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1. Project Data: Date PostedDate PostedDate PostedDate Posted ::::    09/24/2004

PROJ IDPROJ IDPROJ IDPROJ ID :::: P080831 AppraisalAppraisalAppraisalAppraisal ActualActualActualActual

Project NameProject NameProject NameProject Name :::: Programmatic Fiscal And 
Institutional Structural 
Adjustment Loan (FIAL I)

Project CostsProject CostsProject CostsProject Costs     
((((US$MUS$MUS$MUS$M))))

900 900

CountryCountryCountryCountry :::: Colombia LoanLoanLoanLoan////CreditCreditCreditCredit     ((((US$MUS$MUS$MUS$M)))) 300 300

SectorSectorSectorSector ((((ssss):):):): Board: PS - Central 
government administration 
(60%), Sub-national 
government administration 
(20%), General education 
sector (10%), Law and 
justice (10%)

CofinancingCofinancingCofinancingCofinancing     
((((US$MUS$MUS$MUS$M))))

0 0

LLLL////C NumberC NumberC NumberC Number ::::

Board ApprovalBoard ApprovalBoard ApprovalBoard Approval     
((((FYFYFYFY))))

03

Partners involvedPartners involvedPartners involvedPartners involved :::: IDB Closing DateClosing DateClosing DateClosing Date 04/30/2003 04/30/2003

Prepared byPrepared byPrepared byPrepared by :::: Reviewed byReviewed byReviewed byReviewed by :::: Group ManagerGroup ManagerGroup ManagerGroup Manager :::: GroupGroupGroupGroup::::

John H. Johnson Laurie Effron Kyle Peters OEDCR

2. Project Objectives and Components
    aaaa....    ObjectivesObjectivesObjectivesObjectives
 1.  To help attain the fiscal adjustment required to ensure macroeconomic stability and ease the fiscal rigidities  
impeding implementation of sound public policy .
    2.  To improve the provision of public services and establish the institutional basis for greater efficiency and  
accountability in public expenditure .
    bbbb....    ComponentsComponentsComponentsComponents
    1.  Verify that the Borrower has (a) maintained a running three-month fiscal deficit no greater than US$1.352 billion 
equivalent during the twelve months preceding any loan withdrawal;   (b) enacted a tax reform law reducing 
exemptions and expanding the base for the Value -Added Tax (VAT), reducing wage tax exemptions from 30% to 
25%, reducing exemptions, credits and non -taxed income limits for the personal income tax, while phasing out  
corporate exemptions for certain kinds of capital gains and profits  (c) tightened reporting and collection of taxes due  
on interest income; (d) established a schedule for collection of at least  20 percent of collectable tax debts outstanding  
as of end-2002; (e) established improved customs inspection procedures for Bogota and Medellin; and  (f) secured 
first-round congressional approval of a constitutional amendment granting the Executive Branch the power to  
manage the national fiscal budget within fiscal targets . 
     2.  Verify that the Borrower has (g) enacted a law authorizing the holding of a public referendum to decide whether  
the constitution should be amended so as to earmark royalty earnings for the financing of educational services;  (h) 
enacted a law authorizing the central government to strengthen the capacity of the Ministry of Interior and Justice to  
defend the state against civil claims and limit the state's liability to new claims;  (i) issued a decree strengthening the  
transparency of public sector procurement;  (j) submitted a bill modifying the legal framework for public sector  
procurement; (k) created a Commission for Asset Management to prepare an operational plan to define accounting  
systems and inventory public assets;  (l) selected two government agencies to operate under pilot management  
contracts during 2003-6; (m) established a high-level Commission for State Reform, including a plan for creating  
greater public awareness and support; and  (n) submitted a bill on Fiscal Responsibility .   
    cccc....    Comments on Project Cost, Financing and DatesComments on Project Cost, Financing and DatesComments on Project Cost, Financing and DatesComments on Project Cost, Financing and Dates
    FIAL I, in the amount of US$300 million, is the first of a planned series of four quick -disbursing, programmatic loans, 
which could cumulatively amount to US$900 million. It was approved on March 18, 2003, became effective on March 
20, 2003 when it fully disbursed, and closed on its originally scheduled closing date of April  30, 2003.  

3. Achievement of Relevant Objectives:
By the nature of programmatic lending, all of the listed components were achieved before the loan was approved .  
However, achievement of components is not the same as achievement of objectives, and, here, the record to date  
has been mixed. FIAL I was conceived as an instrument supporting measures to address Colombia's most pressing  
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fiscal adjustment issues, while backing creation of a basic legal framework for implementation of the long -term 
institutional reforms envisioned for the later operations in the cluster . Moreover, achievement of objectives must be  
judged taking into account not only what happened during the FIAL I implementation period, but relevant  
developments since FIAL I closed.  

With respect to the first objective, results were broadly positive, but mixed . Tax revenues increased from �

19.2% of GDP in 2002 to 19.7% in 2003, and a projected 20.7% in 2004. Overall, reform measures in place 
are expected to improve the non-financial public sector primary balance by  3 percent or more of GDP in the 
current year over what it would have been without any reform, including passage in July  2003 of a Fiscal 
Responsibility Law, issuance of  18 of the promised 22 legislative tax decrees, base-broadening to 
incorporate interest income and customs revenues, tangible steps to modernize tax administration, and an  
enhanced medium-term analytical budgetary framework.  However, due to a judicial decision declaring part  
of the tax reform bill unconstitutional, the Executive Branch was forced to negotiate a replacement set of  
piecemeal rate increases and new taxes with Congress, sacrificing in the process the hoped -for expansion 
of the value-added tax base and the fiscal neutrality goals embedded in the original reforms .   Moreover, the 
constitutional reform aimed at reducing spending rigidities was defeated by Congress, as was a planned  
partial freeze on current budgetary spending upon failure of a constitutional referendum .  Pending are new 
Executive Branch proposals for revised constitutional amendments and legislation intended to achieve a  
similar result through different means.   
With respect to the second objective, results were similarly mixed .  A diagnosis of key legal and institutional  �

issues surrounding procurement was completed, and a bill submitted to Congress .  Asset management 
reforms appear to be on track, after an extensive real estate inventory was completed, and authorizing  
legislation submitted. Pilot programs to improve managerial efficiency are proceeding well . and oversight of 
the public management reform process is strong .  But, a constitutional referendum failed, preventing the  
transfer of a large share of royalties to public education and a general reduction of earmarking .  The 
program defending the state against large claims has improved tracking of contingent liabilities, but has  
been hampered by ambivalence in the key implementing Ministry about the proper way to proceed, and by  
the unavailability of detailed administrative cost assessments and funding arrangements . The Executive 
has been pro-active in seeking resolution of these issues, but the final result is likely to be more modest  
than had been originally envisaged .    

4. Significant Outcomes/Impacts:
The Government and the public have gained an enhanced understanding of the key threats to fiscal sustainability  
which must be corrected.

5. Significant Shortcomings (including non-compliance with safeguard policies):
The failure of two constitutional reform initiatives has compelled the Executive to seek less comprehensive,  
piecemeal legislative fixes which are neither as predictable nor as irreversible in their long -term impact.

6666....    RatingsRatingsRatingsRatings :::: ICRICRICRICR OED ReviewOED ReviewOED ReviewOED Review Reason for DisagreementReason for DisagreementReason for DisagreementReason for Disagreement ////CommentsCommentsCommentsComments

OutcomeOutcomeOutcomeOutcome :::: Satisfactory Moderately Satisfactory As of August 2004, fiscal adjustment  
remained on track, bolstered by higher tax  
revenues.  A modest beginning toward 
improving spending efficiency and equity  
has been made.  However, the permanent 
legal foundations for rationalizing public  
administration and budgetary 
management have not been secured,  
forcing reliance for the present on   
piecemeal reform with a lower threshold 
of reversibility than had been originally  
envisaged.  

Institutional DevInstitutional DevInstitutional DevInstitutional Dev .:.:.:.: Substantial Modest Progress in tax legislation and 
modernization, improvements in the 
capacity to frame the budget around  
structural issues, passage of the Fiscal  
Responsibility Law, and improvements in  
the formula for educational transfers has  
been overshadowed by the inability to win  
passage of two constitutional  
amendments which would have provided  
a lasting, hard-to-reverse legal framework 
for fiscal adjustment and public  
management reforms.  Moreover, 



implementation difficulties have slowed 
implementation of some legislation 
already approved, such as the new law  
strengthening the defense of the state  
against large claims.

SustainabilitySustainabilitySustainabilitySustainability :::: Likely Likely

Bank PerformanceBank PerformanceBank PerformanceBank Performance :::: Satisfactory Satisfactory

Borrower PerfBorrower PerfBorrower PerfBorrower Perf .:.:.:.: Satisfactory Satisfactory While the Executive and Legislative  
Branches appear to have moved toward a  
more collaborative relationship, after  
some early stumbles, such is not the case  
with the Judiciary and the public, where  
support  for comprehensive public sector  
reform remains fragile. 

Quality of ICRQuality of ICRQuality of ICRQuality of ICR :::: Satisfactory
NOTENOTENOTENOTE: ICR rating values flagged with ' * ' don't comply with OP/BP 13.55, but are listed for completeness.

7. Lessons of Broad Applicability:
There are as yet no lessons of broad applicability emerging from this operation .  However, experience with the 
follow-on programmatic operations in this cluster should provide better insight into the feasibility of supporting  
long-term budgetary, tax, and   administrative reforms, while simultaneously requiring the Borrower to satisfy  
short-term fiscal adjustment targets.  

8. Assessment Recommended?    Yes No
Why?Why?Why?Why? This is the first in a series of planned programmatic loans .  Moreover, we have a CAE for Colombia 

in planning, for which an evaluation of the programmatic loans will provide an essential input .  

9. Comments on Quality of ICR: 
The quality of the ICR is considered satisfactory, largely on the strength of Annex I, which contains extensive and  
useful information about the implementation experience with each major loan component . More of this information 
should have been incorporated into the main body of the ICR to provide a more nuanced and realistic set of  
judgments about FIAL I's successes and shortcomings . For example, the ICR's overall assessment of Borrower  
performance is perfunctory, failing to distinguish between the largely supportive actions of a reformist Executive  
Branch and the less supportive Legislature and Judiciary, or the implications of these disagreements for fashioning  
the design of FIAL II and successor operations .  The ICR also lacks any lessons, even of limited applicability, and  
was produced 14 months after loan closing, instead of the standard six months . Finally, this rating reflects, in part,  
the high quality of the responses received from the Region concerning issues raised during OED's review of the ICR . 


