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Summary

This study on the Bolivian experience with heightened foreign indebtedness,
based on commercial loans from transnational banks, as a means of accelerating
growth is based on a careful examination of the phenomenon from the perspective
of the agents of development involved; that is, the transnational banks and
the Bolivian State. The firét part of the study focusses on the role and
behavior of the transnational banks, ﬁsing the information from their sovereign
loan contracts‘with the Boliﬁian ahthorities as the empirical foundation for that
analysis. In this section, the analyéis revolves around the magnitude, form and
cost of Bolivia's externally-contracted private credits and the influence and
strategies of parficular transnational banké in respect of those variables. The
second part concentrates on the Boli%ian State and how its internal contradictions
led to excessive and, to a certain extent, careleés borrowing from transnational
banks and provoked new and more difficult dependency relations with those foreign
participants. The analyéié'of the efficiency of the planning and debt control
systems as well as the detailéd examination of the experience of various of the
dominant state enterprises and banks,layé the basis for a complete understanding
of the multidimensional character of the Boliﬁian State and its influence in the
perceived result of the external indebtedness strategy. The final section
summarizes the findings according to developmental agents and presents the

corresponding conclusions relevant for the Bolivian experience.



Preface

The present study was made possible by way of the generous effort and
collaboration offered by many people, especielly Bolivian professionals who
contributed their considerable knowledge and information and functionaries
of the ECLAC who assisted in this long labor. Of the first group, a special
mention for Flavio Machicado, Juan Villarroel and Tania de Villarroel is in
order. Flavio Machicado greatly assisted the project by orienting the initial
data collection exercises with respect to the transnational banks' participation
in Bolivia's external public debt. Juan and Tania Villarroel undertook the
notable task of gathering data on the transnational bank credits and assisted
in the preparation of the éecond part of the study by the submission of this
analysis entitled "Institutional Control of the External Debt in Bolivia", which
served as the basis for Chapter VI. Similarly, a large number of public
employees of State enterpriseé, such as YPFB, COMIBOL, ENAF and CBF, and
Central Government institutions, such as the Ministry of Planning and Coordination
and the Central Bank, gave freely of their time and knowledge.

In the ECLAC, a host of profeséionalé made direct contributions by way
of the internal seminar held previous to the publication of the original
Spanish version of the study. That assistance is much appreciated.

Finally, it is worthwhile mentioning that this complex study was motivated
in large part by the sincere desire to aséist in the comprehension of the
underlying causes of the crisis being experienced in Bolivia so that the proper
correctives may be implemented. The authors hope, in this fashion, to make a
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Chapter I

AN INTRODUCTION TO THE, BOLIVIAN STUDY

Why study the case of Bolivia?

Bolivia was chosen as the subject of this study for three reasons.
The first, and perhaps the most important, was that data were available
with which to conduct the research. The full co-operation of the Central Bank
of Bolivia and the access to external financing contracts which this provided
were decisive.

In the second place, fhe case of Boli?ia is a Qery interesting one because
this country's commercial bank debt ié'very-large with respect to the size of
its economy. Among the group of non-oil-exporting deQeloping countries, Bolivia
was, in 1980, one of the twel%e 1argeét customers of the commercial banks. 1/

Finally, because the country's economic and social situation is a product
of severe under-development, ité experience may be repreéentative of the special
tasks and difficulties in?olﬁed in channeling financial resources for development
for this category of country~thr0ﬁgh private commercial banks. Bolivia has all
the features of a relati#ely less developed developing country. Despite its
mineral wealth and its agricultural potential, ité per capita income in 1980
was one of the lowest in Latin America in 1980 g/ and the country is among the
poorest 40% of the developing countries. 3/ The daba in table 1 show various
aspects of its social situation.

In addition, there are other factors which show the extent of its under-
development. Most of the indigenous populatién'(representing around two-thirds
of the total population) do not participate in the modern part of the economy;

their standard of living is so low. that the peasant's average life expectancy



Table 1

BOLIVIA: SOCIAL INDICATORS

Demographic characteristics (1970)
Gross natality (per 1 000

inhabitants) L7
Gross mortality (per 1 000

inhabitants) 19
Infant mortality (per 1 000

live births) 154

Distribution of income (1970)

Percentage of national income,
upper quintile 59
lower quintile L

Access to drinking water. supply (1970).

Percentage of population - urban 35
- rural 1

"Food (1970)

Calorie consumption as a percentage
of needs

76.0
18.5

Per capita protein consumption

' ‘Healtﬁ (1970)

Number of inhabitants per physician 2 300

Number of inhabitants per hospital
bed 510

© Access to electricity (1970)

Percentage of population

-~ urban, approximate 90
- rural, approximate 8

Education (1970)

Percentage of literate adults 4o

Percentage of enrolment in primary
schools 68

Source: World Bank, World Tables, second edition, Washington D.C., 1980.°
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is only 35 years. &/ The country's external vulnerability is evident in the
fact that it has traditionally been a mono-exporter (tin). Its political
instability is reflected in the serious inconsistency of the national
leadership; a Bolivian author, Edﬁardo Arze Cuadros, has remarked that in
Bolivia the national state haé been in a permanent state of crisis almost

since its inception in 1825. 5/ Because it is a landlocked country with a very
irregular and diveréified topography, it ié ﬁery difficult to ensure economic
and social articulation between the regioné._é/

It is evident from thié brief description of the Bolivian situation that the
case is worth studying. The fact that the commercial banké --supposedly cautious
institutions which grant their loané on the basis of very étrict ériteria of
creditworthiness-- should hafe been éo willing to do buéiness with Bolivia
during the 1970s aléo makeé the COﬁntry~veryvinteresting as the subject of a study on

transnational banks and external financing.

"An Eeconomy in Crisis

The period covered by this study, 1972-1980,. began with a new government
which was the product of an alliance between the armed forces and two political
parties, i.e., the National Reﬁolutionary Movement (MNR) and the Bolivian
Socialist Phalange (FSB). The neW*goﬁernment tried to re-orient economic
policy, which up to then had been decidedly of a nationalist and populist
type (with the State being dominant in economic activity) and seemed to follow
very closely the principleé of the Boliﬁian reﬁolﬁtion of the 1950s and the
military regimes of the period between 1969 and 1971 (O#ando/Torres), which
built upon that revolution. By contrast with the preﬁioﬁs government, the
new government assigned fundamental importance to pfiVate actiﬁity, both

national and foreign. One of the key elements of its policy was a strict



stabilization programme, begun in 1971-1973, which, among other things, provided

for a 68% devaluation (October 1972) and a stand-by loan of US$ 33 million from

the International Monetary Fund (January 1973), as a result of which typical monetary
and fiscal restrictions were impoéed. T/

During the early years of the new national project, there were some
encouraging signs: between 1972 and 1976, fixed inﬁestment increased significantly
and the economy reached relati&ely high growth rates; fiscal reﬁenues grew
substantially, thus reducing the fiscal deficit, and an export boom strengthened the
balance of payments and significantly reduced the burden of servicing the debt
(see tables 2 and 3). The apparent'suCCeés of the economic policy might have been,
for some, a sign of the beginning of economic "takeoff" for Bolivia.

As is well known, the prosperity of those years did not last. The data
show that after 1976, there was a gradual decline in economic growth; in 1980,
the real growth rate fell to almost zero (and was, of courée, negative in per
capita terms). The export coefficient fell to a little under half its 19Tl level;

the import coefficient, on the other hand, was much more resistant to decline and

~this affected the deficit on the balance-of-psyments current account, which, in fact,

would have been much worse had the terms of trade been unfavourasble. Domestic
prices and fiscal revenues also deteriorated sharply. AE§en more important, however, is
the fact that during the late 1970s, there waé a marked decline in real salaries
and wages (see table 4), with the resulting erosion of oﬁérall well-being. In fact,
in one way or another, all indicators reflect the serious economic crisis which has
afflicted the country since 1978..

Egternal financing in general and the transnational banks in particular have
played an impressive role in both the boom and the decline of the economy. In

nominal terms, the external public debt grew rapidly throughout the 1970s. 1In real
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BOLIVIA: EVOLUTION OF MONTHLY WAGES AND SALARIES

Table 4

Mining

Petroleum industry
Manufacturing industry
Construction

Commerce

Banks, insurance & finance

Average wages

Mining

Petroleum industry
Manufacturing industry
(Construction

Commerce

Banks, insurance & finance

Average wages

Growth rates

1977 1978 ~ 1979  1980a/
1978 1979 1980a/

Nominal wages (in current pesos)

2 562 2597 2824 3532 1.4 8.7 25,1
6425 8911 9 360 10 393 38.7 5.0 11.0
285 3178 346k 4279 9.8 9.0 23.5
2 676 2 943 3 200 4 377 10,0 8.7 36.8
3676 4699 5170 5752 18.2 10.0 11.3
5350 6699 7025 8 204 25.2 4.9 16.8
3042 3371 3979 4 380 10.8 18.0 10,1
Realvwégeé (in 1976 pesos)

2370 2177 1977 1 5% =8.1 =9.2  -19.u
5 9u4 7 463 6 553 U 9u2 25,6 =12.,2  -24,.6
2 €78 20664 2 425 2035 ~0.5 -9.0 -16.1
2 476 2 HG7 2 240 2 081  -0.4 -9.2 ~7.1
3678 3939 3620 2 735 7.1 -8.1  -2u.u
B 949 5 615 4 918 3 901  13.5 =12.4  =20,7
281 2826 2786 2083 0.4  -l.b  ~25.2

Source: ECLAC, Economic Survey of Latin America, 1980.

a/ Estimated.
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terms, however, most of the debt accumulated during the pesak period of the
cyclical boom and the first few years of the decline. As is shown in teble 5,
the transnational banks accounted for most of the increase in credit received,
and their share in tﬁe external debt rose from practically nil in 1970 to over
one-third in 1980.

The emergence of this new source of financing probably contributed towards
intensifying and prolonging the economic boom which had begun with the favourable
export price situation in 19TL. Nevertheleés, the banks' interest in Bolivia
proved to be a passing phenomenon. After 1977, the growth of the country's
external debt fell ostensibly, mainly becauée of the sharp decline in net
disbursements by the transnational banké, as will be seen later on in this

study. Indeed, the banks lost confidence in Bolivia; in its 1979 and 1980

éredit ratings for developing countries, the Institutional Investor placed

Bolivia towards the bottom of the list (see table 6).

Although the banks loét confidence in Bolifia, they were not able to
sever all their ties with the country and its economic policy, since they had
granted léané haﬁing medium-term maturitieé. They did exercise greater caution
in granting new loans and thué gradually redﬁced their portfolio in the country.
This made it difficult for Bolivia to service its public debt and had a very
negative impact on its balance of payments and economic growth. In fact,
Bolivia was left at the mercy of the transnational banks and their decisions
whether or not to grant loans to the couniry. It had no defence against the
bankers' unilateral assesément,'as may be éeen from the following quotation from

the Institutional Investor: "... when Bolivia does negotiate a plan with its

creditors, the country will be forced to accept almost eny refinancing terms that

are offered." 8/
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Table 5

BOLIVIA: PUBLIC EXTERNAL DEBT, BY SOURCE g/
(Percentages)

Official Official

Suppliers Banks Bonds Nationa- mltilateral bilateral Total
lizations debt debt
21970 10.2 3.3 12.2 S lhLh 9.8 50.1 100
1971 7.1 5.0 10.6 ly.u 12.7 50.1 100
1972 10.6 7.1 8.5 11.6 12.3 50.3 100
1973 9.0 7.7 8.1 10.2 13.0 52.1 100
1974 8,0 13.7 6.6 6.9 15.4 49,5 100
1975 8.4 17.4 b,7 4.0 21.1 by, 3 100
1976 7.9 26.0 3.5 2.4 24,0 36,1 100
1977 6.8 30.3 3.5 1.1 23.2 35.2 100
1978 6.9 30.5 2.8 0.2 26.1 33.4 100
1979 5.8 31.1 2,3 - 27.9 32.9 100
1980 4,7 37.1 2.8 - 27.2 28,2 100
Breakdown

1870 1971 1972 1973 1974 1975 1976 1877 1878 1979 1980

Total debt b/ 549 624 42 768 904 1 222 1603 1994 2 377 2 759 ...

Nominal growth :
rate 17.8 13.5 19.1 3.5 17.7 35.2 31.2  2u.4  19.2 16.0 14.0

Real growth .
rate ¢/ eve 9.8 4.1 ~8.5 -1.0 23,6 25.4 17.3 10.5 3.1 0.4

Source: IDB, Deuda pliblica externa de los pafses de América Latina, 1980 and 1982.

a/ Medium- and long-term State debt and State-guaranteed debt.
b/ Millions of United States dollars.
c/ Debt deflated by United States wholesale price index.
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Table 6

LATIN AMERICA: CREDIT RATINGS, 1979-1980.

Re gi onal rat 1ng

éoﬁntry World rating Poig}s

1980 1979 1980 -
1 2 Mexico 25 71.2
2 1 Venezuela 27 71.2
3 4 Argentina 31 62.6
4 5 Colombia 37 59.6
S 6 Trinidad and Tobago 41 58.5
6 3 Brazil 43 58.0
7 7 Chile 52 52.9
8 8 Ecuador 54 52.3
3 9 Panama 61 45,2
10 11 Paraguay 63 44,6
11 12 Uruguay 66 42,2
12 10 Costa Rica 68 41.1
13 15 Peru 72 35.2
14 13 Dominican Republic 75 32.5
15 - éuba 76 ‘ ' 32.2
16 14 Bolivia 78 27.8
17 16 Jamaica 84 - 19.9
18 17 Nicaragua gy 9.8

Source.: Institutional Investor, New

a/

York, July 1980,

These are the credit ratings published by the Institutional Investor,

which indicate the banks assessment of

March 1980.

each country's creditworthiness in
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Because of this, many might think that the.ﬁankeré‘ deciéion to reduce
the volume of their loans to the country played a ?ery significant part in
the Bolivian crisis. On the other hand, others may argﬁe.——as have the bankers
themselves-— that the banks were only responding to a crisis that had been
brought about by internal factors, one of the moét important of which was the way
in which economic policy had been managed. In this study we put forward the
hypothesis that both viewpoints are excessiﬁély\simplistic; that the Bolivian
crisis has in fact been caﬁsed by a serieé of complex factoré, both internal
and external, and that, both the decisioné of the.bankeré and those of the

Bolivian economic team played a part in the situation.

Methodology of the Study

As is well known, there are ﬁery few sources of information on the behaviour
of commercial banks, since the banké themselves keep the details of their
operations strictly confidential. E&en the go&ernmentsvof their countries of
origin often find it Qery difficult to monitor the acti&ities of international
banks.

Since the banks are relﬁctant to proﬁide detailé concerning their loans, and
current theory and practice do not allow for an adéqﬁate ﬁnderstanding of how
transnational financial operationé are carried out, an inductive research methodology
seems to be in order; in other words, we must go to the borrowing countries, whose
loan agreements are a source of abundant data on the commercial banks.

As was shown in the aforementioned ECLAC study on Peru, a systematic analysis
of the data contained in the loan agreements can be very re?ealing as regards
the behaviour of the transnational banké. Certain country studies can provide

information on the banks' strategies and their impact on economic development.
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As more studies are made, the cumulative findings can be used as a basis for
well-grounded generalizations on the phenomenon of indebtedness with private
commercial institutions.

Thus, the study of tranénational banké presented herein is based on the
data available in Boli&ia regarding medium and long-term bank loans to the public
sector during the 1970s. 9/ Thié period waé chosen because during the 1960s,
bank loans to Boliﬁia were not significant. It was decided to analyse loans to
the public sector because the State dominates the economyllgj and is the
recipient (or guarantor) of almost all bank 1oané of thié type. However, in order
to place the period studied in éuitable context, the analysis covers a broader
scope and deals,in different dégrees of depth, with the country's post-war
experience in éo far aé this affects its economic policieé.

An effort was made, within the time frame and the approach described
above, to compile detailed data on each of the bank 10ané>granted to Bolivia, as
well as more general data concerning loans from other typeé of creditors. The
methodological annex to thié'study pro&ides further information on specific
aspects of the compilation and processing of figﬁreé pertaining to loans from
the transnational banké; We'éuggeét that readeré having a special interest in the
subject_should conéult the annex in order to avoid'erroneoﬁs interpretations of the
scope end limitations of the data on this aspect of the study.

To get an idea of what these bank resouréeé mean to the local economy, we
had to make a careful study of the internal dymamics of the Bolivian State.
This analysis of the State and of the varioﬁé‘roles it aésumeé in the course of the
development process adds a further dimension to this Stﬁdy as compared with the
one done previously by ECLAC on Peru. In the case Bolivia, we have analysed both
the recipient and the grantors of commercial loans, in order to bring out certain

essential aspects of the negotiating relation between the two. ll/
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This aspect of the study gives rise to a conceptual analysis of the §

State, the orientation of ité de#elopment sﬁrategies and, specifically, its

attitude towards foreign participation in national development. This helps |

bring to light the factors that limit a country?é capacity for taking

decisions independently, aé well aé the complicatiohé or contradictions of the

State apparatus that ha&e made it difficﬁlt to uée bank resources effectively,

particularly in the case of public enterpriées. In studying both the transnational

banks and the State, we tried to trace the actual flow of resources from their

source in the international financial centreé to their destination, i.e., their

allocation to specific activities in the country. With this accomplished, the

resulting analysis provides -a more thorough knowledge of Bolivia's experience

with the transnational banks.

Strﬁcture.offtheZStudy

As is evident from thevabo§e comments, this'étﬁdy takeé.two complementary
approaches, i.e., it inclﬁdes both an analysis of the.tranénational banks and
an analysis of the Boli&ian State. It thus co#ers the two major protagonists of
the massi&e indebtedness experience of the 19705. The stﬁdy is divided into
three parts. One refers to the transnational banké'and another to the State, and in
the third part, an effort is made to combine the firét two in a synthesis leading to
well foudded conclusions and recommendations.

The first part refers to the unidimenéional nature of foreign participation
in the Bolivian economy, i.e., to the predominance of the tranénational banks
in the financing obtained by the coﬁntry. A general description is made of the
factors which led the transnational banks to Bolivia. A study is then made
of the terms and conditions of the loans granted to the country

by the banks; it is shown that Bolivia was never a very popuiar
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client on the international capital markets and that it contracted the bulk
of its debts at a time when credit terms were harsh. Next, taking the position
that the transnational banks are not homogeneous, an effort is made to outline
the various loan strategieé of the different credit institutions, both from the
overall viewpoint and from that of the behaﬁiour of individual banks.

In the second part of this étudy,(an analyéié is made of the so-called
multidimensional State. It ié shown that the State is not a homogenous entity,
but rather a heterogenous, multidimenéional one whose many different interests
must be managed very carefully and coherently in order fo prevent contradictions
from arising within the State apparatué'which might weaken its bargaining position.
In the next chapter, a review is made of the planning system and the institutional
mechanisms for controlling external indebtednesé and it is shown that the pressures
of national groups (who wanted loans) and of the transnational banks (who
wanted to increaée the sﬁpply of reéourteé to the country) created conditions which
undermined both the spirit and the letter of the control systems, thus making
it difficult to implement a éuitable policy for contracting and allocating
resources in foreign currencies. Finally, an analyéié is made of the use which the
public sector,and particﬁlarly the public enterprises, made of the bank loans.
Through a review of the indebtedneéé experiences of certain large public
enterprises and of the review of their principal projects, an effort is made to
show that the utilization of resoﬁrceé fell way short of the goals of optimum use.
Finally, in Part III, an effort is made to synthesize and bring together the two
approaches set forth in parts I and IT. Some recommendations concerning policies
on financing are made which may help both the banks and the country avoid

repeating their past mistakes.
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Other Considerations

»It is important that the reader bear in mind the many limitations of a
monograph such as this. The findings of the study on the banks are limited
specifically to the case Bolivia; however, they are very useful for purposes
of evaluating their paSt performance and interpreting their future action in the
context of this country's economy. As regards the behaviour of commercial
banks as a source of transnational credit for de?eloping countries in general,
however, the concluéions of this stﬁdy are étrictly of a tentative nature and
must be considered as presenting a'well-informed" hypothesis. More definitive
conclusions can only be reached after a.greater‘nﬁmber of reéearch_studies on
the phenomenon of tranénational banks are completed.

As for as the analysis of the State is concerned, the attempt to study
what is generally called the "public sector", although useful in studying the
Bolivian case, may not beé eqﬁally-pertinent for.eﬁery-other country and should
therefore be discussed in greater depth and detail in other monographs. This is
difficult because access to detailed data on the coﬁntries‘ decision-making processes,
as well as on the operationé of certain public enterprises, is still restricted:

Finally, thié étﬁdy mﬁst be Qiewed as one more step in the effort to gain
more knowledge aboﬁt the transnationalization of world finance and its impact on

the developing countries.
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‘Notes

1/ See Morgan Guaranty Trust Co., World Financial Markets, September
1980, table 1. o .

2/ See OAS, Statistical Bulletin of the OAS (3, 1-2), January-June 1981,
table AE-2.

3/ See World Bank, World Tables, p. 432.

L/ see Nash, p. xiii. .

5/ See Arze Cuadros, p. 458. There is probably no better evidence of this
than the frequent political upheavals. the country . has gone through and the fact
that within the last. 160 years, it has had 190 governments. Between 1978 and 1980
alone, there were seven different governments (see Asheshov, p. 1).

§/ Moreover, the economy must absorb transport costs that are often
three times higher than those of its neighbours. For example, land transport
between La Paz and Antofagasta and between Santa Cruz and Buenos Aires costs
US$65 and US$85 per. ton, respectively; in Chile, land transport between Santiago
and Valparaiso costs US$ 10 per ton and in Argentina, transport between Rosario
and Buenos Aires costs US$ 25 per ton. These data are for 1979 and were provided
by the Transport and Communications Division of ECLAC.

T/ For further information. on.stabilization policies, see the note on
Bolivia in ECLAC, Economic Survey of Latin America, 1972.

8/ Institutional Investor, New York, July 1980, p. 163.

9/ Short-term loans are very important, but different in nature from medium-
and long-term loans; moreover, they are very difficult to quantify, because of
their volume and their short maturities. The only part of the study that includes
information on short-term loans is to be found in connection with the analyses
of public enterprises presented in chapter T.

10/ The estimates suggest that the main public enterprises generate around
25% of GDP and around 90% of the total value of exports (see Irvin, p. 9).

;gj As regards Peru, a significant number of studies have already been
made on the Peruvian State and its economic policies during the 1960s; therefore,
the ECLAC study placed. greater emphasis on analysing the behaviour of the
transnational banks vis-a-vis the country. Because of the very few studies have
been made on the Bolivian State after 1955, the situation was not the same in
the case of this country. In this study, therefore, a special effort was made
to deal in greater depth with the State and its economic policies vis-a-vis
the transnational banks during the 1970s.
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PART I ~ THE ONE~DIMENSIONAT, NATURE OF FOREIGN
PARTICIPATION IN BOLIVIA
Chapter II

THE EXTERNAL FINANCING OF CONTEMPORARY BOLIVIAN DEVELOPMENT

1. Bolivia: Its Image as a Borrowing Country

In considering bank loans to Bolivia during the 1970s, one must bear
in mind the traditional image which the country projected on the foreign cabital
markets, both private and official} There seems to be general agreement that
it was not a favourable one. To understand why this is so, we must look at some
background information. As mentioned in the Chapter I, creditors, especially
private ones, are quite naturally concerned with the prospects for repayment,
particularly as regards the borrower's creditworthiness. Each type of credit
institution has its own criteria of creditworthiness (those of the transnational
banks will be discussed later on in this study ); essentially, however, the
common denominator is the borrower's capacity to pay. The antithesis of
creditworthiness is perhaps crisis, since this is something which seriously
affects the service of external obligations. And, as mentioned in the Introduction,
Bolivia's political instability has produced a considerably higher number of
economic crises than is usual in the rest of the Latin American countries.
Contrary to what one might think, Bolivia's econonmic ana social weaknesses have not
always deprived it entirely of external credit. Notably, there were
times when the central countries' desire to export capital was even greater
than the cautiousness that usually characterizes the maior international financial
centres, and thus Bolivia was still able to incﬁr large debts. Unfortunately,
the per%gdical opening up of external credit seemé to have hindered rather than

-

helped economic development, since it led the country to embark upon a long and
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tragic journey on which it encountered many obstacles that prevented it from
meeting the requirements of its foreign creditors as regards reliability and
payment of obligations, thus damaging its image on the foreign capital markets.
As will be seen later on, the country's poor image, as well as its constant
external debt problems, also affected the behaviour of the private banks

during the 1970s. It ié worthwhile, therefore, to begin this chapter with an
appraisal of the behaviour of Boli?ia as a borrowing country.

a) The first round of indebtedness

Before 1908, Boli§ia‘s external debt waé not significantly large.
As mentioned above, however; during the firét three decades of this century, there
was a general trend towardé exporting capital to the developing regions; this
trend was only temporarily interrupted by the World War I. Although because of
its lack of solw}ency, Bolivia was ne\}er an attractive customer for the private
creditoxs of the North, the exportation of capital was so great that it also became
involved in the process. More than 20 years ago, ECLAC published a widely acclaimed
research study on the Boli?ian economy which inclﬁded an analysis of the country's

foreign credit transactions during that period. It is worthwhile to reproduce

v

here a few paragraphs from that study, in as much as they provide a very good
description of Bolivia experience at that time; moreover, the implications of
these developments are still wvalid.

"In 1908, in an effort to stabilize the exchange rate and
establish the gold standard, a loan for 500 000 pounds sterling,
at 6% interest was obtained from J.P. Morgan and Company. In
1910, a French loan in the amount of 1.5 million pounds, at 5%,
was used to found the Banco de la Nacidn. In 1913, Crédit
Mobilier de Paris granted another 1 -million-pound loan, at
5%, to build the Atocha-La Quiaca railway. In 1917, another
loan for US$2.k million, at 6%, was obtained from Chandler
& Co. and the Equitable Trust Company of New York, for the
construction of the Los Yungas railway. In 1920, a new loan, for
Us$ 2 253 000, at 6%, was floated in the United States for the
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construction, by Ulen Contracting Corporation, of the ILa Paz and

Cochabamba, sewer systems. In 1922, a 25-year-:loan for US$ 33 million,
at 8%, was negotiated with Stifel-Nicolaus Investment Company of

Saint Louis, Equitable Trust Company and Spencer Trust Company of

New York. Of this amount, US$ 19 million were used to pay or convert
pending State obligations and the rest for the construction or
completion of the Potosi-Sucre, Cochabamba-Santa Cruz, Atocha-
Villazdn and Los Yungas railways and the Villazdn-Tarija highway.

To guarantee payment of these obligations, a mortgage or lien was
placed on the Government's shares in the Banco de la Nacidn and on
most public revenues and the aforementioned Comisidn Fiscal Permanente
(Permanent Oversight Committee) was set up. As one author on the
period has said, 'this was the largest loan operation in the history
of Bolivia and, although it placed the public debt on more just and
systematic foundation, it left the country with a great and costly
burden and without the necessary funds to carry out the public works
that were essential to the nation's development'... Less than three
years later, the Government contracted a new loan for 600 000 pounds
with Glyn, Mills and Company of London, at 8% interest and a
maturity of five years, in order to continue work on the Potosi-
Sucre railway. In addition offering as collateral the revenues from
the tax on mining profits paid by Patifio Mines and Enterprises
Consolidated Inc., the Government undertook to refrain, over a period
of five years, from increasirgthe existing taxes on the mining
industry and its products and from levying any further taxes on the
mining industry. In 1927, a new loan was negotiated with Dillon,
Read & Co., of New York, for the construction of. the Potosi-Sucre

and Cochabamba-Santa Crus railways; this loan was for US$ 1k million,
at 7% interest, and was.guaranteed by a-first lien on various taxes
not committed under previous loans, and by a second lien on rents
pledged for the 1922 8% loan. In 1928, a new loan was obtained from
the same firm for the amount of US% 23 million, at 7%, in order to pay
off the loan from Glyn, Mills and Company, the Erlanger bonds, the
floating debt and the obligations with Vickers. In 1930, yet another
loan was obtained from Unidn Allumetidre in the amount of US$ 2 million
at 7% interest." ’

"In addition to taking these direct loans, the Bolivian Government
guaranteed loans. to private entities which over the long run became
State obligations. The first and largest one was the guarantee on
the first-mortgage bonds issued by The Bolivian Railway Company for
construction of the railway after the United States firms Speyer & Co.,
and National City.Bank of New York transferred to it the concession
granted by the Covernment in 1906. These bonds, which amounted to
3.75 million pounds, at 5%, were taken by the original concessionaires
and were to be paid with the product of the railways. The Government
also took second-mortgage bonds amounting to 2,5 million pounds.

In 1908, the Bolivian Railway transferred construction of the works
and leased the rail lines to The Antofagasta (Chile) and Bolivian
Railway, which has administered then since then without any participation
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of the Bolivian Government. The Government, for its part, not

only received no payment, either for capital or interest, on

the second-mortgage bonds, but it had to pay most of the interest

on the first-mortgage bonds (2 215 240 pounds on total interest

due of 2 945 889 pounds up to 1927, the maturity date on the

bonds), since the liquid income of the railways was not sufficient

to meet these commitments.

"The other guarantee was for the so-called Erlanger bonds,

issued in 1910 for a total of 300 000 pounds, at 6%, by the Cochabamba

Light and Electric Power Company for the construction of railways

and electric power plants in Cochabamba. The Government had to take

over the service of these bonds and pay them afterwards with part of

the second Dillon Read loan in 1928". 1/

By around 1930, the Bolivian Government had contracted an external debt
of over US$ 100 million, usually on very harsh financial terms. 2/ The fiscal
burden was enormous, as the country's foreign obligations sometimes exceeded
income by 50%; on many occasions, the Government had to delay its domestic
payments in order to meet the service of the foreign debt. 3/ What was
probably even more important was the creditors' zeal for protecting their
loans, which led them to explicitly demand the right to retain a significant
part of the nation's revenues and assets, leaving the country, as Arze Cuadros
has observed, in a position where it was 'almost a colony of the foreign
lenders'. L/

The gap between the willingness of the creditors in the centre to grant
loans to Bolivia and the country's repayment capacity became extreme as a
result of the Great Depression of 1929 and the disastrous war with Paraguay

shortly after that; in 1932, Bolivia suspended the service of its debt;_i/

) The second round of indebtedness

Bolivia's failure to meet its external obligations meant that it no longer

had access to the private credit market. It thus had to depend on bilateral
loans from friendly governments and on direct foreign investment. As is well

known, after the World War II, the Latin American countries were able gradually
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to resume the service of their debt; this was not the case with Bolivia,
however, and its image vis-a-vis private creditors and even official ones
was seriously damaged.

The root of Bolivia's problems lies in the fact that it is perpetually
in a state of political uncertainty. The MNR revolution of 1952 —-along with
the nationalization of thé aséeté of the three great tin barons-- did not augur
well for the major international capital centreé. Indeed, the main political
propositions of the so-called national reﬁolution and. the frictions within the
coalition formed by the MNR and the Boliﬁian Workers'! Central (COB) made for an
extremely cautious beha?ioﬁr on the part of foreign capital. If, in addition,
one bears in mind that the political procesé changed and upset the basic relations
of production, distribution and accumhlation, making it difficult to conceive
an economic development étrategy, one may clearly éee the dichotomy between the
political and the economic rationales. As is shown in many publications on the
subject,‘é/ the Bolivian economy was extremely weak throughout almost the entire
decade of the 1950s; it only began to show signé of recovery between 1962 and
1963, and this recovery was followed, in 196L, by the fall of the national
revolutionary régime and the takeoﬁer by the armed forces.

During this period, Bolivia was barely able to meet its own domestic
needs; it was certainly not in a position to meet ité obligations abroad.
The situation was such that the only types of loans which Bolivia could hope
to obtain were thoée provided through official bilateral éources. The
United States Government —clearly motivated by a desire to soften the political
content of the revolution--became the main official source of credit; in addition,
in view of Bolivia's economic sitﬁation, it granted resources on the most

favourable terms possible, i.e., in the form of donations. T/ Bolivia's
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dependence on North American aid reached such a point that in 1957 around 32%
of the Bolivian Government's income came from the United States. 8/

It is important to add that, even though the nominal cost of
United States aid was very low, it entailed a high political cost to the
Government, since it was tied to many conditions, not all of which were in keeping
with the interests of the principal governing groups (MNR/COB). Perhaps the
best-known example of this was the orthodox stabilization programme implemented,
in 1957, at the suggestion of the United States and under the official
supervision of the IMF. This programme gave rise to éerious disagreements within
the MNR/COB which probably contributed to the downfall &f the coalition. Indeed,
as noted by Blasier, the MNR seems to ha&e been obliged to pay an unnecessarily
high price, as far as the nature and direction of the revolution were concerned,
for United States financial assistance.9/ Moreover, the conditionality of official
credit would, in the next few years, continue to be a constant source of irritation
for the Bolivian authorities.

One important goal of the aforementioned stabilization programme was to improve
the country's creditworthiness. To this end, the Government decided to resume
the service of its external debt and reached an agreement with the Foreign
Bondholders' Protective Council of New York to begin payments on certain old
obligations mentioned above to wit: i) the Chandler loan of 1917, on which
there was an outstanding balance of US$ 1.3 million; ii) the Nicolaus loan of
1922, with an outstanding balance of US$ 21.8 million; iii) the Dillon Read loan
of 1927, with an outstanding balance of US$ 12.5 million; and iv) the Dillon
Read loan of 1928, with an ocutstanding balance of US$ 20.7 million. 10/
However, the attempt to restore the country's creditworthiness failed, since the
Govermment again suspended its payments in 1960, thus reinforcing its image as a

high-risk borrower.
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During the first half of the 1960s, the United States substantially
increased the flow of capital to Bolivia, ll/ but there was a significant change
in the composition of the resources provided: instead of being donated, they
were loaned._lg/ In addition, the United States tried to spread the burden of
providing aid to Bolivia by seeking other sources of credit; during the 1960s, the
German Government, the IDB and other international financial agencies granted
large loans. This type of credit alsoc had two important implications. In the
first place, the international agencies tended to condition disbursement on the

fulfillment of certain technical and, sometimes, political requirements which

often went beyond the capacity of the Bolivian authorities, thus hindering the flow of

capital to the country.'li/ In the éecond place, the change from donations to loans
had serious impliéations with regard to foreign capital, since loans, even when
granted on soft terms, entailed a service obligation; obviously, donations do not
involve reverse flows of capital.

When the new President, General René Barrientos, took over, Bolivia's
prospects for improving its creditworthiness brightened for several reasons:
i) his takeover represented a break with the political forces which had been
in power during the MNR period; ii) during hié administration, the country
experienced a period of relative economic growth; iii) oil production by
Bolivian Gulf 0il Company came to represent 15% of the country's total exports; 1L/
iv) the government was very much in favour of private inﬁestment; li/ and v) one
of the first steps taken by the Go&ernment was the resumption of payments on the
four old foreign-currency obligations mentioned above. This relatively stable
atmosphere and the positive attitude towards foreign capital came to a sudden end
in 1969, when Barrientos died in an accident. There then followed a series of

changes of govermment and eventually two generals (Ovando and Torres) came to
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power who once again raised the banner of revolution. This development represented
a direct threat to foreign capital interests as the Bolivian Gulf 0il Company and
the Matilde mine (belonging to United States Steel and Engelhard Minerals) were
nationalized. These events, along with certain failures in the political

organization of the country, further deteriorated Bolivia's image on the international

capital markets.

c) The third round of indebtedness

As has been noted in many studies , 1970 marked the beginning of a
period of radical improvement in the creditworthiness of most Latin American
countries; this, along with other strﬁctural supply-side factors, put underway
a strong cycle of indebtednesé with private banks. During this first cycle
of growth of the private banks (1970-197k), Bolivia (which had a poor
image in banking circles) was #irtually left out of the whole process. The
perceived risk of lending to Boli?ia isexemglified by the fact that this country
had the dubious distinction of having accumulated a per capita external debt that
was even higher than its per capita national income. lé/ Its position as a borrower
was sO weak that the Eximbank, a relatively concessionary source of export loans,
continued to give Bolivia the very low credit rating of D (on a scale of A to D)
and showed no interest in granting the Government credit during the first part of
the decade (see table 7). The country was not able to meet IBRD requirements
and therefore had little access to credit from that institution (see table 8).
The IDB, which did loan to Bolivia in large amounts, reserved most of these
transactions for its "soft window"; only in 1971 did it begin to grant loans from
its regular capital. 17/ Thus, Bolivia was left oﬁt of the international capital
market, despite the virtual overflowing of external credit to its Latin American

neighbours, such as Brazil, Peru, Ecuador, Colombia, etc.
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Table T

BOLIVIA: LOANS GRANTED BY THE UNITED STATES EXPORT-IMPORT BANK, 1965-1979

(Millions of dollars)

Year Borrower Amount
1966 Corporacidn Boliviana de Fomento 41.9
1968 Lloyd Aéréo Boliviano 5.1
1968 Lloyd Aéreo Boliviano 3.2
1975 Lloyd Aéreo Boliviano 4.8
1977 Corporacidn Regional de Desarrollo 2.5
1977 Lloyd Aéreo Boliviano 13.2
1979 a/

Source: United States Treasury, Foreign Credit, several issues, and data
compiled by the authors.

a/ During this year, Eximbank stopped granting new loans to Bolivia.

Table 8

BOLIVIA: ANNUAL CREDIT AUTHORIZED BY IBRD, 1966-1978 a/

“(Millions of dollars)

Year ' v , , ‘ Amount

1969 23.2
1975 32.0
1976 68.0
1977 92.0
1978 o | - 34.0

Source: IBRD, Statement of Loans, 31 December 1980.

a/ Regular loans (not including International Development Association (IDA)
loans).
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Despite all this, Bolivia did contract heavy debts with the
transnational banks. Figure 1 shows the sources of net annual credit to the
country for the period 1965-1979; with "priQate financial institutions" appearing
as the main indicator of bank credit, it is clear that Bolivia's indebtedness
with the transnétional banks only began to grow to considerable proportions in
1974 and actually took off in 1975. In the next few years, the flow of capital
to the counéry increased enormoﬁsly; the transnational banks, which accounted for more
than 50% of the capital flow for the period 1976-1978, were in the vanguard of the
process (see figure 1).

For the reasons already mentioned, the international banks did not grant medium-
and long-term loans to Bolivia before 1970 . 18/ The banks were still not very
active in the developing countries and Bolivia (with its poor credit rating) had no
access to the few funds that were available from this source. In 1970-1973, some
longer-term loans trickledﬂin‘from the international banks, but this was not a
steady trend; these loans were instead associated with certain special circumstances,
to be discussed later on in this report. What is important is that between
1970 and 1973, access to foreign credit followed the pattern of the 1960s,

i.e., there was an extreme dependency of official credit from the United States
and the IDB and, to a lesser extent, from the Government of the Federal Republic
of Germany and the International Monetary Fund (see table 9).

There are some interestiﬁg aspects to the change in Bolivia's standing
vis—;—gig the intefnational market in 197h-1975. Bolivia gained access to the
market precisely at a time when credit was generally being held back, when the
banks were supposedly reassessing their strategies of the pre-Herstatt period.
Indeed, it might seem rather surprising that Bolivia should be rated as a solvent
borrower by the international banks when countries such as Peru, Jamaica and Zaire

were about to lose this rating and others, such as Brazil and Mexico, were facing

very difficult credit conditions.
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It is worthwhile to discuss in detail some of the key factors involved
phenomenon.

In the first place, it must be remembered that, on the supply side, despite
the market crisis of mid-19T4, the banks were still flooded with liguidity and
this led them to grant loans at any cost. They had already placed significant
amounts in many Latin American countries and their natural inclination was to
diversify their portfolios; the problem in Latin America was that they had
already granted substantial amounts to almost every country, except the ones
that really did not participate in the first round of loans. Among the latter,
there were few attractive options. Chile and Argentina, two potential new
clients, were going through a serious economic depression. In their effort to
keep on lending, the banks found better opportunities in Bolivia.

For obvious reasons, one of the criteria of creditworthiness applied by
the banks was that the borrowing country should enjoy economic and political
stability. In this regard, it should be noted that a key factor in their change
of attitude towards Bolivia was the consolidation of the régime of
General Hugo Banzer. With the coup against General Torres in August 1971, it
became clear that the Government's main aim was to establish law and order,
in 1974, when General Banzer consolidated his‘power by eliminating the MNR and
the FSB from the Government, the country's prospects for stability were better than
they had been throughout most of its history. 19/ Anofher factor —--discussed in
greater detail in the second part of thié étﬁdy—— was also ﬁery important,

i.e., the Government's highly positive attitude towards the private sector and the
participation of foreign capital in the economy, which represented a turnaround
from the approach taken by previous governemnts'(Ovando/Torres). In assessing
creditworthiness, the banks put great store in the policy towards private capital

and, in particular, foreign capital. 29/- As Maria Conceigao Tavares has remarked,
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a positive attitude towards foreign capital is so important that it can,
in an of itself, give a country broad access to international credit, even in
times of economic crisis. gl/

The situation improved steadily for foreign capital during Banzer's
administration. One of the first things he did was to enact new laws concerning
hydrocarbons and investment, facilitating the expansion of national and foreign
private-sector activity in the national economy. Moreover, the Government acted
immediately to compensate the owners of the Matilde mine for the action teken by
the previous government. 22/ As the military régime became more entrenched,
integration with foreign capital increased; in 1973-1977, the country opened its doors
to 17 oil companies, authorizing them to carry out exploration activities in
Bolivian territory. gé/ In 1976, with the appointment of the former General
manage of Citibank in La Paz, (a Bolivian national) aé Minister of Finance, Bolivia's
image on the international financial markets unquestionably received a new boost.

To these factors, which have to do with the general atmosphere in the
country must be added certain economic developments which helped change the banks'
opinion of Bolivia's creditworthiness. During the period 1965-197k4, Latin America
enjoyed a strong cyclical incrase in exports, g&/ and Bolivia took part in this, as has
been noted. Basically, thanks to the good international prices, Bolivia's exports
grew rapidly and it managed to accumulate a large amount of foreign exchange; the
international banks view both these factors as very important indicators of
creditworthiness. 25/ And, of course (as mentioned above), the boom in the value
of exports brought with it a high rate of economic growth, which is another
significant indicator used by the banks to assess creditworthiness. gé/

Although all these factors helped improve Bolivia's image on the

international capital market, it was probably its prospects for gas and oil
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production that made the banks decide to take an active part in the country's
market. In 197k, Bolivia was already exporting 30 000 barrels of oil per day
and this, along with the high prices imposed by OPEC, brought a real foreign-
exchange bonanza. What was even more important, however, was the fact that in
197L4-1975, the country had great expectations of further increasing its oil and
gas production and this determined the policies followed by the Government and
by the international capital interests, particularly the private banks.
Seventeen foreign oil companieé were conducting explorations in the country and
the Government was expecting oil and gas production to reach 200 000 barrels per
day and 550 million cubic feet in 1980—1981.'21/ These expectations are
reflected in the fact that in 197k, the Government negotiated an agreement with
Brazil in return for aid with the deﬁelopment_of an industrial pole, at a cost of
over US$ 1 billion. gﬁ/_ Jﬁdging by their behaviour between 1975 and 1977, the
private international banks shared the Boli#ian GoVernment's optimism.

In brief, the situation in Boli?ia led the banks to see signs that this
country, with such great potential wealth, would finally reach the point of
economic takeoff. And there‘is no queétion that the Government was receptive
to the banks' desire to expand their portfolios in Bolivia. The authorities,
normally aCcustomed to the straitjacket impoéed by official credit (in terms
of technical and political requirementé), were now flooded with offers from the
banks that did not entail any direct economic or political conditions. Indeed,
in 1975-1977, Bolivia seemed to be 1i§ing in a veritable external-credit
paradise.

During this period, thanks to the favourable attitude of the international
banks (as shown in figure 1), the country enjoyed unprecedented access to credit.

However, there was a cost: what the banks did not require in the technical sphere
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they did require in the financial sphere. As will be noted in the next
chapter, the price of these loans was much higher than that of credit from
official sources, and the maturities were much shorter. (Table 10 shows the
average credit terms of some official agencies.)

Since the financial conditions imposed by the private banks were
relatively tough, it was essential that this credit be used with extreme
caution, in order to ensure a return on investment that would be equivalent to
or higher than the cost of the loan. The flexibility of the private banks in
authorizing and disbursing credit (made possible by the fact that by contrast
with official credit agencies, they did not impose technical conditions for
their loans) brought about a rapid and abundant flow of financial resources
which placed a tremendous responsibility for financial management on the
authorities. The country had developed an ability to protect itself from crisis
and, in particular, to live with a chronic shortage of external resources.

With the sudden disappearance of this type of restriction, it became evident
—--rather ironically-- that the country was not prepared to take advantage of.this
positive turn of events. Later on in this study we shall see that these two
aspects of private bank credit actually created problems for the Bolivian
Government and contributed heavily to its subsequent economic crisis.

Around 1978, the flow of credit from the international banks began to fall;
this led the country to end the year 1979 with its third crisis of external
indebtedness. The banks were very reluctant to grant further credit to Bolivia and
even demanded that the country turn to the International Monetary Fund. 29/

A series of factors affected the country's image with the international banking
community. One was the drop in oil exports and the very limited success of the

foreign companies' explorations for oil; 30/ at the same time, oil production,



- 34 -

*0Q6T Joqueddq ‘BUTYET BOTIJWY SP sosTed SO op OUIIIXd

0qUS TWBTOUBUT] ‘gl :20In0g

- - o°s - 0°s - - - - - - 0°8 - -
0°0¢  0°02  0°0¢ 0°tk 070t 0°0¢  0°0¢ 070 O°% - - 0°0% 162 0°8C
- 0°6T  2°T 07T 0°(e - - - - - o°61 - - -
ce6z  6°/2  ¢°h2  wege  L*82  0°0¢  §°6Z  8°82  4°8T  0°¢1 e 0°8T  ge¢¢ 2%l
(saeaj)

. poTaaod UCTIBZILIOWE 98BISAY
- - 8 - ¢S - - - - - - L1 - -
0°0T1  ©0°0T  0°0T  ©°0T Q°C1  ©0°01  0°0t C*"0T  0°01 - - 0°0T 98°01  ¢°2
- 0°¢  8T°% g6y 0°6 - - - - - 02 - - -
05°01  (¢8°6 £3°9 ¢2°01 98°6 $°01 0°s FAR) Lyh 05°2 AN | T1°¢ 05y AN

1

(SaB3a}x)

poTIad 90BIZ 95BISAY
- - £9°8 - 06 - - - - - - 009 - -
QL2 3°C FALA GlLee gLee cLe GLe (YA GL°2 - - 82 ng°e ge e
- 9% w8  £I°8 $°8 - - - - - ¢°9 - - -
QLT g2 TA9 LTARY I YANY LTARE 0°3 {5°0 8°L [ AdY %6°¢ 68°1 seee g6°C

AmwMMPﬂmohmmv

298I 3S9J971UT SIBISAY

66T  BLET LT 96T G461  wLBT €461 26T AT OLAT 6961 8961 4961 9961

JINVENTXH
arv

qyudI

aazr

JNVENIXH
aIv
aygr

ad1

JINVEWIXH
arv

aydr

dar

6L6T~996T ‘SHEOMNOS TVIOIALO IWOS A9 CHINVED SWMEL LIQHYD :VIAITOL

0T STaBL



- 35 -

which was falling steadily , was directed mainly towards expanding domestic
consumption. This meant that an important element of security for the banks
was vanishing, thus seriously eroding their assessment of Bolivia's
creditworthiness. This problem was aggravated by a drop in the volume and
price of almost all other Boliﬁian exports. The fatal blow for the banks,
however, was General Banzer's retirement (in 1978), which was followed by

a series of changes of go§ernment and political unrest. General Banzer's
government, with its commitment to international capital, was the last source
of security for the banks; his retirement from the political scene and the
uncertainty that was brought about by the opening-up to democracy produced a

new reluctance on the part of the banks to continue with their financial support.

2. Crisis and Renegotiation of thée Commercial Debt

The political uncertainty of the years following 1978 was accompanied by
a pronounced deterioration of the economy. As economic problems worsened,
gradually brought their lending operations to a halt, while awaiting the
outcome of a national effort to strengthen the country's democratic processes;
this inevitably weakened the exercise in democracy itself. Given the shortage
of foreign exchange, the commercial banks realized that it was not likely that
Bolivia could keep on ser#icing its debt and they contacted each other
unofficially, seeking a solution to the problem. However, the armed forces
stepped in again in July 1980. The new go&ernment, constantly pressured by the
shortage of foreign exchange, was not able to service the capital portion of
its commercial debt, but it did keep up its interest payments. It began to
negotiate a stabilization programme with the International Monetary Fund which
would provide for a stand-by credit of Us$ 205 million. 31/ At the same time,
the authorities sought a formula that would satisfy their private creditors,

who had loaned the country a total of US$ 825 million. 32/ In March 1981,
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the country reached an agreemént with the commercial banks for the refinancing

of US$ 400 million of that ‘debt. 33/ The conditions which had to be met were
quite stringent: the repayment term was seven years, interest was 2 1/4% over
LIBOR and commissions were 1 1/8% for medium- and long-term loans. 34/ 1In
addition, the country accepted another condition, i.e., that it would reach

an agreement with the International Monetary Fund within 60 days from the date

of signature of the agreement (28 April 1981). This latter condition seemed
difficult, since in March 1981 theucountry-apparently-waé not complying with some
of the economic criteria used by the Fund to determine whether a country's
economic policy qualifies for IMF financial support.

During 1981, it became ob?ious that the new reécheduling agreement
would not get Bolivia out of its difficult situation. The country found it
extremely difficult to meet.thé“service of its débt;‘the leadership of the
military government changed again and in early 1982, the government still had not been
able to finalize the IMF agreement required by the transnatio-al banks. An
indicator of the seriousneéé éf'the crisis'énd the weakness of the country's
bargaining position vié—é—ﬁié ité foreign creditors was the fact that in
February 1982, on the e?e of the arrival of an IMF technical miséion,to evaluate
the government's austerity policy, the authoritieé enacted a sharp devaluation
(T7%) of the Bolivian peso. 35/

Considering the problems that Bolivia was facing énd its weak bargaining
position vis—h—vis the foreign capital interests, one wonders why its negotiators
did not take ad&antage of the precedent set in 1980 by the Nica;aguan Government,
which, in negotiating its debt with the transnational banks, obtained preferential
treatment and terms that were more in harmony with the repayment capacity of a

~ debtor count;j with serious economic problems..zé/ Instead, Bolivia managed,
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in March 1981, to obtain a provisional debt rescheduling agreement with the
commercial banks the terms of which were much more stringent as regards
maturity, interest and commissions, as mentioned above. The reasons which
Bolivia might have had for not taking ad#antage of the precedent set by the
Nicaraguan Government in its negotiations with the banks are discussed in the

conclusions of this report.
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Notes

1/ See CEPAL (1958), pp. 1l-12.

2/ See Arze Cuadros, p. 257 and CEPAL (1958), p. 12.

3/ See CEPAL (1958), p. 12.

:E/ See Arze Cuadros, p. 25T.

5/ Just before the suspension, the public sector had external obligations
amounting to 174 million Bolivian pesos (US$ 60 million), while fiscal revenues
only amounted to 35 million Bolivian pesos. See CEPAL (1958), p. 12.

6/ Some of the better studies on the subject are: Alexamder, CEPAL (1958),
Fifer, Malloy, Malloy and Thorne and Wilkie.

7/ As Blasier notes, the Bolivian revolution represents the only real
social revolutionthat has received complete and continued support from the
United States.  In per capita terms, disbursements of United States loans to )
Bolivia were the highest of any granted to a Latin American country, (averaging,
in absolute terms, US$ 20 million per year between 1953 and 1960). See: Blasier,
p. 83 and p. 86.

8/ See Wilkie, p. 13.

9/ See Blasier, p. 98.

10/ Data researched by the authors. ‘ _

11/ United States authorizations peaked in 196l at nearly US$ 80 million.
SeeT”Blasier, r. 7.

12/ See Wilkie, p. 13.

13/ As regards the technical requirements, interviews with former Bolivian
Government officials have revealed that, in their opinion, during the 1960s, the
IBRD's policy was extremely strict and the AID's was also, to a somewhat leser
degree. By contrast, the IDB apparently had a much more flexible attitude
towards the Bolivians.

14/ See Thorn, p. 200.

15/ Ibid., p. 211.

ig/ According to the IDB, in 1972, Bolivia's per capita external debt
amounted to US$ 1hk, vhile its per capita income was US$ 137. See Valle Antelo
y Céspedes Toro. S .

17/ IDB, Statement of Loans, 31 January 1981.

18/ As shown in figure 1, in 1969 there was a net flow of credit from private
financial institutions. However, this does not represent funds from the
international banks, but rather a US$ 15.3 million loan granted in the form of a
bond by the New York State Common Retirement Fund. This credit, granted on
terms that were extremely favourable to the country, was part of an arrangement
between Gulf 0il Corporation and the Bolivian Government pertaining to
compensation for the nationalization of assets belonging to Bolivian Gulf
Company .

19/ In a 1973, President Banzer stressed his concern for achieving stability
as follows: "The nation demands peace and order. We will give it stability,
no matter who objects and no matter who falls." See Banzer (1973), p. 7.

20/ See Friedman (1977), p. 53.

21/ See Tavares, p. LO.

22/ As will be noted later on in this study, the transnational banks participated
in the agreement to grant the Government the loans that were used to pay
compensation for nationalized assets.

g;/ See Latin American Economic Report, 19 August 1977, p. 127.
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24/ See Devlin (1978), fig. 1.

25/ See Friedman (1977 and 1981).

26/ Ibid. _ S

27/ Latin American Economic Report, 25 June 1976, p. 98.

28/ See Arze Cuadros, p. 503.

29/ An article in Euromoney (January 1982, p. 104), written snonymously
by a former IMF official, contains a revealing analysis of relations between
the Govermment and the International Monetary Fund during this difficult
period. :

30/ When they withdrew from the. country, the oil companies had lost about
US$ 130 million. See Latin American Economic Report, 19 August 1977, p. 127.

31/ See Euromoney, op. cit.

32/ Wall Street Journal, 25 March 1981.

§§/ See Crittenden. The bankers' committee charged with negotiating the
agreement was made up of the Bank of America, which served as chairman; the
Bank of Nova Scoita, Citibank, Crocker.National Bank, Dresden Bank, Libra Bank
and Manufacturers Hanover. See Andean Report, May 1981.

§£/ The agreement provided for several quotas:

Quota 1A:. Short- and medium-term loan in arrears from August 1980 to
March 1981, equivalent to US$ 104 million. Repayment term of 3 1/2 (two-year
grace period), as of 6 April 1981. Interest of 2% over LIBOR and fixed
commision of 1%.

Quota 1B: US$ 69 million rescheduled at a sever-year repayment period
(three-year grace period), as of 6 April 1981. Interest of 2 1/4% over LIBOR
and commission of 1 1/8%.

Quota 2: US$123 million maturing between April 1981 and March 1982.
Down payment of 10%, with balance rescheduled over seven years(four-year grace
period), interest of 2 1/L4% over LIBOR and commission of 1 1/8%.

Quota 3: Payments maturing between April 1982 and April 1983, equivalent
to US$ 127 million. Down payment of 10%, with the balance rescheduled on
terms identical to those established for quota 2.

See Andean Report, May 1981, p. 97.
35/ See International Monetary Fund, Morning Press, 9 February 1982.
36/ Twelve-year repayment period (5-172 year grace.period); a margin of
between 1% and 1 3/4% over LIBOR (less than 1.5% on average) and & maximum
interest rate of T% per year up to 1985, the difference being capitalized
over the last five years of the loan. In addition, the agreement did not
provide for payment of any commission. (See Winert, 1981.)
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Chapter III

THE TRANSNATIONAL BANKS AND THEIR LOANS TO BOLIVIA

As has been noted above, the transnational banks only began to be an
important source of credit for Bolivia during the 1970s. It is worthwhile
repeating that, by comfarison with many other Latin American countries, Bolivia
was a '"new arrival" on the international market, as it did not participate
actively in the credit market until late 1974, when other countries (Brazil,
Mexico, Peru, Panama, Colombia) had already gained considerable experience in
dealing with the commercial banks. This chapter describes the transactions that
took place between Bolivia and the banks that granted it credit. The creditors
are identified and an analysis is made of the terms and conditions of the loans
they granted to the State. This is important because a better understanding
of the role of the banks will provide a better basis for analyzing their
behavious. This analysis also provides an opportunity for presenting some

hitherto unpublished information about the country's commercial debt.

1. Banks that granted credit to the public sector

There are several ways to go about studying the banks that granted
commercial credit to Bolivia. In this study, the matter is considered from
three angles, i.e. that of the indi&idual creditors, that of their groupings
by country of origin and that of their groupings by size of the institution.

a) Individual creditors

Table I shows who were Bolivia's main creditors during the period 1970-1979.
These are classified by sextiles according to the gross total amount by granted,
and are divided into three major groups, i.e., large, intermediate and

small ecreditors.
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Table 11

BOLIVIA: COMMERCIAL BANKS ACCORDING TO AMOUNT OF CREDIT GRANTED, 1970-1979 a/

Gross amount of Bank' N International
Name of bank credit (millions o?norigigun ry classificationb/
of dollars)
197y 1979

Major creditors
| (I) > 97 < 116
Bank America Corp. . 116 United States 1 2

Citicorp - 109 United States 2 3
(I1) > 77 < 97
Banco do Brasil c/ 37 Brazil 20 20

(II1) > 58 < 77

Sociét® Général de
Banque d/ 76 Belgium 59 45
Intermediate creditors

(IV) > 39 < 58

Dresdner Bank 57 Federal Republic
of Germany

12 8
V) > 20 < 39
First Chicago Corp. 37 30 58
Bank of Montreal 36 Canada 37 54
Royal Bank of Canada d/ 28 Canada 23 3y
Bank of Nova Scotia 22 Canada 52 62
National Westminster Bank 21 - United Kingdom 8 11
WYestdeutsche Landesbank Federal Republic
Gironzentrale 21 of Germany
17 13

Minor creditors

(VI) < 20

The other 107 banks mentioned in the study
(See appendix)

Source: ECLAC, on the basis of figures supplied by the Central Bank of Bolivia.

a/ All loans, regardless of whether or not they are guaranteed by official export
promotion agencies in the bank's country of origin.

b/ Classified according to bank size on a worldwide scale of 1 to 300. The scale

is based on the bank's assets in dollars, as reported in The Banker, June 1975 and 1980.
The relative fall of the dollar during the second half of the 1970s explains to a large
extent the general decline in the international ranking of United States banks in 1979.
¢/ If export credit (i.e., credit guaranteed by the government of the country where it
originates) is excluded, the creditor is placed in group V.

g/ If export credit is excluded, the creditor is placed in group VI.
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Although a total of 118 banks (counting subsidiaries as part of the
parent company) granted loans, only fouriZ—Bank America Corp., Citicorp,

Banco do Brasil and Societé Gé&nérale de Banque-- can be considered major
creditors. These are followed by a group of seven other banks that loaned
relatively large amounts during the period in question; these intermediate
creditors include the Dresdner Bank of Germany, First Chicago Corp. and

the Bank of Montreal. What is most interesting, however, is that 107 banks
(over 91% of the banks that granted credit to Bolivia) loaned less than

US$20 million, i.e., the equivalent of less than US$2 million per year.

Indeed, many if these banks loaned US$1 million or less during the entire period
covered by this study.

Table 12 shows the distribution of total credit in the three categories
of banks, which are grouped according to their importance as sources of credit.
The four main ones, equivalent to only 3% of all creditors, granted almost
one-third of all credit, whereas the 107 banks which, considered individually,
loaned small amounts, provided almost 50% of the total amount of credit
granted.

These figures deserve some comment. Ifi itself, the distribution
of credit shows that Bolivia was a customer of only marginal interest to the
international banking community. As regards the banks classified as "major
creditors" or "intermediate creditors" in tablell, it is interesting to
note the absence of a large number of institutions that tended to be very
active in financing developing countries (particularly in Latin America)
during the 1970s. Among these were Chase Manhattan Bank, Bankers Trust,
Manufacturers Hanover Trust, Continental Illinois, Chemical Bank, Wells

Fargo and others, all ranked among the 15 largest bank in the United States.
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Table 12

BOLIVIA: CREDITORS CLASSIFIED ACCORDING TO AMOUNT OF CREDIT GRANTED

Major Intermediate Minor
creditors creditors creditors Total
(groups 1-3) (groups 4 and 5) (group 6)

Percentage of

total amount of

credit granted 32.7 18.7 418.6 100.0
Number of

institutions L T 107 118

Source: ECLAC, on the basis of

figures supplied by the Central Bank of Bolivia.
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Although they account for a large share of the credit granted to Latin America,
they do little or no business in Bolivia.2/ The absence of other major banks,
such as the Bank of Tokyo, Barclays Bank, Crédit Lyonnais, Deutsche Bank,
Dai-Ichi Kangyo Bank (to mention only a few), is somewhat more difficult to
explain, since less information is available on their overall credit strategies.
However, the fact that they were hardly involved in Bolivia at all supports

the view that even during its best borrowing period, Bolivia was not considered
an important customer on the international credit markets.

As regards the major creditors, it should be noted that, in granting
credit, two of the four had the backing of their national export-promotion
agencies for most of their loans; in other words, they mostly financed the
trade of their country of origin, at little risk to themselves. 1Indeed,
only Bank America Cop. and Citicorp loaned large amounts on their own account; this is
consistent with their ranking in the international classification and with
their own overall credit strategies, which assign an important role to the
developing countries. The structure of the market leads one to believe that
had Bolivia been a more attractive customer, there would have been more banks
in this category as well as in the intermediate category. As has been
mentioned above, many of the large commercial banks seemed to have avoided
the Bolivian market or to have entered it only marginally.

b) Creditors according to country of origin

Another way to look at Bolivia's creditors is to group them according
to their country of origin. Table 13, which presents this type of data, shows
that there is a high degree of geographical diversification in the structure

of commercial credit, especially by comparison with official credit.
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Table 13

BOLIVIA: LOANS AUTHORIZED BY COMMERCIAL BANKS, BY COUNTRY
OF ORIGIN, 1970-1979 a/

Bank's country Percentage of Number of Average Number of credit
of origin total loans institutions b/ size ¢/ transactions
authorized
United States 35.5 33 11 124
Japan 1.3 10 60 13
Canada 10.5 .. 8 57 52
United Kingdom 9.9 8 37 38
Federal Republic
of Germany 8.7 9 12 25
France 2.4 4 40 11
Ttaly. 0.8 2 31 8
Switzerland 1.8 5 n7 8
Others 18.1 20 uh 60
Mixed banks &/ 10.7 18 301 60
Not identified 0.3 ' 1 2
TOTAL 100.0 118 28 401

Source: ECLAC, on the basis of figures supplied by the Central Bank of RBolivia.

a/ All credit, with and without the guarantee of export credit agencies.

b/ Subsidiaries are consolidated into the parent company.

g/ Classified according to volume of assets on the basis of the list of the 300
largest banks in the world published by The Banker. Calculations were made by
taking the assets for the years 197h and 1979 and creating a weighted average for the
entire period (the figures for the amounts authorized by the banks were weighted).
The number 301 was used to indicate an average volume of assets that was too small

to be classified among the first 300. Banks of unknown origin or banks whose

assets could not be specified are not included in the overall averages. Since the
weighting for the banks in these two categories is insignificant, their exclusion does
not greatly affect the results.

d/ Commercial banks whose capital belongs to a group of other commercial banks of
various nationalities.
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The United States is predominant as it accounts for almost 36% of all loans
--twice as much as any other geographical area. This reflects the large
number of United States institutions that took part in the Bolivian market (33)
and their large average size (11) on a worldwide scale of 1 to 300. It is
not surprising that United States banks should play such a major role, as
they are also predominant in the international banking market, despite a slight
decline in their participation during the second half of the 1970s. 3/
Moreover, the country also participated heavily in Bolivia's foreign trade, thus
establishing another natural 1link between the United States banks and |
Bolivia (see tablell).

As regards banks from other countries, it is interesting to note that
the Japanese banks had a very small share, despite their reputation for being
very active in the credit markets of the developing regions and Japan is
relatively important role in Bolivia's foreign trade (see tableld). This
apparent inconsistency is probably due to the fact that after the Herstatt
crisis of 1974, and up to 1978, the Japanese government would not allow these
banks to participate in the internatiénal market; thus they were not able
to participate in the campaign to open the Bolivian market. Their subsequeht return
to the international scene took place at a time when the deterioration of
Bolivia's position was already evident and few banks wanted to lend to
the country.

In contrast with the very low volume of trade between Canada and Bolivia
(see table1l), lending by Canadian banks was quite high. This reflects a behaviour
that was typical of the transnational banks during the 1970s: their lending
strategy went beyond their interest in only serving the needs of non-financial

transnational corporations.
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Table1l

(Percentages)

1972-1973 1975-1976 1977
Exports Imports  Exports Imports Exports Imports

United States 27.4 22.5 32.1 26.1 34.5 27.7
Belgium 2.5 1.0 1.7 1.2 l.4 0.8
Japan . 5.6 10.3 3.3 13.8 2.9 12.1
Federal Republic of

Germany - 9.2 . 8.0 3.6 8.0
France .1 1.0 0.1 1.8 1.4 0.9
Canada - 1.0 - 1.0 - 0.7
Ttaly - 1.3 - 1.8 - 0.1
Switzerland 2.6 l.4 3.8 1.4 4.0 1.6
United Kingdom 21.5 3.5 8.5 2.¢ 11.6 3.1
Brazil 5.1 7.1 3.3 14.8 2.3 9.9
Others 30.2 41.7 42.9 27.5 37.7 35.1
TOTAL 100.0 100.0 100.0 100.0 - 100.0 100.0

Source: IMF, Direction of Trade, 1980.
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c) Creditors grouped according to size

In tablel5, the banks are grouped according to size._&/ It is
interesting to note that between 1970 and 19Tk, almost all credit came from
the larger banks; during that time, 47% of the creditor banks were among the
50 largest ones and they granted 82% of all credit. Between 1975 and 1979,
because of the large increase in Bolivia's indebtedness to banks, credit was
more widely distributed; only 28% of the institutions lending to Bolivia were
among the 50 largest banks and these accounted for 58% of all credit granted.

It may be seen from the above that' although Bolivia had more than 100
creditors, access to credit was controlled by a very small group of very |
large banks. Because of the way in which the banks mobilize their lending
capital, this concentration of financial power is even more serious than one
might think. Indeed, Bolivia does not appear to be the only country that is in
this position; very similar conclusions in this regard were reached in an
earlier ECLAC study of Peru. Moreover —-and for lack of arguments to the

contrary~- it may be said that this concentration reflects the more general

structural character of the world banking market.

2. The organization of c¢redit by leading banks

The introduction of syndicated loans on the international markets was a
key factor in the growth of the international banks. During the years when
the banks played a major role in the Bolivian economy, i.e., between 1975
and 1979, almost three-fourths of the credit obtained by the country was
channelled through this mechanism (see tablel6). Between 1970 and 197k, the

syndicated credit mechanism was used to a much lesser extent, inasmuch as
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Table 15

BOLIVIA: CREDITOR BANKS ACCORDING TO SIZE, 1970-1979

Size of banks 1870-1974 19751979
according to -

: ) : Percentage . Percentage
Eigk;gg wmone Number Percentage of credit Number Percentage of credit
larsest banks .- of of total without an of of total without an
- fh _ 14 '/ banks credit outside banks credit outside
10 therworld a guarantee guarantee
1) 1- 10 4 16.9 -(18,6) 7 25.6 -(30.2)
2) 11 - 50 11 .65.3 - (58.6) 24 31.9 (23,1)
3) 51 - 100 Y 9.8 (11.4) 12 15,7 (19.2)
4) 101 - 170 3 2,1 (2.9) 12 6.8 - (6.5)
5) 171 -~ 300 1 0.3 (0.8) 9 2.9 - (2.9)
) Smaller S

banks 3 2.1 (3.4) 24 11.1 (12.4)
7) Not classified 6 3.5 (4.5) 22 6.2 (5.7)
Total 32 100.0 (100.0) 110 100.0 (100.0)

Source: ECLAC, on the basis of figures supplied by the Central Bank of Bolivia.
a/ Based on a scale of 1 to 300 according to calculations made by The Banker.
The size of a bank is determined by its assets in dollars or their equivalent.
The period 1970-1974 refers to assets for 1974 as published in The Banker

in June 19753 the periocd 1975-1979 refers to assets for 1979 as published in The
Banker, in June 1980.
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Table 16

BOLIVIA: GENERAL FEATURES OF SYNDICATED CREDIT a/

1970- 1975~
1974 1979
A. General
a) Percentage of total bank credit mobilized through syndicated loans 40.2  T73.0
b) Average size of syndicated credit (millions of dollars) 11.7  21.7
c) Average size of creditor banks b/ 17 43
d) Average contribution of banks (millions of dollars) 2.0 6.2
B. Characteristics of organizers of syndicated credit

a) Number of organizing banks c/

- as agents 5 22

- as managers L 21
b) Average size of organizing banks b/

- agents Y 13

- managers 3 36
c) Average contribution of organizing banks to syndicated loan

(percentage of total value of loans) 4/

- agents 25 21

- managers 14 25

C. Characteristics of other banks participating in
syndicated credit

a) Number of banks which only acted as participants in syndicated loan ¢/ 22 86
b) Average size of participating banks b/ W7 67
c¢) Average contribution of banks participating in syndicated loan

(percentage of total value of loans) 61 5k

Source: ECLAC, on the basis of figures supplied by the Central Bank of Bolivia

a/ All loans.

E/ On a worldwide scale of 1 to 300. The scale is based on the banks' assets in
dollars or their equivalent. The period 1970-1974 refers to the assets for 197k,

as published in The Banker in June 1975; the period 1975-1979 refers to the assets
for 1979 as published in The Banker in June 1980. This table presents a weighted
average of the assets of all banks concerned and their ranking among the 300 largest
banks in the world.

E/ Each bank is counted only onCe. A manager bank which also acts as an agent is

counted only as an agent. Since a bank may appear in more than one transaction as an
agent, manager or participant, the total number of institutions in this table is higher

than the number of institutions studied.
g/ A syndicated loan has only one agent, but may have two or more managers.
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Bolivia was not widely accepted on the international market before the end
of 19Tk and this made it difficult to organize them. This meant that those
commercial banks which were willing to expand their portfolio in the country
had to choose the alternative of lending on their own account.

The effectiveness of the syndicated loan as an instrumert for mobilizing
credit may be seen in the average volume of transaction carried out, i.e.
US$11.7 million in 1970-T4 and US$21.7 million in 1975-1979. The figures
for loans granted by individual banks are much lower, i.e. US$3.9 million
and US$3.4 million.

The banks which organized the syndicated credit (acting either as agents
or managers) were usually very large ones in terms of size; during the period
1970-1979, agent banks ranked between Lth and 13th on the worldwide scale of
1 to 300, and manager banks ranked between 3rd and 36th. Other banks
—-called participating banks in this study-- would join the organizers in
forming a syndicate and, as a group, would supply the bulk of resources‘for a
transaction; these institutions were considerably smaller than the organizing
banks (see tablep). This is a good i11lustration of how the pyramid structure
works in the international banking market: éome very large banks manage
international loans by rdying on the liquidity of other institutions which are
smaller and ofter much less éxperienced in international lending.é/

The organizing banks, which have considerable influence as regards the amount

to be loaned and the credit terms to be applied, generally have a great deal of

international experience and enjoy great prestige within the banking community;

for this reason, other smaller banks trust them to evaluate the creditworthiness
and establish the terms on wﬁich credit is to be granted. It is therefore

worthwhile to study in some detail the banks which organized credit to Bolivia.
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Table 17 shows the main organizing banks, classified according to their
role in mobilizing credit. It should be noted that during the period of
large flows of credit (1975-1979), the two major organizers of syndicated credits
for Bolivia were Citicorp (through Citibank) and Bank America Corp. (through
Bank of America). A lesser, théugh still important, role was played by the
Dresdner Bank, Loeb, Rhoades & Co.,é/ UBAFgFrance and Leslie, Weinert & Co.

These were followed by 12 other institutions that played only a minor role in
mobilizing credit. In 1970-19T74, when Bolivia did not have much access to
foreign private credit, the two main banks organizing syndicated loans were
Bank America Corp. and Dresdner Bank.

As regards the intermediate organizers, only the cases of Loeb, Rhoades & Co.
and Leslie, Weinert & Co., are especially interesting. The rest are powerful
institutions as far as the organization of syndicated loans on the international
market is concerned.7/ We shall refer briefly to the cases of Loeb, Rhodes & Co.
and Leslie, Weinert & Co., which are not really commercial banks, but rather
investment banks or, in financial jargon, "street brokers". Their strategies and
objectives are different from those of the commercial banks, as they do not
take deposits or lend money, but rather concentrate mainly on providing
services to borrowers e.g. by organizing syndicated credits and placing bond
issues.g/ Table 17 shows the difference between these banks and the commercial
banks: they do not bring resourceé to the syndicated credit they organize.

The commercial banks, which do provide such resources, compete with the
" investment banks are not truly committed to their clients. Consedquently, they
tend to look down on borrowers who depend'on investment banks to gain accesé to

the international market. Indeed, inexperienced borrowers or those that have
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TablelT

BOLIVIA: ORGANIZERS OF CREDIT SYNDICATED ACCORDING TO THEIR
ROLE IN MOBILIZING CREDIT, 1970-1979 a/

(Quintiles)

1970-197k . 1975-1979
Amount mobilized by Percentage share Amount mobilized by Percentage share of
bank as a ' of the bank in bank as a percentage the bank in its own
percentage of total its own of total value of syndicated (average)
value of all syndicates all syndicated
syndicated (average) credit b/ ¢/
credits b/ ¢/
Major organizers Major organizers
43-35 30-2h
Bank America Corp. 21 Citicorp 15
Dresdner Bank 21 23.9-18
Bank America Corp. 23
34.9-27 .
ces 23.9-16
Bank America Corp. 23
Intermediate organizers ' Intermediate organizers
26.9-17 17.9-12
16.9-11 - 11.9-12 -
et Dresdner Bank 28
Loeb, Rhoades & Co. 0
UBAF-France 11
Leslie, Weinert & Co. 0
" 'Minor organizers Minor organizers
11 6
Loeb, Rhoades 0 Anthony Gibbs 37
Mercantile Bank of Canada T3 Hill Samuel 8
Banque de la Société Financiere
Européene - 25
Texas Bankshares 3k
Banque Frangaise du Commerce
Extérieur 50
Compagnie Financiere de Paris et
des Pays-Bas 35
Société Générale 40

Euro-Latin American Bank 39
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Table 17 (concl.)

1970-197k 1975-1979
Amount mobilized by  Percentage share Amount mobilized by  Percentage share of
bank as a of the bank in bank as a percentage the bank in its own
percentage of total its own of total value of syndicated (average)
value of all syndicates all syndicated
syndicated (average) credit b/ ¢/

Atlantic International

Bank 33
Royal Bank of Canada 50
Deutsche Bank 60
Banca Commercial Italiana 0

Source: Table 1 of the statistical annex.

a/ All loans covered by this study. Unless otherwise indicated, it was assumed
that the main organizing bank was designated as the agent for the loan in question.
b/ Total value of syndicated credits organized by the bank, divided by the total
value of all syndicated credits granted to Bolivia.

c/ The ranking for the two perdids were calculated independently and are not

directly comparable.
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experienced difficulties in the market often resort to investment banks in
order to obtain credit and have to pay additional commissions. However, these
institutions provide special and personalized service to new borrowers
and are very active in seeking out different sources of credit and convincing
them of their client's creditworthiness. The large commercial banks which
organize syndicated loans usually do not find this type of role very attractive;
instead, they prefer to deal with clients that are already established in the market.
Moreover, the cost to a large commercial bank of providing such special
treatment to individual clients is probably greater than the immediate benefit
to the bank, since a marginal borrower cannot mobilize large volumes of credit
to produce large profits. All this suggests that the investment banks play a useful
role, since they serve a sector of the market that is not always attractive to
the commercial banks.9/ The additional cost of this service does not seem
excessive, considering that the alternati#e to the borrower is to be left without
access to credit. The importance of the iﬁvestment banks to Bolivia is another
indication of the fact that the country was not an attractive client for
commercial banks.

Perhdps the main point that shoﬁld be stressed here is that financial
power in connection with Bolivia's access to the international capital market
was highly concentrated. It has been said that Bolivia has more than a
hundred private creditors and that credit is widely scattered among them;
there is also a certain amount of geographical diversity among the creditor
institutions. This might give the impression that Bolivia enjoys an "independence"
in its access and use of credit controlled capital flows. However, this is an
erroneous impression, as it does not take into account the way in which the

commercial banks have channelled their loans to Bolivia, i.e., through syndicated



- 56 -

cralits. (bnsidering that the flow of credit depends to a large extent on the behaviour
of the banks which organize syndicates, there is a tremendous concentration of
power in the hands of a very small number of creditors. In 1975-1979, the
first six organizing banks obtained 83% of all consortium credit and the top three,
Citicorp, Bank America Corp. and Dresdner, accounted for 65% of the total.
In 1970-197L4, when the flow of credit declined, the concentration was even
greater, since the Bank America Corp. and Dresdner Bank organized 84% of all
-syndicated credits.
Thus, the figures suggest that Bolivia's credit life depended to a large
extent on the decisions of only two major United States banks, Citicorp and
Bank America Corp., and to a somewhat leéser extent, on those of the West German bank,
Dresdner  Bank. Bolivia's independence as a borrowing country is certainly
limited by this fact and it cannot be éaid on first sight that it was any better
off during these periodé than it had beenfduring the 1960s (a matter which will
be discussed in greater detail later on in thié study). A heavy concentration
of power ir the organization of syndicated credité was also found in ECLAC's
earlier study on Peru. It seemé ob?ioﬁé that the concentration of economic
power in the hands of e few banks is only an extreme example of a common
phenomenon of the international banking market, where about 50 banks manage
almost all syndicated credit. Even within this group, power is also highly

concentrated, as may be seen in table 18.

a) "Contractual cost .

The cost of ¢ommercial bank credit has three contractual components:
i) the interest rate; ii) the repayment period; and iii) commissions. In addition

to this contractual cost, there is another one that is not reflected in the



- 57 -

Table 18

INTERNATIONAL BANKING MARKET: DISTRIBUTION OF SYNDICATED CREDITS
AMONG THE 50 MAIN EUROCREDIT ORGANIZING BANKS a/

(Percentages of valur of credit mobilized)

1977 1978 1979
5 main banks 38 25 32
10 main banks 58 Ly L9
50 main banks 100. . 100 100

Source: Figures prepared on the basis of data published in Euromoney, February
1979 and 1980. .

a/ In 1975-1976, since many banks (the Japanese ones, for example) withdrew

from the market, the concentration of power in the main banks was much greater
than during the period 1977-1979.
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nominal price of a bank loan, i.e., the implicit risk of debt service problems,
which increases as obligations accumulate. An inexperienced borrower who only
looks at the contractual cost of credit may seriously underestimate its real
cost and will probably realize this only when it is too late, as servicing
problems arise and as the risk premium increses.

In any event, the contractual cost of credit may be expressed as follows:

~
B = (i; p; c)
where: W = cost of credit
~
. s A\ 1
i = interest rate ( AT > 0)
X A U
= tv 0 == s 0
P maturity ( N /?/ < )
¢ = commissions | Al > 0)
A C
~ ~ ~
When || is fixed at a constant level (|1 =11 ), i, p, and c, may vary

within a given cost of the loan. Indeed, when a borrower negotiates the cost of
a loan with a bank, he is usually able to play a bit with these variables; for
example, he may accept a higher intereét rate in order to obtain a longer
repayment term, Another very common strategy conéists of agreeing to higher
commissions (not often publicized on the market) in exchange for a lower
intereét rate; the latter does receive a great deal of publicity and affects
-the country's image as far aé creditworthineés is concerned. In speaking of

the cost of credit; therefore, it woﬁld be a mistake to look at only one
component of the contractial coét, withoﬁt considering the other two.

In view of this situation, a conéolidated index of the three components
of cost has been prepared. Almost all Bolivia's loans are based on a floating
interest rate (see below); this component of the cost of the loan cannot
be negotiated directly. The borrower can only negotiate the margin, or

spread, which the bank charges over and above the floating base rate, which
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represents the most significant part of the cost for interest and fluctuates
freely on the market.lgj Under such circumstances, it is more appropiate
to speak of the consolidated index as an index of the "negotiated" cost of a
loan rather than of the "actual" cost. The relevant data are shown in tablel9.

Teking 1975 as the base year, ;i/ it may be noted that the negotiated
cost of bank credit fell considerably dﬁring the period 1972-1979. If comparable
figures were available for other countries, it would be possible to distinguish
more clearly between the trends in respect of cost which are related to
Bolivia's creditworthiness and those which are related to the evolution of the
market itself. In the absence of such data, all one can do is make some
estimates of the factors which affected the cost of credit.

In general, the consolidated index of the negotiated cost of credit to
Bolivia follows the general trends of the international Eurodollar market:
the negotiated cost tended to fall dﬁring the first phase of expansion of
international capital in the developing countries (1972-197L); the negotiated
cost tended to rise during the crisis of 1975-1976, and then gradually declined
during the second phase of expansion, 1977—1979.32/ As the table shows,
however, one may assume that Bolivia's creditworthiness improved in 1975-1976,
because, although the cost of credit waé higher than in 197k, it was much
lower than in 1972, when Bolivia's access to the international market was
almost nil.

It is interesting to note that the negotiated real cost of bank
credit reached its lowest level in 1979, when the country was in the midst
of an economic and political crisis. Thé only reasonable explanation for
this is that the conditions established in the agreements reflected the

inertia of the movement generated in the preceding years of strong growth;
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Table 19

BOLIVIA: INDEX OF THE NEGOTIATED COST OF
BANK CREDIT, 1972-1979 a/

(1975 =,1oo)
1972 1973 197k 1975 1976 1977 1978 1979
Index of cost of loans 159 108 70 100 121 78 n 55
Information item
Index of base
interest rate (LIBOR) 71 122 147 100 81 84 123 157

Source: ECLAC, on the basis of figures supplied by the Central Bank if Bolivia.
a/ The index takes into account the cost of margins, repayment periods and
Fixed commissions for loans at interest rates based on LIBOR and without the
guarantee of export promotion agencies such as Eximbank. The annual index

is based on the following calculations:

b2 cv
2 v + (/va
>V
£ pv
sV
. .. £
¢ = fixed commission =BV
ZV
v = value of loan
p = total repayment period

m = margin above LIBOR
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in other words, there was an inconsistency between the country's economic
situation and its credit situation which was due to the influence of prior

commitments.

i) Interest rate and amortization period. During the 1960s, the usual

practice was for the banks to sét a fixed interest rate for their loans. As
world inflation increased, they felt thié was no longer advisable; in the absence
of stable prices, all risks fell on the creditor. Thus, in the 1960s, the

banks introduced the practice of linking moét of their loans to a floating
interest rate.13/ This was the caée with Bolivia; as shown in table 20,

in 1970-1974, only a very small amount of credit was granted at a fixed

interest rate and, when lending increaéed, almost all credit was based on
floating rates.

Given the market practices whiéh pre&ailed during that period, the
floating rate consisted of a spread o&er LIBOR. Two observations are in
order in this respect.

In the first place, the margins on loans to Bolivia were quite high during
that decade. In certain years of that period, some developing countries obtained
loans at spreads of less than 1%, while Bolivia, except in 1970,14/ consistently
had to pay margins of about 1.50% and o?er. (In due course, we shall compare
the credit conditions granted to Bolivia with those granted to some other
countries. ) |

In the second place, when a variable interest rate was applied, Bolivié
became vulnerable to the fluctuationé of the Eurodollar market. As has been
mentioned above, LIBOR is subject to éharp variations and this makes it

difficult to predict the actual cost of a loan. This in turn makes it
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difficult to plan and select projects, inasmuch as an activity that is
initially considered profitable in light of the conditions of a loan can
quickly become unprofitable if there is a sharp increase in LIBOR. Moreover,
the floating rate makes it difficult to manage the external debt, since heavy
increases in LIBOR are tantamount to an unexpected surcharge on the service
of the debt and the balance of payments.

As regards the maturities, these were relatively short, i.e., on
average, only slightly over six years (see table 21). This clearly shows why
private commercial banks are not an adequate substitute for official lending
agencies and the bond market: because their maturities are so short, loans
from private banks are only suitable for morellucrative activities. Private
bank loans cannot be widely used in a poorly afticulated economy such as the
Bolivian one. Indeed, in the light of the country's experience in recent years,
it can be said that the flows of commercial credit have already gone beyond
reasonable levels. This question will be discussed in greater detail in the
conclusion to this study.

How might one compare the credit conditions granted to Bolivia with
those granted to other countries of the region? To get a rough idea of the
situation, one might compare the spreadé over LIBOR and the repayment terms established
for Bolivia with those established for some other countries: Brazil, Mexico and Peru.l5/
This information is given in figures 2 and 3.

During the early 1970s, Mexico and Brazil were the most solvent borrowers
in the developing world and, among the latter, they were the ones that received
the most favourable credit terms from the banks Peru only entered the market
in 1972, but by 197k itvhad a good reputation with the banks. At that time,

Bolivia was still not very well known by the banking community. This situation
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Table 21

BOLIVIA: AVERAGE MATURITY OF COMMERCIAL BANK LOANS a/

(Years)
, 1970- | 1975-|
7 7 972 1973 1974 197
1970 1971 1 1 1974 1975 1976 1977 1978 1979 |] .o
1, Grace . - :
period 3.5 = - 2.5 1.79 |1.63 1,77 1.93 2.59 2.87 2.70 |2.u4
2. nmortization
period
2.5 = 1.9 5.0 4.99 | 4.56 |4.18 3.03 3.96 3,81 3.44 {3,65
3, Total repayment
period b/ §.0 -  3.26 7.5 6.90 | 6.45]5.95 4.96 6.56 6.68 6.29 |6.11

Source: ECLAC, on the basis of figures supplied by the Central Bank of Bolivia.

a/ For loans not guaranteed by export credit agencies.

v/ The total repayment period may be longer than the sum of the grace period and
1he amortization period, because of the existence of bullet loans.
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is reflected in figures 2 and 3, in the columns for the period 1973-197k,
which show that the lowest margins and the longest maturities were granted
to Brazil and Mexico. Bolivia had the highest spreads and the shortest
maturities. Peru, for its part, was in an intermediate position and in
197L --its best year on the market-- its situation was quite similar to that
of Mexico and Brazil.
It has often been séid that in 1975-1976, the international credit
market suffered a geat crisis of confidence and that this was reflected
in a tendency to toughen credit conditions. This is confirmed in figures 2
and 3, which show that in 1975 margins above LIBOR rose sharply and maturities
were drastically reduced for all borrowers, as compared with 197L. Despite
this, the aforementioned figures show a very significant improvement in
Bolivia's creditworthiness: in relative terms, credit conditions deteriorated
much less for Bolivia than for other countries and, for the first time, its
maturities and spreads were roughly comparable to those of the other borrowers.
Bolivia seems to have maintained its new and improved credit rating in
1976, because the reduction in maturities was combined with a reduction in
the average margin for the first time Bolivia had a better credit rating
than Peru, which in 1975 was in the midst_of an economic crisis and was a cause
of concern to the international banks. In 1977, credit conditions continued to
be relatively stringent, but Bolivia éeemed to strenthen its image, both in
absolute and in relative terms; during that year, its spreads were lowered and
its maturities were lengthened significantly with respect to 1976. This is in
sharp contrast with the situation in othér coﬁntries, which were obliged to
accepts higher margins in order to obtain longer maturities. Moreover, not

only were the conditions offered to Bolivia in 1977 better than those offered
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to Peru, which was completely excluded from the market because of its low
credit rating, but they were also better than those offered to Brazil,
which was causing concern because of its inflation, its enormous external
debt (US$ 26 billion at the end of 1976),16/ and the deficit on its balance-of-
payments current account.li/ It also interesting to note that the difference
between the credit conditioné granted to Bolivia and those granted to Mexico
was greatly reduced, as Mexico experienced economic difficulties in 1976 -and
the first half of 1977.
During 1978 and 1979, the coutry's credit rating deteriorated as
difficulties arose in the national economy. During this time, credit
conditions on the international market generally improved with respect to the
period 1975-1977T; Bolivia, however, did not benefit from this situation to the
extent that Mexico and Brazilvdid. Indeed, figures 2 and 3 suggest that in
1979 Bolivia obtainéd credit terms éimilar to those of Peru, a dountry which
still did not have a very good rating on the international banking market because
of the continued uncertainty about its capacity to overcome the economic crisis
of 1976-1978. It shoﬁld be noted, howe&er, that even during the difficult
times of 1979, the country obtained credit conditions that were notably better
than those it had obtained upon its entry into the international credit market.
ii) CémﬁiséiOns, Our analysis of the coét of credit has not yet taken into
account the trend with regard to the commiséions which are usually charged
in connection with loans from commercial banks.
A loan agreement may proﬁide for payment of many different types of
commissions, but, basically, there are two kinds; i.e.; those representing
a fixed cost, which are usually paid once only, at the time of signature

of the loan agreement, and those representing a cost which is determined by
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the rate at which the borrower draws on his loan from the bank. The latter
is called a commitment commission and usually amounts to1/2to 3/4% of the
undisbursed balance on the loan.18/

Table 12 shows the commissions that were paid by Bolivia during the
period studied. Unfortunately, it is difficult to compare these with those
paid by other countries, since the commissions on a loan afe often the most
secret part of the transaction. At any event, there is reason to believe
that the commissions agreed to by Boliﬁia were quite high by comparison with
those paid by other countries.

The only study in which a data baée has been developed that is comparable to the
the one developed for this study is the aforementioned ECLAC study on Peru,
published in 1980. That study shows (p.10k) fhe overall average rate of
fixed commissions for the period 1972-197T6, which were the following: 0.47, 0.45,
0.31, 0.93 and 1.32%, that order. Thus, except in 1975, Peru paid fixed
commissions that were considerably lower than those paid by Bolivia during the
period 1972-1976, even in terms of the overall cost of commissions (see table 22).
Since during the period 1972-1975, Peru was not considered by the commercial banks
to be one of their better customers, one may assume that Bolivia paid some
of the highest commissions in the international credit market. |, It is interestiﬁg
to note that even in 1976 --when Peru was on the verge of becoming insolvent--
Bolivia signed_agreements providing for higher commissions than those paid
by Peru.

Finally, it is important to note that the figures shown in table 22
probably underestimate the real cost of commissions. In our analysis of the
data on Bolivia, we frequently found that, during the second half of the

1970s, commissions were fixed by resorting to the practice of attaching "side letters".
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We were not always able to locate these documents and therefore feel that the
amounts actually charged for commissions may have been somewhat higher than
those presented officially in this study.

b) Penalties for delayed payment and premiums for prepayment

Commercial bank loans have other explicit costs which are applied in certain
cases, i.e., penalties for delays in servicing the debt and premiums paid to
the banks for the right to liquidate all or part of a loan in advance. Table 23
shows the relevant information for the period 1970-1979.

In loan agreements, commercial banks establish penalties which a borrower
must pay when he does not meet the deadlines for the service of the debt.
The reasons for this are obvious, i.e., to ensure that the agreed deadlines
are observed and to compensate the bank for any cost it might incur if there is an
interruption in the timely flow of funds to it. As confirmed by the data
shown in table 23, in most cases, later payment penalties were established
which usually consisted of an increase of 50% or more in the margin over the base
interest rate. Naturally, the credit institution may choose not to charge these
penalties, but the official information available suggests that this did not
happen in the case of Bolivia.

Commercial banks usually charge penalties for the prepayment of a loan,
as they wish to prevent a high-cost loan from being liquidated with a new,
cheaper loan. A borrower can obtain credit on better terms if his credit
rating improves or if the international credit situation changes so that the
market becomes favourable to borrowers; The banks prefer not to have their
Joans paid ahead of schedule, as thié means that they forego profits. Prepayments

can also bring an unexpected influx of liquidity to the credit institution.
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The penalty does not prevent prepayment from being made, but it does add
to the cost of such a transaction, thus helping to discourage borrowers from
paying in advance.
The greatest incidence of penalties for prepayment and the highest cost
incurred in this regard took place in Bolivia between 1973 and 1976, inasmuch
as the banks tend to impose this type of penalty when credit conditions favour
them and they can thus protect their highly profitable loans. 1In 1973-197k,
Bolivia had very little bargaining power and had agreed to relatively high
spreads; in 1975-1976, as mentioned before, lending was generally restricted and
market conditions favoured the credit institutions. Over the next few years, as
conditions became more liberal, the banks lost both the capacity and the incentive
to impose penalties for prepayment and did s0 only infrequently (1977-1978).
In 1979, however, the commercial banks apparently recovered, to a certain
extent, their capacity to make it difficult to pay loans ahead of schedule.
Although the banks have their reasons for not wanting loans to be paid
in advance, there is no question that the prepayment penalty doss not suit
the developing countries and that in the long run it can be counteproductive
for everyone concerned. For the developing countries, prepayment strategies
are a way of enabling borrowers to mitigate the impact of the increases in
interest margins and reductions of maturities that often occur because of the
variability of the market or the deterioration of a country's creditworthiness.
Actually, in replacing an 0ld and costly debt by a new and cheaper one, the
borrower increases his capacity to service the debt; By applying prepayment
and re financing strategies, a borrower can become a more reli&ble' customer
and one who is able to take on larger debts, thus generating.more resources

for development and more profitable business for the banks.
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c) Other conditions

Interest rates, amortization periods and commissions are not the only
costs of credit. The banks usually add other conditions to protect themselves
against loss; thesé‘involﬁe monetary or political costs or both. One type
of security is directly related to the credit transaction; for example, a
bank may block an account by retaining the income of a borrowing State énterprise
in order to guarantee the ser&ice of a debt or by imposing restrictions based on
certain coefficients relating to the enterprise'é trade balance, etc. Direct
conditions of this type may be referred to as commercial conditions. A creditor
may also require indirect financial gﬁarantees which may not concern the
individual borrower bﬁt rather the'oﬁerall performance of the State. Such indirect
conditions are referred to here as economic and pplitical conditions..

i)'Economic'andjpolitical'conditiOns. In its previous study on Peru,

ECLAC found many instances in which political and economic conditions were estéblished
(chapter IX). 1In the case of Bolivia, howe&er, there are no data that might

lead one to say that during the 1970é the commercial banks imposed conditions beyond
those normally associated with loans from such institutions.lg/ The banks

always require that their loané to pﬁblic agencies be fully supported

and guaranteed by the State; even though the countries would prefer not to

provide this type of overall guarantee, very few have been able to avoid

doing so.gg/ " Another political condition that is often found in the loan
agreements is the requirement that Bolivia belong to the IMF (and sometimes the
IBRD) during the entire life of the agreement, with the lending bank reserving

the right to withdraw its loan if this is not the case. This is a common

condition and it is obvious that the banks impose it in order to be able

to count on the financial backing which the International Monetary Fund

provides its members, as well as the results of the severe adjustment policies
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which the Fund imposes. At any rate, the banks do not seem to apply this requirement

evenly in all cases, as they often make large loans to socialist countries that
are not members of the Fund. It may be said, however, that since the use of the
Fund's facilities is entirely voluntary, very few members are likely to waive
the right to have access to its resources.

There are two other indirect political conditions that are almost standard
in bank contracts --the waiver of immunity of jurisdiction and waiver of the
competence of the courts of the borrowing country-- that also appear in
practically all the credit agreementé entered into by Bolivia. 1In the ECLAC
study on the transnational banks in Peru (p.123) these aspects were studied
in considerable detail and is not worthwhile repeating the exercise here.

In very simple terms, however, it may be éaid that what this means is that

a sovereign government must waive its apparent right to immunity in respect

of lawsuits brought before foreién courts. The commercial bank requires that
a borrower (or co-signer) be subject to the jurisdiction of the courts of

the bank's country of origin or of another banking centre within its sphere of
influence (é,g., London) in the eﬁent that a dispute should arise concerning
some aspect of the contract. Borrowing countries are reluctant to accept this
condition, since it implies a weakening of éovereignty. Very few, however,
have been able to avoid it.gi/

It would appear that the only purpoée served by these conditions relating
to immunity of jurisdiction and competence of the courts is to arouse
indignation in the countries rather than to provide an effective instrument of
protection for the banks. As'far as the waiver of immunity of juridiction is
concemed the banks seem to forget that, in the final analysis, it is the

good will of the borrower which determines whether it meets its obligations
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or not, and that no court, either in its own country or in another one,

can force it to comply with the bank's wishes. The same principle applies

with respect to recourse to local courts: if a government is prepared

to subvert its own court system in order to avoid an unfavourable judgement,

it is highly unlikely that it will accept an unfavourable judgement from a

foreign court. And it must be remembered that, because of their transnational
character, the banks are better able than the borrowing country to adapt to legal
environments other than their own. In brief, the two conditions seem to

entail a high political cost for the country and to be of questionable value to the
banks. Why, then, has not a compromise solution, such as the use of international
arbitration, been considered to solﬁe this tjpe of problem? Some commercial

banks have used arbitration ana it might be worthwhile for other institution

to do likewise.22/

ii) Commercial c¢onditions. Although the documentation relating to loan agreements

does not provide sufficient data to justify saying that a great number of political
and economic conditions were imposed in connection with credit from the
transnational banks, an analysis of the 1oané shows that this was indeed the case
with regard to commercial conditions.
A very common practice in the case of Bolivia was the establishment in the
lending bank of trust funds made up of certain revenues belonging to the
¢

borrower. For example, in the case of a relatiﬁely iargekloan granted to the
.State 0il enterprise YPFB in 1975, the borrower had to deposit in a blocked

fund sufficient oil-export revenues to cover the service of the debt for

12 months.23/ In addition, it was stipulated that the banks would pay inferest
on balances only on deposité of more than US$110 000, but in additional

minimum amounts of US$100 000 or more, and for a period of one year or more.
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Moreover, the borrower undertook to channel export sales transactions (e.g.,
letters of credit) through the subsidiaries of the organizers of the
syndicated loan. Another large loan granted that same year to the State
enterprise ENAF entailed similar conditions, except that the fund arrgngement
was based on a contract for medium-term sales to a German company which
included specific projections concerning sales and income.

Conditions relating to special blocked funds were quite frequent in the
loan agreements. Other restrictions referred to aspects of a State enterprise's
financial balance-sheet, such as the debt /capital coefficient, net value of the
enterprise, total debt, etc. Another very common practice was that of requiring
a borrower who did not have enough dollaré to pay the éervice of the debt to
deposit the equivalent amount in Bolivian peéos with a local subsidiary of a

transnational bank; the credit institution thus had the option of trying on

its own to obtain the dollars.

It should be noted that all these commercial conditions entail
additional costs to the borrower. Some are directly monetary in nature:
he does not receive competitive interest on the balances in the blocked accounts.
Others are of an indirect nature: restrictive commercial conditions make it
difficult to manége the sales and assets of an enterprise in a flexible manner.
This aspect of commercial conditions can have an adverse impact on.the
borrover. On the other hand,however, it is not always undesirable from the
standpoint of the central government body which is guaranteeing the loan.
Indeed, commercial conditions can help impose discipline on a public borrower,
thus minimizing the possibility of non-payment and avoiding the need fdr the
central government (or the central bank) to bear the cost of the

transaction. The cost which commercial conditions entail for the country is
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thus closely related to the nature of the authorities' economic policies.
As will be shown in chapter T, it seems that some aspects of the commercisl
conditions imposed by the transnational banks clearly weakened certain
public enterprises.

Finally, the Bolivian experience leads one to conclude that the
establishment of commercial conditions has a great deal to do with a country's
bargaining power, Virtually all conditions of this type were imposed between 1970'and
1975, when other, more experienced borrowing countries were not subject
to any such restrictions. Later on, when it had more experience and a better rating
on the international market, Bolivia and its state enterprises contracted for
large loans without too many conditions being imposed on it, even though the
objective circumstances relating to the uée of credit were similar or identical to
those of the period 1970-1975. Despite the fact that the country's economy
deteriorated considerably in 1979, the banks apparently were not able to impose
commercial conditions similar to those they had imposed during the first half
of the decade: the borrowing country was by then better informed about the give-and-take

of credit negotiations.

......

4. Loans guaranteed by foreign export-promotion agencies

In the above analysié of the costs and conditions of credit, we have only
discussed bank loans not directly supported by export promotion agencies such as
COFACE in France, EXIMBANK in the United Stateé, and others. In financing imports
of goods and services for Bolivia, the commercial banks often seek this type
of guarantee. When an export promotion agency is involved, the loan ceases to
be a purely commercial transaction and becomes g quasi-official credit operation,
inasmuch as the lending iﬁstitution tranéferé the risk to a government agency.

If the borrower cannot meet the ser&ice of the debt, he will have to deal not

only with the commercial bank but also with the government of the bank's
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country of origin, which has final responsibility for demanding payment of
the loan.
Given their political nature, these loans are generally granted on much more

favourable nominal terms than others. In the case of Bolivia, approximately 22%

of all commercial bank loans enjoy the protection of the government of the

bank's country of origin and, as shown in table 2&, their nominal costs were
considerably lower than those of the regﬁlar loans shown in the preceding
tables: the great majority had fixed interest rates, which, towards the end
of the decade, were negative in real terms; amortization periods were 50%
longer and the incidence of commissions was much lower.

The conditions on which these loans were granted seem to be truly favourable.
Of course, one must take into account the fact that they do have "hidden"
costs; for example, they are tied to the purchase of certain goods; there is the
risk of intervention by a foreign government, and the commercial conditions tend
to be relatively stringent. Despite all this, there is no question that this
is often the more suitable type of transaction.

o S
5. Loans’ c1assified'acwrding to their
formal purpose

It is worthwhile to classify the loans as this provides information on
the borrower's debt strategy and the banks' willingness to grant different types
of credit. Before doing this, however, we must stress that such a classification
is a formality which helps to show the legal purpose of the transaction; for
example, it is understood that a refinancing loan is to be used to pay a prior
obligation, either with the lending bank or with another credit institution;
officially, a "free disposition" loan may be used for any type of purpose; a
project loan is tied to the financing of a given fixed investment, etec. However,
money is a fungible good and from the functional point of view, the differences

between the various kinds of loans tend to be more formal than real. For example,
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Table 2L

BOLIVIA: CREDIT TERMS FOR BANK LOANS GUARANTEED BY
OFFICIAL EXPORT PROMOTION AGENCIES

1970-197k 1975-1979
1. Interest
a) Percentage of loans at fixed interest rate 75.6 90.0
(Average rate) (6.7) (7.71)
b) Percentage of loans with spread over LIBOR 10.2 10.0
(Average rate) (1.18) (1.75)
c¢) Percentage of loans with margin over prime rate 1Lk.2 -
(Average rate) (0.75) (=)
2. Total amortization period (years) : 9.79 9.0
Percentage of loans subject to fixed commissions 36.6 60.7
(Average cost) A (1.50) (1.13)

k'

Source: ECLAC, on the basis of official figures supplied by the Central Bank of
Bolivia.
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a refinancing loan keeps resources from 1ea§ing the country in the form of
debt-service payments, thué freeing the country's foreign exchange for general
use, working very much like a free diépoéition loan. By the same token,
a free disposition loan can be used to pay the debt and a project loan that is
earmarked to coﬁer local costs pro?ides,foreign exchange for any purpose. Even
though the functional difference between the different types of loans
is not very great, it is nonetheleéé important, since the banks tend to view
formal differences as real ones and thié influences their decisions concerning
credit. Actually, as will be shown in the next chapter, some banks prefer to
channel their activities towards certain kinds of loans.

In table 25, the loans granted during the 1970s are classified according

to their explicit purpose. More than L0% were free disposition loans; 33% were

earmarked for specific projects. Refinancing loans represented less than 20% of all

transactions and loans to finance importé of goods only accounted for 4%, presumably
because most of these loans were guaranteed by official export promotion agencies.
It will also be noted that part of the credit granted was used to compensate
foreign enterprises for assets which had been nationalized by previous régimes.

a) Free disposition loans

These loans are granted by the banks without any special restriction on the
use of the funds; in other words, the borrower is free to allocate the resources
as he sees fit. If a credit of this type is granted to a state entity such as
YPFB, the bank at least knows that the resoﬁrces will be used for a generai
economic sector (in this case, hydrocarbons), although the enterprise is free to
dispose of the funds as it wishes. If such a loan is granted to the central
government, the bank has no way of knowing in advance what the resources will be
used for, even at the sectoral level.2kh/

This type of loan is a two-edged sword. On the one hand, free access

to foreign exchange greatly facilitates the allocation of resources, at both
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Table 25

BOLIVIA: CLASSIFICATION OF LOANS GRANTED BY COMMERCIAL
BANKS, 1970-1979 a/

(Percentages)

Purpose of loans

Imports of capital goods 3.8
Imports of other goods : -
Refinancing 18.2
Free disposition k3.2
Projects 32.7
Nationalizations 0.6
Others 1.3
Total 100.0

Source: ECLAC, on the basis of figures supplied by the Central Bank of
Bolivia.
g/ Only covers credit not guaranteed by export credit agencies.
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the global and the sectoral levels; therefore, the fact that the transnational
banks show a willingness to grant thié type of loan --which traditionally

has been ver& difficult to obtain from official international credit agencies—-
could be a positive aspect of their participation in the external financing of
the developing countries. However, it mﬁst also be borne in mind that these
loans call for great caution and discipline; they test a country's capacity

to manage borrowed resources, since their use muét be compatible with their
cost. Obviously, an abundance of free diéposition loans could present serious
problems for a country which has difficulty absorbing resources or which has
very littlg financial discipline.

In the case of a coﬁntry such as Boliﬁia, which does not have much
experience in this area, the gfanting of free disposition loans helped the
commercial banks fulfil one of their objectiﬁes: it opened the way for them
to grant large volumes of credit and to expand rapidly on the Bolivian market.
From the point of view of the borrower --who had been accustomed to "tied"
financing from official international credit agencies--, the free disposition
loan was a welcome innovation and pro&ided a good means for establishing
the country's position as a new so&ereign borrower. It is not surprising,
therefore that almost 40% of all free disposition loans were granted in 1976,
a year in which the banks showed relatively great interest in the Bolivian
market.

For a country such as Bolivia to receive a large share of its credit
in the form of free disposition loans caﬁ be an unwise strategy, both for
the borrower and for the credit institﬁtions. The coﬁntry's infrastructure

is not the type that can absorb resources rapidly and such a large flow of



_ 8L -

non—earmarkéd foreign exchange could entail considerable risk. In view of

the foreign-debt problems that the country was faced with at the end of the

decade, it is reasonable to think that such an abundance of free disposition

credit might have been more of a burden than a help from the standpoint of economic
policy. This question will be discussed in greater detail in the conclusions

to this study.

b)  Refinance credits

There are several ways to refinance debt. One is to obtain a new
loan in a given year to cover the debt éervice on one or more older loans for
that same year. Another is to refinance the entire balance outstanding on one
or more older loans by paying them ahead of schedule with the income from
a new loan. The first option --to pay the annual ser?ice with the income
from a new loan-- is a "renewal" operation, and enéures that there is no‘net
outflow of resources; the second uéﬁally entailé a complete restructuring
of that part of the debt which ié made up of the old loans being refinanced.
Borrowers tend to prefer restructuring when they cén replace certain old loané
that are expensive or that are subject to lesé favourable conditions by
other'loans granted on more fa&ourable termé. They also tend to choose
restructuring if they have debt-service problems and their credit rating
is good enough to enable them to obtain new loans above and beyond what is
required for a simple annual renewal,

Experienced borrowers refinance their debts regularly, bearing in mind
the market situation and their own borrowing capacity. The year 1978 was a
very busy one in this respect: thié was the first year in which credit
conditions improyed substantially for Third World borrowers since the Herstatt
crisis. During that same yeér, Bolivia began its first major effort to

refinance its commercial debts.
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That year, Bolivia refinanced its debt in a single operation, through
a US$ 155 million‘super—loan grantéa to the State and organized by Citicorp,25/
with the participation of 27 other institutions. The refinancing loan was
granfed at an interest rate averaging 1.57% over LIBOR, a T-year maturity and
commissions eduifalent to 0.77% of the value of the loan; the agreement
did not entail commercial conditions and political and economic conditions
were limited clauses that were in common use at that time.

The amount fefinanced was equivalent to almost 30% of the gross commercial
debt accumulated since 1977; howe&er, the resources were used to refinance
the entire outstanding balance on three large loans contracted for by the central
government in 1976, the amortization period for which began in 1978.26/
As may be seen in table 26, the refinancing operation enabled the government to
replace relati%ely expensive loans by a new loan which reflected the favourable
credit situation of 19783 from that éténdpoint, tHe refinancing 6peration
was a good thingf

It is surpr1s1ng that Bolivia d1d not carry out more ref1nanc1ng operations
in 1978 and early 1979. There are two probable explanations for this. In the
first place, it seems that some of the banks realized that the country's economic
situation was deteriorating seriouély and that political changes were likely to
occur. By early 1978, the country's ecoﬁomic problems had already become
obvieus and the government had propoéed ée}tain steps to ;emédy them.glf
Despite this, most of the transnational banké remained optimistic about the
country: in March 1978, a large number of institutions agreed to refinance
the US$155 million debt on relati&ely fa&ourable termé. It is known that'the
government tried to refinance a larger amoﬁnt of the balance outstanding on
the debt during 1978 28/ the fact that thls effort falled indicates that the
banks --which usually do not look favourably upon borrowers' efforts to take

advantage of softer market conditions through refinancing-- were losing

confidence in the country.29/
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Table 25

BOLIVIA: THREE MAJOR LOANS GRANTED TO THE CENTRAL GOVERNMENT IN 1976
AND REFINANCED IN 1978

Amount of credit Bank acting Number of

in millions of as agent financial Spread Maturity Fixed

dollars for syndicated institutions Type of loan over of loan commis-—
loan in the LIBOR sions

syndicate a/

30.0 Bank of 13 Definite 2.125% 5 years 2.0%
Montreal project
75.0 Citicorp 2k Free 2.0% 5 years 1.53%
disposition
50.0 Bank 18 Free 2.0% 5 years  1.54%
America Corp. disposition

Source: ECLAC, on the basis of information supplied by the Central Bank of- Bolivia.
a/ After consolldatlng subsidiaries into parent company.
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Another facor which may have something to do with the lack of refinancing
credit during 1978 is the poor co-ordination of the management of the public-sector
debt. Between 197L and 1977, public enterprises such as YPFB, ENAF, COMIBOL
and others had contracted for lérge loans on very harsh term, and it seemed
obvious that these loans would have to refinanced in 1978; moreover, during
that year the commercial banks were under tremedous pressures to accept
the proposals of borrowers on the international credit market. It is reésonable
to assume that had the public sector been better‘co;ordinated and more
experienced in the practices of the market, it would have managed to achieve
better results as far as refinancing is concerned, even taking into account
the traditional reluctance of commercial banks in this regard and the economic
problems of the country.

c) Loans for purpose of nationalization

In the previous ECLAC study on the transnational banks and Peru, it
became evident (p. 89 ) that the transnational banks and the non-financial
transnational corporations were co-operating with each other and that
one of the ways in which they were doing this way by granting loans to a
government in order to enable it to pay compensation to foreign companies whose
subsidiaries had been nationalized by the State. Depending on the circumstances
which prevail with regard to compensation and on the terms of the credit
agreement, such a loan can also favour the government concerned, since it
enables it to put an end to lawsuits and disputes with the company's home
government which often have serious political implications.

These circumstances also existed in Bolivia. As has beén mentioned

before, the Bolivian Government nationalized the Matilde Mine, which belonged
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to the United States Steel Corporation and Engelhard Minerals and Chemical
Corporation. This action, along with the simultaneous nationalization of
the GulfO0il Company subsidiary, created serious coﬁcern within the United States
Government. When the change of régime took place in Bolivia, one of the
new government's first concerns was to éettle this matter, and it therefore
sought a way of compensating the aforementioned compaﬁies. It solved the
problem by taking loans from tﬁe commercial banks; in fact, this was one of
the first medium-term transactions carried out with these institutions.
Compensation was arranged by means of three bank loans granted in 1972,
i.e., a five-year loan for US$3 million, granted by Citicorp at an interest rate
of. 2.2% over LIBOR; a three-year loan for US$2.4 million granted by Swiss Bank
Corporation at a rate of 2% over the New York prime rate; and a 10-year loan
for US$8 million granted by the Bank America Corp.at a rate of 0.75%
over LIBOR.30/ |
The large loan granted by Bank America Corp. was guaranteed by the
United States Government's OVerseas Pri?ate In#estment Corporation (OPIC);
this explains its low nominal cost. It was aléo protected by a medium-term
contract for the sale of ore to a United Stateé corporation and by a blockéd
account in the Bank America Cormp.which was the depositary for fofeign exchange
from the sales. |
As regards the other two loans, they were granﬁed on much harsher terms,
since the bank involved did not ha?e the safeguards that the BankAmerica,an,had.
These loans were only guaranteed by the Bolivian State and the assurance afforded
by the contract for the sale of ore from the mine. ,Nevertheless, because

Bolivia had very little prestige as a borrowing country at that time and
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in view of the political uncertainty that prevailed, it is reasonable to
assume that the credit conditions were more generous precisely because the
purpose of the loan was to pay compensation for the nationalizsetions.

A similar circumstance explained‘the preferential treatment granted in the
case of Peru as revealed in the ECLAC étﬁdy on that country.éi/

Finally, there is no question that the loans granted to pay compensation
for the nationalization of the Matilde Mine éer#ed the interests of the new
government, which wished to break off withvthe policies of the previous
régime and normalize its relations with the Government of the United States and,

in general, with international capital.

a) Other types of loans

Project loans accounted for a &ery significant share of the loans from
commercial banks. This shows how close and direct a relationship there was
between the government's economic deﬁelopment proéramme and these institutions.
Because of the importance of this type of credit, a thorough study has been
made of them. However, because it touches on matters that go beyond the scope
of this chapter, it will be diécuséed in. chapter VII.

6. Sumnary

In the preceding pages, we have outlined the main characteritics of
the loan made by commercial banks to Boli&ia during the 1970s. Contrary
to what happened during the 1960s, when hardly any commercial bank was
willing to grant credit to Bolivia, during the 1970s, the country had 118
creditors for its medium- and long-term commercial debt. However,

Bolivia was never universally accepted on the international credit market:
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of the more than 100 really large banké that were active in the international
market, only 8 granted major loans (not counting the loans having outside
guarantees from export promotion inétitutions). Many banks that were usually
very active in Latin America granted only modeét loans and a large number
completely avoided the Bolivian market.

Most of the loans granted to Boli?ia came from United States banks, which
accounted for slightly over 35% of total groéé credit; nevertheless, Canadian
and Furopean banks accounted for quite a large share. In geographical terms,
Bolivia 's foreign credit seemed to be more diﬁersified than it had ever
been during the entire postwar period. Aé regardé the size of creditor
institutions, from the beginning of Bolivia's cycle of commercial borrowing,
it was the very large banks that granted almost all the country's credit;
however, as its credit rating improved, dﬁring the second half of the decade,
there was greater diversification, as shown by thé impdrtant role played by
medium-sized and small banks.

The presence, in the external financing of Bolivia, of 118 banks from
various COuntries_contrasted sharply with the éitﬁation during the 1960s,
when a small group of official agencies of foreign governments controlled

lending to the country. However, if one takes into account the modus operandi

of the international Euromoney market, i.e., when one considers the importance
of the syndicated credits and the small nﬁmber of banks that the capacity
to organize them, one findé a great concéntration of power; during the credit
boom of 1975-1979, the six largest organizeré of syndicated loans mobilized
83% of all credit channelled through this mechanism.

Ai regards the negotiated costs and the conditions imposed in connection

with credit, these were very stringent during the first half of the decade
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because of the country's powmr credifirating and possibly because of its lack of

experience in negotiating loans. Between 1975 and 1977, the country's

credit rating and its bargaining power improﬁed substantially; although

the absolute negotiated cost of credit increased with respect to 19Tk,

Bolivia was able, as a result of the general crisis on the international credit

market, to free iself to a considerable extent from the commercial conditions

that had been imposed on it in the preceding years, and there are data which

show that this cost, compared with that of other borrowing countries, did in

fact drop dramatically. In 1978-1979, there was a sharp reduction in the cost

of credit, but this was related to the general trends on the market; the

country's credit rating actually deteriorated seriously during this period.
Finally, a large share of the loans granted 5y the commercial banks

(43%) were free disposition loans. Although this type of credit can be

very convenient from the étandpoint of the country's freedom to allocate

borrowed resources, the exceésive number and amount of such loans does cause

concern, since Bolivia has s 1ongétanding tradition of problems with tﬁe

absorption of resources and there is the poséibility that the funds in

question might not always be channelled towards activities that are profitable

enough to guarantee the service of the debt.
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Notes

1/ As noted in the general methodology, reference is made to the parent
corporation, that is, subsidiaries are collapsed into their headquarters
operation.

2/ Morgan Guaranty . is another large United States bank that dis not play a
major role in Bolivia, but it is a bank that is known for its cautious credit
strategy; it projects its interests more towards Europe and the transnational
corporations and less towards the developing countries. See United Nations
Centre on Transnational Corporations (1979).

3/ During the first half of the 1970s, the United States banks were
in the vanguard as regards the expansion of international banks. During the
second half of the decade, however, they girew somewhat more slowly, basically
as a result of the weakening of the dollar and the already high level of their
commitments in the developing countries. The balance-of-payments situation
of Japan and Germany led their banks to be more active abroad, especially
in 1978-1979. See Mills, pp.50-62. After 1975, even with a deceleration of
their growth, United States banks increased their lending to developing
countries at an average annual rate of 17%; the rate of growth of loans
from non-United States institutions was 40% per year. See Morgan Guaranty
Trust Co., Septemb 1980.

4/ Because assets are measured in United States dollars, the weakening
of the dellar during the second half of the 1970s contributed to a sharp
growth in the size of European and Japanese banks with respect to United States
banks. The analysis of the size of institutions in therefore divided into
two periods: 1970-1974 and 1975-1979.

5/ 1In a syndicated credit, one or more banks assume responsibility for
organizing credit; these managing banks then designate one bank from among
their number as the agent responsible for administring the loan during the
life of the agreement. As explained by Miossi (p.16), the agent is usually the
bank that has acted as the main organizer of the syndicate In this analysis,
unless information to the contrary is available, it is assumed that the agent is
indeed the main organizer,

6/ This company was purchased by Shearson, Inc., in December 1979, and
is now known as Shearson, Loeb, Rhoades, Inc. In 1981, American Express
purchased Shearson, Loeb, Rhoades, Inc. In 1983, American Express International
Banking Corp. merged with Trade Development Bank Holdings.

7/ See the rankings of organizing banks in Euromoney (September 1976,
April 1977, April 1978 and February 1979).

8/ The investment banks have recently been providing an additional service
to the developing countries, i.e., that of acting as financial consultants for
countries that are near bankruptcy and are renegotiating their debt with
the commercial banks. For example, Salomon Brothers served as a consultant to
Bolivia in connection with its 1981 negotiations; Leslie, Weinert & Co. served
as a consultant to the Government of Nicaragua in connection with its 1980
renegotiations, and Lazard Freres performed the same service for the Government
of Zaire in 1976.

9/ It does not take a large amount of resources to be a broker. Therefore,
in order to avoid problems, a borrower must be careful in selecting an organization
to provide these services.
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10/ The base interest rate fluctuates according to the supply of and
demand for funds on the interbank market; however, in the loan agreement, the
bank establishes the day and the hour on which the prevailing interbank market
rate is to be adopted and this is used as the base rate for the loan for a
period of three, or --more often-- six months, after which the base rate is
readjusted according to the cost of funds on the market. To the base rate is
added a margin or spread which is agreed upon by the borrower and the
credit institution at the time of signature of the agreement; this becomes
the effective interest rate for the loan. During the 1970s, the trend on the
international market was often for the margins charged by the banks and the
base interest rate to be inversely related to each other, i.e., margins often
rose when LIBOR dropped significantly and vice versa. The informative section
of table 9 includes an index of the base interest rate (LIBOR) which shows
this relationship.

ll/ One 1970 transaction has been eliminated from the series because
being of a special nature, its cost was exceptionally low. Further details on
this transaction will be provided later on in this report.

12/ Tt should be noted that the deé¢line in the cost of the negotiated
components of credit was accdmpanied by a very significant increase in LIBOR
(see table 10 ), i.e., the base interest rate.

13/ See note 10.

14/ The 1% margin for 1970 is extremely low, since in that same year
borrowers with very good credit ratings, such as Brazil, paid margins of over 2%.
As will be explained later on, the low spread was due to certain special
circumstances.

15/ We have not made a comparison of commissions, on which very little
information is available; however, the reader must not forget that they are
affected by the level of spreads and maturities. Moreover, caution must be
exercised in making comparison, because the sources of information vary
widely: the figures on Bolivia and Peru were obtained by applying the
methodology used in the ECLAC studies, whereas the figures for Brazil and
Mexico were taken from a World Bank periodical publication (Borrowing in
International Capital Markets).

16/ ECLAC, Economic Survey of Latin America, 1979, p. 112.

17/ One very large commercial bank noted that Brazil's delay in
carrying out internal adjustments was disappointing. According to that bank,
the growth of overall demand, the reappearance of the fiscal deficit and the
acceleration of inflation (estimated at between L0 and 50% for 1976) were
incompatible with the clear need to adjust the current account. See: Morgan
Guarahty Trust Co., October 1976, pp. 3 and L.

}§/ A loan agreement usually covers other charges that are not commissions
per se. The banks ask the borrower to reimburse them for "miscellaneous
expenses", such as legal fees, advertising, documentation and dissemination,
travel, etc. They sometimes specify a maximum amount for such charges, but
more often there is a carte blanche clause, i.e., the bank requires reimbursement
without specifying amounts.

19/ The fact that a practice is commonly followed in the banking world
does not mean that it is either desirable or right from the standpoint of
the borrower's interests.

20/ It is worth mentioning that since 1980, the Chilean Government has
managéa_to impose a policy of not guaranteeing foreign credit to public
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enterprises, many of which are very active on the international financial
markets. A key condition to the success of this policy has been the implementation
of a programme aimed at enabling public enterprises to finance themselves.

21/ Colombia is one of the countries that has managed to do so.
See Ensor, p. 99.

gg/ In the case of Bolivia, for example, the Banco do Brasil has often
designated the OAS as an internationalarbitrator for its agreements.,
The most interesting condition for the settlement of disputes in the case of
Bolivia was found in a contract for a US$20 million loan granted by a group of
Yugoslav banks, which stipulated that if there was a problem in the interpretation
of the contract or other problems in the agreement, the countries would seek
to find a solution within the spirit of mutual understanding and good will, but a
simple exchange of letters would suffice.

23/ This period was later shortened to six months.

EE/ As will be seen in chapter T, even loans that are supposedly
earmarked for projects can become, in practice, free disposition loans.

25/ The other directors and co-directors of the syndicated credit
were the Bank America Corp., Bank of Montreal, First Chicago Corp., Morgan
Guaranty Trust Co., Westdeutsche Landesbank Gronzentrale , Banque Canadienne
Nationale. , European Brazilian Bank Ltd., Bank of Boston and Wells Fargo.

26/ Data on the use of these funds are provided in chapter T.
' 27/ See Latin American Economic Report, January 1978, p. 13, and
February 1978, p. L2, . .

28/ See Latin American Economic Reéport, August 1978, p. 242,

29/ See Benny, p. 57.

39/ This loan is included in the data base on credit with an outside
official guarantee and not under "credit for nationalization".

31/ See Devlin (November 1980), p. 30.
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Chapter 1V
CREDIT STRATEGIES OF THE TRANSNATIONAIL BANKS

The foregoing chapter highlighted in broad terms, some of the basic
characteristics of nomﬁercial bank loans made to Bolivia during the
1970s. The aim of the preéent chapter is to analize certain aspects of the
credit strategies employed by Bolivia's commercial creditors, based on the
same information but viewed from a distinct perspective. Again, given that
the material relates solely to the Bolivian case, the reader is advised not to
generalize on TNB behavior. Nonetheless, as was the case for the study of the
Peruvian experience and those that will follow the Bolivian one, this type of

analysis contributes to the development of a-more general appreciation

. of TNB credit strategies in Latin America.

The analysis will concenfraxe on the following aspects of the credit
strategies of the TNBs: the relatiﬁe participation of Bolivia in the loan
portfolio of these credit institutions; the pricing of the loans, modes of
penetration of  the Bolivian market, credit modalities of TNBs with branches
or offices in Bolivia compared to those without such branches; bank preferences
with regard to type of loan or sectoral location; and, finally, the use of
guarantees of the home country of the TNB. One should note that these areas
of inquiri were selected in accordance with the availability of sufficient
information and not necessarily with any view to the consistency of the
findings across the various criteria. For that reason, it would be better to

consider the distinct sections of this chapter as independent of one another.
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1. Trensnational Banks Relative Commitments and the Bargaining
Power of Bolivia

A country which contracts debt with a commercial bank normally establishes.
a medium-to long-term commercial relationship with that institution. The
continuing increase in the TNB commitmeonts to a particular country presumibly
deepens the bank's concern for the Fortuncs of its client and some invesgigators
have suggested that this circumstance augments the bargaining power of the client
or debtor. Some have gone so far as to sugrest that the massive expansion of
sovereign lending to developing countries in the 19705 had made the TNDs
"hostages" of their LDC clients. 1/ Furthermore, the possiblity of the
collapse of the international financial system due to a "domino effect" in the
interbank market resulting from the non-payment of LDC debts has been
contomplatcd._g/ From this perspective it is of considerable interest to
determine to the extent pdssible the degree of comhitment in Bolivia that has been
taken on by the TNﬁs and what it means in terms of the Bolivia's bargaining
pover and the welfare of the international Financial systenm.

In order to determine with precision the net commitment of the commercial
banks with Bbliviu,_or any other country, f{or that matter, it would be necessary
to gain access té detailed information on cach bank's sovereign loan

portfolio which is not, presently, feasiblc. That information is considered

confidential and nobbunks have Qillingly or’voluntarily offered such information
publicly. IFor th;£ reason, it igs ncce;sary to employ an indirect and much less
precise technique @ gross commitments to Bolivia of each bank (according to_ the
contract data collected for this study) were calculated as a pércentage

of the assets of that creditor bank. This technique does have its shortcomings:

onoone hand, shert term credits ave exeluded from the sample, thereby producing
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an underestimation of the real exposure of each bank, and on the other hand,

the gross commitment figure does not take into account any amortization,
thereby overestimating the real exposure of each bank in terms of their
loan commitments to Bolivia. It is difficult to predict the net consequence

of these shortcomings except to note that, to some degree, they would cancel out

each other,which favors consideration of the conclusions drawn from
these data.

Table 27 indicates the relative commitments of the principal banks which
have placed loans with Bolivia during the 1970-79 period. A notable feature is
that almost without exception their Bolivian commitments are very low (le;s than 0.57%
of their assets) and most are miniscule (less than 0.1% of their assets). The only
banks with more than 'very  low' exposure are the mixed, or consortium banks.

These Gonsortium banks are small institutions, measured in terms of assets;
however, their capital is usually contrelled by two or more of the large TNBs. 3/
As they can count on the financial stfength of their shareholders, the
consortium banks seem to utilize more aggressive credit strategies which result
in higher exposure ratios or commitments in Bolivia than is the case for the
other banks.

These figures suggest that the TNBs have diversified loan portfolios:
in the case of all the bigger TNBs the Bolivian commitments were very small.

Any moratorium of debt serQice payments on the part of Bolivian would not represent
a serious problem for the creditor banks and would hold virtually no impact for
the international financial system. As far aé the ‘'hostage' argument goes,

these data suggest that the TNBs are in no danger with respect to Bolivia.
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Table 27

BOLIVIA: RELATIVE COMMITMENTS OF TRANSNATIONAL BANKS, 1970-1979

(100 = 0.5% of total assets)

1970-1979

Degree of Commitment International

of Bank Classification
) c
High
ZHOZ <503
Euro Latin American Bank 301 (m)
UBAF Holding 301 (m)
Atlantic International Bank 301 (m)
>301 < 402
Intermediate
> 200 <301
Furopean Brazilian Bank 301 (m)
> 99 <200
Libra Bank _ 301 (m)
International Commercial Bank 301 (m)
International Mexican Bank 301 (m)
Low |
>20 <.99
Nippon European Bank 301 (m)
European Arab Holding 301 (m)
Banque Européene de Tokyo _ 301 (m)
Banque de la Socidté Financidre . 30) (m)
American Security Corp. 301
Grindlays 174
Union Commerce Corp. 301
United Virginia Bankshares : 301
First Boston Corp. 111
First Pennsylvania Corp. 153
Japan International Bank. 301 (m)
Bank of lontreal _ 54
Canadian National Bank 118
First Chicago 58
Bank of America 2
<20

Other banks included in study 4/

(concl.)



(Concl.

Source:

a/
b/
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Table 27)

ECLAC on basis of Central Bank information and The Banker ranking$

Value of credits placed in Bolivia as percent of total assets of the bank.
Credits with export guarantees of home country government were‘not included
Value of assets taken from The Banker, June 1980 and one for the year

1979. Annual reports were used for a few banks that did not appear on

The Banker list. Twenty-one banks did not appear in ranking of
The Banker and did not have readily available annual reports.

Banks not in the first 300 positions of The Banker ranking are listed as
301. Those with (m) are mixed or consortium banks.
See 1list of banks in annexes.
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Objectively speaking, there seems to be no reason to suggest that Bolivia
has increased its bargaining power relative to the TNBs in keeping with the
increase in the TNB commitments to.Bolivia. If indeed, those loans represent
an important element of the Bolivian balance of payments and for the economic
growth of the country, they do not constitute, in any way, critical elements of the
TNBs' sovereign 1ending portfolios and hold virtually no significance relative to
the total assets of the commercial banks. This great assymetry stands out-
dramatically. There are less ostentsible factors which do come into play here;
however, although it is difficult to clearly assess their importance. For example,
in the last few yeafs, the TNBs have shown great reluctance to declare a &faulton a
developing country debtor so as not to set a precedeng,even in the case of countries
whose debts are a very small proportion of th9 TNBs portfolio; as is the case of
Bolivia. This might suggest that an alert debtor could use this preocccupation of
the TNBs to strengthen is own bargaining position vis-a-vis the TNBs by way of a
kind of "brinkmnnship" in their negotiations. To the degree that more countries
utilize the same bargaining strategy, the growing possibility of moratoria would
supposedly represent a threat to TNBs and the international financial system.

The banks, for their part, ha§e tended to treat beleaguered soveréign debtors in a
strict fashion; but without pushing them to the wall such that they officially
default. More will be said in this regard in dealing with the Bolivian negotiation

strategies with the commercial banks during 1981 and thereafter.

2. The Pricing of Bolivia's Sovereign lLoans

In simplified fashion, the decision to lend on the part of a commercial bank
can be expressed as a function of the following factors:
= N g Y
C f (.Lt_l, S¢» Pys IZ)

where:

C = new credits for the country during period t;
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E = the existing expoéure of the bank in that country (£'(E) 0);

S = the bank's perception of the country's creditworthiness L /
during period t (£'(S 0);

P = the price of the loan taking into account the spread over the base
rate of interest and the maturity (f£'(P) 0);

L = the degree of liquidity of the bank (f'(L) 0).

The differences produced in a given moment in respect of E, S and L values
of any bank are reflected in the &olume and price (or both) of new credits placed
with Bolivia. The pre?ious section dealt with the question of volume for
individual TNBs, it remains to deal with the pricing factor.

Two variables are taken into account here in dealing with the pricing of
commercial credits: the spread over LIBOR and the maturity. For each of the 118
banks an average annual margin oﬁer LIBOR was calculated from the contract
information, as was an aﬁerage annual repayment period. These averages were used
to compare individual bank lending to Bolivia with the general tendencies of the
interbank market in respect of Boli?ia. Paired observations for each bank and the
overall averages for the 1972-79 period were grouped accordingly. Two-tailed Student
T tests were carried out on the variables to confirm one of the following hypotheses.

HO: the average price charged by the bank was the same as the average

market price;

Hl: the average price charged by the bank was distinct from the average

market price;
at a 95% level of confidence.

To complement this evaluation of bank behavior, the same test was applied
to banks grouped according to their ultimate country of origin, that ié, the
nationality of the headqﬁarters.

Before analizing the results of these tests, it is of importance to point

out that by their very nature the statistical exercise suffers from certain

concrete limitations which suggests that caution is called for. For example,
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the TNB credit cycle for Bolivia lasted only eight years and that limits the
degree! of freedom utilized in the analysis. Furthermore, the diversification
strategy followed by TNBs resulted in the fact that there were relatively few
observations with which to work. Finally, lacking information on the distribution
among banks of the commissions for syndicated loans, it was not possible to include
them in the analysis. While according to the banks\ the commission is not
.strictlx a part of the pricing of a loan, it is known that in practice the
negotiation of loan agreements deals directly with the spread, the maturity and
the commission, the latter sometimes being used to artificially reduce the
published price of a loan in terms of the spread or the maturity. Thus, the lack
of information on omissions for individualbankpa;ticipantsin syndicatedloans naturlly
represents an important limit for the statistical exercise. Nonetheless, using
caution as the watchword, the exerciée can offer tentative indications of the
pricing strategies of transnétional banks and, thereby, ser§e as a guide for
future studies on this material.

The exercise on individual banks was limited to seventeen institutions due
to the fact that they were the only ones with continuous participation in Bolivia
over the decade of the 1970s. Almost all had placed important credits with Bolivia.
The tests used 3 to 7 degrees of freedom and, at the 95% levell of confidence df
one bank differed notably from market margins (being lower) and only two banks
divarged significantly from the market tendency for maturities (being-longer).

The same test were carried out placing the banks into 10 groups according
to country of origin, reaching the same degreeé of freedom and the same level of
confidence. There wére no differences with market prices with\regard to the
spreads or the maturities. 5/

These results suggest that o&er time these credit institutions do not seem

to price their individual loans very differently from the general market trends.

This could be interpreted as support for the belief that price does not constitute
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over the longer term, a key factor which the TNBs use to determine risk, rather
the volume lent seems to be the principal mechanism for such. §/ Unfortunately,
one still does not know which market structures produce that behavior, that is,
a competitive, an imperfectly competitive or an oligopolistic financial market.
A clarification of that question would require information at the level of
individual TNBs --especially information on their cost structure--which is not

within the parameters of the present analysis.

3. Intry Strategies for the Bolivian Market

By saying that, over a certain period of time, the TNBs show relatively
uniform behavior in respect of the spread and maturity of their sovereign loans,
this does not mean that countrieé should not diétinguish or differentiate their
potential creditors. The truth of the matte; is that the medium-term cost of a
lender's funds is often directly related to short term transﬁctions. Thus, as
was suggested in the pre&ious section, a borrower that succeeds in contracting
loans with an innovafive lender con often notably influence the cost structure
or volume of the credits obfained. A new enthant to a given market, for example,
is often willing to provide cheaper loans for the purpose of gaining a toehold in th
market and potentially expanding its loan portfolio. The ECLAC study on Peru,
for example, demonstrated how a few innovative TNBs strongly and favorably
influenced the credit conditions of that country during the first half of the
decade of the 1970s.

The Bolivian case points out that certain key TNBs played key roles in the
acceptance which Bolivia met as a so?ereign borrower during the 1970s. Most
important in this regard were Bank America Corp., Dresdner Bank and Citicorp, Z/
Other TNBs of importance were First Chicago, Bank of Montreal, Banco do Brasil

and investment bLanks such as Loev, Rhoades (now disappeared) and Leslie, Weinert &Cc
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Before 197hk, Bolivia did not have access to commercial bank loans, except

those guaranteed by export agencies and a few other special transactions.

In 1974, however, Bank America Corp. organized the first modern syndicated loan for
Bolivia: a free disposition loan of US$ 25 million for the National
Government.‘§/ The major participants, outside of Bank America Corp. were Bank
of Montreal, First Chicago and Banco do Brasil. 9/ The cost of the loan was
extremely expensive for that period: 1.875% o#er LIBOR, 8 year maturity and
accumulated commissions of 2 percent. Nevertheless +this loan did break the
iqe for Bolivia as a éovereign borrower and the loan was considered very much
worfh its high price given tﬁam it opened the doors to the accelerated
contracting of TNB credits in fhe period which followed.

The Bank America Corp. syndicate was followed by another free disposition
loan of US$ 24 millions organized by Dreédner Bank (through its subsidiaries
Compagnie Luxembourgeoié and Deﬁtsche—Sudamerikaneéche Bank). Of the twelve
participants, it wvas Dreédner, Citicorp, Banco Nazionale de Laﬁoro and
First Chicago which contributed thé most. Also notable was the fact that some
participants of the Bank America Corp. syndicaté also Joined in the Dresdner one:
Banco do Erasil, First'Pennsleania'Corp. and Royal Bank of Canada. Fihally,
this second syndicate, as should be expected, brought slightly more favorable
conditions: 1.83% spread over LIBOR, 8 yearé‘maturity and accumulated commissions
of only 1 percent.

As was pointed out previously, the failure of the Herstatt Bank in the
middle of 197k paralized the international loan market and the adﬁerse effects
of this bankruptcy did not abate until the following year. For Bolivia, as was
the case for more establiéhed sovereign borrowers, that meant few new credits
were contracted, especially free disposition ones until well into 1975;

Again, Bank America Corp. broke the ice by organizing a US$ 35 million credit for
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YPFB destined to the construction of new refineries and a lubricants plant.
The syndicated credit had fourteen participants, many of whom had participated
in the previous syndicated loans (i.e. Citicorp, First Chicago, Dresdner, Bank
of Montreal). Reflecting the difficult market conditions following the
Herstatt failure the spread reached 2.14% over LIBOR and the maturity was only
6.7 years., (The commission, hoﬁever? was 0.2 percent.)

During 1976, BoliQia enjoyed considerable success in contracting
sovereign loans. Bank America Corp. organized the biggest syndicated loan for
Bolivia up to that point in time, bringing seventeen banks into a US$ 50 million
free disposition loan for the Central Gofernment. This loan carried a 2 percent
spread over LIBOR, a 5 year maturity and commissions of 1.5 percent. New
participants to syndicated loans to Bolivia included prestigious TNBs such as
Chemical Bank and Deutsche Bank. A few months later, Bank America Corp's biggest
competitor, both globally as well as in Bolivia --Citicorp-- organized a US$ 75
million free disposition loan for the Central Government. Bolivia's power of
attraction as a potential client during this period was such that the Citicorp
syndicated loan was oversubscribed and prestigious new participants, such as
Morgan Guaranty Trust and Bank of Tokyo signed up. The importance of Morgan's
participation ;hould not be overlooked, as it .is internationglly reknown for
its caution and conser&ative lending practices.

During the formation of this éyndicate their was an unfortunate incident,
one which did, nevertheless demonstrate the fa&orable image which Bolivia enjoyed
during this period. Chase Manhattan Bank, one of the largest in the world,
unlike its American competitors, had not penetrated the Bolifian market. 10/
Apparently, its restraint resulted from the fact that it waé fiduciary agent for
one °f the old unpaid Bolivian bond emissions described in Chapter II which remained

unpaid. However, it seems that the enthusiasm for Bolivia demonstrated by its
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competitors caused Chase Manhattan, or at least some part of it, to feel the

need to penetrate the market. Chase signed up for a significant participation

in the syndicate organized by Citicorp. The'result turned éut to be disastrous
due to the fact that after the Bolivian Minister of Finance had arrived in London
to sign the contract in Auguét of 1976 Chase Manhattan Bank got cold feet and
pulled out of the syndicate temporarily causing it to fail.. Perhaps the legal
department of Chase finally won fheir internal dispﬁte in the bank to respect

its responsibilities as fiduciary agent of the old bondholders and not participate
in the sovereign loan to Boli?ia. Nonethelesé, the incident produced outraged the
Bolivian delegation which returned to La Paz empty-handed. One can appreciate
Bolivia's generally positive image in the bankeré' eyes at this time by the fact
that shortly thereafter a subtitute for Chase was found and the Us$ 715 million free
disposition loan was signed éarrying a spread of 2 pefcent over LIBOR, a five year
maturity and accumulated commiésions of 1.5 percent. Chaée'é reputation in the

eyes of the Bolivian authorities never really recovered and the whole incident

tended to confirm then industry rumors of Chase's mismanagement.

Finally, this analysis. of the penetration of the Boli&ian market
demonstrates tﬂat the.key»institutions in 'opening-up' Boliﬁia —-Bank America Corp.,
Citicorp, Dresdner; First Chicago, etc.— were all very large, long established
TNBs of international financial reknown. This resulted in part due to the fact
that many bf the more dynamic medium- and émallwsized TNBs which were very active
during the early 19Ybs and had played a Qexy imbortant role in Signing—up new
sovereign clientes had retired from the field because of the problems experienced.
Thus the market was principally in the hands of the major TNBs. These majors

determined the acceptance of Bolivia as a new client as of 1975. Given the TNB
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majors'control over Bolivia's access to sovereign loans was precisely during a
period of credit restriction, the Bolivian borrowers had tc accept very severe

commercial conditions on their credits.

L. The Special Role of TNBs with Branches in Bolivia

It might be presumed that TNBs with branches in Bolivia would behave
different from TNBs without such direct links to the country's welfare. Several
considerations back up this hypothesis. TFirst, a local office would provide the
bank with direct information and allow it to experience the Bolivian reality;
whereas, other banks would react on the basis of secondary information and the 'herd
instinct' typical of indirect participants. 6ne suggests that the TNB with offices
or branches in Bolivia would possess & more mature perspective on the nature of
Bolivia's creditworthiness. Second, a TNB with pfofitable Jocal activities would
find it less risky to extend foreign currency éovereign loans due to the fact that
it would represent a natural complement to its local currency lending, especially
in the case of large projects with significent imported components. TFinally,

TNBs with local branches or offices already have some of their activities
subject to national banking laws and regulations and this relationship, in one
form or another, usually influences the nature and magnitude of foreign currency
lending. |

These reasons are difficult to verify empirically given the scarcity of
information on the decision-making process and the internal workings of
transnational banks; however, in spite of these limitations, in the case of
Bolivia, there is some evidence which suggests that TNBs with local operations
followed strategies distinct from TNBs with no local operations in that country.

Table & presents information on the TNBs with offices in ﬁolivia and

their relative importance as creditors of that country. All with the exception
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of Bank of Boston, can be considered important creditors. In itself, this

says little due to the fact that these same TNBs have large and wide-spread
loan portfolios in all of Latin America. Nonetheless, thereis a reason to
believe that the foreign currency loans of these TNBs are related, to a certain
degree, with the local operations of these credit institutions.

Citicorp, Bank America Corp., Dresdner Bank'and Banco do Brasil were the
key institutions in opening up the Bolivia market as.far as sovereign lending is
concerned. Moreover, if Bank of Boston did not have a preponderent role as a
source of credit nor as an agent for syndicated loans, it was one of the first
commercial banks to place a loan in Bolivia and it did participate in fhe first
syndicated loans for the country. QQJ'Moreéver,Bank of Boston, which only opened
its local office in 19TL,did do Bolivia an enormoué favor by presenting it in a
very favorable light as a new and attracthm client in financial circles by way
of informative seminars and other forms of information dissemination on the country.
It is not simply coincidence that these banks were so imnortant for Bolivia ss far
as its gaining access to the syndicated loan market, They were in the best position
to evaluate the economic and political changes in Bolivia and its is to sunbose
that only their very favorable attitude in the mid-1970s can explain Bolivia's
sudden acceptaﬁce in the international capital market after so long a period
of bad image and, to top it all off, unpaid bonds from the beéinning of £he
century. Particularly imporbant, no doubt, given the pésition of these banks
in local commercial financing and their probable links with the petroleum
transnationals that entered Bolivia, 13/ was that they were more susceptible
to presume that the authoritarian Banzer regime would bring a period of stability

which would be economically reinforzed by the major new oil and gas finds which
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Table 28

INBs WITH OFFICES IN BOLIVIA: THEIR IMPORTANCE AS SOURCE OF EXTERNAL
CREDIT AND AS ORGANIZERS OF SYNDICATED CREDITS a/

Year Importance Level of Importance as
Offices as source relative organizer of
opened of external gross syndicabed
in credit commitments credits

Bolivia b/

Branches

Banco do Brasil 1959 intermediate low -

Citicorp 1965 - major low ma jor

Bank America Corp. 1967 ma jor low ma jor

Bank of Boston 197k minor low -

Representative office

Dresdner Bank 1973 intermediate low intermediate

Source: ECLAC, based on information of Central Bank.

a/ Other foreign banks in Bolivia are Banco Popular del Perfi, Banco de la

B Nacidn Argentina and Banco Real; they are not, however, considered
transnational banks. .

b/ Credits not carrying export guarantees.
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which seemed Just around the corner. In other words, the new liberal
petroleum code and the exaggerated potential of Bolivia's petroleum reserves
were important factors in enticing other TNBs into participating in the loans
organized by these agents/and they were also important fuctors in the
relationship between thesé agents and the petroleum majors which moved into
Bolivia for the purpose of cxploration.

It is true that these banks placed many credits in Latin America and one
would expect that they would place some in Bolivia as well whether or not they
had offices in that country. What calls attention, however, is the near
perfect correspondence between the group of TNBs which opehed up Bolivia for
syndicated loans and the group of TNBs which had loca% offices in the country.
Suffice to note that there are many other major TNBs Without offices in Bolivia that
had large Latin American portfolios, but did not lend to Bolivia, or entered the
market only at a very late stage.

Aside from their role in opening up Bolivia to syndicated credits these
TNBs with offices in Bolivia were tested as to their importance from the perspective
of the terms on which they lent to Bolivia. The result of that analysis; however,
suggested that these TNBs did not differ from the institutionswithout offices in
Bolivia, with fespect to the distribution of fixed and floating rate loans,
spreads, maturities and commissions, etc. 14/

Another hypothesis related to special behavior is that the banks with local
- offices have a higher rate of participation inthe foreign currency financing of high
priority national projects, ones which contributed to improving the image of the
countrv and. at the same time. protected and promoted the local currencv onerations

of those banks. Indeed, in 1970 Bank America Corp. placed a Us$l.3 million creait

with the Public Works Committee of Chuquisaca for the financing of a gas duct.

At a time when Bolivia had virtually no creditworthiness in the eyes of



- 111 -

international bankers, this credit carried a spread of only 1% over I,IROR

and had a maturity of 6 years. 16/ These credit terms do not appear to be

strictly commercial and one might suppose that there wero certain public relations
in play. That year was one of great uncertainty for foreign capital in Bolivia due
to the nationalization of Bolivian Gulf Co. and to the discussions surrounding

the implementation of Decision 2L in Bolivia. The credit might have been

conceived as a means of improving the relations between the lender and the

national authorities and or protecting the lender's local operations during a
period of severe challenge for existing foreign participants in Bolivian
deveéelopment.

There are other examples of the special behavior of the TNBs with offices
in Bolivia. 1In 1972 the new go?ernment wvanted to compensate some of the formerly
US enterprises which had been nationalized by the previous regime. Two of the
three TNBs which financed those operations had offices in Bolivia,. 17/
Furthermore, Citicgrp organized the credits for the Sheraton Hotel in La Paz,

a project which promised the first moderns conference setting there ang held symbolic

value as representing the optimism surrounding the Banzer regime and the new

economic policy. As another indicator, Citicorp, Bank America Cofp. and First Boston

Corp. were the‘key organizers of the US$155 million refinancing of the commercial
external debt, the biggest credit ever contracted by the Bolivian government.
Finally, one feels obliged to conment on the al% too special behavior of

Citicorp in Bolivia. Apparently, its branch in Bolivia provided it with the

close contacts necessary to carry off an extremely able strategy for a profit-

making commercial entity. According to Ashesho§5 in February of 1978, Citicorp

=-one of the two principal creditors of the country-- came to the conclusion that

the economic and political situation was worsening and the future did not lock bright

They begman to drastically reduce their loan portfolio there, as well as shifting
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to short term credits. A direct victim of this strategy --as the analysis

of Chapter VII will detail-— was COMIBOI, which was caught on a short term debt
treadmill. According'to Ashesho&, Citicorp's plqn was extremely successful as its
. exposure in Bolivia by 1980 was reduced to less than one-third of that of 1978. 18/
The key to its success wa$ to 1ull its competitors in Bolivia into thinking

that it was pulling its weight Qith the refinance operations when, in all

reality, it was Jumping ship. If this strategy had been followed by the other
major creditors there is little doubt that the Boli&ian government would have been
forced to stop servicing the commercial external debt much sooner and, notably,
Citicorp would not ha?e been able to wind down its exposure so fast.

These considerations of Citicorp's strategy lead one to question the real
intentions of that TNB in the US$ 155 refinan;ing of March, 1978. Citicorp offered
to be the principal organizor of the éyndicated credit and it contributed
US$ 5 millions to the operation . No doubt the other TNB participants interpreted
Citicorp's action as.a kind of Qote of Eonfidence in Bolivia by one of its
principal creditors and one of the largest TNBs in the world. But, if Asheshov
is correct in deducing that by February 1978 Citicorp already had decided to
reﬂeat from sovereign lending activities in Bolivia, its role in the US$ 155
million refinmncing operation would appear to be simple camoflage ‘aimed at
keeping the other TNBs.in the country. If this interpfgtation is correct, one
must conclude that, for a profit-making commercial bank in an increasingly
competitive sovereipgn lending market, it was a britliant maneuver; however, from
the perspective of BoliQian development it turned out to be extremely prejudicial.
First, it increased the short term element of Bolivia's external public debt
during a difficult moment. Second, when Citicorp's iﬁtentions finally became public

knowledge, it, in the words of one internationsal. banker, "brought the whole house of
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Cards down". 19/ Obviously, the economic development of a country}and the
external financing of euch require stable relationships between the authorities
of the country and the principal commercial creditors. Moreover, in t he case of
Bolivia, the aggressife TNBentry‘into'so?ereign‘lending‘and“their"f&pid'exiﬁ edﬁld
only but destabilize an already difficult situation associated with the return to
democratic rule. In this context, Cltlcorp s actlons seem to have significantly
prejudiced Bollv1an development even an international banker was moved to
comment that "it is not much of an advertisement for farsighted lending". 20/

In sum, there is sufficient information to affirm that the TNBs with
offices in Bolivia beha#ed eignificantly distinct from those without such
offices and their correeponding local activities. These TNBs played 8 primordial
role in the initial aceptance given Bolivia b¥ the international capital markets
during the 1970s. This suggests that, for an ILDC with a poor image and low
creditworthiness ranking in international financial circles, the TNBs with local
offices could, in certain circﬁmstanceé, represent key credit institutions for
gaining access to foreign currency credits. This, of coﬁrse, 15 not in itself
sufficient to establish the o?erall con&enienCe of euch TNB offices in an LDC,
that must be determined with reference to the oferall effect of such offices,
most particulafly in terme of local currency eaQings and inﬁestment criteria.
Nonetheless, the Bollv1an case does demonstrate that these TNB offices can play

an important role in the syndlcated loan market.

5. 1INB Preferences with Regard to Sovereign Credits

This last section deals with commercial bank preferences in respect of the

type of loan, the economic sector where it is placed and the use of guarantees

from official organizations of the home country of the creditor bank. This
information is useful for country borrowers because one supposes that a better

comprehension of TNB preferences augments the negotiating strength of the borrower.




If one knows that a TNB prefers a certain type of loan or to place credits
in certain economic sectors the negotiating process can produce more
favorable results for the prospective borrower.

The retrospective evaluation of the experience of one sole country does
not allow for conclusions of universal applicability; however, it does add to the
knowledge of TNB and, used with caution, can assist the borrowing countries
and researchers in their efforté to better underétand the TNB phenomenon.

a) Preferences for particular types of loans and specific economic sectors

It is possible that in certain circumstances that TNBs are totally
indifferent with regard to the type of loan (project, refinancing, free disposition,
etc.) that they make or the economic sector where it is placed. Generally, however,
the TNBs do have marked preferences as Aronson has point out:

"Banks prefere lénding for cash flow-generating projects which

will allow borrowers to meet their obligations. They prefer

not to finance consumption and infrastructure, are uneasy about

financing payments deficits, and would rather not refinance

previous loans. 21/

These criteria are very conservati?e and constitute the traditional rule
for commercial banks; however, all the TNBs do not implement the rule in the
same mainer nor at the same time. Moreoﬁer, at times more important
considerations, such as market entry, portfolio requirements, etc. come into play
and certain TNBs may replace their traditional conserﬁatism,with a more innovative
credit strategy. 22/

In order to examine bank preferences with regard to the type of loan one
can postulate that, abo&e and beyond the éecurity of the use of the guarantee of the

Bolivian State, TNBs can reduce their risks by way of a careful control of the

type of loan they place. For example, TNBs traditionally consider project
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financing to be safer due to the fact that one is dealing with a particular
concrete activity which has usually been the subject of a previous evaluation

or feasibility study. As well, these loans involve certain discipline on the part
of the borrower because their use creates concrete assets fixed or otherwise,

and the execution of the project can take advantage of the technical knowledge

of established suppliers or contractors, whether foreign or national. 23/ Export
financing of capital goods provides many of the safety features found in project
loans.

Free ‘disposition loans and refinance creates are more risky for the lender
for the opposite reasons; there is no guarantee that the resources will be
destined to productive actiﬁitieé which will generate the return necessary to
service the contracted debt. In respect of refinancing credits, these are usually
considered to be unattracti#e to the banks because of their insistance that
original payment schedules be honored. Ey their very nature refinance credits are
viewed as risky because they are often granted in timeé of economic stress and the
rates of interest and maturities are not alwayé commensurate with the risk involved.

A similar case holds for the sectoral preferences of TNBsj; although they
could be indifferent, especially if the State guarantee haé been extended,
generally, the TNBs haﬁe clear preferenceé”for feéourCe—generating'(especially
foreign exchange) sectors rather than imbrodﬁcti&e oneé. In‘this sense, directly
producti#e acti&ities, sﬁch as those ﬁsually‘found in the agriculture, mining and
manufacturing sectors are considered to be éafer, usually because the financing

concerns comercial activities which by their nature provide better



- 116 -

prospects of repayment. Loans to basic economic sectors (such as water works,
energy, transport) and social sectors (such as housing and health, etc.) are
considered riskier by the TNBs because there is usually no self-financing
mechanism involﬁed and payment ﬁsUally relies solely on the resources of the
Central Government. Naturally, many of these activities are based on an economic
return only over the long term énd that doeé not équare well with the short- or
medium-term financing which ié uéﬁally contracted. Thus, the basic economic and
social sectors are &iewed aé being more riskier for the placement of sovereign
credits by the TNBs than those identified by more directly productive activities.

Given the fungibility of money, this type of distinction between loans
might be considered questionable; howeﬁer, if some banks usually take it
into consideration in their risk calculations that is sufficient to make it an
important factor for the present analysis.  One could postulate that a tendency
to place certain kinds of 1oané in Bolivia coﬁld reflect & determined credit
stfategy with respect to that coﬁntry’and perhaps, may reflect the general
strategy of the TNB in queétion. For exaﬁple, if a high proportion of a TNBs
loans go to free dispoéition credité, one could maintain that the bank is
demonstrating an innovative credit étrategy, If; however, a high proportion of a
banks loans go to directly producti&e activities, the implication is that the TNB
has a conservative credit policy. On these kinds of suppositions is based the
analysis which followé.

In order to eﬁaluate theée preferences of TNBé, theée credit institutions
have been grouped according to two principal categorieé, similar to those utilized
in the preceeding chapter: country of origin and size. For each subgroup of TNBs
within each of two categories the diétribution of loans according to type and
economic sector was analyzed. The distributioné were compared, for each subgroup,

using standardized variables. 24/
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Having converted the distribution to standardized variables, the
strategy of each bank for each of the two principal categories was classified
according to the results, as conservative or innovative. For example, as has
been mentioned, a preference for free disposition or refinancing credits is
considered an indication of an innovative strategy; a preference for project and
capital good import loans suggests a conservative strategy. Similarly, a
preference for placing loans in sectors identified by directly productive activities
(agriculture, mining, manufacturing) was viewed as representing a conservative
attitude whereas placing loans in sectors characterized as infrastructure
represented an innovative viewpoint. Comparing the results of each calculation
the overall strategy was defined as either conseriative or innovative,
according to the data contained in Table 29.

i) Banks grouped according to country of origin

With respect to the country of origin, it turned out that the Japanese,

German and "other" banks, followed far back by mixed banks, and British and
Italian ones:, demonstrated the most conservative credit strategies. With the
exception of the Japaneée and mixed banks, this result generally conforms to
a priori considerations{ that is, that British and German banks are very conservative
usually financing only projecté in directly productive éectors, such as mining.
The Japanese and mixed banks, however, were thought to be very innovative credit
institutions both in terms of price as well as there preferenceé. Most probably,
the fact that Bolivia contracted moét of its loans during 1975-1977, when the
international capital markets were quite restricted, accounts for the cautious
attitude of usually more innovati?e TNBs. As was mentioned preﬁiously, the Japanese
banks practically pulled out of the sovereign lending market during this period.

Within the group of relatively innovative TNBs, the French and Swiss

banks are the only ones which appear to contradict the expected results. France
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Table 29

BOLIVIA: CONSOLIDATED ANALYSIS OF CREDIT STRATEGIES OF TNBs BY TYPE OF LOANS
AND SECTORS, 1970-1979

(Net standardized scores) a/

Type of
loans Sectors Total
preferred preferred

Ranks classifed according to country of origin

United States -50.6 211.9 161.3
Japan / ~108.3 -65.1 ~173.4
Canada 124.8 -~ 125.6 250.4
United Kingdom | -95.0 ~1B.5 ~76.5
Germany -25.4 -130.8 ~156.2
France | ~177.6 336.0 1584
Ttaly 127.4 ~177.6 . ~50.2
Switzerland ' 98.0 51,2 152.2
Others 12,3 -269.3" ~145.0
Mixed Banks ’ ~12.9 T ~77.3

Banks classified according to size b/

1. 1=~ 10 ~256.7 47.0 -209.7
2. 11 - 50 -11.9 ~110.4 -122.3
3. 51 - 100 _ 34,3 -41.5 -7.2
4, 101 - 170 1417 264.0 405.7
5. 171 - 300 ~ ~387.0 284.2 -102.8
6. Smaller Dbanks 8.u ~256.4 -248.0
7. Not classifed 273.2 -185.4 87.8

Source: ECLAC, on basis of atatistical annexes.

a/ Balance of the conservative and innovative aspects of the loans considering

- type and sectoral preferences. Figures represent the balance of
standardized deviations around the overall average. A positive result
suggests an innovative overall credit policy, a negative result suggests an
overall conservative policy.

b/ The classification is the same as that utilized in Chapter III.
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usually 1ink-their project loans to the sale of Ffench components, which Table 3

of the Statistical Annex makes manifest. Nonetheless, given that most of the projects
financed in Bolivia were ones associated with infrastructure, the French TNBs

ended up with an "innovative" result. Similarly, Switzerland, normally thought to
possess very conser?ati&e commercial banks, ended up with an "innovative" score due to
the high proportion of their loanswhich were free disposition credits or for
infrastructural activities. The most innovative TNBs, however, were Canadian, and

American.

ii) Banks grouped according to their size

Grouped according to size, banks did'not demonstrate any clear
correlation in respect of their preferences. It is, however, notable that the largest
banks (groups 1-3) and the smallest banks (groups 5-6) were more inclined to follow
conservative credit strategieé. The smaller banks were probably affected by the
restrictive market conditions during 1975-T7. The position of the largest banks is more
typical as they tended to concentrate on financing capital goods and tended to shy
away from free disposition loans.

b) Preference for credits carrying official guarantees from the country of origin

The preﬁious section referred to loans whoée risk waé assumed by the lending
bank. This 1is, howeyer; a partial view of risk preferences due to the fact that a
significant portion éf the overall value of total loans, 22 percent, to be exact, carried
official guarantees from government agencies of the home coﬁntry of the TNB lender.
This is especlally the case for export credits associated with the sale of capital
goods. Naturally, such guarantees eliminate most risk for the TNB lender," thus, any
TNB that demonstrates a marked tendencf to eliminate risks through official guarantees
attached to their loans must be considered as implementing a conservative credit

strategy. Table 30 demonstrates the tendencies for national groups of TNBs. The
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Table 30

BOLIVIA: LOANS WITH OFFICIAL GUARANTEES FROM HOME COUNTRY AGENCIES, CLASSIFIED
BY COUNTRY OF ORIGIN OF CREDITOR BANK, 1970-1979 a/

Guaranteed credits Guaranteed credits
as national group as % of all credits

Country of origin of Bank as % of all guaran- of each national
teed credits group

United States 9.6 5.9

Japan - - -

Canada 0.6 _ 1.2

United Kingdom 17.0 37.7

Germany Federal Republic L.6 11.5

France T.2 65.1

Ttaly 0.5 12.5

Switzerland - -

Others (Brazil, Argentine, etc.) 55.8 67.7

Mixed banks b/ L7 10.k4

Total: all banks _ 5;299#9 _ : 22;9.2/

Source: ECLAC, on basis of information from Central Bank.

g/ Loans for which it was possible to establish a guarantee given that the
borrower does not always know of any export guarantees which may be
extended, these data might underestimate those credits guaranteed.

b/ Banks with sharecholders of differing nationalities.

c/ Weighted average.
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principal result is to reinforce the earlier characterization of British bank

as following conservative lending strategies. "Others" came off as exceptionally
conservative; however, this is a result mainly of the notable influence of the
CACEX loans of the Banco do Brasil in the overall sample. 25/ Loans from French
TNBs carried an exceptionally high (65%) proportion of official credits. Thus,
the British and French banks tended to follow the most conservative credit
strategies. In this regard, the case of the 'Other' banks representing a special
case,

It seems that there is no evident correlation between the size of the bank
and the use of official guarantees (Table.31); however, three things should be
taken into account. First, Banco do Brasil is found in the second group which
explains the high level of use of guarantees for these banks. Second, the mixed
banks dominate the sixth group and, by definition, they have few links with
government export promotion‘policies and practices. Third, the "not classified"
group contains mainly very small credit institutions. With this in mind, there
would seem to be an inverse relationship between the size of the TNB lender and

the tendency to employ official guarantees from its home country.government. gé/

6. Summary

The foregoing analysis has focussed on various aspects of the credit
strategies of TNBs in dealing with Bolivia. From this analysis it seems to be
the case that the TNBs could not effectively reflect their perceived risk in
the price of the loan, rather they managed to do it by way of the volume of credit
they placed in the country and the magnitude of their exposure there. Practically
all the commercial banks, following the principle of risk diversification, contracted
very low net commitments (in terms of the TNB's assets), although there were some

exceptions and the most notable one was the case of the mixed or consortium banks.
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Table 31

BOLIVIA: LOANS WITH OFFICIAL GUARANTEES FROM HOME COUNTRY AGENCIES, CLASSIFIED
BY COUNTRY OF ORIGIN OF CREDITOR BANK, 1970-1979 a/

Guaranteed credits Guaranteed credits
A of national group as % of all credits
Size of bank a/ as % of all guaran- of each national group

teed credits

1. 1 - 100 8.3 7.5
2. 11 - 50 69.7 ' k2.5
3. 51 - 100 2.3 3.k
k. 101- 170 6.3 22.3
5. 171~ 300 2.h 20.7
6. Mixed banks b/ b.s 9.9
7. Not classifiéd 6.5 2k.3
Total 100.0 22.0 ¢/

Source: ECIAC, on basis of information from Central Bank.

a/ Based on The Banker ranking of the worlds 300 largest banks, by assets,
for the year 1979.

b/ Banks with shareholders of differing nationalities.

c/ Weighted average.

P
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It also became apparent that the relatively rapid and positive acceptance
of Bolivia as a new sovereign borrower and participant in the international capital
markets was orchestrated, for the most part, by only three major TNBs: Bank America
Corp. Citicorp and to a leser extent, Dresdner Bank. These majors utilized used
their status to induce other TNBs to Join in their syndicated loans to Bolivia.
Nonetheless, it was apparent that their optimism did not become generalized

“and many TNBs active in other countries of the region did not enter Bolivia

or did so to a very minor extent. Those that entered more fully in the

Bolivian market tended to compete on the basis of the volume of credit placed there
rather than on price considerations.

Banks with offices in Bolivia were the leaders in opening up Bolivia
to sovereign lending. This is clearly the case of Bank America Corp., Citicorp
and Dresdner Bank, as measured by the volume of their lending. Bank of Boston,
which also has offices in Bolivia since 197h, was more important from the point
of view of convineing other TNBs to participate. It could be that the optimism
of the economic circles associated with the new. authoritarian regime spread more
rapidly to these TNBs via their offices in La Paz, then was the case for the other
INBs receiving their information second-hand.

The TNBs demonstrated distinct preference with respect tothe type of loan
conceded, its placement by economic sector and the use of official guarantees of
the government of their home countries. The banks with conservative perspectives
were the British, French, Japanese and '6thers',was well as the mixed banks.

This conservative credit strategy is not normally associated with the Japanese
or mixed banks, and this aberration may be explained by the crisis atmosphere which

existed in the international capital markets during 1975-197T7, when Bolivia contracted
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most of its commercial bank debt. Thus, due to conjunctural factors, perhaps
these normally innovative TNBs temporarily employed more conservative credit
policies.

Also highlighted in this chapter was that the behavior of two major
TNBs turned out to be particularly prejudicial for the interests of the Bolivian
nation. Citicorp, without notice, drastically reduced its Bolivian portfolio
precisely at the difficult moment of transition toward democratic government
which compounded the problems involved and worked directly against the welfare
of the Bolivian people. Chase Manhattan, by way of its own confused
organization, pulled out of a large syndicated credit shortly before it was to be
signed in London by the Bolivian Minister of Finance. That situation not only
caused embarrassment for the Bolivian delegation, more importantly, it demonstrated
how the less than serious behavior of a major TNB can negatively impact the
creditworthiness of a de#eloping country.

Finally, it is worth transmitting the opinions of some of the principal
Bolivian authorities responsible for the negotiation of loans from TNBs during
this period, 1974-1978. Generally, the three TNBs which left the best impression
with respect to their flexibility and goodwill were Bank America Corp., Bank of
Boston and First Chicago Corp. Others with good standing in the eyes of these
authorities were Dresdner Bank, Manufacturers Hanoﬁer’and Wells Fargo. Interestingly,
witn no knowledge of Citicorp's accelerated exit from the Bolivian market,
authorities commented that commercial, bank was exceptionally tough in its
negotiations, but of high calibre and profeséionalism. As was to be
expetted, Chase Manhattan was not considered in a very positive light by these.
Bolivian authorities. Generally, the American, Canadian and German banks were
considered more flexible. Meanwhile, the French banks were viewed as being the most

difficult and rigid in their dealing with Bolivia.
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Notes

1/ See Lissahers, p. 58.

g/ This opinion was expressed by the Wall Street Journal in 1979 and was
quoted by Muller (1980), p. 1ho.

§/ Libra Bank is a good example. Its owners are the following:

Chase Manhattan Bank (23.6%), Royal Bank of Canada (10.6%), Mitsubishi Bank (10.6%)
Westdeutsche Landesbank Girozentrale (10.6%), Swiss Bank (10.6%), National
Westminister (5.0%), Credito Italiano (7.1%), Bancomer S.A. (8.0%), Banco Altan
(8.0%) and Banco Espiritu Santo Comercial (5.9%). The information is for 1978 and
was published by The Banker Research Unit. (See Bibliography).

E/ Creditworthiness or solvency is a very general term utilized to express
the evaluation made by a bank of the risk of incompletion or non-performance on the
part of the borrower. Commonly, the concept 1s oeprationalized to a large extent
through reference to indication of external sector liquidity (i.e. exports,
international reserves, etc.) and the general nature of the economic policy
followed by the recipient. For more information in this regard, consult Goodman,
Asian Finance, Brackenbridge, Anderson and Wolf. (See Bibliography.)

5/ Lest results may be requested from the ECLAC/CTC Unit in Santiago, Chile.

§/ Here, again, the hidden nature of the commissions creates some
uncertainty. Whereas spreads and maturities are usually public knowledge, commissions
usually are not and, as was suggested earlier, this lends itself to some misuse
in terms of artificially reducing the published price of the credit.

T/ As has been mentioned, subsidiaries have been collapsed into their
headquarters, to avoid misconceptions. Thus, Bank of America becomes Bank America
Corp., Citibank becomes Citicorp, etc.

§/ If, indeed, Bank America Corp. was the principal agent of this syndicated
loan, it should be mentioned that an investment bank —-First Washington Securities
Corp (USA)-- was responsible for the initial structure of the syndicate. Although
it did not contribute financially to the loan, it was designated co-manager and it
did receive a portion of the commission.

9/ Each of these TNBs contributed more than the average participant's share
in the credit, that is, more than US$ 2 million.

10/ Chase Manhattan indirectly lent to Bolivia via its participation in Libra
Bank. See note 3 of this Chapter.

;g/ It should also be taken into account that it had one of the highest
relative commitment levels of the non-mixed banks.

12/ Information obtained directly by the authors.

13/ Crespos' study (pp. 58-59) shows that the branches of US banks in
Bolivia were known to have very close connections with the foreign enterprises
there, especially the exchange of information on the economic situation of the
country.

l&/ In the case of one of the banks its spreads were significantly less
than those offered by other TNBs, however, one cannot attribute this behavior to
the fact that it possesses a branch in Bolivia due to the fact that it is known
that the bank had global loan strategy of low-priced loans aimed at expanding
its portfolio of sovereign loans.

15/ Later this credit was transferred to YPFB.

EE/ For example, Brazil, often considered one of the more solvent of

Third World countries, was paying 2% or more over LIBOR. See Develin (1978) Pp-
80-81.

bl
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ll/ Citicorp and Bank America Corp had branches in Bolivia. Evidently,
the close relations between these banks and the nationalized US companies in
Bolivia was an important factor in the creation of this loan.

18/ See Asheshor, p. 63.

19/ Ibid.

20/ Ibld

21/ Consult Aronson.(1977), p. 177.

22/ The terms "innovative" and "conservative" do not carry value judgments
with respect to each lender. In fact, an innovative credit strategy can be either
(good) or (bad) depending on the particular situation at hand.

For example, an innovative credit strategy on the part of the TNB may appear to
better reflect the borrower's priorities in the short to intermediate term; however,
if it leads to a breakdown of discipline and the uncontrolled contracting of loans
it might work against the longer term interests of the borrower. On the other
hand, the conservative credit strategy strategy of another TNB would presumably .
keep the indisciplined borrower from.getting caught on the debt treadmill.

The analysis here has as its objective to demonstrate that the TNBs have varying
credit strategies and that an alert borrower can take advantage of those differing
orientations.

g;/ If this supply or contractor is also an important client of the lender,
another incentive for the loan is created. -

2h/ The standardized variabk is z = 5—:—£~, in which x represents the
percentage of the total autnorizations for thit country, or that size of bank,
corresponding to a particular type of loan or economic sector; X is the unwelghted
average for all countries or all size banks with respect to the same type of
loan or economic sector and s is the standard deviation of x.

25/ CACEX is the export credit arm of the Banco do Brasil and has been -
very active in all of Latin America.

26/ Table 14 of the statistical annex offers information on particular
TNBs and their tendency to utilize official guarantees from the home country
government. :
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Part II1

THE MULTIDIMENSIONALITY OF THE STATE AND ITS CAPACITY TO NEGOTIATE
Chapter V

THE STATE AND ITS NEGOTIATIONS WITH FOREIGN PARTICIPANTS - A CONCEPTUAL
FRAMEWORK AND THE BOLIVIAN EXPERIENCE

In the previous chapters of this study, the nature of the participation of
TNBs in Bolivian development, their negotiations with the Bolivian Govermment
and the subsequent difficulties which arose have been analized in detailed
fashion. In this second part of the examination at hand, the emphasis shifts to
the State and the factors influencing its negotiations with foreign participants,
especially TNBs. Given the particularities involved in the State's negotiations
with foreign participants and their impact as the State's broader responsibility
as guardian of the general welfare of the Bolivian society, it is‘necessary to
employ innovative analytic instruments for the study of the different and at times
contradictory aspects ofsuch phenomena. Only in this way does it pro#e feasible
to fathom the apparent anomaly of a strong State which weakens its own bargaining
capacity. In order to capture central aspects of the complex matrices involved

in this anomaly, it makes sense to begin by inquiring into the principal features

of the State and its major roles in the development process before entering into the

discussion of State: TNC negotiations and the particular case of Bolivia.

1. A Perspective on the Staté and its Roles in the
‘National Development Proceéss

The intention here is clearly not one of advancing a new theory of the
State and its functions; however, it is pertinent +to point out the principal

deficiencies of the most general existing theories, most notably the liberal
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plurarist and fundamentalist Marxist arguments. These traditional and, here,
admittedly extreme, views of the State serve as signposts in staking out
somewhat that area of human knowledge which might be referred to as the State in
Latin America, which will obﬁiously relate to the theme of this part of the
present study.

The liberal pluralist argument generally views the State as an impartial
or neutral arbiter which mediates and resolves conflicting group interests,
without directing, interfering or showing favour. 1/ In this vein, in his

famous work Wealth of Nations, Adam Smith, assigned the State a minimum of roles

(i.e. law and order, national defense, etc.) destined essentially to prévide a
secure enviromnment for citizens to carry out their economic activities. It is clear,
nonetheless, that the roles of the State in the democratic industrial countries
expanded greatly beyond Smith's frontiers, producing in the laét se?eral decades
the phenomenon known as the "weifare state". 2/ The liberal pluralist argument
that the expansion of the State'é roles results solely from 'functionalism' rather
than any new or growing autonomy of the State itself seems either to beg the
question or not adequately reépond to it. 3/ Furthermore, abstracting from the
experience of the democratic industrialized countries from which this theory or
appreciation waé born, it is evident that in Latin America there is little
empirical evidence of the.arriﬁal of or existence of any State which could be

in any way characterized as a neutral or impartial arbiter.

The fﬁndamentalist Marxist position identifies the State apparatus as an
instrument used to perpetuate the dominance of the current hegemonic class--usually
meaning the industrial bourgeoisie-~-of the national social formation. E/ This
traditional focus does not permit any cogent comprehension of the welfare state of

Twentieth Century, either. Although it is true that this simplistic view has
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been substantially modified for the analysis of Western Europe and North America, 5/
it continues to be prevalent in parts of the developing world, especially in
Latin America. 6/

Both of these extreme views have been largely written off as comprehensive
explanations of the State and its roles; nonetheless, in the context of the
convergence and modifications in the subsequent and more realistic streams of
thought on this phenomenon, they did capture the basic differences of opinion in
conflict. The subsequent discussions usual considered to what degree and in which
situations did the State act as a neutral arbiter of conflicting group interests and
to what degree and in which circumstances did it simply reinforce the dominant
interestsor classes.

One of the 3istinctive charactefistics of the Latin American developmental
experience and onethat distinguishes it from that of the advanced industrial countries
has been, precisely, thelrolé of the State. In Latin America, the State has been
a relatively (and, notably) autonomous actor in directing the development process,
something which neither the liberal pluralist or fundsmentalist Marxist
perspectives seem capable of contemplating. Stepan affirmed, moreover, that this
relative autonomy of the State must be central to any research strategies on
Latin American development. 7/ Evans has suggested that the State has been so
central to the process of capital accumulation that if it were not for the State's
determination to promote local savings and enact a strohg industrial policy,
industrialization in the region would not have taken place. 8/ Thus, even this
short appreciation clearly suggests that the State in Latin America is not simply
a neutral arbiter nor solely an instrument of class dominance. The State in
Latin America is much more complex and intimately linked to the centralist tradition

dating from colonial times.
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Vgliz has suggested that this important centralist tradition in
Latin America stems not from any general Iberian influence but from the particular
Castille one, based on a centralist, civilian, bureaucratic and legalistic
pérspective which has shaped the evolution of the State in Latin America. 9/
Independence in this region did not entail any reformulation of the State or its roles
via a liberal bourgeois revolution as was the case for the French and English
experiences, 19/ rather the centralist structﬁres and the 'authoritarian practices
were maintained by the existing bureaucracy. 1}/ Veliz places emphasis on what he
considers the Catholic intolerance which was projected southyest wardly across the
Atlantic Ocean. ;g/ This difference separated the subsequent experiences of North
and South America in respect to the relative importance and distinct roles of the
State.

Since the period of the Great Depression and the Second World War, at
a minimum, according to Veliz, the centers of decision-making and responsibility
for the Latin American economies have resided securely in the public, not the
private, sector. This fact is relati?ely independent of the situation of the
dominant political parties of the classical spectrum:‘the govermments of Cuba and
Mexico; Chile and Peru, Brazil and Argentina are centralist not because they are
left-wing, right-wing, capitalist or socialist, but because they are
Latin American. 13/ Furthermore,‘

... the strategic position of the central state as main comptroller
of the flow of resources generated by the export sector permitted
successive govermments to play a principal role in directing these
funds into industrial promotion. Hence, within the space of one
generation, the central state consolidated its key position at
least with respect to three of the principal aspects of modern
economic policy: it became the main financial entity able to

supply capital to private industrial ventures; it assumed the
function of arbiter in the process of income redistribution through
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the implementation of a variety of social policies; and it

assigned a dynamic role to the public sector directing toward

it the financial resources required for the development of an

adequate industrial infrastructure and the creation of the

basic sectors of the new industrial economy. l&/

Thus, it seems evident that basic differences have marked the evolution
of the State in Latin America in comparison to other areas and, therefore,
the conception, strﬁcture and roles of the State have varied accordingly.

The State in Latin America is difficult to conceptualize according
to traditional perspectives due to its proper developmental experience, its own
implicit heterogeneity and the degree to which foreign influences impinged upon
individual developmental trajectories. 15/ Nonetheless, Oszlak has made some
interesting observations on the historical formation of the State in Latin America
and how 'stateness' is acquired. He points out.what ié often forgotten, that is,
that the State is not spontaneously generated nor is it created by "someone" through
ritualistic practiceé. Rather, it is formed through a political economic process
in which certain fundamental attributes are gradually acquired and, in a particular
historical moment, are manifest in the level of deQelopment of the country.
He suggests that certain 'elasticity' is involved in the degree to which these
attributes are acquired by particular social formations and the degree to which
they are acquired is manifest in the ability of the State to articulate and
reproduce social relations, which he takes to define the existence of the State. lé/
The principal attributes are i) the material capacity to control, acquire and
allocate social resources in respect of a determined population and territory;
ii) the symbolic capacity to evoke, create and impose collective loyalties and
identities on its citizens. 17/ Just the mention of these two attributes indicates
the complexity of the concept, especially insofar as it is associated with a

strong centralist tradition and that the State has, at a minimum & dual character:

the mechanism for articulating social relations and the institutional apparatus.
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The State then is a multidimensional and multifaceted social actor 18/
whose character becomes more complex-with the degree of material advancement and
the nature of the social dynamic of the civil society that it mediates, and,
particularly in Latin America, that it transforms in ostensible fashion. 19/

In this context, then, it is inéreasingly evident that the State is not
immutable nor homogeneous nor undimensional. It is not a monolith rather it is
a collectivity of numeroué elements cemented together by particular authoritarian
relationships. Viewed from the perspective of the region's developmental trajectory
several elements of the State can be highlighted as of notable influence: the
public policty team associated with the regime in power, the career bureaucracy
and the State enterprises of the productive sector.'ggj The multidimensional character
of the State often derives directly from the manner that these fundamentsl components
of the State appapatus coordinate or conflict in the emphasis they give specific roles
of the State and the degree to which central authority is accepted or imposed.

The multidimensionality of the State complicates any simple appreciation of the
diverse and complex roles of the State at play in any given historical conjuncture,
especially in developing countries where alterations in the State tend to be abrupt and,

at times not al all predictable. Furthermore, the very idea of 'roles' of the State

is often so broadly interpreted as to include practically any activity in any way
associated with the State #pparatus from the political process itself to the provision
of municipal services. Obviously, to make sense of this amorphous mass, it is
necessary to employ simplifying conceptual instruments; however, simplifying complex
social phenomena always carries risks which increase with the degree of simplification

utilized. 1In this case, a high degree of simplification is required.



- 133 -

If one assumes that, to an important degree, a specific development
strategy must by its very nature indicate a perceived or ideal distribution of
benefits among participants, (at a minimum, the major participants) then it becomes
possible to define at least five principal schemes for the distribution of benefits
among major participants which have held significance for the Latin American
experience during the twentieth century. Figure 5 captures the dominant features
of these five orientations to development strategy--colonial (neo-colonial), liberal
(neo-liberal), national elitist (neo-elitist), national progressive and national
populist--and their distinct distributions of benefits among major psarticipants:
transnational corporations, national dominant groups, the State and the popular
sectors.‘ While it is difficult to reflect a complex reality in five 2-dimensional
images, these hypothetical distributions do offer of geometric simpliéity which
does ‘assist in comprehending distinct orientations of the State during the
development process.

Several qualifications on the use of this simplifying conceptual instrument
are called for. TFirst, one is dealing with general distributive orientations
to the develomment strategy, that is, the idea in the mind of the principal public
decision-making force (i.e. the political programme of the party holding office,
the policy-making team of a defacto government) with regard to the proposed
distribution of actual and potential benefits and ggz‘with stages of growth
(which are baéed on productive not distributive characteristies). 21/ Although
there is a temptation to Qiew the transitions from one orientation to the next in
sequential fashion as cumulative economic growth provides a higher level of
material benefits to be distributed among the major participants, there is no firm
empirical e&idence to support this hypothesis in respect of the distributional
aspects of growth and the general experience of Latin America during the 1970s

would seem to have been a pronounced backward shift from national progressive
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orientations to neo-elitist and neo-liberal ones. This, of course, would destroy
any argument for sequential transitions of a teleological nature, such as those
associated with stages of growth type arguments. Thus, this simplifying conceptual
instrument deals explicitly with the distribution of benefits among participants,
not stages of growth from a production perspective, and it i$ assumed that
transitions occur in either directién——forward or backward--without any underlying
teleolOgiéal progress.

Second, we deal with the distribution of benefits among four major categories

of participants or social actors (i.e. transnational corporations, 22/ national

dominant groups, the State and the popular sectors), NOT isolated social classes
(i. e. landholding aristocracy, industrial bourgeoisies, proletarial, peasants, etc.)
although there is some relationship between the two. One of the explicit purposes

of this analysis is, in fact, to demonstrate the importance of relatively non-class

institutional participants, which is precisely the case of the transnational
corporations and many elements of the State. 23/ Another clarification which should
be made explicit is the apparent absence of the middle sectors or middle class from
this scheme; given the great importance of these sectors or class in the industria]l,
democracies. In Latin America the principal elements of the middle class are found
to a large extent in the institutions and enterprises of the State (i.e. the

career bureaﬁcracy, g&/ the armed forces, public schools, hospitals, State
enterprises, etc.). Those not in the State apparatus te;d to fuse into the
national dominant groups (when they meet commercial, industrial or financial
success) or into the popular sectors (when they encounter failure). Thus, the
middle sectors tend to be spread across several of the categories of participants
discussed here and, aside from a notable mobility (which weakens their class

cohesion),they tend to adopt conflictive political ‘positions mainly related to
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their individual perception of their own social position. For all these reasons,
it was felt advisable not to include the middle groups as a separate category of
major participant. It seems that the influence of the middle sectors is felt
in.various aspects of the distribution of benefits (as shall become more evident
in dealing with the empire-building role of the State, below); however, its at
times contradictory or conflictive forces tends to keep it from becoming, as a
collectivity, a major participant.

Third, one of the more severe shortcomings of this scheme of five two-
dimensional images is that one cannot realistically indicate the relative increase/
decrease of the magnitude of benefits to be distributed in the trensition from one
orientation to another for the general case, nor can one clearly differentiate the
line of demarcation between the principal elements of the national dominant sectors
(the national dominant groﬁps and the State) for the general case. In the case of
the magnitﬁdes of benefits involved in the shift from one orientation to the next, it
is obvious that an iﬁcreased level of material benefits will make the tranéition
easier. For example, during the late 1960s, Chile was one of the few Latin American
countries which did not see its overall level of material benefits squeezed by
the exhaustion of the import4éubétituting industrialization scheme (mainly because
its export earningé increased) and, Sﬁre enough, Chile was perhaps the only
Latin American country for subsequently approximate the national popular orientation
to development étrategy with the Popular Unity gbvernment of the early 1970s.

On the other hand, virtually all of the other Latin American countries facing

what seemed to be a stagnating, if not declining,level of overall material benefits
coupled with wider distributions,generally took a step backwards in their orientations
to developmental strategy, enlisting more elitist distributional norms. A éimilar

case holds for defining the dividing line with respect to the distribution of benefits
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between the national dominant groups and the State; the diversity of individual
developmental experiences and the structural heterogeneity of the region make a
general case dividing line a very adventurous undertaking (therefore the mid-
position in Figure 5 is indicated with a broken line only). One must recognize
these shortcomings of the simplifying conceptual instrument in order to comprehend
its utility in the clarification of the roles of the State and the nature of
State: TNC negotiations.

2. An Overview of State: TNC Negotiations in Latin America

Experience has demonstrated that foreign participation in local development
offers the promise of accelerated material advance; 25/ however, the host countries
often encounter serious difficulties in retaining a significant proportion of the
benefits generated, without scaring off the foreign participants.'gé/ In

Latin America, the classic period of foreign participation, 1850-1930, which

encompassed the early external finance boom and later the US-based TNC direct foreign

investment in natural resources, was characterized by huge benefits on the part of
the foreign participants and extremely limited benefits for the local economy

in spite of the successes made in exporting primary commodities. Sometimes
exhorbitant interest ratesy at other times enclave-export activities, all in the
context of a colonial attitude on the part of the foreign investors, generally
determined that the distribution of benefits heavily favored the foreign investors.
During the éecond phase of foreign participation, the US TNC DFI in manufacturing
during 1940-1965/73, countries such as Brazil and Mexico characterized the
accelerated material advance possible via the mating of foreign capital and
technologies with a pronounced import-substituting industrialization process.
Nonetheless, these countries as well as the smaller ones experiencing more modest
rates of industrial expansion slowly came to the realization that this foreign

participation often created severe balance of payments disequilibria for the host
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country and, in the context of the multiple instruments available to TNCs for
effecting capital transfers, this foreign participation eventually seemed

vastly more expensive than originally presumed. Furthermore, the reliance on
foreign technologies often was viewed as to further complicate rather than
facilitaté their industrial export drives. During the third phase of foreign
participation in Latin America, based on TNB loans during 1965-73 to the 1980s

the initial euphoria associated with apparently unlimited access to free disposition
credits from international banks and the "easy" growth which accompanied it quickly
dissapated as grace periods lapsed, the LIBOR and Prime rates of interest
skyrocketed, the OECD countries increasingly closed their doors to the industrial
exports of the Latin American newly industrializing countries and the TNBs
attempted to retire their Latin American portfolios. As the TNBs posted record
earnings in the midst of the international recession, the Latin American countries
entered their worst economic crisis in 50 years. Caught on & debt treadmill which
will weigh heavily on the region's balance of payments until the 19905, at least,
these countries are trapped between economic models given their inability to make
the more technologically complex import substituting/export of manufactures
transition to their induétrial processes in the context of the present international
economic conjuncture, as well as being faced with very weak primary commodity
export prices. Thus, while each cumulative wave of foreign participation in
Latin American defelopment did seem to produce an initial boost for the rate of
material advancement, each phase seemed also to complicate the perceived
developmental trajectory due to the apparently exaggerated expense of foreign
participation and what seemed to be the progressive circumscription of the
national autonomoué decision-meking capability. The Latin American go?ernments
seemed to be increasingly compromised by the international capitalist system with

each cumulative phase of foreign participation.
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This perceived unfavorable distribution of benefits from growth between
foreign and national participants was not a result of a weak State. As has been
suggested, in Latin America, at least since the crisis of the 1930s, the State
has been a remarkably active and relatively autonomous participant which has
strongly influenced the process of capital accumulation in the region. As a
result of the arrival of the Great Depression, which crippled the existing
primary export model, the State, to a large extent, became the godfather
of the new import-substituting industrialization model. Given the nature
of this State-sponsored economic model and the State's influence over the process
of capital accumulation, the State, concomitantly, acquired a direct influence
over the nature of the distribution of the benefits from economic growth among
competing social classes or agglomerations. In this sense, a new ‘'historic project'
understood as a new orientation to development strategy, replaced the existing
'liberal' one associated with the primary export model. Unlike the preceeding
libersal orientation, the new national elitist one included an important degree
of State intervention and State participation in both the productive (import
substituting industrialization) and distributiﬁe functions. 1In general terms, the
shift from the liberal to the national elitist orientation to development strategy
implied a notable increase in the relative benefits going to the State, as
participant, a more minor increase in the relative benefits going to the social
agglomeration called popular sectors (workers, peasants, etc.), the maintenance
of the relative level of benefits going to the local dominant groups.(although a

shift within that agglomeration which favored the industrial bourgeoisie vis-a-vis
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the commercial/financial ones) and an important reduction in the overall level

of relative benefits going to foreign participants (although TNCs in the
manufacturing sector were favored over those in the natural resources and
financial sectors). The problems of balance of payments disequilibria and

ISI exhaustion associated in part with the foreign participation in-ithe
manufacturing sector coupled with increasing social mobilization of the middle

and popular sectors, in the context of demoecratic political syétems, produced
several attempts at what could be considered a national popular orientation

to development strategy in the late 1960s and early 1970s in the region.

According to this orientation, relative benefits were to shift dramatically

toward the popular sectors and, to a lesser extent, toward the State and to shift
away from foreign participants and the local dominant groups. Chile in the early
1970s, was probably the only country which experienced something approximating the
national popular orientation to de&elopment strategy, although numerous examples
of what could be termed a national progreés orientation--located between the national
elitist and national popular orientations——became apparent. Figure 5 offered a
schematic image useful for conceptualizing the various orientations with respect
to the distribution of bénefits from growth among major participants.

It is admittedly pretentious to suggest that nearly two hundred yerars of the
political economy of Latin American development can be reduced to five two-
dimensional iimages (Figﬁre 5). Nonetheleés, accepting that this simplifyiﬁg
conceptual device blurs claés diétinctiohs and does not capture differencgs of
magnitude of the benefits to be distributed in the shift from one paradign to
another infer alié, it can be reaéonably argued that this simplifying conceptual
device is extremely useful for fathoming the changing nature of State/TNC

negotiations from a political economy perspective. The further analysis of the
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changing roles of the State according to different orientations to development
strategy allows one to clearly perceive the significance of the more recent
neo-eliti st and neo-liberal orientations evident in the region and what is
fundamental to the increased dependency prevailing in the region.

If one views public policy from the perspective of who gets what and which
roles (not instruments) of the State are predominant over a given period, it is
quite possible to 'locate' the orientation to development strategy of particular
regimes. The six principal roles of State can be identified in respect of the
participants which are favored and that these roles vary with the shift from one
developmental orientation to another. In this fashion, the following principal

roles were identified:

Role of State  Principal beneficiary (participant)
1. gatekeeper foreign participants
2. Caesarian local dominant groups
3. empire-building State
L. welfare popular sectors
5. mediatory _ groups mediated
6. universal 'general' welfare of Nation

Accordingly, relating these roles of the State to the simplifying conceptual

device and placed in the context of the principal characteristics of Latin American
development, it is suggeéted that a liberal orientation would require strong
Caesarian and gatekeeper roles on the part of the (subordinated) State; the
national elitist orientation would demand strong Caesarian and empire-building
roles with a still significant gatekeeper and a new universal role of relative
importancé; and, the national popular orientation would need strong empire-building

and welfare roles coupled with a necessary mediatory role. The universal role
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would become more prominent with the level of material advance achieved by the
society and the ability on the part of the State to project itself as relatively
neutral in certain general fields (e.g., infrastructure, education, health care,
not to mention obvious examples such as defence, law and order, etc.). The
mediatory role would increase with the nature of the tensions and antagonisms
generated by the deﬁelopment process., For the liberal orientation,the State

would have to mediate, to the extent possible,vdisputes which arise between foreign
participants and local dominant groups. Generally, the appearance of the national
elitist orientation_pro&ided the State with superior means to mediate between
those same groups as well as between the dominant and popular sectors. The
national popular orientation usually corresponds to a shift in the groups mediated,
in that the popular sector dominant groups antagonism comes to the fore. Of
course relati#e emphasis of the suggested roles of the State is no more than
informed generalization aé the resolution of the conflicting roles depends

toa great extent on the specific nature of the principal partipants, the particular
criées faced and the nature of the country's incorporation into the international
capitalist syétem. Nonetheless, it does indicate the importance of the State

and its mﬁltidimensional character and the fact that its conflicting roles must be.
resolved in relation to concrete de#elopmental challenges and political struggles.
It is clear, however, that in the coﬁrse of Latin American development the State
has become one of, if not Eég, principal major participant in the distribution

of the benefits from economic growth. Moreover, one would expect the control
function of the State with respect to foreign participation to become increasingly
prevalent and the promotion function to decline somewhat due to the ever-improving

negotiating position of the State vis-a-vis TNCs.
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The opposite took place, that is, during the recent period the foreign
participants seem to have had the upper hand in their negotiations with
Latin American States due not to any structural weakness of the State itself
but due to the fact that the internal polarization of the social structures of
these countries resulted in a kind of eunuch State with a very weak bargaining
position vis-a-vis foreign participants as a consequence of the particular crises
faced. The mentioned simplifying conceptual device allows one to fathom the
essence of the examples of what can be called neo-elitist and neo-liberal
orientationé to development strategy which have recently emerged in the region
as a result of the military and political defeat of the popular challenge which
beceme apparent in the 196L-T6 period. Table 32 serves as the background upon
which the neo-elitist and neo-liberal orientations can be highlighted.

The period of proliferation of national progressive or national popular
orientations to development strategy coincided generally with.the exhaustion
of the ISI model and attempts to surmount the more technologically complex
I8I/export of menufactures transition to the process of industrialization in
many Latin American countries. The popular challenge produced a clear
contradiction between increased popular benefits and the increased capital
investment requirements of the economic model and,as popular sector radicalism
and violence increased, the local dominant groups and foreign participants
united in active opposition and the State became internally divided and
increaSingly‘self;contradictory. As a consequence of mounting chaos, the armed
forces occupied the State, instituted a severe anti-popular public policy and
adopted anew apparently 'old' orientations to development strategy (national
elitist and liberal) but nowAin a new setting of clbser association with the

foreign participants. The backward shift of the orientation of development
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strategy seems to have been a function of the degree of success previously
enjoyed in the 'popular' direction. As was suggested, Chile, which in the

early 1970s had a significant experience with the national popular orientation
skipped back several phases to a kind of liberal orientation (neo-liberal), at
extreme social cost. Brazil which in the early 1960s experienced a tepid national
progressive orientation slid back only one phase--to a kind of elitist one
(neo-elitist)--after their military coup took place. The common factor of both
cases was that the internal polarization created by the corresponding popular
challenge caused the orientatién to lose its national character as the local
dominant groups and the debilitated State ceded negotiating terrain to the
foreign participants. In this sense, the aim was to return to a developmental
orientation more favorable to foreign participants and the local dominemt groups,
however, this old orientation has to be forced upon a now more mature and
influential State bureaucracy and public enterprises and more aware and organized
popular sectors both of which are accustomed to higher relative levels of benefits.
Only with the assistance of what were then undreamt of levela of external
finance via commercial loans from TNBs did this return to the past become in

any way feasible and only then by the force of arms. Its cost was, evidently,
greatly increased dependence for the recipient countries as a result of their
reliance on resources from foreign participants to solve their internal conflicts

of a social/political nature.

3. An Overview of External Dependence in Bolivia, 1952-1G680

Generally the Bolivian economy can be thought of as a very open one in the
context of Latin America and it has demonstrated a tendency towards higher
foreign trade coefficients in the recemtperiod. For the most part, the foreign

trade coefficients have been in the 30-3L4% range in the 1952-1979 period, with the
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exception of the 1960-196l4 period of extreme economic vulnerability (below
30%) and the 1974-1978 period of exaggerated imports (above 34%). Figure 6
demonstrates the change in export and import coefficients over the 1952-1979
period in general and captures admirably the exaggerated importation which
occurred in the period following 19Th. 27/.

The export experience of Bolivia is indicated in figure 7. This experience
appears to consist of three separate phases: extreme eonomic vulnerability
(1952-196h); exceptional growth and diversification (1965-1976); and decline
(1977-1979). During the phase of extreme economic vulnerability of the export
sector the country was a typical mono—product exporter (minerals in general
and tin in particular) operating in a very imperfect market. Thus, when the
market weakened after the Korean War and tin and other mineral prices declined
sharply, the economic vulnerability of the export sector quickly affected the
balance-of-payments position of the country and rapidly spread to internal
economic activity. The export sector remained in a state of depression for more
than a decade and this Waé reflected in the erratic pattern of internal growth,
in which the 1952 value of the gross domestic product, in constant terms, was
not surpassed until 1962. Bolivia was buffeted by extremely unfavourable terms
of trade until at least 1965.

These data also clearly show that after 1965 the Bolivian export sector
enjoyed substantial and sustained growth based on the recovery of the markets
for tin and other minerals and the diversification of exports by way of new
and expanded exports of crude petroleum, natural gas and agro-industrial items.
To all intents and purposes, economic vulnerability of the export sector
disappeared as a constituent of the Bolivia dependency situation and as an
unfavourable influence on the bargaining position of the State, particularly
after 1975 when the country enjoyed an especially favourable terms of trade

situation.
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Figure 6
Percentage BOLIVIA: IMPORT AND EXPORT COEFFICIENTS, 1952-1979
Gross domestic
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Source: CEPAL, on the basis of official information.

Note: Calceulated on the basis of constant values (millions of 1970 US dollars).
* At market prices.

**Goods and services.
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Figure T

300 BOLIVIA: EXPORT EXPERIENCE, 1952-1979, BY PRINCIPAL GROUPS
(Millions of 1970 US dollars)
250 -
200 L— Total exports
150 -
Tin (concentrates
and metaltlic)
I
)\
\
A /A
100 f— Ve \ \ \
/ \/ -~
//\J v \ /
A \/
\ / A
N 4
\ \ ! ~ v
\V4 \ /
V1 v
\/
)
Other
50 minerals
,\ Crude petroleuin
and natural gas
s /\/ Agro-industrial
25 - / products
/\/
-~
PR Y Nt N N TN U M W SR N N W S S M B

1952 1960 1970 1979



- 1hg -

The nature and degree of foreign participation in Bolivia between 1952 and
1980 played an important part in the dependency situations in which Bolivia was
placed. It should be mentioned that for the most part these situations were of
what has become known as classic dependency, that is, extensive foreign influence
in the export nexus between the local economy and the international market, and
not the high degree of foreign participation via direct foreign investment in the
local process of industrialization which typifies what has become known as
'dependent development'. It should be noted, however, that the financial
dependency that characterized the Bolivian economy in the later 1970s is often
considered to be more clearly related to the dependent development variant than
that of classic dependency. These distinctions will become more evident with
further elaboration of the Bolivian case study, particularly exsmination of the
1974-1978 experience.

Viewed from the balance-of-payments perspective, that is, the net inflows
of foreign capital, table 33 summarized that aspect @f foreign participation in
local development over the 1952-197 8 period. Measured in these terms, it is
clear that the nature of foreign participation has changed significantly over the
more recent period and there have been two periods--1960-1964 and 1975-1978--in
which the degree of foreign participation has been notably high.

During the phase of extreme economic vulnerability of the external sector,
1952-196k4, foreign participation came mainly in the form of official donations: the
least expensive form of foreign participation in terms of the explicit costs
involved. Direct foreign investment was a significant, if subordinate in
magnitude, element of the foreign participation during this phase. In the period
which followed, official donations declined sharply and there was pronounced
disinvestment by foreign participants, 28/ so that foreign loans became by far

the most imporbant form of foreign participation in Bolivian development. That
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Table 33

BOLIVIA: NET INFLLOWS OF FOREICN CAPITAL, 1952-1978, BY FIVE-YEAR PERIODS
(Annual averages in millions of 1970 US dollars and percentages)

Category 1952-54 1955-59 1960-64 1965-69 1970-74 [975-78
Donations 6.9 31.1 25.8 14.2 8.7 8.4
Direct foreign
investment (DFI) 11.2 11.5 134 -39 -20.9 12.0
External loans -3.8 5.2 13.5 27.3 53.7 65.1
Total 14.3 47.8 52.7 378 41.5 85.5

DFI + loans as %
of exports 5.3 12.1 21.0 12.5 11.8 273

Source: CEPAL, on the basis of information supplied by the International Monetary Fund.
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form of participation, however, implied certain explicit costs in respect of
commissions, amortization and interest payments. In summary terms, it might
be suggested that the increased foreign participation (via official donations)
of the 1955-1964 period was a result of the extreme economic vulnerability of
the external sector, whereas that of the 1975-1978 period (via external loans)
stemmed from the local proclivity to import to an extent far beyond the
parameters of export earnings. The first form of pronounced foreign participation
was relatively costless in financial terms (although it did provide a high
degree of foreign influence in the local export sector for the principal donor
country) whereas the second category of participation carried rather onerous
costs in the form of commissions, amortization and interest payments.

Turning to the role of the State in Bolivian development, which, as
already noted, is a necessary antecedent for the examination of what has been
called "voluntary dependency” resulting from the internal contradictions of the
State, it may be said that the Bolivian case is not at all simple in the
sense that there were continuous and constant trends in the orientation of
development strategy. Rather, the Bolivian case is one of leaps, reverses and
vicissitudes. Nevertheless, in the context of this overview of the subject, it
may be suggested that the Bolivian experience has consisted of the following
phases: the prerevolutinary period before 1952, which displayed a neocdlonial
orientaion; the 1952-196k4 period, which witnessed a jump to & defined national
popular orientation; the 1965-1973 period, which was characterized by transition
and uncertainty manifest in various changes in orientation of a national elitist
and national progressive nature, none of which were very enduring; the
197L4-1978 period, when a well-defined orientation of the national elitist variety
was implemented; and the post-1978 period, in which transition and uncertainty

have again come to characterize the orientation to 3evelopment strategy.



Before the Bolivian revolution which began in 1952 the orientation to
develorment strategy may be thought of as a form of the neocolonial perspective,
due to the fact that a small group of large and nominally Bolivian mining
enterprises linked closgly to the local landholding oligarchy monopolized the
benefits deriving from Bolivian development. The particular case of Simdn Patifio
is illustrative because from that 5asis he created what is today a fully-fledged
transnational corporation. 29/ The gatekeeper/Caesarian roles was almost the only
one undertaken by the State, although there were weak efforts to promote the
univeréal rolé of physically integrating the country, primarily on the basis

of development assistance from the United States. The excesses of the gatekeeper/

Caesarian role implemented by the State in the hands of the mining companies

and local oligarchs undoubtedly account for the revolutionary initiatives which
took place in the early 1950s.

The revolution brought with it a leap from the neocolonial to the national
popular orientation of development strategy, based on cogovernment by the
National Revolutionary Movement party and the Bolivian Workers' Central. The
new orientation was manifest in the nationalization of the large mining
companies, large-scale agrarian reform, the widening of popular political
participation by way of universal suffrage and the institutionalization of the
State and its public investment as the basic impulse fof national development.
With the obliteration of the power bases of the previoué iocal dominant private
groups, the dominant roles of the State became the empire-building 8nd'mediatory
ones. However, the revolutionary chaos and the extreme economic vulnerability of
the external sector soon brought this political project to the edge of economic
and financial bankruptcy and the Immediate Ecoﬁomic Policy Plan of the
Government of the National Revolution issued in 1955 became, in essence, an appeal
to the United States Governhent for emergency and continuing economic

assistance. 30/ Although this assistance was relatively costless in financial
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terms, the foreign influence that it permitted caused a split between the two
partners of the revolutionary government and the orientation of development
strategy deviated in the national elitist direction. This was demonstrated,
inter alia, by the opening up of the petroleum sector to transnational petroleum
corporations,the orientation of the stabilization programme of the International
Monetary Fund implemented in 1957-1958 and the new foreign influence introduced
into the nationalized mining sector by way of the Triangular Plan. In the
meantime, the fiscal deficit of the public sector was being met through external
official donations. Table 35 suggests that to the extent that the revolutionary
government eased up on its propensity to Statism in the distribution of internal
credit, it was able to obtain external resources for investment purposes.
Nevertheless, this experience with the national popular orientation of development
strategy resulted in tremendous growth and expansion of the public sector
(estimated in 1961 to account for 45% of the national GDP 31/)and the
establishment of State universal and empire-building roles (much in advance

of the local process of industrialization) in spite of the foreign influence
which accompanied the extreme economic vulnerability of the external sector
during this period.

The following period, 1965-1973, consisted of various opposed changes or
zigzags in the orientation tu development strategy, none of which can be
considered both clearly defined and effective. This period is best characterized
as one of transition and uncertainty made up of a kind of national elitist
orientation during 1965-1969, a pronounced but ineffective national progressive
orientation, 1969-1971, and once again a sort of national elitist orientation
implemented during the crisis years 1972-1973. Again, table 34 shows Dbasic
aspects of these changes of orientation, as reflected by the sectoral placing

of internal credit and the source of gross domestic investment. In many ways,
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the about-faces which took place represented reactions to~the previous
orientations. It should be emphasized, however, that the national progressive
orientation’ of the 1969-1971 period resulted in the nationalization of the

largest foreign enterprise in Bolivia--Bolivian Gulf Co. -which gave the State
almost complete control over the local export sector (in association with the
nationalized mining sector). Thus, glthough the progressive populist project
contained in the strategy;g/ defined during this period never came to be, the
public sector experienced a noteworthy expansion, again above and beyond the
requirements of the local process of industrialization. According to available
data, the Boliiian public enterprises were roughly twice as influential as their
counterparts in other Latin American countries, as measured by their contribution
to GDP and gross fixed capital formation (Table 3L). Furthermore, the transition
from this national progressive orientation to the new elitist one which followed
was particularly violent and characterized by economic and social dislocation which
required quite a strong stabilization programme to re-establish ord&r. The new
neo-elitist orientation was evident in the reopening of the petroleum sector

to private participation (this time, however, via contracts of aséociation between
the State petroleum company and foreign petroleum enterprises) and the new
investment law which promoted private (local and foreign) enterprise. 33/

In other words, the 1965-1973 period was one of political instability in which

the orientation t¢ development strategy underwent céntinual and opposed changes.
Concomitantly, the Qarious roles of the State went from one extreme to the other
without clear or effectiﬁe definition, and following the nationalization of the
largest foreign enterprise in the country, foreign participation in Bolivia
(except with regard to the financing of the nationalization) demonstrated a marked
tendency towards decline. By and large, this period was one of transition and

uncertainty.
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The 19T74-1978 period witnessed the clear and definite implementation of a
neo-elitist orientation to development strategy which heavily favoured the private
sector and its dominant interests. In the context of a volume of internal credit
which doubled in real terms during this period, over three guarters of that credit
was placed with the private sector. Furthermore, in spite of the fact that the
country was enjoying an export boom of unprecedented proportions, a rapidly
increasing proportion of the resources destined for domestic investment came from
external sources, reaching 44% in 1978 (see table 35). As a consequence of this
increased foreign participation, bésed on external loans, the external public debt
of Bolivia shot up dramatically, doubling in real terms between 197L4 and 1978.
Nevertheless, in spite of this clear orientation of development strategy and the
volume of resources available in the context of the export boom and the increase in
foreign participation in local development, the economic situation of the State and,
increasingly, the economy, was one of deepening crisis. The fiscal deficit of the
State and more generally the deteriorating state of public finances aptly bring
out the principal factor in thé voluntary dependency situation which led to the
undoing of the Bolivian economy: public investment for private profit. However,
in order to understand in greater detail this particular dependency situation,
it is necessary to focus more closely on the specific internal contradicti ons of
the State, which accompanied the neo-elitist orientation of development strategy
during the 1974-1978 period.

Before turning to that task it should be mentioned that since 1978 there has
been a worsening of the crisis born of the 1974-1978 period. Again, transition and
uncertainty are dominant elements of public policy, most notably in relation to the
renegotiation of the external public debt. The indications are, as was suggested

B

by the mentioned quotation from the Institutional Investor, that the dependency

situation in respect of the transnational banks is such that the Bolivian authorities

will have to accept virtually any terms offered to them.
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Table 35

BOLIVIA: SECTORAL DISTRIBUTION OF INTERNAL CREDET AND SOURCL OF

FINANCING OF GROSS DOMESTIC INVESTMENT, 1952-1580
(Millions of 1970 pesos and percentagpes)

Intermal eredit

Gross domestic investiment

Year
Current Constant Sector (%) Corrent Constant Source (Yo)
values viluess - vihes vitluess e
Public:  Private Internal External

1952 10 THES 65 35 1S 1 285.7 91 G
1933 20 408.2 65 35 31 6939 7Y 21
1954 24 297.9 61 39 88 936.2 Yy |
1935 62 3010 74 26 318 1 5143.6 Yy ]
1956 327 S14.5 o) 10 551 13809 94 |
1957 406 935.3 85 15 558 13129 3 7
1938 537 1 100.4 N7 13 5115 I 157.8 rh 22
19534 (632 I 1316 58 12 inn 856.4 83 17
1960 721 1 151.7 89 M 675 1 078.3 76 24
1961 503 1216.7 56 14 516 8273 82 15
1962 538 12435 83 17 876 1 269.6 75 a5
1963 Y34 1 338.1 7Y 21 909 1 302.3 76 21
1961 1014 13502 75 25 1 00y 1 343.5 105 5
OGS 1 161 1 488.5 T 26 1218 15615 7Y R
1966 1 340 1 660.5 71 29 | 291 1 599.8 sl 19
1967 1 538 I 792.5 72 28 1 281 1 496.5 68 32
196GS 1 685 1 855.7 66 34 1 836 2.022.0 66 31
1964 1 765 1 873.7 6. 36 171 1 819.5 51 36
1970 2071 2071.0 63 37 2111 21110 58 12
1971 2510 2 .08.8 6t 34 2300 2228.0 50 20
1972 3219 2 567.0 58 42 336 27229 82 18
1973 4223 2 368.5 16 54 5311 3 032%& 92 5
1971 4 HIS 11621 11 89 T026G 2526, 132 P
1975 5702 23 nn 12026 ho12.7 ) 28
1976 8233 5 g%g 26 T 11949 3686,5‘3 gn 16
1977 L1188 113.8 21 7 13 .
F97S 15135 % T132 24 71 %%’58@’ %%?3* g ;(% Elﬁ
1979 21 274 TS 37 63 ¥216 . 3365.2 51 L9
1980 28871 4 1315 46 54 22893 b/ 3276.0 .. & 37

Source: Intemational Monctary Fand, Diternational Finangial Statistics, 1950; Central Bank ol Bolivia, Cuentas

nales, 1970-1977 and Memoria Anual 1you.

*Using implicit detlator for GDP.

bPreliminary tigures.

Nuacio-
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L. A Short Examinationof the Internal Contradictions of the State which
Derive from the Neo-elitist Orientation, 197h4-1978

One of the anomalies of the experience with the neo-elitist orientation
during the 19T4-1978 period is that the financial cirsis in the public sector came
hard on the heels of the most notable export boom in modern Bolivian history,
despite the fact that the State exercised almost complete direct control over the
major export items (mineral concentrates and metals, crude petroleum and
natural gas) through the main public enterprises COMIBOL, ENAF and YPFB. Table 36
demonstrates that during the 1974-1978 period, public sector fiscal income was
to a very high degree (57-69% of total fiscal receipts) generated by the external
sector, particularly the export sector. How then, should one interpret the
resulting crisis which coin;ided with the vastly increased economic potential of
the State?

Without doubt, one important factor involved was the false expectations
generated by the export boom. Evidently, the team of decision-makers associated
with the central government believed that the export boom provided a self-sustaining
basis for contracting external loans, as did the transnational banks, which provided
the major part of that external financing. It seems, however, that the latter
were quicker to spot the artificial basis of the country's economic policy, that is,
they realized that the export boom was mostly based on a faﬁourable price effect

 that simultaneously affected most Bolivian export items. Indeed, the physical
volume of most export items did not increase, and several e?en experienced a decline
especially after 1977. Thus, one could conélude that the increase.in external
financing was based on a false export perspective and that, when thoée expectations
did not develop the export earnings received were not enough to sustain the
magnitude of external public indebtedness already contracted. However, as will be

explained later, the decline in Bolivian export performance was not, in fact,
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primarily a result of bad luck, it was largely a direct consequence of the
specificeconomic policy followed during this period.

On the one hand, the decline in the real value of export earnings can be
associated with the level to which the Bolivian peso was overvalued--between
25 and 37% during the 1974-1978 period--using the 68% devaluation in 1972 as the
basis for parity. 32/ Undoubtedly, the overvaluation of the peso served as a
consequential disincentive for local exports, most of which were generated by the
local public sector. Moreover, the ability to maintain the exchange rate in that
state of overvaluation resulted in good part from the level of net receipts from
external financing; it is noteworthy ﬁhaﬁ the reduction in that.gxteinélﬁfiﬁaﬁéing
precipitated a 25% devaluation of the peso in November 1979.

On the other hand, the team of economic policy-makers followed an explicit
policy of financial drainage of the dominant public enterprises. In essence, the
export boom was chamnelled through the dominant public enterprises to the National
Treasury (where the lion's share was further directed to the private sector).
Furthermore, the rate of taxation of these public enterprises apparently exceeded
their rate of return from export activities. Obviously, this degree of financial
drainage of the principal export enterprises explains a significant part of the
poor export performance which resulted.

Finally, because of this financial drainage and the placing of about three-
quarters of all internal credit in the private sector, the major public enterprises
were forced to rely on external financing for their investment programmes.

Table 37 shows how the main public enterprises in the productive sector became
dependent on external financing, almost all of it from transnational banks. The
figures for total credit to public enterprises in the productive sector are almost
identical with those for total external financing flrom transnational banks.

Furthermore, although these public enterprises received only 38% of the total net
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Table 87

BOLIVIA: NET INFLOW OF EXTERNAL FINANCING® BY RECIPIENTS, 1974-1978;
OVERALL TOTAL AND TOTAL FROM TRANSNATIONAL BANKS
(Millions of 1970 US dollars and percentages)

Recipient 1974 1975 1976 1977 1978 Total Percentage
. Overall total:

all sources
Central government 15.2 8.2 25.9 J1.8 18.2 99.3 22.2
Local government - 0.2 6.2 11.7 15.7 33.8 76
COMIBOL 6.0 4.9 13.6 14.0 -9.0 29.5 6.6
ENAF 3.7 2.0 9.0 15.0 19 31.6 7.1
YPFB -14.3 -10.9 19.4 39.3 0.7 34.2 7.1
CBF -0.8 8.6 -0.8 -2.1 17.9 22.8 5.1
Specialized banks 15.9 16.0 11.0 7.1 3.6 53.6 119

Subtotal PEPS¢ (10.5) (20.6) (52.2) (73.3) (15.1) (171.7) (38.3)
All others 7.7 29.1 28.3 34.2 443 142.6 31.9

Total 33.2 574 112.5 151.0 93.5 447.6 100
[1. Total: transnational

banks
Central government 0.2 49 1.4 6.4 -17 11.2 4.1
Locual government 0.1 -0.4 -0.6 8.8 11.0 189 6.9
COMIBOL 4.0 2.0 12.7 12.9 -8.2 23.4 8.5
ENAF 1.5 5.6 5.2 - 12.3 4.5
YPFB -1.1 2.2 22.7 47.0 7.5 78.3 28.5
CBF 1.7 2.2 0.3 0.6 19.1 23.9 8.7
Specialized banks 13.8 15.7 1.5 6.4 1.8 49.2 17.9

Subtotal PEPS® (19.9 (22.1) (52.8) (72.1) (20.2) (187.1) (68.1)
All others 3.4 12.4 18.7 10.4 129 57.8 L2100

Total 23.7 38.9 723 . 977 423 274.9 100.0

Source: Calculated from official information provided by the Central Bank of Bolivia.
Note: These figures have been adjusted to distribute to the corresponding public enterprises the credits

contracted on their part by the central government. Only the largest loans (US$ 155.0, 37.0, 25.0, 13. ‘3 and 10.0
millions), which add up to US$ 240.5 millions, were distributed in this manner.

'\\ ith guarantec of State.

"Deflated by wholess ale price index of USA.

CPEPS: Public enterprises of productive sector.
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receipts from external financing during the 1974-1978 period, they were the recipients
of over 68% of loans from the transnational banks. In other words, 'productive'
public investment was, to a very significant degree, financed by foreign participants,
namely the transnational banks. In the context of national economic policy, which
militated against the continued solyency of these productive public enterprises,
particularly the major exporters, a decision by transnational banks not to refinance
the growing public external debt of these enterprises meant the collapse of most
public investment programmes in the productive sector, and in an economy like that

of Bolivia, where the public sector is such an important part of local econoﬁic
activity and is almost the sole major exporter, the collapse of the programme

of public investment signals oncoming crisis.

Until this state of affairs went to such an extreme that it called into question
the solvency of the public enterprises in particular, and the economy as a whole, this
form of voluntary dependency was quite convenient for all the main participants. The
State completed its gatekeeper/Caesarian roles in relation to the dominant
private groups and the foreign participants by channelling the gains from the export
boom to private groups (local and foreign). The transnatiqnal banks, in an epoch
of surplﬁs funds associated with the recycling of petrodollars, were happy to make
loané to the major public enterprises on the basis of a guarantee from the central
government. Furthermore, the rates of interest charged, not to mention the fat
commissions, made for very good business. The local dominant private groups enjoyed
unheard-of-levels - of internal credit and had plentiful foreign currency available
to satisfy their desires to import. Last, but by no means least, the State
enterprises were able to advance their empire-building and universal roles, in the
short term, on the basis of external financing. In the beginning, then, the new
system of .public investment for private profit assoéiated with the clearly defined:
national elitist orientation of development strategy applied in the period 1974-1978

seemed to work well in spite of the fact that it created a kind of voluntary

dependence on the transnational hanks.
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Unfortunately, the new system was pushed to an extreme and the internal
contradictions of the State laid the basis for its subsequent collapse. First,
a significant element of the local dominant private groups took unfﬁir advantage
of the new focus of public policy. Increasingly, internal credit in the private
sector was directed to non-productive ends and the accelerated importation came
to reflect conspicuous consumption. Figure 8 shows that private investment in
fixed assets declined steeply after 1975. It was public investment which fuelled
the economy thereafter. In this way, the private sector registered its lack of
confidence in the prevailing economic scheme. Cases of misuse of public
credit to the private sector, such as that of the loans of the Agricultural
Bank 35/ to the cotton growers of the Santa Cruz region, became common. Furthermore,
the flight of capital (reaching US$ 33 million in 1977 in constant 1970 values)
reflected the lack of faith of the private sector in this particular national
elitist orientation to development strategy. In short, the private sector declined
the opportunity of becoming the motor of Bolivian development. Second, the
effect of the national economic policy on the dominant public enterprises soon
contributed significantly to the termination of the export boom as well as the
decapitalization and consequent economic and financial crisis of those
enterprises. 36/ In these unfavourable circumstances, the transnational banks
soon decided not to continue financing the investment programme of those
enterprises or refinance their existing external public debt. In this fashion,
the internal contradictions of the State, in circumstances of voluntary dependence,
resulted in a generalized crisis: one in which the foreign participants held the
decision-making power to determine fhe extent of local suffering as a consequence
of the terms and conditions that these transnational hanks demanded as part of

the necessary refinancing package.
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Figure 8

BOLIVIA: INVESTMENT IN FIXED ASSETS, BY SECTOR, 1973-1981

(Millions of 1970 Bolivian pesos)
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Sources: Central Bank of Bolivia, Cuentas Nacionales, 1970-1877, and Memorias.
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This, then, is the general outline of the internal contradictions
of the State produced crisis and the transnational banks acquired an awesome
power of decision-making with regard to the intensity and duration of that

crisis.
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Notes

1/ Connolly (ed.) and Miliband offer interesting discussions of this theme.
Ayres produced a strong criticism of the economic growth theories underlying this
view of the State.

2/ See, for example, Schonfield on the general case and Bruce on the English
experience., Polanyl (Chapter 6) sustains an interesting argument on how the
democratic industrialized countries created new institutions (in a functional
sense) to counteract or soften the pernicious social effects resulting from the
operation of "free markets"

3/ Stepan, pp. xi-xviii and Chapter 1.

E/ See the article by Gold, Lo and Wright, as well as Fine and Harris,
pp. 93-170.

5/ Consult, for example, Gramsci, Miliband, Ponlantzas and Gold, Lo and Wright.

6/ For example, A.G. Frank.

T/ Op. cit., p. 2h.

8/ Evans, p. 43. - Gerschenkron, generally, has observed something similar
in what he calls late industrializers.

9/ Veliz, p. 11.

10/ See Moore.

11/ Veliz, pp. 150-151.

12/ Ibidem, p. 208.

13/ Ibidem, p. 238.

EE/ Ibidem, pp. 258~ 59.

;2/ Cardoso and Faletto underline the developmental importance attached to
national or foreign control of the export sector.

16/ See Oszlak, (1981), p. T.

17/ Nettl, passim.

18/ Oszlak, op. cit., p. 12.

;2/ Stepan offers an interesting treatment of what he calls ‘organic statism',
p. L.

gg/ In developing countries, especially Latin America, it has become common
place that institutional forces--most notably the armed forces--make their presence
felt in numerous components of the State apparatus, including the State enterprises
and the bureaucracy.

21/ See the articles of Henrist, Ilchmen and Bhargava in Wilber (1973) as
well as those of Rostow, Singer and Kuznets in Agarwala and Singh (eds.).

22/ Transnational corporatlons are not the only foreign participants; however,
their influence tends to heavily outweigh that of the other foreign participants.
Given that situation, TNCs becomes a more meaningful shorthand for the category of
foreign participants.

23/ Without introducing economic determinism into this s1mp11fy1ng conceptual
device, there is a tendency to impute a sequential transition process (interrupted
by temporary backsliding) which is characterized by increasing national (especially
popular sectors and State) and decreasing foreign participation in the benefits
from development over the long term.

24/ 0zlak (1979).

25/ Numerous studies, generally of a neoclassical nature, affirm that developing
countries with higher degrees of foreign participation have experienced faster
economic growth than those which have minimized the degree of foreign participation.
See Reuber (p. 2L40), for example. Like most general arguments related to the
present Chapter, there is little empirical evidence to support the hypothesis. The
study by Bos, Sanders and Secchi indicates the difficulties involved.



- 167 -

26/ The old argument over which form of foreign investment is most
convenient for host developing countries-~direct or portfolio (loans)-- has
yet to be conclusively resolved. See Johnson and .International Development
Commission, Partners in Developmént, (p. 102).

27/ The increment in the export and import coeffcients during 1953-1957
resulted mainly from the relative decline in the real value of the GDP.

28/ The figures for foreign direct investment during 1965-19Th reflect
primarily the profit remittences of the foreigneowned Bolivian Gulf Co., its
nationalization in 1969 and, to a lesser degree, the disinvestment of the
mining company, Mina Matildegin 1971.

29/ Arce (1977), pp. 21-28.

30/ Guevara Arze (1955).

31/ "Plan General de Desarrollo", Planeamiento, N° 3-5, September 1961.
See the Introduction of Juan Lechin Oquendo.

32/ Ministry of Planning and Coordination, Estrategia socioeconfmica del
desarrollo nacional, 1971-1991, La Paz, 1970.

33/ Banzer (1972).
32] The exchange rate was fixed at B$20 per U.S. dollar between 1 October

1972 and November, 1979. The parity exchange rate was presented in Table 5 of
Chapter 1.

35/ This bank will be analized in Chapter 7.

EEY In Chapter 7, these State enterprises will be analized in more details,
as case studies.
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Chapter VI
THE PLANNING SYSTEM AND CONTROL OF THE PUBLIC EXTERNAL DEBT 1/

Experience suggests that for most of the developing countries, and
especially for the relatively less developed ones, a rational and effective system
for planning or programming economic development can be a very useful tool for
ensuring conditions that will lead to more stable growth and for better defining
the external financing needs of the national economy, as well as fof controlling
the level and conditions of the public external debt. This conception of
programming has been encoﬁraged, especially in the developing countries, by
international institutions such as ECLAC and ILPES, the World Bank and the regional
development banks. 2/ 1In this context, the traditional reluctance of national
élitist regimes to implement planned or programmed development has lessened
considerably and it is no longer unusual for well-defined national &litist projects
to be associated with rational and well-conceived development planning systems.

Bolivia is an example of this. .The experience of the period 1972-1978
was the first one in which a national élitist nublic policy‘orientation went
hand in hand with significative initiatives in the area of development plenning.
Moreover, as may be seen in table 33 the inflow of external financial resources
during that period alone (1972-1978) was sufficient to support the beginning of
a rational development planning system. Finally, during that time, the first
attempts were made to control the level and terms of the public external debt.

It was only logical that the government should try to control its external
indebtedness, since the new loans came mainly from the transnational banks, the most
costly source of external financing. In general terms, the Bolivian authorities
seem to have adopted suitable policies ?is—a—iis the new circumstances of

development and the favourable economic situation of the mid-1970s.
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In light of the above, some explanation must be sought for the fact
that the Bolivian experience of the period 1972-1978 gave rise to a serious
public external indebtedness crisis and created-eenditions that led to
unstable growth. In this chapter, we shall give a brief description of the

country's planning and debt-control system and analyse its shortcomings.

1. Aspects of the Bolivian Planning System, 1972-1978

a) Background

One cannot speak of a continuous and effectiﬁe process of social and
ecpnomic management, although there were short periods during which such
management was particﬁlarly important. From the standpoint of the institutional
framework, the planning éyétem’waé more clearly established as a formal component
of.the State apparatus azg of 1972.

The period 1952-1964, which was one of national popular orientation as
regards public policies, was characterized by many significant initiatives
in the field of development planning. §/ Also, seversl important measures were
taken to create the institutional framework needed to institute a permenent
planning apparatus, eépecially'during the period 1959-1962. 4/ Despite all
these initiatives, development planning efforts were undefmined by the extreme
vulnerability of the external sector and the inadequacy of external resources.

As the external situation finally improved in ﬁhe early 1960s, timely attempts
at planning for de?elopment were frustrated by a change of goﬁernment.

The period 1965-1969 was characterized by an national &litist orientation
of public policies, which gave very little priority to planning. Thus, even
though certain operational plans were published 5/ and institutional tasks were
promoted, é/ in general, the éteps that were taken were not effective because the

necessary political envioronment and the corresponding incentives were lacking.
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During the period 1969-1971, when a national popular orientation again
prevailed, there was renewed interest in development planning. The Social and
Economic Strategy for National Development, 1971-1991, was drafted and approved
(1971). As regards the institutional framework, the Ministry of Planning and
Co-ordination was created (1970), as was the Commission on Administrative Reform
(1970). Because of the short duration of the national popular régimes, the lack
of external resources and the instability arising from a widespread popular
movement, these initiatives had only limited impact in promoting the establishment
of a rational and co-ordinated planning system.

In reftrospect, the period 1972-1973 may be viewed as one of strong
reorganization towards anationsl 81itist public policy. Although many of the
foundations of the well-defined political project that was fully implemented
later on were established, this period must be seen as one of transition and, above
all, of stabilization. That is how the new régime saw it, as mgy be seen from the
following excerpt from a presidential message in 1972:

"We with to address ourselves to the tasks of development

in an orderly fashion, by means of a programme currently

being developed, which covers a short—term operating period

(1972-1973) and a subsequent three-year period (1974-1976) that

will make it possible to carry out major changes in the economic

structure, in order to achieve permanent -objectives such as

internal cohesiveness and the diversification of the economy, with

a view to reducing external vulnerability and dependency." 1/

For this reason, the progress made during this period with respect to the
planning system and the corresponding institutional framework are considered part of

the system set up between 1974 and 1978.

b) Structure and institutional framework

The year 19Tk marked the beginning of a clear-cut national élitist
orientation to public policy; the planning system reflected how clearly this
option had been adopted. Although some changes in the planning system and its

framework were made during the transition period between 1972 and l973,_§/ the year
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1974 brought with it, along with a divorce between the armed forces and the
political parties, an almost total redefinition of the planning system.

Following is a description of some of the main elements of this
redefinition of the planning process and the corresponding institutional
framework. The Organization of the Administration Act, enacted by the
Executive Power, gave greater responsibilities to the Office of the President,
while at the same time modifying its structure. In this regard, the Secretariat
of the National Economy and Planning Board (CONEPLAN). was placed in the Office
of the President, and the Ministry of Co-ordination was created. During the same
year, this ministry became the Ministry of Planning and Co-ordination, thus
receiving a new and broader mandate. The new National Planning System Act
(DL, 12848), the National Project System Act (DL 11849) and the National Preinvestment
Institute Act, INALPRE (DI, 11850) put the finishing touches on the new planning
system and established its rules and regulations. It may thus be said that, from 197k
onwards, there was a comprehensive development planning system based on a firm
political initiatife emanating from the highest authority. The organizatidn of the
new planning system may be described as follows: 2/

"The National Planning System consists, in the first place, of

two high-level policy-making bodies, i.e., the Council of
Ministers and the National Economy and Planning Board (CONEPLAN).
At the central office level, the system is directed and co-ordinated
by the Mipistries of Planning and Co-ordination and of Finance.

Each Ministry has sectoral planning offices which co-ordinate the
activities of the institutions and public enterprises for which

they are responsible.

"The Regional Development Corporxations are responsible for
preparing plans, programmes and projects at that level. Their
activities are co-ordinated directly by the Ministry of Planning
and Co-ordination, which also ensures that they are compatible with
the sectoral and national levels.

"co—ordination of the process is initiated by the Ministerial
Cabinet, which, under the direction of the President of the Republic,
determines the objectives and general policies that shall orient the
economic and social development process. Through its decree-laws,
the Cabinet establishes the way in which the development plans, the
budget of the public sector and the financial monetary programme are
to be put underway.
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"The second level of policy-making is the National Economy
and Planning Board (CONEPLAN), which is directed by the
President of the Republic and made up of the ministers
responsible for the economic and social sectors. In the
absence of the President of the Republic, CONEPLAN is
directed by the Minister of Planning and Co-ordination,
who in turn heads the economic team of the Supreme
Government. The main functions of CONEPLAN include the
following:

a) To approve the development strategy in order to
ensure the fulfilment of the obJectives established by
the Supreme Government.

b) To give first approval to development plans, programmes
and projects and to the the General Budget of the Nation.

¢) To authorize the financing of public sector projects
and of private sector projects requiring a State guarantee.

In addition to preparing strategies and overall plans and
formulating national economic and social development plans,
the Ministry of Planning and Co-ordination has the following
main functions:

a) To orient and co-ordinate the work of the sectoral and
regional agencies in connection with the preparation and
implementation of plans, programmes and projects of a sectoral,
regional and local nature.

b) To ensure that these plans, programmes and projects are
compatible with each other and to monitor and evaluate their
implementation.

¢) To direct, orient and monitor the operation of the National
Projects System. ,

d) To co-ordinate the preparation, implementation snd evaluation
of the public investment programme.

e) To co-ordinate the economic integration policy.

f) To formulate and co-ordinate the implementation of administrative

reorganization plans.

g) To formulate, co-ordinate and evaluate technical assistance
programmes.

h) To organize the National Statistical Information System and the
National Personnel System.

"iithin the National Planning System, the Ministry of Finance is
mainly responsible for formulating, implementing, monitoring and
co-ordinating financial, monetary and fiscal policies, submitting
them for consideration to CONEPLAN.

"The sectoral planning agencies are reponsible for formulating
and implementing plans in their particular sectors, in accordance
with the policies and forms established by the Ministries of
Planning and of Finance and the relevant sectoral ministry.

"In accordance with the legislation currently in force, the
system consists of the following agencies:

8) The National Economy and Planning Board (CONEPLAN), the
highest decision-making body of the system.

b) The National Projects Committee, which co-ordinates the
work of the components of the service system, analyses, evaluates
and proposes priorities for public-sector projects and for private-
sector projects requiring a State guarantee.
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¢) The executing agencies at the sectoral and regional levels.

"The National Projects Committee is preside over by the Under-
Secretary for Planning and is made up of the Under-Secretary for
Interministerial Co-ordination, the Under-Secretary for Financial
Policy, the Economic Advisor to the President of the Republic, the
Presidents of the Central Bank, of the National Preinvestment
Institute (INALPRE), and of the National Investment Institute (INI),
of the National Financing Institute (INDEF) and the Project Director
of the Ministry of Planning. .The Under-Secretaries of the various
ministries and a representative of the private sector participate
vhen matters pertaining to their sectors are considered".

This planning system must be understood in the o&erall context
of the structure of the public administration of Bolivia (see table 39). In
general terms, the public administration is carried out at four levels: i) central
government; ii) decentralized administration; iii) regional administration, and
iv) municipal administration. As will be seen, decision-making in the planning
system goes through various levels of government and the final decisions are
made by the Office of the President and the Council of Ministers.

c) The decision-making process

Table M)provides an organization chart of the decision-making process
and the institutions that take part in it. It is clear that what was intended
was that the Ministry of Planning should be responsible for project review
(sélection and ?iability) functions and the Projecté Committee for implementation
(co-ordination and monitoring) functions. It was felt that this would make it
possible to co-ordinate, organize and refine the varioué invéétment projects during
the decision-making procesé, with a Qiew to keeping only the best ones, achieving
close co-ordiantion between project implementation and the development strategy and
ensuring that their design fits in with the development plan.

In this respect, the National Preinvestment Institute (INALPRE), a unit
of the Ministry of Planning, and the National Investment Institute (INI), a unit
of the Ministry of Industry, were responsible for generating "proven" projects of
the public and private sectors, in that order, as part of the co-ordination and

planning functions of the Ministry of Planning. As the Projects Committee considered
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Table 39

BOLIVIA: STRUCTURE OF THE PUBLIC ADMINISTRATION

1974
1. | Central Administration ..__{»Council of Ministers
President of National Political
the Republic and Social Council
National Security
Council
CONEPLAN
INISTRIES | Ministry of Industry,
E Commerce and Tourism
ndersecretaries
X Undersecretary of
A Industry a/
T M
2. |Decentralized
administration, regional P Regional delegations
delegations, departmental L
administration
E
Decentralized administration S
[National Investment
Public institutions Institute (INI), etc. a/
National institutes
National services, etc.
Public enterprises and BOLIVIAN DEVELOPMENT
State enterprises CORPORATION (CBF) etc. a/
3| Begional Administrations |
Chuquisaca La Paz Cochabamba Potosi Oruro
Public Works CORDEPAZ CORDECO CORDEPO CORDEOR
Development
Committee
Santa Cruz Tarija Beni Pando
Public Works
R
Committee (COOPP) CORDETAR CORDEBENTI CORDEPA

h.

Local Administration

Source: Irvin, p. L46.

a/ Because of the lack of space,

only a few examples are included.
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Table 4C

BOLIVIA: MAIN INSTITUTIONS TAKING PART IN DECISION-MAKING

rojects Committee |

ON PROJECTS

PRESIDENT AND
COUNCIL OF
MINISTERS

[ CONEPLAN ]

President, Under-
Secretary of
Planning Ministry,
representatives of:
Ministry of Finance
Central Bank
INDEF
INT
INALPRE
Ministries concerned
or private industry

i N

Ad hoc Commissio
on Projects ’
pa'y

r—

President, Minister
of Planning, repre-—
sentatives of:

Central Bank

Ministry of Finance
Ministry of Industry
and Commerce
Ministry of Agricul-
ture

Ministry of Transport
Ministry of Energy
Ministry of Mining

D

 Ministry of Planning

\Ministry of PLANNING \

San. Sec. Co-ordination
S, CONEPLAN

of Projects

ecretariat or Committe

Office of the Directcx

Integration intog
budget and
Operating Plan

Private projects

viability . only .

Public projects

Ministries

inistry of PLANNING

ment Institute
(INALPRE)

HVational Pre-invest-

Source: Irvin, p. 59

letc .

A
Pﬁnistry of INDUSTR

ational Investment
nstitute (INI)

Public institutions
Development corporations

Public enterprises
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them, the financial implieations of the portfolio of projects were co-ordinated,
in collaboration with the Ministry of Finance (and its National External Financing
Institute, if such financing was needed) and the Central Bank, and each project's
priority was established before they were sent to the National Planning Council
for appréval. Once this was obtained, the projects were formally included in the
operating plans and anmual budgets. The persons responsible for implementing the
projects reported periodically to the Miniétry of Planning on the status of each
project.

Of course, the deciéion-making pr&cess had to be integrated into the
overall development planning strategy. In order to better understand the "signals"
sent out by the Ministry of Planning, the Projects Committee and CONEPLAN to the
bodies responsible for designing, preparing and carrying out new investment projects,
we must take a brief look at the main plané. The Five-Year Plan provides the best
example for the period 1972-1978.

a) Five-Year -Plan 1976-1980

The Five-Year Plan was the first major plan conceived and implemented within
the neﬁ framework of development planning in Boli?ia. The main objectives and goals
of this plan have been described as follows: 10/ i) to accelerate the rate of
growth of the per capita gross domestic product by orienting investment towards the good:
producing sectors, after having establiéhed the relevant priorities; ii) to promote
the diversification of exports and increase their value added, and iii) to continue
applying a gradual and selective import—éubstitution policy. DBolivia projected
an 8% increase in the annual growth rate of the gross domestic product for 1980,
to be achieved through a gigantic (from the point of view of Bolivia) investment
effort amounting to approximately US$ 3.5 billion (at 1975 values), one of the
highest investment ratios in the history of the country. It was expected that this

accelerated growth would occur in the sectors compriging menufacturing, hydrocarbons.
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mining, transport and communication, amd construction. The rapid growth
of exports was to be based on accelerated investment in the hydrocarbon,
agroindustry and mining and metallurgy sectors and that this would make it possible
to achieve a positive balance of trade beginning in 1979. As far as the objectives
were concerned, at least, the plan could be considered optimistic and dynamic.
Financing for the investment required was to come in the following
proportions: 69% from domestic savings and 31% from outside sources. The increase in
domestic savings was to be achieved thanks to the rationalization of public
expenditure, improvements in the administration of public and private enterprises
and improvements in the tax base. It waé projected thetexternal financing would be
closely linked to the country's capacity to meet its obligationé, so that the
service of the debt would not exceed a limit equivalent to 25% of the value of
exports. In this way, althoﬁgh total external indebtedness would rise significantly,
this increase would be backed by a wise policy for controlling the external debt.
Unquestionably, the message conveyed by the Five-Year Plan was that it was
important that there be an efficient allocation of resources in the producing goods-
sectors and a speedy generation of foreign exchgnge.from nev investment. For
this reason, the external sector waé the central point of the Plan, both from the
standpoint of investment (projects aimed at generating foreign exchange) and of
finance (external investment resources and trade supluses). Even though it would
thus appear that the plan waé weighted heavily in favoﬁr éf the public sector
rather than the private sector (considering that approximately 90% of Bolivia's
exports were produced by public enterpriseé in the natural resources sector), this
was neither the intention of the plan nor the pational £litist orientation vis-a-vis
public policies. Irvin has correctly interpreted the Five-Year Plan in this regard
and has pointed out that the public sector's function, basically, was to support the

private sector in three ways, i.e., by providing a basic economic and social
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infrastructure; by mobilizing financial resources, and by undertaking directly
productive investments in order to increase the limited fiscal base of the State. 11/

In addition, the Five-Year Plan established that at least 30% of all investment
envisaged should come from private inﬁestors.

In brief, the Five-Year Plan thus assigned a special role to efficient
investment in the productive sectors, especially as regards projects that would
generate foreign exchange. The mobilization of financial resources (especially
foreign resources) was the responsibility of the public sector; the private sector, on
the other hand, could be considered the most favoured investor and agent.

In general terms, we may conclude that the new planning system applied in
Bolivia during the period 1972-1978 was board in écope and rational and co-ordinated
in design. It represented a remarkable advance with respect to the zigzagging
trends that had preceded it. Moreover, it was applied during a period of political
stability and was directly supported by the highest political authority of Bolivia.

By comparison with other periods and other development circumstances, the planning
system carried out during the period 1972-1978 had many clear advantages.

We shall discuss the deficiencies of the new plamning system and those of the

Five-Year Plan later on; first, let us briefly describe the new debt-control system.

2. The Debt Monitoring System, 1972-1978

a) Background

Since the preceding régimes of Bolivia did not manage to obtain the flow
of external financing considered necessary to enéure the speedy development of the
country, the problem of "controlling" the inflow of external resources never really
arose as a restriction on development. Moreover, before the period 1972-1978, most
external financing came from bilateral (e.g.,the United States Agency for
International Development) or multilateral (e.g., the World Bank or the Inter-American

Development Bank) institutions which offered relatively favourable terms and a
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certain degree of intrinsic institutional control over the management of the debt.
Thus, in general terms, during the period in question, the Bolivia's development
was characterized by a shortage of external resources, i.e., by a need to promote
increased external financing, not by a need to control the public external debt.

The period 1952-196k, when development policy generally followed a national
popular orientation, was an exception as regards the management of external financing.
Mainly as a result of the extreme economic vulnerability of the external sector, of
the revolutionary chaos pre§ailing in the coﬁntry and, to a lesser extent, of the
forced compensation of former owneré of nationalized mines, the cduntry's public
finance became dependent upon bilateral donations from the United States Govermment.
As part of the stabilization policy initiated in 1957, the International Monetary
Fund effectively controlled the external indebtedness policy, and thus no national
institutions were created for the purpose. Also, all the major debts conmtracted
after that (e.g., the Triangﬁlar Plan) consisted of external financing from official
sources (bilateral and multilateral) which implicitly established the debt-management
priorities of the lending inétitﬁtions themselves, in ?iew of their direct
participation in the projecté undertaken. For theée reasoné, Bolivia's public
external debt situation did not give rise to an organic or co-ordinated system for
controlling indebtedness at the national leﬁel.

In general, this situation continued to prevail dﬁring the period 196L4-1969,
when public policy followed a national élitiét orientation. The International
Monetary Fund continued proﬁiding advisory services to the Development and |
Stabilization Council. In 1968, however, certain irregﬁlarities were already noted
in the way in which external financing was channelled to in#estment projects, creating
problems in the implementation of these projects. Moreover, the service of the debt
was being taken care of by individual institutioné without any co-ordination or

control on the part of the Central Bank. New legal provisions (DS 08264, February 1968)
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were enacted which required that all external financing, as well as the service of
the debt, should be channelled through the Central Bank, and all public organizations
were required to prepare monthly balance-sheets. Supplementary legislation

(DS 08696, March 1969) was enacted to created the Trust Fund for Counterpart
Confributions and the functions of the Ministry of Finance and of the Central Bank
were expanded. Although these early measures were aimed at developing a rational
debt-control policy, they did not achieve this objective.

A detailed review of the Boli#ian economy undertaken by the new national
popular régime (1969-1971) re#ealed that the public administration system in general
and the national financial system in particular were actually holding back the
development of the nation. The general State apparatus was reorganized under the
new Executive Power Bases Act (DS 09195, April 1970) and the national financial system
was restructured under the new National Financial System Act (DS 09428, October 1970).

It was enﬁisaged that the National Financial System Act would correct the
previous shortcomings while at the same time unifying the different financial
institutions under a common legislation. The new system was thus aimed at encouraging
domestic savings and rationalizing external financing and deMW-service obligations
in order to strengthen national monetary policy in the context of development
planning. In the hierarchy of legislation, the National Financial System Act
ranked directly below the Executive Power Bases Act, and was followed by the general
and special laws and the rules of the Central Bank.

These provisions represented the first serious and co-ordinated attempt to
establish an organic relationship between the national financial system and the
development planning system. In this regard, the law contained clear guidelines
for controlling indebtedness and proﬁided the necessary institutional framework
for the debt-control system to operate. However, because there was a serious
shortage of external resources during that period, these debt-control arrangements

were never actually tested in practice.
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In general, it may be said that, despite the progress that had been made
towards defining an indebtedness policy and creating an institutional framework
for controlling the debt, the steady decline in the flow of external resources
caused national policy to concentrate above all on promoting the inflow of external
credit rather than on controlling the level or the terms of the public external
debt.

b) Decision-making: the structure, the institutional framework and the process

The period of stabilization (1972-1973) made it poééible to put the economy
in order through a stabilization programme invol?ing a 68%.devaluation. The new
Investment Act (DL 10045, December 1971), which was Qery liberal, encouraged national
and foreign investment, and the fa&ourable circumstances prevailing in the export
sector had a positiﬁe impact on national economic activity, thus creating the
conditions for the period that followed.

The boom in external financing, particularly from the tranénational banks, made
it necessary to take certain steps to control the debt. 1In 197%, under the new
planning system, the National External Financing Institute (INDEF) was created
by law DL 11520 of July 19Th. Thié institution's role in the framework of the
overall planning system was deécribed in the preceding éection of this chapter.

At this point, we shall concentrate on the objectiﬁe and structure of INDEF and its
relationship with other institutions participating in the debt-control system in
matters pertaining to decision-making.

INDEF was aésigned fi&e essential functions. At the more general level,
the institution was to be responsible for harmonizing fa?ourable circﬁmstances on
the international capital market with the country's externaldebt capacity, with a view
to obtaining on a sound basis, the external resources necessary to iﬁplement existing

development plans. To this end, INDEF was to take an active part in centralizing,
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co-ordinating and leading the negotiations necessary to obtain foreign
loans for public-sector institutions and for private investors, the latter
being required to have a State guarantee.

INDEF was to be the only agent responsible for obtaining these resources
and transfering them, under controlled conditions, to the borrowers. Moreover,
INDEF was to follow-up on these credit agreements and monitor them in order to
ensure that the resources were used correctly and that the borrowers followed
the debtcontrol provisions. Finally, these functions of INDEF were to be fully
integrated and co-ordinated with its functions within the planning system, both
as regarded particular projects and as regarded the general level and the terms
of the public external debt. In brief, INDEF was to monitor, direct and carry out
the basic functions pertaining to external financing, from the contracting of external
resources to the follow-up and management of the debt with respect to each
individual project.

The structure of INDEF reflected its functions and its importance. }g/
The Board of Directors of INDEF was made up of the Minister of Finance, the
Secretary-Minister of Economic Co-ordination and Planniﬁg and the President of
the Central Bank. Other mihnisters concerned could participate in its meetings
with the right to #oice and vote and directoré of public enterprises or
decentralized agencies could participate with the right to épeak but not to vote.
The Executive Director of INDEF had ministerial status and was to serve as
liaison between the Board of Directors and the functional departments of INDEF.

INDEF had four functional departmenté: the Programming Department, which was
to keep abreast of the latest deﬁelopments on the international capital markets
in all matters pertaining to Bolivia's access to such marketé.. It was to prepare
a list of the external financing needs, conditions and repayment terms for the

projects approved, co-ordinate with INALPRE the priorities for these projects
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and to prepare periodical reports on the progress of the projects. At a more
general level, it was to assist in the drawing up of investment programmes for
the public sector.

The External Finance Department was to keeprabreast of the latest
trends on the international capital markets as regarded conditions offered.
This Department was concerned with establishing standards and instructions for
entering into external financing arrangements and carrying out negotiations in
that regard. Moreover, it was to be responsible for co-ordination with the
Budget Office of the Ministry of Finance and it was to prepare reports on the
incidence and implications of external credit for the economy.of Bolivia.

The main function of the Project Execution and Control Department was
to analyse the progress of projects and establish standards and procedures for
monitoring disbursements of external loans contracted and verifying the use made
of the funds. It was aléo to co-ordinate its work with the Project Monitoring and
Co-ordination Department of the Ministry of Finance.

Finally, the External Control and Ser?ice Department was to be responsible
for ensuring that the general criteria for public external indebtedness were
in harmony with the debt-service capacity of the Bolivian economy. It was to
confirm the availability of reéoﬁrces for the service of the debt and prepare
studies on the characteristicé of the public external debt, the country's
capacity for future indebtedness, policy options available (conversion,
rescheduling, consolidation), and the national contribution to projects having
external financing. To this end, it was to co-ordinate its activities with
those of the Ministry of Finance.with a view to programming the service of the debt
through the budget of the central government and establishing standards and

instructions for obtaining necessary information from borrowers.
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This description of the functions and structure of INDEF, although

brief, shows that the institution was conceived for the purpose of administering
a wide-ranging, rational and well co-ordinated debt-control system that would be
in harmony with the new institutional structure,of'deciéqnfmaking in the planning
system (see tableht). There is no question that INDEF was to be one of the most
important institutions of the Projects Committee, in a field in which external
financing became the main soﬁrCe of resources for a large-scale public investment
programme. In this regard, the debt-control system applied by INDEF should have
marked a clear break with pre?ious practices in Bolivia.

3. Shortcomings of the Planning and Debt-Control Systems,
1972-1078

The supreme paradox of the Bolivian experience between 1972 and 1978 is
that, at a time when circumstanceé were extremely propitious for development,
both the planning system and the debtacontrol system, instead of producing
stable and balanced g?owth and development, led to a crisis. As has been
mentioned before, after 1974, both the planning and the debt-control systems were,
--at least in their design--, far-reaching, rationsal and well co-ordinated.
In the brief span of fi#e years, however, they produced results that were the
exact opposite of their stated purposes.

As regards the planning system, the end results were very different from
the original, explicitly-stated intention. Contrary to what was indicated in the
Five-Year Plan, it was basic services rather than the goods-producting sectors which
provided the basis for national groﬁth. Likewise, the growth planned, which was to
have been based on the leadership of the external sector, did not take place, mainly
because of the weakening of the export sector; this, in turn, was partly due to
the country's economic policy. The trade surplus rapidly turned into'an enormous

trade deficit, thus doing away with a fundamental source of invéstment financing.
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The reality moved farther and farther away from the objectives and goals of
plamning (see tableﬁl).

The divorce between the planned objectives and the actual results stands
out clearly in the following quotation: 13/

"The development plans prepared by the Ministry of Planning show
concern for achieving an economic expansion based essentially on
the growth of the goods-producing sectors, and for bringing about
a less inequal distribution of income. As may be seen from table 4
[ see next pagel. the intentions of the planning body as regards
the productive sphere differed from the results actually achieved.
Similarly, the desire to establish a fair distribution of income was
not reflected in concrete results.... Economic policy responded, in
general, to interests other than those indicated in the development
plans, and, therefore, the results of the short-term measures and
decisions failed to fulfil the guiding principles for the medium-
term outlined in those plans.

"The most notable divergencies between the plan and reality in
the five-year period 1974-~1978 may be observed in the mining and
hydrocarbons sectors. According to the plans, both these sectors
should have grown by 45 and 75%, respectively, over the five years,
but in actual fact they declined by an overall figure of a little
over 21%. In the agricultural sector, the difference was also
significant, since in practice its growth was not even half that
planned for the five-year period concerned.

"Such wide disparities in such important sectors of the economy
reflect an evident divorce between intentions and actiong, that is,
between the economic plan and economic policy. Although in other
sectors, the differences are more moderate, developments in the
energy and transport and communications sectors are nonetheless
noteworthy. In the latter sector, contrary to what occurred in
the majority of the sectors, the results in practice far exceeded
the plan, a difference which reflects the diverse motivations
underlying the intentions and specific decisions.

"The gross domestic product also showed a significant difference
in the five-year period analysed, although it is obviously the
result of compensation between excesses and defects.

"In the last analysis, the attempts to change the mode of growth
specified in the plans were clearly unsuccessful, while on the
contrary, precisely the form of economic expansion which the
authorities wished to change was steadily consolidated."

The answer to this paradox is simply that the explicit objectives of the
planning system were not in fact the basic objectives of the national élitist
régime. The planning system's main purpose for the economic team working with
the régime in power was to facilitate private initiative rather than public-sector

activities in the context of a propitious national economy. Therefore, the
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basic objective was to provide resources for the private sector, which was to
become the new moving force of development in Boliviaj; to do this, a new source
of financing had to be found for the apathetic public sector. The idea is
clearly expressed by Irvin who says that the necessary levels of expenditure
for development tended to exceed by far the income produced by State enterprises.
In view of the limited capacity of the State to gain access to other forms of
domestic surpluses, especially by means of taxes (indirect taxes increase the
cost of goods and wages and, usually, most new direct taxes affect the savings
potential of enterprises), the State increasingly has to seek external credit,
both for the central government and for State enterprises. This situation is
advantageous to private capital for se&eral reasons. It does not entail inflatiqn,
as monetary emission would. It'freeé a greater proportion of private domestic
savings, which are largely mobilized through the State banking sector to private
capital, thus avoiding an increase in interest rates. Finally, the State is able
to offer generous tax incentive plans for private industry. Moreover, the stability
of the exchange rate and the lack of restrictions on trade help stabilize the price
of goods and wages, particularly foods. In summary, provided net investment in the
primary sector is maintained, supluses from it mo&e directly and indirectly into
private capital; their real value"ié maintained through étable exchange rates, and
current-account deficits are financed through inflows of capital to the public
capital account. 1L/

In this context, it appears that two factors had to do with the failure
of the project. Firstly, the private sector in general did not take up the
challenge for it to become the moving force of development for the country. Thus,
the growth that had been expected in this area did not materialize to the extent
envisaged, inasmuch as a large share of priﬁate investment had only vague and
ambiguous links with development. Secondly, considering that the main objective

of the planning system was to provide a valuable tool for facilitating the new
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orientation of public policy --rather than the specific goals of the plans'
themselves—- the investment programme proposed for the public sector was subject to
antagonistic pressures. Some public enterprises were characterized by internal
contradictions; in others, the State began to play an important Caesarian role.
In general, the choice of projects was increasingly made under the influence of
political pressures and less and less on the basis of technical decisions in a well
co-ordinated and rational planning system. The implications of this situation for
the rational administration of individual projects are obvious.

E. Arze Cuadros explains the essence of this weakness in the selection and
monitoring of projects:

"One can imagine, then, the surprise of national public opinion
upon learning from Mr. Enrique Garcla-Rodriguez, Under-Secretary
for Planning during the period 19T7k-1978, shortly after leaving
his job, that the national planning system had been totally ineffective
during the critical period mentioned, precisely because of the pernicious
action of pressure groups in key sectors of the public and private
administration of the country. Because Garcia is a reliable witness
and is well informed on the contemporary situation of planning in
Bolivia, and because of the need to set up effective controls against
this type of self-interested interference, we feel it is important to
reproduce in extenso the main aspects of this revealing denunciation:
'Within the aforementioned frame of reference, Bolivia has, in
recent years, instituted planning and project systems which, although in
the formative stage, are advanced by comparison with those of most
Latin American countries and, as such, set standards and technical,
economic and financial, institutional and social criteria for optimum
selection of projects leading to a comprehensive development model.
But what has happened in actual fact? Are these standards and criteria
followed? Unfortunately, they are only followed in smell and medium-
sized projects, but not in large-scale projects which are usually
conceived, approved, and executed outside the scope of the existing
systems. A clear illustration of this is the unconventional procedure
that has been or is being followed in connection with the approval of
the most largest projects --in terms of the amount invested-- such as
the Viru-Viru Airport, the automotive industry, the MutGn iron end
steel project, the natural gas pipeline to Brazil and the Karachipampa
smelter.

'In this respect, the standards pertaining to independent preparation
of feasibility studies have been or are being omitted and, in others,
projects have not even gone through the established evaluation mecahnisms,
having been covered by special supreme decrees or resolutions. Since
those six projects entail a total national investment of around US$2.3
billion and an execution period of over five years, and would mean using
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more than 80% of the total investment capacity of the public

sector of Bolivia, it can be said that only 20% of public

investment would be following the existing regulations. However,

if to these six projects is added a series of smaller scale projects

that have been approved or are being approved under political and

regional pressure without adequate technical and social and economic
Justification, --such as the San Buenaventura sugar mill, the Severuyo
Cement Factory and the Metro E1 Alto, to mention only a few--, we

will see that, in practice, no more than 10% of national public investment
is governed by the legal standards currently in force.

'This is the harsh comment which Under-Secretary Garcia has to make
about his own term in office. This is no less than an admission of
the fact that priorities for the most important development projects of the
country are not set or have not been set in accordance with the
requirements of a balanced and harmonious development, but rather in
accordance with the whims and self-interest of the different pressure
groups and their associates. But the denunciation of the former
Under-Seécretary does not stop at merely admitting that the formal
mechanisms of the planning system only channel perhaps up to 10% of total .
national public investment, with the remaining 90% being left to the
Judgment of pressure groups outside the system. The merit of the
Under-Secretary's denunciation lies in the fact that it clearly
identifies the pressure groups that have been interfering in the
normal conduct of planning in Bolivia over the last few years.

According to the testimony of Garcia Rodriguez:

'These pressure groups fall into four clearly indentifiable
categories:

1. Transnational corporations and suppliers of technolidégy and
equipment, who also influence the governmental and private financial
agencies of their countries of origin to grant the external resources
required. These enterprises are obviously more interested in earning
profits and in controlling technology than in the quality of a project
or the well-being of the developing countries.

2. Local commercial firms representing the tramsmationals which, as
such, are basically interested in expanding sales.for the firms they
represent , in order to earn high profits themselves as well,
independently of the individual merits of a project and of the national
interest in achieving development objectives.

3. Local promoters. of projects at the level of officials of State and
government enterprises, who give their unconditional support to projects,
sometimes out of conviction and other times out of personal convenience.
4, Civic and regional groups which, having been persuaded by the three
groups listed above of the apparent or real merits of a project and of
the formidable impact it supposedly will have on the development of
their region, department, province, city or locality, become the most
important political pressure group lobbying for government approval

of the project in question.'

"The pathetic diagnosis made by Mr. Enrique Garcfa of the breakdown
which has in recent years characterized the administration of State
investments seriously threatens the future of a country such as Bolivia,
with its shortage of financial resources, and once more underscores the
importance of distinguishing between the ideologies set forth in development
strategies and plans and the political and social restrictions which
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hinder their implementation, as pointed out previously in our

description of the Bolivian development model. Likewise, it

shows that there is a fourth social group in the hegemonic

power bloc in Bolivia, i.e., that of the transnational corporations

and their native agents in Bolivia. This is a situation which,

particularly in times of economic crisis such as the one caused

largely by the action of these very groups, must not be tolerated".‘li/

Later on we shall discuss in greater depth the serious problems which
beset the public investments of the planning system, including the internal
contradictions of the State that were reflected in the major public enterprises
of the export sector (e.g., YPFB and COMIBOL), the extreme Caesarian role
of the State as demonstrated by public enterprises in the banking sector
(e.g., the Banco Agricola) and the inadequate selection and execution of projects
by other public sector entities (e.g., the central government and the Corporacidn
Boliviana de Fomento). Nonetheless, at this point we may now say that the planning
system did not functionAeffectively‘as a technical instrument for achieving the
country's macroeconomic goalé in a conécientious and careful manner.

By the same token, the debt-control system did not operate as anticipated.
Practically the only purpose of the institution turned out to be to arrange for
external financing, to the detriment of its role in controlling the debt. Many
shortcomings may be mentioned. For example, the Programming Department did not
co-ordinated its work with that of INALPRE in order to establish priorities among
investment projects, even though some members of the Board of Directors of one
institution were also on the Board of the other. The External Financing Department
did not keep informed about the formulation of the public-sector investment programme
nor did it prepare any important study on the characteristics of public external
indebtedness or on how best to convert, reschedule or consolidate the debt. The
Project Control and Execution Department was almost totally ineffective as regards the

fulfillment of its main duties. Likewise, the External Debt Control and Service

Department did not adequately perform the tasks assigned to it. The result of all
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this was that an unusually high volume of external financing was arranged for

(on very stringent terms) from one single soﬁrce: the transnational banks. It is
obvious that greater priority was given to the volume of external credit obtained
than to the quality (terms) of the loans receiﬁed. By arranging for an excessive
amount of financing from the source that imposed the harshest terms, INDEF
contributed towards multiplying the deficiencieé of INALPRE, i.e. its inability to
generate a portfolio of projects that would efficiently absorb the costly resources

mobilized. The result was a serious public external indebtedness crisis.
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Notes

l/ This chapter is based on the document entitled Control institucional
de la deuda externa en Bolivia, by Juan Villarroel and Tania de Villarroel.

2/ Given the importance of controlling the savings-investment ratio in
order to accelerate economic growth in the developing countries, these institutions
began to promote the idea of a leading role for the State and greater State
intervention in order to compensate for the weaknesses inherent in the pluralistic/
neoclassical liberal model in situations of underdevelopment. Rosenstein-Rodan
was one of the first orthodox economists to recognize the need to expand the
planning role of the State. However, since much of the external financing came from
multilateral and bilateral financial institutions, the new State intervention by way of
planning was based on strict monitoring by these institutions during the first decades
of the postwar period.

3/ For example, the Economic Policy Plan of the National Revolution (1955), the
Priority Plan for Immediate Investments (1960), the Programme for Nationalized Mines
Recovery (1961) and the Ten-Year Plan 1962-1971 (1962). See the report by
J. Villarroel (1981) for further information on this and the other initiatives
mentioned. See also the bibliography.

L4/ Formation of the National Co-ordination and Planning Commission (1953),
the Permanent Council (1954), the Committee on Inventories and Auditing of Tenders
(1958), the National Planning Board (1960), the National Development Council (1961),
the Executive Committee of the Council (1962), the Sectoral and Regional Programming
Offices (1962) and the National Planning and Co-ordination Service (1963).

5/ For example, the Two-Year Plan 1965-1966, Operating Plan 1967, and
Two-Year Plan 1968-1970.

6/ For example, the National Development and Stabilization Council (1966),
the Sectoral and Regional Planning Offices (1967), the Technical Planning
Secretariat (1968) and the Office of the Director of National Co-ordination and
Planning (1968).

7/ See President of the Republic (1972).

8/ For example, the Investment Act (1972), the National Plan for
Administrative Reform, 1973-1977, the National Economy and Planning Board, etc.

9/ See ILPES, pp. 11k-116.

10/ See ILPES, pp. 120-123.

11/ See Irvin, p. 83.

12/ See DS 11520 (1974), amended by Decree Law 12381 (1975).

13/ ECLAC, Economic Survey, 1978.

1L/ Irvin, pp. L-5.
15/ Arze Cuadros, pp. UTL-LT5.
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Chapter VII

DISCREPANCIES BETWEEN PUBLIC INVESTMENT AND ECONOMIC POLICY: CASE STUDIES
OF IMPORTANT ELEMENTS OF THE MULTIDIMENSIONAL STATE

The dispassionate analysis of an existing situation is easier for the
non-participating observer than for participants (such as the economic team, the
bureaucracy or public enterprises) due to the fact that the latter are not only
involved but responsible and must make important decisionsduring critical moments
often under pressure. Nonetheless, it is important to remember that one essential
purpose of a particuiar development strategy implemented via a consistent planning
system is precisely to avoid contradictions among the diverse public policy
instruments. In the case of Bolivia, after 1972, severe contradictions internal to
the State apparatus became apparent, particularly ones between the economic team of
the regime in power and the principal public enterprises. As shall become increasingly
evident, these contradictions were consequences of the excessive Caesarian role of
the State during this periog, of the notable inconsistencies in the selection and
execution of public investment projects and of the debt administration connected
with those projects. An examination of various case studies of the experiences of
particular public enterprises will clearly demonstrate that the economic policy
followed during this period was based on an incomplete and inadequate appreciation
of the multidimensional character of the Bolivian State,

1. 1972-1978: a developmental paradox

Normally a country experiencing a marked increase in the external financing
of its public investment will be very concerned with the dimension and
quality of its investment projects so as to guarantee that the overall return of the
project safely surpasses the debt service implied, at least over the medium term.
Bolivia represents a case in point in the sense that during the 1972-78 period, itself

characterized by a continuous national elitist orientation to development strategy, the
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level of external financing--mainly from TNBs-- increased precipitously.
According to INDEF,;/ during this period the average maturity of foreign
credits decreased by 25 percent and the average rate of interest doubled.
Another Study.g/ suggests that the maturities dropped by 33 percent while the
average rate of interest increased by & third. Evidently, the cost of Bolivia's
external finances, however measured, increased substantially.

In addition to the extreme care needed in project selection in the
context of an enlarged role for external financing of the public investment
of a particular development strategy, those projects from the beginning
must explicitly contemplate the foreign exchange costs implied; something
which in developing countries usually means investing directly in export
activities.3/ 1In Bolivia, it was precisely during the 19TL-78 period
that the disequilibrium between the generation and requirements of foreign
exchange became most pronounced.’ The typical indicator, that is,

IMPORTS + .. DEBT SERVICE T INTERNATIONAL RESERVES

EXPORTS

varied from 62.3 in 1974 to 153.0 in 1978,4/ suggesting in this manner the
greatly increased external economic vulnerability of the country and the fact
that it was not obtaining the necessary economic return from its investments
in the export sector.

Given the care required in making public investments when the development
strategy is largely based on external finance coming from transnational banks,

the close harmonization of the contracting of the external credits with the
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development planning process becomes prudent. This period witnessed
the implementation of a new planning system which incorporated a control
mechanism with regard to external public debt; nonetheless, if one compares
the debt projections of the 5-year Plan with what actually occurred during that
period (Table ﬁé), it is clear that actual net debt increasingly fell below
all projections. One unforeseen consequence was that the debt service
and debt service/exports ratio were progressively out of synchronization
surpassing projected values. In 1979, the real net debt was 16 percent less
than that projected (due to the fact that the transnational banks stopped
virtually all new lending to Bolivia); howe?er, debt service and the debt
service/exports ratio were 17 and 34 percent, respectively, above projected
Values.é/ Naturally, one does not expect Plan projections to be totally mets
nonetheless, with so delicate a variable as that of external public indebtedness,
one expects a closer approximation, most particularly insofar as critical
elements such as the debt service and debt service/exports ratio are concerned.
In synthesis, the level and cost of Bolivian's external public debt
increased notably during this period and, faced with a growing current account
deficit on balance of payments, sufficient attention was not paid to properly
planning external finance requirements or controlling the external public
debt. All the above is very relevant for the consideration of what became
the extraordinary paradox of the Bolivian developmental experience during
this period: a great investment effort produced increasingly unsatisfactory
results.
The violent jump in the Bolivian capital output ratio during the late
1970s (Table L3) suggests the magnitude of this paradox. In spite of the
fact that this indicator suffers certain conceptual difficulties (i.e. it

misses investment lags), statistical problems (i.e. no depreciation of



~ 197 -

Table 42

BOLIVIA: RELATION BETWEEN PLANNED AND ACTUAL DEBT,a/ 1976-1979

(Millions of dollars and percent )

(1) (2) (3) (4) (5)

Debt

Net ' Debt Service

Debt Amortization Interest Service
(2+3) Exports
a) Planned
1976 1 154 70 38 108 17.5
1977 1 503 79 - 61 140 19,4
1978 1 880 88 91 179 21.1
1979 2 309 ol 123 12y 22.4
b) Actual
1976 1 106.8 71.5 39.8 111.3 17.1
1977 1 457.7 100.8 60.1 160.9 21.9
1978 1 761.5 116.1 b/ 8u. 4 260.5 27.8
1979 1 940.7 44,3 B/ 117.5 261.,8 30.0
c) Percentage difference

197¢ “4l 2.1 H.7 3.1 ~2.3
1977 -3.0 . 27.6 -l.4 4.9 12.9
1378 6.3 -31.9 -7.3 12,0 31.8
1979 -16.0 42,9 ~h. 4 16,9 33.9

Source: ECLAC, on the basis of Requena P., J.C., op.cit., Table 72, p.213.

———

a/ Medium and long term public debt.

b/ Does not include $155 million refinancing credit organized by Citicorp.




- 198 -

Table I3

BOLIVIA: INDICATORS OF THE INVESTMENT EFFORT,
1960-1980

(Million of 1970 pesos)

Marginal

(1) ' (2) ’
Capital: Output

Gross Gross Ratio Investment

Year Investment Domestic Change _ Ratio
in Fixed Assets Product in GDP I Period (1/2)

(1) (Y) (Zﬁx) AY Average
1960 1018 7 159 295 345 14,2
1961 806 7 309 150 5.4 11.0
1962 1 210 BYANAY 408 3.0 15.7
1963 1 324 8 213 496 2.7 16,1
1964 1 276 8 608 395 3.2 14,8
1960-1964 y - ' -
(average) (1 126) (1 801) .(349) 3.2 (1u.4)
1965 1 347 g 202 594 2.3 14.6
1966 1176 9 847 6u5 1.8 11.9
1967 1 3u6 - 10 470 623 2.2 12.9
1968 1 289 Tl 222 752 1.7 11,5
1969 1 638 11 757" 535 3.1 13,9
1970 1 792 12 374 6517 2.9 14,5
1971 1 949 12 985 611 3.2 15,0
1965-1971
(average) (1 505) (11 122) (625) 2.4 (13.5)
1972 2 150 13 732 T 2.9 15.7
13?3 2 093 14 668 936 2.2 1.3
197 2 327 15 563 895 2.6 15.0
1675 2 8l 16 353 790 3-6 17.4
1976 2 923 17 469 . 1 116 2.6 16.7
1977 3 104 18 064 535 5.2 17.2
1978 a/ 3 203 18 628 564 5.7 17.2
1972-1978
(average) (2 663) (16 35u4) (802) 3.3 (leS)
1979 a/ 3 251 19 007 379 8.6 17.1
1980 a/ 2 &9l 1¢ 1€1 154 12.4 4.0 15.6

Source: ECLAC, in the basis of offi

a/ Preliminary figures.

cial statistics from the Central Bank.
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of investment is included) and the aggregate figures themselves often

have weak empirical basesx§/ the dimension of the change in Bolivia was

so great that one cannot help but consider that the indicator in fact

captures that reality. Until 1978 Bolivia achieved an improved average investment
ratio: 16 percent for 197hk-78 as compared to about 1L percent for the preceding
periods. This increased investment ratio (due, in part, to the increased

external financing) did not result in an improved marginal capital output

ratio C——l— ) according to these data, rather the historical trend level

Ay
(1.7 - 5.7) worsened to 8.6 and 19.4, respectively, in 1979 and 1980. Thus,

this indicator, taken together with the case studies presented below, would
seem to capture the essence of the Bolivian developmental paradox of this
period, that is, a greater investment effort produced ever-worsening results.
In this sense, as was expressed in Chapter ¥, the increase in foreign
participation in Bolivian development, by way of the external financing

of large public investment projects,resulted first in a loss of

dynamism and later in a severe crisis. One might ask: what is the cause

of the crisis?

2. What is the cause of the cerisis?

The answer to this question consists of many elements and covers various
spheres of the political economy of Bolivian development. In this opportunity
three central and fundamental aspects will be dealt with: i) the effects of
the internal contradictions of the State on the export sector, ii) the
extremely exaggerated Caesarian role of some sectors of the State and
iii) the inconsistencies in the selection or execution of investment projects

or in the administration of the public sector debt. Taken together,
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these factors highlight the basic problem of Bolivian development during
1972-78: the large public investment program could not withstand the cost
of its external financing thereby provoking a grave problem of external
public indebtedness.

a) Internal contradictions of the State: financial drainage versus public
investment in the export sector

According to the analysis in Chapter ¥, the principal internal
contradictionsof the State existed between the strict Caesarian role imposed
upon the public sector in general and the public enterprises in particular
by the economic team of the regime in power and the empire-building role
assumed by many of the principal public enterprises (especially those in the export
sector) which was designed to serve their own particular self-interest. The
Caesarian role of the State reflected the new economic policy which
aspired to channel the domestic credit almost exclusively toward the private
sector. To attain that objective,the public investment program had to be
financed externally, mainly via transnational bank commercial credits. At
the same time, the new economic policy tried to direct an increasing
share of the foreign exchange resulting from the export boom (mainly from the
public sector mining and petroleum companies) to the National Treasury,
where these resources were more directly controlled by the economic team,
for the purpose of stimulating PRIVATE enterprise. Concurrent with this
policy was a fixed exchange rate policy which progressively favored importers
(mainly :private sector) at the expense of exporters (mainly public sector).l/
Unfortunately, the objective of the domestic economic policy--a public
sector capable of not only financial self sufficiency but capable of
creating a surplus with which to promote private enterprise--was frustrated
by the open financial drainage of the public enterprises of the export

sector.
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Table 31 of Chapter V showed that more than 40 percent of the net
commercial credits from transnational banks went to the public enterprises

of operating in the export sector. The State petroleum company (YPFB)

received 28.5 percent, while the State Mining Company (COMIBOL) and the State

metal refinery (ENAF) together received about 13 percent of those eredits,
Thus, a more detailed analysis of those cases of public enterprises in
the petroleum and mining-metallurgical sectors will assist in identifying the
precise nature of the problems created by the mentioned internal
contradictions of the State.

(i) The State petroléeum company (YPFB)

One of the grave problems encountered by YPFB during the 1970s
was the accelerated decline of crude petroleum reserves due to increased
domestic consumption and a weak exploration effort. Furthermore, the rapid
increase of export earnings for natural gas exports to Argentina was not
enough to offset disappearing éarnings from exports of crude. Figure9
indicates the situation for crude petroleum and natural gas production and
exports over the 1950-80 period. In spite of this constraint, it must be
mentioned that the shortage of operational reserves of crude petroleum was
not the principal cause of the financial crisis suffered by this public
enterprise during the final years of the 1970s. Within the framework
of the OPEC initiatives of 1973 the proven resource base of the State
petroleum company was more than sufficient to guarantee the financial
well-being of the enterprise.

The principal causes of the crisis derive from the economic policy
imposed on the company which represented a severe negative influence on
its operations.. The financial drainage of this State enterprise greatly
exceeded the parameters of the natural gas and crude petroleum export

boom enjoyed by the firm, as was suggested in Chaptervy. This affirmation
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Figure 9

BOLIVIA: PRODUCTION AND EXPORTS OF CRUDE PETROLEUM
‘ AND NATURAL GAS, 1950-1980
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is ratified by the information provided in Table 44. In the context of
declining export volumes of crude petroleum, the payment of taxes and royalties
as a proportion of expcrt values (including natural gas) rose from 57 to TO percent.
between 1974 and 1978. Measured as a proportibn.of net profits, the payment of taxes
and royalties exploded from 149 to 1015 percent over the same period. This
accelerated financial drainage soon surpassed the payment capacity of the
enterprise and payments arrears began to accumulate as of 1975. The reaction of
the ecoﬁomic team of the Central Government was as curious as it was very harmful for
YPFB. 1In effect, the Central Bank contracted new external credits (on onerous terms)
which it used to cancel back payments of taxes and royalties, charging the debt to
YPFB. In this manner, the economic team eﬁidently believed that a public
enterprise which already coﬁld not withstand the effect of accelerated financial
drainage was somehow going to generate not only the value of back payments of
tax and royalties but also the interest and commissions corresponding to the new
TNB credits.

In this difficult financial situation, the Stéte petroleum company was forced
into independent action. However, it faced serious constrants. It was still
paying off, in accelerated form, the indemnization of the Bolivian Gulf Co.
which, according to the 1972 agreement, meant earmarking export earnings
from the ex-Gulf fields (about 50-54 percent of total YPFB production, at the time)
which were deposited.in a fiduciary fund administrated by Citicorp.8/ The effect
of this agreement was to remove from YPFB's control an important element of its
operations. Another agreerent,implying commercial conditionning was signed
in 1975, was administered ty the Bark of America, and had the effect of removing
most of the balance of YPFB's petroleum activities from its autonomous control.
This 1975 agreement created a fiduciary fund in guarantee for the TNB commercial

credits contracted for the purpose of constructing and enlarging local refineries.
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Table hy
BOLIVIA: YPFB - FINANCIAL ASPECTS OF ITS OPERATIONS, 1971-1978

Annual

1974 1975 1976 1977 1378
A t Average
spec 1971-1973
1. Gross income 858 1633 1336 1 325 1 206 1 004
Exports 503 1 248 330 936 730 565
Domestic Sales 355 384 406 389 476 439
2. Total Expenditure 647 1 155 1 120 1 011 1 082 965
Taxes /. Royalties 216 711 562 601 495 396
Exploration, etc. nd 18 178 191 137 99
General Administration ‘nd 20 29 35 35 36
Other expenses nd 306 351 184 4yl1s u3y
3. Net profit 203 478 217 - 315 124 39
h. Total Assets 2490 2296 2 600 2 961 3 751 3 684
Fixed Assets 1364 1221 1327 1770 2 731 2 731
Stocks 304 346 669 622 498 473
Other 822 729 ° 604 569 522 480
0+ [ovad Devt 1723a/ 1105 1263 1407 1707 1 879
Songt erm 1 331 808 787 1 124 1 301 1 224
hort term 332 297 476 283 406 655
6+ Number of emplbyees L 885 4 380 4y 252 4 411 4 347 4 590
Memo items (%)
1. Exports/Gross income 59 76 70 71 61 56
2. Net profit/Gross income 24 29 16 24 10 4
3. Taxes Royalties /exports 43 57 60 64 68 70
4y, Taxes and Royalties/
' Net profits 106 149 259 191 399 1 015
5, Fixed assets /Total assets 54 53 51 60 73 4
6. Short tem debt/Total debt 19 27 38 20 24 34
7. Total debt/Fixed assets and
Inve stment 103 71 63 59 53 59
8. Exgloration/Total Expenditure 33 10 16 18 13 10

Source: ECLAC based on YPFB, Memoria Anual , various.

a/

Principally the nationalization of Bolivian Gulf Co.
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In this form, until these projects began to operate and generate cash
flow and profits, YPFB had few disposable resources. On top of these
constraints, YPFB was obliged to subsidize the domestic consumption of petroleum
and its derivates: YPFB estimated this value in 786 million pesos (1970
constant value), that is the equivalent of 12 percent of total sales during
the 197L-78 period.gj It is clear, then, that the accelerated financial
drainage of the company via tax and royalty payments, the earmarking of
petroleum export earnings and the éubsidizing of domestic consumption
represented evident aspects of the economic policy which served to impose a
marked Caesarian role of the State on YPFB.

On its own part, YPFB initiated a large scale investment program for
the construction and enlargement of domestic refineries, which demonstrates
the nature of the internal contradictions produced in the case of the State
petroleum company. In this sense the YPFB inveétment program represents a
clear empire-building role of the State for the company aimed at financial
self-preservation; a role in evident and open contradiction with the
Caesarian role desired by the economic team. It also contradicted the
stated objective of opening up of the sector to foreign participants, as well.
The internal contradictions revealed by this example held grave consequences for
all those involved.

Table bl demonstrates, for example, that YPFB clearly attempted to
invest heavily in the acquisition of physical assets as a means of avoiding
accelerated decapitalization, which was the consequence of the economic
policy to which it was subjected. During 197L-75 there was an appreciable
increase in stocks, which, during 1976-78, were transformed into fixed
assets as the large investment projects advanced. On the other hand,

there in is no doubt that the mere selection of those large investment
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projects—--two refineries (27.5 and 15.0 thousand barrels a day, respectively)
and the lubricants plant (2.1 thousand bpd)--meant that other activities,
such as more intensive petroleum exploration, were eliminated due to the
particular interests in play. Undoubtedly, the economic team itself favored
large scale projects of this nature because it was easier‘to secure the
necessary commercial credits from TNBs for such endeavors. YPFB probably
favored these projects because their high capital and technology coefficients
permitted the enterprise to 'secure' resources in the form of physical assets
not susceptible to the financial drainage manifest in the economic policy.
For unknown reasons, even the IDB promoted these projects, providing capital
and other contributions. As consequence of all this, during 1976-78 more
than US$250 million, that is, more than half of YPFB's investment program
during this period, was inveéted in the refineries and lubricants plant.lg/

As may have been suspected, the projects began to experience problems
which threw doubt on their feasibility and, ultimately, their economic logic.
Faced with declining proven petroleum reservés, these refineries and
lubricants plant only served to further increase local consumption, gecelerate
reserve depletion and cut export possibilities. Table '45 points out that
precisely when these projects came on stream (1979), the level of physical
production of various of the principal refined products DECREASED: kerosené,
diesel o0il, fuel oil, motor fuels, automotive and industrial oils and grease.
Coupled with the obligatory éubsidization of the consumption of several of these
products, the pressure on YPFB's financial situation became fierce. If, indeed,
some of the new productive capacity could be justified in terms of efficiency

criteria, by replacing small refineries, the truth of the matter is that
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capacity utilization never surpassed the 40-60 percent range and as might
be expected these projects could not withstand the debt service burden implied
in the commercial terms of their external finance.

Table 46 shows that the transnational bank commercial credits contracted
to finance these and other projects completely modified the structure and cost
of YPFB's outstanding debt. The debt it had contracted at the beginning of
the 1970s generally came in the form of "soft" loans, carrying rates of
interest of 6-8 percent (the nationalization credit apparently carried no
interest and originally contemplated a very generous maturity). On the other
hand, the TNB commercial credits contracted during the 1970s carried interest
rates of 1.5-2.0 percent over LIBOR cdupled'with reduced maturities.
Moreover, the Central Bank credits carried even more severe terms (on the
external credits which it contracted to cancel YPFB's back taxes in the Treasury).
In this way, the effect of the financial drainage of the enterprise via tax
and royalty payments, coupled with subsidized consumption of certain petroleum
products and the notable increase in external financial costs for increasingly
non-economic investment projects created an impOssible situation for the State:
petroleum enterprise.

These internal cogtradictions of the State assist in explaining how
the State petroleum company of a petroleum-exporting country can approach
bankruptcy precisely in the years following the OPEC initiatives. Furthermore,
in the context of the financial crisis of YPFB producéd by the contradiction
between the Caesarian and empire-buildings roles of the State, it seems
that the universal role of the State had no impact. In the case of this enterprise
the universal role would have concerned the further exploration for petroleum so
as to buttress existing reserves and, naturally enoush, any success in this field

would have fortified the resource base of both the enterprise and the Nation.
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ii) The State mining company (COMIBOL) and the State mineral smelter (ENAF)

Traditionally, the principal link between the Bolivian economy and the
international economic system has been the export of only one mineral: tin.
However, the growth of international trade in tin has been relatively slow, which
explains the efforts of the principal tin—prodﬁcing countries to diversify their
exports. In part, due to the slow growth aspect of international trade in tin,
there has been a marked increase in direct State participation in the mining and
smelting activities of the principal produceré. Distinct from the case of
most metals, tin is mined and refined to a very large extent (in 1977, 88 percent
of total mining capacity and 72 percent of total smelting capacity)
in developing countries. In this context, Bolivia had a large lead over other
producers in nationalizing tin production, which it did in 19523 nonetheless,
Bolivia was the last principal producer to close the national smelting capacity
gap,11/ as Table 47 indicates.

In 1977, Bolivia poséessed more than 15 percent of the world tin mining
capacity, 12 percent of global known tin reserves but only 6 percent of world tin
smelting capacity.lg/ Compared to the other principal producers~-Malaysia,
Thailand and Indonesia--Bolivia was conéidered a high cost and low efficiency
producer whose low metal content tin reserﬁes put it at considerable disadvantage
from the perspective of international competition. In spite of these
difficulties,ié/ Bolivia invested considerably in expanding its smelting
capacity during the 1970s so as to be able to Smelter the sum total of national
production of tin concentrates by the year 1980.

Two factors, more that others, explain this apparent anomaly during the
197L-78 period when most of the major investment decision-making and execution took

place. First, COMIBOL managed to substantially increase its average annual
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Table 47

BOLIVIA: CURRENT DEFICIT IN TIN SMELTING CAPACITY,a/ 1970-80

(Thousands of metric tons)

Tin concentrate ' ENAF Current
production deficit
% Total in
COMIBOL others Tove1 CRLeCTITNC Mavlont | Inmtalet  owting

1970 19.2 10,9 30,1 ... cee o 100
1971 20.3 10.0  30.3 6.6 22 7.5 75
1972 21.5 10.9 32,4 7.1 22 7.5 77
1973 20.8 7.8 28.6 8.1 28 7.5 74
1974 20.1 8.1 29,2 7.7 26 7.5 T4
1975 21.0 11.0  32.0 7.9 25 7.5 77
1976 20.6 9.7 30.3 -10.0 33 11.5 62
1977 23,3 10.3 33,6 1.4 43 20.0 ul
1978 21.4 9.5 30,9 15,5 50 20.0 35
1979 19.0 9.2 28,2 15,6 55 20.0 29

1980 18,6 8.7 27.3 ‘17.8 65 30.0 -

Source: COMIBOL, ENAF and Banco Central de. B011v1a Memoria Anual, 1979.
E/ Difference between the real production of tin. concentrate and the
installed smelting capacity.
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production of tin and several other minerals, as Table 48 demonstrates.
Second, the international price of various of these minerals and metals
reflected very favorable conditions for exporters. Figure 10 shows the
enormous increment in the price of Bolivian tin exports during the 1970s.
Thus, although Bolivia continued to be a relati?ely inefficient producer
of tin, the ability to produce and refine more tin held out the possibility of
a really exceptional export bonanza, the duration of which was not at
all clear. Nonetheless, things soon tﬁrned problematic and the explanation
of that result has more to do with the internal contraditions of the State
which became manifest in the national elitist orientation to development
strategy during 1972-78 than to other factors.

Before entering into more detailed analysis, the reader is advised
that the available statistical information on the activities of the
principal State enterprises in the mining and metallurgical sectors is
woefully incomplete and inadequate. Given the vertical integration of many
of these activities and the competition between COMIBOL and ENAF, it is
sometimes virtually impossible to statistically isolate the enterprises or
tb avoid double counting. The information a&ailable for certain economic and
financial aspects of these State companieé,such as taxes paid, investments
made and debt pending, at times simply do not square. The reader, therefore,
must take the statistical information available and that presented here withv
a grain of salt.

The internal contradictions of the State found in the mining sector
did not differ substantially from the situation in the petrolem sector,
especially as regards the tresment given COMIBOL; however ~ the relation

between the economic team and ENAF was more muted, given that the new
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Table 48

COMIBOL: AVERAGE ANNUAT, PHYSICAL PRODUCTION OF SELECTED MINERALS, BY
PERIOD, -1952-79

(Thousands of fine metric- tons)

Periodl Tin Zinc Silver a/ Lead Wolfram
1952-1964 19.9 - 11.3 2.5 8.0 0.8
1955f1973 19.2 12.4 117.1 9.0 0.7
1974~1978 21.3 34,5 155.8 12.7 0.8
1979 19,0 30,2 1u48.5 9f5 1.2

Source: COMIBOL.
a/ Kilograms.
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Figure 10
BOLIVIA: EXPORT UNIT VALUE INDEX FOR TIN

(1970=100)
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smelting capacity was considered an important national priority by the
military government. An important difference, nevertheless, was the peculiar
twist given the empire-building role of the State manifest in the contradictory
and conflictive relationship between the State mining company and the State
mineral smelter.lg/ On the one hand, COMIBOL was submitted to the same policy
of financial drainage by way of increased taxation of the export boom funneled
through the State Mining Company to the National Treasury. On the other hand,
the important investment program of ENAF was stimulated via tax relief, capitalization
of profits, special earmarked resources and direct contributiors of the Government.
This distinct treatment created rivalry and contradictory reactions to the
economic policy. For example, the spectacular increase in the tax rate between
1972 and 1974 provoked a conflictive reaction from COMIBOL. ENAF appeared to
stand apart from the conflict between COMIBOL and the economic team; however,
the truth of the matter is that ENAF became the retention agent for the
Central Government, at COMIBOL's expense.li/ Another example concerns the
ENAF claims that private smelters were practicing a kind of dumping by offering
low prices with which it could not compete. Given that ENAF's charge to
COMIBOL was directly related to this private sector price, COMIBOL simply showed
no interest in supporting ENAF's claims to the central government.16/ In other
words, the particular interests of each state enterprise tended to diverge and
therefore the empire-building roles of the State employed in each case tended
to contradict and conflict, which greatly complicated not only their vertical
integration but the overall welfare of the whole mining sector.

With respect to the tax policy applied to the mining sector, Table hg
indicates unequivocably that the Bolivian industry was among the most heavily
taxed of all major producers and, as Table 5() makes clear, the weight of the

new tax burden introduced in Bolivia during 1972-Tk fell more heavily on COMIBOL
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Table 149

BOLIVIA: COMPARISON OF TAX BURDEN OF TIN INDUSTRY,
SELECTED COUNTRIES, 197k-5

(Percent of sales receipts)

(dollgig igic;ound) a/ Bolivia Malaysia Thailand Indonesisa

3.08 27.4 12.9 21.8 10.0

4,00 3.7 12.9 22.6 ' 10.0
5,00 35,0 13.3 24.1 10.0

Source: International Development Institute, Harvard University, quoted in
World Bank, 1976.
a/ Relevant price range.
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Table 50

BOLIVIA: PRINCIPAL TAX PAYMENTS IN MINING SECTOR, BY AGENT, 1970-197h
A (Millions of 1970 pesos a/)

Compdund
Agent /tax 1970 1971 1972 1973 197 el
growth
1. COMIBOL 100.8 59,0 121.1 228,7 289.5 30.2
Royalties 100.8 59.0 62.8 128.9 188.9
Export tax - - 58.3 99,8 100.6
2, Medium sized enterprises 118,2 42,4 22.2 100.6 118.4 0.1
Royalties 118,2 42,4 19.5 63.5 81.0
Export tax - - 2.6 37.1 37.9
3. Small sized enterprises 5640 17.4 32.4 67.5 78.5 8.8
Royalties 56.0 17.4 14.8 27.6 us.1
Export tax - - 17.5 40.5 32.5

Source: International Development Institute, Harvard

World Bank, (1976).
a/ Deflated by GDP deflator.

University, quoted in
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than on medium- or small-sized producers of the private sector. Viewed
from the perspective COMIBOL's unit cost of production of one pound of tin
over 1972-78, the proportion related to extraction expenses declined, that
linked to transportation, insurance and smelting remained constant and that
going to pay taxes and royalties more than doubled. It is clear that the
financial drainage of the State mining company via fiscal policy proved to
be an efficient means of transferring the mineral export boom directly into
the National Treasury during the 1970s.

Viewed in the light of the overall welfare of the mining sector, this
fiscal policy of financial drainage proved to be prejudicial. According to
the World Bank study (1976) of the sector in Bolivia, the conclusion
drawn was that taxes had become the most serious obstacle to mining expansion.
The government had apparently based its income requirements too firmly in
the mining sector, that sector which only a few years previously had been the
sole major exporter of the Bolivian economy. A steadily increasing tax burden
proved to be the straw that broke the camel's back, in spite of the international
export price boom experienced during the 1970s.11/ As Musgrave had concluded ip
his report tO'ﬂszolivién authorities,l§/ the principal effect of the equrt
tax was to reduce the profits of the principal producers thereby weakening
their investment programs. COMIBOL is a case in point.

Table 52:offers available information on diverse aspects of the economic
and financial situation of the State mining company. Notably, during the
decade of the 1970s net profits as a proportion of gross income declined from
9 percent in 1971-T73 to 3-4 percent for the rest of the decade and tax and
royalty payments jumped from 14 to 23-5 percent over the same lapse. One would
assume that such a situation would represent a severe limitation for COMIBOL's
investment program; however, typical of the mentioned internal contradictions

of the State, the opposite took place due to COMIBOL's ability to obtain
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Table 52

COMIBOL: FINANCIAL ASPECTS OF THE COMPANY, 1971 - 1979

(Millions of 1970 pesos)

. Annual
Aspect averages 1874 1875 1876 1977 1978 1979
1971-1973 )
1. Gross income 1 591 1693 1406 1576 1 847 1 773 1 697
Exports (including
those via ENAF) 1 555 1624 1387 1551 1-832 1 751 1 6uy
Other 37 70 19 25 15 23 53
2, Total Expenditure 1 443 1578 1453 1530 1775 1719 1 636
Smelting, export . ' .
expenses by 425 427 Bus 482 45y 392
Taxes and Royalties 216 386 274 274 453 429 405
Salaries & Benefits 372 303 289 - 304 300 - 284 296
Purchases: minerals 153 155 128 137 160 146 137
materials 125 104 130 150 151 - 125 115
General Administration 39 35 35 41 . Ly y2 - .42
Financial Services 4l 59 652 yin 70 66 62
3. Net profit a/ 149 15 -52 46 72 . 55 6l
4, Total assets 1637 1603 1809 2015 2000 1817 1 797
Fixed assets 535 461 504 558 605 €96 677
Stocks: minerals b/ 508 467 443 583 606 560 502
materials ¢/ 310 337 474 491 48l 317 280
Other 284 337 389 380 308 2ul 338
5. Total Debt 405 372 519 820 737 686 594
Long term 286 280 u6y 712 689 543 386
Short term d/ 118 92 55 108 49 143 208
6. Number employees ,
(000s) 23.6 24.6 24,9 24,6 2u.6 25.2 26,2
Memo items (%)
1, Net profit/gross
income 9 7 -4 3 4 3 4
2+ Export & Smelting
Costs/gross income 28 25 30 28 26 26 24
3. Taxes & Royalties/
gross income 14 23 20 17 25 23 24
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Table 52 (Concl)

COMIBOL: FINANCIAL ASPECTS OF THE COMPANY, 1971 - 1979
(Millions of 1970 pesos)

Annual

Aspect averages 1974 1975 1976 1977 1978 1979
1971-1973

4, Net profit/taxes

and royalties 69 30 -19 17 16 13 15
5. Fixed assets/total '

assets 33 29 28 28 30 38 38
6. Stocks/Total assets 50 50 51 54 54 ug yy
7. Short-term debt/ 4 '

total debt 29 25 11 13 7 21 35
8, Total Debt/Fixed assets

& investments 30 29 37 50 . L4 Ly 41

Source: COMIBOL, Memoria, various, plus diverse internal documents such ,as "Volumen
y valor de las exportaciones anuales de concentrados de COMIBOL, gestidn 1970-1979";
"Estado de la deuda externa e interna, 1975-1979"; and "Nfmero de trabajadores cla-
sificados por niveles ocupacionales, 1963-1980."

a/ Before distribution. '

b/ Includes minerals in liquidation.

¢/ Includes subsidized consumption in company stores. '

g/ The 1970~Th4 and 1975~-79 series are not strictly comparable; nonetheless'they
reflect the observed tendencies.
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finance. Bewtween 197k and 1976, COMIBOL's outstanding debt more than doubled,
the value of stocks of materials blossomed and then were transformed into
fixed assets, both of which reveal an important investment effort (which,
nonetheless, should not be exaggerated). Most likely, COMIBOL similar to YPFB
found investing in fixed assets to be an instrument useful for converting liquid
or free resources into something which could not be drained from the enterprise
to the National Treasury. This also explains the lack of liquidity, ,which is not
usually associlated with exploration activities, the consequence ef which was

the fall in proven reserves. All in all, a case very similar to that of the
petroleum sector.

Given the noted integration of State activities in the mining/metallurgy
sector, the COMIBOL investment program will be more satisfactorily analyzed
after the following consideration of the general characteristics and situation
of the State metal smelter, ENAF. Still, it makes sense to note certain key
features of the external financing and o?erall debt of COMIBOL, here, due
to the fact that this represented the linchpin which precipitated all the
numerous difficulties associated with the transnational bank commercial loans to
Bolivia during the 197478 period. Thus, after noting COMIBOL's difficult debt
situation, the general characteristics and situation of ENAF will be analized
before returning to the consideration of COMIBOL's investment program.

Table 53 presents the available inofrmation on COMIBOL's outstanding debt
as of December, 1979, by source of financing. This information highlights two
important characteristics of the structure of COMIBOL's debt. Similar to
the case for YPFB and other principal State enterprises, COMIBOL was rapidly
weaned off concessionary credits from the bilateral and multilateral institutions

which had provided the bulk of its external finance during the 1960s. The
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shift to commercial credits from transnational banks held spectacular
consequences in terms of the cost of its external credit: the average rate
of interest rocketed from about 2 percent (fixed) to about 14 percent in
1979 (a 2 percent spread over the LIBOR rate which oscillated between 10 and
14 percent); maturities on average fell from 20 years to the 4-7 year range
in 1976-7 after which solely short term credits ( fffl_year) were available.
Willing to contract such expensive credits, COMIBOL ottained free disposition
loans directly from the transnational banks or via similar credits placed
with the Central Government. This access to fransnational bank commercial
credits continued while the export boom for minerals remained strongs;however,
at the first sign of its weakening, transnational banks converted outstanding
loans to short term credits. Table 54 throws more light on the short term
credit situation of COMIBOL. This information would seem to confirm the suspicions
raised in Chapter IV, that is, that Citicorp initiated the stampede of
trans national banks out of Bolivia, in the sense that it attempted to reduce
its exposwre in accelerated fashion.ig/ Citicorp, therefore, was the first
of the major lenders to express its lack of confidence in the Plan Quinguenal,
(1976-1980) investment program. The following quote captures the character
of COMIBOL's relationship with Citicorp:20/

"It was Citibank that brought the whole house of cards down says a

rival US banker. All those loans to COMIBOL at 90 and 180 days, which

they often dressed up as pre-export financing, were really financing

the purchase of badly needed machinery that Citibank should have been

financing over four or five years."

By 1980, Bolivia had overdue short term credits in the order of US$1T0
millions,21/  COMIBOL directly accounted for over $30 millions (the Central

Bank had 77 millions, over 14 million corresponded to the Banco del Estado

and YPFB only represented about 2 million)gg/. According to the governments'
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1980 study of the situation of the mining/metallurgy sector, COMIBOL's
overall financial deficit was in the order of US$200 million.

Evidently, given the financial drainage it was subject to, the low return
from its investments (analized further below) and the additional cost
associated with the transnational banks' (especially Citicorp's) recycling
outstanding credits into short term maturities, COMIBOL soon entered into a very
touchy financial and economic situation. This state enterprise can be considered
the first victim of the internal contradictions of the State which debilitated
most of the principal State enterprises of the productive sector and precipitated
the grave liquidity and solvency problems faced by the Nation at the close of
the 1974-78 experiment with the national elitist orientation to development
strategy.

Compared to the financial drainage that COMIBOL was subjected to, the
relatively favorable treatment given the State metal smelter, ENAF, should have
been sufficient to convert it into one of the most prosperous and solvent
of the Bolivian public enterprises. The closing of the smeltering capacity
gap during the 1970s coupled with high international tin prices resulted in
a ten-fold increase in the value of its tin production, as Table 55 indicates.
The original tin smelter completed in 1971 (7.5 thousand metric tors per year
capacity), was enlarged in 1976 (to 11.6 thousand MP/year) and again in 1977
(to 20.0 thousand MT/yQar). Furthermore, in 1976 a new antimony smelter came on
stream. Finally, in 1980 a new smelter for low metal content ores (10 thousand
MT/year) was put in operation and 1981 promised the completion of the large
Karachipampa project, a ENAF-COMIBOL venture for silver and lead refining.

In sum, in the short space of ten years ENAF blossomed from a minor State

enterprise into one of the principal ones operating in the export sector.
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Table %35

ENAF: TOTAL PRODUCTION, = 1971-1980

(Fine metric tons & dollars)

Volume ‘ .. Value
Tin Antimony Tin Aﬁtimony
(Fine metric tons) (Millions of US dollars)

1971 689 - 23.8 -
1972 6 226 - - 23.1 -
1973 6 953 . - 32.2 -
1974 7 091 - 57.5 -
1975 7‘uao - 49,7 -
1976 9 185 1 964 68,4 542
1977 - 12 785 3 431 131.5 3.3
1978 16 184 2 790 194.9 5.2
1979 a/ 15 313 3 370 228,0 7.8
1980 3/ 15 300 4 600 240,0 13.1

Source: ENAF, Memoria, various.

a/ Preliminary figures.
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Table 56 reveals that, in spite of the phenomenal growth in the value of
ENAF's sales and assets during the 1970s, profitability increased only marginally
and the debt/assets ratio deteriorated notably (and one might add that the debt
figure appears to be seriously underestmated). In 1976, for example, a hefty loss
would have been registered if not for the extraordinary income from the Central
Government.

There seems to be little doubt that ENAF encountered serious difficulties
in putting into operation the big investment projects which came on stream
during 1976-77, thereafter, however, the situation seemed to have improved
‘ remarkably.gé/ In 1979, ENAF waé able to pay offover US$30 millions in
back taxes owed to the Central Government.gg/ Preliminary estimates of the
overall financial deficit of the enterpriée for 1980, nonetheless, surpassed
US$80 millions, suggesting that, in fact, ENAF was really on a debt
tread mill applying 'band-aids' to immediate problems without implementing any
clear medium to long term strategy.

Tables 57 and 58 captﬁreaépects of the central problem facing ENAF during
this period. One noteworthy factor was the apparently excessive effort to
advance the Karachipampa silver/lead refinery project (with COMIBOL) at
virtually any cost (giﬁen the financial deficit noted for the year 1980).

This large investment project would seem to represent a clear example of
disharmony between the technical/productive and the financial/administrative
elements of the project.gi/ The project appeared to better reflect suppliers’
prerrogatives than national priorities. Second, in terms of the external finance
obtained, it is true that the blend of transnational bank, suppliers and
bilateral credits did result in less expense than purely TNB credits;
nonetheless, all of these sources of external credit raised

the price of their loans toward the end of the 1970s. The inability to
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Table 56

ENAF: FINANCIAL ASPECTS OF THE ENTERPRISE, 1971-1978
(Millions of 1970 pesos)

Annual
average 1974 1975 1876 1977 1978
 1971-1973
1, Total Sales 297.4 . 418.3 332.8 L46.5  750.7  978.5
Exports 297.1  417.4% 330.5 444,9 739.6 960,0
Local sales " 0.3 " 0.8 2.3 1.6 11.0 18,5
2. Total Expenditure 301.8  416.6 330.1 437,3  731.6  951,9
Purchase of concentrates 312.5 370.0 312.1 494.0 684.7 734,2
Financial expenditure 2.5 1.7 2.7 9,2 19.1 26,7
Others (13.2)a/ 44.9 15.4 (65.8)3/ 27,7  191.1
3. Profits b/ (4.4) 0.2 2.3 9.4 14,6 23.7
y, Total assets 360.7 445.,8 472.4 617.4 1 186.0 141,8
Fixed 174.) 230.0 275.8 342.6 586.1 569,4
Stocks 99,8  135.0 117.1 178.4 310.6 248,1
Others ¢/ 86,7 80.7 79.5 96.3  289.3  324.3
5. Total debt d/ (net) 118.0 9.4 199.8 272.3 463,14 427.9
Short term - - 14,4 16,1 52.0 ces
Long term 118,0  149.4 185.4 256.3  411,3 e
6. Employees (000s) e/ 106.4 147.7 162.5
Memo Items %
1. Profit/sales -1 ces 1 2 2 2
2. Concentrates/sales 105 88 gy 111 91 . 75
3. Financial costs/total
expenditures _ 1 N 1 2 3 3
4, Fixed assets/Total assets u8 - 52 58 55 ug 50
5. Stocks/total assets 28 30 25 29 26 22
6. Short-term debt/
Total debt - - 7 6 11 .ee
7. Total debt/Fixed assets
and stocks 43 4l 51 52 52 52

Source: ENAF, Memoria, various.

a/ Includes extraordinary contributions of Central Government (e.g.deferred taxes
and royalties according to D.S.08916 and 09360).

b/ Before start-up cost calculations (20%).

¢/ Mainly receivables.
§] Apparently excludes

the low one content smelter (Vinto).
€/ sSmelters only.
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foresee these changes and the strengthening of European currencies versus the dollar,
at the time, led to significant financial consequences. Third, authorities had been
forewarned by World Bank officials gé/ that the huge investments in the

metallurgy sector might conceivably never generaté large profits, considered

from the perspective of the resources invested; nevertheless, the investments were
all undertaken. In synthesis, an over~ambitious investment program apparently
overwhelmed ENAF's financial and administrative capacities, which became quite
apparent in the financial situation of the enterprise and the level of capacity
utilization of the investment projects.

The progressively more difficult illiquidity of ENAF was further complicated
by the actions of the transnational corporations which had traditionally refined
Bolivian tin (Gulf Chemical and Capper Pass). Realizing that the investment
program destined to close the Bolivian current smelting gap would leave them
with excess capacity, they apparently began in 1979-80 to offer very reduced
smelting charges to COMIBOL.27/ Given that these prices, considered "qumping"
by ENAF,had a direct influence on the prices ENAF could charge COMIBOL, they
naturally produced significant effects on ENAF current income stream, provoking
Qorsened cash flow consequences for the enterprise.

In this fashion, quite distinct from the case of COMIBOL, in which it wa;
the internal contradictions of the State which debilitated the company, in the
case of ENAF, other problems were to blame, such as the administrative and
financial deficiencies provoked by the over-ambitious investment program and thé
dumping practiced by the transnationa] corporations-controlled smelters.

However, both enterprises shared a common factor which helps explain their

investment projects encountered numerous problemsand the return on investment
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was not sufficient to cover the financing involved. The Jjoint investment project
—-Karachipampa~-between these vertically integrated State enterprises further
complicated the conflictive relationship between the two, apparently to neither's

advantage.

Even before the Plan Quinquenal, the World Bank had offered the following

evaluation:28/

". .., investment of the state mining and metallurgical sector was often

haphazard, dependent upon.available foreign financing and bearing

little relationship to Government development plans.”
It seem that. this situation persisted, if not worsened, during the period
which followed. Although the large inveétment projects of the metallurgy
sector had a notable impact on the industrial structure, for example,
according to the National Statistical Institute industrial group 3720--non
ferrous metals-—roée from 14.2 to 25.2 percent of the value of production of the
non~-artesanal manufacturing sector, the production targets of the Plan Quinquenal
were notn@t,&ijable 59 demonstrates. Unfortunately, the failure to meet
production targets was not a result of postponed or reevaluated projects, it
was mainly a consequence of the problemé (especially of selection and execution),
which virtually all of the projecté encountered. For the most part the investments
were made but the results, in terms of production, were disastrous.

Table 60 offers information on the principal investments made by COMIBOL
during 1975-79 (excluding Karachipampa). At first glance one notes that COMIBOL's
investments were heavily slanted in faﬁor of mineral processing--via preconcentration,
flotation and volatization--which left little room for improving established

mines and virtually nothing for prospection and exploration. As a consequence,
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Table 60

COMIBOL: PRINCIPAL CAPITAL INVESTMENTS, 1975-1979
(Millions of US dollars)

Category/mine Use Amount
1. Mining projects Subtotal 29.5
Coro Coro Enlarge Cuadro Centauro 10.0
Colquiri Enlarge Cuadro Victoria 1.0
Unificada Enlarge Cuadro Bolivar 3.5
Huanuni Enlarge Cuadro Antenor 6.2
Catavi Enlarge Relaves de Kenko 6.0
Catavi Enlarge Cuadro Nuevo Beza 1.1
Quechisla Enlarge Cuadro San Juan 1.7
Others Diverse 0.7
2. Processing projects Subtotal 52.2
Unificada Preconcentration plant Bailaviril 2.3

Caracoles Preconcentratibn plant seccidn
Argentina 1.2
Quechisla Flotation plant Ing. Vetillas 2.3
Colquiri Flotation plant Ing. Hornuni 1.1
Bolivar Experimental flotation plant 1.1
La Palca-Potosi a/ Volatization 38.8
Machacamarca a/ Volatization 2.3

3, Others Geological prospection,

sampling, etc. 2.1
Total 83.8

Source: CEPAL, on the basis of information supplied by COMIBOL.
a/ Unfinished projects as of 1980.
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COMIBOL's discovered mineral reserveé continued to decline. As has been mentioned
this aberration resulted from COMIBOL's desire to bury their available resources in
fixed assets which would not be subject to financial drainage. On top of this,
project execution left a lot to be desired. For example, the principal investment
in improving an existing mine --Cuadro Centauro-- resulted iﬁ the flooding of
the mine and the total loss of the investment. More seriously, the La Palca
votilization plant was half destroyed by a mudslide during construction;
presumably something that a seismological survey might have detected. Of course,
there is always an element of simple bad luck in these phenomena, however, one
must take the precautions Varranted, as well. These difficulties naturalily

held consequences for the financial situation of the enterprise and the
administration of its debt as a result of losses, delays and foregone production.
The emergency lending of the Central Bank only compounded the existing problems,
for the reasons mentioned previously.

Within the framework of the internal contradictions of the State, this
unfortunate investment experience implied certain evident consequences for
COMIBOL external creditors, especially Citicorp, which as Asheshosr suggested
initiated the short term debt tredmill by offering only short term credits for
medium and long term investments. In this manner, indirect and cumulative,
COMIBOL's illiquidity became progressively more uncontrolled . As has been
mentioned,the financial dificit for 1980 approached US$200 millions.

ENAF's investment program, did not sﬁffer due to any financial drainage on
the part of the Central Government rather the principal obstacles were project
selection and execution and the administration of the debt. As early as the

beginning of the 1970s, doubts about the antimony smelter project had been raised
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in respect to the priority and projected return (both low) of the project.
Although these doubts proved to be well foﬁnded, it seems that the relatively
low cost of the project (US$ 17.5 millions) explained its being undertaken.
However, if one views a project such as Karachipampa, for example, in the same
light, it is clear that it was impossible to Justify in the same terms because
it cost more than US$150 millions, in good part financed externally. Whereas
the antimony smelter simply created financial pressures which were eased

by Central Government capital contributions to ENAF, the cost overruns, delays,
and technological problems associated with the Karachupampa project produced an
uncontrollablé liquidity crisis in ENAF accounts which could not be cured by simple
transfers from the Central Government. The last example reinforced the

view that ENAF's investment program was siﬁply too embitious and, furthermore,
ENAF did not possess the_resources-—financiél 6r human--to see these projects
through to fruitation.

In the case of theligh ore content tin smelter, the level of recuperation
was quite low and that resulted in a reduced return on investment. Moreover,
for reasons which remain unclear, the infrastructure needed for future
expansions of this smelter was contructed during the first phase, which placed
an even greater financial burden on the project. The antimony smelter had continuous
technical problems which kept its capacity utilization below 40 percent for two
years and, on top of that, the supply of concentrates became irregular due to
international price movements such that eﬁen when the antimony smelter was
finally in condition to use its full capacity, production had to be cut back, as
happened in 1978. The low ore content tin smelter completed in 1980 faced
supply problems due to the delays involved in COMIBOL's volatization plant,

La Palca. Here one has a perfect example of how failures in one vertically
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integrated State enterprise have direct repercussions in another. The silver
and lead smelter as has been mentioned, may be considered one of Bolivia's
more evident white elephants. Table 61 gives an approximation of the cost
overruns and delays endemic to ENAF's large investment program.

These grave problems, further complicated by transnational corporations'
"dumping" with respect to smelter charges, the temporary strengthening of
Furocurrencies vis-a-vis the dollar, and shortcomings with respect to the
administration of the State metal smelter's debt left ENAF with a financial
deficit in the order of US$80 millions and, notably, the Central Bank could
only come up with US$50 millions to come to ENAF's assistance.

Overall and in general, during this period of national elitist orientation
to development strategy, the mining metallurgical sector was effected by a series
of diverse, complex and conflictive factors associated with this orientation.
Although the two principal State enterprises were treated quite differently by
the Central Government; in good part the results were the same: illiquidity

approaching insolvency. In differing degrees, the internal contradictions of

the State, the separate empire-building roles adopted by these vertically-integrated

State companies and severe problems of project selection and execution led to the
undoing of these dominant public enterprises of the export sector.

b) The excessive Caesarian role undertaken by some sectors of the State: the
example of the Agricultural Bank (BAB) and its "loans" to cotton growers

As was indicated in Chapter V (see Table 37) the specialized banks of the
public sector absorbed about 18 percent of the net inflow of resources provided
by transnational banks during the 1974-78 period. About a third of the proportion
going to these specialized State banks went to the Bolivian Agricultural Bank
(BAB). Thus, this bank stands out-as an important recipient of transnational bank

credits to the Bolivian public sector.
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Remembering that the Caesarian function of the State implies that the
State or central elements of it define and implement concrete policy instruments
aimed at favoring dominant groups of the private sector, the BAB represents
a marked example of the problems which can result from the State providing
unjustifiable, advantages to a particular dominant group of the private sector;
here, the cotton growers of the Santa Cruz area. It is worth mentioning that
these cotton growers were among the first and principal of the groups which
gave strong support to the military government which took over in 1971 and
which defined and later implemented the national elitist orientation to
development strategy. It seems that the cotton growers'rewards were paid
by way of 'loans' from the BAB. In order to comprehend this peculiar
phenomenon, it is necessary to analize in more detailed fashion the situation
of this bank.

Table 62 illustrates the point that, at the beginning of the 1970s, the BAB
was not only the dominant financial institution placing agricultural credits
(60-83 percent of total agricﬁltural credit) but was one of the principal
financial institutions of Bolivia, providing 18-22 percent of all bank credits.
However, the 1970s generally witnessed the wasting away of the BAB on both
fronts, that is, it dropped to half of an agricultural credit and less than
10 percent of all bank credit by 1980. For the most part, the initiation of
a clear national elitist orientation to development strategy correponded to the
beginningof the deterioration of the BAB, as a principal financial institution.

Table 63 points out that in terms of loan placements, BAB was an institution
in accelerated decline as of the close of the 1972-T73 periéd of adjustment.

Tts total value of new loans declined from 177 million to 71 million (1970 pesos)
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BAB: NEW LOAN PLACEMENTS, BY PRODUCT GROUP, 1971-78
' (Millions of 1970 pesos)
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Table 63

Other

Cotton % Sugar Cane  Vegetables agricultural Cattle Total
products
1971 15.9 24 16.1 - 19.9 14,7 66.6
1972 48.1 27 62.8 - 50.2 15.5 176.6
1973 .B2.6 L7 7.5 11.2 52,2 21.7 1752
1974 61.6 L3 12.0 8.5 35.8 25.5 lu3.4
1975 49,0 42 22,8 1.3 15.1 27.5 115.8
1976 43.5 36 21.8 5.2 26.6 22,4 119.4
1977 22,7 26 9.9 9.9 24,1 22.1 88.1
1978' | cee e oo l... eee 71.3
BAB, Memoria, various.

Source:
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between 1973 and 1978. A curious aspect of this decline was that coincided with
a clear concentration of new loans with cotton producers. During 1972-1973 the
proportion of the total value of new loans going to cotton growers blossomed from
27 to 47 percent (while the constant value of total new loans did not suffer
alteration).

As Table Ok clearly makes ménifest, by end-1977 the BAB was in dire
financial shape with almost half of its loans being overdue or otherwise
not performing. Most notably, it was precisely the loans to cotton growers
which in worst shape --T75 percent non-performing-- which demonstrates
the core of the problem. Representing then 6nly 35 percent of the
total loans, they corresponded to almost 60 percent of all overdue
ones. Evidently, the BAB underwent a-serious decapitalization, which
throws serious doubtsAon the rafionality of thg loan program cotton
growers,

This is not to suggest that the policy was totally irrational. In fact,
during the first years of the 1970s there was certain economic sense to the
initiative. Figure 11 shows that between 1970 and 1974, the international
price of cotton doubled. Furthermore, the Santa Cruz region possessed more
or less ideal conditions--in terms of soils and climate--to rapidly increase
local production ostehtiably for the purpose of taking advantage (via exports)
of the surging internatiéﬁal price. Between 1970 and§19f3 (Table 65),
the area planted increased by a multiple of more than 7 and there was
only a minor fall in productivity, from 0.61 to 0.55 metric tons per
hectare. The value of cotton exports sextupled from US$7.6 million
in 1972 to almost US$LO million in 1976. Nonetheless, by 1979—1980

the boom had turned into a disaster. Comparing 1979-1980 with 1973, one




Table 64

BAB: OVERDUE LOANS, BY PRODUCT GROUP, END-197T

(Millions of pesos)

Cotton
Sugar cane

Agricultural
in general

Cattle
Others

Total

To%al loans Overdue

Performing : Overdue Overdue
as % as %
of of
Number Number Number Total each
of Value -of Value of Value product
loans loans loans group
435 482,7 142 11u.4 293  368.4 58.8 76.3
uug8 156.6 251  121.3 197 35.2 5.6 22.5
1026 56.5 670 23.0 3586 33.5 5.3 59.2
1 964 455.7 1 U45 321.3 519 134,5 21.5 29.5
3 586 220.3 2 803 165.5 783 54,7 8.8 24,8
7 459 1 371.8 5 311 745.5 2 148 626.3 100.0 45,7

Source: BAB, Memoria XXXIV - 1977.
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Table 65

BOLIVIA: COTTON PRODUCTION, 1970-80

1970

1871

1972

1973

13974

1975

1976

1877

1978
1979

1980

Area

planted Production Production
(000s of (000s of (MT per
hectares) MT) hectare)
8.3 5.1 0.61
16.6 9.8 0.59
4640 - 15.5 0.34
68.2 37.6 0.55
53.0 26.7 0.49
53.5 22.0 o.ul
29.7 12.6 0.42
‘39.8 15.3 0.38
33.0 17.9 0.54
3.0 14.0 0.41
26.1 7.5 0.29

Source: Banco Central de Bolivia, Memoria Anual,




- 246 -

Figure 11

INTERNATIONAL PRICE OF COTTON
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see that the area planted had declined by more than 50 percent, production had to
becut to 20 percent, productivity was down to around 0.35 MT/ha and exports
had collapsed to US$10.6 million.

Evidently, there was a clear lack of knowledge as to how to take advantage
of the export boom. The promotion of new cotton production was not at all
coordinated with efforts at securing new export markets. Although the Ministry
of Planning and Coordination recommended in 1973 that 30 000 hectares be
considered the optimal level to be planted, that same year over 68 000 ha. were
actually planted. Furthermore, ill-conceived efforts on the part of the
Central Government authorities to fix a minimum export price (D.S8.11016) simply
resulted in lost export sales not in improved producers' incomes. Nevertheless,
these policy failures must be considered insignificant in comparison to what
turned out to be the heart of the problem: the credit policy adopted by BAB to
assist the cotton producers.

Clearly, the cotton policy which ihe BAB was obliged to suppopt put the
bank in a severe dilemma. In 1973, it was authorized to charge no more than
6-10 percent intereét on its loans, including those coming from external
finance proceeds;gg/ As an example, BAB in 1972 acquired its first external
credit from a foreign bank, in this case the Banco do Brasil. It carried a rate
of interest of 2 percent over LIBOR. In 1974, the LIBORoscillated between 9
and 14 percent, thus the BAB was losing money, even without considering the
credit or exchange risks involved in its own portfolio. 1In spite of the fact
in its 1972-73 Report BAB had recommended "the avoidance of external credits
due to the fact that their elevated cost presﬁppose losses for the BAB",

the bank implemented the aforementioned initiative with the Banco do Brasil.
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The 1975-T8 period ushered in a much redﬁced LIBOR and the BAB apparently
attempted to seize the opportunity to make up for past losses. Unfortlnately, it
was already too late as the cotton grower-loans were becoming overdue with a
progressively more rapid fhythm. In the end, the BAB not only ended up assuming
the exchange risk of these credits to cotton—groweré, it ended up paying off

the major part of the correéponding external credits, decapitalizing the BAB in
the process. Essentially, it seems that the BAB was sacrificed to the Santa Cruz
cotton producers.

The Central Government prohibited the BAB from instituting legal proceedings
versus to cotton growers with overdﬁe payments, thus the BAB simply had to absorb
the losses. A confidential internal study contained the following memorable
appreciations of this situation:

"1. It is appropriate to pointfoﬁt that the causes of this situation of overdue
payments which has determined the critical economic and financial situstion of the

institution originated basically in liberality, on one hand, and the official
pressure put on certain BAB funcionaries, especially in the Santa Cruz and

Montero regions as a consequence of the so-called cotton boom ... From there
a large part of the BAB loans to producers were utilized for other purposes.
2. ...any Government must be conscious of the fact that you cannot

adopt measures that favour privileged groups at the expense of the institutions at
the service of general economic development of the country."

These commentaries leave no room for doﬁbt that the BAB was utilized to
faﬁour certain priﬁate éector groﬁps at the expense of the public institution
and, therefore, represents an obvious example of an exaggerated or excessive
Caesarian role of the State. Viewed from the perspective of the loan recepients, that
.is,. the cotton growers, the situation is very clear. Without any risk at all, they
could invest the proceeds from their BAB loans in a commefcial bank, enjoying a
confortable income from the difference between the rate of interesttheypaid the BAB and

the higher rate they received from savings deposits in the commercial banks. 30/
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Furthermore, if they took the trouble to convert their BAB loans to dollars,
as of 19Th, DS 11 302 guaranteed savings and time deposits in foreign currencies
against exchange risk and, on top of that, these deposits earned even higher rates
of interest. 31/ In Santa Cruz, in 1974, the purchase of dollars was not a
difficult operation. Finally, given that the domestic commercial bank loans
in Bolivia carried real rates of intereét of over 25 percent annually (15 percent
for the bank, 10 percent in taxes), it is not at all inconceivable that
the BAB loans may have been directed toward other purposes, such as imports,
a much more immediately profitable activity during this period than growing
cotton. Teken in the context of the economic shakeup implicit in the stabilization
program of 1972-T3 (including a 68 percent de§a1uation), the outbreak of
inflation in 1973-T4 and the unknowné involved in initiating cotton exports
(markets, prices, harveéts, ete.), the cotton growers conceivably would find
it not only profitable but rational to attempt to direct their new loans
toward other more Secure actiﬁities of that period. This consideration, however,
cannot explain their marked propension'tO'égg.repay the loans.

The evident result of all this was that the BAB entered into a grave crisis.
The fact that four different'auditOré ~-Arthur Young & Cia (19T4); Moreno,
Mufioz y Cia (1975)5 Coopers y Lybrand (1976); and Auguéto Ortega y Cia (1977)~~
as suggested by their commentaries in BAB'é Annual Reports, could not certify
BAB's books for lack of sufficient information and documentation, demonstrates
that things were not at all well in the bank. One can therefore appreciate that
it was extremely difficult to put together the information contained'in
Table €6.

One can see that the BAB was rapidly decapitalized, from 80 million 1970
pesos in 1971 to 33 million (1970 pesos) in 1977. The constant value debt went up

by a multiple of three over the same period. Financial costs increased by a
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multiple of five. Net 1oéses as a proportion of total income went from U4 to 29
percent and financial costs reached almost half of total expenditures. In other
wvords, the BAB was effectiﬁely sacrificed to its debtors, primarily the cotton
growers of Santa Cruz.

Finally, Table 67 contains information available on the status of BAB's
outstanding debt at the end of 1978. Two things stand out. First, the BAB was
accustomed to receiving not simply favorable but extremely favorable loans from
bilateral and multilateral institutions, previous to their adventure with TNB
commercial credits. It is quite poséible, considering the dislocation of BAB
personnel in the early 1970s, that the rapid transition to commercial credits simply
overwhelmed the administrative capacity of the bank. A change from handling
resources carrying less than L percent interest and maturities of 15 or more years,
to handling ones carrying 10 - 14 percent interest (in 1978 the LIBOR generally was
in the 8- 10 percent range) and five years maturity requires a distinct mentality
on the part of loan officers. “The slim margins involved (when they were positive)
could in no way compensate for the high level of loans which became non-performing.
Second, excepting the first two creaits of the Banco do Brasil, it is noteworthy
that the TNBs did not locate their credits directly with the BAB, rather they
placed them —-as free disposition credits—- with the Central Government. This no
doubt reflects the TNB opinion of the BAB during this period of national elitist
orientation to development strategy.

In sum, the case of the BAB represents a good example of a clearly excessive
Caesarian role of the State implemented by way of a public sector financial
institution. The loans to cotton growers in the Santa Cruz region, financed through
external credits available to the BAB, led to the accelerated decapitalization of the
bank as a high proportion of those loans became non-performing. Unable to pursﬁe the
overdue payments, the BAB simply absorbed losses until it was a dim shadow of what

it used to be.
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e) Inconsistencies with regard to project selection and execution and debt
administration

Throughout this study it has been reiterated that the principal problem of
external financing via commercial loans from TNBs has been that the commercial
terms of those credits greatly increase the riéks of the investment projects, in
the sense that the economic return of the project not only must satisfy the
substantial financial costs involved but must do so within relatively short periods
of time, thereby creating difficult cash flow requirements for the projects. This
suggests that commercial loans from TNBs must be treated with extreme care
from the perspective of project selection (i.e. restricting their use to only the most
commercially-viable investment projecté), project execution (i.e. restricting their use
to only those projects which can securely meet the cash flow obligationy and debt
administration (i.e. a reéponsible authority must supervise and oversee the mating
of investment priorities and poséibilities with the availability of distinct forms
of external finance). In the case of Bolivia, the terms of the external finance from
TNBs were very stiff during 1975-1979, for example, the average spread over LIBOR
was 1.78 percent, the average maturity only 6.1 years and the average commissions
reached 1.6 percent of the nominal value of those commercial loans. Those commercial
terms clearly-called for very careful project selection, project execution and debt
administration.

In this part we examine #arious examples of problems --by no means the worst
problems-- which have occurred with respect to the selection, execution and debt
administ ration of the investment projects. That is, on top of the mentioned
difficulties dealt with under the heading of theiinternal contradictions of the
State and the excessiﬁe Caesarian role of the State, it is appropriate to add problems

of an administrative nature.



i) Difficulties deriving from the mse of free disposition TNB loans

As was suggested in Chapter VI, one basic complication for the new
planning and debt control systems was that the Fxternal Finance Division (INDEF)
was under extreme pressure to contract (more than control) all the external credits
it could get its hands on and the national projects system (especially INALPRE)
could not generate sufficient economically-viable projects, with the result that
many of the expensi?e TNB credité spilled o#er to projects which did not meet the
necessary conditions reqﬁired of them. The free disposition loans, as their
name suggests, were most suéceptible to these practices, with the result that many
projects which almost by definition could not meet the commercial conditions of the
TNB commercial credits were financed_by such.

Table 68 indicateé the principal characteristics of the main free disposition
loans contracted by the Central Bank, the foremost users of those credits, and the
outstanding balance as of 22 August, 1980. One can see that almost two thirds of the
total value of these credits were directed to State enterprises, such as COMIBOL,
ENAF, YPFB, CBF and the specialized banks. Moét.of these enterprises have been
analized in the preceding pageé. Here, it ié worth noting that over one third of the
total value of these ¢éredits went to other entities which did not form part of these
dominant State enterprises. Naturally, it ié of interest to see if these other
entities performed better with respect to meeting their external obligations via the
Central Bank.

Table 69 points out that it waé mainly the dominant State enterprises.,

especially COMIBOt,which accoutited for the lion's share of the overdue payments
as of the mentioned date. Apparently 'others' accounted for only 12 percent of those
overdue payments on free diéposition loans, which might lead one to conclude that

they performed better. The truth is that these 'other' entities had invested
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mainly in non-commercial projects (i.e. the sports stadium for the VIII Bolivarian Games

or transport aircraft for the armed forces) and the National Treasury was making the
capital, interest and commissionbpayments to the Central Bank, on account of these
other entities. 32/ In other words, if the financial costs of these basicallj non-
economic projects were beiﬁg borne by. the National Treasury, the fact that they were
relatively less overdue in their loan payments really is not a relevant consideration.
The fact of the matter is that the proportion of the overall value of free disposition
loans going to these institutions simply was converted into a direct financial
drag on the National Treasury and thereby, further complicated public finances. In
the case of the dominant State enterpriée, there was always some element of financial
and economic return in play and, furthermore, the possibility of debt refinancing or
restructuring more in turre with the caéh flow of the principal investment projects
existed, in theory at least, as a negotiating bosition. The debt of these non-
economic projects of the 'other' entities could only be paid off by obtaining new free
dispositibn loans; when that. became impoésible, the roof caved in on the Bolivian
public finances. In this éense, these so—called'ihvestment projects were clearly
a worse choice than even some of the white elephants of the dominant State enterprises
and held worse consequences for the negotiating position of the Centrsl Government
vis-a-vis its external creditors by further weakening their appreciation of the
Government's basic solvency.

In this opportunity, we have referred to only two of these other
'investment' projects financed .via free disposition credits contracted by the State;
nonetheless, both serve to underline two essential 1eésons from the experience.
First, there is no economic logic in financing non-commercial projects with expensive

external loans and sooner or later the National Treasury will not be
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able to withstand the debt burden once service payments surpass the flow of new
external credits. ‘NB commercial loans are not suitable financial instruments for
building sports stadiums or buying transport aircraft: bilateral loans and
supplier's credits, respecti#ely, are obviously more suitable instruments. Thus,
one can conclude that,in theée two caseé, the project selection for productively
employing the contracted free disposition loans was clearly deficient.

Second, Table 69 did indicate that these projects were not so important
as those of the dominant State enterprises from the perspective of the debt payment
performance. Howe?er, it has been demonétrated that it was the National Treasury
which was servicing the loans and that, at the bottom line, these projects represented
a purely negative financial drag on pﬁblic finances, whereas, the projects of the

dominant State enterprises: always held out the promise of some element of econamic

return however inadequate it may have been in the face of the debt burden. Here, we
see that the deficient project selection resulted in a more or less impossible
situation for the debt administration dﬁe to the. fact that the projects implied no
income and the National Treasury could not bear the additional burden.

In conclusion, if, inhdeed, free disposition credits were much sought after
because they allowed goﬁernments great liberty of action, nonétheless, they are
expensive extem al credits and their use mist be carefully compatibilized with the
contracted financial obligations. In the Bolivian situation in which the dominant
State enterprises were getting further and further behind in the debt payments due
to delays in bringing their inﬁestment projects on stream, inter alia, it might have
been wiser to use more of the free disposition loans to keep up their debt service
so as to maintain access to the sovereign lending market. At a minimum, the dominant
State enterprises would have had more time to bring in their new income from the

investment projects and, possibly, the Government would have had access to some new.
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credits. As it turned out, the directing of some of these resources to low
priority projects of a non-economic character only caused the debt problem

to snowball resulting in less time to bring economic investment projects on stream,
public finance chaos and a swift winding down of the TNB sovereign lending exposure
in Bolivia: the worst of all worlds.

ii) The Bolivian Promotion Corporation (CBF) and the expansion of the FANCESA
cement plant

As was shown by table 37, the CBF was one of the principal beneficiaries

of the external finance coming from the TNBs, receiving almost 9 percent of the total
net receipté during the period under review. Most of these receipts were concentrated
in the year, 1978, the same year in which the first disbursement of the large loan

to the FANCESA cement plant was made. That same year, part of a free disposition

loan contracted by the Central Goﬁernment was used to cancel CBF's outstanding

debt with the Central Bank. TFor these reaéons, it makes sense to examine the

FANCESA cement plant expansion in the general context of the economic and financial
position of CBF.

The CBF was created in 1942 for the purpose of promoting the accelerated
development of the country. In completion of this function, the CBF has seen the
emphasis of its task alter with the times, as follows: 33/

1. 1942-1952: infrastructure projects, especially roads;

2. 1952-196L: sectoral distribution of its activities to include industry,

agriculture, cattle-raising, forestry, etc.;

3. 1965-1971: preparing inveétment stﬁdies and providing credit, less direct

investment;

b, 1972-1979: important direct in&estments in keeping with Central Government

directives.
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The 1972-79 period, which most concerns us, witnessed the concentration of the
CBF's efforts in a reduced number of important projects, such as the expansion of the
Guabira and Bermejo sugar refineries, the PIL milk product projects, the FABOCE
ceramic tile plant, the Villamontes vegetable oils plant, the plate glass factory
and the expansion of the FANCESA cement plant. In the context of the Plan Quinquenal
(1976-1980), the CBF investments were appreciable, accounting for about one-third
of the value of the indﬁstrial in#estments made by the public sector (Table T0),
although they were not of the same dimension of the major projects of the export
sector (i.e. the mineral émelters or the petroleum refinery). This investment effort
on the part of CBF resulted in a notable increase in the domestic production of
important items, such as sugar, alcohol, milk prbdﬁcts, ceramic tiles, edible oils
and cement; however, ?irtually all the projects encountered problems, especially
delays in establishing production, which created difficulties not only for project
administration but aiso for the CBF, itself.

Generally, the problems encountered by these new investments have several
common features. First, for the most part, project selection was deficient due
to the fact that most projects turned out to be o&erdimensioned and too expensive
for the domestic market and they seemed to better reflect supplier's priorities
than those of the plenning system. Once production began, most suffered from low
levels of capacity utilization. Many projects were not executed well and many
suffered delays not of months but of years, which naturally severely complicated
their debt administration. Few of the projects, in these circumstances, proved
commercially feasible or capable of withstanding the debt burden implicit in the
external finance they recei?éd. To the extent that these projects fell behind in

their debt payments, the CBF began to pick up the tab playing for time so as to allow
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for the projects to begin production; however, soon the CBF, itself, could no
longer stand the financial strain and it obtained Central Bank support. Thus,
difficulties at the project level soon were transformed into financial difficulties
for the CBF before snow-balling to involve the Central Bank as well.
Table 71 reflects the deterioration of the financial situation of the CBF
during 1973-78. This information captures several of the basic characteristics
of the institution. Total income mainly from product sales, rose from an average
of 250 million pesos (1970 ?alueS) in 1973-75 to 350 million pesos
in 1976-78 (the decline during 1977-78 was a consequence mainly of low international
sugar prices). During 1974-78, total expenditures increased at a rate superior to
that of total income which helped to reduce profits as a proportion of income from
25 to 3 percent. Increasing expenditureé of note were administrative costs (50
percent) and interest paymenté‘(300 percent), the latter reaching 11 percent of total
expenditures in 1978. Interest payments continued to rise in spite of the fact
that the total debt of the enterprise waé declining --until 1978-- when it shot up
by 60 percent. There is little doubt that the newly contracted external loans
were being converted to assets, gi?en that inﬁestments went up four-fold, stocks
tripled and fixed assets nearly doubled o#er this period. During the 197L4-78
period the outstanding debt as a proportion of fixed assets declined from 70 to 51
period, suggesting that although CBF's profitability declined, this could be explained
as a temporary phencmenon linked to the broad investment program which had yet to
produce the projected return. Unfortunately, that explanation does not proved
adequate because the projects ran into so many problems of an avoidable nature.
Virtually all the projects suffered serioﬁs delays which were reflected
in their inability to withstand their corresponding debt burdens. For example, in

1977 the edible oils plant, Villa Montes, was utilizing only 16 percent of its
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Table (1

CBF: FINANCIAL ASPECTS OF ITS OPERATIONS, 1973-1978

(Millions of 1970 pesos)

a/

Includes ENDE.

1973 1974 1975 1976 1977 1978
1, Total income 47,1 265.8 252.4 355.8 - 3uy4,1 336.9
Sales 223,8 253,0 234,5 340,8 327.1 310.5
(sugar) oo eee - (150,9)  (221.4) (291.4)  (1L78.8;
(e}ectrlclty) ces ves (34.7) (50.2) (61.9) (59.9)
(milk products) one .ee (26.7) (35.7) . (43.3) (45.9)
Interest, commissions,
dividends 12.2 8.3 8.9 849 6.7 6.8
Others 11l.1 4,5 9,0 6el 10.3 19.6
2, Total Expenditure 208.0 198.3 216.8 314,2° 327.7 325.5
Operations 136.0 130.5 140.8 199.1 200.2 192,3
Administration 51,5 52,8 54,0 82.6 85.4 81.5
Interest 13.3 11,4 14,8 22.5 28.0 35.9
Other 7.2 3.6 7.3 9.9 14,0 15,9
3, Profits 39,1 67.6 39,2 42,9 16.4 1l.4
y, Total Assets a/ 989.2 821.4 965.8 1 204.7 1 380.2 1 372.1
Fixed assets a/ 575.3 408.8 51642 629.3 782.5 772.0
Stocks 87.3 39.5 100.2 111.6 117.6 134.6
Investments 52,1 50,1 117.9 162.6 178.2 193.8
(Mixed firms) (20.2)  (13.3)  (16.2)  (16.2)  (15.1)  (17.3)
Others 274, 5 323.0 231.5 301.2 301.9 271.7
5, Total Debt 615,.8 574,3 498,0 1483.0 437.0 694, 2
Internal 105.4 71,0 128.5 168.4 177.6 333.6
External 510.4 503.3 369.5 314,7 259.4 360.6
6, Number employees 3 321 3 308 3 159 4 908 5 383 4 osuy’
Memo Ttems
l. Sugar sales/Total
income L N ] see 5908 62'2 55.6 53.1
2. Profits/Total
income 15,8 25.4 15.5 12.6 4.8 3.4
3. Interest/Total
income 54 4.3 5.9 6.3 8.1 10,7
4, Fixed assets/Total o
assets 58.2 4g9,8 53.4 52.2 5647 56,3
S Investments/Total
assets 5.3 6.1 1202 1315 1209 lucl
6. External debt/Total . . :
debt 82.9 87.6 74,2 65.1 59.4 51.9
7. Total debt/Fixed
Source: CBF, Memoria Anual, various.
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installed productive capacity because of domestic supply problems. It should be
mentioned that utilizing 45 percent of its capacity it totally supplied the domestic
market, so, lacking solid export prospects, one could question the magnitude or
dimension of the investment project. A complex problem of insufficient domestic
inputs severely weakened some of the PIL milk products intiatives. The Guabira
sugar refinery was obliged to purchase low quality domestic sugar cane which

caused losses on some of its operations. Again, in 1977 just 65 percent of capacity
of the Guabira sugar refinery satiéfied the local market and; facing dismal
international sugar prices export prospects were not particularly good,gg/

In the case of the plate glass factory, a modification introduced in the furnaces
set the project back 2 yearé. Table 72 shows the outstanding debt of these
investment projects for selected years during 1974-80 which suggests the magnitude
of the problems faced by CBF's enterprises and the mixed enterprises.

One sees that the CBF employed an apparently intelligent policy of shifting
from extenral to internal sources of credit for its investment projects during
1974-T7T7; however, this is a questionable evaluation. It seems that, to the degree
that the CBF's projects ran into difficulties which surpassed théir debt payment
capacity and, eventually, that of the CBF, itself, the institution had the
Central Bank bail it out. Soon, CBF's and other State enterprises' problems
exceeded the Central Bank'g debt capacity and the Central Bank é@ntracted external
credits to pay off the CBF debt (with itself)and charged the CBF‘with the new éxternal
loans, similar to the case of YPFB mentioned earlier. In CBF's books, this operation
was registered as internal credit although it was obviously from external sources.
To clarify the situation, Table 72 presents both the internal and external debt
situation of the CBF during this period. The net effect was that the CBF's external
~ debt made up primarly of supplier credits was converted through a strange operation

into a free disposition loan from TNBs carrying a 1.5 percent spread over LIBOR
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with a T.5> year maturity: both interest rate and maturity being considerably stiffer
than the conditions of the original suppliers credits. Enterprises already unable
to shoulder their debt burden suddenly saw it increased. Although this solution
helped out the Central Bank, the CBF enterprises of the manufacturing sector were
negatively affected by the rapid shift from relatively favorable terms on their
external debt to strictly commercial ones. 35/

At the end of 1971, CBF's outstanding overall debt reached about US$ 16
million with three quarters being external debt. The Interamerican Development Bank
had provided most of this external credit on extremely favorable terms, usually
carrying less than a L4 percent nominal rate of intereét with a 15 year maturity.
Most of the local credit came from the Central Bank with more severe terms, usually
T percent interest with Tess than a 2 year maturity. 36/ Table 73 indicates the
situation at the end of 1978. The major changes were the explosion of suppliers
credits and later TNB loans, each implying successively more severe terms, and the
rapid growth of the internal debt. Thus, in a quite short period of time, the CBF's
infant industries were obliged to behave like consenting adults.

As an example of the-difficultieé produced through the mating of costly
forms of external finance with projects of questionable priority, the case of the
FANCESA cement plant will be summarily examined. As has become the norm, certain
deficiencies of projection selection and execution, as well as debt administration,
were characteristic of this case.

The National Cement Factory Inc. (FANCESA) was created by public decree
5139 of 1959, as a corporation whose shareholderswere all public sector entities:
CBF (33.4 percent), the San Francisco Javier University of Chuquisaca (33.3 percent)
and the Municipality of Sucre (33.3 percent);'glf The company began operations in 1960

with an annual installed productive capacity of 30 thousand metric tons. At the
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beginning of 1963, the CBF began.ité attempts at obtaining the financing necessary
to raise amnual productife capacity to 100 thousand tons. After four years of
red tape with the Interamerican Development Bank the resulting loan only covered one-
third éf the estimated coét of the planned expansion. In 1967, FANCESA was declared
a national priority project and approval was gifen a suppliers credit from C. Itoh
of Japan. The expansion was operational 21 months.later, in February of 1969. 38/
Viewing the growth in demand of the domeétic market and the increasing levels of
importation (Table T4), a new expansion project for FANCESA (to 300 thousand tons)
was presented to the National Planning Council and the project, and its estimated
cost of US$ 23.6 millions, were approﬁed by public decree 14002 of October, 1976.
After delays in the tendering of contracts the firm Polysius was eventually selected
over Buhler Miag, mainly becauée it offered an even more elevated total productive
capacity (364 thousand MT/yr) at what was considered a relatively minor increment
in the total cost (to US$ 31.1 million). In September of 1977, public decree
14925 approved the pertinent financing (noted in Table 73) and authorized the State
guarantee. |

The delays, the deﬁaluation of the peso in 1979 and the strengthening of
European currencies vis—é—vis the US dollar created liquidity problems for FANCESA
as well as throwing the expansion 8 months off schedule; In May of 1980, the
Central Bank had to make a US$ 1 million payment on FANCESA's behalf, followed by
another of US$ 0.4 million in June of that year. By August, FANCESA was
petitioning a new credit for US$ 3 millions in order to meet its contractual obligations;
however, no new deal waé concretized.

In theory, the FANCESA expansion seemed to be justified, in spite of the
problems which resulted. As Table 75 demonstrates, the firm had a history.of high

capacity utilization and, as Table T4 made manifest, the domestic market was firm.
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Table T

BOLIVIA: APPARENT CEMENT CONSUMPTION, 1964~1980

(000s of MT)

1964
1965
1966
1967
1968
1969
13970
1871
1972

1973
1974
1975
1976
1977
1978
1979
1980

Production Imports Exports Total
65.2 7.0 - 72.2
53.0 7.0 o 6640
64,7 11.0 - 7547
65.4 32.4 - 97.8
70,8 45.0 - 115.9
80.5 51.6 132.1
116.1 - - 116.1
128,1 - - 128.1
47,1 - - 147,11
165.8 - 6.1 159, 7
202.1 - 9.2 192,9
226.3 10.0 - 236.3

219,1 28.5 - 247.7
267.1 38.4 - 305.4
257.5 - 71.6 - 329.1
250.7 75.0 - 325.7
318.2 - 29.0 2.0 345.2

Source: Central Bank of Bolivia, Memoria, various.
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Table 75

BOLIVIA: THE CEMENT INDUSTRY AND FANCESA'S SITUATION, 1960-1980
(000s of MT and percent) '

Market Shares FANCESA

Total _ (%)» Installed

Producti it
TOGUCHION PANCESA-  VIACHA  COBOCE capactiy

Utilization

1960 .7 38 67 - 30 41
1961 44,7 40 60 - 30 60
1962 49,4 45 55 - 30 7
1963 58.3 4y 56 - 30 86
1964 65.2 50 50 - 30 108
1965 59.0 52 48 - 30 102
1966 Ble7 53 47 - 30 114
1967 65.4 54 46 - 30 114
1968 70,8 52 ug - 30 124
1969 8045 69 a . 60 92
15870 116.1 61 39 - 88 80
1971 128.1 60 40 - 88 87
1972 147.1 49 42 10 88 82
1973 165.8 36 30 34 88 68
1974 202.1 33 31 36 88 76
1975 226.3 a7 - 31 32 88 96
1976 219.1 %31 a3 - .36 88 78
1977 267.1 -33 29 38 88 100
1978 257.5 33 25 42 88 97
1979 250.7- 33 27 40 88 97
1980 318.2 25 37 37 88 92

Source: Banco Central, Memoria Anual, various; CBF, Memoria, various.
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Moreover, FANCESA had been recognized for the quality as well as the price of its
cement in comparison to the other major producer (VIACHA). ;2/ Nevertheless,

a severe problem of project selection occurred. A relatively new public sector
producer, COBOCE, had begun operations in 1972 with an installed capacity of

100 thousand MT/yr. FANCESA was now reaching for 364 thousand MT/yr installed
capacity. Suddenly, VIACHA had an expansion improved, which would raised its
installed productive capacity from 60 to 240 thousand MT/yr. In spite of favorable
market conditions, & total combiﬁed expansion of productive capacity from 260 to
670 thousand MT/yr. simply held no realistic relationship to local demand. Again,
it seemed that local promotoré and foreign sﬁppliers had overly influenced the
definition of the investment project and the selection function of the national
planning system. Furthermore, a éimple consideration of the transport costs involved
would have clarified the fact that any export hopes were severely limited. Thus,
the example of the FANCESA expanéion'éuggests that the selection of the project was
deficient and resulted from fundamental lack of coordination of governmental
suthorities.

As was the case of many of CBF‘é bigger investments, the FANCESA expansion
suffered costly delays. Part of the problems reéulﬁed from the firm which was
contracted to transport the new machinery and equipment to Sucre. Contractual
safeguards might have prevented or compensated errors resulting from third parties.
Another problem stemmed from the fact that the furnaces proved too big for the
Potogi-Sucre railway connection. A small amount of foresight could have prevented
the delays resulting from that error. Generally, poor project execution was
highlighted by these delayé which amounted to 8 months.

Finally, it must be added that the debt administration shown during the

FANCESA expansion was not by .any means ideal. Practically the whole project was
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externally financed which was a fatal precedent. By 1978, there was little doubt
that the external situation of Boliﬁia had worsened and that a devaluation of the
peso was & distinct possibility. Fﬁrthermore, large loans in German marks and
Belgian francs, at the time, demonstrated little consideration of relative currency
movements for a country in a dollar—dominated.trading region. EQ/ Generally,
deficient debt adminiétration compoﬁnded the lack of harmony between the cash flow
of the project and the commercial terms.of its external finance.

In synthesis, the expansion of the FANCESA cement plant demonstrates all the
weaknesses inherent to the CBF's inﬁestment program: questionable project selection,
difficulties in executing the project and deficient debt administration. In this
fashion, as happened with the majority of the CBF'S major investment projects, the rapid
rise in the value of ité aséets, especially fixed ones, became simply a reflection
of its overdue debt rather than a manifeétation of a healthy and stable investment

program,

3. State/TNB Negotiations: Opportunities Lost

Placed in the context of the modern history of Bolivia, the 1972-78 period
could be characterized as perhaps the most prospitious for the.attainment of
accelerated growth. For the first time, the basic factors favorable for accelerated
growth came together in positiﬁe fashion: political stability, a clear and well-
defined orientation to development strategy, a new system for investment planning,

a favorable international economic conjunctﬁre and sufficient financial resources to
get the job done. Moreover, the conditions were created not only for accelerated
growth but for the possibility of increaéing and consolidating the decision-making
capacity of the State and thereby aumenting its autoncmy, due to the solid base for

the State's negotiations with foreign participants.
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As has been demonstrated in detailed fashion, the result of this
apparently unique opportunity was not accelerated growth and increased auntonomy,
rather by the end of the 1970s the result was the reverse: less growth and less
autonomy. The State had in fact weakened its own bargaining power and its own
internal contradictions had strangled economic growth. The economic policy of the
1972-78 period was based on & mistaken sppreciation of the State and the failure
to correctly fathom the multidemensional character of the étate produced its internal
contradictions, the exceséiﬁely Caesarian role of the State and the noted
inconsistencies in project selection and execution and debt administration with the
result that a huge public in#estment program pfoduced increasingly less growth.
A multidimensional State which contradicté itéelf obviously loses its capacity to
consistently negotiate with other major participants, especially foreign ones.
In such situations, the financial criéis associated with the payment of the external
public debt can snowball into a general economic crisis (if not chaos). The result
is that negotiating power éwings heavily to the side which has the decision-making
capability to lend more and soften the crisis or not to lend and therefore condemn the
economy to turmoil.. In this sense, the TNBS acquired the capability of defining
the level of sacrifice that Bolivia waé to éuffer as & consequence of the TNBs
demands with respect to any refinancing scheme which they might offer. Mainly as
a result of its own contradictory nature in the Bolivia setting, the State lost its

place at the negotiating table.
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Notes

1/ Undated study produced by INDEF, entitled External Debt by Source of Credit,
1974-78.

2/ Requena, P., J.C., p. 21.

3/ The alternative is to save foreign exchange by way of the substitution of
imports. However, the Latin American experience demonstrates that this concept
is susceptible to various interpretations and practices and generally ends up
being more ambiguous than directly earning more foreigns exchange via exports.

L4/ Requena P., J.C., p. 170.

5/ Obviously, it is difficult to predict interest payments when dealing with
a spread over a variable base rate (i.e. LIBOR). The huge increase in the LIBOR
during 1979-80 was a surprise even for reknown financial analysts of the industrialized
" countries., .

§/ One must recognize that. the capital/output ratio is not a very precise
measure. In Annex 3 of Myrdal's text this point is discussed in relation to
developing countries. Also see McClelland, Chapter 5.

1/ Given that the majority of Bolivian exports are primary commodities and
their prices are established by the international market or via international
agreements, it is likely that the overvalued exchange rate did not much influence
the international demand for. those exports. However, the State enterprises had to
convert their export earnings at the overvalued rate (less pesos per dollar) to
pay their local expenditures, especially salaries and infrastructural costs for their
investment projects. Obviously, these enterprises were casualties of this policy which
weakened their financial situation and disincentivated their exports.

8/ For the details of this. agreement, as well as that of 1975, see YPFB,

Memoria Anual, 1978, p. 49. Also consult Chapter 3 of this study for an analysis
of the general commercial -conditioning associated with external finance, especially
that of the TNBs. : e

9/ See the data in YPFB, Gestidn 1978, p. 22. According to the Latin American
Economic Report, (August, 1977, p. 127), the internal price of gasoline was only
US 10 cents per liter.

10/ Information supplied by the Ministry of Planning and Co-ordination.

11/ See UNIDO (1979), p. 56.

12/ Ibidem, pp. 57-59.

13/ Given that the International Tin Council sets production quotas, the
competitive disadvantages of Bolivia result in its receiving lower net income in
comparison to other producers. This natural limits its investment resources..

;ﬂj The tension between COMIBOL and ENAF began with the creation of the latter in
1966. COMIBOL was upset that a separate State enterprise be created for a task which
if felt corresponded to COMIBOL, itself. In 1969, COMIBOL was authorized to construct
a small bismuth refinery at Telamaya, which caused ENAF to claim that it had
exclusive refining rights which they apparently felt included the preparation of
concentrates. Public decree 09478 gave ENAF the right to fix concentrate prices and
public decree 18950 gave them the right to demand supplies from producers of
concentrates. The internal contradictions of the State which became pronounced
after 1972 further complicated the strained relations between these vertically
integrated State enterprises.

15/ See the World Bank Report (1976), p. 19, which suggests that ENAF may not have
acted correctly in ¢harging smelting costs to COMIBOL. Effectively, non-existent
costs for transportation, and contamination, as well as inflated petroleum expenses,
seem to have found their way into the accounts. As well as contributing to the
decapitalization of COMIBOL, these practices further strained an already conflictive
relationship between COMIBOL and ENAF.
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16/ See CERAL (E/CEPAL/R.2L49), July, 1981.

17/ World Bank (1976), p. 29.

;§/ See Musgrave, 12 September, 1977, pp. 2-15.

19/ The medium-term credit of Citicorp in 1977 which appears in Table 63 was
a free disposition loan to the Central Government, part of which was transferred to
COMIBOL. As was pointed out in Chapter L4, after the refinancing loan of 1978,
Citicorp, unlike other major lenders, accelerated the reduction of its Bolivian
portfolio.

20/ Asheshov, p. 63.

21/ Ibidem, p. 63.

22/ Banco Central de Bolivia, Diagndstico, 1980, anexo L.

23/ Seemingly, the ENAF Annual Reports only sporadically mention some major
investment projects. For example, the 1978 Report has an outstanding debt figure
which represents only a minor proportion of the actual one. Unexplained accounting
practices seem to have been utilized 1in the Annual Reports.

2L/ ENAF, Memoria, 1977-1978, pp. 17-18.

25/ See ENAF August, 1979.

26/ World Bank, (1976), Amex II.

27/ CEPAL, July, 1981, p. 57T.

28/ World Bank (1976), p. 28

29/ See BANCEPAC.

30/ For example, in 1973, the BAB charged an annual interest of 6-10 percent
on its loans, while commercial banks paid 11.75 percent on term deposits. See
BANCEPAC and Galbis, p. 30.

31/ Between 1971 and 1979 foreign currency deposits in commercial banks grew by
over ﬂa'percent (over 50 percent during 1974-78), in real terms, whereas term and
sight deposits grew by only 6 percent or less. Calculated from IMF, International
Financial Statistics, 1980, using the implicit GDP deflator.

Qg/ There were examples of earmarked taxes, for example beer consumption
carried a tax which was directed toward the financing of the VIII Bolivarian Games
Committee.

33/ CBF, March, 1979.

_ﬁy Informatlon from the Ministry of Planning and Coordination, in respect of the
evaluation of the Plan Quinguenal.

35/ The only advantage for these enterprises was the shifting out of European
currency denominated debt which was then appreciating; however, the stiffer terms of
the new dollar denominated debt wiped out that advantage once grace periods lapsed.

36/ CBF, March, 1972.

37/ Most information on this project came from an internal CBF memorandum.

38/ The shift from a fuel-oil to a gas furnace reduced the real productive
capac1ty to 87.5 thousand metric tons a year.

39/ CBF, Memoria-Gestidn 1971, p. 52.

E:y Once again, luck becomes an important element in the external financial
position. At the beginning of the 1980s the US dollar strengthened considerably
vis-a-vis Buropean currencies. It is not known to what degree this favorable
development for FANCESA offset the penalty clauses in its external loan contracts.
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Chapter VIII

In the preceding chapters we looked at the process of external indebtedness
from two standpoints, that of Bolivia as a borrower and that of the transnational /
banks as lenders. Because we have covered so much ground, it now seems wise to
attempt a final summary. Moreover, the Bolivian experience enables us to
draw conclusions that may be useful to the country itself, to other countries
in similar circumstances, and to the banks. For the sake of clarity, we shall
first consider each agent separately; fo this end, we shall look at the significance
of this experience for Bolivia, and then abalyse the behaviour of the
transnational banks. In the third and final section of this chapter, we shall

briefly discuss the final reflections to which this study gives rise.

1. Bolivia: a wasted opportunity

In the modern history of Bolivia, the experience Qf the period 1972-1978
stands out as the best opportunity the country has had to achieve accelerated
development. During those years, at least four factors which are fundamental to
the development potential of a country worked together favourably for the
first time.

Firstly, in a country which has been troubled by constant political
instability and the lack of a clear orientations for its development, the
period between 1972 and 1978 was one of unusual stability and a time when the
economic team had devised a clearly defined de#elopment strategy with a definite
national élitist otientation. Moreo?er, this orientation was structured
within an institutional framework and a planning system that were apparently sound.
In brief, it may be said that the period in question was characterized by a

well-defined and apparently coherent political project.
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Secondly, the international economic situation at the beginning of this
period was clearly positive. The markets for almost all Bolivian exports
(minerals, metals, petroleum end agricultural products) were very advantageous
for the country, especially as fas as prices were concerned, and this allowed
for an appreciable increase in export revenues. Also, the diversification of
exports was promising inthat it would reduce the external vulnerability that
had always been asseciated with Bolivia's position as a monoexporter of minerals,
especially tin concentrates. In other words, as the period 1972-1978 began, the
export sector was in a strong position.

Thirdly, partly as a result of the exceptional position of the export sector,
for the first time in the postwar period, financial resources for development
reached a level consistent with the plans envisaged. Initiallly, they
were based on an increase in export revenues; neverthelees, external credit,
mainly from the transnational banks,soon became the main source of financing.
Even though this gave rise to some of the paradoxes of development, such as
the fact that one of the poorest countries of Latin America was paying the
highest prices for its external loans, it'meant that Bolivia did have access
to external resources, a circumstance’ which had not previously obtained.

Thus, during the period 1972-1978, financing was adequate for the country's
defined development aspirations.

Fourthly, perhaps one of the most significant advances of this period was
that the authorities established conditions for genuine foreign participation
in national development. They created the necessary institutional machinery
and legal means to promote an increase in such participation, which was t;
materialize as a result of direct negotiations between the State and the foreign

agents. The new legislation on hydrocarbons and ether investment (which set aside
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the main provisions of Andean Group Decision 2L, on foreign investment

and technology, which had recently been adopted) helped clarify the rules of

the game for foreign investment. In a country where such investment had often
been at the mercy of the politics of the moment and subject to the risk of
nationalization, foreign participants viewed this as a sign of maturity on the
part of the Bolivian authorities. 1In future, foreign participatioh was to based
on commercial negotiations between pee}. In this regard, it became evident,
during the period under study, that the Bolivian authorities had adopted a

new attitude in their negotiations which must have attracted potential foreign
investors.

Fach of these factors is important in itself and the fact that they all
éoincided meant that circumstances were ﬁery propitious for the country's
development. Indeed, during a good part of this period, the Bolivian economy
experienced a boom. Between 1972 and1976, the rate of growth of the gross
domestic product averaged somewhat over 6% per year, a high figure for Bolivia.
whose economy was one of the fastest growing oneé of Latin America.l/ Thus, a
nation which up to then had been excluded from the international capital markets
saw its credit rating soar, to the point that in 1975-1977, it was enthusiastically
welcomed by many transnational banks. Foreign investors again became interested
in the country and expectations for the petroleum sector looked promising.

This favourable situation could only be maintained by steady economic growth,
and that did not materialize: the economy began to suffer serious problems in
1977, then stagnated and towards 1979, began to decline without there being any

sign of recovery in the following years. What had begun as a relationéhip in which

there seemed to be a clear quid pro quo between the State and the transnational banks
had degenerated into a situation in which the State's bargaining position was

extremely weak.
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Among the factors which led to this situation, three are worth mentioning:
i) The choice of an extreme variarmt in the development strategy,
together with an erroneous view of how the State apparatus should operate,
led to internal contradictions which were reflected in inconsistencies in the
economic policy.

ii) The public sector's lack of administrative capacity to respond to the
challenge represented by the new project was reflected in deficiencies in the
planning function, in excessively ambitious investment programmes for the
main State enterprises and, generally in a risky external debt policy.

iii) The multilateral international financial mechanisms proved to be
inadequate, forcing the country to resort to commercial sources of financing.

Although it is difficult to weigh the influence of each one of these factors,

given the interrelationship among them, it may be said, that the fundamental
factor which precipitated Bolivia's crisis was that of the internal contradictions
of the State and that this was in itself sufficient to lead to a crisis.
Because of the important role they played in the dynamics of the national
€litist orientation adopted by the Government, the transnational banks
further complicated and aggravated the situation. We shall now discuss each
factor individually.

a) The multidimensional State and its internal contradictions

In the context of the new "national élitist" orientation to development
strategy, in 1972, the main aim of the economic authorities was to shift the
centre of attention of their policies from the promotion of public enterprises
to the promotion of private enterprises; the latter were supposed to provide the
basic impetus of production for the development process. In the opinion of

the authorities, the results of the national populist orientation previously in
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force had not been satisfactory; they therefore considered it necessary
to promote an extreme variant of the national €litist scheme and tried to
persuade the national private sector to become the new moving force of the
development process, expanding their economic activities through accelerated
investment. The harsh stabilization programme of 1972-1973 was designed
to restructure and reorient the national economy decisively towards private
industry, both national and foreign. The function of the institutional
framework and the planning system established was to centralize and technify
the public sector's decision-making process, in order to place it more directly
at the service of the new régime. Public finance %as reorganized in such a
way as to favour the private sector, partly at the expense of the major public
enterprises (e.g., domestic credit was preferentially oriented towards the
private sector and higher taxes were levied on public enterprises of the
export sector). The emphasis on the effiéient allocation of resources through
private investment was meant to promote increased and more suitable foreign
participation. By establishing numerous review and monitoring mechanisms, e.g.,
project selection, monitoring of the debt, etc.), the authorities wished to
demonstrate their maturity and sense of resposibility in the handling of
negotiations. The idea was that the problems whish had arisen in the past
could be avoided by encouraging foreign participation based on negotiations
between the Stafe and the foreign agents, monitored by the new official
machinery.

Within this context, the new capacity for obtaining increasingly
large amounts of external financing from the transnational banks paved the way for
what might be calléd the calculated risk taken by the persons newly in

charge of economic policy, i.e., they chose to try to accelerate development by
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channelling almost all domestic credit towards the private sector, leaving
the public sector to seek financing abroad (at whatever cost). The gave three
reasons for this option. 1In the first place, the transnational banks did
not seem to be willing to provide financing directly to the private sector;
rather, they prgferred public-sector investments, especially in the lucrative
field of exports. In the second place, the authorities were convinced that the
exceptionally favourable treatment given to the private sector would lead to
immediate and steady investment in production, which would in turn speed up
the domestic economic growth rate. Finally, the absolute cost of foreign bank
credit was relatively low in real terms, during that period.
| The strategy adopted did indeed entail certain risks. Any unfavourable
development in the export sector or in the area of investment, in either the
public or the private sector, could considerably increase the burden of
external indebtedness on the national economw,g/ thus weakening the country's
bargaining position vis-a-vis the foreign participants. During the early
part of this period, the economic successes of the stabilization programme,
the export boom and the resulting improvement of public finance, the possibility
of obtaining new oil resources and the rise in the level of private sector
investment greatly enhanced the application of the new strategy. Under such
circumstances, any possible risk involved in the great increase in external
participation through loans from transnational banks appeared to be
negligible.

There is no question that this new orientation had its rationale; indeed,
the history of capitalist development shows that many countries have managed
to industrialize through the dynamic participation of the private sector and

with the help of a substantial amount of external investment and credit.
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Moreover, as was shown in chapter 5, there is reason to believe thatholivia's
previous experience with the national populist orientation was frustrated by an
inadequate material economic base. Nevertheless, in formulating the new
development strategy, the economic team did not adequately assess the assymetries
that can arise between the unidimensional aspect of foreign participation and the
multidimensional character of the State, which created serious internal
contradictions and inconsistencies in economic policy.

One of the unique aspects of the new orientation was that foreign
pariicipation virtually took only one form (that of foreign loans) and had only
one source of financing (the transnational banks).3/ In general, when the
desired level of foreign participation is diversified (direct foreign investment,
external financing, granting of licences for the transfer of technology,
management contracts, ete.) and comes from different sources, it tends to
help stabilize local development. The new form of foreign participation in the
development of Bolivia, however, turned out to be a destabilizing influence, not
only because of its magnitude, but also because of its unidimensional nature.

Another unique feature of this phase of the development of Bolivia was
the size and the great relative importance of the State's participation in the
economy, which was disproportionate for a government that wished to emphasize the
role of private enterprise in development. This does not necessarily mean that
there is contradiction between the State and private eﬁterprise, but it makes
the possibility much more likely. From 1952 onwards, the State had played
an increasingly important role in domestic development; it had become multidimensional
in nature and could not easily be changed to adjust to the new orientation

to development strategy. Moreover, the State had come to reflect many opposing
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forces and influences and these were evident in the various functions it assumed.
From this point of view, one may consider that the attempt to reformulate the
State's functions rapidly and vigorously, in keeping with the new orientation,
was yet another factor of disequilibrium and destabilization and showed up
the many serious internal contradictions of the State.

In order better to understand the multidimensional character of the State,
let us think of it as being made up of at least three main elements i.e.,
i) the team responsible for economic policy, linked to the régime in power;
ii) the career staff of the State bureaucracy, and iii) the public enterprises.k/
During the period 1972-1978, the economic team and the public enterprises seemed
to be moving in opposite directions, and this created serious tensions in the
economic structure of the country which subsequently give rise to serious
economic and political conflicts that are still unresolved. Moreover, the
State's Caesarian function (i.e., its action in representing dominant local private
groups ) appeared to be openly incompatible with its empire-building role
(i.e., the action of public enterprises on behalf of their own interests); thus,
there was very little margin for it to carry out its important functions with
regard to the universalrole (i.e., its interest in the general well-being of
Bolivian society). Thus, the growing antagonism between the various functions
of the State gradually became an‘obstacle to the economic growth of the country.

Some of the paradoxes and inconsistencies of the Bolivian experience become
evident if we consider the following:

i) A public policy that was committed to free enterprise and a private
sector that was impatient to receive the bénefits of large-scale public investment

programme, even if it came with a new planning system;
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ii) The implementation of complex planning and external.debt—control systems
went hand-in-hand with a breskdown in the decision-making process and a crisis
éf public external indebtedness;

iii) Although many incentives were offered it, the private sector did
not seem prepared to take advantage of them in order to become the moving force
of development through productive investment;

iv) There was an unprecedented opportunity for almost unlimited access to
foreign exchange (by way of exports and external indebtedness); however, not
only this did not bring economic prosperity, but, on the contrary, it led to a
serious crisis.

The disruptions that hindered the work of the public sector were
fundamentally due to the fact that on many oécasions, economic policy respected
neither the spirit nor the objective of some public enterprises. The public
sector seems to have been used, to a large extent, to support private-sector
activities which were not always in harmony with long-term development objectives.

Thus, a heavy tax on production was levied on the State enterprises,
especially YPFB and COMIBOL, with no consideration being given to their cost
structure. The resulting transfer of resources naturally helped support the
government's economic policy, which was aimed at firmly supporting the private
sector. Price controls were also imposed on the State enterprises; the
most striking example was the fixing of the sales price for YPFB gasoline,
which reduced costs to fhe private sector and damaged the financial stability
of the State enterprise. The policy of ﬁaintaining the exchange rate, while
helping to reduce the cost of imported goods and inflationary pressures,
brought about serious financial disequilibria within the bublic enterprises,

which were obliged to convert their export earnings from dollars into pesos,
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thus delaying oil prospecting activities, for example. Considering the
State enterprises account for virtually all the ¢ountry's exports, it is not
surprising that the export coefficient fell so dramatically during this

period.

Public policy also gave the public sector greater access to external credit by

enabling State enterprises to contract debts abroad with the transnational banks.
As has already been mentioned, this strategy might seem adequate, since State
enterprises can obtain external credit on more favourable terms than the private
sector, However, there was a serious contradiction as regards repayment capacity,
since other measures were applied simultaneously which undermined the financial
equilibrium of the State enterprises. Hence. the situation became unphearable.
The subordination of the productive function of State enterprises to the
expansion of the private sector created its own contradictions. The main public
enterprises realized that the financial drain created by the public sector's
pglicy endangered their own stability and tried to convert the bulk of their
financial resources into physical assets (stocks and capital equipment) in
order to avoid rapid decapitalization. These measures put in operation
opposing forces within the State apparatus, and this reduced their effectiveness.
In theory, most of the public investment programme may have seemed
commercially viable and well-suited for financing by the transnational banks.
The enterprises concerned (YPFB, ENAF, COMIBOLvand others) were all very large
and were involved in the petroleum and petroleum by-products, metals and
mining sectors, all of which could be very lucrative, given the favourable
prices then prevailing on the international market. vHowever, precisely because
of the aforementioned internal contradictions of the State, they were obliged,

in executing their programmes, to adopt many non-commercial decisions.



- 286 -

As the public enterprises' concern about the weakening of their financial
position increased, they realized that the only way they could maintain their
empire-building role was to continue expanding their physical assets.

Their financial weakness was no obstacle to the financing of their investments,
since the transnational banks were prepared to grant them credit on the basis

of a guarantee of the government of Bolivia and were less and less concerned
about the viability of the enterprise itself. Thus, for example, for the small
size of the market, there was an excessive growth in the scale of refineries,
smelters and even cement factories. Stocks and materials grew disproportionately
to the financial flows generated by the projects. 1In their zeal for

converting resources into physical assets, they often began to invest before
having completed the relevant preliminary studies (e.g., inventories of

material resources, seismographic‘studies and basic infrastructure) or, as

in the case of ENAF, their investments were way out of proportion to the

original project. A good example of such a situation is that of the costly
projecté involving the Santa Cruz and Cochabamba refineries, conceived in

the euphoria created by the prospect of expanding national petroleum production;.
as this expansion did not materialize, the facilities had to function at less than
50% of their nominal capacity.

Since the debts contracted by the enterprisés had the guarantee of the
Bolivian government, it was the latter which wés in the last analysis responsible
for their service. The enterprises concentrated their attention on obtaining
the greatest possible amount of financing at the greatest possible speed,
without paying much attention to the terms of the loans. Therefore, most of

the debts were contracted at maturities of 5 or 6 years, which was bareiy enough
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time for the projects to produce results. It then became necessary to resort to
rescheduling, a system which can be risky and uncertain when the obtaining of
new credit depends on the decisions of private banks.

The State enterprises followed this strategy partly as a matter of
tradition however their co-ordination with the sectoral ministries was so
deficient that they enjoyed considerable autonomy as regards their financial and

investment decisions. On the other hand, their practice was not at all

- incompatible with the Government's goals. If one bears in mind that the major

State enterprises were engaged in activities that should have been profitable,
from the commercial point of view, in the field of petroleum and mining, and
that many commercial banks preferred to finance this type of activities and
projects, it seems only logical that public enterprises should play a leading
role in Bolivia's efforts to establish its creditworthiness on the international
capital markets. This not only attracted foreign exchange for financing
imports; once Bolivia achieved a certain prestige on these markets, it also
paved the way for obtaining other loans that benefited the private sector more
directly, such as the loans granted to the State mainly for support

serﬁices to the private sector and those granted to State banks that could
guarantee brivate sector loans (e.g., the Banco del Estado, which guaranteed
the loans for the new Sheraton Hotel in La Paz), or obtaining credit directly
and then lending to the priﬁate sector (as did the BAB with regard to credit

for cotton growers). Actually, the enormous amount of free disposition credit
that was granted by the transnatiunal banks shows how tenuous was the correlation
between the purpose of a loan and the final destination given to the resources

borrowed.
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Undoubtedly, other non-commercial circumstances also influenced foreign
investment. Some of the most important government officials had held high
executive positions in local financial institutions and had strong ties with
the transnational banks. Consequently, they may have been excessively
enthusiastic in their efforts to demonstrate the extent of their contacts
abroad and arranged for an excessive amount of new credit with foreign banks.
It should also be borne in mind that the debt-control and national planning
systems were not working properly; economic circles are ver& small in Bolivia
and tremendous pressure was generated in support of direct or indirect
foreign indebtedness to back private investment.5/

The overall development strategy might have been more successful if
the private sector had respnded by investing productively. After a brief
period of activity in 1973-1974, however , private investment fell sharply.
Moreover, as is shown in the study made by Asheshov,fhe private sector was
engaged mainly in activities of a dubious character from the standpoint of
the long-term development of the countrys; it seemed to have been more interested
in distributing the benefits of development than in generating them. Althéugh
it is difficult to explain conclusively what factors influenced this behaviour,
some theories have been advanced which seem reasonable. It might be |
worthwhile to discuss them in greater depth.

It uéed to be quite common to attribute the lack of enthusiasm of private
capital in the developing countries to the absence of a native entrepreneurial
capacity; it was thought that national entrepreneurs, instead of investing and
generating éurpluses in the country, preferred ostentatious consumption and
placed their capital in Swiss banks. If'that were true, however, one would

have to say that, under similar conditions, capitalists in the central
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countries and in the peripheral countries would behave very differently
from each other, a view which is difficult to support. As Baran pointed out

some time ago, the problem of entrepreneurial capacity in the underdeveloped

countries is not so much a matter of the inadequacy of the supply of entrepreneurial

capacity as of the use which is made of it within the existing economic and
social order.é/ It is possible that national entrepeneurs, conditioned by the
uncertainty of Bolivia's economy, simply took the risk factor much more into
account in their decision-making, and decided to concentrate on unproductive,
short-term, but highly profitable acti?ities, such as the importation of
consumer goods, speculation in real estate, and so on.

This reasoning does not however, explain the minor investment boom of
the period 1973-197L4 or its subsequent decline. One possible explanation
might be that the prevailing euphoria and confidence in the prospects of
the private sector vanished after the commotion caused by the collapse of
the cotton market. One must also bear in mind the change in interest rates
on domestic credit, which, after having been decidedly negative in real terms
between 19Tk and 1975, turned positive in 1975-1976. If investors were expecting
real interest rates to remain negative during this period, this change may have
affected their confidence. Moreover, it is interesting to note that the
decline in the rate of investment in the private sector more or less coincided
with the initiation of the public sector's investment programme. In this
regard, it must be borne in mind that the State generates a large share of the
gross domestic product and that, althoﬁgh many of its activities are capital-
intensive, it also plays an important role in intermediate industries --such as
ceﬁent factories, sugar refineries, dairy production, edible oils, plate glass

factories--, which might have attracted private investors. As the public sector,
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which was already large, continued to grow, the initially high expectations
of the entrepreneurial sectors may have been frustrated and they may have begun
to mistrust the Government's intention of revitalizing private entermprise.

In brief, within the context of the aforementioned internal céntradictions
of the State, the absence of clear rules with respect to the role that the
private seétor was supposed to play may have fatally jeopardized the success
of the national &litist approach to development. On the one hand, the private
sector was trying to invest; on the other, the State enterprises, in order
to protect their own interests, sought to expand their participation in the
economy. Noting these inconsistencies, the private sectof may have once again
questioned the true . intentions of governmental policy and sought to protect
their own interests by engaging in activities that would ensure quick profits.
These activities pressured the State to guarantee a domestic and external
indetebdness that was used for lucrative activities that were not always
consistent with the goals of economic development. All this was further compli-

cated by the excessive Caesarian role played by the multidimensional State.

b)  The limitation of administrative capacity and inexperience in negotiating

with foreign participants

As we have seen in the preceding chapters, the internal contradictions
of the State were concretely reflected in the planning function, the public
inﬁestment programﬁe.and the negotiations with foreign participants. As regards
the first aspects, the plans exceeded the country's capacity for managing its
public administration. As regards the negotiations with foreign participants,

most of the problems which arose in connection with the debt policy

were due to the country's lack of experience with such matters.
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i) The limitation of administrative capacity

We have already mentioned that the application of the new national
élitist orientation led to several irregularities in the development of Bolivia.
In general, the structuring of the new development planning system went hand
in hand with loss of consistency in the decision-making process; this became
evident as the disérepancies between established goals and actual results grew.
The great effort put into the public investment programme brought increasingly
poor results. The irregularities in the country's development were indeed
related to the internal contradictions of the State, i.e., the different
components of the State apparatus were not working in the same direction.

As far as the actual operation of the planning syétem and the implementaiion

of large scale public investment projects are concerned, however, the
irregularities are due to the fact that the State's administrative capacity was
limited vis;é—vis'the magnitude of the tasks it had undertasken and not

to administrative deficiencies as such.

As was mentioned in chapter VI, the new Government set up a new and more
rational planning system in order to implement its national élitist orientation.
The decision-making process was centralized in institutions that were closely
linked to the Office of the President (e.g., CONEPLAN) and the Ministry of
Co—ordination'(subsequently the Ministry of Planning Co-ordination) was created.
The new system was filled out by . the laws establishing the National Planning
System, the National Projects System, the National Investment Institute (INI),
the National Preinvestment Institute (INALPRE) and the National External
Financing Institute (INDEF), some of which were to monitor the generation of
public investment projects (INALPRE) and the management of the public external

debt (INDEF). These structures seemed to be what was needed and the



- 292 -~

Five-Year Plan (1976-1980) was drawn up precisely on the basis of this new

institutional framework. In practice, however, all these institutions

proved to be deficient, to different degrees, and the Five-Year Plan itself

was characterized by a complete divorce between the objectives set and

the results obtained. Administrative capacity proved‘to be limited and

very vulnerable to pressure from highly influential groups which distorted

the planning function in general and the results of public investment in particular.
The discrepancy between the implementation of public investments and the

corresponding impact of econmomic policy has been discussed in chapter VII, where

several case studies were mentioned. As regards public enterprises in the

export sector, the financial drain, by contrast with the large publﬁc investment

projects, was partly responsible for the financial failure of the main projects.

The YPFB refineries, operating at less than 50% of installed capaéity, were

oversized in the context of the national market and the availability of crude

0il. The installed capacity of the new ENAF smelters was way out of proportion

to COMIBOL's real capacity to supply them with ore, even taking into accoﬁnt its

new inﬁestments in #olatilization, flotation . and preconcentration plants.

In brief, the costly investment projects carried out by these enterprises tended to

cause imbalances in the sector concerned, because of the difference between the

resources provided by the mining industry and the installed refining capacity,

This situation had an adverse effect on the financial stability of the enterprises.

The latter, apparently in order to palliate the financial drain to which the

economic policy was subjecting them, resorted to investing in large-scale refining

projects at a time when it would have made more sense to use resources for

prospecting, exploration and production.
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The case of the Banco Agricola seems to be an example of what happens
to a public enterprise that does not hafe sufficient meané to deal with the
impact of the excessive Caesarian role of the State. The institution was
obliged to place the bulk of its portfolio in private-~sector activities
(e.g., cotton in Santa Cruz) which turned out to be unprofitable and hard
to justify. The situation of the Santa Cruz cotton growers became so
difficult that a great many of them refused to pay their debts to the Banco
Agricola{ The Government decided not to resort to the usuél legal measures.

For the bank, this meant decapitalization and the loss of its ranking as
one of the major financial institutioné of the country.

The case of CBF in general —--and especially its mixed enterprise, the
cement factory FANCESA, which under normal circumstances might ha&e been a very
sound public investment-- giies a clear picture of the whole problem of
limited administrative capacity as regards project selection and administration,
and debt management. Undoubtedly, a fourfold increase in the producti&e
capacity of FANCESA would have been an attractive project in a sound market.

At the same time that this expansion was approved however, the officials
authorized the expansion of two other national cement plants, so that the
total installed capacity of the three enterpriseé waé completely out of propdrtion
to the needs of the national market. In addition to this problem concerning
the selection of the project, its execﬁtion was also somewhat unsatisfactory
and led to costly delays; After these delays went beyond eight months, the
enterprise was obliged to resort to the Central Bank to try to cerr its
external obligations, thus initiating a typical vicious circle.
In brief, both planning and public investment were characterized by limitations

of administrative capacity and this, in the context of the economic policy of the
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period (1972-1978), was one of the factors responsible for the poor results

obtained. Evidently, in those years the economic policy was based on an

erroneous view of the multidimensional nature of the Boliﬁian State, thereby producing
the adverse conseQuences a1£eady mentioned. Moreover, it affected negotiations

with foreign investors, particularly as regards the need to reschedule the

outstanding public external debt.

ii) Lack of experience and an inadequate negotiating strategy vis-a-vis
the transnational banks

As mentioned above, during the 1970s, Bolivia, for the first time in this
century, had full access to the private international capital markets; it thus
had an exceptional opportunity to speed up its growth and achieve sustained
development. As we have seen, the authorities' policies was explicitly
aimed at attracting a large volume of financing from the international capital
markets, which at that time had great liquidity. 1In addition, the policy of
significantly increasing foreign participation in order to accelerate
development, by its very nature, represented a calculated risk that the

authorities took. However, a sine qua non condition for the success of such

a strategy --in other words, for mainfaining uninterrupted access to credit
at a reasonable economic and political cost-- was that there be a balance
between the bargaining position of the debtor and that of the transnational
banks. What actually happened, however, seems to have been that the approach
taken by the economic authorities acﬁually had the opposite effect. The
country's negotiating positioﬁ deteriorated rapidly, contributing to the
failure of the political project and giﬁing rise to the worst economic‘and
political crisis in the modern history of the country.

The authorities certainly never‘intended for Bolivia's bargaining

position to deteriorate that way. Why then did the country lose its
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footing vis-a-vis the banks and thus lose one of the fundamental tools for
pushing ahead with the development programme? There are several possible
explanations; undoubtedly, one of the most important is the inexperience of
the borrower, who apparently did not realize what conditions were necessary to
maintain a strong bargaining position and thus ensure an adequate flow of
foreign capital to the country. As we mentioned in the Introduction, Bolivia
is one of the least developed countries of the region; it did not have access
to private foreign capital during most of the postwar period and consequently,
international bank) loans were an almost unknown instrument for most of the
public officials. Moreover, towards the mid-1970s, there were very few
publications and studies on the phenomenon of private banks and their insertion
in the periphery. The country seems to have had to learn throurh experience,
with all the difficulties and frustrations.that that entails.

The commercial banks usually show great interest in new arrivals on the
credit market, provided they are solvent countries with little or no commercial
debt. The newer a country is as a borrower, the less is the risk for the bank
and the more willing it is to grant credit, even in times of market restrictionms.
As we have said before, in 1974-1975, when Bolivia began to incur debts, it was
resorting to the international private capital market practically for the first
time in the contemporary period; this help explain the relatively good reception
it was given as a debtor. As a country's share in a bank's portfolio increases,
however, bargaining power (within certain limits) may gradually shift towards
the bank, since, in the interest of diversifying its portfolio and its risks,
it will be much more reluctant to take on new commitments.l/ The weakening of

a debtor's bargaining power because of considerations linked to risk may
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theoretically be offset, entirely or in part, by improving the country's
creditworthiness vis-a-vis the creditor. Likewise, the liquidity situation on
the international markets may influence the volume and the terms of loans granted
by the transnational banks. When dealing with a bank that wishes to place its
loans, it is wise to apply.a "efensive" and rational indebtedness policy that
takes into account the fact that the Qolume of credit these financial isntitutions
can grant is limited by the principle of diversification of portfolio and risk.
In taking into account the importance ofa good credit rating for maintaining a
strong bargaining position, a debtor will also want to be sure that the volume of
loans it obtains is compatible with an efficient allocation of resources and the
maintenance of domestic monetary stability.

Its seems that the Government did not adequately aéseéé the real risks
involved in becoming indebted on the international capital market.8/ Instead
of establising a defensive or selective indebtedness strategy in order to ensure
that the opening up of the credit market would be used for the benefit of the
country and using it to maintain uninterrupted acceés to credit on suitable
terms, it tried to obtain the largeét poséible volume of short-term credit
without seriously taking into account the problems of absorption that this
would entail., By acting in this way, it incurred excessive debts,
both from the standpoint of volﬁme and from that of the coét of foreign capital.
In such circumstances, forcign capital does not generate a greater economic
surplus; instead, it fosters a poor allocation of resourceé, an increase
in.consumption, speculgtion and inflation, és well as a flight of capital.
This process in turn reduces the debtor’svborrdwing capacity and prevents it
from having uninterrupted access to private foreign credit. From this point of

view, it may be said that the Government clearly underestimated the inflationary
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implications of large-scale external indebtedness. The country was accustomed
to a shortage of external capital and when it suddenly became a viable debtor
on the international credit market --at the same time that commodity exports
increased-- it was faced with an unprecedented challeﬁge as far as the management
of liquidity and domestic inflation were concerned. As we mentioned before,
(see table 1), the 1973-197L4 boom in commodity exports brought a massive
increase in price levels, partly by way of imported inflation, in a country
which had been accustomed to relative stability. Immediately after this, there
were new pressures to expand the liquidity generated partly through the
creation of domestic credit and partly through the accumulation of foreign
assets, given the country's easy access to external credit. Inflation fell
sharply after 1974 --despite the exceptionally high level of domestic liquidity--
but the success of the stabilization effort seems to have been more related to
the introduction of new measures, such as price controls (including controls
on the exchange rate), wage controls, and the use of an outdated weighting
system for calculating the consumer price index.gj The artificial containment
of inflation contributed, in turn, to a false sense of security, both-on the
part of the éountry as a borrower and on the part of the foreign creditors.
Actually, the measures taken to check inflation only brought temporary relief;
the resulting distortions generated other problems, which led precisely to
an undermining of the creditwort.iness which the anti-inflationary policies
had helped improve. Prices could have been controlled more effectively and
directly by fostering a controlled expansion of external credit; as well as
of-domestic credit,

This excessive indebtedness seems also to have had played a direct role

in the poor allocation of resources. As a country, Bolivia seemed to be
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Table T6

BOLIVIA: DATA ON LIQUIDITY AND DOMESTIC PRICES

1970 1971 1972 1973 1974 1975 1976 1977 1978 1979

(Growth rates)

Money supply (Ml) 12.6 15.3 25.1 34.3 L43.4 11.8 36.5 20.9 12.4 16.7

(Billions of pesos)

External assets (net) 0.3 0.2 0.7 0.2 2.5 1.7 2.9 2.9 0.5 2.6
Domestic credit 2.1 2.5 3.2 h,2 .1 5.7 8.2 11.2 15.1 21.3

(Average annual percentage'change)

Consumer prices 3.9 3.6 6.5 31.6 62.7 8.0 L.5 8.1 10.4 19.7

Sourcé: International Monetary Fund, International Financial Statistics, 1980.
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accustomed to a rather paternalistic behaviour on the part of bilateral and
multilateral credit institutions; in the short span of two years, however, it
had entered fully into the liberal atmosphere of private international finance.
Finding itself relatively freé from the strict rules and regulations applied
by official financing agencies, the Government contracted all the loans that
the market was able to grant without taking into account its capacity for
efficiently absorbing the resources. Moreover, aﬁ unusually high percentage
of these financial resources were obtained in the “orm of free disposition
loans.

Used wisely, this type of loan can be a very useful economic policy tool in
countries such as Bolivia, which have great difficulty absorbing resources;
moreover, it can help strengthen the balance of payments during times of
deliberate economic reformulation with a view to subsequently increasing
absorption capacity. In the context of a developing country, however, free disposition
loans contracted under harsh commercial terms can only fulfil this objective
in a very limited way. Moreover, when the volume of such loans is very high,
as was the case in Bolivia, they may lead to a poor allocation 6f resources; as
free disposition funds accumulate in foreign accounts, they begin to be the
object of political pressures and to be used for actiiities that cannot finance the
commercial debt service. This, of course, does not have to be the case,
but unfortunately a fairly undeveloped economy is usually inserted in a brdader
and more permissive atmosphere in which inconsistencies in national policy do not
seem to be a sporadic matter. A debtor who was aware of the risks of incurring
a heavy external debt would have realized that it waé wiser to obtain a
minimum amount of free disposition loans and to do so in the context of a

well-planned set of economic reforms. Instead, the large inflow of credit
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fo the country was subject to pressures from various domestic groups and only
served to aggravate rather than mitigate the deficiencies in the economic
structure and policy.

The national policy not only fell victim to bankers' enthusiasm as regards
the volume of credit, but it also allowed for the relatively stringent cost
structure that prevailed, during 1975-1977, in a tight credit market. As soon
as the country saw positive signs on the international financial markets, it
requested all the resources that were offered to it, despite the fact that,
as a result of negative international cyclical conditions, the banks that
controlled the market were the very large ones and hence the negotiated
cost of credit was in itself very high. A more cautious approach towards
indebtedness would have enabled the country to achieve the same goal of
consolidating its position on the international capital markets; and the
Government could have waited for the market to change and for credit terms to
improve. Most importantly, however, a cautious indebtedness strategy would
have facilitated an efficient absorption of resources and helped the borrower
demonstrate wisdom, thus encouraging the banks to offer a more permanent
supply of credit.

In its refinancing strategy, the country also demonstrated an apparent
lack of knowledge about the methods of the international capital markets.

In 1978, when market conditions became more favourable, it could have
refinanced its commercial debt on better terms. Apparently, the Government
heeded the warnings made by certain bankers to the effect thét any refinancing
above and beyond the large Us$155 million loan granted in 1978 would not be
well viewed on the market, particularly since the commercial bapks had let

it be known that they did not look favourably on such operations. However,
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the authorities may not have realized that, to the consternation of most of
the bankers, experienced borrowers had been actively refinancing their debt by
taking advantage of the conditions offered by the market. It would have been
useful if the Bolivian Government had realized that to a large extent, bankers
grant credit on the basis of a country's economic situation, which improves
substantially when debts having high margins above the base interest rate and
short maturities are converted into new loans with lower margins and longer
maturities.

Finally, the borrower seems to have fallen in the same trap during the
rescheduling negotiations of 1981.;g/ Bolivia initiated its negotiations
with the international banks with a view to restructuring its commercial debt
very shortly after the Nicaraguan Government had finished negotiating the
rescheduling of the debt contracted by the previous régime. Nicaragus had
set a precedent as regards the conditions under which such a transaction could
be carried out. Before this arrangement, rescheduling agreements with
borrowers who had problems, such as Zaire, Peru, Turkey and others, had
provided for very hgrsh or openly punitive commercial terms,;l/ In its
negotiations, however, Nicaragua held that because it was an insolvent debtor,
it should be granted repayment terms that were compatible with it limited
economic capacity.12/ After difficult negotiations, Nicaragua's argument

prevailed and repayment conditions were established that were unquestionably

concessionary. Why did Bolivia not try to take advantage of the favourable terms

obtained by Nicaragua in its agreement, signed only a few months before?
Although in practice it is very difficult to distinguish between
insolvency and a lack of liquidity,l3/ there is every indication that

Bolivia --although less spectacularly than Nicaragua-- showed many signs of
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insolvency, a condition which should have made it eligible for similar
concessionary treatment. There were many indicators of insolvency,

including the negative net reserve position of the Central Bank and the

fact that projects in progress, such as the petroleum complex built at a cost
of US$250 million, had not yet begun to bear fruit. Also, there were other
large projects in the mining and smelting sector which were real white
elephants administered by CBF, and many loans from state development banks
were unpaid. Another rough, but nonetheless eloquent, indicator of insolvency
was the sharp increase in the capital marginal product ratio of the economy
in 1979-1980. Bolivia‘actually increased its investment effort wifhout
obtaining the results that might have been expected.

It is true thatAthe object?ve situations of Bolivia and Nicaragua were
very different, especially considering that the Nicaraguan Government had
risen from a popular revolution, a fact which undoubtedly affected its
bargaining power vis—a-vis the transnational banks. However, the asymmetry
between the execution periods and the amortization periods of the major

Bolivian projects, along with the prevailing political uncertainty, would have

been sufficient grounds to justify a refinancing on much more advantageous terms

than those which the country obtained under the agreement it signed.

It is well known that the international financial circles realized that
Bolivia was prepared to accept an arrangement at any price; if it had
negotiated more energetically and quietly made it known that its economy was in
a state of crisis, and that it might consciously have to accept the risks of
nonéompliance, it would undoubtedly have obtained better financial terms.
Once again, in this case there seemed to have beenban erroneous interpretation

of the banks' behaviour and the country's bargaining power.
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It seemed that a politically insecure government wished to gain
prestige in international circles and was prepared to pay the price. But
it was doubtful whether it would have been able to do this by accepting
rescheduling terms that were so harsh for the country and so favourable
for the transnational banks. With respect to its prestige ih international
political circles, an agreement with transnational banks (and, impliecitly,
with the IMF) would have mattered ﬁery little, since it was known that the
basic source of friction, especially as regards relations with the United States,
was the sharp increase in the drug traffic. Moreover. although the rescheduling
agreement was necessary, it was not enough to re-open the doors of the
international banks, since the country's economic situation would have had
to improve notably and this agreement complicated it even more.;&/

The application of a relatively firm but serious and responsible bargaining
strategy during rescheduling negotiations would have irritated the banks.
Experience shows, however, that in granting loané, they are more concerned
about the country's political and economic situation and barely remember the
difficulties encountered in previous negotiationé;lz/ And there is no
question that a rescheduling agreement on more favourable terms would have
helped improve the economic situation.

c) Commercial loans, an inadequate . interngtional mechanism for financing
the development of less developed countries

The deficiencies of international development financing mechanisms were
also partly responsible for Bolivia's crisis. While it is true that the country
incurred an excessive debt, it is no less true that it had a legitimate need
for foreign capital to support an inﬁestment programme for development.

A country which up to then had depended on bilateral and multilateral official
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mechanisms to finance its development suddenly had to resort to a new source

of credit --the transnational banks-- with which it was not very familiar.

And it did so not necessarily because it wanted to, but because the official credit

institutions, as a result both of the slowness of their own practices in

delivering resources and the reluctance of the OECD and OPEC countries to give

them financial support, had encountered serious difficulties in meeting the

financing needs of the less developed countries during the 1970s. The

international commercial banks, on the other hand, benefiting from the

ever-growing common fund of Eurocurrencies, had become thé only truly elastic

source of resources for development. Thus, whereas in the early 1970s, almost

70% of the country's external debt was made up of official loans and credit

from multilateral agencies, with virtually no participation from the commercial

banks, in 1978 the official proportion of the debt fell to a little over 50%,

whereas the share of the commercial banks rose to onthhird.lé/ The debt profile

changed dramaticallys; indeed, the proportion of the debt that matured in

less than 10 years more than tripied and the percentage that bore an average

interest rate of more than 9% rose from almost nothing in 1971 to 28% in 1978.17/
The change in the composition of the debt, along with certain deeply

rooted peculiarities in the behaviour of the international commercial banks,

which:will be discussed later on, éeriouély complicated the economic administration

of the country and its development aspirations. With all thié ié mind,

one can only wonder whether it is advisable to halt too abrﬁptly the granting

to concessionary loans to a developing country with a Qery low leﬁel of income.

The country had no choice but to resort to bank capital to finance its ambitious

development programme. The lack of viable alternatives for'dévelopment financing

is one of the fundamental weaknessess of the international financial system. These

questions will be discussed in greater detail in the following section.




- 305 -

2. The transnational banks: much profit and little risk

In the preceding section, we pointed out some of the deficiencies of Bolivia's
economy policy. There is no doubt that external indebtedness had something to do
with the errors that were made in allocating resources and became a real
problem in itself. We must consider, however, that the Government did not
contract debts only through it own action, but also thanks to the reception
the banks gave it. Therefore, Bolivia's unfortunate experience in the 1970s
cannot be considered in isolation fromthe behaviour of these transnational
institutions. Consequently, it seems useful to discuss the banks' credit
strategies and their implications for Bolivia, as well as the general subject
of development financing.

a) Assessment of creditworthiness

Bolivia's experience raises serious questions about the method used by
the banks to assess creditworthiness. Much has been written about solvency
and how the banks assess it, but the case of Bolivia suggests that the method
they use is still very elementary and that the banks actually assess the
overall potential for obtaining profit. rather than the risk entailed in
each particular loan.

Apparently, the commercial banks made the same error of judgement that
some Bolivian policy makers did, i.e., they were excessively optimistic
about the duration of the political project, the duration of fhe 1973-197k
export boom and the prospects for exporting large volumes of petfoleum. Although

’the commercial banks are not prepared to assume a risk without expecting
to make a good profit, its seems that the decision to grant such large
amounts of credit was not based on a serious assessment of the country's

repayment capacity. In this regard, the bankers actually contributed to,
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rather than moderating, the excessive enthusiasm prevailing in Bolivian
economic circles.

Some indicators seemed to suggest, at first sight, that Bolivia had
finally overcome its difficulties and entered into a stage of sustained economic
growth and political stability._ However, there were other factors that
suggested that it was still on very shakyAground. It was known that the
Government did not have the support of large sectors of Bolivian society and
this meant that there was a strong element of uncertainfy as regards the
political and economic programme.;§/ The export boom was almost exclusively
a result of the enormous increase in the international prices of minerals
and petroleum; favourable prices of commodities tend to be a passing
phenomenon and are not always a sound basis for sustained economic growth.

The volume of exports, which is one of the most important indicators of a
country's prospects for growth, only looked promising during the period 1972-19Th;
after that, there was a volume of exports virtual collapsed and this precisely

at a time when the banks had begun to grant copious loans to the country

(see chapter 1). At the same time, the commercial banks' expectations that

large petroleum deposits might be found proved to be unfounded; apparently,

they were based on studies that were quite inadequate.

Thus, although there were certain conditions that might have led one
to think that the prospects for Boliﬁia's economy would improve, there were
also many others which apparently were overlooked by the banks in their zeal
for placing their credit. The error becomes even more clear when one considefs
the enthusiasm with which the international banks welcomed Bolivia, precisely
at a time when they were trying to solve serious repayment problems in Peru
and Zaire, both countries which had become excessively indebted in the early

1970s. In the case of those countries, the banks had also held high expectations

with regard to a temporary boom in commodity prices. Although it seems ironic,
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in the case of Peru, a neighbor of Bolivia, its the enthusiasm was based
to a large degree on uncertain expectations concerning the possible
existence of large petroleum deposits in the Amazone jungle.

One might think that, given the economic circumstances of the period
1971-1974, the banks could have been objectively justified in granting a
certain amount of credit; considering the volume of credit that entered
the country;however, it is apparent that their reaction was out of proportion to
the economic situation of Bolivia and its capacity to absorb the resources
effciently. It seems that the banks, in seeking to place their credit, did not
pay much attention to the borrower's repayment capacity. As will be seen later on,
the banks inability to assess creditworthiness adequately, or their lack of

interest in doing so, had more serious implications for the debtor than for the

creditors.
b) Asymmetries in negotiations betweén debtor countries and credit
institutions '

One might advance the hypothesis that beyond asseésing a certain very
general level of solvency, commercial banks do not make a great effort to
establish seriously the repayment capacity of their debtoré. Once a country shows
certain basic results as regards political and economic matters, the banks
are more concerned with marketing their credit than with how wisely they place
them. To protect. themselves from the risk of non-payment, they do not care
so much about a debtor's creditworthiness or how he will uée the funds as they
do about di?ersifying their credit portfolios and collecting premiﬁmé on their
loans. Thus, they can loan large volumes without greatly jeopardizing the
overall viability of their international credit strategy. This may help
explain how Bolivia managed to obtain a large volume of foreign credit despite

its persistent political and economic weaknesses,
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If this theory is correct, the implications of the procedure for the
borrowing developing countries are serious, especially for reasons of scale.
The Euromoney market is a common fund in which resources are accummulated
which,'in 1979, amount to US$1.3 trillion;lg/' The main international
credit institutions that deai in this market, as well as the national
financial markets, are very large in size, Tor example, in 1979, Citicorp,
the third largest international bank, had assets worth US$9h_billion.g9/
Unquestionably, most of the devéloping coﬁntries are ?ery small not only
for the international financial markets but for the major lenders as well.
Bolivia's gross domestic product for the year 1980 was only US$6 billion
at current prices.gl/

When there are hundreds of groupings of international commercial banks,
all coméeting with each other, limited only by the diversification of
their investment portfolio, and not adquately aéseésing the creditworthiness
of borrowers, it might well be that the aﬁailability of reéourceé would
overwhelm the borrowers and, although it seems ironié, destabilize their
development processes.

The mroblem is further complicated by two‘other factoré, Firstly, the
technical #infrastructure backing the . loans from commercial, banké is negligible
or nonekistent. In many cases, the banks grant loans for projects without
seriously studying the viability of the project or establiéhing gﬁidelines
for monitoring its execufion and progress. Naturally, the commercial banks
ha&e the guarantee of a so?ereign étate; nonetheless, the borrower receives
only the resourceé withoﬁt being offered any technical support. In many cases,
technical support is the key to the éucceés of an invesgment programme.and

the creation of a repayment capacity in a developing country.




- 309 -

Secondly, the more dynamic commercial banks are more than willing to grant
free disposition loans. When competitive market forces concentrate on a new
debtor, the commercial banks, anxious to attract a new client, will often be
willing to grant free disposition loans, since many borrowérs do not have
enough real investments to make room for the supply available on an active
international credit market. Thus, a debtor's real absorption capacity is
not enough to effectively contain the placement of credit in the developing
countries.

In theory, it is up to the developing countries to decide on the volume
of resources that they really need. As may be seen from the above, however,
the political and economic situation of the developing countries is far from
being an optimum one and there are no & priori reasons for expecting that
their leaders will always have ﬁhe experience and the political power necessary
to resist the heavy marketing pressures of the international bankers. Some
countries have managed to do this; Colombia, perhaps, is the best example.22/
Nevertheless, in view of the difficult social and economic situation in which
most of the Third World countries find themselves, as well as their lack of
knowledge of the intricacies of international commercial finance, a dynamic
credit-marketing strategy on the part of the transnational banks can destabilize
their development financing. Bolivia is not the only country which has been
offered credit far beyond its absorption capacity. An earlier ECLAC study
carried out on the transnational banks. shows that the same thing happened
in Peru and that similar situations have arisen in Zaire, Jamaica, Turkey
and Nicaragua, to mention only a few. Bearing in mind that the transnational
banks have concentrated their lending on a relatively small group of

developing countries, the list of debtors who are in difficulty is too long
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to allow us to think that debt-service problems are isclated ipcidents. The
interaction between the countries concerned and the commercial banks is too
similar to allow us to attribute the problems solely to poor administration

of the economy; aﬁ excessive demand for external finanéing does not materialize
unless there is a source of supply that is willing to meet it. The aéymmetry
between the size and absorption power of the debtors and the marketing efforts
of the international banks continues +to present a dilemma when debt-payment
problems arise.

In an indebtedness crisis situation, the international commercial banks are
in a relatively strong bargaining position. Most of the them have diversified
their investment portfolios and the loans they have granted to individual
debtors represent only a small fraction of their total portfolio. In many
cases, for example, Bolivia's total outstanding debt with a particular bank
represented no more than one month, or, at the most, one quarter, of its net
income; consequently, the bank could, if necessary, absorb the damage caused
by an interruption or delay in repayment. Thus, a debtor's crisis in practice
may cause irritation, but it does not jeopardize a transnational bank's Overall
profits.

From the debtors standpoint, however, the refusal of the financial
institutions to renew their loans has a disastrous effect on the country's
balance of payments and on its capacity to grow and develop. It is not easy
to decide to suspend payments, after all, the banks gontrol lines of credit that
are vital to both the public and the private sectors, i.e., they make it possible

for suppliers to give credit through the discounting of drafts and in addition,
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they have strong political links with the governments of the countries of

their parent companies and with official financial agencies. Moreover, the
entire financial system is legally interrelated through the reciprocal
non-compliance cléuse which is included in most loan agreements, Consequently,
a debtor is not likely to want to risk suspending payments; if this happens,

the government can survive politically if it has very strong support

within the country or is authoritarian in nature, but it will have difficulty
finding the new capital it needs to restore the balance of payments and

finance growth.

In practice, debtors have tended to give in to the banks' demands,
although it is obvious that it is not in their interest to set a precedent
ofvnon—compliance. Borrowers have often accepted harsh rescheduling and
restructuring agreements which, in turn, cause other domestic problems
-~usually via IMF stabilizétion programmes—~-23/ in order to guarantee the
flow of foreign exchange necessary to pay the debt. The Governemnt of
Nicaragua was the first one to break this rule (in 1980); it used as a
weapon its insolvency, the possibility of suspending payment and evidence of
the dubious credit practices applied by the banks during the previous régime.
Boiivia chose to go along with the traditional rules, thus re-establishing
the principle whereby the commercial banks are allowed to shirk their
responsibilities with regard to the indebtedness problems of the developing
countries and avoid sharing the cost of programmes designed to remedy the
situation. Consequently, the debtor continued to pay the consequences of the

transnational banks' carelessness or negligence in granting the credit.
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c) The cost and maturity structure of loans

The eost and maturity structure of the loans granted by commercial banks
undoubtedly imposed considerable demandé on a developing country such as
Bolivia.

As regards costs, during most of the 1970s, world interest rates were
negative in real terms; therefore, the cost of external credit in terms of
interest was relatively low.gﬁf The base intereét rate,howe#er, is variable,
and debtors may have underestimated the risk that interest rates might
again increase. That was precisely what happened as a result of the United States
policy which led to the recent enormous riée in interest rates on the
international financial market‘ggj The average interest paid by Bolivia on
new bank loans contracted in 1976 would have been only around T.3% 26/

" (compared with a world inflation rate of 11,1%);21/ In early 1981, however,
these same loans, as part of the existing debt, would have paid approximately
18.5% 28/ (compared with a world inflation rate of approximately 15%.29/

Even if the domestic profitability of inVestménté had made it poésible to
finance those higher interest rates (which probably waé not the-caée in Bolivia,
given the number of investments which were either not entirely justified or
were excessively large), the sudden rise in variable interest rates still
represented an unexpected surcharge, in terms of foreign exchange, which
wreaked havoc with the management of the debt and the balance of payments.

In other words, in a developing country which was short on experienced economic
managers, excessive dependency on commercial bank credit represented an
additional burden on the Government. Indeed, it created a new source of
instability for the balance-of-payments current account which was already
unstable as a result of world fluctuations in commodity prices and problems

with domestic supply.
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The country's excessive dependency on commercial bank credit also created

difficultues for its leaders because of the relatively short,maturities

»
offered by commercial banks. Bolivia had to finance a substantial portion
of its development programme with six-year loans. Very few economic development

projects begin to bear fruit in such a short period, as was evident in Boliviaj
even the strictly commercial enterprises can,in practice, suffer delays or
experience other difficulties that prevent their projections on the flow of funds
from materializing.

Consequently, the very shortness of maturities was in itself an
exogenous source of difficulties. This further complicated matters for the
authorities inasmuch as the accumulation of payments dﬁe had to be refinanced.
Such transactions call for new and different skills; in their negotiations, the
debtor counfries must overcome the banks' obvious reluctance to grant new
terms for the repayment of unpaid debts and the outcome of such negotiations is
never certain. It is possible that experienced negotiators, representing a
country having a very good credit rating that seeks refinancing in a debtors'
market may obtain new loans on reasonable terms. If this is not the case,
and since the final decision is up to the banks, the results may be very
unsatisfactory and even detrimental to the economic prospects of the debtor.

In 1978, when the country's economic difficulties became quite evident,
the commercial banks decidedly discouraged the country from refinancing its debts
by taking other loans having less stringent terms, although if that had been
done on a large scale, it would have helped éolve the balance-of-payments
problems which Bolivia later experienced. Later on, when the country
was going through a serious economic crusﬁs and waé not solvent enough to

attract new creditors, the banks reached an agreement among themselves and
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accepted a rescheduling arrangement which did not, however, take into account
the dimension of economic development, rather, it dealt with the need to
cover the payments that were in arrears. Moreover, the commissions and
interest margins applied to those loans were punitive and the maturities and
grace periods too short in relation to the country's problems. It was only
then that the authorities realized how costly it was to resort to the
transnational banks; this was an aspect they had underestimated during the
borrowing boom of the mid-1970s, particularly as regards penalties.

éiven Bolivia's limited bargaining power, the banks charged whatever the
country would agree to pay, being guided only by their commercisl instinet.
They obtained an interesting overall rescheduling agreement which established
obligatory interest margins that were very high for the debts to be
rescheduled Ever the next few years. Bolivia obtained, at a very high cost,
some temporary relief by means of a rescheduling arrangement that was basically
meant to cover the payment of overdue bélances rather tﬁan to contribute to the
development effort. Coﬁsidering the apparent structural weakness of the
economy and the balance-of-payments situation, as well as the country's
domestic political problems, it seems unlikely that Bolivia will even be able
to meet the payments stipulated in the debt-restructuring agreement. For the
banks, non-compliance would only mean new commissions and new rescheduling.
For Bolivid, a rescheduling agreement that does not take into account development
needs could mean serious economic sacrifice and an unnecessarily prolonged
stagnation.

d) Differences in the behaviour of various banks

The case of Bolivia clearly shows that the commercial banks cannot be
viewed as a homogeneous group, and that there are substantial differences in

their credit strategies. This may seem quite obvious, but it is not obvious
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from the publications and economic studies that have been made on the subject
of debt and development in the Third World. There is s tendency to think that
the banks are a group and to analyze their loans in an aggregate manner,
perhaps because contemporary economics leans towards global conceptions.

This may also be due, however, to the fact that most studies on the subject
have been carried out in the centers and that the economists of the central
countries look at the risks of non-compliance from the northern point of view;
hence, it does not seem important to them to establish, differences among the
banks. Heterogeneity, however, is very important when one looks at the
question from the peripheral point of view, since a knowledge of each institution's
behaviour and strategies can help the peripheral countries improve their
bargaining position.

The world of official financing in which Bolfvia move had previously
was quite simple. There were no more than six major inétitutions and the rules
of the game and behaviour in credit matters followed certain established
standards. The international banks, on the other hand, were an unknown quantity
and a much more complex one., There are hundreds of inétitﬁtions that are in a
position to grant credit, following many different étrategieé, and their
role and iﬁfluence in the international financial market may vary widely.
Moreover, they are more interested in profit than in the economic de?elopment
of a borrowing country.

Boli&ia had 118 commercial creditors and yet only a few institutions had
granted loans that were large in terms to absolute value; most of them (91%)
assumed limited commitments which amounted to less than US$20 million during
the entire decade of the 1970s. In this regard, it may be said that, from the

standpoint of the banks' lending capacity, the market was highly disaggregated.
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Bolivia's main creditors were the Bank America Corp. and Citicorp;
these banks granted the largest amounts of credit and, in fact, opened the
doors of the international market to the country. Even greater than their
importance in Bolivia was their importance in the particular structure of the
international market, where resources are mobilized by banks acting as agents;
both institutions played a major role in organizing syndicated credit for
Bolivia. The credit mobilized through syndicates by the Bank America Corp.
and Citicorp ——tégether with other organizing banks which acted as medium-
sized agents (Dresdner Bank; Loeb, Rhoade & Co.; UBAF and Leslie, Weinert & Co. )—-
represented over 80% of the total amount of credit mobilized in this way.
Thus, despite the great diversity as regards the total number of creditors,
Bolivia was and continues to be extremely dependent, for its access to credit
on a few key institutions. The Bank America Corp., and Citicorp are particularly
important because, in addition to granting loans and organizing syndicated
credits, they --especially the Bank America Cofp.—— led the 1981 negotiations
concerning the restructuring of the commercial external debt. It would have been
very useful for Bolivia to have been familiar with the special c;edit strategy
and the characteristics of the Bank America Corp. and Citicorp as corporations;
its dependence on theée institutions is clearly similar to its situation in
the 1960s, when the country's balance of payments depgnded, to a large
extent, on the decisions of a few official creditors, such as AID, IMF and IDB.

The different preferences shown by the transnational banks could have
helped guide the country of origin; this could have made them more flexible
in negotiations linked to project financing. Other banks appeared more
disposed towards meeting the demand for refinancing and for free dispésition
loans. Consequently, a classification of institutions on the basis of their

apparent preferences could have helped improve the terms and volumes of credit.
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Moreover, the banks that had subsidiaries or other agencies in Bolivia
léoked at that countries situation differently than the banks that did not
know it so well. It is no coincidence that the five banks that conducted
business in the country were the first to act when the Bolivian market was
opened up to international finance. Given the country's long history of
political and economic difficulties, it was only natural that it should have
trouble overcoming that.reputation. Apparently, as has been mentioned before,
the euphoria regarding the soundness of the authoritarian political régime, the
export boom and the prospect of finding new petroleum deposits were transmitted
more rapidly and more easily to the banks that had offices in Bolivia than to the
institutions which acted on the basis of second-hand information. Moreover,
two of the banks that operated in the country --Bank America Corp. and
Citicorp-- were large enough and had enough international prestige that,
in organizing syndicated loans, they were able to persuade other banks to
grant credit as well. The presence of foreign banks in the local economy seems
to have produced at least one tangible benefit, i.e., it helped facilitate
Bolivia's access to international capital.30/

The banks.that acted as agents applied different strategies, and these
had different repercussions in Bolivia.

The largest banks, such as Citicorp, Bank America Corp. and Dresdner,
were able to mobilize enormous amounts of resources in a single transaction,
precisely because of their size and their international prestige. It may be
advantageous to a borrower to obtain large sums at once; however, these established
international banks seem to avoid price competition and Bolivia's dependency
on them may have had something to do with the relatively high negotiated cost

of their loans to the country. It is more likely that the banks that had
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recently entered the international scene or those which had chosen a dynamic
credit-expsnsion policy were more disposed to grant reductions in organizing
syndicated loans. Unfortunately, Bolivia acted in the market during a time

of restrictions, when the more dynamic institutions had cut back on their
operations and the market belonged almost entirely to the large, well-established
international banks.

As was also mentidned, some banks specialize in the organization of
credit that does not interest the large banks; this was the case, for example,
with the investment banks, Loeb, Rhoades and Co. (later bought by another
investment bank, Shearson) and Leslie, Weinert and Co. At a time when
Bolivia did not seem very interesting to the international banks, these smallgr
institutions provided more specialized services and enthusiastically sought
‘out institutions that would agree to grant credit to the country. As
intermediaries, the obviously charged for these services, and thus, the loans
cost more than they would have had the syndicates been organized in a more
normal fashion. This disadvantage was offset by the country's gaining access
to credit it would not ha?e obtained otherwise. The investment banks were
also willing to serve as intermediaries, as Leslie, Weinert and Co. did in
1977, in bringing debtor and creditors together in an effort to find a solution
to the possible suspension of payments onva bank loan granted'%o the Hotel
Sheraton and guaranteed by the Banco del Estado. These ser#ices also had a
cost which, in the example mentioned, was extremely high for the borrower.

In granting credit to Bolivia, the banks established at least a
medium-term relationship. ©Some of them, howevef, seem to have committed

themselves more than others. In this regard, Citicorp is one of the most
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noteworthy examples. This institution provided a very high proportion of the
credit granted to Bolivia during the 1970s, but, for unknown reasons, in 1978
it decided to reduce its risks in the Fountry substantially and apparently
used tactics to conceal this decision from the competing banks who were also
Bolivia's creditors. It is important to stress the difficult situation with
which borrowers are faced when current loans from commercial banks are
frozen aﬁd there is no net increase in their investments; the effect of a
substantial and rapid reduction of the investment portfolio, as in the case
of Citicorp, can disastrously affect a borrower's payment capacity.31/
This means that a bank that reduces the volume of its investment so
drastically in such difficult times is not a trustworthy creditor. Citicorp's
action becomes even more regrettable when one considers that it withdrew
precisely when the country was determined to establish a democratic government.
Finally, it is worth noting that a bank that has no clear direction can
represent a threat both to the borrower and to itself, precisely because of
the ambiguity of its action. It is well known that during the 1970s, Chase
Manhattan Bank was viewed in banking circles.as being excessively politicized
and poorly managed. Unfortunately, Bolivia's experience with this bank in
1976, during the organization of a large Euromoney syndicated loan, only

confirmed this opinion.

e

3. The lesson of experience

Several lessons can be learned from the case of Boliﬁia which may be
useful for the future orientation of the country's policies and which may also
give the transnatioﬁal banks and the international financial community pause
for thought.

From Bolivia's point of view, the need for consistency in the formulation

of economic policy became absolutely obvious. As has been so convincingly stated
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by Wilber and Jameson, the development process is a sinuous one and there is
not a single direct path leading to prosperity.§g/ Neveriheless, if its
objectives are to be fulfilled, a development strategy must be consistent as
far as policy formulation is concerned and must provide for financial
discipline. Given the scope of this study, this is not the place to determine
whether the goals of Bolivia's economic programme in the 1970s were

compatible with its search for a broad-based development. All in all, we may
conclude that, given the serious internal contradictions of the State apparatus,
the basic requirements for a successful programme were not met; moreover, not
enough importance was attached to the need for effective regulation of external
finance and of State investments.

The strategy adopted did not live up to expectations and was extremely
costly. The economic, social and political crisis which the country is currently
going through is, to a large extent, a consequence of the strategy applied
since the early 1970s. Despite the exceptional boom of the external sector,
the country accumﬁlated a huge external debt; the flows of financing did not
lead to higher rates of sustained growth, or to greater equity in the distribution
of income, or to a potential for future development.

External commercial credit provided the authorities with a unique,
but sharp and two-edged tool; used with wisdom, it can contribute to the
development effort, but used indiscriminately, it can conceal the weaknesses
of domestic policy and lead to economic crisis. Therefore, it is an instrument
that must be viewed with great respect and handled with great caution.

As regards the negotiations with the transnational banks, there is a

paradox that is worthwhile remembering: the best way to maintain good relations
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with the banks is to demand, in negotiating, the best possible credit terms.
In the last analysis, what the banks are interested in is the borrower's
solvency; better credit terms and sound economic policies give a country a
good chance of staying strong and solvent. This attracts the banks, and
improves the country's bargaining position.

The country's financing or external savings requirements should have
been assessed ahead of time, with due account being taken of its real
development potential and its real repayment capacity. A country cannot
run the risk of contracting debt on the basis of uncertain future income;
moreover, external financing is no substitute for a vigorous domestic
effort to increase domestic savings and effectively invest any possible surpluses.
Both national planning and the monitoring of external debt are a part of this
process; however, not even the most complex systems will be useful if the
authorities and public officials fail to monitor the effectiveness of controls.

Not all foreign capital is eqﬁally usefull. BeCause_of the short
maturities and the commercial costs of commercial bank credit, it cannot be
universally applied to development. It may be useful in sound commercial
enterprises that begin to earn profits quickly and it may even be used
to support liquidity temporarily. There are great risks, however, in using it
to develop a social infrastructure or solve medium-term balance-of-payments
difficulties arising from structural problems. Also, it is clear that great
wisdom must be excercised in taking free disposition loans, which must only
be sought when their use is juétified by concrete and well-defined policy
considerations. '

There is no reason to think that offering a State guarantee is the only

way for State and private enterprises to obtain commercial credit abroad.
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In the case of State enterprises, financial viability itself is sufficient
to obtain loans from abroad; other countries have done so and there ié no
reason why Bolivia should not be able to.> Efficient priﬁate enterprises may
also obtain credit abroad through their own commercial banks; it is known
that companies that are too small to obtain loans directly from foreign credit
institutions may use development banks and private coﬁmercial banks in their
own country as intermediaries. Often a State guarantee on a loan for a State
of a private enterprise only opens the way for an unsuitable in#eétment and, in
the case of the banks, for careléssness in aééessing the fiability of the
transaction. If national enterprises are not able to attract external
commercial bank credit on their own, they will have to reéort to other soﬁrces
of financing or else not get into debt.

It is very useful to study the behaviour of the main commercial creditors.
A country's bargainiﬂg power -increaseswhen it knows the creditor}é weak
and strong points; if necessary, it can seek the help of oﬁtéide financial
speciaiists. Likewise, it is worthwhile to stﬁdy, together with other
developing countries, the possibility of establishing a joint information
system that will enable them to analyze the fﬁndamental data contained in
credit contracts, as well as other institutional information on the banks,
in order to keep the participating countries informed about the behaviour of
each commercial bank. As was mentioned in the ECTLAC étﬁdj on Peru (p.199),
such a system, while guarding the confidentiality of individual transactions,
would provide an o&erall picture of the banks' credit strategy that Woﬁld not
be available tp eaéh debtor separetely. In hegotiations, this system would also
help offset the advantages which the banks have as they exchange information

on debtors when organizing a syndicated loan.
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As far as the transnational banks are concerned, the conclusions of this
experience are more complex; there is a certain incompatibility between their
private commercial instinct and the broader social criteria on which the
development process is based. The transnational banks are not philanthropic
institutions; they are moved by the profit motive and tend to analyze the
debtor's situation superficially on the baéis of its 1055 and gains situation
for the year concerned. If an institution.were to conéider granting a longer
maturity and if it took into account a country's development needs, it would
quite probably be displaced by one of ité hundreds of competitors.

The fundamental problem lies in the fact that there is not a great
diversity of financing sources. Despite the incon?eniences involved in
dealing with them, and their own perticuliarities, the commercial banks play
a very important role in financing development ; however, they cannot meet all
the needs for this type of financing. When they do cover the entire spectrum
of development needs, as happened in the 1970s, they complicate the economic
management of less—de&eloped countrieé such as Bolivia and this can lead to
critical situations. It would be better if the countries could obtain an
adequate combination of commercial loans and concessionary loans in order to
satisfy their needs. It would also, be useful if technical aséistance were
proﬁided in connection with many types of loané. The de&eloping countries
cannot obtain this at present, becaﬁée official financing haé not kept pace
with their financing needé and has been subject to monetaristic conditions
which, according to many, do not take into account national development
priorities; hence, this financing does not adequately solve many structural
disequilibria which haﬁe come to light since the beginning of the 1970523/

Consequently, it is in the interest of development and of all those concerned
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that official financial resources, especially from multilateral sources be
inéreased, and that more reasonable and ideologically pluralistic conditions

be applied. Some progress has been made in this direction in the last two years,34/
but much remains to be done.

It is true that commercial considerations place certain restrictions on
the banks; within that parameter, however, the banks do have an opportunity to
contribute to the economic development of a country. In the first place, they
would have to recognize explicitly that development mﬁst be taken into
account when a country has repayment problems. There is no doubt that the
banks should demand what is dﬁe to them, but this does not Justify all their
impositions. They do have reserves to cover their losses and they charge
premiums for the risks they take; therefore, they can afford to hold back on
imposing too many conditions for debt restructuring. It is not a question of
recommending that they be philanthropic; by taking into accoﬁnt investment and
development needs when restructuring a debt they would actﬁally be improving
their prospects for placing new loans and maintaining a commercial relationship
with the client céncerned;éﬁ/ Aé things now stand, restructuring based on
commercial considerations sggravates the crisis, eliminates the possibility
of placing new loans and means that the bank loées a potentially ﬁaluable
customer, |

The banks might also assess each transaction more carefully and, in
granting loans, take into accoﬁnt'the country's real possibilitieé instead
of relaying solely on the gﬁarantee of a sovereign State. In the markets of
their country of origin, the banks try to project an image of responsibility

and consideration for their client's interest. The principle of deliberately
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rationing the amount of credit is useful both to the bank and to the borrower;
it is also useful to make a careful study of the investment process. Although
it is difficult to apply this principle when a sovereign State is involved,
and there are pressures from the competition, such action could help mitigate
the crisis of the debtor countries and reduce tensions in the commercial world
in which the banks operate.

The banks might also be more cautious about participating in certain
financial fields for which they do not have the necessary mechanisms. Giving
direct support to help solve problems arising from a structurally weak balance
of payments is beyond the scope of the commercial banks; these institutions,
which are morc¢ familiar with private business, are not in a position to bear
the pressures of the somewhat turbulent atmosphere created by adjustment policies
in the developing countries. Granting loans on commercial terms to finance social
infrastructure expenditures or arms purchases may, in many cases, be unwise
from the standpoint of the debtor's repayment capacity.

In certain circumstances, the banks may wish to reduce their portfolio
in a country, and this is legitimate. On Wall Street, it may be all right to
do this suddenly and without prior notice, but in the periphery, it creates
excessive difficulties and has a negative effect on millions of persons,
while at the same time it frustrates legitimate development aspirations.
Therefore, when a major creditor bank decides to reduce its risks in a given
country, it should take into account the implications of its action for that
country and discuss the matter with the international financial institutions.

This leads us to consider the question of responsibility. The banks are
the first to recognize that their presence in the financing of developing

countries has beem very positive, as they have not only contributed to
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investment efforts, but have also helped in the process of recycling petrodollars.
In difficult cases, however, the banks have carefully shirked their responsibilities;
they seem to think that loans are only granted in response to a "demand" by a
debtor, and attribute any difficulties that arise to poor administration of the
economy. They then require that they be paid first and foremost among private
creditors, even to the point of subordinating the purchase of essential goods
such as petroleum, foodstuffs and pharmaceuticals to the service of the

bank debt.37/ This position may be reasonable where the industrialized
countries are concerned, as borrowers and credit institutions negotiate on

more or less equal footing. However, in the case of developing countries that
have very little experience in international finance and are burdened by

enormous internal economic and political pressures. the banks cannot evade

their responsibility. A country does not decide to incur a debt unless the
commercial banks have shown an interest in granting credit; the process is a
reciprocal one and both parties bear a great deal of responsibly . - for what
happens. As Weinert has pointed out, in national markets, debtors who have
problems usually enjoy legal protection vis-a-vis their creditors' demands and
the banks usually adjust new repayment conditions to a company's financial
capacity (as in the case of the famour REIT in the United States).38/

It is time to apply the same terms at the international tevel, especially where

the developing countries are concerned.
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Notes

l/ During this period, the regional average was 6.07. However, this
figure was heavily influenced by the unusually high rate for Brazil (9 97 in
1977-1978). See ECLAC Economic Survey of Latin America, 1978, tables 1 and
61, and World Bank, 1980, p. 37kL.

2/ The public external debt/gross national product ratio ranged from
5L% to 93% between 1973 and 1978 (see IDB).

3/ In the early 1970s, some new direct foreign investments were
channeled towards exploration activities in the petroleum sector; however,
these were not successful and the participating companies withdrew (see
chapter 2).

E/ An institutional aspect that has not been touched in this study is
that of how various institutional sectors (e.g., the armed forces) take
part in different segments of the State apparatus.

5/ The seriousness of this situation is explained quite clearly in
the article by Asheshov.

§/ See Baran, p. 236, and the first chapter of Hirschman.

.1/ This may not be exactly what happens in an economy of continental
size, which can effectively absorb such a large amount of resources that a
limit would be exceeded beyond which the bank would fear the effect which a
debtor's non-compliance might have on its own solvency. In this case,
there is a situation of mutual dependency in which the bank will have. an
incentive to continue lending even when it has doubts about the debtor's
solvency. Naturally, the vast majority of developing countries cannot
presume to apply this strategy. It is worthwhile adding, however, that this
reservation is quite relative, since Brazil -—-a continental country which
has become enormously indebtel with the transnational banks-- seems, in recent years,
to have lost a great deal of its bargaining power with the banks. Although
it has not suffered an indebtedness crisis, it is paying relatively high
margins over LIBOR and has had to hold back its economy considerably in order
to meet the requirements of its foreign creditors (see Caplan).

8/ This is a general observation. The article on Bolivia in omonez
(January 1982) indicates that the International Monetary Fund issued
warnings about the country's indebtedness policy and that some government
technocrats heeded this warning. However, the general public was never
aware of the problem.

9/  See ECLAC, Economic Survey of Latin America, 1977, p. T8.

10/ Naturally, in 1981 the military Government had changed, but many of
the policy maekers and Government advisors were the same persons who had held
those responsibilities during the period 1975-1978.

ll/ Information on these agreements is given in the appendix to the
Friedman article (1981). It should be noted that the banks did not consider
the rescheduling terms to be punitive and felt that any extension of the
original maturity should be compensated for by a higher interest margin and
higher commissions. As will be seen later on in this chapter, this argument
is not at all convincing.

12/ See Weinert (1981).

157 Lack of liquidity is a relatively temporary situation and may
supposedly justify the application of commercial conditions for financing,
while insolvency is a longer term problem which merits the granting of
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concessionary financial terms. See the analysis of the difference between
lack of liquidity and lack of solvency in the articles by Aliber and Roberts.

l&/ Before signing the agreement, Bolivia had already suspended amortization
of the debt and the rescheduling agreement. When it obtained a grace period
of two years, this merely legitimated an existing situation. But Bolivia had
to accept the greater cost represented by higher interest margins and new
commissions. It also made the mistake of undertaking to pay very high interest
rates in 1982 and 1983; it would have done better not to have fixed the interest
rate on the third quota, leaving it open to negotiation. The margin, at 289
interest, was very high; by reopening negotiations in 1982, it would have been
possible to establish a lower margin and it would have been very improbable to
reach a margin higher than that figure.

15/ The bankers may have had their worst experience in the negotiations
which Peru in 1976-1978. 1In 1980, however, when the economy improved, they
were quite willing to offer new credit to that country.

16/ See ECLA, Economic Survey of Latin America, 1978, table T77.

17/ 1Ibid., table 75 and 76. Certainly, part of the increase in the
average interest rate was due to world inflation.

18/ Although there were obstacles to the democratic process in 1978-1980,
presidential elections were held. The results obtained by advocates of the
programme at least partly confirm the argument that it did not enjoy broad
political support.

12/ This is the gross amount. The net volume of the market amounts to
approximately US$670 billion. See Goodfriend, p.13.

20/ See Citicorp.

21/ 1IMF, International Financial Statistics, June 1981.

22/ See Ensor. ' ,

23/ As regards the Fund's role in Bolivia, see Euromoney, (January 1982).

EE/ The interest rates on external loans also tended to be lower than
those on domestic loans. .

25/ See 1981 Annual Report, The Bank for International Settlements.

EE/ In 1976, the average margin over LIBOR for Bolivia was 2.02% and
the basic average LIBOR was 6.13% (see table 29).

27/ 1IMF, International Financial Statistics, 1980.

28/ To the average margin of 2.02% in 1976 is added the half-yearly
LIBOR of 16.45% for January-May 1981, as recorded in Morgan Guaranty Trust,
World Financial Markets, June 1981.

29/ 1IMF, International Financial Statistics, May 1981.

gg/ Naturally, this single benefit is not enough to Justify authorizing
the foreign banks to operate in an economy; such a decision must be based on
broader cost-benefit considerations. See the study by Jorge Crespo, which
present a thorough analysis of the role played by the foreign banks in the
economy of Bolivia.

éi/ For COMIBOL, this. meant that the debt become a short-term liability,
thus weakening the enterprise, and signaling the beginning of the collapse
of the development strategy for 1972-1978.

32/ See Wilber and Jameson.

33/ This quoestion is discussed in greater detail in the United Nations
publication (1979) cited in the bibliography.

3&/ See Economic Survey of Latin America, 1979, Part One, section 5.
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35/ 1If debt restructuring were based on development needs, a provision
could also be included to the effect that payment of the debt would be
accelerated should the borrower's situation improve more rapidly than envisaged
at the time of the original negotiation.

36/ UNCTAD had recently been studying new guidelines for debt restructuring,
See the summary of the relevant conclusions in the study by Mowzard and Williams,
pp. 25-26.

37/ See Friedman (1980).

38/ See Weinert (1981).
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Annex 1
METHODOLOGICAL NOTES

For the collection and analysis of the commercial bank loans to
Bolivia, a pattern model methodology was used following the norms established
in the first ECLAC study on the subject, as was mentioned in . chapter 1. */
Data collection was carried out using the forms first published in the Project
Manual, which 1aid the groundwork for subsequent case studies.ff/ Aggregate
figures for all medium and long term financing contracted or guaranteed by
the State during 1966-1979 were gathered to produce a relevant context for
theanalysis of the commercial bank loans. Thereafter, detailed information
on commercial bank loans was extracted from the original loan contracts
stored in the Central Bank, uéing‘form 21 of the Project Manual as a guide.

This loan information was aggregated and checked against other sources of

aggregate information so as to work out any '"bugs" in the informational system.¥¥¥/

*/ This pattern model aims at various levels of generalization. To
the degree that the number of case studies increases, it becomes more
feasible to define and comprehend the underlying general trends which

will not only assist in constructing a functional theory on the phenomenon
but will also simplify the corresponding policy formulation required of
sovereign borrowers. In this spirit, this study has carefully followed
the methodology of the first study—-to promote comparability--the only
changes being positlve ones, in the sense of deepening the analy51s of the
State. For more information on the methodological considerations underlying
this study, see Diesing and Wilbur and Harrison.

xx/ Consult Devlin (1980).

*%%/  For obvious reasons, loans for arms purchases were excluded from
the analysis.
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The information gathering activities pro#ed very positive and
125 loan. contracts involﬁing 401 individual tranéactioné for a total value
of 1.2 billion dollars formed the data base for the étudy._ Given the large
size and dispersion of activities of the Bolivian public sector, it cduld
be that the total univerée of commercial bank loans was not included;
nonetheless, this data base repreéents an excellent approximation of it.

Using the information of Form 21, a file was opened on each creditor
and that data base permitted the analysis of the differential beﬁa&iour of
individual TNBs. Pactoral analyéis of the diverse information collected
produced a consistent and solid picture of the overall nature of TNB

participation in Bolivia's external finances for the period under study.

‘Other Aspects of the Methodology

In order to proﬁide the reader with a complete understanding of the
data presented in this study, listed below are some of the more pertinent
definitions and norms used in the daté msnipulations:

a) credit institutions which were éubsidiaries of other TNBs were
consolidated into the head office in caseé where the latter possessed more
than 50 percent of the former's shares.

b) for syndicated credits, they were disaggregated in order to apportion to
each bank its corresponding share of the overall value of the loan,

c) the US dollar was used for all loan values due to the fact
that 87 percent of the total value of theée loans was denominated in this
way. For other currencies, the conversion was made using the relévent
exchange rate for the date on which the contract was signed.

d) in the case of variable interest rate loans, a veighted
average was calculated for the life of the loan or, in the few sitﬁations
that thig was not possible, the loan waé di&ided up into components with

different interest rates.
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e) the commissions and charges were calculated as a percentage
of the value of the loan. In relevant cases they were a#eraged similar to
manner described in d).

f) in reaggregation exercises, the figures were weighted according
to the relevant amounts, maturities and other quantifiable aspects of
the same loans.

Finally, as éhall becone e&ident'to the reader, this second ECLAC -
study on TNBs incorporates a detailed analysis of the use of these commercial
loans by the entities of the'public sectbr. Numerous case studies of
indi&idual State.enterpriseévwere elaborated at considerable effort in order
‘to offer the reader a comprehenéive picture of the nature of TNB participation

in Bolivia's external finances.
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Annex 2

LIST OF BANKS INCLUDED IN THIS STUDY
USA

Allied Bank International
American Express International Banking Corporation
American Security Corporation
Bancal Tristate Corporation

Bank America Corporation
Citicorp

Commerce Union Bank

Crocker National Corporation
Charter New York Corporation
Chemical New York Corporation
First Chicago Corporation

First International Bankshares
First National Boston Corporation
First Pennsylvania Corporation
First Washington Sécurities
Girard Company

Industrial National Corporation
Leslie, Weinert & Co.

Loeb, Rhoades & Co.

Manufacturers Hanover Corporation
Marine Midland Bank Incorporated
Mellon National Corporation
Merryll Lynch International
Morgan Guarenty Trust Co.
National Bank of Washington

National City Corporation
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North Carolina National Bank
Northwest Bancorp

Security Pacific Corporation
Shawmut Corporation

Texas Bankshares

Union Commerce Corporation
United Virginia Bankshares

Wells Fargo and Co.

JAPAN
Bank of Tokyo Ltd.

Bank of Yokohama

Banque Européene de Tokyo S.A. */
Hokkaido Tekushaku Bank

Japan International Bank Ltd.
Kyowa Bank Ltd.

Nippon Fudosan Bank

Sanws. Bank .Ltd.

Tokai Bank Ltd.

¥/ Mixed bank the capital of which is entirely made up by
Japanese banks.
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CANADA
Bank of British Columbia
Bank of Montreal
Bank of Nova Scotia
Banque Canadienne Nationale
Canadian Imperial Bank of Commerce
Mercantile Bank of Canada
Royal Bank of Canada

Toronto Dominion Bank

UNITED KINGDOM

Anthony Gibbs & Sons Litd.
Barclays Bank Ltd.

CGrindlays Bank Ltd.

Hill Samuel Group Ltd.

Lloyds Bank Ltd.

Midland Bank

National Westminster Bank Ltd.

Standaerd Chartered Bank Ltd.

GERMAN FEDERAL REPUBLIC

Bank fur Gemeinwirtschaft A.G.
Bayerische Vereinsbank

Commerzbank A.G.

D.G. Bank Deutsche Genossenscheftsbank
Deutsche Bank

Dresdner Bank

Investitions und Handels Bank
Metallgesellschaft

Westdeutsche Landesbank Gironzentrale
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FRANCE

Banque Francaise du Commerce Extérieur
Banque National de Paris
Compagnie'Financi;re de Paris et Pays-Bas

Crédit Lyonnais

ITALY
Banca Commerciale Italiana Ltd.

Banca Nazionale del Lavoro

SWITZERLAND

Dow Banking Corporation
Swiss Bank Corporation
Swiss Credit Corporation

Union Bank of Switzerland

OTHER CQUNTRIES

Adela International (Luxemburg)

Algemene Bank Nederland N.V. (Netherlands)
Amsterdam Rotterdam Bank N.V. (Netherlands)
Banco Arabe Espafiol (Spain)

Banco de Bogotﬁ (Colomﬁia)

Banco de la Nacidn Arg;ntina.(Argentina)'

Banco de Vizcaya (Spain)

Banco do Brasil (Brazil)

Banco Ganadero Argentino (Argentina)

Banco Urquijo (Spain)

Banque Internationale a Luxembourg (Luxembourg)
Cooperative Centrale Raiffeisenboerenleenbank (Netherlands)

Jugobanka (Yugoslavia) . .
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Lybian Arab Foreign Bank (Libya)
Moscow Narodny Bank (USSR)
Shanghai Commercial Bank (Hong Kong)
Soci&té Générale de Banque (Belgium)
Udrublkenska Banka (Yugoslavia)

Zagrebacks Banka (Yugoslavia)

MIXED BANKS ¥#/

Atlantic International Bank Ltd.

Banco Arabe Latinoamericano

Banque de la Société Financiere Européenne
Banque Européenne de Crédit S.A.

Euro Latin American Bank [itd.

European American Bancorporation

European Arab Holding Co.

European Brazilian Bank Ltd.(United Kingdom)
Intermex Holding Co.

Internstional Commercial Bank Ltd.
International Mexican Bank Ltd.

Libra Bank Ltd. (United Kingdom)

Midland & International Bank [Ltd.

Nippon European Bank S.A.

Orion Bank Ltd.

UBAF Arab ‘American Bank

%%/ Banks for which other banks from various countries are the

principal shareholders.

e
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UBAF Arab Japanese Finance
UBAF Bank Ltd. (France)

United International Bank (United Kingdom)

NOT CLASSIFIED

Baer American Banking

Deltec Banking Group
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ANNEX 3

STATISTICAL TABLES
Table 1

BOLIVIA: AMOUNTS MOBILIZED BY AGENT BANK
OF SYNDICATED LOANS, 1970-1979 a/

(Millions of US Dollars)

1970-197k 1975-1979
Bank America Corp. 25 000 Citicorp 230 000
Dresdner Sanl: 2k 000 . Rank Anerica Corp, 162 000
Toeb Dhoades & 000 Dresdner Banlt &5 4L
iiercantile Dank of Toeb Nhoades hg 206
Canada 150 ysar-rrance 7 000
Leslie, V'einert & Co. 46 150
Anthony Gibbs 25 68k
IIill Canuel 22 701
Dancue de la lociéte
Financierc Euronéenne 20 000
Texas Dankshareé ' 15 250
_ Danque frangaise du

Commerce Driéricur 11 657

Conmpaymie Tinanciére de
Paris et des Pays-Das 3 000
Jociété Geénerale 7 500
Buro-Latin American DBank 56 500
Atlantic International Dank 6 000
Doyal Sanli of Canada 5 200
Deutsche Dank 3 017
senca Commerciale Etaliana 2 100

-——— © m— —— e e s e ——

Source: BECLAC, on the basis of information from The Central Bank of Bolivia.
3/ Except in cases where there exists information to the contrary, the

organizer bank was always considered to be the agent designated in
the loan contract.
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Table 2

EOLIVIA: INDICATIONS OF THE CREDIT POLICY OF BANKS, BY NATIONALITY,
BY PREFERRED TYPE OF T.OAN, 1970-~1979

' Imovative a/ Conservative b/  Balance ¢/

United States 45 .1 95.7 -50.6
Japan -19.5 88.8 -108.3
Canada 82.5 -42.3 124.8
United Kingdom _ -52.0 43.0 -95.0
Fed. Rep. of Germany -43.3 -17.9 | -25.4
France -108.2 69.4 -177.6
Ttaly 45.7 -81.7 127.4
Switzerland 64.9 -33.1 98.0
Others -4.0 -128.3 124 .3
Mixed Banks -11.1 5.8 -12.9

Source: ECLAC, based on OfflClal 1nformatlon (derived from Table 3).

‘g/ Sum of standardlzed varlables corre5pond1ng to free
disposition and' refindncing loans.

E/ Sum of standardized variables corresponding to project and
capital goods loans.

.g/ Innovative minus conservatlve scores; a p051t1ve result suggests

an immovative overall policy and a negative result a conservative
overall credit policy.
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Table 5

BOLIVIA: INDICATIONS OF THE CREDIT'STRATEGIES_OF BANKS BY NATIONALITY
AND BY' PREFERRED SECTORS, 1970-1979

* sr—— —— o —

Nationality of

Bank ' Inno&ativelg/ Conservative b/ Balance ¢/
United States 50.0 -161.9 : 211.9
'Japan -61.3 3.8 -65.1
Canada -15.1 -140.,7 125.6
United Kingdom -hi 3 -25.3 -18.5
Fed. Rep. of Germany -31.1 Lo.7 -130.8
France o 256.6 . ~79.4 336.0
Ttaly -57.6 120.0 " ~197.6
Switzerland 75.5 21.3 54.2
Others -102.8 166.5 -269.3
Mixed Banks -17.9 46,5 ‘ ~6h 4

T —— . oai - . ————— s 7 oot - — -

Source: ECLAC based on official information (derived from Table 6).

E/ Standardized variables corresponding to loans to basic social
and economic sectors. '

b/ Standardized varigbles corresponding to loans to directly
productive sectors.

c/ Innovative minus conservative scores; a positive result suggests an

innovative overall credit policy, a negative result, a conservative
overall credit policy.
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Table 8

BOLIVIA: INDICATIONS OF CREDIT STRATEGY OF DIFFERENT SIZE BANKS, BY

TYPE OF LOAN, 1970-1979

Position of bank

in 300 largest Innovative Conservative Balance
in world a/ o/ el -4/
1- 10 -48.L 208.3 -256.7
1 - 50 96.0 107.9 - 1159
51 - 100 9.7 - 24,6 34.3

101 - 170 T7.3 - 6h.h k1.7

171 - 300 -238.9 148.1 -387.0

Smaller banks 1.8 - 6.6 8.4

Not classified 100. k4 -172.8 273.2

Source: ECLAC, based on official information (derived from table 9).

a/ Classified according to volume of assets on the basis of the list of
the 300 largest banks in the world published by The Banker. Calculations
were made by taking the assets for the years 197L and 1979 and creating
a weighted average for the entire period (the figures for the amounts
authorized by the banks were weighted). The number 30 was used to
indicate an average volume of assets that was too small to be classified
among the first 300. Banks of unknown origin or banks whose assets
could not be specified are not included in the overall avérages.

Since the weighting for the banks in these two categories is insignificant,
their exclusion does not greatly affect the results.

B/ Sum of the standardized variables corresponding to free disposition
and refinancing loans. :

g/ Sum of the standardized variables corresponding to project and capital
goods financing. »

da/ Innovative minus conservative scores; a positive result suggests an

innovative overall credit policy, a negative result, a conservative
overall credit policy.
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Table 11

BOLIVIA: INDICATIONS OF CREDIT STRATEGY OF DIFFERENT-SIZED BANKS BY
PREFERRED SECTORS, 1970-1979

Size of Bank d/ Inno?ati?e a/ Conservative b/  Balance c/
1 - 10 50.0 3.0 47.0
11 - 50 -73.5 36.9 -110.4
51 - 100 -55.1 -13.6 -41.5

101 - 170 132.7 -131.3 264.0

171 - 300- 141.8 -1h2. 4 28k4.2

Smaller baﬁks -135.7 120.7 -256. 1t

Not classified ~-57.1 128.3 -185.4

Source: ECLAC, based on official information (derived from table 12).

a/ Sum of standardized variables corresponding to basic economic and
socigl sectors.
b/ Sum of standardized varlables correspondlng to directly productlve
‘ sector.
g/ Innovative minus conservatlve scores; a positive result suggests an

innovative overall credit policy, and a negative result suggests a
conservative one.

4/ See note a/ of Table 8.
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Table 12

BOLIVIA: CLASSIFICATION OF PREFERRED SECTORS BY SIZE OF BANK,
1970-1979

(Standard deviations about the global mean) a/

International Rank of Banks b/

Sectors ‘
1= 11- 51~ 101- 171~ Smaller Not
10 50 100 170 300 Banks Classified
Directly
productive 3.0 36.9 -13.6 -131.3 -142.h 120.7 128.3
Basic economic
and social 50.0 =73.5 =55.1 132.7  141.8 -135.7 -57.1

(Basic economic)(76.2) (~73.3)(-27.7) (122.8) (130.7)(-105.0) (-120.8)
Social (=90.3)  (6.5)(-83.9)  (19.4) (22.6) (-87.1) (212.9)

Not classif. . -45.8  (-)  69.5 111.9 122.0  89.0 -166.9

Source: ECLAC, based on official information (derived from Table 13).

3/ Z = X -~ X vwhere X is the percentage of .authorized loans for a certain

size o? bank with respect to a definite sector, X is the unweighted
average of all banks with regard to the same sector, and S is the standard
deviation. '

b/ See note a/ of Table 8.
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Table 1k

BOLIVIA: BANKS WHICH PLACED GUARANTEED CREDITS, 1970-1979 a/

Guaranteed credits as a
percent of all loans by

Bank same bank
Midland International Bank 100.0
Hill Samuel 100.0
North Carolina National Bank 100.0
Jugobanka 100.0
Udrubl janska Banka 100.0
Zagrebacka Banka 100.0
Ljublanska Banka 100.0
llercantile Bank of Canafa 100.0
Banco Ganadero Argentino 100.0
Societé Genérale de Sanque 4.8
Banque Francaise du Commerce Extérieur 82.9
Anthony Gibbs 78.7
Comnegnie Financiere de Paris

et Des Pays-Bas 76.8
Bayeriséhe Vereinsbank 75.2
Banco do Brasil 59.5
tidland Bank 61.1
Lloyds Bank 53.9
Ranque Nationale de Paris 22.2
Banca Commerciale Italiana 16.4
Banco Arabe Latino-Americano 13.0
Crocker lational Bank 13.9
Citicorp 12.3
Dresdner 3ank 7.5
Bank America Corp. 6.9
Banque Canadienne Nationale 3.0
First Chicago Corp. 2.1
Chemical Dank 1.2
First National 3oston Corp. 0.8

. - o ———— e e

Source: EELAC, based on information from Central Bank of Bolivia.

ﬁ/ Loans guaranteed by export credit organizations of home

country of bank.
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