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MEMORANDUM
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and

The “overnrent of Bolivia
FROM: Public &¢éministration Service

SUBJECT:  FINAL PEPNTT
B

Fiscal Reform Project

This remort is the last ane to be nresented regarding the
Fiscal Peform Proiect. Tt correspends to the period April 1,
1974, through June 30, 1975, nursuant *to (1) the current agree-
ment between AID and the Government of Dolivia and (2) the

current extension to Contract Mo, AIR/1a-f90 between AID and

Public Adminstration Service (P/5)., Tncidentallv, it covers the
fifth and last cuarter of that reriod. (/’w\) Si< /=720 O?j__l

In pocd messure, furtiermore, this revort alse correspcnds
to the nine-year, period. datirg from 196G, durine vhich the
effort desigrated 'Fiscal Reform Proiect” has heen conducted,
Durine the nina vears, there have been several apreements between
the Bolivian Tovernment and £ID, #¢ well as several contracts
between AID and PA%. This rerort is treated as the last report
on a nine-vear Proiect as well as the final rencrt under the

current apreement and contract.

Section I of this report contains a recanitulation of Project
purposes, results achieved and problems that remain to be resolved.
In Section IT, the atterot i3 rade to identifv some of the "lessons"
that should have baen learned after investine nine vears and uowards
of two million dollars in the Project.
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One general and fundamrntal lesson or conclusion is this:
that GOB financial management still requires corrective action,
because it still does not meet the fair and reasonable require-
ments that should he stinulated bv the “executive' povernment of

a nation seeking accelerated devalorment.

Another fundamental lesson or conclusion therefore is this:
that efforts in favor of imrroved eereral and financial manage-
ment of thz GO ought not b discontinued, scormed or scanted,
notwithstandine the slavrmcess and difficulty with which improvement
may be achicved. With the support and encouraeerent of the
Presidert, the Council of ?:'inistére and CONEPLAN (the Mational
Econcric and Plannine Council), now that the COR has reneatedly
declared itself roearding the ur~nt necrssitv of improving
Bolivian public administration. the environment should be more
favorable nov than in the rast. Tt woeuld be a pity not to take

advantape of that Letter environment.

The Fiscal M:form Project has heen one of ssveral eofforts
oriented to the inoreveriit of manacemcnt. Durine a good part of
the Prodect’s nine vears., the snvironment within the Ministrv of
Finane: vas not alwavs very propitious end the Ministrv was not
alvays verv recentive to the idea of chanee in order to improve its
performence as a central commonent of financial management.
Fecentlv, there have been oreater recentivity, an increased dispo-
sition to enter into dialooue and, in seme cases, decisions and
actions that had Leen rendne for years. This supecets that the

Government's declarations mav have imnroved procpects and the pos-

sibilits of success in re.form offarte.

It would be to the GOB's advantas: to insist on achieving
a progressive improvement in its management. Bv the same token,
it would be advantapcous if USAID and other entitics were disposed



to support the GOB in secking that improvement. In the future, it
is hoped that the renorts, manuals and recammendations of the Fiscal
Reform Proiect @111 sarve to halr the Q0D in strengthening the

financial asprcts of its management.

BDF/ngg. /PAS
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I. Progress and Unmet Targets

The Fiscal Reform Project was bepun in 19656. A variety of
adeauate reasons fully justified such a preoject. The reasoning
behind it is documented in the Solaman Report (1963) and in a

report of Public Administration Service (1964).

The Solamon report in larpe measure dealt with Bolivian
finances from the viewpoint of the branch of economics that deals
with "public finance,' but also referred to firancial administra-
tion. It indicated that many matters needed correcticn. The
report was accepted by USAID and the Bolivian government as a

valid base on which to take corrective action.

The: 1964 PAS report addressed only the administrative aspects
of public finances in Bolivia. Its purpose was to identify which
topics should receive attentien in a future effort to imorove and
modernize financial administration. Later, the OB and USAID
intende<! to sponsor an action program and to contract advisory

services.

Under an USAID/GOB project agreement, the Fiscal Reform Proj-
ect was established and Public Administration Service was contract-
ed to serve as advisor. The Preoject is not one of "public finance,"
because it does not pretend to indicate which financial policies,
nriorities or goals the &0i wouls he well advised to adopt. The
Project is focused on ratturs administrative and managerial, that
is, on the ercanizational, procudural and concentual arrangements
that ray help the "™EB's goneral and financial management to choose
and apply cffectivily and nroductively these policiss and prior-
ities that it mav decide to adopt and to fulfill the goals that
it may decide to select,

The need for the Project was clear, and so was the route to
be followed.



-2~

Now it is 1975. Nine years have passed and more than two
million dollars have been spend on the Project. Have conditions

changed?

In 1875, it would be easy to justify a decision to begin
lew to work on the same subjects and with the same objectives.

%
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Governmental budgeting has been a major focus of atten-
tion for the Project. In 1975, budgeting remains neither
complete, informative, timely, programmatic nor properly
linked with financial accounting, on the one hand, nor

governmental planning on the other.

Governmental accounting has been the other principal
focus of attention for the Project. Indeed, it .has. been
the area in which greatest progress has been achieved,
Nevertheless, in 1975, the accowiting continues to be
incomplete, untimely, incorrect and not extremely inform-

ative.

Governmertal purchasing, during several years, was an
important topic for Project attention. In 1975 the
purchasing system continues to be antiquated, clumsy,
ineffective, expensive and poorlv controlled.

Revenue administration per se has not been a principal
topic for the Project, but considerable attention has

been addressed to assuring that revenues would be adequate-
ly processed, deposited, protected, accounted, distributed
and reported. 1In 1975, the pertinent procedures remain
vulnerable to embezzlement besides being badly conducted,
controlled and coordinated, extremely slow and, naturally,
finally uninformative.

Personnel training has been an important purpose of the
Project. Many people have been enabled to complete
appropriate courses in accounting, auditing, budgeting,
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purchasing, organization and methods and related subjects.
There has been a varietv of long and short courses, semi-
nars, etc. As individuals, it mav be assumed that the
participants have been benefited, Until 1975, with the
exception of the Contraloria Ceneral, which has staffed

itself with people thus trained, the various governmental
offices -- particularly thos: of the Finance ministry --
have not strengthencd themsclves with the personnel thus
trainad.
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The Project has promoted the rational distribution of
responsibilities and authority (including the creation of
offices that did not exist prior to the Preoject) and, in
addition, has encouraged careful and constructive coopera-
tion and coordination among govermmental offices. In

1975, the distribution of duties and responsibilities
continues to be ambipuous and poorlv observad, and the
level of coordination and cooperation among offices can-
tinues to be exceedingly low, even within a single ministry.

*% The Project has paid attention to the payment process,
which has been so unreliable and so burdened with red tape
that not cvery merchant or contractor really wants the
Bolivian govermment as a client. In 1975, the payment
process continues to be shamefully slow and uncertain.

#* The Project has promoted the development of reliable
sources of financial and economic information, e.g.,
regarding past year incanes and expenditures, regarding
operaticns of the public enterprises, etc. In 1975, such
categories of information continue to be scarce and neither

consistent nor reliable.

Given these facts, one would be justified in concluding that
now, in 1975, it would be constructive to initiate a new Fiscal
Reform Project.



On the other hand, there are achievements ~nd advances that

can be identified as outcomes. of the Project, its nine vears of

effort and its expenditure of two million dollars.
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In 1968, responsibility for financial accounting was
transferred from the controller's office to the Ministrv
of Finance, where it logicallv belonps. In 1975, there
exists the Ceneral Directorate of Accounting, within the
Finance ministry, as the office charged with performing
the central accounting of the Bolivian government and
with causing the introduction of adecuate modern account-

ing throughout the Bolivian public sector.

In 13975, the essence of a new and modern system of govern-
mental accounting is operative in the accounting directo-
rate. and the system was desisned in accordance with the
moet modern concents generally accanted by intermational

authorities in this field.

In 1975, the principles, nomms and standards that will
guide the future development of governmental accounting
throughout the Bolivian public sector are in effect,
promulgated under the authority of Supreme Decrec No.
12329,

In 1975, hundreds of Bolivian public emplovees have been
trained and educated. thanks to Project efforts in collab-
oration with the Institute of Public Administration (ISAP),
in general and specialized asnects of povermmental finan-

cial ranagement.

In 1975. manv public employees and officials, now made
conscious of the inadeauacics of present financial manage-
ment, would wiclcome the opnortunitv to advance the purposes
pramoted by tha Project.
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With these facts in mind, ane may conclude that the Project

has vielded some advantageous results.

From the forepoing, nevartheless, the canclusion emerges that
many objectives remain to be met and many constructive actions
remain to be taken, if financial management of the Bolivien govern-
ment is to be put in genuinelv good condition. The following items

may be considered.

#%  Those who govarn Bolivie have tc reach the well-justified
conclusicn, with respect to their financial management,
that ¢xisting organizational and procedural arrangements
and prescnt performance truly do not satisfv them because
they do not supply what iz needed bv tha “executive"

povernment of a developing nation.

#*  Close and constructive rclaticnships need to be established
to lirk the several rather discannected offices that new ar
responsible for ane or another aspect of planning, program-
ming, budecting and fund-raising, as well as of accounting

and financial information.

** The GOB's annual budget must be adopted prior to the start
of the budget vear. TFor lack of a budget adopted on time,
the Covernment and its components suffer a wide variety of
delavs, inconveniences, damages and frustrations that
adversely affect all of the programs that the GOB wishes

to advance.

## In order for the budpet to be adopted on time, it will be
nccessary to clarifv what a budpet is and what those who
govern expect that their budpet will be and do. Until now,
the budset is resarded as a compendium of detailed finan-
cial and accounting data. It needs to be reparded as the
programmatic, financial and economic expression of the
GOB's plan of operations, in accordance with the goals,
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pelicies ond priorities of the GOB, and as the principal
declaration of exactly how -- this year -- that govern-
ment has decided to promote the nation's development.

There is much detail in the annual budget document and in
the present budgetary appropriation structure. Unfortu-
nately, it is detail of scant velue. It does not indicate
the amounts to be made availeble for each program, sub-
program, project and activitv, ete. Neither does it
indicate how much money will be available for cxpenditure
by each creanizational unit. It merely indicates how much
meney may be spent by cach ministrv or other agency as &
whole on <ach of the nearly 150 categories within the
object of expenditure classification system, i.e., how much
for each catcgory of materials, coch type of services, ete.
The budget document has crrricd thic title cn its cover,
"Fropram Budpet,” but its contents demcnstrote that the
title is an abuse of the language, because the contents
include little or nothing that'is prograrmetic. What is
needed is to retain the title but to change the contents
radically.

The budgeting systemand the budget decument must be
changad. Their current focus is that of accounting,
finance and econcmics. Thev must become much more program-
matic, infermative and evaluative. A financial expression
of the budgct must be recorded in the financial accounts,
but thesz whe purnort te work on budgeting should not be

engaged in accounting or auditing.

The budget document continues to present financial data
for the new year, camared with data for the old yeer. It
contains no "real” data for any year, hence neither permits
nor facilitates a ccmparison of new estimates or appropria-
tions with the actual results of the past. Hereafter, it
must present those data on past experience that will permit
the governors to reach judgments regarding the proposed
ievels of appropriations and possible resources.
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Neither the budget office nor any other governmental
office is seriously engaged in the evaluation of the
operations of the GOB and its components. On the other
hand, many offices arc devoted to being "policemen'' in
the exercise of negative controls over public finances.
In the future, provisicn must be made for two things:
(1) affirmative management controls desipned to assure
that everything is dene that the GOB decided to do, and
(2) evaluation desisncd to ascertain whether what was
donc really praduced the desired results, besides consid-
ering if it was rerformed vith suitable econamy, effec-

tiveness and other attributes.

The central accounting directoratc has to be strengthened
and improved, because a part of the flaws in accounting
dozs stem from defects in that dircctorate. In great
neasure, however, the rcots of such flaws are found else-
where: in the cerntral directorates of budgeting, treasury,
intermal revenue and customs, in the Central Bank, in
cther agencies of the Bolivian public sector and -- per-
haps above 1l ~-- in the grosslv inadequate cooperation
and coordination that now exist among agencies and offices
of the GCB. There is verv ample opportunity for adminis-

trative and managerial improvement in this area.

The new accounting svstem exicts in 1975 only within the
central accounting directorate, but has not yet been made
extensive to other public apencies. At the initiative of
the Fiscal Reform Projuct, the GOB (o) adopted and promul-
gated the principles and standerds for governmental account-
ing and (b) cstablished, within the accounting directorate,
an accounting systems department. Hereafter, those two
instruments must be used to promote the development of
suitable accounting systems within each ministry and, at
length, within each entity of the public sector.


http:Projl.ct

8-

#% There is a system of "recognized debts" that is used to
pay those bills which, for various reasons, were not paid
within the limits established for the closing of each
annual budget; in provision for the payment of such bills,
a budpetary appropriation is made each year. The system
per se is an anachronism that must be eliminated, and the
correspanding annual apprepristion, which is a logical
error in terms of both budgeting and accounting, must not
be repeated. A sinde accounts payable svstem should be
substituted.

®:  In the Bolivian revenue system, it is common to find a
serics of surtaxes, as well as a basic tax, levied on a
single matter. It may be supposed, of course, that the
combination of tax-plus-surtaxes must be a complication
within revenuc administration: but, revenue administration
being outside the Jimits of this Project, that is not a
concern for Fiscal Reform. The Fiscal Peform Proiect's
concern in the matter is this: the numerous calculations
involved in =zpplying a tax plus a series of surtaxes quite
regularly results in arithmetical crrors; these errors
produce delavs within the collecting agency and elsewhere;
their result is the very late arrival of information at
the accounting directorate, hence a chronic tardiness in
revenue accounting. It is demonstrated in Ear-marked
Revenucs, a publication of the Finence ministry (1973),
that it is quite feasible to substitute a single tax rate
in place of the series of rates now involvaed in computing
a tax and its surtaxes. Thot substitution certainly should
be madi:, in benefit of revenue administration and with

beneficial effects unon revenue accounting and reporting.
%% There are a number of carmarked taxes and surtaxes within

the Bolivian revenue structurc. These raquire that
stipulated fractions of the collections fram given sources
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be distributed, not to the natiocnal treasury, but to
certain municipalities, prefectures, universities and
other recipients. The distribution is computed within

the intermal revcnue system's various offices for each
period in which a given office collects an carmarked tax
or surtax. Errors are frequent and many corrections are
required. One result is that information regarding col-
lections and their distribution reaches the central ac-
counting records of the GOB exccedingly late: in December,
1974, the delay was of 17 months. All of the necessary
canputaticns could be made easily, correctly and rapidly
by CENACO, the Natianal Computation Center, with benefi-
cial «ffects for revenue administration, for the recipients
of earmarked revenucs (because they now receive their
shares only after long delays) and, of cowrse, for central
accounting of the GOB. The necessary changes obviously
should be made, so that CENACO hereafter will make all the

necessary canputations.

Earmarking pzr se is an antiquated and anachronic practice
that contradicts all the logic of a sensible budgeting
system. It is a wav to put money at the disposition of a
given entity, but it is a most inferior form of doing so:
the simple appropriation of funds via the annual budget

is more convenicnt and morc adaptable to changing needs
and circunstanices. Only by accident, of course, will the
earmarked amount turn out to be exactlv equal to the sum
required for the purpose that led to the earmarking. It
is predictable that the sum received by the beneficiary
will be either too much or too little, so that being the
beneficiary of an earmarked revenue is rather like partici-
pating in a lottery. Other defects in the system could
be noted. The conclusion, however, is that the GOB, as
quickly as possible, should discontinue the use of the
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earmarking practice and, in its place, should put money
in the hands of the designated recipients by way of budg-
etary appropriations in proper amounts. It is predict-
able that, in a study of tho subject, it will turn out
that some of the subventions now made via ear-marking
should no longer exist and should be discontinued or, in

somz cascs, substitutaed by loans.

*#% The GOB has various collecting agencies: internal revenue
and custors, of course, plus manv others. Their collec-
tions are deposited in the Central Bank (in some cases,
via the Bance del Estado), where thev are credited to
bank accounts of the Truasurv. Treasury later informs the
central accounting dircctorate of the collections made,
deposited and crudited. The accounting dircctorate, which
receives no information either fram the collecting agen-
cies or from the banlc, has no basis on which to establish
any typ: of accounting ccntrols on behalf of management.
As it stands, the existing system is vulrnerable to embez-
zlement, because it does not contain the advisable inter-
nal cortrols. The accounting directorate hereafter should
receive reports (including deposit slips) from each col-
lecting agency regarding what it collected and deposited,
and should receive corresponding information independent-
ly from the bank. Making suitable use of information
received from the independent sources, the accounting
directorate will be able to verify the accuracy of what
the Treasury reports, to perform more timely accounting
and reporting, and to install the appropriate internal

controls.
#* The ministries and other units of government make purchases,

maintain warehouses, distribute materials, maintain inven-

tories, dispose of surplus, etc., each ane in its own
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fashion. Existing systems are veried and, as a whole,
inadequate. As the GOB becomes larger and it makes
larger sume availeble for acquisitions, the present
purchasing systems will become both more inadequate and
more dangerous. For greater proteetion and control of
its funds and its properties, and in order to offer bet-
ter scrvice to the agencies that use what is acquired, the
GOB should re--order, rationalize and modernize all of its
arrangements for buying, warchousing, supplying, maintain-
ing inventories., and using or disposing of surpluses of
the equipment and supplies that it acquires. What exists
in this general arvca does not meec GOB needs. It should
be substituted bv a ncw, medern and complete system that
encompasses spucifications, selection of markets and sup-
plicrs, inspection of goods recrived, prompt payment of
bills, warcrousing ~nd logistics, accounting, inventories,
physical control and othur asnpects of the problem.

Purchasing and supplv mav he regardad as just one among a
series of penercl services requirzd by all agencies of the
GOB, and each such service merits central attention in
terms of norms and standards if not central direction and
provision. Printing and binding is ane such service. The
operaticn and maintenance of motor vehicles is another.
The maintenance of buildings and grounds is a third. The
rental, nurchase or design and constiruction of buildings
is a fourtii. Among such generel services, only one now is
being provided on an orderly, systematic end probably eco-
nomnical as well es effective basiss the exception to the
general rule of neglect is the provision of electronic
data processing services, now centralized in CENACO, the
National Camputation Center. The subject of general serv-
ices is cne to which the GOR should direct careful atten-
tion, with an eye to better service, better cantrol and
protection of its resources, and greater econany of opera-
tions.
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*% The QOB has a multiplicity of administrative units --
ministries, decentralized agencics, public enterprises,
development corporations and committees, institutions,
ete. Setting aside the question of the merits and
disadvantages of decentralizetion. operating autonomy,
ete., it is worth noting that the multiplicity of agen-
cics creates one difficulty at the center for the Goverst
ment: it becom:is very difficult to maintain itself fully
and adenuatelyv informed repording the finences as well

as the opzretiens and achievements of each entity. The
public enterpriscs are a case in point. Thev are of
utmost importance in the national economy end for natio-
nal davelopment. Nevertheless, th: GOB is poorly inform-
&d about them, At least with respect to their financial
operations and financial condition, it is urgent that the
Finarcc ministry, on behalf of the GOB, take the steps
necessary to maintain itself woell informed regarding each
public cnterprise and all public enterprises as a group.
Apart from this illustrative case, cf course, that Minis-
try should do the same regarding the entire public sector

of Bolivia.

This long seris of topics constitutes a good sample of what
yet remaine for the Bolivian government to do in order to improve
its financial management. The above enumezration is by no means

exhaustive.

All topics mentionecd have been treated amply and, in same
cases, repetitiously in previous reports prusented by PAS as part
of the Fiscal Reform Project.

The fact that the same topics can be listed in 1975 as failures
to be corrected and as themcs to be attended to constitutes per se
a clear indication of thz extent to which the Bolivian government
has addressed serious attention to the cooperative Fiscal Reform
Project since 1966.
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II. Lessons to he lLeamed

The rcots of the Tiscal Reform Project extend back nearly 15

years, and the Proisct per se has lasted nine years. Surely it

must he poessible to learn something from this experience, in bene-

fit of future efforts to improve manacerent within the GOB and of

increased success in future ‘doint projects of USAID and the GOB.

that should have been learned? In thic second section of the

firal report, at least by way of noticns, some cobservations on the

subject are offered, There are corments on the administrative and

manapcriel strle and envircnment of the CCB and on their effects

upor: the nossibilitizs for success in anv irprovement efforts.

There

=

[

re scme cameerits on prosent orcanizational, mrocedural and
b]

concertual arranserents that characterize Bolivian miblic adminis-

traticon and that affect all efforts in manarement improvement.

There al=o are coments on the role and performance of such exter-

nal actors as US/TH and other entities,

ar,
e

The COB has two ministries whose roles set them apart as
manaserisl: the Ministrv of Flannine and Coordination of

the Presicdencs of the Renuhlic, an! the Ministry of

Financc. The others are cperaticnal rinistries. These

two rpanagarial ministries establish -~ and therefore could
mcdify -- toe tone. style and other eeneral characteristics
of Polivian goveorrrantal maragenent. IF there is a failure
within an opsraticnal ministry, the adverse effects of

that failure are felt only in that ministrv and in the
sector it scrves. DBut if there is a failure in the manage-
rial rinistries., the adverse effects mav he felt throuph-
out the public sector. ikence, iv would anpear that a
desire to imrrove Bolivian nublic administration and manage-

ment should be expressed bv high-priority attention to the
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two managerial ministries. Such attention is needed.
Once those two ministries have become highly effective,
they will themselves be able to exert a healthy influence
upcon all other canponents of the nublic sector.

Bolivian govermnmental management is weakened by the lack
of both progranmatic and financial information. Informa-
tion is scarce, what there is is dispersed, and the entire
informational system needs strengthening. The effort made
by the Fiscal Reform Project to reconstruct govermmental
accounting is important in this connection, because if it
should prove successful, it would markedlv increase the
financial information available: accounting then would be
able to off.r to the povernors and executives an indispen-
sable part of the information thev lack today regarding
GOB incane, disbursements, debts and other factors. The
Proiect's effort to encourage radical changes in budget-
inp has similar importance. The same may be said of the
Project effort to encourage adoption of a methodolcgv
whereby the Finance ministry, on behalf of the GOB, could
inform itself of the financial condition and financial
operations of each publis and cuasi-public corporate enter-

prise.

Perhaps the disconnection (noted above) between planners
and budgeters is related to the fact that budgeting --
which should be highly informative -- is not. Those who
wish to do governmental plamning thus far can find little
information in the budpet and scant information in the
accounts. Hence what should naturally and automatically
becamz an interministerial alliance is formed only with
difficulty.
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** On the same note, the GOB has maintained for years an
office whose reason for existence is to promote adminis-
trative '"reform,” “renovation® or '"rationalization." If
budgeting were proprammatic, evaluative and informative
-~ a condition contrary to fact -- there would be another
natural and auceatic alliznce, between the executives

of budgetiiy; wd reform, respectively.

Budget perzonrel could identifv the flaws in organization,
procedure and performance that reduce the effectiveness
and usefulness of governm-ntal progrars, because thev
would be observing the programs from close in. Thev
would rvrcirt on such matters. Administrative reform
personn:l then could tak: their reports as starting points
for pragmatic corrective action, addressing their efforts

now to knarm and specific weak spots.

In the absence of the conditions desin:d for budgeting,
and in th: aiscnce of evaluation in general, the reform
personncl find themselves drawing organizational charts
of the public macro-structure and e¢npaging in other
eXercises of lirdted «ffect. while they look for openings
that would offur a chance: to do something else of greater
practical productivity,

s

* Closcly related to the preceding topic is the subject of
auditing, to which a good deal of Project effort was
addressed during several vears. Pre-auditing, which

should be done in the central accounting directorate, is

a question of intirnal financial controls. Post-audit, in
contrast, which should he ¢ task for the Controller Ceneral's
office, the principal GOB reviewing agency, could be both

a programmatic and a financial matter.

Audits conducted by the Controller General should ascer-
tain, of course, the correctness and honesty, etc., with
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which public funds are managed. In addition, however, it
should ascertain whether the public entity being audited
is or is not camplying with its reasons for existence, as
these are spdled out in pertinent organic and other laws;
whether the audited entitv is or is not carrying out the
tasks assiened to it in the annual programmatic budget;
and whether the audited entity is or is not functioning
with effectiveness, cconamy and other desired characteris-

tics.

For lack of programmatic budgcting, for lack of managerial
evaluations, and for lack of more productive efforts
toward adminigrative reform, the audits effected by the
Controller General thus far are basically limited to
traditional aspezcts of financial, accounting-oriented

audits and to same obhsorvations an administrative matters.

The results of present auditing have limited utility for
those who would improve governmental management. The
results of the much more broad pauge audit described dbove,
in contrast. -- and it is clear that the Controller's
Office wishes to enter into operational auditing -- would

have great value for that purpose.

The possibilities for programmatic and operational audit,
in addition to the traditional, are now minimized by
defects in budgeting -- which is neither programmatic,
informative nor evaluative -- in accounting, and in the
organic and other laws. Audit is another reason to seek
improvements in budgeting, accounting and efforts in favor
of administrative reform.

The GOB organizational structurc shows many separate enti-
ties, more and less autonamous and sometimes isolated and
disconnected in their performance. Many entities have a

single duty and perform a single type of activity. There
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seems to be a prefervnce for that kind of entity over the
multi-purpose unit. In some cases, the result is a discon-
nection hetween the parts of what should constitute a
single whole, There is at lcast the risk of disconnection
between activitivs that should be cleselv interrelated.

It would be prucent of the GOR to ascertain to what extent
that risk is a reality. The two following items are on
this subi -ct.

Broadly conccived, govirnmental budgeting is a process of
deciding, vith respect to a sovernment's plan of operations
for a piven period, what will be dons and to what end, how,
by whom and with what rcsources in each case. In 1975,
that process is activated centrellv through the efforts of:
the budpet dircctorate, the incame dircctorate and the ex-
ternal financing institute (INDEF), plus other camponents
of the Finance ministry' and the planning subsccretariat,
the pre-investrent institute and possibly other components

of the Planning and Coordination ministry.

It is not clear that it is nocuessarv or useful to have so
many instituticnal actors in the precess. Neither is it
clear that the cooperetion among them is all that might be
duzsired. Onc noteworthy symptan is the fact that the
‘budget  is prencred in one ministry and the “operating
plan (which appears to be basically a capital budget) is
produc:d in the othcer, althoush the combination of the two

would constitut: tiw: nlan of opcrations of the Government.

The Fiscal Peform Proicet once characterized the GOB as a

"helding cempany™ or "conglomerate” with a whole series of
corporate subsidiaries, namely, its public enterprises and
others. Even its subsidiaries (e.g., the Bolivian Develop-

ment Cormoration) sametimes have subsidiaries.
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On behalf of the holding campany called the Supreme Govern-
ment of Bolivie, who watches or supervises or maintairs him
self informed about or maintains surveaillance over the many
subsidierics? One ministry (mining and metallurgy) has a
kind of stewardship over COMIBOL (the mining enterprise that
is the lareest anong the public corporations), the mining
bank and, among otkerentitics, SIDERSA, which is responsible
for developing thw iron and steel industrv in the Mutin and
is potentially evin larger than COMIBOL. Another ministry
bears the same relationship to YPFB, the oil corporation.
Another ministry with respect to the agricultural bank;

another vis-a-vis LAB, the airlinc: and so forth.

Thuse arrangenents notwithstanding, it mav be said that the
GOB per se -~ the Suprems Covernment -- dooS not possess
the minimum indisnensabl. meens whereby to keep itself
awarc of what 1is happening within and to its large and
small subsidisrics that have such ereat importance to the
national ccenay and to future national development.  The
President and his Council of Ministers, seen as the govern-
ing hoard of the conplomerate holding company, do not hold
the rwins with which to direcl and centrel their many

subsidicries.

Regarding th o matters described in the two preceding
iters, it scems possible that there has been an excess of
specialization. division of labor =nd decentralization.

The two duserve study end nossible corrective action,

In thos: two mottirs, on the other hand. it may be that
the 708 has created so many separate entities and over-
dividzd r-sponsibiliticc simply because its managerial
ministriss have not worked well enough to satisfy its
necds. Nine vears of expericnce in the Fiscal Reform Pro-
ject seem to have dumonstrated that the Finance ministry,
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for example, until now has not been classifiable among

the capable, effective and agile institutions that antici-
pate problems and then devote themselves to preparations
for treating the problems promptly and effectively. When
the Sclomon group conducted its studies in 1962, for exam-
ple, the Finance ministry did not then satisfy the require-
ments imposed bv the neceds of a national government.

Thirteen vears later, in 1975, the same is true.

One pcssible interpretation of the facts, therefore, is
that the GOB, instead of demending the radical and visible
improverent of the Finance ministrv, tried a well-known
alternative and built other institutions that might serve
as crutches. If so, the crutches havae not resolved the

difficultics but perhaps increased thenm.

Tt ctill remaing necessary, thorefore, to strengthen the
Finance ministry dircectly, perheps assigning it still
preater respensibilities then those it now holds, and then

insisting on superior perfonmance.

One lesson that should have been lezrned during these
years, thercfore, is that tho COB clearlvy needs an effec-
tivs and viporous Finance ministryv, that no substitutes
will do, and -- bocause the present Finance ministry is
not fully satisfactory -- it is imperative to insist upon
its gtrengthening and its radical reform. One point of
departure for such reform could be the review -- by the
ministrv itself, by the National Ceonamic and Planning
Cowicil (CONEPLAN) and by the Council of Ministers -- of
the future organic law of the Finence ministry. Draft
laws seen thus far describe the Finance ministrv just as
it now stands, and would have the effect of ratifying what
now exists. But if what nos exists is judged to be not
entirely sufficient, the opportunity is present for some-

thing different and superior to be conceived.
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*% One may ask why, during the years since the Solomon study,

it has not been possible to reform the GOB's financial
arrangements. No doubt there have been multiple factors,
of substance and of circumstance. In the two following
items, mention is made of two factors that have impressed

the PAS representatives in the Fiscal Reform Project.

One recuisite for the profound or radical improvement of

an institution is a clear concept of why it must be im-
proved, of the institution's reasons for existence and of
what the institution should be like following its renova-
tion. That imposcs another requisite: continuing and
consistent leadership, that can develop such a concept, keep
it constantly in mind, and be disposed later to make the
decisions and take the actins needed to convert the concept

into a reality.

Spealing of one institution of great importancs, there

has not been an opportunity to enjov such continuity and
censtancy in the leadership of the Finance ministry. Since
the days of the Solomon study, for exeample, the direction
of the entire Bolivian goverrment has passed from the hands
of President Siles Suazo to those of his successors Paz,
Barrientos, Ovando, Torres and now to President Banzer.

The dircction of the Finance ministry (and other ministries,
of course) has passed through many more hands, including
thosz of at least six Finance ministers appointed by
President Banzer.

There may very w2ll have been much talent and good inten-
tions, but there has been scant continuity. One must sup-
pose that the concept of the ministry has varied from
govermment to government and from minister to minister.
Under that circumstance, there could scarcely have been
consistent leadership and direction, and there could
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scarcely have been prciound improvement. This is by no
means & criticism of the present Finance minister, of the
minister of 1962, nor of the others who have cceupied the
difficult position during the intervening years. Neither
is it a criticism of the scveral Presidents of these years.
It is a question of style and of the management environment
which, through the years, has been developed in Bolivia.

A lesson to be learned fram this matter, perhaps, is that

it would be constructive to change this envircnmental
characteristic, this national indiosyncracy, because it

does not seem to pramote progress. One may suppose that

no cne is named to be Finance minister unless he is a persan
of ability, intelligence and other essential attributes.

It may be further supposcd, thercfore, that any Finance
minister of recent years, piven the opportunity of remain-
ing in the position during several consecutive years, could
have became a "professional" of that position.

Remaining only few months in each case, however, none has
been able to markedly improve the institution. A "profes-
sional® minister, in this sense, within a few years could
effect all the changes necessary and could deliver to his
ultimate successor an institution that fully satisfies
every requirement that a modem national government might
impose on it. It would be useful to put this possibility
to the test.

The importance of the Finance minister has been stressed
here because, in the Bolivian management environment, the
minister personally plays a key role. Again, this is a
matter of national idicsyncracy. The Bolivian bureaucracy
is one in which (broadly generalizing, of course) ideas

and initiatives do not came bubbling up from below to be
brought to the attention of the executive. On the cantrary ,
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the impression is of a quite different type of bureaucracy,
one in which there can be virtuallv no change whatever

unless it is imposed from above.

If a Finance minister dots not remain as minister during

a relatively long puriod -- several years -- in order to
know the institution really well, to clarify the cencept
of the institution (the concept of which mention was made
in the preceding item), and to take firm decisions and
give fim orders, it is difficult to conceive that there
will be fundamertel improvements or changes in the insti-
tution. There will be incrtia below if there is not clear
and firm leadcrship frem above. In the long run, this
characteristic of the bureaucracy can be changed, of course.
But what should be learmad from this experience is that
the clarity, continuity and firmess of institutional
leacership is an essential factor to be established.

A corollary to the phenomenon of the many changes of
ministers, of course, is the notorious phencmenon of the
frequent chanpes of other personnel in the COB ministries.
This is another environmental factor, another idiosyncracy
of the Bolivian govermmental environment. Once again, it
would scem to be a dysfunctionel and disadvantageous
factor that deserves to be changed. More continuity is
needed among positions classifiable as professional, tech-

nical, executive, administrative and supervisory.

The concept of ' carwer personnel” at this date may be more
or less accepted, but that concept has not yet been given
full expression in practice. Its application, it would
seem, is most appropriate in the categories of positions
just mentioned. It is these positions that require not
only well eduented and well trained but also experienced
personnel. These are the positions that call for persons
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who share the sense of direction, the goals and the desire
for improvement that can be established by the good leader-
ship of an experienced minister.

Perhaps changes in clerical positions, for example, do not
matter so much,but instability among the categories of

positions named ebove certainly is important.

During the life of the Fiscal Reform Project, excessive
changes have becn scen, and their adverse effects have

been observed: in the Finence ministry, in what is now the
Planning and Ccordination ministrv, in ISAP and in other
units of the GOB. One lesson to be derived from this
experience, therefore, is that the betterment of general
and financial management depends partly upon better person-
nel administration that must sezk tc recruit and retain

capable and preductive career persaonnel.

The environmental factors noted above have their cffccts
upon the nossible utility of advisory and technical services
that are offercd by such entities as USAID, 0AS, UN, the
international heoks, ete. Judging on the basis of the
Fiscal Reform Project and other analogcus projects cbserved
in Bolivia, it appeers that maximum advantage is not made

of thase servicos.

The technical advisor is quickly put in contact with his
local counterparts. These may be far removed, by two or
more locvels of the hierarchy, from the minister of the
crganism to be served., Given the situation in which the
bureaucracy does not take the initiative, much less have
the povier of decision, this contact does not always yield

the beneficial results desired.

The advisor zlso needs direct contact with the minister and
those of his associates that effectively direct and control
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the ministry. To that principal executive group, the
advisor should offer "advisement," properly speaking.

When the advice has been digested and accepted, and when

the resulting conclusicns have been translated into instruc-
tions to other levels of the hierarchy, the advisor then
will be enabled cffectively to offer "technical assistance®
to his counterports, and to do so in the full conlidence
that it will yicld the results anticipated.

Reference has been made previously to the low degree of
ccoperation, ccordinaticn and colleboration ameng entities
of the GOB. This circumstance reduces the effectivenoss
of the GOB's ovm onecratios, of course. It also limits the
effectiveness and utility of the scrvices potentially

aveilable from the international organizations.

If the GOB werv: very woll orpanized and coordinated, it
could grasp ~nd held the initiaetive with respect to
external assistance. Tt could seck to cbtain assistance
in precisely these matters of its greatest interest, in
accordance with its cwn goals, policics and prioriticn.
It could estzblish the most ~dvantageous contacts between
its cxecutives end the proper representatives of the most
appropriate international cntities. It could foment a
mcre constructive cooperation among the external agencies

themselves,

2 observation derived from the experience of the Fiscal
Reform Prcicct, in centrast, is that the GOB is not that
well organized, the initiatives are not always its own,
the internaticnal organizatiens are not always in full
centact with eacdh other, the desired ccoperation does not
always exist and, in short, there is ressen to judge that
the GOB does not always capitalize to the maximum on the
services and other resources that could be available for
its use.
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In commer, wih these mentioned in Section I of this report, the
preceding items refer to themes and topics mentioned -- in many
cases, repectedly -- in the reports presented during these years
by Public Administration Servic: within the Fiscal Reform Project.
In a good many cases, the PAS observaticns have been well received
by GOB personnel. Unfortunately, however, only in few cases has it
been possible tc obtain a firm decision plus the start of appropri-

ate action.

There canle nc~“oubt that tie scant continuity among  executive
perscnnel of the Finence ministry has been @ nesative factor of major
importance. A new minister's first obligation is to learn about
his ministrv end its activities, rescurccs, personnel and problems.
It would be presumptucus, perhaps, to expect him immediately to
become acquainted with the advisors supplied by USAID, 0AS and
cthers. Only after he has been in office for some time is a minister
likely to meet the adviscors, becom: ~cquainted with their work and
begin to consider whether and hew to ~ccept and apply their recom-
mendations. If the minister should have a verv short tour before
being replaccd, it is quite possible that he neither gets to know
the adviscrs and their work ncr to take action on tho basis of their

recommendzticns.

During the nine years of the Tiscal Refcrm Project, there has
been a long scries of new appointments to the post of Finance minister.
With each appointment, it becomes necessary to begin anew with expla-
nations of projict purposes, methodelogy, findings and recommendations,
suggestions regarding d:ucisions and action now pending, etc. With
cach appointment, in effect, it becomes nccessary for the PAS
Adviscry Group to recstablish its credentials a: serious and capable
consultants who merit the attention of the Minister of Finance. With
admirable frankness, one out-goine Finance subsecretary acknowledged
that, at the start of his tour, he did not take the PAS Group
seriously and that it was only with the passage of time, as he be-
came more profoundly aware of the ministry's facilities and problems,
that he recognized the pctential value of the Project.
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The phenomenon may be illustrated with the case of the account-
ing principles, norms and standards that were proposed bv PAS in
1973. The draft statement of the principles and standards was pre-
sented to Minister "A." Minister "B" commented that the subject was
important and would merit attention. Minister "C" appointed a com-
mission to study the matter. Recently, under the present Minister
of Finance, Col. Victor Castillo Suarez, the fourth in the series,
the matter was given the serious attention it deserved: a well-
considered, well-written revised draft of the principles and stand-
ards was produced and presented to CONEPLAM and the Council of
Ministers, with a strong recammendation for adoption. In 1975,
thanks to the effort made by Minister Castillo, a Supreme Decree
was adopted promnulpating the principles and standards. Had Col.
Castillo been in the position since 1973, when the initial proposal
was made, the principles and standards could have been adopted a

year earlier.

This illustrative case is not cited simply to praise Col Cas-
tillo nor to criticize his predecessors in the mositicns, but to
underscore the point: without a certain degree of continuity of
leadership and without a certain permanency of the Minister of
Finance personally, the progress achieved in any effort similar to
the Fiscal keform Project will prove to be both limited and slowly
gained. Col. Castillo, who has helcd the position for nearly a full
year, has been able to give some attention to the Project, has had
the opportunity to think about Project recommendations and has been
able to reach some related decisions and initiate some related actions.
The longer thm tour in office of a capable person, the more likely
will be the effective adoption of constructiva changes recommended
by the Project. At least in large part, ths limited and slow progress
achieved during the past nine years is a consequence of the frequent
and rapid changcs among executive persconnel of the Finance Ministry.
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As noted in Secticn I of this report, there are ample reasons
for ccncluding that, when this !iscal Reform Project ends, it would
be wise to bepir: another similar project. Some improvements have
been achieved. Others remain to be made. In the reports, manuals
and recamendations presented during the nine vears, problems have
been identificd and sclutions to them have been proposed. It may
be hoped that during the next few vears th: solutions will be applied.
In the judgment of the PAS Advisorv Group, the need is clear. The
corrective action, harver, derends upon the decisiveness of the

Bolivian government.

Nevartheless, that corrective action will be srvatly facilitated
if the GOL continucs to cnjov the storvices of campetent advisors.
USAID has investaed two million dollars during the life of the Fiscal
Reform Proje.ct to provids such services to the Jovernment. USAID,
another external agency or the: GOB itsalf would do well if, in
future efforts to improve public financial management, thev continue
to support those efforts with the constructive eriticism, the advise-
ment and the technical assistance that can be provided by an indepen-

dent outside advisor.

One additional lesson should have been learnced from this experi-
ence: the improvem:nt of the structure, procedures, concepts and
quality of cperations of the Bolivian government depends fundamental-
ly upon the Bolivian government'’s own desire to achieve the improve-
ments and its own persistence in bringing them about. The external
and intemational agencirs -~ USAID, UM, OEA, World Bank, etc. --
can supply ideas, advice and rescurces. Onlv the GOB, however, can
make decisions and recuirs action by its perconnel. An advisorv
team, such as that provided by USAID and Public Administration Service
during the Fiscal Reform Project, cannot improve the governmental
operations directly becaus: it cannot make the decisions nor launch
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the actions. The FOB burcaucracy itsclf is not cne that is disposed
to make decisions or take actions toward change. The external
financing, advice and tzchnical assistancc, in short, are necessary
but insufficient. The other ¢ssential ingrediont is firm, decisive
ana unwavering support fram the cabinet level of the host Bolivian

governmment.

This report would bo incomnlete 1f it failed to include
menticn of another peint that (a) bears upon the improvement of
management per s¢ and (b) should be of interest to the GOB as well

as to various intermational orecanizations.

The objective of the GOB is to accelerate national develop-
ment, and the intention of USATD and other entities is to help in
achizving that objective, Tt is naturel that the attention of all
partics chould tend to be directsd te prosrammatic and substantive
auastions related tc the sevwsral swctors of national 1life. It is
natural that onlv resicdual intirest should be addressed to manage: -
ment matters related to the functioning of each sector and of the

The manaserial part is the least visible part of the effort
involved in premoting development -- the lioast dramatic part,
perhaps -- bocause it includes all of the hackground tasks: plan-
ning, propramming, budgeting, controlling, nurchasing. personnel
administration, accounting, warcheusing. coordinatine, evaluating,

etc. Prosrammatic conziderations surclv are intrinsicallv more

interesting than those of manag~ment, but the fact remains that the
execution, the cffictivencss and the orderliness of matteors program-
matic depend in ercat measure on the skill with which all the back-

ground managcrial tasks arc performad.

In the Bolivian governm nt, there remain manv gaps and flaws
in managerial arrangements and rerformanc: . In the urge to
concentrate resources and efforts dircctlv on programmatic matters,
it remains essential to set aside sam: of the ¢ffort and resources
and to devote them simultaneously to managerial problems. In pene-
ral and financial management, therc remain problems that adversely
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affect the cxecution of cvery governmental program. It would be
of great bencfit to correct the flaws and resolve those problems.

The Fiscal Reform Project was supportcd bv USAID, pursuant
to agrecments with the GOB, for nine y:ars in attention to a
selection of management factors. It had limited success. It
remains clear that there still are problems in financial aspects

of manze:mznt. lut alon: other aspects.

According to runtatad ctatements bv Prosident Hupo Rénzer
Sudrcz and other snokesman for his eovornmant, to correct the
managem:nt situation is soon as a critical need.  Projects such as
the one in Fiscal Reform could hels to correcet that situation.
Improvemcnt in manasoment could have a hualthy offuct upon the plan-
ning and sxocution of cverv wroerameatic commitment to which the
GOR and tiw. internetional aswnci-s devote their efforts and re-
sourccs.  Brotto v management vonld have the effect of assuring that

the utmest valu: is dorive.d fran every peso invested bv them.

For the COF, thorefore, it would be advantapecus to continue

(O]

to encourag: the conduct of such nroiccts as the one in Fiscal
Reform. Tt also would be advantagecus to the international agencies

to support and to subsidizc such projccts.

Given b tter manapenent. it mav be expzcted that there would
be better selection ameng substantive programs. better execution
of =ach prosram. better coordination among prosrams, and better
usc made of all the resources involved, vhether these derive from
taxes, grants or loans. f£s long as the management defects continue
to exist, dolays and inconvenicnces will be common and success in
the exacution of progremmatic initiatives will be unnccessarily

e
limitad.

Mzither the Bolivian Suprume Covermment nor the external
agencies -- USAID among othors -- should minimizc or forpet the
question of how to put everv aspect of peneral and financial manage-
ment in better condition. The cost of not attending to that ques-
ticn surelv will be cnormouslv greater than the direct cost of

improving management in all its verious aspects.
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