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This Technical Note was prepared by the Environmental and Social Safeguards Unit (VPS/ESG)
of the Inter-American Development Bank (IDB). ESG works to promote the environmental and
social sustainability of Bank operations. It collaborates with project teams to execute the IDB’s
commitment of ensuring that each project is assessed, approved and monitored with due regard
to environmental, social, health and safety aspects, and that all project — related impacts and risks
are adequately mitigated or controlled. ESG also helps the Bank respond to emerging
sustainability issues and opportunities.

This manuscript documents the experience of the Inter-American Development Bank in
managing the environmental and social impacts of road paving, rehabilitating and maintaining
selected segments of the Santa Cruz-Puerto Suarez highway corridor in eastern Bolivia, and
presents lessons and recommendations on how such impacts can best be identified, assessed and
addressed in large ecologically sensitive and socio-culturally diverse areas.

This document was prepared under the supervision of Janine Ferretti, Chief of the Environmental
and Social Safeguards Unit (VPS/ESG). The principal author was John Redwood 111, consultant.
Insightful inputs were provided by Colin Rees, Ernesto Monter, Jonathan Renshaw, Graham
Watkins, Eloise Canfield, Alberto Villalba, Juan Carlos Paez and Maria da Cunha. Editorial
support was supervised and provided by Gabriela Infante and lona Hawken.



Contents

o1 0] 017/ 1 PR 1
EXECULIVE SUMIMAIY ...ttt e e e e e ettt et eee bbb s e s s ee e s s s e e e e e e e eeeeeeeeeeesnnnnnnns 4
I. The Technical Cooperation PrOJECES. ... i ee e e eee s 6

Il. The Santa Cruz-Puerto Suarez Integration Corrietoject (BO-0036) ...........ccevvvvvvvvvrn 8

lll. Environmentabnd SociaProtectionof the SantaCruz-Puerto 8arez Highway

(@0 g To o] (= © 001 3 ) I 23
[V. Project BARCKGIOUNG. ... ..o e s 25
V. Results of theéStrategic Environmentadssessment (FBA) ........ccevviiniiiiiiiiiiiiieeeeiiiiiiinne 03
VI. ProjectDesign,Componentsand Implementation Arangements............cccccceeeieeennnnn. 33
VII. ProjectFeasibility @an0dRISKS .........cciiiiiiiieeieiiiieeeieeieieie s s e e e e e e e e e e e e eeeeansnnnnnnnnes 41
VIII. Project Implementatioand SUPEIVISION........cccoeeeeeiiiiiiiiiiiiiee s eeeree e e e e e e 44

[X. CONCIUSIONS ANOLESSMIS. ... e e e et e e e e e e e e et e e e e e e e e e e eenns 53



Acronyms

ABC

ABT

All
AID
ANMI
AW Ps
CABI
CAF
DDRR
EU
EIA
EIAS
EIS
FNDR
FPS
FSO

FUNDESNAP

GADSCZ

GEF-II
HPP

IIRSA

Bolivian Road Administration

Forest and Land Inspection and Social
Control Authority

Area of Indirect Influence

Direct Area of Influence

National Area of Integrated Management
Annual Work Plans

Capitania del Alto and Bajo 1zozog
Andean Development Corporation

Real Property Registry

European Union

Environmental Impact Assessment
Environmental Impact Assessment Study
Environmental Impact Statement
National Fund for Regional Development
Fund for Social and Productive Investment
Fund for Special Operations

Foundation for the Development of the
National Protected Areas System

Autonomous Departmental Government of
Santa Cruz

The Global Environment Facility Project
Hidrovia Paraguay — Parana

Iniciativa de Integracion Regional de



INRA

IUCN

LP

MDA/DNA

MSDP

NEDC/UNAR

OPEC

PASA

PDPI

PDSCZ

PDSCZ/AACD

PLOT

PMACI

PN
PNAT
PO

PPM

Sudamérica
National Agrarian Reform Institute

International Union for the Conservation of
Nature

Loan Proposal

National Direction of Archaeology of the
Ministry of Economic Development

Ministry of Sustainable Development and
Planning

National Unit of Archaeology of the
Ministry of Education, Culture and Sports

Organization of Petroleum Exporting
Countries

Environmental Application and Monitoring
Plan

Development Program for Indigenous
Peoples

Prefecture of the Department of Santa Cruz

Competent Departmental Environmental
Authority

Land Management Plans / Municipal
Territorial Zoning Plans

Protection of the Environment and
Indigenous Peoples

National Park
National Program for Land Administration
Plan of Operations

Prevention and Mitigation Plan



PPM-PASA

PUMA FOUNDATION

ROW
SEA
SERNAP

SDRNyMA

SIF
SSA

SNC

TC
TCO
TCOs
TSG
UEP

USAID

VMARNDF

WB

WCS

Prevention and Mitigation Plan and
Environmental Applications and
Monitoring Plan

Fundacién Protecciéon y Uso Sostenible de
Medio Ambiente

Right of Way
Strategic Environmental Assessment
The National Protected Areas Service

Secretariat of Natural Resource Development
and Environment

Forestry Superintendency
Socio-environmental Supervision

Servicio Nacional de Caminpklational
Highway Service

Technical Cooperations

Original Peoples Land Management Plan
Lands of Indigenous Origin

Technical Support Group

Project Executing Unit

Agency for International Development of the
United States

Vice-Ministry of Environment, Natural
Resources and Forestry Development

World Bank

Wildlife Conservation Society



Executive Summary

In April 2002, the Bank approved two interlinkedahs for the Santa Cruz-Puerto
Suarez Corridor in eastern Bolivia. These loansewpreceded by two Bank Technical
Cooperation grants, the first for US$ 750,000, aped in October 1999 and completed in
December 2000, to finance preparation of a Stratégvironmental Assessment (SEA) for the
improvement of this major transportation corridbine second entailed a grant of US$ 150,000
(of which US$ 30,000 was later cancelled), approwediovember 2000 and completed in
March 2004, to finance an Advisory Panel to overseestruction and other activities along
this same highway corridor. The loans, for a ta&lUS$ 96 million, were for paving,
rehabilitating and maintaining selected segmentsthid highway (US$ 75 million) and
associated environmental and social protection ureasalong its entire length (US$ 21
million). The first of these two investment opeoats was completed in June 2011 while the
second is ongoing with roughly 65% of the corregjiog Bank loan reportedly having been
disbursed by the end of August 2011.

One of the principal defining — and strategic atfees of the parallel projects for road
improvement and environmental and social protectionthe Santa Cruz-Puerto Suarez
corridor was that they were to be operationallynd degally — interconnected in an effort
to ensure satisfactory progress with respect toldtier prior to proceeding with the former.
However, during the course of implementation, beeaxf significant delays in the execution of
the agreed environmental and social protection oreasamong other factors, they were, de
facto, delinked and Bank disbursements for the roggrovement part of the program were
allowed to go ahead in advance of adequate progmsard the previously prescribed
requirements regarding the associated environmenthlsocial management interventions to
be taken in the road’s area of influence. This Isingdministrative action effectively
undermined the initial design of the two delibelataterlinked operations and, in the process,
greatly reduced the Bank's leverage with the boelowo ensure that the necessary
environmental and social protection measures inSédweta Cruz-Puerto Suarez corridor would
be taken in a timely way vis-a-vis the road improeat activities also financed by the Bank,
as well as by other donors, including the Andeandi@pment Corporation (CAF) and the

European Union (EU).



As a result, the Bank-financed road improvemenestments under project along
the corridor have now been completed, while manyth& associated environmental and
social management activities intended to help mtégthe potential direct and, especially,
indirect adverse impacts of the road improvemerdgsséll not adequately in place. Also, as a
consequence, according to an April 2010 supervisigsion, the joint projects were not in
full compliance with any of the Bank’s present enmimental and social safeguard policies.

Among the most important conclusions and lessoom fa review of these road

improvement-related projects in Bolivia are thddaing:

1. While the SEA did a good job of identifying the potial positive and negative direct
and indirect, including induced development, impaaf the proposed road
improvement project, it gave insufficient attentititin potential cumulative impacts of
the road investment and other ongoing or propossgldpment projects in the road’s
area of influence; the possible trans-boundary otgpaf the road project (i.e. on the
neighboring ecologically sensitive Brazilian Pa@iiaas the result of increased vehicle
traffic resulting from the improved road in Boliviand any needed additional
environmental management and mitigation measures algo overlooked.

2. The fact that there were considerable differenagesthie scope and cost of the
environmental and social management and mitigatio@asures associated with
different versions of the SEA is important becaiises essential both that: (i) the
territorial and substantive scope of the managemedimitigation measures required to
address the likely adverse impacts of the roadeptdpe adequately identified and
assessed and that their associated financial bestgoperly quantified and provided
for and (ii) they be explicitly considered in theoeomic analysis of the associated
road investments.

3. No matter how well designed a project may be frameavironmental and socio-
cultural management perspective, at the end ofdthewhat matters is how well the
proposed environmental and social measures areeinguited and what their actual
results are; among other things, this means their fimplementation needs to be
carefully monitored and supervised and their oute®mmeed to be thoroughly
evaluated.

4. Careful environmental and social monitoring and rBaver and Bank supervision of
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major road improvement — and other infrastructurgrejects is also essential to

ensure that unanticipated impacts are properlytifikth and addressed during the
course of project implementation; when differentnBasector units and both field-

based and Headquarters staff are involved in thixgss, as in the present case,
supervision activities also need to be well cocatid.

5. The Bank needs to ensure that its administrativera during the course of project
implementation do not undermine critical aspectspudject design, including, as in
the present case, operational interconnections amsciated legal obligations that
were designed to assure adequate protection andationh of potential adverse
socio-cultural and environmental impacts of majarastructure investments in their
respective direct and indirect areas of influendet taking this precaution is also
important so as not to effectively “devalue” thdoprstrategic environmental and
social assessment work undertaken as an importamtgbd project preparation and
critical input into project design, and, as of JAB06, an unambiguous Bank safeguard

requirement.

I. The Technical Cooperation Projects

The Plan of Operations (PO) for the first of theotWechnical Cooperation (TC)
operations observed that the Bank was “considahegpossibility of partially financing” the
Santa Cruz-Puerto Suarez Transportation CorridojeBr to establish a highway connection
between Bolivia and Brazil. The first phase of fv@ject would entail construction of the
Pailén-San José Highway Project, which was schedfde approval in 2000. According to
this document, the feasibility study for the coondwhich included the Environmental Impact
Assessment (EIA) and the final designs for thisnsag of the road had been contracted in
1997 “after protracted delays of a process begut®Bv.” However, a review of these reports
by the Bank identified “certain areas that needegrovement. In particular, the EIA was
based on the environmental considerations appécablthe time the corresponding terms of
reference were prepared and would not meet theemumequirements for financing the
Project.” More specifically, additional studies weneeded “to conceive and detail a sound
strategy for government and Bank actions aimedeatldping an adequate environmental
management framework to address the potential itapaicthe projectand to examine the



developmental possibilities in the area of influené the Corridor.*

The PO stated that consultants were being hiréla fends from three complementary
Nordic technical assistance operatiéndhe work to be carried out under the Bank-financed
TC, consisting in part of a Strategic Environmeitatessment (SEA) of the proposed project
that “would encompass more than just an EIA for gpecific highway construction,” would
be coordinated with these other activities. Theeciyes of the TC, more precisely, were
described as follows:

The study to be contracted (SEA and upaédtine EIA) would conceive and develop in

detail an adequate strategic environmental managenframework to address all

the identified indirect, long term and cumulativetgntial socio-environmental
impacts of the Santa Cruz-Puerto Suarez Transportation Cormriddis framework
would then guide the governmental and Bank actimiated to the corridor. Also,
the consultant would complete the analysishe direct impacts that were covered in
the EIA originally commissioned. The SEA studyséelromote sustainable regional
development, with strong private sector participati and to maximize the benefits
from this development for residents of the progee'ea of influenceparticularly the
lower income populatianThe study and the integrated consultative procéssuld
demonstrate to civil society the awarenagsall major socio-environmental issues
involved in the project. It wilalso show the commitments of the Bolivian government
and the Bank to address these issues in an adegumatdimely fashionensuring the
informed participation of civil society in all stagesof project preparation and
executiort

The study would be carried out by an internatioaalironmental planning and
management firm. It was expected to involve a numtfe specific areas and activities,

including, among others: (i) develop and carry aygublic consultation strategy that “ensures

! Inter-American Development Bank, Bolivia: Plaf Operations — Strategic Environmental Assessnuérihe

Santa Cruz-Puerto Suarez Transportation Corrid@ 9904003-BO), Washington D.C., October 1999, pdrds
1.3, pg. 1.

2 specifically, consultants financed by the Norwegirust Fund would “improve the environmental plagnby

carrying out the compilation and maintenance oeawironmental spatial database,” Danish Trust Fesdurces
would be used “to support the compilation of trensportation data needed for the studies and ingsitation of
the Corridor investments,” and Swedish trust fundsild “assist in defining actions for parcel deliation and
land titling for the indigenous population and atlwver income individuals that fall within the aref influence of

the corridor.” (Ibid. paras,. 1.4-1.6, pp. 2-3)
® Ibid., paras. 2.1-2.2, pg. 3.



an informed, timely and effective participation aivil society;” (ii) evaluate “all relevant
potential socio- environmental impacts” of the mepd Corridor Project; (iii) assess “the
synergy of the project with other major existing mlanned infrastructure projects in the
region, as well as potential conflicts” among th€m) evaluate, from an environmental and
social standpoint, “all projeclternatives considered in the technical and ecanéeasibility
studies” undertaken to dat&) assess the adequacy of the existing national legnd
institutional framework “to address the major issumvolved in project preparation,
execution and post-construction phases;” (vi) ifgnt'sustainable regional economic
development” opportunities; (vii) identify the “befits that would result from sustainable
regional economic development, determining the calion of these benefits among
geographical regions, and provide a strategy tarenthat a maximum amount of resulting
benefits accrue to communities in the project'saakinfluence; and (viii) elaborate an Action
Plan “to address all major issues identified toueashat all relevant actions necessary to sound
project implementation are carried out on a tinelgis.*

The firm that was to carry out the work brieflysdebed above — and detailed in
the corresponding Terms of Reference — was expéotéeé contracted in October 1999 for a
period of 6 to 8 months. The study, which was etgmkto be completed in April-May 2000,
was seen as being “a key element of the criticth @ approval during year 2000 of the
Pailon-San José road in the Santa Cruz-Puerto Swamweidor.” It would have two final
products, the SEA and the revised EIA, with theirdiéfe version of the latter to be
delivered only after public consultation on thelipnénary report was concluded.

[I. The Santa Cruz-Puerto Suarez Integration Corridor Project (BO-
0036)

According to the Executive Summary of the Bank’sahoProposal (LP) for this

* Ibid., para. 3.2, pp. 4-5. Other elements torteéLided were: (i) identify the basic conditions farticipation of

the private sector, particularly micro, small ancedium enterprises, in sustainable regional economic
development and provide a strategy to encouragh padicipation; (ii) evaluate the quality and dsgrof
completeness of the existing EIA and make the msacgsnodifications to bring it into full complianegth the
Bank’s policies and requirements; (iii) summarike tesults of the analysis of alternatives andrétienale for

the selection of the recommended alternative; andr(ake the necessary modifications in the exigfhA with
special emphasis on the section dealing with preghasitigation measures (i.e., the Environmental &gment
Plan).

® Ibid., para. 8.2, pg. 7.



operation, the goal of the larger program (hereaftee Program), of which this project
(hereafter, the Project) was an essential part, twdsmprove Bolivia’'s integration with the
region and international markets, while promotiegreomic efficiency in the various regions
and production sectors by reducing transport casts travel time, with improved highway
conditions and traffic safety.” Its specific objectives were to: (i) lower transjation costs;
(i) reduce travel times; (iii) guarantee that thghway remains passable from the beginning
of construction; and (iv) improve transportatioriesa for drivers and passengers, and their
cargoes along the Santa CruRuerto Suarez Corridor (hereafter, the Corridor)oré/
concretely, the Program consisted of ggurfacing and construction of various sectionthef
Corridor, including “refurbishing the roadbed aral/img of 571 km of highway in two phases,
guaranteeing continuous serviceability througholé tcorridor.” The PL observed that
“environmental strengthening and mitigating measwsdl be carried out at the same time
under a separate program financed in its entirgthb Bank.” The first phase of the IDB-
financed part of the road improvement part of thegPam was expected to cost a total of
US$ 90 million, of which the Bank would lend US$ @fllion, and the second phase, US$
87.5 million, including a prospective second IDEaoof US$ 70 million. Proceeding to the
second phase of the Program would be contingenh upeeting certain conditions set out
later in the LP (see below).

In addition to enhancing the international flow gbods, the Project, which was
expected to benefit “all residents of Bolivia, jpautarly those living in the Santa Cruz
region,” was anticipated to generate the followsmecific positive results: (i) reduction in
transportation costs; (ii) improved access to fparnstion for passengers and for the shipment
of agricultural production, livestock and manufaetll goods; (iii) greater safety in the
transporting of passengers and freight, lesseriiegrisk of accidents, reducing travel time
and improving routes; and (iv) lowering highway mntenance costs. Associated risks,
according to this source, were: (i) a complex fmag and execution schedule, which
requires coordination among various donors witlied#int disbursement periods, procedures

and policies; (ii) a sector with a history of exxigsly long construction periods and cost

® The main text of the LP defines the Project’s nabfective in somewhat different terms: “to impra@nomic
integration of Bolivia’s eastern region and suppdavelopment of the production sector through bette
communication with domestic and international meg’kébid., para. 2.1, pg. 19).

Inter-American Development BanBolivia: Santa Cruz-Puerto Suarez Corridor ProjeBhase 1 Washington
D.C. 2002, Executive Summary, pp 1-2.
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overruns; (iii) failure to provide local counterpaontribution on time; (iv) the SNCSErvicio
Nacional de Caminosr National Highway Service] has yet to complets institutional
reforms; (v) heavy demand on the resources ofaaeernment of Bolivia; and (vi) highly
complicated environmental picture due to the indireffects of the PrografhWith regard
to management of the project's potential environt@leimpacts, more specifically, the
Executive Summary of the LP affirmed:
The Vice-Ministry of Environment, Natural Resourcasd Forestry Development
(VMARNDF) has granted an environmental permit -viEonmental Impact Statement
(EIS)-- authorizing SNC to carry out constructionriss throughout the corridor. Given
the magnitude and complexity of its direct and necli effects, it was decided during
project preparation that it would be best to deathwthe social and environmental
impact of the works separately. Accordingly, ProjB©-0033 was devised in order to
mitigate the Program’s impact and ensure consiségmuiication of rigorous criteria for
environmental protection and mitigation of advessiects throughout the corridor.
Various, increasingly detailed environmental stsdieere carried out in the course of
preparing the highway construction Program and #weompanying Project BO-0033:
(i) an Environmental Impact Assessment Study (Elg®pared in conjunction with the
highway engineering studies; (ii) the Strategic iEEmvmental Assessment (SEA), which
reviewed and built upon the findings of the earlldAS; (iii) a special study on the
system for regulating land ownership in the arda;) the Work Plan detailing activities
under BO-0033; (v) Report from the Senior Advideayel; and (vi) a new EIAS based
on the final plans for the highway and submitted dyprivate consortium. The
conservation strategy adopted will work in sevedakections at once: (i) clarifying
property rights and returning to the State largadis of public land suitable for forest
management; (ii) regularizing land settlement clgim the area; (iii) strengthening the
management of protected areas, especially protectimeasures themselves; (iv)
reinforcing surveillance in forested areas and cohing unlawful clearance of land; (v)

promoting practices to encourage sustainable usenatural resources; and (Vi)

8 Ibid., pg. 3.
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compensating the losses of persons directly affeayethe corridor by improving their
quality of life®
In short, the proposed road improvement project twase accompanied by a parallel
project to address its potential adverse enviroriateand social impacts, which will be
reviewed in further detail in the next section loiktreport. Efforts to mitigate the project risks
identified above, in turn, were expected to includmong others: (i) financing for the first
phase of the corridor is virtually assured; (ii) GNwvill apply consistent technical and
environmental standards throughout the corridod @il have a Technical Support Group
(TSG) to assist with details of the various corttrag systems and the rendering of accounts
vis-a-vis each financing source; (iii) SNC is makisystematic progress in the application of
institutional reform measures; implementation afsth measures is a condition of eligibility for
a loan from the World Bank (WB) for the highway w&c and the WB is monitoring
compliance in this area; and (iii) this operatisrclosely linked to progress under BO-0033;
construction work on the corridor will not begintilithat project is well under way.Among
the special conditions prior to first disbursementturn, was that Loan BO-0033 had been
declared eligible for disbursement. One of the otoatractual conditions was that:
The bidding conditions for construction companiesl dor the public call for proposals for
supervision of the works, and their respective i@mt$, must include the obligation to adhere to
and enforce the procedures for environmental mamesge and control of the works established
in the Operating Plan for Project BO-0033, and iecardance with the SNC Executive
Resolution No. 10 of 10 March 2002. These requirgsnehall apply as well to the bidding
conditions for the activities of maintenance antatalitation of the various gravel sections.
Before beginning highway construction works, theCS3$\all present evidence that its Socio-
environmental Administration and the Vice-Ministfy Environment, Natural Resources and
Forestry Development (VMARNDF) of the Ministry aktainable Development and Planning
has provided environmental training for the Socnwieonmental Inspector, the Socio-

environmental Supervisor, and the contractor whib Iné carrying out the work. This training

° Ibid., pp. 2-3.

19 bid., pg. 4. Other risk mitigation measures wePeSNC will apply criteria and procedures agréedn advance
with the Bank in the contracting and supervisiomofk, in order to minimize this risk; (i) SNC witreate a local
counterpart trust fund (the FAL) and Santa Cruzdepental Prefecture (PSC) will make automatic Gbutions
to the fund in a pre-established amount, thereloyaieg uncertainty; and (iii) the Government of B@ has
provided for the counterpart resources and viuadisured the financing for the first phase; howethe highway
sector’s share of public spending during the Pnmégaexecution period could result in a reductionredources
available for other sectors, creating tension élerevel of indebtedness and public expenditures.

11



will include both  general environmental prctien information and project-specific

instruction on topics indicated in the environmérgarmit. The pertinent bidding conditions

will list these requiremenfs1L

The conditions for proceeding to the second stag¢he proposed Program were
also briefly stated in the Executive Summary of thE® as follows: “the primary
conditions...have to do with management of the highssstem, progress in execution of the
Program, highway maintenance, institutional ref@ma environmental protection. The degree
to which they have been attained will be analyzeding the mid-term evaluation of the
Program, which will be carried out within 30 monfieiowing the start of construction work
on the Paraiso-El Tinto section. The Bank will reeea report by no later than June 2005
listing the evidence andocumentation required for assessment of thesditomms.™?

The LP sets out the rationale for the project irthfer detail by noting initially that,
while Bolivia’s Andean highlands, which accounted dne-third of its land, but housed about

70% of its population, “despite the rugged terama climate, and a lack of arable land,...

The remaining two-thirds of its territory is madp af tropical savannahs in the Amazon region,
the lowlands of the Paraguay River basin, and tlhed® floodplains. Their vastness, moderate
topography and variety of natural resources malas¢hregions the natural choice for expansion
that would alleviate the demographic pressure anAhdean zone, add new production activities
to the national economy and consolidate the pragreade to date. Santa Cruz, in particular, has
the potential to become a major agricultural andustrial center that could help diversify the
country’s economic base, stimulate new industrevedlopment and generate new employment
opportunities. In the last decade alone populatpowth in this department has outstripped the
national average, the amount of land under cultorathas grown steadily, and Santa Cruz has
become the leading contributor to GDP among Bols/idepartments, currently accounting for
over half of the country’s agricultural production.

However, the lack of connecting routes, both withim region and between this department and
other areas of the country as well as foreign merkis one of the biggest single obstacles to the
realization of its economic potential. ImprovingetiSanta Cruz- Puerto Suarez corridor will

significantly reduce transportation costs for pasgers and freight alike, and avoid the long

™ |bid., pp. 5-6. Another condition was that “work the Paraiso-El Tinto section will not be put éader until
work has begun on the rehabilitation and mainteeafcgravel roadways in the El Tinto-San José dig@tos,
Roboré-El Carmen and ElI Carmen-Puerto Suarez ssttid the highway.

2bid., pg. 6.
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period of total isolation during the region’s rairseason, as well as its partial isolation during
the rest of the year. It will also give a boost {9:employment in the region’s productive sector
through more intensive and diversified agricultared growth in the agribusiness sector aimed at
export markets; (ii) the forestry sector includimglustrial processing and exportation of timber
products; (iii) the mining of calciferous mineragsd manufacture of cement (operators are
already in production but lack reliable transpod Santa Cruz and intermediate towns); (iv)
operations in the free zone that has been creatd@uierto Suarez [on the border with Brazil];
and (v) existing tourist facilities in the Puerta&ez region and others that could be developed
around sites that UNESCO has classified as patti@fcultural heritage of humanity.
In addition to linking the local economy, the higlywforms part of an East-West corridor
connecting countries on the Atlantic coast (priaBrazil) with Chile and Peru. The corridor
itself has been identified by IIRSA (Iniciativa ldéegracion Regional de Sudamérica) as a vital
route with the greatest potential for regional igtation, this highway being the final link and
thus of great importance for completing the corridSpecifically, it will strengthen Bolivia's
links to MERCOSUR -- especially Brazil and to as&eslegree Paraguay -- and, via the Hidrovia
Paraguay-Parana (HPP), improve access to Argentiiaijguay and the markets of Europe and
North America. Given these considerations, upgradhis highway has a very high priority in
the Government of Bolivia’s development pléehs
The LP observed that Bolivia's road network coresistf some 56,500 km, 10,500 km
of which were part of the “basic highway systemtlanthe responsibility of SNC. There were
also some 4,200 km of secondary or feeder roadwliach the departmental prefectures were
responsible and 41,800 km of “country roads” unoemicipal jurisdiction. Much of this
network, however, was located in the Andean andhsestern parts of the country. In
addition, there was an existing railway betweent&&ruz and Puerto Suarez. However, the
document affirmed that it “cannot replace the higlgveystem or match the services that this
system provides, particularly in terms of persanability and the movement. These services
are currently being provided by the railway at |ogsng up scarce resources (right of way,
rolling stock and personnel) which could be appkésewhere more efficiently.” It goes on to
argue that:
the railroad is a highly specialized mode of tramgdor moving very large-scale traffic

which it is better equipped to handle (just fouogucts currently account for 76% of the

13 |bid., Main report, paras. 1.2-1.4, pp. 1-2.
13



volume of the trade carried by train), especiallizaere it moves these products from

virtually one end of the line to the other (an age distance of 609 km in this case). All

of which means that the railway is poorly equippedneet the demand from existing
communities along its route, much [less] the regmients to which expanding
agricultural production is expected to give ris®nsequently, the railway and highway
system will have complementary, rather than comipetroles to play in providing new

opportunities for local inhabitants and producetike.'*

The LP also provides further background informatwnthe proposal to develop the
Santa Cruz- Puerto Corridor, noting initially thahad “long been recognized as an important
route for promoting regional and international emoit integration,” but there had also been
problems, especially financial difficulties thatchdelayed its implementation. After a proposal
to improve the road in part by means of a privaiecession arrangement was rejected, the
Bolivian Government “decided that the best optionthe country was to carry out the works
with public funding only, with the support of theaBk, CAF, the EC, and OPEC.” Thus, the
Program was expected to have four different exteurading sources, including the Andean
Development Corporation (CAF), which was one of tBank’'s partners in support of
IIRSA, the European Commission, and the Organinatib Petroleum Exporting Countries
(OPEC), in addition to the BarlR.

The document then describes the Program, thed®rajed its proposed phasing in
general terms, including the reasons for the comfillancing arrangements, with the more
specific division of labor among various fundingusmes for different segments of the road
summarized in Box 1 below:

The Santa Cruz-Puerto Suérez corridor extends sé82km and links the country’s fastest

growing area -- in terms of economic and demogreygfnowth alike -- with the largest domestic

1 bid., para. 1.12, pg. 4. More specifically, aating to this source, the railway “links the citiegsSanta Cruz and
Puerto Suérez, and, taking a southward branch 8anta Cruz, also links that city with the town adcdiba and
the northern tip of Argentina. Proceeding westrfrBuerto Suarez, the rail line reaches the Braziitavn of
Corumbda. Despite its international connectionss thilway primarily serves Bolivia's foreign tradeector by
providing a link to the Hidrovia Paraguay-Parand, 4o a lesser extent, aiding trade with Braziparticular. Built
between 1948 and 1967, the railway has some 7006fknack within the corridor area and has been ateerby a
private company since 1996. Its passenger sepléges an important role since it is the only forfrtransportation
available to people living in smaller communitiel®ray the corridor in towns such as Roboré, San d&sé
Chiquitos, etc., who benefit from cross-subsidativith its freight services.”

'3 |bid., paras. 1.35-1.38, pp. 11-12.
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consumer centers and with export markets. Its cocisbn, however, is no easy task. The first
obstacle to be overcome is its very size, contisumture, importance and cost. Past studies
demonstrate that construction of the highway isitda throughout its length, and that demand
would be relatively high, requiring a paved highwayilt to technical standards. This, in turn,
increases costs to a point where the funding reglirepresents several years of the SNC’s
investment budget.

The Program consists of building the corridor. Taka a project of this size feasible, the
Government of Bolivia has attracted the interest ardy of the Bank, but also of other donors
(EC) and bilateral and/or multilateral financingstitutions (OPEC and CAF).

However, construction of this magnitude takes tiswethat a system has been designed for
carrying out the work in two phases. The Bank,Bfe and the CAF will participate in the first
phase, while only the Bank, OPEC, and CAF haveaifféinancing for an eventual second
phase. The funding formula adopted is that of palréinancing, with sections of the highway
distributed among participants according to eache'snfinancing capacity and periods for
approval and contracting of construction works, aflwhich will be carried out in accordance
with the same set of technical and environmengaldards defined by the SNC and agreed upon
by the Bank during preparation of the operation.

The first phase of the Program calls for paving Begaiso-San José de Chiquitos-Roboré (346
km) section; rehabilitating the gravel-surfaced BobEl Carmen (139 km) section on the
existing route; and carrying out maintenance worktbe various gravel sections (88 km). The
second phase will complete paving of the entirgidor through construction of the Roboré-El
Carmen-Puerto Suarez (227 km) section on the neadbed, and performing routine
maintenance on the sections built in the first ghastil completion of the corridor.

The Project is the combination of works and ad@sitthat the Bank will partially finance. Its
first phase will include construction of the Pai@isl Tinto section, rehabilitation of the gravel-
surfaced Roboré-El Carmen section and routine rea@nce on the El Tinto- San José de
Chiquitos and Roboré-El Carmen-Puerto Suérez sestimtil paving work can be carried out
on them. The second phase will finance construatibthe Roboré-El Carmen section and

provide post-construction maintenance on the sestaready pave?f

18 bid., paras. 2.3-2.6, pp. 19-20. The Projectld@iso include technical supervision of executibithe sections
for which the Bank is responsible, as well as tezdirand management support for execution of tlegiam, three
special studies, and the outside auditing.
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Box 1. Construction and Financing ArrangementgherSanta Cruz-Puerto Suarez Road

Santa Cruz-Pailon-Paraisosection (61 km): this section, which is paved throughdsipart of the
corridor covered by this Project baill not be the site of any construction work.

Pailas Bridge: a new 1,404 meter bridge over the Grande Riveritaraccess roads forms part of the
Santa Cruz-Pailon section. Motor vehicle trafficremtly uses the railway bridge, sharing that strue
with trains and having to halt traffic in alternalieections to allow a single lane to cross, cagisimajor
delays and conflict with the railway, which is tpencipal mode of transportation in the corridor at
present. The new bridge will be built with a loair¢ady approved) from the Economic Development
Fund administered biEXIMBANK of Korea for (US$ 23.0 million) and a counterpart contribatof
US$ 4.6 million.

Paraiso-El Tinto section (124 km): part of the Paraiso-San José de Chigjsiéztion (207 km), this

will be financed by the BankThis is the section with the highest demand siheeoves through an

agricultural area of consolidated landholdings greht potential for expansion. It also serves aomaj
livestock-raising area which produces for the comsumarket in Santa Cruz.

El Tinto-San Joséde Chiquitos section(82 km): together with the foregoing section thisetch
completes the connection to the rural center of Beé de Chiquitos. The financing for this operatio
comes via alonation from the EC(US$ 47.5 million). This section will receive ring maintenance
services paid for with resources from the Banklwatirk begins on construction, which is expected to
occur in mid-2004.

San JoséRobor é section (140 km): part of the San José-Puerto Suarezhiréie longest and least
used section of the corridor. Together with the &® sections, this completes the portion to be
improved to the pavement level during the firstgghaThe financing for this will beandled byCAF.

Robor é-El Carmen section (139 km): using the Bank's resources improvements will be made to
the gravel surface and in routine maintenance pmd on this section during the first phase to ensu
continuous access and serviceability in all kinflsveather. During the first phase as well, all majo
bridges will be built on the new route for this See, usingresources from the ECThis section is
scheduled for paving in the second phase.

El Carmen-Puerto Suarezsection (88 km): recently rehabilitated up to gravel roagvstandards,
this section provides adequate service for passesmdecles and trucks. Routine maintenance services
will be providedwith the Bank's resourcesin the first phase. Further rehabilitation and fdving is
scheduled for the second phase.

Source: IDB, Loan Proposal documemtyemghasis)
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The PL also indicates that financing had been ggdror both phases of the Program,
with that for the first phase consisting of a conation of grants and concessional and
commercial funding. IDB resources would come frdra Fund for Special Operations (FSO).
The main source of financing for the first phasetlod Program, however, would be CAF,
which was expected to provide “a maximum of US$ hfilion under commercial terms
and conditions* with the Bank lending US$ 75 million and the EC\iding a grant of US$
47.5 million. The second phase would be financeohgmily by the Bank, OPEC, and CAF.
Counterpart funding for both phases would come fibi Bolivian Government, including
a contribution from the Prefecture of Santa CfuZlhe document also reiterates the
interdependence between the Project and the daB&@K033 operation, affirming that:

in effect, its activities are dependent upon shgwhat significant progress has been made in

the various activities designed to mitigatee tdirect and indirect effects produced by the

operation. The Program, which involves other finahcagencies, has a more distant

relationship to BO-0033. However, under Resolutiam 10 adopted by its Board of Directors

on 10 March 2002, SNC ordered that certain measbeeapplied to the Program, i.e. in all of

the sections where construction works would be iedrrout, regardless of the source of
financing. These measures have to do mainly wighettiort to mitigate direct effects on the
environment (environmental cleanup and regular@atbf encroachments on the ROW), the
responsibilities of the works supervisor and coaotioa vis-a-vis the environment, and the
environmental monitoring capacity of SNC and VMARND

The main text of the LP also provides further dstaegarding the conditions or
“triggers” to be met by the Program before moviogtihe second construction phase. With
respect to program execution, these included thewmg: (i) updated engineering designs for
the sections to be built during the second phase&ake of substantial change in the initial
designs, the designs must include an updating ef rieans for mitigating the direct
environmental impact of construction on those sesti (ii) satisfactory progress has been
made in the works carried out with resources fraheoco-financing agencies, in accordance
with the schedule agreed upeith the Bank, with a maximum delay of six (6) niuos

including the application of measurespevent or mitigate adverse environmental effeéts o

" The table on the next page, however, indicates B IBAn of US$ 90 million for the first phase.
18 |bid., para. 28., pg. 21.
¥ bid., para. 2.11, pg. 22 with ROW referring tayRi of Way.
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those works® There were also conditions related to highway rgameent, maintenance and
institutional aspects, as well as with regard tovimnmental matters.” The latter, more

specifically, were as follows:

U all of the land in the municipalities of Pailén,rSdosé de Chiquitos, Roboré,
El Carmen Rivero Torres, Puerto Suarez and Puetijai@, as well as the entire
surface of the protected areas of San Matias, Gt Kaa-lya, which are part of the
Area of Indirect Influence of the highway, have meegistered in the Real Property
Registry (DDRR), whether as public or private lamasl except for cases currently in
litigation;

] all payments of monetary compensation, the oephent of housing and
socio- economic rehabilitation of all properties darfamilies affected by the
claiming of ROW throughout the entire length of thghway have been completed,

except in the case of expropriation through legateedings;

° the mitigation measures have been completed eompensation provided
for environmental impact on communities, and therapon has been transferred to

municipalities and/or communities as appropriate;

° Land Management Plans (PLOT) have been completed¢h#® municipalities
of Pailon, San José de Chiquitos, Roboré, El CarRiearo Torres, Puerto Suarez and
Puerto Quijarro;

° the Original Peoples Land Management Plan (TCO)lkas drawn up;

] at least 6,000 urban lots have been registered théhLand Registry in the six
capital districts of Pailon, San José de Chiquitsboré, EI Carmen Rivero Torres,
Puerto Suarez and Puerto Quijarro;

] the consulting firm hired to prepare the Global gosal for Regional
Development has begun work;

° SERNAP [the National Protected Areas Service] hascessfully completed

the activities set out in the Annual Work Plans (R¥Y, according to the reports of

2 |bid., para. 2.24 (b). In addition, there was eed to present a financial plan “which shows thaficgent

resources are available-- either own or outsideuregs -- to complete the construction of the domiplus audited
financial statements have been submitted as ratjaind any recommendations from the independentaust the
Bank have been implemented.”
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the Socio-environmental Auditor;

J the Forestry Superintendency (SIF) has successtoligpleted the activities set

out in the AWPs, according to the reports of thei®@@nvironmental Auditor;

U the Environmental Supervision Office of SNC hasfqrened in accordance with
the Operating Plan for BO-0033 and been an effegbresence at the work site, and
the environmental management procedures haven beomplied with by the
parties during the work;

U the Socio-Environmental Inspection Office of the XRINDF has performed
in accordance with the laws of Bolivia and the catmmnts agreed to with the Bank,
according to the reports of the Socio-environmetalitor; and,

the Socio-Environmental Auditor has issued repods the degree of
environmental impact and nonconformity in the execuof the works, approving
them?*
The document went on to state that the indicatmngetify progress with respect to the
various “environmental issues” mentioned above wmesented in the Logical Framework
of Project BO-0033 and included, “by way of examgle the number of hectares in each of
the six municipalities and the three protected srdet are part of the area of indirect
influence of the highway have actually been tited registered in the DDRR; (ii) the number
of hectares in the three protected areas that epé fkom illegal deforestation and outside
incursion; and (iii) the number of individuals aally compensated and paid.” Finally, it
observed that “to present the evidence and docwatientrequired to demonstrate fulfillment
of the conditions established as targets for tlwors# phase, SNC, in coordination with the
Ministry of Sustainable Development and Planningustmimplement information and
monitoring systems on the use and status of thedoorthat will make it possible to analyze
the issues underlying these conditioffs.”

The LP also contained a specific section on scama environmental feasibility and

associated recommendations. It begins by affirntimag “given the nature of this project

(virtually a greenfield operation), with a highw&y be built over a very broad geographical

L |bid. para. 2.24 (e), pp. 27-28. For a definitifithe Program’s Areas of Direct and Indirect lefice see the
next section.
2 |bid., paras. 2.25-2.26, pg. 28.
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area which is highly vulnerable, both socially amavironmentally, has only a very basic
level of development with little consolidation, yaiso enjoys enormous economic potential,
the preparation of this initiative has had to takeount of both its direct and indirect impact,
and its cumulative and long-term effects.” It added thagnsidering the extent and
complexity of theoperation’s likely indirect effects, “it would Heest to separate the financing
of its construction works from efforts to mitigaits environmental impact, by preparing an
independent project to deal with the latter.” Henitee BO-0033 project was prepared in
parallel. More specifically,
the construction and upgrading of the Santa CruerRuSuérez corridor will lead to a major
expansion of the agricultural frontier and thedstry sector. These and other effects can only
be seen as positive developments when adversd aadi@nvironmental effects are controlled
and mitigated. This is what BO-0033 is designed dod for this reason it is essential that the
programs set out in BO-0033 be implemented on #tesdand in the form described. BO-0033
includes all of the environmental mitigation adie$, and covers the corresponding costs, for
mitigation of the indirect effects (Plan of Actiamgused by improvements made to the corridor.
With regard to direct effects (the PPM-PASA prograO-0033 includes environmental
mitigation activities, and covers the costs coraging to the first phase of the Highway
Project. Mitigation of direct effects during thecead phase will have to be financed by BO-
0036, following criteria consistent with those atipfor this Project?3
To deal with indirect effects, the Plan of Actiam BO-0033 calls for developing the
following programs: (i) regularization, titing andegistering of land; (ii) indigenous
program; (iii) environmental conservation (managipgtected areas and protection of
forests); (iv) institutional strengthening and saisible development for municipalities;
and (v) communications. BO-0033 calls for the itmesnt of US$ 15.4 million.
To deal with the direct effects, the PPM-PASA of@A3 will develop the following
programs and activities: (i) replacement of losge=placement of housing, economic
compensation and socioeconomic rehabilitation @& #ffected population, mitigation
and compensation for the socioeconomic impact afsttoction on neighboring

communities); (ii) protection and rescue of culiuend architectural heritage; (iii)

3 |bid., paras. 4.14-4.17, pp. 54-55. It then stakat “the cost of mitigating environmental impé&can integral
part of the budget for construction of each sectiom includes the measures and works required thei Highway
Project’s EIA, in accordance with environmentahtgical standards and the Code of Conduct of thé&evsr”
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information and social interaction; (iv) supervisi@and socio-environmental monitoring

of the work; and (v) socio-environmental inspactof the competent environmental

authority. The PPM-PASA calls for an investmeriy % 5.0 milliorf*

In terms of the conditions to be included in thentcact for this road improvement
operation, finally, the LP indicates that, in ordi@rthe first disbursement for the loan to occur,
the parallel loan for BO-0033 must be eligible fiisbursement. And as a condition to be
met prior to awarding a contract for constructioorkvon the Paraiso-El Tinto section of the
highway, SNC, on behalf of the Borrower, “must pmsto the Bank's satisfaction a
report describing the progress made in executingDB88.”> Among the specific evidence
that needed to be included in this report are tiv@s listed in Box 2 below (see also the next
section). The document also observed that, withe@sto clearing the Right of Way (ROW)
for the road, the parallel project “specifies tldldwing objectives: (i) clear the areas of the
ROW required for improvements or construction oé thighway as soon as possible; (ii)
replace or provide adequate compensation for tee & land, improvements, housing and
facilities affected by the creation of the ROW:;)(imitigate and compensate the various
socioeconomic effects that construction, or thesgmee and operation of the highway will
have on neighboring communities; and (iv) ensthiat socioeconomic rehabilitation is

provided for the affected populatiéh.

% |bid., paras. 4.18-4.19, pg. 55. On this basierarironmental license was granted.

% |bid., para. 4.26, pg. 56. According to the LAs tkeport would result in “a joint administrationission by the
Project Teams of BO-0033 and BO-0036, and the Cpubffice (representatives from CAF, the EC, anbeot
financing entities may also be invited on this naisg”

% |bid., para. 4.27, pg. 57. Here it also referscifjcally to para. 2.33 of the Loan Proposal f@®-B033.
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Box 2. Required Reporting Requirements Prior taafdhof Contract for Paraiso-El Tinto Section

o That clearance of the ROW of the Paraiso-El Titatien has been completed, for which: (i) the
replacement, payment of compensation or total indfécation of losses of land, improvements and Ifaes
affected by creation of the ROW, and, in the cdd®asing, that the replacement of same has beatized or,
for those where the process has not concludedstludt persons be deemed to be in "protected” statds(ii)
socio-economic rehabilitation has been initiated fbe land, families and individuals affected byet
authorization of the ROW.

=

o That the individual consultants have been hiredlierSocio-environmental Supervision of the SN, te
consultants for Socio-environmental Inspection uritie VMARNDF and the Socio-environmental Auditq
have been hired; and that they have received trgim the topics and environmental characteristicshe
Program, particularly matters referred to mitigatimf direct effects and the responsibilities of tmntractor
and works supervisor vis-a-vis the environment.

=

) That the activities of the Social Action and Managat of the Loss Replacement Program are beingedair
out.

o That the Ministry of Sustainable Development ananRing has disbursed the resources for establishing
three Trust Funds administered by the Fondo paesérrollo de los Pueblos Indigenas de Américmaat el
Caribe (Fondo Indigena), Fundacion para el Dedarrdel Sistema Nacional de Areas Protegidas
(FUNDESNAP), and Fundacion Proteccion y Uso Sobterde Medio Ambiente (Fundaciéon PUMA).

) That the regularization, titling and registratiohland activities are under way in the municipa#tiof
Pailon, San José de Chiquitos, Roboré, El CarmeerRiTorres, Puerto Suarez and Puerto Quijarrojratite
Protected Areas of San Matias and Otuquis undetitbetion of the specialized firms hired for tpisrpose.

Source: IDB, Loan Proposal document

In short, the Bank loan for the Santa Cruz-Puettar&z Integration Corridor and that for
Environmental and Social Protection of the Santaz€Ruerto Suarez Highway Corridor were
directly linked, with implementation of the phydig@nstruction part of the former (i.e., of the
Paraiso-El Tinto segment of the road) being comaiiil to effective start-up of the latter. The last
paragraph in the LP for the road operation, in,fatdates, under the heading of “risks,” that “the
Project presents a high degree of environmentapt®xity owing to the indirect effects that it will
generate,” noting further that “adequate measutesoffset those effects” are taken undD-
0033%’

2" Ibid., para. 4.30 (f), pg. 58. The five otherksamentioned are: execution and financing schemesteuction;
counterpart; institutional; and fiscal.
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1. Environmental and Social Protection of the Santa Cruz-
Puerto Suéar ez Highway Corridor (B O-0033)

According to the Executive Summary of the respectivoan Proposal, the
objectives of this Project are “to minimize, comtrmounteract and compensate for all direct,
indirect, cumulative, long term or synergic sociodeonmental types of impact caused by
the implantation and operation of the Santa Crugd®uSuéarez highway corridor.” The
Project, which included an additional US$ 3 million co-financing from the Nordic Trust
Fund, would also “promote environmental conservatind a process of sustainable social and
economic development in the area of influence, dooedance with Bolivian law and Bank
standards.” More specifically, it would involve mgation of: (i) indirect impacts of the
associated road improvement project “through ttland registry of lands in the Direct Area
of Influence (AID) of the Corridor, important suppiwe actions for indigenous
communities, for protected areas and forests, Mfstitutional strengthening and promotion
of municipal development in the six municipalitwghin the AID, and actions which help
to incorporate the affected population or thoseraggted in development of the Highway
project as well as environmental conservation;” afg its “direct impact through
repayment for losses caused because of cessioneofight of way and the protection of
archeological and cultural Heritage, as well asehsination of information on the project and
establishment of channels for dialogue with locabes.”

It is interesting to observe the similarities afifferences in the Bank’s approach to
addressing the environmental and social impactthisf road improvement operation with
that for the paving of a portion of the BR-364 higly in the Amazonian state of Acre, Brazil,
which was approved at almost the same time (MayR00the form of the Acre Sustainable
Development Project. This followed an earlier maRank-financed project for pavement
of another section of the same highway betweensthée capital cities of Porto Velho
(Rondbnia) and Rio Branco (Acre), approved in 128 closed in 1997, which had an

innovative special component for environmental ammdligenous peoples’ protection

%8 Inter-American Development Bank, Bolivia: Enviroental and Social Protection in the Santa Cruz-Buert
Suéarez Corridor (BO-0033), Washington D.C. 2002edttive Summary, pp. 1-2. In addition, “actions for
environmental supervision and auditing are alsonmmd within the Project to cover activities invalvan the
public works, and periodic audits to guarantee etien in accordance with environmental standards.”
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(PMACI).?° The majodifferences between the two approaches were th#tgei Bolivian case:
(i) the road improvemerind environmental and social impact managemend péthis larger
program of Bank-supported activities were contaiiredeparate projects; and (ii) national
rather than state government institutions werelirech
For the Bolivian operation, observing that, as emvironmental project, it was
“obvious” that its actions would benefit the envineent -- but would not be produced in the
case of non- execution — according to the Execi8wammary of the LP, its expected benefits
were:
(i) an improvement in the administration of progetghts for lots and regulation of
land use; (ii) greater legal security due to inoar# to promote more sustainable use
of soil resources while assuring the property sgbt small farmers and indigenous
landholders; (iii) an improvement in systems ofis&ggtion and titling of real estate
that will permit greater efficiency in collectinggperty taxes; (iv) the return to the
state of large extensions of land suitable forgogemanagement; (v) organization of
territorial occupation; (vi) strengthening of auwlg of forests and control of illegal
clearing and logging; (vii) strengthening of mamagat of protected areas; (viii)
promotion of practices for sustainable use of ratuesources; (ix) training of
municipal governments so that they can show grdasgtership in terms of meeting
new social demands and responsibilities; (x) tranfor social organizations to
improve the quality of citizen participation; (xpromotion of the conservation of
archeological and cultural heritage; and (xii) ngpant of losses to those directly
affected by the Highway project at a higher ratbnder current conditioris.
The project risks, identified in the same placerené) the weak institutional capacity
of public bodies and private executors and co-etoesy (ii) possible lack of interest in
project execution on the part of the incoming adstiation; (iii) social or environmental

incidents/disasters with serious international repgsions; (iv) the legal framework is

9 For a more detailed discussion of this experiesee, John Redwood Ill, Managing the Environmental a
Social Impacts of Major IDB-Financed Road Improvetmrojects in the Brazilian Amazonhe Case of BR-364
in Acre, consultant’'s report, Washington D.C., J@§11 and Mary Allegretti, Carlos Ramirez, and Anne
Deruyttere (editors), Public Participation and &instble Development in the Amazon: Thas€ of PMACI,
Inter-American Development Bank, Washington D.Gec@mber 1998.

*0|DB Loan Proposal, op. cit., pg. 3.
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modified in a way that conflicts with project objees; (v) institutional instability with
changes in the principal executing bodies; and (@ Project is not carried out or
postponed, and the right of way that has beentergs as state land is occupied yet again
by invaders The Project, which is institutionallyery complex, also had a large number of
legal conditions which will be discussed furthelowe as will its proposed institutional
arrangements. In addition, it had an execution ogerof ten years, representing an
exception to Bank policy, “with disbursement datirgm the effective date of the Loan
Contract, with the objective of allowing the ewgon of the following subprograms during
this same period: Indigenous Organizational Develept, Management of Protected Areas
and Forest Conservation, and disbursements fowitesi related to the control and

supervision of utilization of resources disburseecifically for these subprogram¥”

IVV. Project Background

The main text of the Loan Proposal (LP) provideditamhal background information
regarding the Corridor improvement Program, obseyvinitially that “the Bolivian
government has decided to build the highway prdpgcsections, pave integrally and assure
permanent transit through the construction peraicect building costs are around US$ 331
million dollars, and will be financed by the IDBupean Union, CAF and others. Given the
lack of concessional resources to finance the oectgin of the highway in just one phase,
the BO-0036 operation will be structured in two & with a Bank loan of US$ 70
million for each one.” It was likewise affirmed théghe Government and the Bank had

“agreed that measures to mitigate socio-environatanipact will be applied based on

31 |bid., pp. 3-4. According to this document, theiks would be mitigated, respectively, by: (iesific
actions to strengthen the pertinent institutioni3; gistablishing clauses in the Loan contract toe parallel
highway project which conditions project disbursatseto compliance with goals of the present openaitn
advance; (iii) mechanisms will be established tevpnt and resolve conflicts before they get ouhafd (iv)
contractual commitments override potential charnigdegislation; and (v) establishment of progranalgahat
are linked to disbursements.

%2 |bid., pg. 9. The Executive Summary of the LP goedo state that “the Bank usually does not petheise
types of terms and disbursements as regards tlaialuof specific projects and traditional globahhs (GN-
750-1, paras. 1.05 (a) and 2.08 (a) and GN-20&e2tion Ill. B). With this in mind, the following iproposed
as regards execution of these subprograms: (a)thleaexecution period previously indicated alsohapp
Fiduciary funds that will be set up to finance theee subprograms; and (b) that nearly the totaduannof
resources assigned to these subprograms be dighatre@e time; that the interest earned from theseurces
be used for the execution of these subprograms;ttatdthe period of justification for the utilizati of the
totality of these disbursements also be ten years.”
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uniform criteria along the Corridor's entire extmms no matter what scheme is
implemented for building and financing.” This apach was justified in the following
terms: “despite necessity, economic importanceallsocial support and the prioritization
of the national government, the Corridor project paoceeded at a very slow pace over the
past decade. In addition to budgetary limitatidhs, Highway project has been the subject of
controversy due to concerns within the national artdrnational communities as regards
social and environmental matters. This is why arpragch that considers socio-
environmental aspects is needed in order to achiete¥national financiahpproval for this

project.”?

The LP describes the Program’s area of influeneéined in terms of the “spatial
extension” of the highway project's “impacts as ytheaffect socio-environmental
components.” As a result, three levels of areasfbience were defined “in accordance with
the amount of territory covered:

The Area of Intervention covers work sites, including the Right of Way (RQW)

dumps, borrow pits, access roads, work camps, induplants and other installations

or auxiliary areas that will be utilized during tlwenstruction phase. This area is
made up of a long and narrow stretch of territd@Q( meters wide and 570 km long),
with smaller areas close by.

The Area of Dired Influence (AID) covers all areas that are affected or directly

influenced by the ROW and by the highway's congtamcand operation, as well as

all other related effects. The physical-biotic @amiment is contained in an area that
is a strip several kilometers long, running aloagreside of the ROW. In terms of
socioeconomic aspects, the entire municipal teyrits included, as the corridor

passes through six municipalities — Pailén, Sam@ dlesChiquitos, Roboré, EI Carmen

Rivero Torres, Puerto Suarez and Puerto Quijaroovering a surface of 65,180 km2,

with a population of 86,500.

The Area of Indirect Influence (All) is made up of all of the areas that are

indirectly affected due to new accessibility and developmeesguiting from the

% |bid., paras. 1.8, 1.10, and 1.1 pg 2. Asdhateove, however, the actual Bank loan for the firmse of the
road |mprovement prOJect was US$ 75 (rather thaf Vm million.
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improved highway, and synergy with other projeci®&e All covers a very large
extension of land that includes much of the Santa& @epartment because it includes
the following: existing or proposed protected ayg¢he continuity of some extensive
ecosystems (the Chaquefio Forest, Chiquitano Fdaggdos de Otuquis, Pantanal),
indigenous communities, and the spatial expansibmprojects that have potential
synergy with the highway, particularly the naturgds pipeline to Cuiaba, the
waterway and the Santa Cruz - San Matias - Cuiabd.rA study area has been
defined covering nearly 226,000 km2 (2/3 of whi@&iong to the department of Santa
Cruz and 1/5 is national territory), that coversménicipalities (some partially) and a
total population of 240,000. A large part of thisdy area includes the area exposed
to the most significant impacts, and that is thegtog this Project’s actiorn.
One of the main problems affecting the Programsaaof influence is the very
confused local land tenure situation, which istfartdescribed in the LP as follows:
the current land tenure situation is mainly theule®f a titling process that took place during
the agrarian reform from 1953 to 1993. During tiperiod there was a proliferation of titles
and great inconsistency in the titling processeetihg nearly 35% of the lands in Santa Cruz.
This is the principal reason why many lots do nmtenclearly defined property rights. Titles
given out during this period did not contain an gdate physical description and so today it is
difficult to know the exact size and geographicifgms of the lot. At the same time these titles
were not backed up legally because they were mpstexed in the country’s general property
registry, resulting in multiple titling problemsrfthe same lot. As a result of these problems,
nearly 40% of the lots are tied up in legal dismﬁ
The picture regarding the land rights of indigengeoples and with respect to
forestry concessions was, if anything, even moraptex. According to the LP document, “in
Bolivia, historically the property rights of indigeus peoples and rights to communal lands
have been ignored. Lands grants for indigenous aamtres have not been backed up

legally, with the result that many lots have beeh-divided and sold informally. In the case

% |bid., paras. 1.13-1.16, pp. 2-3. Emphasis iricisaiine.

% |bid., paras. 1.17-1.18, pp. 3-4. It goes on % “s& in the rest of the country, legally-acquigivate lands in
Santa Cruz also suffer from great insecurity asngsg property rights. It is estimated that apprataty 70% of
urban lots and 10% of rural lots have registeremperty titles. Legal insecurity is caused both bg turrent
rudimentary registration system in the DDRR, thatkes it difficult to track the historic sequencepobperty
transactions, as well as the lack of an adequais ¢ensus (cadastre) in the country, which meaaetls no
complete graphic archive of lots.”
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of protected wilderness areas and forestry conmessithe state has awarded lands to
individuals in these areas despite laws prohibiting titing of these lands. All of these
cases have worsened the problem of land tenureighout the country.” In the mid-1990s,
however, the Government had begun to reform the & institutional framework in order
to rationalize land administration, including appab of agrarian reform legislation that
created the National Agrarian Reform Institute (INR an Agrarian Court, and an
Agrarian Superintendency “to control and regulatelluse management.”

In the words of the LP, “this new legal framewaopkovides the foundation to
normalize and consolidate agrarian property rigats] will allow owners to obtain registered
titles that aregeographically referenced. The procedure utilifmdtitling will help resolve
current conflictover possession, help obtain legal titles for lggadsession, will annul bad
titles, provide recognition for property rights,opide a legal register of real estate and
registry of agrarian property in the Registry ofaRRights (DDRR). At the same time, the
legal framework will allow the establishment antirtg of Lands of Indigenous Origin (TCOSs)
that will be carried out in areas where indigenpasples live.®® This process was reportedly
affecting nearly 2.2 out of a total of 37) millidrectares in Santa Cruz, while in the case of
indigenous lands, “since 2000, INRA has been hagdhver 8.5 million hectares of the TCO
belonging to 11 communities in the department oht&aCruz, with the support of the
Development Program for Indigenous Peoples (PDid) Banish bilateral support” Other
activities were being supported with resources fesrather Bank loan and the World Wildlife
Fund?3®

The LP also briefly describes the various envirental studies carried out in
connection with preparation of the associated iogg@tovement project, more specifically: (i)

a first EIA, carried out jointly with road enginésy studies; (i) a Strategic Environmental

% |bid., paras. 1.19-1.21. The World Bank was fugdthese tasks through the National Program for Land
Administration (PNAT), approved in 1995 and recegyisupplementary funding in 2001, and through tbedi¢
Development Fund.

% |bid., para. 1.22, pg. 5.

% Specifically, “with operational resources from thestitutional Strengthening component of the Minyisof
Sustainable Development and Planning (MSDP) (92®6F, the following activities are being financ€d: the
production of basic maps and densification of tleedgsic system and (ii) the definition, identifioat and
establishment of perimeters of the urban zone ®fsth municipalities within the AID. A diagnostitusly of land
tenure in the protected areas of San Matias anduitus also being carried out with financial supidoom the
WWEF. This project will permit preliminary zonifigan (sic) in order to identify problems with propetines
between the titling areas and forestry concessemmdareas of human intervention.”(lbid., para41i. 5).
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Assessment (SEA) and the revision/ supplementingp@fprevious EIA; (iii) a special study
on the Regulatory System for Land Tenure; (iv) apefations Plan for the present
Project; (v) the participation of a high level Adery Panel; and (vi) a new EIA based on
the highway’s final design and presented by a peicansortiunt’ As noted above, items (ii)
and (v) were financed by two earlier Bank TechniCaloperation operations, while (iv) is
a normal part of Bank project preparation. The SEBAparticular, contained the following,
according to the LP, as the result of which, togethith the revised EIA, “a broad-reaching
Action Plan was formulated to serve as a guidefdiure actions in terms of territorial and
socio-environmental management:
(i) an environmental diagnostic study that covergetse areas of influence within
the project; (ii)) a broad process of public constilbn and interaction with the
national government and diverse social sectorg) (ihe analysis of the Project’s
impact, both the direct effects of the highway’sstauction and operation as wedks
all indirect, synergic, cumulative and long termnsequences that result frothe
Corridor’'s development in interaction with othergpects; (iv) the construction and
evaluation of long-term scenarios that help to sisze the future of the region
given different hypotheses for action; (v) the gesneasures to prevent, mitigate and
compensate for consequences; (vi) the organizaifaimese measures in a series of
programs that enable planning; and (vii) the desigha participatory system of
institutional program managemefft
As concerns the Action Plan, however, the LP afirthat, due to “budgetary
restrictions, the national government and Bank edjte limit the Project’s scope to a series of
priority measures, all considered as absolutelyicafi to insure the Highway project’s
feasibility and within the country’s financial capg.” This suggests that not all of the
proposed actions recommended as part of the Plaa, we fact, incorporated among the
environmental and social management and mitigatieasures, in practice, to receive funding
under this Project. The LP goes on to state tls® measures were implemented through the
elaboration of a Project Operations Plan, andftmgitated: (i) the establishment of priorities

% Elsewhere, the LP indicates that “during the fismester of 2001, the CVI Consortium preparedaafié for
the Highway project on the basis of the engineefimghe final design for the highway’s entire eag®n.” (lbid.,
para. 1.30, pg. 6)
“Obid., para. 1.26, pp. 5-6.
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and adjusting the Action Plan to financial restoias; (ii) detailed coordination of programs

with future executing entities; and (iii) readjusti programs and establishing a detailed

operative plan for implementatiofi"It alsoinformed that:
the Bank hired the International Union for the Cenation of Nature (IUCN), with the goal of
securing independent advice for both the Bank amid/iAn government as regards strategies,
priorities and opportune actions to insure envir@mtally and socially sustainable
implementation of the Highway project. This will fm@vided by a high level Advisory Panel
made up of four international experts and coordathby the Director of the Office of the
Ombudsman’s International Center for the Environmand Development (a joint initiative
with the Land Council and the IUCN), and by the NUE€Regional Director for Latin America.
Panel activities include: (i) revision of all stedi; (ii) field visits, dialogue with affected
communities and officials; and (iii) a Final Repoxith recommendations on priorities and
strategies for Project implementation. The Pandideded the SEA’s conclusions and indicated
priority actions thus far in the Operations Plamdalso made recommendations on how to

strengthen initiatives to support sustainable depeaient at the municipal lev.

V. Results of theStrategic Environmental Assessment (EA)

According to the LP, the SEA confirmed that therfcerns over the environmental
and social impact of the highway were fully jugtdi” More precisely, it found that “the area
of influence includes an enormous forest massl ihtively untouched, and with very
valuable ecosystems, such as the Chiquitano Dredfothe Chaquenio Forest, Sabanas
Arboladas (closed) and the Pantaffah addition, outside the large area of good lanthiwi

the Area of Expansioff agricultural use is limited in the rest of the itemy with high

“!|bid., para. 1.27, pg. 6.

“2 |bid., para. 1.28-1.29, pg 6. In addition, the B&hired a consultant on Normalization of Land Temwho
prepared the following: (i) an exhaustive diagrostudy of the legal framework and procedures;sfiprt-term
recommendations on how to perfect the system are radjustments before beginning the titling processl
(i) a detailed version of the Titling and Landd&try Program.”

3 The Pantanal, which lies mainly in neighboring &lzbut also includes smaller areas in both Baligabout 10
percent of the total area of some 140,000-210,afitare kilometers) and Paraguay, is the world'sdstrg
wetlands. See, Frederick A. Swarts (ed.), Haatantal: Understanding and Preserving the World’'s Largest
Wetlands, Paragon House, St. Paul, Minnesota, 288@ecially Chapter 4, Carlos B. Aguirre, Wetlaims
Bolivia: Pantanal Preservation and Sustainable Depraent,pp. 43-53.

44 Although the LP does not define what it meansthg ‘Area of Expansion,” it does provide a footnagat after
mentioning it that states “the rapid conversion fofests into agricultural areas was caused by ae zon
approximately 100 km to the east of the Grande Riveere the Lowlands Project was financed by thelivo
Bank,” referring to an earlier agricultural deveatognt project in the region.

30



environmental vulnerability.” It goes on to stateat the SEA portrayed “a fragile
environmental and social situation in the areanfiience of the Santa Cruz-Puerto Suérez
Corridor,” and that, in environmental terms, “glblexperience in the past decades with the
building or improvement of highways in isolatedicets and with natural vegetation has had
grave consequencegreater accessibility throughouthe year and the reduction of
transport costs causes a rapid expansion of thereguic frontier (agriculture, extensive
cattle-ranching and logging), which in turn resultsn massive deforestation, degradation
of ecosystems and a loss biodiversity” In social terms, the SEA described “the region’s
poverty and ethnic and social diversity: the mayoaf the population living in urbanized
areas are poor, the indigenous peoples (Chiquitafygsreos and Izocefo- Guarani), small
farmers and landholders that have come from otlegions, the Mennonites, small
landholders, day laborers, as well as large farm @attle ranches.” The aforementioned
lack of land tenure security and rural poverty wegen as “the central factors contributing to
vulnerability.” Furthermore,
the development that the highway will bring is gpito cause conflict between modern
production systems linked to global markets anditi@nal systems of subsistence agriculture.
The rise in land value and the “permeability” ofethChiquitanas communities and small
farmers who will join the population attracted Hyetproject, will exacerbate existing social
differentiation and private appropriation of comnalinlands. Up until now, the relative
isolation of the region has somewhat ameliorategséhfactors, but this will change when the
highway is improvedThe difficult access helped to keep down pressuretbe land and
minimized the impact on ecosystems and the moshenable population. The new greater
accessibility will increase land value and will @xtd the economic frontier, as well as

exacerbate conflicts and the impact on society dhe environmenf®

“ IDB Loan Proposal, op. cit., paras 1.31-1.32 an@54.36, pp. 7-8 (emphasis mine). The adverse
environmental effects of previous road projectergiimarily to the experience in the Brazilian Amoa in the
1980s and 1990s, especially pavement of the BRR8fidway between Cuiaba and Porto Velho, capitathef
states of Mato Grosso and Rond6nia. See, for exgmgrian Cowell, The Decad# Destruction: The Crusade
to Save the AmazoRain Forest, Henry Holt and Company, New York, 1980is negative experience also
strongly influenced the Bank’s approach to its sgjoent road improvement projects in Acre, as desdrin
Redwood, op. cit.
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On the positive side, the SEA identified recentegoment efforts to “designate large
territorial extensions as protected area@sntaining valuable ecosystems of global
importance,” including: (i) the National Park (PMhd the National Area of Integrated
Management (ANMI) Kaa-lya of the Gran Chaco, with #illion hectares; (ii) the National
Park (PN) and ANMI Pantanal of Otuquis, with 1 ioitl hectares; and (iii) the San Matias
ANMI, with 2.9 million hectares. But, even in thigegard, despite external assistance,
progress to date had been limited and significdakt persisted:

Thus far, advances in implementation of managemmthanisms have only been made in

Kaa-lya, under the administration of the organipatiof the Guarani People -- Capitania del

Alto and Bajo 1zozog (CABI). This has been achiewdtth the support of the Wildlife

Conservation Society (WCS), the Agency for Intéwnat Development of the United States

(USAID), and resources for compensation from thdivi2eBrazil Natural Gas Pipeline

Project, which was partially financed by the BaAkiministration in San Matias is incipient

and there are still almost no administrative medbars in Otuquis. The Global Environment

Facility Project (GEF-II), a World Bank initiativébegun in January 2001, will support the

implementation of basic management structure irsghivo areas, but with an insufficient

number of park-guards and resources in order tectively protect areas of this siz€here is
still the concrete risk that the improvement of assibility will cause an irreversible
occupation, and the fragmentation and degradatiohtbese ecosysten@.

The LP also described the direct impact of consitnof the road and obtaining the
corresponding ROW, which would be 100 meters witteng the entire Pailon-Puerto
Suarez section of the corridor, thus requiring ploiechase or expropriation of an estimated
5,150 hectares. It was also expected to “affectiridigenous communities, 7 farming
communities, 3 cooperatives 2 Mennonite coloniepuBlic institutions nearby and nearly
440 individual properties.” It goes on to statatthsince the highway crosses the area of
greatest human occupation, the affected universesignificant within a regional
context.*” Other “socio-economic consequences” of the roadeptaequiring mitigation,
according to the LP, were: (i) the segmenting ofittey and interference with productive

activity; (ii) physical destruction of some commitigs; (iii) the risk of accidents and social

“®Ibid., paras. 1.33-1.34, pg. 7 (emphasis mine).

“"bid., para. 1.37, pg. 8. It then states “the iporof property affected is proportionally smalltime majority
of cases, although there are some lots occupiedilmerable groups that will be seriously affectétie total
number affected is: 67 rural homes (the majorityy@ecarious), power lines, lands prepared fotivation, 2
cemeteries, 2 commercial installations, and an inapd number of fruit trees and minor installatidns
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problems derived from living alongside operations avorkers; (iv) loss of an advantageous
position for some communities engaged in importamimercial activity; (v) reorientation of
growth for some communities; (vi) reorientation débor on the part of some
representatives selected by each of the indigeomsnunities; (vii) tension and conflict in
communities resulting from economic pressure, nignaand cultural changes; and, (viii)
the risk of accidents with the frequent crossing@dple and livestoc®

The SEA also assessed the pertinent national lagdl institutional frameworks,
concluding that the resulting picture was “ambigudut affirms, for example, that “on the
one hand, the country has a somewhat advanced flaga¢work, the fruit of recent reform
efforts: the Law of the Environment, the INRA lathe Forestry Law, the Law of Popular
Participation, and its respective regulations; adl s the zonification (sic) of the Santa
Cruz Plan for Land Use and the General Regulation$rotected Areas. The country has
also progressed in terms of creating institutionarged with implementation of these laws
and their management. However, institutional capatt actually carry out these tasks is
pretty weak in general, andstitutional presence in the countryside is limiteTo this, it
adds that:

the evaluation of the legal framework and structaféahese bodies showed that the principal
legal instruments needed for social and environademianagement of the described processes
and risks does exist, at least in theory. Therevary few cases where new laws are needed or
where existing laws need to be modified (Law of S@éoration of Biological Diversity).
However, there are numerous and essential casesewhgulations need to be perfected and
legal dispositions need to be implemented. The fuostamental problem, however, is that,
given institutional limitations, the state geneyalt not capable of effectively enforcing the laws

and supervising and guiding the development proﬁgess

VI. Project Design, Components, and Implementation
Arr angements

According to the LP, the Project was designed teetntbe needs identified in the
conclusions of the SEA, “particularly as regarde theed to implement a series of

environmental protection measures and measures neure regional sustainable

“8 |bid., para. 1.38, pg. 8.
“9bid., paras. 1.40-1.41, pp. 8-9.
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development that will: (i) assure that works to ioye the Santa Cruz-Puerto Suarez
Corridor are carried out within the framewook a process of regional occupation that is
planned and controlled and that does not pose tskscioeconomic relations and natural
ecosystems; (ii) assures that benefits of agricallidevelopment and forestry that result from
the road works will benefit all inhabitants of taeea of influence as well as minimize any
negative impacts on biodiversity and environmenptiligile zones, and that rights acquired
by indigenous and small-farming communities ar@eeted by carrying out a broad program
to register and provide titles for land; and (@dntribute to socioeconomic development in
the zone of influence of the Santa Cruz-Puerto &u@orridor, optimizing the use of natural
resources.” It goes on to affirm that “all of thieoae requires that: (i) the prevention and
compensation programs that are high prioritieshen $EA (concession of property titles for
land, protection of vulnerable zones, etc.) shdaddn place before the works begin; and (ii)
the Bank’s future loan to improve the highway imgdwconditions that link disbursements to
progress in the mitigation of the project’s envirentalimpact.®

The LP recognized, appropriately, that some ofititirect environmental and social
impacts of the road improvement project would ohby felt over the longer term, well
beyond the construction phase, such that that “smitigation programs must be continued
in order to achieve balanced development in tha afanfluence.” Arguing that institutional
and financial mechanisms should be establishectmip continuation of required mitigation
activities, it affirmed that three subprograms vaboked a longer implementation phase than
the first construction phase, estimated at ten syegpecifically: (i) the Subprogram for
Indigenous Organizational Development, which wowdek to strengthen “indigenous
coalitions so that they can defend the interests@igenous peoples and participate in the
development process of the zone;” (ii) the Submogfor Management of Protected Areas,
for which the executing agency, SERNAP, neededb® équipped with the resources and
sufficient personnel in order to counteract addiiopressure on the land that is caused by
the highway, particularly once the highway is operal;” and (iii) the Subprogram for
Forest Conservation, for which the Forestry Supenidency (SIF) needed to “be provided
with resources to counteract additional pressurghenland that the highway will bring to

forested areas within the Area of Indirect Influengarticularly once the highway is

*0 |bid., paras. 1.51-1.52, pp. 10-11.
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operational.*

The LP likewise observed that current conditiomBblivia meant that “the country
does not have enough financial resources (neitrears, nor counterpart) to cover the total
costs of mitigation programs. This is why it iscaessary to design creative financial
mechanisms in order to generate sufficient ressuitce cover these costs and ensure
sustainability of investments.” The solution encaued was to set up three fiduciary funds
with “reputable” civil society organizations, whiclshould assure technical capacity and
transparency in the channeling of resourcésThe entities selected to manage these
resources were the Indigenous Fih@nd two private foundations, FUNDESNZRNnd
PUMA,>® “all of which receive fiduciary funds to utilizei activities that are contemplated
within international accords.”

According to a Bank staff member who is very faanilwith the original SEA and
how the project evolved during its preparation ghdke scope and cost associated with the
management plans initially proposed by the constdtavho carried out this assessment were,
in fact, many times higher than the amounts evédigtdimanced under BO-0033 and BO-
0036. This was apparently due in good measureetdaitt that the consultants had originally

considered a much larger geographic area — repyprted size of Ecuador -- to be the

*bid., paras. 1.53-1.54, pg. 11.

*2 |bid., paras. 1.55-1.57, pp. 11-12. The LP notethér that “the decision to propose setting upé¢hieinds was
also based on the following considerations: (i)rieed for a mechanism to administer funds indepghdthat will
contribute to eliminating political interference ithe execution of subprograms; (ii) in order to idvBolivian
legislation which requires that government fundgibposited in the national currency, with the high that these
funds lose their dollar value because of perio@izatliations of the Bolivian peso; (iii) so that coitments will be
complied with after negotiations with representasivof indigenous organizations, the government, BlGihd
other interested entities; and (iv) in order tdillulhe specific petition of indigenous commungi¢hat they be able
to manage resources through entities that représeintiinterests.”

%3 According to the LP, “the Fund for the Developmeiitthe Indigenous Peoples of Latin America and the
Caribbean, Indigenous Fund, is a multilateral dgwelent organization that was created in 1992 throaig
agreement signed by 23 countries and ratified bgpfZBem [as of the time the LP was drafted]. Th& handles
the financial administration of resources of thdig)enous Fund as a fiduciary fund, and participateke General
Assembly as an observer.”

** The Foundation for the Development of the NatidPatected Areas System (FUNDESNAP) is a private no
profit foundation...created with World Bank and imtetional support in order to channel foreign aigtotected
areas. Its goals include attracting resources t@sinin operations and projects in protected araas. to
administer its own resources and resources of gartles (it can set up fiduciary funds). Foundatiesources are
channeled to finance SERNAP and other entitiesrderoto benefit the National System of Protecte@aAr
FUNDESNAP is in charge of administering the Fidugidunds established by the GEF-1I program (GEF
resources channeled through the International Deweént Association) dedicated to financing recigrin
management costs of protected areas.

*The Foundation for the Protection and Sustainalsle &f the Environment (PUMA) is a private entityttwi
joint public-private management that administersAlIBfunds to support environmental programs in Biali
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indirect area of influence of the road, which thanB found to be both inappropriate and
unmanageable. As a result, the size and costseo&ironmental and social management
measures were subsequently pared down to a figamsidered much more realistic by the
Bank. Even after this occurred, however, the scpe total cost of the environmental and
social protection measures to be financed throu@hOB33 and BO-0036 were, at first, still
expected to be substantially larger than those weat finally included in these projects,
largely due to the financial constraints mentioradabve. In fact, according to this same
source, the main reason why the road improvemewmesiments and the associated
environmental and social protection interventiolosig the Santa Cruz-Puerto Suarez corridor
were eventually financed by the Bank as two sepamdthough legally interlinked, projects,
rather than as parts of a single operation — ashe®th the case with the Acre Sustainable
Development Project in neighboring Brazil that weasproved by the Bank at roughly the
same tim& — was because the initial size of what was to bectne actual BO-0033 had
been considerably larger. The limited availabilafy the “softer” Special Operations Funds
(FOE) for Bolivia was apparently also a relevanhsteaint at the time. These various
decisions were reportedly taken in consultationhwBolivian Government authorities
primarily during the course of regular Bank prognaimg missions tdolivia in the early
2000s>’

The Project that the Bank eventually financed tiage components (with the
associated anticipated total costs):

(1) The Action Plan, with the goal of preventing, controlling, mitigag and

compensating for indirect, cumulative and long-tempacts caused by development

spurred by the Corridor project, as well as to pstera more equitable distribution of

the project’s benefits. The Action Plan (US$ 18B™illion) includes the following

% See Redwood, Managing Environmental and Socialattgof Major IDB-Financed Road Improvement
Projects in the Brazilian Amazpaop. cit.

*" The author thanks Juan Carlos Paez Zamora, whdéex a specialist in the Bank’s Bolivia office amav
continues to supervise BO-0033 from Peru, for ihigrmation. Apparently, the original cost of thenagement
programs associated with the SEA were on the ayfletS$ 600 million, and the initially pared downrsien of
what was to become BO-0033 together with parts@f@36 was still on the order to US$ 85 million,igthwas
more than the Bank was planning to provide in thaey wf financing for the road improvements per se. (i
roughly US$ 70 million).
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programs: (i) Titling and Registry of Lands (US4 Snillion); (ii) Indigenous (US$

3.156 million); (iii) Environmental Conservation 8$ 4.3195 million; (iv)

Institutional Strengthening and Sustainable Murdtipevelopment (US$ 668,200);

and (v) Communications (US$ 135,000).

(i) The Prevention and Mitigation Plan and Environmental Applications

and Monitoring Plan (PPM-PASA) (US$ 5.0848 million), which SNC must

comply with as stipulated by Bolivian legislatiam ¢ontrol, mitigate and compensate
for indirect impacts of the highway's constructiand operation. The PPM-PASA
includes the following programs and activities: @pmpensation for Losses (US$

2.418 million); (ii) Protection of Archeological dnCultural Heritage (US$ 77,600);

(iii) Information and Social Interaction (US$ 2060j; (iv) Mitigation of Impacts in

Construction Operations (costs included in consitwacworks for each section); (v)

Environmental Supervision of Construction (the oespbility of the SNC) (US$

1.132 million); and (vi) Environmental Auditing (Wi is the Environmental

Authority’'s responsibility) (US$ 1.1115 million).

(iii) A SocioEnvironmental ManagementSystem (US$ 3.013 million) to

coordinate and supervise program actions.

According to the LP, “the Project will finance: @Il programs within the Plan of
Action; and (ii) PPM-PASA programs related to tlwstfwork phase of the highway, which
should conclude by 2006; and (iii) a Socio-Enviremtal Management System for the first
phase during which the Project Executing Unit (URRI) be working with a full staff. At the
same time the Project will finance the UEP witheduced staff and independent financial and
technical-environmental auditing, between 2007 luthte first trimester of 2012.” It also
affirms that “PPM-PASA actioneelated to the second phase will be financed bysdwond
phase of the Project BO-0036. Duritige final construction phase (projected for 20008),
the environmental component of the Highway projeith the implementation of the Action
Plan will not differ from a typical highway projegthich does not require a specific loan
operation nor a special management syst€m.”

Brief descriptions of some of the most importanbgpams and subprograms

%8 |bid., para. 2.4, pp. 15-16.

37



mentioned above are provided below; they and theeroproject activities are described

more fully in thelP.

The Titling and Regidry of Land Program will finance the titling and
registry of approximately 8,800 rural lots in ararof 7.2 million hectares, and will
support this same number of families in six murattges within the highway’s AID
(Pailén, San José de Chiquitos, Roboré, Carmenr®kide Torres, Puerto Suarez and
Puerto Quijarro). This activity will also includetling and registry in the San

Matias and Otuquis protected areas.

The Indigenous Program includes three subprograms: (i) Organizational
Development; (i) TCO management Plans; and (impdaction Initiatives, managed
by a Technical Management Unit with the principablgof supporting organizational
strengthening of indigenous peoples, environmemi@hagement and sustainable use

of their territories.

The Environmental Conservation Program seeks to: (i) strengthen
management of protected areas within the areafiofeimce, protecting them from the
pressure of occupation produced by improving acd@ssassure the recomposition of
biological corridors and ecological reserves tragdr by the highway through
restoration of native vegetation; (iii) strengthregulation and forestry control in order
to conserve and promote rational and sustainal@e(fisancial, environmental, and
social) of larger and virtually untouched forestadd extensions in the region; and
(iv) coordinate efforts to halt deforestation, fma@ntation of forests, and the pressure
of occupation on areas of high ecological valuepamticular the Chiquitano Forest,
the Garn Chaco, and the Pantanal. This programvi@ssynergic” subcomponents:
(i) the Management of Protected Areas SubprograB®(R.2464 million), which has
the objective of consolidating management of three gmieid areas (San Matias,
Otuquis,and Kaa-lya), permitting the gradual improvementhe level of protection
and park administration; and (ii) the Forest Cowvagon Subprogram (US$ 2.0731
million), which was established with the goal afesigthening forestry regulation and
control in the road’s area of influence in orderctmtrol illegal logging, promote the
economically sustainable use of forestry resourard, contribute to the conservation

of forests and biodiversity.
38



The Institutional Strengthening and Municipal Sustainable Develgopment
Program, which seeks to strengthen management capacityeisifnmunicipalities in
the AID at the territorial, urban, cultural, andvennmental levels. It is expected that
this would help local governments “to act efficigras regards management of their
territory and to faces the challenges of new soeiadl environmental demands
resulting from the development that the Corridotl wring” as well as providing
support for local social organizations and publ@articipation and “coordination
between different social sectors.” This programmtamed six subprograms: (i)
Municipal Territorial Zoning Plans (PLOT) and Traig for Environmental Territorial
Management; (ii) Showcase Projects; (iii) UrbannRlag; (iv) Urban Register of Real
Estate; (v) Respect for Cultural Heritage; and @i)Global Proposal for Regional
Development, which, as noted above, are describedreater detail in the LP. It
would be undertaken in coordination with IDB Loaf@7%/SF-BO (for the Local
Development and Fiscal Responsibility Project) tirder to avoid duplication of
efforts and so that municipalities can access megsufrom national funds: National
Fund for Regional Development (FNDR) and the Fuad $ocial and Productive

Investment (FPS) based on projects that are tealysound.”

The Losses Compensation Program whose objectives were to: (i) free up the
areas of the Right of Way (ROW) needed to imprdweeliighway; (ii) replace and/or
adequately compensate for the loss of lands, hoares,installations affected by
creation of the ROW; (iii) mitigate and compenséte “diverse socio-economic
impacts that the construction, presence and operati the highway will cause in
neighboring communities; and (iv) assure the secimromic rehabilitation of the
affected population. The ROW would be established this program would be
implemented along the entire extension of the @orrduring the first phase of the

highway improvement project.

Environmental Supervision during Construction would verify compliance

with technical environmental norms foreseen in Bi& for the highway project in

relation to construction procedures, installati@peration and clean-up of work

camps, utilization and recovery of quarries and psinthe quality of environmental

work by the contractors, implementation of mitiggtimeasures, and the monitoring
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of construction activities. Specialized consultamsluding environmental inspectors
and social promoters, would be hired for these @sgp, with emphasis placed on
“the prevention of impacts and coordination withodd in charge of technical
supervision of the Highway project” along the emtCorridor during the first work

phase.

Environmental Auditing of the Highway, which is the responsibility of the Vice
Ministry of the Environment, Natural Resources arkbrest Development
(VMARNDF), would entail verification of “complianceith environmental legislation
and all prerequisites established in the EIA andthe Environmental License
conceded to the SNC. The project would providerfanag for this activity during the
first phase and along the entire Corridor for:gispecialized team of consultants in
environmental auditing; and (ii) the operating exges of Auditing Committees,
composed of representatives of the neighboring comines that would support

inspections outside the work areas.

The Management System and Socio — Bvironmental Management of the
Projed was reportedly designed to coordinate and superalbeof the actions
contained in the first two components and wouldvgte funding for the Project
Executing Unit (UEP) that would coordinate, supgevand provide technical supports
for those components, together with external fimgnaudits, an independent Socio-
Environmental Auditor, and “the functioning of di@s which support coordination
and promote social participation. This componentiddde headed by the Ministry of
Sustainable Development and Planning (MSDP) “sittee majority of executing
59

institutions of the Project are linked to this Mitry.

Even though MSDP and the UEP within it would benyanily responsible for the

project, a large number of other agencies, inclgddNC, INRA and SERNAP, indigenous

peoples’ organizations, and other entities, suchFA8IDESNAP and Fundacién PUMA,

would also be involved in its implementation. Thitsjs very complex institutionally. As

noted above, the operation would also have an emhgnt Socio-Environmental Auditor,

who would “periodically verify: (i) that the partmants respect the agreed socio-

environmental standards and procedures; (i) theaack of the established activities and

%9 Ibid., paras. 2.6-2.43, pp. 16-24.
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actions and the results achieved; and (iii) thell@f satisfaction of the various social players
involved in terms of the implementation of the gty work and the components of the
Project.” The Auditor would be hired with projeatsources, be selected by MSDP with
the Bank’s no objection, and would report both he tMinistry and the Ban® SNC's
contractors would be responsible for taking the dadéory “measures required to mitigate the
impact of the construction,” the cost of which webdide “charged to the construction budget
for each section® The UEP would provide resources for the trainingtbfenvironmental
supervision personnel, which would be undertaken ayspecialized consulting firm
specifically hired for this purpose and to “prepatee technical instruments for the

environmental management of the construction wéfk.”

VIl. Project Feasibility and Risks

The last chapter of the LP addresses project’silkf¢éiag which merit quoting at
some length because of their more general appligato similarly ecologically and socio-
culturally diverse and sensitive situations elsewh@ Latin America, particularly in the
Amazon Basin and parts of Mesoamerica (e.g., sautRanama). It begins by pointing to
the unusual nature of the operation:

The characteristics of this Project are unique lattthey include a group of actions

intended to offer environmental and social supgortan environmentally sensitive

region. The region will be affected by a projeatalving the creation of infrastructure
and the repair and construction of the Santa Crueo Suarez Highway, which will
in turn open up the frontier to agricultural and fords operations. The
environmental and social impact of the project will be positive if ehscheduled

programs are implemented as plannedThis Project includes albf the actions

® |bid., paras. 3.17-3.18, pg. 31. Implementatiorasgements, including the proposed chronogram, twhit

not be further discussed here, are summarized apehlll of the LP (pp. 24-44) and set out in geealetail as

in the Project Operations Plan, which was “preparedollaboration with the various administrativedaco-
executing agencies [and] provides details on th@émentation of all programs in the Action Planttie PPM-
PASA and in the Socio-Environmental Management e3gst as agreed between the Bank and the Bolivian
Government.

®1 |bid., para. 3.58, pg. 45.

%2 |bid., para. 3.59, pg. 45.
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required to mitigate the environmental impact ammvers all of the costyelative b
the direct impacof improving the Santa Cruz-Puerto Suérez Highway.h\Wigard to
direct impact (the Prevention and Mitigation PlamBonmental Applicationgand
Monitoring Plan programs), this Project includes | aknvironmental impact
mitigation actions and covers aif the costs relative to the first phagkthe Highway
Project. The mitigation of direct impacts duringeteecond phase of the work will be
financed by the Second Phase of the BO-0036 Lodowing the same standards as
those applicable to this Project.

The SEA ofthe Corridor identified positive impacts associatedith the
implementatiorof this Project. The Action Plan will have structurapercussions
on the regionof the Santa Cruz-Puerto Suarez Corridor. The aintoiontribute
to the recovery of the affected environment an@rtmote sustainable development
in the region. This will be done through the socad environmental development
programs thatwill precedethe highway construction work and help to organize the
region’s growth Furthermore, the area of influence includes socially and
economically fragile populations that will beneffrom the territorial organization
proposed by théroject

The highway repair and construction will have lozatl negative impacts on the
region’s biodiversity and natural resources by dagserosive phenomena, changes
in the useof the land, deforestation and the extinction of wigdina in the area
directly affectedby the highway. The mitigatiari these negative impacts, identified in
the Highway’s EIA, were also considered in the Betp programs.

In short, the proposed Project will contribute t@) ensuring land ownership by
indigenous communities, peasants and small landoveeprecluding the risk of
social exclusiony (b) guaranteeing territorial zoning and prevergithe possibility of
conflicts over land ownership and the wdenatural resources through proper titling
and property zoning; (cHlisciplining the expansion of the frontier of econac
activity, reducing the potential for deforestation induced by the highwagnd
protecting sensitive areasand critical habitats (d) substantially improving the
mechanisms foprotectingand administering protected areas and the sustainable

management of forest resources; (@poviding greater incentives and an
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appropriate regulatory framework fothe sustainable use of natural resources

(f) notably improving the ability to coordinateand manage socio-environmental

aspects within a broad participatory framework arn@) promoting the self-

management and long term sustainability of the dm@$ respasible for

administering the protected areas and tfarest®

The LP goes on to discuss the technical, socio@ua institutional, and financial
viability of the Project as well as its potentiglogitive) impact on poveryf then briefly
assesses the risks associated with its implementatf affirms that “the execution of the
programs included in the Project does not pose payicular technical or managerial
difficulty.” ®® This notwithstanding, the LP does recognize thhe “execution of all of the
plans will require a much better capacity for resg from many of the governmental and
social entities than what they able to offer as time.” But it then argues that “the hiring of
specialized personnel and consultants to suppertniplementation of the planned activities
will help to ensure the necessary coordination tatinical training throughout the different
stages of the Project®

However, given the intricate institutional arramgmts referred to above, these
statements would appear tmderestimate — and perhaps significantly so the actual
complexity of the operation not to mention — which the LP does not -- th&tional,
regional, and local political economy elements and dynamibsitt could adversely affect
the timely implementation and ultimate effectiversesf both the project’s proposed land
use planning/zoning and its land tenure reguldtimatctivities®’ and, thus, achievement
of its environmental management and indigenous Ipsbpprotection objectives more

generally®® These potential constraints are especially imporimmctive natural resource

®%bid., paras. 4.1-4.4, pg. 52. (emphasis mine).

® Ibid., paras. 4.17-4.22, pg. 55. It argues, fareple, that “the Project will have an extremelyifios impact on
the most vulnerable social sectors as it acts emrsi¢ fronts to fortify society’s ability to resgbrio new
challenges. This Project should therefore be cansiito qualify as one that promotes social eduity.

% Ibid., para. 4.14, pg. 54.

% |bid., para. 4.24, pg. 56.

®7 with respect to the ultimately complex politicak well as technical, nature of land use zoniniyities and
associated legal measures in areas such as the¢ thieeProject will take place, for example, searde J. Mahar,
Agro-Ecological Zoning in Rondénia, Brazil: WhateAthe Lessons?, in Anthony L. Hall (ed.), Amazaatighe
Crossroads: The Challenge of Sustainable Developniestitute of Latin American Studies, University of
London, London, 2000.

® This was the World Bank’s experience, for exampierelation to the earlier POLONOROESTE program in
Northwest Brazil, see John Redwood Ill, World Bakiproaches to the Brazilian Amazohhe Bumpy Road
Towards Sustainable Development, in Anthony L. Hadl.), Global Impact, Local Action: New Environniain
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rich agricultural frontier areas such as eastern Bolivia (and much of the Amazasir,
which also tend to be characterized by extremelgkgovernance.®

Thus, it would also appear thewme of the risksdentified as being associated with
the Projectmay also have been understated and/or the proposatigation measures
insufficient. The first such risk, for instance, is the “lack ioktitutional capacity of the
public (and private) entities in change of carrymg the different activities,” which was to be
mitigated by “specific actions for institutionaliméorcement ranging from supplementing the
institutions’ technical and administrative staffs the physical conditions required for the
performance of their dutie€>The second one was that “the next government roape as
determined to execute the Project, especially dineeoad construction resources have been
secured,” which was to be “minimized by: (i) contating the execution of the principal
socio-environmental measures prior to or during ftre#¢ months of the construction work;
and (ii) including clauses in the BO-0036 loan agnent that link disbursements to making
reasonable progress toward achieving the goalseotbcio-environment programs.” Both of
these risks could well prove to be very significanes, and the latter, in particular — i.e.,
very different levels of government political comtiment to road improvement versus
environmental and indigenous peoples’ protectiofealves and activities -- contributed
significantly to the World Bank’s earlier negatiexperience with the POLONOROESTE
Program in Mato Grosso and, especially, Rondonithen Brazilian Amazon Region in the
1980s and 1990<. More importantly, theregional and local political ecanomic and
governance risksmentioned in the previous paragraph, which are gmesh the most

challenging and difficult to manage and mitigatalbfwere essentially ignored by the LP.

VIIl. Project Implementation and Super vision

Both external observers and Bank supervision missizave pointed out significant

Policy in Latin America, Institute for the Studythie Americas, London, 2005.
®For a discussion of frontier region political ecario and governance challenges more generally, seerRR.
Schneider, Government and Economy on the Amazamtierp World Bank Environment Department Paper Nb.
Washington D.C., August 1995.
0|DB, LP, op. cit., para. 4.32, pg. 57
" See Redwood, World Bank Approaches to the Brawifianazon op. cit, and John Redwood I, World Bank
Approaches to the Environment in Brazil: A ReviefvSelected Projects, Operations Evaluation Departme
World Bank, Washington D.C., October 1993.
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problems with implementation of the Santa Cruz -erRu Suérez road corridor and
environmental and social protection projects. ©xiernal source, for example, has criticized
both the Bolivian Government and the Bank for & la€ transparency — including falling
short in terms of earlier commitments to grant pélic adequate access to information -- in
reporting on the project arfdr insufficient accountability in the managemeritsome of its
environmental and social impacts, especially those involving certain indiges
communities, thereby representing potential humaghts violations> Recent IDB
supervision missions for the Environmental and &oBrotection Project (BO-0033) in April
2010 and February 2011, discussed below, havei@d¢sdified numerous implementation-
related shortcomings regarding the Borrower’'s andk& management of the environmental
and social impacts of this proje€tas has an independent social and environmental afidi
this operation, whose most recent report covered siicond semester of 2010 and first
semester of 2017’

The project was also initially subject to consalde delays in meeting the
effectiveness conditions for BO-0033 and, thudjating road improvement works under BO-
0036, as well as to significant institutional chesigafter President Morales took office in
2006, leading both to further delays and severarations in administrative arrangements
requiring three separate amendments to the respe8tink legal agreement. The first such
alteration, however, occurred in late 2004/earl9=@i.e., prior to Morales assuming the
central Government), when the executing agencytlier project was changed from the
Ministry of Sustainable Development and PlanningS(MP) in La Paz, as per the original
legal agreement signed in 2002, to the Prefecturethe Department of Santa Cruz
(PDSCZ), with a corresponding change in the locatibthe Project Executing Unit (UEP)

from the former to the latter. In addition, tRendo Indigenawvas to take over the functions

2 See a March 2010 article by Katu Arkonada and HanK.aats of CEADESC (or the Center of Applied &tsid
on Economic, Social, and Cultural Rights) entitl@dansparencia, Un Desafio en la Construccién de
Megaproyectos: El Caso de La Carretera Puerto Z&amta Cruz en Bolivia, reproduced by the Bank
Information Center (BIC), a Washington-based watchNGO that gives particular attention to environtaéand
social impacts and management of investment pjétanced by multilateral financial institutionsch as the
World Bank and IDB.

% DB, Bolivia: Proteccién Ambiental y Social Sar@auz-Puerto Suarez — Informe de Supervision Ambient
April 2010 and Bolivia: Mision Ambiental EspecialReporte de Mision, February 2011.

" POYRY Infra AG, Proyecto de Proteccion Ambientabgcial del Corredor Vial Santa Cruz-Puerto Suarez:
Auditoria Social y Ambiental Independiente — InfarRParcial de Segunda Auditoria Ejecutor Directo UEP
Segundo Semestre 2010 — Primer Semestre 2011 ngept2011.

45



and responsibilities previously assigned to FUNNES and Fundacién PUMA

The second modification of the legal agreementuoed in February/March 2007 and
changed implementation responsibilities for the psaject of Replacement of Losses
(“Programa de Reposicion de Pérdifa®f the Prevention and Mitigation Plan (PPM) and
the Environmental Application and Monitoring PIdPASA) from the National Road Service
(SNC) with the participation of INRA and the Prdige of Santa Cruz to the Bolivian Road
Administration (ABC) with participation of the sam®vo agencies mentioned in the
original contract. It also made ABC, instead of SNC, thecexor of the Archaeological and
Cultural Patrimony Protection subproject with papation of the National Direction of
Archaeology of the Ministry of Economic Developmé&RmDA/DNA), instead of the National
Unit of Archaeology of the Ministry of Educationuffure and Sports (NEDC/UNAR), and
of the Information, Social Interaction and Envircamal Supervision subproject, while the
Environmental Inspection and ControlF{scalizaciéri) of the Road Project remained the
responsibility of the Departmental Direction of Nl Resources and Environment of the
Prefecture of Santa Cruz, to which it had previpuséen decentralized from the Vice
Ministry of Environment of MSDP under the first mfication of the legal agreement in early
2005/°

The third modification came in October 2009, whedsentially made ABC and the
National Institute of Agrarian Reform (INRA) direcb-executors of the operation together
with the Prefecture of Santa Cruz, rather than slibating the parts of the project for which
the two former agencies were responsible to therlaas had been the case prior to this time.
Overall, project administration was, thus, effeelyv split into three. INRA, more
specifically, would take over direct responsibilifpr implementation of BO-0033's
“sanitation,” titling, and land registration subpcat and ABC would take over direct
responsibility for implementation of the aforemengd Replacement of Losses,

Archaeological and Cultural Patrimony Protectiond dnformation, Social Integration and

> See IDB, Contrato Modificatorio entre la Republia Bolivia y el Banco Interamericano de Desarrofo
Proyecto de Proteccién Ambiental y Social en elr@or Santa Cruz-Puerto Suarez, signed by the Marafg
Region 1 on behalf of the Bank on December 7, 28t by the Ministry of Finance of Bolivia on Januao,
2005.

’® See IDB, Contrato Modificatorio No. 2 entre la Bbjica de Bolivia y el Banco Interamericano de Desitn
— Proyecto ddé’roteccion Ambiental $ocial en el Corredor Santa Cruz-Puerto Suargmediby the Manager
of Region 1 on behalf of the Bank on February Z)728nd the Minister of Development Planning of Budivian
Government on March 7, 2007.
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Environmental Supervision subprojects, while thef€uture of Santa Cruz would continue to
be directly responsible for the Environmental Pebtm, Institutional Strengthening and
Sustainable Municipal Development, Communicatiord together with thé&ondo Indigena

in collaboration with numerous local indigenous mes’ organizations, Indigenous
subprojects. Responsibility for the Environmenitapection and Control of the Road Project
would also remain that of the Prefecture of Samaz Ghrough the redenominated Competent
Departmental Environmental Authority (PDSCZ/AACDJhis amendment to the loan
contract also extended the implementation periocimf the subprojects -- other than for the
UEP and the external financial audits and the saanwironmental audit that was part of the
Socio-Environmental Management component, togetheith the Organizational
Development, Protected Areas Management and Fdesservationsubprojects, which
would continue to have a ten year implementationope- to the end obPecember 2011
rather than the four and a half years followinghaigre of the original contract as had been
stipulated in that documefit.

More generally, the two Bank projects, and esplgdD-0033, were caught up in the
increasing political struggles and differences lestwthe Morales Government, which gave
priority to the nationalization of important natednassets and indigenous peoples’ rights in
the much poorer Bolivian highlands, and local depeient — and separatist -- aspirations
in the more prosperous lowlands where the agrilltérontier was rapidly expanding,
centered around the city of Santa Cruz, which gdad to the country splitting into two.
As a result, other parts of the road improvemeag@m, particularly the segments financed
by CAF, which were not subject to the same enviremtal and social management
conditions as the IDB- financed sections, movedadh@uch more quickly than that to be
financed under BO-0036, which was legally contiriggoon the prior effectiveness of and
Government compliance with other legal conditionsr fBO-0033. In addition to
implementation delays in the Bank-supported prsjethese sharp political differences
between the central and departmental governmenmtstdesignificant budget, including
counterpart funding, restrictions which only funttexacerbated the implementation problems

and eventually also resulted in considerable Gowent pressures on the Bank to relax the

" See IDB, Contrato Modificatorio No. 3 entre la Bbfica de Bolivia y el Banco Interamericano de Desb —
Proyecto deProteccion Ambiental y Social en el Corredor Santaz€Puerto Suéarez, signed by the Ministry of
Development Planning of the Bolivian GovernmeniQmiober 22, 2009 and the Bank’s Representativeolivia.
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legal obligations linking implementation of the doenprovement works to the conditions in
relation to BO-0033, to which it eventually agreed.

Other factors have also significantly affected j@co implementation including the
need to change the pavement surface of the roawh, ¢doncrete to asphalt, as a result of the
Bolivian Government’s blockage of soybean exportsnf Santa Cruz to Chile, as part of
the broader political dispute between the departaheand central governments. Originally,
the project was expecting to import cement froml€ho take advantage of the return of
empty trucks that had taken soybeans to Chilewin this possibility was impeded by the
central government, it was no longer cost-effectvaise concrete for the pavement, which
was then switched to asphalt. In addition, the UWS$nillion in co-financing from the
Nordic Development that had originally been partha# project’s financing plan, mainly to
support the Land “Sanitation,” Titling and Regisitva subproject, was considerably delayed,
thereby also resulting in a substantial delayhis component’s implementation. This was
partially rectified, however, by applying some bétesources allocated under another Bank
project for land administration, the Land Regulatian and Legal Cadastre Project (BO-
0221), whose loan for US$ 22 million (1512/SF-BQysmapproved in December 2003, with
INRA as the executing agency, to the project afethird critical element was the fact that,
due to the aforementioned delays in the implememtaif BO-0033, CAF decided to finance
some of the local assets that had been lost asethdt of the improvement of that portion
of the Santa Cruz-Puerto Suarez highway whichdtfireanced, and which were originally to
have been financed under the Replacement of Lossgkproject of the Bank's project.
However, these were apparently of poor quality anotup to the IDB’s standards, thereby
requiring additional remedial actions on the Barpast”®

As a result of these and other accumulated dedengs shortcomings, the Bank’s
April 2010 supervision mission reached a numberaibling conclusions about the status of
project execution, including that the road improeamn(BO-0036) and Environmental and
Social Protection (BO-0033) Projects were essdntiaing managed independently rather
than as closely linked interventions as had beenBhnk’s attention, which was clearly

manifested both in the respective Loan Proposats associated legal agreements. In this

8 The author is grateful to Juan Carlos Paez Zarfworthese observations as well as for pointingtbatvarious
changes in project implementation arrangementsefiected in the three amendments to the projemtiginal
legal agreement between the Bank and the Boliviewe@ment mentioned in the preceding paragraphs.

48



regard, the mission affirmed that there was a neectorrect the current situation by
conditioning future loan disbursements for the rgadject to satisfactory implementation
of BO-0033 as had been foreseen in the respeaia Hocument§ More generally, the
supervision mission concluded that the project wviasviolation of the Bank’'s legal
requirements in a number of ways, including witbpext to the contracting of an independent
environmental and social audit, which had still maturred, and the failure to satisfactorily
execute key environmental mitigation and land regeation components of the
Environmental and Social Protection Project amahgrs®°

This was, in fact, the third such supervision moisscarried out by the Bank, and
the corresponding report stated that, as a reguthem, it was possible to confirm that
“various of the direct and indirect social and eammental problems generated by the Project
had become persistent and were being systematiegilated without an adequate response
by the executors.” For this reason, the planned specifidrenmental and social audit was
necessary inrder to “identify and inventory all the impactgfidits, and risks (including both
those originally foreseen and not mitigated and ews that have occurred as a result of
the non- implementation of the management pland)tanpropose concrete solutions.” The
report also concluded that the Bank’s “routine suvigen” of the projects had been
“insufficient and not capable of anticipating adesituations, nor reacting in a timely way
when they arise, thus requiring the adoption of enmtense supervision mechanisms” by
both Bank transport and environmental and soci&gsaards staff. Finally, it observed
that, “even though the Bank’s current environmeatal safeguard policies had not yet gone
into effect at the time these two interrelated @ctg had been approved, when their current
implementation situation was compared with the megoents of these policies, the
operations were not in full compliance with any tbem, nor with the project-specific
environmental and social management pl&hs.”

This supervision mission also pointed to the sahertcomings regarding public

information and consultation identified by the ertd observes indicated above, concluding

0 Apparently this requirement had been waived byBhek’s resident representative in Bolivia at thquest of
the Bolivian Government at some point without thiempknowledge of Bank safeguards staff, thereligatively
delinking implementation of the two projects fromegal standpoint, which had been an important eténn
their original design.
8 See April 2010 supervision mission report, pg. 7.
# bid., pg. 7.
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that “the non-implementation of the participatiomahanisms foreseen for the program has
exacerbated the dissatisfaction of the affected uladppns and weakened its self-
management capacity.” The mission likewise madaraber of specific recommendations to
help address the problems encountered, includiegnied to update the road project’s
environmental license, to improve the managementetfands, protected areas, and special
interest sites, speed-up restoration works, imprmeehanisms to attend to the concerns of
the affected, including indigenous, populationgksadditional resources for these purposes,
and, last but not least, to “relink” disbursemefus the road improvement project to the
satisfactory implementation of the environmental aacial protection operatidf.

The February 2011 supervision mission confirmedt tiwvhile the independent
environmental and social audit had finally beent@arted in June 2010, there were still quite
a number of specific “matters of preoccupation” hwitegard to project implementation,
including “execution of the land titling componentithout any coordination with the
municipalities, which could cause incompatibilitieshen the municipal rural [land]
cadastre is generated,” among otifér; addition to recommending that coordination be
improved in this regard, the missieacommended increasing project resources to support
new productive initiatives for indigenogpeoples and to expand the coverage of the urban
cadastres in the municipalities along the roadidory as well as to seek ways to simplify
procurement procedures in order to facilitate — g accelerate -- the acquisition of smaller
items, which had represented a significant bottikrie the past?

The independent environmental and social audiortefor the period from July 1,
2010 through June 30, 2011 was undertaken by Rofney Ltd., an engineering firm based in
Zurich, Switzerland with a local representative lin Paz. While the auditors’ overall
assessment regarding implementation of plannedegractivities, including that of the
“indigenous program,” during the period under renyievas positive, as concerned the
environmental conservation program, they noted thaays in the initiation of both the
protected areas and forest conservation subprognachsesulted in slow implementation and
management deficiencies, which had been witnessedgdtheir first visit (in August 2010),

and were reflected in the “slight involvement anartgipation of the co-executors,” the

8 Ibid., pp. 15-16.
8 See February 2011 environmental supervision repgrtl.
® Ibid, pg. 13.
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National Protected Areas Service (SERNAP) and thieegt and Land Inspection and Social
Control Authority (ABT), respectively, although tlstuation had “substantially improved”
more recently. However, both of these agencies égatessed a preoccupation with the
future continuity and sustainability of the actiofmsanced by the Bank loan. Similarly,
start-up problems had occurred with the institudlorstrengthening and sustainable
municipal development program that had also redulie delays and management
shortcomings, which was due in part to the “pdditiostability” in some of the participating
municipalities in the project’s area of influencéioh led to implementation difficulties. But
this situation had reportedly also improved andvés expected that the corresponding
subprojects would be “executed normally” until ijconclusiof®

With respect to the environmental inspection aondtol (fiscalizacior) of the road
project, in turn, the audit concluded that good aggment capacity was in place. However,
it also observed that the responsibility to solke problems encountered was still vested in
the socio-environmental supervision (SSA) by theliBan Road Authority (ABC), the
executing agency of the road improvement projaud, #hat there was need to accelerate the
flow of pertinent information to ensure that itiaes in a timely way to SSA and the Project
ExecutionUnit (UEP) in order to guarantee “clear channelsaathorization and timely
issuing of permitsn order not to create obstacles for the conswacthronograms and
timelines, but to allow that the required permite always issued before the works start.” It
also noted that, even though the articulation betwthe environmental supervision of the
UEP, acting as the “operational arm” of the Seciataf Natural Resource Development
and Environment (SDRNyMA) of the Autonomous Depamttal Government of Santa Cruz
(GADSCZ), had improved, this relationship should ‘therther strengthened in order,
including, to establish the sanctions foreseermedpplicable environmental legislation and
norms, when the risks and environmental impactsins require them.” Finally, as regards
the overall socio- environmental management systieenauditors found that, while there was
an adequate capacity in principle to lead the ptoj@ward the achievement of its
objectives, in relation to the “management of ins&s of social coordination and
participation, weaknesses were observed with rédpearticulation with other stakeholders,
especially at the level of the central governmeittich have led to non-compliance with the

% Poyry Infra, op. cit., pp. 35-36.
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requirements of the loan contraéf.”

The audit report finishes with the observation thpmbject implementation had
improved over the course of the period under revaewl as compared with the situation
encounters at the time of the auditors’ first visitthe project’s area of influence in August
2010, and it had an especially “positive image”texms of the indigenous and cultural
heritage programs, which were further characteriagdprograms highly accepted by the
population and with good impact and participatiofdwever, it also provided a number of
specific recommendations to improve the ongoingleémgntation of each of the project’s
components and subcomponents. These includee@xomple, with respect to the protected
areas subcomponent, “to seek ways of improvingstistainability of the project considering
that there exist fears on the part of the staffttef protected areas with respect to the
pressure that the [road improvement] project isegaing on these areas and there is
insufficient capacity to control all of the affedt@reas which are quite extensiVért is
also a matter of concern that, despite the fact theenvironmental and social protection
project (BO-0033) is well advanced and the roadrowpment project (BO-0036) is now
reportedly completed that the auditors were unableport on progress with respect to the
proposed “global regional development subprograimthe institutional strengthening and
sustainable municipal development program becaitséid’ not apply for the present period
audited,” without any explanation as to why thisswree casé®

One internal organizational factor, finally, halsoaincreasingly complicated Bank
supervision of the Santa Cruz-Puerto Suaréz roaggrowement and environmental and
social protection projects. This is the fact thmee distinct units within the Bank, for transport
(STD), agriculture and natural resources (RND), amy¥ironment and safeguards (ESG),
respectively, have been involved in project supseowi activities, often with insufficient
coordination among them. An internal division obda in the supervision of BO-0036 and
BO-0033 existed even before the Bank’s realignment2008, but became even more

complex subsequentf{l.In addition to the operational units for transpamt agriculture and

% |bid., pp. 36-37.

8 Ibid. pg. 38. See pp. 37-39 for the auditors’ ogecific “recommendations/opportunities for imggment” as
of September 2011.

% bid., pp. 6 and 29.

8 Prior to the realignment, BO-0036 was supervisgdhle Infrastructure Division and BO-0033 was sujsed
by the Environment and Natural Resource DivisiofRegion 1, which was responsible for Bank operatiarthe
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natural resources, which includes rural land teraum@ management-related aspects, ESG has
needed to become directly involved in project suigeon after the realignment because BO-
0033 essentially involves the implementation of iemmental and social mitigation
measures prescribed by the (scaled- down) SEA, #mas, also entailed important
reputational risk considerations for the Bank ifatien to application of its environmental
and social safeguard policies. There is presemillyasneed for better coordination across at
least two of these three units, RND and ESG, sBe0036 was closed as of June 2011.

IX. Conclusions and L essms

One of the principal defining — and strategic —tdeas of the two interlinked projects
for road improvement and environmental and socraltgetion in the Santa Cruz-Puerto
Suarez corridor was precisely that they were to dperationally — and legally —
interconnected in an effort to ensure satisfacfmogress with respect to the latter prior to
proceeding with the former. However, during the reeuof implementation, because of the
aforementioned significant delays in the executoérthe agreed environmental and social
protection measures, the two projects were, defadlinked and Bank disbursements for the
road improvement part of the program were allomedgd ahead in advance of adequate
progress toward the previously prescribedquirements regarding the associated
environmental and social management interventiansé taken in the road’s area of
influence. This single administrative action effeely undermined the initial design of the
two deliberately interlinked operations and, in tpeocess, greatly reduced the Bank’s
leverage with the borrower to ensure that the rsaggsenvironmental and social protection
measures in the Santa Cruz-Puerto Suarez corridaldwe taken in a timely way vis-a-vis
the road improvement activities also financed keyBlank.

As a result, the Bank-financed road improvemenestments under project BO-
0036 have now been completed, while many of th@dceted environmental and social
management activities intended to help mitigate gbtential direct, and especially indirect,

adverse impacts of the road improvements undeegr@O-0033 are still not adequately in

southern cone countries, including Bolivia. Witle lealignment the three former regional managemeits, into
which the Bank had previously been organized, gisaped and were replaced by two new Vice Presidsrior
Countries and Sectors, respectively. The lattereViRresidency now contains the operational divisitors
Transport (STD) and Agriculture and Natural Resear(RND), while a separate Environmental and Safietyu
Group (ESG) was created in parallel, all three utide new Vice Presidency for Sectors.
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place. Also, as a consequence, according to thd 2pt0 supervision mission, the joint
projects were not in full compliance with any oétBank’s present environmental and social
safeguard policies. Thus, among the most importssons from these two road
improvement-related projects in Bolivia are thddaing:

1. No matter how well designed a project may be frameavironmental and socio-
cultural management perspective, at the end ofityewhat matters is how well the
proposed environmental and social measures areeimgpited and what their actual
results are. Among other things, this means thair implementation needs to be
carefully monitored and supervised and their oue®mmeed to be thoroughly
evaluated.

2. Careful environmental and social monitoring and rBaer and Bank supervision of
major road improvement — and other infrastructur@rejects is also essential to
ensure that unanticipated impacts are properlytifiesh and addressed during the
course of project implementation. In the case ef phesent projects, this was one of
the reasons why an independent environmental aridl suditor was to be contracted
prior to the initiation of road construction work$he failure of the Borrower to do so
and of the Bank to insist that this be done priothe start of new road construction
and the disbursement of loan proceeds for thisqae&phus represents one of the main
shortcomings of their management of these intereci®a operations. In addition,
when different Bank sector units and both fielddsh@and Headquarters staff are
involved in this process, as in the present caspersision activities also need to be
well coordinated.

3. The Bank needs to ensure that its administratitieras during the course of project
implementation do not undermine critical aspectpmiject design, including, as in
the present case, operational interconnections emstciated legal obligations that
were designed to assure adequate protection angatioh of potential adverse
socio-cultural and environmental impacts of majdrastructure investments in their
respective direct and indirect areas of influeridas is important not only to help
ensure that projects are able to successfully aehigeir broader sustainable
development objectives, but also to ensure that Ba@k's environmental and

safeguard policies are properly complied with andhe process, to avoid —or at least
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minimize — the potential reputational risks assecawith non- or inadequate

compliance with these policies.

4. Not taking the above precaution (i.e., not undemgnessential environment and
social protection-related aspects of project dgsignalso important so as not to
effectively “devalue” the prior strategic environma and social assessment work
undertaken -- including in this particular casehmiton-reimbursable grant financing
from the Bank through a Technical Cooperation mioje as an important part of
project preparation and critical input into projefdsign, and, as of July 2006, an
unambiguous Bank safeguard requirement. In shgra single administrative action,
the Bank potentially “overrode” the content anduttss of much of its own earlier
project preparation and appraisal work in a wagllpinconsistent with both the spirit
and the letter of its own present safeguard pdicie

5. Finally, other concerns raised by the project eigmee under review are the following:
. While the SEA did a good job of identifying the eotial positive and

negative direct and indirect, including induced elepment — impacts of the
proposed road improvement project, it gave insigifit attention to potential
cumulative impacts of the road investment and otbegoing or proposed
development projects in the road’s area of infleenihus, while the SEA
appropriately focused on the larger area of infagenf the Santa Cruz-Puerto
Suéarez road corridor within Bolivia, it does notpapr to have adequately
considered all the new development interventiomgepted or likely to take place
in this region in the years ahead, and their p@knbllective environmental and
social impacts, together with those of tlwadrimprovement per se.

o Nor, considering that the Santa Cruz-Puerto Suarad was part of a much
larger integration road corridor linking Brazil wiBolivia overland, did the SEA
consider the possible indirect economic, social andronmental impacts of the
increased international traffic made possible bg tiew road investments in
Bolivia on the neighboring Brazilian portion of tiantanal, the world’s largest
and one of the most sensitive wetlands, and elseyheshort, the possible trans-
boundary impacts of the road improvement project any needed additional

environmental and social management and mitigatiasures were totally
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overlooked.

Even within Bolivia, moreover, the Bank's Loan Pospl for BO-0033
explicitly recognized that, due to country finari@anstraints, it would not be able
to support all of the mitigation measures recommedndy the Strategic
Environmental Assessment (SEA) for the Santa Cue® Suarez road
improvement project; thus, not all of the measwessidered necessary by the
SEA were included in the project and no informatieas provided as to how — or
even whether — these additional actions would bedd and implemented.

The fact that there were considerable differenoethé scope and cost of the
environmental and social management and mitigati@asures associated with
the different versions of the SEA, however, is @lfrtigular importance for at
least two main reasons: (i) it is essential thahlbe territorial and substantive
scope of the management and mitigation measuresredqgto address the likely
adverse impacts of the road project be adequatehtified and assessed and that
their associated financial costs be properly qfiadtand provided for; and (ii) as
these are, de facto, part of the indirect costh®froad improvement project itself,
the monetary costs associated with managing, mamgto remediating and/or
compensating for the project’s likely direct andlirect, including induced
development, environmental and social impactssrarea of influence should be
explicitly considered in the economic analysis loé associated road investments
in addition to the direct construction costs inealy in order to determine the
project’s economic feasibility. In the present ¢abad the environmental and
social protection and management costs originadymated by the SEA (i.e.,
roughly US$ 600 million), or, even those later oraly included in the
considerably pared down version of this managermkm (US$ 85 million) been
included in the economic analysis of the road improent project as a whole, it is
likely that its estimated rate of return would haween significantly lower, and
perhaps, the actual viability of the project as hole would have been in
considerable question.

In any event, the relevant general lesson is thesl ne include all social and

environmental costs associated with avoiding, redyenitigating, monitoring and
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otherwise managing and compensating for the diagect indirect impacts of a
major road improvement project, together with thexpected benefits, as an
integral part of the economic analysis of the rimag@stments per se.

The pertinent Bank documents, and the SEA, alsogrézed that many of the
potential adverse indirect environmental and sodimpacts of the road
improvement project would only be felt over thedamn, thus suggesting the need
for additional and/or continued environmental aratial protection measures
beyond the implementation period of BO-0033; howgetleere is no indication as
to how — or even whether — these measures wouldnaked and implemented.

Similarly, the Bank's April 2010 and February 20ldnvironmental
supervision missions and the recent independentcemaental and social audit
of project interventions during the second semesteR010 and first semester
of 2011 identified concerns with the sustainabiltly certain BO-0033 project
interventions, including with respect to the stitieging and management of the
three protected areas in the road’s area of inflegmowever, there is no
indication as to how — or even whether — the reglimeasures to assure the
sustainability of these actions would be fundedngrlemented beyond the life of
the project.

As noted above, furthermore, the direct and indiegea of influence of the
road investments within Bolivia is characterizedhbby rich natural resources,
unique biodiversity and sensitive ecosystems, a dhe hand, and high levels
of rural poverty and socio-cultural diversity, dretother, while at the same time
being a region of weak local institutions and goesce; this means that both
the short and longer term challenges of promoting achieving sustainable
development are especially daunting. While thed iogprovements supported by
the Bank and other donors, thus, represent a ggnif opportunity to promote
economic and social development in the Santa Cugt® Suarez corridor, in
and of themselves and even assuming that the @rtdons contained in BO-
0033 are successfully implemented over time, thidlynet be sufficient for this
to occur in an environmentally and socially respiolesand equitable way over the
longer run. As has occurred in the Amazonian stétAcre in Brazil, which has
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faced similar challenges, the Bank should, theegfproactively seek to continue to
provide environmentally and socially sustainabibtyented development
assistance, including for improved local governan@ecountability, and
institutional capacity building, to -- and in --etlproject’s direct and indirect area
of influence.

Finally, particularly in complex projects such d®e tpresent one that are
intended to support the implementation of environtakand social protection
measures associated with major rural road impromermeand/or other large- scale
infrastructure — investments in large and ecoldbjicasensitive and socio-
culturally diverse areas, such as the lowlands Ratanal regions of Bolivia (or
the multi-country Amazon region), it is essentiatt there be tight coordination
and collaboration between the various units witthe Bank that need to be

involved in project supervision.
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