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Executive Summary

A Dialogue, high-level consultation meetings (encerronas), and country programming

The Bank engages in dialogue with the countries by means of various instruments for strategic
discussion, such as pre-programming missions, portfolio review, Social Agenda Dialogue (DAS),
seminars, and workshops on specific subjects. Generally, these activities are carried out by Regional
Operations Departmentswith support from other departments. Moreover, in the specific case of Region 2,
a Policy Dialogue Paper (PDP) is drawn up and discussed with the country during the respective
administration’s last year. The dialogue consensus with the country is spelled out in the country paper,
which establishes strategy and projects.

In 1996, RES implemented a new and potentially powerful instrument for dialogue known as
Economic Assessment Reports (EARS). The reports are presented at the high-level consultation meetings
(encerronus). which are held at the request of the countries and/or the Regional Operations Department.
EARs are not papers in the classic sense of the term, in that they are very large electronic files
(Powerpoint) containing short statements and a great deal of information. In 80% of those reviewed, the
presentations consisted of 150 to 225 slides, but without a written introduction, summaries, or
conclusions.

EARs are presented to the countries’ policymaking authorities at the encerronas, closed-door
meetings with the countries’ policymakers. The purpose of encerronas is to discuss macroeconomic
policies and strategies in the countries’ different economic and political cycles. The meetings are
generally a half-day to a day long, but occasionally longer. Between 1996 and August 2000, RES held
18 encerronas.

B. Objective and scope of the study

The principal objective of this study is to ascertain the impact of EARS on country papers, the
Bank’s operations program, and the countries’ adoption of RES proposals. To achieve this objective, a
comparative qualitative analysis of the encerronas for the various countries was prepared, the content of
the supporting EARs was reviewed, and a series of meetings was held with the main officials involved in
the encerronus. TO study the interaction between content and the discussion of issues at the encerronus,
certain specific cross-cutting issues are for all the counties were selected on the basis of two
complementary criteria: their repetition at all the encerronus and their obvious importance for
establishing the countries’ development strategies. The issues were: (a) privatization and infrastructure;
(b) exchange policy and dollarization; and (c) decentralization.

All those involved in this process cooperated fully, and RES made commendable efforts to
contribute its view on the observable impact of the encerronus, which proved extremely valuable for the
assessment.

The study covers 10 countries in which encerronus were held between 1997 and August 2000,
based on the documents provided by RES. Of these countries, seven are in Region 2, one in Region 1, and
three in Region 3 (Group C and D countries).

OVE hired two independent consultants with different academic backgrounds to conduct the
study; the findings of their reports are reflected in this document. The consultants were: Fernando Navajas
(Chief Economist of FIEL [Foundation for Economic Research on Latin America]) and Mariano Laplane



(Coordinator of Postgraduate Studies of the Institute of Economics, UNICAMP [Campinas State
University]).

C. Main problems identified

Review of the issues taken up at the encerronas points to the preponderance of macroeconomic
and structural reform issues, such as fiscal policy, financial policy, exchange policy, trade, infrastructure
and privatization, labor policy, education, and decentralization. Generally, the predominant style is to
suggest policies or reforms, especially in connection with the most common macroeconomicissues.

All the issues addressed at the encerronus have, to some extent, been reviewed in previous
studies (whether conducted by RES or third parties) that combine analysis and empirical evaluation of the
hypotheses. In several cases, the findings were quite solid, while in others the evidence was preliminary
or incomplete and depended on the specific conditions of each economy.

However, in some cases the studies were used to foster overconfidence in a certain approach,
using language designed to achieve almost a mass marketing effect. The arguments are “oversold” almost
continuouslyas a result of the intentional or unintentional attempt to push reforms.

The study showed that the most problematic aspects of the presentations were:

a. The underlying factors or elements in each type of sector or strategy were not fully
developed, resulting in a view that is not very critical and in excessive unconditionalreiteration of
certain predetermined policies.

b. Somewhat related to the above, the specificities and diagnosis in each country were not
clearly set out, in some cases due to insufficient use of information, even when the information
was available.

c. In some cases, selective use of information was made.

D. Main conclusions

In principle, the encerronus could be a powerful tool for the Bank’s dialogue with its member
countries. But the EARs and encerronus have proven relatively inefficient in the two natural RES
markets, the Bank and the countries’ policymakers. In other words, they do not work well as instruments
to either sell macroeconomic policy strategies to the countries or to provide support and feedback for
country programming, where their potential is negligible, as recognized by RES.

Two types of problems have been identified in the content of encerronas. There is a lack of
recognition of country specificitiesand excessive emphasis on the dissemination of reforms and uncritical
support for them without the justification necessary based on a knowledge of the country’s situation.
These problems appear to be the grounds for rejection of the recommendationsby the country authorities.

Analysis of the principal problems identified in the qualitative evaluation of the encerronas led to
two conclusions. First, the meetings are prepared without due consideration of all the factors or elements
underlying the strategies. This shortcoming makes it difficult to understand all the consequences involved
in the proposed strategy and contributes to inefficient, incomplete presentation of it. And second, the
presentation focuses on the merits of the proposed strategy’s technical and ideological components but
ignores its recipients and ultimate beneficiaries: the citizens of the respective country, whose interests are
subordinated to the hypothetical merits of the proposed strategy.



Lastly, serious operating and institutional coordination problems were identified between RES
and the Regional Departments in encerrona preparation, reflecting inadequate integration of RES and
operationsactivities.

E. Main recommendations

Consideration should be given to whether a new instrument should be devised to replace the
EARs-encerronas that can meet the objectives RES originally established for them. RES’ recognition of
the minimal impact on programming should be more than sufficient to trigger sober reflection on this
point. However, in the hypothetical case that this instrument is retained, a set of measures would have to
be taken to enhance its operating efficiency and to make it an activity of the Bank as a whole, rather than
a single department.

Notwithstanding the need for RES, as an economic analysis tool—not directly linked to the
Bank’s operational work—to maintain a degree of independence conducive to reflection and analysis
beyond the countries’ cyclical demands, it is necessary to devise and implement measures, instruments
and channels through which RES’ intellectual and creative efforts can add value to the operations carried
out by the regions. The regions could then provide feedback to RES with information from the field that
will help RES conduct analyses that are better adapted to the specific circumstances of each region and
country.

To ensure that the encerronus are truly an instrument of the Bank and enhance its efficiency,
Management should draw up a document clearly setting forth the purpose, objectives, and evaluation
criteria to be used in future exercises of this type. This report should be formally approved by
Management and submitted to the Board of Directors for consideration. The specific recommendations
are described on pages 22 to 25 of this report.



L Introduction

11 At the request of the Research Department (RES), based on the need to evaluate the Bank’s
nonfinancial products, the Office of Evaluation and Oversight (OVE) conducted this study on one of the
instruments used by RES in performing its functions, specifically Economic Assessment Reports (EARS)
and their means of dissemination, the high-level consultation meetings known as encerronas.

12 The mission of RES, which is headed by the Chief Economist of the Bank, is to enrich the
knowledge base that feeds into the policy agenda of the Bank and the member countries, in order to
achieve sustainable development.1

1.3 To achieve its objectives, RES has developed various products and instruments, one of which is
EARs, first used in 1996 and then at the request of the countriesand/or Regional Departments. EARs are
presented to the respective country authorities at encerronus, which are closed-door meetings with a
country’s policymakers, to discuss macroeconomic policies and strategies in the country’s various
economic and political cycles. From 1996to August 2000,RES held 18 encerronas.?

11, Description of Economic Assessment Reports (E4Rs) - Encerronas

21 EARs are not papers in the classic sense of the term, in that they are very large electronic files
(Powerpoint) containing short statementsand a great deal of information. In 80% of those analyzed, the
presentation consisted of 150to 225 slides, but without a written introduction, summaries, or conclusions.

22 EARs are presented to a country’s policymakers authorities at the encerronus. The meetings are
generally a half-day to a day long, but occasionally longer.

23 To date there is no written document establishing EAR methodology. The only available
reference containing a definition of EARs can be found in a document entitled “System of Performance
Indicators-Research Department” (GN-2107), dated 25 May 2000. According to that document: “These
reports are intended to help in the preprogramming of the Bank’s country activities. Each report will
identify development challenges and offer a preliminary diagnosis as to policy areas that would warrant
the attention of country authorities. It is hoped that these preliminary assessments will be useful to the
authorities as they frame their own development strategies, and to help work out agreements between the
country and the Bank on action priorities and areas of support.”

2.4 Encerronas are not regulated at all either. And no documents are systematically prepared
summarizing the issues addressed and the outcome of the dialogue as a result of these meetings.’

2.5 A reading of the issues addressed in EARS as a whole—which is the object of this study—
shows that they are intended to foster strategies for macroeconomic adjustment and structural reform on
the eve of changes of administration through a cross-cutting presentation based on a comparison with
other countries in the region or subregion. They are therefore designed to have a substantial impact on

See Annex | for a more detailed description of RES activities.

2 As of August 2000, the following encerronas had been held: five in the Dominican Republic, three in Panama, two in Guatemala, two in
Costa Rica, one in El Salvador, one in Honduras, one in Paraguay, one in VVenezuela, one in Ecuador,and one in Trinidad and Tobago.

*  With regard to this last aspect, a new trend emerged in 2000, when the encerronas in Guatemala and the Dominican Republic ended with

reports being drawn up.



country paper content* and country programming, even when the process involves certain nuances for the
respective Regional Operations Department of the Bank.

2.6 EARs influence Bank programming (country papers and loan approvals) mainly in two ways.
First, the proposals they put forward have a potential impact on the government authorities, who may
adopt the suggested strategies and raise them during the programming process, when the country and the
Bank agree on priority actions. Secondly, since EAR preparation is coordinated with country
programming in terms of issues and focus, the two processes should yield similarresults.

II1.  Obijectives and Methodological Guidelinesfor EAR Evaluation

31 General objectives of the evaluation were to: (i) identify EAR impact on Bank programming,
which consists of country papers and loan approvals after encerronas, and (ii) EAR impact on the
adoption by the respective countries of the strategic policies proposed.

3.2 The general guidelines for the methodology used were:’

. Conduct a qualitative analysis of 10 EARs with respect to their format, topics, relevance,
and the consistency of the proposals, on the basis of a comparative table. Select certain
topics that recur in most of the EARs studied for more detailed analysis: dollarization,
privatization, and decentralization.

. Conduct a comparative qualitative analysis of the issues addressed at encerronas, the
proposals presented in the EARS, country papers, and operations approved after the
encerronas.

. Conduct a qualitative analysis of the country papers of four Group C and D countries for
which encewonas were not held, to determine whether there is a significantdifferencein
the country papers of this group in comparison with the country papers of the group of
countries for which encerronas were held.

3.3 However, there were some important limitations in the evaluation of the EARs and the impact
of encerronas:

a.  The first limitation was the lack of written documentation defining EARs and
encerronas and establishing their methodology, basis for quantitative analysis,
objectives, and expected impact.

b.  The second limitation was that the analysis could only be performed for the last
10 encerronas, the only ones for which the electronic files had been saved.

c.  The third limitation concerns how EARs exercise their influence, since, as indicated
earlier, their potential impact on Bank programming and on national policymaking
would be indirect. Even if the issues and focuses were the same, it would be difficult to
unequivocally attribute this similarity to the impact of the EARs and encerronas. The
strategies adopted by the governments could be influenced by other decision-making
processes, such as: adoption of macroeconomic adjustment principles, structural reforms
by the governments independent of encewonas, or macroeconomic crises whose
resolution was affected by the country’s negotiations with other multilateral and bilateral
agencies, among other factors. Even other RES activities, such as seminars for the Latin

4

s See Annex IT for a descriptionof the countryprogramming and country papers.

See Annex III for a description of the activities carried out during the evaluationprocess.



American Network of Central Banks and Finance Ministries, IPES discussion seminars,
and seminars for dissemination of research results could have influenced the adoption of
the RES proposals by the countries, which was thus not directly attributable to the
EAR

Iv.  Two Viewsof EARs (EARs —Encerronas)

A RES view of encerronas

4.1 Given the lack of regulation of the EARS and encerronas, and given that the only existing
reference to them is in a Research Department document, the opinion of RES on EARs is crucial
inasmuch as it will ultimately constitute the core of the evaluation.®

4.2 RES notes that encerronm came about because of the need for timely brainstorming before
changes of administration in order to be able to move forward with reforms and sell them to the future
cabinets. Encerronas were originally defined as closed-door meetings with the executive branch (the
president and his cabinet). They consist of the presentation of an economic assessment by means of a
repot-—an EAR—comparing the country with the other Latin American countries in terms of policies and
performance. Then strategies to address the principal economic and social problems are discussed. It is
estimated that one and a half months are invested by researchers and one and a half to two months are
invested by research assistants in preparing the encerronm. In any event, these are activities with a low
direct cost in terms of preparation by the RES technical staff.

43 RES?” general view of encerronus is positive, because the meetings are seen as part of its ability
to reach policymakers and influence the country’s strategic thinking. RES believes that it has the
comparative advantage of being able to do this independent of programming. The encerronus are an
opportunity for the economic authorities to conduct a basic analysis of strategic economic thinking. They
allow for dialogue and discussion on top priority economic policy issues with a significantimpact on the
countries’ macroeconomic strategies.’

4.4 For RES, encerronas maximize the role of RES in the policymaker market. However, because
this process does not occur within the Bank, it is seen as a defect and a programming problem with
respect to the inclusion of strategic elements.

4.5 However, this separation from programming is viewed by RES as a prerequisite for its
objective of having an impact on strategic thinking. Accordingly, RES rejects coordination of encerronus,
since coordination is understood to mean something administrative among Bank departments that would
deviate the encerronm from their purpose. It cites two reasons:

a.  What should be a free, strategically-conceived exercise of diagnostic assessment of the
country would be contaminated by the Bank’s lending activities. Mixing with lending
activities would predispose the meetings to another type of dialogue, which is not the
one intended for encerronus, since the dialogue produced by a lender and a prospective
borrower looking at specific projects would detract from the connection and
concentrationnecessary for a strategic dialogue.

See Annex VI for the RES assessmentof the encerronas’ observable impact.

As examples of the concrete impact of encerronas on economic policy changes, RES mentions the liberalization of foreign trade in Panama
(1996). identification of objectives and strategies for the Costa Rica Development Plan (1998), and identification of the principal policy
challengesand options for the El Salvador Strategic Plan (1999).



b.  RES has a critical opinion of the country papers’ ability to appropriately identify those
strategic elements. According to RES, country papers have the defect of allocating
projects and then cloaking the programming in a macroeconomic framework whose sole
purpose is to provide some policy basis for previously-allocated loans,® without a
strategic vision of the country.

B. The Regional Departments’ view of encerronas

4.6 Generally, the Regional Departments perceive encerronas’ as the result of an interaction
between the supply of a “product” represented by RES interests in offering such a product and demand by
the regions and ultimately the governments. It should be noted that encerrona participants have generally
reported satisfactionwith them.

4.7 Most of the Regional Departments are satisfied with the quality of the material, with regard to
the use of comparative indicators and macroeconomic data. However, other aspects of encerrona content
have been questioned.

4.8 The most frequent observation, however, is that there is a serious lack of coordination.
Generally, with the exception of certain cases in Region 2, encerronas have tended to operate as events
independent of programming, and their impact has not been very positive because the proposed strategies
or policies were never eventually incorporated into the governments’ economic policies. In one case, the
encerrona even caused a very negative reaction from the government to the proposed strategy (Panama).
It is clear that the contribution of an encerrona to economic discussionsin the country is positive in cases
in which the governments are already pro-market and pro-structural reform and have a clear “demand” for
the encerrona type of message. Conversely, if the encerrona is taking place with a government that is
already hostile towards liberal policies, it will not have as positive an impact.

V. Qualitative Analysis of the Encerronas

A. General

5.1 The general characteristics of the encerronas evaluated here are presented in Tables 1 and 2.
Table 1 identifiesthe encerronasthat were evaluated, the dates they were held, the participating members
of the Bank, the point in the political cycle of the country in which they were held, and their duration.

¥ RES clearly favors a top-down programming strategy and believes that the country papers are bottom-up devices of low quality with respect

10 the countries’ strategicpolicies.

®  See Annex IV for focus group results.



General characteristics of the encerronas

Table 1

Source: RES
S Point in the Source of
Country Date Bank participation Country participation political Duration Material
cycle
Trinidad Oct 97 | RES staff Economic cabinet, chiefs of First year of Full day RES
and Tobago decentralized agencies administration
Honduras Jul 98 Manager, President, economic cabinet | First year of Half day RES
Representative, and RES | and chiefs of decentralized administration
staff government enterprises
Paraguay Sep 98 | Manager, country President, economic cabinet, | First year of Full day RES
economist, and chiefs of decentralized administration
Representative,and RES | governmententerprises
staff
Venezuela Oct98 | Manager, Economic teams of the three | Pre-elections | 3 days RES
Representative, RE3 and | presidential candidates
RES staff (Chavez, Rommer, and Saez)
El Salvador | Jun99 | Manager, President, economic cabinet, | First year of Half day RES
Representative, and RES | and chiefs of decentralized administration
staff government enterprises
Panama Aug 99 | Manager, country President, cabinet, and head New Half day RES and
economist, of government agencies administration RE2
Representative, RES
staff, RE2 staff
Dominican | Aug 00 | Manager, President-elect and his team | New Full day RES and
Republic Representative, RES of advisors administration RE2
staff, and RE? staff
Costa Rica Mar 98 | RES staff, Manager, President and cabinet First year of Full day RES
Representative, and administration
country economist
Guatemala May 00 | Manager, President, economic cabinet, | New Full day RES
Representative, RES and chiefs of decentralized administration
staff, country economist | government enterprises
and RE2 staff
Ecuador May 00 | RES and RE3 staff Representatives of New 2hoursofa | RES
indigenous communities administration | 2-day
meeting

5.2

Table 2 lists the issues discussed at the encerronus, highlighting macroeconomic and structural

reform issues, such as fiscal policy, financial policy, exchange policy, trade, infrastructure and
privatization, labor policy, education, and decentralization. For each issue addressed, the table shows
whether it was simply raised and prompted comments or diagnosis or was directly approached with
suggestions for policies or reform. In general, the direct approach predominated, in particular for

macroeconomic issues, which came up most often in the encerronus.
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5.3 To study the interaction between EAR content and presentation of issues at the encerronas,
certain specific cross-cutting issues were selected for review on the basis of two complementary criteria:
their repetition at all the encerronas and their obvious importance for the formulation of the countries'
development strategies. These issues were: (a) privatization and infrastructure, (b) exchange policy and
dollarization, and (c) decentralization. In each case, relevant material from studies carried out under the
aegis of RES was reviewed to determine whether initial hypotheses were formulated based on the
available literature. The general observationsof this review were:

. All the issues addressed at the encerronas involve, to some extent, previous studies
(conducted by either RES or third parties) that combine analysis and empirical evaluation
of the hypotheses. In several cases, the findings were quite solid, while in others the
evidence was preliminary or incomplete and depended on the specific conditions of each
economy.

. In some cases, previous studies were used to foster overconfidence in a certain approach,
using language designed to achieve almost a mass marketing effect. The arguments were
""oversold™ almost continuously as a result of the intentional or unintentional attempt to
effectively propose reforms.

54 The study showed that the most problematic aspects of the presentations are:

a.  The underlying factors or elements in each type of sector or strategy were not fully
developed, resulting in a very uncritical view and in excessive unconditional reiteration
of certain predetermined policies.

b.  Somewhat related to the above, the specificitiesand diagnosis in each country were not
clearly set out, in some cases due to insufficient use of information, even when
information was available.

c.  Insome cases selective use was made of information.
1. Inadequate development of the underlying factors in each type of sector or strategy
5.5 One of the key findings of the study is that the issues were addressed without due consideration

of all the factors underlying the strategies. This oversight leads to difficulty understanding all the
implicationsof the proposed strategy and inefficient, incomplete presentation of it.

l.a Exchange policy and dollarization

5.6 The issues associated with exchange policy were examined explicitly in at least five countries
(the Dominican Republic, Ecuador, El Salvador, Guatemala, and Venezuela). The recommendationsmade
all revolved around stabilizing the exchange rate. The options recommended included: (a) convertibility,
(b) a currency pegging agreementwith the United States, and (c) unilateral dollarization of the economy.

5.7 The discussion on alternative exchange regimes has of course remained open in academic
forums and specialized international organizations. The DMF has not taken an official position, either in
general or for the Central American countries.”™ Nor does the Bank have a standard position on this
question. The preference for fixed or flexible exchange rates depends on the costs and benefits involved
in achieving stabilization and growth objectives. At the heart of the discussion is monetary policy: a

1 Calvo G.(1999) "Capital Markets and the Exchange Rate'" and " On Dollarization”, mimeos, University of Maryland. Edwards S. and M.

Savastano (1999). '%change Rates in Emerging Economies: Whatdo we know? Whatdo we need to know?"*, NBER WorkingPaper 6516.
Mishkin F. and Savastano (1999). ""MonetaryPolicy Strategiesfor Latin America". NBER Interamerican Seminar, December.



strong exchange rate means adopting the monetary rule of the country to the local currency is being
pegged; the alternative means domestic rule, but which due to questions of unstable fiscal policy or the
increasingly volatile financial markets, may not be viable given the conditions in a number of countries,
be they relatively large like Argentina (where the historic internal instability weighed heavily) or small.

5.8 The alternatives faced by various Central American countries, such as those analyzed, are real,
and must therefore be studied. Consequently, the selection of issues at the encerronas is entirely valid and
appropriate. However, there have been significant deficiencies in the transmission of the information
needed for proper decision-making during the selection process. For example, the most common
economic costs the currency peg strategy may generate are not mentioned: the loss of sovereignty, the
costs of adjusting to the asymmetric shocks that create trade imbalances with neighboring countries which
do not adhere to the policy, and real shocks that may result in nominal adjustments that lead to financial
crises. Neither is the interaction with strategic decisions on trade policy mentioned, perhaps because it is
assumed that they do not exist and a unilateral analysis is more valid.

5.9 The discussion of the options also suffers from a lack of information and specific analysis. Of
the three included in the EARS, mentioned above, the one referring to a hypothetical monetary association
is not adequately explained, giving the impression that it has been added but is not available, leaving the
actual choice of either convertibility or unilateral dollarization.

5.10 Lastly, on an issue as controversial as dollarization, no mention whatsoever was made of its
potential political costs or of the countries’ inhabitants” willingness to pay to have their own currency
(even if it has a low exchange rate).

1.b Privatization

511 Analysis of the information contained in the EARS on privatization policies shows that
privatization can ultimately be summarized in a few comparative indicators that highlight: (i) the
percentage of the GDP that was privatized; (ii)the structure of the privatizations (industry vs.
infrastructure); and (iii) the regulatory institutions. In some cases, data on coverage and the percentages of
public capital provided are included. Generally, with the exception of some qualitative data, outcome is
neither defined nor measured (in terms of rates, coverage, quality, productivity, and so forth) for
privatization (or of State-owned companiesif not privatized).

5.12 In the area of privatization, the encerronus present, in a straightforward manner, the hypothesis
of “more market” (privatization, regulation, and competition in infrastructure services), “more
government” (investment in the central government to finance infrastructure), and “more
representativeness or consistency’’ (decentralization for design and execution). Apparently, thus
formulated, this hypothesis is reasonable and attractive from the policy recommendation standpoint, and
is also an avenue explicitly explored by Bank policy.

5.13 However, encerronus did not take into consideration the fact that the experience gained in
infrastructure privatization shows that execution and performance should be evaluated on the basis of a
matrix that distinguishes among: (a) sectors (for example, telecommunications vs. water supply and
sanitation), (b) market sizes (countries that can better accommodate markets and others that cannot),
(c) country income levels (countries with per capita incomes that allow them to pay reasonable rates and
that have coverage and countries that have neither), and (d) the quality of the institutions (countries with
separation of powers, contractual compliance, regulatory frameworks, and so forth).

5.14 Thus, if an evaluation is being conducted of an industry that can accommodate competition
(telecommunications) in a country with a large market for various companies (or international



competition), with a per capita income that means that consumers can afford prices close to costs, and
with reasonably-designed institutions, a highly positive picture emerges of the possibilities of a strategy
based on more market, more government, and more decentralization. However, the energy sector (electric
power and gas subsectors)would be in an intermediate position dependingon or distinguishingamong the
vertical phases of the industry, although in any event differences in market size and income level are
crucial for performance. Lastly, at the other end of the spectrum, unfavorable results are generally found
in the water and sanitation sector, which has an industry structure that does not lend itself to competition,
users with income levels that imply little disposable income or ability to pay, and politicized, inefficient,
contractual government institutions, even after privatization. Privatization in that sector yields
unsatisfactory results, even in countries with privatization models that are successful in other sectors
(such as Argentina).

5.15 Accordingly, the encerronus should be better prepared to address the issue of privatization at
least with respect to: the sectors' different abilities to replicate competition, the role of market size,
difficulties guaranteeing coverage, and access in countries with very low incomes or extreme poverty.
The idea of more investment in the central government no doubt responds to this situation, but the
mechanism to be used to do so is not developed (demand or supply subsidy, social policy, and so forth) in
terms of regulatory design.

5.16 Lastly, the emphasis placed on institutional design is excessive if the previous structural
elementsare ignored, because the same institutionsmay be endogenous. In the case of water, for example,
are the cases unsuccessful because of institutional problems or because the industry's organizational
structure, in addition to limited purchasing power, prevents market development and leads to forms of
unsatisfactory contractual governance? Why is coverage still so low in countries such as Argentina? Why
is there so much contractual renegotiation in this sector? Questions like these, which stimulate discussion
and help draw lessons from each case and each country, were raised at the encerronus."

le Decentralization

5.17 Decentralization is another issue that has been frequently addressed at the encerronus. In seven
countries it was an important or highly visible part of the presentation.

5.18 RES based the encerronus on previous studies on decentralization in Latin America that
examined the interaction of decentralization, fiscal institutions, and fiscal performance.'” In these
presentations, conversely, decentralization policy is presented in a broader, more self-contained manner.
The discussion plan is simple: first, a comparison of decentralization in Latin America and in the country;
second, its advantages and disadvantages; and last, proposals for the country based on an ideal model or
plan.

5.19 Review of a standard presentation (for example, Guatemala) clearly reflects the above structure.
The advantages of decentralization, according to the presentation, stem from bringing the decision-
making bodies closer to the citizens, greater efficiency in the provision of public services, stronger
competition among jurisdictions, and greater citizen oversight of policymaking. The dangers of
decentralizationare transferring the burden to other jurisdictions (which others pay), control by powerful
lobbies, more institutional weakness, and more ambiguity of responsibilities. The ingredients for
successful decentralizationare: (a) non conflictingresponsibilitiesin differentjurisdictions, (b) maximum

" In this respect, there are differences of focus and, especially, of critical evaluation, with regard to what is occurring in Latin America with the
material developed under the World Bank. See, for example, Estache A., A. Gémez Lobo and D. Leipziger (2000), “Utility, Privatization
and | e Needs of the Poor in Latin America: Have We Learned Enough to Get it Right? ”, mimeo, World Bank.

2 |PES (1997, pan I1I). Stein E. (1998), "'FiscalDecentralizationand GovernmentSize in Latin America", Working Paper Series 368, OCE,
IDB.



possible decentralization of taxation, subject to feasibility and economic reasonableness; (c) transfers as
transparent, stable, and equitable as possible; and (d) limits on autonomous subnational debt.

5.20 A reading of the EARS shows that once they get away from the reports that are the grounds for
decentralization and the analysis, the presentations turn toward rigid positions with a strong regulatory
content. One of the most important aspects to consider is associated with the large body of literature on
fiscal federalism which, as is well known, emphasizes the argument of economic efficiency in the
decentralized provision of public goods and social services, which was not done in the encerronas
studied. Encerronas must provide some empirical, concrete, convincing evidence that the more
decentralized countries have better results (efficiency, cost-effectiveness, quality) in the provision of
public goods and services, such as better hospitals, schools, police, and education. However, the
objectives, results, or performance achieved after decentralization are not clear from a reading, despite the
breakdown into advantages and disadvantages.

2. Country specificitiesand diagnosis

5.21 The dominant style of encerronas is to obtain, based on a country’sposition in comparison with
other countries in the region or subregion, simple evidence of the country’sproblems and challenges. This
leads the analysis to a cross-cutting level in which the country’s specific circumstancesand history have
less weight in the assessment and in the suggested policy strategies.

5.22 An examination of the EARs shows that a great deal of information is intensely used,"” with
little space for dialogue. A message is thus sent out quickly with heavy stress on institutional reforms that
includes little critical content on the results of the reforms in the region and the country. The EARs are
thus transformed into proposals for reforms based on key ideas and the comparison of data by country.*

2.a Exchange policy and dollarization

5.23 On this point, EARs analysis demonstrates that the EARs start from a pro-dollarization position
without taking into consideration the conditions in the country or its specificities, and that dollarization
would be recommended regardless, even if discussed with Mexico or Canada.” This observation does not
apply to Ecuador and Panama,'® where dollarization was already occurring de facto.

5.24 It is therefore interesting to note that the El Salvador and Guatemala encerronas were based on
an analysis of exchange rate trends to support a currency peg in both cases. But in the case of El Salvador
(first slide below) the grounds mentioned was that the exchange rate had appreciated, whereas in the
case of Guatemala, it was that the exchange rate had depreciated considerably in 1999 (14%).

The basic information most commonly used for encerronas comes from sources such as: conventional macroeconomic data from the
countries’ national accounts, the IMF, and other sources; in-house indices developed by RES, for example, on the quality of fiscal
institutions, labor rigidities, and structural reforms; data from ongoing household surveys in the countries, drawn up under the Social
Information System (SIS); legal or institutional information on economic regulations; and public opinion polls conducted by nonprofit
institutions with Bank support (Corporacién Latinobarémetro, Opinion pablica latinoamericana, 1995-2000).

The encerronasseem more like the product of a foundation or think tank devoted to disseminating its message than a strategic exercise based
on economic information carried out by a research department, with doubts about the results and a critical view of the countries’
developmental process.

For a discussion in favor of dollarization using Canada as an example, see R. Mundell (2000) “CurrencyAreas. Exchange Rate Systems and
International Monetary Reform ", Journal of Applied Economics, /11, 2, pp. 217-256.

For a discussion of the problems of dollarization in a comparative analysis of Panama and other Latin American countries, see S. Edwards
(2001) “Dollarization:Myths and Realities. Universitydf California.Los Angelesfeb (mimeo).
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El Salvador*

Exchange rate has appreciated...

2xchange rate (1990=100)

{989 1690 1991 1992 1993 1994 1995 1996 1997 1998

*Slide presented at the El Salvador encerrona

Guatemala*

Exchange rate depreciated
considerably in 1999 (14%)

*Slide presented at the Guatemala encerrona

As can be seen, despite the fact that the initial situation and the changes in the exchange
rate were radically different, a currency peg was proposed in both cases. Then, the following two
slides were presented, also for both.
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El Salvador and Guatemala*

More options for pegging

» Currency board
» Monectary association trcaty

+ Unilateral dollarization

*Slide presented at the El Salvador and Guatemala encerronas

Why a supranational currency?

The problem of original sin

+ There is no external credit in the domestic
currency

* There is no long-term domestic credit

The consequences

» Undermining of exchange rate

* Undermining of terms

+ Financial fragility

+ Limited financial development

*Slide presented at the El Salvador and Guatemala encerronas

5.25 Thus, the hypothetical advantages of the proposed policies are not explained in terms of
benefits and costs for each country so it can more clearly grasp the economic impact involved in the
decision. Presenting intermediate observations on interest rates or their dispersion are useful, but not
necessarily sufficient.

2.C Decentralization

5.26 The EAR review shows that in the area of decentralization the specificities of the national cases
should receive more attention as well. The international benchmarking methodology RES uses was also
applied in this case. but again. there are questions about the undue stress on comparisons and neglect of
the country's specificities. The following observations can be made in this connection: (a) a country's
degree of decentralization cannot be separated from its size, history, geography, and politics;
(b) comparison with the Organization for Economic Cooperation and Development (OECD) as a

12



benchmark can be relatively useful or relatively deceptive. The very idea that “the whole world is
decentralizing” and that “Latin America (and this country) is highly centralized” implicitly assumes that
they are all equal and ignores patterns of developmentthat cause the countries to modify elements of their
economic and institutional structure during the growth process;” (c) the presentations consistently used
the term “subnational” to represent everything that is not the national government and should be the target
of decentralization. But the concept of subnational (region, province, municipio) is not clear. It is assumed
to be determined by political divisions, but there are explicit recommendations for accelerating the
process. In some Latin American countries, that are organized federally, such as Argentina, fiscal
federalism concerns provincial public finance.” However, it is recognized that that is not an appropriate
level and that there is a hierarchy of activities to be decentralized between the nation and the provinces
and between the provinces and the municipios.” Moreover, there are municipios with populations
exceeding one million, suggesting even further decentralization.

3. Selective use of information for some countries

5.27 The third problem encountered in the qualitative analysis was the selective use of information
in the preparation and presentation of encerronus.A review shows that the available information was not
always used during their preparation, and the same parameters or criteria were not always followed. In
certain cases, information that was extremely relevant to the proposed strategy or policy was omitted
because of inconsistency with the proposed strategy.

3.a Decentralization

5.28 As in the situation described above, in some cases the risks of decentralization were found to
have been deliberately downplayed, perhaps because it was assumed that the countries in question were
overcentralized, as in the cases of Honduras and Paraguay. The presentations for Paraguay included
observations or predictions that were exaggerated to the point of claiming that given Paraguay’s
centralization, the situation was *“apotential hell,” and ignoring Paraguay’s unified political structure.

5.29 It should be borne in mind that the unified nature of the State entails a set of consequences that
are highly significantto the decentralization process. In most cases, decentralization cannot be initiated
without a basic constitutional reform that changes the unified nature of the State and, consequently, the
political and social pact that sustains it. In many other cases, the process collides with serious practical
obstacles, given the nonexistence of sufficient institutionality to allow for decentralization of authorities.
Moreover, the necessary political, social, and institutional culture has to be in place and far-reaching
changes must be made in the country’s general legal framework.

5.30 The slide that follows was presented at the seven encerronus that addressed decentralization,
accompanied by the following statements: in Panama, “The principal current problem is excessive
centralization”; in Venezuela and Paraguay, “Latin America is highly centralized”, in El Salvador,
“decentralization is quite incipient’? in the Dominican Republic, “the Dominican Republic is highly
centralized”; in Guatemala, “But it is still highly centralized”; and in Honduras, “Honduras is still
highly centralized”.

Generally, all the international benchmarking carried out at encerronas is too static and ignores temporary patterns, even if they are

descriptive, which is an old issue in the literature on development. See, for example, Chenery H. and Syrquin (1975), Patterns of

Development 1950-1970, oxford UniversityPress.

B Porto A. (1990), Federalismo Fiscal: el caso argentino [Fiscal federalism: the case of Argentina], Ed. Tesis, Buenos Aires. Also in the works
of P. Sanguinetti,

¥ Lépez Murphy (ed.), La Descentralizacién Fiscal en América Latina: Problems y Perspectivas [Fiscal Decentralization in Latin America:

Problemsand Perspectives], Network of Centers for Applied Economic Research, IDB.

13



Panama, Venezuela, Paraguay,
El Salvador, the Dominican Republic, Guatemala, and Honduras

Latin America is highly centralized

Decentralization of public spending, 1995

celaped countrics

Subnational spending/toial spending

*Slide presented at the encerronas for Panama, Venezuela, Paraguay,
El Salvador, the Dominican Republic, Guatemala, and Honduras

Dollarization

In the area of dollarization, a comparison of the encerronas for Venezuela and Ecuador—in the
case of Ecuador after the country had already decided to dollarize —shows that the information provided

was completely different.

At the encerrona for Venezuela, the argument for dollarization was "that the volatility of the
terms Of trade has resulted in a highly unstable level of public spending, leading to very procyclical
fiscal policy and making Venezuela’sone of the most volatile economies in Latin America”. According
to the slide that follows, Venezuela had the third most volatile growth pattern for 1990-97, while Ecuador
had the third least volatile growth pattern in Latin America, exceeding only Bolivia and Guatemala.

...makingVenezuela one of the
most volatile economies

Volatility of groweh 1990-97

5
Dawinicent Rap,
VENEZUEL A s

*Slide presented at the Venezuela encerrona in support of dollarization
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5.33 Conversely. the Ecuador encerrona was held after Ecuador had dollarized. To justify that
dollarization, a slide stating that “Dellarization was the only way out” was presented. It was accompanied
by the slide shown below. in which the time line used to determine volatility was changed from 1990-
1997, as in the previous case, to 1960-1999, thereby moving Ecuador’s position from third least volatile
to fourth most volatile.

Ecuador’s economy has been very unstable

Volatility of the GDP 1960-1999

*Slide presented at the Ecuador encerrona
justifying the dollarization that had already been adopted

3.c Privatization

5.34 In the area of privatization, the analysis of encerronas shows manipulation of information and
in some cases, misinformation. In the case of Costa Rica, where the diagnosis suggested from the outset
that the privatization plan was faulty (“everything remains to be done”), the encerrona avoided a series
of performance indicators showing a much more favorable situation than in other Central American
countries. However, those same indicators were available and included in the presentations for other
countries (Honduras and Guatemala, for example), where the goal was to show relatively poor
performance.

5.35 The first of the slides that follow was presented at the encerronas for Costa Rica. Honduras,
Paraguay, and Venezuela. The second was presented at the one for Guatemala:
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25

Costa Rica, Honduras, Paraguay
and Venezuela

Privatization (% of 1996 cumulative GDP)

i ——
El Sadvador [————
Panama [T
Ecuador [——— |
COSTA RICA T
Paraguay
Bahamas
Uruguay
SunAnam | .
Guaternala {
Haiti 77
Donunican Rep. |
AVERAGE "

%

*Slide presented at the encerrona
for Costa Rica, Honduras, Paraguay, and Venezuela

Guatemala made great strides in privatization

Privatization

e Guatermala: 0% in 1995
8.5% in 1999

Dad
Venezuela

R o
Hendur,

{" of 1989 cumuiative GDP)

b

*Slide presented at the Guatemala encerrona

5.36 The first slide was accompanied by the following statements, Costa Rica. “Verylittle has been
done in terms oOf privatization ... ”. It followed the statement “Privatization: everything remains to be
done.” In Paraguay, the slide said: “State-owned companies are not investing, but are also not allowing
others to invest”. In Honduras, it said “Little as been opened to the private sector”. And lastly, in
Venezuela, the slide stated: “Little had been achieved until 95 . . . but things are changing”. The
recommendation in all cases was to privatize or increase privatization.

5.37 To support this recommendation in the case of the Honduras encerrona, the following slides
were presented comparing quality of services. But they were not presented for Costa Rica, since they

indicated that the quality of public services, without privatization, in Costa Rica was comparatively the
best in Central America.
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Honduras

Energy: low coverage

Iouseholds with electrie power

Costa Rica

Panama

Nicaragua

Guatemala

El Salvador

Honduras

*Slide presented at the Honduras encerrona

...and high inefticiency

Electric power Josses

Honduras
ENETE
Nicaragua
Guatemala
El Salvador

Costa Rica

0% 5% 10% 15% 20% 25% 30%

*Slide presented at the Honduras encerrona

17



Honduras

Telephones: low coverage

Telephone lines per thousand people
|

Costa Rica

Panama

El Salvador
Guatemala
Honduras

Nicaragua

*Slide presented at the Honduras encerrona

Water: insufficient coverage
Population with access to water
Costa Rica |

Panama

Guatemala

Nicaragua

El Salvador

0% 20% 40% 60% 80% 100%

*Slide presented at the Honduras encerrona

5.38 In the case of the Guatemala encerrona. indicators of utility efficiency similar to those
presented in Honduras were given, but from another source of information. Latinobarometro.

5.39 Lastly, in the case of the Dominican Republic, the initial hypotheses received very superficial
treatment, using very partial and tangential information (for example, it was noted that central
government public investment was not low, and then it was concluded that low productivity was the
cause, but based on an index of government effectiveness that should have a nonquantitative basis).
However. the treatment of the electric power sector was quite thorough. In the case of Paraguay. the rate
of telephone ownership is shown as very low, but the figure ignored mobile telephone data (twice as high
as fixed telephones) in a country with a high rate of informal use (but at any rate having problems with
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investment in infrastructure). A slide from the Paraguay encerrona indicated that Argentina had full
coverage in the sanitation sector in urban areas, which is incorrect.”

VI.  Encerronas and Country Programming

A. Country papers and encerronas21

6.1 To ascertain whether the viewpoints expressed in the EARs and the country papers showed
complementarity and consistency, the country papers from the countries with encerronas were analyzed
along with the four control countries where encerronaswere not held.

6.2  The objective of the comparison was to evaluate the possible contribution of the encerronas and
the EARSs to programming and the dialogue with the country authorities. It was not to evaluate the quality
of the CPs or the planning process as carried out in each Regional Department.

1. Control group of countries

6.3 There were no perceptible differencesin either structure or content between the country paper for
Paraguay and the country papers for Uruguay and Bolivia attributableto the fact that Paraguay had had an
encerrona. The country paper for Bolivia indicated that an RES expert had participated in its preparation.

6.4  The country papers for the two control group countries in Region 3 (Guyana and Jamaica) shared
the common feature of a less in-depth and less thorough analysis of macroeconomic conditions. However,
this difference was not attributableto the fact that no encerronas were held in those cases.

2. Countrieswith encerronas

6.5 Annex V compares the thematic content of the 10 encerronas reviewed in this report with the
respective country papers and the Bank’s operations program.

6.6  Among other findings, the comparison confirmed the marked differences in thematic orientation
that were expected. In several cases, the encerronas proposed ambitious reforms that had no counterpart
in programming or the country papers. In general, the country papers had a more structural focus and the
encerronas focused mainly on macroeconomic adjustment and reforms.

B. The Bank’s operations program and the encerronus

6.7 In terms of the impact of the issues addressed and focus utilized at the encerronas and the
operationsapproved by the Bank subsequent to the encerronas, consistency could only be clearly found in
two countries: Ecuador and the Dominican Republic.

6.8 In these cases, the projects that reflected a focus similar to that used at the encerronas represented
79%and 67% of all funds approved by the Bank, respectively. However, it must be borne in mind that the
post-EAR period analyzed was very short, since the encerronus were held in 2000.

2 The number for the metropolitan region that includes Buenos Aires and greater Buenos Aires is 58.1%, according to the latest Household
Spending Survey (1996/97). The poorest quintile had 27% coverage, according to this survey. See F. Navajas (1999), “Structural Reforms
and the Distributional Effects of Price Changes in Argentina.” at www.ssm.com Latin American Economic Abstracts. WPS, Vol. 3, No. 7,
October 1999.

2 See Annex V, comparative table of issues addressed in the encerronas, country papers, and operations program.
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6.9 In the Dominican Republic, the loan for modernization of secondary education with emphasis on
decentralization of management supported by investments in infrastructure, curricular development, and
teacher training, included areas consistent with the general focus of the encerrona.

6.10  Likewise in Ecuador, the sector investment program had the general focus on privatization of
infrastructure (electric power and telecommunications) and reform of the financial sector to reprivatize it
as the encewona did.”

6.11 The case of Venezuela is more unusual. Some 78% of the total amount approved by the Bank
between 1998 and 2000 corresponds to issues discussed at the 1999 encerrona. The following sector
loans were approved before the encerrona: support for fiscal and public sector reforms, pilot
decentralizationprogram, and program for social security reform and central governmentmodernization.

6.12  However, the focuses are a little different in view of the fact that the Bank approved one of the
loans before the encerrona and the most recent change of administration. The encerrona proposed the
following steps to achieve fiscal balance: draw up the budget on the basis of a fixed contribution from oil
revenues, maintain fixed exchange rate (dollarization was mentioned), improve tax collection, make
income tax more progressive, and broaden the VAT base to include retail distribution. The sector loan
calls for establishinga macroeconomic stabilization fund, simplificationof the luxury tax rate structure, a
decrease in the number of exemptions, and broadening of the income tax base. Release of the first tranche
was subject to maintenance of spending for six poverty-targeted social programs. The decentralization
program (which is basically a program to strengthen subnational governments) and the social security
reform program have a focus similar to that of the encerrrona. Interestingly, according to the Project
Performance Monitoring report (PPMR), the two sector loans have performed poorly, since the new
administration is less committed to the structural reform agenda and is therefore not implementing the
reforms that were proposed and agreed upon with the previous administration.

VII. Conclusionsand Recommendations

A Conclusionson the encerronas
The following preliminary conclusions can be drawn from the conducted analysis:

7.1 Ih principle, encewonas could be a powerful instrument for dialogue between the Bank and its
member countries. Their main characteristics are: (a) they provide economic advice to the financial
authorities of Bank member countries; (b) their principal contribution is the elements of strategic analysis
that underlie the product; (c) they are similar in presentation to a think tank style.

7.2 As for the content of encerronas, more than in the definition of the general issues, problems were
identified in two quite evident areas in almost all of the cases analyzed. First, the encewonas failed to
recognize the countries’ specificitiess—which in and of itself is a subject for strategic discussion —but
viewed the countries solely in terms of their position in a table of structural reforms and actual or
expected performance. Second, the encerronas unduly stressed dissemination of reforms and gave
uncritical support for them, which tended to oversell the reforms by justifying them with the specially
tailored background material. Thus, the current format represents a risk in and of itself, inasmuch as it
contains many recommendations that are not properly supported by a knowledge of the country’s
situation and the necessary justifications. As a result, country authoritiesrejected the recommendations.

22 See Annex V for a more detailed comparison of the issues addressed in the encerronas, country papers, and the Bank’s operations program.
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7.3 There are serious operational and institutional coordination problems between RES and the
Regional Departments in encerrona preparation, reflecting the basic problem of integration of RES with
operations activities. These problems ultimately underline something more serious than mere
coordination. The conflict concerns the difference in focus between encerronus (pro-reform and pro-
macroeconomic adjustment) and the type of analysis found in country papers (more structural). In this
respect, the encerronus as an instrument for economic advice for the member countries brings RES closer
to the Bank’s operations activities. They thus have the potential to create an opportunity for the
convergence of interests and cooperation despite the fact that past experience generally shows the
opposite effect. In addition, there are significant differences in the approach to economic development
issues.

7.4 The impact of the encerronus on Bank programming (country paper and operations program) and
on the dialogue with the country is, in general, more visible when the member country governments are
pro-structural reform and pro-market, as was the case of the encerronus in Panama (1996), Costa Rica
(1989), and El Salvador(1999).

75 To improve this powerful instrument for dialogue between the Bank and the member countries,
changes must be made in its conceptual design and operational aspects.

In view of the foregoing, the final conclusions are:

7.6 EARs and encerronus are relatively inefficient in RES’ two natural markets, the Bank and
national policymakers. In fact, based on the analysis, it can be concluded that:

a.  Encerronas are practically useless as an instrument for selling macroeconomic policy
strategies to the countries. As discussed above, only when a new administration’s policy
agenda already included the measures promoted in the respective EAR was a connection
found between EAR content and the structural measures adopted by the country. This
conclusion is reaffirmed by the RES assessment, which reported “no observable impact” in
11 of the 18 encerronus held (see Annex VI for the RES assessment of encerronus
observable impact). In just three cases® were specific macroeconomic policy measures
consistent with the content of the encerronus.

b.  Encerronus have negligible potential as an instrument for support and feedback during
country programming. RES recognizes this conclusion as well, but this is not the time to
review the reasons for it.

7.7 The three main problems identified in the qualitative analysis of the encerronus were: inadequate
development of the specific factors underlying each strategy, lack of a country-specific diagnosis, and
selective use of information to justify the proposed strategy. Encerronu preparation and presentation thus
focus on the merits of the proposed strategy’s technical and ideological components, but ignore the
product’s recipients and end-beneficiaries, the citizens of a given country. Beneficiary interests are
subordinated to the proposed strategy’s hypothetical merits, as occurred for example for privatization in
Costa Rica.

B. Recommendations for encerronas

In view of the above-described conclusions, the following recommendationscan be made:

2 panama, Costa Rica, and El Salvador.
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7.8 Consideration should be given to whether a new instrument should be devised to replace the
EARs/encerronas that can meet the objectives RES originally established for them. The point in the
political cycle of a country in which the encerronas take place, and the opportunity to sit down and talk
with the country authorities about policy strategy, undoubtedly have great value added. They provide
mutual understanding between the new leaders and the Bank, and help introduce the authorities to the
Bank itself, its policies and strategies,and even its Representatives.

7.9 If encerronus are retained, in order to realize their potential as an instrument for consensus-
building during policy changes, they should be an activity of the Bank as a whole rather than a single
department, even if the burden and responsibility for their preparation lies with RES. RES, as an
instrument for economic analysis that is not directly linked to Bank operations must maintain a degree of
independence so that it can develop thinking and conduct analyses beyond the scope of the countries’
short-term demands. However, it is necessary to devise and implement measures, tools, and channels
through which RES’ intellectual and creative efforts can add value in the operations carried out by the
regions. The regions can in turn provide feedback to RES with information from the field that will help
RES conduct analyses that are better tailored to the specificities of each region and country. RES, as a
Division that conducts studies, was created precisely for the purpose of enhancing the base of knowledge
that affects the policy agendas of the Bank and the member countries. RES’ mere recognition of its
minimal impact on programming should be more than sufficientto trigger sober reflection on this point,
in order to prevent RES’s valuable thinking from becoming purely an exercise in intellectual self-
complacency.

7.10  To ensure that encerronas are truly an instrument of the Bank, Management should draw up a
document clearly setting forth the purpose, objectives, and evaluation criteria to be used in future
exercises of this type. The document should be formally approved by Management and submitted to the
Board of Executive Directors for consideration.

7.11  The results of this evaluation suggest that the following questions should be considered in
preparing the document:

e Determine whether or not the encerrona exercise should be separated from the Bank’s other
programming activities, especially those carried out for preparation of the operations
program, in terms of consistency in the diagnosticanalysis and proposals.

e Strike the right balance between a comparative cross-cutting presentation and country-
specific content, since it is essential to include such specificities, to analyze them in terms of
the development strategy the country is following, and to bear in mind the potential impact of
the proposed strategy or policy on the country’s citizens as the end-beneficiaries.

e Endure adequate participation by Regional Operations Department staff in encerrona
preparation and implementation.

e Design the structure as a discrete activity or a systematic activity for dialogue.

712 These general questions that should be considered translate into specific changes in the
conceptual design and operating aspects, as suggested below.

C. Suggested changes in the conceptual design and operational aspects of EARs/encerronas
Conceptual design
713  EARs/encerronas should move toward a new format that would be a strategic analysis of

development per se and not for project preselection, with a forward-looking approach that identifies the
strengths, weaknesses, opportunities, and threats that help determine development strategy. Such a format
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would minimize the risk that some of the problems attributed by RES to the country paper preparation
process would occur (lack of strategy, indoctrination to justify projects, and so forth).

7.14  The Bank’s role in development strategy formulation should be that of facilitator. It should
suggest options and compare possible results. Its function is not to devise and propose a definitive
solution, but to help the parties identify it. An encerrona is an initial point in that process that should be
continued at other points of dialogue and programming. Whether or not an encerrona selects or advocates
one of the options, the current role of “selling” the product needs to be drastically reduced, and analysis of
the specific impact of that option on the country needs to be elaborated upon.

7.15  In establishing a development strategy, analysis of the real sectors of the economy is essential.
Indicators should be used that help assess their relative importance, recent performance, efficiency, the
level of training achieved by the producers, and their potential contribution to development (in addition to
the macro indicators, social indicators, and public opinion indicators currently used). It is crucial that the
findings of this evaluation be included in the presentation to the national authorities.

7.16  To achieve the recommended new conceptual design, RES activities should focus on
development in the region from a broader perspective, supplementing the synchronous/comparative
analysis and the macro view with a process approach to national problems that also includes sector
diversity (the micro aspects), placing more emphasis on successful results and the obstacles encountered
in the development process.

Operational aspects

7.17  Formulating development strategy must include an analysis of the relevant sector aspects and
national specificities. Accordingly, it should include the active participation of staff from the Regional
Departments and national governments officials, and should be guided by the division of tasks and
mutually complementary skills of the Regional Departments and RES. Although from the RES standpoint
this approach may cause some risk of “contamination” of the advisory work with operational concerns, it
will make the encerronm more relevant to the Bank and the countries. In addition, cooperation in
development strategy preparation and execution can reduce the current lack of confidence between the
RES and Operations staff.

7.18  The fact that not all encerronas included the Bank’s Country Office must be avoided in the
future. The Country Office’s presence at the encerronas is key to achievingtheir objectives.

7.19  The preparatory work should be consolidated in a document to be agreed upon prior to the
encerrona according to Bank procedures. The EAR, given its value, cannot be just a digital file for an
audiovisual presentation. Its preparation, discussion, and approval slows down preparation of the
encerrona, but will facilitate its inclusion in the dialogue with the countries and improve the necessary
inputs of the Regional Divisionsin their ongoing dialogue with the countries.

7.20  Instead of holding the event in a single day, it could in some cases be done in stages, at different
times, with intervals that would allow the participants to prepare their responses to the issues raised, or
over several days. During the meeting, sufficient time should be set aside for discussion and for active
participation by the authorities and/or local experts. For this to be possible, the meetings would have to
focus on certain issues, sectors, and/or problems instead of trying to provide an overview, inevitably a
very superficial one, of the region’s development problems.
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721 Time should also be reserved for discussion of macro or social problems from a general
perspective, and for specific issues or sectors. In the latter, surely the local authorities and experts from
the Bank’s Operations Departments have more extensive knowledge, and should participate more.

7.22 A final document summarizing the encerrona should be prepared. This document could be the
“Strategic Country Report™ proposed b4y RES, incorporating the above recommendations for changes in
the conceptual design of encerronas.** This document would sum up the encerrona’s contribution to
establishing the development strategy, and would represent one input for the dialogue process. It would
also be an instrument for evaluation of the encerrona. The usefulness of providing the country authorities
with a copy of the EAR should be studied.
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RES “Prioridadesdel Departamento de Investigacion para el 2000 [Research Department Priorities for 20001, 1DB, January, 2000, p. 6.
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ANNEX |

RESEARCH DEPARTMENT FUNCTIONS AND ACTIVITIES

According to the Inter-American Development Bank Organization Manual, the official document

establishing policies and procedures for the organization and the allocation of human resources,
organizational codes, and structure and functions of the Bank’s various organizational units, including the
Bank’s Standing Committees, the functions of the Research Department (RES) are as follows:

Providesadvice to Management on economic issues related to operational, policy, or other matters.

Proposes to the President the research agenda of the Bank on development policies of the Latin
American and Caribbean region, coordinatesits execution and dissemination.

Coordinatesthe preparation of the report on “Economic and Social Progress of Latin America”.

Provides support to the Bank, in coordination with the regional economic advisors, to improve the
quality of the economic analyses carried out by the departments, through advice, participation in
missions and organization of discussionand dissemination events.

Reviews and evaluates the quality of the economic research financed by the Bank and authorizes its
publication.

Coordinates the elaboration and implementation of an institutional policy for the selection and
development of the Bank economists.

Maintains contact and collaborates with the academic and research communities and with other
international financial institutions, regarding preparation and execution of the research agenda and the
updating of the Bank’s analytical capabilities.

Designs and administers mechanisms to encourage research in the Bank, including use of research
funds and the participation of visiting scholars.

Represents the Bank, at the President’s discretion, in external economic fora and meetings, seminars,
and other events where economic issues of relevance to the Bank are discussed.

A more detailed description of these functions can be obtained from the RES Web site at

http://www.iadb.org/oce/AboutUS.htm

In the RES self-evaluation carried out under the EAR assessment framework, RES identified

three major markets or areas of influence for its activity: the Bank itself, academia, and the countries’
policy authorities. Since the EARs are not the only product prepared by RES, Table 1 shows the main
activitiesit carried out for the three markets.

Table .
RES Activities a yd Markets
Latin American Red NY-Wash de | participation
Activity/ | Enmcerronas | SIS Red Network of Central IPES Policy Asuntos on project
Market Centro | Banksand Finance | Seminars | Seminars Financieros approval
Ministries latinoamericanos committees
Bank YES YES NO NO NO YES NO YES
Academia NO NO YES NO NO NO NO NO
Policy
authorities YES NO NO YES YES NO YES NO
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RES activities are an important element in the dialogue with other multilateral institutions,
policymakers, and academia, enhancing the Bank’s external visibility through its research and advice for
the countries.

RES has a very positive view of its performance in the academic and policymaker markets, but
less satisfactory in the internal Bank market. It attributes this situation to weak links with the rest of the
Bank and problems in disseminating knowledge, despite the policy seminars it holds in each of which 30
to 40 Bank professionalsparticipate.
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ANNEX II

PROGRAMMING AND COUNTRY PAPERS

Country papers (CPs), drawn up by the Regional Operations Departments, consolidate the Bank’s
view of the context, challenges, and strategies for promoting development over the medium term (an
administration) coinciding with political (election) cycles in each member country. The programming
process is very similar in all regions, but there are some special features, principally in the case of
Regional Operations Department 2.

The starting point for programming is an outline with a preliminary listing of the country’s
problems and priorities. This initial outline (five or six pages) is prepared by the country coordinator and
the country economist and is submitted to a Management Review Committee (CRG). The next phase
consists of preparing a preliminary analysis of the macroeconomic context, the challenges, and the Bank’s
strategy (20 pages) for discussion by the CRG. The CRG approvesa preliminary version of the document,
which is submitted to the Programming Committee and, once approved, to the country authorities. After
clearance by the country authorities, the CP is forwarded to the Bank’s Board of Executive Directors for
final approval. Contact with the national authoritiesmay occur at several points, through missions, during
the document preparation process, and not just after its approval by the Programming Committee. The
entire process is repeated approximately every three years, depending on the country’s election cycle.

In Regional Operations Department 2 (RE2), the process begins a year before presidential
elections, with the goal of producing a policy dialogue paper (PDP) shortly before the elections. The PDP
is drawn up during the last year of the administration in office. It is an internal RE2 document, which
includes all the contributions of the Bank experts who work with the country. After the election and
before the new administration takes office, a meeting is prepared with the president elect’s technical team.
At that meeting, the issues in the PDP are discussed, and RES may or may not be invited. After the new
administration takes office, the results of the meeting are reviewed and preparation of the CP is initiated.
Thus, in RE2, encerronas are part of programming and, as such, ensure some degree of issue
coordination.

Regardless of how they are prepared, CPs have a common basic structure, with the following
main parts: analysis of the macroeconomic context and the challenges to development, the strategy, and
the agenda for dialogue. They are written documents, but technical reports, rather than academic papers or
monographs. They include data on the current portfolio and financing programs as annexes.
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ANNEX III

ACTIVITIES CARRIED OUT DURING THE EVALUATION PROCESS

The main activities carried out during the evaluation process, with support from outside
consultants, were:

o Meetings with RES to identify its view of encerronus, and its self-evaluation.

e Analysis of RES’ self-evaluation, detailed in Annex IV, in which RES identifies the observable
impact of all encerronus.

e Meetings with focus groups comprised of professionals from the Country Divisions and functional
Divisions that participated in the last programming exercise for the countries for which encerronas
were held; some OVE professionals were also present at the encerronus for the Dominican Republic,
Ecuador, and Venezuela.

e Meetings with the country coordinator and/or economist of the four Group C and D countries for
which no encerronus were held, to determine whether there was a significant difference in
programming between the two groups of countries.

The principal issues addressed during the interviews and in the focus groups were: (i) demand for
EARs by the Regional Operations Departments; (ii) conceptual design of the EARs with respect to the
following features: (a) consistency between the diagnosis and the country’s principal problems;
(b) internal consistency; (c) consistency between the diagnosis and strategic plan; and (d) suggested
improvements in the EARS, with respect to their economic and social conceptual focus, issues addressed,
depth, and consistency; (iii) operational and institutional aspects of the EARs concerning the degree of
interdepartmental coordination, timing of encerronas in the Bank programming process, and the policy
cycles in the countries, role of the respective department and country economists, lessons learned, and
suggestions for other uses of EAR information; (iv) EAR impact on Bank programming; (v) impact on
the countries’ economic and social policy discussions, principally in connection with adoption of the RES
proposals.
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ANNEX IV

RESULTS OF FOCUS GROUP MEETINGS

4.1 During the weeks of October 30 and November 6, 2000, meetings were held with one or more
members of the focus groups consisting of, for each country, the coordinator, the economist, and the
professionals of the functional divisions that participated in the country’s most recent programming
exercise. Meetings were also held with the Manager of RE2, the SO2 Division Chief, and the Executive
Director for Costa Rica. Of the 10 countries for which encerronas were held that were reviewed for this
report, in five cases extensive interviews were conducted with focus group members (Panama, Paraguay,
Venezuela, Ecuador, and Trinidad and Tobago). In two cases (the Dominican Republic and Costa Rica),
other encerrona participants were interviewed, and in three other cases (Guatemala, Honduras, and El
Salvador), a complete interview could not be conducted because the country coordinators or economists
were away. The interviews were structured around the five points of the terms of reference: (i) demand
for EARs on the part of the Regional Operations Departments; (ii) EAR conceptual design
(ii1) operational and institutional aspects of EARs, (iv) EAR impact on country paper preparation, and (v)
EAR impact on economic and social policy discussions in the countries, principally within the
governments. Some of these points were more important than others, but other related responses and
comments were also included.

1. Characteristics of the demands for encerronas

4.2 Inall cases, encerronus are the result of interaction between the supply of a “product” represented
by RES desire to supply it and demand on the part of the regions and ultimately the governments. The
interviews suggest that in a first phase there are elements of initiative by RES to disseminate the product,
and in a second phase intermediate demand is consolidated by the Manager and Division Chief of Region
2 (S02), with the countries also becoming more familiar with the product.

4.3 In the case of Panama, the decision-making process for initiation of the encerrona involved
offering the product to the authorities through the respective Executive Director and Representative of the
Bank, who act as liaisons. The issues to be addressed and implementation were established at those
meetings. There were marked differencesin the government’s inclination and interest in the menu of EAR
issues between the 1996 and 1999 encerronas. In 1996 there was genuine demand for the encerrona as
part of the incoming administration, but in 1999 there was a more passive and reluctant attitude toward
the types of recommendationsthat would be made at it.

4.4 In the case of Paraguay, the encerrona was again the result of interaction between supply and
demand. RES offered a finished product not specifically tailored to Paraguay. Behind the demand of
Regional Operations Department 1 was the idea of measuring impact and timing, but the department
wanted to organize something with the participation of several other Bank departments to review how the
Bank saw Paraguay, generate dialogue, and get feedback from the country on its options.

4.5 In the case of Venezuela, the encerrona had a special feature: it was held before the elections as
an exercise, and the prospective cabinets of the presidential candidates were invited to participate. The
encerrona took place at the Region’s request as a preliminary dialogue with the potential economic policy
matters.

4.6 The case of Ecuador was also atypical. It began with outreach by the Bank’s Representative, at
the government’s request, to indigenous communities and groups that had been lobbying on major policy
issues. They considered the Bank a sound, trustworthy interlocutor, because of its management of funds
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and programs, with which to discuss their macroeconomic problems and policies. The special feature of
this encerrona was that it involved representatives of indigenous groups, without the participation of the
government, but with its consent.

4.7 For the country coordinator and economist for Trinidad and Tobago, the encerrona was a RES
initiative. RES contacted the Region 3 Manager about who would be interested in holding an encerrona
and suggesting that they review the possibilities in consultation with the country authorities. Region 3
clearly wanted to be involved in this initiative, but that involvement was limited, with the initiative being
left to RES.

4.8 During the interview with the Region 2 Manager it was mentioned that the encerrona was
initially supply-driven by the Chief Economist, with inadequate integration of the content and message of
what was transmitted. The encerrona impact on the other departments’ activities was not always positive.
Then, based on experience, the encerronas started to move toward a more complementary and
cooperative approach. The region initiates the dialogue, then contacts RES and provides it with the
document. Using information from their databases the two perform a comparative analysis. Next a
reconciliation meeting is held and finally, the encerrona takes place.

2. Encerrona design

4.9 Interviewees were asked their opinions on the relevance and quality of encerrona design in terms
of the focus and content, use of macro and sector indicators, and relevance of the hypotheses and
proposals to the country’s special circumstances. They were also asked for suggestions for improving the
diagnosis, conceptual focus, issues addressed, depth, and consistency of the encerronas. The majority of
those surveyed approved of the quality of the material with respect to the use of comparative indicators
and macroeconomic data. At the same time, in several cases, the country diagnoses and topics selected
were questioned as based on preestablished hypotheses and ignoring factors that were more relevant to
the country from the country economist perspective. Several exampleswere cited.

410 Inthe case of Panama, the encerronas combined treatment of major issues with the opportunity to
meet with decision-makers in an effort to generate a dialogue or debate that would enhance learning about
economic policy options. “In general, issues raised were relevant to the country.” The interview did not
result in precise criticisms of encerrona content, but did yield some observations about the use of the
comparative data and the conclusions drawn: numbers were used to justify a predetermined position that
seemed very definite at the presentation. A comment was also made about the intense use of PowerPoint
and the only source of data being the Bank, when other sources could have been obtained, especially on
poverty. In the interviewee’s opinion, the fiscal sustainability issues are the most appropriate, while
reform, privatization, and social security are less appropriate. A lack of consistency was mentioned
between the relevance of the hypotheses and proposals to the country’s particular circumstances, in that
the meetings concentrated on reform and other “ideological” issues. In the case of decentralization, in its
eagerness to repeat the same recommendation, RES failed to consider that, for a country like Panama,
decentralization is less relevant for political and geographical reasons than in other cases. Lastly, and
again in general terms, it was stated that the encerrona diagnostic studies should be carried out in more
detail with the officials involved in country programming and that they should focus more on assessing
options than on proposing an agenda for reform.

4.11  With respect to the Paraguay encerrona, the design was again criticized. First, it was mentioned
that the encerrona diagnosis was largely detached from some of the country’s main problems, and instead
focused on a set of issues reflecting an orthodox view of macroeconomics. The diagnosis failed to
explicitly address the problem of the informal economy, ignoring this aspect for an economy that cannot be
analyzed outside the context of an informal economy. Misstatements were made based on mere



Page 3 of 8

observation of data. For instance, the saving-investment process was deemed acceptable, ignoring special
the particular way national accounts measure investment and how the process depends on construction in
an economy subject to informal and illegal activities, not consideringthe fact that very little investment is
being made in machinery and equipment in the country. It was suggested that for the encerronas to be
more effective, a preliminary diagnosis of the country should be conducted by economists with
specialized knowledge of it, in order to avoid bias in the selection of issues (to prevent a situation of
“issues in search of a country” rather then “a country in search of relevant issues™).

4.12  In the case of Venezuela, the interview revealed that, in general terms, encerrona design was
reasonable, given that it was carried out under special conditions (candidates, not the elected government)
and the macrofinancial issues raised were important at that time. But there were also observations on
improving the relevance of the issues addressed to the country’s problems. First, the objective of the
encewona for Venezuela was to provide macroeconomic advice based on relevant macro problems that
were of concern at the moment, such as the volatility of the international financial markets after the
Russian devaluation and default, the impact of oil price volatility on Venezuelan economic policy, and
real problems in the provision of infrastructure, education, and decentralization. The encerrona focus and
content were considered appropriate from a macro perspective but very relative and somewhat less
appropriate in the sense of being more aligned with a comparative presentation on Latin America than
with the country’s specific economy issues. This shortcoming was evidenced in the selection of macro
and sector indicators. The consistency of the encerrona hypotheses and proposals with the country
specificities was, therefore, considered relative and limited to the macro problems of the moment. The
suggestions for improving the encerronus were that the diagnosis should result from more open
interaction with the country division, given that the country division makes the diagnosis and then the
RES economists take the international issues, make comparisons, and identify the best practices for the
problems that have been raised. All those involved with the country must interact in this process
beforehand. Such an approach would shift the conceptual focus toward issues that are consistent with the
diagnosis of what the country’s most important problems are from the Bank’s perspective and with a
strategic vision.

4.13  Ecuador is another atypical case, this time because the government was excluded and interaction
was with representatives of the indigenous communities. Perhaps in this case the bias toward
macroeconomic issues was more appropriate, because the original demand was specifically for an
explanation of them, given the importance of the debate on dollarization that was taking place in the
country. The opportunityto have this encerrona was important to those interviewed in terms of providing
explanations and a professional analysis that helped the indigenous groups lower the profile of their
opposition to dollarization. Issues involving the utility infrastructure and housing sectors, also of interest
to the indigenous groups, were included, because they wanted to study means of participating in these
productive sectors in the future.

4.14  In the case of Trinidad and Tobago, problems were mentioned with the encerrona content
focusing on comparisonsamong countries. Certain comparisons, such as that of the degree of progress on
reforms, give the incorrect impression that everything had been done. In other words, the comparative
table showed that Trinidad and Tobago was much more advanced then the average. Taken literally, this
observation inhibited discussion, and does not show where problems lie (and there are indeed problems).
Likewise, the aggregate data do not indicate what specific problems the country has. An example of an
error is the conclusion that the country has problems with work force skills, because other vicissitudes or
country specificitiesthat would change that perception have not been reviewed.

415 In the case of the Dominican Republic, a bias toward macrofinancial issues and neglect of
development were again pointed out. Conversely, in the case of Costa Rica, the selection of topics was
deemed good and the agenda establishedby RES more open. However, issues relevant to Costa Rica were
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ignored, such as the economy of natural resources and tourism, which is the country’s main source of
foreign exchange. The latter concern was passed on to RES, whose response was that the issue might be
relevant but they were not well versed in the matter. In this case, it was again noted that the issues that
may be relevant but very country-specific (natural resources in Costa Rica or the informal economy in
Paraguay, for example) and that cannot be reflected in country comparisons tend to be ignored by RES
when encerronas are prepared.

4.16  For the Region 2 Social Programs Division, the encerronas held by RES in the region can be
considereda very important space that provides a comprehensive view of the country’s strategic problems
from a macro, sector, and institutional perspective. However, they should be used to take the next step in
what the division considers the segue from general issues to programming, through a preliminary strategic
programming stage they are developing, known as the Social Agenda Dialogue (DAS).

4.17  From the division’s standpoint, encerronas are a good product, in terms of content and format, in
that they place the country in a comparison from which relevant issues emerge, with a diagnosis that
generates a reaction from the authorities. Perhaps too many issues are covered and there is information
overload. There are no problems with the encerrona repeating the issues from country to country
inasmuch as the comparative analysis is one of its advantages and they are useful for all the participants.
The advantages of the encerrona are that it continues to be a shock strategy in the discussion and that it
does not go into detail. Encerronas should therefore not delve into specific issues within the social sectors
(for example, discussing whether an incentive system for teachers is the right one) because the Social
Programs Division staff are the ones who know those issues best. Accordingly, encerrona content could
be revised to make them less overwhelming, but not to the point of going into specific issues in depth.
Discussing macrofinancial architecture issues and the micro incentive for teachers at an encerrona would
be too broad and overwhelming.

4.18  Lastly, it was mentioned at several interviewsthat the PowerPoint presentation included too many
figures and was difficult to follow. Some participants found it a very vibrant, enthusiastic presentation.
Others described it as almost a private show that was impressive even when not well understood.

3. Operational and institutional aspects

419  This section covers the responses to questions about interdepartmental coordination for
preparation and presentation of encerronas and the role of RES and the country coordinators and
economists. The interviews indicated a serious lack of coordination, which had improved over time but
entailed serious operational and institutional problems. These views on the need for coordination contrast
with the questioning of coordination in the interview with RES, pointing to a more serious problem of
how institutional roles are being interpreted.

420  Inthe case of Panama, there were some positive developments, considering that at the first
encerrona, the country economists were not invited to discuss the issues to be presented. The interview
revealed that RES had an isolationist attitude at the first encerrona. The case of Panama showed poor
coordination and supported the hypothesis that RES did not intend to interact with country programming
officials. The lessons learned are that coordination should be introduced ex ante into encerrona design
and preparation, and that the view of the country economists should be taken into account, especially to
prevent misinterpretation and to avoid statements or agenda items that will not benefit the dialogue with
the country.

4.21  Inthe case of Paraguay, according to the interview, the Regional Manager’s original idea, which
triggered the demand for the encerrona and involved departmental interaction, clashed with the RES
intention of offering a finished project, which ultimately prevailed. In fact, the country economists and
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department experts were working on the original idea when “it changed mid-way”. “The Chief Economist
suggested that what was being done had nothing to do with experience in Central America,” while “the
focus group’s view was that there should be more sector and global diagnosis, including possible
economic policy responses”. The Chief Economist’s position eventually prevailed, and “the Region
withdrew” from the encerrona preparation and it was decided that a “that a show with an orthodox view
would be done” (sic).

422 All the Region’s economists and experts participated passively in the Paraguay encerrona, not
because they did not want to participate more, but because, given the way the presentation was organized,
“there was no opportunity or time for discussion.” This was also true for the government, which remained
silent throughout the presentation and then asked almost no questions. When asked whether the questions
or inconsistencies in some encerrona observations or hypotheses discussed earlier in the design section,
such as aggregate savings and investment, were mentioned to RES during or after the encerrona,
interviewees said that “they managed to mention [them] to the Chief Economist at lunch after the
encerrona”,but that he showed no interest, made no comment, and indicated no intention of clarifying the
matter later.

423  According to the views expressed, the main lesson learned from the Paraguay case is that the
coordination problems in the preparation and subsequent monitoring of encerrona results are the
responsibility of RES because of its clear intention to prevent more open interaction with the departments
and to ignore potential contributions that would make encerrona content more relevant to the country’s
problems.

424 By contrast, there was interdepartmental coordination in the case of Venezuela, since RES’s role
was to prepare the general presentation, the macro issues, and issues such as education, while the Region
prepared the discussion of decentralization. However, it was explicitly pointed out that the lessons learned
from the Venezuela encerrona are that more coordination on issues is needed and that the encerrona
should not be an activity in which RES goes ahead and says what it thinks, with no regard for the Bank’s
work.

425  Coordination problems were also mentioned in the case of Trinidad and Tobago. To those
interviewed, a useful encerrona requires prior preparation within the Bank, with more in-depth
interaction. It should also include a report instead of or in addition to the PowerPoint presentation. The
encerrona must be a product of the Bank and not of a department. According to those interviewed, the
coordination problem has to do with the Bank's history. “The RES people think they are better
economiststhan the rest and that they don’t have to listen to what they assume is incorrect.”

426  The case of Ecuador should be studied carefully because of its unusual nature, but it does
demonstrate some coordination in the preparation and execution of the encerrona, since RES was
responsible for presenting the macroeconomic issues and the country economist was responsible for
presenting the projects. In the case of Costa Rica, there was a prior meeting at which RES presented the
content of the EAR and observationsand comments were obtained.

4.27  The type of coordination suggested by the Region 2 Social Programs Division is different and
reflects its view of how encerronas should change. For an encerrona to be effective, a comprehensive
approach to “the next step” is necessary, consisting of a more selective and strategic analysis of social
spending from a structural and multisectorial perspective. The encerrona should provide the framework
for start up. The division is working on what it considers segueing encerronas towards those issues
through the DAS, which, like encerronas, is also carried out at the highest level, including the
government communication officials. To this end, the division uses RES issues and information, adding
detailed content and beginning the segue toward the operations work, but first obtaining a comprehensive
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and strategic view (DAS). This process has not succeeded to date because of a lack of coordination and
because operations meetings should be proposed precisely at the encerronas to continue the process.
From the outset, encerronas contribute what RES does best, which is comparison, strategy, and
communication of policies, contributing a “choreography’ that should be used in operations meetings.

428  In the opinion of the Region 2 Manager, experience in recent years has shown that RES has
tended to operate independently of the rest of the Bank. Over time, it has been asked to ensure more
complementarity. This process must continue, because if it does not, the encerronas will lead to an
unsatisfactory situation. RES wants to give policy advice to the governments independently, forgetting
that it is part of the Bank. If this situation is corrected, RES can realize its potential, as a source of
economic opinion for the Bank that it did not used to have.

4. Encerronas contribution to country programming

4.29  This section summarizes the opinions of the interviewees on the encerronus contribution to
country programming and country papers, taking into account the advantages or difficulties of
incorporating encerronus hypotheses or proposals.

430  Programming in Region 2 begins a year before a change in administration and is headed by the
Country Office. A dialogue is initiated with each sector of the Bank, input is obtained from the various
officials involved in the country, and a policy dialogue paper (PDP) is prepared a month before the
elections. Then a meeting is scheduled with the transition teams, including the president and the economic
teams. That is a one-day meeting which is open for issues and information and includes the PDP. The
encerrona is part of this process. The RES team prepares a presentation from an international perspective,
while the country team prepares a presentation from a sector perspective. A month after the new
administration takes office, the meeting with the administration is evaluated, and on that basis country
paper preparation is initiated. The encerronas are very useful tools for this process, because they help
develop the relationship with the country on the basis of a smooth dialogue on relevant issues.
Encerronas meetings work well with small countries that require a comprehensive approach that includes
macroeconomic and sector considerations. However, large countries need a more sector-oriented,
specialized focus. This is the case for Mexico, which held an encerrona this year exclusively on social
policy issues.

431  Based on its experience with the encerronus, the Region 2 Social Programs Division has decided
to have its own encerronas on social policy as more of a pre-programming activity than the RES
encemona, and an interface between the general encerrona and programming. These retain features
similar to those of the RES encerronas with respect to timing (new government), PowerPoint
presentations to encourage dialogue and strategic thought, content grounded in services (context, common
threads, social sectors, SO2 services), with aide-mémoires of the outcome, and sector specialists who
continue the dialogue at the project level after the meetings. In SO2’s opinion, this development shows
how encerronas have been changing the products in regional programming into more strategic products
like the RES encerronas, giving rise 1o other encerronas that are more directly involved in programming.’
The best encemona, as a test case for the new approach (including the Social Agenda Dialogue), was the
one for Guatemala.

432  In the case of Panama, the 1999 encerrona had very little positive impact on programming
because the authorities rejected its content and orientation. This hurt the programming by hampering

' “Social Agenda Dialogue (DAS), Brief for CRG”, 4 February 2000, RES2/SO2.
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dialogue. The opposite occurred with the 1996 encerrona, where the incoming administrationwas willing
to buy the discourse and action behind the encerrona.

4.33  According to the interviewees in the case of Paraguay, their experience is that given the
conditions in which the encerrona was held, “no impact on country programming can be attributed to it”.
In their opinion, programming is a process, while encerronas are an independentevent.

4.34  Inthe case of Venezuela, the interviews clearly indicated that encerronas have very little to do
with country programming. The objective of the Venezuela encerrona was perceived as to provide
macroeconomic advice with little subsequent impact. If encerronas are seen as a brainstorming exercise
with elements of mass marketing whose purpose is to generate discussionand debate, it may, in a way, be
independent of programming. However, if the idea is to create a genuine constructive policy dialogue,
then it must be approached in terms of country programming, with prior diagnosis by the Region. To the
economists involved in programming, encerronas left little to learn, given the minimal dialogue they
generated.

4.35  Encerrona independence from programming was also noted in the interviews on Ecuador, even
though it was due to the atypical nature of that case. The same observation was made in the case of
Trinidad and Tobago, although poor coordination between the encerrona and programming was also
noted.

5. Encerronas contributionto country dialogue

4.36  The last aspect addressed in the interviews concerned the encerrona contribution to the dialogue
between the Bank and the country and between the government and Bank officials involved in strategic
planning. The channels for dialogue are diverse, and the encerronas are a visible means of generating that
dialogue. The influence of encerronus on discussion and decision making on economic and social policy
requires consultation with the participants in the governments that is not taking place (or is only available
in four questionnaires, just two of which are relevant to this study). The following views were expressed
in the interviewswith focus groups and other staff who participated in the process.

4.37  Inthe case of Panama, the interviews revealed diametrically opposed opinions on the quality of
encerronas as an instrument for dialogue. The reason for the discrepancy was the different policy contexts
in which the encerronas were held. Although both contained the same thematic language, they produced
opposite results. At the October 1996 encerrona, the president and his administration were pro-market
and pro-structural reform, with a clear “demand” for the encerrona type of message. As a result, the
encerrona had a positive impact and complemented programming. At the August 1999 encerrona, the
opposite occurred: the president and his administration advocated a fight against poverty and increased
public spending and were hostile to pro-market and pro-reform policies. The same message was highly
counterproductive, not just because of the confrontation at the encerrona itself, but because of the
breakdown of dialogue with the authorities over the following six months and the need to slowly restore
it. The content of the encerrona was thus inappropriate because it failed to foresee its negative impact,
despite the fact that RES was warned that this would happen. It should have explored how to interact with
the administration in that situation by giving it options or alternatives to help it better see the policies
available to meet its objectives. The issues addressed were perfectly valid, and may have been properly
raised in RES” view, but they suffered from the strategic view of the encerrona itself. The advantages and
disadvantages of the hypotheses, proposals, and recommendations were clearly illustrated in a single
country (Panama) when two administrationswith conflicting perspectives had to be dealt with in a three-
year period. The same recommendations were made, with a pro-reform approach, and were met with
agreement in one case and open rejection in the other. The change in results in Venezuela probably
reflected same negative influence from the 1996 experience. For example, the proposal to reduce tariffs
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was enthusiastically implemented by the then government, whereas in 1999, in part because of interest
groups supportingthe administration,the tendency was to swing in the opposite direction.

438  Inthe case of Paraguay, the interviews indicated that the encewona prompted no reaction from
the government and had no impact on the country’s dialogue. Subsequent policymaking and institutional
events would have completely diluted any such possible impact, even if the encewona had had some
effect, which it did not. By contrast, a visit by a government delegation and parliamentary delegation to
Washington had a major impact on the dialogue and on the joint strategic assessment with the
administration, in various issues in Paraguay, with Bank departments and economists experienced in
Paraguay participating in this activity.

439  Inthe case of Venezuela, it was considered somewhat counterproductive for the encerrona to be
organized with an almost exclusive focus on the Chief Economist’s presentation, given his history in
Venezuelan economic policy, which did not provide dialogue. In more general terms, it was mentioned as
somewhat dangerous for the Bank to allow only RES go to encerronas outside the framework of country
dialogue and programming. The encerronas generate ideas and expectations of Bank strategies that are
not consistent with the regions’ programming work. Questions were also raised, based on the Venezuelan
experience, about whether it was appropriate to hold the encerronas before elections.

440  The encerrona for Ecuador, given its special nature, sought to further the country dialogue
laterally, by opening up a channel of communication with an important segment of the society to which
the government had had difficulty explaining the macroeconomic policy situation and strategy. However,
it did not prevent subsequent clashes on policy between indigenous groups and the government, to the
point that the government asked the Bank (and the Bank in turn asked Region 3) to suspend the dialogue
with the indigenous groups because of their intransigent attitude toward the institutions. RES conducted
an evaluation of that encerrona supporting a favorable perception of it. Of the eight questionnaires sent
out, five responses were received, and all stated they “strongly agreed” or “agreed” with the statement
that the encerrona had opened up a space for dialogue between the government and the Bank.

4.41  Inthe case of Trinidad and Tobago, a negative view of the encewona impact on dialogue with the
country was confirmed. The dialogue was viewed as a process, whereas since the encerrona consisted of
showing up to brainstorm and then leave, made it seem of little use for dialogue, especially because there
was little coordination and more talking than interacting. Using a great deal of aggregate data, provided in
a very short time span, prevented specific country-issues from being addressed and inhibited dialogue.

4.42 By contrast, for the Region 2 Manager, encerronas were very useful instruments because they
helped develop the relationshipwith the country on the basis of a smooth dialogue on relevant issues. The
encerrona worked well with small countries that require a comprehensive approach that includes
macroeconomic and sector aspects. Conversely, the large countries need a more sectorial, specialized
focus. This was the case with Mexico, which held an encewona exclusively on social policy issues this
year (notassessed in this report).

443  Inaddition, for SO2, the element of dialogue is strengthenedby encewonas, but only if the RES
encerronas are associated with the Social Policy Dialogue. However, this approach has worked only in
some cases, such as Guatemala.
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ANNEX VI

Observable Impact of encerronas list prepared by RES

Below RES lists the “observable impact” of encerronas.

Dominican Republic, May 1996

e After that first encerrona, two more were held with the same administration, and a fourth with the
new administration.
e The 1999encerrona was presented at a seminar at the Bank, which 30 people attended.

Panama, July 1996

e The government took stepsto liberalize trade and to reform various sectors the year following the
encerrona.

e The government hired Jaime Serra Puche, a consultant who was on the team that presented the
encewona,to carry out studies on the impact and feasibility of trade liberalization.
The encerrona was recorded and broadcast on television several times.
Some six months after the first meeting, the chambers of commerce organized a seminar for the
private sector, at which we were invited to again present all the issues that had been addressed at
the encerrona.

Guatemala, November 1996

e On Guatemala’s structural reforms at a seminar organized by the Central Bank. 1997 Eduardo
Lora was invited to present his assessment of the status. The article was then published in a book
of reports on the meeting.

Costa Rica, March 1998

+ Ricardo Hausmann was invited a short time after the encerrona to present a summary of the
policy implications at a very well-attended seminar organized by members of Congress. The
article Hausmann presented was then published in a book.

e The draft of the new government’s development plan, which was strongly influenced by the
encewona, was presented to RES and Region 2 staff for feedback.

e In 2000 the government economic team asked RES for a new encerrona focusing on
macroeconomic and exchange issues.

Honduras, July 1998

+ No observableimpact we can recall.
Paraguay, September 1998

* No observable impact we can recall.
Venezuela, October 1998

* No observable impact we can recall.
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El Salvador, June 1999

e Ricardo Hausmann was later invited to discuss fiscal and exchange policy issues with the
government.

e Several RES researchers were invited to a meeting with members of the economic cabinet to
discuss the pros and cons of alternative exchange systems (El Salvador eventually adopted
dollarization).

Panama, August 1999

e No observable impact we can recall.
Dominican Republic, September 1999

e No observableimpact we can recall.
Costa Rica, March 2000

e No observable impact we can recall.
Guatemala, May 2000

a No observable impact we can recall.
Ecuador, May 2000

a The material presented at the encerrona was later used on several occasions by the Bank’s
Representative in other fora and seminars.

Bolivia, August 2000

e The encerrona was held as a result of a presentation by Eduardo Lora at a Santa Cruz Chamber of
Commerce seminar. Several ministers attended and suggested holding a special cabinet meeting.

e At the same time as the encerrona, Eduardo Lora was invited to give the same presentation at a
university seminar devoted exclusively to the subject. Some 200 people attended.
The PowerPoint presentation was sent to some 30 people who requested it after the seminars.
Eduardo Lora published an article on the central topic of the encerrona: Why isn’t Bolivia
Growing More?

Mexico, October 2000

e The Fox administration, once installed, suggested that the Bank set up a social indicators
information system inspired by the type of analysis presented at the social encerrona conducted
with the transition team. The administration also asked that Miguel Székely, who coordinatedthe
encerrona, manage that new system.
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