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III
 

REFINANCING FOR AGRICJLIflJRAI, SECTOR-

BOLIVIAN CENTRAL BANK AN) PL-480
 

Introduction
 

As noted in 
the previous chapter, refinancing of agricultural credit
 
extended by Bolivian intermediary financial institutions (ICIs) has become
 
increas i.,,j, important 'since 1967 when the first trust fund to refinance
 
lending to .,,r 'cu)ture and other 
 productive sectors was established in the 
Bolivian C(IIt La Barnk (BCB). The new trust. fund, the Special Fund for
 
Economic IX ' oomenr, was announced in Supreme Decree No. 07911. Since that
time, twel.(t rus t funds have been instituted in the BCB. In 1985 there
 
wore fe .70a.evs funds that were exclusively for agriculture or had
importan.. t)t,- ]tural ccmponerts. P-CB also administers refinancing from 
its 'own fuis " which are resources, from the BCB or the Bolivian 
government, 

i n 198', Pl,-460 initiated a refinaicing program using PL-480 Title III
 
funds arnd 'hers. FL-480 had previously had some credit programs but never
 
on the scale of its current refinancing operations. PL-480 
 became involved 
in refinancing because of two factors. The first factor was, because of the 
fioed and deaught disasters in 1')83, there was a rise in food imports. This 
meant that :'L-,480 had considerably more resources, and at a time when USAID 
did not hav, financing for credit programs through normal foreign aid 
channel;. Tlerafore, USAID worked with PL-480 to use some of the new 
resources ,o establish rnfinancino funds. The second .:aczor was that in 
this period BC.B experienced considerable problems the incerupted the timely
and proper L-ows of refinancing. The Central Bank's labor union created 
considcrable instability and turmoil as a result of the economic crisis and 
attempts by the government to exert more control over the Bank. Corruption
wa'j rampant as BCB officials z:tioned foreign exchange and refinancing. 
Under these conditions, USAID encoiuraged the development of PL-480 
as a 
refinancing source 
in order to create art alternative to the problematica]

and troublesome BCB and 
to take advantage of the enlarged PL-480 resources.
 

This chapter consists of two main parts. 
The first part describes and
 
analyses BGB refinancing for agriculture. The second deals with PL-480
 
refinancing. 
 The chapter finishes with conclusions.
 

Bolivian Central Bank
 

Growth of Refinancin_.for Agriculture
 

As shown in Table III-1, the. real vi,lue (expressed in 1980 prices) of
 
total BCB refinancing for agriculture followed a downward trend between 1979

and 1982. 
 In 1981 and 1982 there were sharp declines from the levels of
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TABLE iII - 1 

BOLIVIAN CENTRL BANK 
PERCENT OF REFINANCED LOANS DIRECTED TO AGRICULTURE AND AGROINDUSTRY a/ 

1930 PRICE3 b/ 
(1,000 Sb.) 

SOURCE OF FUNDS 1979 1980 1981 1982 1983 1984 1985 

TRUST FUNDS 

Total 
Agriculture 
Percent Agriculture 

BANK'S OWN FUNDS 

Total 
Agriculture 
Percent Agriculture 

658,934 
517,049 

78.5 

462,386 
9,601 

2.1 

625,815 
495,915 

79.2 

235,374 
41,375 

17.6 

296,836 
243,623 

82.1 

437,701 
240,911 

55.0 

367,390 
250,743 

68.2 

288,552 
173,740 

60.2 

669,149 1,972,512 
562,559 1,770,362 

84.1 89.9 

471,895 705,373 
310,950 391,161 

74.4 55.5 

623,057 
376,298 

60.4 

1,893,588 
1,891,914 

99.2 

TOTAL 

Tot-al 
Agriculture 
Percent Agriculture 

1,121,320 
526,650 

47.0 

861,189 
537,291 

62.4 

734,537 
484,534 

67.0 

656,243 1,089,044 2,677,885 
424,483 873,509 2,161,523 

64.7 80.4 80.7 

2,516,645 
2,268,312 

90.1 

Source: 
a/ 
b/ 

Bolivian Central Bank, Development Department. 
Does not include Industry Refinancing Fund (FR1). 
Deflator, Consumer Price Index for La Paz. 



1979 and 19w. Then, in 
1983 there was a major shift when refinancing
 
doubled the level of 
the previous year. By 1984 it increased another 247
 
percent and in 1985 it grew slightly. The large increases beginning in 
1983
 
were due to t-he huge 
inflows of foreign assistance funds following the flood
 
and draught disasters in that year as well as the government's providing
 
increased financing for the sector, especially for BAB. Since 1983 BCB
 
refinancing became increasingly important as a source of funds for private

and public-;ector bank financing for the agricultural sector. 

Relative Lnmortanceof Agricultural Refinancing 

Since 1707 refinancing for agriculture has grown considerably in
 
importance, relative to total refinancing. As 
shown in Table III-l, in that
 
year agricul.ural refinancing accounted for 47 
percent of the total. During
the 1980-1922 period the proportion rose to about two-thirds and by 1983 and
1984 the percentage for agriculture exceeded 80 percent. In 1985 the 
sector's reiiative importance increased to over 90 percent. 

The tr nd of increasirg relative importance of refinancing of
 
agricult ural loais was due 
 to three factors. The lirst factor was that over 
tfle 1980-1922 period refinancing for non-agricultural activities declined 
more rapidly than that for agriculture. The second factor was that in 1983
 
and 1984 non- agricultural refinancing grew at: a lesser rate than that for
 
airici-1 ture. The third factor was that in 1985 non-agr-.cultural refinancing

declined while agricultural refinancing rose. 
All of these factors show the
 
government's and the BCB's policy of increasingly using the refinancing

mechanism to provide credit for agriculture. 

Sources of Finid'; for Refinancing 

BCB has two generic sources cf refinancing funds: trust funds and its
 
own funds. The trust 
funds mostly originate from foreign assistance and are
 
placed with BCB to be used to 
refinance specific types of development

activity. They are employed as rotating funds, i.e., interest and principal

reflows are returned to the fund for future 
lending. The Bank's own funds
 
consist of monies placed with BCB annually by the federal government or
 
monies created by BCB through emission of currency. These funds are also
 
rotating funds, but can be increased or decreased by the BCB, depending on
 
the perceived needs for refinancing. Most are directed to specific types of
 
activities, especially to 
cover financing of regular annual agricultural

production. Compared to trust funds, there is 
more flexibility in the use
 
of the funds because each year the government and BCB make decisions about
 
the activities to be refinanced and the amounts of available funds.
 

As shown in Table 111-2 trust funds were the principal source of
 
refinancing resources over the 1979-1984 period. 
In 1985 their relative
 
importance dropped precipitously. 
 It should be noted that despite the
 
relative domi.nance of trust funds in refinancing, their importance has
followed a downward trend while refinancing from BCB's own funds has risen.
 
This pattern reflects two interrelated factors: 
(a) the effects of inflation
 
in causing a tendency of a decline in the real value of trust-funds
 
available for refinancing over 
the period, and (b) the increased use of the
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TABLE 111-2
 

U.ALVALUE CF ANNUAL FLOS OF BOLIVIAY CI-MhAL EA7.X kUI.NACINK FOR AGRIQTILMTh' AI.)' AGROINDIJSTRy a/ 

190 PRIMc-s b/
 

:S9 RMC OF FUNDS 1979 % 1980 • 1981 % 1982 % 1983 1 1984. % 1985 % 

:TRUST FUNDS 517,049 92.3 495,915 92.3 2.3,823 0.2 25G,743 59.1 562,559 64.4 
 1,770,362 81.9 376,298 16.5
 

:Developmnt 07911 61 31,050 5.9 50,512 9.4 16,109 i.3 
 21,107 '.0 74,171 8.5 
 82,100 3.8 14,900 0.7 

:Refinancing Fund (FRA I) 138,890 26.4 167,581 31.2 74,182 15.3 30,9E6 7.4 
 179,206 70.5 199,211 
 9.7 61,777 2.7
 

:Rfinancing Fund (FRA II) 321,242 61.0 
 163,294 30.4 78,069 
 16.1 46,297 10.1 165,329 18.9 191,796 8.9 149,507 6.6
 

:IDB-Livestock 
 2,856 C.5 

:Agro. Induty & Artianry 25,764 4.9 108,567 20.2 72,341 
 14.9 132,719 31.6 143,622 16.4 169,327 7.8 3,143 0 .1
 

:T*chnical Assistanc. Fund 103 0.1 3,105 0.6 2,922 0.6 19,634 4.6 231 0.1 767 0.1 

:IB.Agriculturs/Livaack 
1,127,161 52.1 146,971 6.5 

:BAN'S OW FUND 

:Ariculture 9,601 1.8 41,376 7.7 240,911 49.8 173,740 40.9 310,950 35.6 391,61 18.1 1,891,914 83.5
 

Total 526,650 100.0 537,291 100.0 /8",534 100.0 424,483 100.0 873,509 100.0 2,161,523 100.0 2,268,312 100.0
 

So-rce: Bolivian Central Bar.k, Development Dpart.ment. 
a/ Doti not includ5a Industry Refinancing Fund (TMI). 
b/ Deflator, Conrar Price Index for La Paz. 
c/ Includex refinancing made for agricultural purposes. 



Bank's own funds to both compensate for this decline and to 
be used as the
 
main instrument 
to augment total refinancing.
 

The figures of Table 111-2 show this clearly. In 1,65 he real value
 
of the level of trust-fund refinancing for agriculture was 72.8 percent of
the level of 1979. Over the seven-year period the real value of annual 
refinancing from this source followed a downward trend except in 1982, 1983
and 1984. In 1982 the value increased slightly. In 1983 it more than

doubled and then tripled again 
 in 1984. There were two reasons for the 
increases in these years. First, it appears that the BCB increased the size
of the trust funds as a eans to recapitalize them for their loss in real
valLe from the effects of inflation. According to USAID, BCB was supposed

to do this under the conditions of tUrn trust fund arrangements. Morevoer,

this was easilv accomplished by the BCB's reallocating funds or creating 
new 
money. Secoud, in 1983 IDBI establishod a major new trust fund (IDB-712)
valued at $32 milliou. Most of this was disbursed in 1984, which accounted 
for the very sharp increase in trust-fund refinancing in that year. In 1985 
both of these factors were absent. The result was in that year the real 
value of trut-fund refinancing fell almost 80 percent. 

The 1985 decline in Lrust-fund refinancing for agricuiture was more
than offset, however, by a large increase in refinancing frcm the Bank's own
funds. An important source was the $10 million loan from USAID to BCB to be
used for emergency relief, but as part of the Bank's own funds. Under this 
arrangement the government was 
Lupposed to contribute an equal amount, but
 
did not meet ll of its obligation. 

Inded, the real value of own-fund refinancing for agriculture
increased ovcr the seven-year period. In only one year, 1982, did the real
value decline. The relative importance of the Bank's own fu ds in total 
refinancing illustrates the magnitude of the change. In 1979 only 1.8
 
percent of total agricultural refinancing 
came from their own funds; by 1981
 
the percentage had risen to 49.8. 
 The relative importance declined between
 
1982 and 
1984 when the trust funds 
were expanded, but by 1985 refinancing
 
from the Bank's own funds accounted for 83.4 percent.
 

It is clear that since 1979, with the exceptions of 1982, 1983 and
 
1984, the BCB strategy has been to increase its 
own funds rather than trust

funds to expand refinancing. In 
1985 BCB let the real value of the trust

funds decline. Rather than maintain the real value of these funds 
it put
 
new resources directly in the own funds category. 
One reason that this may

have occurred is that USAID placed restrictions on the use of the 
trust

funds it had established. 
 The Mission had specified that trust funds and
 
emergency funds not 
to be made available to BAB. To get around this
 
sanction, it appears that BCB chose to 
use their resources to increase their 
own funds, which they could use to refinance BAB loans. 

Trust Funds 

Table 11I-2 presents figures on the 
amount of refinancing from the
 
trust funds. A brief description of 
each of the funds follows.
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Special Fund for Economic Development 07911. This fund wab established
 
in 1967 by USAID under an agreement whereby the peso equivalent of principal
and interest from a previous USAID loan to COMIBOL would be Placed in a 
special dewvlopment fund. The loan was for $6.49 million of which $3.5 
million was lor agriculture and the remainder for other productiva sectors.
 

First Arricultural Refinancing Fund: FRP. I. fhis fund was established 
in 1971 with a logan by USAID. Total USAID commitments have been $8.27
 
million. 
Tlis fund was to be used to increase production of basic
 
foodstuffs, to substitute for imports and meet domestic 
 demand. 

Second Agricultural Refinancing Fund: FRA-2. This fund was established
 
by USAID in 1974 with a loan of $8 million to refinance loans for small 
farmers. 

Agroindustry and Artisanry: A and A. This fund was established by

USATD in 1978, with a loan of $9 million to undertake agribusiness and
 
artisanry projects in rural 
areas that benefit small farmers. 

Technical Assistance Fund: FAT. 'this fund was established by USAID in
 
197- as a coinponerit of A and A. The loan as 
 for $400,000 to be used by

ICIs to underti:ake feasibility studies 
 for pessible A and A projects. 

1IDB-Livestock. This fund was established by a series of loans from IDB 
for refinancing of livestock. The first loan was made in 1969. 

DB-I.ivestock and Industry. This fund was established by Ia loan from 
IDB in 1983 t ',,nlertake small farmer livestock and agricultural production. 
The Ioan w:-; a- $132 million. 

Distribution of Trust Funds 

As shown in Table t11-2, in 1985 there were only two trust funds that 
had s gnifi-Iint disbursements: FRA-II and the IDB Agriculture/Livestock 
L.oan. In 1984, FRA I, A and A, and 07911 were also important, but more than
 
half the funds came from the newly-established IDB Agriculture/Livestock 
Fund. In ea'h of the years between 1979 and 1983, FRA I, FRA II and A and A 
were the domilnant trust funds. 

Institutional Distributicn of Refinancing
 

As show, in Table 111-3, in 1985 the private banks received 67.0 
percent of total BCB refinancing for agriculture and BAB the rest, except
for a small amount used by the State Bank for agribusiness. When the total
 
is disaggrenated by source 
of funds, pi:ivate banks received 72.2 of trust
fund refinancing and 65.9 percent of the refinancing from the BCB's own 
funds.
 

Between 
1979 and 1984 the private banks received a majority of total
 
financing in all years except 1984. 
 They dominated trust-fund refinancing
 
in all years except 1981 and they had more than half of refinancing from the
 
Bank's own funds in all years except 1983 and 1984. 
 Thus, it is clear that
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TABLE Ill-1 

DISTRIBrrION of ANNJAL DISBURSVIEINrS FRO" BOLIVIAN CENTRAL BANK R NANCING LINES FOR AGRICULTURE BY CLASS OF BANK, 1979-1985 

1980 Prices
 

(I,0OA Sb.) 
--.........................................................................................................................................................


ACN LIKE
7• 1979 IL 1980 % 1981 , 
1982, 1983 % 1984 . 1985 ,
 

: talm Fund., .S. 07911 31,047 00.0 50,512 100.0 16,110 190.0 21,107 100.0 
 74,11 100.0 82,100 100.0 14,371 100.0
 
11,912 38.4 11,316 22.. 9,o'11 61.4 4,791 
 22.1 57,861 18.0 8,953 10.9 
mn 5,354 31.3P 35 0.1 


21 0.1 964 6.7
 , 0,9,11" 61.6 t 9,161 P) m,b1.? 16,310 1.1 16,170 22.0 /1, 11 "1).ii110,'l "6.? 

1 138,890 00.0 l,,581 700.0 24,12 00.0 30,986 I00.0 179,206 100.0 199,211 100.0 61,777 100.0 

:.9A.8. 63,644 45.8 ",29 1 31. 8 18,241 57.5 12,048 
 38.9 11,068 6.2 33,929 11.0 
 395 0.6

Ite ank 
 2,520 1.8 B..' 0.4 
 5 0.0 362 0.2
 
vate BAruAs 72,26 52.4 113,541 67.8 5,94 8.5 
 18,938 61.1 93.8
168,133 164,920 82.8 61,382 99.4
 

FrA II 321)24? 100.0 163,2;4. 100.0 100.0 100.078,0fq 46,297 165,329 100.0 100.0191,796 149,507 100.0 

,.B. 15,52. 49.0 1 
.,8,20 64. 7 50,0 6 64.1 13.963 10.2 
 88,,26 53.7 71,624 37.3 8,522 57.9
 
t" 


:',v,t, lnrks 16,71H 51.0 51,47N 35.8 
4,265 2.2 286 0.2


28.042 35.1 69.8
32,334 76,603 6.3 115,907 60.5 62,699 41.9 

).M.- L&vestock roFram 2,856 100.0
 

:-- 1. 
 1,781 62.4
:St te Knk
 

r'vt, P.snk1 1 075 31.6 

olnutr',- & Artisary 25,764 108,568100.0 700.0 72,34,I 100.0 32,719 100.0 143,622 100.0 169,327 100.0 
 2,124 100.0
 

B A.6. 1,194 4.6 5.19 4 8 3Ctaq 42.4 ;,88; 5.9 61 0.1 51,918 .0.7 71,0 51.2:!e BAnk 
 I,124 1.0 470 0.7 446 0.3 657 0.4 18,9')3 11.2 397 18.7 
vale Ranks 2&,S90 95.4 102,251 94.2 41,182 56.9 124,386 93.8 142,904 
 99.5 98,416 640
58,1 30.1
 

:..A.T. 
 !03 IGO.O 1,105 100.0 2.922 100.0 19,296 100.0 231 100.0 767 100.0 

Ite RAnk
 
:Private Mnis 
 103 100.0 3,105 
 1O0.0 2,922 100.0 19,296 100.0 231 100.0 761 100.0
 

)..- ARriculture/Livestock 

1,127,161 100.0 146,971 
 100.0 

SAtB. 

654,361 58.0 9,091 6.2
State B 


313 0.1
ivate B.Inks 
472,487 41.9 131,880 93.8 

:total Trust Funds 517,046 100.0 100.0495,916 243,623 
 100.0 250,405 100.0 562,559 100.0 1,770,363 100.0 374,749 100.0 

k.B. 234,274 45.3 35.6176,403 18Z,848 52.9 38,695 15.5 157,715 28.0 820,785 
 46.4 102,488 27.A
,tE BAnk 2,520 0.5 1,906 38.6 470 
 0.2 446 0.2 
 662 0.1 23,954 1.4 1,647 0.4
Ivate Manks 280,252 54.2 317,607 
 64.0 114,305 46.9 211, 4 84.3 
 404,182 71,9 52.2
925,624 270,654 72.2 

:BMnks C(enFuinds 

: riculture 9,601 100.0 41,377 100.0 240,911 100.0 173,740 
 100.0 310,950 100.0 391,161 100.0 1,891,915 100.0
:c.A.B. 
 3,106 32.,4 18,370 44.4 14.583,182 46,780 26.9 250,429 80:.3 365,973 93.6 64. ,148 34.1

:Statn Bank 


4, 888 2.8 
"y. Ianka
st 6,495 67.6 23,007 55.6 
 151,729 65.5 122,071 70.3 60,521 
 19.5 25,1e9 6.4 1,247,467 65.9
 

rAL 526,647 100.0 i7,' 
0
.3 1OO.0 4&4,5)4 100.0 424,144 
 100.0 873,509 100.0 2,161,524 100,0 2,266,664 100.0
 

:7'taI B.A.B. 237,380 45.1 194,773 
 36.3 212,030 43.89 85,475 20.2 
 408,1" 46.7 1,186,758 54.9 746,896 32.9 2al State Bank 2,520 0.5 1,906 0.4 0.1 1.3470 5,334 
 662 0.1 23,954 1.1 1,64?:.a1Private Bank 286,747 54t.4 340,614 
0.1 

63.3 272,034 56,1 333,335 78.5 464,701 
 53.2 950,812 44.0 1,518,121 67.0 2 

'trce: Bolivian Central Xink, D[velopment Department.
 
I/ Real values at 
1980 prices, deflator Consumer Price Index for La Paz.
 



the private banks have been the primary beneficiaries of BCB refinancing.
 

Nevertheless, it is important to note that beginning in 
1983 and 1984 
BAB recniv,-d very substantial increases in real refinancing. Then, in 1985 
the real voie declined. This pattern reflects BCB's use of refinancing,
especial l Iro it:s own funds, to compensate BAB for the loss in real value 
of its ow n l.,anable funds. As will bL -,hown in Chapter IV, BCB provided

91.1 percent of PA}s loanable funds in 1985. Furthermore, it is important 
t:o note tha. BCB utsed increasing portions of its own funds to finance BAB.
 
As noted pr viously, this was to compensate for USAID's sanctions against
 
BAB having acc.ss to USAID-financed resources. Indeed, BAB would have
 
probably had a mush bigger share of 
 total BCB refinancing in 1985 had not 
the no!w hmni-,,,eincy Agricultural Fund come on stream as part of the Bank's own 
i-es o lr ct!Se. 

Tin in.!titutional. (listribution of refinancing by the individual trust
 
funds sbhews that: BAB has been a principal user of FRA-IT, A and A, and the
 
Special Fund for Econcmic Deveiopment lines.
 

The Ref inancin, Mechanism 

BCB in>'rms the ICIs of the amounts of credit that will be available
 
For each apr <ultural cycle. The amounts are 
based on: (a) an agricultural 
plan (descr Thed below) preparea by the BCB's DevelopmenL Department, the 
entity that administers refinancing, and (b) the availability of refinancing 
resotrces ', dete!rmincd by BCh and government policy. Refinancing is
 
available 
faoi both trust funds and BCB own funds; although the Bank's own
 
funds are 
mrt, flexible oec'ruse they have fewer constraints on their use. 

The l prepare Loan applic.tions and present them to the BCB's 
regional1, i §c, usually in batches with a summary sheet listing the name of
 
borrower.- ijid key factors about each loan. Now, in a major change from the 
past pricti.cc of tlhe BCB carefully reviewing each individual loan,
 
refin.ainuc: from BCB's own funds, but not most 
trust funds, is subject to
 
the new Automatic Refinancing System(SIRA). This means that upon

presentation of 
the loan documents by the ICI the refinancing is
 
automotical viplaced in 
the ICI's account at BCB. The process normally does 
not exceed !AS hours and therefore avoids the long delays in disbursements 
that: used t() occur when the BCB reviewed each farmer's application prior to 
disbursement. Previously, in many cases, the BCB undertook field
 
inspections and feasibility studies befo:e the loan was 
disbursed. SIRA is
 
a major improvement. It places the responsibility for loan approval with
 
the ICI and avoids delays in disbursements. Unfortunately, it is not
 
employed with most trust 
funds because the BCB and foreign donors consider
 
it important that inspections and careful loan application reviews take
 
place to try to ensure that credits are to be used for their intended 
ri r pose. 

Neverthceless, BCB continues 
to review the individual borrower
 
applications, but after the funds 
are disbursed. If discrepancies are
 
encountered, the ICI must return the refinancing and assume full
 
responsibility for the 
loan. This BCB review procedure is probably mostly a
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diversion by i rinc 
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it 

4_ uset~-fu.J±U± ii i-tLy adft&7subj ?Itutifon of borrowed-funds -for a 

4 1 I I 

Prvt-scorll'aireiac 
,#loan, with the other A20 percent comin 

p tio80prc 1o tne value of 
,from:.their own resources., In~ 

th' 

c~ontrast, BAB receives 100 percent refinan~cing because it does not.have~
f/unds of its own to 
use. In the 'case~of frmer-boirrower 'default th'e.ICI
 assumes all'of the risk. 
 Past due amoubnts on -refiian~ced loans made'to'.an

Ijare substracted from the !CI's account with BCB'. "Therefore, -BCBdoes~'''
not have any significant delinquency in'its refinancing portfolio. 
 A'K

(- .The current refinancing rate from BOCB to 
the',ICI44is,8 percent. To this
amount the IC1 adds 4 percent and usually~at,leasta 1yercent .flat 
~ commission on the value of the loan as 
"' 

it onlends'1to the farmer. Thus, the -ICI has a 4 to 5 percent spread. Most lICs argue this'spread4.isinsufficient since,ithey assume the bulk of the lending transactions Costs

and the risk. 

"
 

The exchange rate risk is borne by the borrower. 4Th'e loans have4 a,,
maintenance of value clause pegged",to the' exchange, ra'te for th -dolliar., 

The loan interest rate is 13 percent. 
 This rate i's considerbylw ,
than the free-market rates for similar loans in~the comm~ercial bankingsystem; hence, itlis concessionary. Therefore, the~cocesionr 
rate willr
encourage all classes of borrowers to prefer ref inan.e'd loan's' i'f 
 thy can

obtain access to them. 
 This situation undoubtedlyT leads to,'the, diversion of
agricultural credit for non-agricultural purposes.4 One effect4is,.

agricultural illusion which means that data on agricultural brddit' overstate
the'amount of resources 
that are used to finance this sector., If 'the ,.refinanced rate were raised to the level of the .market rate much, of 4the'BOB's concern for diversion would disappear 'and the costly control
procedures.-could be cut considerably.. 

*K 
"' 

"t<'Since 
 1981 the BCB Development Department ha'reae 
a f.iacingplan .
~Q~'- for the, agriculturail sector for each agri'cultuiral cycle. The manner-in §", J§wihthe plan "is~ 'r'pared isvery'simple ;'And subjective. ,It is, m,~l

'1undertakenby one person, Lic. Hugo Ossio;"sub-dire'ctor of the department 
.,4. 

Th ln
sd~indto 
iet rdttowards targeted""activities. It"i 4'Z 4 &4i. 
is disaggregated b<eographi'cregion and 101. The end-res'ulis' that each"knows
I~~~bu 'n'ch 'e!finanicing"wllb 
available fpr 4 'specific ~j~~4'4'~",activities in each region.,-'Thus, -the end objective is to allocate the- 4-4444 

~~distributidi 'of refinaznced credit according to1 pre-established criteria and-'$A'"goals.44444
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1 ~. '4~>'~~ .>44'4 44V'4'.44-
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adjusted for changes in production costs and hectarage. 
This information is
 
obtained from the annual opecating plan prepared by the Ministry of
 
Agriculture and Peasants 
(MACA), regional development corporations, BAB, and
 
producers associations. Finally, the amounts available are adjusted in
 
accordance with the :ivailability of foreign and domestic funds. 
 The latter,
 
of course, is influ,-n.' ,l by g,overnment monetary and fiscal policies.
 

ICIs have complained about the timing of the planning process. 
 ICIs
 
are informed about the availability of refinancing 
funds without sufficient
 
lead time to plan theri laonnding nor to extend loans prior to the time that
 
farmers need funds 
for land preparation and planting. Furthermore, ICIs
 
report 
that they a,re unable to 5i ift unusued funds from one region to
 
another. As a result, 
:onme of the funds allocated for refinancing are
 
unused.
 

The planning prow 
 s pa.y bhe useful to help estimate the demand for
 
agricultural credit i: 
Lye. Yet it is naive to assume that credit will
 
flow to the targete objectives, especially if the refinanced 
loans carry

conce.ssiona ry inton: rates; credit diversion is certain to occur on a wide 
s{cale. eho refore, th,r-i gdity of the plan with respect to allocation of
 
fands by :ct ivity. r, i.n aid institution is going too Far. Flexibility

should be 
pe,miitt :P Alow financial resources 
to flow in accordance with
 
supply and Klmani. the concessionary aspeat of the interest rate were
 
elimina Ld, cedi t 
 ,. us ion would be an unnecessary concern.
 

Conclusions
 

The BCB is the most important source of funds for agricultural credit
 
in Bolivia today. Using the weighted average monthly exchange rate for
 
1985, BCB refinancing ".ccounted for $39.4 million in agriculture credit il;
 
that year. Currently, the refinancing lines in Bolivia cover more than 90
 
percent of BAB's lending and the large majority of the agricultural credit
 
extended by the private banks. 
 If BCB refinancing were withdrawn, the
 
Bolivian agricultural credit 
system would be in serious trouble. BAB would
 
not have other viable sources of loanable funds, because its capital base is
 
so 
small and its financial situation is very weak. The private banks would
 
need to make more loans from their own funds. There is nn doubt that if BCB
 
refinancing were 
unavai.able that the amount of agricultural credit would
 
decline drastically.
 

BCB refinancing activities are concentrated in agriculture. In 1985,
 
90.1 percent of tHe total refinancing went to this sector. 

In the last few 'ears, BCB has bee,- the recipient of several new 
sources of funds for refinancing; in 1983 it obtained $32 million from IDB 
and in 1985 the $10 million for the Agricultural Emergency Fund from USAID.
 
These funds, plus increased injections by the BCB itself, have caused
 
tremendous increases 
in the real value of refinanced agricultural credit
 
since 1982, 
with the biggest rise occurring in 1984 after the agricultural
 
disasters of 1983.
 

It is clear that 
in recent years BCB has decided to follow a strategy
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of placing the bulk of its additional resources in its own-fund refinancing 
lines rather than in the trust funds, as it is supposed to do under its 

,agreement with USAID. A probable explanation for this policy is that the 
Bank has nlich more flexibility with its own funds and that it wants to have 
additional rscsurce., for BAB, which is now excluded from access to USAID
sponsored t runst funds. Fuirthermore, since SIRA is applied to their own
 
funds ;Ind not tht t rust fluids, disbursement is easier and more timely,

soic th i ii t Iri t ippeals to both BCB and the ICIs.
 

In -piht of t lie s i no reas es in funding, BCB continues to be plagued by
aI inUm )tr Of diifi 'I t ieS that n waveto one extent or another been present
S il CL the h ilk Iired refinancing in the late 1960s. These difficulties 
limit itn- t I ',- iVefte s in ref inancing. 

Fir:;t_, th. ,,t I tDepartment is undoubtedly inefficient. Records 
and ledger,; ire ,Ikept by ialut. 'flitre is a need to computerize this 
department. I f lhi ; woir, done, the work could be accomplished with far 
fewer einp love. nido ed, t-li may b,2 one reason it has not. been done; the 
Bank' I lab, ,n , i ; ei"v .{t"oner and would resist labor -savingy innovations. 

St coni, iWF :, nun: ig lion e:ci.n.i'.'e targeting o0 ,'re it. both by
 
.Iirltalo ,'nd 1.,t ivit ies f-inanced. Th!:; has co ie about because of
 
restrict.ior;:; pi;eced by foreign donors and domestic 
 planning. The targeting

requiremenits 
 ae likely to be futile in reaching the intended objectives,

due t:, funpibiiIt.v and substitution of funds for ICIs. Moreover, they

ricrease 
 ni1 ICItillcotst eeause of the additional reporting reqitirements. 

Efforts shou.,i Ibe made to consolidate Lines whenever possible and then 
:eluce_ ta rj, t irlyg to ilie baure Min i mum. 

Third, tihert is; a problem for the participating banks in the timing of 
informa tion abmnt the amiount of ivailable BCB refinancing. The root is that 
the government often does not make this decision until it is near the time 
for farmers to prepare land and plant, or even later. Thus, the banks 
cannot plan on specific amounts of resources. These circumstances lead to 
inefficient allocation of credit, delays in loan approval and the
 
inopportune timing fo:" credit use. 
 Some results are that delinquency and 
credit diversion are increased. 

Fourth, BC is inflexible on the institutional and regional 
distribution of credit. 
 Thus, whereas excesses of available funds may exist 
in one part of the country or for specific institutions, shortages may exist 
elsewhere. Means should be established to make the system more flexible. 

Fifth, although SIRA is a big improvement to get around delays in 
disbursements it is not applied to all refinancing lines, i.e., the trust
 
funds. This should be changed. 

Sixth, BCB should demphasize the post-disbursements reviews of loan 
applications. This is time consuming for BCB arid requires 
extra paper work 
by ICIs. The purpose of the review is to try to control credit use and
 
ensure that the [CIs follow the rules. 
 Means should be devised to
 
accomplish the same objectives through less onerous methods such as spot
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checks. 
The fact that the ICI has to assume the risk for the loan in 
case

of borrower default, places a substantial burden on 
the ICI to make good
 
loans. 

Sevonth, BCB beenhas accused of corruption in allocating credits.

These 
 pra :tice, :A;hould not he permitted. Fortunately they appear to have
been redltl(l C n: ide rably ince the propitious conditions of hyperinflation
,rld a-I p id1 ,' depr iIi t ion of currency have been el iminated. Nevert:heless,
the po h;i)i ct ip,,-)t ion arises anytime there is an excess demand for 

e friianc i ; tend ;. 

'inn l,' , i ii tiho ,ew-,t',au iation of tlie financ al system the role of the
PbCB re i,L:iI i pro' ;1m Ieds to be examinedJ. MY examination of the program
suggest'; ;h.. 1he1. proct lilres arid policiesn need to be thoroughly examined and
rovis(,d to ::m-ye tlti t em inoCe efficient and flexible. AIlternative systems
such is other s:econd ;tory inst-itut ions should be ;-xamined to make a
decision whet'tter or nlot t~h(, K8GB delfic iencies should 1e corrected within the 
bank or that_ a new refnian cing ii; titutien be created. 

PL.-- /j80 Execit ive Secretariat 

In t roduc t ion 

ii 197), the PL-1180 Fxecutive Secretariat was established in Bolivia to
administer local currency ,Ieriv,:ed from PL-1480 sales of basic grains in
 
Bol ivia. Fhe agreement to set up the 
Executive Secretariat contained
 
provisin;;,; ur- I'l-ZiH to extcnd credit. Between 1979 and 1984 its credit
act iv ityv xa: confirned 
 to av rant to BAB to previde additional funds to the
B-ink for it- Smaill Farmer Credit Program. Since 1984, the Secretariat has

rapidl y become an important 
 source of refinancing for agricultural
 
prduct ion, : rt.;i:,.ury; and agribusiness.
 

IJSAID has.; worked closely with the Executive Secretariat in the
development of a mumber of special credit programs that are targeted towards
specific ICIs including private banks, FENACRE and cooperatives, CACEN, and

the UCFs of the regional development corporations. USAID's interest in

developing PL-480 as a second-story refinancing institution 
came about as a
result of its dissatisfaction with the handling of refinancing by BCB, the

mission's discontinuation of support for BAB, 
a shift to private-sector

emphasis from public-sector institutions, and the lack of 
new program funds
 
to establish credit. 
Meanwhile, PL-480 had increasing funds 
as a result of

the large 
inflows of basic grains following the 1983 disasters. It was

natural, therefore, that USAID should look to the development of PL-480 as a
retinancing institution, 
at least as a stop gap measure, until more program

funds were aailable and problems with BCB could be resolved. 

In 1984, 
a pilot trust fund program was established to refinance
 
national private-sector banks with Title III funds 
(derived from sale of
wheat under the 
1978 agreement that was later augmented with an agreement in
 
1986). 
 Based on the success of the pilot program, the bank trust
 
refinancing program was formalized in 1985. 
 Now, in addition to Title III
funds, PL-480 also undertakes refinancing with Title I (based on 
sale of
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x-heat under a 1985 agreement)s and Title IV (based on disaster relief in 
1984) funds. 

It is noteworthy that tIL-480 does not provide refinancing for public
r;ector institution.s, including 
 BAB. This policy is consistent with USAID's 
recent empha';i; ()n the. privatie-;ctor7 and the mission's dissatis faction with 
BAB. 

AIthou h, PL-480 refinine i rg iia as sumed an important role in Bolivia,
it has been cor';idelrably U,. importaint: than BCB refinancing. In 1985, the 
Secretaria t. hid d ir. -;sh d iy percrnt of the c'mount disbursed by BCB. 
RIoughly, PIl,/4 re4i8ntin ' or Ii'gricilt-ure is about one-sixth of that of 
the Central in The 'cie t.: iat., ilowever, has programmed many other funds 
or di.sbur..eIn t , ,nd , Ih 1 o i , co 1(Id become relatively more important in 

the futore. 

4 il with 

polic ii>; n1d procedure:; tat wer' d;.'. i:ied t:o bo simple, 


Ti e L-,,t) -ccrta t nt-oro d rL in/miicin, operational norns, 
direct, flexible
 

anod o :, t-o iIt 'IIment. li o i r m;rain design ap poars t.o have been been
 
; itIcel I tii :e P a it IC F!; been
m i I;ard, rt icp; ' have very satisfied with 

t ;te ret:_';t ii l., i j ;mI( (io and; i.m I ! ni, -,i . e;i rtb)-, furictiona1 than those of 
P",C B, 

Fe f inanc i iil1 ni 

Ove rv i w and Dist ribut ion bT [CIo There are three major refinancing
lines ,dm i' -turi, by, t he Execu t ie Secretariat: (a) trust funds for private
banks , (1)) t:-ust -mt<ds for FFNACRtH to onlend to cooperatives, and (c) 
reg ionma1 ,h'.,oI iplent project s. In addition, there are a number of other 
cre(it progra:m_;. Scme of tie more important are: (a) housing credits for 
CAC N, (b) agr ictllural crediit tor CACEN, and (c) trust funds for the 

iIh;pare. }rtach of these is discussed in detail below, following a brief 
ove rv i . 

Table II--4 ;hows the level of activity. As of July 23, 1986, $10.4 
million was disbursed (dollar values are figured at the exchange rate at the 
time a commitme,_nt or disbursement took place). Of the total, the private
bank trust tunds were clearly the most important, accounting for 56.8 
percent of the disbursements. Next in importance were the regional
doveLopment projects with 30.8 percent of the disbursements. FENACRE 
followed with 9.8 percent. The Chapare trust fund had 2.6 percent. No 
disbursements had tak,:n place under the two CACEN refinancing lines; these 
programs wore only estahlished in July 1986. 

Normis and Procedures. The norms the Executive Secretariat established 
for each refinancing line are quite similar. Nevertheless, there is some 
variation in the specific requirements. The norms are established in a 
letter of understanding between the Secretariat and each ICI. 
 The 
fundamental elements of the letter are the following.
 

First, under most lines the Secretariat makes the funds available to
 
the ICI to establish a trust fund within the ICI, as is the case with
 

26
 



private banks and FENACRE. When trust funds are established, the ICI has to
 
keep tha monies active in 
loans or return them to PL-480. The funds from
 
the regional devetopment lines are a major exception. In this case, the ICI
 
repays the refinancing to the regional UCF, where it 
is placed in a rotating

credit fund. 'Ihus, in effect, the PL-480 funds end up as a grant to the
 
UCF.
 

Second, t here are conditions placed upon the use of funds. The purpose
of loans may he spec ified. For example, for reconstruction of housing
destroyed by loeds (CACEN housing loans) or for agricultural production,
 
artisan,-v And agr-ibusiness (bank trust funds).
 

Thiti, Ihree are Limits placed on 
the size of loans in order to try to
 
ensure that the refinancing 
is used to make credit available to the targeted 
groups of small- and medium-sized farmers or agribusiness and artisanry 
en terpr i s. 

Fourth, the conditions under which the ICI receives the refinancing is 
spelled out. These include the refinancing interest rate, term of 
refinancip, anid reporting requirements. In most cases the refinancing rate 
is 8 ,,r ,nt Ad t he loan interest rate to the iinal borrower is specifiedat 12 perre in; pliu; a 1 percent commission for a reserve for bad debts. PL
480 uses the developmynt loan rate specified by the Central Bank as a guide
 
in establ -ohio'!ON loan interest 
:ate to the final borrower.
 

liftli, to I I is assigned tire total responsibility for selecting

cl i nnt; L t rliianced (an exception 
is the Chanare Project, where the
 
SDTB is involved),
e subject to the terms of the agreemenL. The ICI presents

minimal paperork'
Ir PIL-480 to 1L-480 in its loan application. This
 
includes th, final borrower's name, amount of 
credit and purpose of credit.
 
There is no 
 eviewv of final borrower loan applications. This makes for
 
speedy approval and disbursement. The Executive Secretariat, however,
 
follows up the credit with the ICI 
in the course of the loan to try to
 
ensure that the refinancing is being used as intended.
 

Sixth, the broad conditions of the terms of loans 
to the final
 
borrowers are established. Of particular importance are the terms of the
 
loan and the interest rates and commissions. The loan guarantees are left
 
to the ICI to establish, but they should not be set so as to exclude target

clientele. Provisions are established for extending a delinquent loan if
 
there is a just cause.
 

Seventh, there are provisions for risk bearing and risk sharing. 
To
 
guard against the effects of inflation and devaluation, all transactions,
 
between PL-480 and the ICI, as well as 
between the ICI and the final
 
borrower, have a maintenance of value clause pegged to the U.S. dollar at
 
the official exchange rate. 
 Most also provide for the creation of a reserve
 
fund, financed by a one-time flat commission of I percent of loan value
 
within the ICI, 
an be used to cover losses. If the losses in the ICI were 
to exceed the amount in the reserve fund, then the loss is assumed by the 
IC. 
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Finally, there are provisions for amendments to the letter of
 
urderstanding should circumstances warrant. 

Bank Tnst Fund 

This program Was initiated, in December 1984 on a pilot basis. Based on 
the succc:-s of the pilot prouram, the bank trust fund was regularized in
early 1L98 6 . C;Kpital in this id comes from Title I, and Title III. Only
national private--sector coriiiie rcial banks that have development departments 
are ei igibI. -f anciabhe projects are agricultural production, artisanry
and agrisines. To in a di:)I'S ament, the ICI must present PL-480 a 
List of Ith.e ioLds ic : lirn) 'c lig incliu ding the names of farmers to be
 
financed, the ,moInlt of 
cl C.di t and the purpose of the credit, A letter of 
urmderstmndinc, i., droiii up. PL- !18d disburses the funds for a period of five 
years in tii-t 'r rt i lund., eUS These fuinds must be disbursed by the ICI 
to the fta i] r. ithini 30 days. The 1[ has use of the money for the 
period of t !'e t i st 1und. A coundit-ion to keeping the money for this period
is that the I;I m t r end h0 intere.st am' )rncipal reflows from the 
loan.-; w'th i ,r d of 10 davs. 

i Ih , ii : , tt 'h ilnrd-, (i t_ to farmers and individual
 
artisaiis. a least. p(,-r 
 CI t-e.,f
t k-- am, :. refinanced must be lent to this 
clie'lte I. 1,oan tq)m are Lip to on,: year for operations and up to five 
years foc invostmnt . Loans can he made, to individuals or groups. There
 
are up1ner I lit':; o lon ic _ 
 $15,000 for individual farmers and artisans 
and $70,000 for ag rihusiness firms. There is also a provision for larger
loans for specilsil proj ects, wero the loan.s meet the objectives of the
 
program. All speciiil prcjocts rius t 
 ne submitted tc the Executive
 
Secretariat for approval.
 

The interes_;t; rate structure consists of an 8 percent rzte between PL
480 and the LCI. 
 The ICI onlends to the borrower at 12 percent. It also
 
charges the borrower 
 a 1 percent one-time flat commission on the total loan 
that is used to estahbish a reserve fund for bad debts. This fund is held
in the form of a time deposit account at. the ICI. It is made in the name of
 
PL-480 arid earn; a P) oercent rate of interest. 

The ICI is free to cioose the form of loan collateral. In case of a
 
loan default, the ICI can recover the mount from the reserve fund, subject

to the approval of PL-480. If 
the amounts in default exceed the available
 
funds in the reserve fund the ICI assumes the rest of the loss.
 

FVNACRE 'ri u;t yund 

On April 24, 1986, 
PL-480 entered into a letter of agreement with
 
FENACRE to establish a trust fund so 
that FENACRE could operate as an ICI
 
and make loans to integral cooperatives, its affiliated cooperatives and
 
central cooperatives for purposes of agricultural production, artisanry and
 
agribusiness. The initial 
trust fund was established for a three-year
 
period beginning January 1, 1986, and consisted of the $475,134 in
 
outstanding debt that FENACRE had with the Secretariat, all of which had
 
been encumbered since September 1985. 
 The bulk of FENACRE refinancing has
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been directed to the four integral cooperatives. 

FENACRE receives the funds from PL-480 at 7 percent. it onlends the
funds to the cooperatives at 10 percent, which charges its members 12 
percent. Tihicooperative members are charged a one-time flat commission of

I percent, 0si0ih is to be placed in a reserve fund 
for bad debts within the 
cooperat ive. 

Of the funds that FENACRE receives from PL-480, FENACRE discounts 1 
percent to place in a reserve funds for bad debts. In the case that this

fund is insuff ient 
 to cover bad debts FENACRE must assume responsibility 
for the di f prncQ. 

Regiona[ Dove 1oprtnt projects 

PL-430 : 
iics are used L6 promote regional development under the USAID
sponsored N)pa. tmenta! Deielopment Corporations Project (DDC). There are
 
grant funds for institutional development 
 and credit funds. The credit
 
funds are ad;:nistored by the Credit Financing 
 Units (UCFs) of the regional
developmen t corporation. The program was initiated in 1978, hut was

inteurpted in 
 the early 19 80s due to Bolivia's political instability. In 
1984, the !- it line was activated. Refinancing is available for
agribusinuies:, a.gricuLture and livestock production and small- and medium
sized Indun ry and artisanry. Agribusiness and livestock production loans
 
are the bigg~est receipients of this credit. 
Most financing is directed to 
longnr-rVpi inv.es tment. 

PL-480 t: inances specific projacts with some going for annual
 
operations. ir is important to note however, that, under this program the
 
ICI loan contract 
is between the ICI and the UCF and not PL-480. Therefore,

when the IC[ cancels its loan the proceeds are paid the UCF to form part of
 
a UCF revolving credit fund. 
 In effect, the PL-480 refinancing is a
 
donation to the UCF. 

Under this arrangmenet, the ICI pays PL-480 6 percent and 
earns a 4
 
percent spread. The UCF receives a 2 percent spread and the final borrower
 
pays 12 percent plus 
a 1 percent flat commission.
 

The DDC Project will terminate in March 1987. 
 A follow-on program, the

Market Town Capital Formation Project, is scheduled to carry 
on this
 
important regional development effort.
 

CACEN--ousing Credit
 

On July 10, 1986, an agreement was reached between PL-480 and CACEN for
 
a $7 million credit from Title I funds. 
 The funds are to be used for
 
housing loans and family necessities in 
the region of Lake Titicaca that was

severely damaged by floods in February 1986. 
 The loan was for 25 years and
 
after a five-year grace period is 
to be paid back in equal one-year
 
installments over a period of 20 years.
 

CACEN obtains the funds from PL-480 at 4 percent. it then onlends them
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to its mutuals, which extends credit to the borrowers. The interest rates
 
for the last two borrowers are not specified.
 

CAC N-Ayji ;tural Credit 

01 JuL: 10, 
1986, CACEIN entered into an agreement with PL-480 to 
use
 
$300,000 
in funds from the Disaster Recovery Component of the Agroindustry

Reactivation Fund for purpose of establishing a trust fund at CACEN 
to
 
extend credit for agricultural production by small farmers whose crops were
 
destroyed by the February 1986 floods. Credit can be extended for up to two 
years for operations and up to five years for investments. 

PL-.'4,30 isbursemen.s to CACEN are for a period of five years. They
must be onlI.! to the borrowers within a fifteen-day period after 
disbursement . PL-4810 makes the funds available to CACEN at 6 percent on the 
value of the loan. The final borrower pays 12 percent. In addition, the
 
mutual charge.s 
the borrower a one-time flat commission of 1 percent that is
 
placed in a reserve 
fund for bad debts at that level. The loan to CACEN
 
from PL-480 is guaranteed by the assets of CACEN and the mutuals.
 

Chapare Trnst Fund 

Funds had been assigned to the Chapare project in previous years.

However, on ,rITe 30, 
i986, this effort was formalized when PL-480 entered
 
into an agreement with the Bank of Cochabamba to establish a $2,603,700 
trust fund for 
revolving credit to support the Chapare coca-substitution
 
project. 
 Loans from this fund are for agricultural p1ioduction, artisanry

and agribusiness. The Bank of Cochabamba works very closely with the
 
Secretariat for Bolivian Tropical Development (SDTB) in this endeavor. 
SDTB
 
provides tpchn.cal assistance and planning for the coca-substitution project

in the chapare. 
 The essence of the collaboration is 
that all of the Bank's
 
loans and disbursements need to 
be approved by SDTB. This is obviously a
 
mechanism to try to control the 
use of credit in this highly conflictive
 
zone.
 

The loans can be up 
to ten years for investments. The upper loan
 
limits are 
$25,000 for individual farmers and $100,000 for agribusiness.
 

PL-480 lends the funds to the Bank at 8 percent which onlends them to
 
the borrower at 12 percent. 
 The borrower also pays a one-time flat fee of 5
 
percent to be deposited in a reserve fund for bad debt.
 

Because these 
loans have a special risk, the provisions for covering

bad debts are unique. The first recourse is the reserve fund for bad debts
 
but it 
is only to be used for loans that are guaranteed by harvest. In this
 
case, 80 percent of the bad debt is to be covered by the fund and 20 percent

by the Bank. If the reserve funds are exhausted, the Bank will cover 30
 
percent and PL--48U 70 percent. 
For loans that have a guarantee of urban
 
property, the Bank must assume all the risk and has 
no recourse to the
 
reserve fund.
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Conelusions
 

In the 
List two years PL-480 has rapidly established itself as a
 
refinancing entity for the agricultural sector, including agribusiness, in
 
Bolivia. Ori!;inally employed as 
a temporary stopgap institution to get

around obstacles that threatened agricultural credit the Executive
 
Secretariat has developed into 
an important institution. Moreover, because
 
of its simple and flexible approach 
to refinancing it has been well received
 
by the various ICIs. It has proven much easier to work with that the BCB.
 

Another st-Loength of the PL-480 program is that it has funds for longer
term investment financing. At present, Bolivian banks do not tie up their
 
own money fer more 
than 90 days, because of their fears of devaluation.
 
Moreover, m,:t Central Bank refinancing is limited to production credit. It
 
is clear thetr PI-480 refinancing is filling an important void. 

PL-4?I) ;as concentrated its refinancing activity in the bank trust
 
funds. '1,, finds have been an important source of funding for the banks.
 
The Execu. ,ocretariat has been the lifeblood 
 of FENACRE's refinancing,

and :vis,,oii -isat-'dThe Federation for the decline 
 in available funds in the a .
in flIt io ii ,,-I C ROFOC and BCB refinancing. Under the new 1986 agreement,
PL-0S0 er:::es to be !ven more important to the Federation. CACEN has
 
also beei: IM'jrant beneficiary cf PL-480. 
 Because of the Secretariat's
 
refinancing. 'ACEN will be able to enter rural housing and agricultural
credit. T'h':bwill allow CACEN to obtain goals that it has long sought. 

The F',iti'e s cretariat is negotiating additional refinancing lines,

including :hcat and seed line. 
 In addition, it is restructuring

procedures :ml norms for the UCFs of the new Market Town Project. It is
 
explor in! working witl FINCA.
 

The funoamental strengths of PL-480 as a refinanci.ng entity are its
 
simplicity an,i that it 
places the bulk of the responsibility for loan
 
approval and risk on 
the ICIs. These features mean that the Executive
 
Secretariat can work with 
a small staff and low overhead. At present, the
 
xecutive Secretariat runs its credit program with only about five or six
persons: a coordinator, three field technicians who spend about 85 percent


of their time on credit, and bookkeepers. 
 Since their records and documents
 
are computerized, PL-480 estimates that bookkeeping time per loan averages
 
one hour per month.
 

The Executive Secretariat does not spend extraordinary time in loan
 
approval and control. The only documentation that an 
ICI must provide the
 
Executive Secretariat at the time of loan application is 
a list of
 
borrowers, the amount of 
credit and purpose of credit. On the basis of
 
these documents there is immediate disbursement, which facilitates the
 
timely use of credit. Afterwards, the field agents make periodic checkups
 
on the loans in the ICI offices to make sure that all is 
in order. They
 
review about two loans per week.
 

This system places the responsibility on the ICI for selecting clients
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and assuming risk. 
 This properly puts pressure on the ICI to manage its
 
loans well. The maintenance of value clause protects both the ICI and PL
480 against 
the potential loss of real value with devaluation.
 

"he ' av that the rc'serve funds for bad debts are structured, with one
time flat commissions, means that the final borrowers pay the cost of this 
risk. However, it the commission were not assessed, the ICIs would probably
want to charade a higher interest rate, explicit or implicit, to compensate
 
for the risk. It remains to be seen if the commissions are sufficient to
 
cover the risk. Experience 
in the program will provide the answer.
 

Another ';trength i. t hat P,-480 is willing to negotiate and adjust the 
terms of ref incing depending on the situation. For example, the terms of 
CACEN housinL* ant the Chapare credit are considerably different than the 
others. Th"s is a D:sSitive feature, allowing flexibility when the situation 
warrants.
 

The trust fund arranig ,e.mnt that is typically employed is also an
 
attractive foourr. bec luts it gives 
 the ICI at least a fixed sum of money to 
work with ovr asperiodl .,f three to five years. The regulations requiring

the .CI to ko', n the fu d n .pcified purposes and clientele should
 
rLnimiz cri!,eit ,i,: rson h' the ICls.
 

Alhot,',h t:ne PL-430 program has many strengths there are some features
 
that are prh!.ematical.
 

zirst, P!,-480 "eliiancing is not subject to control by Bolivian 
monetary and credit authorities. In its present form, it is an ad-hoc 
financial instiLtution. Thy-s condition, imposes limits on the Executive 
Secretariat to function as a financial institution, and does not allow the 
government ito directly control PL-480 under monetary and credit policy.
 

Second, PL-480 depends upon Title I, III and IV grain sales as sources 
of revenues for loanable funds. These sources do not depend upon financial
 
markets. As such, the Executive Secretariat has limits to its lending. It
 
may also encounter problems with funding because the amounts available, from
 
sales must be released to PL-480 by the Bolivian government. Furthermore,
 
there are competing uses, e.g., grants, for available PL-480 funds. 
 One
 
!*olution to get around these constraints would be for the Executive 
Secretariat 
to enter financial markets and borrow to additional resources.
 
To do this, however, it would need to have adequate collateral. This
 
probably implies the government ,ouid need to provide a guarantee. Whether
 
this would be forthcoming is uncartain. 

Third, since PL-480 depends on the government to provide the Bolivian
 
currency resulting frcm the grain sales there can 
be delays in the Executive
 
Secretariat receiving the funds. 
 Indeed, PL-480 has experienced this very

problem in recent times as the government has tried to limit expenditures

and money emission. This dependence on the government can be disruptive to
 
the flow of disbursements and provides short-term limits to the availability
 
of funds for refinancing.
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Table III-4 

PL-480 DISBURSFFNTS FROM RKFINANCING LINES 
AS OF IJLY 23, 1986 

(Millions U.S. Dollars) 

Refinancing Line Disbursed Percent 

L-nk Tru;t. Funds 5,888 56.8 

FKNACRE ;ml(I Cooprati-ves 1,019 9.8 
Reg ional I iv y Iopmni t Projects 3,196 30.8 

Chap;re Tri-;tC Funds .265 2.6 

CACFN Ious i , _ 

CACEN Agricultur;l,;Credit - _ 

'lrAl, 10,368 100.0 

Source: Executive Secretariat, PL--480. 



Fourth, although the Letters of understanding are legal documents, if 
an ICI encounters SoVe 0re repayment problems from refinanced loans the 
Executive Sec retariat doe not have any iminediate recourse to recover the 
delinquent funds, as does WCB. The BCB taps an ICI's reserves at the 
Central Bank. In ccnt r:et Pl,-480 does not have any such recourse available 
L.o it. 

Fifth, it is, nut "lear that t:he typical 12 percent interest rate is 
appropriate. T ihi,; rate plus the one percent commission, means the linal 
borrower pas; in offect. iwye interest rate of 1.3 percent, which is the same 

that 1CR rr loans. Compared to levels of interest fortorl1,vdeo Ior!menti 

- rt ,,, , bank lolns, this credit is underpriced. This leads t.o 
cre:dit d i, , o'b borr-,wer ; and all of the other negative aspects of 
C lnce ,;S ii -l,1-;v rat o . lurthe-more, the ref iriancing interes t rate 
._ha r ooed t I, , It i:; [tow compared to the market inteorest- rates )aid on 

,!epos it;. ill i; contl it (n encourages the ICfs to use the PL-480 funds rather 
than L.o mobi i:,e ";a v ii and to su ;tikutct the refinancing its ownr for 

Si xt, h , the Pl.-!30) pro, rain does riot conta in provisions for voluntary 
so:i i,,s i:'t in . ,n 1 theith o -lrcd mbili;'.tion for the r,.rorve funds 

that t 0 v , thie 'xkcuti'.' Scretar,t"he p t-0 poiI :-

Vi I v['N, po-itt 0110 0;howh t ha t the private banks tend not to lend to 
small 1 i ; ra-t.l ,he'; iaer 1is 'roefor to deal with medium-sized farmers and 
agrib-ari no ltr ; wo!, l ,o (x pecte,t. indeed, t:o (lea] with this tendency 

the pri 't, holnk r-t .uni hs;, .,otahlished requirements that at least 60 

percti'it 0t th- ie !it I roes to t armors. Despite this provision there 
still lpit t. V -proims in getting the banks tc lend to small farmers. 

,cne I ;sion i,; that I he P1L-480 system cannot he expected to reach 

large munimbe,; of sn: i a:rmors tihrough the banks . Transaction costs are too 
high reLit ive. to dti ;i :e of the loan, given that the banks have the 
alterrnative to Ill,! to larger producers. W-en lending to small farmers the 
banks typica l v us-;e, t.!e group loan credit delivery system as a means to 

reduce risk and leiniling ,or t s. This practice should be encouraged. 

fin contra:t, P,-480 refiinan,:ing through FENACRE and CACEN should be 
more successfuil in dealing with small farmers. This type of farmer is the 
basic clienlt:to- of these ins;titutions. 

It i:. premnltil-rE to make aldefinitive judgement on PL-480 refinancing. 

Due to tir :-ewness of the program the Executive Secretariat has had limited 
experience and rmivch will Le learned with the passage of time. Nevertheless, 
PL-480 has rapidly become recognized as a de facto refinancing institution 
for Boliiian ariculture and agribusiness. Furthermore, in contrast to the 

BCe experience, P,-480 has demonstrated that refinancing can be done simply 
by placing th, bulk of the responsibility for loar, approval and risk ,here 
it should be, 4ith the ICI. One of the important questions is what is the
 

future role of the Executive Secretariat in refinancing? This interrogation
 
must be answered as part of the study of the reorganization and
 
restructuring of the financial system.
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Conc lus ions
 

The reader is referred to the previous and more detailed sections that 
summarize and draw concl ;ions ;iboit. ff,i and P-480 refinancing. In this 
final Section e;ome broad cone us ions at-e presented. 

h.'finan ci ttt" from IR1B and I'L-!40 i; the backbone of the Bolivian 
agr icu lt-iraI ,:red it :y;tem. Without it.,t~h.ire is little doubt that credit 
flowili"g t. tLt, ';,ct. rcwtld precipitots ly dec ino. G iwv n PtAB's precarious 
f illl: ci l i that ioiitthat- Bank is nable to obtain other financing and, as 
such, i';viitaiw tt.:),t:ily dependent on IC! reti naOil inig as a source of 
loanal ih i nd,;. [he private banks are al o iiajoi users of refinancing. In 
comia r i.sor i r to i,;in, te -e.sources;own t) 1,1:iFC tagricul ture , they 
St n"- I' i tIe F inanel t g bec'als inlanec i rt1. cost.s are ess;s and because 
t h do lot w.a tiLo [ t, . their own flunds in loan; with terms that exceed 
S.-evL*-,a m uthis.Is. Il addiition, reIfinancing provide.z them access to additional 

Ir. t 1l total picture, MCB r'ttintni ng is much more important than that 
ot ? -.,,) i'. ,-t .are .;,,'ta, r':a; ; ;. Vi rot, the BCB has many more 
res.-oC,urce:; t.lall iPi- -',Mt . IWti "o:_only has direct access to foreign assistance 
but also can clceat-f it; own fundst . In co:ntras t, P,-480 is limited by the 
voltuil of [U.,. grain :;a le,. 

Second BC eetn i ig i; tiot -imited to pcivAe-srctor insti tut ions. 
Therefo), i :; Ia ilabic t-o hAl, wl creas 1',-.,i10 refinancing is not 

Tbh(Ir t hie p:iva."i P' ' ly on) ctfinancing from BCB for the large 
bulk of t:he igriciltuca In thete!- credit. contrast, their use of PL-480 
ref in nit i:, lieited in --cope and is, ue,Id to refinance relatively small 
anI pc,0jucts. 

P,--.'i ,) itinancing, homwever, has been very significant. Beginning in 
1984 tb.e L::tt i Secretariat ontered into a variety of refinancing lines 
that benefit itot onlv clients of private banks but also clients of 
institut. ions stch as VtINACRE and CACEN, entities that have limited access to 
BCB r inan ing. The P.-480 program is more successful than BCB in 
directing funds to small farmer; through the private banks. Furthermore, it 
provi,-s the bank- with a source of intermediate-term investment credit, 
wherea.s most BCB refinancing is liintied to annual operations. In addition, 
PI,-480 lending filled a void [or USAID to fund some special programs, when 
the Agency was unable to obtain, program funding for agricultural credit from 
the nornia.l Foreign a id sources. 

Perhaps, the most significant long-run contribution of the PL-480 
program, however, has been its demonstration effect. Its policias and 
procedure!s appear to have offered significant improvements over those of the 
BCB. Although the PL-480 program is too new to make definitive judgments,

the available evidence and early indicat-or show that simple and flexible 
PL-480 refinancing norms and procedures work effectively. They properly
 
place the responsibility on the ICI for loan approval and risk, thus
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eliminating costly record keeping and multiple reviews of loan applications.
 
An important testimony to PL-480's success 
is that the ('Is definitely

prefer it to BCB refinancing Under the P1-480 system, costs ftr both the
 
ICI and the 
 ref inane ing inst i tution are lowered. When the financiaL sy. teM 
is restruct v,,d and ti p I icies and pro,ce-dures as wol L anS t he institutional
 
locat. ion of ref[inan ing are do.term ined , the PL-480 experience wi 1 be
 
inva lunn 11.
 

'Ttie t oiide!ncy of both BCB and PL-480 to overplan and overtarget
 
ref inanc :n i :mo-,thar important fantor for consideration in the
 
restructr-ing p ce's. 'lTarget ing should he limited 
as much as possible; it
 
sep:ves to .a,r ii' trat i, o.sts-rand often 
 is not successful in avoiding 
credit div .-on. !Ancther factor for consideration is the loan interest 
rat"s. t , i; t , th fixol int.ere;t rates of 13 and 12 percent appear to 
be too0) 1" ina, ia'0 t ,y. 'ihe distortions created by thi; policylo rhiq, ni 

have considerabi, conoqunui , including crediti diversion, misallocation of 
finacial and real re;ourc,.;, lack of incentives to mobilize domestic 
savings, and the creationof If opport unitie-; for corruption. With 
financial :o.-structurinS. Mi h the reptLructuring of financial marketsaImarket 
a policy t ,,oxibl,1x raites shoi d 0e e.s)tabli;shed, to allow the rate to be 
tho a5 ' ' 1ial e IL ii . .t I'mi. catp F ai. I ci'l ti rj !(),Jl;. 

Refinancing will have an i porTian rle ini the future of Bo].ivian 
,gIicult'rah credit. WiLti tico currenL c nanges being made in the Bolivian 
economy , the times are propitious to esliablish new norms, procedures and 
untimtotio ,'al ;t ructure;. The roles that BCB and PL-480 as well as other 

aIter.ative institutions need to be carefully examined. The above presents 
some idea; that, should he useful in the process.
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