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EVALUATION REPORT

Loan 511-L-043 - Industrial Refinancing Fund (FRX)

The $8,000,000 FRI project ($7,000,000 A.I.D. loan and $ 1,000,000 GOB
contributicn) was to facilitate the creation, expansion and modernization of
privete production enterprises in Bolivia. The loan was fully disbursed on
Fetruary 29, 1976.

Since the beginning of the implementation of the loan in January, 1973,
the FRI hes refinanced loans to Bolivian private enterprises totalling
$11,593,85C. Of the 195 locans aporoved to date, 97 have been to finance the
expansion of existing industries, 37 for modernizing enterprises and 61 for
the creation of industries.

The purpose of the loan wes to stimulate an increise in private irndustrial.
lovestment. Ae a neusure of attairment of project purpose, Following talles
present tie amount of loans refinanced by the FRI fund, by ICI and by distribu-

tian by dermrtments:

($000) ($500)
Total Dis- Total Per
N° of Loans bursed Comitted  Cent
to 4/30/77 to 4/30/77

Fepeo dal Estado 57 3,565 3,851 33.2
First Rational City Bank 2 560 560 L.8
Baul of America 5 h71 71 4.0
Banco Hipotecario Nacional 24 eo7 1,135 9.8
Bzrod Boiiviann Acericano 6 63 63 .5
Esunas Industrial 20 1,351 1,451 12.5%
Bunes MercantiZ 18 81 - 781 6.7
Banco Naciopal 17 377 38 3.3
Barco Popu'er de). Perd 10 ‘756 8o 7.7
Eanco Potosi{ 2 .52 . 182 1.3
Banco Seata Cruz de la Sierru 17 516 616 5.3
Barco d~ Crédito Oruro 9 59 594 5.1
Eat:ce de Financlamiento Tndusiriel 1 33 33 .3
Baoco lu Paz 1 13 13 .1
Banco de Cochatambe 4 376 527 4.5
Banco Industrial Comercial Beni 2 61 Y .6
Total 195 10,76 11,599  100.0
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($0c0) ($000)
Total Iis- Total Per
Lepartment N° of loans bursed . Committed Cent
to 4/30/T7 to L/30/77
Ia Paz 57 5: 091 5: 7“" h9‘5
Cochsbamba u8 2,5% 2,94 25.2
Santa Cruz L7 2,076 2,176 18.8
Chuquisaca 19 365 372 3.2
Tarije L 17 17 1
Potos{ L 162 162 1.b
Oruro 5 6L 6L .6
Beni n 105 1L0o 1.2
Total.- 195 10,476 11,599 100.0

0f 19 ICIs (not counting branches) which could participate in the FRI
program, 3 have not participated and the participation of others hss been
limited due to the Pollowing reasons:

1) Foreign banks have their own funds for development loans and prefer %o
use them (The 3 non participating banks)

2) Scme bark: lack technical personcel to review and evaluate subloan feagsi-
bility studies, thus limiting their participaticn ir the FRI program. The
Banco del Estadn and Banco Industrial have developed the institutional
capabllity to review aud evaluate industrial credit proposais. Other banks
huve an econonmist on their stal?s to perform the evaiuation but most of the
banks £ace the problem of lack of technicel staff.

Evaiuation l'ethodology

During the pericd of April 18-29, 1977, visits we:e made to Tarija, Potosi
Cnochabarbe and Sentse Cruz to conduct en evaluation of the FRI program. As part
of this eveluation, interviews were held with the manage:s and other personnel
of private and public banks and FRI-financed industries in these cities in order
to discuss their experience wifh the FRI program and obtuin suggestions for
improving the operation of the program. Similar interviews were held with bank
end industiry managers in la Paz juring the week of May 9-13. In addition,

detailed aiscussions were undertaken with the managers and staffs of the Central
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Bank Regional Technical Offices (OTRs) in T™rija, Prtos{, and Santa Cruz and
The Central Bank agency in Cochabamba., A total of 37 bank offices were visited «
5 in Potos{, 6 in Tarija and Santa Cruz, 9 in Cochabamba and 11 in La Paz.
These included all of the national bank agencies in Tarija, Potos{ and Cocha-
bamba, 4nd most of the national banks in Santa Cruz and La Pez. The Banco
Popular del Peru was also visited in Ia Paz and Santa Cruz, as was the First
Natioral City Bank in La Paz. Because participation in FRT bas been limited
in Tarija and Potos{, discussions with banks there generally dealt with reasons
for their limited involvement and future proepects for use of FRI resources in
these areas,

Twenty-two industries of different activities were visited in the same
cities, The twenty-two industries consisted of 5 food producers, 2 tanneries,
1 pharmaceuticai firm, 4 building materiels producers, 1 wood processor,

2 plastic products manufacturers, 5 metal mechanics shops, 1 stocking and
socks factory, and 1 producer of batteries for vehicies. 72% of the visited
industries have received loans fox enlargrent and modernization and 289 for
the estéblishment of rew offices. The average increese in production of the
enlarged and wodernized industries is 118, 367 of these industries use
netional raw wmaterials, 21% imported and 437 mixed. OLY used loan funds for
investment capital and 167 for working capital. 68% of the industries visited
‘require additional capital to enlarge their activities. One industry was
visited in Tarijs, 3 in Potosi{, 6 in Cochabamba, 6 in Santa Cruz and 6 in

la Paz,

Cbservations and Recommerndations

The following observations and recommendationms emerged from the discus-
sions with the banking and industry community:
1) Loan Approval Process
Discussion: Almost every bank outside of la Paz that had participated in

FRI had major couplaints about the ielay in loan approvalt by the Ceutral
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Bank. The BC reginmal offices have no approval authority for FRI projects;
therefore all refinancing request sust be sent to the Divisidn de Desarrollo
in La Paz for approval. Nevertheless, OTR personnel psually evaluate the
projects before sending them on to Le Paz with their recommend tions. According
to the banks interviewed and to the OTR staffs, the BC in La Paz agein evaluates
the project, for a total of three evaluations per project (the first one being
thet of the lending baak). This process takes & minimum of one month, usually
longer, end 1s a substantial disincentive for possible borrowers and lenders.
The situation is somewhat better in La Pez, where lenders send refinancing
requests directly to the Divisidn de Desarrollo. The process still frequently
takes one month, however. Unfortunately, this is not a new obirervation. The
evaluation of the FRI program undertaken in late 1973 pointed out the same
d~leys. Apparently, little has been done to resolve this problem in the inter-
vening 3 1/2 years, despite BC regulations stating that it should cnly review
loan applications for eligibllity in the program and that this processa should
take a maximum of 5 work deys.

Recommendations: Repeating the recommendetion of the earlier FRI evaluation;

it is reccmmended that the BC review project feasibllity only upon the request
cf an ICI or for initial subloan applications submitted by a newly-participating
credit institution. Other than this, the BC should be more concerned with
"eligibility" of the loan within the rules and regulatioas of the A.I.D.
documents and its own directives.

In addition, it is recommended that the BC consider giving lcan approval
authority to its regional offices for the FRI program -- as well as other
refinancing programs in addition to FRA-2 - up to a specified level. As
evidenced by the experience on FRA-2, this greatly speeds the process of BC
ioan approval and facilitates the implementation of the program. Ve believe

the regional offices are capable of assuming this responsibility, and


http:great.1y

-5 -
recommend that the BC cousider adding industrial engineers to its offices in

Cochabamba and Santa Cruz to asoist in this efrort,

2) Procedures

3iscussion: A substantlal amount of the delays in the apprcval process
are due to lender and borrower non-conformwance with the docurentation require-
ments of the program. JTn several of the banks visited there is an apparent
lack of familiarity with these requirements and a belief that these require-
ments are excessive and beyond those needed by the lending institution to
pake its credit decisions. Also the prospective borrower does not receive
the appropriate information.

Recomzendation: The evaluatior team recommends that the docurentaticn and

otler requirem:nts of the F&I program be closely examined and that unnecessary
documents or requirerects Ye eliminated. Further, it is recommended ttat the
remaining requirece=ts be videly publicized by the BC sc that ICIs and potential
borrowers vill be familiar with the exact requirements for loan refinencing

requests.

3) Piogrim Promotion

Discussicn: TIo the early implementation period of tke project, substantial
proxotion was undertaken by the BC. flovever, promoticn of the FRI is presently
at 8 very lov level, with the result ttat the FRI program is largely forgotten
and avallable funds ar¢ unused.

Recommendation: It 48 recommended that the BC and USAID consider ways to

increase FRI promotion end to implement a new procotional canraign as soon
as poesible, Consideration shouwld be given to encourasging and facilitating

FRI prcmotion through individual banks as well as through the BC.



L) ICI Participation
Discussion: A tota) of 16 banks, ovt of a possible 19 have participated

in the FRI to date. VYost banks interviewed have had good experience with the
program, bhave few delinquency problems, and are interested in continuing their
participation. Tre banks in most cases are wakiung their required contribvtions
to the loans made. In all cases, however, they charge the standari 15% interest
rate on their contribution rather then the 12% rate applied to the refirnanced
portion. In eddition, it appears that al least some banks in Cochatamba have
not made theli contridutions as required.

Recommerdation: It is recommended that an investigation of FRI louns be

made in Cochabamba to determine whether ICIs there have in fact not wade their
required contributions. If this is true, the EC should take appropriaste rexedial

axtion and lnsure that this precti ¢ is not continued.

2) Inspections

Discussion: 95%of th2 irdustries visited have been inspected by the BC
and the ICI%s, but In Le Paz the last visit of the EC personnel tookx place in
January 1976.

Reccrzrendsticn: The evaluztion team recouxends tkat (especially in La Paz)

th2 EC make an insgection visit to each on-going project at least once a yea:.

6) Collateral

DPiscussionz: Vost ¢f the industries visited coxpla!ned of the exagerated
collateral requirexents of the ICIs. Most of th: cases are related to
mortgage collateral and some to mortgage and personal giarsnties. Tke retic
of collateral to tk2 lcan amount is generally L:l, altlough in some cace:
where ccmbined mortgages and perconal guaranties were unsed; rejuirements

reached 1C to 1.
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Recommendation: The BC should encourage the ICIs to be more flexible

in their collateral) requirements and to reduce them to a reasomanle ratio

wherever possible, without overlooking the security of the sub-loans.

7) Technical Staff

Discussion: The Banco del Estado and the Banco Tndustrial have developed
the technical staff to review and evaluate credit proposals. Other banks have
insufficient personnel and the rest do not heve perscmnel capable of reviewing
and evalunting feasibility studies.

Recommendetion: The evaluation team recommends that the BC and USAID meke

the necessary efforts to induce the 1CIs to organize in the cawital city of
each Departmwent a small techniecal unit, (1 economist and 1 industrial engineer)

the cost of whick could be paid by the regioral ICIs.

8) Meintenence of the Fund

Discussion: An ambiguity of the Supreme Decree that establishes the FRI
has been interpreted to wean that the FRI has to pey the principal of the
A.I.D. Jcan.

Reccwmandation: Since the original Project concept wes that the FRY

shou.d be estatlished es a permanent fund (ssme as the FRA), the evaluation
t2em recommends that the BC takes the necessary steps to try to maintain the

FFI as a permanent rotating fund.

EVALUATIOGN CONCLUSICNS

Since the loan was fully disbursed on February 1976, this will be
the final loan evaiwation. The evaluation team has concluded that the FRI
project has been successful and has attained its ot jectives and purpose.
The reswits of the visits to the previously mentioned cities indicate that
the loans to the private industries reflect increases in production capacilty,

the establistment of new irdustries, improvement and enlargement of existing
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industries, increases in aggregate valuz, substitutior of impoits, ard
savings or foreign currency (divisas), as wall as contributing to the

growing climate of confldeuce in private sector development in Bolivia,

M2 eveluntion committee was composed of: one rep:cstesnteiive of the
Burico Centis’. Mr, Alex Zegarraj tvo staff meuwbers frem the USAID Develorwept
Rezowuvrces Office, Messrs, Scott E. Smith and Ernesto Garcia; apd one statfy

wexbesy O the Controller’s Office, Mr. Feimando Torzeus.



