental end private sector opportunities. There-
fore, it iz vriposed thal loan smunds be provided to initiate a faculty
training program specifieniiy reiuted to Project needs, that the GOB
rrovide sala-vy s~ 12 agriculture Taculty at the universi-
ties of Bant: sohebazcea, and that these universities provide
adaiibional tome st vo the agricultural faculties. With
these input:, omltiee helieves tnat the two universities
mentinned wil: cwomy ot tneir roles in the Project.

1. Ercoprise A Syois ‘T the Typical Farms in Project Area.J

e R e -

L

sre e . F Yre heteroyso Tny of farm types between geographic areas,
and indeed within oreas, Civs cevarate model farms, each typical of the
1

L

major typss of agricultore in lhe small farm sector of the Project ares,

-+

E| / LA F’ Ao, e <

:/ .'.UE: _\\ -
University huri

Loen foo thnis section is the 1972 MINAG/UTAH State
Savvey 'ug ented by other MINAG survey data.
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will be usead as a basls for the analysis which follows. Two such models
have heen formulated for the Santa Cruz lowlands and three for the cen-
tral valleys. The following briefly summarizcs the salient characteristices
of each and gives estimates of farm numbers of which each model is cur-
rently representat: -e. '

Share of total Farms Est. Number of
(Percent) Farms

Santa Cruz Department: 10.7 21,720

1. Farm type 1 - cultivated area
ranging from 0-5 ha.
Averaging 3 nas. with rice (6.9) (1L, 054)
as the vrincipal croo

2. Farm type 2 - cultivated area (3.8) ( 7,666)
ranging from 5-10 has. averaging
6 has. with corn as principal crop

Chuguisaca, Cochsbamba ard Potosi 4
Departments: 89.3 181,541

3. Farm tyre
. Farm tyre
+
i

2
e . .
IYrCm ez AR, AVETragin

rangivs I =

1 ha, almest 211 dirrigated, with

vegetatles, ccyn, nctaboes and

alfalfa as principa® orops (50.3) (102,268)

Y. Farm tue bo- 2uditivated ares

vanging Irom % -> has. averaging

3 has., abtoul 1/4 irrigated witn

corn, vctatces, and barley as

rrincipsl crorn (33.8) (68, 741)
5. Farm ty¢ 2 - cultivated area

ranging from ~-10 har. averaging

& nas. al 13

barley a {(5.2) 110,532,

100.0 203,261

1

.1 in - telow, indicate the enterprise mix and
~f costs ond returns for various crop activities for
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Farm types 1 and 2 are both found in the Santa Cruz area. Famm
type 1 has an average area under cultivation of 3 hectares with a range
of from less than 1/2 to about 5 hectares. The principal erop is rice,
followed by corn, yuca, and potatoes. Rice is marketed commercially
while the rest of the crops augmented by some vegetables, bananas and
plantains and citrus production normally provide for the subsistence
needs of the family. The farmer is apt to be a recent migrant to this
area and speaks Spanish fluently. The technology u.ed in this type of
farm is usually of the "slash and burn” nature. Average net income
(gross value of output less variable production costs valued at oppor-
tunity cost) is almost $900 Tt is substantially higher if the farmer is
located near enough to access roads to shift to the production of more
profitable sugar cane. (This latter crop, grown largely for export, is
outside the commodity focus of this Project).

Farm type 2 is larger than farm type 1 averaging 6 hectares with
a range of £-10 hectares under cultivation. The prirncipal crop is corn,
followed by rice, peanuts, soybeans and bananas, and some yuca and
potatoes. Corn is the principal commercial crop, although some of the
rice, peanuts, soybeans and bananas are also marketed. This farmer also
grows the same subsistence crops as type 1 farmers. Both farm types
have some baranyard livestock, primarily chickens and pigs which are
raised principally for on-farm consumptiorn. This farm type is distin-
guished frem type 1 in that it tends to be located in the dryer areas
of the Santa Cruz lowlands on less fertile land. The technology utilized
is still primitive, but there is less evidence of "slash and burn" agri-
cualture. The farmer is also likely to be a coleonist, although his total
holding is somewhat larger than those in farm type 1. He also speaks
fluent Spanish. The average net income on farm type 2 is a little over
$1,000.

Three separate farm types are characteristic of the central valleys
area. Farm type 3 is typically found in the lower Cochabambe and Chuqui-
saca vaileys. The crop land under cultivation is small, averaging 1 hectare,
but ranging irom less than 1/4 to as much as 2 hectares. Principal crops
grown are vegetables, and corn and potatoes which are double cropped in
rotation ~ith the vegetables. Some alfalfa may alsoc be grown. This type
of agricualiure is irrigated and is intensively managed with natural fer-
tilizers and some pesticides being used. Yields are relatively high
compared to the Bolivian average. A relativel large share of the pro-
duce of thzse farms is marketed commercially. Alfalfa is typically
used to maintain 1-2 Holstein dairy cows which provides milk for family
consumption 2nd a small marketable surplus. Among the Project's target
groxp, thi: is the most productive farm enterprise in the valley region.
Average net dncome is almost $850 rePlectin; relatively high factor pro-
ductivity compared tc the other four farm types which have more land
availetle., Still the technologies employed are primitive and average
yields, while high by Bolivian standards, are less than the average for
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Latin America, and much lower than the intensively managed agricnltures
of countries such as Japan and Taiwan. The farmer is Yikely to speatk
some Spanish with Quechua being his native language.

Farn type 4 is located in the intermediate and higher valleys
of Cochabamba, Chuquisaca, and Potosi Departments with generally lower
temperatures and rainfall regimes than farm type 3. The average famm
here has 3 hectares of land, with a range of 2 to 5 hectares. The prif-
cipal crops are wheat, barley, corn, potatoes, and alfalfa. While most
of the crops are raised on ary land, a small portion of the farm, 1 _
hectare, is irrigated. The most likely crops to be irrigated are pagtatoes
and alfalfa which yield the highest return. The average income from this
farm type is about $600, with potatoes and alfalfa likely to be the prin-
cipal crop marketed, followed by corn. This farmer is likely to speak
some Spanish, but, similarly to the type 3 farmer, his native tongue
is Quechua.

Farm type 5 has an average of O hectares of cultivated land none
of which is irrigated. The range is from 5-10 hectares. The principal
crops are wheat and barley, with some corn and potatoes also being grown.
This is the least productive of the valley farm types with only a small
share of production being excess to subsistence needs. Only the most pri-
mitive production techniques are used. Net incomes are approximately
$600. This farmer also speaks some Spanish but less fluently than in
farm type 3. Quechua 1s his native language.

A1l of the valley farm types (3, 4, and 5) raise livestock, mainly
for subsistence use. In zddition to the dairy cows already mentioned,
farm type 3 also maintains barnyard animals, including chickens, ducks,
pigs, and geese. In contrast farm types four and five are more likely
to have draft animals (which are sold for beef at 3-4 year of age). Sheep
and goats are also typical of many farms of this type. OSome pigs,
chickens, cuis (a native guinea pig) and rabbits are also found.

The total number of farm families in the target group is estimated
from the MINAG/USU survey to be 203,260. Almost 90 percent of these are
found in the valley areas of Cochabamba, Chugquisaca, and Potosi Lepart-
ments. The most important farm type is type 3 - the 1 hectare irrigated
farm accounting for over 50% of all farm families in the tarzet :rroup.
The next most important is farm type 4 - semi-irrigated 3 hectare:s ix
the . valleys with another 33.8% of all farm families. The other thurece
farm types eccount for only 15.9% of all farm families and in dezcendinge
order of importance are farm type 1, 5 and 2. That two of thezce farm
types having the highest average net income are found in the Santa Cruz
lowlands, illustrates the importance of that area to Bolivian agriculture
and to the prospects for raising small farmer income.
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2. Project Benefits

a. Economic Feasibility

The economic feasibility of the loan Project is analyzed in
Amnex IV, Exhibit 2. The internal rate of return rather than a benefit-
cost ratio is calculated to evaluate the economic feasibility of the
Project since it is not known what the relevant discount rate is. It
is assumed that the Project includes all components of the assistance
provided under this Loan and the related grant (PROP 511-11-190-364.6)
inciuding technology development, technology extension, sectorial mana-
gement and credit and improved access to modern factors and product
markets. It is assumed that the Project has a 15 year beginning life
with FY 76. While selection of this time horizon is somewhat arbitrary,
it is expected that significant benefits will accrue to the Project beyond
that period in which the disbursements are made. Beyond the 15 yesr period
the discounting process results in only very small increments to the total
present value of benefits and hence can be ignored.

Only the increase in net returns cof target farmers due to the
Project is quantified as a direct Project benefit. Due to the lack of
any megningful measuring stick, no attempt is made to quantify the direct
benefits such as increased incomes of people trained under the participant
program, gains from improved sectorial management, etc. Furthermore, no
attempt is made to account for indirect benefits through the multiplier
effects via backward and forward linkages. Thus, Project benefits are
understated.

Proiset costs include toth the USAID and GOB contributions
to the Loan and complementary grant project. All private costs required
to adopt related new technologies have been accounted for in determining
the increase in net returns. Both USAID and GOL costs are reported in
the year in which expenditures are expected to be made, not the year for
obligation of funds. Thus, the cost data for USAID ard GOB support for
the grant are one year later than thnose revorted in the PROP which reflects
the year of obligation. The internal rate of return to the Project is
calculated to be 45.4L%.

b. Income Distributicn Effects

The GOB and the Mission recognize that the larze farm csectsor
will continue to grow in output and productivity by rates of 15% and 5%
per annum over the medium term. The disparity between the large commercial
farmer and small farmer reflects in part the ability of the commercial
farmer to introduce new techniques &s well as expand his production base
to meet aggreznie demand. On tne other hand, the responsiveness of small
Tarmers to economic incentives is circumscribed ty a number of factors,
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including lack of credit, unfamiliarity #ith modern management or pro-
duction techniques, etc. Given these constraints, the small farmer

is automatically relegated to a declining slice of the sector's income.
Presently the small farmer is es*imated to receive approximately 6q$ aof

the sector's income but he constitutes about 95% of the farm population.
Without this Loan or the Basic Food loan, the Mission expects that ‘this
group of farmers would receive 50% of the sector's income by 1978, although
in absolute terms this group may possibly be slightly better off than at
present. Moreover, this group is considered to be within the third or
fourth quartile on the Boliviaq income distribution scale.

In relation to region=l income disparities, the Mission has
considered the impact of this program to be concentrated in these areas
of the country suffering the greatest population pressure on land use
and offering the best possibility for obtaining the technological tgens-
formation objectives. As the progrem succeeds, the results will be re-
plicated in other aress.

This Ican is geared to attack the longer term issue of produc-
tivity as a necessary pre-condition to increasing rural per capite jncome
as well as reduce, in relative terms, the increasing disparity between
different raral income groups (including the large farmers). The Misgsion
expects that ihe large commercial farmer will benefit (exogenous) from
average annual increases in net inccme of 20-25% over the medium terym
future, while the data derived for the benefit-cost analysis would indi-
cate that the smail farmer group will obtain an average arnual increase
of 29% in the benefit flows from the various technical changes to be
introduced by the Project. Translating this result into annual increments
in net income tc the small farmer would appear to indicate rates of growth
equivalent to or stove those estimated for the commercial farm group. At
least, the Mission would expect that the small farmer group will be
better off than it would be without the Basic Foods loan and this Project.

c. Employment Effects

The Project contains a direct employment impact through the
construction cof the regional Agriculture Service Centers and experiment
stations. Assuming that 60% of the construction costs are wages and the
average annual wage is $2,000, the Mission expects this phase of the
Project to generate 112 man years of employment. These results are con-
sistent ith the Mission's experience in other construction projects.

Construction Non-Labor Labor Cost Average Wage Employment
Estimated Cost Costs Us$ Us$ {man years)
Us$

POy S

Us$ 1,375,000 550, 000 825,000 2,000 1o

T ARENGE
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Presently, the rate of unemployment and disguised unemploy-
ment is avout 28% for the cconomy with a rural sectcr concentration-at
least for the disgulsed unemployment component. This implies that the
employment created by this Project and the reduction in disguised un-
employment. will take place without detriment to production levels of
the commercial farm sectors nor other sectors of the economy.

Beyond this direct impact, the Mission was unable to make
employment estimates due in part to a lack of data. However, the use
of modern inputs will necessitate additional farm labor as well as down-
stream employment to handle the transport and marketing of the prospec-
tive increased production. FMarthermore, training orograms will increase
the capacity of rural laber both in mobility and adaptability terms to
seek employment in other sectors -- particularly in skilled trades where
shortages exist. Thus, the Mission concludes, even with the lack of
quantification that increased empioyment opportunities will be generated.

d. Linkage Factors

The present structure of the Bolivian economy demonstrates vex
weak backwara and forward linkages. This r sults, in part, from the limited
size of the domestic market and relatively low level of effective internsl
demand. For example, the domestic consumption of minerals as inputs to
industry is less than 29 of production. Domestic processing of cotton
takes approximately 20% of domestic production. Forward linkages defined
as inputs to other productive activities are generally minimal, while
backward linkage defined as final demand satisfying inputs are considered
weak.

In pard, this Loan can be viewed as a demand creating under-
taxing through its emphasis on the technical transformation of the campesinos'
economic activity in agriculiure. The introduction of credit to finance
the inpats of fertilizer, new sead varieties, insecticides, etec. will
have the effect o: incressing effective demand, which in the first instance
will probably resuvit in high imports. However, as this demand reaches the
level aecessary to justify investment in the domestic prcduction of these
inputs, the Mission would expect that this import leakage would be sharply
reduced. Tor example, fertilizer imports in 1973 were estimated by the
GOB to have reached 8,000 tons per annum while the economic size cof most
nitrogen fertilizer producing plants is estimated at 150,000 to 300,000
tons per annum,  Assuming the present fertilizer consumption growth rate
of 1C% per annum ware to continue without the Basic Foods loan and this
Loan, it would take 21 yezars to reach the minimum breakeven point justify-
ing the investment in a lertilizer piznt. (Note: Bolivii is a small sceale
petroleum nrocucer and if cresent exploration activities lead to major
finds, tke country would be justified in developing the petro-chemical
industry, including fertilizer., These exploration activities should bear
some fruit by 1977°. However, the introduction of this Loan will stimulate
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the introduction of modern inputs (including fertilizer). Assuming that
the fertilizer consumption rate grows (beginning CY 1976) at 20% per
annum and given the fertilizer export potential to Brazil and Argeni.na,
the Mission would expect that the fertilizer plant would be Justified

to come on stream in about eight years. This represents an example of
the backward linkage effects that would be stimulated by the proposed
Loans for this sector.

The forward linkege effect is more problematical to define
and demostrate. Cotton production has increrased threefold since 1971
with 80% of the production exported. On the other hand, the Bolivian
textile irdustry imports nearly 75% of its raw material needs (mostly
synthetic fibers). Only in the last year has the domestic textile indus-
try taken interest in cotton as a raw material input. Under present con-
ditions, the industry can absorb only 20% of the cotton production, but
with the introduction of different processes, the industry could easily
take 80% of the present production. Thus, a stronger forward linkage’
connection could be established between the agricultural and industrial
sectors. Specifically, in relationship to crops financed by this Loan
and the Basic Foods loan, soya offers almost immediate forward linkage
connection opportunities. The production of cooking oil (an imported
item) will be Ffacilitated by the Villamontes processing mill which comes
on stream ir 1976 and the proposed expansion in private processing faci-
lities in the Santa Cruz area. These facilites are to provide joint
products -the cooking oil and high protein feedstock for the poultry
and cattle sectors. These latter two commodity groups are supported by
the above loans. This commodity represents an example of an immediate
intra-sectoral linkage as well as & forward linkage connection to industry.

The Mission expects that an agro-industrial processing structure
will be developed as agricultural production in other crops increases,
assuring supplies and adequate production quality to these industries.

The Mission ccncludes that in the snort run import leakages will pre-
domiriate as new agriculture inputs are adopted, but over the medium term
the expected inczrease in effective demand will be converted into strong
inter-sectoral linkages and by implication a reduction in import leakages.

3. Credit Policy ard Interest Rate Analysis

In the period 1970-197k, the Mission estimates that total credit
to the private sector increased at an average annual rate of 39% with
credit to the agriciltural sector increasing at an average annual rate
of abcut 70%. The bulk of the credit expansion was channeled through the
State and Agriculture Banks -- approximately 91% of the credit to this
sector was thrugh the above banks. During the 'same period the average
annual rate of inflation was approximately BM%, implying that real credit
availabilities mo the private sector increased by 15% and substantially
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more for the agricultural sector., By the third quarter of 197h, credit
to the agriculture sector had reached about 33% of total credit available ~
to the private sector which compares to 15% in 1970.

The large increases in the relative share of the agriculture
sector in total credit availability was generally related to & substantial
expansion in acreage dedicated to sugar, cotton, rice and, to a lesser
extent at the end of period, to potatoes. 1In addition, the Agriculture
Bank increased loans to the cattle ranchers five-fold in 1973 and it
appears that in 1974 there will be a doubling or tripling of this level.
The principal mechanism used by the Central Bank in the past two years
to ensure that adequate credit was available to particular sub-sectors
of the agriculture sector has been through rediscounting paper, mostly
from the Agriculture and State Banks. However, this in part reflects
the increased value of productlon due in part to world-wide inflation
and to the general demise of the GOB's attempts to keep domestic food
prices below their scarcity value.

3

8. Central Bank Policy Instruments

The Banco Central has in the past used the following policy
instruments to obtain particular macro and/or micro objectives: required
reserves, marginal reserve requirements, rediscounts, selective portfolio
controls, and general portfolio controls. In addition, the bank can uss
the interest rate either in a rigid or flexible manner hut has chosen
a rigid rate structure with no attempt to utilize the interest rate
structure as a means to allocate scarce financial resources. The basic
argument ncrmally put forward by the Central Bank for this position is
that "the increased cost of borrowing would immediately be reflected
in higher prices or more specifically inflationary pressures"” while "not
attracting adequate savings because of the overall low rate of domestic
savings due to the low level of income'. The basic Banco Central policy
instruments are discussed below.

i) Basic Reserve Reguirements: These requirements apply
to all commerci2l banks (including the State Bank) but with different
levels based on “he bank's nationality. Demand and time deposits are
subject to differential reserve reguirements.
Nationai Banks: -
Demand Deposits Lo%
Time Deposits 254

Foreigi Banks:
Demand Deposits 45%
Time Deposits 309
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The impacl on foreign banks of these requirements 1s
generally small because these banks' rely on external funding which
normally is channeled through thelir respective external offices
(usually head offices or other subsidiaries of the same bank). De-
ficiency penalties are applied at the following rates: one-half per-
cent for the first three, ten-day periods; two percent from the fourth
to the sixth period; and four percent from the seventh onward. These
penalties are applicable to the deficient amount., 1In the past, the
Central Bank has not enforced the reserve requirements in order to meet
problems arising from liquidity which, if continued, would have caused
a dramatic slowdown in economic activity -- the most recent occacion
was in the aftermath of the 1972 devaluation. 1In general, the basic
reserve requirements is the most comprehensive tool the Central Bank has
to control global ligquidity so as to obtain stabilization objectives.:

ii} Marginal Reserve Requirements (MRR): The Central Bank
has applied MRR to prevent the rapid growth in liquidity and to some
extent to redirect credit. For example, a 10(4 MRR was imposed in
January, 1lG7h tc reduce excess liguidity; however, within two months
this measure was fourd too restrictive. In an attempt to redirect credit,
the Centrl Bank in Lune, 1974 imposed a 1007 MRR but with the objectives
of channeling 80% of the incremental credit expansion capability of the
commercial banks towarad specific agricultural crops to ensure that addi-
tional resources would be available to this sector as the Central Bank
attempted to withdraw from its re vely low cost but highly expansive
rediscount operations. In effect, s pciicy was oriented toward re-
structuring the assets of the financial intermediaries and forcing
these institutions to use their own funds to finance certain sub-sectors
within the agricultural economy.

iii) Redisccunting: Generally, the Central Bank has followed
a policy of rediscountiing for seiected productive activities. For example,
the bank has rediscount lines for handicrafts, comstruction, housing, ete.
from its own resources as well as administering lines financed in Dart

or in wnole Iy external rescurces for the agricultural sector. Specia

lines exist -or two purlic sector banking institutions to meet 59901f1
needs of these irsfizutions (+ne State Bank and Agricultural Bank}. The
rates chargad vary bat are generally low, making these facilities irportant
scurces cf ‘“wjﬁlty in the past two and c¢ne-half years.

iv; Portfolio Controls: ontrols imposed on marginal
incremente of credir ﬂen+l,1eL above, a basic allcecation re-
guirement which ferces banxs to distiri to the productives and
commercial ssewors. Ap 10\1m°* y 7 s portfolio must be
lecated 1o prodinctice activities. The system ofe nbrols the allocation but
not the ure within tre Tirm cr the credit. Portfolios are reviewed montly
{som-times locs frequently) by the Central Bank to ensure compliance. As
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a result, the share of commerclal credit to tota! credit has declined
rapidly since 1970. However, due to the hoard detinition of productive
activities, it 1s reasonable to asswne that the impucl on economle ne-
tivity in favored sectors has not been great, partlecularly becnuse Ghe
use of funds is not sublect to examination.

b. The Interest Rate Structure

Present Structure

Type of Loan Nominal Interest Rate Effective Rate
Agri: Wheat 10% 10.47% .
Coffee, Soya, etc. 13% 13.80%
Other Non Traditional 16% 17.23%
Commercial 229 2L . 36%
Central Bank's Foreign
Financed Facilities 12% 12.68%
Agri. Bank's Own Funds 13% 13,807,

Other lending can take place reflecting the actual cost of
funds borrowed by the Agriculture Bank which would mean 1 1/2% to 2%
above the Iondon Interbank Market. As one can see, the rates for the
agriculture sector tend to be low relative to other sector borrowers.
In real terms the interest rates are negative under present circumstance.
Prior to 1970, the interest rate structure appeared to yield a real return
of savings which ntil recently carried ar 8% nominal interest rate. In
June, 197L the interest rate paid on time deposits was increased to 10%
and to allow the banks to absorb this cost, the net return to banks on
certain Loans was increased by between 2% and 5%. Nevertheless, gquasi-
money deposits have increased at a rate of about 2L per annum since
1970, with the time deposit component representing 984, of the total.

From the point of view of resource allocation, the interest
rate policies have been nassive, reflecting the fear of inflation and/or
a slowdowu in econcrnic activities in the industrial sector where employ-
ment effects and unicn antagonism would be exacerbated. Additionally,
the Central Bank felt that lcan rationing through its portfolio con-
trols would be more effective in obtaining the GOB's desired credit
allccation objectives. Altertatively to maintaining fixed interest
rates, the GOR has considzred in the past the possible use of a flexible
interest ret: poiiecy o stinmlate savings while permitting the rate
structure to reflzct more adeguately the true cost of financial capital,
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but for the present this possibility is not considered reascnable. The
use of monaetary correction is an idea that has floated-out and, in fact,
is being utilized on sub-lcans in the cattle sector under a World Bank/
Agriculture Bank lending program. However, given the problems caused
by indexation, it is unlikely that the GOB would opt for such 2 mcasure.

The overall structure of real interest rates in Bolivia have
in the past two years been increasingly negative. Morecver, the GOB has
felt constrained to permit this deterioration even at the risk of increased
capital flignt. Although there is nct sufficient data to estimate capital
flight, the Central Bank anc the IMF believe that in 197k the leveil of
cgpital transfers may have declined, reflecting in part increased invest-
ment opportunities financed from internal savings in mining and agriculture
implying tnat other factors besides the interest rate may be as important
in investment decisions -- particularly improven world markets for exports
and a more rational. internal price structure for agriculture commodities.

Inasmuch as this Loan is focused on only one sector of the
econcmy and the interest rate structure is whelly negative in real terms,
the Mission considers it uareasconable o attempt to adjust the interest
rate on sub-loans tc the agric ture sector while leaving untouched the
rest of the rate structure. The generszl weakness ¢f the agricultural
sector and tunzibility of financial resources would prebably lead te eithner
slow utiiization of our Loan funds and/or complete non-utilization whicl
would not accrplish the Loan's objectives. The Mission door recoymiwc
the need {or 4 roqL:JCqu;ng ol interest raftes, butbt it does not scum teasible
to attack “his provlem willy the present Loan. It is recowmended that an
interest rate of 137 be applied on sub-loans under thiz Project with ad-
Justments permitted to maintain constant the present real interest at the
discretion ¢f the Central Bank in consultation with USAID/B given overall
GOR credit nclicy objectives. The 13% rate reflects the loan rates now
provided tc rrowers i the following categories: 1) coffee, soya,

cottorn, covr, susar prcducers; 2) eattle raiser: 3) sugar refineries;
4) constructzicr and irvrcvements in the housin? sector; and 5) non-traditional

experts., -~ fes
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Tat rseadit 1 oo constrsint fo increasea production can be damorn-
trated Ly ot oririernce with the previous FRA Lean,  Under that project
approKimate vy o i11i.n in inecr=zased crop production was obtaincd from
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more additic o ircresces are anticirated from the first FRA
ouby. w3 2s 3 re~ Uit o7 Longer maturing investments in production and
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marketing inputs into dairy, poultry, and swine enterprises, and f om
the incremental capital development which has occrered in the sector
as a result of increased land hatilitation. Thes> latter outlays
amounted to about $3.5 million; and, while returns are only now begin-
ning to be generated, it is expected that rates of return will at least
equal that of the short-term production credit inputs. In the absence
of that project or same alternative credit source, it is unlikely that
such an increase could have been achieved,

The rapidity with which FRA funds were placed, both in the large
and small farm sub-sectors is further evidence of a credit availability
constraint. Credit funds provided under that program were fully disbursed
one year ahead of schedule indicating a strong borrower demand. Moreover,
amounts originally subscribed for and approved by ICI's at one point
exceeded availabilites by as much as $4 million. Undoubtedly, this resulted
in many other potential borrowers being discouraged from making loan applica-
tions by the banks themselves or by the failure of o»ther applicants in
the community to obtain favorable action on their applications.,

The above, of course, is only a gualitative indicator of credit
demand. In an attempt to develop more gquantitative measures it must be
recognizea that tihie demand for agricultural credit is derived demand
based on aggregate production ané marketing requirements for food products
and agricultural raw materials, The effective demand for credit will
depend on a whole series of relatea factors including prices of other
inputs and products, interest rates, relevant technology and the structure
and resource erdowmeni of the production and marketing sector. A detailed
analysis ¢f the demand Tor credit would ideally require supply and demand
projections for a number of commodivies and an effort to relate those re-
quirements tc the resource bace in some type of simulation or optimization
framewori.. In the ~rse:ce or adeguate data to develop such an analysis
during the intensive review, the Mission has estimated the amount of agri-
cultural credit wnich can reasonctly be expected to be absorbed by the
target group ror rroduction of the vasic food commodities within the
coatext of the specific objectives of this Project.

o
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the target avea and group, developed in the 19/2 MINAG/USU survey were used
along with other MINAG survey data in estimating potential demand ftor

short term credit. The upper and lower limit polential demand for short
term credit 1s presented in Table 1 by year and farm type. ‘

Data ure not directly svailable from farm budgets for caleulating
the potential demand for intermediate and long term credit. However, our
knowledge of the production technologies of the five farm types permits us
to estimate the demand for this kind of credit. Almost no fixed ivestment
is required under the traditional technologies and only a limited amount
will be required under the new technologies especially in the valley
regions whose innovations are land saving (chemical-biological). However,
in the Santa Cruz farm types, more labor saving techniques will be required.
In other words, it is our best judgement that even under the new techhiques
the variable costs of production (which require operating capital) will be
predominant.

Lecause of these relationships we assume that credit needs to
finance fixed capital are one-third of the need for credit for operating
capital. The upper anc lower limit potential demand for intermediate
and long term credit is shown in Table 2.

The potential demand for both operating and investment credit is
shown in Table 3, for those in the target group that are expected to adopt
new technologies during the loan Project. It is, however, unlikely that
all of these who acdcpt new technologies will demand credit, even at the
lower limit. Some who adopt new techniques will provide for their own
credit needs from perscnal savings while others have other traditional
sources of credit. Thus, the actual number of loans made from credit
supplies by this Loan are likely to be less than the number of people
who adopt the new technologies.

The amount of funds in this Loan for production and investment
credit for tne farget group appears to be adequate, at least through the
first three years. The schedule of new loan funds, roll overs, and
amounts available each year for both operating and investment loans are
shown in Table 4. If we assume the demand for credit for the farm
average of all farm types is the average of the upper and lower credit
limits, we can then caliculate how many of those who adopt new techaiques
can b~ serviced by the creait component of this Loan, The mid-pcirnt
between the urser and lower 1limits for operating capital for the weignted
average of all larm grcups is $465.9L, The mid point for investment capitsl
is $155.63. Thue, “hc averaze farmer (of all farm types) will require
$U65.01 for cperating capital and $155.63 for investment credit, or a total
of $622.55 n»er vear to finance agricultural production using new technique:.




UPPER AND LOWER LIMITS OF POTENTIAL DEMAND FOR SHORT

TERM OPERATING CREDIT BY FARM TYPE

1. Cunulative Total of Farmers Adopting
New Techniques by Farm Type and Year

Year 1
2
3
4
Total
IT. Total Variable Cost of Production
Under lew Technology (Upper Limit

Demand per Farm Type):

I1X.Increased Variable Cost of Production
under that Technology (Lower Limit
Demand per Farm Type):

IV, Upper Limit Fotential Demand by Farm
Type and Year:

Year 1
2
3
4
Total
V. Lower Limit Potential Demand by Farm

Type and Year:
Year

1

2

3

4

‘ Total

a. Does’ not include cost of family labor

b Does not include cost of any labor which is exclusively sup

TABLE 1

F ARM T Y P E
1 2 3 4 5 Total

183 101 1,337 898 138 2,657

425 234 3,097 2,081 320 6,157

722 397 5,260 3,535 544 10,457

1,101 606 8.026 5.393 830 15,957

7,431 1,338 17,720 11,907 1,832 35,228

a a b b b

809.65%  920.558  477.50 820.15 730.60 636.01

£73.85  503.20°  190.15° 379.15  426.75P 297.80
1.3, 166 92,976 638,418 376,495 100,823 1,356,878
344,101 215,409 1,478.818 1,706,732 233,792 3,978,852
584.567 365.458 2,511,650 2,899,230 397,446 6,758,351
891,425 557.853  3.832.415 4,423,069 606,398 10,311, 16(
17968,259 1,231,696 8,461,301 9,405,526 1,338,459 22,405,241
86,715 50,823 254,231 340,477 58,892 791, 138
201,386 117,749 588,895 789,011 136,650 1,833,601
342,120 199,770 1,000,189 1,340,295 232,152 3,114,526
521,709 304,939 1,526,146 2,044,756 354,203 4,751,751
1,151,979 §73,282 3,369,458 4,514,539 781,806 10,491,014

¢ Includes cost of harvest labor which is hired

plied by the family in these farm type
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L. Upper Limit Pctential
Demand:

Year 1
2
3
4
. Total
.I. Lower limit Potential
| Demand:
Year 1
2
3
A

Total

Calculated from Table 1.

TABLE 2

UPPER AND LOWERIIMITS OF POTENTIAL DEMAND FOR LONGER
TERM OPERATING CREDIT BY FARM TYPE2
FARM TYPE
1 2 3 4 3 Total
49,388.67 30,992.00 212,806.00 125,498, 33 33,607,67 452,292.67
114,760.33 71,803.00 492,939.33 568,910.67 77,830.67 1,326,284.00
194,855.67  121,819.33 837,216.67 966,410.00 132,482.00 2,252,783.67
297,141.67 185,951.00 1,277,471.67 1,474,356.33 202,132.67 3,437,053.34
656,086.34 410,565.33 2,820,433.67 3,135,175.33 446,153.01 7,468,413.68
28,905.00 16,941.00 84,743.67 113,492.33 19,530.67 263,712.67
67,128.67 39,249.67 196,298.33 263,003.67 45,520.00 611,200.33
114,040.00 66,590.00 333,396.33 446,765.00 77,384.00 1,038,175.33
173,903.00 101,646.33 508,714.67 681,585.33 118,067.67 1,583,917.00
383,976.67 224,427.33 1,123,153.00 1,504,846.33 260,602.34 3,497,005.33

| CILATIEVIOND

-Tq-

(



Operatin~ credit

Urmer 1liait
Lower limit

Investmont credit

U»per limit
Lover limit

TCTAL
Uoper limit
Lower linit

T

TN TN LTY
I ETONLAR

UNCLASSIFIED

O &

[ESRN)

[ SN
-

~

6.3' 10'3
3.l 4
.3 3.
1.C 1.

el 13
'ol (J

30UPCS:  Caleuwlated fron Tables 1 an? 2.



Disburserents

Production loans

Irmroveaent loans

\a,

Vie assune 72 to

\b, - 1C 1lozs of princival assumed Tor vad dett reserve for praductisn

- 63 -

UNCLASSIFIED

PISTULC DU TGS o T UDIT

VLU0 = ATTICULIUAT OO LOAL

YIAT

L .9 z 3 ’

Ry
51.25 AN

237,00 RO €:3,750 \b)
1, 00C, GO

1,43, 750 r.o

1.CH

1, &59,37¢
1, CCC, CCC

312, 5C0 o el
NCF  500,CC0

_"1""
conel

P
i

speratinz In year 1, and

ie) - one-Sourth of the orincival is assuuzed paid at the

and is avzilatle

AC8 - lew credit funds
KO -~ Roll over

g,05.,370 &
i
7€, 127

- N
CC!?Q;~
:,7“;]:m

end 2f the

Py

I

in all other ysor:z,

second

at the te~innin~ of the 3rd year to te re lent.

Aany o
.1'.‘.}-4.

Jear



TABLE 5.

THE NUMBER OF FARMERS THAT CAN BE SERVICED EACH YEAR WITH A.

PRODUCTION CREDIT LOAN OF $466.91, AND A IMPROVEMENT LOAN

OF $155.63
% Loan Funds Available at # of Loans  that Farmers Who Adopt Sl.are of New Share of total
Beginaing of Year can be made New Techniques Farmers who get Farmer§ who get
Operating Iuvestment  Operating Investment lew Cumulative Total Investment Loan Opezatxng,Loag%(
3Us .
937,500 312,500 2,008 2,008 2,657 2,657 762 762
1,843./50 500,000 3,948 3,212 3,500 6,157 92z 642
2,659,375 518,125 5,696 3,714 4,300 10,457 8% 54%
©,893,438 453,125 6,197 2,911 5,500 15,957 53% 392

-119-

Source: Synthesized from Table 1,2,3 ~nd 4.
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The number of the target group that can be serviced by the credit
available each year is presented in Table 5. At the required loan level
for the average farm credit funds are adequate to provide investment and
operating capital loans for a significant share of farmers in the target
group, But the percentage of farmers served begins to decline in the
third year. The drop in the share of farmers receiving operating losans
occurs because farms ready to use new technigues are increasing faster.

It is unlikely, however, that BAB even with technical assistance
and MACAG extension service support can develop the institutional cepacity
to keep up with the increase in farmers who are adopting new techniques
and this implies that the ability to deliver credit may become a resl
bottleneck to more rapid technical change in about the fourth year. Our
credit component is kept at the level programmed, at least in part, because
of this institutional constraint in BAB, As it is, BAB must start from
scratch and service 2,008 operating loans in year 1 and then, increase this
to 6,197 loans by the fourth year. AL the same time, it will be required
to service from 2,000-3,000 investment loans per year under this program.

The BAB currently has a portfolio of a little over 6,000 small
farmer loans in the entire counuvry but mostly in the ares of concentra-
tion. To meet the needs indicated in the tables, the loan portfolio will
have to increase by 66 percent in the first year and double by the end
of the third year. In those three years nearly 12,000 loens, including
r+peats to the first batch of borrcwers, will have to be serviced in the
a.nual production category alone. Even with considerable technical assist-
ance, the participation of the MACAG extension agents in loan preparation
and supervision and the development of farmer groups as credit recipients,
this represents a formidable task for the BAB. Periodic evaluation of
credit placements and BAB regional office operations will be used to check
on and stimulate-movement of credit funds. Obviously if more loans can
be made in the first three years, the credit fund will be disbursed more
rapidly.

However, we also are faced with certain planning constraints.
For example, we assume that a farmer opting for the new technology will
require credit zufficient to cover costs lying halfway between the estimated
total variable costs of the new technology and the differential costs of
the new technology. The credit demand could well tend toward the lower
recuirement, If this were the case Loan funds could be extended to cover
credit demands of about 20 percent more clients. Only in about the third
year will we have data on the efrect on farmer savings of increased out-
puts and income and hence le.ser reliance on credit. We can only speculate
on now mauy farmers adopting the new technoclogy and using credit will bhe
able to move away from supervised credit and become acceptable clients
ander otner progrens such as the FRA. We can say now, with considerable
assurance, that, through tre third year of the Project, availability cf
credit will ot te a constraint orn achieving year and Project targets.
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: When and if a credit constraint: develops, and wae. expect it mnrc
:Von 1nsti butional than avallability grounds; it will not be becausc we

have included too small an allocation of credit in the Project. We have

held that allocation down 80 as not to tie up funds that will not be used

and torav01drthe trauma of possible deobligation. The MlSSlon hopes that.

it will be necessary in the third or fourth year of the Project to put

in an additional infysion of credit from A.I.D., GOB, others, or a mix

of resources, This would be one of the best indicators of Project:success

combining demand from new producers and improved administrative capacity
of the involved institutions.

5. Marketing Analysiszf

a. ©Small Farmer Marketing Philosophy

For the most part the structure of Bolivia's product markets
is private sector oriented. Government intervention in the marketing
systems generally have been limited to four types of activities: 1)
attempts to administer prices (which is discussed more fully in Anncx 1V
Exhibit l); ii) direct purchase of commodities, particularly milled rice
through the National Rice Company, and in 1974 a small pilot project for
direct procurement of wheat; iii) public investment in selected processing
facilities by the Bolivian Development Corporation - a state owned enter-
prise; and iv) regulatory measures usually directed at the processor level.

Thus, the agricultural sector generally and small farmers in
particuiar are accustomed to having to meet the risks of prcduction
failures and inflation without GOB assistance. The system which has
evolved involves aspreading risk over more than one crop or livestock
enterprises and where possible producing these crops in more than one
location, and on maintaining a low cash liquidity level and investment
in assets which either increase or maintain real value over time.

The irpncet of this upon the product marketing system is evi-
denced by the rate of flow cf farm commodities into the marketing system.
Depending upcn the storeability of the commodity, generally lecs than
50% of thei portion of the crop that is surplus to subsistence ne=is
is scld immeditely following narvesting. Initial sales following haryoot
provide the irmediate cash for familifty needs and repayment of other ohili-
gations. Thereafrter, farmers seil the remaining vortion of their marret-
able surplus as the need for liquidity occurs. This accounts for the re-
latively even i1low of small _oth of storeable commodities into the market-
ing system over a leng periocd following harvest. Funds in excess of

[ >

l/ for further astails on the related marketing data and ana1351s con-
tained in this Senlicn see Annex 1IV; Exnibit 1.
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'famlly needs are invested in livestock which-is one of the: mechanlsms
to hedge against inflatlon in the rural areas.

b. Commodities

It has been shown that the target group hedges agalnst po-
tential production adversity by diversifying both crop and livestock
production. The lo¢ation within the Project area, rainfall, soil fer-
tility, access to roads, to markets and similer factors govern what
crops can be grown and to a certain extent when. The Project will con-
centrate on activities which will facilitate improvements in the produc-
tion and marketing of potatoes, corn, wheat, vegetables, milk, rice,
barley, oilseeds and animal proteins notably pork and poultry for
domestic conswaption. The Project area is currently the principal

supply ares of those commodities and the existing markets system is
so oriented.

c. Seasonality of Production and Marketing

nie production season for most crops coincides with the period
of heaviest seasonal rainfall which begins to significantly increase in
November, trends to a peak in December and January and subsides by mid-
April. The rainfall in the Santa Cruz lowlands is twice that of the valleys
and the average temperature about 10 degress ¥ahrenheit warmer, The
seasonal rainfall pattern has important implications with respecl Lo access
and transportation. Access to markets is a lccaticn specific constraint
both with respect to thie crops that can be grown {or market and the cost
of transportation. About 60 percent of the roads in the Project area are
either closed during the rainy season >r can be traveled only with Jdif-
ficulty. Some 20% of the roads in the Project area are closed as much
as U4 to 5 months a year due to weather conditions. Experience has indicated
that when road conditions deteriorate, transport costs more than double.
However, as nnted, it is the growing season, nof the harvest time, which
coincides vwitn the greatest transport difficulty.

d. Agricultural Price and Market Policy

Despite recent government policies designed to maintain low
prices for selected commcdéitizs tc urban consumers, fectors external to
Bolivial's domestic market significantly contributed to the upward moversrnt
of major fcod prices, particularly during the last half of 1973 ant 1574,
Agricultural vricing policy, which has been mostly in the form of adminic-
tered prices to consumers, and in the case of rice, sugar and wheat, a
support price to producers, has teen developed on a commodity by commodity
hasis. Suck »nolicies have Tailed to transmit effective incentives to the
food producticn sector resulting in decreasing fcod supplies %o consumers.
The government vesponse te this deteriorating supply situation was to
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increase imports. In Februery 1974, in a major policy shift, the GOB
increased the official prices for rice, sugar and flour and permitted

the free importation of a number of basic commodities. The impact of

the government's experimentation with various agricultural commodity
policies has led the Ministry of Agriculture to take more aggresive
leadership in advocating production incentives to farmers. As a result
of a number of economic factors farm prices level for many basic food
commodities have, increased to a point where they now approach world

price equivalents. Historically, the commodity by commodity approach

to agricultural pricing policy has not brought the intended benefits
either to consumers oy producers. The government, now more clearly

than ever, recognizes the need for a balanced set of production and
marketing policies gnd for strategies which recognize the real value of
resource scarcities. Given the current price situation and changing at-
titudes on the part of the government concerning the need for incentive
prices to producers and for improved sectoral planning, the present set
of marketing price pclicies are not considered to be a significant constraint
to the success of the Project. The planned Project assistance in agricul-
tural sector planning and marketing analysis will provide technical assist-
ance and participant training to the MACAG to strengthen its capsbility
for improving pricing policy analysis and formulation.

e. Structure and Conduct of Product Markets

Aprroximately 90% of the marketable surplus from farms in the
Project area currently is marketed through the local fair mechanism. The
marketing system is private sector oriented, highly competitive, and
largely free of direct govermment intervention except for sporadic govern-
ment attempts to administer prices or ia the case of rice, to produce
directly. Women control virtually every aspecto of the retailing portion
of the marketing system and sometimes are directly involved in the assem-
bly and wholesaling functions as well. Some marketing is done directly
from the farm tc consumers with women playing the primary sales role.
Commcdities arz concentrated at the local fair from many small lots,
moved to large» feir mechanisms or directly to major consumption centers.
Retailing is i the hands of many small vendors who likewise hsndle small
lots. Losses, while not adequately documented, are thought tc hbe ruch
higher than official statistics indicate.

As previously noted, farm marketings are reasonably well dis-
tributed throughout the year with 50% or less occurring at harvest. This
low rate reduces the need for extensive off-farm storage and handling
facilities as the srstem now functicons. While marketing efficiency ic
not a strong uttribute of the system, the system does work after a fachion
and is not cunsidered a majcr consitraint to the development of the Project,
There are 1limitzd off-Tarm storege and handling facilities for perishables
as well as Tor conmcdities such as cereal grains. Given the present flow
of commodites into the system, the lack of storage and handling facilities
has not constituted an insurmcuntable constraint. Both losses and dete-
rioration ia jiality can be attributed to the lack of more adequate



- 69 - UNCLASSIFIED

facilities. The problem is not so much one of lack of physical cavacity
as it is of improved facilit.ies to reduce losses and handling costs.
While the government has limited storage facilities for cereals, thege
facilities would be totally inadequate if the government would choose

to become more active in price support activities and expand their role
in direct procurement beyond what is now being done in rice.

Improvements in the facility infeastructure will also be a
principal focus of the marketing technical assistance, training and
prefeasibility studies noted earlier. Funding for feasibility studies
and related investments may also be drawn upon from the proposed Basic
Foods Production loan.

f. Cost of Marketing

While marketing ccsts from the farms tc the consumers are
not adequately researched and documented, it is estimated that farmers
are now receiving of the consumer's dollar -- an increase of 10% over
the vast two years. While marketing costs appear to be comparatively
rigid as compared tc farm and conswuner prices, farm prices during the
past two years have tended to rise faster than consumer prices.

g. Supply and Demand

Cver the past ten years the valleys and the oriente have con-
tributed slightly over sixty percent of' the ration's crop production.
With regard to specific crops, the region produces 65% of the wheat,
249% of the barliey, 72% of the corn, FO% of the rice, 100% of the 01lseeds,
449 of the potatoe supply, 80% of the bananas and plantain supply, and
40% of the citrus fruit.

Wrile demana for focod products nas been rising at an annual
rate of 4%, focd production has been growing at half this rate to the
point where fcod supplies per capita are lower than ten years agoc. The
demand for commodites produced in tae Project area, wrich are basic to
the Bolivian diet, have conti:uec to increase and are exptected to

remain strong for rewsons outlined in the Agricultural Sector Assessment.
The domestic market aemand exceeds domestic source supplies for all bacsic
Project area food witr the exception of rice, which has ready markets

in Pex: and Chile.

The economics oF z of perishatle focod suprlies
remeins {vr analysis. Sizeerle seascnal prcducticn increases Jor com-
medities sucl: as vepehtebles could generate unmarketable surpluses without
proper holding ~r prcecéssing .acilities. This problem will be a focus
ot the grant mded. anc this loan Project includes an alloca-
tion =71 related rrerzasibility studies. Overall, the analysis shows
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that effective demand at incentiv. prices do not constitute a foreseable
constraint to the success of the rroject.

h. PFactor Markets

A review of factor markets for the main production inputs
required for the commodities being addressed in this Project concludes
that input constraints are not likely to be limiting factors. The private
sector is responsive to demand at all levels for production inputs and
has the capability to import and distribute needed production inputs.
Importers, however, have a special interest in knowing beforehand what
credit availabilities will be, especially in the small farm sector where
purchases are made on a smail lot basis, in order to forecas demand and
place orders sufficiently ir advance of needs. Current factor product
price ratios appear to be favorable for the utilization of most modern
inputs although fertilizer prices are such that farmers with a low risk
preference would not likely be enthusiastic customers.

i. Summary of Market Conditions

The commodites to be produced under this Project are essen-
tially the same as those already produced in the Project area. There is
ne new product for which a new marketing mechanism must be set up. We
are expecting an increase of output by the end c! the Project which we
hope will exceed thirty percent. Part cof this increase will be¢ used to
increase on-farm consumption, some will be marketed and consumad at the
local village level. The halance, estimated at {rom 15 to 20 percent
more than how markefted -ill mcve through the market system. As indicated
the local rarket fair system appears competitive, responsive to supply
and reasonably efficient. We would expect the system to accomodate itself
easily to the increased output. This is true particularly since all pro-
duction will not be durped cn the market at harvest time.

Transporvation will be, as it always has been, a marketing
constraint snd represent the lica's share of marketing cost. This cost
is somewhat hard to disagzregate since the transporter is also a market-
ing middlenan and even, at times, a supplier of credit and all these
costs are reflected in price differcentials st various points. The same
can be said of loss from damage or spoilage which shows up as a part
of finsl price. It shouwlc 7z noted nowever that since the growing
season 1is +thie same as the raiay season, most marketing takes place
during the dry season when rcads esre passable.

The markciing crocess daer have some taxes imposed, tolls
are cha ged on truacx traffic a Tex s
prcvineial tares are leviea on rroducts movinrs from one province to
another. ''hess latteor are estimated at from 3 to 4 percent of product
price at the final market.
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Given the situation described th~ Mission does not believe
that a marketing constraint exists such as tc reduce the incentives to

farmers to participate or to drain off the income benefits expected
for them.

6. External Debt Servicing Capacity

Bolivia's debt cervice capacity is analyzed in this section from
the domestic savings and calance of payments points of view to determine
the potential pressure on overall investment and foreign exchange avail-
abilities.

a. The Balance of Payments

Ir 1974, Bolivia benefited from a sharp improvement in the
terms-of-trade for its major exports as well as for its agricultural
exports. This resulted in a sharp increecse in ret foreign assets of
the Central Bank curing the period. Export value indices for Bolivia
show a 100% increase over the average for 1973. However, the comparable
volume indices for minera. exports show a decline of about 5% compared
to 1973. This latter phenomencn reflects the laclk of adequate produc-
tive investments in the mining sector in prior years and a lack of ex-
ploration work to increase the amount of known reserves.

The Mission projects a partisl reversal of the terms of trade
in 1975 as import prices continu= <o move upward ¢t a rate faster than
the expected price increases for Bolivia's exports. Another factor which
could have a cdetrimental impact on Bolivia's exports woulid be a recession
in its major trading partners economies. However, we would expect the
latter to be short lived. The prevailing uncertainties for Bolivia's
export prices in the short term may cause temporary problems, but given
the expeeted long term chortage of rew materials, we should expect export
prices te trend upward onver the foreseeable future. Thus, over the
longer time Trame, the prospects for Folivia's exports should be good
if appropriate irvestments are Forthcoming.

Projected Exp.rt: 'FCE) ang feot Service Raquirements
(Millions US$)

Debt
Year cxports (FOB - -nterest Princival Service Ratio
197. £l 2% G 149,
1975 SO0 28 164
1976 AR 25 £9 - 17%
1977 aC5 R 63 17%
197¢ (s -5 I 16%

re oexpoxrt 020 projoction 1s based on the assumption of

1
relatively stavcis werle »rices at 197h levesl, increased agricultural

<



" (10%) reflecting increased investment in the public and private mlnlng
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ﬁlexport volumes in 1975 and thereafter, and 1ncreased mlneral volumes

sectors which should bear fruit by late 1976. The year 1978 reflects

an optimistic view that exports of petroleum in volume terms will- expand ,
‘as present exploratory work gives favorable results by 1976 and pipeline = -
investments are initiated in late 1976 to provide higher exports in 1978.

In general, however, the assumptions underlying the above projections:

are reasonably conservative,

The Mission does not foresee, therefore, an unduly high debt
service ratio. A debt service ratio of 20% would not be considered high
in the short term if the type of projects being financed show internal
rates of return of 15% or better. The present petroleum projects being
financed or about to be financed with relatively high cost money appear
to have internal rates of return of 20% or better. Infrastructure loans
under discussion are concessional due to their lower immediate potential
payback.

b. Domestic Savings

Of key importance to the répayment of external debt is whether
the Ioan funds finance projects whose rates of return are greater than the
cost of financing. This implies that the growth in the rate of savings
would exceed the growth of debt servicing requirements, while simultaneous-
ly meeting domestic investment requirements. It appears that in the period
1972-T4 the investment ratio has reached 21% of GDP while domestic savings
has financed 50% to 60% of the total. This would indicate an improvement
over tye 1968-71 period when domestic savings financed approximately 459
of investment. There is some evidence to indicate that investment in
agriculture and private mining is being financed increasingly from internal
generation of resources implying a higher savings ratio. Basic data to
test fully this assertion is lacking, but the evidence of increased econ-
omic activity would tend to corroborate the hypothesis. Assuming the
GDP will grow at the average annual rate of 5% to 6% in real terms over
the next five years, then it would appear that domestic resource require-
ments to meet external debt service requirements would be manageable.

~Projected GDP* to Debt Service Ratio

Year GDP - Debt Service Ratio .
(millions of Pesos) (millions of dollars) -

1974 14,269 70 A,

1975 15,867 €1 107,

1976 16,819 93 119

1977 17, 828 102 11%

1978 18,863 120 13%

1979 Ed,bj? 100 10%

* In Real Terms (based on annual 6% growth)
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The need for concessional financing will continuc over at
least the next five years as the GOB attempts to increase both produc-
tive and infrastructure investments. The level of the savings gap
implied by the investment aims of the GOB is estimated by the govein-
ment's planning agency as being US$ 100 - 125 million per year, of
which non-concessional borrowing mey cover as much as 40% leaving the
bilateral and international donors to take up the remainder. More-
over, the Mission believes that any further hardening in the overall
maturity structure of Bolivia's external debt would detrimental to ‘the
country's development plans. At present, the Mission considers the
present maturity structure acceptable from a debt servicing point of
view and that this loan tends tc add flexibility to Bolivia's debt
service policy. However, the need for concessional financing would
continue to reduce the investment gap implied by the use of domestic
resources covering the debt service requirement over the next five
years. Any further hardening of the overall maturity structure on
external debt “would only exacerbate a relatively good position enjoyed
presently by Bolivis.

In general, it is considered by the Mission that the external
debt service capacity of Bolivia will not be strained by this prespective
Loan.



- Th - UNCLASSIFIED

C. Environmental Analysis

l. General

The -Project consists of 1) improving agriculture sector
manegement through institutional development of the MACAG,
training, data colle¢tion and dissemination, technical assistance
etc.; 2) technologigal development through the expansion of modern
production factors through research and extension, seed improvement,
farmer training and market development; 3) agriculture credit; and
L) agriculture education and training.

0f all activities to be undertaken, only the construction
compon :nts and the purchase and utilization of fertilizer and
insecticides pose adverse environmental implications. These will
be addressed and tested herein,

2. Adverse Environmentel Implications

a) Introduction of Pollutants

No contamination of water or air is expected as & result
of project activities., It is estimated that a total of 8,000 tons
of fertilizer will be purchased with agriculture credit under the
Loan over a four year period. This volume of fertilizer is considered
too small to pose a threat, Tthermore,all will consist of
nitrogin-potassium-phosphate compounds, and these normally brcak-
down and get absorbed within a matter of months as a part of the
plant nutriant cycle, Insecticldes will be of limited use due to
the absence of cotton as a target crop,and will consist of approximi-
tely 99% organic phosphates that also breakdown within 30 days.
Consequently, it is not expected that runoff from agricultuwre
areas receiving either or both fertilizer and insecticide will
contribute to water contamination of adjoininé rivers and streams.

Air contamination is not c¢:nsidered a threat due to
the absence from the Project of large - :rmercial enterprises such
as processing plants. .

b) Disturbance of Existing Ecological Systems

No such disturbance is expected since no alien
activity vill be introduced, although on-going agriculture
activities will be expanded and intensified. No significant land
clearing, earthmoving, or change of land contours is expected.
Brosion because of water or wind is not expected to increese as a
result of Preoject achtivities.
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c¢) Waste Disposal

Sewage and solid waste generated from new construction
activity is not expected to be significant, and, in &y case, will
be treated through existing environmental protection :ystems. All
Project areas where new buildings are being introduccd already
include similar edifices with functloning sewags and waste disposal,
systems. The magnitude of the additions in each case of a research ,
station or extension center is considered minor, and does not warrant
the expansion of these environmental protection systems,

3. Irreversable Commitment of Resources

The only irreversable commitment of resources contemplated
will be the use of land for the erection of buildings or the reclama-:
tion of land from adjacent areas for cultivation. Little deforesting
is anticipated, within the erea of Project focus, and the reclamation
will consist almost entirely of bringing lands presently being used
for grazing or virgin lands into cultivation through irrigation and
the introduction of chemical agents. It is not considered, therefore,
that this commitment of land is a negative factor.

4. Alternatives

Improvement of the standard of living of the small farmer
in Bolivia by increasing his productivity and his income is an
overriding goal of the GOB. The purpose of this Project is to
assist in achieving that goal, and it is not considered that other
alternatives actuelly exist. The quantum of benefits that the small
farmer is expected to receive from this Project overshadows by far
the almost non-existant environmental risk inherent in its execution.

D. Engineering and Technical Analysis

l. General Description

Engineering and technical activities proposed under the Loan
will be in support of over all Project objectives and will ensure
that the physical fagilities, venicles, equipment, etc. will be
adequate and will not become a constraint to the proper implementation
of the Loan. Activities contemplated will include new construction,
additions to existing facilities, the purchase and installation of
laboratory equipment and the procurement of conventional vehicles,
agricultural machinery and other auxiliary materials.,

The ergineering and construction phase of the project comprises
the planning, dewign, and construction of agriculture research, extension
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and education facilities in the areas of geographic focus of the
Project: Cochabamba, Sunta Cruz, Chuquisace (Sucre). These
facilities include regional agriculture service centers, adult
education centers, asgsorted laboratories, seed processing and
storage centers, quarters for resident agriculture staff, machinery
sheds, green houses and dairy housing facilities and equipment.

The following table illustrates the location and type of these
facilities.

City of Cochabamba: Regional Agriculture Service Center

Toralapa Experiment Station (Cochabamba): Adult education center
(capa_ity 30), quarters for four resident families and one

green house,

San Benito Experiment Station (Cochabamba): Adult education center
(capacity 60), combination laboratory snd machinery shed.

Chipiriri Experiment Station (Cochabamba): Quarters for four
resident families, machinery shed and combination laboratory.

City of Sucre: Regional Agriculture Service Center.

Chimoli Experiment Station (Potosi): Quarters for two resident
families, machinery shed and a laboratcry-classroom-warehouse
combination building.

Zudafiez Extension Center (Sucre): A combination seed processing
center extension office.

City of Santa Cruz: Expdnsion of the existing regionsl Agriculture
Service Center to include more office space.

Saavedra Experiment Station (Santa Cruz): Quarters for four families,
remodeling and expansion of existing office building, sdult educa-
tion center (capacity 60), seed storage and processing center and
additions and meodifications to an existing dairy barn and instal-
lation of equipment.

The regional Agriculture Service Centers will include offices
for the MACAG research and extension offices, a soils office, labora-
tory, offices for the National Community Deveclopment Service, regional
conference areas and other offices. Adult education centers will
include facilities to house participants of both sexes for short
courses,dining areas and classroom space. Housing units for resident
agriculture personnel will consist of duplexes containing two modest
three bedroom units. Machinery sheds will consist of covered areas
and will include an enclosed small parts and service section. Other
laborstory areas, seed centers etc, will consist of normally modest
edifices <cither identical or simllar to existing facilities, The
architcetural treatment envisioned for these facilities will be in
harmony with =xisting buildings without sacrificing the utility
or Tunctional purpose ol tach unit.

Prelimirary sketches for these different types of buildings
are shown in Annex TI1I.

I+ is estimated that B9 assorted conventional vehicles will
be procured in support of Project ﬂctivities.l/ Vehicle needs will
I77 5% Jeeps, 1¢ vickup trucks, 17 trucks, 3 busses and 4 mobile units,




be verified at an early date during Froject implementation and
will Ye purchased under one coniract to realize price economics
resulting from bulk procurement. All vehicles will be of U. S.
source and origin.

The Project will also require the procurement of agriculture .
machinery including agriculture equipment, seed processing and
bagging units, dairy related machinery and laboratory equipment. An
illustrative list of such equipment is shown in Annex III. Exact
needs will be identified during the early stages of Broject implemen-
tation and will be procured with enough leed time to ailow their
timely installation in the completed buildings.

Loan funds will be disbursed for the procurement of engineer-
ing and constructions services and for the purchase of vehicles and
equipment.,

2. Engiuneering Implementation Plan

8. Site Selection

With the exception of the site of the regional Agriculture
Service Center in Cochabumba, all areas to be utilized for building
sites are now owned by the MACAG and are located in elther experiment
stations, extension centers or other agricultural facilities.
Consequently, no problems are anticipated in securing land title
or acquiring such parcels of land. Site selection criteria within
these compounds will depend almost entirely on where a proposed
facility would best fit within the overall layout of the particular
compound. Utlility connections are readily available in all of these
areas. ’

In the case of the Cochabamba site, the MACAG has already
identified the site and plans are underway for its acquisition.

b. Design and Preparation of Contract Drawings

The Ministry of Agriculture has no resident engineering
staff of its own, and none will be developed as a result of this
Project. Conseguently, architectural/engineering services will be
procured from the private sector to develcp construction plans,
bidding documents and supervise construction., The buildings to be
constructed pose no unusual architectural/engineering problem and
there are available qualified Bollvian firms adequately staffed to
handle the complexity and magnitude of this work. In addition, there
are several U. S. firms with associations in Bolivia currently
involved in work financed from AID or other international lending
agency loans. Services will be solicited from among qualified AID 941
code countries through advertisements in the Commerce Business Daily

in the U, S. and local press.
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The consultants selected will underteke site develop-
ment and sub-surface investigation and will design all fecilities,
prepare construction drawings and bidding documents and prepare
prequalified construction contractor lists. The same consultant
will also supervise construction on behalf of the MACAC.

Selection of consultants will be in accordance with
AID guideliness and will be subject to the written approval of AID.
The consulling engineering contract and all drawings and documents
developed by the consultants will also be subject to the written
approval of AID. "

c. Public Bidding

Public bids will be solicited from a list of prequalif: -=d
contractors for all work under one contract or in small construction
package as the consultants may recommend in order to expedite the
completion of the Project. In case of conflict with Bolivian decrees
governing bidding procedures, the criteria setforth in AID guideliness
stipulating award to the lowest gqualified responsive bidder shall
govern.

The scattered, relatively unsophisticated and isclated
construction areas, and the relatively low monetary value of the
proposed construction package are not expected to attract U. S.
or other 9Ll code country contractors. The interest of such
contractors, however, will be tested through the publication of a
notice in the Commerce Business Daily during the qualification
process of construction contractors.

Bids received will be publically opened. The consult. ng
engineers will analyze ali bids received and will make recommendations
as to the awurd. Copies of all bid tabulation sheets, the Cz?sultan%s
analysis, and the technical report of the Junta de Almonedas~/ will
submitted tr AID for concurrence.

d. Construction

Construction services.will be contracted from the lowest
qualified responsive bidder by the MACAG. The contractor, in carrying
out the work will coilaborate with the consultants who will be
responsible for construction supervision and inspection. 1In tnis
capacity, the Consultants will be responsible for all related approvals
to insure the quality of ail worksmanship and materials, and will
approve ali change orcders, additional work orders, monthly progress
paeyments and final inspection and acceptance of the project.

;/ Bolivian inter ministerial contract review anu ssward Committee.
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ALl construction contracts, and any subsequent modifi-
cations to such contracts, shall be subject to the written approval
cf AID prior to their execution.

e, Sultability of Fixed Amount Reimbursement Method

In conformity with AID Circular A-513 dated 7/17/7&,
The Capital Assistance Committee has considered the suitability
of the fixed amount reimbursement method for construction projects
financed under the Loan., It has to the conclusion that it would
not be suitable in this case tor the following reasons:

1) Tradionally Bolivian entities suffer a lack of
liquidity in their budget allocations, specially for new capital
investments, and lack the necessary financial resources to provide
working capital. This is currently trues of the MACAG.

2) Consequently, any advance given to the MACAG under
this method would have to be substantial, probably over 507 of the
project cost. The recovery of those funds by the Mission in case
the project is not carried out in accordance with approved plans
and specifications will be difficwlt if not impossible.

3) Prccessing of paymentsdue contractors by the GOB
has been very slow, and this may be reflected in higher prices
since contractors know in advance that their cepital will be tied
up for long periods cf time. This situatinn is less so when AID
is involved in monthly disbursements.

As an alternative to this method of disbursement to
construction contractors, the Mission proposes proposes to advance the MACAG
funds for the establishment of & revolving fund. These funds will
be equivalent to what the construction contractor may earn in three
months of project progress. The MACAG will disburse directly
from this revslving fund, and replenishments will be made by AID
to the fund on a gquarterly basis vased upon vouchers submitted
by the contractor and certified by the consultants.

~

f. Time Provisions

IV is estimated that the Project as a whole, including
the non-construction components, will be implemented within a four
year period from the date of signature of the Loan Agreement.
Jonstruction should be completed approximately ten months ahead
of Proj~.t compleb:nr in order tc rfacilitate the orderly equipping
and furnishking ol all buiidings., Following is a preliminary estimate
of tlhe time fyame 2pvisicned for the engineering and construction
activity:
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Select and Contract Architectural/Engineer Consultents 6 Months

Design and Preparation of Contract Drawings 7 Months
Advertising aird Bidding 4 Months
Construction 2l Months

TOTAL 38 Months
g. Maintenance
An on the site maintenance capability exists in all
installations and stations where new buildings are being planned.
The new facilities will be incorporated into existing maintenance
plans.

3. Procurement of Vehicles and Equipment

The MACAG will be responsible for the preparation of all
equipment and vehicles lists and theose of farm machinery. These
lists will be compiled at the earliest poscsible time in the life
of the Project, and technical specifications will be prepared for
each piece or component, The MACAG will also prepare suitable
invitation(s) fcr bid, and these materials will be distributed
to interested suppliers in accordance with standard AID procure-
ment procedures.

Bids will be received and publicly opened. Contracts
will be signed with suppiiers that will insure the timely delivery
of these vehicles and equipment.

A1l equipment lists, technical specifications and procure-
ment contracts will be subject to the written approval of AID.
All vehicles will be of U.S. source and origin. All other equip-
ment will be procured from AID Code 941l countries,

L, Technical Feasibility

The Mission considers the Project to be feasible in
engineering and technical terms in all respects. No specially
manufectured pieces of sguipwent will be required, and all vehicles
and moter-ials are readily availavle either in Bolivia or in A.I.D.
Gecgraphic (ode Ul countries. In most cases, materials are avail-
able otf'i-the-shelf witnout sany delay periods for delivery from
manufacturers. No exceptions to normal A.I.D. procurement guide-
liness ~re anticaipated.

Expi~ienceu engineering and construction firms are avail-
able in Booivie witn considerablie experience in the type of construc-
tion =zavisione?. Adequat: competitive response has been the rule



- 81 - UNCLASSIFIED
in other similar conctruction activity in Bolivia, and such
response is anticipated in this case.

The terrain, climatic conditions, structural and foundations
problems pose no threat to the timely implementation of the Project.

5. Estimate of Cost

The estimate of costs of the construction of all project
facilities were carefully developed from the latest availabie
data on the prices of materials and labor for comparable buildings.
Records of the Camara BPoliviena de Construccion were used as &
baslis for these estimates.

The estimate includes an escalation allowance to compensate
for the expected rise of materials and labor over the next one and
one-half years, at which time it is expected that construction would
commence. An escalation allowance of 30% per year was used due to
the current trend in Bolivia., Also included in the estimate is a
15% contingency item which is considered mandatory due to preliminexy
neture of this estimate. The estimate of cuost for the different
types of vehicles is based upon quotations of local supplies and
include shipping and insurance allowances as well as an escalation
allowance to compensate for the expected rise in vehicle prices.
The estimate of cost for the agriculture machinery is based upon
the quotations of similar equipment acquired by the MACAG with an
escalation allowance to meet the expected inflationary effect.

It must be pointed out, however, that this estimate is
tied to construction to commence in mid=1976. Minor deviations
from this scheduies would not materially affect the estimate. A
drastic change in this target date, any sizable decreed increases
in iabcr compensation by the Bolivian Government or any unforseen
probleme in Bolivia or in the international scene that may affect
material and transportation costs will render this estimate
Cbsolete.

e estirmotes of construction costs are shown in detail for
each teacility in Annex I1I. “The estimate of cost for vehicles and

equipment is shown in Annex V.

¢.. Engineering and Technical Conclusion

Fron an engirz<ring and technical standpoint, this appears
to be a leasi ic and scwud Preject., The estimated costs of cons-
truction and equipn3nt procurement have been carefully and realistical-
ly developed, vase~” upcn reliable date and taking into considerstion
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escalation problems resulting from the high inflation rate being
experienced in Bollvia, These estimates arc counsidered reanconably
firm. All sources of equipment, materlals, vehicles, labor, ari
other services required for the completion ot the Project arc
available and pose no special problems. Time provisions are
proven and reslistic. It is, therefore, the judgement of the
Capital Assistance Committee that the requirements of Section
611(a) (L) of the Foreign Assistance Act of 1961, as amended,

have been met,

E. Financial Soundness

1., Summary Cost Retimate and Financial Plan

The total cost of the overall project and the proposed
sources of financing are presented by the following teble:

_(Us$_000)

Local
Utilization of Project Funds AID Loan Finencing ‘Total
Improved Sector Management 600 800 1,400
Technological Development 3,550 2,750 6,300
Agricultural Credit h,LCo 1,650 6,050
Agricultural Education 650 450 1,100
9,200 5,650 114,850

The GOB contribution to the project is approximately 384 of
total project costs.

2. Anaiysis of Elements Included in Plan

Tre following table presents reasonably firm estimates of
the component costs of the project broken down between U. S. Dollars
and local currency:

(Us$ 000)

Local
U.S.Dollars currenhcy Total

i. ioproved Sechor Management 6C0 800 1,400

2, Agr.lata & Mrig. Infor. 3¢5 500 8625
v. Policy & Planning Develop. 275 300 575
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2. Technological Development 2,130 4,170 6,300

a. Agr. Research 1,205 1,800 3,005

b. Agr. Extension 625 1,h20 2,045

c. Seed Improvement 300 600 200

d. Marktg. Development - 350 359

3. Agricultural Credit 900 5,150 6,050
L, Agricultural Education 450 650 1,100

TOTAL L, 080 10,770 14,850

ftm e SERTERETES SRS

Foreign exchange = costs, about 28% of total project costs,
will be used for equipment, vehicles, out of country participant
training, and technical assistance. Local currency will finance local
currency costs such as local staff salaries; in-country training and
other operating expenses.

It was determined that the re.atively large proportion of local
currency to be provided by Loan funds(approximately 56% of the Loan
amount) is necessary since the elements to be financed by the Loan
are largely local in nature. The Misslon does not own sufficient
local currency to carry out the program without the proposed Loan.
Bolivia continues to face a potential cash deficit in its annual
budgets. The monetary impact of these potential deficits must be
within acceptable bounds to avoid balance of payments and internal
price pressures. '

It is the conclusion of the Mission that directing the resources
made available under the Loan to the local currency needs of small
farmers for import substitution crops and for the improvement of the
agricultural sector in responding to the needs of the small farmer
will maximize the contribution of the Loan to the growth and develop-
nent of the agricultural sector, and thus to national economic
growth.

3. Component Breakdown

The following table presents the project component breakdown
by items:
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(usg 000)
GOB
AID Loan Contribut. ,
F/C L,C L/c Total
h. Bquip & Materials 1,340 - - 1,340 ..
b. Vehicles 675 - - 675
c¢. Salaries and Op.Exp - - 4,350 4,350
d. Participant Training 1,000 - - 1,000
e. Tech. Assistance 565 - - 565
f. Construction & Eng. - 1,370 - 1,370
g. Loan Capital 500 3,500 1,000 5,000
h, Seed Multip.Fund - - 200 200
i. Feasibility Studies - 250 100 350
TOTAL 4,080 5,120 5,650 14,850

A. AID Loan - The AID loan will finance the cost of importing
equipment materials and vehicles to be used in the increase MACAG effort in
the Agricultural Extension and Research programs and for the Banco Agricola
and Natlional Community Development Service to support their efforts in im=-
plementing the loan Project. The 10an funds will also provide training
costs for 32 long term participants and 211 short term course participants
and technical assistance in the areas of research, animal selence, plaut
science, economics, extension and administrative reform. Engineering and
construction costs will be provided for the research and extenslon stations
to improve their facilicies. Also provided by the AID loan will be $4 million
in loan capital for an agricultural production revolving credit loan fund
for use by the small farmers. Finally the AID loan will provide $250,000
for pre-feasibility studies in the area of processing and storage.

B. GOB Contribution - The GOB will provide the additional
salaries and operating expenses needed for the expanded services contemplated
under the Project. This includes any salary increases to personnel (exten-
sion, research, regional management) already working in the Project area plus
new hires. Of the $4,350,000 new expenditures, the MACAG general budget
will absorb about $3.0 million. The balance will cover some NCDS costs,
the BAB's expenses in the credit activity and increased university costs.

The Banco Agricola from its recently increased GOB capitalization commitment
of $ 3 million will provide ¢ 1 million to the credit fund. The GOB will alsq
contribute $300,000 to processing of lmproved seed and for pre-feasibility
studies. Noune of the GOB contribution shown elsevhere as supporting the

grant project is duplicated here.

The net affect of the GOB contribution will be an addition
of $4.6 million to their oudget over the four years of the loan Project or
$1.15 million per year.This represents an increase of a little over 104 in
the 1974 budgets.
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5. MACAG Budget Implications of Prcjiect

The MACAG budget expenditures for 197k arc cstimated Lo he
$b145 million and are expected tc reech $0190 million in 1Y/H in-
cluding the incremental requirement generaited by this Loan of aboul
$v16 million (this figure excludes the credit component which will
come through the public sector banking system consistent with mone-
tary stability). The balance of the increase will be needed to
meet increased costs, mostly salaries, of ongoing programs. The
Mission estimates that beyond 1975 and through CY 1978 the MACAG
budget will require annual inputs of about $525 million to meet
Project objectives and that thereafter annual inputs of $b20 million
will be necessary to maintain the level of activity achieved under
the Project. In addition, the Mission expects that the MACAG will
need about a $p20 million annual increment to its budget through
1979 to meet escalating costs cf its existing programs and that the
additional increase necessary tc its budget to undertake new programs
(not including the proposed Project) could reach $b60 million by 1979.
Thus, by 1979, the Mission estimates that the MACAG budget will reach
approximately $b350 million. This result is set forth in the follow-
ing table.

ESTIMATED MACAG BUDGEE
($b miilions)

1975 - 1979
CY Base Year GOB Natural Program
Budget Project Growth (a)  Growth (b) Total
Costs '
1975 190 (16) -0~ -0= 190
1976 190 2k 20 10 23k
1977 190 26 Lo 20 276
1978 100 26 , ) 60 4o 316
1979 150 20 \€ 8¢ 60 350

Notes:

(a) Natural growth is the estimated increase in costs for carrying
cut the Ministry's existing programs. It inecludes increacsed costs

of goods and cervices plus inecreased costs arising from a cteady up-
grading of salaries for professionals designed to attract and hold

the cualified vreople essential to the maintenance ané improvement

of ongolag yrograms.  Faxrt of this arowth ircludes the ccst to the

GOB which c¢a.l be gspecifically indentified with meeting the ccvenants
on improved professional salaries. This is expected to cost about
$r20,000,0C ($1,000,000, over the pericd 1976-1978 for implementation
of the covenant on a national basis.
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(b) This is the estimated cust to the GOB of cxpanding its propgrams
over the period covered; the provision of improved services in arens
now served and the extension of new or expanded services into new '
areas.

(c) This is an estimate of the cost to the MACAG sfter the Project
is completed of ongoing support to the Project. It will include
such items as maintenance of installations and equipment, ongoing
operating costs and eventual replacement of equipment and materials.
Over the later years it will grow along with the growth of the whole
budget.

The above result implies a growth ia the MACAG budget of
about 24% per annum during the disbursement period of the Project.

In relationship to the projected total GOB budget the MACAG budget wiil
represent approximately 3.5% of total estimated expenditures during
the disbursement period as compared to 3.3% in the base year 1975.
Mission estimates that GOB revenues will grow at an average rate of
about 18% per annum through 1979. (The revenue increase includes
projections for increases in mineral, in gas, petroleum and agri-
cultural exports which should benefit from existing or presently
planned investments in expansion, exploration and exploitation over
the next three years, and assumes that the present tax structure
will be maintained throughout the 1975-79 period;. Given the growth
and the importance of the agriculture sector, the Mission is satisfied
that the budget requirements of this Project are well within the
GOB!'s financial capabilities,and that the Project should not be
delayed during its iwmplementation due to a lack of local resources
to support the effort, and that the GOB will be able to provide the
resources to maintain the Project's accomplishments.

6. Justification for use of A.I.D. Loan terms

As an eyporter of metals, petroleum and gas, Bolivia's foreign
exchange earnings increased by approximately US$325 million in 197h.
However it appears that Belivia's export esarnings will remain at 197h
levels during 1975 for its major exports (in value terms). On the
other hand it is expected that the terms of trade will turn against
Bolivia as import volume increases wili tend to turn the B/P's cur-
rent account surplus into a deficit for 1975. This would imply a
continuing weakness in the external economy of RBclivia.

The i'westment being undertaken in the petroleum and minin
sectors ir. 1974 and 1975 would begiv to bear fruit by 1976. This
would impl. . strengthening in the export capacity of the country.
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Nevertheless, the allocation of this investment has weak linkages
to the rest of the economy and 70% of the poulation will remain
at relatively low per capita inc-—e levels. Bolivia's per capita
Income level remains the second iowest in Latin America.

Given the exceptionel nature of Bolivia's foreign exchange
earnings in 1974 it would not be in the country's development
interests to finance a substantial part of its investment require-
ments during the financial planning period by extensive foreign
borrowing on medium or short-terms nor should the international
financial agencies hence push the country toward an excessive debt
burden counter-productive to development.

The Project in question is primarily of social and long-term
development concern, of undoubted economic benefit but not immediate-~
ly productive to the government and hence fully appropriate for con-
cessionsl international financing et the terms indicated.

F. Role of Women In TherProject

Project activities have been specifically designed and will be
further elaborated upon in the respective implementation plans required
prior to initiation of disbursements in order to elicit the active
particlpation of women and enhance their role in the economy as part
of this Project. Whille there is only limited documentation on the
precise nature of the role of women in the small farm sector, it is
widely acknowledged that the housewlfe exercises an equal predominent
role in family decisions concerning all significant merketing and
bartering transactions, is responsible for management of the bulk of
srmall scale domestic enterprises (milk, cheese, eggs, ducks, pigs,
woven goods, etc.) and, has substantial influence over the control
and use of family savings which are generally in the nature of live=-
stock., A current Mission funded study is underway by a local socio-
economic research organization to provide further insights into these
relationstips. The results of this study will provide guidance to both
va= Mission and the GOB implementing agencies as to what speclfic program
and modalitles of implementation willl be most effective in utilizing
the resourtes of rural women to achleve the objectives of the Project.

Thls Project has no features which would necessarily or specifically
preclide the prrticipation of Bolivian women or restrict their access
to Project resovrces. Also khe laws of Bolivia with respect to access
to cr22!% arl fudebtedness are not discriminatory on the basis of sex.
In fact men; women alreacy participate in various credit programs and
have o:; ewed money for Loth production and marketing investments.
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There is no reason to suspect thet women, to the extent that they
fall within the proposed target clientele, will not have equal access
to Project resources to the same extent and on the same terms ds men.

Moreover, the Ministry of Rural Affairs and Agriculture and its
related entities are egqually sensitive to the importance of wonen in
the rural economy -not only with respect to thelr sociel role in the
Pamily but as contributors to production, marketing and technological
change- and fully endorses the effort to expand their role in the
development actlvities directed at the rural sector. For example, the
NCDS conducts special courses in community development exclusively

for the campesing, including training in community organization and
leadership.

In summery, with respect to the rural Bolivian context,; without
a significant part of the extension, training, demonstration and
credit program being directed at the women of the Project target group,
the success of this Project could be endangered.
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SECTION IIY - LOAN ADMINISTRATION

A. Target Dates
1. Execution of the Loau Agreement

No delays are foreseen in drafting and negotiating a loan agree-
ment. It is expected to be signed within four months following loan
authorization.

L4

2. Conditlons Precedent

It 1s anticipated that conditions precedent to initial disburse-
ment of the Loan will be satisfied within four months following the
signature of the loan agreement, All conditions precedent should be
met within -~ix months from the signing of the agreement.

3. Disbursement Perlod

The Project Committee believes that the proposed A.I.D. loan
cannot be effectively disbursed within a three year period and recom-
ments approval of a four year disbursement period. This Jjudgement
is based on considerations involving construction lead times, credit
distribution capacity and an adeauate veriod of project overation for

effective institutionalization of effective planning and de-
livery systems , e

The MACAG 18 beginning from an extremely low human
resource base in terms of numbers and tralning of the exisc-
ing staffs for resecarch, extension, and sector planmning. A
four year period will be required in order to adequately train
these personnel, and provide them with sufficient on the job
experience at their new treining levels, without disrupting
the ongoing functione of their respective organization-., In
addition, four years will be necegssary to carry out the program
for construrtion of three regional service centers, as MACAG 18
not yet familiar with AID procurement and construction proce-
dvres, and jitsg staff will require a longer period to learn
to handle these prccedures. Shortly after loan signature, work
can be svarted on advertiging, selection and contracting for ]
construction firms. All tinis will take well over a yenr, poruill
as long as seventeen months after Loan signing. Actual con-
struction and equipping will take about twenty months. FEven {if
all these actions are telescoped and accelerated the full 4impact
of the A50'8 will not be feltr for at least thirty months.

O Lve basls of the alieady exlsting organizations, on-
boare ste.l 1nd esiag :lready existing technological packages,
1t is plaun -4 t- stawt putting cvedit into the hands of some of

the target proup in th: Z:vst year of the project. But again
the full impact 5 this rioject, in terms of expanded availa-~
bildity, will oculy Hiuzi: to b= felt in the
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third year. Similarily, whlle we expect an early impact from education
and training, as well as trom reforms and improvements in the locael BAB
offices, the impact on the Parmer will be slow in appearing. (For
greater detail on the phasing of the Project, see Graph 1, page $2.)

Obviously, we expect the evaluation of this Project to be a
dynamic process contimming through and beyond the life of the Project.
But, to get full value from the evaluation process, the Project Committee
believes that at least four years experlence with the Project is needed.
Consequently, we wilsh to see the Project in all its other phases continue

at least one full year after the construction and equipping phase is

completed.
4, Summary

The following plan provides a summary of the major actions and
their timing which must take place if the A.I.D. 1lr-~n funds are to be
disbursed as programmed.

Action

Target Date

1. Loan Authorization December 197h
2. USAID/GOB Loan Negotiation Feb-March 1075
3. Sign Loar fgreement snd Issue

Implemenrtation Letter # 1 April 1975
4, Planning and Organizational Activities May-August 1975

Related to Meeting Initial Set of
Conditions Precedent (including develop-
ment of an agrlculture sector budget,
agreements among the MACAG and other

participating entities, a Supreme Decree
establishing the credit fund, and au-
diting system.)

Develotr PERT of Froject

Conditions Precedent to Inltial Dis~
bursement Met

First Zisvursement

YMner Conditions Prezcedent Met
Annual Evaluation

'inal Diychursemant

July 1975

August 1975(A)
X% + 1 month
October 13975
(A) + 12 and 24
and 36 months.
(A) + LB months
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B. Disbursement Procedures

No deviation fyrom A.I.D. established disburscment procedures is
anticipated. Meaterials and equipment procured in the United States or
other A.I.D. Geographic Code 941 countries and any foreign exchange
costs of engineering, construction, and technical assistance contrasta
will be paid through A.I.D.'s stendard letter of commitment/letter of
credit procedure. Requests to open letters of commitment will contain
appropirate certification that the ltems listed are required for the
project and are eligible for financing under the Loan. Disbursement
for approved local currency costs, including local engineering and
construction contracts when appropriate, will be made from a U.S.
Government ovmed RDO account held in the Central Bank of Bolivia.

C. Procurement Proceduyres

Goods and services 1. scured under the Loan shall have both their
source and origin in countries included in Code 941l of the A.I.D. Geo-
graphic Code Book or in Bolivia and procurement will be made in ac-
cordance with standard A.I.D. procedures contained in Manual Orders
141,31, 1441.2, and 1441.3, Implementation Letters and attachments, ete.
Appropriste reports will be required from the MACAG concerning compllance
with procurement requirements such as source and origin, 50/50 shipping,
reasonable prlce, etc.

Specifications for prccurement and invitations for bid (IFB) will
be prepared by the MACAG and will be reviewed by the USAID Engineering
and Transportation Division and the Capltal Development Office.

D. USAID Monitoring Responsibilitlies

Monitoring will be exercised by a Mission Project Commlttee whose
members will have the following responsibilities:

1. The primary monitoring task will reside with the Project Manager
+ho would Lo : member of the Mission Rural Development Division (RDD).
His principal responsibilitles will lnclude receiving, reviewing, and
taking eppropriate action on all documentation relevant to the Project;
mainteining rontact with the MACAG Project officilals; monitoring work
progrecs: and submitting the monthly Project progress report.

<. The Micsion Engineering and Transportation Division (FTD)
represeatative will review all procurement lists, plans and specificé-
tior:, &rt IT8's end periodically will inspect construction progress.
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3. The Missicn's O0ffice of Capital Development (CAP) representative
will have responsibility for ensuring that provisions of the A.I.D. Loan
Agreement and Implementation Letters ere met as well as reviewing, along °
with ETD, all IFB's.

L. The Mission's Office of the Controller (CON) representative will .
review all disbursement,reimbursement requests for conformity with A.I.D. ~

regulations and will ensure that adequate financial control methods are
followed by the MACAG.

E. Reports

The submission of the following reports would be required of the
MACAG:

1. An anaurl audit report, prepared by an independent auditor ac-
ceptable to the Mission, willl be submitted yearly to USAID/Bolivia.

2. Shippinz reports will be submitted to USAID/Bolivia on & quarterly
basis.

3. A monthly progress report may be required which would be developed
by the USAID Project Manager and the MACAG for subnissica to the CAP Office.

4. Progress reports will be presented to USAID/Bolivia on a quarterly
basis.

5. Other repor*ts such as progress reports from consultants and tech-
nical assistance advisors may be requlred.

While some ~f the thove reports have standard formats, others must
be cesigned to the peoject. In the latter case, Implementation Letters
will be used to cpecify the content and format.

. EBvaluaticn Plia:

The Lean project and overall program will be evaluated annually starting
appreximaiely ons year from the date that the initial conditionr precedent
arve met. T oozress will be measured ageinct tle indicators at the program
goai, vurpcse, ars output levels as contained in the Project Logical
Framework (sce fnnex VI). :

An apriculoy cal production econcaics advisor will assist in
developirg innut-ctpur coefficients relevant to the various techno-
logies apniicabie to crcps in the target arca. Additionally, an

LS

Inter. lev sorso iiti te undertaken to obtain specific data on
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the type and level of tochnology as well as aggregate production
and input utilization estimates. Such monitoring will be
assisted by various extension research and NCDS agents and other
MACAG functions within the project area.

G. Conditions and Covenants

In addition to the standard conditions and covenants associateil
with A.I.D. lending, the Loan Agreement should include the following:

1. Conditions

a. Prior to the first disbursement or the issuance of any
commitment documents under the Loan, the Borrower shall subnit to A.I.D.,
in form and cubstance satisfactory to A.I.D.:

(1) evidence of a budgetary plan which, during the 1life of
the Project, increases the agriculture sector budret to levels asdequate
to provide for salary increases of existing personnel, hiring of new
personnel, A.1.D. program counterpart requiremen:s, program operations,
and larger allocetions to field activities of direct benefit to small
farmers;

(1i) evidence of agreements between the MACAG and the
decentralized public irsititutions, lncluding the NCDS and BAB, and
the Universitie: in Ccchabamba and Santa Cruz which set forth their
respective roles, respcnsihilities, and contributions to the Project;

(11i) evidence of « Supreme Decree establishing a separate
supervised credit fund within the BAB for the beneflt of the small
farmers of the Prolect area, and

(iv) evidence of the design and establishment of an adequate
gystem cf acocunting, budgeting, and auditing procedures within the MACAG.

n. sricr o era cdddisbursement or issuance of any commitment docu-
et s uanler s e Loen for any purpose other than to finance consulting
eng:neering, nesign, or technical assistance services, the Borrower shall
submit to A.L.D., in vorm ard substance satisfactory to A.I.D.:

; r ~= 7 & time-pharol implemertstion plarn
{e.z. a FoHD e ouiticey Pett. for the Project shoving interrelationchip
vith a7 prieri .. cztatove o cther compenents and acuivities;
A .. .. .¢ ¢ a time-thased implementation-evaluation

Cor o 0 v ooavors oo oz otivaty of the Prodect complementary to
C S ~ ~"iuycely abhove:

\:7.3 ]
¢
e
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{i11) evildence of a time-paased plan to reorganize and
strengtihen agriculture sector public servvices which is designed to
elimindte duplicative effert= ard improve operaticnal efficlency;

(iv) evidence of a Sime-phased training plan for upgrading
the professicnal and technical capabilities of Project related MACAG
personnel and faculty mombers of the agricultural schools of the Univer-
sities in Cochabsmbs ani Santa Cruz;

(v) avidence of a time-phased plan for increasing the
sslaries for prcfessior=1l and technical perscnrel in the MACAG and the agricul
tural faculties at the niversities of Zcchabamba and Santa Cruz to levels
substantie?” v coonetiti se wilh the vrivate Jjob markets by December 31, 1977;
(vi) evidence cf a time-phased rlar to develop o system
to analyze, on a continuing basis, the various policies (pricing, taxation,
etc.) which affect agricultural production; end

(vii) a cdeserirtic:. of the procedures and any necessary
legal action that Borrowe: wiil urndertake to make ef{fective the standard
provisions of Section .05 of most Loan Agreements, and similar provisions
for any grant project asgreenent associated with this Loan.

2. Covenants

ixecept as .10, gy ctherwise agree in writing, the Borrcwer
shall covenant:

‘ the incereased acricultural secter budget required by
111, 3, 1, =, (1 &afive will be nrovided at the levels indicated therein

and that there 1o ~1s will Te miintained after the terminaticn of
.T.D

—

o]

[bs]
3

(¥ Wl

{11 mo provide rfle.uate staff and suppcrt on & timely basis
t stics and Planning Offices,
ion

to, rter alio, the MATAG s Agrlﬂultural stavis
Feg=arc a.nd Exte sinn Jervices, Adult Fducati Units which will
e sttached v ¢ ioiTare. Lorv.ce co"*els:

wnt2erect retes charged Lo any sub-borrower will
te eunVr such otner rate as the Borrower and A.1.1.. mey
cstahlicn ITTINEMEL TS

o 0 omaicvar e newly created credit fund for small

Tirmers 100, Lrxofecn area 2t o anourt equal to the peso boliviaro
equivelent - f the S0t ese drsCursed t2 the Zorrower by A.I.D. for the
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(v) that funds will be made available to the newly created
credit fund, on a timely basis, to fund any shortage that may occur
in carrying out the Project;

~(vi) that all plans and descriptions referred to under 111,
C, 1, b above will be executed according to the provisions contained
therein;

(vii) to review the progress of the Project annually with
A.I.D. utilizing the logical framework developed as well as other plans.

The budget amounts necessary to fulfill the GOB commitments, dest
cribed in the various conditions precedent and warranties innumerated
above, will be given in the Project Description Annex of the ILoan
Agreement.
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DRAFT
_LOAN_AUTHORIZATION

Provided from: Development Assistance Funds ("Food and Nutrition")
BOLIVIA: Agricultural Sector

Pursuant to the authority vested in the Assistant Administrator for Latin
America by the Foreign Assistance Act of 1961, as amended, and the delega-
tions of authority issued thereunder, I hereby authorize the establish-
ment of a loan ("Loan"), pursuant to Part I, Chapter 1 of said Act to

the Government of Bolivia ("Borrower") of not to exceed nine million two
hundred thousand United States Dollars ($9,200,000) to assist the Borrower
in financing the United States dollar and local currency costs of an agri-
cultural development program for Bolivian small farmers in selected geo-
graphic regions.

1. Interest and Terms of Repayment

Borrower shall repay the Loan to A.I.D. in United States dollars within
forty (40) years from the date of the first disbursement under the Loan,
including a grace period of not to exceed ten (10) years. Borrower shall
pay to A.I.D. in United States dollars on the outstanding balance of the
Loan interest at the rate of two percent (2%) per annum during the grace
period and three percent (3%) per annum thereafter.

2. Other Terms and Conditions

(a) Goods, services (except for ocean shipping) and marine insurance
financed under the Loan shall have their source and origin in Bolivia and
countries included in Code 941 of the A.I.D. Geographic Code Book. Marine
insurance may be financed under the Loan only if it is obtained on a compe-
titive basis and any claims thereunder are pays .2 in freely convertible
currencies. Ocean shipoing financed under the loan shall be procured in
any country included in A.I.D. Geographic Code 941,

(b) United States dollars utilized under the Loan to finance local

currency costs shall be made available pursuant to procedures satisfactory
to A.I.D.

(c¢) Prior to the first disbursement or the issuance of any commitment
documents under the Loan, Borrower shall submit to A.I.D., in form and
substance satisfactzry to A.I.D.:
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(1) evidence of a budgetary plen which, during the life

of the Project, increares the a i1cudture sector tudget to levels adequate -
to provide for salary increases of existing personnel, biring of new per-
sonnel, A.I.D. program conn'erpart requirements, program operations, and
larger allocations to fieid activities of direct benefit to small farmers;

{11) evideace of agreements between the MACAG and the
decentralized public inctiiutions, including the NCDS and BAB, and the
Universities in Cochabvamba and Santu Cruz which set forth their respective
roles, responsibilities, and contributions to the Project;

(111) evidence of & Supreme Decree establishing a separate
supervised credit fund withiu the BAB for the benefit of the small farmers
of the Project area; and

(iv) evidence of the design and establishment of an adequate
system of accounting, budgeting, and audliting procedures within the MACAG.

(a) Prior to any disbursement or issuance of any commitment docu-
ments under the Loan for any purpose other than to finance consulting
enginnering, design, or technical assistance services, the Borrower shall
submit to A.I.D., in form and substance satisfactory to A.I.D.:

(1) evidence of a time-phased implementation plan (e.g.
a PERT or Critical Path) for the Project showing interrelationship with
and priority relative Lo other ccmponents and activities;

(ii) evidence of a time-phased impiémentation-evaiuation
plan for each compone:n” or activity of the Project complementary to the
Project plan in 2.(4) (i) immediately above;

(113) evidence of a time-phased plan to reorganize and
<trengthen agriculture sector public services which is designed to
ciiminate dupllicative «fforts and improve operational efficiency;

{iv) evidence of a time-phased training plan fTor upgrading
t} > oroieesloral and {Leennical capabllities of Project related MACAG
nersonnel and Jaculty members of the sgricultural schools of the Univer-
sities in Cochabamba = . Jarnta Crvz; and

{ .} e.ldence of - time-phased plan to develop o syctem
tc wnalysez, ou o ceatliifog busis, the various policies (pricing, taxation,
ote. ) whie o &f7es% 22/ .o muxel production. >
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(e) Except as A.l.D. may otherwise agree in writing, the
Borrower shall covenant:

(1) +that the increased agricultural sector budget required
by 2. (c) (1) above will be provided at the levels indicated therein and
that those levels will be maintained after the termination of the A.I.D.
loan; '

(i1) to provide adequate staff and support on a timely
basis to, inter,alis, the MACAG's Agricultural Statistics and Planning
Offices, Research and Extension Services, and Adult Education Units which
will be attached to agricuotural service centers;

(11i) to maintain the newly created credit fund for
small farmers in the Froject area at an amount equal to the peso boliviano
equivalent of the dollars disbursed to the Borrower by A.I.D. for the fund;

(iv) that funds will be made available to the newly
created credit fund, on a timely basis, to fund any shortage that may occur
in carrying out the Project;

{v) that all plans and descriptions referred to under
2.(d) above will be executed according to the provisions contained therein;
and
(vi) to review the progress of the Project annually with
A.I.D. utilizing the logical framework developed as well as other plans.

(f) The Loan shall be subject to such other terms and condi-
tions as A.I.D. may deew acdvisable.
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AID-DLC/P-2066
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Januvayy 10, 1975

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Bolivia Agriculture Sector Loan

Attached for your review are ANNEXES for loan authorization
of a loan to the Government of Bolivia in an amount not to exceed
nine million two hundred thousand dollars (§9,200,000) to assist
in the financing of the United States dollar and local cuxrency
costs ef an agricultural development program for Bolivian small
farmers in selected geographic regions.

No meeting is scheduled.

Developaient Loan Committce
Office of Development
Program Review

Attachments:
ANNEXES I-1V

Loan Proposal previously distributed
12/20/74

UNCLASSIFIED
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CERTIFICATION PURSUANT TO SECTION 611(e) OF THE

FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, John R. Oleson, the principal officer of the Agency for
International Development in Bolivia, having taken into account
among other factors the maintenance and utilization of projects

in Bolivia previously financed or assisted by the United States,
do hereby certify that in my judgment Bolivia has both the
financial capability and human resources capability to effectively
maintaln and utilize the caplisl sssglstance projecect: BASIC 1FOODS
PRODUCTION,

Jet . (Zaenr

John R, Oleson
Director USAID/Bolivia
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La Paz, diciedore 10, 1974,

Cito: SUB-CRRRICIA DY OPERACIONES %!é g ﬁ 95 99 X

Seiioy

John R. Oleson -
Director ds USAID/B. ot
Pregenta, f

Sefior Director:

Tenznos a bien dirigirmos a usted oon el objeto de hacerle conocey
las necesidades de financiamdento que reguerimos para contismar incre-
mentando el desarrollo agropecuario de nuesstro pafs, en base a la ejecn
cifa de una polftica erediticia orientsda a la produccifin de productos
alimenticios b8sicos por parte de pequefios agricultores valifndoss del :
neconismo ejecutor existente en el Banco Cantral de Bolivia, la Oficina E
Téenica del F.R.A,, dependiente @e nuastra Divisién de Deearrollo, |

Camo es de su miﬁﬁi@ﬁto, cl sector agropocuario cucnta con el -
mayor potenclal da recursos naturales 63;91 pais, pexo el aprovachsmionto
d2 estos recurscs para mazporarlcs a la produccifn, reguiere de la ag ,-
cifn conplementaria y dinsmizadora de capitales finsncieros y tdenica = g
agricola, de tal manera que conjuncionados estos factores en forma cohg o
rente, permitan el desarrollo acelersdo dz este sector de mestya vida
econfinica y consiguientemsnte la elevacidn del nivel @z vida de la gren
mayorfa de la poblacxé:n b@liviaﬁae )

Porotxap&rtegéhamr@adoquﬂgf biencml@spicw‘mm en
ejecucifn, los agricultores grandes y de tipo gwresarial, estin logran-
do satisfactorios resultados en sus explotaciones, el pegusiio ac;fi@i;lm
o campesino recién estf conprendiendo y utilizando exitossmente la Ei‘jii@
financiera de los préstemos bancarios, para aumentar la produccifn y ldjrar
un mejor estado econfinico para s8i y sus familiares. Este Gltiro estrato
hunano de la agricultura, ha respondddo con decisifn a la iniciativa dal
Gobierno, para inerementar sus rubros de produccitn agricola, re@ziri%fss

se ahora que se materialice la oferta ds cxdditos en condiciones razonss
bles.,

De acuerdo a los infoumnes que se han elsborado oportunamente y que -
son de su conocimiento, a lags evaluaciongs hechag por funcionarios de  ia
oficina a su digno cargo, pusde afirmarse que la experiencia @2 cereca e

. tres afics de lsbor inintervumpida del Banco Central de Bolivia, a trsvis
: de su programa del Fondo de %finaﬂciﬁnieﬂto Agricola <F.R.A.~ se han &%~
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terminado los campor de operacifn prictica de los recursos de capital éal
primar programa. llegéndose a la conclusitn de que no cubren la creciente
damanda de préataws del sector y principalmente del estrato de peguaiios
agricultores o cewpesinos,

De otro lado. nuestro pafs se encuvel.tra confrortando preblenas cogda
vez més agudos, erergenter de la escasez de articulos bésicos en la ali-
mentacidn del purblo y mecerias primas para su industria puliendo ser o=
dos ellos producidos en el territorio nacional., Este problema crezans gus
puede superarse medlance una accién coordinada con las auvtoridades o ing~
tituciones de famento agrfcola, en base a la ejecucitn de planes adecusdos
de créditos refinanciados, poniendn especial 8nfasis en incorporar en sske
trabajo a los peguenios agricultores, que por sus pocas disponibilidsdes, -
estén inpedidos de formar parte dal sector productivo dzl pais.

El Gobierno ha establecido como meta principal, lograr con les esfuex
zos de todos los productores, grandes, nedianos v pequeios, una producoidn
nacicnal de alimentos bisicos suficiente para cubrir la creciente demenda
efectiva de estos productos sin tener que vecwrir a nusvos y més altos ni
veles de importacifn, sino por el contrario manteniendo 8stos en sus nives
les actuales., Para ello se hace necesario dar facilidades crediticias a =
todos los productores del pafs, incluyendo a pequeios agricultores los gu2
hasta el momento, poco se han baneficilado con estas facllidades, Bs por =
esto que 21 Banco Central de Polivia crnsidera que el mecanismeo del Fondo
de Refinanciamiento Agri.ola debe cubrir exclusivsmante los reguerimientos
de crédito de los peguenos agricultores, El Banoo Central torard las me-
didas necesarias para asegqurar que las necesidades crediticiaes dz2 los o
ductores medianos - grandes sean atendidas por la banca priveda y comexcial,

Es en vista de los anteriores antecedentes, que nos permitimss solici-
tar a usted, se digne tramitar onte el Goblerno de Estados Undidos de Nozte
Amfrica, la concesifn de un crédito de fomento, que tendrfa tentativamsnte
las siquientes caracteristicas:

MONTO: sug, 8,000,000,

INTERES:: 2% anval scbre saldes insolutos

PLAZO: 40 ancs =10 primeros ancs de gracia,
OBJETO: Concesitn de créditos a los agricultores

para maximizar la produccién de alimentos
bfsicos sigquientes:

Cereales: trigo, mafz, arroz, quinoa;
Semillas Oleaginosas: Soya, Man{;

( TubSrculos: papas, Proteinas animales:
lecherfa, porcinos, came y husvos de
aves,

e

eaoll/
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Aporte del Gobierno é2 Bolivia:

PLAN FIMANCIERO (En $US,)

Fuante da Reo

6.0 millones A.I.D,

1.0 millones aporte del Gobiler-
no é2 Bolivia

1.0 millones Aporte del Cobier-
no de Bolivia

1.0 millenes A I.D.

1.0 millones A.T.D.

1.0 millones Aporte del Gobiexw
no cde Bolivia:

a, 0.25
b, 0.75
RECUPERACIONES

(Item N° 1°),

Sus, 3,000,000,

Destino de Recureos

Programas de produceidn anual
con énfasis en prdstamos a pe-
guefios agricultores o canpesi-
nos organizedos en cooperativas
agricolas oon staktus legal defi
nido v nivel de desaxrxolilo ade=
cuado para ser considerades como
sujetos de cxédito,

Programa qldgal de mexcadao:

aeealy slizcensmiento, -
angpoztc y oaercializantfin
ao@@@c’@s para garantizar al ~
agricultor precics justos y fa
cll venta de gus produccionss.

Capital de Trabajo exclusiveiwan
te,

Obras de infraestructura.
poracitn de nue
produccldn,

Incor
wvas tlerres a la

Fquipo y maquinsria agricola pa-
ra produccién,

Estudios verios, de comercializa
cién y produccién.

Uso flexible para créditos ds re
fuerzo en Items donde haya mayor
presifn,

Camo el objetivo fundamental el programa es la de aumentar la produc
- ¢ifn, en fomga. &mtmua y ascandente, las recuperaciones se destinarian, &
lo posible, a préstamos de produccifn anual a pequefios agricultorves,

A I
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MECANISHO ADMINISTRAIIVO

Se utilizard el mismo mecanismo del anterior Comvenio A.I.D, N° =
511=-1~042 - ¥Fondo de Refinancianiento Agricola, -F.R.A,- dal Banco Cen=
tral de Bolivia, en vista que existe ewperiencia, buena orientacifn y -
cepacided para canalizer los cr@ditos al sector de pequefics agricultores.
El mecanismo tBunled del P.R.A., ha sido examinzdo por distintos cvaluse
doxes, gque lo encuantyan capacitado para continuar con este tirabajo, ba=
jo noxmas revisadss y edicicnales,

A fin de garantizar que el macaniswo inpuesto para el mangjo del F.
R.A. continue siendo adecusdo, de coandn acusrdo con porsonsrcs dz su ofie
cina, hemos Implementado una serie déz medidas tendientes al logro de wa
mayor eficiencia en beneficio del prograva. Estas madidas pusden sintetd
zargse en los giguientes puntos: -

- Planificacifn interinstitucionsl previss a las carpafias da produecién -
de los diferentes rubros agricolas.

= Refuex.o de la Divisi®n des Desarrollo mediante incorporacién de estadi-
grafos economistas con destino exclusive al Programa P.RLA.

= Gestiones snie el Suwpremo Gobilerno psra la implantacifn de wn fondo es-
pecial para la mtizaciéﬂ del pr&atenn A T.D. original y dal mismo -
préstamn en curso da gestifn.

- Standarizaci®n da fommularios para el procesamiento dz solicitudss ds
refinancianiento 92l Sistems Bancayio Nacional.

= Plazos minimo= para el procesamiento y calificacifn de solicitudas de -
refinanciamiento,

- Implementacifn da nusvas agencias en el Interior del pafs y refuerzo de
las existentes.

En espera de conocer su valicsa cpinifn, scbre el presente plantesnien
to scbre el asunto de referencia, reiteremos a usted las seguridades da F’éi@z
tra considex ’

7 gég/
upyplbdercado Moty

FHTE DEL BARCO CENIRAL Ue A Wi

£
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LOAN REQUEST APPLICATIOHN

CENTRAL BANK OF BOLIVIA

La Paz, December 10, 19TL

Mr. John R. Oleson
Mrector

USALD /ol ivia

L Iy

Mr. Director:

We are addressing you so as to inform you of the financial needs
vhich we require to continue expanding our country's agricultural
development based on the implementation of a credit policy oriented
toward production of basic food products by smell farmers using the
adninistrative mechanism which already exists in thle Central Bank
of Bolivia, the Technical Office of the FRA, a part of our Develop-
ment Division.

As you are aware, the agricultural sector has the greatest potential
of natural resources in the country, but the exploitation of these
resources, to bring them into production, requires the complementary
and actlvating action ¢f financial capital and agricultural technoloyy
in sueh a way that combining these factors in a coherent. munner mny
permit Lhie accelersted development of this scctor of our cconomle 1ite
and conscequently raise the living standardc of Lhe pgreal mojorily ol
the Bolivian populaticn.

On the other hand, it has been shown that while the larger farmers

and farm enterprises are achieving satisfactory result: in their opera-
tions, based on current programs, the small farmer or peasant only
recently has 'mderstaod and used successfully the financial assistance
of bank loans in order to increase production and achieve a higher
economic stardard for himself and his family. This latter level of
agricultural people nas responded decisively to the Government's
urgings to increase their various kinds of agricultural production
which now requires the assurance of credit on reasonable terms.

In accordance with reports which have been timely prepared, sad with
which y¢ are familiar, and with evaluations prepared by officers of
your organization, 1t can be stated that the experience galned from

Ty

ANNEX 1, I'npe 6 ol
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three years work by the Central Bank, through its program of the
Fund for Agricultural Refinancing (FRA), has determined the areas
of practical operation of the first program, leading to the con-
clusion that it does not cover the increasing demand for credit to
the sector and principally at the small fermer and cempesino level,

Moreover, out country finds itself confronting even more acute

problems which arise from the scarcity of basic items in its peoples
diet and of raw materials for its country, all of which could be
produced within the country. We believe we can overcome this problem
by coordinated action from the egricultural development authorities

and institutions, based on implementation of adequate credit refinancing
plans putting special emphasis on incorporating into this effort the
small farmers, who because of their limited resources are prevented

from becoming part of the production sector of the country.

The Govermnment has established as a principal goal to achlieve, through
the effort of all producers, large, mediwm and small a level of nsa-
tional production of basic foodstuffs sufficient to meet the increas-
ing effective demand for these products without having to resort to
new and higher levels of imporis, but rather holding them at their
present levels. To this end 1t 1s necessary to provide credit faci-
lities to all the country's producers, including the small farmers
who until now have little benefitied from these facilities., For

this reason, the Central Bank congsiders that the mechanicm of the
Fund for Agricultural Refinancing should cover exclusively the re-
quirements of the small farmers. The Central Bank will take the ne-
cessary measures to assure that the credit requirements of the large
and medium producers are taken care of by the private and commercial
btanking system.

In view of the above, we request thet you undertare proceedings with
the Govermment of the United States for the greanting of a development
loan which would have, tentatively, the following characteristics:

AMCUNT: Us$ 8,000,000
INTEREST: 2% on the outstanding balance
TERM: L0 years, 10 year grace period.

Provision of credit to farmers to maximize
the production of the following basic food
products:

Cereals: wheat, corn, rice, qlinua;

0il seeds: soya, peanuts; '

Tubers: potatoes

Proteins: milk products, swine, poultry and opn:,

Government of Bolivia contribution: US{ 3,000,000



FINANCIAL PLAN (in US$)

SOURCE OF FUNDS

US$ 6 million AID

1 million GOB

1 million GOB

1 million AID

1 million AID

1 million GOB
a. 0.25 million

b, 0.75

RECUPERATTON
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USE OF FUNDS

Programs of annual production with
emphasis on loans to those smsll
farmers or campesinos who are or-
ganlized into agricultural coopera-
tives with a defined lepal status
and level of development adequate

to be consldered clipihle for ormdib,

(ilobal markoeting program:

Installation Tor storapge, trancport
and commerciallization sufficient to
guarantee the farmer fair prices and
easy sale of his products.

Working capital, exclusively.

Infrastructure works, incorporation
of new land into production,

Agricultural machinery and equipment
for production.

Various studiec: on marketin:: and
producta,

Flexible usne Cor rcinforcement
credit for itemz where there may
be pgreater precsure,

Since the fundamental objective of the program iz the increase of
production, in a continuing and increasing way, the recuperations
will be directed, as far as possible, to annual producticn loans

to small farmers (Item No. 1).

ADMINISTRATIVE MECHANISM

The same mechanism will be used as that for the »nrevious A.I.D. Loan
No. 511-L-042, Fund for Agricultural Refin-i-ing {(FRA) of the Central
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Bank in vicw of the exictence of expericnce, pood direetlon and
capicity to channel credit to the small farmer cector. ‘The techniculd
mechaniem of the FRA has beeu studled by various cvaluator: whu have
found it capable of continuing this work in accordance with revised
and additional norms.

To guarantee that the mechanism set up to manage the FRA continues
being adequate, in agreement with offices of your organizations, we
have implemented a series of measures designed to attain a greater
efficiency in suppert of the progrem. These measures may be sum-
marized by the following points: '

- Institutional planning, prior to the production campaigns, for
the varicus agricultural products.

- Reinforcement of the Development Division ty the incorporation of
economist/statisticians exclusively serving the FRA program.

- Request to the Supreme CGovernmeni for the establishment ol’ gpecial
fund Tor the amortization of the oripinal A.1.D. loan and thls lonn
whieh is being proposed.

= Standardization of the form used in processing requests for re-
financing from the National Banking System.

- Minimum periods for the processing and approval of reque st for
refinancing.

- Establishment of new agencies in the iaterior of the country and
strengthening of the existing ones.

Hoping to have your opinlon corncerning the presentation of this
matter, we repeat ouy assurances of our distinguished considerations.

BANCO CENTRAL DE EOLIVIA
(signed) Manuel Mercadc Monterc
President, Central Dank of Goflvia

(signed) Miguel Delgadillo Cervantec
generzal Manager. Central Dank of Bolivia



UNCLASSIFIED

ANNEX I, Page 10 of 'y
Exhibit 3, Page 1 of 17

CHECKLIST OF STATUTORY CRITERIA

The following abbreviations are used:
FAA - Forelgn Assistance Act of 1961, as amended.
FAA, 1973 - Foreign Assistance Act of 1973.

App. - Foreign Assistance and Related Programs
Apprepriation Act, 197h.

MMA -~ Merchant Marine Act of 1936, as euended.

BASIC AUTHORITY

1. FAA 103; 10k; 105;
106; 107. Is loan being made

a, for agriculture, rural development The loan is made for agri-
or nutrition; culture, rural developsment,
and nutrition.

b. for population planning or health;

¢. for education, public administration,
or human resources development;

d. to solve economic and social develop-
ment, problems in fields such as transpor-
tation, power, industry, urban develop-
ment and export development;

e. in support of the general economy of
the recipient country or for development
programs conducted by private or interna-
tional organizations.
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2.

FAA_ 201 (b) (5), (1) & (8); 208

A.

Describe extent to which country is:

(1) Making appropriate efforts to
increase food production pnd im-
prove means for foed storage and
distribution.

(2) Creating a favorable climate
for forzign and domestic private
enterprise and investment.

(3) Increasing the public's role
in the developmental process.

(4) (a) Allocating available budge-
tary resources to development.

(b) Diverting such resources
for unnecessary military ex-
penditure (See also Item N° 20)
and intervention in affalrs of
other free and independent na-
tions.) (See slso Item N° 11).

Bolivia is making approprliate
efforts with respact Lo food
production, storege, and dis-
tribution. This loan will
directly contribute to these
erforts.

The GOB program emphasizes
creation of a favorable cli-
mate for selected foreign and
domestic private enterprise
and investment. It 1s seeking
a speclel exemptlon within the
Andean Cemmon Market for ceye
taln investments.

The GOB contilnues to take an
active role in the develop-

mental process and is so doing
to increase popular participa-
tion.

The GOB appears to be allocat-
ing as much as it 1s able to
developament.



() Making economic, social, und
politicel reforms such as tax collec-
tion improvements and changes in land
tenure arrangements, and making pro-
gress toward respect for the rule of
law, freedom of expression and of the
press, and recognizing the importance
of individual freedom, initiative,
and private enterprise.

(6) Willing to contribute funds to
the project or program,

(7) Otherwise responding to the
vital economic, politicnl, and
social concerng of 1ts people, nod
demonstiraling a clenr determinu-
tion to tnke effective self-help
measures.

B. Are above factors tsken into account
in the furnishing of the subject assig-

tance?

Treatment of U.S. Citizens and Firms

3. FAA 620 {(c). If assistance is to
government, 15 the government liable
as debtor or unconditional guarantor
on any debt to a U,S. citizen for goods
or services furnished or ordered where
(a) such citizen has exhausted available
legal remedies and (b) debt is not
denied or contested by such government?

L, IAA 670 (e¢) (1), 1f ascistunce is to
a povernment, has it (including governe
ment agencies cr sub-divieions) taken
ary action which has the effect of na-
tlonalizing, exprooriating, or otherwise
s2izing ownership or control of property

UNCLASSIFIED
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The GOB 1is msking these
efforts.

The GOB is willing to contri-
bube funds to the project
(see Annex I, Exhibit 2).

The OB uppears to be doing
thic in wn dnecrensingly
ci'feetive mnnner,

Yes.

The GOB is not known to be

indebted under these cir-
cumstances to any U.S. ciltizen
for roods or serviceg fure
nished or ordered.

B

The previovw: povermnent, of
PosTivin nnbioned fecd twe
Urilted Ctates mintnge 1rmg.,
However, the GOB is nos
adequately comper:satine the
former owners.



of U.5., citizens or entities benefi-
clally owned by them without taking
steps to discharge its obligations
toward such citizens or entities?

FAA 620 (0); Fishermen's Prospective
Act., 5. If country has seized, or
imposed any penalty or sanction ageinst,
any U,E, fishing vessel or account of
its fishing activities in internationul
witers,

a. has any deduction required by Fisher-
men's Protective Act been made?

b. has complete denial of assistance
been considered by A.I.D. Administrator?

Relations with U.S. Gevernm nt and Other

Nations
6. FAA 620 (a). Does reciplent country

furnish assistance to Cuba or feil to
take appropriate steps to prevent
ships or aircraft under its flag from
carrying eargoes to or from Cuba?

FAA (20 (b). 1If assistance ies to &

government, has the Cecretary of State
determined that it is not controlied
by the international Communigt move-
ment?

FAA 620 (d), If assistance is for
any productive enterprise which will
compete in the United States with
United Btates enterprise, is there

an agreement by the recipient country
to prevent export to the United States
of more than 20% of the enterprise's
annual production during the life of
the loan?
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Not applicable.

The GOB does not furnish
agsistance or fail to take
appropriate steps to prevent
chips or aircraft under itso
flag; from carrying curpoec
to or from Cubs,

Holivia 1s not coentrolled
by the internstional com-
munist movement nccordiag
to the Lecretury of Lhate.

Not applicable,



10.

11.

. Faa 620 (q).

FAA oo (1), Jo reeipient counlry o
Commrunlst country?

FAA 620 (1). 1Is recipient country in
any way involved in (a) subversion of,
or military aggression againsi, the
United States or any country receiving
U.S. assistance, or (b) the planning of
such subversion or aggression?

FAA 620 (j). Has the country per-

mitted, or failed to teke adequate
measures to prevent, the damage or
destruction, by mob action, of U.S.

property?

PAA (PO (1), It the country has falled
Lo institute the investment punranty
program for the speciiic rlsks ol ex-
propriation, in convertibility or con-
fiscation, has the A.,1.,D., administra-
tion within the past year considered
denying assistance to such goverrment
for this reason?

FAA 620 (n). Does recipient country
furnish goods to North Viet-Nam or
permit ships or aircraft under its
flag to cerry cargoes to or from
orth Viet-Nam?

Is the govermment of

the recipient country in defeult on
irterest or priuncipal of any A.I1.D.
loan to the country?

FAn G20 (t). Has the courntry severcd
diplomatic rerations  with the tinited
States? 1If so, have they been resuned
and have new bilateral assistance agree-
ments been negotiated and entered into
since such resumption?

UNCEASS YD
ANNEX 1, ['AGE
Fxhiibit o,
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foy,  Polivian 1o nob a Come-
munist country.

No, Bolivia is not engaged
in those activities.

The GOB has taken adequate
measures to prevent the
damage or destruction by
mob action of U.S. property
whenever possible,

The GOB hns instilLuboed Lhe
investment punranty progoroo,

N¢. The GOB does not furnish
goods to North Viet-Nam nor
permit ships or aircraft
under its flag to carry
cargoes to or from North
viet-Nam,

o,

ey poeed
diplomsbic relnbions wiblh
the nited Dtabes,

e The GGE bag, niod,




UNCLASS 11D

ANNEX I, Page 15 of 29
Exhibit 3, Page 6 of 17

16. FAA 620 (u}. What is the payment Bolivia is in arrears but
status of the country's U.N. oblign- not to such an extent as to
tioni? If the country is in arrears, disenfranchige it in the
were such arrearages taken into account General Assembly. The Ad-
by the A.1.D. Administrator in deter- ministrator did toake the
mining the current A.I.D. Operational arrearyrres into account in
Year Budget? determining thoe O.Y. 0,

17. IAA 481, Has the pgovernment of The (OB is nctively cooperut-
recipient country failed to take ade- ing with the UA1D Narcqtics
quate steps to prevent narcotics Officer and DEA representa-
diugs and other controlled substances tives as well as other inter-
(as defined by the Comprehensive national agencies to take
Drug Abuse Prevention ani Control such steps as may be neces-
Act of 1970) produced or processed, sary to control drug traffic
in whole or in part, in such country, in Bolivia,

or transported through such ceocuntry,
from being sold iilegally within
the jurisdiction of such country to
U.S, Government personnel or thelr
dependents, or fromn entering the
U.5, unlawfully?

L&, FAA 173 9, 1 (n) wmilltory base is Nob applicnble,
lecated 1n reciplent country, and was
constbructed or 18 belng maintained
or operated with funds furnished by
U.%., and (b) U.S. personnel carry out
military operations ITrom such base,
has the Zresident determined that the
government cf recipient country has
authorized regular access to U.S.
correspondence to such htase?

Military Expenditures

i9. FAA 62C (s). Vhat perceatage of The CY 1974 Budget f-.r )
country budget is for military militery purposes represerte
expenditures? How much of foreign npproximutely 169 of totsl
exchange resources 8pent on military budrreted expenditores; €
equipmer.t? low much spent for the the GOB.  Approximntcly
purchase of sophisticated weapona PLos million han beon
systems? (Consideration of thesc burtpreted fopr Lone pary chineee
points is to be coordinated with the ol pon=cophintlicated miti-
Bureau for Program and Policy Coor- tury cquipment.,

dination, Regional Coordinators and
Military Assistance Staff (PPC/RC).)



Conditions of the ngg

Ceneral boundness

20.

o
&)

FAA 20). (d). Information and
conclusion on reasonableness and
legality (under laws of country
and the United States) of lending
nnd relendin;: terms of the loan.

FAA 201 (b) (2); 201 (e)
Information and conclusion on

an activity's eccnomic and
techni~al soundness., If lcan

is not made pursuant to & mul-
tilateral plan, and the amount of
the lecan exceeds $100,000, has
courtbry submitted to A.I.D, an
application for such funds together
with assurances to indicate thot
funds will be used in an economical-
ly and technically sound manner?

FAA 201 (b){2). Information and
coriclusion on capacity of the
country to repay the loan, includ-
ing, reascnableness of repayment
prospects,

Fuw @0l (by (1), Inrormation and
conclusicn on avallabilivy of fiu-
ancing from other free-world sources,
incliding private sources within the
United States.

FAA 5611 (a) (1). Prior to signing
of locan will there be (a) engineer-
ing, vTinancial, and other plans
necessary to cnrry out the assistance
and (b) a reasonably firm estimate

of the cost to tihe United States of
the assistance?
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The loan terms are reason-
able and consistent with
United Stetes and Bolivian

laws,

The (OB hus made an appli-
cation for loan f{unded
assistance in this activity
(see Annex I, Exhibit 2)
and there have been aspup-
ances that the funds will
be used in an economicully
and techniecally sownd
manner.

Tnere are reasonable
prospects of repayments,

Finnncelnpr for this wctivity
ic nol nyvnilable rom othoer
{rec-worid sources, -inciud-
inge private sources within
thie United Dtates, on
reasonable terms.

The necessary financisl,
firm cost estimates, and
other plans have beer.
completed. (see Section
I1.D).
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« FAA 611 (a) (R). 1If further legis- Not npplicable.
lative action is required within reci-
pient country, what is basis for rea-
sonable expectation that such action
will be completed in time to permit
orderly accomplishment of purpose of
loan? k

6. FPAA 611 (e). If loan is for Capital Yes,  The Mission bircetor
Assistance, and all U.S, assistance to Las so certificd (sec Annex
project now exceeds $1 million, has 1, Exhibit 1).

Mission Director certified the country's
capability effectively to maintain and
utilize the project?

ILBan's Relationship tc Achievement of Country
and Regionsal Goals

27. FAA 207; 113 This loan will contribute
Extent to which assistance directly to the objectives
reflects appropriate emphesis reflected in items (a), (hL),
on; (a) encoureging develop- and {(e) (ecoperative),

ment of demccratile, economic,
political, and socinl institutions;
(b) self-help in meetin the
country's food needs; (c) im-
proving avallability of tralned
manpower in the country; (d)
programs designed to meet the
country's health needs; (e) other
important areas of economic, poli-
tical, and social development,
including industry; free labor unions,
cooperatives, and Voluntary Agencies;
transportation and communication;
planning and public administration;
urban development, and modernization
of existing laws; cr (f) integrating
women into the recipient country's
national economy.

28, FAA ?09, Is project susceptible This project <ould not be
of exccution as part of regional curried out sne part o] -
project? .f so why is project not replonnd project olcc 1t
50 executed? b desipned G promose

bugle Pouds production
wholly within lx-liviu,



R

FAA 201 (M) (). Information and
conclusion on activity's relation-
ship to, and consistency with,
other development activities, and
its contribution to realizable
Iong-renge objectives.

FAL 201 (b)(9). Information and
conclusion on whether or not the
activity to be financed will con-
tribute to the achievement o>f self-
sustaining growth,

FAA 209, Informaticon and conclu-
sion whether assistance will en-
courage reglonal development
programs.

FAA 111, Discuss the ex-

tent to which the loan witl
strengthen the participntion

ol urban and rural poor i
thelr country's development,

nnd will aussist in the develop-
ment of cooperatives which will
enable and encourage greater
numbers of »oor people to help
themselves toward & better iife.

AL 201 (f). If this is a
preject lcan, describe how much
project will promote the country's
economic development taking into
sccount the ccuntry's human and
material resnurces reqairements
nnd relationghip between nltimate
objectives ot the project and
overall economic development.
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This activity has broad
significance with regard

to the long-range objectives
of integrating the rural
arcas into the national
economic, socianl, nnd
politienl Lil'ec and ol
strengtheninge the cconomys

This project will coutribate
to the achievement of self-
sustaining growth.

The project is nationeal

in scope and therefore not
specifically designed to
encourage reglonal develon-
ment programs.

The loan will direclly
shreigrthen the participation
U Lhe raral poor i bolivins
devetopmend, by ool ing:
thelr capabilluy Lo combri-
bubte Lo the nutionnl cconomy
by cxpunding thelr wiricul-
tural production. VPriority
attention will be directed
at small farmer cooperatives
thus ensbling and encourapging
greater numbers of rural poor
tc help themselves (see Part
11, Section I, 7 of the CAP).

Tre project loar. wi_ X
promote Bolivia's ecrroric
development by incresncing
the country's agricultural
productiorn,



3k,

(93]

A0
-

i

FAA 201 (a). Desoribe extent

to which the loan will con-
tribute tc¢ the objective of
assuring maximum participation
in the task of economic develop-
ment on the part of the people
of the country, through the
encouragenment of democratic,
private and local governmental
institutions.

#ah 281 {b). Describe extert

to which program recognizes the
particular needs, desires, and
capacities of the peovle of the
rountry; utilizes the country's
intellectual resources to en-
courage institutional development;
and supports civic education and
training in skills required for
effective participation in govern-
mental and politiceal processes
esgentiel to self-government.

TAA 201 (b) (3). 1In what ways
does the activity give reasonable
promise of contributing to the:-
development of economic resources,
or to the increase of productive
~apacities?

FAA 601 (a). Information and
conclusions whethpr loan will en-
courane efforts of the country
to: {a) increase the flow of
international trade; (b) foster
private initiative and competi-
tion; (c) encourage development
and use of coouperatlves, credit
arions, and savings and loan aBaoc]
ngsociations; (d) discourape
monopolistic practices; (e)
improve technical efficiency

cf industry, agriculture and
commerce; and (f) strengthern

free labor unions,

UNCTAG T Y D

ANNEX 1, Page 19 of 29
Exhibit 3, Pape 10 of' L7

The project wlll provide
loang which will stimuinle
apricultural production by
small scale farmers; Lhus
it will assure maximum
participation of the people
in the economic development
of Bolivia,

The loan will provaide
tinancing for agricuitural
production and marketing
vhich will epcourage entire-
prereurship and provide
employment.

The activity ¢ives reason-

able promise of contribut-
ingr to the increase of

productive capacity in

o; riculture by providing

credit to Bolivia's rural
small farmers.

This locan should directly
affect all of the items
with the exception of (f).



38, PAA 619, 1f assistance is for
newly independent country, is
it furnished through multilate-
ral organizations or plans to
the maximum extent appropriate?

Loan's Effect on U.S. and A.I.D.
Program

39, FAA 20i (b) (6)., Information
and conclusion on noasible
effects of loan on U,S., econony,
with special reference to areas
of substantial labor surplus, and
extent to which U,8. ccnmodities
and assistance are furnished in
o manner consistent with im-
proving the U.S. baluance of pay-
ments position,

0, J'AA 202 (a). Total amount of

money under loan which is going
directly %to private enterprise,
is going to intermediate credit
institutions or other borrowers
for us by private enterprise,
is being used to finance im-
ports from private sources, or
is otherwise being used to fin-
ance procurements from private
sources.

41, FAA €01 {(b). Information and
conclusion on how the loan will
encourage U, 5, private trade and
investment abroad and how it will
encourage private U.i5, partlicipa-
tion in foreign assistunce pro-
grams (including uvse of private
trade channels ané the services
of U.S. private enterprise).
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Not applicable,

The loan will have a0
foreseeable unfavorable
effect on the United States
economy. Some U.D, eume
medities will be imported,

All of the loan fundiny-
will be channelled through
intermediate credit ins-
titutions for use by the
private agricultural sector.

There will be U,S, private
sector participation in

this project to the rxtoen’
thal, Lomn proceedn witl be
unrdd Lo dmy wnboeriads v
Heile nourcen, purbiculnely
for Lhe enpibol gocips o i
cnbepory degeriomd jn
secetion J.C.and 11,00
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42, FAA 601 (d). If a capital Professional advisory
project, are engineering and gservices of U.S., firms will
professional services of U.S, be utilized to the maximum
firms and their affiliates extent consistent with the
used to the maximum extent needs of the proJect.
consistent with the national
interestt

W3, I'AA GO?2,  Information and conclusion Uoiie omull Business will
whether U.:). small business will be invited to participate
participate equitably in the fur- when appropriate,
nishing of goods and service financed
by the Loan.

b, TAA 620 (h). Will the loan promote No. The loan will not
or assist the foreign aid projects promote or assist the
or activities of the Communit-Bloc foreign aid projects or
countries? activities of the Communist-

Bloc countries,

45. FAA 621, If Technical Assistance Not. applicable,
is financed by the loan, informatilon
and conclusion whether such assist-
ance will be furnished to the fullest
extent practicable as goods and pro-
fessional and other services {from
private enterprise on a contract basis.
[ the fncilities of other Federal
agencies will be utilized, informa-
tion and conclusion on whether they
are particularly suitable, are not
competitive with private enterprise,
and can be made available without
undue interference with domestic programs,

loan's Compliance with Specific Requirements

L6, FAA 110; 208 (e). In what manner has The GOB's loan request
or will the reciplent country provide provides assurances that
assurances that 1t will provide at it will provide at lcast .
least 25% of the costs of the program, 5% of the costs of the
project, or activity with respect to project for which the loss
which the Loan is to be made? io to be made (pee Anaex |,

Fxhiiblt 0 and Plnanednl
Plnn, seetion 1),0),



b7,

L8,

k9.

50.

51.

52.

FAA 112, Will loan be used to
finance police training or re-
lated program in recipient
country?

FAA 114, Will loan be used to
pay for performance of abortions
or to motivate or coerce persons
to practice abortions?

FAA 2C1 (b). Is the country

among the 20 countries in which
development loan funds may be
used to make, loans in this
fiscal year?

FAA 201 (d). 1Is interest
rate of loan at least 2% per
annum during grace period
and at least 3% per annum
thereafter? '

FAA 201 (£). If this is a
project loan, what provisions
heve been made for appro te
participation by the recipient
country's private enterprise?

FAA 604 (a). Will all commodity
procurement financed under the
loan be from the United States
except as otherwise determined
by the President?

FAA 604 (b). What provision
is made to prevent financing
comnodity procurement in bulk
at prices higher than adjusted
U.S. market price?
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Ho.

No.

Yes,

Yes.

The progject is desipmed

to channel agriculturnl
credit resources throwsh

the commercial banking

system to private agricul-
tural producers or prpcessors/
storers of agriculturml
produce.

Yes. Code 94l and Rolivian
sources will be used for
procurement (see Part I1I,
Section III, C of the CA¥,,

Any bulk conoditice ynier
muy be procurcd  will Le
subjeet. to bld procedar:.,




5k,

55.

57.

58.

FAA GOL (d). If the coop-
ceratinge country discriminates
against U,.S5, marine insurance
companies, will loan agreement
require that marine insurance
ve placed in the United States
on commodities financed by the
loant

FAA 604,.(e), If offshore
procurement of agricultural
commodity or product is to

be financed, is there pro-
vision against such procure-
ment when the domestic price
of such commodity 1is less
than parity?

FAA 60 (£). If loan
Clwnces a commodlty im-
porl, program, will arranpge-
mente be made tor gupplicr
certification to A,T.D, nnd
A.1.D. approval of commodity
as eligible and suitable?

FAA 608 (a). Information on

measures to be taken to uti-
lize U.S. Government excess

personal property in lieu of
the procurement of new items,

FAA 611 (b); App. 101l. If
loan finances water or water-
related land resource construe-

tion project or program, is there
n benefit-cost computation made,

insofar as practicable, in accord-
ance with the procedures set forth
in the Memorandum of the Presldent

date May 1Y, 19627
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In the likely event that
Bolivia discriminates apaiast
any U,8. marine insurance
compiuny, commoditics pur-
chuged wibth Toane tuds will
be insurcd apminst riske

with a U.5. company.

Not applicable.

Not applicuble.

The Mission will ensure trat
the Borrower is apprised of
the avallability of excess
U.S. Government property
and that the Borrouwer pur-
chases that property which
fits its needs,

Not applicable.



59.

60,

61.

62,

63.

65.

FAA 611 (c¢). If contracts for
construction are to be financed
what provision will be made that
they be let on a competitive
basis to maximum extent practic-
able?

FAA 612 (b); 636 (h). Describe

steps taken to assure that, to the
maximum extent possible, the country

is contributing local currencies to
meet the cost of contractual and

other -services, and foreign currencies
owned by the United States are utilized
to meet the cost of contractual and
other services.

App. 113. Will any of loan funds

be used to acquire currency of
recipient country from non-U.S.
Treasury sources when excess currency
of that country is on deposit in U.S,
Treasury?

App. GL* (d). Does the United Stateas
own excess foreign currency and, if so,
what arranprements have been made tor
its relcasct?

FAA 620 (g). What provision is there
against use of subJect assistance to
compensate owners for expropriated or
nationalized property?

FAA 620 (k). If construction of
productive enterprise, will aggre-
gate value of assistance to be
furnished by the United States exceed
$100 million?

FAA 636 (i), Will any loan funds

be used tc finance purchase, long=term
lease, or exchange of motor vehicle
manufactured outside the United States
or any guaranty of such trunsgaction?
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This requirement will be
met by adherence to A,I.D.
and Bolivian regulations
concerning procurement

of contractor services.

No Bolivinn pesos owned
by the U85, nre nvaildble
for finuncin thin prdject.
Ar effort wns nnmde daring
intensive review to cidsure
that Bolivian sources
contributed local cur®ency
to the maximum extent -possi-
ble.

No. -

The Helie does nut own
excess forcirn currcency in
lollivin.

Assistance will not be used
to compensate owners fér
expropriated or nationalized

property.

Not applicable.

No. Any motor vehiclz3
needed will bc Imporsed
from the United ttutes
unless othcer procurcmend,
is nuthorized,




60,

67.

08.

69.

70.

71.

T2,

73.

App, 103, Will any loan funds be
used to pay pensjons, ete. for
military personnel?

App. 105. If loan is for capital
rroject, is there provision for
A.1.D. appro.al of all contractors
and contract terms?

App. 107, Will any loan funds be
used to pay UN assessments?

App. 108. Compliance with regula-
tions on employment of U.S. and

local personnel. (A.I,D. Regulation 7).

App. 110. Will any of loan funds
ve used to carry out proviaions of
FAA 209 (d)?

App. 11h, Describe how the Committee
on Appropriations of the Senate and
House have been ox will be notified
concerning the activity, program, pro-
Jject, country, or other operation to
be financed by the Loan.

App. 601. Will any loan funds be
used for publicity or propaganda
purposes withlin the United States
not authorized by Congress.

MMA 901. b; FAA 6h4O C,

(2) Compliance with requirement

that at least 50 per centum of

the gross tonnage of commodities
(computed separately for dry bulk
carriers, dry cargo liners, and
tankers) financed with funds made
available under this loan shall be
transpurted on privately owned U.S5.-
flayg, commercial vessels to the ex-
tent that such vegsels are avallable
at fair and reasonable rates.
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Mnex 1, Poage 75 of 29
I'xhibit 3, Page 16 of 17

No. Ioan funds will not
be used to pay pensions
for military personnel,

Yes,

No.

Will comply.

o,

By the forinal notificetion
procedure,

No. Loan funds will not be
used for publiclty purposes
wilithin the U.S.

These regulations will be
complied with.



Th.

75,

T7.

" {b) Will grant be made to loan

recipient to pay all or any portion
of such differential as may exist
between U.S, and foreign-flag
vessel rates?

Section 30 und 31 of PL 93-189

(FAA of 1973)

Will any part of the loan be used

to finance directly or indireckly
military or paramilitary operations
by the U.S. or by foreign forces in
or over Laos, Cambodia, North Vietnam,
South Vietnam, or Thailand?

Section 37 of PLM9§7189 (FAA of
1973); App. 111, Will any part
of this loan be uvsed t¢ aid or
asslst generally or in the recons-
truction of North Vietnam?

App. 112, Will any of the funds
appropriated or local currencies
renerated as a result of AlD assig-
tance be used for support of nolice

or prison construction and administra-
tion in South Vietnam or for support of
police training of South Vietnamese?

App 604, Will any of the funds
appropriated for this project be used
to furnish petroleum fuels produced
in the continental Unlted States to
Southeast Asia for use by non-U.S,
nationals?
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Ho,
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BOLIVIAN BANKING INSTITUTIONS

BANCO DEL ESTADO BANCO DEL F&TADO (Cunt.)
LA PAZ : enc
Head Office Camargo
Churubamba’
El Alto POTOSI
Max Paredes ———
Miraflores Head Office
Ville Victoria :
Agencies
Agencies T
Atocha
Chulumani Llallagus
Copacabana Tupiza
Coroico Uyuni
Caranavi Villazon
SANTA CRUZ TARLJA
Head Office Head Office
Los Pozos
Siete Calles Agencies
Agenciles Bermejo
‘ facuiba
Camiri Entre Rios
Montero Villsmontes
Portachuelo
Puerto Suarez PANDO
Roboré
San Iganaclo Head Office, Cobija
Valle Grande
BENI
COCHABAMBA "
Head Office, Trinidad
Head Office
Calatayud Agenciec
Agencies CGuayaramerin
Riberalta
Aiquile Magdalena
Capinota Reyes
Punate ' , San Mat{as
Quillacollo San Borja
Santa Ana
CHUQUIBACA
ORURO

Head Office, Sucre
Head Office
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BANCO AGRICOLA DE BOLIVIA

LA PAZ OFFICE CHUQUISACA OFFICE
National, 1a Paz Regional, Sucre

Regional, 1a Paz
Provinclal Agencies

Provincial Agencies

Oropezea
Murillo Monteagudo
Caranavi Padilla
Corolco
Chulumani TARIJA OFFICE

COCHABAMBA OFFICE Reglonal, Tarl,ja

Regional, Cachebamba Provincial Agencles
Provinelal Azencl :s Cercado

Villa Montes
Cercado . Emtre Rios
Alqulle Bermejo
Villa Tunari
Quillacollo BENT OFFICE

SANTA CRUZ OFFICE Regional, Trinidad

Regional, Santa Crugz Provincial Agencies
Provinclal Agencies Cercado

Soanta Ana
Andrés Tbafiez Riberalta
Comarapa San Borja
Concepcion
Harnes PANDO OFFICE
Camiri

Regional, Cobije
POTOS1I OFFICE

ORURO OFFICE

Regional, Potosi

Regional, Oruro
Provincial Agencies

Provincial Agenciles

Tomas Frias

Las Carreras Cercado
Camargo Challapata
Betanzos

MONTERQO OFFICE

Regional, Montero
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Banco Agricola (Cont.) FIRST NATIONAL CITY BANK
Provinclel Azencles s Paz
JPortvachuelo A BANCO DE LA PAZ

Buena Vigta

(In process of being orgsnized)
BANCO POPULAR DEL FPERU

BANCO MERCANTIL

1a Paz

Oruro Ia Paz
Sucre Cochabambeg,
Cochabeamba, Santa Cruz
Santa Cruz '

BANCO BOLIVIANO AMERICANO

BANCO DO BRASIL S.A.

Ia Paz
la Pacz Santa Cruz
Santa Cruz

BANK OF AMERICA

BANCO NACIONAL DE BOLIVIA

La Paz
La Paz ' Santa Cruz
Sucre '
Cochabarmba . BANCO DE LA NACIGH ARGEWTINA
Oruro
Potosi la Paz
Tarija Santa Cruz
Monteagudo
Bermejo (Authorized) BANCO DE CREDITO ORURO
BANCO INDUSTRIAL Y GAMADERO Oruro
DEL BENI !B3IGBENI) Potos{
' Llallagua
Trinidad Santa Cruz
Huanuni
BANCO DE SANTA CRUZ DE LA
SIERRA BANCO HIPOTECARIO NACIONAL
la Paz La Paz
Santa Cruz Cochabamba
Cochabamrba Sante, Cruz - Montero
BANCO POTOSI S. A. BANCO DE COCHABAMBA
Potosi : Cochabamba
Tarija La Paz (To be inaugurated)
BANCO DE FINANCIAMIENTO BANCO INDUSTRIAL S. A.
INDUSTRIAL DE ORURO S.A.
Ls Paz

Oruro
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CREDIT AVAILABILITY TO THE PRIVATE SECTOR, 1975-1977

The attached tables demonstrate the implications of various hypotheses
concerning inflation, real GDP growth, cthe balance of payments and
Tiscal situations on credit availlability from the banking system to
the private gsector. Five projections are made, » 'probable" projec-
tion, "most favorable" projection, "less favorable” projection, o
"relative unfavoruble" and "most unfavorable” projcction. Obviounly,
the Central Bank (C/B) would be forced to tuke action to neutrulize the
monetary impact of a balance of payments surplus und/or Tisecol deflcit
in order to prevent rates of inflation deemed unacceptable by the GOb,
The projections attempt to define the parameters on which the C/B
would act. For example, in the "less favorable" case the balance

of payments surplus would have to be neutralized to avoid undue
pressures on internal prices, which implies tightening-up credit
availability to the private sector since the C/B would Have little
control over the Ministry of Finance's budget and fiscal policy.

The projections do not attempt to discuss tne question of credit
aliocation within the private sector.

The projections are based on the following: 1) various balance of
payments projections; 2) an estimate of imported inflation of about
13% in 1975, 10% in 1976 and 7% in 1977; 3) an assumed constant
income velocity of money; L) fiscal projections for the Treasury

(a preliminary estimate at this stage for 1975); 5) estimates of
deposit drawdowns by the rest of the publlc sector which, combilned
with the Treasury estimate, plves net credit to the publlic geector
from the Central Bank; 6) a transaction demand l'or money (reflecbled
in the money supply calculaticn) determined by the cxpected rate of
inflation and real growth in the economy; 7) an estimate for credit
expansion based on the average historical (1970-7h4) relationship
between reserves in the /B and actual credit expansion -- a crude
credit multiplier; 8) a money multiplier relating base money to money
supply based on a ratio. involving an estimate of cash/deposits ratio
and required reserves; and 9) an implicit marginal propensity to
import function (built into the balance of payments projection)
amounting to .23 of GDP growth., All projections are viewed favorable
or unfavorable in term >f stabilization implications and for the
need to take steps to offset the impact of different factors on
internal stability.
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1. Vrobable I'voJectlon

The probable projection assumes s relatively modeirate net draw-
down of Jdeposits inthe C/B by the rest of the public sector of about
$b 100 million and relatilvely large net borrowings by the Treasury
of $b 450 million relfecting deficit financing needs. Partly for
these reasons and partly due to export price assumptions, the balance
of payments is projeeted to shift into deficit by US$ 10 million in
1975 and smaller deficits through 1977, reflecting the Treasury's
need to cbtain financing from the Central Bank, The C/B will probably
expand currency issue by 23% assuming a constant income velocity of
money. Approximately 26% of the money supply expansion results from
an increase in the banking system's deposits which is reflected
indirectly in the change in required reserves held by the Central
Bank. For simplification purposes, the projection uses a narrow money
supply definition to avoid dealing with problems c¢f quasi-money.
However, the credit multiplier is based on all required reserves held
in the Central Bank so that overall credlt availability is not cir-
cumseribed to the multiplier impact of only increases in demund
deposits. [t 1s assumed that by 1977 the cash/deposlt entio will
decline, lmplying greater confidence ln the *anking system which willl
obtain greater respongibility for expanding liquidity in the eco .omy.
This assessment is based on the marked decline in the last ten years
of the cash/deposit ratio.

IT. Favorable Projections

The most favorable projection assumes a rate of inflation of about
149 in 1975 and real growth of €% in the GDP. let drawdowns by the
rest of the public sector are assumed to be about $b 10 million and
the net deficit financing requirerents to be about $p 250 million.
Given the relatively small fiscal impact on the Central Bank and the
expected surplue on the balance of payments, the result would lead to
a stable expansion in the money supply with the private sector benefiting
through a 27% expansion in credit availabile. 1t presently aprears that
this favorable combination of events are not very likely.

The less favorable projection implies an unucceptable 7% rute
of inflation due almost entirely to a larper bualance of puymentn
surplus. In essence, these events would be repetitiorns of the 197
circumstances with the exception that major irnternal price adjustments -
(aside from import price increases) would not be required in 1975.
Import price increases are expected to provide about 13% to the expected
1975 inflation rate. The most favorable option assumes nearly zero
internal price adjustments -- particularly for food items (a very
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optimistic assumption). To reduce the destabilizing ~ffect of the
balance of payments surplus, it is possible that C/B would take
restrictive action to hold the rate of inflation to 17% implying that
the private sector would suffer a marginal reduction in credit avail-
able. This projection is considered unlikely to occur given the
tentative fiscal requirements for 197% and the likelihood that the
balance of payments could slip intc deficit.

I11, Unfavorable Projections

The most unfavorable set factors nre related to a large fiscal
deficit requiring Central Bank net firancins of about $b 800 million
and substantial drawdowns (net:; by the rest of the public sector of
$400 million. This projection would apply substantisl price pressure.
The balance of payments would probably be farther in deficit than is
presently projected. Alkin-all, the Central Bank would have Lo take
restrictive action to limit the P/P prcblem and restore a depree of
price stabili y in which case the private sector would suffer, given
Jhe assumption that the C/B would have little influence over the fiscal
deficit.

The relatively unfavorable projection is less inflationary then
the less favorable projection, but the cause is an internal fiscal
der'icit which would be more inflationary but for the balunce of payments
leakage. The fiscal deficit is estimated 2t §u <00 million, but the
private scetor would ctill receive a 279 increazse in credit in nominal
terms implying that credic availavie would be only marginally higher
than the rate of inflation. Any further tigntening of credit availabil-
ities would ferce & small amount 0f recessionary pressure on the economy.
The reasconable estimate prcjects a situation scmewhat less restrictive
on private credit with a bit less inflationary pressure.

In general, the credit picture iocxs reasonably good for the
private sector in 1975 provided the GOB's fiscal deficit does not
cause extreme pressure on the Central Bank.



III

II.

Iv,

VI.-

Net Foreign Assets

Net Dom Assets

1) Credit to Public Sector (net)
2) Credit to Private Sector (net)

Currency Issue
Monetary Base

1) Currency in Circulation
2) Reserves

Money Supply
Credit to Private Sector

Muls.
Reserves

Assumptions
Seal GNP
—~flation
censtant Veloeity
Money Mult. (1.15)
Vo= (1.15 x IV)

Sgte o7 exchange $b 20.38 = US$ 1

TECEAELE

(milliczs c? pesos bolivianos)
B/ I S /)
2, 700 -200 2,500
- 100 =7% 690
(=50,  1£50) (600)
(-50;  \1b0) (%0)
2,600 >90 3,190
3, 450 794 L, 244
(2,550) (5%0) (3,1L0)
(900)  {204)  (1,10k)
3,9%8 "013 4, 881
3,870 877 L, 7h7
(4.3) (4.3)
(500} (1,10k)
1975
+6%
+17%

1/
A 1I7€
-100 2,100
+500 1,19C
(koo)  (1,200)
(100) (190;
Loo 3,5%
621 L, 865
(koo)  (3,540)
(221)  (1,325)
741 5,595
951 5,€9¢
(4.3)
(1,325)
1976
+5°
+105

NE B ore |E
3 Bk 83 E
e S’ S

8

7

839
1,204

(3,99)
(1,605)

6, 3L
6, 902

(4.3)
(1,605)

T Fvawixy
9 Jo ) a¥ed

FO © d =~ III XINNV

QITLISSVIONN

se



MOST FAVORABLE

(m11170on8 oF pesos bolivianos)

Nel. Morelpn Assets

Net Domestic Assets
Credit to Public Sector
Credit to Private Sector
Currency Issue

Monetary Base
Currency in Circulstion
Required Reserves

Money Supply (1.08 x MB)

Credit to Private Sector
Mult.
Reserves

J{Zlh
?,700.0

-100.0
(=50.0)
(-50.0)

2,600.0

3,450

(2,550)
(900)

3, %8

3,870
(4.3)
(900)

Chnnye

300

drmmasa———

?Q@.O
(158.0)
(1h0.0)

598.0

738.0

(598.0)
(140,0)

797
1,032

05 FAVORAB
(mill%gﬁs-tﬁkrmmwségblivianos)

Net Foreign Assets

Net Domestic Assets

Credit to Public Sectus
Crédit to Private Sector

Currency Issue

Monetary Bgf@e
Currency in Circulation
Regerves

Money Supply

Credit to Private Sector
Mult,

Regerves
MOST FAVORABLE

Real Growth  + 6%
Inflation 14%

Constant Velocity

17

2,700.0
-100.0

(223:9)

2,600.0
3, 450.0

(550)
(900)

3,968
3,870

(4.3)
(900)

Chanﬁe
600
2%
(128-9)
898
1,198

(898)
(300)

1,294
1,290

300
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LOTH
09,8

)

198
(108,0)
(90.0)

3,198,0
4, 238.0
(3,198.0)
(1, 140.0)

L, 577

4, 902
(k.3)
(1, 1h0)

L7
32300

A%
(108.,03
(90.0

3, 498

4,698

(3,L98)

(1,200)

5,07k

5, 160
BN ETIRcY

(1,770

LESS FAVORABLE
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RELATIVE UNFAVORABLE
(millions of pesos bolivianos)
Est.
197k Change 1975
I, Net Foreign Assets 2,700 -300 2,400
II. Net Domestic Assets =100 1,000 00
1) Credit to Public Sector (-50) (900) (850)
2) Credit to Private Sector (~50) (100) (50)
III. Currency Issue 2,600 700 3,300
IV. Monetary Base 3, 450 954 4,395
1) Curcency in Circulation (2,550) (700) (3,250)
2) Reserves (900) (245) 1,145
V. Money Supply 3,968 1,086 5,054
VI. Credit to Private Sector 3,870 1,054 L, ool
Mult, (4.3) (4,3)
Reserves (900) (1,1k45)
MOST UNFAVORABLE
(millions of pesos bolivianos)
1974 Change 1975
I. Net Foreign Assets 2,700 600 2,100
II. Net Domestic Assets =100 +1, 500 1, 400
1) Credit to Public Sector (-50) (1,300) (1,250)
2) Credit to Private Sector (-50) (200) (150)
I1II. Currency 2,600 SO0 3, 500
IV. Monetary Base 1 3,450 1,200 L, 650
1) Currency in Circulation (2,550) (900) (3, 450)
2) Reserves 900) (300) (1,200)
V. Money Supply 3,968 1,38 5,348
VI. Crddit to Private Sector 3,870 1,290 5,160
Mult. (k.3) (4.3)
Rererves (900) (1,200)
RELATIVELY UNFAVORABLE MOST UNFAVORABI)Y
Real Growth + 6% + 6%,
Inflation +21% 129,

Constant Velocity
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J. Structure and Performance of Product Markets
A. The Genersal Pattern

B, Marketing Processes for Selected Commodities

1. Vheat
2. Corn
3. Rice

L, Soybeans
e Potatoes
6. Ml
7o Other Commodities
C. Marketing Costs
1. Marketing Margins
2. Transportation
3o Transfer Toxes
De L UMMREY
11, Yactor Markets
A, Seeds
B. Imported Inputs

C, Labor
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THE ADEQUACY OF MARKIT: AND DLOTRIBUTION FACLLIT Ik

THE STRUCTURl: AND CONDUCT OF PRODUCT MARKEIS

A. The Genersal Pattern

For the most part the structure of Bolivia's product markets is
private sector oriented., Government intervention in the marketing
systems generally have been limited to four types: i) attempts to
administer prices (which has been discussed more fully in a pre-
vous section); ii) direct purchase of commodities, particularly
milled rice through the National Rice Company and in 1974 a small
pilot preject for direct procurement of wheat; iii) public invest-
ment in selected processing facilities by the Bolivian Development
Corporation - a state owned enterprise; and iv) regulatory measures
usually directed at the processor level.

Thus the agricultural sector generally and small farmers in
particular are occustomed to having to meet Lhe risks of production
failures and inflation without GOR assistance. The system which
has evolved involve: spreading risk over more than one crop or live-
stock enterprises and, where possible, producing these crops in more
than ornie location, and in maintaining a low cash liquidity level
and investment in assets which elther increase or maintain real
value over time. The impact of this upon the product marketing
system is evidenced by the rate of flow of farm commodities into
the marketing system. Depending upon the storeability of the
commodity, generally less than 50% of that portion of the crop that
is surplus to subsistence needs is sold immediately following harvest-
ing. Initial sales following harvest provides the immediate cash
for family needs and repayment of other obligation. Thereafter,
farmers sell the remaining portion of the marketable surplus as
their need for liquidity occurs. Interim storage is almost alway:s
on farm, This accounts for the relatively ever flow of =mall lot:z
of storeable commodities into th