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PREFACE

1. Bolivian Poverty Reduction Strategy (BPRS) is rooted in an irrefutable premise:
poverty, inequity, and social exclusion are the most severe problems affecting democracy and
governance in Bolivia, and that, in consequence, the preservation of democracy demands that
the highest priority be given to meeting these challenges.

2. Eighteen years of democracy and 15 years of structural adjustment have laid a
foundation for economic stability, but they have not paved the way for the elimination of
socia exclusion, nor has satisfactory progress been made in the fight against poverty.
Consequently, although the Strategy is being implemented in a context of a market economy,
and the need to maintain stability in regard to macroeconomic variablesis recognized, it also
states that the issues of concern to the people must be dealt with simultaneously — namely,
the problems of social exclusion, inequity, and poverty.

3. The social turmoil witnessed in April and September 2000 sent a clear signal
regarding the risks that the continuing existence of poverty, inequity, and social exclusion
can pose for democracy. Moreover, the fresh theoretical approaches toward these issues
currently emerging worldwide, including the changing policies of the international
organizations, point to the need for development and equity to be considered in tandem. The
BPRS isaproposal for moving forward along this road, but like any document it requires
political commitment on the part of the State, its political system, and stakeholdersin society
in order to be put into practice.

4, The aim of the BPRS is to make strides in the design of economic policy, on the
understanding that, although growth is a prerequisite for overcoming poverty and reversing
inequity, growth alone is not sufficient—in and of itself—to achieve that goal. The BPRS,
therefore, is pressing for deliberate and incisive action on the part of the State to tackle
poverty and socia exclusion.

5. The BPRS endeavors to narrow the gap that exists between economic policy and
socia policy, so that the determination of the State will be focused not only on growth
targets, but also on poverty and social-exclusion reduction objectives. The BPRS has a global
vision, and accordingly includes the foundations of a development strategy in which
production plays akey role.

6. There is no suggestion in the BPRS that the State alone should be responsible for
fighting poverty, for if does not pretend to encourage areturn to State paternalism: rather,
the fight against poverty calls for joint responsibility to be shouldered by the various
members of society and the State. Accordingly, under the Strategy, the fight against social
exclusion is viewed as another areafor the development of therole of the citizenry, for
without citizens who are aware of their rights and obligations it will be difficult to fight
poverty. At the same time, however, this requires the political system and society to
undertake a coordinated effort to tackle poverty.
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7. The emphasis on joint responsibility between the State and society in combating
socia exclusion induces the BPRS respect and seek to develop the entire social capital that
Bolivians have accumulated, whether in their communities, or in neighborhood, youth,
religious, or other organizations. Along those lines, the devel opment of participatory
mechanisms for debate and social accountabilty created through Popular participation should
be promoted and used to work on specific matters pertaining to the fight against poverty.
Given that poverty and socia exclusion are rooted in a variety of causes, and hence are
multidimensional in nature, the BPRS endeavors to provide a variety of responsesin regard
to these different facets of poverty. One of these consists of recognizing that, without
involving the poor themselves, it will be impossible to succeed in the fight against poverty.
Hence the need to empower society and open up new opportunities so that the population can
take part in designing and implementing solutions to the problems of poverty.

8. The first step toward recognizing the need for the general public to become involved
in steering the Strategy consists of making democratic debate a central element in improving
the quality of democracy. National Dialogue 2000, although it has the limitations inherent in
any participatory process, marks a step toward accepting debate between society and its
political system in order to reach agreement on the central features that will define the course
of astrategy to fight poverty.

0. The National Dialogue, which was the essential forerunner and source of input to the
BPRS, was designed as a public forum in which society’ s participants, both territorial and
functional, could join with the political system’s players and agree on a State policy for

the fight against poverty and social exclusion. Thus, the key feature of the BPRS, beyond
itstechnical components, is that it has endeavored to reflect the conclusions of the National
Dialogue, Jubilee 2000, the Liaison Committee [Comité de Enlace], and other participatory
mechanisms; in other words, the BPRS draws on a deliberative process so that those
agreements may be transformed into public policy, and indeed into the policy of the State,
thereby transcending the customary short-term perspectives that are common in Bolivia

10. TheBPRSisbased on arecognition of the existing institutional structure, which it
seeks to utilize and enhance. Accordingly it reflects the conclusions emerging from the
National Dialogue, and the emphasis placed on recognizing the municipalities as the most
legitimate and suitable institutional arm to develop actions to fight poverty. In that sense the
BPRS carries a clear message of promoting and deepening decentralization, asit fully
embraces the principle of subsidiarity.

11.  Corruption isone of the obstacles leading to inefficiency by the Statein
implementing public policy, and is an especialy sensitive issue. Participants in the National
Dialogue identified problemsin regard to the exercise of discretionary powers and corruption
in the use of public resources to fight poverty, and it is no doubt for this reason that they
proposed an automatic mechanism for transferring HIPC |1 resources to the municipalities,
similar to the mechanism used for the Popular Participation initiative [Participacion
Popular]. The actions of the BPRS are based in part on the agreement which emerged from
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the National Dialogue and takes a progressive approach toward the use of the HIPC I1
resources in distributing them on the basis of poverty criteria.

12. Nevertheless, the issue of corruption and the discretionary use of funds goes beyond
the administration of the HIPC |1 funds, and so the BPRS includes the monitoring and social
control mechanisms agreed upon in the National Dialogue, but does so from the standpoint of
strengthening the control institutions that already exist, such as the vigilance committees and
departmental councils. Under the BPRS it is not felt that these institutions should be
substituted; on the contrary, it isfelt that they must be strengthened.

13. It is aso recognized that the State requires strengthening as well: it needs to be made
highly competent and capable, so that it can become a genuine instrument of public service
and provide efficient, transparent administration. This objective is being pursued through
specific policies aimed at strengthening key public bodies in implementing the BPRS.

14. TheBPRS s not based on the view that the fight against poverty ends with the effort
to assure greater social investment. Rather, it assumes that existing resources must be used
with greater transparency, and it places emphasis on improving the quality of social
investment; for social investment it is not enough to increase the amount of resources, it must
also be of higher quality.

15.  The Nationa Dialogue proposed introducing equity into the distribution of HIPC
resources to the municipalities by using poverty indicators, a mechanism which ensured that
the resources would reach the poorest segments of the population. The BPRS embraces those
conclusions, and seeks to promote equity not only by adhering to that distribution criterion,
but also by following the same approach and implementing a specific compensation scheme
by converting the Devel opment Funds and assuring the transparent administration of
resource transfers.

16. However, it is not enough to support the automatic transferring of HIPC 11 resources
to the municipalities: it is also necessary to ensure that the municipalities will utilize those
resources for the priorities identified in the National Dialogue, which are included among the
prioritiesincluded in the Strategy. In order for that to happen, there will have to be joint
responsibility not only between the State and society, but also between the central
government (which must turn those funds over automatically to the municipalities) and the
municipalities, which must make use of those funds in accordance with the priorities laid
down in the Strategy.

17.  The BPRS explicitly recognizes that extreme poverty is prevalent in rural areas, and
that indigenous people and peasants — and particularly women in both groups — suffer most
acutely from social exclusion. It isin far-flung areas that one encounters the most serious
manifestations of social exclusion on the basis of ethnicity and gender, and for that reason a
focus on combating rural poverty holds a high place among the actions envisaged pursuant to
the BPRS. Nevertheless, even with the fight against rural poverty having been highlighted in
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thisway, the BPRS reflects the understanding that a great deal more practical work is still
needed if further headway isto be achieved in this matter.

18.  Although the BPRS highlights actions aimed at tackling rural poverty, rural and urban
areas neverthel ess share some points in common in this regard. For example, in both rural
and urban areas the State’ s effort is essential in order to create opportunities for developing
human capital, for without human capital no country (let alone Bolivia) can hope to extricate
itself from poverty or to eliminate social exclusion.

19.  The BPRS incorporates a cross-cutting treatment of gender, environmental, and
ethnic issues. However, it recognizes the need for a more extensive and considered approach
so that these subjects, which are fundamental to the struggle against poverty and the quest for
equity, may be dealt with more thoroughly. The BPRS still reflects the tension that exists
between treating these subjects as cross-cutting issues and treating them as individual sectors.

20. Implicit in the BPRS is an awareness of the fact that, owing to the growing pace of
migration from the countryside to the cities, the poor are more heavily represented in urban
areas in absolute terms; and for that reason the BPRS contains specific policies aimed at
combating urban poverty. However, at atime when the State is no longer the largest
employer, it isno ssimple task to solve employment problems, which are the most severe
challenges confronting those who live in the cities.

21. The concepts embodied in the BPRS and the political aim of improving the quality of
democracy are explicitly reflected in objectives and targets that are feasible, quantifiable, and
verifiable, and which must be observed by the political system and society. In that regard,

it isessential that political parties and entities from civil society monitor the fulfillment of
the targets laid down in the BPRS.

22. If society and its stakeholders were empowered when the components of a strategy
for fighting poverty were proposed, then from that point forward they are imbued with a
greater degree of accountability — because they will require additional empowerment, based
on the premise of shared responsibility, in order to exercise social control aongside the
political system in an effort to determine whether or not the targets of the BPRS are being
fulfilled. Similarly, such coordination will be essential to improve the design and
implementation of social policies.

23.  Theinstitutiona structure associated with the Strategy could not be finalized without
waiting for the National Dialogue to reach its conclusion, for the National Dialogue sets out
the lines of institutionalizing a system for exercising monitoring and social supervision with
respect to the fulfillment of the Strategy; however, establishing a mechanism through which
that social control can be exercised requires the strengthening of the existing public
ingtitutions without adversely affecting the participatory institutions that have entailed so
much effort for Bolivia s society and democracy to achieve.

24.  The State's commitment to allowing societal supervision with respect to the
fulfillment of the BPRS' s objectives must be made explicit in its commitment to provide
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timely, transparent information regarding the fight against poverty. What are needed are
clear, easy to interpret indicators which will show whether progressisindeed being madein
line with BPRS objectives; but just as important as the timely preparation of indicatorsis
ensuring afully democratic approach toward their use.

25. TheBPRSlaysout ageneral pathway for the efforts to be undertaken to overcome
socia exclusion and combat poverty, but it is a pathway susceptible to continual
improvement. Each government authority can make the adjustments it considers most
effective in order to achieve the best results, without prejudice to the objectives that have
prompted the participants to establish particular priorities and identify specific areas as
requiring urgent attention.

26. TheBPRSisan attempt to interpret the will, the priorities, the concerns, and the
agreements that were the outcome of the participatory mechanisms which led to the holding
of National Dialogue 2000. Certainly, it reflects a State’ s reading of that outcome, but the
key point isthat thereisawill to take the agreements reached between Bolivian society and
its political system and to convert them into public policy and State policy. The BPRS has its
limitations, but as aliving document, and insofar as the will and capacity to implement it
exit, it can be improved, following an incremental approach that does not attempt to sweep
everything aside and eschews constant radical overhauls. An example is the workshop
organized by the government, with the participation of civil society, entitled “ The
Government Listens,” with aview to improve the Strategy. What is needed is an effort to
achieve continuity to press forward the express demands society has made.
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I. INTRODUCTION

1 In the past 15 years, Bolivia has introduced major structural reforms and institutional
changes that have promoted stability and led to economic recovery. In the 1990s the
economy expanded by about 4 percent annually, exceeding the average among Latin
American countries.

2. Since the late 1980s, the State has taken a number of stepsto aleviate poverty by
establishing a policy framework for education, health, and basic sanitation. In the mid-1990s,
Popular participation and decentralization gave municipal governments greater authority in
the area of providing basic services, transferred shared tax revenues to the financing of social
programs, and introduced social control practices by recognizing community and
neighborhood organizations. The end result of this process was an increase in the social
investment carried out through the municipalities, which made it possible to broaden the
basic social infrastructure.

3. Between 1976 and 1992, the percentage of the population with basic umet needs
declined by 1.2 percentage points per year, from 85 percent to 70 percent.* Comparisons
between the beginning and end of the 1990s show an increase in life expectancy from 58 to
62 years of age, adecline in infant mortality from 75 per thousand to 67 per thousand live
births, and an increase in the adult population completing at least primary school from 38
percent to 51 percent. These results, however, remain below average levelsfor Latin
American countries during the same period.

4, The State’ s efforts were affected by fiscal constraints which precluded increasing
spending levels and socia investment to desirable levels; moreover, the quality of investment
declined on account of institutional weaknesses and/or the deficient management capacity of
the municipalities and prefectures. In 1997, Bolivia had the opportunity to participate in the
debt reduction initiative for heavily indebted poor countries (HIPC Initiative), a program
designed to benefit selected countries through a reduction in some of their multilateral and
bilateral debt, thereby contributing to macroeconomic stability and to freeing resources to be
used to fight poverty. Experience with the first phase of the HIPC Initiative involved defining
indicators and goals for education, health, rural development, and poverty, and significant
experience was gained in results-based policy evaluation.

5. The National Dialogue for 2000 involved the contribution of grassroots mechanisms
such as the Jubilee Forum, the Liaison Committee [Comité de Enlace], and other social

! The method of measuring poverty by Unsatisfied Basic Needs (UBNS) is based on
indicators on the availability of basic services, housing quality, and education levels. Poor
households or households with UBNs are those suffering from privation or with levels of
well-being below the minimums for each of the indicators mentioned.
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organizations, which provided important input for the agreements reached by the Dialogue
effort, in particular in the municipal roundtables. The process highlighted the need to
prioritize the fight against poverty and to make thisissue part and parcel of the public
agenda.

6. Against this backdrop which gave rise to the Bolivian Poverty Reduction Strategy
(BPRS), this paper explicitly acknowledges the importance of mainstreaming policies which
target poverty reduction and establishes the basis of shared responsibility between the
government (at the central, departmental, and municipal levels) and civil society, the
outgrowth of the participation of the people viathe National Dialogue. The Strategy
identifies actions that are financially viable and proposes improvements in institutional
capacities aimed at moving forward with decentralized and participatory programs. The
poverty reduction policies further acknowledge Bolivia s ethnic and cultural diversity and are
intended to lay the groundwork for development which reflects a framework for the

sustai nable management of natural resources.

7. The BPRS paper is dynamic, and opens the possibility of adjusting, adding, or
replacing programsin light of changesin the political and economic environment, while
maintaining the overarching objective of reducing poverty. The results of the Dialogue were
important inputs in the process of preparing the BPRS, an early version of which was
provided to and discussed with civil society. With aview to fine-tuning the Strategy, a
round-table seminar called “ The Government Listens’ was conducted, and made it possible
to introduce changes suggested by various sectors of society.

8. The Bolivian Poverty Reduction Strategy acknowledges the close relationship
between economic growth and changes in the level of poverty, which suggests that economic
policies are dependent on progress in socia policy, and that achievementsin the social area
will be determined largely by economic performance. Actions are proposed to broaden the
basis for future growth, by involving small producers, rural communities, and indigenous
peoples in benefiting from economic activity more equitably, by increasing production
capacity, by acknowledging special characteristics of cultural development, and recognizing
potential for the use of resources.

0. The BPRS paper has four strategic components: (a) enhanced employment and
income opportunities; (b) building the productive capabilities of the poor; (c) enhanced
security and protection; and (d) promotion of socia integration and grassroots participation.
The Strategy also includes actions targeting the sustainabl e optimization of the environment,
gender equality and equality among ethnic groups, and institution building to promote a
backdrop of transparency, legal security, and full exercise of democracy. Within this
framework, priority actions will be identified to support rural development, the development
of micro-enterprises and small enterprises, technical assistance, and road infrastructure, as
well as (primary) education, primary health care, basic sanitation, and comprehensive
attention to youth. In addition, an institutional framework will be developed for combating
corruption so as to ensure equal opportunity.
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10.  The Strategy vests primary responsibility for poverty reduction activitiesin the
municipalities, which will gradually assume responsibility for administering education and
health services, will be involved in the creation of the economic infrastructure, and will have
aleading roleto play in promoting the local economy. In exchange, resources under HIPC ||
will be transferred automatically and in their entirety to the municipalities in accordance with
an equitable distribution formula. In addition, public investment resources and compensation
policy resources will be oriented toward the chosen priorities, and will take account of
recurrent expenditure requirements so as to ensure that social investment remains functional
and sustainable.

11. Indicators and goal's to measure advances or slippages have been established for
purposes of monitoring and evaluating the Strategy. The production of data on progressin
the fight against poverty will strengthen social control.

12.  Thispaper on Bolivia s poverty reduction strategy (BPRS) has 10 chapters.
Following this introduction, Chapter 11 describes the government’ s poverty reduction efforts
in recent years. Chapter |11 identifies the magnitude, intensity, and characteristics of urban
and rural poverty. Thisinformation is supplemented with the contribution of the National
Diaogue, which is described in Chapter 1V. Chapter V discusses the key components of the
Strategy, indicating the objective, the strategic components, the actions that each component
entails, and a definition of priorities. Chapter VI identifies institution-building actions, and
Chapter VII provides a detailed description of resource allocation and financing mechanisms
and criteria. Chapter V111 defines the goals of the Strategy, as well as the methods to be used
for monitoring and evaluation. Chapter V111 discusses the macroeconomic context; and last,
Chapter X describesthe role of international cooperation in the framework of Bolivia's
poverty reduction strategy.

Il. STRUCTURAL REFORMS, GROWTH, AND POVERTY

A. Structural Reforms

M acr oeconomic policies

13. Beginning in 1985, the government began the structural reforms that made it possible
to stabilize the economy and bring about conditions conducive to growth. These reforms
redefined the role of government, turned the economy toward a free market direction, and
promoted opening to the rest of the world. Actions were established to liberalize markets for
goods and factors, open the economy to foreign trade, and liberalize the financia system.
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14.  Thefisca measures made it possible to reduce expenditure and increase tax revenue
to narrow the deficit. The tax reform was applied, under which the number of taxes® was
reduced, collection mechanisms were simplified, the universe of taxpayers broadened, and
specia regimes were established which favored small rural property ownership and small
taxpayers, with aview to pursuing more equitabl e taxation. Expenditure control and
reduction measures were applied to maintain a sustainable deficit level, as was strict control
of monetary issue through restrictions on domestic credit from the central bank.

15. Market liberalization began with government deregulation of domestic pricesto
enhance the transparency of operations carried out by economic agents involved on the goods
and services market. On the labor market side, flexibility was enhanced by deregulating
hiring and by consolidating special bonuses into the basic wage. In this way, prices regained
thelr capacity to send adequate signals to economic agents.

16.  Opening the economy to foreign trade made it possible to reduce the production costs
of tradables. Customs tariff dispersion was eliminated, quasi-tariff barriers were reduced, and
atariff system featuring low, uniform rates was adopted.’

17. Exchange policy consisted in establishing areal, single, and flexible exchange rate
through mini-devaluations (crawling peg)”. A competitive real exchange rate was maintained
through ongoing depreciation of the nominal exchange rate and low domestic inflation levels.
The allocation of foreign exchange through the auction mechanism [Bolsin] restored
competitiveness to the market.

18.  To promote exports, and particularly nontraditional ones, mixed institutions were
established to support the export sector. Measures such as the drawback certificate

2 The system now includes direct and indirect taxes; Value-added tax (VAT), at the rate of
13 percent; supplementary VAT levied on personal income at the rate of 13 percent; specific
consumption tax [impuesto al consumo especifico—ICE] applied at different ratesto
consumption of fuel, alcohol, and cigarettes; transaction tax [impuesto a las transacciones—
I'T] in the amount of 3 percent, which is coorporate earmings tax deductible; the 25 percent
tax on corporate earnings; the ad-valorem tax on ownership of real property and vehicles;
and the tax on grants and inheritances.

% Prior to 1985, customs tariffs ranged from O percent to 180 percent, and volume and value
guotas were in place for certain goods imported under pre-existing import licenses; these
included protectionist measures. Subsequently, a 20 percent uniform single tariff was
applied, which has now been reduced to rates of O percent-5 percent on capital goods and 10
percent for other goods as provided by the Economic Recovery Law.

* The auction mechanism (Bolsin) involves auctions of U.S. dollars, whereby the central bank
uses the foreign exchange supply to determine the price of foreign exchange. Individual
requests to buy foreign exchange are submitted based on the offered price.
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[Certificado de Reintegro Arancelario] and customs drawbacks were implemented. These
measures increased exports of nontraditional goods and imports of capital goods. The
elimination of quantitative restrictions and tariff reduction led to improved expectations in
the tradabl es sector.

19.  Toreactivate the financial system, the free movement of capital mobility was
established and interest rates were liberalized. The central bank was reorganized to give it
autonomy in the management of monetary and exchange policy, and the Superintendency of
Banks was established. Capital mobility made it easier for commercial banks to attract
deposits in foreign exchange, which led to increased deposit taking, stimulated credit, and the
repatriation of capital. These measures were supported by new regulations, supervision, and
support for the banking industry.

20. Promulgation of the Law on the Securities Market in 1998 made it possible to
develop the securities exchange; while the Insurance Law defined the standards for that
sector. The Law on Popular Ownership and Credit was promulgated to enhance microcredit
activities.

21.  Thelnvestment Law established aframework for facilitating inward and outward
foreign capital flows and guaranteeing the repatriation of profits. Supplementing these,
sectoral provisions such as the Mining Code, Hydrocarbons Law, and the Laws on Forestry
and the Environment were promul gated.

22.  ThelLawson Privatization and Capitalization made it possible to attract foreign
capital for enterprisesin the energy, hydrocarbons, communications, and transportation
sectors, which fostered technological innovation. The Law on Popular Ownership and Credit
furthered this process and had social and redistributive effects, giving the worker population
a stake in enterprises through pension funds and the collection of life annuities.

I nstitutional changes

23. Under the Law on Popular Participation, resources were transferred to the
municipalities, which were delegated the responsibility to provide and administer basic
services. This process led to increased socia investment, encouraged the participation of civil
society through the establishment and acknowledgement of rural communities, indigenous
populations, and neighborhood organizations, and ushered in participatory planning
mechanisms while introducing the concept of social control. With administrative
decentralization, technical and administrative functions were delegated to the departmental
prefectures, to improve the efficiency of public services and promote regiona development.

24, In addition, policy and administrative reforms were applied with aview to increasing
the efficiency of the institutionalized and independent public sector. The Constitutional
Court, responsible for compliance with constitutional standards; the Judicature Council, an
administrative and disciplinary body of the Judicial Branch; and the Office of the
Ombudsperson [Defensoria del Pueblo], to guarantee citizens their rights and liberties,
respectively, were established.
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25.  Thereformsof thejudicia system ensured the rule of law, with aview to preserving
an environment conducive to conducting business. In this connection, the new Criminal
Procedures Code and Civil Procedures Code were promulgated.

26.  The Customs Reform, Civil Service Program, Civil Service Staff Regulations, and
institutionalization of the Internal Tax Service were aimed at ensuring transparency in public
administration, which will need to be strengthened in the public sector institutions,
particularly within the decentralized bodies.

B. Economic Growth And Poverty

27.  The economic growth of the 1990s was based primarily on performance in the
capital-intensive sectors, such as electricity, transportation, and financial services, which
achieved annual growth rates in excess of 4.5 percent, as compared with growth in other
more labor-intensive sectors such as manufacturing (3.8 percent) and traditional agriculture
(2.5 percent).

28.  Therewere significant disparitiesin regional economic growth, particularly in the
Departments of Santa Cruz, Cochabamba, and Tarija, which experienced average economic
annual growth levels of 5.7 percent, in contrast with poorer regions such as Chuquisaca,
Potosi, and Beni, for which growth levels were below an annual rate of 2.5 percent.

29.  Thepoverty level in Boliviaisone of the highest in Latin America. Poverty measured
in terms of falling below the poverty line affected 63 percent of Boliviansin 1999, a
percentage that is significantly higher than the regional average (36 percent), and the
Headcount Index of poverty is approximately three times higher than in countries having
lower poverty levels.

® Poverty as measured by inadequate income defines as poor those persons whose per capita
family income is less than the cost of a basic basket of goods and services fulfilling basic
food and non-food needs.
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Chart 2.1
Latin America: National Headcount Index of Poverty
at the end of the 1990s (in percent)

Honduras | 74

Bolivia | 63

El Salvador | 48

Colombia | 45

México | 43

Venezuela | 42

Peru | 37

Rep.Dominicana |32

Brasil | | 29
Panamé [ 27
Chile :| 20
Costa Rica 7:] 20
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Estimates based on the poverty line approach.

Source: Economic Commission for Latin America and the Caribbean

(ECLAC), 1999 and Socia Policy Analysis Unit—National Institute of Statistics
(UDAPE-INE).

30. Poverty reduction in Boliviais sensitive to growth. Data generated throughout the
1990s indicate that a 1 percent increase in per capitaincome has the potential to generate a
0.6 percent reduction in urban poverty and a 0.5 percent reduction in rural poverty.® The
better the income distribution and the broader the base of growth involving labor-intensive
sectors, the greater the impact on poverty will be.

31.  Average monetary income of the poor was US$290 per person per year, roughly
US$300 below the poverty line (US$590). Were this gap (US$300) to be multiplied by the
number of poor persons, an estimated US$1.5 billion would be required each year to
eliminate poverty. Thisfigure, the so-called poverty gap, isayardstick frequently used in
comparing the poverty levels of different countries.

32. Like many Latin American countries, Bolivia sincome inequality figures are high.
During the 1990s, it was found that the 20 percent of the poorest urban population accounted
for 4 percent of aggregate urban income, while the 20 percent at the highest income levels

® Figures calculated using the elasticity of growth — poverty estimates (World Bank, 2000).
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accounted for 54 percent. To al intents and purposes, thisinequality was steady throughout
the 1990s.”

33.  Thereduction ininequality (for example, an annual decrease averaging one point on
the Gini index®) complemented by income growth of 2.5 percent ayear could amplify the
reduction of poverty by approximately 3 percentage points by the end of the Strategy.® This
shows that in the absence of growth it is not possible to reduce poverty, but that the more
equitable growth is, the greater itsimpact on poverty reduction.

Box 2.1
Population Living on Lessthan US$2 Per Day

Sudies prepared for purposes of drawing comparisons between different define
the poor as persons living on incomes of less than US$2 per day, and have used
this measurement to compar e the magnitude of poverty, with adjustments to
reflect purchasing power parity.

In the case of Bolivia, without applying the purchasing power parity adjustment
and using a poverty line set at US$2 per day, the Headcount Index of poverty is
70 percent of the population (5.6 million poor), and the Headcount Index of
extreme poverty is 42 percent (3.3 million). The Headcount Index is lower when
the purchasing power parity adjustment is applied.

” Authorities do not agree fully on the inequality trend in Bolivia throughout the 1990s. For
example, ECLAC’ sfiguresindicate areduction in inequality between the beginning and end
of the decade, while IDB lists Boliviain the group of countries that maintained constant
inequality levels.

® The Gini index is ameasurement of inequality, in this case applied to income distribution.
The index uses avalue of zero (0) when the entire population has the same income level and
aone (1) when income is concentrated among a small number of persons, reflecting a high
degree of inequality. In urban Bolivia, the Gini index fluctuates around 0.5, with variations of
about .03 in either direction.

® Projections for the trajectories of the poverty indexes are presented in Annex 9, together
with a methodol ogical explanation.
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C. Poverty Reduction Policies

34. Economic stabilization was the priority objective of public policies during structural
adjustment, and, with few exceptions, involved no social Political Agenda. In the early
1990s, it was found that low human capital levels had constituted the major obstacle to
economic growth, which highlighted the concern with and need for placing social and
poverty reduction issues on the agenda.

35. Human capital began to gain in importance, and social policies gained standing in the
hierarchy of social policies, with an increased focus on education, health care, and basic
sanitation services, inasmuch as these, in particular, constitute the starting point for
increasing long-term investment in human capital. Programs to protect maternal and child
health, and that of the elderly, have been devel oped, and gender-approach programs initiated.

36. In the mid-1990s, policies were developed in the human development framework,
with emphasis on the themes of citizenship and participation which reaffirmed universal
human rights, introducing actions promoting cross-cultural relations and ethnic identity.
Focus was placed on the close relationship between capacities and market access, access to
justice, and the role of institutions, resulting in the decision to pursue a decentralization
strategy. Advances were made in the areas of the environment and sustainable devel opment,
driving the vision of long-term devel opment.

37.  The conceptual advances were not matched by actions ensuring effective resultsin
poverty reduction. The municipalities suffered from institutional weaknesses and limitations
in the socia control of resources became evident; however, these weaknesses were
attributable in large measure to the process which was then still in the initial stages of
decentralization.

38.  Theneed to achieve results generated actions to improve institutional structures,
incorporate control mechanisms, and established a new relationship framework with
international cooperation bodies. Bolivia s participation in HIPC | represented an important
experience with the prioritization of actionsin the social sector, in particular education,
health, and rural development, incorporating monitoring and eval uation systems based on
indicators and targets.
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Box 2.2
Boliviaand HIPC |

Bolivia reached the HIPC | decision point in 1997. In September 1998, the
completion point of the initiative was reached when the financial targets,
structural reforms, and social reforms established for the second phase of the
initiative were achieved. With Japan’s contribution, the net present value (NPV)
of relief amounted to US$783 million (approximately US$1.137 billion in
nominal terms) to be implemented over 40 years.

Within the framework of the HIPC Initiative, Bolivia undertook policy
commitments to be assessed on the basis of indicators which measure progress
in terms of improved quality and coverage of health services, education, rural
development, and other poverty alleviation policies.

Meeting of HIPC targets (in percent)

Sector 97 98 99 (1)
Education 89 89 100
Health 86 86 100
Rural development 100 100 100
Total 89 89 100

Source: Based on assessment reports, UDAPE.
(1) Reflectstargets fully and partially met.
Of the 19 indicators in question (7 in education, 6 in health, and 6 in rural
development and poverty reduction), 17 goals (89 percent) were met in 1997 and
1998. 100 percent compliance was achieved in 1999. The agreed policy tasks
wer e satisfied by 1998.

Education

39.  Theeducation reform led to actions aimed at enhancing the coverage and quality of
education, particularly at the primary level. It involved greater community participation in
education, established a new curricular organization including new educational areas, levels,
and methods, and incorporated the cross-cultural concept and bilingual techniques.
Establishment of the System for Measuring Quality in Education [ S stema de Medicion de la
Calidad Educativa—SIMECAL] received support, and standards of administrative
organization were established for the public school service. The Educational Reform
Program (PRE) was also adapted to the new decentralized administrative structure.

40. In connection with the Education Reform Program, supplies of educational materials
were provided to institutions in transformation, and efforts to improve the school
infrastructure were made. During recent years, special emphasis has been placed on teacher
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training in the Advanced Teacher Training Institutes [Institutos Normales Superiores— NS
aswell as on-the-job training for teachers through pedagogic advisory services.

41. The Education Reform Program is being carried out with the participation of directors
and organizations of teachers and parents, through execution of educational projects
cofinanced by municipal governments and the Ministry of Education, Culture, and Sports

(MECyD).

42. Despite the efforts to advance the Reform, low quality levels are still observed, owing
in large measure to the inadequate incentives for teachers, in particular the present
remuneration structure established on the basis of the ranking system based solely on
seniority. This system does not reward continuing education or provide a stimulus for more
effective use of existing teaching staff. As education is not an attractive profession,
temporary teachers are quite prevalent.

Health

43.  The health situation reflects the conditions of poverty, and is aso akey factor in
efforts to overcome poverty, in large measure through the impact of individual health on
productivity.

44, High mortality and morbidity indices have highlighted the need to launch health
system reform. During the 1980s, ad hoc actions were taken to promote health among the
poor population, particularly in connection with child immunization programs. At the end of
the 1980s, priority in this area focused on mother and child health, laying the groundwork for
health system reform.

45, In 1996, National Maternity and Child Insurance [ Seguro Nacional de Maternidad y
Niflez—SNMN] was established, offering a package of services designed to protect mothers
and children. The program was executed in connection with the new decentralized scheme
with participation of municipal governments. In 1999, the health reform began with the Basic
Health Insurance (SBS) which expanded the benefits offered by the SNMN package, ensured
its financial sustainability, and improved management.

46.  The progress registered by basic health insurance in terms of mother and child health

care coverage has been substantial, with increased institutional care for births, cases of acute

diarrheal disease, and acute respiratory infections, as well as a complete vaccination cycle for
children under one year of age.

47.  The health sector’s most serious problem is a shortage of human resources, and
particularly in relation to health care coverage shortagesin rural areas, insufficient
assignment of temporary staff, and inadequate training of health staff. Administrative
personnel have no interface with medical staff, indicative of inefficient human resource
allocation and the low numbers of medical personnel. The high turnover in temporary staff in
rural areas for one-year assignments in the provinces provides no guarantee that health staff
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will remain in remote areas. Insufficient training of administrative personnel leads to
ingtitutional management constraints, limiting the impact of health programs.

Housing and basic sanitation

48.  According to the results of the 1992 census, the major housing problem in Boliviais
its low quality. According to this data, the poor quality of construction materials, restricted
space, and scarce access to services affect 40 percent of housing units. The qualitative
shortfall is even more pronounced in rural areas, where 75 percent of housing units have
deficient construction, 63 percent are characterized by overcrowding, and only 1 percent
have access to sanitary sewer systems.

49, Beginning in 1998, the State’' srole in the provision of housing was substantially
changed. Traditional housing policies based on state financing through labor and employer
contributions had not succeeded in reversing trends in the provision of low-cost housing.

50. The major difficultiesin the housing sector take the form of poorly defined property
rights, the lack of areliable real estate registry, the absence of transparency in the recording
of the market value of real estate transactions, unskilled human resources, the lack of
information systems, and institutional weaknesses in the municipalities.

51. In the area of water and basic sanitation, the Rural Basic Sanitation Program
(PROSABAR) was the key instrument in providing water and basic sanitation to rural
communities, with assistance from the Social Investment Fund [Fondo de Inversién Social—
FIS and municipalities. The level of national drinkable water coverage is now 73 percent.

52.  Water and sanitation projects introduced the component of training and participation
of beneficiaries, which significantly impacted project sustainability. The mechanisms have
yet to be consolidated to cover financing and implementation of these projects to enhance
levels of coverage.

Comprehensive childcare

53.  Comprehensive care for children was established on the basis of three programs that
began during the early 1990s: the comprehensive childcare program (PIDI), comprehensive
child development centers (CIDI), and the National Program of Care for Children younger
than 6 (PRONAM-6). These programs have now been incorporated into the Program of Care
for Boys and Girls Y ounger than 6 (PAN), which aims to coordinate the supply of initial
education, nutrition, health, and protection.™

54. Recent studies have shown that children who participated in PAN activities have
greater cognitive and psychosocial development than other children in similar socioeconomic

19 The PAN is now a part of the Ministry of the President.
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circumstances who did not participate in the program. There is no evidence addressing the
impact of this program on nutrition levels, athough children are being required to spend
more time in PAN attention centers.

55. Despite the social benefits of this program, high costs are difficulting its
sustainability. If this program is to be sustainable, it will be necessary to enlist the support of
the health and education sectors, as well as of the municipal governments.

Policiesfor equity: administrative decentralization and popular participation

56.  The Popular Participation Law acknowledged 311 municipal governments throughout
Bolivia, and each year transfers 20 percent of sharable tax revenue to each municipality,
commensurate with its population. The municipalities are responsible for managing the
supply of public services. The law also established oversight mechanisms through
acknowledgement of grassroots territorial organizations (rural communities, indigenous
communities, and local boards). The Law on Administrative Decentralization delegated
technical and administrative functions to the departmental prefectures with aview to
improving public service efficiency and promoting regiona development.

57. Popular participation and administrative decentralization contributed to a
redistribution of resources to the regions, which had never before received transfers from the
State. This process made it possible to raise levels of socia investment in most municipalities
and promoted participation of civil society in resource allocation through the establishment
and acknowledgement of rural and communities and indigenous peoplesin local decision-
making and in participatory planning mechanisms.

58.  Administrative Decentralization and Popular Participation fostered processes of
grassroots level community supervision and devel oped the capacity to demand accountability
from government officials with respect to social policies—which in turn led to higher levels
of social investment.

59. Despite the progress made in this connection, municipal governments still lack
capacity for consolidated public management, and have yet to establish an administrative
career stream to strengthen thisinstitutional system. The participatory mechanisms that were
established have been insufficient to ensure full participation for both urban and rural
municipalities.

60. Notwithstanding the foregoing, decentralization is an important step forward in the
modernization of the state by improving efficiency, promoting equity and broader
participation. This process has meant that the State’ srole is basically normative, with the
prefectures articulating policy and the municipalities responsible for program execution.
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Investment and development funds

61. In 1986, the Emergency Social Fund [Fondo Social de Emergencia—FSE] was
established to aleviate the effects of stabilization policies. This Fund generated temporary
employment and made it possible to create socia infrastructures. This experience made it
possible to gain headway in the design of socia funds to meet the need for collecting and
channeling resources to the social infrastructure over alonger-term horizon.

62. Investment funds began to operate in the early 1990s. FI' S was responsible for
financing infrastructure projectsin the areas of education, health, basic sanitation, and
institution-building; the Rural Development Fund [Fondo de Desarrollo Campesino—FDC]
was responsible for supporting small-scale producer activities; and the National Rural
Development Fund [Fondo Nacional de Desarrollo Regional—FNDR] was responsible for
investment in productive infrastructure. Until the mid-1990s, FISto all intents and purposes
defined social investment policy and incorporated a participatory planning approach that was
useful in guaranteeing project sustainability.

63.  The Funds developed enhanced disbursement capacity, achieved national-scale
coverage, acquired technical expertise, and established dligibility criteria with municipal
governments. However, operating costs proved to be high, and they executed projects that
were not always coordinated with the sectors, and which in some cases were characterized by
poor management.

64.  The Fundsare now in arestructuring phase that will make it possible to improve
management efficiency, emphasizing results over procedures, reducing financing periods,
cutting administrative costs, and improving institutional performance. This restructuring was
derived from the establishment of the Single Funding Directorate [Directorio Unico de
Fondos—DUF] and the merger of FIS and FDC, which isnow in progress. The Funds are an
essential tool for generating a compensation policy which promotes equitable social
investment and advances the decentralization process.

Social investment

65. Investment was redirected to the social area through reduced government
participation in production activities. During the 1990s, social investment grew from 10
percent of total public investment to 50 percent at the end of the decade.

66. During recent years, public investment has been less dependent on external financing.
In 1990, 50 percent of investment was financed with external grants and loans, while the
share of domestic resources increased by approximately 10 percentage points by the end of
the 1990s.
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Table2.1
Sources of Public Investment Financing 1990-1999
(In percent and as a share of GDP)

Average
Source 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999  90-99
Percent of public
investment

Domestic Resources 45.6 54.2 46.9 41.0 43.1 48.0 449 58.9 579 557 49.6
External Resources 54.4 45.8 53.1 59.0 56.9 52.0 55.1 41.1 42.1 443 50.4

Loans 422 354 437 453 463 429 436 31.8 304 328 394
Grants 12.3 104 94 137 106 92 115 93 117 115 11.0
Tota 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0  100.0
As a percentage of
GDP

Domestic Resources 2.95 4.27 443 342 3.69 3.68 3.53 4.09 343 355 3.70
External Resources 3.52 3.62 501 492 4.87 399 432 285 250 2.83 3.84

Loans 273 279 413 377 396 329 342 220 1.80 2.09 3.02
Grants 0.79 082 0.88 1.14 091 0.70 0.90 0.65 0.69 0.73 0.82
Total 6.47 7.89 944 833 856 7.67 7.85 6.94 5.93 6.38 7.55

Source: Based on information from the Public Investment System (SI SIN)— Office of the Vice-Ministry of
Public Investment and External Financing (VIPFE).

67. Decentralization of public management made it possible to increase the participation
of local governmentsin public investment execution. In fact, until 1994, the municipalities
had been responsible for approximately 8 percent of public investment, while this proportion
grew to 21 percent by 1999.
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Table 2.2
Public Investment Execution, 1994-1999
Level of
Execution 1994 1995 1996 1997 1998 1999
(In millions of U.S. dollars)
Total 513.3 519.7 588.6 548.3 504.7 530.6
National 384.9 348.2 323.7 274.1 176.6 202.2
Departmental 88.3 93.6 164.8 172.7 227.1 2154
Municipal 40.0 77.9 100.0 101.4 100.9 113.0
(Percentage structure)
Total 100 100 100 100 100 100
National 75.0 67.0 55.0 50.0 35.0 38.1
Departmental 17.2 18.0 28.0 315 45.0 40.6
Municipal 7.8 15.0 17.0 18.5 20.0 21.3

Source: Prepared based on information from VIPFE and the Office of the Vice-Minister of
Strategic Planning and Popular Participation (V PEPP)

N.B.: National figuresinclude execution of national projects (Ministries);

departmental figures include execution of projects of departmental prefectures and
regional financing of investment funds; and municipal figuresinclude municipal
government execution.

68.  Accordingly, more than 60 percent of public investment execution isthe
responsibility of municipal governments and regional authorities—thereby contributing to
more effective allocation of public resources, and matching these activities with demand
through enhanced participation of civil society in program planning and execution.

Social expenditure

69. The changing role of government prompted by the structural reforms has resulted in
the reorientation of public resources to the social area, for investment as well as current
expenditure. Increasing trends in resources for social expenditure have been registered in
recent years, and the share of current expenditure earmarked for the social sectors rose from
12.3 percent of GDP in 1995 to 16.5 percent of GDPin 1999."*

70. During the past five years, amost 40 percent of social expenditure has been
earmarked for the education sector, particularly to cover outlays for teacher salaries; 22
percent was earmarked to cover health services; 11 percent to basic sanitation and
urbanization; 6 percent to rural development; and the rest to cover the pension system.

1 Since 1997, the Government has borne the cost of pension reform, which represents
approximately 3.5 percent of GDP, to cover payment of pensions corresponding to the
former distribution system.
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71. Despite the increase observed in recent years, the level of social expenditureislow
for theregion. In fact, Bolivia s socia expenditure amounts to 35 percent of public
expenditure—which is below the average for Latin America (41 percent of public
expenditure).

72.  Astheincreasein priority social expenditure resources—particularly for primary
education and health—is limited by budget constraints, the cost of system reform must be
addressed with future revenue. In addition, the tax revenue increase was insufficient to
increase funding earmarked for the social area.

IIl. THE POORINBOLIVIA

A. Magnitude of Poverty

73. In 1992, 70 percent of the population had unsatisfied basic needs (UBNs) and

37 percent were in asituation of extreme poverty.*? In urban areas, 53 percent of the
population had unsatisfied basic needs and 13 percent were in extreme poverty. By contrast,
in rura areas, 95 percent had UBNs and the Headcount Index of extreme poverty Headcount
Index was 69 percent.

74. Extreme poverty levels are higher in rural municipalities of the high plateau
[altiplano], particularly in the regions of Northern Potosi, Chuquisaca, and La Paz.** Many
indigenous peoples and communities live in these regions, which are scattered, difficult to
access, and poorly integrated with population centers; access to basic servicesis limited,
production infrastructure is insufficient, and agricultural yields are low. 31 percent of the
poor population in rural areas live on the high plateau; 47 percent in the valleys (including
Chapare); and the remaining 22 percent live in the lowlands of Eastern Bolivia and Chaco.
Poverty is most intense, however, on the central high plateau.

75. Poverty levels are somewhat lower in the municipalities of Bolivia's Eastern, Chaco,
and Southern regions, although this is attributable to the presence of rural ranches devoted to
livestock farming, which in some cases have devel oped income-earning possibilities by
broadening their grazing areas. However, the lowlands in the east are occupied by ethnic
groups and original indigenous peoples, such as the Guarani people, the Chiquitanos, the
Moxefios, and others dispersed all across Amazonia and Chaco. These populations are poorly

12 Defined based on the intensity of deficiencies in the household. The presence of more
deficiencies and/or a great distance from the minimum standards of living placed these
households in extreme poverty situations.

13 Annex 2 provides a reference map on the degree of poverty in the municipalities.
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integrated with the rest of Bolivia, and there is a dearth of mechanisms which might enable
these various communities to play a more prominent role; moreover, there are linguistic
barriers and obstacles to ethnic representation in the political system which have impeded the
recognition of citizenship and the exercise of rights.

76. Comparatively lower levels of poverty are generally found in the more popul ated
municipalities. It has been observed that, despite the fact that poverty indexes are lower in
the main cities, more than half the poor live there. Geographical features, and differing
natural resource endowment levels, and road infrastructure investments account for the
differing poverty levelsin the municipalities.

Table 3.1
Poverty and Extreme Poverty Using the Unsatisfied basic needs Approach
By Area, 1976-1992

(In percent)
Average annual
Area 1976 1992 change (in
percent) (1)
National
Poverty Headcount 85 70 -1.2
Index
Extreme poverty -- 37
Urban areas
Poverty Headcount 66 53 -1.4
Index
Extreme poverty -- 13
Rural areas
Poverty Headcount 98 95 -0.2
Index
Extreme poverty -- 69
(1) Exponentia growth rate.
Source: Poverty Map, 1993.
77. In rural municipalities, the infant mortality rate (for which the average is 67 per

thousand live births) was estimated at 110 per thousand. Total chronic malnutrition (size-age)
in children under three years of ageis 26 percent for al of Bolivia, while it amounts to
48 percent in poor rural municipalities.

78. During the inter-census period (1976-1992), the percentage of the population with
UBNs declined at arate of -1.2 percent per annum, from 85 percent to 70 percent. Changesin
the UBN index were more rapid in urban areas (-1.4 percent per year) than in rural areas
(-0.2 percent). This situation is explained by higher levels of investment in social
infrastructure in major population centers. In fact, about 40 percent of the reduction is
poverty is attributable to the growth of cities owing to urban migration.



79.  The departments of Potosi, Beni, and Chuquisaca reduced their UBN indexes more
slowly than other departments (-0.9 percent per year) while, in contrast, the UBN indexesin
the departments of Santa Cruz and Tarijafell by -1.2 percent per annum.

Table 3.2
Poverty According to the Unsatisfied basic needs Approach
By Department, 1976 and 1992

Average
Annud
1976 1992 Change
(Percent)
National total
85 70 -1,2
Chuquisaca 89 77 -0.9
LaPaz 83 71 -1.0
Cochabamba 86 71 -1.2
Oruro 85 70 -1.2
Potosi 93 80 -0.9
Tarija 86 66 -1.6
Santa Cruz 79 58 -1.9
Beni 20 77 -0.9
Pando 95 81 -1.0

Source: Ministry of Human Development (MDH) 1993.

80.  The poverty line approach defines the poor population as individuals or households
whose income (or consumption expenditure) is below the cost of abasic basket of goods and
services. The poverty levels analyzed below were estimated using this method.

81. In 1999, 63 percent of the population (approximately 5.1 million persons) had income
(or household expenditure) below the poverty lines, and 37 percent had incomes below the
cost of only a basic food basket (extreme poverty). In rural areas, more than 80 percent of the
population lived in poverty conditions, and approximately 60 percent lived in extreme
poverty.'*

14 Poverty lines were calculated on the basis of the construction of the basic food baskets and
the estimation of nonfood needs valued at the prices prevailing in each area. The cost of the
basket in rural areasis US$23 per person per month; the cost in urban areas depends on the
city, with an average cost of US$29 per person per month. For urban areas, per capita
household income was used to identify poverty, whilein rural areas per capita household
expenditure was used for that purpose.
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82.  Although rural poverty levels are higher than in urban areas, 52 percent of the poor
live in urban areas—a reflection of the effects of the rapid urbanization process that has
characterized the past two decades.

Table3.3
Population and Headcount Index of Poverty and Extreme Poverty
By Area of Residence, 1999
Poverty Line Method

AL Percentage in
Area Headcount Extreme Poverty
Index (percent)
National 62.7 36.8
Cities 47.0 21.6
Other urban 65.8 30.9
Rural 81.7 58.8

N.B.: The poverty Headcount Index assesses the
percentage of the population whose income is below the
poverty line. Extreme poverty is the percentage of the
population whose income is below the cost of abasic
food basket.

Source: World Bank- INE-UDAPE.

83.  Thereisevidence to the effect that, in the mgjor cities, there is no significant
difference in per capita household incomes between migrants and nonmigrants.*® The linkage
that has developed between urban and rural areas has shown that migration is away of
diversifying activities which in turn hel ps to manage risk and reduce poverty.

84. Urban poverty is closely related to labor market participation, and in particular, to
low-quality jobs and limited opportunities for gaining access to income sources. Rural
poverty is heavily attributable to the determinants of agricultural and stockbreeding
productivity, the absence of production infrastructure, and scant access to markets for
agricultural goods.

85. Poor households, particularly those residing in rural areas, frequently face high risks
of disease as the result of unstable living conditions and the scarcity of health services, water,
and basic sanitation. In fact, 78 percent of the poor rural households do not have accessto
drinkable water and 72 percent lack basic sanitation service. Various regions are exposed to
endemic diseases such as Chagas disease, malaria, and tubercul osis—typically sources of
high mortality and malnutrition rates in children, compromising the potential for future labor
productivity.

15 World Bank, 2000a.
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B. Urban Poverty

86.  The 1980s witnessed the emergence of arapid process of urbanization and
concentration of the population around the central corridor.'® Between the 1976 and 1992
censuses, the population in urban areas grew by 4 percent per annum, and population
projections indicate an urban population growth rate of 3.6 percent per annum at the end of
the 1990s. Urban growth is attributable primarily to rural-urban migration observed
throughout recent decades, and also contributed to the establishment of poverty beltsin urban
centers.

87.  Two trends can be observed in urban poverty since the mid-1980s. between 1986 and
1989, we note an increase in the poverty Headcount Index by approximately seven
percentage points (from 52 percent to 59 percent); during the 1990s the Headcount Index
declined to levels comparabl e to those observed during the mid-1980s.

Table3.4
Headcount Index of Poverty and Extreme Poverty
In Magor Cities, 1986-1997

Poverty Population in
Headcount Index | Extreme Poverty
. (Percent) (Percent)
1986 52 22
1989 ¥ 54 23
1989 Y 59 30
1990 ¥ 58 29
1993 ¥ 52 24
1997 ¢ 51 21

N.B.: Estimated using the poverty line approach. The
figures are not fully comparable with the results
provided in Table 3.3, as recent surveys have
incorporated greater detail into household income.
Sources:. (a) World Bank; (b) Social Policy Analysis Unit
(UDAPSO) and UDAPE; (c) World Bank, INE, and
UDAPE.

88.  Theincreased Headcount Index of urban poverty during the first few years of
structural adjustment was related to the economic slowdown and deterioration in
employment conditions that prevailed during that period. In 1986, GDP fell by -2.6 percent;
while open unemployment amounted to approximately 10 percent and income levels were at
their lowest level since the 1970s.

1® The central corridor includes the departments of La Paz, Cochabamba, and Santa Cruz.
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89.  During the 1990s (using data that are not fully comparable),'’” urban poverty
decreased from 58 percent in 1990 to 51 percent in 1997. This trend was associated with the
economic growth observed during that period, which provided greater employment
opportunities and a diversification of household income sources, resulting in higher levels of
household income. However, this process was a so accompanied by growth in the number of
poor in outlying areas, and primarily in the cities of La Paz, El Alto, and Cochabamba, which
received migratory flows from rural areas and other urban centers.

90. Thedifferencesin urban poverty levels are associated with certain socioeconomic
characteristics of households and individuals. Poverty levels are significantly higher

(56 percent) in households headed by young persons—under 25 years of age—than in those
headed by older persons. This factor reflects the fact that households accumul ate more assets
during the life cycle, and that older households generally have alighter burden of family
responsibility.

91 It is estimated that, in 1999, 58 percent of the urban population that spoke native
languages were in a state of poverty, and just under 30 percent were in extreme poverty, in
contrast with 46 percent of persons who spoke only Spanish (poverty) and 18 percent
(extreme poverty). The same data established that per capita household income was 13
percent lower when persons spoke Quechua, and 32 lower when Aymara was spoken. The
differencesin living standards between indigenous and nonindigenous groups in the cities
reveals the presence of a high degree of discrimination and probably segregation as well,
manifested in particular by the differing educational opportunities of the urban indigenous
population and by access to social services and the labor market.

92. In 1999, approximately 60 percent of the urban population with five years of formal
education or less were poor and 28 percent were extremely poor. A more educated head of
household reduces the probability of being in a situation of poverty. In fact, a head of
household with a primary education could increase the household income by 25 percent over
households headed by persons with no education. Similarly, household income may increase
afurther 40 percent when the head of household has a secondary education.

93.  Throughout the 1990s, we observe some improvements in education indicators—the
illiteracy rate declined from 20 percent in 1992 to 15 percent in 1999; the adult population
having eight or more years of education increased from 38 percent to approximately

50 percent; and gross enrollment in primary school maintained reasonable growth rates to the
point of approximately 100 percent coverage. However, in 1999, we still observed dropout
and repeater rates similar to those registered during the early 1990s.

17 The household surveys used to produce this information had a separate sample design, and
in many cases the questions on income were not totally standardized.
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Table 3.5
Bolivia: Education Indicators

1992 1999
[lliteracy rate 20.0 14.8
Urban 8.9 5.3
Rural 36.5 33.7

IAdult population having
completed primary education 38.0 50.7
Urban 54.5 67.5
Rural 13.3 17.4

Source: National Population and Housing Census (CNPV
92) and Improvement in Living Conditions Survey
(MECOVI 99)

94. Urban poverty is closely correlated to labor force participation, the human capital of
workers, and the accumulation of physical assets. On average, 85 percent of urban household
income was derived from labor activities—wage earning as well as independent occupations,
and aresidua percentage stems from income from other assets and transfers.

95. Between 1989 and 1997, economic performance brought changes in the labor
market—primarily increased participation rates for the more skilled population; adeclinein
open unemployment rates from approximately 10 percent in 1989 to 4.4 percent in 1997
(although they increased once again in 1999 to 8 percent). Visible underemployment
(employed persons working less than 20 hours per week) remained at relatively stable levels
(approximately12 percent). Despite the underemployment, higher employment rates
contributed to the reduction of urban poverty, reflecting greater access to income sources.

Table 3.6
Bolivia: Labor Indicators

1989 | 1993 | 1997 | 1999

1) (@) (©)] 4

Gross |abor force (TBP) 394 39.2 40.6 44.4
Global labor force (TGP) 52.8 52.6 52.5 56.7
Open unemployment rate (TDA) 104 6.0 4.4 8.0
Layoff rates (TC) 6.8 3.9 3.2 5.2

Sources. Household Surveys, National Statistics Institute (INE);

(1) First round, integrated household surveys [Primera Ronda Encuesta I ntegrada de
Hogares|, March 1989;

(2) Sixth round, integrated household surveys, June-November 1993;

(3) Third national employment survey, November 1997;

(4) Improvement in Living Conditions Survey, MECOV I, November 1999.

96. Expansion in urban employment was manifested primarily in manufacturing,
construction, and trade—Ilargely in small-scale or semi-entrepreneurial establishments.*

'8 The semi-entrepreneurial sector is composed of establishments with less than five workers.
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The share of such businesses increased from 10 percent to 15 percent between 1989 and
1997, while the enterprise sector grew at a substantially lower rate, increasing from 25
percent to 28 percent during the same period and declining again to 26 percent in 1999.

97. Between 1989 and 1999, the participation of the household sector increased from

33 percent to 42 percent, making this one of the most significant forms of labor participation
in urban employment, combined with the semi-entrepreneurial sector which increased its
weight from 10 percent to 15 percent over the same period. Both sectors are made up of
numerous micro and small enterprises (MSE’s), whose growth has led to the emergenc of
low-productivity activitiesin aframework within which employment is precarious and
adequate safeguards are lacking.

Table 3.7
Bolivia: Urban Employment by Sector

| 1989 | 1997
Total 100 100
Employment in the public sector 24 11
Employment in the enterprise
sector 25 28
Employment in the semi-
entrepreneurial sector 10 15
Sel fEmployment 33 42
Domestic service 8 4

Source: INE - UDAPE

98. Between 1985 and 1997, an average of 7 out of 10 jobs were created by MSE’s. In
general, the educational level of workersin MSE’s are lower, and many learn jobs informally
and unsystematically from their own parents; technical skillsin production, trade, or other
activity are reinforced through on-the-job experience.

99. TheMSE'sare highly heterogeneous in terms of the form of business organization,
production methods, market insertion practices, and quality control.

100. Labor incomein urban areas increased at differing rates depending upon the
employment sector in question. The greatest increases were observed in the semi-
enterpreneurial sector, which registered income increases exceeding 5 percent per annum, by
contrast with real income in the household sector (self-employed persons) where growth was
virtually stagnant.

101. Theincrease in participation of the household sector in employment, associated with
the slight increase in income and low level of skilled labor (only 9 percent of the workersin
this sector have completed middle education) indicates a significant problem of employment
quality, which limits the opportunities for urban households to break out of the poverty cycle.
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102. Between 1999 and 2000, the reduction in economic growth was derived from the
increase in unemployment and probably affected household income for families |ocated
within poverty levels as the result of the reduction in real wages and labor income. This
experience indicates how vulnerable incomes are to changes in economic activity.

103. Theurban labor market is characterized by severe segmentation and fragmentation,
the weakness of theindustrial sector, polarization between a modern sector oriented toward
services (financial services and other services to business) and a sizable semi-entrepreneurial
sector based on trade and the absorption of household labor, which militates against the
consolidation of acompetitive market, provides no incentive for the training of human
capital, and fails to stimulate the production of quality items. In consequence, the incomes of
urban workers are frequently below the poverty line.

C. Rural Poverty

104. Population projections estimate that 38 percent of the total population livesin rural
communities and areas'® which coexist in abroad cultural and ethnic diversity. Since 1992,
the rural population has changed very little, reflecting an intensive urban migration process.
Rural areas have also stagnated in economic and social terms, and living standards well
below the national average have persisted for a number of years.

105. Migration to the cities has reduced the available labor forcein rural areas, where
currently the population under 14 years of age represents 44 percent of the rural total, while
50 percent of the population is between the ages of 15 and 64. Thistendsto limit the
possibilities of generating economic progressin that it reduces the labor force needed to
adequately make use of the available natural resources.

106. In 1999, monetary income of rural households was less than US$280 per person per
year. A significant share of rural household income is derived from the sale of agricultural
products,?® and another substantial share is accounted for by the value of home consumption,
remunerated work, and, last, transfer income from the State, nongovernmental agencies, and
other households. Many indigenous people, especialy in the lowlands, are at a subsistence
level, dependent on the few basic commodities which provide their basic diet and which are
obtained largely through hunting, fishing, and gathering activities. Production and

¥ 1n Bolivia, the rural population is defined as the population living in localities with
populations of under 2,000.

20 Some studies (IDB, 2000) have indicated that more than 85 percent of rural household
income is generated by agricultural production, although thislevel is probably
underestimated owing to the seasonal nature of remunerated activities of the rural population.
However, more than 80 percent of the population is engaged in farming, ranching, and in
some cases, hunting and fishing.
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consumption are virtually equal, and operations are almost exclusively dependent on the
amount of natural resources.

107. Agricultura incomeislargely dependent on production conditions and the market
value of the products. In general, Bolivia has a severe problem of low yields and
productivity. The figuresin question are significantly lower than in other countries in the
region. Low yields are explained primarily by the insufficient production infrastructure, low-
quality seeds and inputs, limited investment, and low productivity levels associated with an
unskilled labor force. There has been no substantial increase in the yield indices for principal
agricultural commoditiesin recent years.

108. There are approximately 660,000 agricultural units, 87 percent of which are small
agricultural units supporting 2.7 million persons. These units occupy 14 percent of the arable
land area, which isindicative of the magnitude of smallholdings and the problem of land
distribution. Thirty-seven percent of the small farmers are situated on the high plateau and
occupy 6 percent of the arable land area; 46 percent are located in the valleys and occupy

17 percent of the area; and last, 17 percent are situated in the lowlands, occupying 77 percent
of the arable land.**

109. By contrast, insufficiently defined ownership rightsto land and natural resources have
been a source of uncertainty and inefficient land use. According to information provided by
the National Agrarian Reform Institute (Instituto Nacional de la Reforma Agraria -INRA), in
1999, approximately 11.8 million hectares were covered by the official land register and
ownership regul arization.? Inadequate use of natural resources has also led to overuse of
some land by major producers using advanced technology and complex chemicals.

110. The water shortage has restricted productivity gains and expansion in the scale of
production, and has made producers more vulnerable. Forty percent of Bolivia'sland area
registers awater shortage lasting for over six months each year.?® The high plateau is most
severely affected, with water deficits amounting to at least nine months per year. Only 10
percent of the total cultivated land area (2.2 million hectares) is currently covered with
irrigation systems. According to the national inventory of irrigation systems for 2000, there
are 4,724 irrigation systems in operation, 76 percent of which are concentrated in the
departments of Cochabamba, La Paz, and Tarija.

21 On the high plateau and in the valleys, small producers are defined as those having 3.5
hectares, while in Eastern Bolivia, small farmers are defined as those having less than 50
hectares.

22 |and ownership reform that includes public statement of reasons or notification of
beneficiaries.

23 | nforme Principal-National Irrigation Program (PRONAR), 1997.
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111. While the existence of significant water resources has been indicated in river basis,
lakes, and lagoons, only an estimated 1 percent of the potential provided by these resources
has been tapped.?* Accordingly, most of the water deficit is attributable to the lack of
physical infrastructure for the appropriate harnessing and use of this resource.

112. Theinsufficient road infrastructure is a significant obstacle to marketing and makes
production by small producers difficult owing to high transport costs. At the sametime, it
leads to the establishment of networks of agricultural marketing intermediaries known in
Bolivia as rescatistas. Similarly, accessto public social and financia servicesisalso
difficult.

113. Intermediaries collect trading margins owing to the presence of asymmetrical
information, which generates imperfect market signalsin respect of prices and quantities
demanded. This situation distorts incentives and reduces the efficiency with which the
markets for agricultural products operate.

114. Small-scale agricultural producers also face high levels of risk in production and
marketing. A significant proportion of producers are vulnerable to flooding and droughts that
affect income flows. Rural households earmark part of their production to home consumption
to provide for these eventualities.

115. The nonagricultural income of rural households generally comes from artisanal
manufacturing, in some cases transportation, commerce, and other services. Some of these
supplementary activities are carried out in cities to which some household members migrate
temporarily. Rural households have devel oped intensive economic interactions between rural
areas and the cities, and frequently trade their products through the establishment of social
networks, which have strengthened the ties between these communities and the city.

116. Rura poverty is attributable to economic development patterns that have excluded
widely-dispersed groups. The small farming economy characterizing most rural areas has
weak links with modernization, technological change, and profit distribution. The scant
economic infrastructure is an obstacle to rapid change on the part of dispersed populations
and makes larger scale investment unprofitable.

D. Social Unsatisfaction

117. The accumulation of social demands, poverty, and the adverse effects of reduced
growth on income distribution led to the social conflicts of 2000.

118. Domestic factors, such as the fight against narcotics trafficking and clampdown on
smuggling, also affect the population’sincome sources and are a source of conflicts.

24 Mercados e I nstituciones de Aguas en Bolivia, UDAPE: 1998.
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119. These conflicts express the dissatisfaction of the poor population, particularly inrura
areas, who demand more equity and access to opportunities to break the poverty cycle. This
need isreflected in the fact that there are insufficient alternatives to coca leaf production, not
to mention the insecurity in regard to land ownership, and insufficient infrastructure in terms
of roads, education, health, and drinkable water.

120. To addressthis situation, changes are required in the current legal framework and
poverty reduction programs must be accelerated. Thisistrue for changesin the Law on the
National Agrarian Reform Institute [Instituto Nacional de la Reforma Agraria—INRA]
demanded by rural people of the high plateau, revision of the Law on the Environment,
postponement of approval of the Law on Water, improved construction of roads, and the
provision of health and education infrastructure.

V. THE DIALOGUE’S CONTRIBUTION TO BOLIVIA’S POVERTY REDUCTION STRATEGY??

A. TheDialogue Process

121. Theformulation of public policiesinvolving the participation of civil society can be
traced primarily to Dialogue I, which underscored the need to consider poverty as a central
issue. National Dialogue 2000 is a continuation of this process designed to ensure broad
participation of society in designing public policy, and particularly poverty reduction-
oriented policies. It also contributed to development of participatory democracy while
strengthening civil society and the policy system through an enhanced relationship between
these parties.

% Concurrently with Bolivia's poverty reduction strategy paper, a reference document has
been prepared which elaborates on the process, actions, and results of the three Agendas of
Dialogue 2000.



Box 4.1
Origin of National Dialogue 2000

Dialogue 2000 was structured, in principle, on the basis of a Social Agenda,
with a view to a participatory process of defining the mechanisms for allocation
and social control of debt forgiveness resources under the HIPC Initiative. As
the result of changes occurring in society’ s expectations, the design of the
Dialogue, which originally included only social issues and was constructed from
the municipal level, was broadened to include an Economic Agenda and
Political Agenda.

Execution of National Dialogue 2000 required the completion of other
participatory processes, the proposals of which would later serve as inputs for
discussions and coordination of results. These include Jubilee 2000,the Comité
Nacional de Enlace de Productores (producer liaison committee), the Dialogue
of the Council of Native Eastern Peoples [ Dialogo del Consgjo de Pueblos
Originarios del Oriente], meetings of private development institutions, the
Confederation of Community Youth, consultation with rural women of La Paz,
and the National Council of Ayllus and Markas del Qullasuyu.

The systematizing of the results from these processes was used to identify and
prioritize demands and formulate proposals to reduce poverty, with some special
features. As a result of these efforts, it was decided to address different topics
grouped into the following sectors at the dialogue workshops: production
support, education, health, basic sanitation—housing, land—territory, and
criteria for the transfer of resources.

122. The Dialogue 2000 process was composed of three agendas: Social, Economic, and
Political. Under the Social Agenda, municipal workshops were organized at the local and
territorial levels; and departmental workshops were organized at regional and functional
levels. The Economic Development Agenda included two working groups. Sectoral
Workshops and Production Lines. The Political Agenda was organized in the form of
departmental and national workshops.

123. The Socia Agendainvolved identification of priority actions to reduce poverty in the
areas of road infrastructure, production support, education, health, basic sanitation, and land.
Problems impeding poverty reduction were identified, and the mechanisms and criteria for
allocation of resources, factorsrelated to regiona development, grassroots participation, and
the institutional policy framework required to fight poverty were also identified.

124. The Economic Agenda considered problems and solutionsin the productive area,
such as productivity, competitiveness, and capacity of the productive apparatus to generate
employment. Four areas of action were identified: technological innovation, State reform,



-45-

promotion of private sector participation, productive use of HIPC |1 resources, and dialogue
as apolicy coordination mechanism.

125. The Political Agendais an input to be used to define the institutional framework to
fight poverty. This process brought together the various sectors of civil society, the policy
system, and representatives of the State at the local, departmental, and national levels, in an
effort to discuss issues pertaining to democracy, transparency, and citizenship. This
consultation addressed matters involving deepening of democracy, broadening the scope for
participation and exercise of full citizenship. The need to introduce institutional reformsin
support of the fight against corruption was also discussed.

126. The Economic and Social Agendas were inputs for the National Dialogue Workshop,
contributing to the results obtained in each process, including those organized by civil
society. In connection with the Political Agenda, the Political Summit, which aimsto discuss
demands established in the departmental and national workshops, is pending.

B. Issues Discussed

127. The proposals, suggestions, and requests made throughout the National Dialogue
2000 process made it possible to gain an understanding of poverty from the perspective of
civil society. During this process, it was demonstrated that the poor population identifiesits
problems and takes its decisions in a context of high uncertainty and risk, and these findings
constitute an input in the design of more effective action against poverty.

Poor est population sectors

128. Inthe National Dialogue, 95 percent of the municipalities stated that the rural and
native communities are the country’ s most impoverished groups. These findings are related
to the number of municipalitiesin Boliviathat are predominantly rural.*® Empirical evidence
shows that a significant share of the poor live in urban areas (52 percent in 1999), while in
rural areas, 81 percent of the population lives on incomes below the poverty lines.

129. Municipa representatives also identified abandoned children, female heads of
household, the elderly, and the disabled as the groups most affected by poverty. Some
departmental representatives pointed out the poverty situation among the unemployed and
the population of marginal urban districts, stating that urban poverty isaso found in
departments situated outside the central corridor, such as Oruro, Tarija, and Pando.

2 Municipalities having populations of |ess than 15,000.
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Limited accessto markets, employment, and income

130. Anexamination of the results of the Dialogue suggests that the determinants of
poverty may be approached both from the standpoint of the citizenry in general, in particular
of the poor, and from the perspective of small, medium-scale, and large producers.

131. Accessto competitive markets has been indicated as a priority in both groups.
However, the problems identified by the poor highlight market imperfections that impede the
creation of productive opportunities, and, in some cases, reinforce economic marginalization.

132. Theresults of the Social Agenda make it possible to associate problems of poverty
with the inability to generate income, which in turn are manifested by inadequate
participation (or lack of participation) into the labor, financial, and agricultural product
markets.

133. Inthelabor market, problems were expressed in terms of high unemployment rates,
insufficient job opportunities, and low wages. Unemployment and insufficient productive
employment opportunities are attributable to the economy’ s low productive capacity. From
the standpoint of the poor, however, the problems of poverty are exacerbated in particular as
the result of insufficient stable opportunities for wage-earning and self-employed jobs, which
in turn reflects the labor market’ s incapacity to absorb the increasing supply of labor, which
affects women above all.

134.  Wherethe financial market is concerned, the increased restriction identified by the
Dialogue was the lack of access to credit and microcredit opportunities. Factors that restrict
access are related to insufficient credit supply (primarily for small farmers) and high interest
rates applied by current credit programs (particularly the micro-enterprise sector).

135. Inthe marketsfor agricultural products, the sector representing them observed that
unfair competition is generated by smuggled, donated food and imports of some products for
socia programs. By contrast, it was pointed out that agricultural marketing is conducted
through intermediaries, which distorts market incentives, restricting the participation of small
producers in competitive markets.

136. The problems identified in these three markets are associated with the operational
imperfections of these markets. How the poor perceive these imperfectionsis reflected in the
identification of high transaction costs (expressed as “insufficient knowledge to make
projections about development and industrialization” and “insufficient knowledge of
consumer markets’); bottlenecks (*restricted domestic market”); and the absence of
safeguards against risks and uncertainty (“production is insecure as the result of natural
phenomena’).

137. Theresults of the Dialogue aso questioned the role of the State in provision of public
goods and productive assets. In this connection, strategic actions were proposed to reduce
poverty, such as the need to build and maintain roads, irrigation and micro-irrigation systems,
and technical assistance for production activities.
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138. Medium and large-scale producers indicated that national policy should aim at
promoting economic growth by achieving reductions in transaction costs, promoting
horizontal and vertical coordination of production processes, and facilitating access to
markets.

139. Asexpressed in connection with the Dialogue, transaction costs are quite high, which
leads to production disincentives and bids up prices of final products, |eading to delays and
loss of competitiveness. Insufficient information on quality standards, prices, and trendsin
national and international markets were also identified.

140. Theimportance of investing in infrastructure to facilitate national integration and
improve opening to external markets was also mentioned. The need for technol ogical
innovation was also identified as a prerequisite for boosting the competitiveness of the
existing production apparatus.

Rural poverty

141. The problems of rural areas, as expressed in the various instances of the National
Dialogue, suggest that poverty in thisregion of Boliviaisthe result of: (i) insufficient
production infrastructure; (ii) low productivity levels; and (iii) imperfections in the market
for agricultural products.

142. Seventy percent of the participants in the Dialogue mentioned the deficienciesin
regard to roads and irrigation systems. To overcome this problem, participants stressed the
need for abigger and better road infrastructure (basic system and local roads), irrigation and
micro-irrigation systems, as well as for maintenance programs.

143. Emphasis was placed on the need for more capital, technology, and infrastructure for
irrigation, as well as the importance of adequate land management. The constraintsin these
areas may be associated with deterioration of productivity and extreme poverty.

144. Themain restrictions of the agricultural sector were linked to imperfectionsin the
markets for products, associated with: (i) asymmetrical information between producers and
marketers; (ii) monopolies and oligopolies in the marketing process; and (iii) insufficient
definition of ownership rights to land and natural resources.

I nsufficient provision of public goods and social services

145. The Dialogue pointed out the need to strengthen human capital to improve the
capacities of the poor to take advantage of economic growth opportunities, particularly
related to education, health, and basic sanitation services.

146. The need to reduceilliteracy and increase the quality of educational services was
discussed. Similarly, the importance of implementing aternative educationa systems and/or
technical systems meeting specific qualification requirements for production (training for
agriculture, manufacturing, and other productive sectors) was established. In the area of
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formal education, construction, infrastructure maintenance, and equipment endowments for
schools, an increase in temporary staff, and improved wage levels for teachers were
requested.

147.  Civil society stated the need for higher levels of investment in infrastructure,
eguipment, temporary staff (doctors and nurses), and human resource training in health.
Demandsin this areainclude: the broadening, consolidation, and improvement of SBS and
and Old Age Insurance (Seguro de Vegjez); the transfer of human resources to municipalities
and greater cash and noncash incentives for health personnel to serve the poor population; the
development of health programs combined with traditional and aternative medicine;
expansion of Bolivia's “Epidemiological Shield” program; and solutions to institutional
problems that impose constraints on the existing health care system.

148. The population identified basic services and the quality of housing as factors affecting
the state of personal health. Civil society focused their demands on construction of drinkable
water and sewerage and sanitation systems (treatment plants), the provision of latrines, solid
waste management, and the improvement, construction, and fumigation of housing units.

High levels of risk and vulner ability

149. Inthe National Dialogue, vulnerability was further defined as a problem associated
with water shortages, natural disasters, lack of legalization and regularization of land tenure
patterns, and unemployment. Failure to protect the environment, and topics related to
smuggling were also mentioned as problems.

150. Among the actions mentioned to reduce levels of risk and vulnerability are:
dissemination and training on the scope of the INRA Law and the Law on the Environment;
political independence and institutional reform of the INRA ; development of a process of
legal regularization of land ownership and title holding in rural areas; protection of land
through defense mechanisms and forestation with technical and financial assistance; and
environmental conservation thorough integrated, sustainable natural resource management.

151. By contrast, children under six years of age were identified as the most vulnerable
group among the poor. To that end, it was suggested to expand, strengthen, and improve
programs for comprehensive care of minors as a safety net. Elderly persons and women
facing domestic violence were cited among other vulnerable groups.

Exclusion and mar ginalization of impoverished groups

152. Socia exclusion wasindicated in the National Dialogue as a problem related with
gender and ethnic discrimination, with limitations on the exercise of citizens' rights,
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insufficient participation in community decisions,?” and the decreasing value of social
solidarity links that still exist in the communities.

153. Problems attributable to the centralizing tendency of State institutions which prevents
an adequate focus on local demands, creating barriers denying certain population groups their
fair share of public resources, and causing not only unequal opportunities and capacities, but
also unequal political representation, were mentioned.

154. It was stated that election of local governmentsis a prerequisite (although not
sufficient in and of itself) for the attainment of popular participation. The proposals of
National Dialogue 2000 included the need for enhanced communication and renewal of the
demoacratic regime, with expanded and improved party representation systems. To that end,
there were calls for achange in the electoral political system, which in some cases could
require reforms of the Constitution (Constitucion Politica del Estado - CPE) and Electoral
Law.

155. Civil society stated its opinion on the importance of direct election of departmental
and local authorities and council members. It mentioned the need to choose members of
National and Departmental Electoral Boards by three fourths of the votes of the National
Congress, election of the President and Vice President of the Republic in a second round, and
uninominal election of deputies and municipal councillors. These topics were incorporated
into the agenda of the Policy Summit for analysis.

156. The Nationa Dialogue also mentioned insufficient grassroots participation in
preparation of municipa developmenta plans (PDMs) and departmental development plans
(PDDs). The poor perceive that their voices are not heard and that the institutions are
ineffective in providing public services.

Corruption, central focus, and bureaucracy

157. Intheframework of Dialogue 2000, civil society identified policy and institutional
problems affecting public management, and particularly corruption, bureaucracy, and the
overly centralizing tendencies exhibited by the State. Solving these problems as a
prerequisite for overcoming poverty was one of the central grassroots concernsin the Socia
Agenda and the Political Agenda.

158. Inthe Social Agenda, representatives of civil society stated that corruption is one of
the most worrying failures of the administration and public management, and is linked to the
diminished efficiency of the State in providing services and solving socia problems. This

%" In the participatory process of CONAMAQ, the promotion and dissemination, to the entire
population, of human rights and the rights of indigenous peoples, was mentioned. Reference
was made to the need to promote an adequate and fair Gender Law (Chacha Warmi)
applicable to indigenous women.
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problem was identified at three levels of public administration (Central Government,
Prefectures, and Municipal Government) and in social organizations (Vigilance
Committees-CV's) and Grassroots Territorial Organizations (Organizaciones Territoriales de
Base-OTBS)) in some cases.

159. Inthe Political Agenda, civil society stressed the need of taking action to ensure that
the fight against corruption is a day-to-day practice among citizens. It suggested activitiesto
“increase awareness and the use of communications mediato apply moral sanctions to
corrupt persons.” Civil society stated the need to make the Judicial Branch politically
independent, and to amend some articles of the Constitution and other laws to strengthen
policy efforts against corruption.

160. Government representatives agreed on the need to implement reforms of the Judicial
Branch, and primarily the Council of the Judiciary [Consgjo de la Judicatura] and the
administration of justice, to eliminate institutionalized corruption. They aso suggested
elimination of excessive privileges for public officials and limitation of parliamentary
immunity, which should be withdrawn in cases of ordinary offenses.

C. Results Achieved

161. Following aprocess of consultation at the municipal and departmental levelsand in
the sectoral workshops and production lines (for the Economic and Social Agendas,
respectively) resolutions were agreed, involving the State and civil society, with respect to
concrete actions to reduce poverty. This consultation process helpsto reaffirm Bolivia's
socia capital and delineates a set of relationships between government and civil society in
the prioritization of actions to combat poverty.

162. The Social Agenda of the National Workshop reflected the results from the Municipal
and Departmental Workshops, whereas the political issues emerged as general demands
which arose throughout the process owing to the postponement of the Political Summit. The
Economic Agenda consolidated results from sectoral workshops and production networks,
but only on certain themes were joint resolutions involving the government and civil society
achieved.

163. The Nationa Workshop of the Social Agenda established resolutions on a number of
topics grouped into seven areas. (i) production infrastructure; (ii) production support;

(iii) education; (iv) hedlth; (v) basic sanitation; (vi) land and territory issues; and; (vii) policy
and institutional issues.

164. Actionsagreed in support of production and improved production infrastructure refer
to: (i) establishment of policies on finance, development, and promotion to benefit small
producers; (ii) product marketing systems; (iii) technical assistance and productive training;
and (iv) construction, maintenance, and improvement of roads and irrigation systems.

165. Actionsto improve the sectors of education, health, and basic sanitation refer
generally to: (i) enhanced infrastructure and equipment endowment; (ii) skilled human
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resources, (iii) priority allocation of public resources; and (iv) enhanced institution-building
and management of different public ingtitutions involved in the activities corresponding to
each sector.

166. Although not included as resolutions, in order to enhance the institutional functioning
of the State, it was proposed to reduce bureaucracy, use a participatory approach to design a
mechanism for equitable distribution of resources of the General Treasury of the Nation
(Tesoro General delaNacién - TGN), implement performance-based management, and
ingtitutionalize public offices. At the level of the prefectures, participants stressed the need to
involve socia actorsin preparing the PDD (reformsincluded in the Law on Administrative
Decentralization) and ensuring increased flexibility in the counterpart resources of
prefectures and municipalities. Proposals at the municipal level refer to full and proper
implementation of the Law on Popular Participation and an adaptation of the SAFCO Law
(administration law) for application at the municipal level.

167. A variety of proposals were also generated for reform of public management.
Consideration was given to the need to elect prefects and departmental council members by
direct popular vote, and to create mechanisms to remove deputies and municipal councilors
from office, regulate parliamentary immunity, expand the right to political representation to
organizations and institutions of native communities and citizens, to institutionalize
participation mechanisms (such as the National Dialogue), incorporate grassroots
consultation mechanisms (referendums and plebiscites) into the Constitution, and eliminate
monopoly party political representation.

168. Theresults of the National Dialogue, in its Social Agenda, made it possible to define
specific short-term measures to fight poverty. It was agreed that the resources obtained
through debt relief under the HIPC Initiative should be managed by municipal governments
and transferred automatically through the banking system. Seventy percent of these resources
will be distributed according to poverty indicators, and the remaining 30 percent will be
distributed equally to Bolivia s nine departments; while distribution within the regions will
be based on poverty indicators.

169. To achieve socia control, it was resolved that the Catholic Church should participate
in calling meetings of oversight authorities at the national and departmental levels. The
Vigilance Committee should be the social control body at the municipal level.

170. The Economic Agenda of the National Workshop set forth eight cross-cutting issues
related to the concept of competitiveness, including the following: development of
production; more flexible financing for production, infrastructure, and public services;
international economic relations; economic deregulation; tax administration and policy; labor
legidlation; and environment.

171. The proposas on the development of production refer to the need for measures
meeting the requirements of the production sector, providing incentives for investment and
coordinating the production apparatus to enhance productivity, value-added, and
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employment. In this connection, the following action areas were identified: enhanced
research for competitiveness, technical assistance, training and technological innovation,
development of markets, enhancement of the Law on Investment Promotion, and
establishment of an authority to monitor policy execution in the production networks.

172. Participantsidentified a need for financial servicesthat are well-tailored to production
reguirements, and further stressed the importance of broadening regional and sectoral
coverage, such as the credit guarantee fund aimed at the production sector, financing for rural
areas, and elimination of parafiscal levies and/or local levies, inter alia.

173.  With respect to the production infrastructure, the sectors and production networks
voiced a need for improved coverage and quality of the infrastructure of services for
production and tourism (roads, irrigation, river ports, silos, assembly and marketing systems,
land and air terminals, energy, basic sanitation, telecommunications, and air transportation).

174. Toreduce costs of production services administered by public and private agencies,
the following actions were identified: increase the percentage of public investment for
infrastructure construction (in this connection, priority allocation of HIPC resources
earmarked for construction of infrastructure in support of production was proposed). In
addition, rates and tariffs should be updated for operation of infrastructure and production
services, to defray maintenance costs and broaden coverage.

175. Oninternational economic relations, it was proposed that acommercia policy should
be established to define alegal and regulatory framework for domestic and international
trade and the market. In this connection, action is being taken to get countries to eliminate
some barriers to imports and Bolivian national exports, such as quasi-tariff instruments
derived from sanitary controls. Similarly, mention was made of the need to establish an
investment policy that makes it possible to take advantage of investment agreements with the
United States and promote investments in new sectors.

176. The problem of complex red tape and the “administrative services’ that producers are
required to carry out for government agencies was brought up. In this connection, it was
proposed that the government, with support from the production sector, should promote a
program to streamline procedures and implement adequate | egislation to promote
transparency and enhanced competition in al sectors. To that end, it was suggested that the
Law on Procedures, the Law on Promotion of Competition, and reforms of the Commercial
Code should be passed.

177. Toeiminate tax policy biases that affect the production sequence and stimulate
informal sector production and smuggling, in connection with legal or de facto processing for
specific economic activities, the institutionalization of tax administration, professional status
for human resources, and consistent civil service management were proposed. Concrete
actions proposed related to rate adjustments for the specific consumption tax [Impuesto al
Consumo Especifico— CE]; the establishment of special regimes designed to ssimplify
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management of the beneficiaries of those regimes; execution of a process of tax
regularization; and institutionalization of the National Internal Tax Service.

178. To achieve sustainable development, harmonization of environmental legislation with
local and regional development requirements was espoused. The proposed intervention
measures refer to regulations of the Law on the Environment and production restructuring
measures with a view to achieving compliance with the Law on the Environment.

179. Participants indicated the need to harmonize and ssimplify labor legidation,
maintaining worker protection, providing clear standards for working conditions, designed to
generate employment and legal security for the partiesinvolved. To that end, it was
suggested that labor legislation should be modernized and that laws should be adapted for
micro and small-scale enterprises (MSE’s).

D. The“Government Listens” Workshop

180. A preliminary version of the Strategy was presented to civil society to elicit proposals
on how it might be improved. With aview to approaching these proposals systematically, the
government organized a seminar called “ The Government Listens,” at which discussions
were held not only on the Strategy, but also on the preliminary draft Law on National
Dialogue and the Compensation Policy.

181. The event was organized into three Discussion Workshops. The first Workshop
addressed the issues of Employment Opportunities and Incomes (rural development, micro
enterprises, micro-financing, technological assistance, and road infrastructure) as well as
Security and the Protection of the Poor, and the Environment. The second Workshop focused
on the issues of Capacities (health, education, and basic sanitation), Citizen Participation, and
Gender. Finally, the third analyzed the preliminary draft Law on the National Dialogue and
the Compensation Policy.

182. The government listened to and compiled the comments and proposals made by civil
society and considered them in preparing the final version of the Strategy. The main
observations and suggestions from civil society are set forth below:

Workshop 1: Opportunities, Security, and Environment

183. Rura development: Requests were made for the certification of national agricultural
products and to attach greater priority to production infrastructure with a view to expanding
the industry and improving the conditions in the agriculture and livestock sector. It was
requested that the rural community and indigenous peoples be involved in the devel opment
of local tourism.

184. Microenterprise: The need to promote culturally based microenterprise was
expressed, and participants requested the inclusion of support for the small mining enterprise
sector.



185. Microfinance: The granting of joint and several guarantees was proposed so as to
improve access to microfinance services.

186. Technological assistance: The incorporation of traditional knowledge was proposed,
as well as the depoliticization and debureaucratization of the SAT.

187. Road infrastructure: It was requested that the topic of the road infrastructure in
outlying areas be added, along with explanation of the interconnection of the rural and basic
road network, and simplifications of the rules for road projects. Attention was drawn to the
need to consider instruments for social control.

188. Land: Addressthe land problem not strictly as an issue of legal security, but also from
the standpoint of land redistribution.

189. Environment: It was suggested that comanagement mechanisms be introduced in the
administration of community areas, as well as mechanisms for obtaining supplies of chaqueo
wood.

Workshop 2: Capacities, Participation, and Gender

190.  Education: It was suggested that more emphasis be placed on alternative and
technical education. Emphasizing the importance of scientific development, and enhancing
the professionalism of teachers and directors, were proposed.

191. Health: Giving greater priority to preventive health for children in rural areas was
recommended. It was also proposed to highlight activities involving natural medicine, and
the need to improve the quality of care in hospitals and health centers.

192. Basic sanitation: It was suggested that greater emphasis be placed on components that
will develop capacities for the maintenance and management of drinkable water and
sewerage systems, as well as strengthening basic sanitation services and housing.

193. Participation: Consensus was reached on the issue of social control and monitoring of
the outcome of public policies. Proposals were made to strengthen Popular participation
through the presence of various civil society groups on Vigilance Committees, including
those for the protection of women, children, and the consumer.

194. Gender: The importance of developing an information system that emphasizes gender
issues was mentioned.

Workshop 3: Law on Dialogue

195. Transfer of responsibilitiesin the areas of health and education: It was established
that the transfer of responsibilities would be gradual and voluntary, accompanied by the
resources necessary to finance the transfer and provide the necessary municipal capacity
building.
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196. Departmenta prefectures: Emphasis was placed on the need to differentiate the
concepts of fiscal control, auditing, and social control. More in-depth analysis of the legal
feasibility of changing the composition of the Departmental Council was suggested.

197. Distribution of resources from debt relief: Broadening the list of possible uses of the
resources from debt relief (without excluding any of the areas of municipal responsibility)
was recommended.

198. Socia control: The concept of the Social Trustee was introduced as an alternative
mechanism for carrying out adequate social control. The need to ensure that social
organizations not interfere in the functions of public entities was proposed, as was the State’'s
noninterference in the operation of social organizations.

199. Compensation policy: It was suggested that Bolivia s Poverty Reduction Strategy
clarify the formulafor revenue sharing. It was proposed that the participation of social
control in the DUF could be applied in the form of a social trustee, and the need to engage in
deeper discussion and consultation on these topics and the final content of the Law was
emphasi zed.

E. Conclusions

200. Theresults of Dialogue 2000 provided useful input for the diagnostic assessment
process and contributed to defining the priorities of the Strategy. The Dialogue emphasized
the importance of employment and production support as factors that must accompany the
provision of social services. Emphasis on human capital (education and health for the most
part) as an element guaranteeing the generation of future income for the people was
demonstrated by the diagnostic. In consequence, poverty reduction should accord priority to
economic growth, with alarger share of the population participating in same.

201. Economic development from the local level isaprerequisite for broadening
opportunities, and particularly for orienting actions for investment and maintenance of roads,
production infrastructure (irrigation, micro-irrigation, and electrification) and marketing,
production support, and enhanced access to credit for small producers.

202. Low levels of human capital have become an obstacle to growth, considering that the
trade and international economic sectors demand a skilled, specialized work force. Despite
the progress fostered by social policiesin recent years, the coverage and, above all, the
quality of public services must be increased. Agreement was reached as to the need to
maintain high priority for investments in education, health, and basic sanitation, with aview
to increasing the productive capabilities and human capital of the poor.

203. Diaogue 2000 indicated that the poor confront severe problems of vulnerability. In
rural areas, water shortages and insufficient property ownership rights highlight this
instability. In urban areas, risks of unemployment are the greatest source of uncertainty.
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204. The processes of administrative decentralization and Popular participation will
promote equity among poor regions and municipalities. There is a need to increase
mechanisms for participation in public decisions to bring public actions closer to demand and
grassroots priorities.

205. It was stated that the fight against corruption and efforts to improve the efficiency of
public ingtitutions are instrumental in increasing the impact of public action on poverty
reduction. A better institutional design is a prerequisite for the success of the Strategy.

206. Inrelation to these conclusions, Bolivia s Poverty Reduction Strategy considers that
the fight against poverty is not only an obligation of the State. It isalso atask for society asa
whole, as overcoming poverty must also involve action on the part of the poor themselves, as
acknowledged in the National Dialogue.

207. The Strategy acknowledges that it is vital to restore the grassroots desire to
participate; furthermore, the social capital at Bolivia' s disposal must be channeled into joint
actions of the State and society to confront poverty. In this connection, Bolivia s Poverty
Reduction Strategy reflects the conclusions of the National Dialogue, and intends to use the
participatory institutional framework existing in Boliviain implementing its actions.

208. A first step toward maintaining the process of discussion with civil society was the
Seminar/Workshop entitled “ The Government Listens,” which gathered suggestions and
contributions from the various sectors. This method of interacting with society must be
maintained in the process of implementing the Strategy.

V. THEBOLIVIAN POVERTY REDUCTION STRATEGY

209. Thefight against poverty requires along-term vision and an effort shared by the
government and civil society. Within this framework, the BPRS starts from the recognition
that Bolivia has changed significantly in the past two decades. These changes manifested
themselvesin the political, institutional, economic, social, and cultural spheres.

210. Thenew institutional model underlying policy implementation with decentralization,
and the criteria of efficiency which must guide this process, are central to the strategic
actions proposed in the BPRS. However, the Strategy also highlights the importance of
equity as a criterion which must accompany the design of public policies and the allocation
of resources. Participation by the productive sectors, traditionally excluded from the
generation of wealth, lays the groundwork for enabling a greater proportion of the population
to benefit from economic growth through the mechanisms specified in the BPRS.

211. The strategic actions incorporate the characteristics of urban and rural poverty
gleaned both from the diagnostic assessment of poverty and from systematic analysis of the
results of Dialogue 2000. This consultation process, in addition to bringing the major
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expectations of the population to light, were helpful in reaching agreements on the basis of
which the Strategy’ s priorities have been defined.

212. The proposals of the BPRS are intended to identify the course to be followed in the
fight against poverty and serve as the starting point for discussion on actions directed toward
that end. Accordingly, prior to commencing the implementation of the major strategic
actions, a preliminary version of this paper was submitted for discussion with civil society,?®
a process which made it possible to enhance the Strategy.?

213. Thediscussions with the participation of civil society made clear how important it is
to take account of ancestral principles regarding the use of productive resources, principally
water and the land, and to reconcile these views with more modern criteria which at the same
time enhance the competitiveness of those sectors traditionally excluded from economic
development.

214. The need to give the Strategy more of a production oriented focus, particularly from
the standpoint of small producers, was stressed.

215. Despite the advances made in the decentralization process and the ratification of this
course of action in Dialogue 2000, it was possible to ascertain the importance of carrying out
this process gradually and in a coordinated way between the various levels of State
administration. This process involves not only the transfer of resources, but also institution
building at the local levels.

216. Inthe course of the discussions, the importance of strengthening public institutional
soundness and having mechanisms for private participation which ensure efficient
management and transparency in the administration of public resources was reiterated.

217. Inmany cases, the concerns of the population made reference to the need to complete
the legal framework for reducing poverty. This situation highlights the importance of having
an adequate framework accompanying the BPRS, and also illustrates the importance of
disseminating information and applying existing regulations.

28 Two weeks after the BPRS was presented by the President of the Republic, the workshop
on “The Government Listens’ was held to gather impressions of the Strategy.

% Asnoted in Annex 7, anumber of the concerns of civil society were addressed in the
Strategy. However, other issues raised merit further discussion. As civil society indicated, the
BPRS isaliving document and is hence perfectible over time. The BPRS itself generates a
mechanism for permanent evaluation and monitoring of the Strategy.
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A. Objective and Strategic Components

218. The objective of the BPRS is to reduce poverty and promote human devel opment,
placing emphasis on the neediest members of the population through improved access to
markets, building capacities by providing basic public services, increasing social protection
and security, and promoting citizen participation and integration within a context of growth
with equity and rational use of natural resources.

219. With thisgoal, four interrelated strategic components and cross-cutting issues that
define actions to combat poverty are established. These are aimed at:

220. Expanding employment and income opportunities: Productive capacity of small
agricultural producers will be supported and promoted by supporting micro- and small
enterprise, promoting rural development, and diversifying opportunities for generating
income using assets. There will be increased investment in infrastructure to support
production through road construction and maintenance, rural electrification, and the delivery
of irrigation and micro-irrigation systems. Research and technological assistance directed to
promoting small producers will be fostered.

221. Developing people's capabilities: Emphasis will be placed on primary education and
basic health services with actions designed to improve the service infrastructure and the
quality of human resources and to expand national programs within a decentralized setting.
Basic sanitation coverage will be increased and housing conditions will be improved.

222. Increasing safety and protection for the poor: Protection will be provided for the most
vulnerable segments of the population: children, the elderly, victims of violence, and those
facing high economic risks, by developing emergency employment programs. Property rights
on ownership of assets will be defined. Actionsto prevent natural disasters and care for
people harmed by natural phenomena of this type will be supported.

223. Promoting social integration and participation: Social participation will be promoted
through training for citizen organization in order to deepen Popular Participation and
Administrative Decentralization. Thiswill give the poor, particularly rural communities and
indigenous peoples, greater opportunities to have their demands and needs met, to improve
socia control, to band together and form new and greater social networks, and to improve
their incomes and quality of life.

224. Cross-cutting issues: Actions directed to seeking equity will be promoted through
policies designed to improve opportunities for ethnic groups and indigenous peoples, create
citizenship capabilities, and protect and promote women'’ s rights. Environmental
management is a policy on rational use of natural resources that seeks to optimize the use of
water and land resources, to strengthen planning, management and control of environmental
quality, to develop mechanisms and instruments for appropriate management of biodiversity,
and to promote the sustainable and equitable use of forest resources.
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B. Priorities

225. The diagnostic assessment and the conclusions of the National Dialogue made it
possible identify priority action areas for reducing poverty. The priorities constitute the
actions that the BPRS will undertake in the short and medium term. In thissense, it is
important to focus actions on increasing the income of the poorest population and, over the
long term, ensuring greater investment in human resources.

226. Creating income and employment: (i) Promotion of rural development through the
creation of irrigation and micro-irrigation infrastructure, local roads, rural e ectrification,
definition of property rights; (ii) promotion of microenterprise and small business;

(iii) developing microfinancing ; (iv) supporting technological assistance ; (v) road
infrastructure associated with the basic departmental and community network; and (vi)
expanding income-earning opportunities for Bolivian citizens as asset owners.

227. Promoting human capacities. (i) Education with emphasis on primary school;

(i) health with emphasis on primary health care, immunizations, ARIs [Infecciones
Respiratorias Agudas—IRAS), DDAs [Enfermedades Diarreicas Agudas—EDAS), care for
mothers, elimination of endemic diseases and promotion of nutrition; and (iii) basic
sanitation with emphasis on rural areas.

228. Carrying out the priority actions requires an adequate institutional framework that
emphasizes combating corruption and guarantees competitiveness, reduces uncertainty, and
provides equal opportunities. Sustainable development will be the framework for actions
undertaken in this Strategy.

229. Effortswill be concentrated and resources allocated to increasing the efficiency of
public policies, given that they will promote the country’s overall development and raise the
population’s quality of life, particularly that of its poorest members.

230. Theseefforts will mean that the State must provide basic services in a decentralized
framework, and regulate private activitiesin aframework of macroeconomic stability and
strengthening of the rule of law.

231. Thefull participation of civil society is through the inclusion of the poor in actionsto
combat poverty, support for civil organizations, and the role of the poor in socia control.

232. Thelong-term development of the BPRS will enable the population to attain
satisfactory living standards, an economy of full integration in domestic and external
markets, an ingtitutional structure that is transparent, modern, stable, and provides equal
rights, ademocracy with a broad participatory base, and appropriate environmental
management.
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C. Strategic Actions

233. Strategic actions for reducing poverty action plan are presented for each strategic
component and includes the cross-cutting issues. The critical pathway that defines the
priorities of the BPRS is detailed at the end of each strategic action, where specific actions,
the regulations necessary to activate the Strategy, and the institutions responsible for
implementing and/or approving the indicated legal instruments are presented.

Expanding opportunitiesfor employment and income for the poor population

234. Bolivianeedsto create the conditions to facilitate skills development by empowering
the production sectors, allowing them to compete on external markets, and by increasing and
diversifying production. To expand employment opportunities and incomes for the poor, the
BPRS proposes strategic actions and specific policies relating to: (i) promoting rural
development; (ii) encouraging development of micro- and small enterprises; (iii) developing
microfinancing; (iv) supporting technological assistance; (v) increasing the road
infrastructure; and (vi) expanding income-earning opportunities for Bolivian citizens as asset
owners. The actions needed to achieve these specific objectives are examined below.

235. These six strategic actions are geared toward creating the conditions necessary for
creating jobs and incomes in the medium and long term. In thisway, the BPRS lays the
groundwork for the development of productive opportunities which ensure the stable and
sustained generation of jobs and incomes.
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Box 5.1
Productive Infrastructure and Support for Production,
According to Dialogue Participants

“ The proposal we have made is to build roads on which to bring our products to
mar ket and this has been taken into account in the conclusions of the Dialogue’
(Demetrio Arano, President of the Chayanta Vigilance Committee, Dialogue
2000)

“We are concerned that we have no roads, electrification; there' s no education”
(Isaac Mamani, Mayor of Pelechuco, Dialogue 2000)

On this subject, the National Dialogue agreed on measures relating to (i)
establishment of financial, development, and promotion policies for small
producers; (ii) systems for marketing products; (iii) technical assistance and
training; and (iv) construction and maintenance of roads (arteries,
departmental, and local roads) and irrigation and micro-irrigation systems.

The BPRS s response to these agreements establishes:. (i) promoting rural

devel opment by increasing productive infrastructure and diversifying
nonagricultural employment opportunities; (ii) encouraging the development of
micro- and small enterprises; (iii) developing microfinance, by diversifying the
coverage of microcredit in urban and rural areas; (iv) supporting technical
assistance; and (V) increasing road infrastructure by allocating more resources
for road construction, reconstruction, resurfacing, and improvement.

(i) Promoting rural development

236. Reducing rural poverty is one of the most important challenges of the Strategy.
Rural development will be promoted by creating suitable economic and institutional
conditions to enhance employment opportunities and increase income from production for
this sector of the population.

237. Inorder to achieve this objective, the BPRS establishes the following strategic
actions: (a) Expanding and improving productive infrastructure; (b) broadening and
strengthening access to land as aresource; (€) increasing competitiveness; and (d)
diversifying opportunities for nonagricultural employment.

@ Expanding and improving production infrastructure

238. Theaction plan for achieving this objective includes constructing and maintaining
local roads, constructing and maintaining irrigation and micro-irrigation systems,
constructing basic agricultural infrastructure, maintaining electricity networks, and providing
rural telecommunication services.
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Constructing and maintaining local roads

239. To overcome the inadequate infrastructure of local roads, the BPRS emphasizes the
need to increase investment in routine and periodic maintenance of local roads and to

develop a comprehensive plan for local roads connected to the departmental and basic road
networks.

Box 5.2
Rural Development and L ocal Roads

Investment in local roadsis directly related to the need to open the economy up to
medium and small producers. The need to invest in local roads has been identified in
Dialogue 2000 as one of the more important actions for reducing rural poverty.

The relationship between investing in local roads and reducing poverty is explained by
the high transaction costs that currently characterize the process of marketing by small
agricultural producers. Indeed, nonexistent or poorly maintained local roads have a
dual effect. They both increase transport costs substantially and lead to the creation of
mar keting networks of intermediaries known in Bolivia as “ rescatistas’ [agricultural
brokers], thereby increasing transaction (marketing) costs.

LINKAGE OF PROCESSES & RESULTS
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These intermediaries act as monopsonists, in a context of asymmetrical information and
providing imperfect market signals (prices and amount of demand); this distorts
incentives and market operations for agricultural products. Investment in local roadsis
aimed at reducing the monopsonist power of the intermediaries by achieving reductions
in general transport costs and promoting investment in market infrastructurein
locations closer to farming communities. Thus the inference is that investment in local
roads is directed to increasing the income level s and productive opportunities of the
small agricultural producers who were identified as one of the poorest groupsin
Bolivia.
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240. Thework of constructing, maintaining, and resurfacing the road infrastructure of the
Municipa Network (local roads) must be incorporated into the Municipal Devel opment
Plans, for subsequent consideration in the Departmental Development Plans, when the work
of constructing, maintaining, and resurfacing the road infrastructure of the Departmental
Network is defined. Complementing the decisions of the National Planning System
(SISPLAN), adequate support for municipal and departmental actions aimed at establishing a
rationally interconnected national road network will be guaranteed.

241. Inorder to rehabilitate and maintain local roads, the Strategy will promote greater
participation of micro- and small enterprises (MSE’s), thereby generating greater
employment opportunities, income transfer and stability, aswell as a social commitment to
maintaining and using roads. These management systems reduce resurfacing and
maintenance costs in addition to promoting the sustainability of investment.

242. Itisestimated that routine maintenance of local roads requires annual expenditures on
the order of $US 40 million. A significant portion of the road network also requires further
maintenance, including resurfacing and expansion of local networks. It is estimated that these
projects must usually be carried out every 5 to 10 years, but the need for them can be
minimized with additional routine maintenance.®

Constructing and maintaining irrigation and micro-irrigation systems

243.  Among the major causes of the limited expansion of the surface area under irrigation
are: scant investment in irrigation, minimal use of improved irrigation and crop technologies,
constraints in the operation and maintenance of irrigation systems, and limited public and
private capacities for planning and technical assistance.

244. Thetotal surface area under cultivation in Boliviais currently about 2,094,000
hectares, of which only 245,600 hectares are irrigated; the potentially irrigable land areais
some 1.5 million hectares.

245. By constructing new irrigation systems and improving and expanding existing
systems, greater efficiency will be achieved in the use and supply of water, increasing
productivity and raising crop yields.

246. The BPRS sees the improvement and expansion of irrigation systems as having a
direct effect on reducing rura poverty, thus creating short and long-term effects. For these to
be reflected in significant changes in productivity and crop yields, they will be accompanied
by a comprehensive technological assistance program aimed at improving the profitability of
the land in conjunction with sustainable soil and water management practices.

% Routine maintenance is designed to address smaller problems. Periodic maintenance
includes expansions and major repairs without involving road resurfacing.



247. The construction of irrigation systems will be concentrated in areas where thereis
potential for developing irrigated agriculture.

248. Toensurethe efficient use of the irrigation and micro-irrigation infrastructure, it will
be necessary to obtain technical assistance within each system implementation phase. The
technical assistance should aso be broadened to include issues relating to the use and
efficient management of water and soil resources.

249. Theimprovement and expansion of the existing irrigation systems, as well asthe
construction of new systems and the provision of technical assistance, will be provided for in
the National Irrigation Plan. Among the objectives of this plan are the efficient allocation of
available financial resources by determining the overall irrigation requirements included in
municipal development plans, targeting investment in light of specific strategies, establishing
priorities, and considering a basin approach.

250. The National Irrigation Plan and the Departmental Irrigation Plans represent the
government’ s policy in the area of irrigation and the use of soils and water. As part of this
plan, it is proposed to implement the second phase of the National Irrigation Plan
(PRONAR2) until 2015; the second phase is aimed at building upon the actions taken under
PRONARL1 while focusing upon activities on alarger scale.

Construction of basic agricultural infrastructure

251. Investment in production infrastructure also includes basic and small-scale
infrastructure relating to agricultural needs and marketing needs of this sector. Such projects
include: collection centers, storage centers, silos, greenhouses, and livestock infrastructure
(including livestock dips, stables, corrals, milking modules, and artisanal workshops).

252. Thisform of investment is aimed at providing micro-infrastructure conditions
conducive to the development of agricultural activities. The development of this
infrastructure will be financed by increasing the existing supply of MAGDR projects and
programs, which include the PASA, DRIPAD, PROSAT, and PDCR-II.

253. Theformation of local and regional MSE’swill also be promoted; these may, using
support from the SAT modules and programs through the Vice Ministry of MicroEnterprise,
specialize in the provision of thistype of productive infrastructure.

Rural eectrification

254. Therural eectricity supply isakey factor in the ability to generate income among the
poor sectors of the population.® The National Rural Electrification Program (PRONER) will

31 Seventy-eight percent of all municipal workshopsidentified this as the most important
action to be given priority in combatting poverty (all but Beni and Pando).
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be strengthened. This program will be enhanced by the inclusion of renewable sources of
energy, the general goal being to eliminate financial, institutional, technical, and human
resource-related barriers to achieving successful implementation of projects and to initiate a
sustainable program that can be replicated in other rural areas of the country.

Box 5.3
Rural Electrification in Bolivia

Bolivia is one of the countries with the least rural electrification coverage in the
region. Traditionally, rural electrification programs have been centrally planned
with limited objectives, have had substantial subsidies, and have lacked
sufficient societal support and participation.

The obstacles to expanding the coverage of electricity in rural areas are based
not on a scarcity of energy sources, but rather and primarily on varied
economic, organizational, and geographic conditions, as well as low population
density.

As a result of direct facilitating action taken by the Vice Ministry of Energy and
Hydrocarbons, between 1998 and 1999 el ectrification coverage increased from
13.7 percent to 20.5 percent, a figure reflected in 64,000 new connections. This
increaseis due primarily to greater availability of funds.

Despite these recent advances, approximately 700,000 rural households lack
electricity. It is estimated that the investment required for rural electrification in
the entire country is about US$1 billion. However, given the constraints on
obtaining these funds, the State decided to deal with these problems by
implementing the National Rural Electrification Program (PRONER), which
began a process of ongoing management for financing rural electrification,
consistent with Bolivia’sreal investment and implementation capacity.

PRONER, planned as Sate policy, seeks to support and promote socioeconomic
development in rural areas through electrification, creating conditions that help
to strengthen economic activities and improve the quality of life of rural
populations.

255. Expanding into a second phase of PRONER will involve connecting about 200,000
more rural households to the electricity system, in addition to those already connected, and
about 76,000 more that PRONER | is expected to connect during the years 2000-2002. In this
way, a coverage of 40 percent of rura households will be achieved in 2006.

256. To achievethese goals, based on PRONER’ s analyses and projections, the existing
network will be expanded, new hydroelectric power plants will be built, and existing thermal
power plants will be converted to using nonconventional energy sources.
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Rural telecommunications

257. The necessary mechanisms will be created to install telecommunications networksin
the country’ s poorest areas. To this end, the Office of the Vice- Minister of Transportation,
Communications and Civil Engineering (VTCAC) has designed the National Rural
Telecommunications Program (PRONTER Universal) in the context of policies on universal
service, in compliance with the Telecommunications Law.

258. Thegenera aim of PRONTER isto contribute to the economic and social
development of Bolivia'srural population by facilitating their access to regional, national
and international public telecommunications networks.

259. PRONTER' s specific objective is to expand the coverage of telecommunications
servicesto rural population centers with fewer than 350 inhabitants, which are not covered
by the Concession Contracts entered into with service operators, by providing resources to
operators for development projects and granting State subsidies to rural devel opment
charges.

260. Implementation of this program will make it possible to carry out complementary
remote programs, primarily in education, health, agricultural assistance, and nutrition, which
have a direct impact on impoverished sectors.

(b) Broadening and strengthening accessto land as a resource

261. One of the most common complaints expressed by the national agricultural sector
pertains to the lags in the regularization of land tenure titlesin rural areas and the restrictions
thisimposes on attracting investment and or improving property. Legal security in respect of
agricultural ownership is a prerequisite for attracting and increasing investment in rural areas,
and achieving comprehensive and sustained economic devel opment.

262. Under the BPRS, the property regularization in rural areas will be completed in 2006,
aswill the strengthening of the related institutional framework (including INRA, the
Agricultural Superintendency, National and Departmental Agricultural Councils, and the
Agricultural Tribunal). Both components will be addressed in greater detail in the component
on the security and protection of the poor.

263. The BPRS stresses the need to improve access to land as a resource, through
conclusion of the process of regularizing ownership in the Native Community Territories
(TCOs) in the eastern part of the country and the reduction in the current levels of inequality
in land tenure in the high plateau [altiplano] and valley regions. In addition, the BPRS
ratifies the principle of complementing the economic and social function by guaranteeing the
right to own agricultural property and strengthening human settlement programs.

(© Increasing competitiveness
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264. The competitiveness of the agricultural sector will be increased through effective
interconnection of the various stages of production and marketing. This interconnection will
be developed by means of identifying and implementing agro-food and agro-export
networks.

265. The vertical interconnection of the production and marketing process represents an
effective means of reducing transaction costs, thereby improving the competitiveness of the
products or goods produced.® The vertical interconnection of agro-food and agro-export
production will make it possible to effectively match demand and supply at each stage of
production and marketing, while also identifying the requirements for improved technology
and for production control and quality. The end-result is the production of higher quality
goods at alower cost, thereby enhancing competitiveness.

266. Theidentifications of agro-food and agro-export networks represents one of the
strategic focuses of the National and Departmental Agricultural and Rural Devel opment
Plans of the MAGDR. The Departmental Plans will identify potential productive resources,
establish and develop possible production networks that will guarantee the effective vertical
integration of regional producers.

267. The networks for quinoa and camelidae have been identified in La Paz, Oruro, and
Potosi, and are now being developed. It is anticipated that, once the Departmental Plans have
been finalized, the agro-food and agro-export networks in the remaining departments will
begin operations.

268. The second stage in the implementation of production networks is the identification
of restrictions and weaknesses within production chains. Support for the linking of the
networks will then be geared toward the provision of information, technical assistance,
entrepreneurial management, financing opportunities, and other requirements for increasing
efficiency and productivity at each stage of production. This support will be provided by
targeting the services of MAGDR and of international cooperation toward meeting these
needs. Among the mgjor programs and projects that will be oriented toward strengthening
productive sequences are: PASA, DRIPAD, PROSAT, PDCR-II, and PROTRIGO.

(d)  Diversifying nonagricultural employment opportunities and increasing
income from paid employment

269. Promoting nonagricultural rural employment is an important element for reducing
poverty. It has been demonstrated that a substantial proportion of the rural population
diversifiesitsincome by combining earnings from agricultural production with income
obtained from other activities, including participation in compensated labor markets. It isalso

% |t is hoped through this process to link all intermediate production and marketing
processes.
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indicated that people in rural areas with nonagricultural employment are less likely to face
poverty.

270. Support for diversification of nonagricultural income also includes programs
specifically directed toward promoting the processing of agricultural products, facilitating
their marketing, ensuring effective participation in domestic markets, and opening up
opportunities on foreign markets. Among the more important programs included in this area
are: The Bolivian Export Foundation COFIDA (Phase 11), the PRODIZAVAT project, the
Mink’ a Potosi Project (Phase IV), and the Amboré Project.

271. The BPRSwill support the development of rural tourism as an activity with
significant potential for generating nonagricultural income. The rural tourism programs and
projects will be developed as part of the National Tourism Plan in coordination with the
efforts of MACPIO and the Vice Ministry of Micro-Enterprises. These actions are interlinked
in order to ensure the active participation of the rural populations, as they are the ultimate
beneficiary of developing tourism in rural areas.

272.  Incentives will be provided to encourage the participation of local populationsin
developing rural tourism at two different levels. On the one hand, actions will be oriented
toward promoting the local ownership of programs and projects proposed in the National
Tourism Plan. Efforts will be concentrated in developing strategies to ensure that
comprehensive tourism complexes like Lake Titikaka, the Jesuit Missions, the Amazon
Triangle of Guayaramerin, Riberalta and Cachuela Esperanzainvolve the active participation
of local populations.

273. Therewill also be an effort to promote the devel opment of rural MSE’ s so that the
latter may undertake initiatives aimed at generating local tourism potential. The provision of
tourist services, including housing, meals, and information, are initiatives that can be carried
out with the participation of the local population which could establish rural MSE’s. These
initiatives could be coordinated with MACPIO and the Vice Ministry of Micro-Enterprises.
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Matrix 5.1
Matrix of Priority Actionsand Policiesfor
Promoting Rural Development

Strategic , Responsible
Actiegn AELER AT REL T I?sp:ituti on
Instruments
Expand and Construction and maintenance of local GM
improve roads. | - Prefectures
productive DUF
infrastructure |Construction and maintenance of irrigation DNRS
and micro-irrigation systems. MAGDR
Formulation of subsectoral policyand |  ----- DUF
consolidation of projects through the
National Irrigation Plan.
Construction of basic agricultural MAGDR
infrastructure. [ e
Provision and maintenance of electrical VMEH
power networks: The operationsof | -
PRONER will be extended.
Provision of rural telecommunications | - VTCAC
services (PRONTER Universa)
Expand and Conclude the regularization of rural land  |Revision of the |INRA
strengthen ownership. INRA Law and |[MAGDR
accessto land Regulations
asaresource
Increase Identification and selection of agro-food MAGDR
competitivenes |and agro-export sequencesthroughthe | --—---
S Agricultural and Rural Development Plans
Diversify Design and implementation of programs to VT
opportunities |promote rural tourism. VMME
for Design and implementation of programs to MACPIO
nonagricultural [promote and support productionof | = --—- MAGDR
employment  |handcrafts
and increase
income from
paid
employment

————— Actions that do not require regulatory instruments or already have regulations.

(if) Promoting the development of micro- and small enterprises (MSE’s)

274.  Strengthening MSE’ s will be one of the principal instruments of current government
policy for transforming production and combating poverty. The basic objectiveisfor micro-
and small enterprises to be competitive, self-sustaining, integrated horizontally and
vertically, and to contribute to economic growth in a sustainable and equitable way. The
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BPRS will consider MSE’ s to be a sector capable of promoting growth and generating stable
and productive sources of manpower.

275. The problems associated with performance of MSE’ srelate to: the existence of an
uncompetitive environment owing to an inadequate regulatory framework, limited access to
non-financial services,® and insufficient capacity of public and private organizations to
provide support to the sector to enable it to provide services effectively and efficiently.>

276. The BPRS seeks to support and strengthen the M SE Devel opment Plan promoted by
the Ministry of Labor and Micro-enterprise. In this context, the following strategic lines of
action were identified: (a) to create a competitive environment for the performance of

MSE’s; (b) to promote development of a nonfinancial services market to respond to the needs
of the sector; and (c) to develop the capabilities of public and private organizations
supporting microenterprise.

Box 5.4

Procedures and Results of microenterprises and Small
Enterprises
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(a) Creating a competitive environment for the operations of MSE's

277. The operations of MSE's are determined by the regulatory, legal and institutional
framework in which they operate as well as the infrastructure used. The current legal
framework should be revised to promote the effective operation of these enterprises. The

3 Access to financia services will be examined under the Developing Microfinance heading.

% Ministry of Labor and Micro-Enterprisess, 2000.
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rules of business will be aimed at reducing transaction and financial coststo improve the
operation of micro- and small enterprises.

278. The development of an environment conducive to the operation of micro- and small
enterprises will be achieved by simplifying, modernizing, and adapting the current legal
systems to the characteristics of micro- and small enterprise. In this connection, the
preliminary draft Law on the Development of MSE’ s proposes the modernization of the legal
environment and adaptation of current regulations to an environment facilitating the
operation of MSE'’s.

279. Adaptation of the regulatory framework will support the formalization of MSE'’s,
ensuring that they gain access to the benefits of the formal sector (access to credit and other
benefits). To formalize the activities of these enterprisesit will be necessary to evaluate the
regulations governing the commercial registry system and operating licenses. These reforms
will be considered as part of the simplification and modernization of the present system
governing the formation and operation of micro- and small enterprises.

280. Inaddition, the infrastructure within which MSE’ s operate is precarious and
inadequate and has generally not been designed for the purposes of producing or selling
goods and services.

281. Expanding the production infrastructure will take place through public investment
plans and programs carried out by the municipalities. This demonstrates that thereis
increasing scope for MSE’ s to participate in the process of expanding the production
infrastructure, which, in turn, will contribute to broadening their own productive capacities.

(b) Promoting the development of a nonfinancial services market

282. The promotion of nonfinancial business development servicesis directed toward
increasing productivity and ensuring the quality of the goods and services offered by MSE’s.
The BPRS identifies two actions for promoting the development of a nonfinancial services
market: (i) providing technical assistance services, training in business management,
information and marketing; and (ii) coordinating the incentives for artisanal production
through programs for craftsmen and small industry.

283. The BPRS will promote the development of business and microfinancial servicesin
order to improve microenterprise competitiveness and sustainability. To this end, support
will be given to expanding and consolidating an information services network, and training
vouchers will be introduced for business techniques and management.

284. Theprovision of technical assistanceisaimed at consolidating an information
services network and introducing training vouchers in business techniques and management
included among the modular programs of the Technical Assistance Service (SAT). The SAT
represents State policy in the area of technical assistance and training services. It is
anticipated that the efficiency of these services will improve as aresult of the
ingtitutionalization of the SAT and its conversion into a second-tier entity.
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The SAT’s modular programs establish a competitive mechanism for approving

innovative projects. Support will be extended to about 100 projects benefiting about 3,000
micro- and small enterprises. In thisway, it is hoped to generate specific opportunities to
support artisanal micro-enterprises, small industry, and generally support innovative startups.

(c) Developing public and private sector capacity to support micro-enterprises

286.

The BPRS suggests two specific actions to devel op the capacity of public and private

organizations supporting the M SE sector: (i) the coordination of the efforts undertaken

between the government, MSE’s, and international cooperation agenciesin the

implementation of job-creating projects; and (ii) institutional strengthening of the financia
institutions serving urban and rural MSE'’s.

2817.

Coordination between the government, MSE’s, and international cooperation

agenciesisaimed at ensuring their participation in investment projects and maintaining
productive infrastructure, the provision of supplies and equipment, and other innovative
undertakings where MSE'’ s traditionally have not been involved. The objectiveisto achieve
M SE participation in the construction and maintenance of local roads, micro-irrigation
works, and basic sanitation systems, among others. In a decentralized framework, the
possibilities will broaden in keeping with the municipalities’ priorities.

Promoting the Development of Micro- and Small Enterprises

Matrix 5.2.

Matrix of Priority Actionsand Policies

: Regulatory Responsible
Strategic Action Al RET Instrument (1) Institution
Create a competitive [Revision and adaptation of regulatory Preliminary MTM
environment for framework to the characteristicsof MSE’s.  |draft Law on MH
performance of Expansion of productive, commercial and Developing MDE
MSE's services infrastructure MSE’'s Prefectures
Municipalities
Promote the Provision of technical assistance services, MTM
development of a training in business management, SAT
non-financial information, and marketing. PROSAT
services market Coordinateincentivesfor artissndd | = -----
production through programs for craftsmen
and small industry.
Develop publicand  |Promote coordination between the MTM
private sector government, MSE’s, and international SAT
capacity to provide |cooperation agencies. | - PROSAT
support to MSE's Promote the institutional strengthening of the Prefectures
financial institutions serving urban and rural Municipalities

MSE’s.

Action that does not require aregulatory instrument or already has regulations.




-73-

(iii) Developing microfinance

288. Promoting microenterpriseis closely linked to a microcredit and microfinance policy.
Microfinance does not represent an extension of microcredit, but rather covers different
services (e.g., savings and transfers of funds) that are greatly needed among groups such as
the rural population that are traditionally shut out of the financial system.

289. The problems associated with the supply of credit fall into the following categories:
limited coverage by institutions engaged in microfinance, the dearth of financial instruments
suitable for the activities of urban and rural microenterprises, and the lack of aregulatory
framework, which impedes development of financial entitiesin rural areas.

290. Problemsreferring to the demand for credit concern the characteristics of prospective
borrowers and the conditions they face in terms of their levels of production, marketing, and
distribution of their products, as well as their limited management and business
administration skills. In some cases, this situation has produced high levels of excess
indebtedness on the part of a sizable proportion of credit applicants, an issue which itself
restricts credit access possibilities.

291. Inaddition, the following bottlenecks are seen in rural areas: lack of aregulatory
framework to facilitate the development of commercial financial institutions; limited
coverage and low productivity of microfinance institutions (small and limited in scope,
inadequate credit conditions and short loan terms); and limited capture of rural savings.

292. Inorder to overcome the lack of accessto credit in urban and rural areas, the BPRS
proposes to: (a) diversify and expand microcredit coverage in urban and rural aress;

(b) strengthen the institutional and regulatory framework; and (c) improve quality in the
supply of microfinance, particularly regarding to credit.

(a) Diversify and expand the coverage of microfinance

293. Inorder to diversify and expand the coverage of microfinance in urban and rural
areas, support will be given to the NAFIBO and FONDESIF programs, basically
emphasizing incentives for the development of financial services markets that seek to expand
financial competition. Specific actions are designed to provide greater assistance to regulated
financial entities; to channel international cooperation resources to the rural financial system,;
to improve the rules to alow expansion of financial services; to promote complementarity in
the activities of public and private agencies and international organizations; and to promote
financial services, particularly for low-income women.

(b) Strengthening the institutional and regulatory framework

294.  Strengthening the regulatory and institutional framework is designed to provide
greater opportunities for borrowers and potential investors for small urban and rural
producers. In order to achieve this goal, more credit for small and micro-enterprise will be
made possible in urban areas and loans to small farmers will be regulated. The Draft Law on
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Strengthening the Financia Intermediation System [Proyecto de Ley de Fortalecimiento de
Sstema de Intermediacion Financiera—PLFSIF]* and the Draft Law on Real Property
Guarantee will make it possible to expand opportunities for small producers. The PLFSIF
will expand the operations of nonbank financial institutions (mutual associations, savings and
loan cooperatives, private financia funds), which by their nature primarily serve the MyPES.

295. Toenablefinancial servicesto reach rural areas, and given the characteristics of the
country, it will be necessary to allow financial institutions that are not supervised by the
Superintendency of Banks and Financia Institutions [ Superintendencia de Bancosy
Entidades Financieras—SBEF] to operate alongside those that are. In order to expand
servicesin rural areas, support mechanisms for supervised and unsupervised entities will be
designed by FONDESIF (technical assistance, institutional strengthening, implementation of
financial services, development of technology, financia resources) and NAFIBO (financial
resources for supervised institutions). The purpose of these mechanismsisto create attractive
conditions so that the financial institutions will operate in rural areas.

296. The strengthening of the institutional framework will also be directed toward creating
favorable conditions so that municipalities will facilitate the creation of financial and
development opportunities for micro-enterprises and small businesses [Medianas y Pequeias
Empresas-MyPES], without assuming the functions of afirst tier bank or commercial bank.
The purpose is to have municipalities promote and facilitate the establishment of firms at the
local level, taking advantage of the region’s potential and facilitating the introduction of
financial services by financial institutions.

297. The strengthening of the institutional and regulatory framework for microfinance
companiesis amed at expanding financial servicesin rural areas, facilitating access to credit,
promoting the provision of financial services, developing financial technologies, and
improving the supply of credit and other financial services.

298. Aspart of this strengthening, the relevant offices of the Executive Branch will
coordinate the financing facilities provided by Bolivia s international cooperation partners so
asto ensure an efficient use of external resources, prevent distortionsin the microfinance
market, and bring the mechanisms into line with the prevailing market rules, by avoiding
subsidy interest rates and possible liabilities for the State, while ensuring the targeted and
discretionary allocation of the resources in question.

sThe PLFSIF creates the Deposit Insurance Fund [Fondo de Garantia de Depdsitos] and
introduces substantial modifications to the Law on Banks and Financial Institutions.
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(c) Improving the quality of the supply of microfinance

290.

Support will be given to the development of financial services for rural MSE’s and

the financial entities serving MSE’ s will be strengthened while improving information
systems within the financial system, both actions with the approval of specific regulations.

300.

In order to improve efficiency in the supply of credit, the development of

technological innovations will be promoted through technical assistance programs
specializing in the introduction of new financial technologies. Training will be directed to
ensuring that the resources of Microfinance Entities (MFES) can be used to design new

financial products and can adapt to the development of new technologies.

301

The efficiency of the supply of credit will be improved by expanding programs such

as the Program for Human Resources Training in Microfinance Entities, currently being
implemented successfully by the Bolivian Institute of Business Studies (IBEE) and the

Cooperative Training Institute INCOOCAP) in the cities of La Paz, Santa Cruz and

Cochabamba.

Matrix 5.3

Matrix of Priority Actionsand Policies
Developing Microfinance

Strategic Action Action Plan Regulatory Instrument (1) F;g;ﬁtsli%rl]e
Diversify and Support expansion of the coverage of FONDESIF
expand financial servicesfor MSE's, with special
microfinance emphasis on rural areas.
coverageinurban |Channel international cooperation resources | -
and rural areas. to the microfinance system
Strengthen the Promote regul ations enabling unregulated Law on Real Property Guarantee, |VAF
institutional and institutions to make information transparent. |Regulatory Decree on the NAFIBO,
regulatory Agree on and manage aregulatory framework |operation of unregulated financial [FONDESIF
framework and standards which ensure the development  |entities administering government

of microfinance. resources, Strengthening the
Promote coordination between the public Coordinating Committee in the
sector, private sector, and international area of Microfinance and Micro-
cooperation agencies at the departmental and |Enterprises, and Law on
local levels. Strengthening the Financial
Intermediation System
Improve the quality |Support the development of financial FONDESIF

of the microfinance
supply

technologies, products, and services adapted
to the requirements of MSE'’s.

Promote and support the devel opment of
financial servicesfor rural MSE's.

Promote the institutional strengthening of
financial entities serving urban and rural
MSE's.

Improve the information within the
microfinance system.

Action that does not require a regulatory instrument or that already has regulations.
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(iv) Supporting technical assistance

302.  Support for research and technological innovation is directly tied to access to and
dissemination of information, which in turn makes it possible to reduce the transaction costs,
production costs, and marketing costs for agricultural and industrial products, to improve
product quality, and increase the competitiveness of production.

303. Inrurd areas, the BPRS will support technological assistance through the institutional
strengthening of the Bolivian Agricultural Technology System [Sistema Boliviano de
Tecnologia Agropecuaria—SIBTA] and the mixed public-private foundations which it brings
together. SIBTA reflects State policy in the area of extension services and training.

304. Inurban areas, support for technological assistance will be channeled through
business devel opment services to be implemented as part of the National Micro- and Small
Enterprise Development Program. Specific actions of this plan in terms of technological
assistance include training, advisory services in business management, and market
information. Programs will also be developed in science and technology as part of the actions
of the National Science and Technology Council [Consegjo Nacional de Cienciay
Tecnologia—CONACY T], in coordination with international organizations.

305. Promoting technological assistance in urban and rural areas will be carried out
through the following actions: (a) supporting implementation of a new system of
technological innovation; (b) establishing an information system to link supply and demand
for technical assistance through the Technical Assistance Service (SAT); and (c) developing
a comprehensive technical assistance system in the context of SIBTA.

(a) Supporting implementation of the new agricultural technology system

306. Theaim of the SIBTA isto increase and optimize public and private investment in
the agricultural production process, through the provision of nonfinancial services associated
with the promotion of competitive and sustainable agriculture.

307. The BPRS will support implementing the new Bolivian Agricultural Technology
System (SIBTA) by stressing the need to make efficient use of the national and international
resources devoted to technological development of the agricultural, agro-forest, and

industrial sector. Most of these funds will be coordinated within SIBTA. The Foundations for
the Development of Agricultural Technology [Fundaciones para el Desarrollo dela
Tecnologia Agropecuaria—FDTAS] that are responsible for meeting demand from producers
and supporting research centersin the transfer and adoption of technologies will be
strengthened.
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308. Inrura areas, the implementation of technological innovation and research will
support knowledge, technologies, practices, and local customs that represent effective ways
of using technology and innovation.*

(b) Establishing an information systemto link demand and technological supply

309. The establishment of systemsto connect demand and technological supply is intended
to reduce transaction costs, increase the productivity of production, and generally increase
the efficiency of investment.

310. Thefollowing actions were identified for matching research and technology transfer
needs in the productive sector to the State’ s supply of technical assistance: matching
institutional academic supply (universities and research centers) to agricultural enterprises
and producers’ specific needs for research, training and technical assistance; promoting the
development of knowledge by expanding access to the Internet and promoting exchange
programs, and facilitating the dissemination of agricultural information by establishing
commodity exchanges to achieve better market operations.

311. Linking productive demand for technical assistance to the State’s supply will be
performed by means of ingtitutional agreements between the State (universities and other
research centers) and the Federations of businessmen, producers, and representatives of small
rural producers.

312. To achieve an effective matching between the demand for training and the State’ s
supply, the BPRS will support the implementation of business devel opment services for
MSE’s. These services include expanded training, technical assistance, and advising on
business management, the establishment of a network of information centers and business
development services, and expansion of the voucher program for MSE’s.

313. Expanded training and technical assistance to enterprises includes training programs,
advising on business management, market information, and the promotion of conglomerates
and trade associations. A network of information centers and business development services
will be established to facilitate M SE access to such services, and the expansion of training
programs, technical assistance, and business management advisory services.

314. Thevoucher system enables MSE’ s to select the most appropriate program and
providers to meet M SE needs more effectively. Expansion of the voucher program will offer
adiverse range of business management programs (business administration, accounting, and
financial analysis) and production programs (such as carpentry, agro-industry, and
assembly).

% Proposals relating to traditional knowledge and technologies are presented as part of the
cross-cutting topic: “Promoting Development with Identity.”
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(c) Developing a system of comprehensive technical assistance

315.

The development of a comprehensive technical assistance system isintended to

establish technical assistance and multisectoral and multitopic instruction for training the
trainers. The objective of these programsisto generate economies of scale by investing in the
training of future trainers.

316.

In order to strengthen initiatives of thistype, incentives will be provided for financing

and implementing technical training programs and devel oping resources according to
the municipalities mission and economic potential.

Matrix 5.4

Matrix of Priority Actionsand Policies
Supporting Technological Assistance

Strategic Action Action Plan Regulaton(/ll)nstrument Institution Responsible
Support the Consolidation of research system and|{Consolidate the SIBTA
implementation rural technological innovation|institutional EE;QSSAG
of research (SIBTA). framework of the CONACYT
systems and Linkage between SIBTA and National Research and
technological Foundations for Development of Innovation System.
innovation. Agricultural Technology (FDTAS). [Technological

Development of science and Innovation Law.

technology programsin urban areas |Promulgate the

Intellectual Property
Law.

Establish an Establishment of agreements between 3.$$Qm
information universities and private entities to PUblic Research
system to match |match production sector needs to Centers.
demand and academicsupply. | -
technological Programsto support the devel opment
supply. of knowledge

Dissemination of agricultural

information.

Implementation of business

development servicesin micro- and

small enterprises.
Develop a Development of technical assistance SIBTA
comprehensive  |programs and multi-sectoral and
technical multi-subject training. | -
assistance Financing and implementation of
system. technical training programs and

development of human resources

according to the municipalities

mission and economic potential.

@

Action that does not require aregulatory instrument or that already has regulations.
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(v) Improving, maintaining and increasing the road infrastructure®

317. A requirement for reducing poverty is aroad infrastructure that allows for economic
development. The multiplier effects of an adequate road infrastructure are important for
increasing production. The benefits include energizing trade, reducing transaction costs,
promoting access to products essential to the development of the most depressed
communities, generating employment and facilitating access to basic services.

318. Strategic actions intended to increase road infrastructure involve implementing the
Master Plan for Land Transport, promoting private participation in road construction and
increasing investment in the main road network.

319. The Master Plan for Land Transport is the planning tool that will define the
methodology for allocating resources among the various modes of transportation and will
make it possible to establish road infrastructure construction and maintenance needs, taking
into account technical, economic, social and environmental criteria, thereby facilitating
efforts to reduce overall transport costs through efficient utilization of the resources allocated
to the sector.

320. The Third Resurfacing and Maintenance Program will make it possible to recover
transitability levelsfor the next 5 to 10 years. To this end, repaving and/or gravel or rubble
replacement work will be done, surface drainage will be improved, and structures that have
deteriorated will be resurfaced (sewer conduits and bridges).

321. Improving the infrastructure of the Fundamental Roads Network requires private
sector participation in financing road infrastructure; the avoidance of excessively heavy loads
that accelerate the deterioration of highways; availability of atechnical mechanism for
allocating resources; an adequate ingtitutional structure for the efficient management of
resources, creating an appropriate regulatory framework; and developing mechanisms to
make funds allocated by the government available on atimely basis.

322. The Transport Law and its regulations will be promulgated to complete the sector’s
regulatory framework; they will define the ground rules for providing transport services, on
the basis of which specific standards will be devel oped for each mode of transport. The
Master Plan for Land Transport will be approved as the instrument which defines the

3" The National Highway System was defined in Supreme Decree 25134 of 8/ 21/98,
establishing that the system consists of the Fundamental Network (under the National Roads
Service), Departmental Networks (under the prefectures through the Departmental Road
Services) and Loca Networks (under the Municipalities). Compliance with environmental
protection standards is required in order to be a Fundamental, Departmental or Municipal
Network.
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policies, strategies, programs, and recommendations for intervention in Bolivia's road
infrastructure.

323. TheLaw on Concession of Public Transportation Projects and its regulations are
intended to stimulate private participation in road transport projects. These instruments will
make it possible to transfer the administration of more than 20 percent of the Main
(Fundamental) Road Network to the private sector.®®

324. The Cargo Law regulating the weights and sizes allowable for freight or passenger
trangport vehicles on the country’ s highways will be enforced to safeguard investments made
in road infrastructure and to guarantee the proper use of highways. These provisions must be
gradually applied to all of the country’s highways, particularly the integration corridors
where greater high tonnage truck traffic is expected. The various control points for this must
be suitably equipped.

325. Institutionalization of the National Roads Service (SNC) will make it possible to
depoliticize its actions, make its staff professional and reduce corruption. For this purpose,
the SNC will be transformed into an autonomous entity administered by a board of directors
with an Executive Chairman and four Directors appointed by the President of the Republic
from ashort list approved by atwo-thirds vote of the members present at a session of the
House of Representatives. Institutionalization of the SNC must move ahead and be improved,
redefining its organic structure, selecting staff by merit-based competitions within the
framework of the Civil Service Regulations, and developing the operations manual.

326. Inorder to make State resources available for road infrastructure, a mechanism must
be designed to ensure a permanent sources of fundsto be used as expeditiously as possible.
One option isto create afund that has resources that could come from payment of tolls,
allocations from the TGN, and contributions from the International Community.

327.  Although resources will be allocated based on the Master Plan for Land Transport,
four integration corridors have been identified for completion as priority long-term projects:
East — West, linking (Santos, Brazil) - Arroyo Concepcion - Santa Cruz — Cochabamba —
Tambo Quemado (Arica, Chile). North — South, linking Trinidad — Santa Cruz — Y acuiba.
West — North, linking (Desaguadero, Peru) — La Paz — Guayaramerin. West — South, linking
(Desaguadero, Peru) — La Paz — Oruro — Potosi — Bermejo.

% The Road Concessions Program consists of the following projects: (i) Routes to the Pacific
(1,000 km); (ii) Central Axis Road Distributor (1,000 km); and (iii) Eastern Routes Road
Distributor (200 km).
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Matrix 5.5
Matrix of Priority Actionsand Policies
Building the Road Infrastructure: Fundamental Network

: : Regulatory Instrument | Responsible Institution
Strategic Action Action Plan (1)
Improve the Private participation. | Grant concessions. VTCAC
road Cargo checks. Enforce Cargo Law. VTCAC-SNC
infrastructure | Efficient allocation | Transport Master Plan MDE-VTCAC
(more and of resources. and
better quality Institutionalization of
roads) Complete the the SNC.
regulatory Transport Law.
framework. MDE
Implement the Road Infrastructure
Concessions Law Fund. MH
Q) - Action that does not require aregulatory instrument or that already has regulations.

(v) Expanding income opportunitiesfor Bolivians as owners of assets

328. TheLaw on Property and Cooperative Credit (PCP) created two benefits using the
resources of the Collective Capitalization Fund (FCC), which come from the process of
capitalizing public enterprises, Bolivida, and Acciones Populares (APs).

329. Boalividaisan annua allowance to those over 65 years of age on December 31, 1995,
and is part of the social safety net created by the Bolivian government.* Bolividawill be
financed by using 30 percent of FCC resources.

330. APsaretransferable Fiduciary Certificates which will be distributed to all Bolivian
citizens over the age of 21 and less than 50 years of age on December 31, 1995. APs will be
financed using 70 percent of the resources of the FCC, amounting to approximately US$1
billion (13 percent of GDP).

331. AnAP may be sold, conveyed in an estate, used as a down payment for access to
low-cost housing, or as aloan guarantee. At the same time, by introducing such a significant
amount of resources through transferable securities, APs will become one of the most
important incentive for devel oping the securities market in Bolivia and, in consequence, an
instrument that will facilitate access to credit universally.

% Thisissueis addressed in greater detail in the strategic component on “Increasing the
Security and Protection of the Poor.”
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332. Since APs can be used as guarantees for microcredit (either by individuals or among
various microenterprises or sole proprietorships), more democratized access to credit will be
promoted. Thiswill make possible a comparable increase in the possibilities for creating or
expanding MSE'’s, particularly in rural areas given the difficulties that small producersin this
sector have in providing guarantees.

Developing the productive capabilities of the poor

333. Developing productive capabilities improves the living conditions of the population
even asit ensures itsincome levels. To this end, the State should guarantee the provision of
social services with the greatest social return. The relevance and quality of social services
must be incentives for the population to receive returns on investing in health and education.
Sufficiently habitable conditions and the availability of basic sanitation help to preserve
human capital.

334. Despite the growing importance of the social sector, disbursements amount to

39 percent of the funds committed up to December 1999. The slow process of disbursing
foreign funding is due to the absence of national counterpart funds, to problems with the

compatibility of the procedures used by financing institutions, and to inefficienciesin the
administration of some programs and projects.

335. To achievethis objective, specific policies will be implemented with respect to:
(1) improving educational quality and access; (ii) enhancing health service conditions and
access, and (iii) improving habitability.
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Box 5.5
Education, Health and Basic Sanitation,
According to Dialogue Participants

“ Before coming, we had our meeting to prioritize our needs: basic sanitation
and education, because many children have no education or have to walk a long
way to reach school.”

(Santos Zurita, Chairman of the Moro Moro Vigilance Committee, Dialogue
2000)

“We have prioritized health and education because | think that only with
education can we get ahead.”
(Dick Dorado, Mayor of San Miguel, Dialogue 2000)

In the National Dialogue, it was agreed that improving services in education,
health and basic sanitation generally requires. more infrastructure and
equipment; skilled human resources; priority allocation of public funds; and
strengthening the ingtitutional status and management of the various public
institutions involved in the activities of each sector.

To improve educational quality and access, the BPRS proposes to (i) transform
the curriculum; (ii) transform the training and administrative system for
teaching staff; (iii) promote planning and decentralized educational
management at the municipal level with community participation; and (iv)
strengthen the regulatory and supervisory power of the governing authority. To
improve health services conditions and access, the BPRS proposes to (i) expand
the health insurance system; (ii) control major transmisible diseases; and

(ii1) improve the quality and status of the population’s nutrition. To improve
habitability, the BPRS proposesto (i) fund and improve the infrastructure; and
(i) ingtitutionalize the basic sanitation and housing sector.

(i) I'mproving educational quality and access

336. Education makesit possible to satisfy the population’ s basic needs while increasing
its productivity. Similarly, education opens the door to the labor market and enhances
opportunities for future distribution of income. From a broader perspective, it helpsto
promote participation and social equity and to ensure the sustainability of development
trends.

337. Strategic actions and the allocation of resources within the educational sector will be
directed on a priority basis to the primary level* in accordance to the Political Constitution

“0 The Educational Reform Law (1994) stipulates eight years for primary school.



of the State (CPE). In the medium term, emphasis will also be placed on early and secondary
education, establishing learning horizons for children up to age 6 and coordinating the
secondary school curriculum with the other levels and with the labor market. By the year
2002, the school curriculum will have been completely overhauled. Thisis expected to
improve the quality of education and ensure that students remain in the school system.

338. Work training will make it possible to obtain short-term effects to the extent that it is
linked to productive demand and to the generation of income. Therefore, adult literacy
programs must be linked to work training, focusing on the economically active population,
preferably women of child-bearing age. The development of work training must be driven by
ajoint effort of the State and the economy.

339. Thereform of higher education will make it possible to have excellent public and
private institutions that contribute to technological development and research. Subsidiesin
the public sector will be directed exclusively to the low-income population, promoting
various policiesto cover costs.
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Box 5.6
Advances and Challengesin Education

National Dialogue 2000 indicated the need to reduce literacy. It should be
emphasized that the only way to definitively eradicate illiteracy is by educating all
children. This makes primary and preschool education very important. According
to studies and research, quality educational intervention at an early age allows
children to do better in school because they develop better learning ability. In
economic terms, this means savings for the Sate, in that it has been shown that
educational intervention at the preschool level helps to reduce grade repeater and
dropout ratesin primary school. Indeed, results fromthe SMECAL test do show
that children who attended preschool programs perform better in primary school.

The Dialogue also suggested improving the quality of education in general,
increasing the supply of technical training and providing work training programs
that meet specific skill requirements for productive employment.

During the 1990s, enrollment rates in Bolivia improved substantially and
disparitiesin enrollment patterns by gender have fallen, although disparities
remain between rural and urban areas. The grossrate of primary school enrollment
between 1990 and 1999 rose by 10 percentage points, exceeding 100 percent. This
increase is explained by a higher allocation of public resources, the Educational
Reform process, and the growing importance that society assigns to the education
of its children.

However, the quality of education remains low. Only two-thirds of primary school
students complete the sixth grade. In general, education in Bolivia is below the
average for Latin America according to evaluations carried out by UNESCO on
language and mathematicsin the third and fourth grades of primary school.**
Moreover, the dropout rate has remained practically constant since 1990 (falling
from 6.8 percent to 6.7 percent), although the failure rate has fallen from

6.4 percent to 5.6 percent over the last 10 years.

340. Four lines of action are considered in school education (preschool, primary, and
secondary): (a) transforming the curriculum; (b) transforming the training and administrative
system for teaching staff; (c) promoting planning and decentralized educational management
at the municipal level with community participation; and (d) strengthening the regulatory and
supervisory capacity of the governing authority.

41 \World Bank, 1999.
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(@) Reforming the curriculum

341. Theimplementation of the new curriculum redefining the institutional structure of the
educational system based on the school and a reassessment of the teacher’ s role in society wil
be accelerated. The new curriculum is cross-cultural in recognition of the cultural diversity of
Bolivian society, reflects educational needs, and meets the requirements of regional and
national development. It recognizes students as individuals who build upon their own
learning experience and establishes the bilingual method for those whose mother tongueis
not Spanish.

342.  The curriculum transformation begun in primary and preschool education will be
promoted together with teacher training. Subsequently, this process will continue at the
secondary level, where the design of the curriculum will be linked with primary and higher
education, teaching the humanities as well as technical training (with the degree of mid-level
technician), according to demand in the labor market and local needs.

343. Instructional materials and equipment consistent with the new curriculum will
continue to be produced and distributed free of charge to the public schools, supporting the
process of curriculum transformation. Educational resources centers will al'so be equipped
and provided with materials.

(b) Transforming the training and administrative system for teaching staff

344. The new system for training preschool teachers will be strengthened. The
transformation of this system began when public and private universities were contracted to
administer the Advanced Teacher Training Institutes [Institutos Normales Superiores—INS|
and implement the new curriculum under the proposed Educational Reform. In addition, the
continuing education system for teachers will be organized through academic advisory
programs aready in operation and a network of universities and INSs offering various
methods for in-service refresher courses for teachers.

345. A new system for administration of teaching personnel that fosters continuing
education and better teacher performance will be promoted. This system involves a new form
of compensation with monetary and nonmonetary incentives based on performance and
results. It is expected that this system will reduce temporary teaching positions held by
people without teacher training.* These policies presuppose a higher allocation of current
spending for school service.

“2 Between 1997 and 2000, temporary positions averaged about 26 percent nationally, with
higher incidencein rural aress.



-87-

(c) Promoting decentralization of municipal level educational management with
community participation

346. Implementation of Nuclear Education Projects (Proyectos Educativos de Nucleo -
PENS) as a planning and academic tool will be accelerated. The design and implementation
of PENSs require the participation of directors, professors and parents and are tailored to the
specific needs and problems of each educational unit.*®

347. PENs must comprehensively address both academic needs and infrastructure and
eguipment needs in order to constantly improve the quality of each school. Resources will be
allocated for school infrastructure, giving priority to areas with the highest density school-
age population.

348. The power to administer,** supervise, and control human resources as well as funds
for paying for staff servicesin education will be transferred to the Municipal Governments
gradually, with technical assistance from the Ministry of Education, Culture and Sports
(MECyD). To this end, the municipalities may voluntarily ask the Ministry to make this
transfer effective during the maximum three-year period following the effective date of the
Dialogue Law. After the three-year period, the transfer must be made.

349. Toimprove decentralized educational management, the Departmental and District
Education Directorates will be strengthened by recruiting appropriate technical personnel and
training them in the role they must play in technical training, information systems,
administrative and control systems, evaluation and supervision. In addition, the necessary
equipment will be provided.

3 A municipality’s PENs make up the Municipal Education Program (PROME), which is
part of the Municipal Development Plan (PDM). The MECyD provides technical assistance
in the PEN and PROME design process.

4 Proposal contained in the preliminary draft Dialogue Law currently under discussion with
civil society.
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Box 5.7
Nuclear Educational Projects

Nuclear Educational Projects [ Proyectos Educativos de Nucleo] are a
management tool that allows the community around an educational center to
make decisions, shoulder responsibilities, and suggest solutions for their
schools' specific educational problemsin order to improve educational quality
and results. They have two components: pedagogical processes and
infrastructure.

I mprovements in infrastructure, materials supply, and pedagogical processes
help to increase educational quality and continued attendance at school. The
participation of parents through Educational Boards helps make responses more
relevant to local needs and promotes social control.

Over time, the growing endowment of human capital helps to increase individual
productivity and incomes, particularly among the poorest groups. In this way,
opportunities are broadened and the population’s quality of lifeisimproved.

(d) Srengthening the regulatory and supervisory capacity of the governing
authority

350. MECyD staff will be incorporated into the Institutional Reform Program (PRI) to
ensure the stability and professional quality of its officials.

351. Development of Education Information Systems (SIE) and the System for Measuring
Quality in Education (SIMECAL) will continue. They ensure the availability of timely and
reliable information as an essential instrument in policy design, follow-up and evaluation of
the operation of the national educational system.

(e) Other strategic actions
Technical and alternative education

352. Adult Technical Education Programs (PETA Projects) will be implemented to target
rural areas, transform Rural Normal Schools into Professional and Technical Training
Institutes (rural IFPTs serving as “business incubators’), implement new plans and programs,
improve the enrollment and teaching quality of Centers, Schools, and Institutes (CEls) for
alternative education, and adult literacy and basic education programs, with the objective of
diversifying and improving the current supply, linking it to productive activitiesin the region
where each is located.

353. New Technical and Agricultural Education Centers (CETAS) will be created at the
national level, and the administrative organization of the Municipal Integrated Centers
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(CIMs) will be promoted, including through the construction, refurbishing, and equipping in
order to ensure their sustainability.

354. Effortswill be oriented toward strengthening the State’ s Technical Institutesin rural
areas and the creation of new Professional and Technical Training Institutesin rural and
marginalized areas, thereby enabling the local population to gain technical knowledge and
comprehensive training in various fields and at various levels, the results of which will be
reflected in the creation of focal points of growth in the rural and marginalized regions. In
this connection, policies will be established for broadening enrollment to marginalized areas
where the production sector’ s participation in strategic actionsis of paramount importance.

Higher education

355. Improvements in higher education will be promoted through creation of a Higher
Education Quality Improvement Fund [Fondo de Mejoramiento de la Calidad—
FOMCALIDAD] and the National Council of Higher Education Accreditation [Consgo
Nacional de Acreditacion de la Educacion Superior—CONAES]. The objectiveisto
strengthen and improve the performance of public universities by seeking new mechanisms
for alocating public resources based on the quality and internal efficiency of these
institutions.

356. Private universities will have more transparent and responsible academic
management based on regulation and accreditation mechanisms. In addition, the process of
modernizing the institutional management of Higher Education will be initiated by means of
the Initial Reform Project for the sector.
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Matrix 5.6
Matrix of Priority Actionsand Policies
Improving Educational Quality and Access

Responsible
Strategic Action Action Plan MEEET Institution
I nstrument
Broad application of the preschool, primary | MECyD
Transform the [and secondary curriculum in all UEs.
curriculum Equipping of UEsand instdllationand |
equipping of Pedagogical Resource Centers. MECyD
Strengthening the INSand training for -~ | MECyD
;E;Iar?ﬁ: or;nn(;he teachers and directors.
dmi nigst rative Continued training of academic advisors,. | =~ - MECyD
system for Implementation of the new administrative
teaching staff system for teaching staff, incorporatinga | -
teacher incentive program. MECyD
Training for officials of Departmental and MECyD
Promote District Services (SEDUCA) and Municipal
lanning and Governmentsin planning, evaluation, | = ------
(Ej)ecentrgliz ed information, administration and control
: systems.
ﬁqd::at:gzlm a Equipping of officesinthe Districcand | MECyD
oo Departmental Services (SEDUCA).
level with P Transfer to the Municipal Governments of Office of the
community responsibility for administering, supervising, | Approva of | Vice President
participation and controlling human resources in the National —MECyD and
schools as well as the corresponding funds. Dialogue Law Municipal
Governments
Strengthen the [Strengthening of the Educational Information) MECyD
regulatory and [System.
supervisory Development of the Educational Quality MECyD
capacity of the |Measurement System (Promoting creationof |
governing an autonomous educational accreditation
authority body).
o - Action that does not require aregulatory instrument or that already has regulations.

(if) Improving health services conditions and access

357. Hedthishighly valued by society because the population as awhole benefits from it
and because it helps to reduce poverty. Monitoring the health status of the population in order
to preserve human capital and productivity is a public responsibility. In the case of the
poorest members of society, health care should be a priority because the poor are at greater
risk of becomingill, their ability to create income depends almost entirely on physical labor
and the financial cost of dealing with illness can be beyond their means.
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358. Various programs are being implemented in the context of Health Reform. To ensure
the timeliness of disbursements from such programs, the availability of local counterparts
will be guaranteed to handle disbursements from international cooperation and establish a
more flexible system with fewer conditionalities.

Box 5.8
Advances and Challengesin Health

The National Dialogue 2000 established that health status is one of the most
important aspects in building the population’ s capacities. Thus, actions that
further the process of Health Reform must be given priority.

Infant mortality is 67 per 1000 live births, and is twice as high in householdsin
the lowest quintile due to low vaccination coverage in poor households and the
fact that they are less likely to receive institutional care for acute respiratory
infections (ARIs) and acute diarrheal diseases (ADDs). Maternal mortality is
390 per 100,000 live births and is considerably higher in rural areas. The three
endemic diseases that represent the highest burden of disease are Chagas
disease, malaria and tuberculosis. Chagas disease is responsible for 13 percent
of deaths in people aged 15 to 75, and areas where the disease is spread cover
60 percent of the country. The prevalence of malaria is quite high (8 per 1,000
inhabitants by the year 2000). The incidence of tuberculosis shows a decline
since 1990. However, it is among the highest in the region (113 per 100,000
inhabitants by 1999).

Public spending in health in Boliviais very low and since 1990 has shown a
decreasing trend in real terms. Per capita spending in 1995 was 8 dollars, below
international recommendations that suggest a per capita investment of 12
dollars. Due to decentralization, the spending allocated to the Ministry of Health
and Social Insurance (MSPS) has been cut drastically but has not been offset by
an increase in funds allocated by the municipalities and prefectures.

The Health Reform being carried out in Bolivia is a process of structural
changes in political and administrative terms. It seeks to achieve solidarity and
universality in access to health services, in which the principles of participation
and decentralization must go hand-in-hand with the concepts of equity, efficiency
and quality. The principal objective of the Reformisto reduce maternal-child
mortality rates and to control the major transmisible diseases.

359. Thepriority of the BPRS in health coincides with the main objective of Health
Reform: to reduce maternal-child mortality rates and control the major endemic diseases.
Five courses of action were identified to achieve this objective: (@) efficient management of
human resources; (b) expansion of the health insurance system; (c) control of transmisible
diseases and strengthening of the epidemiological surveillance system; (d) improvement of
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nutritional quality and status of the population; and (e) development of the cross-cultural
approach in health. Matrix 5.7 describes the strategic actions given priority in the action plan,
regulatory instruments and responsible institutions.

(&) Ensuring efficient human resour ces management

360. A priority measure of the Action Plan in health is to improve human resource
management. The MSPS, in coordination with the Finance Ministry, will guarantee an
adequate budget to provide the personnel needed to satisfy the population’s needs, in
accordance with resource allocation criteria such as population, epidemiological profile, or
other criteriathat give priority to rural areas, particularly remote population groups.

361. The power to administer, supervise and control human resources will be gradually
transferred to municipal governments, with technical assistance from the MSPS. This process
of “municipalization” of health requires that alegal framework be approved to expand the
jurisdiction for administering human resources at the local level. This framework will be
supported by the National Dialogue Law.

362. The health career stream™ will be the principal instrument for improving the working
conditions of health personnel through monetary and non-monetary incentives. Monetary
incentives will focus on improving the salary scale for medical and paramedical personnel
and non-monetary incentives include a guarantee of work stability and training programs that
will guarantee greater results-based management capability for the benefit of the poor
population.

(b) Expanding the health insurance system

363. Inorder to guarantee access to primary healthcare services, the MSPSis
implementing Basic Health Insurance (SBS)* and Medical Insurance for Old Age (SMV).*

* The health career stream is a human resource management policy that seeks to promote the
development and advancement of Public Health System officials and employees based on
potential, skill and merit in performance and the demands of the dynamic that the services
Ccreate, ensuring job stability.

6 The SBSisapackage of 75 essential benefits for children under five years of age and
mothers, including some benefits for the general population to cover sexually transmitted
disease and prevalent endemic diseases such as malaria, tuberculosis and cholera. This
program is a continuation of the National Maternity and Child Insurance (SNMN),
implemented in 1994, and expands benefits for mothers and children as well asfor the
genera population.
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The coverage of these insurance plans will be expanded until Universal Health Coverageis
established in the future.

364. The SBSwill expand the basic package of benefits to cover comprehensive health
services at thefirst two levels of care. Ont he other hand, the SMV will be adjusted based on
astudy to define a basket of basic benefits that will allow for its sustainability and make it
possible to include the rural elderly.

365. The most important tool in moving toward Universal Health Insurance is the Health
Law, which will initiate the expansion of coverage to the entire population by integrating the
public subsystem with the social security system and introducing the separation of functions,
in which the administrator of the system’s resources will not be the service provider.
Establishment of Universal Health Insurance involves substantial changes in terms of
enrollment, financing and integration of the current system, in order to build a
comprehensive Bolivian Health System. The draft Law will be approved after a process of
national consultation involving the participation of users, workers, health managers, area
professionals, system financers and institutions providing services.

(c) Improving control of transmisible diseases and strengthening the epidemiological
surveillance system

366. The actions of the Epidemiologica Shield*® program will be expanded to include
other epidemic diseases such as Leishmaniasis, hemorrhagic fever and others. In the context
of the BPRS, priority will be given to resources directed to expanding intervention in
preventing and treating the major transmisible diseases.

367. The5 percent contribution from Social Security revenues will be guaranteed for
prevention programs to ensure the sustainability of the Expanded |mmunizations Program |1
(PAL 1), incorporating new vaccines, preventing diseases that cause infant mortality such as
hepatitis B and Haemophilus Influenzae and expanding vaccination coverage.

368. The epidemiological surveillance system will be strengthened institutionally so that
there will be strong decision-making capacity at local levels for controlling possible
outbreaks. Thiswill be done by implementing a network of laboratories, community training
and a blood bank network.

*" The SMV covers people over the age of 60. This program has serious funding problems
due to miscalculation of the premium for the basic benefits package for this age group that
faces a higher frequency of illness.

8 The Epidemiological Shield is one of the components of the Health Reform that seeks to
control the major communicable diseases. The program’sinitial efforts focused on Chagas
disease, malaria and tuberculosis, due to the heavier burden of disease.
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(d) Improving the population’s nutritional status

369. MSPS leadership will be promoted in the design, implementation, evaluation and
follow-up of nutritional policies, in coordination with other sectorsinvolved, so asto fill the
institutional vacuum in this area. This coordinating action will include NGOs that have made
a cost-effective allocation of resourcesin providing nutritional benefits to the community.*

370. Inorder to improve the population’s nutritional status, micronutrient programs
(iodized salt, iron and vitamin A) carried out by the MSPS, which have had significant
results such as the eradication of goiter, will be continued.

371. Literacy campaigns with nutritional components will be implemented in coordination
with the MECyD for mothers and women of child-bearing age. In addition, nutritional
subject matter designed to redirect family nutritional behavior will be incorporated in the
primary and secondary curriculum. Education, information and communications programs
will also be carried out for both health personnel and the general population in order to
improve the diet of Bolivians, as well as the nutrition indexes (weight for age, height for age,
weight for height).>

4 World Bank, 2000.

* The height for age indicator shows chronic malnutrition (delayed growth), weight for
height measures recent malnutrition (due to recent illness or deterioration in nutrition) and
weight for age measures overall malnutrition (summarizes the preceding measurements).
According to ENDSA-98, amost 10 percent of children under the age of three have deficient
weight for their age. Thisindicator isworsein the case of rural children whose mothers have
no schooling.
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Box 5.9
Nutrition Situation

Bolivia has high rates of chronic malnutrition (height for age) and general
malnutrition (weight for age). In 1998, close to 26 percent of children under the
age of five had delayed growth and 9 percent were severely affected by this form
of malnutrition. In children under the age of five, 9.5 percent showed general
mal nutrition.

Malnutrition is highest in rural areas, in the highland communities, and in the
poorest departments. The causes of malnutrition are varied and are affected by
both the limited supply of food leading to low quality intake and some factors
associated with household resource allocations unfavorable to children,
including lack of care from prenatal care on, diseases (especially diarrheal
disease), low educational levels among mothers, precarious housing conditions,
lack of access to basic sanitation and the population’s general state of poverty.

Health programs are incor porating information on the benefits of breast-feeding
as a way to reduce the risk of malnutrition. In addition, there are other programs
such as the School Breakfast and the Breastfeeding Subsidy under social security
that seek to prevent problems of malnutrition in children.

372.  Sexua and reproductive health programs will be continued to ensure longer birth
spacing,™ so as to avoid frequent pregnancies that increase the likelihood of amother’s
having low birth weight babies.

373.  Given how important water is to the population’s nutritional status and considering
that a sizable share of sanitation systems are frequently infected, regulatory measures will be
implemented by the Basic Sanitation Superintendency to guarantee the consumption of clean
and healthy water.

374. The Nutritional Vigilance System (SVEN) will be improved by strengthening SBS
nutritional services for children under the age of five, e.g., by promoting and monitoring
growth and by providing anemiatreatment and oil supplements. Benefits to ensure adequate
nutrition for pregnant women will be included to prevent low birth weight with iron sulphate
supplements.

°L “Birth spacing” refersto the time elapsed between the birth of one child and the next for
the same mother.
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(e) Implementing the cross-cultural approach in health

375. Inorder to overcome cultural barriersin the delivery of health services, medical and
paramedical personnel will be made aware of the importance of promoting respect for the
practices and customs of native peoples in the health-illness process. Thiswill be achieved
through educational campaigns. This action will generate greater confidence in conventional
medi cine among these population groups, improving coverage for childbirth care and
vaccination levels.

376. The“Health with Identity” program will be expanded. This program seeksto create a
mixed care model that combines the virtues and benefits of traditional and conventional
healthcare systems and draws upon successful experiences such as the Willagkuna in Potosi.
The consultation exercises associated with the National Dialogue have made it possible to
develop similar projectsin coordination with the Single Trade Union Confederation of Rural
Workers of Bolivia(CSUTCB) and the native people of the east.

() Other strategic actions

377. Prioritized policy actionsin the Action Plan must be accompanied by other actions
such as the development of the services network and institutional strengthening.

Devel oping the services network

378. Developing the services network requires a policy on developing Bolivia s hospitals
and health facility networks.>® It will be possible to strengthen the service network by
regulating service delivery through afacility licensing and certification policy carried out by
the MSPS. In addition, it isimportant to promote autonomous management of hospitals so as
to introduce efficiency in service delivery.

379. Health Reform seeksto increase the use existing facilities by improving maternity
centers, obstetrical networks and neonatal care centers, in order to cover the major obstetrical
and neonatal risks and thus to hasten the decline in maternal-child mortality rates. Optimal
use of the infrastructure meansimplementing referral and counter-referral systems™ among
primary care facilities (health centers and posts), secondary care facilities (basic hospitals)

2 Thereis evidence showing the impact that endowment of health infrastructure has on
reducing infant mortality, e.g., the Social Investment Fund Evaluation (FIS). Therefore, itis
important to continue the policy on staffing the health infrastructure to devel op the services
network.

3 Thereferral and counter-referral system is based on transferring complex cases detected in
primary care facilities to secondary level facilities and, when merited by the condition,
referring to tertiary level or more complex facilities.
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and tertiary care facilities (general hospitals and specialized institutes). It is thus unnecessary
to endow tertiary level facilitiesin remote areas. In rural areas, far-flung populations will be
served by mobile teams, without discarding the possibility of endow the primary care
infrastructure.

380. The National Medications Program (PNM Bol) will be developed through the
National Medications Auction and by ensuring the sustainability of the Revolving
Medications Fund (FRM). This program will implement a series of standards and the system
of sanctions for implementing the FRM. This action will support proper operation of the
services network by ensuring that essential medications are available, and will contribute to
improving the quality of medicationsin general.

Institutional strengthening

381. The challenge of meeting the goals of the BPRS requires a sectora institutional
strengthening process. To this end, training and technical assistance programs will be
provided to the municipalitiesin order to guarantee effective and efficient transfer to the
local level of jurisdiction for administering the health system. A system for municipal
accreditation will be created. It will evaluate local capabilities so that new powers can be
transferred to those municipalities that receive accreditation.

382. Management agreements between the M SPS and private sector facilities and social
security will be expanded to contribute to results-based management and to provide
incentives for meeting critical indicator goals and making better use of resources.

383. TheHealth Law will establish the new legal framework for the sector given that the
Health Code fails to establish anew model of care based on universal benefits.

384. Information provided by the National Health Information System (SNIS) will be used
to make the decision-making process more efficient and improve the health system’s
decision-making capacity. This system will enter a new phase in which it will improve the
process of compiling and processing data and integrate the SVEN and socia security
subsystems. SNIS will be incorporated in the Health Status Surveillance and Analysis
System, allowing for better ability to respond to possible disease outbreaks.
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Matrix 5.7
Matrix of Priority Actionsand Policies
Improving Health Conditions and Access

program and incorporation
of traditional medicine.

Services.

Responsible
Strategic Action Action Plan e llE ey ettt Institution
Guarantee efficient Increase human resources. |  ------ MSPS and MH.
management of human |Transfer of personnel Dialogue Law that will [MSPS and
resources. administration to the expand the jurisdiction [municipal
municipalities. of the municipalitiesinjgovernmentsin
human resources charge of
management. implementation.
Development of the human |D.S. creating the MSPS, SEDES
resources incentive system. [Health Career Stream. |and Health
Districts.
Expand the health Expansion and Ministerial Resolution |MSPS and
insurance system. consolidation of Basic of the SBS. municipal
Health Insurance (SBS). governments.
Gradual implementation of |Proposed HealthLaw |[MSPS, MH and
Universal Health Insurance. jwith single enrollment |National Congress
system. in charge of
ratification.
Improve control of Implementation of MSPS, SEDES
communicable Epidemiological Shield and Health
(transmisible??)diseasesprograms. Digtricts.
and strengthenthe | | 7
epidemiol ogical
surveillance system.
Improve the Development of an MSPS.
population’ s nutritional |information, education and
status. communication systemsfor |
nutrition.
Implement the cross-  |Development and Standards for the MSPS, SEDES
cultural approachin  |implementation of the implementation of and municipal
health. Health with Identity cross-cultural health  [governments.

1)

(iif) Improving habitability conditions: basic sanitation and housing

385.

Action that does not require aregulatory instrument or that already has regulations.

Improvements in housing quality and access to drinkable water and basic sanitation

services have direct effects on the population’ s health status and the future productivity of
workers. Diseases reduce productive capabilities and income levels and increase poverty.
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386. Providing basic services allows the elimination of serious illnesses, vectors and
transmisible diseases such as malaria, Chagas' disease and Leishmaniasis that are the major
causes of health problems for the most vulnerable groups and cause high infant mortality and
illness rates.

Box 5.10
Housing and Basic Sanitation in Bolivia

TheNational Dialogue 2000 gave priority to implementing programsto provide
and improve housing, build basic sanitation systems (latrines) and improve the
sector’ sinstitutional capacity.

According to the 1992 CNPV, coverage of drinkable water servicesin urban
areas reached 88.7 percent of households, although only 74.8 percent of these
had a household connection. In rural areas, water coverage was 24.9 percent,
of which only 17.2 percent had a household connection. In addition, the
coverage of basic sanitation services was even lower, reaching 62.8 percent of
householdsin urban areas and 17.4 percent in rural areas. The quantitative
shortfall in housing at the national level reached approximately 235,000
dwellings, and was higher in urban areas. Fifty-nine percent of dwellings were
overcrowded and 43 percent had structural defects and some defective
construction materials.

One of the major causes for low coverage is an inadequate level of investment
and public spending allocated to the basic sanitation sector. In particular, it
should be emphasized that public investments in the sector do not include the
recurring expense items needed for basic sanitation systems to achieve
sustainability. During the period 1980-1994, public spending on basic
sanitation as a percentage of GDP averaged 0.05 percent. However, during the
period 1995-1999, this indicator shows average growth of 2.1 percent.

The new National Housing Policy (NPV) implemented in early 1998 seeks to
turn this situation around. The National Program of Housing Subsidies (PNSV)
was created for this purpose and isimproving housing and providing housing
solutions for lower income population groups.

387. The MV SB isresponsible for formulating national policies and plans aimed at
expanding and improving the quality of basic sanitation services within the framework of the
National Compensatory Policy (PNC),> which reaffirms this standardizing and regulatory

> Chapter VI includes an in-depth analysis of the PNC.
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role. The MV SB will, in keeping with the priority sectorsidentified under the Dialogue Law,
define the menu of eligible projects proposed by the municipalities. For its part, the
Superintendency of Basic Sanitation is responsible for regulating basic sanitation services
providers and the public water supply.

388. Under this approach, the local level, through the municipalities, assumes
responsibility for moving forward with the execution of basic sanitation projects that will be
financed by the National Productive and Socia Investment Fund (FPS). The municipalities
will be responsible for calling for bids, awarding contracts, and ensuring the execution and
auditing of these projects.

389. At the departmental level, the prefectures fulfill alinkage and coordination role
between the local level and central level, through technical assistance support to the
municipalities, the conduct of sanitary education programs, and surveillance over the
execution of basic sanitation infrastructure works.

390. Policy measures designed to improve habitability include: (a) providing and
improving infrastructure and institutionalization in the basic sanitation sector; and (b)
improving housing infrastructure and institutionalization in the housing sector.

(a) Providing and improving infrastructure and strengthening institutionalization in
the basic sanitation sector

391. Thefollowing actionswill be given priority to provide and improve the infrastructure
and institutional capacity of the basic sanitation sector: promoting the construction of
drinkable water and sanitary sewer systems in peripheral urban and rural areas; constructing
wastewater and solid waste treatment plants; providing technical assistance to small
municipalities; and strengthening the sector institutionally.

392. Inorder to reverse the shortfall in sanitation servicesin rura areas, the supply of
drinkable water and provision of latrines, cesspools and septic tanks will be promoted. In
peripheral urban areas, sanitary sewer system networks and infrastructure for eliminating
solid wastes such as sanitary landfills will be built.

393. To make water and basic sanitation services sustainable, technical assistance
programs for the weakest municipalities will be strengthened and sanitary education
programs will be promoted in beneficiary communities. Greater community participation will
be promoted for self-construction of sanitation and water supply systems as will greater
private sector participation in operating such systems.

394. Toimprove the sector’sinstitutional capacity, the sector’slegal and strategic
framework will be consolidated. In terms of legidation, approval of the regulations for Law
2066 on Reforming Drinkable Water and Sanitary Sewer Services will be expedited and the
Solid Waste Law and sanitary sewer system regulations will be approved. Thiswill mean
comprehensive regulation of solid waste and wastewater treatment.
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395. TheMVSB will beinstitutionalized and the management capability of the most
depressed rural municipalities will be strengthened through technical assistance in the
development of pre-investment and investment studies. Under the Institutional Reform
Program (PRI), the qualifications of technical, administrative and executive personnel in the
sector will be raised through continuing education programs and human resources training.

396. The decentralization process will be consolidated through establishment of the Basic
Sanitation Network, which will develop an organizational structure with the participation of
al ingtitutions involved in the field and will also make it possible to implement the sectoral
information and monitoring system for basic sanitation systems at the municipal and
community levels.

397. Toincrease efficiency in achieving goals and objectives, mechanisms for managing,
monitoring and evaluating sectoral plans and strategies and inter-sectoral coordinating
agencies will be implemented that are consistent with national, departmental and municipal
development plans.

398. Other measures that will help in achieving the proposed objectivesinclude the
participation of women leadersin the design, execution and evaluation of sanitary education
projects and development of inter-institutional agreements between municipalities and
prefectures to ensure coordinated preparation of basic sanitation plans and projects.

(b)  Improving housing infrastructure and strengthening housing sector institutions

399. Toimproveinfrastructure and institutional capacity in the housing sector, and to
increase access to resources for financing housing, the following actions will be given
priority: construction and improvement of low-cost housing in rural communities; reform of
the regulatory and ingtitutional framework of the sector; and development of the secondary
market for mortgage credit.
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Box 5.11
New National Housing and Basic Services Policy

The MVSB has been implementing the National Housing Policy since early 1998.
It hasthree pillars: (i) the National Program of Housing Subsidies (PNSV); (ii)
the Program for the Risk Prevention and Mitigation, Emergency Management,
and Extreme Poverty; and (iii) Development of the Secondary Credit Market.

In turn, the PNSV has three subcomponents: (i) by end-2003 the Neighborhood
Improvement Subprogramwill invest US$48.1 million and will benefit more than
80 neighborhoods in 26 municipalities through comprehensive packages of
projects that include clearing property titles; (ii) by 2005 the Housing
Improvement in Endemic Zones Subprogramwill allocate US$33 million to
improving 93,000 housing unitsin rural areas; and (iii) the Direct Subsidy
Subprogramwill invest US$11.5 million to channel direct subsidies to low-
income social groups for the improvement, construction, or purchase of housing,
granting some 6,050 subsidies benefiting approximately 30,250 inhabitants.

The Risk Prevention and Mitigation and Emergency Management program will
invest US$64.2 million to re-establish minimum habitability standards to
househol ds affected by national disasters and to provide solidarity shelter to
indigents through the creation of Comprehensive Social Productive Centers
(CINPROS).

Finally, the Secondary Market Devel opment program includes: (i) the Legal and
Institutional Framework Reform to update the sector’ s technical and
administrative regulations, with a prominent role played by the Office for the
Rights and Obligations of Owners and Tenants (ODOPIs); and (ii) the Reform of
the Financial System, directed toward developing the secondary mortgage

mar ket to channel 1ong-term resour ces from domestic and external savings.

400. Implementing low-cost housing programsin rural municipalities will help to improve
habitability in the short term. In this respect, the results of the current subsidy system will be
evaluated to correct possible regressive effects in that fiscal instrument. Low-cost housing
programs will be implemented exclusively to address critical situations such as groupsin
extreme poverty, populations with endemic diseases or municipalities with low technical

capacity.

401. Inaddition to improving the institutional capacity of the MV SB, the Urban and Rural
Property Rights and Property Registry will be ingtitutionalized. The qualifications of
technical, administrative and executive personnel in sectoral institutions will be raised
through continuing education systems and human resources training. In terms of law,
approval of the Housing Law and the Tenant’s Law will be accelerated and administrative
procedures will be established for housing evictions.
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402. The management capabilities of the most depressed rural municipalities will be
strengthened through professional assistance in the development of pre-investment and
investment studies for low-cost housing projects. Operating and administrative procedures
will be simplified to make municipal management more efficient. Inter-institutional
agreements between prefectures and municipalities will be implemented to ensure
coordinated improvement in the quality of housing plans, programs and projects.

403. Toimprove conditions for access to low-cost housing, measures will be implemented
to improve the operation of the real estate market through legal clearing of title to urban and
rural lands, the incorporation of lots in the urban market for housing purposes, the reform of
regulations on urban planning, property rights, land registry arrangements, rentals,
expropriations and preemptive land purchase rights for municipalities.

404. Other measures that will contribute to achieving the proposed goals include
implementation of programs for self-construction of housing unitsin the interest of society.
In order to channel resources for housing in rural areas, incentives will be established for
incorporating Private Development Institutions (IPDSs) in the national financial system as
these entities have financial technologies suitable to low-income social strata.
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Matrix 5.8
Matrix of Priority Actionsand Policies
Improving Habitability: Basic Sanitation and Housing

Sggfgr']c Action Plan Regulatory Instrument | Responsible Institution
Provideand |Construction of drinkable Approval of Regulations for MV SB (management),
improve water and sanitary sewer Law No. 2066 Reforming  [Municipalities
infrastructure |systemsin peripheral urban  |Drinkable Water and (implementation), Natl.
and strengthen |and rural areas. Sanitary Sewer System Congress. (regulations)
institutional Services. Development of
capacity in the Ten-Y ear Basic Sanitation
basic Plan.
sanitation Construction of wastewater  |Approval of the Solid WasteMV SB (management),
sector. and solid waste treatment Law and Regulations on Municipalities
plants. Rainwater Drainage. (implementation), Natl.
Congress. (regulations).

Development of technical MV SB (management-
assistance programs on pre- coordination), DUF
investment and investment | @ - (financing and
feasibility studiesfor small supervision).
municipalities.
Development of an MVSB
institutional strengthening PRI
program for theMVSB/ | = - Office of the Vice
Human resources training President
programs.

Increaseand |Construction and improvement MV SB

improve of low-cost dwellingsinrural | - GM

housing municipalities.

infrastructure |Institutionalization of the Operating regulations of the [National Congress

and strengthen
the
institutional
capacity of the
housing sector.

MV SB, modernization of the
system for the Urban and Rural
Registry of Property Rights
and Land Registry / Human
resources training.

Direct Housing Subsidy and
Housing Improvement in
Endemic Zones programs.
Operating regulations of the
Comprehensive Socid
Productivity Centers
(CINPROS).

responsible for
regulations and
institutionalization.

Design of new regulations on
real property rights, land
registry, rentals,
expropriations, Law on
Preemptive Purchase Rights

for Municipalities.

Updating of regulations on
real property rights and
registration

National Congress/
INRA.

oy

------- Action that does not require aregulatory instrument or that already has regulations.
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I ncreasing security and protection for the poor

405. The National Dialogue identified risk factors that often reduce family income.
Particular note was made of job insecurity, water scarcity, and the lack of defined property
rights.

406. The Bolivian economy suffered a number of external shocks, which in 1992, 1998,
and 1999 slowed the economy and affected the employment levels and income of the poor,
increasing their levels of risk. Some sectors of the economy contracted, which particularly
affected small producers, artisans, and independent workers in the commercial,
transportation, and services sectors.

407. Inmany regions, the natural disasters of recent years resulted in the deterioration or
destruction of the road infrastructure, harmed small farmers by destroying production and
assets, and in some cases resulted in temporary migration.

408. Theintroduction of this component highlighted the need to provide action
mechanisms to provide socia support and help households help themselves to manage
individual and social risks. Although the more extensive use of socia support programsis
quite unlikely because of the widespread poverty in Bolivia and the high cost of supporting
conventional protection programs, they should be regarded as policy instruments that can
help reduce and manage the risk to which vulnerable groups are exposed.

409. Within this component there are four courses of action: (i) social protection programs
targeting the vulnerable groups; (ii) comprehensive child care; (iii) risk prevention, disaster
management and emergency programs; and (iv) legal security in the holding of assets
through clearing of land titles and urban property rights and the definition of alegal and
institutional framework for access to and the use of natural resources.

(i) Expanding social protection programs

410. Boliviahasingtitutionsfor protecting the population, particularly children, through
prevention programs in health, old-age insurance, regulations against domestic violence, and
other actions for vulnerable population groups. This group of actions also includes health
insurance systems through pension funds and systems benefiting the dependent taxpaying
population which are not necessarily in a poverty situation.

411. Other protection programs which transfer resources and increase capacity target
specific population groups such as the elderly, children, and adolescents. The BPRS
establishes the need to maintain these programs, especially for population groups where there
is considerable poverty.

(@) Theelderly

412. Without being set up as atargeted protection system, monetary transfers to older
adults protect significant segments of the vulnerable population. The “Bolivida” isa
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monetary transfer financed with funds from the capitalization of public companies. Itis
regulated by the Law on Property and Cooperative Credit (PCP) and grants about US$60
each year per beneficiary over the age of 65 recorded in the Electoral Roll. This program
benefits approximately 300,000 elderly. In addition, registering to vote gives the popul ation
asawhole and its poorest members in particular increased opportunities to participate and to
exercise their citizenship.

413. Consideration is being given to implementing the National Seniors Plan so that the
elderly will become targets of development, with full exercise of their rights as citizens.

The Institutional Network of Seniors’ organizations will be set up and strengthened. Public
awareness will be increased so that conditions can be created to permit healthy and active
aging without any type of discrimination, and the Seniors Law will be promoted to introduce
socio-educational programs for the elderly which comprehensively address various aspects of
daily life and develop productive individuals.

(b) Childhood and adolescence

414. Priority will be given to the right to education and protection against economic
exploitation and against any work characterized as dangerous. For this purpose, actions will
be coordinated between the Vice Ministry of Gender, Generational and Family Matters and
the Social Management Units of the prefectures™ as well as the Municipal Ombudsperson’s
Offices, so that efforts will be combined to approve and implement the National Plan for
Gradual Eradication of Child Labor.>®

415.  Approximately 200,000 children will be registered with a birth certificate and 180
Municipal Ombudsperson’s Offices for Children and Adolescents will be set up to promote a
culture that treats children well.

416. Theliving conditions of children and adolescents will be improved through a
50 percent increase in the current coverage of the SBS and the National Comprehensive
Health Care Program for adolescents.

417. To reduce the mistreatment of children and adolescents, the National Plan against
Mistreatment of Children and Adolescents will be approved and implemented. Its purposeis
to reduce rates of violence by promoting and devel oping detection, prevention and treatment
strategies, with the participation of State and civil society institutions.” In addition, the
Institutional Network to Deal with Mistreatment of Children and Adolescents will be set up
at the national level.

% Especially the departments of La Paz, Cochabamba, and Santa Cruz.
*® For the population between the ages of 6 and 14.

>" | ssues of domestic violence against women will be described later under gender policy.
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418. Programswill be created for children and adolescents to reduce high rates of
mistreatment, abandonment, drug addiction, alcoholism, prostitution, job exploitation and
other factors that can keep children and adolescents from fully exercising their rights,
affecting their health and overall devel opment.

(c) Food security

419. Food security exists when everyone always has physical and economic accessto a
sufficient amount of food to carry on a healthy and productive life.*® Food security this
encompasses a broad range of policies, including income creation, increasing the production
and improving the quality of food and of the Bolivian diet.

420. Inthe Strategy, specific policies are proposed for the productive aspects and for
incomes, health, and education in the opportunity pillar and the development of productive
capacity pillar. To complement the above, the participation of NGOs in implementing food
security programs will be regulated. The design and execution of such programs must be
consistent with regional productive potential and local knowledge, but should also promote
activities that have a possibility of being economically sustainable.

421. During the past five years, actions to promote rural development have been supported
by external financial initiatives that were broad in scope, such as the Program in Support of
Food Security (PASA). However, the impact has been limited and bottlenecks have been
identified in the process of qualifying projects and transferring resources to the executing
bodies (municipalities, prefectures, and other private institutions implementing microcredit
programs).

422. The association of resources in programs such as PASA should be adapted to the
priorities set forth in the Strategy regarding rural development. In addition, an effort will be
made to make the current project qualification and resource transfer arrangements compatible
with the new guidelines established for the policy on public investment resource allocation,
so as to make the arrangements more flexible.

(if) I'mproving comprehensive child care

423. Investment in the childhood care and development will increase the capacities and
living conditions of the poorest population. Timely attention to children under the age of six

%8 World Food Summit (Rome, 1996).

> Project execution of the PASA began in 1997. The Program considered the allocation of 59
million euro for investment projects and 21 million euro for microcredit and municipal
capacity building projects. By December 2000 some US$19.4 million in projects had been
executed under the investment component.
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and intrinsic benefits™ mean a savingsin the provision of health services and education as a
result of decreased demand for medical care and lower grade repetition and dropout rates.
Early investment helps in achieving greater equity, improving conditions and opportunities
for the poor.

424. Comprehensive childcare actions, which include care, education, health and nutrition,
help provide early stimulation for children. A sustained long-term communication strategy
will be necessary to ensure effectivenessin this area

425. The search for alternative models of direct and indirect care will provide incentives
for the participation of civil society and international cooperation in sustaining, implementing
and expanding childcare programs. The combination of financing sources, particularly for
direct care, will be important in view of State limitations on making fixed investments and
the expenses involved in implementing these services. Investment in comprehensive
childcare programsisjustified given the high social return that economic devel opment
ensures.

426. Decentralization will be promoted at the municipal level aswill citizen participation
in the management of programs caring for children. The resources of the TGN will be used to
co-finance programs of this type and make them sustainable. The addition of actionsin
education and health will also contribute to care for children, particularly with respect to
protecting and supplementing early education.

(iii) Developing risk prevention, disaster and emergency management programs

427. Owing to geographic conditions and the characteristics of its agricultural production
activities (widespread dry farming), the country has repeatedly suffered the impact of the El
Nifio climatic phenomenon, and in the last decade from the associated phenomenon known as
LaNifia. These effects have significant repercussions on rural productive activity and on the
basic infrastructure for same (road network, irrigation systems, and so forth). Under the
coordination of the National Council for Risk Reduction and Disaster/Emergency
Management (CONARADE), Prefectures, Municipal Governments and regional agencies
will formulate and implement policies, plans, programs and projects to carry out the
reconstruction, reactivation and economic recovery of productive processes in areas affected
by disasters.

() Natural disastersand emergencies

428. TheLaw on Risk Reduction and Disaster Management approved by the Legidative
Branch in October 2000 will be implemented. The fundamental aim of this law isto regulate
all State activities in the area of risk reduction and managing disasters and/or emergencies,

% Refersto a set of acquired abilities.
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establish an adequate and efficient institutional structure (together with civil society) that will
make it possible to reduce the risks to Bolivia's social and economic structures in the event
of disasters and/or emergencies, and to respond in atimely and effective way to such events
caused by natural disasters, by technology, or by man.

429. The National System for Risk Reduction and Disaster Management (SISRADE) will
be made up of the National Council for Risk Reduction and Disaster and Emergency
Management (CONARADE) as the top decision making and coordination body, and all the
other public, private, and civil society institutions associated with risk reduction and disaster
and emergency management. Under the coordination of the CONARADE, prefectures,
municipa governments, and regional agencies will formulate and implement policies, plans,
programs, and projectsto carry out the reconstruction, reactivation, and economic recovery
of productive processesin areas affected by disasters.

430. The Ministry of National Defense will be the agency charged with carrying out
actionsin favor of areas affected by disasters, while the planning and prevention work will be
carried out under the coordination of the Ministry of Sustainable Development and Planning.
Prefectures and municipalities will include in their Annual Operation Programming Exercises
(POASs) and budgets the needed resources for reducing risks as well as counterpart funds
(means-tested) for rehabilitation, rebuilding and economic reactivation of production
arrangements damaged by the disaster situations they face.

(b) Emergency employment
431. Recently underway are actions designed to create urban infrastructure (maintaining or

improving roads and public works) as a highly effective mechanism for creating emergency
or temporary employment, particularly labor-intensive activities.

Box 5.12
I ntensive Employment Program (PIE)

The Economic Recovery Program (PRE) has suggested implementing the
Intensive Employment Program (PIE). The purpose of this programisto
generate employment for unskilled labor currently unemployed and located in
urban and peripheral urban areasin Bolivia’s various departments.

The program currently has US$20 million, of which US$8 million comes from the
Telecommunications Fund and US$12 million comes from international
cooperation. Administration is entrusted to the FNDR. The PIE is creating
employment in the cities of El Alto, Cochabamba and La Paz. It is estimated that
a total of 40,000 direct jobs and 12,000 indirect jobs will be created in a period
of 6 to 8 months.
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(iv) Guaranteeingthe legal security of assets
(@) Land

432. Thedistribution of land in Boliviais highly unequal, and the legal security granted by
the State in respect of land has been called into serious question. Promulgation of the INRA
Law in 1996 was aimed at dealing both with unequal accessto land and legal insecurity with
respect to land tenure. Initialy a process of regularizing the titlesto al rural land will be
carried out by 2006, following which mechanisms for redistributing vacant land, identified
by means of the regularization process (reversion and/or expropriation) will be implemented.
Properties will be titled and recorded in anational registry of rural property.

433. Inview of the limitations of, and delays in building up, the institutional and
regulatory structure required by the INRA law, in September 2000, in the context of the
social conflicts occurring in the country, the government undertook to revise and modify this
standard, a process being carried out with the participation of all sectors and agents involved.

434. The BPRSrratifies fulfillment of the economic and social function of land so asto
guarantee the rate to agricultural land ownership and the redistribution of government-owned
lands, preferably by allocating them exclusively in favor of small farmer communities,
indigenous and native peoples and communities that hold no land or insufficient land, and in
accordance with the capacity for greater use of the land. In addition, mechanisms will be
identified to guarantee that the government agencies responsible for the land tenure
regularization process conduct an effective review of dual ownership situations, properties
which exceed the surface areas permitted under the law, and other conditions relating to the
allocation of government lands prior to the regularization.

435. The BPRS further considersit necessary to strengthen and improve the existing
institutional framework. In respect of land titling and registration, it is planned to reduce the
titling and property rights registration procedures affecting land by taking steps to merge the
physical and legal registration of property. The National Rural Property Registry System will
be ingtitutionalized. Recording information in this system, to be regulated through the INRA,
will become compulsory.

436. Theinstitutional capacity of other agenciesinvolved in various stages of thetitle
regularization process, such as the Agrarian Superintendency and the Military Geography
Institute (IGM), will be strengthened. To bolster the institutional capacities of the INRA and
other agrarian agencies, it will be necessary to build technical and legal INRA units at the
national and departmental level.

(b) Water

437. Thewater resource is ascarce socia good which isfundamental to survival and to the
development of the urban and rural population. Asit is not arenewable resource, it is
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necessary that the State and society take along-term view when determining and promoting
unrestricted access to water, and instead should try to optimize its use. Bolivia has neither a
comprehensive institutional arrangement nor a comprehensive regulatory framework that
might make it possible to observe these principles and optimize the use of water.

438. Consequently, the BPRS will promote a consensus-building process with civil

society, particularly the indigenous, small farmer, and settler sectors which hold
consuetudinary rights to the use of water resourcesin rural areas, with aview to drawing up a
specific regulation on water resources which establishes both the rights and obligations of the
entire population, as an institutional framework that is recognized and accepted by the State
and civil society.

439. Theregulation will recognize that the water resource is originally the domain of the
State, but will also acknowledge the customary rights of access and use by indigenous
peoples, small farmers, and settlers. In particular, account will be taken of the existing local
mechanisms for conflict resolution. Theinstitutional framework will use interdepartmental
“basins” as areference point, and it is within this framework that the technical, rights
recognition and alocation, and conflict resolution responsibilities will be concentrated.

In addition, the irrigation and micro-irrigation infrastructure programs envisioned under the
BPRS will enable rural populations, which currently hold rights to this resource, to optimize
its use.

(c) Urban property registry

440. Securing title to urban property is afundamental step in consolidating ownership and
legal security in the holding of assets. Poor people in urban areas will benefit to the extent
that they can tolerate fluctuations in their incomes by using their own assets.

441. The Urban Property Registry system will be strengthened, particularly in cities such
as El Alto, which has a high number of poor with potential for creating economic alternatives
through financial markets. It will be important to simplify and modernize administrative and
judicial procedures governing transactions for the purchase and sale and rental of housing,
including procedures for housing removals and evictions.

442.  Among other benefits to the community, the existence of areliable registry system for
movable and immovabl e assets and a transparent record of the market value of real estate
transactions will make it possible to expand the tax base. Thus, municipalities will have
greater resources and will be able to increase allocations for local projects.
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Matrix 5.9
Matrix of Priority Actionsand Policies
Increasing Security and Protection for the Poor

Sggi%;r']c Action Plan ﬁ?s%?&igﬁt/ Responsible Institution
Expand Social |Carry out the transfer of SPVS/ MH
Protection fundsto people older than 65| ~  ------
Programs years of age.
Expand health programs for MDSM
theelderly. | T
Improve and expand MDSM/ municipalities
programs caring for children | ~ ---—-
and adolescents.
Improve Expand and consolidate Ministry of the President
Comprehensiv [Child Care Programs 1/ municipalities
e Child Care |(education, health,and |
nutrition).
Develop Implement and supplement Ministry of Defense,
Programsfor [the Law on Risk Reduction Ministry of Sustainable
Preventing andand Disaster Management |  --——-- Development and
Managing (Law 2140). Develop Planning, Ministry of
Disastersand |[Emergency Employment Finance, Ministry of
Emergencies |Programs. Labor, prefectures,
municipalities
Guarantee Consensus and Amended INRA  National Congress,
Legal Security implementation of Law and INRA, MACPIO,
of access, amendmentsto the INRA  implementing MAGDB
holding, or uselLaw. Strengthened regulations.
of assets institutional framework.
Revised INRA Law.
Modernization of urban MDSP, Urban
property registry. | municipalities
Consensus-based drafting MDSP

with civil society of a
regulation that establishes the
principles for accessto and
use of the water resource and
the institutional framework
for its management and
control.

these services.

Action that does not require a regulatory instrument or that already has regulations.
1/ At present, the Program of Care for Boys and Girls Y ounger than 6 (PAN) is responsible for providing
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Increasing societal participation and integration

443. Inorder to reduce poverty, policies are needed to promote participation, organization,
citizenship® and socia integration based on the interests of the State and the poor. Reducing
socia exclusion means that the poor will have greater opportunities to have their demands
and needs met, to satisfy their basic needs, gain skills, improve social control, band together
to form new socia networks, and increase their incomes and quality of life.

Box 5.13
Social Exclusion and Poverty

Reducing social exclusion means giving poor communities the power to make
decisions, helping them to organize in defense of their interests, transparency in
decision-making and providing an accounting of the use of resources. According
to ECLAC,* reducing exclusion means enforcing and guaranteeing everyone's
individual and political rights, promoting the effectiveness of people' s economic,
political, social and cultural rights to the extent of the society’s abilities, and
strengthening and devel oping society’ s ability to take up these challenges itsel f
through active participation by all sectorsin society.

Social exclusion creates and reinforces poverty. Therefore, thereis a need for
policies designed to reduce social exclusion, i.e., measures that promote
participation, organization, citizenship and social integration based on the
interests of the State and the poor. In this way, they will have greater
opportunities, can have their demands and needs met, can satisfy their basic
needs, develop more and better skills, improve social control, band together to
formnew and larger social networks and improve their incomes and quality of
life (greater human devel opment).

As indicated in National Dialogue 2000, social exclusion was seen as gender and
ethnic discrimination, limiting the exercise of rights by citizens and leading to
limited participation in collective decisions.

%! The term citizenship is defined as “areciprocal commitment between government and
individuals.” The former must respect individual autonomy, allow and promote participation
in political life and provide, to the extent that devel opment permits, opportunities for social
well-being and productive employment. The latter must exercise their ability to exert
pressure so that the government will fulfill those commitments but must in turn contribute by
participating in public life, making contributions to enrich it. (ECLAC 2000).

%2 ECLAC 2000.
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444, Expanding citizenship primarily means creating opportunities for the poor to
participate in public decision-making, to exercise their rights and utilize their social and
political capacities (empowerment) as key playersin solving their own problems of poverty.
Reducing poverty in terms of income and providing access to basic public services for the
poor are elements in the expansion of this citizenship.

445.  Bolivian society has abundant social capital® although it is not usually valued or
utilized when public policies are defined and implemented.®* The barriers that limit this
potential are related to lack of trust in State institutions (at the central, departmental and
municipal levels) and among the participantsin civil society, and increasingly larger
economic and social disparities (e.g., in income, in access to basic services, education and
health) that increase exclusion and social marginalization.

446. Emphasis should be placed on the complementary nature of actions to expand
participation and empower the poor and traditional policies to expand economic
opportunities and create educationa and health capabilities. The impact and effectiveness of
many public policiesin this area depend on the degree of participation by the poor and
utilization of their capacities.

447. Two lines of action are suggested: i) supporting and training for citizen organization
and participation; and ii) reducing inequities and barriers based on ethnic discrimination.

(i) Supporting and training for citizen organization and participation

448. Popular Participation will support efforts for citizen organization and involvement.
To consolidate this process, municipal governments will be strengthened through additional
human resources training. Dissemination campaigns will focus on the scope and results of
Popular Participation and Administrative Decentralization. The financial resources directed
to further this process will take into account local projects, priorities and objectives so as not
to detract from participatory planning processes.

%3 Social capital is understood as those characteristics of social organizations, e.g., standards,
trust and social networks, that can improve the efficiency of society, facilitating coordinated
and cooperative actions among peoples and communities.

% Various studies (Durston 1999, Evans 1997, Brown and Asham 1996) have shown the
significant possibilities for the contribution of social capital to economic and social
development. Integrating this element in the design of poverty reduction policies serves the
two-fold purpose of overcoming the limitations of strategies that ignore this factor and above
al using this potential development factor appropriately. In many cases, socia capital is one
of the few assets that the poorest populations can utilize. Thus, taking social capital into
account helps to put people and their capabilities at the center of development efforts.
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449. Social control and citizen participation will be promoted. At the local level,
Consultative Committees will be set up in each municipality to support the work of the
Vigilance Committees (CV). Other functional, territorial organizations (of producers,
women, small farmers, etc.) that are representative of the municipality will be incorporated in
the mechanisms for participation, consultation, and socia control. Policies will be promoted
to link projects to improve the quality of social services or rural development and the
promotion of citizen participation.®® At the departmental level, changes in the composition of
the Departmental Councils are being considered with aview to increasing their
accountability and representativeness.

450. To avoid efforts dispersion and make use of scale economies, the formation of new
participatory and decision-making entities such as the mancomunidades will be promoted.®
For this purpose, organizational strengthening programs will be carried out in information
management for the social and economic actors who are potential participantsin these
activities. The mancomunidades will involve all the economic and socia actorsin each
region. They will be strengthened through greater information, technical assistance and
opportunities for accessing co-financing®” together with dissemination of successful
coordination models and practices.

451. A national institutional strengthening framework will be established to streamline and
organize supply and demand in technical assistance and training on the part of municipal
governments. This measure seeks to achieve greater coverage of all municipalities and
community organizations, clearly defining the responsibilities of public and private actors
and international cooperation.

® This option for achieving the involvement of poor population groupsis important for two
reasons: on the one hand, it reflects specific needs for improving the quality of services, their
sustainability or possible impact; on the other, it is atangible form of participation, with clear
objectives and results that people can see.

% Mancomunidades are associations of municipalities that join together based on certain
common devel opment objectives

%" The subject of mancomunidades has been promoted when discussing the need to
strengthen municipal planning processes, the association of municipalities, especialy the
smallest and poorest that might not be viable individually, and isolated and circumstantial
pressures on specific programs and projects. This effort could take into account factors
relating to geography and natural resources, e.g., river basins, reserves, homogeneous aress,
economic base, sociocultural aspects such as ethnic groups, indigenous communes,
accessibility, urban-rural relationships, etc., as well as sectoral proposals regarding
infrastructure networks and economic and social services (for example, health, education,
and road districts, etc.).
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Matrix 5.10

Matrix of Priority Actionsand Policies
Supporting and Training in Citizen Organization and Participation

Strategic : Regulatory Institution
Actions ABIEIRET Instrument (1)| Responsible
Accelerate Implementation and improvement of \PEPP — MH
municipal strengthening and technical assistance] ~ ------
strengthening  |programs for municipal governments.
Promote Popular|Conducting dissemination campaigns \ PEPP
Participation on the scope and results of Popular
Participation and Administrative |
Decentralization.
Improve Formation of Consultative Approva of |Office of the
Community Committees in each municipality and | the Dialogue [Vice President —
participation changes in the composition of Law municipal
mechanisms Departmental Councils.. governments
Promotion and creation of incentives \ PEPP
for setting up mancomunidades. |
Incorporation of functional \ PEPP
organizationsin coordinationand | @ ------
social control mechanisms.
Development of programs to support \/ PEPP —
the operational work of Vigilance municipal
Committees and Basic Territorial | governments
Organizations.
Establishthe  |Streamlining and ordering of supply \ PEPP
National and demand in technical assistance
Framework for |and training for municipal |
strengthening  |governments.
Train the Development of support and training \ PEPP
citizenry programsfor participation — Training | -
System for Popular Participation.

o - - Action that does not require a regulatory instrument or that already has regulations.

(i) Reducinginequities and barriers based on ethnic discrimination

452.  Indicators broken down by ethnic group will be reported periodically to the
authorities and to the general public, asthe basis for designing policies and to signal those
areas where inequity and marginalization are greatest.

453. Native peopleswill be trained for better utilization of natural resources along with
greater participation and organization. Accelerating programs in progress and considering
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new programs and projects will facilitate the proposed objective of greater equality among
ethnic groupsto be achieved.

454. Based on experience in some projects,®® a program will be designed that includes
increasing the coverage of services defending people’ s rights, with institutional strengthening
for such services, personnel training, and information disseminated among the population
regarding their role. This action will strengthen ombudsperson services, which have ahigh
impact on equitable access to justice and the protection of rights among the poor, particularly
indigenous groups or native peoples.

455.  The Ombudsperson’s Office will be strengthened with special emphasis on human
rights offices for matters relating to indigenous peoples, in their role of providing information
and serving the demands of vulnerable sectors of the population in indigenous areas of the
East and West identified as most sensitive due to their high levels of insecurity and poverty.
The Ombudsperson’s Office will be set up in an agency to which the poor can appeal for
remedies against any abuse or violation of their rights.

456. Programswill be created to increase access to the educational system for indigenous
peoples and their continued attendance at school. In that many indigenous and native peoples
are concentrated in rural areas, current efforts in Educational Reform to improve coverage
and quality of the system in these areas are essentia as part of apolicy to reduce ethnic
inequitiesin Bolivia. Support for bilingual education and the cross-cultural approach as
elements that clearly contribute to reducing ethnic inequities in Boliviawill be increased.

®UNDP, 1998. “ Asistencia ala Defensa Publica Penal” in El Salvador and “ Fortalecimiento
del Servicio Publico de Defensa Penal” in Guatemala, Evaluation of the Governability
Program for Latin America and the Caribbean.
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Matrix 5.11
Matrix of Priority Actionsand Policies
Reducing Inequities and Barriers Based on Ethnic Discrimination

Strategic . Regulatory Institution
Actions AEIEIRET Instrument(1) | Responsible
Promote human [Strengthening of Ombudsperson’s Office | - Min. of Justice
rlghts' Strengthening of human rights defenses Min. of Justice
compliance (Ombudsperson | e
Promote ethnic  |Development and implementation of training VPEPP
equity programsfor indigenous organizationsinthe | -
sustainable use of natural resources and the
environment
Increased access to the educational systemfor | - MECyD
indigenous peoples and their continued attendance
at school (bilingual education and cross-cultural
approach)
Periodic dissemination of information on indicators| ~ ----- INE-VPEPP
broken down by ethnic group.

------- Actions that do not require regulatory instruments or that already have regulations.

D. Cross-Cutting I ssues

457. The BPRS recognizes the need to incorporate cross-cutting issues in the four strategic
components, relating to ethnicity, gender, the environment, and natural resources. These
areas are of particular importance for reducing poverty while, on the one hand, recognizing
the diversity of the Bolivian population and, on the other hand, defining devel opment
processes.

458. The proposalsin each of the cross-cutting issues incorporate additions to the job
opportunities and income components, as well as capacity building, security and protection,
and promotion of societal participation.

Development with identity of indigenous and native peoples

459.  While poverty has many dimensions, the diagnostic assessment and the conclusions
of the Dialogue suggest a high correlation between poverty and the ethnic origin of the
population. Fundamentally, this relationship is manifested in the lack of opportunities for
indigenous and native peoples, who encounter constraints when it comes to incorporating
themselves in a participatory and competitive way into the political, cultural, social, and
economic life of the country, in terms of dignity, opportunity, and equity.
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460. The BPRS emphasizes strengthening and implementing devel opment—uwith their
own identity—of the indigenous and native populationsin Bolivia. In thisway, it is hoped to
help enhance their quality of life, to enable them to make economic progress, and achieve
participation and cultural affirmation. This objective entails actions in the following areas: (i)
broadening opportunities for the economic development of native peoples; (ii) facilitating the
development of socia services with comanaged equity; and (iii) strengthening political
development with legal and institutional affirmation.

(i) Broadening opportunitiesfor the economic development of native peoples

461. Itisnecessary to promote an increase in the competitive advantages of the traditional
practices of the indigenous and native peoples, which, with strengthened and largely local
self-management, strategic alliances, and the sustained support of technologies, resources,
and services, will be able to achieve their own economic devel opment and incorporation into
the economic life of Bolivia. Consideration will also have to be given to acting on the human
settlements of indigenous and native peoplesin their territories, Native Community
Territories (TCOs), settlement zones, midsize cities, and mgor cities.

462. The native and indigenous peoples have resources, knowledge, and potential for
developing economic activities that go beyond agricultural and livestock production; these
include processing, marketing, the development of micro-enterprises, and linking to markets
in accordance with their own practices and customs. However, these activities reflect the low
degree of economic linkage, attributable largely to the fact that the State does not provide
ways whereby they can gain access to financial and nonfinancial resources and to
technological information and innovation, as well as training processes that strengthen
particular economic traits.

463. Inorder to broaden the opportunities of small farmer communities, indigenous and
native peoples will design and implement the National Indigenous Development Plan, which
will contain programs and projects for devel oping the various sectors of the national
government in the economic, sociocultural, legal, and institutional areas. The Plan will
address the specific traits of small farmer communities, indigenous and native peoples, will
seek to incorporate transversally the full supply of national programs, financing, and
services, and will incorporate the indigenous dimension in the sectoral policies, plans,
programs, and projects. This process will be carried out in coordination with the various
other sectorsin order to ensure that shared undertakings are assumed.

464. To make the Plan operational, the Law for Small Farmer, Indigenous, and Native
Development will be drawn up to support efforts to safeguard, protect, and promote the
development of small farmer communities and native and indigenous peoples, as a duty of
society in general and the State in particular.

465. The*Innovation and Apprenticeship Project for the Development of Indigenous
Peoples’ will be implemented and will consolidate culturally based micro-enterprises. The
objective isto demonstrate that small farmer, indigenous, and native producers, and
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producers of culturally based goods and services, can generate income and reduce poverty if
they obtain sustained access to financial services, technical assistance, and training that are
culturally relevant, economically appropriate, and competition oriented.

466. Within this framework, comparative advantages will be tapped in accessing and
making use of the social capital represented by indigenous and native populations. These
advantages are reflected fundamentally in accessing and using their own knowledge and
technologies and in organizational bodies structured around ancestral forms of social and
economic organization.*® Three lines of action are contemplated: advisory work during the
project execution phase on technical, legal, and other issues (Technical Assistance); transfer
of capabilitiesto productive economic units (Training); and support for the construction of
small infrastructures and the acquisition of nonlocal equipment and materials required for the
functioning and operation of the object of the initiative (works, equipment, materials, and
financial services).

467. Experienceswill be systematically reviewed, identifying the components of |earned
behavior for dissemination and later use in the design of specific strategies which
permanently consolidate the undertakings in question. The organization process will involve
the Vice Ministry of Micro-Enterprises, so that the apprenticeship components can be
incorporated into the policies, plans, program, and projects of the sector. This process will be
reflected in a proposal to amend the Commercial Code so asto create alega structure
through which officially recognized M SE’ s gain access to benefits granted by the State.

468. The Management of Native Community Territories (TCOs) and Small Farmer
Communities will be promoted with aview to achieving the sustainable use of natural
resources by means of capitalizing on the knowledge, practices, and customs of the
indigenous population, thereby strengthening cultural identity. For this objective, it is
planned to design a TCO Management Plan; train human resources in technical, educational,
health, administrative, and other areas, taking into account existing knowledge and
capacities; design indigenous standards for the operation of TCOs, including redistribution
and control mechanisms based on indigenous values; identify, develop, and channel social,
productive, and environmental projects that yield economic and social benefits and have
guaranteed sustainability; identify strategies for relating, supporting, and strengthening the
communications skills of indigenous leaders for consultation between the TCOs and
prefectures, municipalities, and other cooperation bodies.

469. The Management of Small Farmer Communities will be developed with the
framework of local and regional forms of organization, promoting the use and development
of natural resources and emphasizing and empowering ancestrally used production strategies.

% |n Bolivia, these organizational bodies go beyond the nuclear family and the extended
family, and include more structured entities such as the community, the town council, the
Ayllu, the colonia territory, and zones.
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To this end, the “devel opment centerpieces’ ° of small farmer communities will be identified
with aview to producing spillover and demonstration effects in the economic, social, and
political sectors which promote regional development.

470. Theactionsin question require linkage and coordination with the MAGDR so that the
programs and projects to be designed and executed duly reflect the use of resources, forms of
organization, and technologies used by the indigenous and native populations and small
farmer communities.

(if) Facilitating the development of social services with comanaged equity

471. Inthesocid areg, it is necessary to identify and eliminate the obstacles to equitable
access to local and regional health, sanitation, education, and other socia services
comanaged by State institutions and indigenous organizations. Multicultural characteristics
must be considered and traditional knowledge tapped to improve the quality and supply of
such services.

472. Education, health, and basic services represent an opportunity for the social mobility
of small farmer, indigenous, and native organizations. Accordingly, the BPRS will seek
greater participation on the part of small farmer, indigenous and native communitiesin the
designon of educational content, the rescue and promotion of cultures, and attention to health
and differentiated basic services. In addition, there must be greater commitment on the part
of the various sectors involved so that demands will be met in a culturally appropriate
fashion, through the provision of high-quality benefits and comprehensive services meeting
the needs of the small farmer communities and of indigenous and native peoples.

473. Toimprove diagnostic assessments and the information needed for decision making,
a database and situation map will be developed on the small farmer communities, indigenous
and native peoplesin the areas of health, education, and basic services. This data system will
make it possible to identify shortcomings by people and by region, permitting a better
understanding of the realities faced by native peoples as regards health, education, and basic
services. Based on this information, coordination with the social area sectors will be carried
out for purposes of reviewing and perhaps reformulating the strategies, programs and
projects geared toward responses tailored to the specific circumstances prevailing in each
case.

" Development centerpieces are understood to be the “ core” activities carried out by
communities from productive, economic, cultural, and institutional point of view, whose
results allow for adequate local, regional, and national linkages and exchanges. A
development centerpiece is deemed to have systemic importance, in the sense that the
productive economic system islocated at the hub, which then generates spinoff effectsin the
social, economic, political, institutional, and cultural identity fields.
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474. The execution of the Health with Identity project, implementation of the SBS, and the
Bilingual Cross-Cultural Education Program will be monitored with a view to recording
progress and/or dlippages in these interventions. Backward analysis of this information will
provide a greater understanding of the restrictions on and potential of the indigenous peoples,
thereafter ensuring positive results with a greater impact in the area of respecting individual
forms of providing health, education, and basic services.

(iii) Strengthening political development with legal and institutional affirmation

475. Inthe political area, the self-management capacities of indigenous and native
organizations will be strengthened. This will empower and develop their |leaders capabilities
with aview to facilitating access to and participation in political power centers, in the
executive, legidative, and judicial branches at the national, departmental, and municipal
levels.

476. The practices of participatory democracy and public management based on solidarity
that are the hallmarks of the indigenous and native cultures will be respected and
strengthened, thereby facilitating the manner in which their representatives participate in the
ingtitutions of the State while enabling the exercise of full citizenship by indigenous and
native men, women, and youth.

477.  Thiswill entail the recognition and exercise of the rights of small farmer
communities, indigenous, and native peoples, so that their economic, social, cultural, and
political rights are incorporated into national legidation. Thiswill be carried out in
coordination with the various sectors of the national government, the legislative branch, and
indigenous, native, and small farmer organizations.

478. Therewill be incentives for and monitoring of compliance with and application of
laws, standards, regulations, and agreements which recognize and promote the rights of the
indigenous and native peoples, so that the actions carried out by the different State levels
(departmental administrations and municipal governments) are carried out in accordance with
the established legal framework.

479. At the sametime, the Legal Assistance Service for Indigenous and Native Peoples
will beinstitutionalized. This Service is devoted exclusively to providing technical and legal
assistance on topics relating to the resolution of collective conflicts involving the rights of
small farmer communities and indigenous and native peoples, both at the central and the
decentralized levels. This action is carried out through the Legal Assistance Service for
Indigenous and Native Peoples Project (SAJPIO) which also supports the process of
regularizing land titles to the TCOs under the INRA.
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Box 5.14
Ethnic Social Capital in Bolivia

Generally speaking, social capital as understood to mean all the implicit
agreements which characterize social, economic, and political relations within
social groups characterized by strong ties of cooperation and mutual
dependency. In BOLIVIA, the social organization of rural indigenous
populations has historically been based on various forms of cooperation and
reciprocity manifested in the use of “ aynis,” “ mink’as,” the“ compadrazgo,”
and other mutual aid institutions.

Recent studies have demonstrated that the presence and use of social capital in
the organization of production reduces transaction costs and asymmetriesin
information, yielding better production results. In Bolivia, indigenous groups
and native communities are the social bodies that make the greatest use of
various forms of social capital. Andean reciprocity is one clear example of the
use of social capital, through which there are exchanges of labor, financial
loans, and other services which, in the absence of market opportunities, match
local requirements and demand in a timely manner. Andean reciprocity is also
reflected in the local institutional organization, the rotation of prestige functions,
and more generally, the nature of community participation which characterizes
local organizations. These forms of cooperation are subsequently replicated in
distant labor markets and urban centers, thereby facilitating access to job and
income generation opportunities. Finding a job, starting a business, and
generally just surviving in these social groups, in an environment of high
economic uncertainty, depend in large measure on established informal
connections and networks. When faced by major gapsin the distribution of
human capital, ethnic social capital is thus converted into an effective form of
participating in productive markets and reducing the effects of economic
uncertainty.

The development of culturally based micro-enterprises tends precisely to make
use of the broad base of ethnical social capital, thereby ensuring that small
farmer communities and indigenous and native peoples can make effective use of
thelr compar ative advantages and be integrated competitively into the national
and international market. In this process, social institutions like the *“ small
farmer community” are converted into important bodies which guarantee the
continuity and economic under pinning of these populations.

480. The management capacities of indigenous, native and small farmer community
organizations will be strengthened to ensure the comprehensive, participatory, and
sustainable exercise of their economic, political, social, and cultural rights so as to enable
them to participate in planning arrangements at the national, departmental, and local levels.
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Lessons will be drawn from the “Local Indigenous Management Project” focused on
management training apprenticeship for indigenous leaders and organizations and their
relations with municipal governments.

481. On the other hand, mechanisms will be devel oped to consolidate the powers
delegated by the municipal government to the Indigenous Municipal District, principally with
reference to participation in the definition of development policies and strategies, the indirect
administration of resources granted for operational expenditure, the execution of small scale
administrative projects, and the coordination of activities with other social actorsin their
jurisdiction.

482. This consolidation complements the departmental and municipal decentralization,
ensuring that indigenous and native peoples and small farmer communities have scope for
participation in the municipalities in order to achieve their own local development.



- 125 -

Matrix 5.12

Matrix of Priority Actions and Policiesfor
Development with Identity of Indigenous and Native Peoples

Strategic : Regulator Responsible
Actiegn AEIEIRES Ines%rumen)t/ I%tuti on
Broaden Promotion of plans and programs oriented |Law for Small |MACPIO
opportunities  |toward facilitating entrepreneurial Farmer, mgg‘;VPEP
for economic  |organization and self-management by Indl'genous and |gernAP
participation  |indigenous and native peoples. Native
Devel opment
Development and implementation of Ministry of Labor
initiativeswhich consolidate culturally | - and Micro-
based indigenous and native micro- Enterprises
enterprises.
Management of Native Community Lands | -
and Small Farmer Communities
Facilitate Link programs and projects to the special MACPO, MECD,
access to social |characteristics of small farmer communities| - m.SF.’S’ M\f/SB'
services and indigenous and native peoples Fi :grig_o\,l PEE
Strengthen Recognition and exercise of economic, DS, MACPIO
indigenous and |social, cultural, and political rights of small |institutional- \éEIE:PP
nativegroup  |farmer communities, indigenous and native |ization of Legal
organizations |peoples Assistance
Servicefor
Indigenous and
Native Peoples

Strengthening management capacities of
indigenous and native organizations,
oriented toward achieving more effective
participation in national, departmental, and
municipal bodies.

Development of mechanisms consolidating
the functionality of the Indigenous

Municipal Districts

Actions that do not require regulatory instruments or that already have regulations.
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Promoting gender equality

483. The problem of gender inequality isreflected in the disparities between men and
women in terms of capabilities, access to opportunities, economic and political participation
and other areas.

Box 5.1
Gender Inequalities

“We women are the most backward, it is we who suffer most from poverty”
(Salomé Pereira, ICLA delegate)

In the National Dialogue, civil society expressed the need for greater
opportunities for women to participate.

The processes and mechanisms that create gender discrimination and inequality
are reflected in some areas more than others, depending on time, place and
culture. Reducing the gaps and inequities between men and women, in other
words “ achieving greater equity,” isnot only an ethical imperative and a matter
of justice, it isalso a profitable investment in the devel opment of society.

In urban areas, part of the income differential s between men and women can be
explained by differences in human capital endowments and another part can be
attributed to discrimination. On average women earn 66 percent of what men
with the same education earn. This reflects women’s position in the labor market,
which is characterized by low-ranking service sector jobs with limited
opportunities for improving their productivity and income.

Recognizing that if social equity isto be meaningful it must include gender equity
means that women must have the same access as men to education, training and
instruction, as well as opportunities for acquired capabilities to be utilized and
reflected in gender equity.

The challenge seems clear: full citizenship with gender equality must be created.
This means improving living conditions, access to decision-making, and equitable
participation in all spheres.

484. Measurements of poverty based on household surveys indicate that the headcount
index of poverty in households led by women is dlightly higher than in households led by
men. The differences are systematic but small. However, the most notable differences can be
seen in the average income women receive from work, which is lower than that of men at the
same educational level (approximately 66 percent of the total earned by men).
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485. Actionswill be promoted to achieve gender equity by: (i) developing and
implementing policies and actions designed to improve opportunities for women; (ii) creating
skills and exercising the citizenship of women; and (iii) protecting and promoting women’s
rights.

(i) Promoting policies and actions to improve opportunities for women

486. Aspart of the economic empowerment of women, policies will be devel oped that
seek to value the productive role of women and promote the marketing of their products. In
this regard, women'’s participation will be promoted in economic circles that allocate
resources and that have access to income, productive resources, the commodities market,
capital and labor.

487. Inthework sphere, opportunities will be improved for women in terms of access,
compensation and the use of productive resources. Access to land ownership, credit and
broad consideration of the current uneven division of domestic and family tasks will aso be
important.

488. The possibility of eliminating legal and regulatory barriers that make it difficult for
women to have equal access to opportunities and capabilities will be analyzed. The Labor
Code and the Family Code contain provisions that hinder women'’s access to the labor market
based in one case on the existence of “protectionist” provisions that increase the cost to
employers of hiring women, and in the other case establish principles that promote the
double shift or hinder democratization of domestic activities. In both cases, these legal
provisions affect women’s ability to obtain work or increase their skills. Labor legislation
will be reviewed with respect to domestic work, temporary work and prohibitions on
women’s work.

489. The productive role of women will be valued by supporting the productive capacity
of MSE’s, targeting those led by women (businesswomen and heads of household). To this
end, agreements will be established between the Vice Ministry for Gender, the Ministry of
Labor (Micro-Enterprise Vice Ministry) and certain programs carried out by the Ministry of
Agriculture (PASA, PDLA and PRONAR). This effort must involve the Prefectures and the
Municipal Governments.

490. Information systems on technology, markets, and production networks will be
established, facilitating access for urban and rural women microproducers. To promote
technical training for women, there will be coordination among the Ministry of Education
and the Ministry of Labor (which develops training programs such as INFOCAL, PROCAL),
the Municipal Governments and the Prefectures, as well as the Bolivian Confederation of
Private Entrepreneurs (CEPB).
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(if) Generating capabilities and exercising citizenship among women

491. A renewal of thetraditional capabilities of women (handcrafts, small manufacturing,
medicina plants, ecotourism, et al.) will be promoted as part of the effort to support
nonagricultural rural productive activitiesin regions with limited options for agriculture.

492. Toimprove women'sinclusion in society, they will be empowered in terms of access
to education, health, housing and basic sanitation, with emphasis on health services.

493. Efforts aready made to incorporate the gender and cross-cultural approachesin
primary education will be strengthened and extended to the rest of the educational system at
al levels. The disparities between boys and girls will be evaluated in the context of the
program on “ Academic access and retention among girlsin rural areas,” which isfunded by
the World Bank in 50 municipalities where inequality is greatest.

494.  Specific impetus will be provided for creating programs to give rural women access
to education at all levels, including literacy programs, basic technical training, and support
for access to and continued attendance in school. In addition, programs will be promoted for
technical and higher education in areas that are not traditional for women, based on a policy
of affirmative action (scholarships and academic counseling programs).

495. On the subject of health, women’s access to quality health services will be facilitated
through ajoint effort of the Ministry of Health and the institutions involved. Such actions
involve atraining program for health teams, transfer of methodol ogies, and specialized
research together with decentralized multisectoral and sectoral programs (Strategic Health
Plan Programs, the SBS, the Sexual and Reproductive Health Program, special programs for
risk-free maternity and prevention of adolescent pregnancies).

496. A basic aspect in building citizenship is theright to have legal existence based on
identification. For this purpose, an identity card program and issuance of birth certificates
with preference given to undocumented women and girls will be promoted, with emphasis on
actionsinrural aress.

(iii) Promoting women’srights

497. Given that full citizenship means respect for the personal integrity of individuals,
campaigns and forums will be promoted for prevention and eradication of gender-based
violence. The Vice Ministry for Gender will coordinate this action with the Legidlative
Branch, the Justice, Government (Police), Education and Health Ministries, with municipal
governments and agents of the Judicial Branch, based on multisectoral decentralized
programs and Comprehensive Legal Services (SLIS).

498. Municipal actionswill be strengthened under the Ombudsperson’ s Offices for
Children and Women. These offices are considered major operational mechanisms for the
Domestic Violence Law, targeting a major determinant of the well-being of significant
groups of the female and child population living in poverty. Given that the Municipal
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Governments are responsible for providing support and legal services on matters relating to
the Domestic Violence Law, measures will be studied to ensure their sustainability.

Matrix 5.13
Matrix of Priority Actionsand Policies

Promoting Gender Equity

STRATEGIC REGULATORY|INSTITUTION
ACTION AN REAR INSTRUMENT |RESPONSIBLE
Promote Development of programs that promote VAGGF -
policies and women' s access to productive resources, | @ - INRA
actions credit, ownership and clear title to land.
designed to Development of events that promote VAGGF
improve consideration of the division of domestic | -
opportunities  |and family tasks.
for women Revision of |abor legislation and the Civil VAGGF - Min.
ServiceRegulations. | - of Labor
Support for productive capabilities of VAGGF - Min.
MSE's, with emphasisonthoseledby | - of Labor
women.
Development of technological, market and VAGGF - INE
production network information systems, | = -----
facilitating access for women.
Create Development of programs promoting VAGGF - Min.
capabilitiesand renewal of traditional women's | - of Labor
guarantee the |capabilities.
exercise of Improving of identification card process CNE -
citizenshipby [and civil registry, with emphasison | - VAGGF
women registering women.
Incorporate the gender and cross-cultural VAGGF -
approaches at all levels of the educational | --—-- MECyD
system.
Dissemination of information promoting VAGGF —
women' s access to quality health services.| - MSPS
Promotion of programs for women's VAGGF -
accessto education and continued | @ - MECyD
attendance, basic technical training and
support for academic access and retention
programs.
Promote Implementation of campaigns to prevent VAGGF - Min.
women’'srights |[and eradicate gender-based violence. | - of Justice
Development of municipal programsto VAGGF —Min.
strengthen the Ombudsperson’s Offices | - of Justice
for children and women.

1)

Actions that do note require regulatory instruments or that already have regulations.
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Sustainable utilization of natural resources and environmental preservation

499. The government has taken up Sustainable Development as the conceptual basisfor its
policies and strategies. In this context, environmental management is an all-pervasive aspect
of national development, and one that ought to be implemented in a decentralized and
participatory manner.

500. Under the BPRS, the relationship between the population and the environment can be
established in two directions: the population’s behavior asit affects the environment (water,
soil, forests, etc.) and the environment’ s influence on the population. In addition, the Strategy
emphasizes that the greatest pollution problems are found in water resources and are caused
by the mining and manufacturing industries.

501. Theenvironmental issueisacomplex one. The rural population isin close contact
with the resources of biodiversity, has access to them, and exploits them according to the
incentives it perceives and the needs it faces, in some cases generating adverse effects on the
environment. On the other hand, the lower income urban popul ation with subsistence-level
production activitiesis the sector most affected by deficiencies in basic services and the
levels of contamination generated by these activities, while many of the productive practices
of various segments of industrial activity (small, medium and large companies) have a
negative effect on the environment.
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Box 5.16
Poverty and the Environment in Bolivia

In Bolivia poverty, economic activity and the environment are closely connected. It
isthe poor who are most affected and defensel ess against environmental problems
and are at the same time responsible for a significant portion of such problems.
Lower income groups are for the most part dependent upon extractive activities and
have unsustainable productive practices in both agriculture and manufacturing.

The greatest pollution problems are in water resources due to the lack of
wastewater treatment plants or the activities of mining and manufacturing
industries.

Air pollution is not yet a problemin Bolivia. Higher pollution levels occur in the
winter season due to slash and burn agricultural practices, or in some of the
country’ smajor cities at certain times. Air pollution within households affects a
large percentage of rural households and is caused by cooking tasks.

It is estimated that at the present 41 percent of the surface area of the country isin
the process of desertification as a result of high pressure on the use of land,
combined with unsustainable productive practices (slashing and burning, selective
forest removal, incorrect irrigation). In addition, wildlife threatened (to different
degrees) in Bolivia includes 254 species of flora and 336 species of fauna.

Forty-eight percent of the country is covered by forests and it is estimated that 35.6
million hectares are under continuing forestry production. Currently,
approximately 6 million hectares are under sustainable forest management
(forestry management system).

502. The effective implementation of environmental policiesin various areas will be based
on a broad process of consultation and participation involving civil society. There must be a
correct understanding of the environmental dimension and the potential effects of poor
management in this area on living conditions and the material resources on which the
incomes of the affected population depend. In this regard, the first national environmental
dialogue was held in 1999 and the Biodiversity Strategy is currently being carried out under a
scheme providing for consultation with the local populations.

503. Special environmental treatment isrelatively new in Bolivia. Thus, current conditions
in government agencies necessitate implementation of institutional strengthening programs
and decentralization processes so that the sectors, prefectures and municipa governments can
effectively assume their role as implementers of environmental policies and standards.

504. Concurrently, the government will develop a comparatively important planning
component at the central level. With the exception of the forestry subsector where significant
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progress has been made in recent years, the limited information available on the
environmental resources situation shows negative trends on which action must be taken
based on strategic plans. Over the next five years, Boliviawill be developing or completing
diagnostic assessments and priority intervention schemes (map of areas vulnerable to natural
phenomena, resource inventories, soil and water use plans) that will identify and direct the
implementation of investment projects.

505. Environmental management policies are directed to: (i) optimizing the use of water
and land resources; (i) strengthening planning, management and control of environmental
quality; (iii) developing mechanisms and instruments for appropriate management of
biological diversity; and (iv) promoting sustainable and equitable utilization of forest
resources.

(i) Optimizing the use of water and land resources

506. With aview to reversing the negative trends of desertification and soil degradation,
policies will use the hydrographic basin as the unit of reference and will involve a high level
of participation by the civilian population in order to make public resource management
compatible with projects and programs at the basin level, the formation of mancomunidades
will be promoted.

507. The National Water Resources Plan will be designed and implemented. This Plan will
establish the general guidelines for management or organization of this resource, identifying
specific actions to reverse the processes of soil degradation and desertification.

(if) Strengthening the planning, management and control of environmental quality

508. Interms of environmental quality, water pollution isthe country’ s greatest problem
and affects the poor population in particular in urban and periphera urban areas. As aresult,
from an environmental management perspective, it isimportant to give priority to obtaining
joint coverage goals for drinkable water and sanitary sewer systems and installing wastewater
treatment plants. The BPRS has established coverage targets for water services and will
promote joint work with the municipal governments, the MV SB, the MDSP, and the DUF in
the new projects considered. In addition, special attention will be devoted to monitoring the
activities of the mining and manufacturing industries, which are responsible for much of the
country’ s water pollution problems.

509. Environmental aspects will be incorporated in the management of rural
municipalities, with emphasis of implementing prevention and environmental control
instruments, particularly the Environmental Impact Assessment (EIAS) process, in order to
minimize negative socio-environmental effects and maximize local opportunities. To
complement this process, the participation of civil society in the management of
environmental quality will be promoted and strengthened through public consultations as part
of the technical and administrative procedures for the EIAS. In the area of environmental
monitoring, citizen or local participation will be supported so that social control will be
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exerted from the design stage to operation of development works, activities or projects, in
order to verify compliance with environmental commitments.

510. Given that few productive practices in manufacturing, handcrafts and mining follow
criteriadesigned for environmental preservation, the coverage of programs and projects that
promote atechnological change in these activities will be expanded. This will benefit the
environment and will simultaneously represent an improvement in the income levels of
productive units in mining and manufacturing, particularly those operating on a small scale.
In addition, environmental regulations for the industrial sector will be revised in order to
adapt the standards originally established in the regulations to current conditionsin this
sector and the capacities of each segment of producers (small, medium and large enterprise).

(iii) Developing mechanisms and instruments for appropriate management of biological
diversity

511. Boliviaisacountry with great potential in biodiversity resources. However, the
exploitation of these resources has not followed criteriafor sustainable management or use.
This has led to indiscriminate use of some of these resources and a tendency to underestimate
the contribution that appropriate utilization of these resources can make to rural incomes and
the economy as awhole. Preliminary studies indicate that within a period of approximately
15 years the contribution of biodiversity could come to represent an increase of about

10 percent in GDP, if activities are developed in ethnic and ecotourism, mitigation of climate
change and biodiversity services relating to biotechnology, ecological products, and others.

512. The appropriate utilization of the potential of biodiversity will also have significant
positive effects on disadvantaged and vul nerable segments of the rural population (native
peoples and peasant communities). In the short term, incomes of the communities of the east
and high plateau will be increased through projects of sustainable use of wild animal species
such as vicuna, lizard and peccary, whose economic value has already been recognized.

513. A significant portion of Bolivia’'s most important biodiversity resources are found
within protected areas, as are important segments of the indigenous and peasant popul ations.
Thus, consolidation of the National System of Protected Areas (SNAP) and the ecological,
social, financial and institutional sustainability of protected areas are abasisfor in situ
conservation of biodiversity in Boliviaand will help to improve the living conditions of the
people living within these areas.

514. External buffer zones will be established for protected areas and biological corridors,
based on ecological, socio-economic and cultural criteria. Community participation will be
promoted in the planning, management and administration of protected areas, with the
assumption that their management must be approached as a joint undertaking of the State and
civil society. For this purpose, mechanisms will be created and strengthened that facilitate the
effective and responsible participation of grass roots organizations representing the
population in protected areas and their buffer zones, as well as associated stakeholders.
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Efforts will be developed to link the management of protected areas to indigenous and
peasant views on the management of territory and natural resources.

515. The Nationa Strategy for Conservation and Sustainable Use of Biodiversity that is
currently being devel oped will be approved and implemented. In addition to assigning an
important role to local populations in the conservation and sustainable use of these resources,
the Strategy seeks to develop the economic potential of biodiversity, with a more equitable
distribution of the benefitsit provides for the various stakeholders.

516. Interms of strengthening the institutional framework of the government, support will
be provided for the operations of the Consultative Wildlife Council, which has the role of
recommending directives for the sustainable management of some species, in the context of
the indefinite general close season currently in effect. Scientific-technical development
centers will be strengthened in the management of wild floraand fauna and establishment of
the National Genetic Resources Conservation System will be completed. There will be
standards, regulations, guidelines and procedure manuals for the conservation and sustainable
use of wildlife, while inter-institutional agreements signed with the police and armed forces
will allow for control and protection of wildlife resources.

(iv) Promoting sustainable utilization of forest resources

517. Sustainable utilization of forest resources will be promoted by integrating forests,
industry and the market through strategic alliances, shared risk corporations and subsidiary
contracts among all stakeholders, concessionaire companies, private owners, social groupings
in municipal forestry reserve areas, indigenous territories and Native Community Territories
(Tierras Comunitarias de Origen—TCOs).

518. Freeaccesswill be promoted for the entire population to woods and forests for
management and utilization with aview to creating new opportunities to improve their
incomes. In particular, an effort will be made to bring within the national forestry framework
those producers who are yet engaging in extractive activities without complying with the
corresponding regulations (payment of concession patent, sustainable forest management,
and other considerations). In this sense, the introduction of non-timber forest activities
(gathering of brasilian nuts and palm cultivation) within the forest system will be supported,
and the establishment of Local Socia Associations (Asociaciones Sociales Locales—ASLS)
in municipal forest reserve areas will be promoted.

519. Together, both aspects represent an expansion of approximately 4 million hectaresin
the country’ s surface area dedicated to forestry under the forestry system (two-thirds of the
surface area currently under the forestry system). As aresult of the formalization of these
activities, the populations involved, which are frequently the most impoverished, will have a
direct positive impact on the income levels they receive.

520. Asacomplement to this, technical assistance will be given to all stakeholders
involved in order to facilitate management of the forestry systems and contribute to forest
certification processes. This policy will contribute to the design of Forest Management Plans.
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Systems will be designed and implemented for prevention and early warning of firesin
forests and forested land as well as of degraded forest resources due to inappropriate or
incorrect use, particularly on lands used for agriculture or cattle. As along-term strategy, the
planting of new forests will be promoted for sustainable use of land resources, to support
fragile ecosystems and to provide for better utilization of environmental services.

Matrix 5.14

Matrix of Priority Actionsand Policies
Sustainable Utilization of the Environment

: . . Regulatory Responsible
Strategic Actions Action Plan I " T —
Optimizetheuse |Design of National Water Resources, DGCTC- MDSP
of water and land |Basinsand Flood Control Plan. | -
resources
Strengthen the Development of incentives programs to DGCSA - MDSP
planning, promote environmentally beneficial
management and technological changeinminingand |
control of industry.
environmental  |Development of environmental DGCSA - MDSP
quality regulationsforindustry. | T VICI
Institutionalization of environmental DGCSA - MDSP-GM
management in prefecturesand | -
municipalities.
Design and implementation of programs DGCSA - MDSP
for the participation of civil society in | ------
managing environmental quality.
Develop Development of programs for DGB - MDSP
mechanismsand |sustainable use of wild animal species. |
instrumentsfor  [Fees charged in protected areas to SERNAP - MDSP
appropriate benefit local communities. |
management of  |Consolidation of the National Protected SERNAP - MDSP
biodiversity AreasSystem (SNAP). | T
Approva and implementation of the DGB - MDSP
Biodiversity Strategy. | T
Establishment of biological corridors SERNAP - MDSP
and buffer zones. | T
Promote Development of programs for DGDF - MDSP
sustainableand  |integration of forests, industriesand | ------
equitable markets.
utilization of Promotion of sustainable forest DGDF INRA -
forest resources. |manegement. | T MDSP
Approval and implementation of Forest DGDF MDSP and
Management Plans. | - Forestry
Superintendency

----- Action that does not require aregulatory instrument or that already has regulations.
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VI. INSTITUTIONAL FRAMEWORK FOR THE BPRS

A. Ingtitutional Environment and itsrelationship to the BPRS

521. Theimplementation and sustainability of the Strategy require afavorable and
efficient institutional environment, with public institutions that promote transparency and
that have broad technical capacity for administering policies within a decentralized context.
Institutional development must focus on setting up administrative structures that permit
timely and effective problem-solving and reduce corruption.

522. Public institutions must be capable of promoting the effective exercise of the
political, economic, and social rights of individuals. Thisinvolvesimplementing a
managerial model of public administration, modernization and adaptation of organizational
structures, development of effective management mechanisms and the professionalization
and specialization of public officers.

523. Institutional development is a cross-cutting issue included in each strategic
component according to the characteristics of the actions proposed. Given that each area has
its own characteristics, it becomes necessary to design legal standards, to enforce other
standards already in effect, to accelerate institutional reforms, and particularly to deepen

the decentralization process.

B. Thelnstitutional Approach

524. In order to achieve better delivery of public and private goods and services,

the Bolivian State began to modernize in the mid-1980s, defining new roles for both the
public and private sectors. With this new framework, the State ceased to participate directly
in production activities and gave the private sector responsibility for producing private goods
and services. At the same time, the State continued to be responsible for the delivery of
public goods and services such as education, health, basic sanitation, street lighting,
highways, parks, and other goods and services.

525. Thus, therole of the State in its relations with the private sector is geared toward
monitoring the proper operation of the market by seeking to consolidate the rule of law and
develop an appropriate regulatory framework. In terms of its relations with the public sector,
the State seeks greater efficiency and capacity in order to provide timely responses when
creating public policy and satisfying the basic needs of the entire population.

526. Withthisamin view, Bolivia has aready adopted a series of institutional reforms
to adapt the structures of the State to a framework that provides transparency and
participation through: (i) an independent regul atory system that oversees the performance of
certain strategic sectors of the economy; (i) the initiation of judicia system reform

to promote the effective exercise of the rule of law; (iii) the design of amodel that
modernizes public management based on principles of efficiency and transparency in the
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operation of public agencies; and (iv) the application of a decentralized public management
model with amunicipal base and citizen participation.

Regulatory system

527. The privatization and capitalization measures transferred production activities and
servicesto the private sector. However, due to the characteristics of local markets and some
production activities, the State’' s regulatory role is necessary to protect the interests of the
population as a whole and to guarantee the appropriate operation of companies so that they
are able to produce profits but also to serve their customers with quality products and fair
prices. Bolivia s markets are small and thus economies of scale lead to the prevalence of
oligopolistic structures in many markets. In rural areas, low demographic pressure in various
regions is adisincentive to the expansion of basic services and electrical power; appropriate
structures are therefore needed to supervise the attainment of the expansion and quality goals
that the private sector has agreed to pursue in the provision of services.

528. Interms of regulatory activities, the State has moved ahead with consolidating
institutions with responsibility for thisissue in three large areas: (i) the System for

Regulating Renewable Natural Resources [ S stema de Regulacion de Recursos Naturales
Renovables—SIRENARE] consisting of the General Superintendency of SIRENARE and the
Forestry and Agrarian Superintendencies; (ii) the System for Regulating the Financial

System [Sistema de Regulacion del Sistema Financiero—SIREFI] consisting of the
Superintendency of Hierarchical Resources, the Superintendency of Banks and Financial
Entities, and the Superintendency of Pensions, Securities and Insurance, and (iii) Sectora
Regulation System [ Sistema de Regulacion Sectorial—SIRESE] consisting of the
Superintendencies of Electricity, Hydrocarbons, Transport, Mining and Basic Sanitation.

529. Thisinstitutional system began to operate in 1995 and is being consolidated.
Nonetheless, there is ongoing analysis of the need to create new Superintendenciesin
specific areas such as Biodiversity, Water Resources, Industry and Commerce so that the
private sector will develop in afully competitive environment.

Theruleof law

530. Inacontext of the full exercise of democracy and respect for individual freedoms, the
State must guarantee the enforcement of established rules and respect for the constitutional
rights of both legal entities and individuals, whether domestic or foreign. In addition, the
State must be capable of providing atransparent administration that punishes corruption and
the misappropriation of public goods or their use for private benefit.

531. The consolidation of the rule of law will require minimizing the degree of
institutional vulnerability to the social, political, and economic pressures that arise both from
within and outside the Judicial Branch, due to the existence of strong patronage networks,
cronyism, and corruption.
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532. Inthiscontext, progress has been made in establishing a new institutiona structure
and in appointing authorities independent of the Judicial Branch. The installation of the
Congtitutional Court, the Judiciary Council, and the merit-based selection of the Ministers of
the Supreme Court of Justice have notably improved the transparency and independence of
the judicial system.

533. However, judicial system reforms must go deeper. A true rule of law will be achieved
to the extent that al judicia system entities enjoy the necessary independence, transparency
and efficiency and the entire population is afforded democratic access to the administration
of justice.

534. Inorder to achieve this goal, objectives are established in three areas: (i) ensuring the
independent and effective operation of the Judicial Branch, the Office of the Attorney
General, the National Police, the ombudsperson systems, and the prison system; (ii)
completing modernization of the regulatory framework by updating the Penal, Civil,
Commercial and Family Codes, as well asimplementing the new Code of Criminal
Procedure and approving a new Code of Civil Procedure and an Administrative Procedures
Law; and (iii) implementing institutional development programsin all judicial bodiesin
order to provide the management tools needed to render timely, effective, and transparent
administration of justice.

M oder nization of public administration

535. The modernization of public administration is a cross-cutting strategy that has been
pursued for many years and has been particularly strengthened in recent years. With approval
of the SAFCO Law in 1990, guidelines were introduced to create a culture of results-oriented
public administration based on modern concepts and mechanisms for governmental control
and responsibility for the civil service. These initiatives from the early 1990s did not have
sufficient continuity and their implementation was very precarious.

536. Recently, based on the needs created by the process of Popular Participation and
Administrative Decentralization, the basic regulations for the administrative systems
provided in the SAFCO Law were formalized. In addition, progress was made in
modernizing public administration through: (i) approval of the Civil Service Regulations
[Estatuto del Funcionario Publico], which will allow the implementation of a merit-based
administrative career and development of gradual institutionalization processes at al levels
of public administration; (ii) development of the Integrated Management and Administrative
Modernization System (SIGMA), which seeks to modernize and automate financial and
nonfinancial administration in all public agencies; and (iii) creation of the System for
Monitoring and Eval uating Performance-Based Government Management (SISER), which
will make it possible to evaluate the results of activities undertaken in the Annual Operating
Programming Exercises of the Ministries, Prefectures, and other public agencies.

537. All these policies are being implemented but their consolidation and full operation
reguire an ongoing commitment from the various government divisions in order to become
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sustainable policies and to achieve the anticipated results in the modernization of public
administration.

Administrative decentralization and popular participation

538. The process of decentralization implemented in Bolivia since 1994 involved an
institutional transformation of public administration that has improved the delivery of local
public goods and has strengthened and deepened democracy by promoting Popular
Participation. In addition, significant progress has been made in terms of more equitable
distribution and administration of public resources.

539. The Popular Participation, Administrative Decentralization and Municipalities Laws
are basically intended to structure the institutions that will be responsible for poverty
reduction tasks and must thus be consolidated, strengthened, and deepened in the context of
the BPRS.

540. Theresults obtained show asignificant increase in socia investment and participatory
demoacracy, more effective attention to local demands. as well as municipal institutions that
are gradually being consolidated.

541. Theseresults are associated with a more appropriate distribution of public investment,
from both the regional and sectoral standpoints, favoring a significant increase in social
investment. Significant achievements have also been made in the exercise of representative
democracy and in building institutions within municipalities that have made them key players
in public policies designed to reduce poverty.

542. However, adjustments must be made in the decentralization process in order to
strengthen the institutional base. Thus, for example, in Dialogue 2000 the Prefectures and
Investment and Devel opment Funds were criticized by their beneficiary populations and it
was recognized that there are institutional and managerial weaknesses in the municipal
governments. Favoritism in the distribution and use of resources, politicization of positions,
and the lack of competent technical teams were the most frequent accusations.

543. Asfor financia aspects, the largest municipalities have been facing unsustainable
situations, leading to intervention by the State. Thus, there are still significant distortions and
favoritism in resource management that jeopardize the policies of equity envisaged in the
Popular Participation strategy.

544. Inthiscontext, in order for the decentralized entities to be established as the most
important instrument in the fight against poverty, action must be taken regarding their
institutional organization and the system of fiscal relations so as to promote better fulfillment
of responsihilities at the three levels of public administration and to strengthen the
accountability systems of their authorities.

545.  The principles on which the decentralization adjustment policies will be based are as
follows:
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a)  Efficiency, through appropriate institutional organization and the implementation of
incentives to ensure that the three administrative levels alocate public resources
effectively.

b)  Equity, through a distribution of resources that incorporates elements of interpersonal
equity, so that public resources will be targeted for the benefit of the poorest members
of society.

c)  Transparency, applying accountability systems that will allow greater control,
strengthening the responsibility of the public authority and supporting social control.

C. Institutional Reforms: Further Decentralization

546. Based on theinstitutional development policies thus far implemented by the State,
the implementation of the BPRS will require the application, acceleration, and strengthening
of institutional reforms linked to the operation of public agencies, so that the various actions
already identified in the Strategy can be applied efficiently and transparently, thus ensuring
the achievement of their objectives.

547. Inthis context, the four courses of action are;

@ A higher degree of decentralization and improvement of the municipally-based model
of decentralized public management, through review of institutional jurisdictions
at the different levels of public administration based on the principle of subsidiarity.
The implementation of a system for distributing and channeling public resources to
agencies charged with poverty reduction actions, based on a single and transparent
system that is applied in accordance with progressive criteria, i.e., criteriathat provide
greater benefits to the poorest groups.

(b) Institutional reform of public agencies through installation of reporting and
accountability systems that direct the development of public management toward
results and create greater confidence among the population.

(c) Establishment of an ongoing socia control mechanism at all levels of administration
to promote the participation of social organizations and permit the application of the
principle of shared responsibility for poverty reduction objectives.

Further decentralization

548. For effective implementation of the BPRS in a decentralized context, measures must
be provided to make it possible to overcome the limitations found and to establish models for
the distribution of institutional responsibilities to ensure efficient administration of public
resources and proper execution of programs designed to reduce poverty.
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549. Inthis context, the correlation between jurisdictions and resources available for
administering them at each of the central and decentralized levels of public administration
must be assured.

550. Inthissense, the full application of the principle of subsidiarity isintended to better
integrate jurisdictions that are currently dispersed and to improve the system of unconditional
transfers. Thiswill strengthen municipal autonomy without damaging service quality and
will ensure that each level of administration will assume responsibility for the functions it
can administer most efficiently.

551. Inaccordance with the principle of subsidiarity, it is suggested that human resource
management in health and education as well as the resources needed for this purpose be
transferred to the Municipal Governments. This transfer will be effected gradually and
voluntarily. The Ministries of Health and Education, in coordination with the Ministry of
Finance, will establish the technical criteriafor determining the human resources financing in
order to guarantee the sustainability of the process.

552.  Another adjustment to the decentralization policy relates to territoria organization
and the specific characteristics of institutional structures in the municipalities that reflect an
urban or rural setting.

553. Inurban areas, it will be necessary to establish mechanisms making it possible

to expand the scope of Popular Participation and the distribution of public resources among
the various municipal districts, in order to promote citizen participation in defining spending
priorities and to keep resources from being concentrated in only some areas of the large
cities. For this purpose, an effort will be made to ensure that urban municipal governments
also have general, transparent, and progressive criteria to ensure appropriate distribution of
public resources as well as the effective participation of neighborhood organizationsin
planning activities for local development and social control.

554. Inrurd areas, it will be necessary to prevent excessive dispersion of resources and
public agency efforts in municipalities with very small populations. For this purpose,

the creation of municipal mancomunidades will be explicitly encouraged and the distribution
of resources to municipalities with populations under 5,000 that have not agreed to join one
of these arrangements will be avoided.

555. Based on clear rules on municipal debt and greater discipline to provide incentives for
municipalities to generate their own resources, a policy on restructuring of local finances will
be implemented to provide for correct management of municipal finances. This policy will
guarantee macroeconomic equilibrium at the national level, minimizing the risk of improper
fiscal management at the local level.

556. The policy on restructuring local finances will also promote fiscal responsibility and
will introduce the incentives needed so that municipal governments will overcome their
current state of dependency on transfers received from the national government, as well as
the situation arising from unsustainable municipal indebtedness.
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557. Based on these actions, it is suggested that a policy be implemented to stimulate fiscal
discipline in the municipalities through amunicipal fiscal restructuring program and
implementation of controls on subnational indebtedness. This policy will overcome

the financial crisis of municipal governments and will reaffirm their autonomy, for which
purpose the State, through the Ministry of Finance, will agree on specific arrangements,
goals, and indicators reflecting fiscal discipline in municipal governments. These
commitments will lead to afiscal restructuring certification—an indispensabl e requirement
for access to credit from the National Regional Development Fund and other credit entities
regulated by the Superintendency of Banks and Financial Entities and other institutions.

558. The policy must also consider the development of capacities within the Ministry of
Finance for maintaining an ongoing record of municipal public debt, as well as good
performance in carrying out the fiscal restructuring programs.

Progressive distribution of resources

HIPC Il resources

559. Debt relief funds will be transferred automatically to the municipal governments
through the banking system for deposit to a special poverty reduction account, with a
prescribed disbursement schedule. This transfer will be effected in atransparent way,
applying the equity criteria defined in Dialogue 2000 according to the following formula:
30 percent of the funds will be distributed by department and within each department
distribution will be made to the municipalities based on poverty indicators; the remaining
70 percent will be allocated based on poverty indicators among all the municipalities.
The poverty indicator to be applied is Unsatisfied Basic Needs (UBN).

560. In order to establish the amount of relief funds for each municipal government,

the population of each municipality will be recalculated according to the following formula:
Recalculated Population” = (Population A) x (-1) + (Population B) x (0) +
(Population C) x (1) + (Population D) x (2) + (Population E) x (3)
Where:

Recal culated Population = Population of each municipality recal culated on the basis of
its poverty indices

Population A = Number of inhabitants in the municipality corresponding to the
population category with Satisfied basic needs

™ Formula suggested in the draft Dialogue Law, currently being developed and discussed.
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Population B = Number of inhabitants in the municipality corresponding to the
population category at the Poverty Threshold

Population C = Number of inhabitants in the municipality corresponding to the
population category of Moderate Poor

Population D = Number of inhabitants in the municipality corresponding to the
population category of Indigent Poor

Population E = Number of inhabitants in the municipality corresponding to the
population category of Marginal Poor

561. Seventy percent of the resources from the Special Dialogue 2000 Account will be
distributed among al of Bolivia' s municipal governments according to the proportion
corresponding to the Recal culated Population in each municipality divided by the total
number of al recalculated populations.

562. Thirty percent of the funds from the Special Dialogue 2000 Account will be divided
into nine equal parts for each of Bolivia s departments, and each of these parts will be
distributed among all the municipalities in each department in proportion to the Recal culated
Population in each municipality divided by the total number of recal culated populations for
all municipalities in the department.

Table 6.1
Agreement on Allocation of HIPC Il Resources

Executing

Agency Transfer Criterion Transferring Agency Requirement
Municipal | 70% by poverty indicators | Banking System Approval of
Government | (UnsatisfiedUnmet basic Specia Account for the Dialogue Law
S needs) Fight against Poverty
Automatic transfer with
30% to the country’s 9 predefined schedule

departments where it will
also be distributed based on
poverty

The distribution criterion will
be revised every 5 years
Source: Technical Secretariat of National Dialogue 2000.

563. The application of these criteriain transferring resources gives priority to

the municipalities with the highest Headcount Index of poverty. To illustrate the progressive
nature of the criteria utilized, the resulting allocation of resources to 6 municipalitiesin

the departments of Potosi and Chuquisacais shown in the graphs below.
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Graph 6.1 Graph 6.2
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564. According to thisformula, the allocation of resourcesin small municipalitiesistwice
the current allocation (PP) in relative terms, the allocation to intermediate municipalities

increases notably and greater fiscal efforts are required of large municipalities that have a
larger tax base.

565. Thisequity criterion compensates for the bias caused by the per capita distribution of
resources in effect since 1994 pursuant to the Popular Participation Law that channels more

resources to municipalities with higher population concentrations, as can been seen in the
graphs below.
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Graph 6.3
Comparison between Per Capita Allocations and Allocations based on Poverty
Distribution of Popular Participation Distribution of Debt Reflief Resources
Resources Under HIPCII
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566. Under the Popular Participation criterion, in geographic terms, the municipal
governments that are Capitals (10 percent of all municipalities), take 45 percent of

the resources, while the remaining 90 percent of municipalities divide up 55 percent of
the resources.

567. The composition changes when the poverty criteriadefined in the Dialogue are
applied. The largest amount of resources s transferred to regions with the highest Headcount
Index of poverty and scattered populations, where the costs of providing the same services
are higher.

568. Theresources coming from debt relief will be conditional on projects and activities
involving measures that are consistent with the areas of action defined in Dialogue 2000 and
that are specifically defined in the Dialogue Law. Under no circumstances may resources of
the Special Dialogue 2000 Account be used to finance operating activities and current
expenditures for administration of municipal governments.
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Compensatory r esour ces

569. These are resources channeled by the DUF to concurrently finance local demand,
promoting more equitable distribution of resources to the regions with the most poverty,
harmonizing national and local policies, and favoring municipal institutional strengthening.

570. Transferring these resources will give the municipal governments the minimum
wherewithal required to provide services and promote local economic development.

The policy incorporates a structure of transparent incentives with clear sectoral guidelines
so that municipal governments will handle concurrent investment areas through cofinancing
of projects according to the rates, procedures, costs and financial management of

the National Productive and Socia Investment Fund (FPS).

571. Toavoid distortions in the implementation of the compensatory policy, an effort will
be made to gradually enhance the transparency and uniformity of all transfers granted to
municipalities by the State, the prefectures, and international cooperation partners, thereby
achieving balanced opportunities for access to conditional transfers for all municipal
governments.

572. Tothe extent that the policy is consolidated, the FPS (as a specialized fund
administering transfers from the national government) will begin to delegate its
administrative tasks to the municipalities themselves and will become a regulatory channel
for financing through conditional transfers, thereby enhancing mechanisms to ensure
implementation of a comprehensive compensatory policy that will be subject to community
assessment and control. In future, compensatory policy resources can be channeled to

the municipal governments whenever they have developed sufficient institutional and
management capacity to autonomously administer all transferred resources. The
compensatory policy will operate in accordance with transparent formulas through automatic
transfers to municipal governments.

573.  Success in implementing the compensatory policy requires an effort by international
cooperation to finance programs that are compatible with the conditions and criteria of

the policy, to avoid overlapping financing and miscellaneous terms. In addition, in order

to facilitate implementation, there must be flexible financing programs, without regional or
sectoral targeting requirements and with coherent, straightforward, and uniform mechanisms
for the procurement of goods and services.

Subnational credit

574. Creation of acredit market for the municipalities will be promoted in order to
facilitate increased investment and spending capacity, having due regard for fiscal discipline
standards and regulations.

575. Effortswill be made to establish and consolidate a transparent municipal credit
market by developing specialized and autonomous institutional capacities that make local
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indebtedness efficient, minimize the risk of imbalances in public finances, and sustainably
expand the investment capacity of municipal governments.

576. For this purpose, credit operations for the municipalities will be supported through
the National Rural Development Fund (FNDR), an entity that is enhancing its role by
applying procedures to evaluate credit risks, gradually preparing independent agencies to
perform risk qualification tasks, providing funds based on credit qualification, and applying
the standards established by the Superintendency of Banks and Financial Institutions.

577. Tothe extent that the local credit market is developed, the FNDR will concentrate its
operations on those municipal governments that have difficulties in gaining access to the
financial system.

578. Oncethe municipal credit market is consolidated, the institutional transformation of
the FNDR will be completed so that the latter can become a new autonomous financial entity
carrying out its operations under market conditions. At that point, the qualification and
certification of the fiscal capacity of all municipalitieswill allow the municipal credit market
to operate without distortions and with the full participation of private financial entities and
other financing mechanisms.
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Box No 6.1

The DUF and the National Compensatory Policy

In order to appropriately coordinate the operation of the Investment and Devel opment
Funds, the DUF is created as a common Board of Directors for those Funds. Various

policy modifications have been defined for these institutionsin order to guarantee the
transparency, equity, and efficiency of public investments effected through them.

The National Rural Development Fund (FNDR) is transformed into an agency
dedicated exclusively to granting loans to municipal governments and prefectures (to a
lesser extent). In addition, the National Productive and Social Investment Fund (FPS) is
created on the basis of the structure of the FIS (social investment) and the FDC
(productive investment), and will be dedicated exclusively to granting conditional
transfersto the municipalities.

In addition, the institutionalization of both funds (FNDR and FPS) was initially begun
by awarding 25 hierarchical positions through public proceedings. Once this phase has
been concluded, institutionalization will continue with 200 positions for technical
personnel.

The most important structural changes occur in the FPS, notably the following:

(1) In distributing resources to the municipalities, the formula established in National
Dialogue 2000 will be used, incor porating transparency and equity.

(2) In a gradual resource distribution process, government resources that
a municipality has received from another source (central government, prefectures,
international cooperation, NGOs and other sources) and that have not followed the
Dialogue formula will be deducted. In thisway a National Compensatory Policy
(PNC) is created whereby resources are distributed to the municipalities based on a
formula, compensating the poorest groups with these resour ces.

(3) The counterpart contribution rates required of municipalities vary according to the
poverty level, with lower rates being defined for the poorest municipalities and vice
versa. These rates are different from sector to sector, so that indications are
provided on national priorities.

(4) Each Ministry in charge of one of the sectors given priority in the Dial ogue defines
a menu of projects and eligibility criteria.

(5) Based on the indicated allocation, the menu of projects and FPS procedures, each
municipality will defineits prioritiesin a participatory way, thus decentralizing
decision-making. In addition, project performance is decentralized in that the
municipality will call for bids and will award, enter into and monitor contracts.
Thus, the FPS becomes a supervisory agency of second resort, and will not raise
objections to the various stepsin the process.

The sources of financing for the funds are: international cooperation (concessionary
credits and donations), the General Treasury of the Nation (TGN) and the Funds' own
resources. It is expected that execution in 2001 will reach US$100 million.
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I nstitutional reform

579. Inorder to implement institutional reform, it is essential to spell out the areas of
responsibility of the three levels of government as follows:

The central government

580. The central government’s responsibilitiesin the area of investment and spending at
the national level are limited to sectoral programs and projects and basically to defining
national and sectoral standards and policies.

581. With resources from the General Treasury of the Nation (TGN) and financing from
International Cooperation partners, the central government, through the Ministries and their
decentralized agencies, will carry out those programs, projects, and actions that for reasons of
economic efficiency (economies of scale and externalities) must be handled by this level of
government. This encompasses national reform programs in health, education, research,
innovation and technology transfer, protection of the environment and natural resources,
promotion of microenterprise and small business development, support for the devel opment
of microfinance and programs defining property rights, and construction, improvement, and
maintenance of the basic highways network. This participation in the national public
investment program may be said to represent about 30 percent of the funds scheduled for
each year.

582. Intheareaof spending, the national government will handle recurrent expenditures
for the central bureaucracy, national defense and police, transfers to the public universities
system, pensioners under the old pension system, debt service and other items.

The prefectures

583. The departmental administration in charge of the prefecturesis a* deconcentrated”
level of the central government that through investment and spending actions, programs, and
projects will complement and coordinate local government interventions with the national
government by promoting balanced development of the departments.

584.  With financing originating from transfers from the central government to the
departmental prefectures through fees, compensation fund through fees, and revenue-sharing
through the hydrocarbons tax (IEHD), as well as financing from Bolivia's cooperation
partners, the prefectures will execute an annual average of US$ 100 million in departmental
projects.

585. The Departmental Council, with new membership and responsibilities, will require
the prefectures to invest and spend on construction, improvement, and maintenance of
departmental roads, airports, rural electrification, the environment, natural resources,
irrigation, and other areas with components that generate benefits transcending the municipal
level.
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586. Based on its characteristics, the prefecture must, within the limits established by the
State, handle non-recurring departmental programs in the areas of social welfare,
comprehensive childcare, agricultural development, citizen safety, promotion of productive
development, promotion of tourism, promotion of sports, promotion of culture,
environmental and natural disaster management.

587. According to the equity criteria and procedures defined in the National Compensatory
Policy, the prefectures may not intervene in municipal jurisdictions directly or through
capital transfers or ordinary transfers.

Municipal governments

588. Tax revenue-sharing resources intended for the municipalities will amount to an
average of approximately US$200 million each year. Based on the provisions of the law,
approximately US$30 million must be allocated annually to municipa government
administration expenses and US$170 million to municipa public investment.

589. Inregard to the municipalities own resources, the figures show that the largest
municipal governments have an average fiscal dependency ratio of 1 to 1'%, the midsize
municipalities barely manage collections (of own resources) exceeding 20% of non-
conditional transfers, while the smaller municipalities do not even reach this level of fiscal
effort. Under these conditions, it is estimated that the volume of resources generated by local
governments themselves will reach approximately US$120 million, of which US$85 million
must be allocated to investment projects.

590. Adjustmentsto the system of conditional transfers, adding debt relief funds to the
sources of municipal revenue, assume the availability of US$90 million per year. Itis
expected that at least US$70 million will be directed to investment projects in the sectors
defined by the Dialogue.

591. Inaddition, the full delegation of authority in the health and education sectors means
that in order to handle recurrent expeditures in these sectors, the State will make systematic
transfers to cover the costs involved.

592. Theimplementation of compensatory and subnational credit policies will allow
municipal governments to execute US$80 million per year through joint financing operations
and compensatory mechanisms with the FPS and an additional US$40 million through credit
operations with the FNDR.

593. Asaresult, the municipal governments will administer more than US$530 million per
year, US$445 million of which will be allocated to investment projects in the socia sectors,

"2 For each 1$us covered by revenue-sharing arrangements, one 1$us is generated under the
heading of the municipalities own revenues.
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rural development, economic promotion, natural resources, and other areas of responsibility
established by law.

Box 6.2
Policiesto Improve the Decentralization Process

Relationships between Jurisdictions and Resources Available for their
Administration

Jurisdictions will be transferred according to the principle of subsidiarity, which means
that each level of administration (national, departmental, and municipal) will assume
total responsibility for those functions that it can administer more efficiently compared
to the other two levels.

This transfer of responsibility needs to be appropriately reflected in the
resources required to administer the jurisdictions, and it will be carried out
gradually. Human resources in education and health will be administered by the
municipal governments under this scheme.

For municipalities with populations of less than 5000 inhabitants, the formation or
consolidation of associations or mancomunidades of municipalities will be promoted.

Capacity building, installing systems of accountability and responsibility

Integration is still limited, there islittle technical capacity and accountability systems
are weak. Thus, greater effective participation of marginal groups will be promoted,
particularly Indian communes [ayllus] and poor indigenous peoplesin rural areas.

Fiscal responsibility at the local level

To anticipate possible imbalances in the economy, the State will implement a system of
early warnings, corrections and sanctions.

Conditional transfers and subnational credit

Debt relief funds (HIPC) will be automatically and transparently allocated based on a
formula of equitable criteria that give preference to the poorest municipalities.

The Investment and Development Funds were adapted to the decentralization model to
convert theminto an institutional tool capable of harmonizing national policies and
local policies by executing projects with concurrent financing. For this purpose, the
DUF has already organized a special conditional transfers fund called the National
Productive and Social Investment Fund (FPS) that will carry out transfer operationsin
accordance with compensatory criteria so that national resources supporting the
municipal governmentswill allow for better service delivery.
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594. To ensure appropriate management of resources and efficient administration by
the responsible public agencies, some modifications must be introduced into the current
institutional structures; furthermore, effective accountability mechanisms and correct
incentives must be provided to achieve efficient and transparent management of poverty
reduction programs.

595. Threeareaswill be strengthened to ensure institutional effectiveness: (i) agencies
charged with collecting state revenues; (ii) agencies charged with carrying out the programs
of the Strategy and those entities responsible for national, departmental and local public
investment; and (iii) agencies responsible for generating information to be used to monitor
implementation of the Strategy.

596. Revenue collection agencies are essential to the process because over the long term
the BPRS will gradually cease to depend on international financing. This situation will
manifest itself in adwindling supply of resources from foreign cooperation sources that must
be offset by taxes collected domestically.

597. Although the major tax reforms have already been carried out, their effects on the
levels of revenues collected have not yet reached their optimum level. The tax burden is still
lower than in other countries of the region and the universe of taxpayers can till be
expanded. One of the essential policies for ensuring resultsin this arearelates to the
institutionalization of the services charged with collecting state revenues, i.e., National
Customs and the Tax Service.

598. Inboth cases, as aready implemented in the National Customs, the plan isto carry
out an institutionalization process based on the creation of administrative authorities the
management of which is delegated to a board of directors appointed on the basis of political
consensus. The board is independent and has a fixed term of office that deliberately does not
coincide with the term of the government administration. Thus, the management of these
entities will be shielded from partisan influences and economic lobbies and will be conducted
according to institutional objectives. Accordingly, each government administration may
agree with both entities on specia performance goals and adequate collection levelsto
strengthen the State’ s fiscal situation and to lay the groundwork for meeting the challenges of
the BPRS.

599.  With respect to the agencies charged with public investment and execution of

the programs provided in the BPRS, specific changes must be made to them to improve
their working conditions and accountability systems. At the level of national administration,
this particularly involves the SNC and the Investment Funds (FPS and FNDR) responsible
for channeling a significant amount of resources intended for departmental and local
investment. At the departmental level, this means overcoming problems of low efficiency
and transparency shown by the prefectures. At the local level, it requires improving

the systems for social control of municipal governments.
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600. Inthe case of the SNC, an agency that is expected to administer about

US$150 million per year for construction and maintenance of highway arteries, a policy will
be adopted that is similar to the policy for the collection agencies, i.e., institutionalization
through an administrative authority that operates in accordance with results-oriented
programs and commitments and which is guided solely by institutional and technical
policies.

601. Inthe case of the Investment Funds, the DUF has been established and a process of
ingtitutionalization has been started at all levels, with implementation of the management
career stream. In contrast to the SNC, given the characteristics of the resources that these
agencies manage (resources intended for social investment), the management of the funds
must involve more active participation on the part of municipal governments and civil
society. It has been provided that the DUF may have among its members—in addition to
representatives from the national government—a representative from the municipal
governments, a representative from the Vigilance Committees and a representative from
Civil Society organized at the national level. In thisway, not only will stricter supervision
and greater transparency in the handling of the Funds be achieved, but the criteriaand
aspirations of those who should ultimately benefit from these resources will also be
introduced in their strategic management.

602. The prefectures must be strengthened and their management mechanisms must be
improved. The ambiguity in their institutional structures must be resolved. On the one hand,
the Prefects are appointed by the central government and are thus part of the State, but at the
same time they have a Departmental Council chosen by the municipal governments and have
both supervisory powers and powers to co-manage the prefectures (approval of budgets,
works contracts, financial statements etc.). This duality has created an ambiguous system in
which it isimpossible to effectively carry out either the administrative function, for which
the Prefect isresponsible, or the supervisory function.

603. Inorder to correct this problem, the institutional situation of the prefectures must be
clarified by recognizing that as long as political decentralization models are not implemented
(through changes in the CPE), these institutions will be under the national executive branch,
and their supervision, asin the rest of public administration, will be the responsibility of the
National Congress and the Office of the Comptroller General of the Nation. What is needed,
therefore, isto develop an effective mechanism for social control from the Departmental
Councils, which must exist by constitutional mandate. These Councils will be reformed to
become effective representatives of each department, (a) by having the members of the
Council elected from the council membersin the department’s municipalities, and (b) by
incorporating observers from civil society organizations that may be familiar with issues of
concern to the prefecture as well as provide support in supervisory tasks.

604. Regarding the agencies charged with producing information for monitoring
implementation of the BPRS, the process of institutionalizing the INE must be consolidated.
This agency must have broad credibility and recognized independence so that the data
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produced are reliable and transparent and constitute the basis for an objective evaluation of
the progress made in reducing poverty.

605. The BPRS also provides for the institutionalization of the INE through

its transformation into an administrative authority the management of which is delegated to
aboard of directors made up of recognized figuresin civil society. In amanner similar to
the DUF, the board of directors of the INE will have official representatives from

the government but will also have representatives from civil society organizations set up

at the national level to exercise socia control.

606. Inthisway, when all these reforms and institutional adaptation policies have been
implemented, Boliviawill have an organized institutional structure and incentives and
control mechanisms that promote a high level of efficiency in the implementation of the
ERBP. The following illustration shows the scheme of the institutional structure anticipated
for the Strategy.

Graph 6.4

INSTITUTIONAL STRUCTURE FOR THE BPRS
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Social control

607. National Dialogue 2000 underlined the need for mechanisms for social control over
public administration at the national, departmental, and local levels, which would be
responsible for monitoring the proper use of resources intended to reduce poverty, aswell as
ensuring timely performance of the plans and programs of the BPRS.
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608. It has been noted that the Vigilance Committees, created in the context of Popular
Participation, are suitable mechanisms for exercising social control at the local level,
provided they are adequately strengthened and opportunities are minimized for political
parties to coopt and interfere with their operations. In addition, it was agreed that at the
departmental and national level the Catholic Church, as an institution with high credibility in
Bolivia, must call on social institutions to set up a broadly participatory control mechanism.

609. Strictly applying the conclusions reached during the National Diaogue, the BPRS
recognizes the need to have these social control measures, which should be institutionalized
in accordance with national laws.

610. Social control must be understood as the exercise of acitizen’sright, as recognized in
the CPE, to obtain access to information on public administration and the ability to seek
satisfaction of citizens' legitimate demands and basic needs. Social control must focus
attention on verifying the results of public management and must have expeditious and
ingtitutional channels for filing complaints or claims whenever necessary.

611. Atthelocal level, Popular Participation has insitutionalized the Vigilance Committee
as amechanism of social control. In the Municipalities Law, this mechanism was
strengthened through the creation of a special fund for social control aswell asthe Local
Consultative Committees that will enhance the technical proficiency of the community
supervision process. In pursuit of this effort, provision will be made to strengthen the
Consultative Committees with representatives from municipal social (functional)
organizations and to require that the decisions of the Vigilance Committee regarding subjects
relating to the Strategy be referred to these Consultative Committees, thus promoting
extensive participation in socia control by the beneficiaries.

612. Ineach of the sectoral areas of the BPRS, the direct beneficiaries will be encouraged
to organize forms of participation and control. Thisis the case with School Boards, Local
Health Directorates (DILOS), and producer associations in specific areas.

613. The National Dialogue agreed on the creation of a National Societal Control

M echanism and Departmental Mechanisms in each region that would be convened by the
Catholic Church. Thisinvolves the creation of civil associations under private law organized
on the basis of other societal groups in various sectors (workers, business owners, peasants,
indigenous peoples, neighborhood boards, professiona associations, unions, NGOs, €tc.),
the sole common purpose of which will be to exercise socia control.

614. These control mechanisms will have technical structures to address the tasks of
monitoring, strengthening, and reporting to the various social organizations that will be
active participants in the BPRS. The Dialogue Law will explicitly recognize the operation of
these mechanismsin order to grant them special powers, particularly responsibility for
appointing the representatives from civil society who will participate in the public agencies
supervising the BPRS, such as the DUF, the Board of the INE, the Departmental Council,
and other public agenciesin which the institutional participation of civil society is required.
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615. To ensure transparency and participation by the principal actors in decentralization in
the DUF, this Board and the agencies for operational approval and supervision will be open
to the participation of these entities, incorporating within their structure the representatives of
mayoral offices, Vigilance Committee Chairmen, and representatives from civil society, at
the national level in the DUF and at the departmental level in the Project Technical
Committees.

616. Inaddition, the new Departmental Council will have powers different from its current
powers. Itsrole will be strictly to oversee the result of the Prefecture’ s management and

it will have the power to obtain access to information on the handling of departmental
resources and to submit substantiated complaints in cases where irregul arities are identified.
Thus, by not directly interfering in the prefecture’ s administration, the Departmental Council
will be able to establish itself as an effective management control instrument.

617. Civil society organized and represented through the social control mechanisms will
thus have the institutional channels needed to exercise social control and to gather
transparent, firsthand information about public management, the handling of funds intended
to reduce poverty, and the implementation of the Strategy’ s programs and proj ects.
Thishighly visible role for societal organizations will become an additional incentive
ensuring the proper management of public resources and the proper and timely execution and
implementation of the BPRS.

D. ThePhenomenon of Corruption

618. Corruption, defined as the inappropriate use of a position or function for non-official
purposes, constitutes a fundamental problem for implementation of the BPRS. Corrupt acts
drive up transaction costs and increase uncertainty, reducing the country’ s competitiveness as
awhole. They distort incentives, result in inefficient resource allocation, limit the potential
benefits associated with membership of the formal sector of the economy, and restrict the
competitive options of commercial activities and other activities associated with small
business, thus contributing to the uneven distribution of economic benefits.

619. The problem of corruption has come to the fore with the growing public perception of
favoritism shown in the areas of public administration. Externally, in 1997 Boliviawas
classified as the country with the second highest perception of corruption among 51 countries
evaluated by the Corruption Perceptions Index published by the organization Transparency
International. This situation has improved over the last 3 years but remains at unsatisfactory
levels. Domestically, surveys specifically commissioned in 1998 reported that 86 percent of
the Bolivian population considers corruption a serious or very serious problem in the
country; this situation has remained virtually unchanged in recent years.

620. Based on these assessments, a specific plan called the National Integrity Plan was
formulated to confront the phenomenon of corruption, and implementation of the plan has
been underway since 1999. The plan recognizes that the problem of corruption is pervasive
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and traceable to the inherent institutional weaknesses of the Bolivian State; furthermore, the
plan acknowledges that solving the corruption problem necessarily calls for long-term
measures to improve these conditions, to limit opportunities for favoritism and information
monopolies, and to increase transparency in public administration.

621. Boliviahas made significant progress with this approach in terms of reducing
vulnerability to corruption. Structural reformsto liberalize the economy and increase its
competitiveness have to a great extent helped to reduce State monopolies while decreasing
the likelihood of corruption. In turn, the independence of institutions like the Central Bank
and more recently National Customs has also helped to reduce favoritism in public policy
decisions. Although the process of decentralization is still initsinitial phase, the creation of
mechanisms like the vigilance committees provides alternatives for demonstrating
accountability to civil society.

622. However, despite the advances in institutional policies, the perception of civil society
points to the need to accelerate measures to reduce corruption. What is needed isamore
explicit political commitment to tackling this problem, which highlights the institutional
difficulties facing of the State.

623. Implementation of the BPRS should also consider implementing these policies
explicitly and on an urgent basis. The National Integrity Plan indicates the areas where
these actions must be addressed and implemented. They refer to: (i) consolidation of judicial
reforms, (ii) implementation of transparency systems in public administration, and

(iii) adoption of specific measuresin the areas most vulnerable to corruption.

624. Actionsto reform the judiciary must be accelerated to consolidate the truly
independent operation of judicial system entities: the Judicial Branch, the Office of the
Attorney General [Ministerio Publico], and the Bolivian Police. To this end, approval of
regulations still pending must be completed and programs for the strengthening and
ingtitutional development of these entities must be accelerated. To the extent that the judicial
apparatus operates in atimely and independent manner, cases of unpunished corruption will
be reduced, thus leading the way to achieving a structural solution to the problem.

625. To enhance transparency in public administration, implementation of the
administrative career stream under the Civil Service Regulations must be accelerated. It is
thus also important to implement the information and financial management systems already
devel oped under systems regulated by the SAFCO Law (Integrated Management and
Administrative Modernization System, SIGMA). Finally, the Office of the Comptroller
General of the Republic should expand the coverage of results-oriented systems for
evaluating public administration.

626. Inthe areas most vulnerable to corruption, institutionalization programs must be
completed, efforts must be made to expedite the implementation of new standards for goods
and services management that include transparent measures for goods and services
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procurement by public agencies, and the rules established in the Civil Service Regulations for
declaring the assets and incomes of State employees must be enforced.

627. Inthe same context, as identified in the various specialized workshops conducted
during National Dialogue 2000, two measures that require reforms to the CPE are
particularly important to the objective of reducing corruption and promoting the development
of proper institutional systemsfor Bolivia. The first measure isto eliminate the political
parties monopoly over access to municipal governments. At present this monopoly distorts
the exercise of democracy at the local level and promotes unhealthy practices of favoritism
and political corruption in municipalities. The second measure is to limit the right of
parliamentary immunity, which defeats the whole purpose of the exercise whenever attempts
are made to prosecute acts of corruption.

628. To the extent that these policies are implemented, the cause of institutional progress
will be served and the political authorities will send clear signals regarding their willingness
to correct the problem. Both corruption and the perception of corruption will be overcome,
leading to a State that has more legitimacy and credibility in addressing the challenges of
poverty reduction.
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Matrix 6.1

Matrix of Priority Actionsand Policies
Strengthening Institutional Structures for the BPRS

Strategic Actions

Action Plan

Regulatory Instrument

Responsible Institution

Deepen
Decentralization

Review of division of functions and powers among
municipal governments, prefectures and national
government

National Dialogue Law

\VPEPP

Transfer of responsibilities for human resources
management in education and health to the
municipal governments

National Dialogue Law

MECyD, MSPS, MH,
\VPEPP

Territorial system Law Defining Municipal  [Inter-Ministerial
Political and Commission of Limits
IAdministrative Division  |(CIL).
Provide progressive(Transfer of resources based on formula considering [National Dialogue Law MH DUF

structure for criteria on the Headcount Index of poverty and
resource population
distribution
Institutional Continuing institutionalization of National Customs. Office of the Vice
IAdaptation President
I nstitutionalization of National Road Service (SNC) |Appointment of Boards of |MDE, Office of the Vice
and Tax Service. Directors for the SNC and [President
Internal Revenue
Inclusion in the DUF of representatives from National Dialogue Law DUF
municipal governments and civil society
Consolidation of the INE institutionalization processiLaw on Ingtitutionalization MH DUF
of the INE
Recomposition of Departmental Councils National DialogueLaw  |VPEPP
Social Control Strengthening of Consultative Committees with National DialogueLaw  |VPEPP

representatives from social (functional)
organizations

Recognition of organizations that will be called upon
by the Catholic church to organize in order to
exercise socia control at the departmental and
national levels

National Dialogue Law

Office of the Vice
President

Inclusion of representatives from civil society in the
DUF, INE and Departmental Councils

National Dialogue Law

Office of the Vice
President

Reduce corruption

Consolidation of judicia reforms: independent
operation of judicia system entities

IApprove Laws on the
Office of the Attorney
General and the Judicial
Branch

MJ

IApplication of systems for transparency in public
administration: (i) Implement the administrative
career stream under the Civil Service Regulations;
(ii) implement information and financial
management systems under the SAFCO Law

IApprove Decree on Sworn
Statement of Assets
Implement SIGMA in
Public Admin.

CGR, MH.

Elimination of political parties monopoly on access
to municipal governments

M odifications to the CPE

National Congress

Regulation of the right of parliamentary immunity

M odifications to the CPE

National Congress

Actions that do not require regulatory instruments or that already have regulations.
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VIlI. RESOURCE ALLOCATION AND FINANCING MECHANISMSOF THE BPRS

629. The resource allocation and financing mechanisms proposed in the BPRS incorporate
criteriarelating to efficiency, equity, participation and transparency. The move toward
Administrative Decentralization and Popular Participation, the compensation policy of the
DUF"® and the progressive allocation of HIPC |1 resources to the poorest municipalities mean
than an increasing percentage of public investment is executed by decentralized levels.”

In particular, municipal governments and prefectures will make decisions regarding

the programs and projects to which they will allocate their resources on the basis of their own
reguirements and demands.

630. Current expenditures will also be handled in a more decentralized way. Resources
will be transferred to the municipal governments so that they can hire and manage

(within their jurisdictions and powers) the teaching and administrative personnel in

the system of public education, as well as medical, paramedical and administrative personnel
in the primary and secondary care centers of the public health system.

631. Achievement of the goals proposed in the Strategy will be linked not only to
decisions at the central level but will be fundamentally dependent on the departmental and
local agencies that must allocate greater resources to defined priorities. For this reason,
actions are proposed to accelerate the decentralization process”™ and to develop an
ingtitutional environment that can coordinate new jurisdictions and fiscal relationships among
the three levels of administration (central, departmental and municipal).

632. The Strategy places special emphasis on the sustainability of investments that must be
supplemented with resources directed to operation, maintenance and repair.” These
expenditure, according to preliminary estimates, represent about 7 percent of GDP, whichis
insufficient considering the characteristics of national public investment and the growth of
investments (particularly in social infrastructure and roadways).

"3 The resource allocation policy to be used by the DUF is explained later in this chapter.

It is estimated that about 62% of executed public investment represents municipal
governments and departments (investment by prefectures and Regional Co-Financing from
Investment Funds). Asindicated, thistrend is growing.

’® For detail on proposed actions in the area of decentralization, see the chapter on
Institutional Framework.

"® A detailed analysis of this subject is developed in the Bolivian document: Public
Expenditure Review (PER), Report No. 19232-BO, World Bank, 1999.
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633. Ensuring the availability of recurrent expendituresis especialy important as part of
the financing for investment projects comes from foreign loan funds with alimited time
horizon. Once the allotted time has elapsed, it is essential to have current resources for the
proper operation of investments and in this way to ensure alasting impact.

634. A portion of social investment is financed with foreign funds, while current
expenditures are basically financed with domestic funds. Most of the funding organizations
direct their efforts to new investments and technical assistance and do not always consider
the possibility of allocating funds for current expenditures, particularly for maintenance,
operation, and repair of investment projects. Fiscal constraints make it difficult to have
sufficient resources for the national counterparts of such programs and this situation prompts
the need to analyze the sustainability of investments.

635. The success of the BPRS is subject to the ability to redirect resources toward the
chosen priorities. Inflexibility in public expenditures (current salary expense and the cost of
reforms, particularly pension reform) and the conditional nature of foreign financing do not
always make it possible to reallocate resources pertaining to specific projects or to expedite
disbursements. The New Framework of Relationships between the Government and Bolivia's
International Cooperation Partners is atool for overcoming these obstacles.”

A. Resource Allocation M echanisms

636. Over the next 6 years approximately US$1,870 million will enter Boliviain the form
of disbursements from foreign financing for projects now being implemented. Debt relief
(HIPC I and I1) will make US$1,573.7 million available for poverty reduction over the next
15 years (an annual average of US$104.9 million). Thus, mechanisms must be established to
allocate resources on the basis of efficiency and equity criteria.

" An evauation of progress made in the New Framework appears in the document, Annual
Report for the X111 Consultative Group, Paris, October 2000.
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Table7.1
Resources for Poverty Reduction
(In millions of $US)

L Balance to be .

Description Disbursed as of g?gb rE?tSZrdn ch?[arsfor
12/31/99

Total HIPC | & Il funds 2,324
HIPC | Funds (1) 1,024 38
HIPC Il Funds 1,300 15-40(2)
Foreign funding balances
undisbursed as of 12/31/99 1,870 6
Including:
DUF (3) 120
Total funds 4,194

(1) Preliminary figure.

(2) 81.2% of therelief will become effectivein 15 years.

(3) Preliminary annual information provided by the DUF.

Source: Prepared on the basis of information from UDAPE and VIPFE.

637. Inorder to achieve a greater impact from the programs, a results-oriented
management and evaluation approach should be implemented in the central government, the
prefectures, and the municipalities. It will thus be possible to accel erate the attainment of
objectives, with timely and adequate budgetary allocations. The process of formulating
institutional budgets must be geared toward management objectivesin order to avoid criteria
such as historical execution.

638. To improve the procedures for incorporating programs and projects in the Generd
Budget of the Nation, for making counterpart funds available and for budgetary
reformulation, it is suggested that multi-year budgets be devel oped for the programs and
projects given priority in the BPRS. These reforms will be implemented gradually based on
results achieved. Adjustments will be incorporated and implementation of the Strategy will
be improved.

639. Theallocation of public resources requires a process of rationalization in the
utilization of public investment funds.” For this purpose, it will be necessary to consolidate

"8 This process was presented in the Annual Report for the X111 Consultative Group, Paris
2000.
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projects in programs within a sector”® and to channel resources to the municipalities based on
the National Compensatory Policy designed by the DUF.

640. The rationalization of resources considers the following steps. definition of goals
associated with strategic actions, impact analysis, identification of problems and submission
of proposals for reallocation based on efficiency criteria. This process must also be
implemented in prefectures and municipalities.

641. Publicinvestment isfunded in part by cooperation agencies whose programs and
projects are not necessarily consistent with sectoral priorities. The BPRS identifies these
priorities and proposes a gradual reallocation of foreign resourcesin order to achieve goalsin
these areas. By allocating resources to be disbursed based on the priorities defined in the
BPRS, it was determined that 82 percent (US$1,536 million) of the balance to be disbursed
as of December 1999 corresponds to the Opportunities and Capacities components.

Table7.2
Availability of Funds from Foreign Financing
for Investment, Institutional Strengthening and Technical Cooperation by Strategic
Component
(In millions of current dollars)

Balance
Amount to be

Strategic Component Committed  Disbursed
1. Employment and income opportunities 1,663 781
2. Capacities 1,187 755
3. Safety and protection of the poor 148 39
4. Participation and socia integration 63 31
5. Ingtitutional structures 234 132
6. Cross-cutting issues (gender, ethnicity & 188 131
7. Others 6.7 0.8
Total BPRS 3,490 1,870

Source: Developed on the basis of information from the VIPFE (revised
by International Cooperation agencies).

642. Thelnvestment and Development Funds, recently restructured based on the formation
of the DUF, will provide financial support through credits and co-financing for different
municipal projects according to the components defined in the BPRS.

643. The Productive Investment and Social Fund (based on the structure of the FIS) will
make it possible to co-finance the execution of projects submitted by the municipal

It is suggested that projects be grouped together in order to prevent the financing from
being managed in an uncoordinated manner.
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governments in education, health, basic sanitation, rural energy, and other sectors given
priority in the BPRS. In addition, the Productive Investment and Social Fund will offer
technical assistance to the municipalities that request it. The FNDR will only grant credit
resources to prefectures and municipal governments for the execution of investment projects
or programs and may not make nonreimbursable transfers.

644. Theinstitutional restructuring of the DUF will alow the execution of about
US$120 million each year (approximately one-sixth of current total public investment) and
one-fourth of public sector disbursements estimated for upcoming years.

Criteriafor distributing debt relief funds (HIPC 11)%°

645. With the decision to distribute HIPC |1 funds based on poverty criteria, funds will be
allocated more progressively, favoring the poorest groups. This decision is consistent with
the growing role of the municipalities in providing local public goods based on
Administrative Decentralization. This situation demonstrates the need to implement
compensatory schemes that favor poor municipalities to complement horizontal equity
generated on the basis of per capita allocation applied to resources from tax revenue-sharing.

Compensatory policy: resourcesadministered by the DUF

646. The National Compensatory Policy states that total aggregate amountsto be
transferred to design and implement programs and projects under municipal jurisdiction must
satisfy the following distribution criteria: 70 percent of total resources must be distributed
among all the country’s municipalities based on poverty indicators and the remaining 30
percent must be distributed in equal parts among the nine departments and within each
department among the respective municipalities based on poverty indicators.

647. The poverty indicator to be used will be Unsatisfied Basic Needs (UBN), which gives
greater weight to the poorest population in each municipality. Thus, the DUF s resource
alocation criteria are the same as those agreed upon in National Dialogue 2000.

648. The DUF has designed a National Compensatory Policy that provides a mechanism
for allocating resources based on relative prices.®* Varied co-financing rates (to be
determined for each sector) are established based on the level of poverty in each
municipality, plus an additional incentive if projects are submitted through a mancomunidad.

8 The mechanism for alocating HIPC 11 relief funds is explained in detail in Chapter VI:
Progressive Distribution of Resources.

8 The relative prices defined in CONAPE Resolution 06/2000 reflect the State's
commitment to cofinancing socia projectsin the municipalities.
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649. This mechanism will make it possible for the poorest municipalities to obtain access
to resources with alower counterpart percentage.®? The counterpart rates will be modified
every 3 years.

650. DUF resources will be allocated to the municipalities based on equity criteria.
Eligible projects will be established by the different sectors and must be consistent with the
priorities defined in the BPRS.

651. Implementing the Compensatory Policy requires more flexible foreign fundsin order
to facilitate reallocation based on priorities and results; moreover, it requires simpler and
more uniform contracting mechanisms to promote decentralized project management, as well
as compliance with resource allocation formulas to guarantee equity and transparency.

652. Inorder to avoid distortions in implementing the compensatory policy, the planisto
gradually enhance the transparency and uniformity of all transfers granted to the
municipalities by the central government, the prefectures and international cooperation
partners, eliminating arbitrary and discretionary allocations.

653. Asasgpeciaized fund for administering compensatory transfers from the national
government, the FPS will begin to delegate its administrative tasks to the municipalities
themselves and will set itself up as an agency that regulates financing through conditional
transfers, fine-tuning the mechanisms to ensure the application of a comprehensive
compensatory policy that is subject to evaluation and socia control.

Criteriafor distributing the resour ces of the public investment program

654. Starting in 2001, the Public Investment Program must be allocated based on the
priorities established in the BPRS (Road Infrastructure, Rural Development, Microenterprise
and Microfinance, Land Access and Tenure, Education, Health, Basic Services,
Comprehensive Childcare, and gender and ethnic programs). It will be important to move
ahead gradually to reach agreements with bilateral and multilateral cooperation partnersin
order to reallocate domestic and foreign resources.

655. The BPRS requires the redistribution of public investment resources based on the
priorities defined in each component, in accordance with criteria of efficiency and greater
targeting. For this reason, the allocation of public investment will be dynamic inasmuch as
annual adjustments will be made as aresult of evaluating attainment of the Strategy’s
proposed goals.

8 This proposal isimportant in that in Dialogue 2000 the poor municipalitiesindicated their
disagreement with the high counterpart percentages the Development Funds require to
finance social projects.
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656. The agreed upon counterpart percentages will be revised and consideration will be
given to the possibility of reducing them in order to achieve the execution of available
resources. In terms of budgetary performance, one of the problems that made it impossible

to accelerate the disbursement of funds from international cooperation partners has to do with
the inability to leverage these funds due to alack of national counterpart funds.

657. Inaddition, the projects portfolio must be reviewed in order to classify the projects
according to the components and subcomponents of the BPRS, as well asto analyze

the scope for enhancing the flexibility of the rules governing public investment so that
investment can be adapted to the requirements of the Strategy.

658. Resources entering Boliviathereafter must be consistent with the components of
the BPRS and atechnical brief must be submitted describing their contribution to reducing
poverty.

B. Financing the BPRS

659. The estimates of financing required by the BPRS were performed on the basis of

the current structure of public investment programs and projects, projected revenues and
expenditures (capital and current) developed by the Fiscal Programming Unit (UPF) of the
Ministry of Finance, as well as disbursements and donations provided in the macroeconomic
scenarios devel oped by the Central Bank.

660. For the base year (2001), the projects recorded under the Public Investment Program
were classified according to the components and subcomponents of the Strategy, and codes
were assigned to facilitate their identification in the monitoring and financial execution
process. In addition, priority projects were specified in each component.

661. Once the required financing estimates were developed on the basis of the components
established in the Strategy, it was found that more foreign and domestic resources will be
needed in order to attain and/or ensure attainment of the proposed goals and achieved the
desired effects on poverty reduction and integration.®

8 | n addition to considering macroeconomic scenarios, estimates were made on the basis of
unit costs and other information in order to calulate estimates of the resources needed to
achieve the specific goals established in the Strategy. These results are preliminary in the
sense that they reflect the information currently available, which is not always sufficient to
determine with precision the costing of the priority actions of the BPRS. For this purpose,
more and better information is needed, particularly from the municipalities. However, this
exercise in useful asabasis so that unit cost cal culations can be completed and refined
initially and later revised each year to estimate the minimum resources that the Strategy must
have to achieve the specific goals proposed. These calculations will be performed for areas
that clearly do not have assured financing as yet (or not in the amounts needed) such as rural
electricification (second phase), road infrastructure (integration corridors), maintenance of
(continued)
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662. Accordingly, in light of public sector restrictions on financing the investment plan
required by the strategic components, the BPRS assigns an important role to the private
sector so that it will undertake part of the construction and maintenance of infrastructure.
Furthermore, consideration is being given to the possibility of having certain MY PEs
construct and maintain certain sections of the local roads network while ensuring that
beneficiaries contribute their own resources in the interests of greater devel opment of rural
electrification.

663. The prioritiesidentified in the BPRS as a result of the diagnostic assessment and
National Dialogue 2000 reflect the need to accelerate and strengthen reforms and actionsin
the execution phase. They aso show the importance of starting new actions that should take
the form of specific short-term programs and projects.

664. Thefinancing of the Strategy must reflect both requirements (accel erated reforms and
start of new projects). The established priorities and goals require gradual adaptation of
public resources (current expenditures and investment) in order to achieve the proposed
poverty reduction objectives.

665. Giventhat HIPC Il resources will be alocated to the municipal governments,
they must be allocated to the priorities defined in the BPRS.#* The new resources coming
from other sources will be allocated to the priorities of the Strategy.

666. The BPRS takesthe view that foreign resources (foreign disbursements from credits
and donations) as well as domestic financing intended for investments will generate the
recurrent expenditures needed to ensure the sustainability of investments. These current (or
recurrent) expenditures are cumulative from fiscal year to fiscal year in that they take account
of the repair and maintenance requirements for investments made in earlier years.

In addition, it is assumed that investments will account for nearly 100 percent of the annual
programming, particularly in priority areas.

667. The estimate of recurrent expenditures makes it possible to design an ideal matrix of
current expense financing, linked to investments, given that only part of these expenditures
(representing natural growth in current expenditures) isincluded in the financial flows of the
Non-Financial Public Sector (SPNF).® The availability of resources to finance additional

local roads and land tenure. These areas are also associated with the priorities identified in
National Dialogue 2000. However, as will be explained later, the financing of these and other
programs and projects that arise in the implementation of the BPRS are subject to the
framework established in the PEB.

8 | ssue covered in the Dialogue Law.

% |t was decided to perform this exercise due to the importance of ensuring the sustainability
of investment and permanent outcome effects.
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recurrent expenditures is contingent primarily on increased tax collections and enhanced
flexibility in the application of International Cooperation resources.

668. Thus, sectors and componentsidentified as priorities will receive greater resources
over time. Particular emphasisis placed on the construction, rehabilitation, and maintenance
of local and primary network roads, rural electrification (PRONER), support for
microenterprises, acceleration of educational reform, primary health care for children and
women (SBYS), treatment and prevention of endemic diseases (Epidemiological Shield), and
provision of drinkable water and sewer systemsin rural areas (PROSABAR).

Results obtained

669. The estimates that are compatible with the macroeconomic scenarios indicate that
public investment for strategic components would amount to US$4,363.2 million during the
period 2001-2006.% If this projected investment is realized, US$1,710 million will be
needed to properly operate, maintain, and repair the investment. Considering projected
foreign financing for institutional strengthening not included in the Public Investment
Program and the 50 percent of HIPC I1 relief funds that will presumably be allocated to
current expenditures, total current expenditures would amount to US$2,106.5 million.

670. Inaddition, to ensure attainment of specific goals in areas that do not have financing
asyet (or at least not in the amounts required) and which pertain to rural electrification, road
infrastructure, securing of title to lands, and local roads, additional resources in the amount of
US$889 million will be required in the period 2001-2006.%" This means that the Strategy will
require about US$7,360 million for that period.

8 See the respective annex for more detail.

87 See the respective annex for more detail.
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Table 7.3
BPRS: Projected Investment (1) and Recurrent expenditures
by Strategic Component 2001-2006 (2)

(In millions of current dollars)

Baseline Macro

Scenario Additional Requ.’ STotal

2001 — 2006 2001 - 2006 2001 - 2006

Inv. & Inv.& Inv.&

Component/Item Total (Curr. [Curr. ([Total (Curr.|Curr. [Total (Curr. [Curr.

Inv. Total [Total |Inv. [Total [Total |Inv. Total [Tota
Opportunities 2,006.7 432,22,439.0829.6 59.4 889.0 2,836.3 491.6 3,328.0
Capacities 1,725,31,111.82,837.0 - --- - 1,725.31,111.8 2,837.0
Protection and Security 2006 814 2820 - - - 200.6§ 814 2820
Social Participation 10.2 57 159 - - - 10.2 57 159
Cross-Cutting Issues (gender and ethnicity) 141.8 9.0 1509 -4 - -4 1418 9.0 1509
Institutions 64.6 36 682 - - - 64.6 36 682
HIPC |1 relief 2141 66.3 2803 - - - 2141 66.3 280.3
Total BPRS
(Inv.& .recurr. exp. related to inv.) 4,363.21,710.0 6,073.2829.6 59.4 889.0 5,192.81,769.4 6,962.2)
HIPC Il relief funds bprs (municipalities) -4 2141 2141 -4 - -4 2141 214.1
For. Fin. Funds unrelated to Inv. for Instit.
Strengthening -4 1825 1825 - --- -4 1825 1825
Total Current Expenditures
Related to the BPRS -4 3965 3965 -4 - -4 396.5 396.5
BPRS and current expenditures 4,363.212,106.56,469.8829. 59.4] 889.01 5,192.82,165.9 7,358.8

671. Asindicated in the strategic actions of the BPRS and bearing in mind that the fiscal
bal ances proposed in the baseline macroeconomic scenario must hold steady, the private
sector will play an important role in financing the BPRS. For this reason, the goals of the
Strategy include granting the private sector concession arrangements (for construction and
maintenance) in regard to highway sections of the primary network.® In addition, greater
private sector participation will be promoted in the construction, rehabilitation and
maintenance of local roads, which can be carried out by local MY PEs, as will larger
contributions from communities and municipalities to support rural development through the

DUF.

8 The 2001 Action Plan of the Ministry of Sustainable Development indicates that 2,370
kilometers of highway will be granted under concessions. Construction of the San José -

Puerto Suarez section will be carried out through a private sector concession and will involve
371 kilometers of the fundamental network.
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672. If resources were available to finance all the recurrent expenditures that result from
estimated investments, it is estimated that implementation of the BPRS for investments
during the period 2001-2006 amounts to US$5,192.8 million and that sustainability of the
investments (current expenditure) amounts to US$1,769.4 million (excluding foreign
financing for institutional strengthening or current expenditures under HIPC I relief funds).

673. The capacities component shows a high level of current expenditures reflecting the
characteristics of investmentsin the health, basic services and education sectors, the
operation and maintenance of which require a significant wage component (particularly in
education and health). According to World Bank estimates, the highest recurrent expense
ratios are for health and basic services (0.25) and education (0.22), sectors that are included
under capacities.®

Table7.4
BPRS: Projected Investment (1) and Recurrent expenditures
by Strategic Component 20012006 (2)

(Percentage structure)
Total (% Structure)
2001-2006
Inv.&
Component/Item Total |Curr. \Curr.
Inv. [Total [Total
Opportunities 46.0 20.5 37.7
Capacities 39.5 52.8 43.9
Protection and security 446 39 4.4
Social participation 0.2 0.3 0.2
Cross-cutting issues (gender and ethnicity) 33 04 2.3
Institutions 15 0.2 1.1
HIPC |1 relief 49 3.1 4.3
Total BPRS (inv.& recurr. exp. relatingtoinv.) |100.0 81.2 93.
HIPC Il relief funds BPRS (municipalities) 0.0 10.2 3.3
For. fin. funds not assoc. w/ inv. for inst.
Strengthening 00 8.7 2.8
Total current expenditures associated w/ BPRS 0.0 18.8 6.1
BPRS and current expenditures 100.0 100.0 100.0

Source: Estimates based on UPF, VIPFE and BCB information.

(2) It isestimated that public investment related to the BPRS represents 97 percent
of total public investment.

(2) Includes HIPC 11 relief funds starting in the year 2001 and foreign financing
resources for institutional strengthening unrelated to public investment.

8 The recurrent expenditure ratios of 0.25 for basic services and health and 0.22 for
education show that for each dollar invested in these sectors, 25 and 22 cents, respectively,
are needed each year for operation and maintenance.
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674. Domestic efforts to collect revenues will probably be insufficient to finance all
recurrent expenditures. Thus, the BPRS suggests that Bolivia's International Cooperation
partners introduce greater flexibility in the counterpart resources required for programs
associated with the priority strategic objectives and recommends that the cooperation
partners agree (for defined periods and until Bolivia can gradually increase domestic
resources) to commit a portion of its funds to recurrent expenditures for the sustainability of
investments.

Table 7.5
BPRS: Financing of Public Investment Associated with
Strategic Components 2001— 006 (Baseline macroeconomic scenario)
(In millions of current dollars)

2001 -
Item 2001 2002 2003 2004 2005 2006 2006
Public investment BPRS 629.9 654.6 658.2 7295 807.0 884.1 4,363.2
Domestic financing 308.7 308.7 310.8 3635 4526 534.4 2,278.8
Foreign financing 321.3 345.9 3474 365.9 354.4 349.7 2,084.5
Including:
Disbursements and donations (1) 303.0 306.1 308.3 326.5 316.1 3104 1,870.4
HIPC 1 relief 183 398 391 394 383 393 2141

Source: Estimates based on UPF, VIPFE and BCB information.
(1) Includes HIPC | relief funds.

675. The domestic component of public investment associated with the Strategy in
the period 2001-2006 would amount to US$2,278,8 million (52.2 percent of the total), while
the foreign component would be US$2,084.5 million (47.8 percent).

676. The domestic resources associated with the opportunities component would amount
to 50.2 percent of total domestic financing, while with respect to capacities the investment
financed from domestic sources would amount to 43.2 percent. The components that show
the highest amounts of investment are opportunities and capacities, a situation that reflects
the characteristics of the investment programs included, which basically involve productive
and social infrastructure.

677. Inthe case of additional investments, these may be executed under a financing
scheme that does not weaken the macroeconomic balances established in the baseline
scenario. Accordingly, it is proposed that: (i) policies be developed to increase tax
collections, (ii) Bolivia s access to concessionary credits be generally extended,

(iii) the private sector participate in the construction and maintenance of infrastructure and,
(iv) public investment programs and projects with less impact on reducing poverty be
redirected to the priorities defined in the BPRS.*

% This subject is discussed in detail in Chapter X.
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Table7.6

BPRS: Projected Investment by Strategic Component
by Financing Sources 2001- 2006 (Baseline macroeconomic scenario)

(In millions of current dollars)

2001 -

Item/Source 2001 2002 2003 2004 2005 2006 2006
Opportunities 286.6 288.4 291.0 3342 383.6 4311 2,014.7
Domestic Resources 146.5 146.6 147.8 180.6 2359 286.8 1,144.2
Foreign Resources 140.1 141.8 1431 153.6 147.6 144.3 870.5
Capacities 258.8 259.9 2615 2869 314.6 3415 1,723.2
Domestic Resources 138.8 138.8 1395 158.2 189.8 218.8 983.8
Foreign Resources 120.0 121.1 122.0 128.7 1249 122.7 739.4
Protection and safety 30.8 309 310 330 343 357 195.6
Domestic resources 124 124 124 135 153 169 82.8
Foreign resources 184 185 186 195 190 187 112.8
Social participation 17 17 17 17 17 17 10.2
Domestic resources 11 11 11 11 11 11 6.7
Foreign resources 06 0.6 06 0.6 06 0.6 3.5
Cross-cutting issues (gender, ethnicity,

environ.) 231 232 232 235 238 241 140.9
Domestic resources 84 84 84 86 90 93 52.1
Foreign resources 147 148 148 149 148 148 88.8
Institutional area 10.8 108 108 108 108 1038 64.6
Domestic Resources 15 15 15 15 15 15 9.2
Foreign Resources 9.2 9.2 92 92 92 92 55.4
Total BPRS (w/o HIPC I1) 611.7 614.8 619.1 690.1 768.7 844.8 4,149.2
Domestic resources 308.7 308.7 310.8 3635 452.6 5344 2,278.8
Foreign resources 303.0 306.1 308.3 326.5 316.1 3104 1,870.4
HIPC 11 relief 183 398 391 394 383 393 214.1
Domestic resources 0.0 0.0 0.0 0.00 0.0 00 0.0
Foreign resources 183 398 391 394 383 393 214.1
Total BPRS (w/ HIPC II) 629.9 654.6 658.2 7295 807.0 884.1 4,363.2
Domestic resources 308.7 308.7 310.8 3635 452.6 5344 2,278.8

Foreign resources

321.3 345.9 347.4 365.9 354.4 349.7 2,084.5

Source: Estimate based on UPF, VIPFE and BCB information.
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VIII. GOALS, MONITORING AND EVALUATION OF THE BPRS

A. Indicatorsand Goals

678. The BPRS makes provision for measures involving the allocation of resources that
will have a medium- and longer-term impact on poverty. The effectiveness of such actions
must be guaranteed through implementation of a Monitoring System that uses indicators and
goalsthat will make it possible to measure the progress of the Strategy as well asindicators
for evaluating impact and results.

679. Progress made by the BPRS will be measured in terms of the proposed goals and will
depend on economic growth, the degree of headway in implementing policies, the
availability of financing, and the extent to which units of government prove able to mobilize
resources based on the priorities established in the Strategy.

680. Inaddition, it is proposed that a municipal system of indicators be developed to
monitor and measure progress in reducing poverty in each municipality. This information
will become a fundamental input for socia control and will improve results-oriented
municipal management based on the observation of progress made in reducing poverty.

681. The goalsreflect along-term horizon while encompassing completion of the action
plan. They make provision for measures at the central government level which are to serve as
guidelines for the municipal government level and for civil society. The effect of greater
incentives for decentralization, which is expected to lead to greater efficiency in resource
allocation, must be evaluated to the extent that the implementation of the BPRS is
consolidated at the local level.

Structur e of indicators

682. The Strategy establishes the creation of indicators at three levels: (a) Impact,

(b) Outcome, and (c) Intermediate. These indicators are interrelated and their measurement
will be ongoing and based on various sources of information, particularly censuses, surveys
and administrative records. The structure presented is consistent with the actions
contemplated by the Strategy.

683. Impact indicators summarize changes in the dimensions of poverty. These indicators
express the result of economic and social determinants of the population’s levels of well-
being and afford an overall view of poverty reduction. Changes in these indicators will
become more conspicuous over the medium and long terms and are related to goals the
attainment of which is not purely contingent on priority programs but is also determined by
exogenous factors as well.

684. Outcome indicators are eval uation measures that supplement the impact indicators in
order to observe the effects of the Strategy in shorter periods. A high correlation between
outcome indicators and impact indicators is assumed.
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Graph 8.1
Hierarchical Structure of the Indicatorsof the BPRS
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685. Intermediate indicators are associated with the outcome indicators and are closely
related to the action plans. To help pinpoint goals, entities responsible for achieving them
have been identified.”* The goal's presented below summarize supply and demand factors.*?

Goalsfor impact indicators

686. It isanticipated that levels of well-being among the poor population will improve
around the period 20012006, with increased average family per capita income, higher
educational levels and a better health situation.

687. The projected impact and outcome indicators were based on economic growth rate
and the degree of urbanization. The results point to areduction in national poverty (as
measured by incomes) at levels similar to those average levels currently encountered for

s The breskdown of institutional responsibilities and annual goals appears in the
corresponding annex.

%2 Supply factors are issues affecting the provision of services (health centers, classrooms,
sanitation infrastructure, etc.) and demand factors are issues affecting the use of services
(family incomes and sociodemographic variables).
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Latin America. It is expected that the Headcount Index of poverty will reach 41 percent and
that indigence will reach 17 percent by the year 2015.%

688. Attainment of the poverty reduction goals depends on improvements in employment
and income conditions, especially for small producers. Greater capacities (particularly higher
levels of schooling) will reduce poverty to the extent that social programs are consolidated
and the labor market is able to absorb a larger percentage of the skilled labor force.

689. Actionsto promote rural development will have a significant effect on reducing

poverty. Rural poverty will decline by 30 percentage points, reaching 52 percent in 2015
fromits current level of 82 percent. It is expected that the percentage difference between
urban poverty and rural poverty will decrease from 30 points (1999) to 20 points (2015).

Table 8.1
Goals for Impact Indicators
Goals
Description Breakdown BaseYegr b000 D005 D010 2015
Year [Figure

1. Per capitarate of GDP |National level 1999 -171 01 28 35 36
growth
2. Headcount Index of > National 1999 627 624 558 479 406
Poverty (measured by §Urban 1999 515 504 455 410 370
income) £ Rura 1999 816 793 689 599 520

Extreme Pov.

Natl. (1) 1999 36.5 36.2 297 228 17.3
3. Life Expectancy (2) National 1998 619 627 651 671 689
4. Percentage of population|National
with 8 or more years of 1999 50.77 516 563 614 67.0
schooling (2)
5. Headcount Index of National
Poverty (Measured by 2001 - - - - -
UBN) (3)

(1) Based on the international goal, extreme national poverty will decrease by half by the year 2015.
(2) A gender breakdown is possible but no goals were set.
(3) Poverty reduction goals according to urban and rural UBN will be based on results from the 2001

Census.

690. Education and health levels will improve considerably. Children spending more years
in school and in better quality education will allow the population with eight or more years of
schooling to rise from 50.7 percent in 1999 to 67 percent in 2015.

% The calculation method is found in the annex on poverty projections.
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691. Life expectancy will increase from 62 yearsin 1998 to 69 yearsin 2015 as the result
of adeclinein theinfant mortality rate, lower maternal mortality and improved control of
transmisible diseases.

Goalsfor outcomeindicators

692. The goalsfor these indicators are consistent with the intermediate indicators. Asa
result rural development and economic growth actions, per capita family income is expected
to increase up to 50 percent in the year 2015.

693. Theavailability of water, greater institutional coverage of pneumonia treatment in
children under one year and nutritional programs for pregnant women to prevent low birth
weight will make it possible to reduce the infant mortality rate from 67 per 1,000 live births
in 1998 to 40 per 1,000 live birthsin the year 2015. Expanded coverage of adequate prenatal
care and institutional childbirth will make it possible to reduce the maternal mortality rate
from 390 per 100,000 live births in the year 1994 to 200 per 100,000 live birthsin the year
2015.%* Actionsin the second cycle of spraying to prevent the spread of Chagas’ diseasein
endemic areas will make it possible to reduce the rate of infestation from 60 percent in the
year 1999 to 5 percent in the year 2015.

694. The strengthening of primary education will foster continued attendance and improve
the quality of education. Activities under the Education Reform Program will help to reduce
the dropout and grade repeater rates, reducing academic lag by 13 percentage points by the
year 2015, a situation that will also be reflected in continuing school attendance, which will
increase until reaching 90 percent in that same year. Curriculum change and better teacher
training and instruction will make it possible to reduce the percentage of students whose
academic performance is unsatisfactory. This percentage will fall to 16 percent in
mathematics and 8 percent in language arts.

% These goal's are more ambicious than those established at the Cairo and Beijing Summits.
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Table8.2
Goads for Outcome Indicators
Goals
Description Breakdown Baseyee_lr 5000 005 bolo  lois
Year |Figure

2.1. Per capita family
income (in 1999 dollars)

3.1. Infant mortality rate National
(per 1,000 live births)

National| 1999 750 750 798 944 1127

1998 67| 58 50 45 40

3.2. Maternal mortality rate National
(per 100,000 live births)
3.3. Residential infestation | Headcount Index

1994 390 374 304 249 200

by Chagas disease (asa Areas(1) 1999 60.0 514 2386 10, 5.0
percentage)

4.1. Academic delay National 1oo9 410 428 377 3567 304
4.2. Continued school National| 1999 64.6| 69.9| 80.0/ 84.9 90.2
attendance in first cycle of Urban 1999 674 733 834 875 91.9
fg'ﬂ‘;‘ry school (promotion Rurdl 1009 618 667 769 825 885
4.3.a. Students with at-risk National

academic performancein 2000 234 234 134, 84; .
language arts

4.3.b. Students with at risk National

academic performance in 2000 27.6 27.6 19.6, 15.64 .
mathematics

(1) Geographic areas where the disease is reported.
(2) Datafor the year 2006 since the calculation will be done every 3 years.
(3) Datafor the year 2009 since the calculation will be done every 3 years.

Goalsfor intermediate indicator s®

695. Theintermediate indicators are associated with programs and projections contained in
the BPRS action plan and thus represent a monitoring instrument. The effectiveness of
actions will be reflected in the outcome indicators and more indirectly in the impact
indicators. The goals were set in coordination with the sectoral ministries, based on
projections and experiences in other countries.

% The corresponding annex describes the goals, technical briefs, responsibile institutions and
determining factors in the evolution of each indicator.
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696. For monitoring purposes, the intermediate indicators have been grouped together
according to the four strategic components (opportunities, capacities, security, and
participation). Three cross-cutting themes are also included: ethnicity, gender and the
environment. The priority actions in each strategic component can affect each of the
dimensions of poverty. Thus, for example, increased incomesin rural areas not only expand
opportunities for the poor, they also give families more and better access to education and
health services and this helpsto build their capacities.

(i) Component 1: Expand Employment and I ncome Opportunities

697. Income and employment opportunities for the poor will be expanded by promoting
rural development, supporting micro- and small enterprises, developing microfinance, and
providing better access to domestic and foreign markets through more and better road
infrastructures.

698. Indicators are considered in the sectors of: (a) rural development, (b) road
infrastructure, and (c) microfinance. There are specific quantitative and qualitative indicators
that bring strategic actions and policy measures together.

699. Itisfelt that developing and strengthening MY PESs as well as supporting
technological assistance basically requires having the appropriate regulatory environment.
Developing quantitative indicators in the case of the MY PES requires private sector
participation and the development of information systems to supplement current systems.

() Rural development

700. Support for rural development will seek to increase the scale and productivity of
agriculture through actions designed to expand the local road infrastructure with municipal
financing, expand risk coverage through PRONAR, increase rural electrification coverage
through PRONER, and create conditions for developing rural microcredit with actions
directed from FONDESIF.
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Table 8.3

Goalsfor Intermediate Indicators: Rural development (1)

Determinants of Goal

electrification

Intermediate Indicators 2000 (2001 {2002 |2003 |2004{2005 |2006 :

Attainment
Rate of growth in index of SIBTA-PRONAR
volume of non-industrial 5.32 |1.12 |5.58 [5.07 |3.68 |4.51 |5.22 |Cyclical climate
agricultural products fluctuations.
Hectares of agricultural Climate changes
lands under cultivation with Investment planned by
irrigation (in thousands 250|253 1259 1266 277 1290 1304 PRONAR
cumulatively)
Percentage of portfolio of Supply of credit
EM Fsdirected to rural predlt 32% 1379% |399% |409% 14296 |43% |45% Productlvelnf'rastructure
in terms of total portfolio of and technol ogical
EMFs (urban and rural) assistance
Percentage coverage of rura 23% |26% 128% 1319% 339% |379% |40% Investment planned by

PRONER

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.

701.

The goals were established based on progress made in rural devel opment programs

although consideration was also given to factors that could hamper goal attainment such as
climate fluctuations or alimited supply of credit.

(b) Road infrastructure

702.

In order to evaluate road infrastructure programs, use was made of indicators that

approximate the amount of paved roads and the investment in maintenance. Goal attainment
is dependent on the availability of credit resources, expeditious bidding procedures, and
ingtitutionalization for the SNC.
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Table8.4

Goalsfor Intermediate Indicators: Road Infrastructure (1)

Determinants of Goal

Intermediate Indicators {2000 |2001 {2002 {2003 |2004 (2005 [2006 Attai
ainment
Percentage of kilometers RFPs(poner sigla en
in the primary network castellano), Private
awardgd und)(;r concession 0% |11% |22% 128% 28% |28% | 28% Sector Par)ticipation
arrangements
Number of weighing RFPs, greater
stations 15 |17 (19 (22 |25 |25 |25 |[availability of foreign
resources
Percentage of primary Credits granted
network that is paved 36% (44% |47% |51% (60% [67% |73% |Progressin
CoNCcessions
puageary exection of 17y |75% (78% [80% (8296 [84% [86% |11 oo 2eton of
Roadway Fund (in Resources for
millions of dollars) (2) T T T | | financing

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.
(2) The goaswill be set once the Roadway Fund is created.

(©) Microfinance

Table 8.5

The incentives provided by the compensatory policy and the municipalities
responses will determine progress in constructing and maintaining local roads. Thislimitsthe
ability to establish quantitative goals.

704. Progressin making credit available will be measured by the percentage of

municipalities with populations greater than or equal to 5,000 inhabitants with access to
credit. A municipality is considered to have financial services coverage when abank or bank
branch, mutual association, cooperative or NGO is physically present.

Goalsfor Intermediate Indicators: Microfinance (1)

Intermediate 2000 |2001 [2002 [2003 |2004 |2005 |2006 |PEterminantsof Godl
Indicators Attainment

Percentage of FONDESIF Actions
mun|C|paI|_t|eSV\_/|th 56% |60% |65% |709% |75% |80% 859 Resour_c&sfor expansion
access to financial of services.

services

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.
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(i) Component 2: developing productive capacities

705. Indicators associated with education, health and habitability are considered.

In education, consideration is given to indicators associated with progress in educational
reform and the anticipated level of spending and investment in education. In health,
consideration is given to indicators associated with actions to reduce ARIs, care for mothers,
and reducing the spread of Chagas Disease to households. The goals for water and sewer
systems are important due to their association with infant mortality.

(a) Education

706. The number of educational centers (“nucleos educativos’) in urban and rural areas
indicates progress under the Transformation Program (including the teacher training plan);
moreover, they point to improvement in teaching practices and in the provision of
educational materials. The indicators of spending on education in schools reflect the priority
given to primary education. Attainment of the goals depends on the allocation of resources,
the liquidity of the TGN and progress in the Educational Reform Program as awhole.

Table 8.6

Goalsfor Intermediate I ndicators: Education (1)
Intermediate Determinants of Goal
Indicators 2000 (2001 {2002 (2003 {2004 (2005 |2006 Attainment
No. of educational Transformation
centers with complete 82.9% |85.0% |87 5% 190.096 [92.5% 95.0 Program Allocation of
primary school /No. of|80.8% % €conomic resources
existing centers—Rural
Spending on education Allocation of
in schools /Total o o o 0 o o 0. |ECONOMIC resources.
SPNF Spending (w/ | 1270 [13% |14% |15% 115% 115% |15% |\ iidity of the TGN
Pensions)
Spending on education Allocation of
in schools /Total 2% |72% |75% |77% |77% |77% |77% |economic resources.
education spending Liquidity of the TGN

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.
Note: The methodology for calculating spending will be agreed upon between UPF and MECyD.

(b) Health and basic sanitation

707. Health actions seek to achieve reductions in maternal and infant mortality rates and
the rate of infestation of Chagas disease. The population’sincreased access to drinkable
water and basic sanitation will also help to reduce infant mortality rates.



- 182 -

Table 8.7
Goals for Intermediate Indicators: Health and Basic Sanitation (1)

Intermediate Indicators 2000 {2001 |2002 |2003 2004 2005 (2006 Rﬁgr:mgna{’ts of Godl

% of children with low Nutrition Program. Increased

birth weight 6% 6% 506 4% 4% 3% 3% _chlldbl rth coverage may
increase the number of low
weight babies.

% of pneumoniasin SBS, Intensity and extent of

frr;;?erde?n“ﬂg;rtﬁne Yearl 1706 18%| 19%| 2006 2106 2006| 230|C0d AUinG Winter season

Services.

% of households with National Compensatory

piped in water (2) - -- - -- - -- --|Policy.
Municipalities

% of households with National Compensatory

accessto basic - -- - -- - -- --|Policy.

sanitation (2) Municipalities

% of pregnant women SBS, cultural barriers

with adequate prenatal | 34%)| 37%| 40%| 43%)| 46%| 49%| 53%

checkups

‘;A)of chll_dbl_rth§ 29%| 53%!| 56%| 590%| 6206 650! 68% SBS, cultural barriers

andled institutionally.

Dwellings with 2™ Epidemiological Shield

cycle of spraying 14%| 20%| 28%| 41%| 57%| 78%| 1000 PPOTt Of SEDES

against Chagas disease

in endemic areas

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.
(2) The goalswill be established once the National Rural Sanitation Strategy is approved. It is now being

developed under the direction of the MV SB and will include information from the 2001 Census.

708. Inthe case of hedlth, attainment of the goals for reducing maternal mortality is
contingent upon efforts to ensure that health insurance arrangements more closely reflect the
cultural characteristics of the population. Reducing infant mortality depends on the
seasonality of pneumonias. Reduction in Chagas disease infestation depends on the
availability of financing and support for SEDES spraying activities. Greater accessto
drinkable water and basic sanitation servicesis determined by the availability of resources
and the participation of municipalities in the compensatory policy.

(iii) Component 3: increasing security and protection
709. Qualitative indicators associated with progress in fixed term programs are taken into

consideration. Care for the elderly (2001) and sustainability of childcare programs (2001)
will contribute to the protection of vulnerable groups. The creation of afund for natural
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disasters (2002) and the establishment of an emergency jobs program (2001) will help to
reduce the principal risks to which the poor population is exposed.

710. The promotion of legal security in the holding of assets will be based on the higher
number of hectares with titles cleared. The regularized surface area covers that areathat has
been the subject of a public display procedure (or public consultation) or announced to the
beneficiaries. The goa for the year 2006 proposes completing the clearing of title to rural
property in Bolivia. It is estimated that the approximate national areathat needs clear title
amounts to 54 million hectares, of which 11.85 million hectares are cleared (not titled®™).
This meansthat in order to attain the goal of 54 million regularized hectares by the year

2006, 7,025 million hectares must be regularized each year in the period 2001 to 2006.

The goalsfor thisindicator depend on what financing is available to the INRA for procedures
after the period 2001-2002.

Table 8.8
Goalsfor Intermediate Indicators. Securing Land Ownership (1)
AT Ee 2 2 2000 |2001 |2002 [2003 2004 |2005 | 2006 [PEtErMiNants of
Indicators Goal Attainment
Number of hectares Financing for
secured 118 |19 |26 (33 |40 |47 |54 |procedures after the
(in millions) period 2001-2002.

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.

(iv) Component 4: increasing participation and social integration

711. Two qualitative indicators are considered in connection with promoting participation
and reducing inequities among ethnic groups. It is suggested that the National Dialogue be
conducted every 3 years as a demonstration of the State’s commitment to participatory
policies.

712.  Intaking up the conclusions of the National Dialogue, the BPRS understands that this
opportunity for consultation must be institutionalized to ensure the active participation of
civil society in monitoring actions to combat poverty. Implementation of the Dialogue
requires strengthening and not dismantling the institutionality of public participation in
developing social control activities.

% Clearance: The technical-legal procedure designed to regularize and perfect agricultural
property rights.

Title: The legal procedure designed to provide security in ownership rights to agricultural
lands.
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713.  The percentage of the population that has aform of identification is suggested as an
indicator of greater capacity to exercise citizenship. Although at present there is no official
figure for the baseline (2000), it isa priority that the BPRS define this percentage as well as
the coverage goals, in coordination with the agency responsible for this coverage.

(v) Cross-cutting issues
(a) Development with ildentity

714.  Ethnicity indicators make it possible to evaluate the effect of strategic actions and the
action plan of the Development with Identity objective. This plan will emphasize the
opportunities and capacities of native peoples, for which it proposes implementation of rules
and progress in developing MY PEs and access to public services.

Table 8.9
Goalsfor Intermediate Indicators: Development with Identity (1)

Determinants of

Intermediate Indicators |2000 |2001 {2002 2003 2004  |2005 |2006 Goal Attainment
Implementatlon of Start conclusio |PDI in Approval of
Indigenous Development |-- of nof PDI loroaress - N _ Indigenous Law.
Plan (PDI) PDI brog
No. of Culturaly The transfer of
Oriented Culturally Oriented
Microenterprisesin Transfer Microenterprises
VMME |(2) VMME, which will
receive these
MY PEs as atransfer.
Percentage of indigenous Educational Reform
population covered by Basic Health
health, educationand |~ - - - - - - Insurance

other basic services (3)

Cultura Factors

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.
(2) Revising the goals starting in 2004 will be the responsibility of the VMME.

(3) Data broken down by ethnic popul ations are needed to estimate goals.

(b) Gender

715.

Due to the cross-cutting nature of the subject of gender, actions will seek to promote

women'’ s opportunities, capacities and participation. Consideration is therefore given to
indicators associated with the progress of microenterprises, literacy programs, access to
health, and the right to exercise citizenship. Gender equity will be achieved to the extent that
thereis greater commitment and coordination among the various institutions involved in

attaining the goals.
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Table 8.10
Goalsfor Intermediate Indicators: Gender (1)
. . Determinants of Goal
Intermediate Indicators {2000 2001 {2002 2003 [2004 {2005 2006 Attainment
% of MY PEs headed by Definitive goals will be
¥vomen with assistance 319% 137% 140% 143% 146% 149% [53% dl_scgssed with the Vice
rom SAT and Ministry for
PROSAT Microenterprise.
Progress of program to
give rural women Definitive goals will be
gg‘rﬁ?l}gd' ';22‘2" 49% [53% [56% [59% (62% 165% [68% %ﬁ?ﬁoﬂg&?gmim
attendance and (alternative education).
technical training
% of women with Definitive goals will be
accessto Basic Health [14% [20% [28% [41% [57% [78% [95% (discussed with the
Insurance Ministry of Health.
% of women with Definitive goals will be
identity card established in coordination
T T T | T | T | T withtheresponsible
institution.

(1) The pertinent annex provides a detailed description of the determinants of goal attainment.

() Environment

716. Indicators on the environment make it possible to evaluate policies in terms of
structurally organizing the water sector at the national level, improving the quality of life for
the urban population, increasing the potential of biodiversity and promoting sustainable
forest devel opment.
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Table8.11
Goalsfor Intermediate Indicators: Environment (1)

Determinants of Goal

Intermediate Indicators 2000|2001 (2002|2003 (20042005 2006 | A tt5inment

Completion of design of National Proper administration of
Water Resources Plan, Master na 150% 100 na Ina lna lha IDB project 929

Plans for Basins and the National | - % ' ' ' '

Flood Control Plan

% increase in level of resources Proper administration of
allocated to local communities SERNAP

0, 0, 0, 0, 0, 0, 0,
based on SERNAP collectionsin 30% 20% 5% (5% (5% (5% |5%

protected areas

% increase in income levels due to Wildlife management

sustainable wildlife management programs for

programs 50% |20% |10% |10% |10% |10% |10% |commercialization of
products, regularization of
land tenure

Note. The pertinent annex provides a detailed description of the determinants of goal attainment.
n.a not applicable

717.  Attainment of the goals depends on the availability of resources, efficient
management of existing programs, and an appropriate institutional framework for
implementing environmental plans and programs.

B. Monitoring and Evaluation of The BPRS

718. Impact and outcome indicators will make it possible to evaluate changes in poverty
levels and well-being that can be attributed to the BPRS. These changes must be analyzed
over asufficiently extended timeframe to assess the effects on the action plan.

719. Thediagnostic of poverty and the National Dialogue alowed Boliviato determine the
principal courses of action for reducing poverty. Both inputs made it possible to build the
cause-and-effect relationships between the BPRS indicators, many of which will be modified
over time, partialy as aresult of the Strategy’ s actions.

720. Evauation and periodic monitoring of actions to reduce poverty will ensure a better
understanding of poverty, will help to update the diagnostic assessment, and will serveto
reformulate the action plan when necessary.

721. Evauating the BPRS will make it possible to determine the degree to which
attainment of an objective can be attributed to the action plans. In addition, it will allow a
better approximation of the “ideal” composition of spending and public investment based on
results.
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722.  Monitoring will make it possible to show the progress of the action plan (in the short
and medium terms) in the most timely manner and will identify bottlenecks hampering the
achievement of anticipated outcomes and effects.

723.  Monitoring BPRS management and results will be accompanied by control by civil
society. Transparency in resource allocation as well as joint responsibility for attaining
objectives will be the principles guiding social control. The participation of civil society will
make it possible to evaluate the quality of services delivered and to determine the value that
the population places on such services.

Evaluation

724. Evauation will make it possible to identify the extent to which changesin poverty
levels and increased levels of well-being can be attributed to the action plans of the BPRS.
Monitoring, on the other hand, will determine the degree to which intermediate goals are
achieved.

725. Theevaluation process will involve identifying the principal programsto be
evaluated and the anticipated impact in the context of the BPRS, pinpointing the principal
sources of information and the institutional arrangements needed to ensure this process.

(i) Programsto be evaluated

726. According to the prioritiesidentified in the action plan, the plans and programs
proposed for evaluation are: Master Transport Plan, Educational Reform, Basic Health
Insurance and Childcare Program.

727. Investment in local roads and in the primary road network is considered a priority as
it will provide Boliviawith internal and external connections. The effects of economic
growth, of greater access to markets and the ability to bring various services closer to remote
populations are difficult to quantify in the short term and will be evaluated within the context
of the BPRS.

728. Policiesthat seek to improve the population’s capacities will help to reduce poverty,
while their effects on productivity and incomes will become apparent over the long term.
Both Educationa Reform and Basic Health Insurance must be evaluated in terms of
increased access to services and the quality of services provided.

729. The PAN Program involves treatment, education, health and nutrition services that
make it a program with potentially high impact on childhood development. However,

the institutional design it currently reflects does not ensure its financial sustainability.

This experience, many aspects of which are innovative, will be evaluated in order to identify
the institutional arrangements that will ensure its impact and sustainability over time.
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(i1) Expected impact

730. The BPRSwill evaluate the impact of the action plan on the poor’ s ability to produce
income through the increase of the human capital and the conditions (traducir a ingléslo que
sigue) para que esta poblacion se beneficie del crecimiento econdémico.

731. Actionsthat seek to improve the education and health of the poor population will also
be evaluated. These actions will be evaluated in terms of achieving short- and long-term
impacts, which relate to life expectancy and schooling levels among the poor. The effects on
these variables must consider both the effect of public action and greater economic growth.

(iii) Sourcesof information

732. Evauation requires reliable, timely, and comprehensive sources of information.
Quantification of the effects of various programs on reducing poverty will be based on
household surveys that measure living conditions (MECOVI), developed on the basis of
arandom sample. The information from this survey will make it possible to construct
indicators on education, health, housing and incomes.

733. Theinformation from CNPV 2001 will make it possible to establish the baselines for
some indicators and to update social information, and it will be used to evaluate changes that
have occurred since the year of the last Census (1992). Geo-referenced Information Systems
(SIG) will be used intensively to determine the factors with which these changes are most
closely associated. This evaluation is particularly useful in assessing the impact of municipal
investments.

734.  Administrative records will make it possible to build indicators relating to the supply
of public services, particularly in health and education. In addition, they make it possible to
build time series for performing an evaluation of the impact of public policy actions.

(iv) Institutions

735. Evauation of the BPRS will be carried out by the Social and Economic Policy
Analysis Unit (UDAPE) in close coordination with the National Statistics Institute (INE).
This means defining comparable information that the INE will provide regularly based on the
methodol ogies agreed upon for each program.

736. Theresults of the evaluation as well as the methodol ogies used will be disseminated
within the public sectors and to interested institutions in civil society. Research centers,
universities and private institutes that are interested in evaluating programs to reduce poverty
will be invited to form part of an advisory group on implementation of the BPRS.

Monitoring

737.  Although monitoring is not sufficient to determine the success (or failure) of the
BPRS, it will shed light on the factors that account for the degree to which intermediate goals
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are achieved. It should be noted that both supply variables (public policy actions) and
demand variables (e.g., demographic aspects or household incomes) are involved in this
result.

738. Monitoring of the BPRS will consider the following elements: (i) identification of
socia and institutional actors; (ii) establishment of goals and indicators; (iii) definition of
technical criteriafor achieving intermediate goals; (iv) compilation and analysis of
information; (v) preparation of a periodic report describing the degree of progress and factors
associated with that performance; (vi) dissemination of results; and (vii) feedback and
decision-making. This sequenceisillustrated in the following plan:

Graph 8.2
System for Monitoring the BPRS
Systemic Approach
Objectives of
BPRS
Sectoral
Ministries
\ 4
Preparation of: Information . ]
Civil Society Ly > Systems reprgﬁzrgt'r%rg;rfds
Indicators INE —» fgr natl. deot'l &
Goals Municipal . p
: Sectors Munic. Monit’ng
Other Experiences
HIPC | n v
Consult.Group Feedback: Dissem. Of Results
ESAF — Decision-making <— Civil Soc.,GM, Nat.Gov.
National Dept. Munic. Intern’l Community
Govts.

(i) Identification of social and institutional actors

739.  Each of the Ministries and sectors involved will be responsible for monitoring the
actions proposed in the BPRS. UDAPE, in its capacity as Technical Secretariat of the
National Economic Policy Council (CONAPE) and the National Socia Policy Council
(CONAPSO), will be responsible for preparing the monitoring reports that will be submitted
for consideration by these entities. Information from the VIPFE on the management and
progress of programs as well as information from the INE on characteristics of the population
and its access to social services will make it possible to compare the information from the
sectoral ministries.

740. At the departmental level, the Results-Oriented Monitoring and Evaluation System
(SISER) will be strengthened. This system will be based on commitments signed between the
nine prefects and the Office of the President of the Republic. Monitoring at the departmental
level will make it possible to validate achievements recorded at the national level while
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identifying possible bottlenecks in coordination with municipal governments. Advances
made in the PDMs will be used as an instrument for monitoring actions at the local level.

741. A municipa system for monitoring the Strategy will be developed gradually on the
basis of improved administrative records in education as well as the production of income
data and infrastructure for which the municipal governments themselves will be responsible.
Thisinformation will be supplemented with surveys representative of groups of
municipalities that will allow for result and impact indicators in the medium term.

(if) Establishing goals and indicators

742. National Dialogue 2000 identified meaningful agreements between civil society and
the government that constitute qualitative indicators for monitoring the BPRS. The indicators
make it possible to zero in on definitions of “progress’ or “success’ in reducing poverty.

743. Inthe case of subnational levels, the development of commitments will be included in
the PDDs and PDMs. These planning instruments will clearly incorporate actions to be
financed with poverty relief funds; moreover, they are the principal instruments that civil
society will use for monitoring.

(iii) Defining technical criteriafor attainment of intermediate goals

744. The criteriafor determining the degree to which intermediate goals are achieved
require amargin of flexibility. For this purpose, there will be technical criteriaregarding the
indicator values that will be considered minimums for performance to be considered
acceptable. This process has already been carried out in some sectors.

745. The criteriadefined may be confirmed periodically if more complete and reliable
information becomes available. Evaluations and impact studies for programs will also
provide input for this confirmation process. The dissemination of indicators, goals and results
to civil society will make it possible to evaluate the relevance of these criteria

(iv) Compiling and analyzing information

746. The definition of indicators based on strategic objectives points to the need for
information for both monitoring and evaluation of the BPRS. The final impact and results
require data from censuses and surveys. In particular, household surveys under MECOVI
will contribute to measuring the indicators, particularly impact and outcome indicators.

747.  Sectora information systems will be strengthened to ensure atimely flow of high
quality information that will make it possible to report on the process or intermediate
indicators defined for each strategic objective.

748. Inthiscontext, it will be important to improve information systems substantially,
particularly at the departmental and municipal levels. The following actions have been
planned for this purpose:
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= At the national level, conduct ongoing quality of life surveys and specific surveysin
order to monitor poverty and its causes, supplementing their content with the
requirements of the monitoring process itself.

= Strengthen aregional information system at the departmental and municipal levels.

= Strengthen the existing information systems: Education Information System (SIE) and
National Health Information System (SNIS).

= |mplement information systems in housing, basic sanitation, agriculture and rural
devel opment.

= Strengthen information from budgets, social spending and social indicators provided
by departments and municipalities.

= Strengthen the national budget, social spending and public investment information
system. For this purpose, coordinated work among the VIPFE, UPF, INE and
UDAPE will be promoted.

749. Withinitsjurisdiction, the INE will be responsible for coordinating, reviewing and
disseminating information through information cards and its webpage. Thiswill make the
results generally known to civil society, the levels of government and international
cooperation partners and will promote their continued participation in the operational phase
of the BPRS.

(v) Preparation of periodic reports

750.  Performance reports at the national level will be prepared by UDAPE with
information from the INE and the sectoral ministries. The Vice Minister for Popular
Participation will be charged with consolidating municipal information, strengthening the
municipalities, and coordinating efforts between the municipal and central levels.

751. Thereportswill be prepared annually and made available to civil society. In addition,
they will serve aguide for preparing the General Budget of the Nation, so that corrective
action can be taken on the basis of BPRS priorities.

752. Reports prepared at the national level will be the basis for departmental and
municipal reports although reports prepared by the municipalities will primarily relate to
progress made in implementing their own development plans (PDDs and PDMs). Particular
attention will be given to actions financed with debt relief funds.

(vi) Dissemination of results

753. Inorder to make public management more transparent and to detail the attainment of
goals, emphasis will be placed on broad dissemination of the results achieved. In this context,
mechanisms should be specified to provide for more effective outreach to civil society.

754.  The participation of research institutes or centers will contribute to the broad
dissemination of results and will make possible a correct understanding of results. In
addition, the national government will take steps to disseminate the principal research
findings pertaining to poverty reduction in aclear and intelligible fashion.
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(vii) Feedback and decision-making

755. Based on the evaluation reports, both the national government and the municipal
governments should issue statements to inform the national community about the measures
that will be considered in to correct actions that are behind schedule or that have low impact.
These measures must contain specific actions to be carried out through the ministries,
prefectures and other State agenciesin the case of the central government and in the PDMsin
the case of the municipal governments.

756. The BPRS feedback process, in which civil society will participate, will make it
possible to continue improving results-oriented management in the fight against poverty and
will strengthen State institutions based on broad citizen participation.

C. Action Plan

757. Inorder to create the long-term conditions necessary so that the BPRS can be
consolidated as the policy of the State, the Action Plan has been developed to indicate the
most relevant actions, with emphasis on the next 2 years, in order to establish the foundations
that will help to set in motion the central poverty reduction objectives and ensure continuity
in their attainment.

758. Development of the Action Plan considered the actions proposed in the BPRS with
emphasis on actions up to the year 2002. In order to establish priorities over time, a
consultation process involved the various public sector institutions that set priorities and
schedules. Thisinformation made it possible to formulate a Plan with two components: @)
Structural Actions, and b) Sectoral Actions.

() Structural actions

759. These are changes to ensure the viability of the BPRS and relate to institutional
reforms and changes. This encompasses issues pertaining to the sustainability of the Strategy
and its relationship with international cooperation partners as well as other aspects regarding
monitoring and evaluation.

760. Inthe areaof ingtitutionalization, the Action Plan gives priority to congressional
approval of the Dialogue Law to provide for agradual transfer of education and health
services to the municipal governments, the method for allocating resources from debt relief
and transferring them by opening a special Dialogue 2000 account and municipal accounts,
the implementation of the Compensatory Policy for more equitable allocation of resources
coming from investment funds, and the establishment and implementation of socia control
mechanisms.

761. Institutional actions also include public sector institutional strengthening based on
application of the Civil Service Law, institutionalization of the National Road Service and
the Internal Revenue Service and the fight against corruption, in conjunction with priority
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actions in the administration of justice, rules for goods and services management, asset
disclosure by public officials and integrated management systems.

762. Thebasic actionsto ensure the sustainability of the BPRS have to do with mobilizing
resources to finance the BPRS through the new tax code and proposals regarding a more
equitable tax system. They aso incorporate actions to strengthen the municipalities to
confront new challenges resulting from a more decentralized process for managing the
Strategy.

763. The New Framework of Relationships with International Cooperation Partners
highlights efforts to redirect resources based on the priorities of the Strategy, make
contracting procedures uniform and design mechanisms to finance recurrent expenditures.

764. Monitoring and evaluation include taking steps to produce information for carrying
out long-term tasks, particularly by conducting a Population Census, developing poverty
indices, and defining methodologies to prepare indicators relating to the Strategy.

(b) Sectoral actions

765. These relate to basic measures that will help ensure the viability of opportunities,
capacities, protection, participation, gender, the environment, and indigenous peoples.

766. Under “opportunities,” priority will be given to initia actions, financing to regularize
land tenure, the National Irrigation Plan, telephone service and rural electrification, programs
for handicrafts production, incentives for medium and small enterprise, development of
microfinance, technological improvement and improvements in road infrastructure.

767. Under “capacities,” emphasisis placed on actions needed to improve access to health
services, education, basic sanitation and housing. Under protection, priority is given to the
Program of Care for Boys and Girls Y ounger than 6 (PAN) and to strengthening the agencies
involved in providing emergency care during natural disasters. Under participation, priority
is given to setting up the municipal Advisory Councils.

768. Gender issues include important actions under the Three-Y ear Gender Equity Plan,
formal and alternative education programs, and violence prevention plans. For the
environment, priority is given to environmental management, which initially focuses on
creating regul atory frameworks to promote the proper use of water resources, land, forest
resources, etc. Indigenousissuesinclude initial actions directed to setting up culturally-
oriented enterprises and plans for the TCOs.

769. TheAction Planis part of the BPRS and the corresponding annex includes both
ingtitutional responsibility and a breakdown of actions for the years 2001, 2002 and 2003 and
thereafter.
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IX. MACROECONOMIC CONTEXT OF THE STRATEGY

A. Macroeconomic Aspects

770. TheBPRS s established within a context of macroeconomic balance. This means that
actions defined in the Strategy must not undermine the fiscal, monetary, commercial and
financial policies of the Bolivian Economic Program (PEB) and that a deepening of structural
reforms to stimulate growth is assumed.

771. Sustained economic growth is pertinent to the reduction of poverty. Thus, the
objective of the medium- and long-term PEB is to achieve growth rates between 5.0 percent
and 5.5 percent over the next 15 years.

772. The BPRS indicates actions relating to support for microenterprise and microfinance,
rural development and construction of infrastructure to benefit the poor population, creating
sources of income and employment and giving rural populations greater access to markets.

773. The Strategy seeks to produce growth with greater utilization of the labor force and it
thus emphasizes support for small and micro-enterprise. However, the contribution of other
domestic and foreign private sectors (medium and large enterprise) will continue to be
essential to achieving increased growth rates. The macroeconomic scenarios developed
assume continuity in the process of creating and consolidating alegal and economic
environment suited to private sector contributions to the objectives of growth.

774.  Structura reforms must go further, particularly in the legal system and labor market
so that obstacles created by bureaucracy in thejudicial system and rigiditiesin the labor
market can be reduced.

775. Intermsof fiscal policy, the sustainability of the deficit is based on non-inflationary
sources of financing. Estimated economic growth rates and greater efficiency in collections
will allow gradual reduction of the deficit and the internal credit of the Central Bank and the
private sector, in the latter case avoiding crowding-out effects to the detriment of the private
sector. In addition, spending policies will be consistent with revenues obtained and will give
preference to current social spending and investment based on priorities defined in the
Strategy.

776. Deficit levels over the next few years will continue to be affected by the cost of
structural reforms, particularly pension reform. Thus, room to allocate greater resources to
socia spending is till limited if one simply takes into account resources generated by
domestic collections and foreign sources committed to date. The Enhanced HIPC initiative
and other initiatives proposed in the context of the Strategy will provide greater resources to
finance priority programs.

777. The Customs Reform implemented in 1999 introduced improvementsin the
efficiency and control of the customs system. Thus, increased revenues are anticipated from
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customs duties, the VAT and the Specific Consumption Tax (ICE) on imports. Promulgation
of the Tax Code will establish the legal system, making it possible to increase not only the
tax base but also to enhance taxpayer education. Royalties derived from gas exports to Brazil
will add to TGN revenues.

778. Monetary policy will seek to preserve price stability and keep inflation rates below
4.0%. In addition, exchange policy will retain an exchange rate that is competitive for
exports.

779. Thelow inflation rates anticipated in the BPRS are an important factor in avoiding

distortionsin the allocation of resources; they also reduce redistribution effects harmful to

society’ s poorest members given that most of them have neither the information they need

nor the ability to shield themselves against inflation by allocating their limited resources to
financial instruments that are indexed or maintain their value.

780. The sustainability of the balance of paymentsis predicated on sustained growth in
exports, on direct investment directed for the most part to the mining and hydrocarbons
sectors, which will finance a significant portion of imports, and public sector debt with rates
and terms consistent with the ability to generate resources to meet debt service requirements.
Thus, the current account deficit will tend to fall until reaching levels below 5 percent of
GDP. This means that external savings will be lower and an increasing percentage of
investment will be financed with domestic savings.

781. TheHIPC I and Il initiatives allow the country to move toward a sustainable debt
scenario. Debt relief under these initiatives, gradual reduction in the current account of the
balance of payments, maintenance of flows of direct investment and indebtedness consistent
with the economy’ s requirements will make it possible to preserve international reserve
levelsto buffer possible external shocks and to ensure import amounts equal to at least six
months.

782. Itisanticipated that growth in the economy will increase gradually from 4.0 percent
in the year 2001 to 5.0 percent in 2003 and that starting in the year 2008 a growth rate of

5.5 percent will be achieved until 2015. Although it is estimated that the composition of GDP
would not vary substantialy, the BPRS proposes to allocate more resourcesto rural areas,
infrastructure and support for small and microenterprise, thereby triggering more sustainable
growth through improving the productivity of labor intensive sectors and narrowing the gap
between modern and backward sectors in agriculture, manufacturing, and services.

783. Nonetheless, it ispossible in the medium term that the rate of growth in the economy
will be higher. Thiswould happen if volumes are increased in the contract to sell natural gas
to Brazil and if another gas pipeline has to be constructed in 2005 parallel to the current one.
This could increase the number of thermoelectric stations for exporting electricity, and a gas
to liquid (diesel) fuel conversion plant could beinstalled in 2004.
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B. Anticipated Results”

GDP growth and impact on poverty

784. Macroeconomic estimates indicate that the economy would grow at average ratesin
excess of 5.0 percent throughout the period considered in the BPRS (2001-2015).

785. Theestimates™ indicate that at this average rate the Headcount Index of poverty
would fall from an estimated 62.4 percent in the year 2000 to 40.6 percent in the year 2015
and that extreme poverty would fall by more than half, going from 36.2 percent in 2000 to
17.3 percent in 2015. On average, the Headcount Index of poverty and extreme poverty
would be reduced to annual rates of 1.5 percent and 1.3 percent respectively. These changes
are very close to the average seen in other countries that have over long periods increased at
rates of at least 5.0 percent per year. Boliviawould achieve the international goal of reducing
extreme poverty by one-half.

Graph 9.1
Bolivia: Reduction in the Headcount Index of Poverty

Behavior of Poverty and Extreme Poverty
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%7 The macroeconomic scenarios were devel oped by the BCB and the MH-UPF. They are
attached in the respective annex.

% Calculated on the basis of amodel developed by UDAPE and the World Bank.
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Table9.1
Headcount Index of Poverty in Some Asian Countries*
(As Percent)
Country | Year Annual First Final
Decrease Y ear Y ear
Korea 1970-1990| 0.9 23 5
Philippine | 1971-1994 | 0.7 52 36
s
Indonesia | 1970-1990 | 2.0 58 19
Malaysia |1973-1987 (1.6 37 14
Thailand |1962-1988 | 1.4 59 22
Average 13

* Defined as the percentage of families living below the poverty line.
Source: Finance and Development / IMF/September 1997.
In the case of Balivia, the average annual reduction in poverty would be 1.45 percent.

Sour ces of growth

786. The economic growth anticipated in the BPRS is an essential factor in reducing
poverty. Greater economic activity will make it possible to expand employment levels of
both skilled and unskilled labor, will create opportunities to increase income from work in
sectors that have productivity gains and will make it possible to obtain greater resources
through tax collections so that these can be earmarked for investment and socia spending,
with effects on the redistribution of income that will benefit the poor.

787. Maintaining a stable macroeconomic environment and greater legal security will
provide the opportunity to attract more domestic and foreign investment, which will be
important in raising the quality of employment. In addition, incentives and programsto
support MY PEs, the development of productive infrastructure and commercialization,
particularly in transport and rural electrification, will generate opportunities for the poor to
increase their incomes and obtain access to sources of employment.

788.  Growth in the economy is based on the following factors: (i) macroeconomic policy
and regulations on attracting investment and the sectoral regulatory system; (ii) the
contribution of the current BPRS in more labor-intensive and traditional small-scale sectors;
and (iii) the dynamic performance of the modern sectors of the economy.

(i) Macroeconomic policy and regulations on attracting investment and the sectoral
regulatory system

789. Macroeconomic conditions such as continued stability constitute the necessary basis
for instilling aminimum level of confidence in those who participate in productive activities.
The adoption of an exchange policy without great delays, combined with a policy of tax
neutrality, promotes exports, along with acommercial policy of effective opening of markets
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for both non-renewable natural resources like hydrocarbons and minerals and goods that
come from agriculture or goods that incorporate higher added value, whether from
agribusiness or manufacturing.

790. The country’s Investment Law grants the same treatment to foreign investments asto
domestic investments. In addition, it does not place restrictions on sending remittances of
profits and dividends outside the country. A simpler Tax Code™, sectoral laws and the
sectoral regulatory system, still being completed, constitute the legal framework that
establishes the rules of the game.

791. Public investment to supplement private investment is intended to generate favorable
conditions for developing productive activity and is directed primarily to roads and social
infrastructure.

(i) Thecontribution of the BPRS in more labor-intensive and traditional small-scale
sectors

792. Theimpact of the BPRS strengthens the environment for economic growth,
particularly in sectors involving traditional agriculture and small production units and both
urban and rural microenterprises. In these sectors, the levels of productivity and
competitiveness will increase through concrete actionsin the area of rural development, road
infrastructure, technical assistance and technology, development of micro- and small
enterprise, development of microfinance and land access and tenure, which are the strategic
objectives for increasing opportunities for the population and which have more short- and
medium-term effects on growth.

793. Thus, provision of production infrastructure such as irrigation and micro-irrigation
systems, rural electrification and roads, legal security in land tenure, and technical and
technological support in the production, marketing and management of primarily agricultural
rural activities will make it possible to increase agricultural yields and enhance the
productivity of other rural economic activities such as tourism and handicrafts, which will be
supported to diversify employment opportunities and increase incomes. Thus, the objective
of rural development as proposed in the BPRS is to improve productive conditions, ensure
property rights, and expand employment alternatives.

794. The development of small production units and urban and rural microenterprises
includes adapting regulations for their operation, coordinating between the public and private
sectors, and devel oping the nonfinancial services market — training, business management,
marketing and provision of information — as an instrument for enhancing efficiency and
competitiveness in these units.

% Currently under discussion in the Congress.
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795. Deepening and diversification of microfinance services that will expand territorial
coverage to facilitate access to such services will help to create new businesses and preserve
existing businesses, with increasing sustainability over time. Thiswill help MY PEsto
establish links among themselves and with larger businesses that can generate a sustained
export supply consistent with the demand and quality requirements of international markets.

796. A greater rolefor MY PEsis also anticipated in the domestic market through active
participation in the provision of goods and services, such as the construction and
maintenance of roads, construction of irrigation and micro-irrigation works and basic
sanitation at the local, departmental and national levels.

797. Inaddition to devel oping opportunities for traditional agriculture, handcrafts, tourist
services and trade in rural areas, MY PEs will make it possible to create stable sources of
employment. Engineering projects in production infrastructure and roads and the extension of
electrical power networks are activities that require significant amounts of labor and thus
generate more employment.

798. Asaresult, the BPRS aims to stimulate economic growth in the sectors with alarger
labor component that have not yet been given priority in measures targeting economic
growth.

799. The development of capacities, understood as improvements in and access to
education, health services and inhabitability, will make it possible over the medium and long
term to develop human resources so that they will be better trained and prepared to handle
other opportunities in jobs requiring more sophisticated and specific capabilitiesin
productive sectors that have higher added value or are more capital intensive.

(iif) Thedynamics of the modern sectors of the economy

800. Sectorslike modern agriculture that are strongly tied to agroindustry and thus an
important component of the manufacturing sector, and extractive industries such as
hydrocarbons and ores will continue to play acrucia role in the growth of the economy.
Exports of natural gas to Brazil, the discovery of zinc and silver deposits and natural gas
reserves in the department of Tarija, and possibilities for expanding export volumes and
installing plants to convert natural gas to synthetic hydrocarbons should usher in significant
increases in the economic growth of these sectors and the economy as awhole.

801. These sectors are also expected to have an effect on other activities such as
construction of infrastructure, pipelines for hydrocarbons, roads for mining, construction of
thermoel ectric plants both to operate the mining complex and to take advantage of abundant
natural gas resources as well as to harness the potential for added value exports in the form of
electricity to border towns in Brazil.

802. The telecommunications sector has gathered momentum in recent years and will
continue to do so with the opening of markets.



- 200 -

803. Growth in the economy is expected to increase gradually from 4.0 percent in 2001 to
5.0 percent in 2003. Thereafter, the rate will increase to 5.5 percent in 2008 and would
remain at an 8-year horizon. Although the composition of this growth would not vary
substantially in terms of structure, more sustainable growth would be achieved if productivity
and competitiveness were improved in labor-intensive sectors, thus reducing the gap between
modern sectors and backward or traditional sectors in agriculture, manufacturing and
services.

804. Manufacturing and agriculture would continue to be the sectors that contribute the
most to total GDP, with the difference that within these sectors the gap between the modern
and backward subsectors would be reduced. Next would be trade and services, followed most
notably by hydrocarbons and mining.

Estimated results

805. Per Capita GDP. Starting in 2001, agrowing trend is anticipated in the rate of growth
in per capita GDP up to the year 2015. Cumulative growth in per capita GDP during the 15
years of BPRS implementation will be 59.7 percent.

806. Per Capita Consumption. Asaresult of growth, per capita consumption will record
increases starting in 2001. As aresult, per capita household consumption will increase at an
average annual rate of 2.5 percent. This performance points to an improvement in the well-
being of Bolivian families.

807. Fiscal Deficit. Even though the cost of pension reform will continue to represent a
significant portion of the deficit,"® the fiscal situation of the Bolivian economy appears to be
quite solid through the entire period of the Strategy. The cumulative public sector deficit
decreases from 3.7 percent of GDP in the year 2000 to 1.8 percent of GDP in the year 2007,
stabilizing at 1.3 percent of GDP starting in the year 2008.

808. Between 2000 and 2006, the fiscal deficit requires both domestic and foreign
financing, with the latter representing a smaller percentage in the overall composition of
financing. However, if the country ceases to have access to concessionary resources,'® the
composition of financing will depend on the cost of domestic and foreign resources. Starting
in 2008, the fiscal deficit is less than foreign financing and domestic financing beginsto be
negative. However, if the amount of the Central Bank of Bolivia s quasifiscal operationsis
excluded from the fiscal accounts, domestic financing becomes zero starting in 2008. This

1% Buring the first 12 years the Stragegy is being implemented, the average cost of pension
reform remains above 3.5 percent of GDP (3.69 percent), limiting the availability of
resources for investment. Only in the last 3 years does the cost of pension reform fall below 3
percent of GDP.

191 Funds with low interest rates and extended amortization periods
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means that the SPNF ceases to finance the deficit in the domestic market, completely
eliminating pressures on interest rates resulting from public sector financing needs.

809. Resourcesfrom the HIPC (I and Il) initiatives make it possible to improve the fiscal
position due to the relief obtained during implementation of the BPRS, for an annual average
of US$105 million.

810. Inflation. It is noted that the Strategy does not modify the low inflation objectives
established in the Bolivian Economic Program. Monetary policy is consistent with preserving
the currency’ s buying power, obtaining low rates of inflation. It is anticipated that inflation
rates would remain below 4.0 percent throughout the entire period covered by the BPRS.

811. Exchangerate policy will guarantee the exchange rate through a nominal
devaluation that ensures the competitiveness of the tradable sector of the economy. In
addition, correct management of monetary and exchange rate policy will make it possible to
increase Net International Reserves (NIR) between 2002 and 2015, and this will be
conducive to external solvency.

812. Sustainability of the Balance of Payments. The behavior of the commercial sector
indicates that the average growth rate in exports will exceed average growth in imports, thus
reducing the deficit in the trade balance and favoring the maintenance of a reasonable deficit
level in the current account, from 5.0 percent of GDP in 2001 to 4.7 percent of GDP in 2015,
with an average below 5.0 percent of GDP.

813. Ingenera, throughout the period the Strategy is being implemented, the capital
account is performing favorably. Notable in this behavior is the evolution of the Implicit
Grant Element (IED) and net disbursements of medium- and long-term public debt, which
makes it possible not only to finance the debt in the current account, but also to begin
building up the BCB’ s net international reservesin 2003.

Savings—I nvestment

814. National Savingswill grow starting in 2001 and will then stabilize as of 2008 at a
level above 18.0 percent% of GDP. It is estimated that the rate of Investment in the economy
throughout the period of implementation of the BPRS will increase from 19.4 percent of
GDPin 2001 to 23.2 percent of GDP in 2015.

815. Government Savings. Starting in 2001, Non-Financial Public Sector (SPNF) savings
show an increasing trend until the end of the period in 2015, going from 3.1 percent to

7.0 percent of GDP during those years. This behavior is explained by a gradual reduction in
current spending in the SPNF, particularly due to a decline in general government
consumption, from 14.0 percent of GDPin 2001 to 11.2 percent of GDP in 2015. In addition,
sustained increases are estimated in tax revenues, thus generating resources for capital
spending on the specific policies of the BPRS.
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816. Private Savings. Private savings stay at about 11.3 percent in the period covered by
the BPRS. Thislevel is consistent with the expected levels of domestic private investment
and household consumption mentioned above, leading to improved well-being as economic
activity shows greater growth.

817. Foreign Savings. The deficit in the current account of the balance of paymentsfalls
slowly until stabilizing at about 4.7 percent of GDP as of 2006.

818. Public Investment. The release of fiscal resources as aresult of adisciplined fiscal
policy makes available greater resources for capital spending which, as a percentage of GDP,
grows from 7.1 percent in 2001 to 8.3 percent of GDP in 2015, maintaining an average level
of 8.0 percent of GDP during the BPRS implementation period.

819. Private Investment. Average private investment remains above 13.0 percent of

GDP. In addition, it is estimated that domestic private investment increases as a percentage
of total investment. At the same time, foreign direct investment (FDI) falls from 9.0 percent
in 2001 to 4.5 percent in 2015 due to lower levels of investment for capitalized companies
and the emergence of new investment opportunities for domestic sectors, supported in part by
the deepening of capital markets as aresult of pension system reform.

C. Vulnerability of the Bolivian Economy

820. Inthe 1990s, the economy was affected by external shocks and natural phenomena,
particularly at the end of that decade when both types of phenomena had a negative effect on
growth ratesin per capita GDP in 1999 and 2000. It is likely that this contraction of per
capitaincome increased poverty levels.
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Box 9.1

Vulnerability of the Agricultural Sector

During the 1990s, the Bolivian agricultural sector was affected by the
phenomenon of “ El Nifio” in 1992, 1995 and 1998. During these years, earnings
from agricultural activity showed the following growth rates. —4.24 percent,

1.40 percent, and —3.40 percent, respectively. This behavior is explained to a
large extent by the contraction that occurred in nonindustrial agricultural
activities, industrial agriculture and cattle-raising. In addition, in 1999, the
agricultural sector was affected by the phenomenon of “ La Nifia,” leading to a
severe contraction in the industrial agriculture sector. In addition, the program
to eradicate coca crops led to a sharp decline in activities linked to this sector,
particularly in the years 1998, 1999,and 2000.

Variation in Total GDP and Agricultural GDP
1990 - 1999

% Variation

1990 1992 1994 1996 1998(p)

—4&—Total GDP - - 48 - - Agriculture, Forestry, Hunting, and Fisheries

821. The effect on the agricultural sector of climatic phenomenalike “El Nifio” is
recurrent given that it occurs every 3 years. Every two periods the phenomenon occurs with
greater intensity. Thus, it islikely that in the next few years this climatic phenomenon will
again be affecting agricultural sector production.

822. Inaddition, over the last 10 years, Bolivia has faced sustained deterioration in the
terms of trade. Despite this, it moved ahead with structural reformsin order to strengthen the
presence of Bolivian products in international trade. Thus, it isimportant for the Bolivian
economy to consolidate the process of trade liberalization and for the International
Community to open up its markets to Bolivian products.
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Box 9.2
Termsof Trade

External shocks are a factor creating insecurity for the poor given that they lead to
fluctuations in incomes, reduce spending levels, and create social tensions within
society.

It islikely that the Bolivian economy will again be affected by some external shock or
by natural phenomena. Should this happen it would have negative effects, particularly
on the poorest population, and would delay the achievement of the poverty reduction
objectives set forth in the BPRS

During the 1990s, the Bolivian economy faced a systematic deterioration in the terms
of trade (TT), more clearly so in the early years of the decade. Sarting in 1993, the
evolution of the TT stabilized somewhat but the downtrend continued.

Evolution of the Terms of Trade
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823. Externa shocks and natural phenomena make it necessary to allocate resources
through safety nets to replace the losses incurred by households. To estimate the effect of
such shocks, a simulation was prepared of the decline in the terms of trade through a
reduction in the price of export products that account for alarge portion of the structure of
national exports.'® It was assumed that the terms of trade fell by -6.14 percent (-2.92

192 To estimate the effect of the external shock, a declinein the price of soy, silver and zinc
was assumed. These goods were considered because of their importance in the behavior and
composition of exports. Thistype of shock is postulated because between 1980 and 2000
there were three episodes of declining export prices for zinc and soy and four for silver. On
average, the pricereturnsto itsinitial level after four years for zinc and after five years for
soy and silver.
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percent in the baseline scenario) in the year 2002 and -3.41 percent (-0.41 percent in the
baseline scenario) in the year 2003, recovering slowly thereafter.

824. The estimated results show that if this situation occurred and there were no resources
to counteract the effect, economic growth would slow in 2002, reaching only 1.6 percent
(compared with 4.5 percent estimated for the base year), private consumption would fall by —
0.1 percent and public consumption by -1.1 percent (compared to 3.6 percent and -0.6
percent estimated in the base year). In the next year (2003) and because a lesser shock is
assumed, the economy would grow at arate of 2.6 percent'® (compared to 5.0 percent in the
case scenario) and private consumption would grow at arate of 0.7 percent (3.4 percent in
the base scenario). Thiswould mean that per capita income would fall by 0.6 percent in the
year 2002 and grow by only 0.4 percent in the year 2003.

825. Asaresult of external shocks, the Headcount Index of poverty would increase in the
year 2002 and be slower to decline. In comparison with the base scenario, the Headcount
Index of poverty would be 1.5 percentage points higher in 2002 and 2.5 percentage points
higher in 2003. These results express the magnitude of the loss caused by external shocks and
natural disastersin terms of reducing poverty.

Graph 9.2
Behavior of Poverty and Extreme Poverty
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193 Based on the effects of the decline in the terms of trade (TT) that occurred in earlier
periods, we note that the effect of the declinein the TT extends for 48 to 60 months after
which commodity prices recover. Thiswould explain the fact that the economy returns to
growth one year after the external shock. In addition, it should be pointed out that economy’s
recovery to its potential level is easier when starting from alower base, which is true of
aggregate GDP after the external shock.
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826. The adverse effect of external shocks and natural disasters affects the effort to reduce
poverty and could lead to social unrest due to a decline in incomes and employment and
reduced consumption. The economy must also make fiscal adjustments aswell as
adjustments in the balance of payments so as not to provoke imbalances that could
subsequently have a negative effect on future growth rates.

827. The creation of social safety netsis very costly in fiscal terms. It is thus important to
ensure flows coming from international cooperation partners for these purposes and to seek
preventive mechanisms to provide flexibility and accelerate access to such resources and to
earmark them for coping with such external shocks either by creating programs such as the

Intensive Employment Program (PIE) or some other type of program to at least avoid sharp
declines in incomes and employment for the poorest population.

X. INTERNATIONAL COOPERATION IN THE CONTEXT OF THE BPRS

828. For alow-income country like Bolivia, the involvement of the International
Community through both multilateral organizations and bilateral agencies and partner
governments has aways been a critical issue and very important to development programs.

829. Todate, the strategy for Bolivia s relations with the International Community has
developed in two broad areas. For instance, there is the relationship with the countries of the
Organization for Economic Cooperation and Development (OECD), primarily associated
with subjects of international interest like the fight against drug-trafficking, or support for
implementation of structural reforms and renegotiation and relief of foreign debt,
implementation of technical and financial assistance programs for development and the
promotion of foreign investment in Bolivia.

830. Boliviaobtained accessto very favorable financing facilities in the context of aid for
development. This has allowed it to maintain asignificant level of foreign savings that over
the last 15 years have financed alarge part of itsfiscal deficit and imports, inter alia by
broadening the scope for public investment.

831. However, asmentioned in earlier chapters, Boliviais facing two critical problems that
it must resolve. First, it must make significant investments in order to achieve meaningful
results in combating poverty. Second, and as aresult of these investments and other earlier
investments, it must allocate increasing amounts of resources to maintaining the
sustainability of those investments. In this context, Bolivia began negotiations with
multilateral financial bodies and with international cooperation partnersin order to prevent
the closing of concessionary financing facilities.'®

1% 1n view of Bolivia's current per capita income level, the World Bank could decide that
Bolivia no longer has access to its concessionary credit window. Based on the information
(continued)
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832. Tothe extent that the effectiveness of disbursementsisincreased, it will be possible
to move ahead more quickly with implementing programs and projects, particularly those
relating to poverty reduction. First, the means that the public sector must improve its
administrative mechanisms for carrying out projects and satisfy the agreed-upon counterpart
requirements for disbursement of foreign resources. Second, the International Community
must introduce some flexibility in its disbursement rules and adapt to the priorities defined in
the BPRS.

833. Inaddition, to provide for the sustainability of a development and poverty reduction
program over the long term, which is the ultimate objective of the BPRS, Bolivia must
gradually overcome its dependence on foreign aid. Thiswill be achieved, as planned, to the
extent that goals for growth are achieved, public finances are strengthened, and the
employment and income programs provided in the Strategy are implemented. To this extent,
the forms and objectives of Bolivia s relations with the International Community should
likewise be pursued in other settings, particularly with respect to trade.

834. Based on this background and in an effort to make the International Community a
strategic partner for Bolivia s development, the BPRS establishes the need to focus the
relationship with the International Community on three specific areas:

Generally extend to the year 2007 Bolivia's access to concessionary financing windows
in order to reduce the negative impact that closing concessionary sources would have on
financing of the BPRS and on achieving its results.

Implement the principles of the New Framework of Relationships between Boliviaand
International Cooperation in order to facilitate the disbursement of aid resources and
direct them to the objectives of the BPRS.

Incorporate in the agenda for bilateral discussion those issues that pertain to market
liberalization and free trade treaties with the OECD countries in order to provide long-
term sustainability for the development policies contained in the BPRS.

available when the Strategy was prepared, the baseline scenario assumes that the financing
agreements with the World Bank will be reached exclusively on the basis of the IDA until the
year 2001. During the years 2002 and 2003 (blend period), it is assumed that agreements
would be reached under IDA and IBRD terms, whereas starting in 2004 agreements would be
reached exclusively under IBRD terms. In the case of the IDB, it is assumed that Bolivia
might continue to have access to concessionary funds until 2007, the blend period would
correspond to the period 2008-2011 and graduation would thus occur in 2012.
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A. Extending Concessionary Financing

835. The various macroeconomic scenarios developed for the BPRS make it possible to
observe the relationship between the goals for reducing poverty over the next 15 years and
the availability of resources that Bolivia can allocate to financing the BPRS. These scenarios
indicate that macroeconomic outcomes (particularly in the savings-investment balance) are
highly sensitive to the foreign resources that Bolivia may or may not have in upcoming years.

836. Furthermore, Bolivia saccessto HIPC | and Il relief facilitiesisin some cases
accompanied by conditions that will limit Bolivia's ability to access other non-concessionary
financial sources. Thiswould drastically reduce the flow of new credit resources into the
country.

837. Estimatesindicate that significantly extending'® the period for accessing foreign

financing under concessionary terms would mean that Bolivia might have an additional
US$404 million over the 15 years considered in the Strategy.'® These resources would be
allocated to combating poverty and/or more effectively confronting possible external shocks
or natural phenomena, for example by using a portion of these funds to create afund for such
contingencies.

838. Graph 10.1 shows this situation in terms of resources in addition to the baseline
scenario (gap between the two lines), which Boliviawould receive under HIPC | and |1
during the same period if the period for accessing concessionary sources of financing were
extended.

195 This means that the World Bank would extend the period for access to financing under
concessionary terms with IDA resources until the year 2007 and that other sources of
multilateral and bilateral concessionary financing would behave similarly.

1%\\ith respect to the baseline scenario, in addition to the IDB, it is assumed that the World
Bank would extend Bolivia's access to concessionary windows until the year 2007, with
similar behavior in other sources of concessionary financing.
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Graph 10.1
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839. Inaddition, estimates indicate that if all sources of concessionary financing to which
Bolivia has access decide to “ graduate”’ the country in 2003, during the period 2001-2015
Boliviawould cease to receive approximately US$820 million in relief in comparison with
the case where these sources extended access to concessionary windows until the year 2007.

840. Should Bolivia s access to concessionary financing windows be generally extended
until the year 2007, this would increase the ability to alocate resources to combat poverty
and achieve the goals defined for reducing it. In contrast, a rapid graduation limits the ability
to achieve poverty reduction objectives.

841. Inaddition, this measure would significantly strengthen the sustainability of foreign
debt and debt service in the case of Bolivia. The effects of a possible general extension are
seen in the following debt indicators. implicit grant element of donation of the debt, ratio of
net present value of foreign debt to exports (solvency) and ratio of debt service to exports

(liquidity).

842. Theimplicit grant element of foreign debt is defined as the degree to which foreign
debt is concessionary and is expressed in the following relationship:



Where: NPV isthe net present value of the debt and NV is the nominal value of the debt.
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IED = 1— (NPV/NV)

As can be seen in Graph 10.2, the concessionary component of foreign debt (the
difference between the continuous line and the dotted line) increases with extended access to
concessionary resources, compared to the implicit grant element in the baseline scenario.

Graph 10.2
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In addition, Graphs 10.3 and 10.4 show that with a general extension of
concessionary financing, the foreign debt solvency and liquidity indicators improve
considerably with respect to the base scenario. Thus, the sustainability of foreign debt would
be better guaranteed to the extent that Bolivia had an extension in access to concessionary
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Graph 10.3
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845. In conclusion, the consequences in terms of the fight against poverty and from the
macroeconomic perspective indicate that a possible general extension of access to
concessionary financing would not only strengthen the sustainability of the debt in the case
of Bolivia but also increase the chances of attaining the poverty reduction goals established
in the BPRS.

B. New Framework of Relationships

846. Over thelast 15 years, Bolivia has been one of the countries of Latin Americathat
has received the greatest flow of official development assistance through different credit
modalities and donations for various programs and projects.

847. Thissituation has led to the devel opment and modernization of the methods that
partner governments and multilateral organizations use to provide aid to Bolivia, aswell as
the development of mechanisms to coordinate that aid and provide for better ways of
channeling and distributing it. Recently, based on the active operation of the Consultative
Group, the government has put into effect the New Framework of Relationships between
Bolivia s cooperation partners and the Government in order to effectively channel
international aid and direct it to programs jointly prioritized in accordance with a shared
philosophy of development.

848. Inthiscoordination process, however, serious constraints have been encountered in
Bolivia' s capacity to absorb aid, which has meant that about US$1,800 million is currently
held in portfolio and faces obstacles to disbursement.

849. Inthiscontext, and considering these resources as well as those that may be
committed in the future to finance the BPRS, priority must be given to further application of
the new framework of relationships between the government and its international cooperation
partnersin order to improve the prospects for the execution and effective absorption of
international aid.

850. Theimplementation of this new framework involves recognition of the following
principles:

= The country’sleadership in defining development priorities on the basis of the BPRS,
using it as a benchmark both for reforming the current financing portfolio and for new
official aid commitments that may be granted to Bolivia

= Taking up the commitment to joint responsibility and strengthening coordination
mechanisms through the joint financing of specific programsin the priority areas
indicated by the government. This means assuming common objectives among the
different cooperation agencies and providing mechanisms to channel resources,
avoiding miscellaneous, poorly coordinated interventions and projects.



-213-

= Giving preference to the use of channeling instruments for budgetary support
resources that would alow for great flexibility in reallocating funds to programs that
present the best implementation and disbursement conditions.

= Simplifying and harmonizing procedures for contracting, financial management and
control, assuming national regulation of these procedures to the extent possible. This
also means eliminating conditions on the type of activities that can be financed or the
origin of the goods and services to be financed.

= Pursuing aresults-oriented focus in the mechanisms for evaluating and monitoring
aid, emphasizing attainment of the indicators and goals established in the BPRS.

= Decentralizing the administration of international aid by granting local agenciesin
Bolivia opportunities to make decisions regarding approval of programs, reallocation
of funds and other aspects to streamline the implementation process, as well as the
relationship between the government and its international cooperation partners.

851. To the extent that the principles described above are applied, it is anticipated that it
will be possible in the short term to carry out ajoint effort to reform the current financing
portfolios of the various cooperation agencies and organizations and thereafter to
substantially improve the ability of public agencies to absorb aid, thus achieving higher
implementation and disbursement levels.

C. Market Liberalization

852. One of the structural problems that affects Boliviamost is the deficit in the trade
balance. In recent years, the trade deficit deficit has been about 8.9 percent of GDP, which
indicates that the Bolivian economy is highly dependent on foreign resources to finance a
significant percentage of itsimports.

853. To some extent, this situation has been moderated as a result of increased Bolivian
exportsin traditional products, particularly minerals and natural gas. There has al'so been
significant growth in the area of non-traditional products but it has not yet had a significant
impact on the gap between exports and imports.

854. The domestic market islimited and does not allow for large-scale expansion of
nontraditional production activity. This has meant that efforts to promote production
activities are limited by the lack of markets for various products.

855. Inthiscontext, it isnot enough to tie the issues of the relationship with and support
from the International Community solely to the area of financing and foreign investment.
One of the structural solutions to the problem of the sustainability of Bolivia s development
process is to open markets, particularly in the more developed countries.
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856. Thisapproach has aready begun to be suggested as a Bolivian initiative in terms of
the scope of the alternative development programs that are being analyzed to confront the
effects of the fight against drug-trafficking and the eradication of coca crops. It is understood
that the opening of markets and free trade agreements constitute one of the more solid
responses for aternative development (“desarrollo alternativo”?) specifically and for the
BPRS in general.

857. Thereisno suggestion in the BPRS that the State alone should be responsible for
fighting poverty, for if does not pretend to encourage areturn to State paternalism: rather,
the fight against poverty calls for joint responsibility to be shouldered by the various
members of society and the State. Accordingly, under the Strategy, the fight against social
exclusion is viewed as another areafor the development of therole of the citizenry, for
without citizens who are aware of their rights and obligations it will be difficult to fight
poverty. At the same time, however, this requires the political system and society to
undertake a coordinated effort to tackle poverty.

858. The emphasis on joint responsibility between the State and society in combating
socia exclusion induces the BPRS respect and seek to develop the entire social capital that
Bolivians have accumulated, whether in their communities, or in neighborhood, youth,
religious, or other organizations. Along those lines, the development of participatory
mechanisms for debate and social accountabilty created through Popular participation should
be promoted and used to work on specific matters pertaining to the fight against poverty.
Given that poverty and socia exclusion are rooted in a variety of causes, and hence are
multidimensional in nature, the BPRS endeavors to provide a variety of responsesin regard
to these different facets of poverty. One of these consists of recognizing that, without
involving the poor themselves, it will be impossible to succeed in the fight against poverty.
Hence the need to empower society and open up new opportunities so that the population can
take part in designing and implementing solutions to the problems of poverty.

859. Thefirst step toward recognizing the need for the general public to become involved
in steering the Strategy consists of making democratic debate a central element in improving
the quality of democracy. National Dialogue 2000, although it has the limitations inherent in
any participatory process, marks a step toward accepting debate between society and its
political system in order to reach agreement on the central features that will define the course
of astrategy to fight poverty.

860. The National Dialogue, which was the essential forerunner and source of input to the
BPRS, was designed as a public forum in which society’ s participants, both territorial and
functional, could join with the political system’s players and agree on a State policy for

the fight against poverty and social exclusion. Thus, the key feature of the BPRS, beyond

its technical components, isthat it has endeavored to reflect the conclusions of the National
Dialogue, Jubilee 2000, the Liaison Committee [Comité de Enlace], and other participatory
mechanisms; in other words, the BPRS draws on a deliberative process so that those
agreements may be transformed into public policy, and indeed into the policy of the State,
thereby transcending the customary short-term perspectives that are common in Bolivia
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861. TheBPRSisbased on arecognition of the existing institutional structure, which it
seeks to utilize and enhance. Accordingly it reflects the conclusions emerging from the
National Dialogue, and the emphasis placed on recognizing the municipalities as the most
legitimate and suitable institutional arm to develop actions to fight poverty. In that sense the
BPRS carries a clear message of promoting and deepening decentralization, asit fully
embraces the principle of subsidiarity.

862. Corruption is one of the obstacles leading to inefficiency by the Statein
implementing public policy, and is an especialy sensitive issue. Participants in the National
Dialogue identified problemsin regard to the exercise of discretionary powers and corruption
in the use of public resources to fight poverty, and it is no doubt for this reason that they
proposed an automatic mechanism for transferring HIPC |1 resources to the municipalities,
similar to the mechanism used for the Popular Participation initiative [Participacion
Popular]. The actions of the BPRS are based in part on the agreement which emerged from
the National Dialogue and takes a progressive approach toward the use of the HIPC I1
resources in distributing them on the basis of poverty criteria.

863. Nevertheless, the issue of corruption and the discretionary use of funds goes beyond
the administration of the HIPC Il funds, and so the BPRS includes the monitoring and social
control mechanisms agreed upon in the National Dialogue, but does so from the standpoint of
strengthening the control institutions that already exist, such as the vigilance committees and
departmental councils. Under the BPRS it is not felt that these institutions should be
substituted; on the contrary, it isfelt that they must be strengthened.

864. Itisalso recognized that the State requires strengthening as well: it needs to be made
highly competent and capable, so that it can become a genuine instrument of public service
and provide efficient, transparent administration. This objective is being pursued through
specific policies aimed at strengthening key public bodies in implementing the BPRS.

865. The BPRS s not based on the view that the fight against poverty ends with the effort
to assure greater social investment. Rather, it assumes that existing resources must be used
with greater transparency, and it places emphasis on improving the quality of social
investment; for social investment it is not enough to increase the amount of resources, it must
also be of higher quality.

866. The National Dialogue proposed introducing equity into the distribution of HIPC
resources to the municipalities by using poverty indicators, a mechanism which ensured that
the resources would reach the poorest segments of the population. The BPRS embraces those
conclusions, and seeks to promote equity not only by adhering to that distribution criterion,
but also by following the same approach and implementing a specific compensation scheme
by converting the Devel opment Funds and assuring the transparent administration of
resource transfers.

867. However, it isnot enough to support the automatic transferring of HIPC |1 resources
to the municipalities: it is aso necessary to ensure that the municipalities will utilize those
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resources for the priorities identified in the National Dialogue, which are included among the
prioritiesincluded in the Strategy. In order for that to happen, there will have to be joint
responsibility not only between the State and society, but also between the central
government (which must turn those funds over automatically to the municipalities) and the
municipalities, which must make use of those funds in accordance with the priorities laid
down in the Strategy.

868. The BPRS explicitly recognizes that extreme poverty is prevalent in rural areas, and
that indigenous people and peasants — and particularly women in both groups — suffer most
acutely from social exclusion. It isin far-flung areas that one encounters the most serious
manifestations of social exclusion on the basis of ethnicity and gender, and for that reason a
focus on combating rural poverty holds a high place among the actions envisaged pursuant to
the BPRS. Nevertheless, even with the fight against rural poverty having been highlighted in
thisway, the BPRS reflects the understanding that a great deal more practical work is still
needed if further headway is to be achieved in this matter.

869. Although the BPRS highlights actions aimed at tackling rural poverty, rural and urban
areas neverthel ess share some pointsin common in this regard. For example, in both rural
and urban areas the State’ s effort is essential in order to create opportunities for developing
human capital, for without human capital no country (let alone Bolivia) can hope to extricate
itself from poverty or to eliminate social exclusion.

870. The BPRS incorporates a cross-cutting treatment of gender, environmental, and
ethnic issues. However, it recognizes the need for a more extensive and considered approach
so that these subjects, which are fundamental to the struggle against poverty and the quest for
equity, may be dealt with more thoroughly. The BPRS still reflects the tension that exists
between treating these subjects as cross-cutting issues and treating them as individual sectors.

871. Implicit in the BPRS is an awareness of the fact that, owing to the growing pace of
migration from the countryside to the cities, the poor are more heavily represented in urban
areas in absolute terms; and for that reason the BPRS contains specific policies aimed at
combating urban poverty. However, at atime when the State is no longer the largest
employer, it is no ssimple task to solve employment problems, which are the most severe
challenges confronting those who live in the cities.

872. The concepts embodied in the BPRS and the political aim of improving the quality of
democracy are explicitly reflected in objectives and targets that are feasible, quantifiable, and
verifiable, and which must be observed by the political system and society. In that regard,

it isessential that political parties and entities from civil society monitor the fulfillment of
the targets laid down in the BPRS.

873. If society and its stakeholders were empowered when the components of a strategy
for fighting poverty were proposed, then from that point forward they are imbued with a
greater degree of accountability — because they will require additional empowerment, based
on the premise of shared responsibility, in order to exercise social control aongside the
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political system in an effort to determine whether or not the targets of the BPRS are being
fulfilled. Similarly, such coordination will be essential to improve the design and
implementation of social policies.

874. Theinstitutiona structure associated with the Strategy could not be finalized without
waiting for the National Dialogue to reach its conclusion, for the National Dialogue sets out
the lines of institutionalizing a system for exercising monitoring and social supervision with
respect to the fulfillment of the Strategy; however, establishing a mechanism through which
that social control can be exercised requires the strengthening of the existing public
institutions without adversely affecting the participatory institutions that have entailed so
much effort for Bolivia's society and democracy to achieve.

875. The State's commitment to allowing societal supervision with respect to the
fulfillment of the BPRS' s objectives must be made explicit in its commitment to provide
timely, transparent information regarding the fight against poverty. What are needed are
clear, easy to interpret indicators which will show whether progressisindeed being madein
line with BPRS objectives; but just as important as the timely preparation of indicatorsis
ensuring afully democratic approach toward their use.

876. TheBPRS laysout ageneral pathway for the efforts to be undertaken to overcome
socia exclusion and combat poverty, but it is a pathway susceptible to continual
improvement. Each government authority can make the adjustments it considers most
effective in order to achieve the best results, without prejudice to the objectives that have
prompted the participants to establish particular priorities and identify specific areas as
requiring urgent attention.

877. TheBPRSIisan attempt to interpret the will, the priorities, the concerns, and the
agreements that were the outcome of the participatory mechanisms which led to the holding
of National Dialogue 2000. Certainly, it reflects a State’ s reading of that outcome, but the
key point isthat thereisawill to take the agreements reached between Bolivian society and
its political system and to convert them into public policy and State policy. The BPRS has its
limitations, but as aliving document, and insofar as the will and capacity to implement it
exist, it can be improved, following an incremental approach that does not attempt to sweep
everything aside and eschews constant radical overhauls. An example is the workshop
organized by the government, with the participation of civil society, entitled “ The
Government Listens,” with aview to improve the Strategy. What is needed is an effort to
achieve continuity to press forward the express demands society has made.
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