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Bolivia - Country Data Sheet
Latin Lower-

PoVERTY and-SOCIAL INDICATORS Amerkca mtidde-
Bolivia & Carib. Income Development diamond

Population mid-1995 (millons) 7.4 475 i,100 Life expectancy
GNP per capita 1995 (USS 784 3.290 1,650

Average annual growth. 1990-94

Estimaled Populatiaosf) - 2,4 t9 1.5
Estimated Labor force (% 2.5 2.4 1.6 GNP

Most recent estimates per

Urban populatlon (96 of tota/ populelon) S 71 55 capita
Life expectancy at birth (years) 60 89 67
Intant mortality (per 1.00a Ome brth) 7S 43 39
Chird malnutrition (% otcht)etnn under3) 28 na. n;a4
Access to safe water (%9of populatlof) 46 80 78 Access to safe water
Illiteracy (%ofpopufatfn Wage. 154 - 23 15 19
Gross primary enrollment (% ofschool-age populaton) 83 107 104.

MWe 87 105 103 -Bolivia
Femalre - - ,78 105 98 - Lower-middle-income group

KEY ECONOMIC RATIOS and LONG-TERM TRENDS

1975 198I 1994 1995 -- . :

Gross domestic investment/GOP 36.9 10,2 14.1 15.2 Economic ratios
Exports of goods and nor-factor services/GDP 26.1 14.3 21.2 20.68
Gross domestic savings/GDP 30.8: 8.5 8. 8.8 Openness of economy
Grass national savingslGOP 29.3 0.3 5.1 5.3

Current account balance/GOP -8.1 -16.6 -8.6 -. 7.
Interest payments/GDP 1.5 5 3.3 2.41:
Total debtUGDP 1158.8 1.6 85.5 80.5 Savings Investment
Total debt serviceiexports 17.5 49.6 36.8 31.7

1-75-84 198544 1.4 '9 - .,.Indebtedness
- - . -- . 1§75i*4 - 198541 - 1994 t995 -

(averageeannual growth)
GDP 0.2 3.4 .4.2 ' Boivia
GNP per capita -2.9 1.9 1.8 I.4 : :
Exports. of goods and non-factor services -4.2. 8:5 23;1 2,6 -Lower-middle-income group

STRUCTURE of the ECONOMY
1975 1985 1994 1995

(% of GDP)

Agriculture 20.3 23.0 17.7 17.5 Growth rates of output and investment (%)
Industry 32.2 25.1 25.6 25.7 20

Manufacturing 12.3 12.2 15.0 15.1 1s
Services 47.5 51.9 56.7 56.8 o\

Private consumption 58.7 78.2 77.6 77.5 s
General government consumption 10.4 13.3 13.8 13.8 o
Gross domestic investment 36.9 10.2 14.1 15.2 -s 8 90 o D i 92 95

Exports of goods and non-factor services 26.1 14.3 21.2 20.6 -10
Imports of goods and non-factor services 32.1 16.0 26.8 27.1 -G0 -GDP

1975-84 1985-94 1994 1995
(average annual growth) Growth rates of exports and imports %)

Private consumption 6.4 2.5 -4.5 3.9 o0
General government consumption 1.1 2.5 1.9 2.6 20
Gross domestic investment -15.4 6.9 -6.1 10.8 lo
Exports of goods and non-factor services -4.2 8.5 23.1 2.6 o
Imports of goods and non-factor services -7.6 5.0 1.7 3.2 89 90 91 92 92 94 95

Gross national product -0.7 4.1 4.2 3.7
-20

-Exports Imports

- The diamonds show four key indicators for Bolivia compared with its income-group average.
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PRICES and GOVERNMENT FINANCE
1976 1985 1994 1996

Domestic prices Inflation 1%)
(% change)
Consumer prices 8.0 11,749.6 7.9 10.2
Implicit GDP deflator 6.5 11,258.9 6.4 9.5 2.

Combined Public Sector finance 15 -

(% of GDP) 10
Current revenue n.a. n.a. 23.9 25.7 o
Current budget balance (before granis) n.a. n.a. 2.7 4.0 B9 90 91 92 93 94 95
Overall surplus/deficit n.a. n.a. -3.5 -2.1

-GOP def - CPI

TRADE
1975 1985 1994 1995 Export and Import levels (milt. USS)

(millions US$)
Total exports (fob) n.a. 628 985 1,033 1.500

Tin n.a. 187 91 87 1250
Fuel n.a. 376 98 140 n.1..0

Total imports (cif) n.a. 691 1,279 1.377 5
Capital goods n.a. 253 551 613 0

00

9s 99 90 91 92 93 94 95

BALANCE of PAYMENTS OExprJn Mimports
1975 1985 19U4 1995 _

(millions USS)

Exports of goods and non-factor services 486 721 1,183 1,238
Imports of goods and non-factor services 618 807 1,478 1.588
Resource balance -132 -86 -294 -350

Net factor income -41 -423 -1 ~~~~~~~ -210 Current account balance to GDP ratio (%)Net factor income -41 -423 -188 -210 (before of icial transfers)
Net current transfers 3 15 22 22

Current account balance, ego 91 +92 93 94 95
before official transfers -140 -494 -460 -538 .2 i

-4
Financing items (net) 104 523 599 680
Changes in net reserves 36 -29 -139 -143 L
Memo:-1
Reserves including gold (mill. US$) 197 492 793 936 -10
Conversion rate (local/USS) 2.8E-05 0.8 4.6 4.8 -12J

-14

EXTERNAL DEBT and RESOURCE FLOWS

1975 1985 1994 1995
(millions USS)

Total debt outstanding and disbursed 1,013 4,805 4,354 4,536
IBRD 21 207 116 95
IDA 50 94 648 770

Total debt service 87 365 445 489 | Composition of total debt, 1994 (mill. USS$
IBRD 2 27 35 36
IDA 1 2 7 8

Sh,ort-

Composition of net resource flows Privat tem, IBRD
Official grants 8 71 264 204 162 219 116 IDA

Ofrfcial creditors 38 -1 207 191 | 1D\ 648
Privale creditors 78 -36 -49 -56 |IMFll
Foreign direct investment 53 10 128 303 Bilateral 264

Wortd Bank program O|ther
Commitments 40 0 157 115 mult-
Disbursements 10 12 80 113 lateral
Principal repayments 1 13 26 29 1349
Net flows 9 -1 53 84
Interest payments 1 16 15 15
Net transfers 8 -17 38 69

Nofe: 1995 data are preliminary estimates.

Source: World Bank and World Debt Tables 1994-95.
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EXECUTIVE SUMMARY

Poverty in Bolivia is widespread and severe, especially in rural areas, where
extreme poverty is prevalent. In 1992, about 70 percent of the overall population was
estimated to be poor, with about 95 percent of the rural population classified as poor.
Poverty is directly associated with a low level of education and is more common among
the indigenous population. In rural areas, the poor are generally agricultural peasants or
wage-earners who have limited landholdings and who lack access to credit and basic
infrastructure. In urban areas, the poor are concentrated in the informal sector,
particularly among domestics and non-remunerated family workers.

While there has been some improvement in social indicators over the last few
years, the coverage and quality of key public services-education, health, and water and
sanitation-remain inadequate. This is a result of both insufficient public resources and,
more importantly, the inefficient allocation of these resources. Moreover, public
resources have usually not been directed toward the poor-the rural population,
indigenous peoples, and females have suffered the most. Specifically, indigenous
females in rural areas have the highest illiteracy rate, the lowest educational attainment,
the highest incidence of maternal mortality, and the highest fertility rate.

The government of Bolivia has in place policies, programs and an institutional
structure, including popular participation, administrative decentralization, and education
reform, that can improve the efficiency, level, and targeting of key public services.
Furthermore, the Fondo de Inversi6n Social (FIS) and special programs such as the
Programa de Saneamiento Baisico Rural (PROSABAR) are contributing to improve living
conditions in some of the poorest areas. There also exist programs that will contribute to
an improved social safety net-such as, the expanded and reformed social security
system, the Plan Nacional para la Reduccion Acelerada de la Mortalidad Materna,
Perinatal y del Menor de Cinco Anos (PLAN VIDA), and the revised Proyecto Integral de
Desarrollo Infantil (PIDI). Complementing the government's programs, non-
governmental organizations (NGOs) have supported the government's efforts and
provided services to the poor. Sustained attention to these policies, programs, and
institutional structure could have a significant impact on reducing poverty in Bolivia.

However, despite past progress, the government can do still more to focus on key
priorities and reallocate public expenditures within a feasible fiscal framework, one that
supports stable economic growth. Key priorities should continue to include primary
education, basic health care, and water and sanitation, primarily in the rural areas. In
addition, high population growth rates (estimated at about 2.4 percent and higher than the
regional average of 1.9 percent) reduce average per capita income. More importantly, it
has compound effects on the poor, particularly in rural areas, as they have limited access
to basic services, lower income, and higher natural rates of population growth (about 2.7
percent). These reinforce the "vicious poverty circle", expand poverty, foster rural-urban
migration, and place additional pressure on the government to deliver more public
services to a larger group of poor people in both rural and urban areas. In light of these
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f'actors, the high fertility rate, and their potential impact on future population growth, it is
important for the governmiienet to consider reproductive health and birth spacing programs
as part of the health strategy within an integrated poverty reduction strategy. To
maximize the efficient prioritization of public resources, the government should continue
to (i) reallocate expenditures within the education sector from the tertiary to the primary
level; (ii) develop a comprehenisive hiealtlh sector strategy and reform program before
allocating more resources to the sector; (iii) provide greater co-financing incentives
through existing.f6mlos, includinig the 1S:, and (iv) encourage the increased involvement
of NGOs to supplemenit and comlplenment the government's efforts in the provision of key
services. Threse should help to cxpand the coverage ol' services to better satisfy the basic
needs of the poor.

It is also necessary to increase the income of the poor. The distribution of the
governmnenit's shares of the privatized/capitalized public enterprises to all adults will help
to achieve this. In addition to the potential income from this source, further expansion of
the income-earninLg opportuniities of the poor is required. There are several ways to
increase these opportunities that are complementary and mutually reinforcing. As part of
a comprehensive poverty alleviation strategy. it is necessary to develop rural areas,
including increasing agricultural productivity, incorporating sustainable natural resource
managemenit, expanding rural infrastructure, and improving rural human development.
The governmiienit has elaborated such a comprehensive sustainable rural development
strategy that includes these elements. This report does not address all these elements, but
consistent with and complementing the government's strategy, it focuses on labor
productivity, access to credit, and access to land within the general framework of
increasing rural productivity.

Given that productivity is the major source of earnings differenitials between
genders and ethnic groups in all labor markets, productivity needs to be increased. This
can be achieved primarily through investment in human development-that is, mainly
throughl schooling. Given equity considerations, the relatively low educational
attainment. the high overall social rates of return to education (including returns to
earnings and other social returns such as lower fertility and maternal mortality rates),
reallocation of public resources to the primary level (as already begun by the government)
is fuilly justified as a priority. In addition to improving the access and provision of
quality primary education, in order to ensure enrollment and attendance of rural
indigenous girls, further analysis of demand-side interventions-for example,
scholarships. vouchers, or school-lunch programs-is warranted. More specifically,
before implementing these programs, their cost effectiveness should be carefully assessed
and evaluated within a sustainable fiscal framework. Furthermore, to facilitate the access
by the poor to the formal labor market, especially access by indigenous women, the legal
and institutional constraints should be reduced.

In addition, there are legal and institutional deficiencies that restrict access to
formal credit, especially in urban areas. These constraints should be eliminated as part of
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the strategy to expand the earning opportunities of the poor. More specifically, the legal
and regulatory framework should be modified to remove limits on assets that can be used
as collateral, including those imposed by homestead and exempt property provisions and
bank regulations, and to expand the universe of acceptable properties, particularly
movables, that can be used as collateral for secured transactions. In modifying the legal
framework, discrimination against special groups, particularly women, the indigenous
people, the uneducated, and emancipated minors should be eliminated. To remove the
major institutional constraint imposed by the registry system, efforts should be made to
expand its coverage, improve its functioning, and ensure open public access. Finally,
within the financial sector reform program and the popular part.cipation framework, the
government should encourage the further development of financial institutions using
solidarity group-lending-such as the Fondos Financieros Prilva1dos (FFPs)-and closely
linked with NGOs operating in the semi-formal credit market.

Within the overall sustainable rural development strategy, certain elements of the
legal and institutional framework that restrict access to land and constrain the land market
should be eliminated. The key changes required are finalization and approval of a new
land law, and implementation of a modern land administration system within a reformed
land policy system (that includes among other thilngs, title "cleansing", completing a rural
cadastre, and establishing a decentralized titling system). Most importantly, key
provisions of the new law should include (i) a definition of land tenure regimes (public,
communal, and private) that clearly establish property rights, (ii) a simplification of land
conflict resolutions and titling procedures, including guaranteeing the territorial claims of
ethnic groups; and (iii) a formulation of criteria for reversion and allocation of mainly
public lands. This should be complemented by a well-functioning land administration
system, including computerized titling and registries.

In summary, to accelerate poverty reduction, as part of the government's
comprehensive strategy. that includes sustainable rural development, there should be
further emphasis on human development, specifically througlh:

* continuing to reallocate more resources to primary education within the
framework of the on-going educationi reform, giving particular attention to
rural areas and enrollment and attendance of girls, and

* finalizing a comprehensive basic healtlh care strategy and then reallocating
resources accordingly.

In order to complement these efforts and further expand earning opportunities for
the poor, the government could also:

* expand the types of properties, especially movables, that can be used as
collateral for secured transactions;

* regularize the land property rights regime. within the reformed land policy
framework; and

* improve key registries for property rights and credit.





1. INTRODUCTION

I. Bolivia has achieved economic stability and moderate economic growth in recent
years-the per caFita gross domestic product (GDP) has grown at about 2 percent per
year since 1990. Despite this overall trend, however, the poverty rate has not
significantly changed and Bolivia remains one of the poorest countries in Latin America
as measured by most economic and social indicators. Specifically, GDP per capita is
about US$750, and infant and maternal mortality rates are twice the regional average.
Poverty is widespread, the indigenous population is disproportionately affected, and
indigenous females are the most disadvantaged of all the subgroups. The government's
comprehensive economic and social program is focused on poverty reduction. However,
this paper will suggest that it may be possible to accelerate poverty reduction if: (i) the
coverage and quality of key social services, including programs to assist the poorest of
the poor, are improved; and (ii) key policies, which currently limit the earning
opportunities of the poor. are changed to expand such opportunities.

2. Within the framework of the World Development Report 1990 (see World Bank
1990a), poverty can be viewed from at least two perspectives-in terms of unsatisfied
basic needs, or in terms of income level with respect to a specific poverty line. This
paper uses these perspectives within the overall economic and institutional framework to
characterize the poor-including highlighting the effects on women and ethnic groups-
and to identify the determinants of poverty. In addition, it examines the evolution of
poverty, including changes in social indicators and the inequality of income, and explores
the potential for reducing poverty based exclusively on income growth. To determine the
satisfaction of basic needs, the second part of this paper is devoted to an analysis of the
pattern of social expenditures and a description of existing social services, including
selected safety nets. These discussions provide a follow-up to the analysis contained in
"Bolivia: Poverty Report" (see World Bank 1990b).

3. An important element of a comprehensive poverty alleviation strategy is the
expansion of income through increasing productivity-including increasing human
development, improving access to land, credit, technology, and expanding basic

2infrastructure, particularly in the rural areas. More specifically, as poverty is more
prevalent in the rural areas, the government has elaborated a strategy for sustainable rural
development, that includes among other things, increasing productivity and improving
agricultural technology (see A4inisterio de Hacienda 1996). Consistent with and
complementing this strategy, without attempting to cover all elements affecting

This paper draws upon previous work, including: (i) World Bank (1994c); (ii) World Bank (1993a), (iii) World
Bank (1993c); (iv) World Bank (1992); (v) World 13ank (1990b); and (vi) background papers prepared for this
work and included in a complementary volume.

2 It is recognized that poverty is multidimensional and is affected by many factors, including access to information
and technology (particularly agricultural technology,). In this paper, no attempt is made to directly address all
these issues.
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productivity, the third part of'tlhis paper focuses only on: (i) labor productivity; (ii) access
to credit; and (iii) access to land, within a more geteral framework of land policy reform
to increase rural productivity. These elements were selected because there exists
sut'ticienit evidence to show that they could have important effects on the income side of
the equationi. More specit'ically, as most of the income of the poor is from labor income,
labor productivity is explored at length, as well as somle other factors in the labor market
constraining income-earnin1g opportunities. Due to the fact that Imlucih of the labor income
ot the poor is an outcomlle of- self-employmilent, earninigs are closely related to access to
other factors of production0. SuChi as capital and land. Thus, this paper identifies some
conIstrainlts in the credit and land markets that also limit earniings opportunities.

II. 'IIIE PROFILE OF POVERTY

The Economic Environment

4. First, it is impportant to understand the poverty profile within the broader context
of' thc econoiic environmenit. Faced with a severe economic crisis in the mid 1980s,
partly caused by the collapse on the international market of prices for minerals-which at
one time represenlted about 40 percent of exports-and expansionary fiscal policy,
Bolivia embarked on a long-termii adjustment program. In addition to focusing on a
stabilization program. the reforms wvere intended to toster private investment, enhance
productivity and competitiveness. improve public sector finances, and reduce public
sector participation in the economiiy. The reforms of the 1980s included: (i) liberalization
of most prices, (ii) ulilicationi of the exchange rate and liberalization of trade and capital
flows, (iii) reform-l of the financial sector; (iv) simplification of the tax regime; (v)
privatization ot small commercial public enterprises: and (vi) reform of other public
enterprises. including the state mining company (COA'IIBOL) and the closing of
unprofitable mines. Siince taking office in August 1993, the government has maintained
and deepenied the retorins. and has introduced a second generation of reforms. In
addition to the constitutional and adminlistrative reforms, the major programs include: (i)
capitalization; (ii) popular participation and administrative decentralization; and (iii)
education reform (see World Bank 1994a). Contributing to stability, the reforms have
also been complementted by reducing debt and the debt service burden through
eliminationi of public sector commercial debt, concessional rescheduling with bilateral
creditors (including tive Paris Club reschedulings), and a recent stock-of-debt operation
with the Paris Club creditors. The implementation of these reforms has substantially
chaniged the role of the state, including the central government, and have established an
economic and institutional framework better-suited to continue improving the quantity
and quality of'public services and reducing povertv, particularly in rural areas.

5. Over the last decade, the economic reform program has been successfully
sustained and, as a result, economic performance has improved (see figure 1). The
dramatic increases in poverty during the early 1980s have been reversed. In the recent
past. prices have remained relatively stable. Inflation in 1995, as measured by period
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average consumer prices, was about 10.2 percent, up from about 7.9 percent in 1994.
Economic growth has been sustained-real GDP grew at about 4 percent in both 1994
and 1995. Furthermore, the fiscal position has improved-the deficit declined from
about 3.5 percent of GDP in 1994 to about 2.1 percent of GDP in 1995. On the other
hand, the current account deficit, after official transfers, has deteriorated between 1994
and 1995, from about 4 to about 6 percent of GDP.

Figure 1: Key Economic Indicators Over Time

Inflation Rate Gross Domestic Product
| 00000 Period Average CPI Real Growth Rates
1XXX0 11750 5 4.4 4.6 41 4.2 38

> 1000 j 276 z 2 ~ ~~~~~~~~~ 2.8 2.8 
10 (0 276 C~ 

°10- 15.2 17.1 21.4 121 85 79 10985 1986

l 1 U-* c -2 C 1989 1990 1991 1992 1993 1994 1995

1985 1986 1989 1990 1991 1992 1993 1994 1995 --3 2.5

Consolidated Fiscal Deficit Balance of Payments
Current Account Deficit 1/

12 ioi8.
10 10 8.5 8.3 7.88 

0.8E 6.0 446 6.6 21 1 5.6 495.2U6
g~~~~~~. 4 6 4 7 | 35 6 4.0| 

1985 1986 1989 1990 1991 1992 1993 1994 1995
1985 1986 1989 1990 19,91 1992 1993 1994 1995 ~ A,,f,r,I~

6. The government remains committed to maintaining economic stability through
sound fiscal and monetary policies. In order to sustain long-term economic growth and
reduce poverty, the government is also improving the environment for private investment
and export-led growtlh through the implemenitationi of the second generation structural
reforms. These provide a solid foundation from which the government can continue to
implement its comprehensive poverty alleviation strategy, which includes sustainable
rural development. Nevertheless, unwavering commitment to the macro stability
objectives are an essential elemenit of a poverty strategy. Increased expenditures on
poverty programs whiclh undermine fiscal discipline. accelerate inflation and reduce
growth will, over time, hurt the poor. To avoid tlhis, in the context of the overall fiscal
program. there should be an effort to evaluate the cost effectiveness, including estimating
the potential returns, of the programs included in the comprehensive poverty reduction
strategy.3

3 This paper does not aitempt to measure the cost etlectiveness of the recommendations nor does it attempt to
speciticallv link the impact of macroeconomic policies or instruments on the poor. As a result of this work.
however, some areas for potential further analysis of these links have been identified. Among others, these
include; (i) the impacts of specific fiscal revenie instruments on the poor--for example. increasing excise taxes
on petroleum products (downstream) as opposed to increasing royalties on hydrocarbons (upstream); and (ii) the
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Data for Poverty Analysis

7. Data sources for measuring
poverty in Bolivia are scarce, but the The paper Box 1: Measuring Poverty
accumulated informatn ae sarece,ut thear The paper uses two perspectives to quantify poverty: (i)
accumulated information of recent years the Unsatisfied Basic Needs Index (NBI); and (ii) the
allows for a somewhat better analysis. Headcount Index based on income/consumption levels

Nevertheless, the information is limited with respect to a specific poverty line. The NBI

in coverage, and the surveys continue to captures the degree of satisfaction of basic needs with

focus primarily on urban areas. To regards to minimum standards for quality and access to
housing. water supply and sanitation, energy,

partially address this bias, a small education, and health. It measures poverty as the share
household survey has been conducted in of households with unsatisfied basic needs and other

selected poor rural areas. The results of basic necessities. The lleadcount Index measures the

this survey are mostly representative of proportion of households with income levels below the
the conditions in the poor rural areas of consumption-based poverty line, which reflects the

expenditure necessary to buy a "minimum food basket"
the highlands and, as such, are not and other necessities. Extreme poverty is defined as the

representative of all rural areas in proportion of households with income below the level

Bolivia. To fully assess the impacts of required to purchase the minimum food basket (for

governmenit policies, comprehensive more details on the methodologies, see background

rural data is still needed in order to close paper no. 1).
the information gap. Despite these limitations, to the extent possible, all available
information has been used to characterize poverty in Bolivia (see box 1) and the results
should be taken as indicative of the prevailing conditions. Furthermore, as indigenous
people are an important component of Bolivian society, the paper defines ethnic origin on
the basis of language spoken-a commonly accepted criterion in demographic analysis.
This classification may, however, differ from others used in Bolivia and elsewhere. For
details on this section, see background paper no. 1, "Poverty Profile."

Demographics of Poverty

8. Based on the 1992 census and an estimated annual population growth rate of 2.4
percent, the 1994 population is estimated at about 7.2 million. In addition to being higher
than the rate of growth for the last decade (2.1 percent), this population growth rate is
also above the regional average (1.9 percent). Such high population growth reduces
average per capita income, but more importantly, has compound effects on the poor as
they have both lower income and higher natural rates of population growth-reinforcing
the "vicious poverty circle" and expanding poverty. Moreover, such an expansion of

impacts of monetary ;nd foreign exchange policies on ihe poor-that is. expanding or decreasing the
dollarizaiioni oflthe economni.

4 The sources of' this analysis are discussed in more detail in the background papers. They include: the Poverty
Map ( 1993) based on the 1992 National Census on Population and [lousing: five rounds of the Integrated Urban
Household Surveys (FIH 1989, 1990, 1992, 1993. and 1994); one round of the National Rural Household
Survey carried out in 1991 in Cochabamba: a survey on the Fondo de Inversi6n Social (FISj; and a limited rural
household survey carried out in May and June 1995 in l.a Paz, Potosi, Cochabamba, and Oruro.
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poverty brings with it additional pressure on the government to deliver more public
services to a larger group of poor people. During the 1990s. the natural rate of population
growth-excluding the effects of migration-was estimated to be higher in rural areas
(2.7 percent) than in ur-ban areas (2.3 percent), adding to rural poverty and pressures to
rural-urban migration. During the last twenty years. mainly due to migration and
differences in fertility and mortality, the disparity between rural and urban growth rates
has dramatically changed the demographic profile. Since 1976, urban areas have grown
significantly faster than rural areas (4.2 percent compared to 0. 1 percent) and 58 percent
of the population is nlow urban (compared to 42 percent in 1976). A key factor
explaining the urban migration was the higher expected economic opportunities in the
central-axis cities of La Paz, Cochabamba, and Santa Cruz (see paragraph 41). Compared
to other countries in the region. however, a relatively large share of the population is
rural, some living in remote and sparsely populated areas.

9. Based on an index of unsatisfied basic needs, in 1992 approximately 70 percent of
the population were classified as poor, compared to about 85 percent in 1976. In 1992,
about 94 percent of the rural population were classified as poor, compared to 98 percent
in 1976 as were about 50 percent of the urban population. compared to about 65 percent
in 1976. These indicators reveal that over time there has been little progress toward
reducing rural poverty, but more progress toward reducing urban poverty. Among the
nine departments, the incidence of poverty is highest in Pando, Potosi, Beni, and
Chuquisaca, in which about 22 percent of the total population resides. With the
exception of Beni and the inclusion of Oruro, these findings are similar to the 1976
findings. However, the highest concentrations of households with both poverty incidence
and intensity are in La Paz, Cochabamba, Santa Cruz, and Potosi, where about 78 percent
of the population resides (see table 1).

Table 1: Incidence of Poverty Based on Unsatisfied Basic Needs by Department, 1992

Overall Urban Rural
Department a. b. c. a. b. c. a. b. c.

La Paz 29.6 70.5 42.3 62.7 55.3 33.0 37.3 95.5 52.3
Oruro 5.3 70.3 38.0 65.3 56.0 28.5 34.7 93.2 49.4
Potosi 10.1 80.0 47.1 33.4 50.2 27.2 66.6 94.0 52.6
Cochabamba 17.3 70.8 40.8 52.0 48.6 29.0 48.0 93.4 47.7
Chuquisaca 7.1 76.8 49.6 32.0 40.4 29.3 68.0 95.8 53.9
Tarija 4.5 66.3 40.7 54.6 46.9 28.7 45.4 91.4 48.2
Santa Cruz 21.2 58.0 34.7 72.4 46.0 28.0 27.6 90.4 44.0
Beni 4.3 77.4 41.0 66.1 67.4 34.9 33.9 96.7 49.9
Pando 0.6 80.6 47.9 25.5 43.8 28.3 74.5 95.1 51.3
Bolivia 100.0 69.8 41.6 57.6 51.1 30.3 42.4 94.0 50.2
Note: a. Population Shares: (i) overal!-the departments share of total population: (ii) urban and rural-urban and
rural breakdown at the departmental level; b. Incidence of Poverty is the share of households with unsatisfied
basic needs: and c. Intensity of Poverty is the share of households without a minimum level of basic services.
Source: Ministerio de Desarrollo Humano (I 994a).
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Characteristics of Rural Poverty

10. Based on the 1 995 limited rural househIold suLIvey in selected poor areas of the
higillands, the population is vcry poor-with the majority in extreme poverty-but there
are some differences in the chiar-acteristics of the different incomile/expenditures
quintiles-from the poorest to the least poor. While the population is overwhelmingly
indigelnous (90 percent)- --primarily Aymara and QuchCliua-poverty and extreme poverty
are more prevalenit in Avimliara-speakilng househIolds. The poorest houselholds have a total
consumption level. ticltiding estimated own-consumiiption. that is one-tenth the level of
the least poor. Off-flrirm inlcomile appears to be important in all households relative to total
consumlptionl. but morc so ftor houseCholds in the poorest quintiles. At that level, the poor
may have to wor-k olfl'tle tlarmn because their- limited landlholdinigs contribute little to farm
income and thieil ownil-consumimption needs. The poorest families tend to be larger than the
less poor, and arc headed by an individual with very limited schooling. Furthermore.
school atteindanlce of tlhe clildrenl of the poorest f'amilies is significantly lower than the
least poor and is worse amzong girls. The main reasonls stated for this phenomenon are
"economic reasons" (usually the children help with farm-related or domestic chores). In
addition, the childreni of the poorest families attend( fewer years of school than the
childreni of' the least-poor lfaimilies. Individuals in households headed by females have a
highler incidence of botlh poverty and extreme poverty. Finally, many of the non-
borrowing houselholds lack access to credit because of limited collateral.

1 1. These clharacter-istics of poverty are reinforced in an analysis of the results of a
1991 Cochabamba rural houselhold survey. The primary source of rural employment in
Coclhabamba is self-employmenit and family-related work (85 percent), largely
concentrated In agricultuail activities (80 percenit), primarily in coca production. Non-
coca producers are twicc as likely as coca producers to be poor. Moreover, the incidence
of poverty is highest among peasants holding less than one hectare of land-peasant
smallholders. Among this group, poverty is higlhest in households headed by individuals
with any or all ol' the following characteristics: (i) monoliigual non-Spanish speaker; (ii)
agricultural wage-earner: (iii) no sclhoolling; and (iv) female. Furthermore, they lack close
access to infrastructure (roads). credit, and physical assets.

Characteristics of UJrban Poverty

12. Using an expenditure-based poverty line, the poor population in urban areas is
almost equally divided between the extreme poor and the poor. Poverty is more prevalent
among indigenous people, especially the monolingual, and among households headed by
a person working in the informal sector, primarily as a domestic or a non-remunerated
family worker. Furthermore, the poorest households are significantly larger than the non-
poor houseliolds and are generally headed by a male of prime working age. The level of
human development is closely correlated with the incidence of poverty-more than 70
percent of poor inouseliolds are headed by an individual with less than a completed
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primary education. Moreover, the incidence of poverty amcng children is also high-
about 70 percent of urban children below the age of 9 are in poverty. Furthermore,
especially among the extreme poor, there is evidence that poverty is perpetuated
intergenerationally through underinvestment in the education of children-about 35
percent of the school-aged children living in extremely poor households do not attend
school. In contrast to rural areas, poverty is lower in urban female-headed households.
Finally, the evidence suggests that those in the informal sector-where the poor are
concentrated-have limited access to formal credit.

Ethnicity and Urban Poverty

13. Indigenous households (as defined by the
language spoken by the household head) have an Figure Poverty
average income that is much lower than the '0-

80
average income of non-indigenous households. 60

Although, the relative income position of 2n2040 [P

indigenous households on average has improved JPopulation Exreme Poor Non-Poor

over time, they are still over-represented among Share Poor

the poor and extreme poor relative to their Olndigenous ENon-Indigenous

population share (see figure 2). There are large
concentrationls of indigenious people living in Potosi, Oruro, Sucre, El Alto. La Paz, and
Cochabamba-cities that have high poverty incidence. Compared to the non-indigenous,
the indigenous have a higher participation rate in the labor market-primarily in the
informal sector-and lower unemiiploymilent. While the average family size of indigenous
households is only slightly larger thani non-iindigenious households, the average
indigenous head of household is substantially older than his or her non-indigenious
counterpart.

14. There is a strong correlation between educational attainment and indigenous
origin. While the gap has narrowed, indigenous people still have an average of three
years less schooling than the non-indigenous. Furtlhermore, poor indigenous females
continue to be the most disadvantaged group in terms of school attendance-the gap is
four years. While the distribution of the urbani population is approximately equal among
genders, the monolingual indigenous group is overwvhelniinglv female. This reflects: (i)
the age distribution-female life expectancyv is higher; and (ii) the lack of formal
schooling (reflected in the lack of Spanislh language proficiency) for females in the past.

15. The results of a model tllat estimates key' factors determining poverty indicates
that: (i) being indigenous increases the probability of being poor by about 14 percent; (ii)
each additional child increases the probability of beinig poor by 6.5 percent, (iii) an
unemployed houselhold head increases the probability of being poor by about 14 percent,
and (iv) each additional year of schoolinig reduces the probability of being poor
significantly.
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Social Indicators and Urban Poverty Over Time

16. Most available data indicate that social indicators improved during the 1980s and
have continued to do so into the 1990s (see table 2). These improvements have resulted
primarily from two sources: (i) the recovery of social sector public expenditures; and (ii)
some improvements in the delivery of social services. However, despite these trends,
most social indicators still remain below regional averages.

Table 2: Social Sector Indicators, 1988 to 1994

1994 1994 LAC
1988 1990 Overall Urban Rural Average

Health
Infant mortality (per 1,000 live birthS)a 102 92 75 58 94 43
Under 5 mortality (per l ,O00)a 172 160 116 104 162 52
Global fertility rate (live births per 5.0 4.8 4.8 3.8 6.3 3.1
woman)b

Life expectancy (years) 57 60 60 64 54 69
Population with access to safe water (%)a 44 45 46 74 33 80
Population with access to sanitation (%)a 21 32 30 36 16 72
Education
Overall illiteracy rateb 26 23 23 9 37 15
Female illiteracy rateb 35 30 25 15 50 18
Overall primary enrollment rate' 91 81 83 92 74 106
Female primary enrollnent rateC 85 77 78 89 69 94
NVote: a. 1987 not 1988; b. 1985 not 1988, 1989 not 1990; c. The primary enrollment rates are influenced by high
repetitioln rates, and the decline in enrollment reflects declining repetition rates.
Source: World Bank and United Nations Development Programme (UNDP).

17. In addition, the evidence suggests
that in urban areas both the incidence of Table 3: Trends in Urban Poverty, 1986 to 1993

poverty and extreme poverty (based on a. 1986 1989 1992 1993

the headcount index) have deteriorated Extreme Poverty Rate

slightly between 1989 and 1993 (see table This Study H -- 21.8 -- 22.4slightly I -- ~~~~~~~~~ ~~~~~ 28.2 -- 29.3
3). This is a result not of worsening UDAPSO H -- -- 23.1 --

conditions for those residing in urban Psacharopoulos 1 22.3 23.2 -- --

areas in 1989, but rather as a result of the Poverty Rate -- -- --

large migration ofteruralpoor,This Study H -- 51.6 -- 52.6
large migration of the rural poor, I -- 60.1 -- 61.6

including displaced miners, who seek a UDAPSO H -- 52.9 53.3 --

better life in urban areas (see paragraphs 8 Psacharopoulos 1 51.5 54.0 -- --

and 41). From an income perspective, the Tini CoefSicients -- 0.474 -- 0.522
changes in poverty over time can be I -- 0.465 -- 0.482
mainly attributed to two factors: UDAPSO H -- 0.420 0.486 --

income/consumption growtl, and chans Psacharopoulos 1 0.516 0.525 -- --
ingn NVote: a. H: Household; 1: Individual.

in income/consumptioni distribution-the Source: UDA PSO (1995) and Psacharopoulos, Morley,

growth and concentration effects. During Fiszbein. Lee and Wood (1992).

the period 1989-93, average per capita
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urban consumption grew in real terms by about 2 percent. If this growth had been
neutrally distributed, the level of urban poverty (in absolute terms) would have declined.
However, it appears that this was not the case-instead, the concentration effect may
have dominated the growth effect. This change in urban income distribution is also
reflected in the estimated Gini coefficients.

18. Given the structure of the 1993 income distribution, it has been estimated that, if
poor urban households sustain an income growth of 2 percent per capita per year. with no
change in income distribution, the first 30 percent of households below the poverty line
would exit poverty in about two years (see background paper no. 1). Under the same
conditions, the poorest 10 percent would exit poverty in more than fifty years. In
addition to accelerating overall income growth, these imply that: (i) income growth alone
is not sufficient; (ii) income-earning opportunities for the poor must be expanded; and
(iii) targeted welfare programs must be directed to the most vulnerable poor.

III. SOCIAL EXPENDITURES, PUBLIC SERVICES, AND KEY SAFETY NETS

19. As indicated previously, public expenditures on social services, including safety
nets, directly influence the ability of the poor to fulfill their basic needs. This section
briefly examines the level and allocation of social expenditures by the public sector and
the resulting provision to the poor of social services and key safety net programs. For
more details, see background paper no. 2, "Social Expenditures and Social Services."

Social Expenditures

20. On average, social sector expenditures have increased from about 5 percent of
GDP in 1988-90 to about 6.5 percent of GDP in 1991-94, although they remain low given
the extent of social sector problems and needs. Among the social sectors, education has
consistently absorbed the largest share (60 to 70 percent of the total), followed by health
(20 to 25 percent of the total), and others, including social security, basic sanitation,
housing, and employment. Over the same period, capital expenditures in the social
sectors have averaged about 1.5 percent of GDP, which is about 20 percent of total capital
expenditures. Of social sector capital expenditures, made primarily by the central
government, basic sanitation received the largest share (38 percent), followed by urban
development and housing (30 percent), health and social security (24 percent), and
education (8 percent). The departmental allocation of social sector capital expenditures
was more or less in line with departmental population shares. However, there was a weak
relationship between the allocation of social sector capital expenditures and poverty
levels, as measured by unsatisfied basic needs. Moreover, within each department, with
few exceptions, there was a weak relationship between departmental needs as measured
by the components of the NBI and subsectoral capital expenditures. These suggest that
social sector capital expenditures were not allocated toward the poorer segments of the
population.
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21. However, since 19994 there is evidenice thlat social sector expenditure patterns are
changing with the implemenitatiotn of the popular participation and administrative
decentralization laws that provide new guidelines for channeling social expenditures
through municipal and departmenltal administrationi. As a result of these programs,
municipal governments receive block granits equivalent to 20 percent of treasury revenue
for social and otlher investlmelts, wlile departmental administrations receive resources
from departmental royalties. 25 percenlt of excise taxes on hydrocarbons, and a
compensatory fLunid. In 1995. total social sector capital expenditures are projected to be
about 2.5 percent ol' GDDI)--a signifticanit increase from the previous years-and
municipal and departmiienital administrations wvere responsible for developing and
implementing more thani 65 percent of this total. Moreover. in seven of the nine
departments in 1994-95, the average level of per capita municipal social investment was
greater than the average tor the 1990-93 period. In addition, in six of the nine
departments, the allocation ot'capital expenditures toward filling the most lacking needs
has increased. Nevertlicless, to accelerate the developmreint of key services-education,
health, and water andi basic sanitation--the allocations should continue to increase.
Given the nature of' the popular participation and administrative decentralization
processes, a mor-e systematic effort from the government is required to guide municipal
and departmenital expenditures toward the priority sectors. To achieve this, the
governlllmllt is currently conisiderinlg establishinig a public investment co-financing system
using granits and other tinanicial incenitives.

Public Social Services--Education, Health, and Nutrition

E ducation

22. Historically, the public education system has provided inadequate coverage and
low-quality education (,see box 2). The poor results, as reflected by high levels of
functional illiteracy and low average educational attainment, are particularly evident in
rural areas and among fenmales. In addition to the low allocation of resources to the
sector, there has been poor maniagement withint the sector, including a misallocation of
resources. More specifically, resources to pre-unliversity education have been limited and
the allocated resources have been mainly absorbed by salaries. In contrast, universities
have received a relatively large share of sectoral resources (25 to 30 percent) and more
importantly, the cost per graduate is extremely high (US$35,000) as the graduation rate is
low and the average public university student takes more than twelve years to graduate.
Most of' these issues are being addressed through the on-going comprehensive education
reform program, initiated in late 1994. After one year, the program has achieved many of
its first-year goals in institutionial rationalization and strengthening, training pedagogical
advisors, and purchasinig, but not yet distributing, reading and reference books. However,
despite the government's efflorts, limited progress has been made to rationalize university
budgets. and implementation progress has slowed in several areas. Following a
comprehensive revieN. program management was restructured, and efforts to rationalize
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sector finances and implement improvements at the clessroorh level have been

accelerated.5

23. Although expected to change with
r ~~~~~~Box 2: Education Indicators

the implementation of popular Total expenditures (averages 1991-94)
participation and administrative as % of GDP 4.2%

decentralization, it is currently estimated as % of total expenditures 22.6%
that the poor benefit from about 65 as % of total social expenditures 65.4%
percent of total public expenditures oni Capital expenditures (aNerage 1990-94)

education. Given that poor households as % of total investment 1.5%
as I'D of GDP 0.1%

account for 53 percent of total Allocaiion of expenditures (1995)
households, in general, total public primarx 450.o secondary 9%
expenditures on education are slightly university 24% administration 22%

progressive. They are estimated to be Type of expenditures

more progressive at the primary and salaries 95 to 98%
operating costs 2 to 5%

secondary levels-poor households Rural ilhi!erracv rate

benefit from about 80 percent of Male 23%° Female 50%
expenditures allocated to these levels. Functional illiteracj' rate
However, at the university level they are Rueral Male 58 Female 70

estimated to be regressive, given that poor l Irbani Male 20 Female 27

households only benefit from about 40 Costs per grazduatehoushold onl benfit roti abot 40 Primarv $836 University $35,000
percent of expenditures at tllis level. Studen2'teaucher ratios

Primarv 15:1 Secondary 13:1
24. Demand analysis has identified

family characteristics that may explain school enrollment in both rural and urban areas.

The results suggest three important barriers to enrollment: (i) low education of both

parents; (ii) speaking of indigenous languages: and (iii) being female. In addition, in

urban areas, recent migrants are less likely to attend school than non-migrants. More

importantly, the high private costs of public education-both direct and indirect

(opportunity) costs-is a significant factor contributing to school attendance. The costs of

education pose an even greater barrier for rural families in the informal and agricultural

sectors with fluctuating incomes, and greater dependence on child labor.

Health and Nuitrition

25. Health and nutrition indicators have improved over the recent past. However,

infant and maternal mortality rates are almost twice the regional average and are

associated with high fertility, poor healtlh conditions of' mothers, and lack of prenatal and

delivery care (see box 3 and table 4). In addition to the lack of access to health facilities,

these health and nutrition indicators are highly correlated with the high female illiteracy,

especially in the rLiral areas. Furthermliore. moderate to severe malnutrition among

For details on the thrtist ofthe reform program and t1e progress achiee(d 1t dlate. see (i) At/isterio de
Desarrollo Huomano (1995); (ii) World Blank (1994hl: ndI i(ii Wol-( 13tank (1993a).
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children is higher than in any other country of South America, with the exception of
Ecuador. Among children below the age of five, a high degree of malnutrition is
associated with low levels of parental education and limited access to water and basic
sanitation.

26. It is estimated that the poor benefit
from abou 60 percnt of totl publicBox 3: Health Indicatorsfrom about 60 percent of total public Total expenditures (averages 1991-94)

expenditures on health care. In general, as % of GDP 1.8%

total public expenditures on health care are as % of total expenditures 9.7%

slightly progressive, but are less so than as % of total social expenditures 28.2%

public expenditures on education. Capital expenditures (average 1990-94)
Hlowever, the inadequate supply of health as % of total investment 4.3%as % of GDP 0.4%
services is a constraint in some areas, Type qf expenditures
particularly rural. Despite some salaries 85.0%
improvements, only about two-thirds of operating costs 15.0%

urban households and one-half of rural Life Expectancy

households have access to formal Overall 60Global Fertility Rate (children per women)
healthcare services. For those lacking Overall 4.8 Indigenous 8.0
access to formal services, traditional and Rural 6.3 Urban 3.8
informal medical care, mainly self- infant Mortality Rate (per 1,000 live births)
treatment, is prevalent. In addition, Overall 75 Indigenous 100
currently non-governmental organizations Rural 94 lJrban 58

c l gn giterna tl Mortality Rate (per 100,000 live births)
(NGOs) are active througlhout Bolivia, and Overall 390
are estimated to provide general healthcare Rural 458 Urban 262
services to about 3 percent of the total Chronic Malnutrition Rate (Children less than 3)
population. HIowever, maj or factors Overall 28.3%
affecting the supply of services include: (i) Rural 36.6% Urban 20.9%
poorly defined sectoral priorities; and (ii) insufficient and, more importantly, inefficient
allocation of resources, especially in rural areas. These and other factors produce a rigid
healthcare system, that canl not respond to the large regional differences, and various
programs with weak coordination.

27. The government is aware of the problems and the complexity of the issues
affecting the sector, and has begun to take steps toward reforming the health system.
These ef'forts deserve the f'ull support of the donor community. The first of these steps-
currently underway-is carrying out an in-depth diagnostic study. In light of the
enhanced role of the municipalities in the provision of health services, this study includes
prototype municipalities to evaluate their capacity as administrators and providers of
health services.

28. Fertility' rates are substantially higher among poor rural families and the
indigenous. More specifically, rural indigenous women average eight children during
their lifetime, compared to about four for women in urban areas. In light of the potential
impact of the high fertility rates on future population growth (estimated at about 2.5
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percent for the next decade and significantly above the regional average of 1.6 percent), it
is important to include reproductive health and birth spacing programs (including
education) as an integrated element of a health strategy to decelerate population groAth
and reduce poverty. In developing a comprehensive strategy, the governmenit should: (i)
effectively integrate the NGOs and take advantage of their relative strengths and
experience; and (ii) finalize the strategy before reallocating more resources to the sector.

29. Demand analysis in both urban and rural areas has identified that, among other
things, income (as measured by per capita consumption), education, lengtll of illness, and
work status (formal market) are important positive determinants of demand for healthcare
services. At the same time, speaking Aymara is associated with not seekiing formal
healthcare services. Moreover, more than 50 percent of the extreme poor in both urban
and rural areas view "expense" as a reason not to seek formal services. The analysis also
suggests that quantit' demanded of healthcare services changes little with price changes.
but more so as income decreases. Given this, wvhile it is possible to establish prices to
achieve full cost recovery, if prices are increased uniformly, the structure will likely be
regressive-that is. it will have proportionally more effect on the poor. Furthermore.
given the response to price changes, in order to encourage the demand for preventive care
services by the poor, prices should be structured so that they are relatively lower than the
prices for curative care services.

Other Services-Housing, Electricity, and Water and Sanitation

Housing

30. In urban areas, housing conditions for Box 4: Housing Indicators

the poor range from barely adequate to Urban Areas

unacceptable, with overcrowding being the 50% of the population live in houses with

most serious problem. In rural areas, the more than 4 people in a room

housing conditions are estimated to be worse Extreme poor:
average 7 people in a room

(see box 4). Two important factors affecting 75% live in houses with plastered adobe walls

the housing sector, particularly in urban areas, 25% live in houses with bare ground floors

are: (i) land tenure uncertainty (including Rural Areas
titling); and (ii) the lack of basic 80% live in houses considered unsafe

infrastructure. The former has many adverse (without safe walls, water, and floors)

effects, including: (i) homeowners cannot use their property as collateral; (ii) investments
in home improvements are risky; and (iii) the development of the real estate market is
restricted. In the past, to alleviate the housing constraints, the government responded by
establishing a second-tier financial institution for housing finance and housing programs
to reach the lowest income group. These programs had limited impact on the poor for a
number of reasons, primarily because of unsystematic analyses of the target population.
However, one of the most important issues has not been sufficiently resolved-that is,
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regularizing land tenure arrantgements. includinig cxisting, squatter settlements on selected
public lands.

Electricity

31. About 55 percenit ol the total population has access to electricity, but there is a
large disparity between access in urban (() pericent) and rural (16 percenit) areas. The
poorest rural househlolds rely on candles tor lithiting and wood for cooking. For those
with access to electricity, the po(Iest houIsehokl quintile spenids an average of 6 percent
of total houselhold expenditures on electriciit, compared to aboLIt 2 percent for the richest
quintile. 'I'he curr-eit electricity suls!klk schiemie is regt-essive because it is based on per
unit usage and highier- income lIousehold, ConsumLIe m1ore than poor households. The
government is currellt]N Carr\1'S Hg 01 a c. tipreliensivc retorir ot'the electricity sector. As
part of this rel'orm, Eminresa *Va i(il d1t' Elt'LlriCitlld (ENDE) has been capitalized, and
electricity tariffs will likely he ad jIstedl lo rillect priodLuction costs. In this process, the
implicit cross-subsidy tO hlOuSellOld users \11l bc elimiinated. If the tariff is adjusted, the
lower income users will experience a diop in w\elfare To offset this, in theory, a targeted
direct incomie transler- to poor houselh)lds using electricity-only 12 percent of total
households-should be consideredi as a transitor^ measure. In practice, however, the
administration ol'this s\stenl w\ould probably be too costly. Instead, a lifeline tariff (that
would protect the poor consuLImers) Shoullt'd rc considered as a feasible alternative. In light
of the public resource coistrailnts_ tI c gC\eo' 11rnent should be very selective and not
directly invest in rural elect -icallio i. lit it-:cadld should continue to focus its efforts on
attracting private investors to expaand rural coverape,

Water anid Sanitationi

32. Water and sanitation coverage has Box 5: Water and Sanitation Indicators
increased over the past decade, but remains coverage in Urban Areas

below coverage levels in other counitries in the Water 81% Sanitation 63%
regioni (see box 5). In urban areas, public an(d -- less than 10% of poor households have
private networks provide most of the wvater water supply inside compound

-- less than 25% of extreme poor have toilet
supply, compared to rivers, lakes, or walerfalls for their exclusive use
in rural areas. Furthermore, in rural areas, CouvLerage in Ru/ral Areas

water supply and sewerage systems, where they | Water 24% Sanitation 17%

exist, have poor service quality, and often
sewage is discharged into natural drainage systems, polluting water sources. As a result,
waterborne diseases are a frequeritlx reported illness---enteric diseases are the second
leading cause of death among all agc groups. and intestinal infections are the leading
cause of infant mortalitN

33. Recently, to increase the coverage and quality of water and sanitation, particularly
in the rural areas, the government has instituted major changes. More specifically, the
government is providing more funding thiough thfe popular participation and other special
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programs (for examnple. Progi rana de *S;,nemieanto Btisico Rural-PROSABAR), and
technical assistance to local governments tlirough Uniidades 1Ie Sanatniento Bcasicos.
These should contribute to clhange the allocation of investments in the sector and increase
the supply of these services. In recent years, about 95 percent of sectoral capital
expenditures have been di-ected to departmental capitals. Only in the last year, about 30
percent of these capital expendiures have been allocated to areas other than the
departmental capitals, of which about two-thirds has been allocated to rural comm1lunities
with fewer than 5.000 people. Tlhese new policies should be maintained. More
specifically: (i) water and sanitation programs should continue to have the involvement of
communities and NGiOs: (ii) the active participation of womeni in these progranis shiould
be encouraged since they are usually the maini users of water and responsible for hygiene
practices; and (iii) cost recovery priniciples should be applied in order to ensure
sustainability-eveni the poorest commiiiiuniities arc willing to pay up to 30 percent of the
investment cost.

Key Social Safety Net Progranms and Social Funds

34. The governmenit has initiated a reform of the social security system to improve its
coverage and benefits. It also has a numiiber of programs to reach the most vulnerable
poor, including those addressing the specific needs of indigenous people, and health and
nutrition. This section discusses the most important programs and social funds.

The Social Security, Systen

35. The social security system. as it is, excludes the vast majority of the poor. To
strengthen and expand the future coverage of the pension svstem, the government has
inaugurated a comprehiensive reform program. A new system, to replace the current one,
will be characterized by: (i) mandatory defined contributions, (ii) private administration;
and (iii) strong regulation and supervisioni.6 This will permit expansion of coverage for
formal workers and, in the long termii, will increasingly reach lower income groups as they
enter the formal labori market. However, as part of the capitalization program, the
government is also creating a noni-contributory scheme under which the shares of the
major privatized public enlterprises will be distributed to each adult. Each beneficiary is
to receive a deferred--share distributioni account (managed similarly to the new pension
accounts). Account liolders will be entitled to the cumulative amount in their account
upon reaching age sixty. In the case of death, the beneficiary is entitled to the entire
amount, regardless of his or her age. An objective is to increase the share of the
population that is covered witlh a minimal pension or survivors' benefit. Successful
implementation of the distribution of the shares will improve income distribution and
wvelfare of the poor.

6 The characteristics on the existing pension system and the proposed new svstem have been discussed in detail
elsewhere. See Wvorld 1Hankl ( 1 995 and I 994b).
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Programsfor Women and Clhildren

36. The overall objective of Plan Nacional
para la Reduccion Acelerada de la Alortalida(d Related to Childirth, 1994
Materna, Perinatal y del Menor de Cinco Ainos Prenatal Assisted
(PLAN VIDA). initiated in 1994, is to reduce Care a Births b-

maternal and child mortalitv rates. These rates are Overall 45 30
currently high due to the fact that relatively few Uneducated 16 11 l
women receive prenatal care, and manv births take Educated 96 97
place without the benefit of professioal assistance. Ural 29 23place pro essiona ~~~~~~~~Urban 63 63
especially among thie uneducated and in rural areas Aoie: a. l'erccnt ot0women receiving

(see table 4). Thus, the goals of the plan are to: (i) prenatal care: b. Percent ot professional

improve the quality and capacity to deliver prenatal assistcd births.

and child delivery services; (ii) provide healtlh Soir ce ("DA PSO(1995).

education to women on topics such as childbirth and nutritioll; (iii) establish integrated
service networks at the local levels and (iv) strentgtlheni communllity resources (human,
physical, and financial) to improve all local healtlicar-e services. The plan is being
implemented nationally, with 22 provinces selected as intensive intervention areas due to
elevated poverty levels. As the plan is relatively new, it is too early to evaluate its results.
Another program, Proyecto Integral de Desarrollo Infantil (PIDI), was launched in
1991 to: (i) encourage the physical, social, and cognitive development of young urban
and peri-urban poor children; and (ii) increase the employment opportunities for women
and expand their knowledge of education, healtlh, and nutrition. PIDI targets the correct
urban beneficiaries, and there is evidence that the women and children in the program are
benefiting. However, there have been limited impacts to date in terms of the number of
beneficiaries. While initial estimates were that about 21,000 children would be enrolled
in 1,440 PIDIs by 1995, currently only about 4,500 children are enrolled in about 300
PIDIs. In addition to the original over-ambitious targets, delays in the expansion of the
coverage can be attributed to the reorganization of the executive branch, a lack of treasury
counterpart funding, and other factors not considered in the original design. In particular,
the project did not anticipate the high turnover among the caregivers. The turnover is a
result of the fact that the primary incentive to join for many has been to have access to
credit for home improvements.

General Health and Nutrition Programs

37. The objectives of the Plan Nacional de Control de Enfermedades de
Transmisi6n Vectorial, formulated in 1994, are to prevent and reduce the incidence and
mortality from malaria, Chagas disease, and yellow fever. To achieve its goals, the
program uses education, vaccination, fumigation, and other preventative methods. While
it is too early to evaluate its impact, tackling these diseases should be fully integrated
with preventative health care and basic health education. As a general nutrition program,
the objective of Programa de Vigilancia para la Acci6n Alimentaria Nutricional
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(PROVIAN, established in 1993) is to improve the formulation of policies to decrease
malnutrition. This program has produced an important document (Bolivia. Mapa de la
Desnutrici6n, 1990-1992), that identifies the most urgent needs in order to reduce
malnutrition and singles out education as the most important factor. Based on this
information, the government can now formulate a well-targeted operational plan, as well
as increase efforts to expand female education, especially in the rural areas. As another
important component, food aid programs are estimated at about US$120 million
equivalent per year. This assistance is channeled through programs which: (i) distribute
food to about 1.6 million poor through NGOs; and (ii) finance food imports. To date,
there has been no in-depth evaluation of the nutritional impact of these programs on the
poor. However, there are recent indications that donor-supported food aid will be
curtailed. In this event, donors and the government will have to adjust and phase their
programs to cushion the impact on the poor.

Key Social Funds7

38. The Fondo de Inversion Social (FIS), established in 1990, focuses on poverty
alleviation through developing infrastructure and providing financial and technical
assistance in education, health, and water and sanitation. Since it was established, about
2,150 projects-many with more than one subproject and many implemented by NGOs-
have been approved for a total of about US$160 million (of which about 78 percent has
been financed by the FIS). Of the resources committed, 47 percent has been channeled to
education, 29 percent to basic sanitation, and 22 percent to health. Overall, the FIS is
reaching its targeted poor rural population-about 80 percent of commitments are in
areas that contain the poorest half of the population, and more than half are targeted to the
poorest 25 percent. It is estimated that completed FIS projects have reached a total of
about 1.5 million beneficiaries, many of whom have benefited from more than one
project. When fuliy completed, projects already approved will reach an additional 4.5
million. Based on a preliminary evaluation (UDAPSO 1995b), there have been
significant increases in the nunmber of consultations occurring in FIS-supported health
centers, and in the regularization of attendance within FlJS-supported schools. However,
there have been no significant increases in the treatment of diarrhea, respiratory diseases,
and pregnancy in FIS-supported centers. or in enrollment or reduction in dropouts in FIS-
supported schools. Although these findings are preliminary, they provide some support
for the view that demand-side considerations are important (see paragraph 54).
Nevertheless, to ensure sufficient investment in the priority areas, the government should
provide additional incentives-for example. matching grants or more favorable co-
financing arrangements through the FIS and other funds.

Although technically not a social fund targetilg only the poor, the Fondo Nacional de Desarrollo Regional

(FNDR! has henctite(d the poor through its investment projects in water and basic sanitationi, transport. and urban
development.
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39. In response to the closure of the state-owned agrarian bank, the government
established Fondo de Desarrollo Campesino (FDC) in 1989.8 Its objective is to provide
credits and grants to small, non-commercial agricultural, and productive rural activities
through NGOs and other institutions. Its credit operations have suffered from a high
share of non-performing credits. In addition, FDC provides grants to finance small-scale
projects, with beneficiaries selected based mainly on priority areas and group targets,
including women. In the future, the grant operations of FDC' should be strengthened and
decentralized, responding more to the demands of poor rural communities. Furthermore,
given its high non-performing credit portfolio, FDC should get out of credit operations.
The role of the government should be to focus on removing the causes and constraints to
access to credit-that is, land tenure, and collateral (see below).

IV. PROMOTING EARNING OPPORTLINITIES FOR THE POOR

40. Based on the analysis of the previous sections, there is still an enormous challenge
to substantially reduce poverty. As indicated. poverty in this paper is viewed from two
perspectives: (i) satisfaction of basic needs: and (ii) income level with respect to a
poverty line. To better satisfy the basic needs of the poor, the quality of public services
and their ability to reach targeted groups must improve through a reallocation of public
resources. Furthermore, given the extent of poverty, increasinig income without some
income redistribution will not be sufficient to achieve poverty reduction. The
reallocation of public resources through popular participation and administrative
decentralizationi and the redistribution of wealth through capitalization will benefit all
Bolivians. To improve and sustaini the earning opportunities of the poor, and enhance
their income, these programs must be complemented by othter policy changes. This part
of the paper explores in mlore detail important aspects of the income side of the poverty
equation to identify and recommilend somiie key changes.

Increasing Labor Productivity

41. From an income perspective, poverty in Bolivia is not primarily a problem of
unemployment, but is fundanieiitally a problem of Linderemploynment and inadequate
earninlgs. Despite a strong growth in the urban labor force, urban unemployment rates
t'ell (from about 11 percent in 1989 to about 6 percent in 1993). at the cost of decreasing
average real wages (from about 690 Bs per month in 1(989 to about 660 Bs per month in
1993). However, there is also evidence of' low productivity as a consequence of high

The main reason t;r closing Banco .4gricola Boiivicoooo (B,iB) v,as that it had incurred substantial losses.
primarily stemming from the poor perlkrmance of its porttolio. Overdue loans accounted tor over 70 percent of
total loans andl about 60 percent of pertorminig loans had been rescheduled with signilicant reductions in interest
payments. B,IBs weaknesses stemimied in part from bad management.

The strong growth in the labor force (about 9 percenit aniuallv for the 1989-93 period) was due mainly to: (i)
the rural-urban and urban-urban migration in response to the "pill factor of high wages (relative to rural areas
and depressed urhan minling areas), and the relatimcIN high prohbability of Findinig a job in the urban areas,
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underemployment in the urban labor force. These imply that the vast majority of the
urban poor are working, but are unable to generate enough income to rise above the
poverty level. Poverty is also not rooted in low wages in and of itself. Salaried workers
are only a small proportion of the urban work force, and the incidence of poverty in this
group is below that of workers in the urban inf-'ormiial sector (particularly domestics and
non-remunerated family workers) and rural peasant farmers. This section first explores
key provisions of the legal and institutional f'ramework that create distortions especially
in the urban labor market and restrict access by the poor. It then focuses more extensively
on human resources-a key factor to increasing labor productivity in both urban and rural
areas-emphasizing investing in human development for women, children, and
indigenous people. For more detail on these sections. see background paper no. 3, "The
Labor Market: Increasing the Labor Productivity of the Poor.'

Legal anld Regiilatory Frameivork

42. Labor legislation. regulations, and institutionis create distortions in the labor
market that directly and indirectly affect the poor. The Ley General de Trabajo (enacted
in 1939) and its regulations have been subject to a significant number of changes over the
years. As a result, complexity, contradictions, and arbitrariness have emerged, and few
firms know with any certainty' which legislation and regulations are applied or may be
applied in the future. Such uLncertainty restricts overall investment and growth, more
heavily affecting the poor.

43. More specifically, the labor law has special provisions for women and minors.
They are prohibited from working at night (except as nurses or domestics), or from
working more than forty hours per week (compared to forty-eight hours for men). In
addition, the Family Code restricts married women from working if their husbands
exercise the right to suppress or cancel the wife's right to work on moral grounds or for
reasons that are prejudicial to their domestic functions. These provisions were enacted in
order to protect womeni and minors, but they have in fact discriminated against them. As
a result, women and minors are forced to work in the informal market with lower wages
and no legal protection. The govemnient and the Central Obrera Boliviana (COB)
annually negotiate the minimum wage and the salary increase for public sector workers.
However, the direct impact of this on labor cost has not been significant-except for
domestic services. market clearing wages are higher. The effects of other labor
legislation (social security, bonus, overtime, vacation, sick, severance payments, and
maternity benefits for women) are more distortionary and are estimated to increase labor
costs by 40 to 60 percent above the basic wage.

including self-employmeint: and (ii) the increased participation of women. young people. and children in the
labor force as a means to expanid household income.
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44. The legal framework constrains the labor practices of firms and leads to an
inefficient use of factors of production, thus affecting economic growth. These also cause
employers to move into the informal sector to avoid the restrictions, thereby increasing
the total number of unprotected informal sector workers. By simplifying the labor laws
and reducing the mandated benefits, the barriers between the formal and informal markets
will be reduced, thereby increasing overall employment in the formal market. It is
expected that this will lead to a more efficient use of the factors of production. It is also
expected that the gains from improving the working conditions for those previously
outside the formal market will outweigh the loss of benefits for those already in the
formal market. The government is aware of the problems and will revise the legal
framework to reduce distortions in the labor market and facilitate the access of the poor.

Investing in Human Development in General

45. While revision of the legal framework is necessary in order to improve access to
the formal labor market, there is sufficient evidence that investments in human
development improve the productivity of the labor force, thereby increasing their income
(see World Bank 1993b). As discussed, human development endowment is very low-55
percent of the adult population is functionally illiterate. Despite compulsory primary
education, net enrollment is low-65 percent-and the completion rate for primary
school is only 10 percent. Nearly 60 percent of all urban poverty is in families headed by
individuals with less than secondary education; in the rural areas only about 9 percent of
the population attend one year of school beyond the primary level. Moreover, only I
percent of girls in rural areas who enroll in first grade eventually finish high school.

46. Against this background, the Table : Average Real Urban Monthly

advantage of educated workers in the Earnings by Education Level, 1989 to 1993

urban labor market is strong (see table 5). (1993 Bs)

There has been a decrease in the average Education Level 1989 1991 1993

earnings of workers with primary Less than primary 501 396 390

education or less resulting from a high Primary complete 585 530 496
rate of growth in the supply of uneducated Secondary complete 742 659 761
latebor. growt maine SUpply oreuneau cata f University complete 1,762 1,534 1,794
labor. This mainly resulted from Source: EIHf 1989, 1991, and 1993.

uneducated labor migrating from rural to
urban areas, and the necessary adjustment in the urban labor market. However, the level
of schooling is positively correlated with participation in the formal urban labor market.
Furthermore, the average estimated urban earning returns to an additional year of
education is positive and has increased since 1988, reflecting the increasing demand of
more educated labor in the formal labor market. In addition, there is sufficient evidence
that the total social rate of return (including all positive externalities such as lower child
and maternal mortality rates, lower malnutrition, higher life expectancy, and so on) is
high. Given scarce public resources, the very high cost per tertiary graduate, and high
private returns, the government should reduce and limit allocations to university
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education. On the other hand, because about 70 percent of children below the age of 15
live in poor households, there are strong reasons for greater public interventions in
primary education within the on-going education reform.

47. The results of different models estimated for various groups of urban workers
indicate that for some groups the impact of education is greater. More specifically, on
average: (i) formal sector employees receive higher returns to incremental education than
informal sector employees; and (ii) women in the formal sector receive higher returns to
incremental education than women in the informal sector. Thus, reducing the barriers to
access to the formal labor market, particularly for women, and increasing human
development through education will contribute to: (i) improving their income; and (ii)
increasing overall social welfare.

48. In rural areas, the level of human development is even lower than in urban areas.
Rural adults have an average of four years of schooling compared to nine years for their
urban counterparts. Based on the limited rural survey carried out in selected poor areas of
the highlands, it has been found that those who know Spanish earn over 118 percent more
than those who do not know Spanish. In addition, those who speak Quechua at home
earn considerably more than those who speak Aymara, while those who speak Spanish at
home earn the most of all. In addition, based on earnings functions estimated using the
limited rural survey, schooling was found to be positively correlated with income.
Similarly, based on limited information for rural Cochabamba, a more rigorous
econometric analysis suggests that education has a positive effect on income.
Specifically, holding all other variables constant, compared to households headed by
individuals with no education, households headed by individuals with some education are
estimated to have a higher level of crop output.

Investing in Human Development for Women

49. The increase in female participation in the urban labor force masks the fact that
working women are concentrated in low paying, low productivity jobs, predominantly in
the informal and domestic service sectors with little chance of advancement. This is
mainly the result of low human development and discrimination against females
(particularly of indigenous origin) in the urban labor market (see paragraph 50). Although
female school enrollment has been gradually increasing, it is still significantly lower than
enrollment for males. T he low education levels of females occur partly because females
are required to assist in domestic chores, including the rearing of siblings. Reinforcing
the benefits (and needs) from investing in human development for females are the
findings that the average rates of return for an additional year of schooling: (i) are higher
than for males; and (ii) increased between 1989 and 1993. Moreover, in the rural areas,
based on an earnings function estimated using the limited rural survey, it has been found
that schooling has a positive effect on female earnings. However, there is no significant
earnings differential based on gender.
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50. In addition to low human development, Table 6: Average Urban
females confront barriers associated with gender and Monthly Earnings for Females
ethnic discrimination in the urban areas. In 1993, in by Selected Characteristics, 1993
the urban areas, the average real monthly earnings of Overall: 466
females were about half that of males; indigenous By Ethnicity:
females earn about half that of non-indigenous Indigenous 303
females (see table 6). Statistical analysis indicates Non-indigenous 633

that between 15 and 25 percent of the existing gender I ess than primary 2L1
wage differential in the urban labor market can be Primary complete 323

explained by the lower human development of Secondary complete 621

females while the remaining 75 to 85 percent is University complete 1,220

associated with discrimination (probably both gender By Occupation:
and ethnic). Furthermore, indigenous females have Laborer 263

lower returns to schooling than non-indigenous Employee 625
females. Self-employed 307

Other 203

51. The persistence of the urban gender gap calls Source: EIH 1993.

for: (i) increasing the education of wvomen,
particularly for girls of indigenous origin; and (ii) eliminating the discrimination against
women, both in terms of access to the labor market and remuneration. In addition to
improving the availability and accessibility of quality education (begun under the on-going
education reform and decentralization programs), the fonner will require special incentives
to keep indigenous girls in school. As indicated, the latter will require legal changes to
reduce barriers to entry and to ensure equal pay for equal work.

In vesting in Huiman Development for Cltildren

52. The labor law prohibits the employment of persons below the age of eighteen in
dangerous, unhealthy, or immoral work. It is. however, ambiguous on the conditions of
employment for minors aged fourteen to seventeen and permits apprenticeship for
children aged twelve to fourteen. Moreover, existing legal provisions concerning the
employment of clildren are generally not fully enforced. Young children are found on
urban streets selling goods, shining shoes and assisting transport operations, as well as
working alongside parents in rural areas. With an urban primary net enrollment rate of 65
percent and high dropout rates, there are many' children who are actively engaged in
economic activities. In urban areas, while many children are not in school, only 2 percent
of primary school age children report that they work for wages. Among children aged
seven to seventeen years, over 7 percent report that they' work for wages. Although many
of these children are enrolled in school (about 56 percent). they also report long working
hours.
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53. Working children in urban areas are Figure 3: Urban Children's Earnings

estimated to earn an average of 207 Bs per Bs/mth 1993

month-about one-tlhird of the adult wage. 250

Earnings rise rapidly witlh age, with a large 210 0
increase in earnings for children bctween the ages 100 Lj
of thirteen and fourteen whiclh is tlhe last year of 50 F7
compulsory schoolinig (sce figure 3). Children 7 to 10 11 to 13 14 to 17

aged seven to seventeen conitribute, onl average. Age
about 20 percent of total household inicomie. As in other countries in the region, the
income contributions of clildreni to family income rises with age. However, in Bolivia,
urban children as youLng as ten to thirteeni contribute a significant portion (12 percent) of
family income. The imaportanice of child labor for family well-being is borne out with
these results. In addition to foregonie income, the decision of poor families to send their
children to school is based on1 consideration of the direct cost and perceived benefits of
education. For poor famiiilies, it is estimated that a significant share of income is spent on
educating children, whiclh is a serious barrier, particularly for poor rural families.

54. In light of the high total cost
for poor families to educate their In Box 6: Scholarship Programs

Guatemala, a scholarship program, "Educate Girls!."
children-on average, the direct costs offers 25 quetzales per month per child (about US$4) for

of one year of public primary school II months to primary school girls from families with

have been estimated at between 4 and limited economiiic resources. The stipend covers

6 percent of average annual per capita minimum needs and is set at a rate that will not induce

income-some form of public dependency. A similar program offers 50 quetzales and
targets indigenous girls. These programs are modeled on

intervention may be warranted to a 1987 rural indigenous NGO program based on

increase enrollment and keep these scholarship programs implemented in other countries.

children in school. While an improved The NGO program was evaluated as successfLul, leading

supply is necessary (such as increased to high retention rates in the Guatemalan altiplano.

accessibility and provision of quality
education), as indicated (see paragraph 38), demand-side considerations may also be
important. However, the relative returns to supply-side as opposed to demand-side
interventions deserve careful analysis, including estimating the cost effectiveness. The
potential demand-side interventioni could be through scholarship programs directed
toward primary school-aged girls, particularly in rural areas, to compensate for the direct
education costs (see box 6). This could be justified given the: (i) large gap between the
education levels of boys and girls. especially in rural areas; and (ii) high social returns to
primary schooling and female education. In addition to other positive externalities
transmitted intra- and intergenerationally-more child and maternal preventative care and
lower fertility rates-higher levels of female education are associated with greater
opportunities in the labor market and lower probabilities that children will be out of
school and working at early ages.
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Investing in Human Development for Indigenous People

55. The participationi of indigenous 55.es intheparticpatn laborfoingens Table 7: Average Urban Monthly Earnings
males in the urban labor force IS for Males by Selected Characteristics, 1993
concentrated in informal sector activities. Non-
Indigenous workers possess an average of Indigenous indigenous
2.4 fewer years of schooling, and for all Overall: 609 988

levels of education earn considerably less By Education:Less than primary 468 559
(about 40 percent less) than their non- Primary complete 502 645
indigenous counterparts (see table 7). Secondary complete 747 926

While the returns to schooling increased By Occupation 1,514 2,355
for both ethnic groups over time, the gap Employer 1,118 2,157
remains and disfavors indigenous males. Laborer 418 498

Regressiorn analvses support these Employee 702 1,030
Self-employed 520 764findings: (i) the average return to labor Other 302 467

market experience is lower for Source: EIH 1993.

indigenous workcr-s; (ii) the number of
hours worked per week has a lower payoff for indigenous workers; and (iii) there is a
large negative-earnings impact associated with self-employment among indigenous
workers.

56. Statistical analysis of the urban ethnic earnings differential indicates that between
70 and 80 percent of the overall differentials is due to disparities in the productive
characteristics of indigenous and non-indigenous working males. The remaining 20 to 30
percent is unexplained, and reflects measurement error and unaccounted factors,
including disparities in ability, quality of education, experience, and discrimination.
Thus, the equalization of human development and other productive characteristics could
result in the near elimination of ethnic earnings differentials.

57. As indicated, increasing the productive characteristics of indigenous workers
would reduce etlnic earnings differentials, improve their income potential, and hence,
their ability to climb out of poverty. However, eliminating the earnings differential will
require a considerable investment in human development, which in turn implies a large
cost. Compared to direct transfers, investment in human development is more efficient,
productive, and profitable. At the same time, preferential policies (such as "affirmative
action" for indigenous workers) will not accomplish much, as the evidence suggests that
discrimination accounts for a small portion of the overall earnings differentials. Investing
in primary education for indigenous children (including the expansion of bilingual
schools envisioned under the on-going education reform) is the preferred policy
alternative, given: (i) scarce public resources; (ii) the high social returns to schooling; and
(iii) the positive correlation between increased schooling and poverty reduction.
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Increasing Access to Formal Credit

58. As in the labor market (and the land market as discussed below), there are
provisions in the laws, regulations, and institutions that restrict access to credit. I lTese
restrictions, among other things, limit the set of properties that may be offered as
collateral, and bear particularly heavily on the poor. Often, thev force the poor into non-
legal and illegal borrowing arrangements that are typically more expensive. Furthernmore,
the existing framework slows the development of sound financial institutionis iltat could
channel funds to the poor. In an attempt to expand the income opportunities ol the poor
by increasing their access to formal credit, this section first looks briefly at the role oF
access to credit. It then identifies some of the legal and institutional barriers that limnit
access to credit, explains the economic consequences, and discusses some options for
solution within the overall framework of the on-goirg financial sector reforms. 1For more
details on this section, see background paper no. 4. "Promoting Access to Forilial C'redit
for the Poor."

Access to Credit for the Poor

59. While it is difficult to
measure Whowe much the lackicu of TBox 7: Semi-formal and Informal Credlit
measure how much the lack of The semi-formal and informal credit imarkets in Bolivia arroe t
access to credit reduces the only dynamic, but also beneficial for the poor, however, at a higle
potential income earnings of the "price." In the semi-formial and informal credit miarkets, the I

poor, it is clear that some of the average loan size varies betvween US$50 and i S$S50 with anaverage maturitv fluctuating between one aMI t Ou monlt hs.
poor have investment Whereas recent annual inflation rates have been aboat I0 perceilt,

opportunities that would be interest rates can amount to as much as 50 percent a year on small,

profitable at interest rates charged unsecured loans made by nonprofit lenders-- that is. semi-tCrmrn,l
by banks. lowever, bankis will NGO lenders with access to funrds at zero intcreAt rates. (n linns

by by unsubsidized lenders attempting to cover tlhcir C. Isr oft
not make these loans to the poor. operation-that is. semi-formal unsubsidized NGOs. co,peratives.

Other lenders and credit sellers rotating savings, and credit associations (pevu(Jnakui.N)---r;nts canln
offer loans that are too small and run as high as 70 percent a year. Mlorcover, borro\vers Sl.liti:' to

the informal market face even higher inmplicit interest rate:; oi trIcharge interest rates that are too small loans over ver short periods of tirne. For aaorptc. a P

high to permit the poor to street vendor reported being charged 300 Bs in cash tr a case of'

undertake these pr-ojects (see box crackers or 310 Bs if she paid three days in the: fiiture-- -an iniplicit 

7). There is ample evidence that interest rate of more than 5,000 perceIt. lmprovemnct. ni tih Ica|
and regulatory framework could lower costs n - :. npri

the poor, including those in rural and lower interest rates paid by the poor
areas, borrow to expand their -_
financial opportunities for investment (as well as for consumption). FEven the results nl
the limited rural household survey in the poorest areas of the highlands support this--
about 15 percent of this sample borrows. Tlis survey also supports Ithe general
observation that the poor borrow from relatives, friends, money lenders. traders. NGTOs
and credit unions (see Wisniwski 1995). For the purposes of determiiininig why tile poor
do not borrow from bankis, however, it is important to note thal a ke. `aLttr is arc of
access to formal credit--either due to distance to a financial iHStilUtLt1! or iack k)!'
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acceptable collateral (see table 8). From this
evidence, it should not be concluded that if there Poor Table 8: Borrowing in Selected
were more viable financial institutions, both in Percent not borrowing 86.1%
the urban and rural areas, there would be more Reason for not borrowing:

No bank near-by a 32.6%credit available to the poor. Rather, it is more No need 28.2%
likely that if it were easier to visit such Problem of collateral a 25.8%
institutions, a greater share of the poor would Interest rates too high 13.4%
learn that they have no acceptable guarantees. Vote: a. Considered as a barrier to credit.

Souirce: 1995 Limited Ruiral Household Survey.
The options discussed in this section suggest
means of making the guarantees of the poor more economically valuable and lowering
the costs of supplying such credits by reducing the financial risks faced by lenders.
Moreover, reducing the exposure to risk by potential borrowers (that is, "business risk"),
especially in rural areas, will require additional interventions, including investments in
rural infrastructure and agricultural teclhnology.

Legal and Institutional Barriers to Access to Formal Credit

60. In the past, the government has undertaken important reforms in the financial
sector, including liberalizing and allowing for market-determined interest rates, that
should be sustained. However. much of the effort to expand access to formal credit to the
poor has focused on government administered credit lines, credit lines channeled through
public and commercial lenders, and NGO lending programs. In these efforts, the
government failed to address the problems in the existing legal and institutional
framework that made these loans unprofitable and noncollectable. As a consequence,
most of the state institutions acquired portfolios of uLnprofitable and noncollectable loans
and, in the end, some were closed. Key legal provisions which restrict access to formal
credit include: (i) homestead and exempt property provisions that make the land and
equipment held by the poor uLnacceptable as collateral; (ii) the unacceptability of movable
property as collateral; and (iii) some specific credit contract provisions. These limitations
are compounded by institutional deficiencies, including: (i) inefficient public registries
and insufficient developmenit of credit bureaus; (ii) slow and costly judicial enforcement
procedures; and (iii) no system for supervising and regulating unsecured loans. Tackling
other issues-such as discriminationi and increasing domestic savings-and removing the
constraints alone will not significantly improve the living conditions of the poor, but as
part of a comprehenisive poverty reductionl strategy within the context of the
government's on-going reforms, they will likely contribute to expand earning
opportunities. Furthermore, removing these constraints will likely have a more
immediate effect on the urban poor, but in the longer-term will likely also benefit the
rural poor. Moreover, the poor will benefit to a great degree from financial institutions
that: (i) link commercial banking practices with NGOs already operating in the semi-
formal credit market; and (ii) extend credit through solidarity group lending.
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61. Legal Barriers. By law, homestead and exempt propertv provisions limit the
amount of a debtor's property that a creditor can seize if the debtor defaults. A creditor
cannot seize a debtor's small farm because there is a minimum amount of real estate that
is exempted-the homestead, which ranges up to twenty-five to fifty hectares depending
on the area and the classification of the land. Like other countries, exempt property
provisions in Bolivia also limit the types of movable property that a creditor can seize.
However, Bolivian law defines broad categories of goods that may be exempted without
placing a limit on their value, including animals and agricultural products, machinery,
equipment and tools, mining concessions and equipment, and commercial establishments
and productive property that may be leased. As drafted, these provisions operate as
prohibitions against making secured loans to small borrowers. Even if the land or
movable property were good collateral, small borrowers cannot borrow against then.

62. Furthermore, homesteads of twenty-five to fifty hectares exceed the plot size
required to generate a poverty-level income. Farmers, therefore. may be getting more
homestead protection than they need at the expense of getting less credit. Similarly,
exempt property provisions restrict loans for the purchase of equipment or for sales on
credit. Potential formal lenders or sellers on credit will not accept them as collateral
because the equipment to be purchased could be pooled with the borrower's exempt
property and they cannot legally seize and sell these goods. In a well-supervised banking
system, bank supervisors would regard borrowers offering such collateral as unsecured.
For such unsecured loans, bank regulations require more capital or provisioning against
losses. This raises the cost of making these loans, and since these loans usually are also
riskier and smaller, banks find them unprofitable. Consequently, this protection of small
borrowers exacts a high price in limiting access to credit.

63. One solution to this dilemma is to redesign the existing homestead and exempt
property laws. Most importantly: (i) the homestead provision should be limited to a
holding sufficient to produce a poverty level income and be based on a maximum value;
(ii) the differences in homestead and exempt property provisions based on the type of
business of the debtor, the type of property, and the location of the property should be
eliminated; (iii) homestead and exempt property protection should be left to the debtor's
decision before entering into a loan agreement and should be allowed to apply to debts
arising from acquiring such property; and (iv) creditors should be required under penalty
of punitive damages to disclose any waivers.

64. In general, most formal and semi-formal lenders, including sellers on credit, will
not accept movable property as collateral-secured transactions-because the law
limits the creation, protection, and enforcement of security interests. This applies to both
tangible movable property-livestock, tools, or inventory-and intangible movable
property-accounts receivable. Specifically, the law does not: (i) provide a flexible and
inexpensive way of creating security interests; (ii) protect the lender by providing a
secure and public means of demonstrating that a security interest exists; or (iii) permit the
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lender to quickly and inexpensively enforce a security interest, either by seizing and
selling the pledged property or by taking other action against the debtor. Although
difficult to precisely quantify, an inadequate secured transactions framework hurts the
poor relatively more because they are: (i) less likely to have real estate to offer as
collateral; and (ii) most likely to need credit from suppliers or loans secured only by the
tangible movable property being acquired. Furthermore, the absence of such a framework
operates indirectly to restrict access to credit because the use of intangible movable
property as collateral for loans is limited. This makes it difficult for non-bank lenders,
including suppliers, to refinance their credit sales to the poor.

65. The establishment of an adequate framework for secured transactions will require
tackling the creation, perfection and enforcement voids previously identified. The types
of security interests that can be created simply and cheaply need to be expanded-a
generalized security interest that would apply readily to tangible and intangible personal
property needs to be created. To facilitate perfection, private or public registries that
permit lenders to readily and inexpensively identify the existence of security interests
should be established. To facilitate enforcement, consideration should be given to
removing the repossession and sale of collateral from the courts. This could be achieved
by permitting non-judicial personnel to assist in the process and by allowing non-judicial
forms of repossession and creditor-controlled sale.

66. Legal provisions require that loan contracts must be: (i) in written form (and
signed by the borrower); and (ii) entered into by a person beyond the age of majority
(currently 21 years). As such, potential borrowers who are illiterate-the majority of the
poor-and below the age of majority-which include many poor household heads and
parents-are restricted from access to fornal credit. Although legal emancipation is
possible prior to the age of 21, transactions such as selling, borrowing or offering
property as collateral for loans must carry the cosignature of the minor's legal
representative. Furthermore, an emancipated minor may enter into these transactions
only if a judge authorizes them and the minor proves that the transaction has "great
necessity and usefulness." The impact of removing these constraints may be limited in
terms of increasing the volume of direct lending by banks to the poor. However, these
constraints could be changed easily and inexpensively and are likely to have a greater
impact on non-bank sources of credit, including sales on credit and permitting banks to
refinance these sales on credit.

67. Institutional Barriers. Among other institutional deficiencies, Bolivian law
provides that different claims be registered in different registries, the most important of
which are: (i) the Real Estate Registry; (ii) the Motor Vehicle Registry; and (iii) the
Commercial Registry. The law requires public access, but this has been interpreted as
requiring judicial permission or obtaining a certificate for one specific registration of a
petitioner. Many of the lending instruments that embody security interests require public
registration, which is crucial in order to reduce the information cost and the risk in a
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security interest. Not only is it difficult to obtain official permission to search registries,
but they are organized in ways that make a search technically difficult and expensive.
This causes the transactions costs and the riskiness of lending to rise by making it
difficult to determine the priority of security interests. To improve the usefulness of the
registries, it is necessary to enforce the law requiring full public access. Furthernore, all
registries need to work better, be fully computerized, and contain indexing systems that
can search records by many characteristics.

68. While Bolivia has a credit registry-Central de Riesgos-that pools debt
repayment histories of bank borrowers, the information in it is made available only to
banks. However, for the use of its members, the chamber of commerce has begun a
borrower information system that pools information about consumer and business
payment records. Although poor small farmers or businessmen may not own land or
movable equipment, they can still establish reputations for honesty and for the timely
payment of debts on personal loans. Their access to credit will expand if they can make
their reputations known beyond the dealers and merchants with whom they regularly
deal. A comprehensive credit reporting system would allow for such a scenario and at the
same time, would reduce the risks in unsecured lending by making credible the threat that
a creditor could spoil the reputation of an unsecured borrower who did not pay a debt.
Although credit reporting is improving, actions may be taken to improve it further,
including: (i) borrowers should be allowed to give permission so that potential creditors
can access the information about them in the Central de Riesgos; (ii) the chamber of
commerce credit reporting system could be used to develop regulatory norms that would
permit the Superintendencia de Bancos y Entidades Financieras (SBEF) to regulate
unsecured and weakly-secured lending; and (iii) regulations for credit reporting rights
should be introduced.

69. Finally, bank regulations do not treat loans secured by movable property any
differently from unsecured loans. In other countries, prudent bank regulations reflect the
legal realities of collection against different types of clients and different types of loan
guarantees. In Bolivia, the regulatory treatment of movable property that serves as
collateral broadly conforms to the collection reality. Unless simultaneous changes occur
in the legal, regulatory, and institutional framework, there is little room for changing
bank regulations without substantially increasing the risk to the banking system.

70. Other Issues. The access to formal credit by the poor would be improved by the
encouragement of financial institutions to establish closer links with NGOs already
operating in the credit market. Banco Sol and Programa de Desarrollo de Micro
Empresas (PRODEM) provide one such example of close and beneficial cooperation
where the financial institution may mobilize both savings and lending using the
techniques of the NGOs, or buy out the assets of the NGO-sponsored credit system (see
box 8). In addition, the development of Fondos Financieros Privados (FFPs)-
institutions that provide both savings and lending services (including solidarity group
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lending)-will improve the access of the Box 8: The Experience of Banco Sol

poor to formal credit, particularly in Solidarity group lending is an old tradition in Bolivia.
urban areas where it is less expensive to In fact, the financial sector-enabling legislation from
organize groups. Under recent the 1930s specifically refers to solidarity groups.
legislation, FFPs are permitted to Banco Sol became a legally established bank
operate with less capital than normally recognized by the SBEF on February 1, 1992, and

began taking over the portfolio of PRODEM, an NGO
chartered banks. Loans created by which had been providing financing to
solidarity group guarantees which are microenterprises. PRODEM, which used the solidarity
not otherwise secured will be exempted group methodology, was fairly successful reaching its
by the SBEF from adverse classification. targets, while maintaining a low delinquency rate. A
To further encourage the development key to PRODEM's success was that it permitted group

dynamics to function freely without bureaucratic
of these types of institutions among control or unwanted interference from the lending
other things: (i) norms and standards for organization. Microenterprises were allowed to form
supervision and regulation of solidarity their own groups, with the only requirements being
group loans should be developed; (ii) that: (i) the individuals in a group live in close
the scope of unsecured lending could be proximity to each other; and (ii) their production or

credit needs were at a similar level. This approach
expanded by introducing more general and success has continued as PRODEM has evolved
regulatory norms for personal lending; into Banco Sol.
(iii) the law of secured transactions
should be reformed to permit the use of small loans as collateral for a larger loan from a
bank, and to permit the sale, without a court order, of collateral deposited with the FFP.
Such changes will encourage these types of financial institutions, and could replicate the
success of Banco Sol.

71. It has been asserted that banks are reluctant to lend to some groups, such as the
indigenous and women. It is difficult to test this theory, because these same groups
typically lack satisfactory collateral. However, the results from the 1995 limited rural
household survey provide some insights and suggest that this is not a problem. When
explaining why they had not applied for commercial bank credit, less than one percent of
the respondents answered that "banks did not treat me well or did not deal with people
like me." While seemingly unimportant, if there remains a perception that there could be
discrimination, it may be useful to assert in the law and in banking regulations that it is
not permissible to discriminate in lending decisions on the basis of race or gender.

72. Furthermore, it has been asserted that savings is too low, and that this limits the
investment opportunities of the poor. This explanation is not contradicted by the
existence of undisbursed credit lines. If the only issue were insufficient savings, then
borrowers would draw on available foreign credit lines to finance their investments.
Instead, these credit lines remain undisbursed because there is no well-functioning system
for channeling savings-both foreign and domestic-into the hands of investors who are
poor. As discussed previously, the barriers partly arise from the legal and institutional
shortcomings that prevent the poor from offering satisfactory collateral. Moreover,
increasing aggregate domestic savings will not substantially improve the poor's access to



-3 1-
BOLIVIA. Poverty, Equity, and Inicome

credit. If domestic savings increases, domestic savers will have just as much concern
over lending their savings without acceptable guarantees as do private lenders. If the
poor themselves were to increase their savings then they could invest more-but, to
belabor the obvious, because they are poor, it is difficult for them to save.

73. The lack of access to formal credit by the poor is sometimes explained by noting
that financial institutions do not find small loans, such as the type made by
microenterprise lenders, profitable. In a well-functioning financial system. however,
banks and finance companies play a key role in delivering small loans to small borrowers.
They are able to provide such financing through accounts receivable, chattel paper, and
credit card securitizations only when the building blocks of creation, perfection, and
enforcement of security interests against such instruments are in place.

Increasing Access to Land

74. The legal and institutional framework restricts access to land by the poor in both
urban and rural areas. As indicated (see paragraph 30), land tenure uncertainty in urban
areas (including titling) is a key factor affecting the poor's access to housing and credit.
As part of a comprehensive poverty strategy, it is therefore important to regularize urban
land tenure. However, given the extent and degree of poverty in rural areas, this section
analyzes in more depth increasing access to land by the rural poor. This must be
undertaken as part of a more comprehensive strategy, which includes among other things,
increasing agricultural productivity, incorporating sustainable natural resource
management, expanding rural infrastructure, and improving rural human development.
These have been recently incorporated into the government's sustainable rural
development strategy (see Ministerio de Hacienda 1996).

75. In general, the overall goal is to raise incomes through increased productivity in
rural areas. This can be achieved in the long run by investments that improve education,
health, and other aspects of human development. In addition, the focus could be on: (i)
increasing farm productivity through developing and extending agricultural technologies;
(ii) encouraging the development of small-scale private irrigation schemes; (iii)
improving infrastructure, particularly roads; and (iv) providing adequate land tenure
services within an adequate land policy framework. To increase farm productivity, the
expanded research program should include basic crops in the altiplano and valleys, and
export crops in the lowlands. These should be complemented by programs to improve
conservation and management of natural resources. The results from these research
efforts should be disseminated through a system of agricultural extension driven mainly
by the demands of rural communities. Complementing these efforts, basic rural
infrastructure-roads and irrigation-should be expanded to increase productivity, reduce
the risk associated with agricultural production, and reduce transportation costs for
agricultural inputs and outputs. However, as with other poverty reduction programs, it is
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important to evaluate the cost effectiveness of the different components of this strategy to
determine their priority and compatibility with given fiscal constraints.

76. As indicated, reforming the land policy framework in rural areas is a key
component of a rural development strategy to expand the income-earning opportunities of
the poor. The remainder of this section focuses just on this issue, and particularly on the
legal and institutional factors that restrict access to land by the rural poor. Moreover,
given that rural poverty and inequitable access to land are primarily regional and
indigenous in character, these aspects are highlighted. For more details, see background
paper no. 5, "Access to Land and Rural Productivity."

Legal and Institutional Framework

77. The 1953 Agrarian Reform Law was intended to satisfy the socioeconomic
demands of the peasants in the highlands and valleys. The provisions for ownership (later
incorporated in the 1967 Constitution) established that the State has ultimate rights to all
land, underground deposits, and water within the nation's boundaries. Nevertheless, rural
private properties are recognized as long as they fulfill a social function, a concept
interpreted to mean tilling the land, investing in irrigation or other improvements, or
clearing forests. Three mechanisms for allocating private property rights over rural land
have been applied. Two of these mechanisms-recognizing the peasant-tenant rights in
former latifundio and the colonization program-have benefited the rural poor. The
third, demand-based discretionary allocations of public lands to individuals, benefited the
well-off and led to widespread overlapping of claims in the lowlands.

78. The institutional framework for land issues is complex and inefficient. Land
distribution and titling has been the responsibility of both Consejo Nacional de Reforma
Agraria (CNRA) and Instituto Nacional de Colonizaci6n (INC), each of which had
jurisdiction over specified areas. Unclear specification of jurisdictions and institutional
weaknesses have created conflicts over land claims. Moreover, neither institution
transferred land allocation information to the institution responsible for the rural cadastre
or the real estate registry, and because of incompatible registration systems, there are
overlapping claims. Furthermore, since 1974, the entity responsible for forestry
concessions has operated independently from the other institutions; its concessions often
overlap with agricultural land allocations. Finally, information on properties and current
land uses is lacking, and there have been efforts to rationalize land use only recently.

79. In response to these weaknesses, in 1992 the government initiated a legal and
institutional reform. It temporarily intervened CNRA and INC and declared a moratorium
on land allocations in excess of fifty hectares. In 1993, these were extended and the
Intervenci6n Nacional CNRA-INC was established. This institution was to: (i) propose
the legal and regulatory reforms; (ii) identify and quantify public lands previously
allocated, including lands to be reverted to the state; (iii) determine the extent and
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irregularity of claims, including overlapping; (iv) identify vacant public lands, including
lands to be allocated for settlement programs; and (v) provide titling services for those
lands not subject to the moratorium. In late 1993, titling was suspended until a new legal
and institutional framework could be implemented. Along with this, the government has
started a comprehensive land policy reform that includes among other things, establishing
a new decentralized land administration institute, initiating a regionally-based gradual
process of title cleansing, defining a new human settlements policy, and clarifying the
tenure situation of public lands. Intervenci6n has coordinated the drafting of a law to
modify the land administration system. A draft of that law is now under discussion and
expected to be submitted to congress during the first half of 1996.

Land Tenure Systems, Land Markets, and Rural Poverty

80. In addition to the legal and institutional framework, there are other factors that
influence the patterns of land occupation. These factors include the: (i) size and
topography of the territory; (ii) population density; and (iii) infrastructure. Together with
income levels and land prices, these have resulted in different land tenure systems and
land markets. The existing land tenure systems can be clustered into six categories as
presented in box 9. In the categories in which the poor and extreme poor are
concentrated, access to good-quality land is limited. Even on extensive livestock ranches,
there are groups of poor-peons and seasonal workers-which have limited access to
land. In contrast, reasonable access to land is found in areas dominated by the rural
middle class. Multiple land titling is most relevant now among the non-poor, such as
independent commercial farmers.

Box 9: Land Tenure Systems
Tenure System Location Type of Tenure Incidence of Poverty

(i) Communal systems Beni, Pando, Santa Cruz, Some nomadic, some live in Virtually 100% are extremely
of hunters, gatherers, parts of northem La Paz, dispersed communities over poor-among the poorest of the
and subsistence Cochabamba, western vast areas. Land rights are poor.
farmers Chuquisaca, and Tarija not fully recognized.
(ii) Communal systems Altiplano, highland valleys Family allocations within Almost 100% are extremely
of peasant farmers in of northern Potosi and communal tenure. Most land poor. Access to good quality
the altiplano and Chuquisaca, and south is titled. land is severely limited.
highlands Cochabamba
(iii) Communal Near Lake Titicaca, valleys Tiny family farms within Most are very poor, but better
systems of peasant of Cochabamba, loose communal off than those in (i) and (ii).
farmers in temperate Chuquisaca, Tarija, and organizations. Most land is Some in extreme poverty.
valleys and irrigated western Santa Cruz titled, but plots are Access to land is limited.
regions fragmented.
(iv) Family farm Yungas, Alto Beni, Chapare, Small (10 to 50 ha) family Many can be considered rural
colonies in the eastern northern Santa Cruz farms. Most land is titled. but middle class, but some very
Andean mountains not for recent settlers. poor. Reasonable access to

land.
(v) Extensive livestock Beni savannas, Chaco Large (500 to 50,000 ha) Owners are relatively wealthy.
ranches plains, east Santa Cruz, and family and corporate ranches. Peons and seasonal workers are

northern La Paz Most land is titled. poor. Access to land is limited.
(vi) Independent Mostly in Santa Cruz, some Small (up to 50 ha) to large Non-poor
commercial farms in Cochabamba, (over 10,000 ha) farms, some

Chuquisaca, and Tarija with double titling.
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81. A key factor affecting access to land is the functioning of rural land markets-
how land disposition rights are established and enforced. Transactions in land markets
include those: (i) within traditional peasant communities; (ii) between a community
member and an outsider; and (iii) between independent farmers. In addition, tenancy
markets within communities or between independent agents and sales of unused land
(which have been previously granted by the state) have important implications for the
poor.

82. There is a high concentration of extreme poverty and limited access to good
quality land within traditional peasant communities. Nevertheless, there is evidence
that land sales occur between peasant farmers belonging to the same community, or
belonging to different communities but related by marriage or other close links. Three
aspects about these transactions are noteworthy. First, most of the land is titled through
communal titles (pro-indiviso), which specify the name of the beneficiary and the amount
of the land (both family and communal) entitlement as a pro-rated share of the
community area. Second, the land market is restricted since the majority of transactions
take place between community or community-related members. These restrictions are
not imposed by the legal framework, but by the community-the members have
implicitly agreed to have their land disposition rights strictly monitored or restricted by
the community. Third, the land sales occur in spite of the existing homestead
provisions-that is, the provision that the peasant homestead is indivisible, non-
transferable, and inalienable.

83. There has been an evolution of family allocations within communal tenures into
tiny family farms within a looser communal structure-that is, tenure type two into type
three. Most of these farmers are poor, but sales are much more common and take place
between the members of these communities as well as with outsiders, subject to the
consent of the community. While access to land is limited, three factors affecting land
transactions should be highlighted. First. although most of the peasants have supporting
ownership documentation (titles or other), the key problem faced by the majority of these
peasants is LIp-dating titles. Often, the existing title is registered in another name as the
land was either received from a former owner, including a relative, or inherited from an
ancestor. Second, although not as important, some peasants are unable to obtain titles
because their land has been received as a pro-rated share of state-granted communal land.
Finally, most land tenure conflicts are resolved with the intermediation of a communal
leader or some other type of traditional local authority. This implies that land tenure
conflicts are resolved more efficiently at the local level, and that the use of state
institutions is minimized. Within communities, tenancy markets do not require
regulation and the community plays an important part in enforcing the contracts-that is,
the community itself imposes the restrictions. More specifically, land-scarce farmers are
able to rent land, establish themselves as tenants, and gain communal recognition.
Similarly, there are no major restrictions between independent agents in tenancy markets.
In the absence of a strong communal organization, the enforcement of contracts between
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independent individuals requires an efficient enforcing institution which currently does
not exist.

84. Independent farmers in the lowlands can be classified as small settlers, livestock
ranchers, and medium and large commercial farmers. Settlers are better off than peasant
farmers in the highlands, that have reasonable access to land, but are poorer than the rest
of the independent farmers. Medium and large livestock ranchers are well-off and by
and large have their land rights consolidated. Medium and large commercial farmers, on
the other hand, are a mixed group. Some have evolved from small farms (that is,
following the "farmer" path of development), while others emerged as a result of policy
distortions on land allocation patterns (the "junker" path). This last group has problems
with overlapping of titles with other groups (indigenous people, migrant settlers,
ranchers, forestry reserves, and so on). Many of these individuals have not used land to
fulfill a social function as required by law and the constitution. Most of these lands
remain unused, and some have been sold on a speculative basis, creating both
irregularities and uncertainties in regional land markets.

85. In the altiplano, updating titles may marginally improve the functioning of land
markets, but it will continue to be restricted by the community itself. However, in the
long-term, if agricultural productivity in the altiplano increases, lack of titling will
become a factor constraining the functioning of the land market, limiting access to credit
and limiting investments in land improvements. In the lowlands, the clearing of multiple
titles, allocation of public lands, and encouragement of small peasant farmer settlements
within the framework of environmentally sustainable use of the land could contribute to
improving the welfare of the poor. As part of the on-going land administration reforms,
key issues the government is addressing include: (i) approval of a new land law; and (ii)
implementation of a modem land administration system, that regularizes existing titles
linked to the rural cadastre. Some specific provisions that should be incorporated into
this law include the: (i) a definition of land tenure regimes (public, communal, and
private) that clearly establish the property rights of land holders; (ii) a simplification and
decentralization of land titling procedures and conflict resolution; (iii) a clear,
transparent, and simple regulation of land markets incorporating the characteristics of the
tenure regimes; (iv) criteria and rules for reversion and expropriation of lands; and (v)
guidelines for settlement (particularly encouraging small farmer settlements in the
lowlands), land taxation, and biodiversity conservation. A key provision to include in the
land administration system is the introduction of geographical dimensions to titling,
registries, and surveying. Given the potential impacts on expanding income,
implementation of these reforms should be accelerated.

Ethnicity and Access to Land

86. The indigenous dimension of access to land can be separated into the: (i) Andean
groups; and (ii) Amazon, Eastern Lowlands, and Chaco groups. These groups, which in
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general are extremely poor, lhave distinct histories and face different challenges with
regard to access to land.

87. Andean Indigenous Groups. Aymara and Quechua peasant farmers in the
Andean departments constitute the bulk of the extremely poor in the country, numbering
some 2.2 million. The majority of these households (91 .4 percent) speak their native
language at home, and most household heads, wvho tend to be male, have between four
and six years of schooling. Furthermore, per capita consumption levels among these
groups are very low--the estimated average is about 1.2'()0 Bs per year (US$245). With
regard to access to land, the main constraints faced by these groups are: (i) little and low
quality land, combined with poor infrastructure; (ii) severe parcel fragmentation, resulting
mainly from demographic pressure; (iii) gradual deterioration of old lands through
erosion and salinization, among other things; and (iv) limited opportunities for accessing
better-quality lands in other areas. Most of the land of these farmners was either received
directly from CNRA or inherited fromn an ancestor (father or grandfather) who, in tum,
received it from CNRA.

88. In these areas, lack of titling is not a rnajor problemn. Only one-third of parcels
(primarily in the highlands of La Paz) do not have a title, btut even in those cases there is
often other ownership documentation. However, empirical analysis shows a positive and
significant correlation between consumption level and whether a household has title to
the land farmed, but the direction of causalitv is not obvious. Furthermore, in peasant
households, higher consumption is positively (but statistically insignificant) correlated
with the amount of land farmed. This statistically weak result can be explained by the
heterogeneity of land parcels-larger parcels are not necessarily more productive. For
example, small farms in Cochabamba--where lantd is of relatively good quality-are
associated with higher consumption levels than larger farms in semlii-desert Oruro-where
most land is for pasture use. °

89. Constraining their access to land. the important titling problem faced by the poor
peasants in the highlands is up-dating, that is, nearly half of all ownership documents are
in an ancestor's (or other relative's) name (see table 9). The current legislation is flawed
in its provisions of recognizing land inheritances, transfers, and subdivisions in an
expedient manner. Since CNRA often issued tWlo types of titles-individual and
communal (pro-Indiviso)-many in these peasant communities parceled-out their
communal lands, and were unable to obtain titles. Although presently this is not a major
constraint, as the land market develops, out-dated titling may become a bigger problem.
More importantly, conflicts over land tenure in tlhese areas are rare-only 16 percent of
these surveyed reported tenure problems, and about a third of the problems were over

0 The link between household income and access to land, u:lo'wng for land quality' adjustments. was evaluated
using a different rural data set (a 1991 survey froimi Cochabamba). These results show a positive and statistically
significant (at the 99 percent level) correlation between income and a quality adjusted land variable. This
supports the argument that greater access to quality land is essential for increasirng thte incomes of rural poor.
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subdivisions among relatives and inheritants. Most of these conflicts-about 90
percent-are resolved at the communal ievel.

90. The above discussion applies mnore oi' less
simiarlyto te Ayara nd Qechu, bu Ihee |Table 9: Access to Land in Selected Poorsimilarly to the Aymara anid Quechua, but there Rural Areas of the Highlands, 1995

are some gender and regionallv-based differences Characteristics
worth noting, specificaily as regards the Aymara Mean parcel size (ha) 0.46

and Potosi Quechua as opposed to the (standard deviation) (1.29)

Cochabamba Quechua. I'he stronger communal (standard deviation) (21.62)

bonds among the Aymara partly explains the fact Share of irrigated land ( %) 20.4
that Aymara households tend 1o stay together or Access to Land (% of total)
migrate as a whole, while only men migrate in Original allocation from:IAgrarian reform 4.5
Quechua households. As such. frmale-lheaded Inheritance 79.4

households are more common among the Purchase 10.5
Quechua. While the law does not discrimninate Rental 0.7
against females with regards to land tenure riglhts, Sloarecropping 2.6
it has been asserted that indigenous customs and 1S12orce: 1995 Limited Rural Household Survey.

traditions have constrained females' access to
land (which affects the Quechua tc a greater degree). The Aymara are poorer
(concentrated in the altipiano), m(ore exposed to weather-induced risk of crop failures,
and have more limited access to quality land than the Cochabamba Quechua
(concentrated in more benign valleys). Moreover, the role of the community in land
tenure issues is more impor-tant for the Avrriara and Potosi Quechua than for the
Cochabamba Quechua. who maintaini a less traditional communal structure.

91. Amazon Basin, Eastern Lowlands and Chaco Indigenous Groups. Although

distinct from the Andean group, th:;se indigenous groups are by n-o means homogenous.
Many of these groups live permanently in the rain forests, others are concentrated in
remote communities, and there a.rc a fe\ truly nomadic groups who have virtually no
contact with the rest ol the co(a{Lry. ]ioWL\ er, the majority of the groups live in semi-
permanently settled smnll comlmn-lities (a iew dozeni f;amilies) and periodically move
depending on the season. Some communities are discontinuous and geographically spread

over large areas, while other groups live in communities concentrated within fairly well-
established territories. Finally somie groups are fa!rly well organized, due primarily to
their numbers and support fiom NG()Os, w hile the smaller groups are loosely associated in
larger pan-regional organizations. Neve rtheless, all groups face some common
challenges regarding access to land. NIore specifically', the land claims of most of these
groups have only been partial ly recognized in the last five to ten years. The Marcha

Indigena (1992) resulted in several supreme decrees that recognize the territories of the
most important groups. Today, the most crucial issue faced by these indigenous groups is
the explicit legal ratification of these terTitorial demlands.
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92. In general, improved access to land for the indigenous people requires a definition
of land tenure regimes that clearly establish the property rights and obligations of
indigenous landholders. For those in the Andean regions, the major problem is out-dated
titles, but regularizing titles will only provide marginal benefits because of the strong
communal influences. The simplification, decentralization, and regularization of land
titling will likely benefit the recent indigenous settlers in the lowlands. Finally,
protection by law of their territorial claims is the most important action for the indigenous
groups in the Amazon Basin, Eastern Lowlands, and Chaco.

V. CONCLUSIONS

93. Given the extent of the problem and the scarcity of public resources, the
government should continue to focus its efforts on improving the most essential public
services and removing key constraints that limit the earning opportunities of the poor.
More specifically, within a disciplined overall fiscal framework-necessary for sustained
stable growth-public resources should be channeled to primary education, basic health
care (after a comprehensive sectoral strategy has been established), and water and
sanitation. To increase the earning opportunities of the poor, the key is to increase
productivity, particularly both labor and agricultural productivity. This can be achieved
most effectively through investment in human development-that is, schooling. Given
the low level of rural human development, particularly among indigenous girls, and the
intergenerational benefits associated with educated females, primary education for girls
should be the major focus of public intervention. In addition, to complement investment
in human development, some effort should be made to remove key constraints in other
factor markets-credit and land-to further expand the earning opportunities of the poor.
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