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prEfacE
A Half-Century of Growth and Challenges

“It is necessary to look at the map of America, to place oneself before 
its splendid multiplicity, before the cosmic generosity of the wide 
places which surround us.” These words, spoken in 1971 by the 
Chilean poet Pablo Neruda, are an excellent prelude to this book 
commemorating the first 50 years of existence of the Inter-American 
Development Bank (IDB). The following pages are more than just 
an exercise in the history of this institution. They are a celebration 
of the achievements of a very disparate and complex region that 
has succeeded in setting itself on the path to progress, despite some 
tremendous obstacles.  

There is no doubt that despite these setbacks, Latin America and 
the Caribbean have achieved progress on multiple fronts. Over the 
past five decades, as the region’s population has increased from 218 
million to 579 million, life expectancy has risen from 56 to almost 
74 years. Other social indicators, such as literacy or the Unsatisfied 
Basic Needs Index (UBN), show that the improvements, which some-
times seem rhetorical given the magnitude of the problems, are real. 
Apart from the positive results of recent years, per capita income 
during the same period reached a record US$4,722 (in constant 2000 
dollars) in 2007. 
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All this has occurred amid some profound changes in the way 
growth has been encouraged and alongside changing notions about 
the role of government. Thus, most of the hemisphere’s nations have 
abandoned the import substitution model and closed regional agree-
ments in favor of trade liberalization and redefining the role of the 
public sector in the economy. Thanks to this situation, ties among 
the region’s countries are closer now than they ever were before, 
as demonstrated by intra-regional trade, investment, and tourism 
figures. However, because no regional agreement exists, many differ-
ent bilateral treaties or treaties among groups of nations have been 
signed with governments on other continents. 

Such changes have occurred because the schemes of the last 
25 years have been unable to solve the problems arising from the 
endemic balance of payments deficit and, in some cases, from hyper-
inflation. One must also make mention of the horrifying debt crisis 
that earned the 1980s the label of “the lost decade.” Although some 
five-year reform attempts succeeded in resolving some of the issues 
that emerged and made more room for private initiative and foreign 
investment, certain phenomena such as the volatility of capital flows 
and exchange rate appreciation have proven to authorities across the 
continent that the challenges may be different, but they never end.

Moreover, as the region’s governments tested development formu-
las of greater or lesser scope, new phenomena were emerging that 
appeared to be irreversible. One of them is the population shift to 
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the region’s urban centers, where almost 80 percent of Latin Ameri-
cans now reside. Another is the overall decrease in the birth rate, 
accompanied by a change in the age pyramid. The growing partici-
pation of women in the labor force and higher levels of schooling are 
equally significant trends. 

Yet another notable development is the preponderance of democ-
racies in the region, in stark contrast to a half-century ago, when the 
region was characterized by the pervasiveness of dictatorships, many 
of which were military governments. While it is clear that the free-
dom to elect and to be elected is only the beginning and not the end 
of the democracy-building process, there are many examples of prog-
ress on this front, including the trend toward greater decentralization 
and the strengthening of government powers. These events have 
been accompanied by a growing respect for the rights of indigenous 
peoples and those of African descent, whose voices are being heard 
in a part of the world that is deeply multi-ethnic and multi-cultural.

The establishment of new channels of expression and participa-
tion has likely provided the spark for an unprecedented display of 
creativity that has manifested itself in literature, art, cinema and 
music. This creativity is also reflected in the business community’s 
ability to develop world-class companies and in the endeavors of a 
larger and more diverse scientific community that is searching for 
solutions to the problems we all face. 
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However, as positive as these developments are, one cannot ig-
nore the difficulties of a region in transition, one that is becoming 
increasingly modernized but is still tied to the past. While the gross 
domestic product (GDP) of the region keeps growing and exports are 
reaching levels that were unthinkable only a few years ago, inequal-
ity continues to be the main stigma of a region that is still seen as 
the least equitable geographic area of the world. As a result of this 
situation, poverty affects one out of every three Latin Americans and 
indigence affects one out of every 12, despite the improvements seen 
in this century. 

As 2009 begins, the world now faces a difficult situation with a 
profound international financial crisis that has spread to the real sec-
tor, posing enormous costs in terms of loss of employment and well-
being and representing a new challenge for the region. Despite the 
improvements seen in various indicators confirming that the region 
has learned from the painful experiences of the past, a slowdown is 
inevitable. Thus, the region’s biggest challenges will be not to lose 
ground with respect to gains made in the social area, and not to go 
backwards by rejecting policies that have proven to be successful.

The region must be prepared to take advantage of the cycle of 
expansion once recovery begins. It must not only redouble its ef-
forts to defeat age-old problems such as poverty, the poor quality 
of education and backwardness in infrastructure, but it must also 
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successfully meet new challenges such as climate change, which can 
do so much damage to an area that is so rich in resources yet so very 
vulnerable.  

The above facts demonstrate that the region’s work is far from 
done. Still, there are reasons to celebrate the progress that the region 
has made over the past five decades, and these congratulations are 
meant to affirm that there are solutions to unresolved problems, al-
though these solutions may require effort across more than one gen-
eration. In the final analysis, that is the purpose of this book, which 
combines historical reviews with quantitative comparisons and adds 
the voices of experts and case histories involving ordinary people. 

The crucial role that the IDB has played in all of these areas is 
clear. It has acted not only as the region’s main funding agency, 
approving loans and guarantees worth US$169.266 billion between 
1961 and 2008, but also as a leader in developing the most diverse 
industries and in the transfer of know-how and best practices. 
Although some may be surprised to find that these pages do not 
describe the IDB’s programs in exhaustive detail but rather focus 
on reality from another point of view, it is all, in fact, one and the 
same story. As Felipe Herrera, the first President of the IDB, so aptly 
expressed it, “we will be more than a Bank if we remember that our 
final objective is to accelerate the development of the entire Latin 
American region.” 
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In a political rally, in the workplace, and in the home, the people of Latin America and the Caribbean are striving to create better lives for their families and future genera-
tions. The IDB’s mission is to finance programs that give these people new opportunities to use their ingenuity and hard work to address pressing social and economic challen-
ges. In 2008, on the eve of celebrating its 50th anniversary, the IDB approved financing totaling a record $11.2 billion.

credit  El Tiempo



J osé María Moratalla still remem-
bers how difficult the environ-
ment was in the community of 

Iberia, a marginalized neighborhood 
of San Salvador, where he arrived as a 
priest 20 years ago. Crime, unemploy-
ment and the lack of opportunities 
seemed like insurmountable obstacles. 
Even so, Moratalla was convinced that 
the neighborhood’s youths could create 
and manage their own businesses. In 
fact, they were the ones, he empha-
sized, who proposed the creation of 
workshops where they could perform 
a trade within their own community. 
Two decades later, this shared vision 
has become an entire system covering 
11 industrial cooperatives that gener-
ate an annual income of $900,000, on 
land that used to be a garbage dump. 

Examples such as these are increas-
ingly common in Latin America and 
the Caribbean. “Insofar as national 
economies have grown and require bet-
ter products in a competitive environ-
ment, it is possible to find cases where 
small businesses and previously mar-

ginalized areas are making qualitative 
and quantitative leaps forward,” says 
Moisés Naím, editor of Foreign Policy 
magazine and an expert on issues 
concerning the region. “Much remains 
to be done, but it’s a good start. It all 
depends on the circumstances.”

cHange

Indeed, the prevailing conditions and 
models of growth have changed drasti-
cally over the past half-century, as any 
glance at the history books will prove. 
The import substitution approach is 
a telling example. It began to gain 
prevalence due to the Great Depression 
and the restrictions imposed by the 
Second World War and by the post-
war reconstruction period in Europe. 
During these years the nations of 
the Western Hemisphere raised their 
tariffs in a sustained manner for the 
purpose of protecting their industries, 
while governments took on a clear role 
in promoting specific industries, often 
by committing public funds.

I The Challenging Path 
of Economic Growth 
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In general terms, there was skepti-
cism as to the possibility of improved 
terms of trade among regions that 
exported basic goods and imported 
manufactured products. In addition, 
there were doubts as to the entre-
preneurial capabilities of the private 
sector and faith in the effectiveness of 
government planning, along with an 
increasing mistrust of foreign capital 
channeled not towards the building 
of factories, but towards activities of 
extraction (IDB, 2002).

So began the era of inward growth, 
the results of which were impressive.
Between 1945 and 1973, the gross 
domestic product (GDP) grew at an av-
erage annual rate of 5.3%, while yearly 
per capita income growth was nearly 
3%. The industrial sector became an 
engine of this growth, with annual 
rates of growth in excess of 6% and 
a share of GDP that reached 26% by 
1973, an 8 percent increase over 1950 
(Thorp, 1998).

During this time, the world at large 
was also experiencing a boom period, 
despite serious political tensions. The 
rivalry between Washington and 
Moscow, the arms race and the division 
of the world into two opposing camps 

led to the creation of regional blocs, and 
Latin America and the Caribbean were 
no exception to the rule. It was in this 
context that the Inter-American Develop-
ment Bank (IDB) was founded, despite 
differences of opinion as to the need for 
a regional entity with a role that bore 
similarities to that of the World Bank 
(IDB, 1999).

The relative success of the import 
substitution model was accompanied 
by a significant change in the geo-
graphical distribution of the region’s 
population, which increasingly moved 
from rural areas to the cities. This 
factor exerted pressure upon public 
finances in terms of higher outlays for 
infrastructure, health and education. 
The cost to governments of provid-
ing industrial subsidies and welfare 
benefits was not accompanied by an 
increase in tax revenue. Although 
government expenses in the region 
increased from 20.7% to 25.7% of GDP 
from 1960 to 1970, tax revenues only 
increased from 14.4% to 17.2% during 
the same period (Thorp, 1998). This im-
balance resulted in chronic deficits in 
the balance of payments, in currency 
crises, and in an increase in domestic 
inflationary pressures.

Steel pipes stretching from the Amazon to the 
Pacific transport natural gas to consumers in 
Peru and markets abroad in an IDB project 
that set new environmental standards.



THe Big crisis

It was, however, an external shock that 
caused the first major problems: the 
decision by the Organization of Petro-
leum Exporting Companies (OPEC) 
to raise the price of oil in the early 
1970s. This not only was a blow to the 
developed world but also generated 
considerable surpluses in fuel export-
ing countries, the revenues of which 
were placed with the major banks. 
Such liquidity ultimately stimulated a 
significant increase in foreign lending 
to Latin America and the Caribbean, 
a move that was welcomed by the 
region’s governments, who preferred 
this option to making a major adjust-
ment. As a result of this, the debt of 
the region as a whole increased by 
109% between 1978 and 1982, reaching 
US$315 billion by 1982 (ECLAC, 1985). 

The announcement by Mexico in 
August 1982 that it would suspend pay-
ments on its foreign debt caused panic 
in the markets and a sharp drop in of-
fers of credit to the region. Consequent-
ly, many of the region’s countries were 
forced to adopt emergency measures 
over the course of several years, includ-
ing exchange-rate adjustments, budget 
cuts, and aid requests to multilateral or-

ganizations. Also, governments began 
the process of selling off public assets, 
which led to private control of formerly 
state-owned businesses.

Among the many consequences 
of the debt crisis, perhaps the most 
significant one was the squelching of 
Latin America’s growth while other ar-
eas of the world continued to enjoy eco-
nomic growth (Figure 1.1). According 
to the Economic Commission for Latin 
America and the Caribbean (ECLAC, 
2008c), as global per capita GDP grew 
from US$4,521 to US$5,155 between 
1980 and 1990, Latin America’s GDP 
fell from US$5,183 to US$5,072 during 
the same period.1 Also, while mean 
regional income expressed as a per-
centage of that of the most developed 
countries was around 28% between 
1870 and 1980, it had fallen to 22.7% 
by 1990 and to 21.5% in 2006 (ECLAC, 
2008c) (Table 1.1).

This process coincided with the 
strong growth of the Asian countries, 
starting with Japan after the Second 
World War, continuing with South Ko-
rea, and followed by some of the small-
er economies of the region. All these 
changes paled in comparison, however, 
with the economic reforms undertaken 
in China, triggering a trend of acceler-

Many of the region’s small and medium-sized 
industries have gained new access to financing 

and technology through IDB-financed programs 
for the private sector. 
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ated economic growth 25 years ago 
that continues to this day, despite the 
pressures the world economy has been 
experiencing since the middle of 2008. 
A decisive element in the rise of this 
third economic axis in Asia, alongside 
North America and Europe, was the na-
ture of the technological changes lead-
ing to the fragmentation of production 

and its reorganization into global value 
chains, spurring a robust increase in 
productive integration and, therefore, 
trade integration (ECLAC, 2008c). 

Aside from its economic and social 
effects, the debt crisis represented a 
crucial turning point for the region. 
This is because, until the 1980s, pre-
dominating theories were based on a 
model of accumulation of the factors 
of production (essentially capital and 
labor). Accordingly, the primary role 
of politicians was considered to be 
that of facilitating the accumulation of 
capital. This resulted in an emphasis 
on saving, from the domestic stand-
point, and the importance of foreign 
financing, from the external stand-
point, in closing financial gaps and 
enabling a rate of capital accumula-
tion compatible with targeted growth, 
hence the important role initially 
given to multilateral organizations in 
providing financing and defining the 
best investment projects deserving of 
financing to enable growth. The ac-
cumulation of human capital also be-
came a key factor in ensuring growth, 
although it played a lesser role, with a 
longer-term horizon.

Figure 1.1 Per Capita GDP Growth, by Region and Decade
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Sources: IDB (2000), for the decades of 1960 and 1970, and World Development Indicators, 
World Bank, from the 1980s onward.
Note: Per capita GDP at constant 2000 prices.
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Table 1.1  Changes in Disparities among the regions of the World, 1820–2006

  1820 1870 1913 1950 1973 1980 1990 2006

a. product per capita, region

(In USD according to 1990 PPP)

 Western Europe 1,204 1,960 3,457 4,578 11,417 13,197 15,965 21,098

 Australia, Canada, United States and New Zealand 1,202 2,419        5,233 9,268 16,179 17,935 22,345 30,143

 Japan 669 737 1,387 1,921 11,434 13,428 18,789 22,853

 Asia (except Japan) 577 548 658 635 1,225 1,511 2,109 4,606

 Latin America 692 676 1,494 2,503 4,513 5,183 5,072 6,495

 Eastern Europe and the former Soviet Union 686 941 1,558 2,602 5,731 6,231 6,460 7,000

 Africa 420 500 637 890 1,410 1,538 1,449 1,697

 World 667 873 1,526 2,111 4,091 4,521 5,155 7,282

B. Inter-regional disparities

(Percentages)

 Less developed region/more developed region 34.9 20.7 12.2 6.9 7.6 8.4 6.5 5.6

 Latin America/more developed region 57.5 27.9 28.6 27.0 27.9 28.9 22.7 21.5

 Latin America/world 103.8 77.4 97.9 118.6 110.3 114.6 98.4 89.2

 Latin America/less developed region 164.9 135.2 234.4 394.0 368.5 343.0 350.0 382.7

c. Share of global production

(Percentages)

 Western Europe 23.0 33.1 33.0 26.2 25.6 24.2 22.3 17.7

 Australia, Canada, United States and New Zealand 1.9 10.0 21.3 30.7 25.3 24.3 24.6 22.7

 Japan 3.0 2.3 2.6 3.0 7.8 7.8 8.6 6.2  

 Asia (except Japan) 56.4 36.0 22.3 15.5 16.4 18.3 23.2 36.4

 Latin America 2.2 2.5 4.4 7.8 8.7 9.8 8.3 7.7

 Eastern Europe and the former Soviet Union 9.0 12.0 13.4 13.0 12.9 11.9 9.8 6.0

 Africa 4.5 4.1 2.9 3.8 3.4 3.6 3.3 3.3

 World 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: ECLAC, based on J. A. Ocampo and J. Martin, Globalización y desarrollo, una reflexión desde América Latina y el Caribe, ECLAC/Alfaomega (2003); and A. Maddison, Contours of the World 
Economy I–2030 AD—Essays in Macro-Economic History, Oxford University Press (2007).
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Interview with Eduardo Lora

Eduardo Lora is the 

Manager and Chief 

Economist, a.i., 

of  the Research 

Department at the 

Inter-American 

Development Bank. 

He holds a master’s degree in economics 

from the London School of Economics. 

He has been an associate member of St. 

Antony’s College at Oxford University, 

the editor of Coyuntura económica, and 

Executive Director of Fedesarrollo, the 

main center for economic studies in 

Colombia. Since joining the IDB in 1996, 

Lora has coordinated the Report on 

Economic and Social Progress in Latin 

America (IPES in Spanish), the IDB’s 

flagship report, which changed its name 

to Development in the Americas (DIA) in 

2008.

What is your view of economic devel-
opment in the hemisphere over the 
past 50 years? 

The economic performance of 
Latin America and the Caribbean has 
been unexceptional. The region has 
lost ground in relative terms with 
regard to developing countries and has 
been outpaced by other regions of the 
developing world. Over the past 50 
years there were frequent spells of high 
inflation, problems with fiscal indebt-
edness and cases of financial crises. 
Macroeconomic instability has been an 
albatross around the region’s neck in 
its fight against poverty. The five-year 
period between 2003 and 2008 was 
a noteworthy exception to these low 
growth and instability patterns. Even 
though the region has weathered the 
global financial crisis that broke out in 
mid-2008 quite well, it is still too soon 
to claim victory. Although the more 
specific causes differ case by case, 
the most common reasons for Latin 
America’s mediocre performance have 
to do with the quality of macroeconom-
ic policy and the region’s institutions. 
The integration patterns, deep inequali-
ties, and the limitations of its demo-
cratic systems are possibly the deepest 
reasons why it has been so difficult for 

the region to develop better policies and 
institutions.

What do you believe the IDB’s role has 
been in what has happened? 

The IDB has never pretended to have 
a magic formula to solve those prob-
lems. Its role has consisted of stand-
ing side-by-side with Latin American 
governments and corporations in seek-
ing out more appropriate policies and 
institutions for their stage of develop-
ment and for their social, economic and 
political circumstances. 

How do you view this issue looking to 
the short- and long-term future, and 
what should the Bank’s role be? 

The IDB’s principal tool is its financ-
ing. The power of this leverage depends 
not only on the amount of resources or 
their cost, but on there being an open 
channel for development problems. And 
that crucially hinges on the understand-
ing one has of the countries, sectors or 
regions and businesses at which the 
financing is aimed. For that reason the 
IDB is seen more and more not only as 
a financial entity, but as a center for the 
generation, diffusion and mobilization 
of knowledge in terms of institutional, 
social and economic development. 

6



Box 1.1 The role of the IDB in Economic Development
Throughout the last half-century, the Inter-American Development Bank has promoted 
the establishment of healthy macroeconomic fundamentals and stability in the economic 
environment, including the fiscal, financial and foreign sustainability of the region’s econo-
mies. In recent years, and given the comparative advantages of each one of the international 
organizations involved in the area, it was determined that the IDB’s activities in the area will 
be focused on consolidating institutions for macroeconomic stability through strengthening 
tax systems and their management, improving budgetary and tax management institutions, 
and strengthening tax institutions at the sub-national level (IDB, 2003). 

In addition, it was decided that the IDB will act in collaboration with other international 
organizations to lend resources in times of transitional scarcity of foreign financial re-
sources, such as what happened toward the end of 2008, and develop financial mechanisms 
and international architecture that allow for a reduction in the volatility of international 
financial flows. The objective of emergency loans is to provide financial backing to ease the 
social and economic effects of international financial crises. New financial mechanisms in-
clude the establishment of a credit system for exports for the purpose of support, especially 
to those countries where financial and currency problems have affected the normal finance 
mechanisms of foreign trade.

Having said that, the Bank clearly places a preferential emphasis on social progress as 
a condition for economic development by means of consolidating sectoral reforms in educa-
tion, health and housing. Therefore, the IDB will constantly seek to increase the quality of 
these services in a way that is compatible with resources available for the short, medium and 
long term. Better conditions in education, health and housing will increase the productivity 
of the workforce and will lead to an increase of income for Latin American people, with an 
impact on the increase in production and consumption.

Along the same lines, the IDB has actively participated in research projects promoting 
development and economic growth in Latin America and the Caribbean. The IDB’s work has 
been aimed at solving general problems in the region (such as how to establish credit limits 
or sources of growth), as well as solving the specific problems of the various countries that 
make up the region. Some of the IDB’s most significant contributions can be found at: http://
www.iadb.org/res/ipes/past_reports.cfm?language=en and http://www.iadb.org/res/index.
cfm?language=En.
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a new Focus

In addition to the consequences that 
the debt crisis brought to the internal 
structures of the countries affected, 
there was a clearly increased emphasis 
on seeking external markets in order to 
overcome one of the region’s endemic 
weaknesses. This change of direction 
followed an initial phase of higher tar-
iffs and import restrictions in order to 
accumulate foreign currency holdings, 
and coincided with a favorable environ-
ment for international trade. According 
to the United Nations, world exports 
of goods grew at an average annual 
rate of 14.9% between 1985 and 1990, 
falling to 8.5% over the next five years, 
and then to 5.2% by 2000 (United 
Nations, 2008), before the rate began 
rising again this decade. In the case 
of Latin America, trade as a percent-
age of GDP went from 28.4% to 35.6% 
between 1990 and 1999, much higher 
than in 1970 (22.3%), and even higher 
than in 1980 (30.2%). However, in the 
case of Asia the increase was from 
38.3% to 53.5% during the same period 
(IDB, 2002).

During the 1990s, this trend was 
bolstered by the development of re-
gional integration agreements and by 

the signing of bilateral pacts for the pur-
pose of dismantling trade barriers. The 
year 1991 saw the creation of the South-
ern Common Market (MERCOSUR), 
followed by the signing in 1992 of the 
North American Free Trade Agreement 
(NAFTA) by Canada, the United States 
and Mexico. These agreements were the 
first to be signed in the Western Hemi-
sphere since the creation of the Carib-
bean Common Market (CARICOM) in 
1973, and were to be followed by many 
others. Consequently, intra-regional 
trade grew at much higher rates than 
extra-regional trade.

Although this was not the first 
time Latin American countries were 
endeavoring to forge closer ties, this 
resurgence of regionalism was dras-
tically different from the previous 
model in that it maintained low tariffs 
on trade with the rest of the world. 
Guaranteed access to these markets led 
to a diversification of the productive 
base and made it necessary to adopt 
institutional reforms through which 
the various governments concentrated 
on their regulatory function, thus wid-
ening the playing field for the private 
sector.

One of the consequences of this 
new approach was a significant and 

(Continued from page 4)
A small metal-working firm in Guadalajara, 
Mexico, used credits extended through an 
IDB program to boost its competitiveness by 
improving the quality of its products.  

Stock markets make up part of an increasingly 
sophisticated financial system in the region that 
is finding innovative ways to serve businesses 
and individuals. 



sustained increase in foreign direct 
investment (FDI) due to the sale of 
public assets and to the greater op-
portunities resulting from trade and 
integration. Thus, while FDI repre-
sented less than 10% of the region’s 
GDP in 1990, by 1999 it had jumped 
to 23%. Although this trend was 
worldwide, according to IDB calcula-
tions the amount of FDI that Latin 
America was receiving as of 1999 
was 60% greater than its share of the 
gross world product (IDB, 2002).

Moreover, the debt crisis led to 
the questioning of the role previously 
assigned to external financing, and 
to a broader understanding of the 
problems of growth. At the beginning 
of the 1990s, the Washington Con-
sensus2 outlined a series of prescrip-
tions that had come to be considered 
necessary conditions for the recovery 
and sustained growth of the region’s 
economies. The list included fiscal and 
monetary policies to ensure macroeco-
nomic stability and policies of open-
ness to foreign trade, privatization, 
the liberalization of financial markets 
and the simplification of tax systems 
in order to enhance the flexibility of 
markets and promote economic ef-
ficiency.

However, despite the profound 
transformations that occurred in most 
of the region’s countries, the reforms 
following the crisis of the 1980s did not 
necessarily result in a significant overall 
improvement. Although there was clear 
progress in terms of controlling infla-
tion, which went down from double to 
single digits, with an average of 9% as 
of 1997, the outcome in terms of growth 
was unsatisfactory. Indeed, between 
1998 and 2002 the region’s performance 
and lack of progress on such indicators 
as per capita income were so disappoint-
ing that this period was dubbed “the 
lost five years.”

Much of the blame for what oc-
curred was placed on external shocks 
that revealed the region’s vulnerabil-
ity to rapid changes in international 
conditions (Figure 1.2). As explained 
by Nancy Birdsall and Carlos Lozada, 
“problems in one emerging economy 
in particular might trigger a temporary 
withdrawal from several or all econo-
mies considered to be in the same 
asset class” (Birdsall and Lozada, 1998). 
Consequently, the various crises that 
originated in Mexico, Thailand, Rus-
sia and Turkey ultimately hit all the 
other countries in their area quite hard 
beginning in the mid-nineties, in some 
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cases forcing the adoption of special 
measures to maintain exchange rates, 
balances of trade and macroeconomic 
stability.

THe recenT Boom

However, the economic picture 
changed radically starting in 2003 due 
to the confluence of three favorable 
factors: high prices for raw materials, 

favorable conditions for financing, and 
substantial remittances from Latin 
Americans who emigrated to other 
locations. As José Antonio Ocampo 
puts it, “the economic history of Latin 
America shows that the combination of 
the first two of these elements invari-
ably leads to rapid economic growth. 
The last time this occurred was in the 
1970s. The combination of all three 
was unprecedented” (Ocampo, 2008) 
(Table 1.2). 

In the case of the first element, the 
strong increase in the global GDP and 
the increasing importance of China 
as an importer of primary commodi-
ties were decisive in causing a rapid 
increase in international prices. Min-
erals were the most extreme case, par-
ticularly energy products, which rose 
in cost dramatically, reaching prices 
that, in inflation-adjusted terms, had 
not been seen since 1973 and 1979. 
The cost of food also increased sub-
stantially, although in inflation-adjust-
ed terms prices were similar to what 
they were in the early 1980s (Figure 
1.3). A new development in this cost 
spiral, which ended in the second half 
of 2008, was that there was a clear 
connection between agricultural and 
energy commodities due to the surge 

Figure 1.2 Per Capita GDP Volatility, by Region and Decade
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in biofuels as a partial substitute for 
petroleum derivatives.

In turn, substantial international li-
quidity was accompanied by improved 
conditions with regard to payment 

terms and interest rates, together 
with low margins of risk, in keeping 
with historical patterns. However, 
the greater availability of funds did 
not result in a substantial increase 

Table 1.2  Annual Change in GDP, Latin American Countries, 2000–07

country 2000 2001 2002 2003 2004 2005 2006 2007

Argentina –0.8 –4.4 –10.9 8.8 9.0 9.2 8.5 8.7

Bolivia 2.5 1.7 2.5 2.7 4.2 4.4 4.8 4.6

Brazil 4.3 1.3 2.7 1.1 5.7 2.9 3.7 5.4

Chile 4.5 3.4 2.2 3.9 6.0 5.6 4.3 5.1

Colombia 2.9 2.2 2.5 4.6 4.7 5.7 7.0 8.2

Costa Rica 1.8 1.1 2.9 6.4 4.3 5.9 8.8 7.3

Dominican Republic 5.7 1.8 5.8 –0.3 1.3 9.3 10.7 8.5

Ecuador  2.8 5.3 4.2 3.6 8.0 6.0 3.9 2.7

El Salvador 2.2 1.7 2.3 2.3 1.9 3.1 4.2 4.7

Guatemala 3.6 2.3 3.9 2.5 3.2 3.3 5.3 5.7

Honduras 5.7 2.7 3.8 4.5 6.2 6.1 6.3 6.3

Mexico 6.6 0.0 0.8 1.4 4.0 3.2 4.8 3.2

Nicaragua 4.1 3.0 0.8 2.5 5.3 4.3 3.9 3.8

Panama 2.7 0.6 2.2 4.2 7.5 7.2 8.7 1.2

Paraguay –3.3 2.1 0.0 3.8 4.1 2.9 4.3 6.8

Peru 3.0 0.2 5.0 4.0 5.1 6.7 7.6 8.9

Uruguay –1.4 –3.4 –11.0 2.2 11.8 6.6 7.0 7.4

Venezuela 3.7 3.4 –8.9 –7.8 18.3 10.3 10.3 8.4

average 4.0 0.3 –0.4 2.1 6.1 4.8 5.6 5.7

Source: ECLAC (2007).
Note: Constant 2000 prices.
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in external public debt (Figure 1.4), 
because during the period in question 
many of the countries in the region 
preferred to change the makeup of 
their debt portfolio, relying more on 
financing in their national currency. 
In addition, FDI was particularly 
robust, not only in extraction indus-
tries, but also in the development of 
various national markets. According 
to ECLAC, the total received in Latin 
America and the Caribbean in 2007 

reached a record-breaking US$105.9 
billion, an increase of 46%, making it 
one of the most dynamic regions in 
the world (ECLAC, 2008b). In 2008, 
tourism-related FDI represented a 
significant portion (between 15% and 
25%) of the GDP of several Caribbean 
countries. In other Central American 
and South American countries, FDI 
represented, on average, 4% of GDP 
(ECLAC, 2008a) (Figure 1.5). Given 
such high proportions, the effect of 
the global crisis that began in 2008 
has become a key concern for the 
region.

Perhaps the most striking ele-
ment of all has been the increase in 
remittances from abroad, which rose 
from US$20 billion to US$66.5 billion 
between 2000 and 2007, according to 
estimates from the Multilateral Invest-
ment Fund (MIF) of the IDB. Not only 
did these remittances double during 
that period, exceeding 2% of regional 
GDP, but they became the principal 
source of foreign revenue in the case 
of a handful of small and medium-
sized economies, representing more 
than 20% of local GDP.

As a result of this mix of favor-
able factors, Latin America and the 
Caribbean experienced an average 

Figure 1.3 Price Indexes for Basic Products

Source: ECLAC, based on data from the United Nations Conference on Trade and Development (UNCTAD).
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annual rate of growth of 5.6% between 
2003 and 2007, the second highest 
rate in history after the figure reported 
between 1967 and 1974, which was one 
percentage point higher. Although this 
surge lasted well into 2008, because 
regional growth was 4.6% according to 
ECLAC, the change was dramatic. The 
international crisis that began with the 
problems in the U.S. real estate market 
that subsequently contaminated the 
North American and European finan-
cial systems called into question once 
again the region’s ability to confront 
what is undoubtedly the greatest chal-
lenge facing the global economy since 
the days of the Great Depression.

Figure 1.4 Short-Term Foreign Debt and International Reserves, Latin America

Source: ECLAC, from the Global Development Finance online database of the World Bank.
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Figure 1.5 Net Foreign Direct Investment, Latin American and Caribbean Countries

Source: ECLAC, based on official figures from the listed countries and the IMF.
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lasTing cHallenges

The answer to this riddle will deter-
mine whether the region will be able 
to catch up after falling behind on the 
global stage. Although the results of 
the past 50 years have ultimately been 
positive, the region never experienced 
exceptional growth rates during any 
of these decades, and consequently, 
its relative position in terms of in-
come, compared to other regions, has 
declined. The relative income gap in 
comparison with developed countries 
has increased over the last few   
decades—in 1960, average per capita 
income in Latin America was equiva-
lent to 22% of the per capita income of 
the wealthiest nations, but currently it 
represents only about 15% (Figure 1.6).3 

It is now possible that growth dur-
ing the final years of this decade will 
turn out to be below that of the preced-
ing five years, due to the worsening 
of international conditions. Indeed, a 
disturbing characteristic of economic 
growth in Latin America has been a 
high degree of instability, which on 
average is higher than in the other 
regions of the world.

Aside from the fact that income 
levels in Latin America are modest, and 

Throughout the years, improving the quality of 
education has always been a priority for the IDB. 



that they have grown in a relatively 
slow and unstable manner, they are also 
very unequally distributed. In terms of 
the distributive dimension of economic 
development, the region’s performance 
is poor, with consistently high rates of 
income concentration that are higher 
than those found anywhere else in the 
world. In Latin America, 5% of the pop-
ulation receives 25% of national income, 

while the wealthiest 10% receives 40% 
of it. By contrast, in the countries of 
Southeast Asia, the wealthiest 5% of 
the population receives 16% of national 
income on average, while in the devel-
oped countries it receives 13% (Figure 
1.7). In recent decades, the concentration 
of income has increased in nearly every 
Latin American country, with very 

Figure 1.6 Per Capita GDP of Latin America and the Caribbean in 
Relation to Developed Countries
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Figure 1.7 Gini Index of Income Concentration,
Selected Regions, by Decade
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Interview with ricardo Lagos

 
Ricardo Lagos, the 

former president 

of Chile, has been 

an exceptional 

witness to the 

changes that have 

taken place in Latin 

America throughout the last 50 years. 

In addition to his political career, he 

has been involved with the academic 

world at several universities in South 

America as a professor and researcher. 

In this interview Lagos analyzes recent 

developments in the region as well as 

its challenges.

How would you describe the econom-
ic performance of Latin America and 
the Caribbean over the last 50 years?

I believe that for 50 years now, 
we’ve been influenced by a major 
event: to be precise, the creation of the 
IDB, which was almost immediately 
followed by the inauguration of Presi-
dent John F. Kennedy in the United 
States. President Kennedy was the 
driving force behind the Alliance for 
Progress. Both events reflect a certain 
way of understanding the economic 
growth and development of that time 
in history. There were high expecta-
tions concerning integration processes, 
but we’re also talking about a world 
still heavily influenced by the ideas of 
Keynes. That way of looking at growth 
was prevalent until the eighties, when 
questions began to surface about the 
ability to maintain that model, and the 
substitution of imports, an issue that 
remained from the 1930s, was called 
into question. At that point a move-
ment began where it was believed 
that the government’s role should be a 
minor one and there should be more 
liberalization, and we entered a stage of 
having to make structural adjustments.

Then what happened? 
Well, this made the eighties a dif-

ficult decade from the point of view of 
economic growth, and some came to 
speak of “the lost decade.” But the most 
important thing is the vision, which 
later culminated with the Washington 
Consensus at the beginning of the 
nineties. This argued for the need to 
make extensive structural reforms, a 
higher level of international opening 
up, a need to drop tariffs, to loosen reg-
ulations, to establish that certain busi-
nesses should not continue as either 
government-owned or government-run, 
but rather that task belongs to the 
private sector, and thus we entered into 
a different stage here.

Now, I am under the impression 
this stage is coming to an end, not only 
because of the current financial crisis, 
or because the issue of regulations 
tends to be viewed differently. I believe 
the Washington Consensus missed an 
additional component (as its author 
Williamson himself has said). And we 
have to have social policies so we can 
make sure that when there is growth, it 
trickles down to all sectors and not just 
to some. I believe the IDB report The 
Politics of Policies marks the beginning 
of this stage where it is said the market 
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is crucial for determining levels of 
growth, but sometimes the market by 
itself does not meet the social demands 
our countries face. I think there were 
elements of that with the Latin Ameri-
can success from 2003 to 2008 and its 
5% annual growth rate that came to be 
interrupted by the current crisis.

What else would you emphasize? 
There has been a second factor that 

is quite important. Today, when we are 
making economic policies that do not 
make sense, everybody knows about 
it. There is no mystery to the fact that 
there have to be independent monetary 
authorities, balanced budgets, an open-
ing up of the markets, that you have to 
let the markets work, and it’s no secret 
there must be social policies. When 
there is growth, we can create it in 
such a way that everyone benefits.

Why has Latin America been unable 
to break the cycle of inequality?

I believe there are two reasons. One 
is historically based and has to do with 
the ownership of assets in the region 
when certain types of privatizations 
were carried out with little transpar-
ency. The other one, equally important, 
is from the disparity in access to educa-

tion. There is a concentration of income 
there that has a great deal to do as well 
with educational opportunities that are 
highly segmented. Some people belong 
to an income bracket where they have 
received only basic or primary educa-
tion, others are in a bracket where they 
have only completed high school, and 
completely separate from these two 
groups are those who are in a bracket 
where they have attained a university-
level education. So, I think this is more 
of a long-term issue that has to do with 
how to guarantee universal access to 
higher education.  

What would you like to see happen? 
First, that we would get through 

this international crisis that we had 
nothing to do with. Second, when we 
get out of this, I believe we are going 
to need a financial architecture that’s 
slightly different from the one we have 
now. But I also believe that at that time 
the world should pick up a proper pace 
of growth again and Latin America 
should regain the momentum that 
was cut short by this crisis. Looking at 
history, one sees that a 20- or 25-year 
expansion is feasible and we have to 
be capable of taking advantage of it. I 
believe we have also seen that in good 

times we have to learn to save for the 
bad times, but not every country in the 
region is doing that. 

What type of role do you envision the 
IDB playing in that scenario?

Well, the role it has always played. 
I had the privilege of being a student 
of the first President of the IDB, Felipe 
Herrera, who was a professor at the 
University of Chile at that time. Then 
I had the chance to follow closely the 
creation of the IDB from its inception. 
I would say the Bank is defining itself 
as the bank that ensures, along with es-
sential economic policies for sustaining 
growth, that there are social policies as 
well, so that growth reaches every sec-
tor, especially the most impoverished 
ones.  

What have we learned?
We have learned over the past 50 

years that economic growth is essen-
tial, but also that political democracy 
is necessary for ensuring economic 
growth through public policies, the 
policies citizens define by means 
of voting. This crucially important 
trifecta—society, the government, and 
the market—can only come together 
when you have a democratic system.
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few notable exceptions, such as Brazil. 
However, this trend is not exclusive to 
this region. Increased concentration of 
wealth has been observed worldwide, 
and appears to be linked to features 
of the technological changes that have 
taken place in 
recent decades, and 
perhaps also to the 
inroads that China 
and other countries 
with cheap labor 
have made in inter-
national trade.

It is also im-
portant to keep in 
mind that, in terms 
of economic growth 
and per capita in-
come, the countries 
of Latin America 
and the Caribbean 
form a very hetero-
geneous region. In 
this decade, Trini-
dad and Tobago, the 
region’s wealthiest 
country, has also 
enjoyed the highest 
growth, with rates 
that can only be 
compared to those 

of China or India (Figure 1.8). In terms 
of income level, it is followed by Chile, 
where development in recent years has 
been less exceptional than in previous 
decades, although it continues to be re-
spectable by regional standards (Figure 

Figure 1.8 Real Per Capita GDP Growth, Selected Regions and Countries, 
2001–06
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1.9). Mexico, which is next on the list 
of highest income levels, has had much 
more modest growth. The fact that 
the countries with the worst growth 
rates in the region are also some of the 
poorest is a cause for concern. These 
include Guatemala, Haiti and Paraguay, 
where per capita incomes are on a par 
with the averages 
for the poorest re-
gions of the world.

If one were to 
divide the world’s 
countries into two 
groups based on 
their per capita 
income level, most 
Latin American 
countries would 
belong to the half 
with higher incomes. 
The only excep-
tions would be (in 
descending order of 
income) Guatemala, 
Paraguay, Bolivia, 
Guyana, Honduras, 
Nicaragua and Haiti. 
However, if one were 
to divide the world 
into two groups 
based on each coun-

Figure 1.9 Average Per Capita GDP, Selected Regions and Countries, 
2001–06

Per capita GDP, in USD according to PPP, 2005
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try’s per capita growth rates (from 2001 
to 2006), most Latin American coun-
tries would be in the half with slower 
growth. The only countries that would 
be in the group with faster growth 
would be (in descending order) Trini-
dad and Tobago, Ecuador, Peru, Chile, 
Panama, the Dominican Republic, and 
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Costa Rica. Even so, some of these coun-
tries would belong to the high-growth 
club for only a portion of the period in 
question.  

lessons learneD

From a broader perspective, an analy-
sis of the countries of Latin America 
and the Caribbean has underscored the 
importance that various factors have 
in determining growth. These include 
(i) the poor quality of public institu-
tions, (ii) the unsuitability of macroeco-
nomic policies, (iii) the weakness of the 
financial system, (iv) the poor quality 
of the physical infrastructure, (v) the 
low level of human capital, and (vi) 
the adverse international environment. 
In addition, a series of studies have 
demonstrated that growth and pov-
erty reduction measures are mutually 
reinforcing. On the one hand, average 
growth is one of the most important 
determinants in reducing poverty, 
while on the other hand, actions aimed 
at reducing poverty may contribute 
significantly to economic growth. The 
importance of these factors in terms of 
growth is discussed briefly below.4

The public institutions with the 
greatest impact on economic growth 

are those that help people and their 
businesses benefit from their produc-
tive efforts. This, in turn, encourages 
those who benefit to invest in educa-
tion, technology, physical capital and 
improving the quality of the environ-
ment. These developments require the 
adequate protection of property rights, 
respect for the rule of law and of con-
tractual commitments, and the absence 
of corruption. Although there are many 
difficulties in measuring the quality of 
institutions (Figure 1.10), most studies 
and quantitative indicators consistently 
show that many countries in the region 
have serious problems in the area of 
respect for the rule of law (Figure 
1.11) and the prevalence of corruption 
(Figure 1.12). The most comprehensive 
summary of existing indicators shows 
that more than half the countries of 
Latin America and the Caribbean are 
below the world average with regard to 
respect for the rule of law and the sup-
pression of corruption. 

Unsuitable macroeconomic policies 
have proven to be especially harm-
ful to growth when they jeopardize 
price stability and cause the level of 
public spending to be unsustainable or 
excessive in relation to the size of the 
economy. Starting in the early 1990s, 
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measures were taken to control infla-
tion, bolster public finances, reduce 
public indebtedness, and lend greater 
stability to financial sectors. However, 
despite the progress achieved with 
macroeconomic policies, these prob-
lems persist. In the IDB study All That 
Glitters May Not Be Gold (IDB, 2008a), 
it is emphasized that a good deal of 
the improvement in macroeconomic 
indicators in recent years was due to 
an exceptionally benign international 
environment. Setting aside the influ-
ence of this environment, the problems 
of fiscal and external fragility continue 
to afflict many countries. In the new 
international environment, these weak-
nesses have become evident.

The region’s financial system requires 
sound regulation and further develop-
ment in order to meet the demand 
for resources from productive sectors. 
Strengthening regulation and finan-
cial oversight is vital for ensuring the 
stability of the financial system. There 
is a need for a system of standards and 
mechanisms enabling the financial 
system to properly manage the risks it 
has assumed, thus protecting the integ-
rity of deposits. Although the region 
as a whole has made important strides 
in all of these areas, the financial 

Figure 1.11 Compliance with Laws, Latin America, 2004–08; 
Totals Per Country, 2008
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Figure 1.10 Good Functioning of Government Institutions, 
Latin America, 2002–08; Totals Per Country, 2008
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industries of many countries continue 
to have a weak foundation and in 
some cases lack adequate regulation 
and oversight. The current crisis in the 
financial systems of developed coun-
tries has also called into question some 
international practices concerning cer-
tain aspects of risk regulation and the 
organization of regulatory systems.

Inadequate physical infrastructure can 
limit improvements in productivity, 
new investments and growth. An index 
that combines indicators of coverage 
and quality of telecommunications 
services, electrical utilities, ports and 

roadways shows that 10 Latin Ameri-
can countries (out of a total of 21 for 
which information is available) do 
not meet international standards for 
countries in their income group. Start-
ing in the early nineties, the region 
made the greatest progress in the area 
of telecommunications, with increased 
coverage and significant improvements 
in quality in many countries. 

This improvement in telecommuni-
cations has facilitated the adoption of 
information technologies (IT), which in 
Latin America has occurred more rap-
idly on average than in other regions 
of the developing world, and at a level 
exceeding international standards for 
countries in their income group, al-
though major disparities in access still 
persist. Although the level of coverage 
by the power industry is high, exceed-
ing 85% on average, this coverage is 
not uniform for all countries. While 
in some countries coverage surpasses 
95%, there are still nations where it 
is under 70%. More worrisome devel-
opments include the fragility of the 
reforms underway, the lack of interest 
of private business in investing in the 
capacity expansions required in condi-
tions of regulatory and economic un-
certainty, and the inability of state-run 

Figure 1.12 Prevalence of Corruption among Public Officials, 
Latin America, 2001–08; Totals, 2001–08
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companies—as well as of some private 
ones—to collect payments and deal 
with the losses caused by inadequate 
billing and distribution. 

There are also major deficiencies in 
roadways and ports, which have a sig-
nificant effect on the cost of transpor-
tation, limiting the region’s ability to 
compete in international markets. Not 
only is the density of the road network 
very limited in most Latin American 
countries, especially in rural and 
marginalized areas, but the condition 
of their roads is precarious. Port effi-
ciency indicators place Latin American 
ports in one of the lowest positions, 
only ahead of the poor countries of 
Asia and Africa.

The low levels of education and 
human capital have become an obstacle 
to growth in many countries because 
they limit the possibilities of techno-
logical modernization and increases in 
productivity, especially in the poorest 
countries. Indicators of education for 
Latin America and the Caribbean reveal 
a much slower rate of progress than in 
other regions of the world, in addition 
to serious deficiencies in terms of qual-
ity. In many countries, the educational 
advancement of the younger genera-
tions has been very modest (Figure 

1.13). The problem in Latin America 
and the Caribbean is not lack of initial 
access to the education system, but poor 
attendance by children from middle-
class and underprivileged families. Con-
sequently, most countries in the region 
have high school graduation rates that 
are low for their income level.

Although deficiencies in the area of 
health are less generalized than in edu-
cation, a characteristic shared by most 
countries in the region is the inequality, 
in terms of nutrition, illness and mor-
tality, between low- and high-income 
groups, which constitutes a significant 
impediment to the productive inclusion 
of the poorest members of society.

An unstable international environment 
has chronically affected Latin America, 
limiting its growth. During the 1990s, 
terms of commercial trade fell by 7.6% 
and were subject to great instability. 
This trend came to an end in 2003, and 
from early 2006 to the middle of 2008, 
commodity prices experienced an 
extraordinary surge, comparable only 
to what occurred in the early seventies. 
This price surge recently came to an 
abrupt end with the worsening of the 
international financial crisis. Export 
revenues have been affected not only 
by price instability but also by severe 

(Continued on page 26)
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Interview with   
pedro pablo Kuczynski

Over the course 

of a prestigious 

professional ca-

reer, Pedro Pablo 

Kuczynski has done 

outstanding work 

in the private as 

well as the public sector. Having stud-

ied economics at Oxford University and 

Princeton, he has held important posts 

in multilateral organizations, leading 

banks, and the Peruvian government. 

The latter include President of the Cen-

tral Bank of Peru, Minister of Energy 

and Mines, Minister of the Economy and 

Finance, and the role of Prime Minister.

Is it possible to give a brief summary 
of the changes that have taken place 
in Latin America and the Caribbean 
over the past half-century?

I would say that what has hap-
pened is most obvious. The region has 
grown and changed in many ways, 
but at the same time it has the world’s 
worst income distribution with poverty 
rates that are still very high. In the 
same time period, not only has Eastern 
Europe emerged as an economic power, 
but Asia as well. Thus, global perfor-
mance has had some very positive 
aspects, but in the same breath it has 
brought some letdowns. 

On the positive side, what would 
stand out?

The fact that Latin America shows 
a sizable growth in its middle class, 
which wasn’t the case in 1959 when 
the IDB was created. Also, social and 
health services have improved, as well 
as telecommunications. Overall, Latin 
America is a society on the road to 
modernization.

And on the negative side?
We have a wealth distribution 

that is measured in a Gini coefficient 
that’s close to .055 and is behind other 

regions of the world. There are dif-
ferent cases within Latin America 
with some countries better off than 
others, but also with some wealthy 
nations showing inconsistencies. I 
think the main cause for this inequal-
ity has to do with there being a lot 
of poor people, which goes without 
saying. And with few exceptions, 
governments have not learned how 
to provide services and succeed in 
including lower-income populations 
in the economy.

What do you think has happened 
with poverty?

There are two basic factors that 
explain it. The first is education, 
with levels of schooling that are still 
low and problems with quality. The 
second is infrastructure, which is still 
trailing behind, and that dooms mil-
lions of people to fall further behind.

Why did the gap with Southeast 
Asia widen?

There are a number of reasons. 
Without question, one very important 
factor in Asia was the high level of 
savings that allowed them to move 
ahead with sizable investments once 
the local economies opened up. It 
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must also be pointed out that Asian 
nations that were locked down tight 50 
years ago have opened up more than 
Latin American ones. Likewise, we can-
not ignore the impact of the debt crisis 
that caused us to lose everything in 
terms of growth during the eighties.

Have we not learned from past ex-
periences in order to avoid repeating 
our mistakes?

Yes and no. Some countries have 
moved ahead while others wobble 
along. I would say the lessons prove 
that Latin America’s setbacks have 
been due to government activities that 
were not well planned or well thought 
out as far as the consequences. There 
has been instability in fiscal policies 
and too much bureaucracy in public 
administration. It has been thought 
that price controls lower inflation, but 
in actuality they do the opposite, and 
there have been periods of national-
ization that have massively set back 
investments. 

Why was Latin America the region 
with the least amount of growth dur-
ing the recent boom?

There is no one answer. In some 
cases Latin America needed more 
opening up, and I am not only refer-
ring to business but legal and labor 
standards. Generally speaking, there 
was a lack of competition.

How do you view the current crisis?
The crisis is going to have a dif-

ferentiated impact. Those most vulner-
able are nations that saw a considerable 
rise in their foreign debt, which grew 
overall in the case of the private sector. 
The other consequence is going to be a 
total reduction of exports. Exports have 
always been one of the driving forces 
for growth. In brief, this is going to be 
a rather slow year. 

What would you like to see in the 
region?

Economic policies with common 
sense. Instead of talking about mod-

els, neo-liberalism and privatization, 
I would like to see government pro-
grams, and I repeat, common sense 
programs. This means promoting 
investment and savings, having open 
financial systems with a great deal of 
regulation and having more resources 
for infrastructure, including education-
al infrastructure. This is the area where 
Latin America is generally shaky. 

How do you understand the role of an 
entity such as the IDB?

I believe the IDB is experiencing a 
renaissance because up to a short while 
ago, there were those who wanted to 
declare it dead on arrival. But now 
that capital markets have dried up, the 
IDB’s role is essential. I think this is 
going to be a highly difficult period of 
transition where two strategies must be 
mapped out: one of creating bridges to 
promote business or support countries 
with their pressing problems, and an-
other that will include issues related to 
the private sector or infrastructure.
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distortions in international markets 
caused by large subsidies given by 
developed countries to agricultural 
producers and by the restrictions they 
impose on the importation of products 
from developing countries. Access to 
international sources of financing has 
been very unstable and limited. Periods 
of abundance, such as those that oc-
curred at the end of the 1970s, the first 
half of the 1990s, and from 2003 to 
2007, have been followed by acute peri-

ods of distress. Sudden changes in the 
perception of a country’s riskiness and 
the ripple effect of contagion are fac-
tors of instability that limit the growth 
of the region’s countries.

new anD olD cHallenges

The evidence from numerous studies 
and the half-century of experience that 
the IDB and other international finan-
cial institutions have had in developing 
countries has taught valuable lessons 
on the difficulty of achieving sustain-
able economic growth. The more gener-
al and obvious lesson is that there is no 
single formula that guarantees growth. 
Thus, the emphasis on maintaining 
adequate levels of savings and invest-
ment in the 1960s and 1970s proved to 
be insufficient as a strategic guide for 
development policies. The importance 
that was later given to the liberaliza-
tion of trade and to the other precepts 
of the Washington Consensus formed 
an incomplete list, the effectiveness of 
which hinged upon a variety of factors.

The potential barriers to sustainable 
growth are many. Even when the basic 
conditions for sound macroeconomic 
management are in place and the main 
markets for goods and services func-

(Continued from page 23)

Source: IDB (2006).

Figure 1.13 Average Years of Schooling for People 
over the Age of 15, Latin America and 
the Caribbean, 1960–2000
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tion properly, sustainable growth may 
be hindered by such varied factors as 
the absence of institutional and policy 
mechanisms for responding to a crisis 
or explicitly identifying the social costs 
of exploiting natural resources and 
the degradation of the environment. 
In addition, it may be hindered by the 
absence of coordinating mechanisms 
that facilitate the optimization of com-
petitive opportunities requiring joint 
action on the part of many economic 
agents. It may also be hindered by 
clashes over distribution and blocking 
strategies implemented by some ethnic, 
social or political groups against others, 
making it difficult to invest in public 
assets that are essential for develop-
ment (such as safety, infrastructure and 
the conservation of natural resources). 
Inequality and social exclusion can also 
limit the potential for growth insofar as 
they slow the accumulation of physical 
and human capital, reduce investment 
yields, fuel social conflict and clashes 
over the redistribution of wealth, and 
make it difficult to adopt effective poli-
cies for handling external shocks. 

These and other factors have led 
development analysts and experts 
to humbly recognize that there is no 
single formula applicable to all coun-

tries, and that each case requires a 
specific analysis. A recent current of 
thought that has been very influential 
in the region is being promoted by 
three academics, Hausmann, Rodrik 
and Velasco, in Growth Diagnostics 
(Hausmann, Rodrik and Velasco, 
2005). They argue that an effective di-
agnosis must identify the most serious 
restrictions limiting growth in each 
specific country, instead of creating a 
long wish list of desirable conditions 
that would make the country in ques-
tion a developed country if those con-
ditions were fulfilled. Their method of 
analysis separately identifies the most 
serious restrictions, which naturally 
leads to the prioritizing of the eco-
nomic policy measures that appear the 
most promising.

Such considerations are vital in 
light of the foreseeable impacts of the 
current international crisis, which 
threatens to condemn the region to 
reliving the eras of zero growth in 
per capita income, with an increase in 
Latin American GDP of only around 
2% in 2009. Although various mea-
surements show that fiscal and exter-
nal debt ratios are the best in recent 
decades, vulnerability of the region’s 
countries to lower prices for raw 
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materials, to limited investment flows 
and to the decrease in sources of financ-
ing is also clear.

Faced with the certainty that 
difficult times are at hand, the chal-
lenge confronting the nations of Latin 
America and the Caribbean is not only 
to maintain macroeconomic stability, 
but also to ensure that the brunt of the 
international economic crisis is not 
borne by their poorest citizens, many 
of whom personally suffered from the 
impact of higher fuel and food prices 
during the first half of 2008. Faced 
with this challenge, one hopes that 
the lessons of the past will be applied 
and that the Western Hemisphere as a 
whole will be capable of returning to 
the path of rapid growth, once recovery 
begins.

The certainty of better days to 
come, which are just as inevitable as 
economic downturns, should be heart-
ening to those who view the current 
difficulties as insurmountable. How-
ever, the optimism of Latin Americans, 
who generally express satisfaction 
with their quality of life (IDB, 2008b), 
should not obscure the disappoint-
ments of the last half-century, during 
which the region grew, but at a slower 
pace than other regions.

Although per capita income (in 
2000 prices) has more than doubled, 
going from US$2,000 in 1960 to the 
current amount of around US$4,500, 
and life expectancy is now 73 years, 17 
years longer than when the IDB came 
into being, the road ahead is still very 
long. A promising future undoubtedly 
lies ahead for the region, but to a great 
extent it will be determined by wheth-
er the peoples of a continent that has 
teetered for decades between potential 
wealth and disaster also learn from 
their past.

CHAPTEr I    |  THE CHALLENGING PATH OF ECONOMIC GROWTH 28



reFerences

Birdsall, Nancy, and Carlos Lozada. 1998. “Shocks externos en economías vul-
nerables: una reconsideración de Prebisch” [External shocks in vulnerable 
economies: a reconsideration of Prebisch]. In: Revista de la CEPAL, October. 
Santiago, Chile: ECLAC.

De Ferranti et al. 2004. Inequality in Latin America and the Caribbean: Breaking with 
History? Washington, D.C.: World Bank.

ECLAC (Economic Commission for Latin America and the Caribbean). 1985. Notas 
sobre la economía y el desarrollo (January). Santiago, Chile: ECLAC.

 --------- . 2007. Preliminary Overview of the Economies of Latin America and the 
Caribbean 2007. Santiago, Chile: ECLAC

 --------- . 2008a. Preliminary Overview of the Economies of Latin America and the 
Caribbean 2008. Santiago, Chile: ECLAC.

 --------- . 2008b. Foreign Investment in Latin America and the Caribbean 2007. Santiago, 
Chile: ECLAC.

 --------- . 2008c. La transformación productiva 20 años después. Viejos problemas, nuevas 
oportunidades. Santiago, Chile: ECLAC.

Hausmann, Ricardo, Dani Rodrik, and Andrés Velasco. 2005. Growth Diagnosis. 
Washington, D.C.: IDB. Available at: http://www.iadb.org/res/publications/
pubfiles/pubS-852.pdf.

Heston, Alan, Robert Summers, and Bettina Aten. 2006. Penn World Tables Version 
6.2. Center for International Comparisons of Production, Income, and 
Prices, University of Pennsylvania.

IDB (Inter-American Development Bank). 1999. More Than a Bank: 40 Years of the 
IDB. Washington, D.C.: IDB.

 --------- . 2000. Development Beyond Economics. Economic and Social Progress Report 
(IPES) 2000. Washington, D.C: IDB.

29



 --------- . 2002. Beyond Borders: The New Regionalism in Latin America. Economic and 
Social Progress Report (IPES) 2002. Washington, D.C.: IDB.

 --------- . 2003. Sustainable Economic Growth: Strategy Document. Washington, 
D.C.: IDB. Available at: http://idbdocs.iadb.org/wsdocs/getdocument.
aspx?docnum=351701.

 --------- . 2007. “Business Complex Don Bosco,” in the magazine IDBAmerica 
(November 2007). Washington, D.C.: IDB. Available at: http://www.iadb.org/
news/detail.cfm?language=EN&id=4576.

 --------- . 2008a. All That Glitters May Not Be Gold: Assessing Latin America’s Recent 
Macroeconomic Performance. IDB Research Department. Washington, 
D.C.: IDB. Available at: http://idbdocs.iadb.org/wsdocs/getdocument.
aspx?docnum=1385242

 --------- . 2008b. Beyond Facts: Understanding Quality of Life. Development in the 
Americas 2008. Washington, D.C.: IDB.

Latinobarómetro. 2008. Report 2008. Santiago, Chile: Latinobarómetro Corporation.

Ocampo, José Antonio. 2008. The End of the Latin American Boom. Houston, TX: Rice 
University. Available at: http://www.bakerinstitute.org/publications/ECON-
pub-endofboom-111808.pdf.

Thorp, Rosemary. 1998. Progress, Poverty, and Exclusion. Washington, D.C.: IDB.

United Nations. 2008. United Nations Commodity Trade Statistics Database 
(Comtrade). Available at: http://comtrade.un.org/.

30



_______________________
1 In 1990 constant dollars. 
2 The term “Washington Consensus” was coined by economist John Williamson in a document 

made public in November 1989 and presented at a conference of the Institute for International 
Economics. The principles set forth in the Consensus were fiscal discipline, reordering public 
spending priorities, tax reform, liberalizing interest rates, competitive exchange rates, liberalization 
of international trade and of inward foreign direct investment (FDI), privatization, deregulation 
and the strengthening of property rights.

3 Note that these calculations rely on prices in terms of purchasing power parity (PPP), which is 
used to make income comparisons between countries. In the present case, the PPP prices used are 
from the historical data in the Penn World Tables 6.2. However, recent PPP price calculations in-
dicate that mean per capita incomes for Latin American countries are currently 25% (not 15%) of 
developed-country incomes. In any event, it remains true that Latin America has fallen behind in 
relative terms compared to the developed countries, since the growth rates of these countries are 
not affected by these comparisons.

4 These diagnostic elements were included in the sustainable growth strategy guidelines approved by 
the IDB in 2003. The original text, which was used as a basis for the following paragraphs, has been 
updated and adapted especially for this publication.
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Grass-roots democracy. Stakeholders meet to provide input on a large-scale sanitation project involving the cooperation of municipalities that share a common watershed. 
By participating in decision making, citizens are helping to build democratic institutions that go deeper than national elections and political parties. In this way, citizens join 
with local officials in taking on the responsibilities of planning for the future, deciding how money will be spent, and carrying out programs to improve social and economic 
welfare. 



B etween late 2005 and 2007, 
Latin America experienced the 
most intense electoral period 

in its history. During this time, 13 
presidential elections took place, 10 of 
which occurred in late 2006. However, 
what is perhaps most striking is that 
these events failed to generate major 
headlines beyond the usual ones an-
nouncing a change in government. 
As noted by César Gaviria, the former 
Secretary General of the Organization 
of American States (OAS), “exercising 
the right to elect and be elected is no 
longer something out of the ordinary 
in the region.”

This, however, was not the case 
a half-century ago when, amid the 
tentacles of the Cold War and poorly 
understood nationalism, power was in-
creasingly being exerted by civilians or 
the military, who resorted to violence 
in an attempt to direct the destinies 
of their respective nations. This trend 
only intensified over the decades that 
followed, until in 1977, only three 
Latin American countries (Venezuela, 

Colombia and Costa Rica) and a hand-
ful of Caribbean islands had function-
ing democratic systems. 

Since then, the list of democracies 
has again begun to grow gradually, to 
the discredit of the totalitarian regimes 
that restricted not only economic 
freedoms but also the exercise of basic 
rights and were responsible for hu-
man rights violations that left a trail of 
suffering in a good part of the region. 
But changes on the international scene, 
combined with internal social pres-
sures, allowed electoral practices to 
gain ground, and the pendulum swung 
to the side of democracy.

Nevertheless, the transition has not 
been easy, as illustrated on these pages, 
where the achievements and challenges 
of recent years are described. As the 
foundation for exercising the right to 
vote has continued to solidify, the tapes-
try of governments trying to respond to 
the aspirations of peoples who demand 
progress, equality and better-quality 
services from them has become more 
complex. This has occurred in the 
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context of a changing economic environ-
ment that has seen positive growth rates 
only in recent years and that is once 
again facing the uncertainty created by 
a complex international situation. 

The challenge remains real. It is a 
hard truth that the quality of public 
institutions depends on the quality of 
politics and democracy (IDB, 2005). 
Politics is also the most sensitive thread 
in the tie between institutions and 
the economy. Simply stated, political 
systems matter, and they are critical for 
any economy (Carrillo Flórez, 2006). 
Affirmation is crucial in that free elec-
tions must be understood as a necessary 
but insufficient condition for democracy 
to function adequately in the region.

That said, in recent decades Latin 
America has made notable progress 
toward civil and political liberty. In the 
1970s, the region was not in a particu-
larly favorable position in this regard 
compared to other groups of develop-
ing countries and lagged far behind 
developed nations. By the 1990s, 
however, and more clearly in the early 
years of the 21st century, the gap had 
narrowed, and the region now boasts 
indicators of civil and political freedom 
that are higher than those of any other 
emerging area (Figures 2.1 and 2.2). 

Figure 2.1 Index of Political Rights and Civil Liberties, Regions of the World, 1972–2008

Source: Freedom House. 

(Simple averages)

East Asia Rest of Asia Africa

Eastern Europe Latin America Middle EastDeveloped countries

1
0.9

0.8
0.7

0.6
0.5

0.4
0.3

0.2
0.1

0
1972 1980 1990 2000 2008

Figure 2.2 Democracy Guarantees, Latin America, 2008
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Note: Results are based on respondents’ answers to the following question: “To what extent are the following rights, freedoms, 
opportunities and safeties guaranteed in your country?” Only the following answers are reflected here: “Completely guaranteed” and 
“Somewhat guaranteed.”
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Progress toward democracy in the 
region over the past two decades is 
even more impressive if viewed from 
a long-term perspective. The available 
indicators, which cover nearly two cen-
turies, effectively show that no other 
region on the planet has made a leap 
of this magnitude in a similar period. 
After the reversal of democracy in the 
region between the mid-1960s and 
late 1970s, the progress that followed 

has been sustained and profound and 
has encompassed the vast majority of 
Western Hemisphere nations.1

On the other hand, opinion surveys 
such as Latinobarómetro consistently 
show that, although the resounding 
majority of Latin Americans consider 
democracy the best form of govern-
ment, there remains a sense of dis-
satisfaction intensified by the limited 
achievements of the system (Table 2.1).

Table 2.1  Attitudes Toward Democracy in Latin American Countries, 2008

      democracy is 
      essential in 
      order to be
    How for the good country in considered a
 Support for churchillian democratic of the entire which democracy developed
 democracy democracy the country is population works best country
 (percentage) (percentage) (Index 0–10) (percentage) (percentage) (percentage)

Argentina 60 77 5.8 10 17 67
Bolivia 68 77 5.5 35 12 55
Brazil 47 82 6.0 37 33 57
Chile 51 70 6.0 23 44 58
Colombia 62 82 6.1 28 30 58
Costa Rica 67 78 6.5 18 42 60
Dom. Republic 73 79 6.8 10 17 77
Ecuador 56 60 6.0 29 12 62
El Salvador 50 63 5.4 28  8 63
Guatemala 34 58 5.2 23  8 64
Honduras 44 66 5.5 16  7 64
Mexico 43 69 5.0 19 23 67
Nicaragua 58 67 5.4 27 14 69
Panama 56 71 5.9 12 15 70
Paraguay 53 70 5.0 43 10 74
Peru 45 63 5.0  8  7 76
Uruguay 79 88 7.1 49 43 78
Venezuela 82 86 6.6 35 33 85
Latin America 57 73 5.8 25 21 66

Source: Latinobarómetro (2008).

Community police in Bogotá, Colombia, 
break down the barriers that have traditionally 

separated local citizens from law enforcement 
institutions. Bicycles are their preferred mode of 

transport. 
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The legitimacy of the democratic 
system, backed by undeniable popular 
support, has been accompanied by 
actions intended to strengthen the 
foundation of democracy. One of the 
most important initiatives was the 
adoption of the Inter-American Demo-
cratic Charter by the OAS on Septem-
ber 11, 2001.2 It not only affirmed that 
“essential elements of representative 
democracy include, inter alia, respect 
for human rights and fundamental 
freedoms, access to and the exercise of 
power in accordance with the rule of 
law, the holding of periodic, free, and 
fair elections based on secret balloting 
and universal suffrage as an expres-
sion of the sovereignty of the people, 
the pluralistic system of political par-
ties and organizations, and the separa-
tion of powers and independence of 
the branches of government” (Article 3), 
but it also stated that “transparency 
in government activities, probity, re-
sponsible public administration on the 
part of governments, respect for social 
rights, and freedom of expression and 
of the press are essential components 
of the exercise of democracy” (Article 4). 
It was also made clear that “democ-
racy and social and economic devel-
opment are interdependent and are 

mutually reinforcing” (Article 11). In 
addition, the 34 nations that make up 
the OAS agreed that any infringement 
of democracy within any of the mem-
ber states would result in its suspen-
sion from the organization upon an 
affirmative majority vote, as set forth 
in Article 21 of the Charter, an article 
that was adopted and adapted to the 
realities faced by other entities belong-
ing to the inter-American system, 
including the IDB. 

THe eFFecTs oF 
DemocraTizaTion

Democratization has generally involved 
a real redistribution of political power. 
Firstly, rights and liberties have seen 
enormous progress. Free and com-
petitive elections have become the 
most important factor in the political 
process, at the very least giving the 
majority of the population the power to 
generate the uncertainty that character-
izes change. Additionally, power has 
been geographically redistributed and 
democratized through an extensive 
process of decentralization aimed at 
regions and municipalities. This repre-
sents, however, some significant fiscal 
and administrative risks, and even, in 
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some countries, tensions. Lastly, ethnic 
minorities and women have achieved 
much higher levels of representation—
something that a few decades ago would 
have been unthinkable—making a 
greater and greater impact on the politi-
cal process (Payne, Zovatto and Mateo 
Díaz, 2006).

The relationship between the 
government and the market has also 
experienced important changes as a 

result of the economic reforms imple-
mented in recent decades, includ-
ing the opening up of entire sectors 
of production that were previously 
dominated by inefficient, state-run 
monopolies. However, for those in the 
know, the transition toward a greater 
emphasis on the market has not been 
accompanied by sufficient development 
of regulatory frameworks that promote 
competition and protect consumer in-
terests. Furthermore, the transition to 
a free market has been uneven and, in 
quite a few cases, has been a function 
of the ability of organized interests to 
take advantage of or resist the winds 
of change (Payne, Zovatto and Mateo 
Díaz, 2006).

Certainly, democracy has brought 
new opportunities for previously 
disadvantaged groups to organize, 
while increasing incentives for political 
parties and leaders to respond to their 
demands. Despite the formal equal-
ity and political rights guaranteed in 
the constitutions of these nations, the 
democratic system continues to limit 
the formal channels of influence for 
certain groups of citizens who con-
tinue to have a reduced presence in 
decision-making processes (Figure 2.3). 
Nevertheless, for the first time in some 

Figure 2.3 Most Frequent Victims of
Discrimination, Latin America, 2008
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Note: Results are based on respondents’ answers to the following 
question: “From what you know or have heard, who do you 
believe are the persons or groups most discriminated against in 
your country, or do you believe that no one is discriminated 
against in (country)?” This was an open-ended question. Only 
answers with a percentage of 2% or higher are reflected here. 

(Continued on page 40)
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Interview with Mario Marcel 

Mario Marcel is 

the Manager of 

the IDB’s Institu-

tional Capacity and 

Finance Sector. He 

has held various 

positions through-

out his professional career, serving as 

Chairman of the Presidential Advisory 

Board on Pension Reform in Chile and 

lead researcher for CIEPLAN (Corpo-

ración de Estudios para Latinoamérica), 

Director of the Chilean Budget Office, 

President of the Government Internal 

Auditing Council and member of the 

Public Companies Administration Sys-

tem Council in Chile. He holds a master’s 

degree in economics from the University 

of Cambridge, Great Britain. 

How would you describe the changes 
taking place in democracy in Latin 
America and the Caribbean over the 
past 50 years?

The most evident and relevant 
change is that Latin America has gone 
through a period of authoritarian 
governments and dictatorships over 
the past 50 years that affected a good 
part of the continent, but for the last 20 
years, democracy has returned to all of 
the region’s countries. This is a major 
change that all of us who have lived 
under a dictatorship can appreciate. 
This change has come with significant 
involvement on the part of the citi-
zenry, which shows that we don’t just 
have formal electoral processes. Even 
when there have been problems in the 
region’s countries, we were able to find 
a way out of those situations within 
the rules of the constitutional game. I 
believe democracy in the region at this 
point is irreversible. Moreover, demo-
cratic principles have been spreading 
to the local level in the region as a 
result of decentralization. Having said 
that, I believe there have also been 
advancements in the construction of 
governance by the rule of law, in the 
strengthening of civil and political 
rights, and the creation of institutions 

to respond to voices like those of indig-
enous peoples, women or the regions.

What do you think the IDB’s role has 
been in this process?

The IDB has recognized that 
democratic governance is a resource 
for ensuring sustainable economic and 
social development. This has mani-
fested itself through loan programs 
where approved loans represent more 
or less 16 percent of the Bank’s activity 
over the past 50 years. Among its many 
initiatives, the Bank has lent support 
to the control systems of the region’s 
countries, to the processes of decen-
tralization and to the modernization 
of governments and public authorities. 
What is also interesting is the role that 
the Bank has played in the dialogue 
process with the region’s countries. 

How do you see the future of democ-
racy in the region? What should the 
IDB’s role be?

I believe it’s necessary to recog-
nize and know how to respond to the 
changing demands of the citizens. For 
this reason it’s necessary to support 
the region’s countries for the purpose 
of improving how we integrate new 
actors, recognizing diversity and what 
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that means in terms of articulating and 
organizing more complex societies. 
This broadening voice is bringing 
about changes to standards of how 
institutions should behave. I’m refer-
ring to the fact that nowadays, many 
things once a part of doing business in 
financial management or in national 
congresses are now being rejected by 
the people. What I believe is essential, 
as far as what’s required in order to 
face these challenges, is to understand 
that institutional capacity covers 
more than the simple management of 
certain agencies, it goes beyond our 
understanding of government or public 
administration. I think the Bank has 
an important place in these processes 
because the IDB’s ability to understand 
the countries and be understood is 
possibly greater than that of any other 
multilateral agency in the region. This 
ability to get inside the logic of these 
countries, to understand what is hap-
pening, is of paramount importance for 
the Bank. I believe the institution also 
has to develop comparable advantages 
in certain areas, such as local develop-
ment, safety for citizens, transparency 
and fighting against corruption, just to 
name a few. 
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countries, new democratic systems 
have extended the right to vote to all 
citizens of legal age.3  

In light of the above, there have 
been moments of great instability in 
some of the region’s countries: 16 gov-
ernments did not complete their terms 
of office in the last decade. All have 
exited democratically, however, with 
the rules of the game being followed in 
replacing them (Mateo Díaz, 2007). The 
citizens have wagered on a peaceful 
way to resolve their conflicts, accepting 
the results of the ballot box, in many 
cases with high levels of voter partici-
pation. As such, the good news is that 
the citizens of Latin America are gradu-
ally recognizing this political system 
in terms of the immediate benefits or 
concrete satisfaction that they might re-
ceive: the seeds of a democratic culture 
are present.

Almost concurrently, a number of 
constitutional revision processes have 
taken place in which at least six dif-
ferent adopted lines of reform can be 
identified (Carrillo Flórez, 1999). The 
first is the transition from presidential 
systems with peripheral legislatures to 
more highly balanced and collaborative 
structures with an emphasis on modi-
fied supervisory missions for legislative 

powers. The second is the move from 
centralist, closed state systems toward 
scenarios of political, administra-
tive and fiscal decentralization with 
increased citizen participation. Third, 
democracies blocked by intermediar-
ies and representatives from interest 
groups have evolved toward a resur-
gence of civil society and general in-
terests within the framework of direct 
democracy. Fourth, a switch has taken 
place from rhetorical declarations of 
rights to basic rights charters that 
provide guarantees and immediate 
mechanisms for constitutional protec-
tion. Fifth, a transition has been noted 
from a weak interventionist state to a 
strong, capable regulationist state with 
autonomous economic authorities, 
such as central banks that are im-
mune to the influence of petty politics, 
regulatory entities and commissions. 
Lastly, there has been a shift from 
inconsequential judicial systems to 
their resurrection in an environment 
of independence and great visibility, 
in some extreme cases representing 
what some are already describing as 
the “judicialization of politics.”

As a result of these changes, in 
presidential election systems there 
has been a clear shift from pluralistic 

(Continued from page 37)
Adults in a low-income neighborhood near rio 
de Janeiro get literacy training that will enable 
them to participate in civic affairs and improve 
their lives.  

Through mediation and arbitration programs, 
the IDB is helping countries to unclog their court 
systems by broadening the range of alternatives 
for settling disputes.



schemes (in which the candidate wins 
with a majority of the vote) toward 
first- and second-round systems, in 
which a selection is made among 
two or three finalists (Figure 2.4). 
For example, while in 1978, when 
democracy began its regression, the 
number of countries in the region 
with pluralist systems totaled around 
10, this number had been reduced to 
five by 2005.

Moreover, the rules governing elec-
tions were changed in 11 countries 
during the period mentioned. In one 
out of every three Latin American 
countries with a presidential system, 
the president has the opportunity to 
repeat a term of office immediately, 
although this door was in fact almost 
completely closed three decades ago 
(Figure 2.5). The debate over the 
merits and disadvantages of this 
trend continues, as those who favor 
continuity remain concerned about 
the system of checks and balances 
needed to maintain equilibrium in 
governmental powers. There are also 
questions surrounding the relative 
weakening of political parties in favor 
of individuals, leading to warnings 
about a return to caudillismo (Prats, 
2003). In addition, the decline of 

Figure 2.5 Presidential Re-election Trends in Latin America

Source: Payne et al. (2006).
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political parties is also associated with 
corruption scandals, infrequent party 
reforms or platforms that have not 
earned the approval of voters.

Experts point to increasingly com-
plex relationships between executive 
and legislative branches, which have 
made a fine art out of combining their 
capacity for action with their capacity 
for control (Payne, Zovatto and Mateo 
Díaz, 2006). Clearly, the latter must 
be an autonomous entity in relation 
to the former, without systematically 
blocking every action taken by the 
government as a result. Rather, parlia-
ments must exercise constructive 
control and debate to help improve 
the quality of the proposals that come 
before executive branches by formu-
lating concrete and viable alternatives. 
This skill is closely related to the 
elements mentioned above, such as 
the fragmentation of the party system 
and the ability to form coalitions and 
generate consensus.

Another notable phenomenon of 
recent times is the institutionalization 
of agencies of horizontal oversight, 
constituting one of the great advances 
in the process of democratic consolida-
tion in Latin America (Payne, Zovatto 
and Mateo Díaz, 2006). The instru-

ments adopted by Latin American 
democracies for controlling abuses of 
power are multiple and diverse, but 
their institutional sustainability will 
depend on their efficient use as well 
as on the legitimacy that they must 
continue to gain as central agents of 
control. The independence of the judi-
cial branch as well as the coordinated 
interactions among institutions of 
oversight, the attorney general’s office 
and human rights advocacy groups 
confirm the need for concurrent, 
complementary systems.

THe imPorTance oF 
PoliTical ParTies

Without a doubt, the concept of 
modern democracy revolves around a 
system of parties, where at least two 
of these compete freely for power. 
Consequently, the proper functioning 
of these groupings, which are crucial in 
the selection of candidates and in push-
ing through proposals, among other 
aspects, is essential to a functioning 
democracy (Payne, Zovatto and Mateo 
Díaz, 2006). 

The last three decades have seen 
profound legal modifications to the 
institutional structures of most Latin 
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American countries, including constitu-
tional reforms as well as changes to the 
laws governing electoral processes and 
political parties (Figure 2.6). However, 
in their early stages, these reforms 
skirted the issue of internal democ-
ratization of political parties, apart 
from token nods to democratization in 
national constitutions. In the second 
reform stage, carried out during the 
1990s (particularly during the second 
half of the decade), the issue of the 

internal democratization of political 
parties gained importance in terms of 
both the election of partisan authori-
ties and the selection of candidates 
by popular vote as well, particularly 
the presidents of the region’s coun-
tries (Payne, Zovatto and Mateo Díaz, 
2006).

In an ever-growing number of 
countries, the election of a candidate 
to the presidency, decided in the past 
by the top hierarchs of the party or 
internal conventions, now takes place 
through various types of internal elec-
tions that strengthen the legitimacy 
of whoever is elected. The idea behind 
these reforms is that greater intra-
partisan competition provides greater 
levels of internal democracy, a greater 
capacity for representing the diverse 
interests of the party and society (as-
suming that internal party elections 
are open), the possibility of resolving 
conflicts between different adminis-
trations and improved legitimacy of 
the organization in the eyes of the 
public (Payne, Zovatto and Mateo 
Díaz, 2006). 

The negative effects of this open-
ness on the life of a political party 
manifest themselves primarily in 
terms of that party’s internal cohesion 

Figure 2.6 Party System Institutionalization and Degree of 
Programmatic Orientation

Source: IDB (2005), based on Jones (2005).
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and harmony. Certainly, adopting inter-
nal democratic practices has led to, in 
many cases, a surge in confrontations 
between different party factions, the 
fragmentation of parties and even their 
division. It is unclear whether this 
trend has improved the image of the 
parties in the eyes of the general public 
(Figure 2.7).

Thus, the parties of the region 
continue demonstrating clear weak-
nesses due to their low degree of 

institutionalization, their growing 
fragmentation and a reduced ideologi-
cal polarization that sometimes keeps 
them from standing out in the eyes 
of voters (Payne, Zovatto and Mateo 
Díaz, 2006). Although it is difficult to 
make generalizations concerning this 
issue due to the uniqueness of each 
country’s situation, one of the reasons 
for this phenomenon may be the 
decreased programmatic focus of the 
parties, as their preoccupation with 
internal election mechanisms may 
have affected the level and intensity of 
proposal discussions. 

THe Dilemma oF PoliTical 
Financing  

With regard to political financing in 
the region, it is necessary to begin any 
discussion of the issue with two main 
points. First, the financing of political 
parties and electoral campaigns is a 
complex, controversial and unresolved 
issue, one in which there are no pana-
ceas or silver bullets and where perfec-
tion is achieved through baby steps 
rather than through extensive and 
highly ambitious reform initiatives. 
Second, during the last two decades, 
important progress has been made 

Figure 2.7 Confidence in Political Parties, Latin America, 1996–2008; Totals by Country, 2008

Source: Latinobarómetro (1996–2008).
Note: Results are based on respondents’ answers to the following question: “Please look at this card and tell me, for each one of the 
groups/institutions/persons mentioned on the list, how much confidence you have in it: a lot, some, very little or no confidence, 
in (…)?” Only “political parties” and the responses “a lot” and “some” are reflected here. 
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in this area, although to substantially 
different degrees among the different 
countries (Table 2.2). After being virtu-
ally absent from the region’s political 
agenda for some time, the issue has 
been receiving increased attention, 
not just on a national level, where an 
intense reform process has taken place, 
but also in the form of specialized 

conferences of experts on the topic, 
and it has caught the interest of the 
hemisphere’s heads of state and politi-
cal parties themselves (Payne, Zovatto 
and Mateo Díaz, 2006). 

In Latin America, a mixed system 
formally predominates, with a ten-
dency toward favoring public financ-
ing and a proclivity for emphasizing 
legal limits on private contributions. 
Nevertheless, due to a combination 
of factors, such as inadequate regula-
tion, the inefficiency of monitoring 
agencies and of systems for penalizing 
infractions of the rules, and political 
practices that have thus far favored 
violation of the rules, public financ-
ing has in many cases functioned as 
a complement to private financing 
rather than as a partial substitute for 
it. As a result, and despite its posi-
tive contribution, its impact thus far 
has been limited and has varied from 
country to country. 

However, a trend has been ob-
served in favor of controlling the 
triggers of electoral waste, establishing 
caps and shortening campaigns, with 
varying results in different countries. 
This trend has been accompanied by 
a reorientation of public resources, 
based on the concept of electoral in-

Table 2.2  Beginnings of Public Financing 
of Political Parties in Latin 
America 

country Year

Uruguay 1928
Costa Rica 1949
Argentina  1957 (indirect) and 

 1961 (direct)
Peru  1966 (indirect) and 

 2003 (direct)
Venezuela  Established in 1973 and 

 eliminated in 1999
Nicaragua 1974
Mexico 1977
Ecuador 1978
Honduras 1981
El Salvador 1983
Colombia 1985
Guatemala 1985
Chile  1988 (indirect) and 

 2003 (direct)
Paraguay 1990
Brazil 1995
Bolivia 1997
Dominican Republic  1997
Panama 1997

Source: IDB (various years).

(Continued on page 50)
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Interview with  
Julio María Sanguinetti

Julio María 

Sanguinetti, the 

former president of 

Uruguay, is one of 

the Western Hemi-

sphere’s most au-

thoritative voices 

on the subject of democracy. Not only 

was he the first democratic president 

elected in his country—in 1984 after a 

military dictatorship lasting more than 

a decade—but he returned to that post 

a second time in 1995 as a result of the 

popular vote. A renowned writer and 

analyst with a constant presence in the 

press, Sanguinetti talks about democ-

racy in the region in this interview.

How would you describe the changes 
that have taken place in democracy 
in Latin America and the Caribbean 
over the past 50 years?

No one can objectively argue that 
the democratic system has not moved 
forward in Latin America in the last 
half-century. We are full of frailties 
and inadequacies, but we are no longer 
drowning in the instability of the Cold 
War, which not only encouraged guer-
rillas and handed them weapons, but 
gave its imprimatur to coups d'états. 
Fidel Castro’s arrival in Havana in 1959 
proved to be a key event of this period. 
It was the same way with the opposite 
camp, with the beginning of the Brazil-
ian military dictatorship in 1964, which 
put an end to the developmentalist ini-
tiative begun by Juscelino Kubitschek 
and continued by João Goulart. In 
Argentina, after Perón was overthrown, 
another great developmentalist ex-
periment led by Arturo Frondizi was 
thwarted and then abruptly cut off by a 
coup d'état in 1962. Mexico was taking 
its pro-PRI siesta and turned rather tur-
bulent on more than one occasion, but 
in the end it opted for ensuring consti-
tutional continuity instead of a mo-
nopolistic political hegemony. Lengthy 
dictatorships sprang forth during 

those years, such as those of Somoza in 
Nicaragua, Duvalier in Haiti and Stroess-
ner in Paraguay, while experiments of a 
very diverse nature took place in other 
countries like Peru. Peru went through 
democratic governments like that of Be-
laúnde Terry, and military dictatorships 
not just on the right but to the nationalis-
tic left as well. More recently, around the 
time I came to power for the first time 
in Uruguay in 1985, Argentina had just 
returned to democracy under Alfonsín. 
Shortly thereafter, Brazil took the same 
steps under José Sarney. Two decades of 
military rule ensued. Then the democra-
tization of Chile, Paraguay and Nicara-
gua came, beginning a democratic wave 
that has lasted to this day. We cannot 
ignore the fact that several elected lead-
ers who couldn’t finish their term in 
office have fallen, such as in Argentina, 
Ecuador and Bolivia; on the other hand, 
there have been no military relapses, and 
governments were able to re-establish 
themselves, though not without a lot of 
problems. 

What was the most painful lesson 
taught by the presence of dictatorships 
in much of the Western Hemisphere?

The greatest lesson is that making a 
deal with the devil, to exchange liberty 
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for order, carries a curse. Once liberty 
is lost, true order, which is the rule of 
law, vanishes and the so-called com-
mitment to progress never emerges. 
Add to that the consequences of hatred 
and the open wounds left by violence.

The most recent polls report that 
people in the region like democracy, 
but at the same time are very critical 
of it. What do you think about this?

Citizens are accustomed to confus-
ing governments with the system itself. 
They usually judge from the outside 
looking in, as if they had nothing to do 
with it. Nobody voted for any presi-
dents in any elections who managed to 
get re-elected. The political winds keep 
shifting, and these bouts of ill humor 
are very dangerous for our electorate. 
They speak poorly of our political par-
ties and cast into doubt the worth of 
politicians in a dangerously razor-sharp 
generalization that strikes at the very 
heart of the system. Since it’s all based 
on the popular vote, governments aren’t 
going to be any better or worse than 
the citizens who elect them. Democracy 
cannot be managed by polls. Their 
legitimacy arises from the vote and 
voters. That’s why these bouts of disen-
chantment make me really uneasy.

What has been the biggest failure of 
democracy over the past 50 years?

Democratic leaders are like prison-
ers chained by high expectations on 
the one hand and the need to main-
tain financial equilibrium on the 
other. Perhaps the greatest weakness 
lies in the fact that vast segments of 
our society persist in the stubborn 
notion that everything is possible. 
A greater civic-minded culture, a 
greater economic rationality must 
be at the center of democratic learn-
ing, because it teaches that social 
development is possible only within 
the framework of the rule of law and 
economic progress.

It’s clear the focus has shifted from 
where it was in the beginning, 
which was having free and open 
elections. What is your interpreta-
tion? 

Democratic governments that 
were unable to complete their term of 
office fell because of street uprisings, 
many of which were quite organized, 
expressing vague feelings of vindica-
tion. They generally coincided with 
tough economic times. The economic 
boom of the past five years, on the 
contrary, generated the opposite temp-

tation: to keep governments in power 
who were fortunate enough to be able 
to share the wealth. Today, the scenario 
is different: there is the danger that 
those who can no longer continue of-
fering what they’ve been giving away 
will resort to authoritarian measures, 
attacking democratic legitimacy. 

Do you think decisions such as those 
made at the heart of the integration 
accords or within regional multilat-
eral organizations to make democracy 
a prerequisite in order to participate 
are meaningful? 

It’s essential, but we don’t antici-
pate that there will be a great rush to 
enforce it.

Do you think that the government au-
thority and the checks and balances 
system have developed appropriately?

World history tells us that true 
democracies can emerge only when 
Jeffersonian popular sovereignty is 
combined with Locke’s concept of 
individual liberty and Montesquieu’s 
checks and balances. In recent years, 
Latin America has experienced many 
imbalances. The courts do not always 
have the independence they need. 
Parliaments have continued to lose 

(Continued on next page)
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institutional prestige in many coun-
tries. And the consequence is a danger-
ous imbalance. Hence, the attempts to 
remake countries by methods outside 
of the scope of their constitutions or 
proposals to re-elect presidents for an 
undefined term. These are the most 
dangerous developments that exist 
today. 

Are you concerned that there are so 
many obviously differing styles and 
approaches of governance? What 
would you like to see in the future?

Our perspective must be the same 
as that of those countries who share 
our culture and who have maintained 
democratic stability and reached 
outstanding levels of development. In 
other words, Spain, France and Italy. 
I’m not talking about Great Britain 
or the United States, the most stable 
democratic systems, simply because 
those cultures are different from our 
own. The fact is that countries like 
Spain and Portugal, who were archaic 
dictatorships with backward societies 
and closed economies only 30 years 
ago, have now achieved liberty and 
development. What I’m trying to say is 
that Latin America is not living under 
a death sentence, as we have heard so 

many times. My dream for Latin Amer-
ica and the Caribbean is to see it reach 
those levels of maturity. But that is not 
to say the region should be unanimous. 
Christian democracies, social democra-
cies and social liberal democracies have 
all been able to take turns without ill 
effects. And even with their nuanced 
differences, they have given Europe a 
remarkably high quality of life. My cur-
rent hope would be to have democracy 
understood in that way and see the re-
gion acknowledge that there’s no quick 
way or clever shortcuts to reach those 
results but the same tortured path 
they’ve been following up until now. 

What do you believe the IDB’s role 
has been with respect to democracy, 
and what should it do in the coming 
years?

The IDB has been a source of 
financing for mid-term objectives when 
nothing else like it was around. At the 
same time, it has been a calming influ-
ence in proposing sound economic, 
social and cultural policies. This has 
not always been understood, especially 
by the current crop of radicals who 
still dream of impossible revolutions 
and don’t follow the path of democratic 
reform. Naturally, we at the IDB are 

partners, so occasionally it goes astray 
and its decisions fall short of the mark, 
but from a broader democratic per-
spective, its contribution has been and 
continues to be essential.

(Continued from previous page) 
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Box 2.1  The IDB’s role regarding Democratic Governance
From the beginning, the IDB has seen democratic governance as a 
requisite for ensuring sustainable economic and social development. 
Nevertheless, regional realities made it difficult for the IDB to work on 
those subjects until the beginning of the 1990s, when explicit decisions 
were made that allowed the Bank to expand its scope of action. 

A notable example is the Bank’s support of peace processes and 
democracy building in Central America, as in the case of El Salvador. After 
the 1992 peace accords that ended the civil war the country had been suf-
fering since 1981, El Salvador faced some major roadblocks in its recovery. 
The war had devastating effects, including the virtual destruction of the 
economic base, a rise in poverty levels and a weakening of democratic 
institutions. The government immediately channeled its efforts to the task 
of the country’s recovery under the National Reconstruction Plan (PRN), 
conceived as a tool that would take into consideration economic, social and 
political aspects that were critical dimensions of the challenge it faced. The 
Bank propped up this effort by providing support to the strategic design 
and offering the financing required to put it into operation.

More recently, the government’s modernization strategy, approved 
in 2003, develops and reinforces the ideas that have been advanced in 
various processes. The strategy seeks to (i) provide a frame of reference for 
the Bank and its borrower countries for the construction of a democratic, 
modern and efficient government that promotes sustainable growth, the 
reduction of poverty and social fairness; (ii) adapt governmental modern-
ization measures to the strategies of sustainable economic growth, the 

reduction of poverty and social fairness; (iii) strengthen the emphasis on 
democratic governance as a means and as an end to development; and 
(iv) define areas of action with a broad-based approach. According to the 
strategy, the strengthening and reinforcement of government must be 
structured around the linchpins of any democratic system, the rule of law 
and judiciary reform, free market institutions, accountable public admin-
istration and a fifth area to be phased in over time, which is the support of 
decentralization processes and strengthening local governments.

From 1961 to 2008, the Bank approved loans in the total amount of 
US$25,187,000 for governmental reform and modernization, representing 
16 percent of total Bank activity. Nevertheless, it is worth noting that the 
IDB portfolio in the tax sector alone has reached 39 percent of the Bank’s 
portfolio for the last 15 years, between 1990 and 2004, representing 963 
projects for a total of US$84,936,000.

The IDB has also published important books, studies and documents, 
some of which are worth mentioning: La política importa: democracia y 
desarrollo en América Latina, as well as The Politics of Policies (IPES 2006). 
IDB continues to delve into this subject with recently published works such 
as Governing the Metropolis (2005); Informe sobre la situación del servicio 
civil en América Latina (2006), available in English in 2008; The State of 
State Reform in Latin America (2006); Justicia: Un vínculo pendiente entre 
Estado, ciudadanía y desarrollo (2007); ¿Cuál es la salida? La agenda incon-
clusa de la seguridad ciudadana (2007); Policymaking in Latin America: How 
Politics Shapes Policies (2008); Civil Society and Social Movements: Building 
Sustainable Democracies in Latin America (2008).
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vestment, toward strengthening politi-
cal parties by supporting research and 
training efforts (Payne, Zovatto and 
Mateo Díaz, 2006).

Nevertheless, transparency 
levels remain low even though a 
greater number of reforms directed 
at strengthening accounting methods 
and improving disclosure have been 
observed, with the media and civil so-
ciety playing an increasingly positive 
role in this area. 

Despite these advances, the vast 
majority of recent reforms have not 
been accompanied by the necessary 
strengthening of agencies of oversight 
and systems for penalizing infrac-
tions. This clearly appears to be an 
area where simply taking the path of 
legal reform is not enough. The sys-
tem must be the product of a combina-
tion of effective legal frameworks and 
efficient monitoring agencies, under-
pinned by a vigilant attitude on the 
part of civil society and the media.

In sum, a good system of financing 
must guarantee open, free and equita-
ble political competition and contrib-
ute to strengthening public confidence 
in parties, politics and democracy by 
improving transparency. Therefore, 
a mixed system (public and private) 

with full disclosure and strong govern-
ment oversight backed by an efficient 
system of sanctions is essential for 
successful reform in this area (Payne, 
Zovatto and Mateo Díaz, 2006). 

voTer ParTiciPaTion

On average, about 62 percent of the 
voting age population in Latin Ameri-
ca and the Caribbean goes to the polls. 
In the most recent wave of presiden-
tial elections, nearly 36 percent of 
the voting population abstained from 
participation, a level higher than 
that of Europe (less than 30 percent), 
although lower than those recorded 
in North America and Africa (Payne, 
Zovatto and Mateo Díaz, 2006). Thus, 
a high percentage of Latin Americans 
now (as of 2008) consider voting an ef-
fective tool for solving their problems 
(Figure 2.8). Furthermore, according 
to Latinobarómetro, political participa-
tion among Latin Americans increased 
from 7 percent to 11 percent between 
1998 and 2008 (Table 2.3).

In light of these results, one could 
consider the democracies of the region 
as being healthy, due to the fact that 
trends in their electoral behavior do 
not differ drastically from those of 

(Continued from page 45)
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other regions with advanced democra-
cies. Nevertheless, voter turnout is not 
enough to understand the whole story 
behind non-participation, a story that 
might truly serve as a measure of the 
democratic health of each system.

Underlying this regional figure 
are the realities of each country, in 
terms of both citizen and institutional 
participation. One must not forget that 
if competitive elections are the key 

mechanisms by which one may identify 
democratic regimes, civic participation 
is essential to a functioning democracy. 
This implies that, if certain institutions 
surrounding the electoral process result 
in higher participation rates than oth-
ers, reforms should focus on the former, 
based on the concept that if institu-
tions can impact behavior, institutional 
changes of any kind could significantly 
affect electoral participation.

Table 2.3  Political Participation of Latin 
Americans, 2008 

(Percentage)

country political participation

Dominican Republic 31
Panama 20
El Salvador 16
Honduras 15
Nicaragua 15
Venezuela 12
Colombia 11
Costa Rica 10
Mexico 9
Uruguay 9
Guatemala 8
Paraguay 8
Ecuador 7
Bolivia 7
Brazil 7
Argentina 6
Peru 4
Chile 3
Latin America 11

Source: Latinobarómetro (2008).

Figure 2.8 Strategies Considered Effective by the Latin American
Population in Order to Change Things, 2008

Source: Latinobarómetro (2008).
Note: Results are based on respondents’ answers to the following question: “What do you consider 
to be the most effective way to influence things: voting to elect those who defend my position, 
participating in protest movements and demanding changes directly, or do you believe that it 
is not possible to influence change?”
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In terms of institutional design, it 
could therefore be said that (i) sys-
tems with automatic registration and 
compulsory voting with enforceable 
penalties produce the highest voter 
participation rates; (ii) the existence of 
concurrent elections (presidential and 
legislative) seems to lead to a signifi-
cant increase in electoral participation; 
and (iii) systems in which political 
rights and civil liberties are greater 
draw more voters to the polls (Payne, 
Zovatto and Mateo Díaz, 2006). This 
factor could be linked to other results 
found at both the country and the 
individual level.

Along the same lines, it is worth 
noting the relationship between voter 
participation and the degree of distrust 
generated by democratic institutions, 
political parties, and the executive and 
legislative branches. Quite paradoxi-
cally, despite everything, people are 
still voting. The distinction between 
authorities as necessary, abstract enti-
ties for the functioning of the political 
system and the actual work performed 
by these authorities does not appear 
to be completely clear in the minds 
of the citizenry, which could explain 
a situation that may otherwise seem 
paradoxical: despite the almost system-

atic discrediting of political parties 
and other institutions that are identi-
fied almost methodically by the actors 
representing them, people continue 
to show up at the polls in support of 
democracy (Payne, Zovatto and Mateo 
Díaz, 2006).

DecenTralizaTion

The expansion of democracy during 
recent decades in Latin America has 
not been limited to the popular elec-
tion of national authorities. Each day, 
an increasing number of regional and 
local leaders are being elected by their 
communities, and the institutions that 
they represent are supporting the de-
velopment of the phenomenon known 
as decentralization (Table 2.4). In this 
process, the central governments of 
numerous countries in the region are 
increasingly handing over responsi-
bilities to sub-national governments 
(Lora and Cárdenas, 2006). 

Most developed economies have 
a solid tradition of letting state and 
municipal governments play an im-
portant role in assigning public spend-
ing. Likewise, these administrations 
are largely responsible for collecting 
taxes and other income to guarantee 
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the funding of services under their 
charge. In recent years, an emphasis 
on this behavior has been seen, with 
progressively greater spending and tax 
revenues for the sub-national public 
sector (Figure 2.9). In turn, many Latin 
American countries are taking similar 
paths, with a notably greater distri-
bution of responsibilities among the 
different levels of government, gradu-

ally phasing out centralized forms of 
administration.

Responsibility is being transferred 
to sub-national governments in public 
services such as trash collection, urban 
zoning and transportation, water man-
agement, education, health, local po-
lice, irrigation and, to a lesser degree, 
highways, interurban highways, ports 
and airports. With regard to assigning 

Figure 2.9 Local Government Expenditures Compared to Expenditures
by Central Governments, the OECD and Latin America,
2004

Source: Daughters and Harper (2006).
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Table 2.4  Years When the First Mayors 
and Governors Were Elected 
in Selected Latin American 
Countries 

country Mayors Governor

Argentina 1983 1983
Bahamas 1997 n.a.
Belize 1981 n.a.
Bolivia 1985 2005
Brazil 1982/85 1982
Chile 1992 n.a.
Colombia 1988 1991
Ecuador 1983 1983
El Salvador 1985 —
Guatemala 1985 —
Honduras 1982 —
Mexico 1917 1917
Nicaragua 1992 —
Panama 1995 —
Paraguay 1991 1993
Peru 1980 2002
Uruguay 1984 n.a.
Venezuela 1989 1989

Source: Daughters and Harper (2006).
Note: n.a. = not applicable.
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taxation responsibilities to sub-national 
governments, however, the region’s 
countries have been much less active. 
In developed economies, states and 
municipalities are responsible on aver-
age for more than 34 percent of public 
sector revenues, corresponding to 80 
percent of the revenues collected by 
sub-national governments. In contrast 
to this figure, the sub-national govern-
ments of Latin America’s most decen-
tralized countries collect only a bit 
more than 13 percent of total public 
revenue, corresponding to 53 percent 
of their own total revenues (Lora and 
Cárdenas, 2006). The relatively high 
dependence of sub-national govern-
ments in Latin America on the trans-
fer of resources from national govern-
ments limits their autonomy and the 
incentives that citizens need to have 
for monitoring local and regional 
public administration (Daughters and 
Harper, 2006).

Despite the fact that Latin America 
still has a considerable way to go in 
the area of increasing the taxation 
responsibilities of sub-national gov-
ernments as well as their responsibili-
ties in terms of services, the level of 
progress seen in recent years suggests 
that the continent will continue to see 

a growing process of decentralization 
in the near future (De la Cruz, 1998). 
This trend has been changing the 
relationships between the state and its 
citizens, generating new mechanisms 
for managing public services with 
the increased involvement of users in 
the design, management and evalua-
tion of these services. It has rightfully 
been said that the region has made an 
extensive and profound commitment 
to a model of decentralized authority 
(Daughters and Harper, 2006).

Female leaDersHiP

In recent history, a dozen women have 
been presidents or prime ministers 
of Latin American and Caribbean 
countries. Eight women have been 
designated as interim leaders for short 
periods of two years or less. More 
recently, the region has witnessed 
unprecedented changes in the level 
of women’s political participation. 
For example, 2008 saw the greatest 
number of female state ministers in 
Latin American history, with women 
occupying 27 percent of all ministry 
posts (Figure 2.10).

In 1950, Panama became the first 
country in the region to appoint a 
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woman to an executive government 
position. After 1960, the presence 
of women became increasingly sus-
tained and expanded into new sectors. 
Since 1990, more women ministers 
have been appointed than in all years 
prior. Historically, women's presence 
has been greater in social ministries, 
although since 2000 the participation 
of women in areas such as foreign rela-
tions, defense, interior affairs, justice 
and the environment has become 
increasingly common. 

On the other hand, women's entry 
into national legislatures has been 
particularly slow; it was not until the 
1990s that their participation signifi-
cantly increased. From an average in 
both chambers of 9 percent in 1990, 
by 2008, female representation in Lat-
in American and Caribbean countries 
had risen to 18 percent (Figure 2.11). 
That said, despite these successes, the 
gaps in equality between men and 
women in positions of political repre-
sentation continue to be large. 

Nonetheless, the trend is encourag-
ing. On average, women in the region 
have made significant progress in the 
areas of education, health and labor, 
which has allowed them to acquire the 
capacities and opportunities to take on 
political leadership roles. The expan-
sion of education in the region has 
given girls increased access to educa-
tion and has likewise possibly contrib-
uted to reducing gender inequalities 
in employment and politics through 
education’s direct effect on work and 
income, as well as its strong association 
with improved health conditions for 
women and decreased fertility. 

In addition, the adoption of inter-
national agreements on human rights 
along with the creation of national leg-

Figure 2.10 Gender Equality in Ministerial Cabinets, Latin America
and the Caribbean, 2008

Source: Prolead (2008).

Argentina

Bolivia
Brazil
Chile

Colombia
Costa Rica

Ecuador
El Salvador
Guatemala
Honduras

Mexico
Nicaragua

Panama
Paraguay

Peru

Average

Dom. Republic

Uruguay
Venezuela

0 5 10 15 20 25 30 35 40 45 50

(Percentage that are women)

FEMALE LEADERSHIP 55



Figure 2.11 Participation of Women in
Parliaments, Latin America and the
Caribbean, 1980–2008

Source: Prolead (2008).
Note: The data for 1980 do not include Argentina, Belize, Chile 
or Uruguay with respect to upper houses; nor do they include 
Argentina, Belize, Chile, Guatemala, Guyana, Suriname, or 
Uruguay with respect to lower houses/unicameral parliaments. 
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islation on women’s rights has enabled 
women to enter and remain in politics. 
Governments have also created special 
bodies, institutions and instruments to 
propose legislation as well as super-
vise and implement policies related to 
women’s issues. Nevertheless, the prog-
ress achieved by women varies notably 
among different countries, regions, 
socioeconomic classes, and racial and 
ethnic groups.

an ongoing cHallenge

The above shows that although Latin 
America has seen much progress in 
recent years with regard to democracy 
and institutions, it has an extremely 
long road ahead of it with regard to 
giving greater efficiency to a system 
that enjoys majority support among 
the region’s inhabitants but which 
generates great dissatisfaction with 
regard to its functioning. These chal-
lenges ultimately have but one solution: 
a more active nurturing of democracy 
and an expansion of its mechanisms 
for achieving greater participation and 
transparency in decision making, all 
with the goal of promoting greater 
equality.
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Thus, the challenge continues. Just 
like the hiker who encounters a new 
hill when he believes he has reached 
the mountaintop, Latin Americans are 
facing a similar situation. While it is 
true that the right to vote is respected 
and exercised in the vast majority of 
the region and the number of people 
appointed by popular will, whether at 
a national or a local level, has certainly 
increased, it is also true that these 
changes must be accompanied by 
stronger and more transparent systems 
that respond to methods of citizen 

control and that are effective in meet-
ing the demands of the public. It is not 
just about hopeful voting but about 
seeing realities materialize in the form 
of progress and equality, in an increas-
ingly more solid and, hopefully, more 
democratic framework. In other words, 
“a well-functioning democracy is in-
dispensable for strengthening institu-
tions and implementing efficient and 
sustainable public policies that allow 
for equitable and sustainable develop-
ment” (Payne, Zovatto and Mateo Díaz, 
2006).Members of a local labor group in Nicaragua 

exercise their rights as citizens to organize for 
better working conditions and a more secure 

future for their families. 
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Interview with  
percival noel James patterson  

Percival Noel James 

Patterson is one 

of the most re-

spected politicians 

in the Caribbean. 

As Jamaica’s sixth 

and longest serv-

ing Prime Minister, he was in charge of 

leading his country through times of 

challenges and progress. With a de-

gree in law from the London School of 

Economics and after a long and illustri-

ous career, The Most Honourable P. J. 

Patterson is now a member of the Global 

Leadership Foundation and is involved 

in regional and international issues.

How would you describe the demo-
cratic evolution of Latin America and 
the Caribbean over the past 50 years?

Fifty years ago, the islands of the 
Caribbean were yet to attain their 
independence and much of the South 
American mainland was ruled by 
totalitarian regimes. Today, demo-
cratically elected governments exist 
throughout Latin America and the Ca-
ribbean. This democratic evolution has 
been achieved by a number of factors: 
the end of the Cold War and ideologi-
cal polarization; the fierce battles and 
unyielding determination of the people 
within the hemisphere against the op-
pression by military dictatorships of its 
citizens; and the sterling contributions 
of organized labor, the judiciary and 
the press.  There have been spasmodic 
interruptions in the process, but the 
wind for democratic change has pre-
vailed. The era of Stroessner, Somoza, 
Pinochet and Duvalier has finally come 
to an end. Within the nation-states of 
the Caribbean, we have now grown 
accustomed to the peaceful transfers 
of power from one political party to 
another. In Mexico, Central and South 
America we have witnessed the smooth 
changeover of the democratic baton.

How strong do you see democratic 
institutions in the region today?

Any working democracy, whether 
presidential or parliamentary, depends 
in part on the legislative apparatus and 
the institutions which its constitution 
creates, but no less on the underpin-
nings which must come from the op-
erations of its political parties, judicial 
system and the flow of information. 
There are some countries, partly due to 
history, where the democratic institu-
tions already appear firmly entrenched 
and others where they still seem some-
what vulnerable. In many places there 
exist the threats of terrorism and insur-
gency, but the diminution of democrat-
ic rights and responsibilities can never 
prove an acceptable response.

What dangers lie ahead?
Democracy rests on a number of 

pillars: the advancement of human free-
dom and personal liberty, and the rule 
of law and respect for human rights. 
But these are seldom found to exist in 
splendid isolation. The greatest dangers 
spring from poverty, hunger, ignorance 
and disease. Intolerable levels of pov-
erty, the sparks of economic depriva-
tion or social exclusion can easily ignite 
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fires that disrupt political stability and 
gradually undermine the foundations 
for a strong and lasting democracy. 

Several presidential democracies in 
Latin America are discussing the pos-
sibility of giving a chance to parlia-
mentary democracy.  What is your 
view on the subject?

The substance of the democracy is 
immensely more important than the 
format, whether presidential or par-
liamentary. Everything turns on what 
will work most efficiently in secur-
ing the purposes of democracy. The 
whole body politic needs to have a full 
understanding of any constitutional 
structure to generate the appropri-
ate response at every level in order to 
make it work.

Polls show that people from the 
region believe that democracy is the 
best form of government but some 
think that it is not very effective in 
addressing people’s problems.  What 
do you think?

No one can seriously dispute that 
the democratic machinery is not 
always geared to the most effective 
and immediate response. It has been 
a question asked throughout the ages, 

and to which no satisfactory answer 
has yet been given. What is the alterna-
tive which will more consistently regis-
ter a response that satisfies the human 
passion for choice and fulfillment?  
Until then, democracy remains the best 
available option.

Governments are also less central-
ized now. Do you think that is a good 
trend?

Definitely so!  Everywhere people 
are seeking to assert more and more 
the right to make decisions which af-
fect their daily lives. This search has 
been intensified in the new age of tech-
nology and instant access to communi-
cation. With the welcome liberation of 
private initiative has come an increased 
devolution of central responsibility. 
The empowerment of local communi-
ties and the greater role of civil society 
are irreversible. In building a demo-
cratic culture, there must be a deepen-
ing of its roots and a spreading of its 
branches.

What would you like to see in the 
future regarding democracy in the 
region?

A realization that democracy will 
not always produce the electoral results 

which others want, but an acceptance 
that the voices of the people should 
always be heard and respected.  De-
mocracy demands that hegemony and 
the arrogant use of power can never be 
justified under any guise. Democracy 
should breed the environment within 
which different ideas will contend and 
yet serve as an engine to foster consen-
sus where the interests of the nation so 
demand.

How do you see the role of IDB on the 
subject?

The IDB, as the hemispheric lend-
ing institution, should endeavor to 
ensure that the populace of member 
countries can move steadily along the 
pathway to releasing a wave of entre-
preneurial initiatives, promote econom-
ic growth and accelerate social uplift in 
order to reap huge dividends from our 
democratic gains. Every dollar spent 
on education, health, justice, commu-
nity development, urban renewal or 
microenterprise is money well invested 
to ensure that democracy will prevail.
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On the job.  Trainees put newly honed skills to work at a private firm participating in a Chilean program financed by the IDB to help unemployed people break into the job 
market. The IDB is helping to create opportunities for the region’s low-income majority to join their countries’ economic mainstream as suppliers of materials and equipment 
to private sector firms, as employees of companies, or as customers for products tailored to their needs. 



Progress and Goals 
in Social DevelopmentIII

I f anyone’s life can be said to 
have changed, it is that of the 
residents of Salinas de Bolivar, 

a small community in the Ecuador-
ian mountains where the indigenous 
Quechua coexist with mestizos. Three 
decades ago, the community was 
completely submerged in obscurity, 
poverty and marginalization. Child 
mortality at that time was at 45 per-
cent, while illiteracy was at 85 percent. 
Homes were quite modest, constructed 
of straw and dirt, without running wa-
ter, electricity, telephone service, sewer 
system or access to permanent roads 
(IDB, 2005).

Today, however, the situation is dif-
ferent. Thanks to the actions of several 
productive projects and government 
support, 95 percent of those who live 
in Salinas now have electricity, 92 
percent have access to the health care 
system, 100 percent are served by the 
aqueduct network, and only 8 percent 
of the area’s young people are leaving 
for the country’s major cities, primarily 
for educational purposes. Although the 

list of needs remains long, progress is 
both undeniable and palpable.

Similar examples abound through-
out Latin America and the Caribbean. 
Despite some reports of setbacks, vari-
ous measurements reveal astounding 
advancements. Two examples are the 
progress made in achieving the Millen-
nium Development Goals (MDGs) set 
by the United Nations and the rise in 
the Human Development Index (HDI), 
also from the UN, reflecting both 
economic and social aspects of develop-
ment. Now, in the first decade of the 
21st century, Latin America’s HDI is 
only surpassed to a significant degree 
by the wealthiest of nations, and is on 
par with those of East Asian and East-
ern European countries. Within the 0 
to 1 range (used to measure this index), 
the 33 countries of the region that are 
included in the index averaged 0.803 in 
2005, while developed countries scored 
an average of 0.94. The global average 
was 0.743 (Figure 3.1).

While this relative gap has re-
mained virtually unchanged since the 
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mid-1970s, it suggests a clear contrast 
between economic and social develop-
ment trends. In fact, while the rela-
tive difference in per capita income 
between Latin America and other 
country groups has widened, the 
region has reached the same level as 
the most advanced nations in several 
aspects of social development. A typi-
cal case is that of life expectancy at 
birth. In the current five-year period, 
it is 73.4 years, a figure that not only 

approaches that of the world’s wealthi-
est regions but represents a 21-year 
jump over the regional average for the 
year 1950. Furthermore, life expectan-
cy in Latin America is increasing and is 
expected to reach 79.6 years sometime 
between 2045 and 2050, according to 
projections by the Economic Commis-
sion for Latin America and the Carib-
bean (ECLAC) (Table 3.1).

This does not mean that the re-
gion’s inhabitants have been immune 
to economic changes. In fact, different 
studies have shown how the so-called 
“lost decade” of the 1980s affected 
social aspects as well—with an obvious 
backslide in the areas of poverty and 
indigence. According to ECLAC, the 
situation in Latin America during that 
decade was critical, with 40.5 and 18.6 
percent of the population immersed in 
poverty or indigence, respectively. The 
decline that resulted from this period 
became evident in the 1990s, when the 
percentage of the population classified 
as poor and indigent increased by 7.8 
and 3.9 percentage points, respectively 
(Figure 3.2). Nevertheless, these hard-
ships do not take into account great 
advancements in such indicators as 
life expectancy, child mortality and 
literacy (Table 3.1). Enormous chal-

Figure 3.1 Human Development Index, World Regions, 1960–2005

Source: UNDP, Reports on Human Development 1998 and 2007–08.
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lenges remain, of course, topped off by 
the struggle against inequality: Latin 
America, along with Sub-Saharan 
Africa, has the world’s worst distribu-
tion of income. According to the World 
Bank (2008), 20 percent of the region’s 
population receives 57 percent of the 
wealth, while the poorest 20 percent 
earns merely 3 percent (World Bank, 
2008).

PoverTy: ligHTs anD sHaDow

According to ECLAC estimates (2007b), 
in 2007 the number of poor people 
in Latin America and the Caribbean 
reached 190 million,1  or 34.1 percent of 
the population. Of this total, 69 million 
(12.6 percent) would be classified as in-
digent2 (Figure 3.2). While these figures 
are better than those reported in 1980 
and, in the case of poverty, represent a 
drop of 14.2 percentage points versus 
the 1990 figures, the challenge is still 
formidable. Concerns are even greater 
in light of the vicissitudes of the global 
economy and the impact that the cur-
rent crisis could have on the region, as 
it is clear that the advancements made 
from 2003 to 2008 were accompanied 
by the greatest increase in per capita 
GDP since the 1970s. 

Table 3.1 Indicators of Demographic Dynamics in Latin America, 1950–2050

Indicators 1950–55 1975–80 2005–10 2025–30 2045–50

Global fertility rate 
 (children per woman) 5.9 4.5 2.4 2.0 1.9
Life expectancy at birth (years) 51.8 63.4 73.4 77.1 79.6
Infant mortality rate 
 (per 1,000 births) 127.7 69.7 21.7 12.0 7.9
Annual population growth rate 
 (percentage) 2.8 2.3 1.3 0.7 0.2

Age brackets (percentage)  1950 1975 2005 2025 2050
 0–14 years  40 41 30 23 18
 15–59 years 54 52 61 62 58
 60 years and older   6 6 9 14 24
 Total 100 100 100 100 100

Source: Latin American and Caribbean Demographic Centre (CELADE, 2007).

Figure 3.2 Changes in Poverty and Indigence, Latin America, 1980–2008a
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Nevertheless, there are additional 
elements that explain what has oc-
curred. According to ECLAC, one 
must also consider the increasingly 
high rate of dependency among poor 
families, which implies that income 
in these families is being distributed 
among a greater number of people, 
regardless of their income levels. 
Moreover, although the overall birth 
rate in the region has dropped, it 
remains elevated in the most vulner-
able socioeconomic strata. As such, 
the rate of demographic growth, 
which reached 2.7 percent annually 
between 1950 and 1970 (Thorp, 1998), 
has fallen to less than 1.3 percent per 
year, although it is clear that in some 
areas, such as the rate of adolescent 
maternity in poor families, there has 
been no such decrease. By 2008, the 
region’s population was expected to 
reach 579.4 million (ECLAC, 2008).

An equally important recent 
advancement in the fight against 
poverty has been a drop in the 
unemployment rate, which has led 
to both improved income levels and 
an increase in the proportion of the 
working population as well. Thus, 
from an average unemployment rate 
of 9.3 percent in 1995, rising to 11 

Table 3.2 Unemployment rate, Latin America, 1995–2007
(Average annual rate)

   1995 2000 2003 2004 2005 2006 2007a

Argentina   Urban areas 17.5 15.1 17.3b 13.6b 11.6b 10.2b 8.4b c

Barbadosd   National 19.7 9.2 11.0 9.8 9.1 8.7e 8.1c

Bolivia   Urban areas 3.6f 7.5 9.2 6.2 — — —
Brazil   Six metropolitan areas 4.6 7.1 12.3g 11.5g 9.8g 10.0g 9.4g h

Chile   National 7.4 9.7i 9.5i 10.0i 9.2i 7.7i 7.0h

Colombiad   Thirteen metropolitan areas 8.8j 17.2 16.7 15.4 14.0 13.0 11.6h

Costa Rica   Urban areas 5.7 5.3 6.7 6.7 6.9 6.0 4.8
Cuba    National 7.9 5.5 2.3 1.9 1.9 1.9 1.9
Dominican Rep.d   National 15.8 13.9 17.0 18.4 18.9 16.2 15.6p

Ecuador   Urban areas 7.7 14.1k 9.8k 9.7 8.5 8.1 7.6c

El Salvador   Urban areas 7.0 6.5 6.2 6.5 7.3 5.7 —
Guatemala   Urban areas — — 5.2 4.4 — — —
Honduras   Urban areas 5.6 — 7.6 8.0 6.5 4.9 4.1l

Jamaicad   National 16.2 15.5 11.4 11.7 11.3 10.3 9.9m

Mexico   Urban areas 6.2n 3.4 4.6 5.3 4.7 4.6 4.8h

Nicaragua   Urban areas 16.9o 9.8 10.2 9.3 7.0 7.0 —
Panamad   Urban areas 16.6 15.2 15.9 14.1 12.1 10.4 7.7
Paraguay   Urban areas 5.3 10.0 11.2 10.0 7.6 8.9 —
Peru   Metropolitan Lima 8.2 8.5 9.4 9.4 9.6 8.5 8.4h

Trinidad and Tobagod   National 17.2 12.2 10.5 8.4 8.0 6.2 5.9q

Uruguay   Urban areas 10.3 13.6 16.9 13.1 12.2 11.4 9.7c

Venezuela   National 10.3 13.9 18.0 15.3 12.4 10.0 8.7h

Latin america 
 and the caribbeanr  9.3 10.4 11.0 10.3 9.1 8.6 8.0

Source: ECLAC (2007a).
a Preliminary figures.
b New measurement since 2003; data are not comparable to previous years.
c Estimate based on the January to September average.
d Includes hidden unemployment.
e Reference period: March.
f Until 1999, data correspond to departmental capital cities.
g New measurement since 2002; data are not comparable to previous years.
h Estimate based on the January to October average.
i Beginning in 1998, data were linked with those pertaining to the sample applied since 2006.
j Until 1999, data correspond to seven metropolitan areas.
k The figures correspond to Quito, Guayaquil and Cuenca.
l Reference period: May to July. 
m Estimate based on the January to April average.
n Data are not compatible to subsequent years.
o National total.
p Reference period: April.
q Estimate based on the January to June average. 
r  From 1991, includes an adjustment to the data for Argentina, Brazil and Mexico to take into account the methodological 

changes for 2002, 2003 and 2005, respectively.
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percent in 2003, the average regional 
rate fell to 8 percent in 2007 (Table 3.2) 
and dropped to 7.5 percent in 2008. A 
detailed look at unemployment trends 
by country shows a rise in this variable 
during the 1990s and a decrease as of 
2002, contributing to the reduction of 
poverty, as mentioned above. 

One cannot, however, ignore rising 
informal employment in the region 
(Figure 3.3). Informality poses a prob-
lem in that it can increase poverty by 
leaving workers in a state of vulnerabil-
ity and cause exclusion as a result of 
being left out of social security systems 
(especially health care and retirement 
pensions) without the option to register 
complaints or participate in union-
based activities to improve working 
conditions (IDB, 2007a). That said, 
the belief that informal employment 
always implies lower pay than formal 
employment has been hotly debated, 
as the potential for income generation 
(in terms of capacity, effort and prefer-
ence) may differ greatly between the 
two (IDB, 2007a). 

Another aggravating factor of 
informality is the low productivity 
of this type of employment. As such, 
Latin America is a region that has 
experienced high rates of growth in 

its working population but deficient 
growth in labor productivity. This defi-
cit is due to both greater informality 
and the low quality of jobs created at 
the general level (IDB, 2008). Neverthe-
less, publications such as Beyond Facts: 
Understanding Quality of Life (IDB, 2008) 

Figure 3.3 Workers with Informal Employment
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Source: IDB (2008), based on the Center for Distributional, 
Labor and Social Studies (CEDLAS) and the World Bank (2008).
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Interview with Santiago Levy

Santiago Levy 

Algazi, a Mexican 

economist, is the 

IDB’s Vice Presi-

dent for Sectors 

and Knowledge. 

Before joining the 

Bank, he served as General Director of 

the Mexican Social Security Institute 

(IMSS) and the Mexican Deputy Minister 

of Finance, becoming the main architect 

of the renowned Progresa-Oportuni-

dades social program. Levy has a Ph.D. 

in economics and a master’s in political 

economy from Boston University, and 

was an honorary post-doctoral fellow at 

Cambridge University. 

How do you view the changes that 
have taken place in the Western 
Hemisphere with respect to social is-
sues over the past half-century? 

There has been a constant concern 
with social development in Latin Amer-
ica since the IDB’s inception. First, a lot 
of attention was given to the issues of 
access to basic services such as potable 
water, sewer systems and electricity. 
Then, I believe that a lot of attention 
was paid to the growth of education as 
one of the major facilitators of social 
inclusion and an engine of develop-
ment, and advancements in coverage 
have been very significant, particularly 
with respect to primary education. 
Afterward—and this is a process that 
is still ongoing—there was a continu-
ous review of which programs are most 
effective or most efficient to promote 
social development. I would say that 
there have been some important 

achievements measured by coverage 
indicators such as health, basic health 
care, life expectancy, infant mortality, 
illiteracy, drinking water or electricity 
in the homes, although this does not 
mean that there are no deficiencies. If 
we could perhaps say what the great-
est challenge has been to date that 
has not been possible to overcome in 
the region, it is that of reducing social 
differences and inequalities. The fact 
remains that Latin America, com-
pared with other regions in the world, 
continues to lag far behind. So, while 
the final balance is clearly positive, we 
must also put some substantive chal-
lenges on the agenda that go beyond 
the elimination of extreme poverty. It 
is a matter of building more inclusive, 
more homogeneous societies; to put it 
another way, societies with a more eq-
uitable distribution of economic power 
and access to opportunities.  
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What would you point to as a positive 
achievement of the Bank throughout 
this period? 

The Bank has always had this in-
tegrated vision of development, where 
it’s not just about building dams, but 
also about building inclusive societies. 
The IDB has not been an institution 
with one vision only; it has balanced 
its analytical approach with a certain 
pragmatism that is always welcome in 
the design of public policies. 

How would you describe the most re-
cent phase of anti-poverty programs? 

I think the IDB played a very im-
portant role 10 or 15 years ago when 
the new generation of anti-poverty 
programs was created, which are really 
programs for investing in the human 
capital of poor families where the 
mechanism for fighting poverty is a 
conditional transfer of resources. The 

Bank has helped several countries 
with these programs, and in practice, 
they have turned out to be an effective 
instrument for achieving a reduction 
in extreme poverty and improvements 
in certain dimensions of human capi-
tal in poor families: nutrition, school-
ing, basic health indicators. But now, 
I’d go further than that and say that 
the IDB, like the region’s countries, is 
confronting the challenge of design-
ing the next generation of programs 
that go beyond conditional transfers, 
meaning that a child, even if he comes 
from a poor family, will have a better 
job when he reaches 20 years of age. A 
job with access to formal social secu-
rity, in a productive company that can 
invest in his training, and where he 
has access to medical insurance, a pen-
sion, and—why not?—unemployment 
insurance. All this, so that his children 
will no longer be poor. 

Do you think that this is the path the 
IDB will take over the next few years? 

It will have many dimensions, in-
cluding the great challenge of improv-
ing the quality of education and giving 
the population adequate health care 
services. We also have to think about 
how we design our job training pro-
grams so that the employees of a Latin 
American maquiladora can compete 
with a factory in Malaysia or Vietnam. 
That’s what the region’s social chal-
lenge is, in my opinion. It represents 
a huge effort in defining education 
systems, to understand the factors that 
limit the quality of education, to look 
at the design of health care systems 
and labor market institutions. That 
said, 50 years of achievements allow 
us to be optimistic and to believe that 
even better achievements are in store 
over the next 50 years.  
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reveal that Latin Americans are more 
satisfied with their jobs than would 
be expected. In the specific case of in-
formal employment it may actually be 
preferable due to several advantages it 
offers: freedom from the regulations 
typical of large companies, greater 
flexibility for students and workers 
with small children, and the ability to 
avoid paying taxes or contributions 
to the government, from which many 
workers believe they receive no direct 
benefit. 

Various studies show that the 
successes achieved with regard to 
unemployment are relatively fragile, 
given the possibility of slow economic 
growth ahead. One of the questions 
that arise under the scenario of decel-
eration is the sustainability of social 
public spending, which rose from 12.9 
percent of the regional GDP in 1990 to 
15.9 percent from 2004 to 2005. There 
are also concerns regarding the effec-
tiveness of this effort, as several Asian 
countries show better results in health 
and education despite having spent 
less per capita, suggesting that there 
is room to improve the efficiency of 
these expenditures (IDB, 2003a).

The crisis generated by the steep 
increase in the prices of food and 

basic products of mineral origin, 
which peaked in the first half of 
2008, served as a warning bell for the 
region, although a great number of 
countries saw an increase in revenue 
thanks to higher prices. Despite the 
significant backslide seen just a few 
months later as a result of the global 
economic slowdown, this increase, 
which took place over a relatively 
short period of time, became a chal-
lenge for the region’s governments, 
one that could re-emerge once the 
global growth rate recovers. Various 
multilateral entities have warned of 
the effects that higher food prices 
could have on poverty and equity (Ta-
ble 3.3), aside from the consequences 
of malnutrition, which are irreversible 
in the case of the youngest members 
of the population. 

In a more immediate time frame, 
there are valid questions regarding 
what could happen with poverty in 
the region if the economic situation 
at the end of this decade ends up be-
ing worse than already expected. An 
analysis by the IDB shows that due 
to the lack of dynamic growth, poor 
families could face a drop in income 
as a result of loss of employment in 
the formal sector, pay cuts or lower 

(Continued from page 67)

A solid start in life is the goal of Mexico’s 
acclaimed Oportunidades program, in which 
parents receive cash for sending their children 
to school and health clinics.



demand for work in the informal 
sector. Furthermore, if public spend-
ing is cut, poor families could be hurt 
by limited access to social services. 
In addition, the depreciation of local 
currencies could result in an increase 
in internal food prices. The situation 
could get even worse considering that 
the poor population of Latin America 
has an inadequate diversity of income 
sources, a low level of access to finan-
cial markets and a level of education 
that restricts their mobility in the labor 
market (Duryea et al., 2007). 

In light of these prospects, it is 
worth reviewing some of the determin-
ing factors of poverty. First and fore-
most, poverty is associated with low 

levels of education (IDB, 2003b). The 
incidence of poverty among house-
holds headed by those who have only 
completed primary education aver-
ages 41.3 percent in Latin America, a 
number eight times higher than the 
percentage for households headed 
by those with additional education 
through secondary school (Figure 
3.4). Poverty rates are also higher 
among indigenous groups and people 
of African descent, as well as among 
households headed by women.

Phenomena like the one described 
above reveal broad disparities among 
countries, ethnic minorities, genders 
and urban and rural areas. In all 
cases, both general and focused poli-
cies are needed (Rodríguez, 2008). 
Consequently, it is worth noting the 
growing use of conditional transfers 
as a way to battle poverty and prevent 
its transmission from one generation 
to the next. Programs adopted include 
payment of a stipend in exchange for 
verifiable investments by poor fami-
lies in their human capital, such as 
regular attendance of an educational 
institution by one or more family 
members or the use of specific nutri-
tion systems or health services (Levy, 
2006). To date, studies have shown 

Table 3.3  Simulation of the Impact of an Increase in the Price of Food on the Incidence of 
Poverty and Indigence, Latin America, 2007 and 2008 

 percentages Millions of persons

 actual Simulated  actual Simulated
 incidence incidencea difference incidence incidencea difference

2007
 Indigence 12.6 11.9 0.7  67.8  64.2  3.6
 Poverty 34.1 33.4 0.7 183.9 180.0  3.9

2008 (projection)
 Indigence 12.9 10.9 2.0  70.8  59.6 11.2
 Poverty 33.2 31.2 2.0 181.6 170.7 10.9

Source: ECLAC (2008), based on special tabulations of surveys of households in the respective countries.
a  It is assumed that the increase in the price of food was equal to the increase in the CPI for the rest of basic goods since 

December, 2006. 
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that the poor are increasing their 
consumption, as well as their levels 
of education and health, especially in 
countries where high inequity re-
duces the impact of elevated economic 
growth (IDB, no date). 

Progress in eDucaTion: 
aDvancemenTs anD seTBacks

Worldwide progress in education has 
been notable, and Latin America has 
been no exception. For example, the 
average literacy rate, which at the turn 
of the 20th century was barely 30 
percent, rose to 63 percent in 1960 and 
nearly 90 percent by the middle of this 
decade (IDB, 2006). Perhaps the most 
encouraging circumstance of all is that 
more children are attending school 
than ever before in the region’s history 
and that the goal of universal coverage 
in primary education appears to be at-
tainable in a relatively short time, with 
a good number of countries already 
having met it.

In general, Latin American chil-
dren are entering school at an earlier 
age than before, staying enrolled for 
more years, and completing increas-
ingly higher grade levels. Furthermore, 
the gender gap that existed in the past 
has closed, with girls as well as boys 
attending school under similar cir-
cumstances. In fact, women are now 
completing more years of education 
than men (Duryea et al., 2007). There 
has also been a determined effort to 
improve access to information tech-

Figure 3.4 Incidence of Poverty in Latin America, According to 
Individual Household Characteristics, circa 2007 

(Percentages)
Educational climate

Source: ECLAC (2008), based on special tabulations of surveys of households in the respective 
countries.
Note: Educational climate means the average number of years of education of the head of the 
household and his spouse. In the case of Argentina, the data refer only to urban areas.
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nology (IT) and introduce assessment 
systems for comparative purposes or to 
measure trends in competencies.

Nevertheless, the region has 
progressed more slowly than others, 
generating concern among specialists. 
For example, Latin Americans above 
the age of 25 had an average of only 
three years of schooling at the start 
of the 1960s (Schiefelbein, Wolff and 
Schiefelbein, 1998). By the start of 
the 21st century, the average had only 

risen to five years. Meanwhile, in 
East Asian countries the figure grew 
from 3.2 to 7.9 years, in the Middle 
East from less than one year to 5.4 
years, and in the former Communist 
countries from 5.6 to 8.8 years of 
schooling (Figure 3.5). Only in the rest 
of Asia and Africa did the number 
of years of schooling for the adult 
population grow more slowly than in 
Latin America.

Consequently, educational prog-
ress in Latin America has been 
inferior to that in other regions, 
particularly, but not exclusively, East 
Asian countries. As paradoxical as it 
may seem, the lag behind this region 
is a result neither of the percentage of 
people without an education, nor of 
the proportion of those with universi-
ty degrees.3 The results are due, essen-
tially, to the very low proportion of 
individuals with a complete or partial 
secondary education. Although access 
to primary education is quite high, a 
great percentage of people drop out 
before reaching secondary school or 
even completing primary school.4 

The changes in the educational 
levels achieved by different cohorts 
are another reflection of the limited 
speed of educational progress in Latin 

Figure 3.5 Average Years of Schooling for Adults Over 25,
World Regions, 1960–2000

Source: Based on Barro and Lee (2000).
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America. For example, men born 
around 1960 had 7.5 years of school-
ing, while those born around 1930 had 
completed only 3.9 years. The evi-
dence shows that women have experi-
enced more rapid progress, advancing 
from 3.7 years of schooling in the case 
of those born around 1930 to 7.4 years 
of schooling three decades later. 

Nevertheless, although the educa-
tion gap between men and women 
later closed and even reversed, educa-
tional progress for generations born 
after 1960 began to decelerate. In fact, 
those born around 1975 received 8.6 
years of schooling, an increase of only 
1.1 years over a decade and a half 
in the case of men and 1.3 years for 
women (de Moura Castro and García, 
2003). The speed at which educa-
tion progressed from some cohorts 
to others in Latin America was much 
slower than in Indonesia or Taiwan, 
two representative Asian countries, 
where men and women born around 
1930 received only 2.5 and 5.6 years of 
schooling, respectively, while men and 
women born around 1975 managed to 
complete 8.3 and 12.5 years of school-
ing. 

In light of these data, some de-
velopments are encouraging. Around 

2005, 92 percent of young people 
between the ages of 15 and 19 had 
completed primary schooling, while 71 
percent had finished the lower cycle of 
secondary education, as opposed to 53 
percent in 1990. In the same period, 
the proportion of young people ages 20 
to 24 that had finished the upper cycle 
of secondary education jumped from 
27 percent to 50 percent. In addition, 
more people were completing higher 
education, although this increase was 
not as dramatic. Thus, the percentage 
of young people ages 25 to 29 that had 
completed at least five years of second-
ary studies grew from 4.8 percent to 
7.4 percent in the period described 
(ECLAC, 2008).

One topic that deserves special 
attention is the quality of educational 
test scores. One example is the results 
of the reading comprehension test 
of the Programme for International 
Student Assessment (PISA) adminis-
tered by the Organisation for Economic 
Co-operation and Development (OECD) 
in 43 countries, including seven Latin 
American countries. The region’s coun-
tries received the lowest scores, with 
the highest percentage of students who 
did not meet the minimum require-
ments (Table 3.4).

Though far from fancy, water “kiosks” in 
Haiti’s Grand’ Anse Department make life 
much easier for people who formerly had to 
walk to the nearest river to meet their daily 
needs.



A closer look at the numbers in 
each country suggests that significant 
differences exist depending on the stu-
dents’ position on the social scale and 
that economic resources determine the 
quality of education received by Latin 
American youth (ECLAC, 2008). Thus, 
greater effort is needed in areas such 
as school equipment, teacher training 
and public administration systems that 
are conducive to quality instruction. 
In other words, while advancements 
in this area have been significant, 
they have not been dramatic enough, 
because they somehow reproduce 
patterns of inequality that must be 
eliminated.

remarkaBle Progress  
in HealTH care

In looking at the region’s history over 
the past half-century, it is clear that 
the population of Latin America is 
healthier than ever. This applies to 
almost every social group. In contrast 
with other aspects of development like 
education and economic growth, the 
region has done quite well in terms of 
health results. Today, the region enjoys 
the highest longevity rates and lowest 
child mortality rates of all developing 
regions. Over the past 50 years, global 
life expectancy has increased more 
rapidly than ever, with Latin America 
leading the trend. In 1960 the aver-
age Latin American country had a life 
expectancy of only 56.2 years, rising to 
72.7 years by 2005 (IDB, 2008).

Historically, reductions in infant 
and child mortality have been the 
primary sources of increases in life ex-
pectancy (IDB, 2008). In Latin America 
and the Caribbean, mortality rates for 
children under 1 year of age have been 
dropping almost consistently since the 
end of the 19th century. In 1960, the 
average child mortality rate (deaths 
of children less than five years of age) 
in the region was approximately 150 

Table 3.4 PISA Test Scores, Latin America and OECD Countries, 2000–06

 average pISa score average pISa score average pISa score
 in reading in mathematics in sciences

country 2000 2003 2006 2000 2003 2006 2000 2003 2006

Argentina 418 n.d. 376 388 n.d. 381 396 n.d. 391
Brazil 396 403 393 334 356 370 375 390 390
Chile 410 n.d. 442 384 n.d. 411 415 n.d. 438
Colombia n.d. n.d. 385 n.d. n.d. 370 n.d. n.d. 388
Mexico 422 400 410 387 385 406 422 405 410
Peru 327 n.d. n.d. 292 n.d. n.d. 333 n.d. n.d.
Uruguay n.d. 434 413 n.d. 422 427 n.d. 438 428
OECD 500 500 500 500 500 500 500 500 500

Source: IDB (2008), based on the OECD (2001, 2004 and 2007).
Note: Scores on the Programme for International Student Assessment (PISA) tests are normalized at the statistical level, with 
the scores of the OECD countries taken as the median (500). The results show deviations from the median; a country’s score 
can be above or below the median, so that a difference higher (lower) than the median represents a greater (lesser) difference 
between the performance of the students of that country and that of the students of OECD countries. n.d. = no data available.
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Figure 3.6 Infant Mortality Rate, World Regions

(Deaths per 100,000 live births)
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deaths per 1,000 children (almost one 
out of every seven children). By 2005, 
the figure had dropped to 28 deaths 
per 1,000 children, or less than one 
child out of every 30 (Figure 3.6).

Hypotheses used to explain these 
events include the increase in the 
number of women in the workforce, 
the general decline in the fertility rate 
(from an average of 5.9 to 2.4 children 
per woman between 1960 and 2005), 
greater access to education, advance-
ments in medicine and medications, 
and growing public investment in 

vaccination, health, education and the 
construction of health care facilities. 
Likewise, the number of physicians per 
1,000 inhabitants has nearly tripled 
over the past 50 years, from 0.33 in 
1960 to more than 0.90 currently.

At the same time, the profile of 
diseases has changed radically (IDB, 
2008). While in the 1950s most deaths 
were attributed to infectious diseases, 
today the most common threats are 
posed by other diseases such as dia-
betes, cardiovascular disorders and 
cancer (Figure 3.7). The spectacular 
reduction in infectious diseases, includ-
ing diphtheria, poliomyelitis and small-
pox, has been largely a result of the 
expansion in coverage of immunization 
programs in the second half of the cen-
tury. One illustrative example is that 
of the triple vaccine or DPT (against 
diphtheria, pertussis and tetanus). In 
1970 the DPT vaccine was adminis-
tered to less than 10 percent of Latin 
American children, but this percentage 
grew to more than 90 percent by 2001 
(IDB, 2008). 

The spread of HIV/AIDS deserves 
special mention. According to the 
World Bank, over the past two de-
cades the disease has taken the lives 
of 600,000 people in the region, while 
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Figure 3.7 Deaths by Type of Illness, World Regions, 1970–2002

(Deaths per 100,000 inhabitants)

Source: IDB (2008) based on Bulatao and Stephens (1992) and WHO (2004).
Note: The WHO international classification system was used for the classification of deaths 
from communicable diseases, maternal and perinatal conditions, non-communicable diseases, 
and injuries and other causes. 
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nearly 1.7 million were infected by the 
end of 2006 and another 140,000 be-
come infected every year. The impact 
of HIV/AIDS is particularly worrisome 
in the Caribbean, with a quarter mil-
lion people infected and the world’s 
highest prevalence of the virus among 
adults after Sub-Saharan Africa.5 That 
said, efforts on the part of the region’s 
governments with regard to both 

prevention and treatment have low-
ered infection indices and mortality, 
although it is clear that total coverage 
in the distribution of retroviral drugs 
has yet to be achieved.

Moreover, there is a high incidence 
of mental illness and addiction as a 
result of increased rates of depression 
in women and alcoholism in men. 
Some believe that the region’s ris-
ing crime should also be treated as a 
public health issue. Others point out 
that obesity has gradually become an 
illness that is showing signs of becom-
ing an epidemic. In 1980, the propor-
tion of overweight adults in most Latin 
American countries was lower than 20 
percent. However, in 2008 this figure 
could exceed 50 percent due to a com-
bination of economic and social factors, 
including changes in nutrition habits, 
increasingly sedentary lifestyles and 
higher income levels (IDB, 2008). 

Another area in which many coun-
tries must still make substantial im-
provements in health care is financial 
coverage. This is of prime importance, 
because if receiving medical care re-
quires families to empty their pockets, 
they will experience serious hardship, 
particularly if they are in a state of pov-
erty. Although the region has overcome 

(Continued on page 82)
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Interview with  
José antonio Ocampo

With a prestigious 

professional career 

that spans more than 

three decades, José 

Antonio Ocampo is 

very familiar with 

the realities of Latin 

America and the Caribbean. Whether in his 

current position as a professor at Columbia 

University in New York, or in his previ-

ous positions as United Nations Under-

Secretary General for Economic and Social 

Affairs and Executive Secretary of the 

Economic Commission for Latin America 

and the Caribbean (ECLAC), or in the impor-

tant positions he has held in the Colombian 

government, this economist with a Ph.D. in 

economics from Yale University has been a 

leading scholar on development issues. 

  

How did Latin America and the Carib-
bean do during the past half-century? 

There are three very different 
phases. Until 1980, there was dynamic 
growth. Then came the debt crisis and 
the “lost decade.” The implementation 
of economic reforms marks a third 
stage, in which the economy as a whole 
did not grow very much over the long 
term and became more sensitive to 
external events, both positive events 
such as those that occurred from 2003 
to 2008, and negative events like what 
happened from 1998 to 2002. From 
the creation of the IDB until 1980, the 
region’s economy grew more quickly 
than the world economy. Since then, 
we’ve gone backwards in relative terms. 

What was the most significant 
achievement? 

Progress in human development, as 
reflected particularly in advancements 
in education and health care coverage. 
There was also important progress in 
other well-being indexes, such as access 
to aqueducts and sewers, and improve-
ment in housing conditions. 

What was the most notable failure? 
The persistent high levels of social 

inequality, and even in several coun-
tries the intensification of inequality 
on various occasions. As a result of this 
and of slow economic growth, we lost 
a quarter of a century with respect to 
poverty reduction between 1980 and 
2004. 

Until 1973, the region experienced a 
period of rapid growth. What part of 
the import substitution model can be 
rescued?

Strictly speaking, rapid growth 
in the region occurred until 1980, 
although in several countries the slow-
down started in 1974. I have written 
that the concept of “import substitu-
tion” is an inappropriate characteriza-
tion of the model in the region before 
1980. It is much more appropriate to 
characterize it as “state-managed indus-
trialization,” as I suggested with Rose-
mary Thorp and Enrique Cárdenas in 
an economic history of Latin America 
that we prepared for the IDB. It was 
a period of success, not failure. What 
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was characteristic about that stage was 
active government intervention. In 
terms of insertion at an international 
level, it was not only about the substi-
tution of imports but also about the 
diversification of exports and regional 
integration. We grew well, we diversi-
fied the productive structure, we began 
to diversify exports, and we experi-
enced the greatest rate of progress in 
human development in our history. 
Inequality, however, continued to be 
very high. 

Was the so-called “lost decade” inevi-
table? 

In the second half of the seventies, 
there was a combination of high prices 
for basic products and abundant exter-
nal financing that did not re-emerge 
until 2004 to 2007. The end of the 
boom required adjustments, but not a 
lost decade. The international response 
was what condemned Latin America. 
Two elements were decisive: the sharp 
rise in interest rates in the United States 
to combat inflation, and the greatly 
delayed response aimed at reducing our 

excessive foreign debt, which exploded 
precisely when international interest 
rates rose drastically. In a sense, we can 
say that Latin America paid dearly for 
the contemporary banking crisis in the 
United States. In other words, the Latin 
American debt crisis was also a failure 
of the major commercial banks of the 
United States. If this had been openly 
recognized (for example, with market-
price accounting, as is the standard to-
day), the banks would have been saved 
and their portfolios would have been 
cleaned up. On the contrary, it was de-
cided to refinance Latin American debt 
instead of reducing its amount. As a 
result of that, the banks did not have to 
openly recognize their losses and Latin 
America retained an excessive amount 
of indebtedness. The most positive step 
in the right direction came much later, 
with the Brady Plan. If a plan of this 
nature, or perhaps a more radical plan, 
had been adopted at the beginning of 
the eighties, there would not have been 
a “lost decade,” but rather a deep reces-
sion that would have lasted only a few 
years.

The reforms of the nineties brought a 
profound change. Were they essential? 

It was essential to adopt measures 
to adapt the region’s economies to the 
new international context of globaliza-
tion. But neither the severity nor the 
rapidity of the reforms was necessary. 
A more gradual commercial opening 
up that would have allowed for greater 
conservation of the productive appara-
tus inherited from the previous period 
would have been more appropriate. 
In some cases, in addition, the radical 
nature of the reforms was inadvisable. 
Financial liberalization left us a legacy 
of vulnerability to external financing 
cycles from which we have not yet 
been freed. And the apparatus of the 
government was weakened. Now we 
are trying to rebuild it.

Why, despite the volatility and the 
crises of 1995, 1997 and 2002, has 
the region succeeded in staying the 
course?

There have been many changes: in 
particular, a greater emphasis on social 
policies, progress toward macroeco-

(Continued on next page)
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nomic anti-cyclical policies that is still 
incomplete, and the seeds of a return 
to industrial policy. In addition, the 
hegemony of neoliberal thought that 
marked this phase of world develop-
ment has been eroding. In any case, 
as with commercial opening up, some 
reforms were kept, because they turned 
out to be suitable in the new world 
context. 

What could you say about the boom 
that occurred during a good part of 
this century? 

The combination of good prices for 
basic products and abundant external 
financing always produces accelerated 
economic growth in Latin America. 
This time around, it came with a third 
ingredient: high levels of remittances. 
This was the basis of the rapid growth 
experienced in Latin America between 
2003 and 2008, as the IDB has ac-
knowledged. The conditions that sup-
ported it have disappeared. There were, 
however, advancements in other areas, 
especially a step toward anti-cyclical 

macroeconomic policies, as is reflected 
in treasury accounts and especially in 
the large accumulation of international 
reserves. 

What advice would you give to the 
region’s countries, looking toward the 
future? 

That they should adopt a policy 
focus that is built on four pillars. 
The first is a very active social policy, 
focused on human development and 
on combating social inequality. I 
emphasize inequality and not poverty 
because our main problem is inequal-
ity. With our level of development, 
extreme poverty can be eradicated. The 
second pillar is made up of strongly 
anti-cyclical macroeconomic policies to 
manage boom periods as well as times 
of crisis. The third is based on produc-
tive development policies for today’s 
open economies—that is, industrial 
policies modeled after East Asia, but 
promoting not only manufacturing but 
also services and sectors of the region 
that are abundant in natural resources. 

The fourth pillar is greater investment 
in physical infrastructure, particularly 
road networks, where the region is 
experiencing severe deficiencies.

What do you think the IDB’s role has 
been? 

One of the Bank’s main merits was 
its early promotion of the financing of 
social policy and of small businesses 
and micro-enterprises when the World 
Bank was focused on other things. In 
the eighties and nineties it grew a lot; it 
began to surpass the World Bank as a 
source of financing, and it expanded its 
analytical capacity. The majority par-
ticipation of Latin American and Carib-
bean countries generates, in addition, 
a strong sense of belonging that, in a 
certain sense, other institutions lack.  
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Box 3.1  The IDB’s role in Social Development 
Throughout its 50 years of history, the Inter-American Development Bank has invested more than 
US$32 billion, or one-third of all of its loans, in the region’s social development. Included in this 
portfolio are a broad spectrum of financial, cooperation and technical support efforts in the fields 
of health care, education, labor markets, innovations for social inclusion, gender-related issues, 
racial and ethnic matters, and poverty reduction. 

The Bank’s central mandate, which is to contribute to the general progress of its member coun-
tries, envisages an investment philosophy rooted in the idea that human development encompasses 
social and economic objectives, a vision that has remained intact throughout a half-century of loan 
and technical assistance operations. By emphasizing the importance of the economic returns of social 
investment, the IDB has been at the leading edge of thought on the development of social sectors since 
its founding in 1959. At that time, such operations were perceived as having a nominal return on in-
vestment, and their political and financial support was difficult to justify. However, improvements in 
labor productivity derived from advancements in health and education revealed a new directionality 
in the link between economic growth and social progress. In other words, “health produces wealth” is 
added to the traditional “wealth generates health” paradigm. The IDB’s creation gave rise to a new era 
of investment in people, which has been instrumental in raising social development in Latin America 
and the Caribbean to an unprecedented level. 

Today, the change in thinking has pushed the Bank to the front row with respect to social devel-
opment. Apart from its traditional lending activities, the institution has assembled teams of front-line 
experts who work with member countries to create opportunities for the population. The current 
agenda of activities includes continuing work in the fields of social protection, health and nutrition, 
primary and secondary education, gender and diversity, and social security and work. In 2008 alone, 
more than US$2 billion was earmarked for social investment. 

That said, Latin America continues to be the region of the world with the most inequalities, and 
growth with equity is a top priority of sustainable development. The Bank is prepared to meet this 
challenge with modern initiatives and creative solutions. In taking this approach, it seeks to remain 
the social development pioneer it has always been.

In addition, the Bank has worked diligently on research and programs to promote social develop-
ment in Latin America and the Caribbean. A list of publications and documents on this topic can be 
found at: http://www.iadb.org/sds/sdp_e.htm. 

81



the low levels of financial coverage of 
the 1950s, current levels differ among 
the region’s countries (Figure 3.8). 

The region must therefore maintain 
the efforts made thus far, with addition-
al emphasis on improving health care 
systems, eliminating their inequalities 
and promoting their use by the poorest 
segments of the population and the so-

cially excluded. Of special importance 
are preventive measures and primary 
care, including universal vaccination 
campaigns. One reason is that although 
the population growth rate in Latin 
America and the Caribbean is expect-
ed to fall from 1.3 percent per year 
between 2005 and 2010 to 0.2 percent 
between 2045 and 2050,6 people over 
60, who today make up less than a fifth 
of the population, would then represent 
one out of every four inhabitants.

genDer anD DiversiTy

Progress on women’s issues is of 
particular note among the indisput-
able success stories of Latin America 
and the Caribbean over the past five 
decades (IDB, 2007b). According to 
available statistics, not only has parity 
been achieved in terms of education 
in comparison to 1960, when the 
proportion of men enrolled in study 
programs was substantially higher, but 
in some countries the female popula-
tion represents the majority of those 
attending school. Consequently, the 
female illiteracy rate is still a couple of 
percentage points above that of men, 
although by 2010 it is expected to fall 
to 8.8 percent7 (Table 3.5). 

Figure 3.8 “If You Had to Go to a Hospital Because of an Accident or
Illness, Who Would Take Care of the Expenses?”

(Percentage of respondents per country)

Source: IDB (2008) based on Gallup (2007).
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This factor is both a cause and 
effect of the greater participation of 
women in the labor market. Accord-
ing to ECLAC, female representation 
among the region’s working popula-
tion grew from 35.7 percent to nearly 
40 percent in 2005. Moreover, a 
disparity in income persists due to 
differences in types of employment 
as well as discriminatory practices, 
although an increasing number of 
laws are guaranteeing equality (Dur-
yea, Cox Edwards and Ureta, 2005).

On the political scene, the region 
has a growing number of women 
presidents or prime ministers, while 
nearly one-quarter of cabinet posi-
tions and 18 percent of parliamen-
tary posts are held by women. In the 
private sector, it is estimated that 
one-third of all top-level management 
positions are occupied by women.

Despite these advancements, 
challenges remain. Violence against 
women is high, with data for 15 
countries indicating that 69 percent 
of women have suffered physical 
abuse by their husband or partner, 
while 47 percent have been victims 
of sexual abuse. On the other hand, 
the proportion of households headed 
by women has increased to nearly a 

Table 3.5 Illiterate Population Over 15, Latin America and the Caribbean, By Sex, 2000–10
(Percentage of the population over 15 years of age)

 Both sexes Men Women

country 2000 2005 2010 2000 2005 2010 2000 2005 2010

Argentina 3.2 2.8 2.4 3.2 2.8 2.5 3.2 2.7 2.4
Bahamas 4.6 4.2 3.8 5.5 5.0 4.7 3.7 3.3 3.0
Barbados 0.3 0.3 0.2 0.3 0.3 0.2 0.3 0.2 0.2
Belize 6.8 5.3 4.0 6.7 5.4 4.3 6.8 5.2 3.7
Bolivia 14.6 11.7 9.4 8.1 6.2 4.8 20.8 17.0 13.8
Brazil 13.1 11.1 9.6 13.0 11.3 10.0 13.2 11.0 9.3
Chile 4.2 3.5 2.9 4.1 3.4 2.8 4.4 3.6 2.9
Colombia 8.4 7.1 5.9 8.4 7.2 6.1 8.4 6.9 5.7
Costa Rica 4.4 3.8 3.2 4.5 3.9 3.3 4.4 3.7 3.0
Cuba 3.3 2.7 2.1 3.2 2.6 1.9 3.4 2.8 2.2
Dominican Rep. 16.3 14.5 12.9 16.3 14.7 13.2 16.3 14.4 12.6
Ecuador 8.4 7.0 5.8 6.8 5.6 4.7 10.1 8.3 6.9
El Salvador 21.3 18.9 16.6 18.5 16.4 14.4 23.9 21.2 18.6
Guatemala 31.5 28.2 25.2 24.0 20.9 18.3 38.9 35.4 32.1
Guyana 1.5 1.0 0.7 1.1 0.8 0.6 1.9 1.3 0.9
Haiti 50.2 45.2 41.1 48.0 43.5 39.8 52.2 46.8 42.3
Honduras 25.0 22.0 19.4 25.1 22.4 20.0 25.0 21.7 18.8
Jamaica 13.1 11.3 9.8 17.1 15.0 13.3 9.3 7.7 6.3
Mexico 8.8 7.4 6.2 6.7 5.7 4.8 10.9 9.1 7.6
Netherlands Antilles 3.5 3.1 2.8 3.5 3.1 2.9 3.4 3.0 2.7
Nicaragua 33.5 31.9 30.3 33.8 32.2 30.7 33.3 31.6 29.9
Panama 8.1 7.0 6.0 7.5 6.4 5.4 8.8 7.6 6.6
Paraguay 6.7 5.6 4.7 5.6 4.8 4.1 7.8 6.4 5.3
Peru 10.1 8.4 7.0 5.3 4.4 3.5 14.8 12.3 10.3
Puerto Rico 6.2 5.4 4.6 6.4 5.7 5.0 6.0 5.1 4.3
Trinidad and Tobago 1.7 1.2 0.9 1.1 0.8 0.6 2.3 1.7 1.2
Uruguay 2.4 2.0 1.7 2.9 2.5 2.1 2.0 1.6 1.3
Venezuela 7.5 6.0 4.8 7.0 5.8 4.8 8.0 6.2 4.9
Latin america 
 and the caribbeana 11.1 9.5 8.3 10.1 8.8 7.7 12.1 10.3 8.8

Source: ECLAC (2007b).
Note: The illiterate population is defined as those persons who cannot, with understanding, both read and write a short, simple 
statement on their everyday life. Data correspond to the latest literacy estimates and projections by UNESCO revised in June 
2000 and based on the information collected during national population censuses. Population data correspond to the 2000 
revision of the United Nations World Population Prospects.
a  Includes 41 economies: Anguilla, Antigua and Barbuda, Netherlands Antilles, Argentina, Aruba, Bahamas, Barbados, Belize, 

Bermuda, Bolivia, Brazil, Chile, Colombia, Costa Rica, Cuba, Dominica, Dominican Republic, Ecuador, El Salvador, Grenada, 
Guatemala, Guyana, Haiti, Honduras, Cayman Islands, Turks and Caicos Islands, British Virgin Islands, Jamaica, Mexico, 
Montserrat, Nicaragua, Panama, Paraguay, Peru, Saint Kitts and Nevis, Saint Lucia, Saint Vincent and the Grenadines, 
Suriname, Trinidad and Tobago, Uruguay and Venezuela.
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third of the total in the region’s largest 
nations.

Great challenges also exist with 
regard to indigenous groups and 
people of African descent, groups for 
which progress has been less notable. 
People of African descent, for example, 
make up nearly 30 percent of the total 
population but 40 percent of those 
living in poverty (IDB, 2007a). Gener-
ally, both groups have higher indices 
of illiteracy, lower income levels, lower 
ratios of land ownership and lower life 
expectancy than other Latin Ameri-
cans. Although in recent years some 
countries have made an effort to rec-
ognize and guarantee ethnic diversity, 
including the creation of government 
offices dedicated to serving the needs 
of indigenous groups and people of 
African descent, political exclusion and 
social marginalization persist.

Final consiDeraTions

In September, 2000, the leaders of 
189 countries belonging to the United 
Nations approved the “Millennium 
Declaration,” which was to translate 
into a plan of action with eight specific, 
quantifiable objectives, including the 
eradication of extreme poverty and 

hunger, ensuring universal primary 
education, promoting gender equal-
ity and the empowerment of women, 
reducing child mortality, improving 
maternal health, combating HIV/
AIDS, guaranteeing the sustainability 
of the environment, and promoting 
a new development association. In 
a good part of these objectives, at 
least those related to social issues, 
Latin America and the Caribbean are 
steadily advancing toward the goal. 
Nevertheless, global figures hide 
profound differences among countries 
and specific regions.

Thus, while keeping in mind the 
success stories of the last 50 years, 
it is also clear that a sizeable share 
of the region’s countries continue 
to lag behind the others, with less-
than-satisfactory results. Some of 
the reasons outlined have to do with 
disparities in income levels, while oth-
ers point to political and institutional 
aspects. However, beyond this expla-
nation, it is clear that poverty levels 
in Latin America and the Caribbean 
are still too high and that not enough 
has been done to combat inequality, 
which in itself is one of the greatest 
obstacles to development. Beyond the 
support of multilateral entities like the 
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IDB, the overall challenge is not only in 
spending more money but in spending 
it more wisely, with programs that more 
directly serve the needs of vulnerable 
segments of the population and that 
can break the cycle of misery that has 
plagued specific groups of people in the 
most diverse regions.

These concerns are even more valid 
in a scenario of global economic decel-
eration such as the one we are currently 
experiencing, in which the challenge 

for Latin America and the Caribbean 
must be to preserve their achievements 
to date and continue making progress 
in an area where much remains to be 
done. The experiences of past crises 
show how social indicators have been 
hurt by periods of financial distress. 
Nevertheless, many countries are now 
fiscally stronger, with a broader assort-
ment of successful policies in place to 
ensure that the same thing will not 
happen again.

Child and maternal health has a high 
priority in an IDB-funded program in Guyana 

to extend basic health services to vulnerable 
population groups. 

Farmers in Nicaragua go back to school in an 
IDB-financed program that included education on 

techniques to raise production while protecting 
natural resources. 
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Interview with  
Michèle duvivier pierre-Louis

Michèle Duvivier 

Pierre-Louis is the 

Prime Minister of 

Haiti. She received 

her primary educa-

tion in Haiti and 

then earned a mas-

ter’s in economics from Queens College 

in New York in 1976 and a doctorate in 

humanities in 2004 from St. Michael's 

College in Burlington, Vermont. Be-

tween 1995 and 2008 she was the head 

of Fokal (Foundation for Knowledge and 

Freedom), a non-governmental organi-

zation.

Would you agree that over the last 50 
years, Latin America and the Caribbe-
an have experienced significant social 
development?

Latin America and the Caribbean 
actually experienced profound changes 
over the second half of the 20th 
century. As early as 1959, the Cuban 
Revolution sent a shock wave through 
the region, sparking a passion in young 
people of my generation for utopias of 
freedom and change. We dreamed then 
of united, brotherly societies. Subse-
quent experiences in the Dominican 
Republic, Chile, Nicaragua, El Salvador, 
and Grenada came to form part of this 
same current: attempts to put an idea 
for social change into practice. Yet, at 
the same time, it was unrealistic to 
believe that the Cuban experience could 
be replicated in the region in the midst 
of the Cold War. We had to wait for 
the triumph of the ideology of human 
rights and the fall of the Berlin Wall 
for dictatorships like those of Duvalier, 
Somoza, or Videla to become obsolete. 
And this change of course, driven by 
new regional geopolitical realities, 
would unleash social forces in multiple 
sectors that the region’s governments 
would tap into to promote economic 
and social development that was 

increasingly focused on the needs of 
the concerned populations: education, 
health, justice, employment, commu-
nications, gender equity, culture, etc. 
These transformations occurred within 
the framework of a democracy-building 
process which included the definition 
of fundamental rights such as the right 
to free speech, freedom of association, 
and freedom of movement.

Nevertheless, disparities persist. Why?
All of the region’s countries 

emerged from a long process of colo-
nization by European powers based 
on the exploitation of natural wealth, 
and in many cases, on the free labor 
of slaves. The first disparities in our 
societies arose from this profoundly 
discriminatory situation of inequality. 
Successive political regimes over the 
course of the 19th and 20th centuries 
did not know how or were perhaps 
unable to conceive of citizenship in 
the modern sense of the word, based 
on inclusion and equal rights, thus 
driving the paradigm shifts that would 
necessarily follow from it. But, things 
change. The new types of leadership 
that have emerged in Brazil, Bolivia, 
and Ecuador, to name but a few, are 
clear manifestations of a social move-
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ment that no longer accepts margin-
alization and exclusion, but rather 
demands a right to civic and political 
recognition and participation.

What can the region do to make up 
for these inequalities as quickly as 
possible?

First, governments must become 
aware of the multifaceted existence of 
these inequalities, and then take stock 
of the destabilizing effects they can 
have on the entire political process of 
building a democracy. This means pay-
ing attention to their populations, their 
needs, being able to establish a frank 
and open dialogue with all sectors of 
society, in order to build the trust nec-
essary for the implementation of public 
policies based on shared interests and 
the common good. And if such internal 
processes prove necessary, regional 
meetings and exchanges can certainly 
help build local and national capaci-
ties. Efforts should be supported by the 
well-off sectors of society to allow the 
treasury to expand the tax base and 
to collect all taxes and duties, because 
democracy is also built on taxes. The 
state, the government will then have 
the resources necessary for investment 
and the creation of good jobs able to 

improve people’s living conditions. Ac-
cess to government, education, employ-
ment, health, and justice are powerful 
means for combating these inequalities.

Among the many strategies that have 
been tried in the past, which do you 
consider most effective?

It is hard to say which strategy has 
been most effective. Despite all the 
progress made in these areas, the cur-
rent financial crisis, which will have a 
negative impact on the region, has dem-
onstrated the fragility of our societies, 
even the strongest ones. They have be-
come so complex, and at the same time 
so dependent on our globalized world, 
that one sometimes wonders what 
safeguards to put in place to protect 
the gains we have made in the struggle 
against inequality and poverty. I am 
not a pessimist, but it requires a great 
deal of faith in the future to assure one-
self of the irreversibility of things.

In your opinion, what are the main 
measures that should be taken to 
achieve concrete results in the fight 
against poverty?

I just cited a few examples. First and 
foremost, in a country like Haiti, we 
need to undertake an action that has 

high significance and high symbolic 
content: access to government for all 
men and women, which is a recogni-
tion of citizenship; access to education 
(especially for girls) from primary 
school through university; and massive 
investment in job creation, agriculture, 
infrastructure, housing, industry, the 
arts and crafts sector, and new tech-
nologies. Emphasis must be placed 
on local development, strengthening 
territorial communities, and on young 
people. Good governance of public 
institutions and their opening to civil 
society can build the necessary trust 
between citizens and the state.

The spike in food prices had a nega-
tive impact on many countries, includ-
ing Haiti. What can be done in the 
future to reduce this impact if prices 
rise again?

Deregulation in the 1980s and 
structural adjustment policies made 
ordinary people considerably poorer. 
These policies had a negative impact on 
traditional agriculture by cutting prices, 
and on cities due to intense migration 
to urban centers giving rise to commu-
nities of squatters around every city in 
the country. Now, we have to go back 
to national production, first, to reduce 

(Continued on next page)
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the country’s food dependence, and 
then to recover some degree of food 
sovereignty, because today, this sector 
still represents the largest percentage 
of employment for the population. But 
we must increase productivity, select 
the channels that contribute the most, 
and invest throughout the value chain: 
inputs, credit, transportation, electric-
ity, processing, packaging, and market-
ing. Only under these conditions can 
we restore a true national production 
process. A road network is also needed 
to allow land access to essential outlets: 
markets, ports, etc. We also need to 
establish strategic stockpiles held in 
reserve for hurricane seasons and 
potential spikes in prices. In a country 
like Haiti, regardless of national efforts, 
international aid, the work of the IDB, 
remains essential, indispensable, in the 
fight against poverty.

One concern analysts of the cur-
rent international crisis have is an 
increase in poverty. Do you agree? 
What can be done to protect the most 
vulnerable populations?

The international crisis will have an 
impact on the region, and there is no 
doubt that the most vulnerable popula-
tions will be its first victims.  For us, 

the crisis will pose a crucial cash flow 
problem, and the paradox is that this 
will happen precisely when we will 
need access to a larger cash flow. The 
IDB has spoken to us about a cash 
transfer program that we consider an 
appropriate response to help vulner-
able populations cover their day-to-day 
survival expenses. At these times, it is 
also important to inform the public of 
the need to mobilize and create a major 
national solidarity movement in order 
to help the poorest.

What do you see as the IDB’s role in 
mitigating the crisis, particularly in 
the area of social development?

The IDB is an extremely important 
institution for the region. In 50 years—
and this is my opportunity to express 
my best wishes for its continued suc-
cess—it has already proven itself in ev-
ery country in the region. With respect 
to Haiti, it remains our most important 
partner, both in terms of volume of 
aid, and also with respect to the flex-
ibility it has shown in negotiating and 
renegotiating financial agreements. It is 
involved in many areas, ranging from 
institutional strengthening to concrete 
actions in sectors including agriculture, 
the environment, transportation infra-

structure, energy, etc. It also invests 
in the private business sector and civil 
society. In this regard, its contribution 
to social development is clear. With re-
spect to its involvement in these times 
of international financial crisis, we are 
interested in planning the implementa-
tion of the cash transfer program for 
populations at risk. Our country needs 
aid in the form of budgetary support 
for the government, particularly now 
when it is just getting back on its feet 
after the series of shocks it endured 
in 2008, and when it is already antici-
pating serious problems related to its 
current precarious financial situation. 
In this regard, both on behalf of the 
Haitian government and personally, I 
would like to sincerely thank the IDB 
and I hope our work together continues 
to expand possibilities for development 
and progress for the country and for 
the Haitian people, as well as for the 
region.

(Continued from previous page) 

88



reFerences

Barro, Robert and Jong-Wha Lee. 2000. “International Data on Educational 
Attainment: Updates and Implications.” CID Working Paper No. 042. 
Cambridge: Harvard University. Available at: http://www.cid.harvard.edu/
cidwp/pdf/042.pdf.

Bulatao, Rodolfo A. and Patience W. Stephens. 1992. Global Estimates and 
Projections of Mortality by Cause, 1970-2015. Policy Research Working Paper 
No. 1007. Washington, D.C.: World Bank.

CELADE (Latin American and Caribbean Demographic Centre). 2007. Population 
Projections. Santiago, Chile: ECLAC.

de Moura Castro, Claudio and Norma M. García (eds.). 2003. New Options for Higher 
Education in Latin America: Lessons from the Community College Experience. 
Washington, D.C.: IDB.

Duryea, Suzanne, Alejandra Cox Edwards and Manuelita Ureta. 2005. “Women in 
the Latin American Labor Market: The Remarkable 1990s.” In: Claudia Piras 
(ed.), Women at Work. Challenges for Latin America. Washington, D.C.: IDB. 
Available at: http://www.iadb.org/publications/book.cfm?id=802030.

Duryea, Suzanne, Sebastián Galiani, Hugo Ñopo and Claudia Piras. 2007. The 
Educational Gender Gap in Latin America and the Caribbean. Working Paper 
No. 600. Washington, D.C.: IDB. Available at: http://www.iadb.org/res/publi 
cations/pubfiles/pubWP-600.pdf.

ECLAC (Economic Commission for Latin America and the Caribbean). 2007a. 
Statistical Yearbook of Latin America and the Caribbean. Santiago, Chile: 
ECLAC.

 --------- . 2007b. Social Panorama of Latin America 2007. Santiago, Chile: ECLAC.

 --------- . 2008. Social Indicators 2008. Santiago, Chile: ECLAC.

IDB (Inter-American Development Bank). 1998-99. Facing Up to Inequality in Latin 
America. Economic and Social Progress Report (IPES) 1998-99. Washington, 
D.C.: IDB.

89



 --------- . 2003a. Social Development. Strategy Document. Washington, D.C.: 
IDB. Available at: http://idbdocs.iadb.org/wsdocs/getdocument.
aspx?docnum=1448825.

 --------- . 2003b. Poverty Reduction and the Promotion of Social Equity. Strategy 
Document. Washington, D.C.: IDB. Available at:  
http://idbdocs.iadb.org/ws docs/getdocument.aspx?docnum=351709.

 --------- . 2005. “De la extrema pobreza al desarrollo,” in magazine IDBAmerica 
(February 2005). Washington, D.C.: IDB. Available at: http://www.iadb.org/
idbamerica/index.cfm?thisid=3282.

 --------- . 2006. Education, Science and Technology in Latin America and the Caribbean: 
A Statistical Compendium of Indicators. Washington, D.C.: IDB. Available at: 
http://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=735145.

 --------- . 2007a. Outsiders? The Changing Patterns of Exclusion in Latin America and the 
Caribbean. Economic and Social Progress Report (IPES) 2008. Washington, 
D.C.: IDB.

 --------- . 2007b. Promoting Gender Equality through Gender Mainstreaming and Investing 
in Women’s Empowerment. A Report to the Board of Executive Directors on 
the Implementation of the Bank’s Women in Development Policy 2002-
2005. Washington, D.C.: IDB. Available at: http://idbdocs.iadb.org/wsdocs/
getdocument.aspx?docnum=1485604.

 --------- . 2008. Beyond Facts: Understanding Quality of Life. Development in the 
Americas. Washington, D.C.: IDB.

 --------- . n/d. “Promoting Human Prosperity: Progress, Challenges and Future 
Priorities.” PowerPoint Presentation. Washington, D.C.: IDB.

Levy, Santiago. 2006. Progress against Poverty: Sustaining Mexico's Progresa-
Oportunidades Program. Washington, D.C.: Brookings Institution Press.

Rodríguez, Ana María. 2008. “Estrategias de desarrollo económico para erradicar la 
pobreza a través de la acumulación de activos.” Paper presented at the IDB 
on November 6. Washington, D.C.: IDB. Available at: http://www.iadb.org/
int/redes/rpd/calendar.aspx?op_number=rgn2530&rid=8&mid=&scid=&cid=.

90



Schiefelbein, Ernesto, Laurence Wolff and Paulina Schiefelbein. 1998. Cost-
Effectiveness of Education Policies in Latin America: A Survey of Expert Opinion. 
Washington, D.C.: IDB.

Thorp, Rosemary. 1998. Progress, Poverty and Exclusion. Washington, D.C.: IDB.

UNDP (United Nations Development Programme). 1998. Human Development 
Report 1998. New York: UNDP.

 --------- 2007. Human Development Report 2007-2008. New York: UNDP.

World Bank. 2006. EdStats. Washington, D.C.: World Bank. Available at: http://
web.worldbank.org/WBSITE/EXTERNAL/TOPICS/EXTEDUCATION/
EXTDATASTATISTICS/EXTEDSTATS/0,,menuPK:3232818~pagePK:641684
27~piPK:64168435~theSitePK:3232764,00.html.

 --------- . 2008. World Development Indicators. Washington, D.C.: World Bank.

WHO (World Health Organization). 2004. World Health Report: Changing History. 
Geneva: WHO.

_______________________
1  Persons earning less than US$2 a day based on purchasing power parity.
2  Persons earning less than US$1 a day based on purchasing power parity.
3  In Latin America, 8.6 percent of the workforce has higher education versus 8.2 percent in East Asia. 

See IDB (1998-99), Chapter 2. 
4 The proportion of individuals with secondary education (complete or partial) in Latin America and 

East Asia equals 16.9 percent and 28 percent, respectively. Those with primary education (complete 
or partial) total 50.8 percent and 43.8 percent, respectively. See IDB (1998-99), Chapter 2. 

5 For more information on this issue, see the following link: http://web.worldbank.
org/WBSITE/EXTERNAL/BANCOMUNDIAL/EXTSPPAISES/LACINSPANISHEXT/
EXTLACREGTOPHEANUTPOPINSPA/EXTLACREGTOPHIVINSPA/0,,contentMDK:20560208~me
nuPK:792652~pagePK:34004173~piPK:34003707~theSitePK:783025,00.html.

6 Based on ECLAC calculations.
7 Based on ECLAC calculations.

91



a sea of cargo. Bound for every corner of the world, Latin America’s exports must compete in a global economy where national boundaries count for increasingly less. In 
addition to its historical status as producer of commodities and more recently of high-value agricultural foodstuffs, the region also exports industrial products and promises to 
be a major player in new sectors, such as biofuels. The IDB is helping countries improve transportation infrastructure to help exporters remain competitive. 



W hen Santiago Gutiérrez, 
an executive in Bogotá, 
was given the charge in 

1991 of representing his company on 
the board of directors of a Venezuelan 
firm that met monthly, he asked to be 
relieved of this responsibility. The rea-
sons, he recalls, were but one: “There 
were so few flights that sometimes 
you’d have to stay two or three days 
for a meeting that lasted just a couple 
of hours.”1 Today, things are different. 
Many times a day, hundreds of people 
are making the same trek, even leaving 
in the morning and coming home for 
dinner.

Their reasons for going on this trip 
vary. Although a significant percentage 
of passengers on the Bogotá-Caracas 
route are traveling for pleasure or to 
visit family, a great many are making 
the trip for business purposes.2 

 Tangible examples like this one 
show how things have changed in a re-
gion where the terms “integration” and 
“trade” are becoming part of day-to-day 
reality. Thanks to the events of past de-

cades, more and more Latin American 
products are becoming available around 
the globe. Also, these sales have served 
to strengthen ties between neighboring 
or Western Hemisphere countries. As 
the numbers show, total exports from 
Latin America and the Caribbean grew 
from US$130.214 billion to US$761.959 
billion between 1990 and 2007, while 
imports to the region jumped from 
US$18.727 billion to US$144.211 billion 
in the same period. As a result, the 
share of intra-regional sales increased 
from 13.9% to 18.9% of the total 
(ECLAC, 2008) (Table 4.1). Moreover, 
around 8% of foreign direct investment 
received in 2007 originated with compa-
nies from the region, known colloqui-
ally as translatinas (ECLAC, 2008).

THe FirsT sTePs

Despite the boom of recent years, the 
expansion of trade relations has been 
in slow incubation for quite some time. 
At the end of the 1950s, for example, 
Latin America and the Caribbean were 

Transformations 
in Integration and TradeIV
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Table 4.1  Total Exports and Exports by Sub-regional Integration Schemes, Latin America and the Caribbean, 1990–2007
(Millions of dollars and percentages)

         January January
         to March to March

1990 1995 1998 2002 2003 2004 2005 2006 2007 2007 2008a

LaIa
Total exports (1) 112,694 204,170 251,345 319,807 346,145 427,835 506,557 602,803 675,139 154,001 189,416
Exports to LAIA (2) 13,589 35,471 43,118 36,164 40,872 56,777 72,979 91,757 107,586 22,664 29,678
Percentage of internal exports (2:1) 12.1 17.4 17.2 11.3 11.8 13.3 14.4 15.2 15.9 14.7 15.7

andean community
Total exports (1) 31,751 39,134 38,896 52,177 54,716 74,140 100,089 126,112 139,102 29,596 44,213
Exports to the Andean Community (2) 1,312 4,812 5,504 5,227 4,900 7,604 10,313 12,719 12,909 2,622 4,012
Percentage of internal exports (2:1) 4.1 12.3 14.2 10.0 9.0 10.5 10.3 10.1 9.3 8.9 9.1

MErcOSUr
Total exports (1) 46,403 70,129 80,227 89,500 106,674 134,196 162,512 188,188 221,498 46,749 56,718
Exports to MERCOSUR (2) 4,127 14,199 20,322 10,197 12,709 17,319 21,134 26,626 33,051 6,807 9,415
Percentage of internal exports (2:1) 8.9 20.2 25.3 11.4 11.9 12.9 13.0 14.1 14.9 14.6 16.6

cacM
Total exportsb (1) 4,480 8,745 14,987 17,006 18,117 19,767 21,849 24,493 26,036 6,795 7,257
Exports to CACM (2) 624 1,451 2,754 2,871 3,110 3,506 3,912 4,429 5,217 1,218 1,305
Percentage of internal exports (2:1) 13.9 16.6 18.4 16.9 17.2 17.7 17.9 18.1 20.0 17.9 18.0

carIcOM
Total exports (1) 4,118 5,598 4,790 5,732 6,712 7,880 15,949 18,709 19,872 5,734,3 5,666,2
Exports to CARICOM 509 843 1,031 1,220 1,419 1,810 2,091 2,427 2,793 693,9 775,2
Percentage of internal exports (2:1) 10.3 14.2 18.6 17.2 16.5 17.4 13.1 13.0 14.1 12.1 13.7

Latin america and the caribbean
Total exportsc (1) 130,214 227,922 280,065 347,610 376,590 472,444 568,798 679,713 761,959 167,356 203,061
Exports to Latin America and the 
 Caribbeand (2) 18,727 45,180 56,644 53,424 59,635 79,952 99,839 121,923 144,211 30,600 39,063
Intra-regional percentage/total (2:1) 13.9 19.8 20.2 15.4 15.8 16.9 17.6 17.9 18.9 18.3 19.2

Source: ECLAC, based on official information from the listed sub-regional integration schemes and the IMF, Direction of Trade Statistics.
a Preliminary figures.
b Figures include external sales from maquila production.
c Total exports include LAIA, CARICOM, Cuba, CACM, Panama, and the Dominican Republic.
d  Includes sub-regional trade among the Andean Community, MERCOSUR, CACM and CARICOM, and trade conducted by Chile and Mexico and by Cuba, Panama, the Dominican Republic, and Venezuela 

with the rest of the region, as well as among other groups of countries.
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an important frame of reference in 
discussions on economic integration, 
growth and development, even though 
those processes had been underway 
since the 19th century. However, the 
creation of the Central American 
Common Market (CACM) dates back 
to the early 1960s, the same decade 
that saw the establishment of the 
Latin American Free Trade Asso-
ciation (LAFTA), now known as the 
Latin American Integration Associa-
tion (LAIA).

During that period, the model of 
regional integration was one of “look-
ing within” based on import substitu-
tion, which contributed to the growth 
of the manufacturing industry. Ac-
cording to local popular theory, inte-
gration would help break bottlenecks 
created by narrow national markets, 
which in turn were limiting opportu-
nities for industrialization in the face 
of rising barriers against developing 
countries. 

That strategy failed due to the 
timid efforts of tariff liberalization as 
well as the rigidity of the programs 
adopted and the obstacles repre-
sented by the defense of public and 
private interests that maintained the 
status quo.3 Additionally, macroeco-

nomic instability, imbalances among 
member nations of regional and 
sub-regional groups and poor infra-
structure hampered proper develop-
ment of ties (IDB, 2002).

However, it wasn’t until the debt 
crisis of the 1980s, considered by the 
region as its “lost decade of develop-
ment,” that an opportunity arrived to 
shift the focus and adopt extensive 
reforms. Regional economies car-
ried out far-reaching macroeconomic 
reforms in an attempt to control infla-
tion, reduce volatility and future debt 
and open the region to the rest of the 
world.

new winDs

Trade and integration constituted a 
central element of the framework for 
the new economic policy. The coun-
tries of the region gradually began 
shifting toward globalization in their 
development strategies, inserting their 
national economies into international 
markets. To that end, they made use 
of trade and liberalization as key 
tools, including tariff reductions that 
led to a drop in the average tariff for 
the region from 40% to less than 10% 
between 1985 and 2006 (IDB, 2006). 

An IDB-financed project to build and 
improve highways in Brazil’s state of rio 

Grande do Sul also supports integration efforts 
in MErCOSUr common market.
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Latin America’s strategy began to 
settle on a multi-pronged approach 
involving unilateral openness, recip-
rocal trade liberalization (through 
sub-regional integration), free trade 
agreements with partners around 
the world and multilateral negotia-
tions within the framework of the 
World Trade Organization (WTO), 
to which the vast majority of the 
Western Hemisphere’s nations now 
belong (Table 4.2). 

Regional integration began 
gaining strength in the early 1990s 
with the redefinition or creation 
of schemes intended to become 
customs unions. Such was the case 
of the Andean Community, the 
Caribbean Community (CARICOM), 
the Southern Common Market 
(MERCOSUR) and the Central 
American Common Market (CACM). 
In 1994, the Summit of the Americas 
in Miami was the scene of negotia-
tions between 34 countries to create 
the Free Trade Area of the Americas 
(FTAA) with the ambitious goal of 
breaking down barriers and narrow-
ing ties among all of the continent’s 
democracies. 

While negotiations were taking 
place, bilateral agreements began to 

proliferate, whether between nations 
or between sub-regional associations. 
Many other countries also adopted a 
system of transcontinental integration 

Table 4.2   IDB Borrower Member Countries 
and Year of Entry in the  
GATT/WTO

 Year of Entry in the
country GaTT/WTO System

Brazil 1948
Chile 1949
Dominican Republic 1950
Nicaragua 1950
Peru 1951
Uruguay 1953
Trinidad and Tobago 1962
Jamaica 1963
Guyana 1966
Argentina 1967
Barbados 1967
Suriname 1978
Colombia 1981
Belize 1983
Mexico 1986
Costa Rica 1990
Venezuela 1990
Bolivia 1990
El Salvador 1991
Guatemala 1991
Honduras 1994
Paraguay 1994
Ecuador 1996
Haiti 1996
Panama 1997

Source: IDB (2002).
Note: GATT: General Agreement on Tariffs and Trade, and 
WTO: World Trade Organization.

Strict quality control and market recognition 
ensure a consistent demand for bananas and 
other traditional exports that provide jobs and 
earn foreign exchange. (photo credit El Tiempo)



in an attempt to strengthen their 
relations in Asia as well as Europe. 

In contrast to the “old regional-
ism” agreements signed in 1960 
and 1970, current free trade trea-
ties complement market liberaliza-
tion with their characteristic “open 
regionalism” (Devlin and Estevade-
ordal, 2001). These treaties do not 
just mean low tariffs for outside 
countries; their complexity and 
ample coverage allows them to touch 
on matters such as investments, the 
exchange of services, policies for pro-
moting fair competition, and more. 

While the agreements of the 
previous generation were forged 
exclusively among developing 
countries, many of today’s agree-
ments are of a North-South nature, 
including emerging and developed 
economies. In recent times, not only 
has the number of trade integration 
schemes increased, but their content 
has become more complex and their 
coverage has expanded as well. Most 
free trade agreements have gone 
even further, ensuring commodities  
market access to so-called “second-
generation matters” such as services, 
investments, intellectual property 
rights and government procurement. 

Sub-regional agreements have added 
a new dimension to cooperation by 
dealing with issues ranging from 
macroeconomic cooperation and 
labor mobility to coordination of po-
sitions in multilateral trade negotia-
tions.  

THe raTionale  
oF inTegraTion  

Although macroeconomic reforms 
gave a massive push to regional 
integration efforts, there were other 
national and international dynamics 
that led the nations of the Americas 
to sign free trade treaties in the 
midst of the challenges of an increas-
ingly globalized world.

Part of the rationale had to do 
with the benefits of being a “first 
mover” in an expanding sea of 
agreements. The strategy of signing 
agreements of various types recog-
nized that each country’s trade policy 
decisions hinged on the successful 
establishment of strategic interac-
tions with other nations. Based on 
this rationale, early integration can 
allow a particular country to gain 
advantages in new markets and at-
tract foreign investment. If, however, 
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these opportunities are not taken, a 
country can be left out of the network 
of trade agreements as well as the host 
of benefits that come from belonging 
to an integration scheme with multiple 
fronts.

Another explanation is the need for 
alternatives or contingency schemes 
that regional economies can opt for in 
any global trade policy scenario. For 
example, multilateral dialogue can be 
excessively prolonged or produce less-
than-optimal results instead of leading 
to a substantial and significant agree-
ment. Against the backdrop of sce-
narios like these, free trade agreements 
can function as an insurance policy 
for gaining access to certain markets. 
At the same time, countries that have 
guaranteed their access to the market 
by signing trade agreements have less 
to lose in global dialogue by using 
these agreements to their advantage in 
improving their negotiating positions.

An additional element is the flex-
ibility to adjust to changes in competi-
tive advantages and demand in global 
markets. Worldwide production and 
trade partnerships alike are evolving 
at an unprecedented speed, and the 
variety of goods exchanged has grown 
exponentially over just two decades. 

Modifications in technology and the 
reduction of transport costs, in addi-
tion to the impressive increase in the 
exchange of electronic goods and the 
growing importance of services, will 
further increase the speed at which 
the global economy is changing. The 
multiple-agreement strategy allows 
for increased exploitation of trade 
niches that are important today but 
did not exist in the past.

Clear synergies also exist. Trade 
standards are generally based on 
the same set of disciplines, whether 
on a regional or global scale. Thus, 
knowing, negotiating and enacting 
agreements on one particular trade 
front can generate positive external 
effects on these processes on any 
other front. For example, negotiat-
ing the exchange of services via the 
WTO no doubt improves the capacity 
of governments to negotiate in the 
services sector within the framework 
of a free trade agreement. In addition, 
adopting mandatory measures for 
facilitating trade, such as moderniz-
ing customs processes or establishing 
a one-stop counter for processing ex-
porter documentation, would result in 
immediate benefits for the country in 
question with all of its trade partners, 
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not just those with which it has signed 
an agreement. 

However, integration was brought 
about by many other factors. For ex-
ample, in the early 1990s, with the rise 
of MERCOSUR, nontraditional advan-
tages were a key motivator. Among 
these, the most vital was the need to 
consolidate peace and democracy in 
the continent’s Southern Cone. In other 
cases, such as the North American 
Free Trade Agreement (NAFTA), the 
focus was on the lack of progress in the 
multilateral sphere. These agreements, 
and the many others that followed, 
would not have been possible without 
consensus on certain policies, such as 
macroeconomic reforms and the power 
of economic and trade liberalization. In 
addition, a type of “domino regional-
ism” has existed, frequently driven by 
the private sector in its search for new 
export markets, resulting in the sign-
ing of trade agreements.  

BeneFiTs

The benefits of integration go beyond 
a mere insurance policy in the face 
of multilateral difficulties or negotia-
tion tactics. First and foremost are the 
economic benefits: agreements reduce 

tariff and non-tariff barriers and are 
powerful tools for unleashing the 
expansion of trade and investment 
flows. When the principle of “open 
regionalism” is upheld, as has been 
the case in the Americas, integration 
schemes guarantee the creation, not 
the diversion, of trade and investment 
flows. This has helped to reinforce lo-
cal economic reforms because current 
agreements contain numerous poli-
cies requiring members to adapt their 
internal legal frameworks and their 
frameworks for regulating established 
requirements. 

Moreover, the trend of integration 
may contribute to the reinforcement of 
democratic values. The general line of 
thinking in free trade zones is to make 
democracy a prerequisite for entering 
negotiations. In addition, integra-
tion may inspire efforts to improve 
the quality of institutions in member 
states. 

Additionally, a country’s efforts in 
these areas can reinforce its prepared-
ness to join a system of regional and 
multilateral liberalization. In fact, 
many current agreements can serve as 
pillars for more exhaustive hemispher-
ic integration. There is a reason why 
Latin American countries were among 

(Continued on page 102)

New highway construction helps to reduce 
transportation bottlenecks that boost costs for 

producers and diminish the ability of their goods 
to compete in the global marketplace. 
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What is your impression of the 
hemisphere’s progress with regard to 
integration and trade over the past 
half-century?

The region has seen a tremendous 
change and opening up over the last 50 
years—a real turnaround. At the time the 
IDB was founded, Latin America and the 
Caribbean were leaders in regional inte-
gration but it was an integration that was 
inward-looking and based on the import 
substitution model. This model, however, 
caused a crisis and ended up leading to 
the “lost decade” of the 1980s. After that 
came a profound change in which integra-
tion and trade became part of the new 
economic scheme. This included trade 
liberalization and the signing of integra-
tion agreements. Since then the strategy 
has consisted of a multifaceted approach 
involving unilateral opening up and the 
search for reciprocal trade liberalization 
through sub-regional integration, bilateral 
trade agreements throughout the world 
and multilateral negotiations within the 
framework of the World Trade Organiza-
tion (WTO). Unlike the “old regionalism” 
agreements of the sixties and seventies, 
the current treaties complement market 
liberalization and are evidence of an open 
regionalism; in other words, low tariffs for 
countries that are not part of the agree-

ments. These agreements are also complex 
and cover other areas such as investments, 
the exchange of services, and policies for 
promoting fair competition. In addi-
tion, they are not limited to developing 
countries but occur among wealthy and 
emerging markets as well. Sub-regional 
agreements also include cooperative items 
that go from macroeconomic cooperation 
all the way to labor mobility and the coor-
dination of positions in multilateral trade 
negotiations. That’s why we support these 
agreements. They give rise to a whole 
host of benefits and have a greater impact 
on development than what the countries 
signing them would have obtained had 
they acted on their own.

What do you think the IDB’s role has 
been in relation to what has happened, 
and what positive aspects stand out as 
far as what has been done? 

The Bank has had a long history of 
supporting these issues ever since it was 
founded. It has been a strategic partner 
of the region from the point of view both 
of development of physical integration, 
which includes roads and other networks 
to reduce the cost of exchange, and of re-
ducing trade barriers and developing reg-
ulations that stimulate cross-border trade 
as well. The goal is now more complex 
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Box 4.1  The IDB’s role in integration and trade
Over the course of its 50 years of existence, the Inter-American Development Bank has played an 
important role in the areas of integration and trade for the purpose of strengthening the bonds 
among the countries of Latin America and the Caribbean and their bonds with the rest of the 
world. These activities cover a broad spectrum of the integration agenda and the promotion of 
trade and investments. They include projects to support trade negotiations and the implementa-
tion of bilateral, regional and multilateral trade agreements, as well as the development of re-
gional infrastructures (IIRSA, Mesoamerica Project). They also entail institutional strengthening 
to support the public sector’s ability to promote trade and attract foreign investment, build private 
sector export development, facilitate trade and modernize customs, speed the processes of adjust-
ing the social and productive sectors in the transition toward the liberalization of trade, and more.

The Bank’s support also includes helping countries to develop strategic regional and global 
integration agendas by providing policy studies, sector assessments, impact analyses and train-
ing programs. Activities include loans and technical cooperation programs on a national and 
regional level. There are also important initiatives and technical assistance programs. Other 
notable programs include the Regional Public Assets program for promoting collective action 
among the region’s countries, as well as the IDB’s participation in the Aid for Trade program 
under the auspices of the WTO. It is also important to mention the role played by the Institute 
for the Integration of Latin America and the Caribbean (INTAL), created in 1965 for the express 
purpose of promoting regional integration.

The Bank’s activities are conducted in close cooperation with international and regional organiza-
tions such as the WTO, the Organisation for Economic Co-operation and Development (OECD), the 
World Customs Organization (WCO), and more. The IDB has worked actively in the production of 
research and programs to generate new knowledge in the area of trade and integration. Recent Bank 
reports on this topic include the following titles: Beyond Borders: The New Regionalism in Latin America 
(IDB, 2002); FTAA and Beyond: Prospects for Integration in the Americas (IDB/Harvard University Press, 
2004); The Emergence of China: Opportunities and Challenges for Latin America and the Caribbean 
(IDB/Harvard University Press, 2006); Trade and Poverty in Latin America (IDB, 2009); Unclogging the 
Arteries: The Impact of Transport Costs on Latin American and Caribbean Trade (IDB/Harvard University 
Press, 2008); Bridging Trade Agreements in the Americas (IDB, 2009); Regional Trade Agreements in the 
Global Trading System (IDB/WTO, 2009); Sovereign Remedy: Leveraging Trade Agreements in the Global-
izing World (Oxford University Press, 2009).

in light of the region’s relative sophistica-
tion and the advancements made in the 
areas of trade and integration. We are 
trying to identify new strategic part-
ners and use and obtain support from 
existing ones in order to achieve global 
competitiveness, and even deal with the 
short-term implications of trade liberal-
ization. That is what we are focused on 
with the support of a dedicated team that 
provides technical studies, assessment 
and financial support.

How do you see the issue playing out 
in the near and distant future, and 
what should the Bank’s role be? 

Aside from technical and financial 
assistance in general, I would like to 
mention three areas. The first is taking 
advantage of Asian markets that are 
offering new opportunities for export-
ing Latin American products, an area 
we have already been working on. The 
second is to try to bring about conver-
gence among the multiple trade agree-
ments that exist in Latin America and 
the Caribbean so as to be able to create 
economies of scale and regional produc-
tion networks. The third point refers to 
adjustments that will ensure that profits 
from trade make it to the region’s poor 
populations and will allow for a greater 

reduction in poverty. A major item in 
this area is the Aid for Trade initiative 
under the auspices of the WTO. The 
Bank has been a key player in this area 
worldwide and is leading its startup in 

the region. In short, we have a broad 
agenda for ensuring that the competitive-
ness of the region’s economies will be 
even greater in the global economy in the 
coming years.
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the most vocal supporters of a success-
ful conclusion to the Doha Round. 

Economic integration also provides 
a useful infrastructure for future co-
operation, for the production of public 
goods like regional highway networks 
and power transmission lines, and for 
achieving a cleaner environment. The 
creation of policy frameworks for the 
regular flow of legal migration could 
be emerging as a regional public good 
of tomorrow.

The benefits provided by the vari-
ous schemes are particularly important 
in the face of the rather problematic 
Doha Round. In fact, the problems 
faced by the Round underscore the 
importance of regional cooperation for 
trade and integration with regard to 
liberalization and facilitating trade, the 
multifaceted integration agenda, and 
the various bilateral and multilateral 
agreements. 

Additionally, integration gives the 
region’s countries a platform for com-
ing together and building a consensus 
that can break down the obstacles that 
have come to light in Geneva. Fur-
thermore, it can function as a vehicle 
for economic cooperation apart from 
what occurs on the global level. In 
other words, while these processes are 

no substitute for the liberalization of 
trade, they serve as excellent comple-
ments to it. 

THe PaTH TowarD  
TraDe liBeralizaTion

The consequences of the process of 
regional integration are tangible. Early 
on, regional tariffs fell to levels be-
tween 10% and 20%, below the average 
40% levels typical of the early 1980s. 
However, in recent years, integration 
agreements have been accompanied by 
more modest liberalization of external 
tariffs, making these lower and less 
widespread.

As a result of this process, exports 
became a fundamental component of 
Latin American economies, and direct 
investment grew massively in the 
1990s, from 0.7% to 4% of the regional 
GNP in 2000. In turn, total exports for 
the region grew by an average of 10.1% 
annually between 1960 and 2007 
while imports grew by 9.9%. Despite 
this effort, the ratio of exports from 
the region to exports from the rest of 
the world has not increased but has 
instead dropped slightly from 6.7% 
to 5.5% during the period mentioned. 
This reflects the persistent presence of 

(Continued from page 99)
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primary products in the export basket 
of Latin America and the Caribbean 
and the changes that have taken place 
in global competition (Figure 4.1).

Although trade in the region is 
inherently globalized, its geographical 
direction seems to have followed the 
same pattern as the early advance-
ment of regionalism in the Americas 
(Figure 4.2). Today, the bulk of hemi-
spheric trade is inter-regional. The 
most notable change in the profile of 
Latin American exports is the decline 
in importance of trade with Europe 
and the increase in importance of the 
inter-hemispheric market as well as 
the moderate rise in the participation 
of the Asia-Pacific region as an export 
destination.

Some countries have experienced 
a rather marked increase in their 
exports of raw materials to China. 
On the imports side, Asia has ener-
getically entered the Latin American 
market, nearly doubling its involve-
ment during the period with respect 
to 1985 and acquiring a fifth of all 
purchases in the region. This phe-
nomenon seems to have occurred at 
the expense of Europe, whose share 
has dropped to 14% (Figures 4.3 and 
4.4). 

Growth of Trade, Latin America and the Caribbean, 1960–2007
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Figure 4.1
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Source: INT calculations based on World Development Indicators, World Bank. 

Figure 4.2 Exports of Goods to Developed Countries,
Latin America, 2006

Source: ECLAC, based on official figures.
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Today, manufactured goods are 
enjoying growing, dominant par-
ticipation in Latin America’s export 
basket. As a portion of the region’s 
external sales, these items grew from 
a fifth of the total in 1965 to more 
than 50% in 2006 (Figures 4.5 and 
4.6). Meanwhile, the importance of 
other products such as food, non-
food agricultural products, met-

als, minerals and fuels decreased, 
although the trend was no doubt 
slightly impacted by sharp increases 
in international prices, which ended 
in 2008. 

The growing importance of 
manufactured products in the export 
basket is more notable in deliver-
ies from the region to the North 
American market. This has benefited 

Source: INT calculations based on UN Comtrade 
database, DESA/UNSD. 

Figure 4.3 Export Markets, Latin America and 
the Caribbean, 1965–2000
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database, DESA/UNSD. 

Figure 4.4 Import Markets, Latin America and
the Caribbean, 1965–2000
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countries in geographic proximity who 
have signed trade agreements. In con-
trast, MERCOSUR and the Andean and 
Caribbean regions have experienced 
much less pronounced growth in this 
category. 

In general, trade has gained increas-
ing importance in Latin American 
economies. As a proportion of the GDP 
of the countries of the region, its role 
in each sub-region over the past decade 
has increased significantly (Figure 4.7).

Source: INT calculations based on UN Comtrade 
database, DESA/UNSD. 

Figure 4.5 Composition of Exports, Latin America
and the Caribbean, 1965–2006
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Source: INT calculations based on UN Comtrade 
database, DESA/UNSD. 

Figure 4.6 Composition of Imports, Latin America
and the Caribbean, 1965–2006
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lessons learneD anD 
cHallenges

The strategy of integration on diverse 
fronts and the appealing process of 
globalization have generated great 
benefits for Latin America along with 
new challenges. As has been seen, 
although liberalization and free trade 
agreements generate economic dyna-
mism and increase future competitive-

ness, integration is only one part of 
the solution to the problem of reducing 
poverty. In other words, trade and inte-
gration are necessary but not sufficient. 
A set of complementary regional and 
national policies would be required in 
order to help them fulfill their promise 
of generating new economic opportuni-
ties.

One challenge to be met is that of 
coordinating negotiations and enact-
ing different agreements, in addition to 
guaranteeing their mutual compatibil-
ity. For companies that must operate in 
different markets, multiple agreements 
increase the cost of doing business. 
The complexity of the trade agenda 
continues to increase due to the greater 
number of regional and multilateral ne-
gotiations taking place in sectors such 
as services, investment, standards, and 
intellectual property rights. Each new 
regulation included in an agreement 
represents a new policy that must be 
taken into account by players from the 
private sector when exporting, mak-
ing use of outsourcing mechanisms or 
making investment decisions. Addi-
tionally, each regulation carries with 
it legal, administrative, and economic 
implications for countries that partici-
pate in a given agreement. 

Figure 4.7 Expansion of Trade, Averages by Sub-Regions of Latin America, 
1996 and 2006

Source: INT calculations based on World Development Indicators, World Bank. 
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Small and medium-sized en-
terprises (SMEs) also incur higher 
learning and transaction costs when 
tackling numerous trade fronts. Due 
to asymmetries in information, SMEs 
are exposed to additional challenges: 
on the one hand, understanding the 
opportunities of the market in North 
America, Asia and Europe; on the other 
hand, becoming part of the production 
chains of multinational corporations 
and competing against the economic 
powerhouses of Asia.

Additional complementary efforts 
are needed to facilitate trade, because 
some traditional barriers continue to 
exist in certain sectors. Additionally, 
there are obstacles in the region that 
limit the integration of the goods and 
factor markets. Many of these turn into 
bottlenecks at the borders, to cite just 
one example. Identifying these types of 
residual barriers and their impact is a 
much more difficult task than deter-
mining the impact of known mecha-
nisms such as tariffs.

Liberalization must therefore be 
recognized as having adjustment 
costs, implying that in the short term 
some players will lose while others 
win. If these costs are not adequately 
managed, they may end up causing a 

protectionist reversal, counter to the 
strategy of liberalization.

consiDeraTions For  
THe FuTure

Beyond the events of past decades 
and the slowdown that is affecting 
the global economy today, there is no 
doubt that challenges remain. It is 
particularly important for the region to 
maintain a long-term vision that will 
allow it to reap the benefits of global-
ization and trade integration, thus gain-
ing competitiveness in the world.

From this perspective, one must not 
forget that the Asian market is experi-
encing rapid growth, thereby generat-
ing opportunities for Latin American 
producers. Regional trade has shown 
great dynamism in recent years, with 
the rate of exports to China growing 
substantially in 2007. Recent trans-
pacific treaties are aimed at expand-
ing trade and investment ties and are 
inspiring ideas for deepening relations.

No less important is the search for 
convergence among Latin American 
countries through multiple overlap-
ping agreements that promote the 
creation of future economies of scale 
and regional production networks. In 
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Interview with Moisés naím 

Moisés Naím, 

a native of 

Venezue la, is 

considered to be 

one of the sharpest 

analysts in the 

world today. With a 

Ph.D. from the Massachusetts Institute 

of Technology, this former government 

minister in the Carlos Andrés Pérez 

administration has been the editor-in-

chief of the prestigious Foreign Policy 

magazine in Washington, D.C., for the 

past decade. Author of the 2006 book 

Ilícito (Illicit) and a weekly columnist 

for the Madrid newspaper El País and 

leading newspapers in Latin America, 

Naím discusses trade and integration in 

the region in this interview.

How do you evaluate what has hap-
pened with Latin American integration?

It has been a process of ups and 
downs. I think the big breakthrough that 
led to Latin American integration was 
not so much the signing of free trade 
agreements between governments, or the 
establishment of the Andean Community, 
the Central American Common Market 
(CACM), or MERCOSUR. That was impor-
tant. But what was even more crucial was 
the unilateral trade liberalization that oc-
curred in the 1990s because it allowed the 
private sector to discover opportunities on 
its own. Trade increased, and this spurred 
investment among neighbors. The Chil-
eans started to invest in Argentina, the 
Brazilians in Chile, the Colombians in 
Venezuela, and vice versa. So, there was as 
much trade as there was investment. The 
ability to grow by trading with or invest-
ing in one’s neighbor became a reality, 
something that had only occurred very 
sporadically up until that time. If you look 
at statistics from before these reforms, 
there was very little intra-regional trade, 
but as a result of unilateral decisions made 
by several governments to reduce trade 
barriers and impediments to investment 
for companies from other countries, 
integration became more dynamic than 
ever before.

At the time these decisions were 
made, they were not very well re-
ceived by the people. . . .

Well, that was because trade reforms 
tend to have direct, immediate and very 
tangible costs associated with them 
that are primarily borne by specific 
groups who may therefore lobby to try 
to prevent these changes from taking 
place. The benefits, on the other hand, 
are more broadly distributed among 
the population and in a way that is 
less noticeable. Taking tariff protec-
tion and government subsidies away 
from a country’s textile industry, for 
example, negatively and directly affects 
the owners and workers of that sector’s 
companies, but in a less noticeable way 
it benefits millions of consumers who 
have little incentive to lobby in favor 
of the reforms—unlike the negatively 
affected parties, who have a great incen-
tive to fight against them.

Would you say, therefore, that the 
people were the ones who actually 
made integration happen rather than 
the governments?

That’s right. I’ve got a story about 
this that made a big impression on me. 
Years ago, when I was a government 
minister, I was in Korea to promote in-
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What lesson would you draw from this?
That governments should not try to 

“guess” the industries in which a country 
can be competitive, because not only 
does this exercise become a magnet for 
corruption and pressure tactics by groups 
that are interested in their industry being 
chosen, but also because there is no guar-
antee that the list they come up with will 
include the industries that really have the 
most competitive potential. 

We’ve come such a long way, and yet 
we still have such a long way to go. 
What things would you point to that 
still need to be done?

Studies conducted by the Interna-
tional Finance Corporation (IFC) and by 
the World Bank’s Doing Business report 
identify barriers to the creation of new 
companies in different countries, and 
they always mention the fact that Latin 
America is one of the most difficult 
regions in the world in which to set up 
a company. It should therefore come as 
no surprise to us to learn that half the 
region’s jobs are in the informal sector. 
This is because being a formal employer 
is more expensive and complicated 
than it needs to be. What needs to be 
done is to eliminate barriers and red 
tape that inhibit the emergence of new 

companies. I realize this is easier said 
than done. No doubt there are powerful 
political, institutional, technological, 
financial and perhaps even social and 
demographic forces that make it so dif-
ficult for governments to eliminate the 
conditions that prevent the creation and 
growth of new private companies.

It is striking how the region’s inte-
gration efforts, particularly the last 
round of them, have survived changes 
in the countries’ governments and 
political persuasions. Why is that?

First, because there aren’t a lot of 
alternatives. Where these ideas have not 
survived are in countries that have been 
able to afford to subsidize alternative 
experiments in their political economy by 
using oil revenues. Also, the reality is that 
in several of the region’s largest countries, 
there are already very large social groups 
who benefit from open trade systems and 
depend on them in their daily lives. 

Can one categorically state that this 
change in the model has been more 
beneficial than harmful for Latin 
America and the Caribbean?

The problem is that this change took 
place together with many other changes, 
so it is very difficult to specifically isolate 

vestment in Venezuela. At the time we 
had hired a group of famous experts 
to provide us with an analysis of the 
country’s competitiveness and the sec-
tors that had the greatest potential for 
successfully competing in the global 
economy. I read their report and their 
recommendations on the plane. At the 
end of my talk in Korea, a man came 
up to me and said, “Look, I represent 
one of the world’s biggest silk com-
panies, and we’re looking for a new 
location to set up our industry.” Well, 
it turns out that silkworms require just 
the right amount of light and humidity 
and very specific and unique weather 
conditions in order to be able to 
produce efficiently. This man told me 
that after years of searching they had 
discovered that one of the best places 
in the world for producing silk was at 
a location in Venezuela and that they 
were planning to make a very large 
investment there. This was a pleasant 
surprise to me, but it also made me 
question the experts’ highbrow report. 
It also got me thinking, and made me 
realize that no government or group 
of experts and planners had ever been 
capable of determining that one of Ven-
ezuela’s competitive advantages was 
silkworms.

(Continued on next page)
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its effects. Reforms were brought into 
the region at the same time other parts 
of the world were undergoing profound 
changes. It occurred in conjunction with 
the information revolution that was 
taking place in communications and 
transportation, the process of political 
opening up, and the emergence of im-
portant economic players such as China 
and India on the world economic scene. 
Reforms definitely improved the situa-
tion in Latin America in terms of making 
it a little more competitive compared to 
what it had been in the past, but other 
countries advanced much more rapidly 
in this regard. The challenge is not just to 
run faster than you used to run, but to be 
faster than everyone else. 

Why did this happen? Was it because 
even bolder reforms were needed but 
not enacted?

Partly. We see that in the case of 
India and China their competitiveness 
is inexorably linked to their very low 
labor costs, their unique demographic 
situation, their immense size and other 
similar circumstances. These countries 
which were economically isolated from 
the rest of the world began integrating 
at the same time that Latin America was 
launching its reforms. And then there 

are other new competitors in Asia and 
Eastern Europe which also have more 
competitive advantages in the sectors 
with the greatest value added than 
many of the countries in our region that 
specialize in raw materials.

This also makes the trend toward 
greater global insertion inevitable.

Inevitable yet painful, because global-
ization has negative implications. There 
are costs that are inevitable and undesir-
able and that cause social dislocation and 
political friction. Unfortunately, aside 
from complaining, there is no way to es-
cape from its effects. This does not mean 
you have to resign yourself to what’s 
happening and say there is nothing you 
can do. Globalization can be managed, its 
costs can be mitigated, its opportunities 
can be maximized, and those who are 
most harmed by it can be protected.

What’s in it for the average Latin 
American?

It is important to note that one of 
the most important groups of people 
as far as growth over the last decade is 
concerned, both in Latin America and 
throughout the world, is the middle 
class. This does not mean that our re-
gion is no longer an area where poverty 

dominates, but it must be acknowledged 
that great progress has been made in re-
ducing it. The very real threat is that the 
current economic crisis will wipe out 
the social progress that has been made 
in Latin America over the last decade.

Is this largely due to the trend toward 
global insertion?

That’s part of it, but recent social 
progress has also occurred because, 
first of all, there hasn’t been inflation 
and, secondly, there has been a certain 
amount of economic growth. The other 
factor is the popularization of very ef-
fective social policy programs involving 
conditioned transfers in which countries 
have earmarked a lot of money for low-
income families who keep their chil-
dren in school—a series of economic, 
nutritional and health benefits that have 
had a very clear and direct impact on 
improving the social situation.

What’s coming down the road? 
What’s coming is protecting Latin 

Americans from the devastation that will 
be caused by the global economic crisis 
we’re in right now. We must also try 
to keep the bad ideas that have already 
been tested in the past and that we know 
don’t work from gaining popularity, 

(Continued from previous page) 
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ideas which the crisis may cause to ap-
pear more valid than they really are.

What do you mean by bad ideas?
Closing down economies, setting 

up barriers to imports and exports, 
mistreating investors, limiting foreign 
investments, or thinking that the gov-
ernment can be a good businessman 
and manager of its workers’ savings and 
pensions. Going back to exchange rate 
controls and to generalized price control 
systems, or imposing regulations in the 
labor market that inhibit job creation.

Looking back 25 years, what has sur-
prised you the most?

That when economies are opened 
up, possibilities emerge that no one 
would have imagined. In Argentina, for 
example, with the Internet explosion, 
young entrepreneurs emerged and com-
peted with the best in the world. This 
shows that business instincts, technical 
abilities, talent and creativity were there, 
and what was needed was to create the 
opportunities for them to flourish. I also 
continue to be surprised by the popular-
ity of public policies that we know cause 
poverty, corruption, human suffering 
and inequality. There are ideas that 
sound good and are surrounded by a 

halo of goodwill and solidarity with one’s 
fellow man but which in practice always 
end up making the poorest segments 
even poorer. The disdain that certain 
political leaders show for the lessons 
experience has taught us never ceases to 
amaze me. They enact policies as if they 
were new and different when in fact they 
are the same ones that have caused so 
much misery and failure in the past. 

What would you like to see in the future?
I’d like to see a large-scale agree-

ment between the United States and 
Brazil where each country makes pro-
posals that the other country can’t reject 
because of how attractive they are, 
proposals that deepen their trade and 
economic integration. A bilateral agree-
ment that is inclusive—in other words, 
one that any other nation can join, 
provided it is willing to accept the entry 
conditions: adopting open policies, cre-
ating economic stability, ensuring social 
protection, and conducting an effective 
fight against poverty. This would create 
a situation in which it would be very 
disadvantageous for any other country 
in the region not to be a part of this 
scheme. This type of agreement could 
very rapidly change the region’s social 
and economic panorama for the better. 

How do you see the IDB’s role in 
what has happened and what would 
you expect from this organization in 
the next few years?

The IDB has gone through differ-
ent stages, each of which reflected the 
changing situation in the region at that 
time. In the next few years, the Bank 
will have two big opportunities: one 
in the financial field and another in 
the realm of ideas. The financial crisis 
makes the IDB a more influential player 
than it was during times of plenty and 
great monetary liquidity when the re-
gion’s countries and companies enjoyed 
easier access to credit and investments. 
This has now changed, and the IDB will 
be an important provider of funds to 
the region. To do so it must increase its 
capital and enhance the way it mobi-
lizes its resources and its assets. But 
money without good ideas is dangerous, 
which is why the other opportunity the 
Bank has is to become a great producer 
of good ideas founded on the best 
available knowledge and experience 
with economic and social development, 
combined with a deep understanding of 
the specific realities of each country. In 
the next 10 years the IDB may become 
more important for Latin America than 
it has been over the last 10.
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light of the globalization of produc-
tion, advancing the creation of a wide 
regional base is a top priority. Private 
companies are dividing and scatter-
ing their manufacturing processes 
throughout national jurisdictions and 
forming global chains for lowering the 
costs of production, transactions, and 
the distribution of goods. 

Another issue of great importance 
is the adjustments that the region 
must make to ensure that profits from 
trade reach the masses and contrib-
ute to reducing poverty in the future. 
Other important topics include strong 
regional homogeneities and, thus, the 
differing abilities of countries to enter 
trade flows and their impact on produc-
tion structures and employment.

One of the ways in which the inter-
national community and multilateral 
organizations have successfully dealt 
with this issue is through trade-related 
capacity-building. This involves help-
ing countries create and apply trade 
policies and negotiate and implement 
agreements on the subject. It also pro-
motes the development of trade, includ-
ing furthering exports and financial 
exchange. 

On a broader scale, the initiative 
includes assistance for activity-related 

infrastructures (transportation, com-
munications, and energy) and other 
supply-side interventions, in the pro-
duction sector, for instance, that allow 
a country to benefit from free trade. 
This assistance also encompasses ad-
justment programs related to the latter, 
including social security and employee 
re-education, as well as the availability 
of instruments for designing and car-
rying out complementary production 
development policies for greater open-
ness and globalization. 

Bilateral donors and financial insti-
tutions have granted trade assistance 
in the past, but the topic has been 
given center stage in the context of 
the Doha Round. Indeed, discussions 
in this area are crucial to the nations 
of Latin America and the Caribbean, 
as the region is primarily comprised 
of middle-income countries, many of 
which no longer have access to conces-
sional financing. 

Within this line of thinking, one 
of the most notable ways to optimize 
competition is by reducing the costs 
of trade. Even a one-day lag in sup-
ply, whether in supply chains or in 
production times, generates a 1% tariff 
increase for the good in question. Cost 
reductions require better transporta-

(Continued from page 107)
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tion networks, transparent customs 
transactions, an exchange process 
free of excess paperwork, and the 
unhindered flow of information as 
well as fluid cross-border communi-
cations—hence the IDB’s focus on 
efforts aimed at physical integration 
of the region’s infrastructure.4 

At the same time, policies within 
each industry as well as nationwide 
policies should also be aimed at 
integration. The high cost of energy, 
poor transportation infrastructure, 
an unstable macroeconomic environ-
ment and other factors decrease the 
private sector’s ability to optimize 
its opportunities for market access. 
Trade policies should be accompa-
nied by complementary policies that 
promote the full development of this 
sector. According to a recent study 
by the IDB (Mesquita Moreira, Volpe 
and Blyde, 2008), a reduction of just 

10% in Latin American freight charges 
would increase exports to the US by an 
average of 39%. 

In conclusion, it may be said that 
trade integration is a profoundly trans-
forming dynamic. It opens the mar-
kets of countries to new products and 
services, opens economies in the face 
of new economic and regional forces, 
and opens societies to the inflow of 
new cultures and influences. It also 
generates opportunities for trade and 
growth, although Latin America and 
the Caribbean may not be prepared to 
take advantage of some of these oppor-
tunities. Thus, the challenge for the re-
gion is to improve its preparedness, not 
only in order to maximize the benefits 
of the work that has been done in the 
form of trade agreements, but also in 
order to take advantage of new market 
strengths and opportunities offered by 
the global economy.

Chilean grapes and high-quality fruits 
and vegetables produced in the region find a 

ready market with North American consumers, 
particularly in winter months. 
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Waterscape with a warning. La Tomilla water treatment plant has served Arequipa, Peru, since it was rehabilitated at the start of the 1960s. The newly established IDB 
chose the project as the recipient of its first loan. Over the next 50 years the project would be followed by many other infrastructure operations designed to directly improve 
people’s lives. Behind La Tomilla looms Misti Volcano, one of scores of ice-covered Andean peaks on which Peru depends for water. Today, global warming is threatening these 
icepacks. 



I t was the year 1961, and loan ap-
plications were starting to arrive 
at the recently created Inter-

American Development Bank (IDB) 
from the various countries of Latin 
America and the Caribbean. Once the 
requisite evaluations had been carried 
out, the Board of Executive Directors 
of the organization decided that the 
first objective would be to finance the 
Master Plan for the Potable Water and 
Sewage System in Arequipa, Peru, for 
which the sum of US$3.9 million was 
approved.

Aside from the success of the 
project, which turned out to be a model 
that was imitated in other countries, 
the example serves to illustrate not 
only how infrastructure development 
was a key issue in the early days of the 
IDB, but that it has been an ongoing 
challenge for the region’s different 
countries.  

It is also clear that the large bottle-
necks that existed a half-century ago 
with respect to drinking water have 
been largely overcome, at least in the 

urban areas, where coverage was 91 
percent of potential users in 2004 (IDB, 
2007a), while at the beginning of the 
1960s, coverage was closer to 40 percent. 

However, if a broader prism is used, 
there is still much work to be done in 
the area, since not only is the regional 
infrastructure inadequate, but the gap 
has widened considerably in comparison 
with other areas of the world. Without 
ignoring the progress achieved, there 
are serious deficiencies in sanitation, 
waste treatment, energy, highways and 
ports.

Part of the explanation has to do 
with the periods of crisis that have limit-
ed the spending capacity of the region’s 
governments. In this regard, when there 
have been periods of fiscal limitation, 
public works have experienced signifi-
cant financial setbacks that could not be 
reversed during the boom periods. For 
example, in the area as a whole, public 
investment in infrastructure fell from 
more than 3 percent of GDP in 1988 to 
approximately 1.6 percent in 1998 (Fay 
and Morrison, 2007) (Figure 5.1).

V Sunshine and Shadows 
in Infrastructure
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With things as they are now, ex-
perts believe that future efforts must 
be greater than in the past. On average, 
the countries of the region spend less 
than 2 percent of GDP on infrastruc-
ture when they would need between 
3 and 6 percent to reach the level or 
match the rate of other countries that 
were previously lagging behind, such 
as China and the Republic of Korea 
(Fay and Morrison, 2007). 

The potential rewards would be 
significant. Estimates calculated by 

César Calderón and Luis Servén (2004) 
maintain that average economic growth 
in the region as a whole would increase 
by 2.6 percent if all the countries were 
at the same level as the leading Latin 
American country in this category (Table 
5.1). One of the reasons is that both the 
quality and the quantity of infrastructure 
are key factors that determine a coun-
try’s capacity to trade and compete in 
international markets (IDB, 2004). Also, 
empirical evidence demonstrates that 
income distribution tends to improve 
and poverty tends to decrease if there is 
adequate infrastructure (Table 5.2).

Much of the region’s efforts to 
compensate for the lack of resources in 
this area have been focused on opening 
up to private capital, either through the 
mechanism of the transfer of owner-
ship or through concessions for using a 
service over a specific period of time. As 
a result, in what has turned out to be a 
worldwide trend, the region’s countries 
have received a large amount of money 
earmarked for activities that were once 
the exclusive domain of the public sector. 

Thus, private sector investments 
in transportation, water, energy and 
telecommunications worldwide rose to 
US$754 billion between 1990 and 2001; 
48 percent of this money was earmarked 

Figure 5.1 Primary Deficit and Public Investment in Infrastructure, 
Latin America, 1980–2000

Source: Servén (2005).
Note: Average for Argentina, Bolivia, Brazil, Chile, Colombia, Costa Rica, Mexico and Peru.
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for Latin America and the Caribbean 
and was related, above all, to the sale 
of public assets (Guasch, Laffont and 
Straub, 2005). According to a database 
of the World Bank,1 29 Latin Ameri-
can and Caribbean countries received 
US$474.5 billion for infrastructure dis-
tributed among 1,243 projects between 
1990 and 2007. Of that amount, 47 
percent went to telecommunications, 
30 percent to energy, 18 percent to 
transportation, and 5 percent to water. 

However, the experience of over two 
decades leads to disparate conclusions, 
depending on the specific field and the 
size of each country (Figures 5.2 and 
5.3). In general, the most notable change 
is in telecommunications. According 
to the Economic Commission for Latin 
America and the Caribbean (ECLAC), 99 
percent of the sales of companies in this 
field ranking among the region’s 500 
largest companies belonged to private 
companies in 2006 (ECLAC, 2008) as 
a direct consequence of the boom in 
mobile phone services and the provision 
of Internet-related services. 

With respect to electricity, the 
proportion was 47 percent in the same 
year. Additionally, in the case of water 
accounts, the proportion reached 11 
percent in 2003 (Fay and Morrison, 

Table 5.1  Potential Increases in Per Capita GDP Growth, Latin America and the Caribbean
(Percentages)

 Improvement that reaches the levels Improvement that reaches the 
 of the leading country in Latin america median level for the East asian 
 and the caribbean (costa rica) Tigers (republic of Korea)

country Quantity Quantity Total Quantity Quantity Total
Argentina 1.3 0.4 1.7 2.2 0.9 3.2
Bolivia 3.8 0.5 4.3 4.8 1.0 5.8
Brazil 1.5 1.4 2.9 2.4 1.9 4.4
Chile 1.3 0.0 1.3 2.3 0.6 2.8
Colombia 1.9 1.2 3.1 2.9 1.7 4.6
Costa Rica — — — 1.0 0.5 1.5
Dominican Republic 1.3 0.1 1.4 2.3 0.7 2.9
Ecuador 2.0 1.0 3.0 3.0 1.5 4.5
El Salvador 1.6 0.4 2.1 2.6 1.0 3.6
Guatemala 3.3 0.4 3.7 4.2 0.9 5.2
Honduras 3.1 1.1 4.2 4.1 1.6 5.7
Mexico 1.4 0.2 1.7 2.4 0.8 3.2
Nicaragua 3.4 1.4 4.8 4.4 1.9 6.3
Panama 1.4 0.2 1.5 2.4 0.7 3.1
Peru 3.0 0.6 3.5 4.0 1.1 5.0
Uruguay 0.7 0.4 1.1 1.7 0.9 2.6
Venezuela 1.1 0.4 1.4 2.0 0.9 2.9

Source: Calderón and Servén (2004).
Note: Potential increases are due to improvements in the quantity and quality of infrastructure.

Table 5.2  Potential Decreases in Inequality, Latin America and the Caribbean
(Gini coefficient)

 Improvement that reaches the levels Improvement that reaches the 
 of the leading country in Latin america median level for the East asian 
 and the caribbean (costa rica) Tigers (republic of Korea)

country Quantity Quantity Total Quantity Quantity Total
Argentina –0.03 –0.01 –0.03 –0.05 –0.02 –0.06
Bolivia –0.08 –0.01 –0.09 –0.10 –0.02 –0.12
Brazil –0.03 –0.02 –0.06 –0.05 –0.03 –0.09
Chile –0.03 0.00 –0.03 –0.05 –0.01 –0.06
Colombia –0.04 –0.02 –0.06 –0.06 –0.03 –0.09
Costa Rica — — — –0.02 –0.01 –0.03
Dominican Republic –0.03 0.00 –0.03 –0.05 –0.01 –0.06
Ecuador –0.04 –0.02 –0.06 –0.06 –0.03 –0.09
El Salvador –0.03 –0.01 –0.04 –0.06 –0.02 –0.07
Guatemala –0.07 –0.01 –0.08 –0.09 –0.02 –0.11
Honduras –0.07 –0.02 –0.09 –0.09 –0.03 –0.12
Mexico –0.03 0.00 –0.03 –0.05 –0.01 –0.06
Nicaragua –0.07 –0.02 –0.10 –0.09 –0.03 –0.13
Panama –0.03 0.00 –0.03 –0.05 –0.01 –0.10
Peru –0.06 –0.01 –0.07 –0.08 –0.02 –0.10
Uruguay –0.02 –0.01 –0.02 –0.04 –0.02 –0.05
Venezuela –0.02 –0.01 –0.03 –0.04 –0.02 –0.06

Source: Calderón and Servén (2004).
Note: Potential decrease due to improvements in the quantity and quality of infrastructure.
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were re-negotiated in an average period 
of three and a half years after the con-
tract was signed (Guasch, Laffont and 
Straub, 2005). There were also cases of 
re-nationalized operations, particularly 
in the field of water and sanitation. One 
of the reasons for this was the public’s 
dissatisfaction with rate hikes and dif-
ferences between the government and 
operators with respect to setting rates.

Figure 5.2 Investment Commitments to Infrastructure Projects with
Private Participation in Latin America and the Caribbean
by Sector, 1990–2007

Source: World Bank and the Public-Private Infrastructure Advisory Facility (PPIAF), 
PPI Project Database.
Note: Dollars adjusted by the 2007 United States Consumer Price Index (CPI).
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Figure 5.3 Investment Commitments to Infrastructure Projects with
Private Participation, Main Recipients and the Rest of
Latin America and the Caribbean, 1990–2007

Source: World Bank and the Public-Private Infrastructure Advisory Facility (PPIAF), 
PPI Project Database.
Note: Dollars adjusted by the 2007 United States Consumer Price Index (CPI).
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2007). The ratio is apparently even low-
er with respect to highways, although 
it tends to be higher for airports and 
seaports as a result of a new wave of 
interest after 2005 (ECLAC, 2008). 

That said, the involvement of the pri-
vate sector has not been free of difficul-
ties. In an analysis of 307 concessions 
granted in the water and transportation 
sectors, it was found that 162 projects 
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from 61 percent to 52 percent in the same 
period, according to Latinobarómetro 
(Latinobarómetro, 2008) (Figure 5.4). Ac-
cording to the same agency, when analyz-
ing which activities should be in govern-
ment hands, 83 percent say it should be 
water, 80 percent believe it should be 
electricity, and 71 percent say it should be 
telephone service (Figure 5.5).

Figure 5.5 Activities That Should Be Mainly in Government Hands,
Latin America, 2008

Source: Latinobarómetro (2008).
Note: The results in the figure are based on responses to the following question: 
“Of the following list of activities, which do you think should be mainly in 
government hands and which should be mainly in private hands: health care, oil, 
primary/basic education, electricity, water, pensions/retirement, telephone 
services, universities, financing of political parties.” The only response that
appears here is “mainly in government hands.”
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Figure 5.4 Satisfaction with Privatized Public
Services, Latin America, 2003–08
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Source: Latinobarómetro (2003–08).
Note: The results in the figure are based on the responses to the 
following question: “Now that state-owned public services such as 
water and electricity have been privatized, and taking price and 
quality into account, are you much more satisfied, more satisfied, less 
satisfied or much less satisfied with these services today?”

This is probably one of the reasons 
why average Latin Americans continue 
to be critical of privatizations, despite 
the fact that the proportion of persons 
who say they are much more satisfied 
with the privatized service they receive 
rose from 15 percent to 32 percent 
between 2004 and 2008, while the pro-
portion of those less satisfied decreased 

(Continued on page 124)
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Interview with  
roberto Vellutini 

Roberto Vellutini, 

a Brazilian citizen, 

is the Manager 

of Infrastructure 

and Environment 

at the IDB. For 

the past 10 years, 

he was Head of Operations (Energy 

and Infrastructure) in the Bank’s 

former Private Sector Department 

(now the Structured and Corporate 

Finance Department). The author of 

numerous articles and with many years 

of professional experience, he is a 

graduate of the School of Economics 

at the University of São Paulo and 

holds an M.Sc. and a Ph.D. in applied 

economics from Cornell University 

(United States). 

How would you characterize the 
region's development with regard 
to infrastructure over the past half-
century?

We’ve observed two different 
phases in Latin America with regard 
to infrastructure: the first one was 
the public financing era, which 
lasted for the first 35 years after 
the founding of the IDB, while the 
second one has been a period where 
investment in the public sector 
coexisted with increased investment 
in the private sector, with the latter 
also being active in providing the 
infrastructure services that were 
traditionally rendered by govern-
ments. Besides telecommunications, 
the first industry to open itself up to 
private investment was the electrical 
power industry. Several countries 
privatized power generation, fol-
lowed by various electrical distri-

bution companies. The second area 
to open up was transportation, with 
the privatization of ports, airports 
and railways, and especially with the 
franchising of toll highways in vari-
ous countries of the region. However, 
the water sector has fallen behind 
and hasn’t been able to attract private 
resources in the same way. This has 
been due in many cases to a lack of 
interest on the part of governments, 
given its significance. Another issue 
that has gained importance in the con-
text I’ve mentioned is the adaptation 
of the legal and regulatory frameworks 
for different industries for providing 
both public and private services re-
lated to infrastructure. The mitigation 
of environmental and social factors re-
lated to investments in infrastructure 
has also taken on enormous relevance 
over the past 20 years, with the goal of 
ensuring their sustainability.
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What do you think has been the 
IDB’s role in these events, and in 
what ways has it been positive? 

The IDB has been a great partner 
of all the countries of Latin America 
and the Caribbean in the financing of 
public infrastructure over the past 50 
years. This financing, at times counter-
cyclical and at times complementary, 
has been accompanied by technical 
assistance with improving the environ-
mental and social design and manage-
ment of projects as well as developing 
the technical and institutional capaci-
ties of member countries. On the pri-
vate side, the Bank’s participation was 
key in supporting the first initiatives 
that were developing within budding, 
yet-unproven regulatory frameworks, 
which gave private investors and pri-
vate commercial banking confidence in 
the “bankability” of projects. This has 
facilitated investments of more than 
US$30 billion over the past 15 years.

Where do you see this issue going in 
the near and distant future, and what 
should be the role of the Bank? 

In the near future, the Bank should 
strengthen its countercyclical role in 
order to mitigate the effects of the 
current financial crisis by financing 
infrastructure that improves the com-
petitiveness of countries and gener-
ates employment and growth. Over 
the mid-term and long term, it should 
continue supporting public investment 
with technical assistance, institutional 
backing and financing. Also, it should 
complement this effort with actions 
aimed at supporting greater private 
investment in infrastructure. Two im-
portant issues for the future, in which 
the IDB has assumed and continues to 
assume great relevance and a leading 
role, are climate change and the water 
sector. The intent is to support things 
such as incorporating the effects of cli-
mate change in the design of relevant 

projects as well as investment pro-
grams for preventing natural disasters. 
For the water sector, where the basic 
problem is the future scarcity of the 
resource, the Water and Sanitation 
Initiative was created for supporting 
things such as efficient water use as 
well as greater coverage and quality.
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waTer anD Basic saniTaTion

Throughout the last half-century, 
the region experienced significant 
advances with respect to access to 
drinking water and sanitation services. 

At the beginning of the 1960s, the 
level of coverage was very limited. Of 
an urban population estimated at 100 
million, only about 40 million had 
household drinking water connections, 
while around 30 million had access to 
a sewage system that included waste 
treatment only in very few cases. The 
situation was worse in rural areas, 
where only 6 percent of the population 
had access to drinking water, while 
sanitation was practically nonexistent, 
with the exception of the construction 
of some rudimentary latrines.   

Although universal provision of 
these services with adequate levels of 
quality, continuity and sustainability 
is still a long way off, the region has 
experienced significant improvements 
in this area. In urban locations, 97 
percent of the population now has 
household drinking water connec-
tions, while 86 percent are connected 
to a sanitation network. In rural areas, 
73 percent are connected to the water 
system and 52 percent are connected 
to a sanitation network out of a total 
of 126 million inhabitants (Tables 5.3 
and 5.4). The main problem continues 
to be the scarcity of sewage treatment, 
which covers only 15 percent of such 
networks (IDB, 2007a).

Table 5.3   Population with Access to an Improved Source of Water, Latin America and the 
Caribbean, 1990 and 2006

(Percentage) 

 1990 2006

  Urban rural  Urban rural 
country areas areas Total areas areas Total

Argentina 97 72 94 98 80 96
Belize 100 n.d. n.d. 100 n.d. n.d.
Bolivia 91 49 72 96 69 86
Brazil 93 54 83 97 58 91
Chile 99 49 91 98 72 95
Colombia 98 68 89 99 77 93
Costa Rica n.d. 88 n.d. 99 96 98
Cuba 95 n.d. n.d. 95 78 91
Dominican Republic 97 66 84 98 91 95
Ecuador 82 61 73 98 91 95
El Salvador 90 48 69 94 68 84
Guatemala 89 72 79 99 94 96
Guyana n.d. n.d. n.d. 98 91 93
Haiti 62 48 52 70 51 58
Honduras 91 60 72 95 74 84
Jamaica 98 86 92 97 88 93
Mexico 94 72 88 98 85 95
Nicaragua 91 46 70 90 63 79
Panama 100 n.d n.d 96 81 92
Paraguay 78 28 52 94 52 77
Peru 88 46 75 92 63 84
Suriname 99 n.d. n.d. 97 79 92
Trinidad and Tobago 92 88 88 97 93 94
Uruguay 100 100 100 100 100 100
Venezuela 93 70 89 n.d. n.d. n.d.
Latin America and the Caribbean 94 61 84 97 73 92

Source: Joint Monitoring Program (JMP) for Water Supply and Sanitation, WHO and UNICEF (2008).
Note: n.d. = no data available.

(Continued from page 121)
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For the first 20 years of the IDB’s 
existence, a large part of the financing 
provided by the governments them-
selves, the Bank and other multilateral 
institutions was allocated to infrastruc-

ture projects aimed at developing and/
or expanding water systems, mainly 
in the large urban agglomerations of 
the region. Beginning in the 1980s, 
a progressively greater emphasis was 
placed on improving the efficiency and 
effectiveness of these investments by 
incorporating cost-benefit analyses and 
other planning tools. In this decade 
planners also began giving greater im-
portance to the financing of sanitation 
and sewage treatment works in order to 
reduce the levels of pollution generated 
by household waste.  

At the beginning of the 1990s, 
however, it began to be recognized 
that financing infrastructure projects 
exclusively was not solving the region’s 
water and sanitation problems and 
that in many cases, not addressing the 
institutional issues exacerbated the 
problems. Thus, institutional actions 
and variables began to be emphasized, 
such as the definition of the roles of 
planning, regulation and the provision 
of services, the introduction of stan-
dards and regulatory bodies, and the 
promotion of better business manage-
ment among operators.  

During this decade, the private 
sector’s involvement in the provi-
sion of water and sanitation services 

Table 5.4  Population with Access to Sanitation Services, Latin America and the Caribbean,  
1990 and 2006

(Percentage)

 1990 2006

  Urban rural  Urban rural 
country areas areas Total areas areas Total

Argentina 86 45 81 92 83 91
Belize n.d. n.d. n.d. n.d. n.d. n.d.
Bolivia 47 15 33 54 22 43
Brazil 82 37 71 84 37 77
Chile  91 48 84 97 74 94
Colombia 81 39 68 85 58 78
Costa Rica 96   92 94  96 95 96
Cuba 99 95 98 99 95 98
Dominican Republic 77 57 68 81 74 79
Ecuador 88 50 71 91 72 84
El Salvador 88 59 73 90 80 86
Guatemala 87 58 70 90 79 84
Guyana n.d. n.d. n.d. 85 80 81
Haiti 49 20 29 29 12 19
Honduras 68 29 45 78 55 66
Jamaica 82 83 75 83 84 83
Mexico 74 8 56 91 48 81
Nicaragua 59 23 42 57 34 48
Panama n.d. n.d. n.d. 78 63 74
Paraguay 88 34 60 89 42 70
Peru 73 15 55 85 36 72
Suriname 90 n.d. n.d. 89 60 82
Trinidad and Tobago 93 93 93 92 92 92
Uruguay 100 99 100 100 99 100
Venezuela n.d. n.d. n.d. 90 47 83
Latin America and the Caribbean 81 35 68 86 52 79

Source: Joint Monitoring Program (JMP) for Water Supply and Sanitation, WHO and UNICEF (2008).
Note: n.d. = no data available.
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began to be encouraged through such 
modalities as concession and manage-
ment agreements. The vast majority 
of companies that came to the region 
were large international operators with 
recognized experience in the field. 
However, this change did not bring 
the expected results. Shortly thereaf-
ter, a large number of these interna-
tional operators began to leave and 
most services were re-nationalized.  

Throughout this period, several 
countries also began implementing 
policies for the decentralization of 
their water and sanitation services, 
dismantling national organizations 
and transferring new responsibilities 
to regional, provincial or municipal 
levels. In many cases, however, the 
decentralization of responsibilities 
was not accompanied by the corre-
sponding transfer of skills, so many 
municipal governments have not yet 
managed to develop the institutional, 
technical and financial strengths nec-
essary to face and resolve the challeng-
es imposed by the sector (IDB, 2007a). 

In this context, water and sanita-
tion continue to be the most impor-
tant items on the social, sanitation 
and productive agenda of the region’s 
countries. This is evidenced in the 

commitment made by the region’s 
leaders in the Millennium Declaration 
(United Nations General Assembly, 
2000), which includes the goal of 
halving the number of people without 
access to drinking water and sanita-
tion by 2015.   

The region’s countries are on track 
to meet this goal. However, invest-
ments of around US$30 billion will 
still be required up to 2015, without 
including sewage treatment. If the 
objective were to achieve universal 
coverage, the amount of investment 
required would be US$50 billion, a 
figure that would rise to US$75 billion 
if sewage treatment were included 
(IDB, 2007a).

Consequently, it is clear that 
increasing coverage levels requires a 
huge amount of resources which must 
be correctly evaluated for efficiency 
and effectiveness of use. In the case of 
rural areas, experience suggests that 
in order for the provision of water and 
sanitation services to be sustainable, 
it must be based on active community 
involvement in areas including project 
design, construction, and subsequent 
operation and maintenance. 

Involving the private sector in 
financing and managing these ser-
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vices is still an option, but it must be 
meticulously analyzed on a case-by-
case basis. Beyond the trial model, no 
one can dispute that in order to avoid 
needlessly wasting resources, it is 
essential to improve efficiency in the 
administration of services.

It is imperative that recovery of 
costs through the payment of tariffs 
also improve, keeping in mind the 
needs of low-income families by devel-
oping properly designed and focused 
cross-subsidies. Lastly, continued 
political support for improvements 
in water and sanitation is a necessary 
condition for the achievement of long-
term objectives. An attempt must be 
made to align this aspect with incen-
tives governing service providers and 
with social issues. There is no doubt 
that room for action in the area is still 
quite broad.2 

TransPorTaTion cHallenges 

If there is an area of infrastructure 
in which Latin America and the 
Caribbean have lagged behind with 
respect to the rest of the world, it is 
transportation. Slow development in 
this area has become more and more 
evident as the region has significantly 

increased its interaction with the rest 
of the world. In addition to the interna-
tional situation, an IDB study found 
that an improvement in logistics and a 
decrease in transportation costs would 
allow the region’s different countries 
to be more competitive and increase 
their exports to other markets (IDB, 
2007b).

Despite recent efforts, Latin Ameri-
can countries have not been able to 
close the gap that widened during 
the so-called “lost decade,” when high 
levels of public debt, structural adjust-
ments and fiscal inequalities led to a 
sharp decrease in investment in this 
area (IDB, 2002). Although the process 
of building stronger ties to private 
capital began immediately thereafter, 
the results have been varied. 

While it is true that a good part of 
the region’s largest airports and sea-
port or river port operations are man-
aged by private companies, which has 
cleared up some of the bottlenecks, 
and roadway concessions have been 
attempted with varying degrees of suc-
cess, it is also true that Latin America 
continues to lag behind with respect to 
logistics. While the costs of this activ-
ity have been decreasing in the rest of 
the world since 1980, they have been 

A low-income rural family receives the 
precious gift of electricity thanks to a large-scale 

distribution system that links consumers with 
distant generation facilities. 
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increasing for Latin America and the 
Caribbean. Not only do export process-
es take up to five times as long as in 
developed countries, but the costs of 
transportation can represent between 
10 and 20 percent of the total value of 
imported goods. 

Thus, other areas of the world are 
clearly moving faster. In 1985, Latin 
America and the Caribbean had more 
highways than East Asia and more 
than the average mid-income country, 
but later that situation reversed. In 
2001, normalized road density (paved 
highways and the total network), 

taking the size of each country into 
consideration, had hardly grown, 
while road density in the Republic of 
Korea and mid-income countries had 
increased, thus causing this infra-
structure variable to be much lower in 
Latin America and the Caribbean than 
in mid-income countries and China 
(Fay and Morrison, 2007) (Table 5.5). 

The quality of the region’s high-
ways is generally deficient (Table 5.6). 
At the turn of the century, less than 
one-third of national road networks 
were in good condition in most of the 
countries for which data are available. 
The percentages of paved surfaces 
are also low: from 2000 to 2005, 
24.3 percent of highways were paved 
compared to 44 percent in mid-income 
countries and 76.8 percent in the 
Republic of Korea (Fay and Morrison, 
2007) (Table 5.7).

Factors such as these explain why 
the cost of logistics is a topic that 
crops up repeatedly in business sur-
veys carried out in the region, and also 
explain why Latin American countries 
rank so low in the relevant ratings cal-
culated by the World Economic Forum 
(IDB, 2007b). However, over the past 
few years there has been a notable 
fiscal effort reflected in government 

Table 5.5    road Density, Latin America and the Caribbean, 
China and Mid-Income Countries

  km per 10,000
 km/1,000 km2 workers

Total highways
Latin America and the Caribbean 148 110
China 177  22
Mid-income countries 180 180

Paved highways
Latin America and the Caribbean 36  30
China 41   5
Mid-income countries 82  50 
Source: Calderón and Servén (2004).
Note: Data are for the last year available (2000 or 2001). Per capita GDP in 
international PPP dollars corresponding to the time the chart was produced (2004) 
was US$5,495 in China, US$6,560 in medium-income countries and US$7,920 in 
Latin America and the Caribbean. In current dollars, the difference is even more 
pronounced: US$1,272 in China, US$2,453 in medium-income countries and US$4,013 
in Latin American and the Caribbean.
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plans aimed at the development of 
road infrastructure which have gained 
currency as an anti-cyclical strategy to 
counteract the low rate of growth of 
the world economy as of 2008.   

Also evident is the greater inter-
est of private investors after available 
funds had decreased at the beginning 
of the decade. One of the reasons was 
that the first wave of route conces-
sions generated a large volume of 
re-negotiation, making it necessary 
to develop new parameters to protect 
governments and investors. At the 
same time, reduced perceptions of risk 
lowered the internal rates of return on 
specific projects, making the system 

less onerous for users and improving 
the viability of the initiatives. Whatev-
er the reason, it is true that, according 

Table 5.6  Highway Quality in Latin America and the Caribbean

  national national regional regional 
 Total length highways highways in highways highways in 
 of highway (percentage good condition (percentage good condition 
country network (km) of total) (percentage) of total) (percentage)

Argentina 630,000 6.0 80 30 78
Brazil 1,611,000 4.5 24 14 n.d.
Colombia 166,233 10 29 40 n.d.
Ecuador 43,200 20 26 26 10
Guatemala 26,000 15 75 12 45
Haiti 3,400 20 16 44 4.0
Mexico 302,000 16 23 27 n.d.
Nicaragua 18,950 9.2 24 3.4 26
Peru 78,200 22 23 18 15

Source: World Bank.
Note: Based on government evaluations. 
n.d. = no data available.

Table 5.7   Paved Highways, Latin America 
and the Caribbean, 2000–05

(Percentage)

 percentage 
 of paved 
country highways 

Argentina 30
Bolivia 7
Brazil 5.5
Chile 20.2
Colombia n.d.
Costa Rica 24.4
Cuba 49
Dominican Republic 49.4
Ecuador 15
El Salvador 19.8
Guatemala 34.5
Haiti 24.3
Honduras 20.4
Jamaica 73.9
Mexico 37
Nicaragua 11.4
Panama 34.6
Paraguay 50.8
Peru 14.4
Trinidad and Tobago 51.1
Uruguay 10
Venezuela 33.6
Latin America and the Caribbean 24.3
Mid-income countries 44
Republic of Korea 76.8

Source: World Development Indicators, World Bank (2008).
Note: n.d. = no data available.

(Continued on page 131)
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Box 5.1  The IDB’s role with regard to infrastructure
Since its creation, the Inter-American Development Bank has been very 
actively involved in the issue of infrastructure. As such, it has financed 
more than 700 projects and activities (including technical partnerships) 
in the area of water and sanitation, with an average US$385 million 
invested per year and a total investment of nearly US$17 billion. 

A typical example of investment in this sector is the city of Medellín, 
Colombia. In the early 1990s, the Medellín River had a high concentration 
of wastewater and industrial contamination. To address these conditions, 
Empresas Públicas de Medellín (EPM; Public Utilities of Medellín), with 
the IDB’s technical and financial backing, began working on projects 
with an estimated cost of US$232 million, of which US$130 million would 
come from a Bank loan and the remaining US$102 million from local 
compensatory funds. The overall goal was to clean up the Medellín River 
and its tributaries, thus improving the quality of life in a metropolitan 
area that is home to more than three million people. 

The results of these projects, which were begun in 1993 and con-
cluded in 2000, included (i) construction of a plant that currently treats 
23 percent of all waste water; (ii) construction of nearly 270 kilometers of 
waste water collector and interceptor sewers and 11,000 new connections 
to the sanitary drainage system; (iii) establishment of nearly 80 kilome-
ters of aqueduct networks and nearly 26,000 household connections;   
(iv) purchase and installation of nearly 160,000 meters and an equal num-
ber of replacements in the field to reduce unaccounted-for water (UFW). 
Thanks to the joint efforts of the Bank and EPM, the quality of life of the 
city’s more than three million inhabitants has significantly improved. 

Moreover, over the past 50 years, the Bank has led in the develop-
ment of the region’s transportation sector. From 1961 to date, the IDB has 
approved a total of US$17.819 billion in loans aimed at this sector, repre-
senting approximately 37 percent of all funds disbursed for infrastructure 
projects and 12 percent of all loans granted by the Bank. 

One notable example is that of Curitiba, capital of the state of Paraná 
in southern Brazil, where nearly 1.8 million people reside and 3.3 million 
more from the outskirts move about the city on a daily basis. There are 
1.6 million automobiles in the metropolitan area. However, more than 70 
percent of the population chooses public transportation. In 1970, when 
most cities were concerned with implementing monocentric urban de-
velopment models, Curitiba instituted a new model of linear expansion, 

with priority given to public transport. Under this model, an integrated 
network was designed in which articulated buses travel in dedicated 
lanes along the city’s main thoroughfares.

These buses, which have a capacity of 270 passengers each, travel 
over 72 kilometers of dedicated lanes to meet the demand. A decade later, 
a system of physical and fare integration was established that allowed 
the use of trunk and feeder roads in return for payment of a single fare. 
In 1995, the Bank joined in the support for this revolutionary mobility 
system, approving a loan aimed at developing specialized roadway infra-
structure, building integrated terminals and implementing information 
support systems. In 2004, it approved a second loan for expanding the 
system to other areas of the city and improving service levels.

The IDB also played a relevant role in the development of the electri-
cal power sector. The energy sector is the top category in the Bank’s 
project portfolio at US$22 billion, corresponding to 14 percent of the total 
volume of approved resources since its creation. Of this total, 90 percent 
was directed at projects in the electrical power industry, primarily the 
construction of hydroelectric plants and rural electrification, with 40 
percent and 25 percent of total resources, respectively. 

The Sistema de Interconexión Eléctrica de los Países de América 
Central (SIEPAC; Central American Electrical Interconnection System 
Project) is characteristic of the IDB’s support for electrical integration in 
Central America. It is financing not only the construction of an 1,800 
km, 230 kW transmission system, but also the creation of the Mercado 
Eléctrico Regional (MER; Regional Electricity Market), which, despite the 
regulatory differences among its six member countries, is succeeding in 
establishing a seventh supra-national market with one regional regula-
tor and one regional operator, the Comisión Regional de Interconexión 
Eléctrica (CRIE; Regional Electric Interconnection Commission) and the 
Ente Operador Regional (EOR; Regional Operating Body).

Likewise, the IDB’s most relevant operations in the area of biofuels 
have been the financing of three ethanol distilleries in the states of Minas 
Gerais and Goiás in Brazil which was approved in July of 2008 for a total 
of US$269 million. Together, these three plants will require a total invest-
ment of approximately US$1 billion and will be capable of producing 110 
million gallons of ethanol per year and selling an amount of electricity to 
the grid that will be equivalent to the demand of 400,000 typical middle-
class Brazilian households.
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to the World Bank, private investment 
in transportation reached US$12.052 
billion in Latin America in 2007, 
almost double the figure reported the 
previous year and the largest amount 
in the region’s history (Table 5.8).

uPs anD Downs in elecTriciTy

Around the middle of the last century, 
electricity service in the region was 
still being provided by private compa-
nies that concentrated their activity in 

Table 5.8  Project Investment by Sector, 1990–2007
(Millions of dollars)

Year of    Water and Total
investment Energy Telecommunications Transportation sanitation investment

1990 440 3,463 6,691 0 10,594

1991 0 9,101 610 75 9,785

1992 5,140 4,458 2,777 0 12,375

1993 2,857 6,141 2,252 4,071 15,321

1994 4,076 9,261 2,434 525 16,296

1995 6,457 6,528 2,786 1,293 17,064

1996 9,532 9,448 6,294 192 25,467

1997 22,912 12,690 10,767 1,933 48,302

1998 18,816 37,060 11,653 1,276 68,805

1999 10,611 17,832 3,558 6,011 38,011

2000 14,382 16,597 4,533 2,845 38,357

2001 6,265 21,861 4,019 1,165 33,309

2002 8,022 9,570 1,712 604 19,907

2003 7,146 6,951 940 296 15,333

2004 3,269 10,651 2,469 1,133 17,521

2005 4,524 12,615 3,286 190 20,616

2006 7,581 14,337 6,549 713 29,180

2007 10,078 15,613 12,052 539 38,282

Total  142,109 224,176 85,379 22,860 474,525

Source: Private Participation in Infrastructure Projects Database, World Bank (2008). 

The IDB contributes to economic and social 
development in its member countries through 

loans and technical cooperation in the financing 
of projects that increase the availability and 

reliability of electrical power.

Toll-paying motorists increasingly become part 
of the financing mix in highway construction to ease 

urban congestion. In many cases, the toll roads are 
operated by private firms. (photo credit El Tiempo) 
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the most populated urban centers and 
had little interest in expanding their 
services to distant areas. In order to 
handle the deficiencies arising from 
the lack of investment in economic 
development, practically all the region’s 
governments took on a business func-
tion through the nationalization of ser-
vices. Thus, ambitious expansion plans 
were implemented with the support of 

multilateral banking, and electricity 
coverage was expanded significantly. 

This indicator changed favorably 
over time, reaching 42 percent cover-
age in 1971 and 70 percent in 1989; 
and today, on average, almost 90 
percent of the Latin American popula-
tion has access to electricity. Although 
some countries have achieved coverage 
of over 99 percent, great disparities 

Figure 5.6 Progress in Electricity Coverage, Latin America and the Caribbean, by Decades

Source: Millán (2006).
Note: The arrows indicate the Latin American countries with the least coverage of service.
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persist among nations (Figure 5.6). It 
is estimated that more than 50 million 
inhabitants in the region still do not 
have access to electricity. 

Installed generating capacity has 
been closely related to the increase in 
coverage. This growth has been moder-
ated by the interconnection of the dif-
ferent systems in the region’s countries, 
a process that began after the 1970s. 
Initially, the systems were isolated, 
and significant levels of reserves were 
required in order to provide adequate 
service reliability. 

Almost at the same time, there 
was a significant increase in installed 
capacity thanks to the construction of 
large hydroelectric power stations that 
reduced the region’s dependence on 
thermal power. While hydroelectric 
stations proliferated, for example, in 
South America at a rate of 5.5 percent 
per year between 1980 and 1995, the 
establishment of thermoelectric sta-
tions grew by only 2.2 percent. 

Later on, however, when the private 
sector’s involvement increased, the op-
posite occurred, in part due to climatic 
phenomena that intensified changes 
in the volume of water sources. 
Thus, between 1995 and 2006, the 
installation of thermoelectric stations 

grew by 5.7 percent per year in the 
above- mentioned area, while hydroelec-
tric station installations grew by 2.4 
percent (Figure 5.7). Nevertheless, most 
of the region’s countries depend sig-
nificantly on hydroelectric power, with 
levels reaching as much as 85 percent 
in some cases. 

Other technologies, especially 
renewable technologies (excluding 
hydroelectricity), were introduced in 
the last decade as substitutes for fossil 
fuels. Their share of the region’s energy 
matrix is, in general, very limited, 
although it is expected to increase con-
siderably over the next few years. Nota-
bly, power generation from geothermal 
sources, wind and sugar cane bagasse 
achieved a share of 12.6 percent in 
Central America in 2007. 

This dynamic has been accompa-
nied by the private sector’s growing in-
volvement in the provision of services. 
Some say that Latin America has been 
the leader worldwide with respect to 
tariff system and regulatory reforms 
and in opening up to competition (IDB, 
2001), which has attracted a consider-
able volume of resources. According 
to the World Bank, between 1990 and 
2007 US$142.109 billion was invested 
in these activities, distributed among 
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498 projects. Of this number, 10 were 
concessions, 174 were privatizations, 
311 were new projects and 3 were leas-
ing and administration contracts.3

An assessment of these efforts indi-
cates that increased generating capacity 
had a big impact and that phenomena 
such as blackouts decreased, thereby 
increasing the reliability of service, 
although a considerable proportion 
of the region’s countries still oper-
ate under a public monopoly scheme 
and continue to suffer from the same 

problems as before. Transmission 
losses have decreased, as well as tariffs, 
particularly for the largest buyers of 
electricity (IDB, 2001). However, the 
gap compared to other regions of the 
world such as Asia and the Pacific has 
continued to grow since 1980, when 
electricity generating capacity per 

Figure 5.7 Progress in Installed Capacity, South America, 1980–2006

Source: Millán (2006). 
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importance, driven also by multilateral 
banking. Involvement of local com-
munities, particularly those directly 
affected by the projects, began taking 
priority in the decision-making process. 
Environmental standards and regula-
tions have been developing gradually 
in order to harmonize development 
objectives with the preservation of 
the environment and the customs and 
traditions of different populations, 
especially indigenous peoples.

These elements are key if one 
keeps in mind that according to the 
International Energy Agency (IEA), 
world consumption will increase by 56 
percent in comparison to current levels 
by 2030, and Latin America and the 
Caribbean will not be an exception to 
that rule.  Coping with greater demand, 
together with the need for alternative 
energy sources, will continue to be a 
priority. Given this scenario, one must 
keep in mind the IDB’s estimate that 
the region could reduce its electricity 
consumption by 10 percent by the year 
2018 through implementing regulatory 
policies and measures in a cost-efficient 
manner, which would be the same as 
saying that one-third of the expected 
expansion to meet demand could be 
paid for through energy savings.

1,000 workers was practically the 
same in both areas (Figure 5.8).

In addition, regional integration 
has gone through several stages, be-
ginning with inter-system links based 
on bi-national stations, especially in 
the Southern Cone in the 1970s. Years 
later, the Andean countries unified 
their transmission systems simulta-
neously in order to provide backup 
support to one another in the event of 
emergencies and to bolster reliability. 
Regional institutions and infrastruc-
tures were also created in Central 
America in order to form integrated 
markets. 

A look at what has happened 
over the last few decades shows that 
the series of reforms that took place 
in the region’s electricity sector led 
to alternating between nationaliza-
tion and privatization. Moreover, the 
process highlighted the weak regula-
tory capacity of the region’s govern-
ments, which in some cases led to the 
re-establishment or creation of new 
energy ministries, secretariats, com-
missions or national councils (Millán, 
2006).

In a different field, environmental 
and social issues that did not receive 
much attention initially began gaining 

(Continued on page 138)
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Interview with  
alberto alemán Zubieta

Engineer Alberto 

Alemán Zubieta is 

the CEO of the Pan-

ama Canal Authori-

ty, the autonomous 

agency in charge 

of a key project for 

regional and global trade and integra-

tion. With many years of experience as 

the head of this interoceanic waterway, 

Alemán is also overseeing expansion 

work on the Canal that will allow the 

route’s cargo transport capacity to be 

doubled to up to 600 million tons per 

year by the middle of the next decade.  

How would you describe what has 
been going on in trade in the West-
ern Hemisphere over the past half-
century?

I think what made this period 
unique was the integration taking 
place among different blocs at the 
regional and global levels. The various 
agreements that were signed allowed 
for increased trading and improved 
efficiency in marketing and distribu-
tion channels. We’re also seeing far-
reaching innovations in the way trade 
moves, as shown by the increasing use 
of containers for moving cargo. All of 
this has been accompanied by changes 
in the economic policies of Latin 
American and Caribbean countries as 
part of the growing process of global-
ization we’re experiencing.

In what way have these changes been 
felt in the Panama Canal?

The Panama Canal is a bellwether 
of global trade that has registered not 

only the changes in technology but 
also the emergence of China as an 
exporting and importing powerhouse. 
Both factors have required us to shift 
gears and find new ways of doing 
things. In our case, we’ve been feeling 
the effects since the mid-1980s. Also, in 
the last decade we’ve noted an increase 
in the demand for raw materials from 
the region.

Are you seeing global trade grow 
despite the worldwide crisis?

Throughout the history of the 
Canal, which began operating in 1914, 
we’ve seen slumps that, from a long-
term perspective, seem manageable. 
The current expectation is that 2009 
will be a very hard year that will 
require adjustments in every industry 
and segment, and we’ve been prepar-
ing for it. But further down the road 
growth will return, and it will bring 
with it greater volumes in commercial 
trade and cargo movement.
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What does the Canal expansion 
involve?

It involves eliminating the restric-
tions we currently have on the global 
maritime industry. The maximum ship 
size we can accept is the well-known 
Panamax, which has a series of limita-
tions. Meanwhile, there are cases of 
vessels that move, say, 12,000 contain-
ers or up to 150,000 tons or more of 
bulk cargo, depending on the type of 
craft. In our case, our limits are 4,500 
containers and 60,000 tons, respective-
ly. Our intention is, therefore, to break 
this bottleneck in the most important 
link between the two largest oceans. 
This will redefine the way cargo moves 
in this part of the world while provid-
ing great advantages to users by adding 
value to the client, to the economies 
that make use of this route and to 
neighboring locations, in addition to 
changing trade patterns in the region. 
In short, it’s about being more efficient 
and developing economies of scale.

It’s the most ambitious infrastructure 
project of the early 21st century.

In the region, definitely. The cost 
of expanding the Panama Canal is 
estimated at US$5.25 billion and the 
project should be ready in 2014. This 
includes maintaining the current locks 
plus the ones to be developed. Also, 
the impact that this project will have 
on our country and on the region will 
be immense. In fact, we’re already 
seeing ports and countries preparing 
themselves to adapt their facilities to 
the new realities and to offer comple-
mentary services that will generate a 
great deal of wealth and create jobs. 
Therefore, the investment involved will 
actually be much higher than what I’ve 
mentioned, but the benefits will be 
even greater.

In this entire equation, how would 
you characterize the role and chal-
lenges of the IDB?

I think the Bank is a mainstay in 
the region’s development. In our case, 
the IDB played a leadership role be-
cause it understood the benefits of this 
project not only for Panama but for all 
the countries of the region. The future 
challenge will be to continue support-
ing the infrastructure while aiming at 
continuous and comprehensive devel-
opment to make the project sustainable 
over the long term. Lastly, it’s about 
obtaining a better quality of life for all 
the inhabitants of Latin America and 
the Caribbean.
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Bioenergy: a new DirecTion

The region’s experiences in the area 
of biofuels deserve special mention. 
Although this issue has lost a little 
of its strategic importance following 
the decrease in the price of oil after 
the peaks experienced in mid-2008, 
the progress that has been made is 
important and should regain visibility 
over the next few years. In particular, 
Brazil’s experience with ethanol and 
the fact that sugarcane is cultivated in 
practically all Latin American and Ca-
ribbean countries sparked the region’s 
interest in exploring this alternative for 
local consumption and/or for export 
(Rothkopf, 2007). In addition, there 
have been encouraging results with 
respect to biodiesel produced from raw 
materials such as palm oil.

In the mid-term, there is no doubt 
that when produced in a sustainable 
way, biofuels can offer, in addition to 
an affordable alternative to gasoline 
and diesel, a significant reduction in 
greenhouse gas emissions. The pro-
duction of sustainable biofuels also 
creates jobs, reduces poverty, improves 
the quality of life in rural areas, and 
provides interesting opportunities in 
the area of co-generation. Although the 

rise in food prices due to the diversion 
of agricultural supply gives cause for 
concern, the analysis depends on the 
raw material and the type of biofuel 
produced. Therefore, it is expected that 
regional strengths in this area will re-
gain the world’s attention once there is 
a return to world economic growth and 
a renewed demand for fossil fuels.

aDvances in 
TelecommunicaTions 

 “Together with capital and labor, 
information has become a crucial part 
of production,” states an IDB study car-
ried out at the beginning of the decade 
(IDB, 2001). This paper also emphasiz-
es how the emergence of new technolo-
gies had allowed the region to close the 
gap somewhat with developed coun-
tries in the field of telephone service, 
although the proportion was still five 
times greater for developed countries.  

Six years later, the change was 
even more dramatic. According to 
the International Telecommunication 
Union (ITU), while the number of land 
lines in Latin America and the Caribbe-
an rose from 87 to 100 million between 
2002 and 2007 (Figure 5.9), cellular 
telephone subscribers increased from 

(Continued from page 135)
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billion active cellular telephone lines 
worldwide at the end of 2008, growth 
in Latin America is significant, with 
about 440 million lines in the region 
projected for that same year. As a 
consequence, and to cite one case in 
particular, the coverage gap compared 
to Europe has been reduced to less 
than two to one.  

This technological change allowed 
one of the area’s major infrastructure 
bottlenecks to be broken quickly. Part 

100 to 377 million compared to 1995, 
when they amounted to less than 4 
million (Figure 5.10).4 As a result, 
overall density was about 82 percent 
in 2007 in comparison to 27 percent 
at the beginning of the decade. These 
figures keep changing continuously as 
the penetration of the service increases 
and the population pyramid changes.

Although what has happened in 
the region is part of a worldwide trend, 
since ITU estimates that there were 4 

Figure 5.9 Land Line Telephones, Latin America
and the Caribbean, 1995–2007

Source: Author’s calculations based on the ICT Statistics Database
of the International Telecommunication Union.
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Figure 5.10 Mobile Cellular Telephone
Subscribers, Latin America and the
Caribbean, 1995–2007

Source: Author’s calculations based on the ICT Statistics 
Database of the International Telecommunication Union.
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Private investments in transportation in Latin 
America totaled over US$12 billion in 2007, nearly 

double the previous year’s figure and the highest 
in the region’s history.

 (photo credit El Tiempo)

Private companies administer a large portion 
of the region’s airports and ocean and river ports, 

helping to reduce transportation bottlenecks.  
(photo credit El Tiempo)
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of what happened had to do with the 
sale of public assets at the beginning 
of the 1990s, but no less important 
was the granting of licenses for new 
private operators to enter the different 
countries. As a result, the volume of 
investments has been considerable, ris-
ing to US$224.176 billion between 1990 
and 2007, distributed over 144 differ-
ent projects.

Also of interest are developments 
related to Internet access. According 
to the ITU, the number of connections 
rose from 10 million to almost 24 mil-
lion between 2002 and 2007, while the 
number of users increased from 48 to 
147 million during the same period. 
Broadband connections increased 
eightfold in the same period, although 
the regional penetration index was 3.4 
for every 100 inhabitants, significantly 
below the world average of 5.9. In light 
of these circumstances, companies 
such as IDC5 estimate that almost one-
third of the region’s households will 
have high-speed access to the World 
Wide Web by 2012.

In addition, given the high penetra-
tion of mobile telephone service, the 
expectation is that high-speed wireless 
connections through cell phones will 
prevail over cable. Possibilities such as 

this will allow obstacles in connecting 
the region’s most remote locations to 
be overcome, as long as there is cover-
age for this service.  

Faced with the speed of these 
changes and the fact that a substan-
tial part of the decisions to be made 
are in the hands of the private sector, 
government regulatory bodies have 
been pressed to set license prices and 
connectivity rates between operators, 
as well as defend the rights of consum-
ers. However, in general, it has been 
possible to preserve an atmosphere of 
competition, resulting in better rates, 
more equipment and service options 
and, therefore, greater penetration. 

That factor has allowed the most 
distant populations to break out of 
their isolation and enabled millions of 
people to be integrated into productive 
streams, and has enhanced the region’s 
possibilities with respect to the out-
sourcing of voice and data services.

Final consiDeraTions

The relative success of Latin America 
and the Caribbean with respect to 
progress in the telecommunications 
sector over the last few years should 
not, however, obscure the fact that 

An IDB-financed program to modernize power 
generation and distribution in The Bahamas 
has helped the Bahamas Electricity Corpora-
tion improve service while lowering costs.  



the region is greatly behind in infra-
structure development. As noted by 
Marianne Fay and Mary Morrison, 
“approximately 2.5 percent of GDP (re-
gional, annually over 10 years) would 
be sufficient to meet the projected 
growth in demand, maintain existing 
infrastructure and achieve universal 
coverage in water supply, sanitation 
and electricity.” But if one wants to 
take it further, “much more would be 
needed, approximately between 4 and 
6 percent of GDP, in order for Latin 
America and the Caribbean to achieve, 
in 20 years, the same level of coverage 
as South Korea or simply to keep pace 
with China” (Fay and Morrison, 2007).

However, it is not just a question of 
spending more, but of spending more 
wisely. There are still deficiencies 
with respect to regulation or rate-
setting that make it necessary to grant 
considerable subsidies to segments 
of the population that do not neces-

sarily need them. This lack of clarity 
hampers the inflow of private capital 
and raises the cost of the concessions 
granted, which delays the delivery of 
the works or increases what users pay 
for them.

Even if there is investor participa-
tion, the fact remains that the weight 
of infrastructure development falls 
on the public sector. In some cases, 
the role of the government must be to 
guarantee an adequate framework for 
the implementation and management of 
projects, while in others its role is that 
of co-participant, co-financing projects 
or guaranteeing minimum conditions 
to ensure the profitability of initia-
tives. However, in most circumstances, 
the weight of these undertakings will 
continue to be borne by public coffers, 
even when the private sector serves as 
a crucial complement, helping to close 
the immense gap that exists just a little 
bit faster.  
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Interview with paolo rocca

Paolo Rocca is 

the CEO of the 

Techint Group of 

Argentina, as well 

as Chairman, CEO 

and President 

of Tenaris S.A. 

and Chairman of Ternium S.A., both 

headquartered in Luxembourg and 

leaders in the world steel market. 

With a degree in political science 

from the University of Milan, Italy, 

and additional studies at Harvard 

University, he took charge of the 

conglomerate in 2001. Rocca is 

extremely knowledgeable about the 

topic of infrastructure in the region, 

and he talks about it in this interview.

How would you analyze changes in 
Latin America and the Caribbean with 
respect to infrastructure over the past 
half-century? 

Infrastructure has expanded signifi-
cantly. During the first quarter-century 
of the IDB’s existence, infrastructure was 
provided exclusively by governments. 
They participated not only in the defini-
tion of needs, but also in the financing, 
execution and operation of the projects. 
Although there was a significant increase 
in the coverage and quality of public 
services, there were also distortions, since 
infrastructure policies, which were influ-
enced by short-term political factors, were 
not always congruent with economic and 
social development needs. After the great 
Latin American debt crisis of the eighties 
and especially during the nineties, there 
was a growing involvement of the private 
sector as well as of the public sector, 
which continued to reserve macro-plan-
ning and the definition of needs for itself. 
The experience of the nineties shows 
that coverage and the quality of services 
improved, particularly in the areas where 
private operators got involved. However, 
in the last 10 years, the involvement 
of these operators has been reduced in 
many Latin American countries. Changes 
in the rules of the game have created 

uncertainty, and have distanced private 
investors from the infrastructure services 
sector. 

The growing presence of the private 
sector in this issue has been remarkable. 
How would you describe this experience?

It’s very nuanced and above all, var-
ied. It ranges from the most successful 
cases in the most competitive sectors, like 
communications and energy, to complex 
and controversial sectors, such as that 
of drinking water and sanitation, where 
social variables have a very important 
role. The production of electricity with 
private backing practically doubled from 
1990 to 2005, and at the same time we 
saw large growth in cellular and land line 
telephone services, so that today, thanks 
to investments by the private sector, more 
than 85 percent of the population has ac-
cess to these services.

Foreign investment in infrastructure 
has also increased. Is this good or bad? 

Foreign investment has permitted 
economies to incorporate technology, 
specific management skills and resources, 
accelerating the learning process. In ad-
dition, together with local partners, it has 
made possible the development of sup-
pliers and clients, including in its role as 
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an exporter. As an example of this, since 
2001 we have been participating—with 
the financial support of the IDB and 
jointly with other companies in Latin 
America and elsewhere in the world—in 
the development of the Camisea natural 
gas project in Peru, which includes two 
pipelines to carry the products from the 
Peruvian jungle to the coast and to Lima. 
An investment of US$1.6 billion has been 
made in the project, generating employ-
ment for more than 2,000 persons (5,000 
during construction), and an additional 
growth in Peruvian GDP of 0.8 percent 
per year. 

What about regulation?
Government intervention must occur 

through clear and transparent regula-
tions that are adapted over time to attract 
efficient and reliable participation from 
the private sector. I think that the func-
tioning of the regulatory agencies has, 
in fact, improved in the region. It is no 
longer as common to see regulatory mat-
ters and the provision of public services 
converging in the same government area. 
The two functions are separate in many 
countries, and in these cases—where 
regulatory entities have greater auton-
omy—there is greater satisfaction with 
the provision of services. 

Despite what has been done, the gap 
between Latin America and the rest 
of the world has widened in this area. 
Why? 

Over the past 20 years, public invest-
ment in infrastructure has fallen signifi-
cantly due to fiscal adjustments caused 
by the economic crises that affected 
the region’s countries. Although private 
participation compensated partially for 
this decrease, it could not do so totally. 
In addition, private investment was 
concentrated in two sectors—energy and 
communications—where today the gap 
with the rest of the world is not great. In-
vestment in transportation, on the other 
hand, has been relatively marginal. 

What should the region do to make up 
for lost time? 

The allocation of resources for infra-
structure should be increased to extend 
its benefits to the fringes of the popula-
tion that still lack them. Such expansion 
would favor social inclusion, improving 
competitiveness in the region in all sec-
tors. Latin America and the Caribbean 
should spend more and better on infra-
structure. 

Does it worry you that the international 
economic crisis may affect infrastruc-
ture development? 

Investment in infrastructure would 
have to be an essential component of the 
stimulus plan for the region’s economies. 
Exports and private consumption are 
unlikely in and of themselves to com-
pensate for a decrease in demand. The 
financing of an anti-cyclical plan on a 
large scale requires the ability to attract 
and channel government and private 
financial resources from all directions, in 
a context where investors can measure 
risk carefully. This is the challenge.

In this process, what would the IDB’s 
role be? 

The role that the IDB could play, just 
as with other international organizations, 
is key to financing, advising and monitor-
ing in order to ensure that the increase 
in both public and private infrastructure 
investment is of greater economic and 
social quality and efficiency. The Bank’s 
participation in financing, whether direct 
or indirect, creates confidence in the proj-
ect and greater security with respect to its 
repayment. Additionally, it could contrib-
ute to supra-national projects, accelerating 
regional economic integration and devel-
oping shared regulatory frameworks. 
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parquet in paraguay. It takes keen eyes and steady hands to make fine parquet flooring. The owner of this workshop in Paraguay used small loans extended through an 
IDB-financed credit program to expand production and hire more workers. The IDB has pioneered in microfinance, first supporting tiny credit-granting organizations, and now 
backing full-scale banking operations that meet the needs of thousands of customers. Microentrepreneurs have demonstrated that they not only use credit effectively, but also 
repay their loans on time. 



VI The Private Sector: 
Tenacity and Success

M iguel Maccagno, who 
owns a small factory in 
La Matanza, a low-income 

neighborhood on the outskirts of Bue-
nos Aires, is in his office examining 
plastic containers for the soft drinks 
he produces. Reducing the weight of 
the bottle by 14 grams, he believes, 
could lower costs enough to allow his 
business, Agroindustrias Río Tercero, 
to compete against the large United 
States, Brazilian and Chilean firms that 
are active in this segment of the local 
market (IDB, 2007).

Like this entrepreneur, whose com-
pany employs a dozen people, hun-
dreds of thousands of Latin American 
and Caribbean private sector business 
executives are facing the challenge 
of competing and growing every day. 
Whether they own a mom-and-pop 
store or manage a large conglomerate 
with operations in several countries, 
in each case their overall objectives 
are the same: to sell more, maintain 
margins and grow in size. Although 
these are typical standards for a large 

part of the world, such precepts have 
a well-defined and unique regional 
expression. 

In fact, the private sector in 
Latin America represents nearly 90 
percent of the economic activity of 
the region’s countries (IDB, 2004a). 
Behind this proportion lies an impor-
tant structural change. While in 1970 
agriculture contributed 10 percent of 
added value in five major countries, 
with industry accounting for 18 per-
cent (Figure 6.1), in 2007 these figures 
had dropped to 7.2 and 15 percent, 
respectively, in favor of the service 
sector.

Moreover, in terms of corporate 
entities, microenterprises clearly 
predominate, constituting 90 percent 
of all private firms, while small and 
medium-sized enterprises (SMEs) 
represent an additional 8 percent and 
large firms the remaining 2 percent 
(IDB, 2004a). SMEs also generate 
between 20 and 40 percent of all jobs 
in the private sector along with 10 per-
cent of business activity, while the in-
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formal sector conducts more than half 
of all economic activity (IDB, 2004a).

These changing proportions are 
the result of an increasingly urban 
population whose productive base has 
changed, becoming more highly skilled 
and increasing its involvement in the 

global economy. But perhaps the most 
noteworthy element of all is the great-
er room afforded to private activity in 
the region over the last half-century, 
beyond the property rights tradition-
ally guaranteed by law.1

In other words, the context for the 
development of the private sector has 
changed dramatically throughout the 
region in recent decades. The wave of 
reforms of the eighties and nineties 
was intended to improve the efficien-
cy of markets, opening economies up 
to international competition by lower-
ing trade barriers, broadening access 
to international capital and transfer-
ring ownership of certain assets to 
the private sector. 

Thanks to these policy changes, 
the environment for firms has 
become more dynamic and stimulat-
ing (IDB, 2004a). Evidence of this 
includes the rise in foreign invest-
ment, the increasing presence of 
transnational Latin American firms 
or translatinas, and booming entre-
preneurship favored by regulatory 
changes and lower barriers to entry, 
especially with regard to access and 
use of technology.

There has also been a clear intent 
to build progress among micro-, 

Figure 6.1 Distribution of Added Value, Latin
American Countries, 1970–2007

(Percentage)

Source: United Nations Statistics Division.
Note: Average of Argentina, Brazil, Chile, Colombia and Mexico.
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small, and medium-sized enterprises 
through training and stimulus plans 
aimed at formalizing them and 
aiding their growth. A deciding 
factor in this equation has been the 
emergence of new financial products 
geared toward providing loans to 
smaller or newly established produc-
tive units.

However, this process has led to 
bottlenecks and weaknesses at all 
levels. Surveys conducted by vari-
ous sources show that the region’s 
business environment falls in the 
category of “less favorable” overall 
(Batra and Mahmood, 2003). The 
cost of doing business remains high 
in many countries, while the public 
institutions necessary for providing 
support to a dynamic private sector 
are classified as inadequate. 

The combination of weak credit 
frameworks, rigid bureaucratic pro-
cedures and complicated labor laws 
translates into higher transaction 
costs. Fragile public institutions are 
not able to provide the legal, edu-
cational, health and infrastructure 
services required for doing business. 
The combined effect of these factors 
on the corporate environment has 
been a higher degree of uncertainty 

and risk, shorter-term investments, 
the low availability and high cost of 
financing (both external and inter-
nal), a lower productivity per worker 
and, generally, greater difficulties 
and fewer mechanisms to help firms 
seeking business opportunities (IDB, 
2004a).

The realities mentioned above are 
also in contrast with public percep-
tion. According to Latinobarómetro, 
statism continues to be quite preva-
lent in the region, and in those 
nations where various services have 
been privatized, a significant major-
ity feels that they should be in public 
hands (Latinobarómetro, 2008). Addi-
tionally, 41 percent of the population 
expresses confidence in private firms, 
while 44 percent of those surveyed 
classify the work conducted by busi-
ness owners as “very good” or “good.” 

That said, 56 percent share the 
opinion that a market economy is the 
only system that will lead to develop-
ment (Figure 6.2). These surveys were 
taken at a time when most of the 
region’s countries were experiencing 
an important economic boom, with 
average annual growth rates of nearly 
5 percent between 2003 and 2008. 
This dynamic was accompanied by an 

High quality standards and credit from an 
IDB-financed microfinance program enabled the 

owner of a small business in Mendoza, Argentina, 
to expand production.
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appreciable decline in the employment 
rate and poverty indices.2

THe DeBaTe over PrivaTizaTion

Throughout a good part of the last cen-
tury, the region’s governments played a 
prominent role as business managers, 
whether in the area of public utilities 
or in activities deemed as strategic, 
including the development of natural 
resources. According to experts, the 
results of this experience were not 
favorable, as companies “often were 
instructed to keep their prices below 
the cost recovery level” (Chong and 
Benavides, 2007). Such distortions led 
to rescue operations and budgetary 
pressures, a system that became ridden 
with conflict upon the explosion of 
the foreign debt crisis in 1982, when 
state-run firms accounted for nearly 10 
percent of the region’s economy (Figure 
6.3).

 Consequently, only a few years 
later several Latin American and Carib-
bean countries decided to sell off pub-
lic assets in certain areas or allow the 
private sector to enter to develop new 
projects related to infrastructure, in-
dustrial activities or services. Although 
this trend was global, income from 

Figure 6.2 Approval of the Market Economy, Latin America, 2003–08; Totals by Country, 2008

(Percentage)

Source: Latinobarómetro (2003–08).
Note: The results in the figures have been determined based on the responses to the following question: “Do you strongly agree, agree,
disagree or strongly disagree with the following statement? ‘The market economy is the only system under which (country) can be
developed.’” Here, only the responses “strongly agree” and “agree” appear.
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privatization in the region accounted 
for 55 percent of the total generated 
by privatization throughout the entire 
developing world (Chong and Bena-
vides, 2007), with the amount collected 
totaling US$117.839 billion between 
1990 and 1999 (Chong and López de 
Silanes, 2004). 

This led to notable changes. In 
early 1990, only 3 percent of tele-
phone and electric power custom-
ers were served by private firms, a 
proportion that grew to 86 and 60 
percent, respectively, in 2003 (Chong 
and Benavides, 2007). However, 
the process was not homogeneous, 
nor was it exempt from changes in 
direction. One example was that of 
aqueduct services, where cases of 
re-nationalization were seen. There 
were also complaints resulting from 
the layoffs that followed the restruc-
turing of sold-off firms, as between 
20 and 30 percent of workers lost 
their jobs (Chong and López de 
Silanes, 2003).

These problems have likely made 
it difficult for the public to support 
the decisions made, although sup-
port has been higher in recent years 
(Figure 6.4). Studies have also shown 
that the regional balance is positive 
and that the failures were the result 
of poorly transparent processes or 
deficiently designed contracts due to 
the lack of an appropriate regulatory 
system (Chong and López de Silanes, 
2003).

Based on this point of view, 
privatization not only generated 

Figure 6.4 Satisfaction with Privatized Public Utilities, Latin America,
2003–08

(Percentage of responses)

Source: Latinobarómetro (2003–08).
Note: The results in the figure have been determined based on the responses to the following 
question: “Now that state-owned public utilities such as water, electricity, etc. have been 
privatized, taking into account price and quality, are you much more satisfied, more satisfied, 
less satisfied or much less satisfied with these services today?”
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Interview with Steven J. puig

Steven J. Puig is 

the IDB’s Vice 

President for the 

Private Sector and 

Non-Sovereign 

Guaranteed Op-

erations. Before 

his appointment, he was Head of Trade 

Products for Latin America at Citigroup 

and had headed up Citigroup opera-

tions in different countries throughout 

the region. He holds a master’s degree 

in international management from the 

American Graduate School of Interna-

tional Management in Arizona, and is 

a graduate of Georgetown University’s 

Edmund A. Walsh School of Foreign 

Service in Washington, D.C.

What’s your opinion of the change 
that has taken place in the private 
sector in the region over the last half-
century?

Undoubtedly, the view of busi-
nesspeople in Latin America and the 
Caribbean has changed significantly 
with respect to the nature of compe-
tition, social responsibility and the 
scope of their activities. In terms of 
competition, these days they are aware 
that their organizations must be com-
petitive at an international level, not 
just in order to defend their domestic 
markets, but also in order to conquer 
neighboring regional markets and, in 
some cases, extra-regional markets. 
Therefore, our businesspeople are very 
focused on continually improving the 
efficiency of their operations. Given the 
globalization of our region’s countries, 
this focus is essential for business 
success. With respect to social respon-
sibility, we have seen that over time 
businesspeople have taken on multiple 
commitments alongside the generation 

of profits. Moreover, our societies and 
the international community demand it 
of them. There has been a very positive 
change in internal business manage-
ment, in environmental responsibility 
and civil responsibility. Lastly, I would 
add that the scope of business activi-
ties has expanded significantly. Many 
activities that were once the exclusive 
domain of the public sector have been 
transferred to the private sector, or 
have become a joint effort of both. I’m 
referring to telecommunications, road-
way construction and maintenance, 
electricity generation and transmission, 
and the administration of ports and 
airports, among other sectors. 

What role do you think the IDB has 
played in these events, and what 
would you emphasize as positive with 
regard to what has been done?

The Bank has played multiple roles 
in this change. It has supported busi-
nesses and productive public institu-
tions directly through its windows to 
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the private sector by way of loans and 
technical assistance. In addition, we 
have continued to emphasize backing 
for infrastructure projects with the 
support of the private sector. Well-
conceived projects yield benefits for all 
users, reduce costs for our consumers, 
and contribute to the competitive-
ness of businesses and economies. 
Many initiatives take place within the 
framework of public-private partner-
ships created with IDB assistance. The 
Bank has been a leader in promoting 
social responsibility among the region’s 
companies, demanding sound man-
agement of IDB-financed projects and 
promoting ongoing dialogue on the 
topic through the annual Inter-Amer-
ican Conference on Corporate Social 
Responsibility. The projects that we 
finance undergo an environmental re-
view. In some cases we receive requests 
precisely because the sponsors or the 
government of a country is looking for 
a reliable and independent assessment 
of the potential environmental risks. I 

would close this answer by highlight-
ing the Opportunities for the Majority 
initiative through which we support 
business models that include the poor-
est people of the region.

How do you see this issue playing 
out over the short and long term, and 
what should the Bank’s role be?

In the immediate term, the IDB has 
an anti-cyclical role of great impor-
tance in dealing with the international 
financial crisis. This situation obligates 
us to focus on ensuring that the most 
basic elements of our economies are 
functioning well to allow for a general 
recovery. I’m referring to liquidity for 
trade and the systemic liquidity of the 
banking systems. The recession also 
forces us to ensure, now more than 
ever, that our activities are closely 
aligned with the economic programs 
of each borrowing country in order 
to achieve a greater impact with the 
set of actions to be taken. In addition, 
many countries have announced broad 

infrastructure programs for contribut-
ing to economic recovery in the short 
term and to competitiveness. We want 
to support these initiatives too. In the 
medium term it’s logical to assume 
that the world will thoroughly evalu-
ate this economic crisis. The IDB will 
have an important role in this task and 
in identifying recommended measures 
and policies for the future. With regard 
to the long term, I anticipate that the 
Bank will continue playing a key role 
as a go-between among its member 
countries, civil societies and business-
people. It will continue to be a catalyst, 
promoting the development of projects 
with a high impact on the region’s 
development by contributing loans and 
technical cooperation. We will seek to 
provide initiatives, reforms and proj-
ects that could not happen without a 
multilateral institution like the IDB. 
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greater income, but also increased 
production levels, productivity 
growth, tax benefits and improve-
ments in quality and access for low-
income individuals (Chong, 2006). 
Also, the belief that governments that 
sell off businesses are relinquishing 
a positive flow of income is refuted 
by the argument that state-run 
enterprises were losing money prior 
to privatization, the magnitude of 
which is difficult to calculate due to 
enormous cross-subsidies from other 
public enterprises and government 
loans (Chong, 2006). In addition, the 
data suggest that tax revenues from 
sold-off companies have improved 
in many Latin American countries 
thanks to privatization, resulting in a 
favorable tax balance.

With regard to job losses, even if 
layoffs explain part of the increase 
in profits following privatization, the 
evidence shows that salaries, adjusted 
by industry, actually rose in the aver-
age firm and that the higher profits 
seen by companies are largely the 
result of greater productivity (Chong, 
2006). 

Thus, the solution has more to do 
with improving regulation than with 
refocusing efforts. In other words, 

regulation related to privatization 
must be carefully reviewed, at least 
in two cases: industries character-
ized by natural monopolies or where 
oligopoly market structures exist, 
and industries where the government 
owns most of the industry’s assets, 
especially if no one firm carries suf-
ficient market weight (Chong, 2006). 
However, placed in perspective, prop-
er regulation can make privatization 
work, benefiting both the government 
and consumers (Chong and Duryea, 
2008).

THe Foreign invesTmenT Boom

According to ECLAC, in 2007 the 
region was the world’s most dy-
namic emerging economy, receiving 
US$105.9 billion in foreign invest-
ment, an unprecedented figure in the 
region (ECLAC, 2008), equivalent to 7 
percent of investment activity world-
wide during that period. Although the 
previous decade had seen a significant 
amount of revenue, this time around 
things were different in that resources 
were linked not to privatization as a 
key source of funds but to the sale of 
privately owned firms, the develop-
ment of extractive industries and 

(Continued from page 151)

A shoemaker in a modest neighborhood of San-
ta Cruz, Bolivia, used credit extended through 
an IDB microenterprise program to purchase 
leather and other supplies. 



the creation of new companies, both 
industrial and service-related. Thanks 
to a 46 percent increase in funds 
received versus the previous year, for-
eign investment accounted for 3.6 per-
cent of the region’s GDP (Figure 6.5), a 
rate not quite as high as the previous 
decade’s peak levels but similar to 
that of the early 1970s and double the 

amount reported in the 1980s.
This dynamic shows a funda-

mental shift of focus in a good part 
of a region that for half a century 
has oscillated between indifference, 
hostility and receptiveness to foreign 
capital. Depending on each coun-
try’s political situation and what was 
fashionable at different moments in 
history, there have been episodes of 
openness to foreign investment which 
in certain cases have been reversed. 
Nevertheless, in most economies the 
free movement of resources continues, 
and the number of sectors allowed to 
be the recipients of these resources 
has increased (ECLAC, 2008).

With regard to the events of recent 
years, there are two different explana-
tions for the observed boom. A signifi-
cant part of investments was aimed 
at markets in response to internal 
economic growth and the emergence 
of an increasingly broad group of con-
sumers. Thus, important expansion 
projects took place in the automotive 
sector, the consumer goods industry, 
the retail sector, the financial indus-
try, electrical power services, and 
construction to meet the demand for 
real estate and infrastructure. There 
was also a renewed interest in natural 

Figure 6.5 Income from Foreign Direct Investment, Developing 
Regions, 1990–2007

Source: ECLAC (2008).
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resources, particularly mining and hy-
drocarbons, as well as in the develop-
ment of biofuels (ECLAC, 2008).

Without a doubt, these circum-
stances changed in late 2008 after 
prospects for the world economy 
soured and prices for basic products 
dropped sharply, making a reduc-
tion in investment flows foreseeable. 
Nevertheless, the perception is that 
once the depressive part of the cycle 
has passed, Latin America will once 
again become an attractive destination 
as an internal market or as a supply 
source for other regions of the world, 
especially if regulatory stability and 
flexibility are maintained to facilitate 
the entry and exit of capital.

That said, some trends appear to 
be irreversible. One of them is the in-
creasingly important role being played 
in the region by the translatinas, firms 
that are headquartered in the region 
and specialize in certain sectors that 
are of interest to overseas investors. 
Thus, industries such as telecommu-
nications, hydrocarbons, mining and 
metals, cement, food and beverages, 
and retail have been particularly 
dynamic, with US$20.619 billion in 
resources invested in 2007. Although 
conglomerates operating in multiple 

countries have been formed on all 
continents, the bulk of these firms’ 
operations has been concentrated in 
Latin America.

markeT FlucTuaTions 

Having a solid, efficient financial 
system has been considered to be one 
of the bedrock principles for achieving 
adequate performance in the private 
sector. Various analyses indicate that 
in countries where credit restrictions 
are tightest, whether in the form of 
reduced access to loans or very high 
costs, growth in the productive sector 
is more difficult (Galindo, Micco and 
Panizza, 2007).

The region’s financial markets have 
oscillated significantly in past decades. 
During the 1970s, a large part of the 
credit system was repressed and the 
state was playing a prominent role in 
financial activities (IDB, 2004b). In the 
1980s, after a brief period of liberaliza-
tion and a few cases of privatization, 
the majority of financial systems faced 
profound crises, forcing governments 
to intervene and increase public 
ownership. At the end of the decade,  
a strong focus on banking regulation 
and supervision had become glob-
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ally widespread, strongly impacting 
the region. At that time, a new series 
of financial sector privatizations and 
reforms took place, this time in a 
context of greater and more prudent 
regulation and supervision.

In the mid-1990s, bank lending 
was growing at historic rates after a 
burgeoning inflow of capital. Nev-
ertheless, shortly thereafter many 
countries once again saw themselves 
affected by crises, and at the start of 
the new century banks remained weak 
and credit continued to stagnate (IDB, 
2004b). Once again, this trend was to 
be reversed in 2003 thanks to a no-
table boom across various economies.

In simple terms, a shift has oc-
curred from systems of direct owner-
ship, establishment of quotas by the 
productive sector and a high level 
of restriction with regard to interest 
rates or permissible activities at the 
end of the 1970s toward the current 
system of less government ownership 
combined with stricter regulation and 
supervision (IDB, 2004b). In 1970, 
for example, public banks managed 
64 percent of industry assets in the 
region, a proportion that dropped to 
55 percent in 1985 and 40 percent in 
1995. In other words, the level of gov-

ernment ownership in Latin Ameri-
can banks is similar to that of other 
developing countries and is showing 
strong decreasing tendencies (IDB, 
2004b). 

Also, in contrast with the global 
financial crisis that forced various 
developed nations to inject public 
capital into a large number of credit 
institutions at the end of 2008, the re-
gion seemed free of causes for alarm, 
although a decline in the number of 
credit approvals is to be expected. 
This process has been accompa-
nied by long-term inertia indicating 
greater expansion of financing, with 
loans to the private sector growing 
from around 15 percent to nearly 
40 percent as a proportion of the 
region’s GDP over the past 50 years.

This relationship, however, differs 
quite a bit from the one observed 
in developed nations as well as the 
emerging economies of Asia. Al-
though the global financial crisis that 
began in 2008 may alter the gaps 
between regions, the evidence shows 
a clear correlation between the level 
of credit-related activity and the per-
formance of the productive sector. It 
is also important for a majority of the 
population to have access to financial 

A customer makes a payment at a branch 
office of El Salvador’s Financia Calpia, one of 

Latin America’s largest microfinance institutions 
and a regulated bank since 2002. 
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institutions, something that occurs in 
less than 40 percent of Latin American 
families (Demirgüç-Kunt and Levine, 
2008). 

Despite these advances, the 
perception exists that the decisions 
that have been made have not been 
as fruitful as expected, despite more 
flexible legislation (De la Torre, Gozzi 
and Schmukler, 2006) and greater 
macroeconomic stability thanks to the 
victory over hyperinflation. However, 
this diagnosis is much more convinc-
ing in the case of stock exchanges and 
bond markets, the indicators for which 
continue to lag behind those of other 
regions. The development of the capi-
tal market is still, therefore, precarious 
(De la Torre, Gozzi and Schmukler, 
2006). In other words, vigorous capital 
markets have not been developed in 
the region’s countries, and the primary 
source of external financing for the 
region’s companies is bank loans (IDB, 
2004b).

Although there are those who 
believe that a long period of gestation 
is needed and that the decisions that 
have been made recently are the right 
ones, a different line of thinking sug-
gests the need to review and change 
the sequence of adopted policies 

(De la Torre, Gozzi and Schmukler, 
2006). But beyond this debate, several 
advancements are worth recognizing. 
For example, between 1990 and 2004, 
the market capitalization of compa-
nies listed on the region’s seven stock 
exchanges (Argentina, Brazil, Chile, 
Colombia, Mexico, Peru and Venezu-
ela) tripled, while in the region as a 
whole it went from 0.4 to 0.5 percent 
(Figure 6.6). However, it is also true 
that the same indicator reached 92 

Figure 6.6 Capital Raised Domestically, Selected
Regions, 1990 and 2004

Source: De la Torre, Gozzi and Schmukler (2006).
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percent in countries belonging to the 
Group of Seven (G-7) and 104 percent 
in Southeast Asia (De la Torre, Gozzi 
and Schmukler, 2006). 

Even more worrisome is the fact 
that the number of companies listed 
on the stock exchange fell from an av-
erage of 232 to 174 during the period. 
Although the bond market saw an 
important increase in issues by public 
entities, private issuers did not react 
the same way, accounting for only 10.7 
percent of GDP in the nations ana-
lyzed, while in Asia this indicator was 
two and a half times greater. All of 
this took place despite the emergence, 
over the last two decades, of private 
pension funds, which have become in-
creasingly important in some regional 
economies. In fact, innovations in 
this area were a central component of 
state reforms during the 1990s (Mesa-
Lago and Márquez, 2007). In practi-
cal terms, this involved modifying a 
public system based on contributions 
linked to employment and designed 
to cover the risks of old age, disability 
and death. 

However, as life expectancy 
increased, it became difficult to ex-
pand the base of active, contributing 
workers in order to finance the retired 

population, and systems began to ac-
cumulate considerable deficits. Thus, 
structural transformations took place, 
including the creation of private sys-
tems to substitute for or supplement 
public systems. Some also argued 
for promoting the creation of long-
term financial instruments that could 
contribute to expanding the capital 
market (Mesa-Lago and Márquez, 
2007). Thus, 12 of 20 Latin American 
countries adopted reforms ranging 
from completely replacing the public 
system with a private one to adopting 
a parallel system (where public and 
private coexist) and a mixed system 
(where private supplements public), al-
though in general, modifications were 
passed by all national legislations. 
Changes also included an increase in 
the number of contribution weeks, a 
revision of contribution amounts, and 
raising the retirement age.

Without getting into the justifica-
tion for these measures, the aggregate 
impact was great. By 2004, 160 mil-
lion people were insured under pen-
sion systems, with two-thirds of these 
systems belonging to the public sector 
and the remainder to the private sec-
tor (Mesa-Lago and Márquez, 2007). 
Toward the middle part of the decade, 

(Continued on page 162)
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Interview with  
dionisio Gutiérrez

As President of 

Corporación Multi 

Inversiones, Dionisio 

Gutiérrez manages 

one of Guatemala's 

largest and one of 

the region's most 

powerful corporations. The conglomerate, 

whose origins date back to the beginning of 

the last century, now boasts six divisions: 

milling, fast food restaurants, livestock 

operations, renewable energy generation 

projects, real estate and construction, and 

financial services. With a presence on 3 

continents and in 14 countries, the company 

employs 32,000 people and is an example 

of successful globalization. Its best-known 

brand is Pollo Campero, whose restaurants 

are located in Madrid, Jakarta, Shanghai, 

and throughout Central America and the 

Caribbean. 

What was the reason for forming a 
transnational group? 

I think it was mainly because the 
region is made up of relatively small 
markets, with a few exceptions. Due 
to this, globalization is inevitable for 
certain countries, such as those of Cen-
tral America. So, business groups have 
been set up despite the difficulties and 
contradictions. But it is due to the small 
size of the markets and the lack of an in-
tegration scheme along the lines of the 
European Union.

What is that process of going across 
borders like? 

It is still traumatic, costly and ineffi-
cient, and causes companies to lose their 
competitive edge. The reason is that 
there are incompatible laws and policies, 
which is really regrettable because the 
growth that we should experience is 
not there. This lack of standardization 
makes the process traumatic. There’s 
no doubt that all of this makes us less 
competitive in a globalized world.

What are the rewards?
For those of us who are used to this 

system, it is sometimes easier for us to 
operate within the cultural identity of 
the region. However, I want to empha-
size that we’re facing some big regula-
tory problems.

Is the Latin American businessperson 
more globalized now? 

Yes, there is much more awareness 
of the issue. Unfortunately, business-
people haven’t made the necessary level 
of commitment with respect to civil or 
legal matters in order to promote policy 
change. That is what we need, and until 
we change it, we will continue to see 
only large companies moving across 
borders, while we will still remain un-
derdeveloped.

How has your group changed over the 
last half-century? 

We started the group’s international 
expansion more than 35 years ago, 
first in neighboring Central American 
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countries and then in the Western 
Hemisphere and other latitudes. We 
were able to expand because we kept 
saturating the markets, and we had a 
drive to succeed and move forward. We 
generated the opportunity, and we took 
advantage of it.

What is your opinion of Latin Ameri-
can businesspeople? 

I think that the Guatemalans as well 
as others from Latin America and the 
Caribbean are the result of a process. 
We move in weak democracies that 
don’t give us the regulatory security 
that we would like and that haven’t 
fulfilled people’s expectations. Over the 
last few decades, only Chile has man-
aged to sustain its growth, while the 
rest have fallen behind. Part of what has 
happened has to do with the absence 
of unified government policies. For this 
reason, I hope to see the region’s busi-
nesspeople helping to decisively piece 
together that complex puzzle that holds 
the solution to the problems of poverty 
and backwardness. 

What would you like to see in the 
region?

I really hope that the elite of Latin 
America will take action. The region 
needs a new awakening that includes 
profound political reforms that will give 
back institutional security and strength 
in the rule of law to its democracies and 
institutions. I see the need to strengthen 
the bonds of integration, and I’d like 
to see us have a single passport and 
a single currency. This would give us 
economies of scale and would drive the 
development that we need to rescue 
millions of fellow Latin Americans who 
still live in poverty.

How do you see the IDB’s role in all 
this? 

I think that the IDB is an institution 
that has made significant inroads in 
Latin America and the Caribbean. But I 
would like it to show more strength in 
the region without funding excesses or 
irresponsible activities. Otherwise, we 
will continue to be a lost continent, one 
that has a lot of potential and talent but 

fails to take advantage of what we have 
in our favor. 
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the volume of managed resources grew 
to US$147 billion, or nearly 12 percent 
of the region’s GDP at that time. Never-
theless, around half of all investments 
were deposited in government bonds, 
while a little over 20 percent went 
into local stocks, corporate bonds and 
mutual funds (De la Torre, Gozzi and 
Schmukler, 2006); as such, the impact 
on the development of the capital mar-
ket was limited.

In light of the magnitude of the 
crisis that rocked the globe in 2008, it 
was clear that no market would be im-
mune to the situation and Latin Amer-
ica was no exception. Consequently, 
average share prices on various stock 
exchanges fell by nearly half, while 
the price of internal and external debt 
securities suffered due to the increased 
perception of risk across the region. 
This does not negate the fact that, 
despite the magnitude of these events, 
seeking the greater development 
of capital markets remains a valid 
objective. The question, of course, is 
whether the experts will find the right 
path toward meeting this objective 
once the situation returns to normal.

THe rise oF microFinancing

As a virtual parallel to the efforts 
aimed at driving capital markets, sup-
port for microfinancing has gained 
force as a way to break the chains of 
poverty that surround one of every 
three Latin Americans and to battle 
informality. Even though this phenom-
enon is relatively recent, the results are 
already encouraging. An analysis of 
23 countries in the region showed that 
between 2001 and 2005 the number 
of entities dedicated to microfinanc-
ing grew from 184 to 447, while the 
number of clients rose from 1.8 to 5.9 
million and portfolio values increased 
from US$1.189 billion to US$5.442 bil-
lion during the above period (Table 6.1) 
(Navajas and Tejerina, 2006). 

The chances of achieving these fig-
ures were slim at the start of the 1970s, 
when the first initiatives were launched 
in countries as diverse as Bangladesh 
and Brazil. The driving factor behind 
the first tested models was the convic-
tion that the poorest households could 
and should have access to credit (Nava-
jas and Tejerina, 2006). These models 
evolved over time and began to include 
loans to groups of individuals or even 

(Continued from page 159)
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communities, a good portion of such 
loans being managed by non-govern-
mental organizations. By 1990, how-
ever, personal loans and the formation 
of entities specialized in microfinanc-
ing began to predominate; commercial 
banks also began channeling resources 
in this direction.

The current decade has seen 
particularly rapid changes. According 
to available data, between 2001 and 
2005, average annual growth in the 
number of clients was 35 percent, with 

46 percent for loans. During the same 
period, regulated entities specialized in 
microfinancing had the greatest num-
ber of clients and the highest volume 
of loans. No less remarkable is the fact 
that these operations remain profitable, 
with indicators nearly equal to those of 
traditional banking. This is one of the 
reasons why the movement is attract-
ing growing numbers of individuals 
and institutional investors, who typi-
cally participate through an increasing 
number of specialized funds that chan-

Table 6.1 Microfinance Institutions, Latin America and the Caribbean, 2005 and 2001 

    
  number of portfolio  average
Type of Institution Institutions (US$ millions) Borrowers Loan (US$)

data from 2005 (23 countries)
Regulated microfinance institutions 98 4,407 3,851,765 1,144
 Downscaling (banks and financial institutions)a 31 1,810 1,233,873 1,467
 Greenfieldsb 30 1,005 738,671 1,361
 Upgradingc 37 1,592 1,879,221 847
Nonregulated MFIs 238 1,030 2,100,951 490
all MfIs—2005 336 5,437 5,952,716 913

data from mid-2001 (17 countries)
Regulated microfinance institutions 60 901 936,936 962
 Downscaling (banks and financial institutions)a 21 343 365,171 939
 Upgradingc 39 558 571,765 976
Nonregulated MFIs 124 288 869,509 332
all MfIs—2001 184 1,189 1,806,445 659

Source: Navajas and Tejerina (2006).
aRegulated financial institutions that added microcredit as a new line of business.
b MFIs operating as regulated financial institutions since inception.
cNGOs that have transformed themselves into regulated financial institutions.
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nel money to microfinancing agencies 
through loans or capital investments 
(Miller-Sanabria and Narita, 2008).

comPeTiTiveness anD THe 
ease oF Doing Business

However, these favorable developments 
must be imitated on other fronts. One 
example of the road that lies ahead was 
given in a study conducted by the IDB 
comparing the business environment 
in Latin America and the Caribbean 
with that of Asia. The data indicated 
that the region’s business owners 
were at a clear disadvantage. Accord-
ing to the study, East Asian countries 
have more highly integrated societies, 
greater income levels, and more highly 
articulated and sophisticated produc-
tive structures and innovation systems 
(Kantis, Ishida and Komori, 2002). 

Latin American entrepreneurs also 
pointed to the lack of necessary financ-
ing as one of the barriers impeding 
development and the growth of new 
firms, leading them to seek different 
ways of reducing their initial invest-
ment, such as purchasing second-hand 
machinery, obtaining credit from 
suppliers, or starting out on a smaller 
scale. Asian entrepreneurs, on the 

contrary, enjoy better access to exter-
nal financing, especially during the 
launch phase and the initial develop-
ment of their firms, with a greater 
variety of financing sources (Kantis, 
Ishida and Komori, 2002).

Such weaknesses have been high-
lighted by other measurements, such 
as those maintained by the World 
Economic Forum in its competitive-
ness rankings (Table 6.2) or by the 
World Bank in its Doing Business pro-
gram. In both cases, the results have 
been useful in re-evaluating the belief 
that the more devalued a country’s 
currency becomes or the greater its 
trade surplus, the more competitive 
it will be. This has been displaced in 
recent years by a more comprehen-
sive vision that takes into account the 
factors that contribute to generation 
of added value at both the microeco-
nomic level and the aggregate level. 

Thus, an economy is more compet-
itive when firms are able to function 
in an environment that encourages 
sustained growth in productivity and 
per capita income levels. The drive 
for greater competitiveness in a global 
economy forces countries to create 
better conditions for the develop-
ment of firms than those that reflect 

A bed frame gets a colorful coat of paint as 
workers gain experience in a program to pre-
pare job seekers for a place in the workforce. 



Source: Porter and Schwab (2008).
a One country that was included last year is not shown (Uzbekistan) because of the lack of survey data. Thus, the lowest rank in this column is 130 instead of 131.

Table 6.2 Global Competitiveness Index, 2008    

United States 1 5.74 1 1
Switzerland 2 5.61 2 2
Denmark 3 5.58 3 3
Sweden 4 5.53 4 4
Singapore 5 5.53 5 7
Finland 6 5.50 6 6
Germany 7 5.46 7 5
Netherlands 8 5.41 8 10
Japan 9 5.38 9 8
Canada 10 5.37 10 13
Hong Kong SAR 11 5.33 11 12
United 

Kingdom 12 5.30 12 9
Korea, Rep. of 13 5.28 13 11
Austria 14 5.23 14 15
Norway 15 5.22 15 16
France 16 5.22 16 18
Taiwan, China 17 5.22 17 14
Australia 18 5.20 18 19
Belgium 19 5.14 19 20
Iceland 20 5.05 20 23
Malaysia 21 5.04 21 21
Ireland 22 4.99 22 22
Israel 23 4.97 23 17
New Zealand 24 4.93 24 24
Luxembourg 25 4.85 25 25
Qatar 26 4.83 26 31
Saudi Arabia 27 4.72 27 35
Chile 28 4.72 28 26
Spain 29 4.72 29 29
China 30 4.70 30 34
United Arab 
 Emirates 31 4.68 31 37
Estonia 32 4.67 32 27
Czech Republic 33 4.62 33 33
Thailand 34 4.60 34 28
Kuwait 35 4.58 35 30
Tunisia 36 4.58 36 32
Bahrain 37 4.57 37 43
Oman 38 4.55 38 42
Brunei 
 Darussalam 39 4.54 n/a n/a
Cyprus 40 4.53 39 55
Puerto Rico 41 4.51 40 36
Slovenia 42 4.50 41 39
Portugal 43 4.47 42 40
Lithuania 44 4.45 43 38
South Africa 45 4.41 44 44

Slovak Republic 46 4.40 45 41
Barbados 47 4.40 46 50
Jordan 48 4.37 47 49
Italy 49 4.35 48 46
India 50 4.33 49 48
Russian 
 Federation 51 4.31 50 58
Malta 52 4.31 51 56
Poland 53 4.28 52 51
Latvia 54 4.25 53 45
Indonesia 55 4.25 54 54
Botswana 56 4.25 55 76
Mauritius 57 4.25 56 60
Panama 58 4.24 57 59
Costa Rica 59 4.23 58 53
Mexico 60 4.23 59 52
Croatia 61 4.22 60 57
Hungary 62 4.22 61 47
Turkey 63 4.15 62 53
Brazil 64 4.13 63 72
Montenegro 65 4.11 64 82
Kazakhstan 66 4.11 65 81
Greece 67 4.11 66 65
Romania 68 4.10 67 74
Azerbaijan 69 4.10 68 66
Vietnam 70 4.10 69 68
Philippines 71 4.09 70 71
Ukraine 72 4.09 71 73
Morocco 73 4.08 72 64
Colombia 74 4.05 73 69
Uruguay 75 4.04 74 75
Bulgaria 76 4.03 75 79
Sri Lanka 77 4.02 76 70
Syria 78 3.99 77 80
El Salvador 79 3.99 78 67
Namibia 80 3.99 79 89
Egypt 81 3.98 80 77
Honduras 82 3.98 81 83
Peru 83 3.95 82 86
Guatemala 84 3.94 83 87
Serbia 85 3.90 84 91
Jamaica 86 3.89 85 78
Gambia 87 3.88 86 102
Argentina 88 3.87 87 85
Macedonia, 
  former 

Yugoslavia 89 3.87 88 94
Georgia 90 3.86 89 90

Libya 91 3.85 90 88
Trinidad and 
 Tobago 92 3.85 91 84
Kenya 93 3.84 92 99
Nigeria 94 3.81 93 95
Moldova 95 3.75 94 97
Senegal 96 3.73 95 100
Armenia 97 3.73 96 93
Dominican 
 Republic 98 3.72 97 96
Algeria 99 3.71 98 81
Mongolia 100 3.65 99 101
Pakistan 101 3.65 100 92
Ghana 102 3.62 n/a n/a
Suriname 103 3.58 101 113
Ecuador 104 3.58 102 103
Venezuela 105 3.56 103 98
Benin 106 3.56 104 108
Bosnia- 
 Herzegovina 107 3.56 105 106
Albania 108 3.55 106 109
Cambodia 109 3.53 107 110
Côte d’Ivoire 110 3.51 n/a n/a
Bangladesh 111 3.51 108 107
Zambia 112 3.49 109 122
Tanzania 113 3.49 110 104
Cameroon 114 3.48 111 116
Guyana 115 3.47 112 126
Tajikistan 116 3.46 113 117
Mali 117 3.43 114 115
Bolivia 118 3.42 115 105
Malawi 119 3.42 n/a n/a
Nicaragua 120 3.41 116 111
Ethiopia 121 3.41 117 123
Kyrgyz 
 Republic 122 3.40 118 119
Lesotho 123 3.40 119 124
Paraguay 124 3.40 120 121
Madagascar 125 3.38 121 118
Nepal 126 3.37 122 114
Burkina Faso 127 3.36 123 112
Uganda 128 3.35 124 120
Timor-Leste 129 3.15 125 127
Mozambique 130 3.15 126 128
Mauritania 131 3.14 127 125
Burundi 132 2.98 128 130
Zimbabwe 133 2.88 129 129
Chad 134 2.85 130 131
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Interview with nicolás Trociuk

Nicolás Trociuk 

is the Chairman 

of the Board of 

Directors of Banco 

Regional, one of 

Paraguay’s most 

important finan-

cial institutions, as well as a director of 

Trociuk y Compañía, a company spe-

cializing in agriculture and livestock 

production, agroindustry and the sale 

of foodstuffs. In this interview, he indi-

cates that the current global crisis must 

be met with a mixture of perseverance 

and optimism.

How has the environment changed 
for a company like yours over the 
years? 

In my experience I have noticed 
constant, cyclical changes, because we 
are in a country, Paraguay, with an 
economy that is very dependent on the 
climate, on primary production and 
on international markets, as well as on 
neighboring countries, mainly Brazil 
and Argentina, with whom we have 
many ties. We were constantly growing 
until the global crisis exploded, and we 
don’t know how deep it will be or how 
long it will last.

Is it more difficult to compete in a 
globalized world? 

Without a doubt. But I also see glo-
balization as a positive thing, because 
it forces us to be efficient and competi-
tive. Otherwise there would be stagna-
tion in quality and cost, which is not 
healthy at all. 

What are the opportunities that this 
new reality brings? 

In crises, there are also opportuni-
ties, and this is particularly true in a 
globalized world. It’s all about cre-
ativity, willingness and work that is 
efficient and well done. Of course, we 
must make the necessary effort, since 
challenges can be met if we approach 
opportunities responsibly and seri-
ously. It’s a matter of confidence.

There are many companies in the 
region that have decided to go into 
other countries. What do you think 
about that? 

From my point of view, diversifying 
risks, investments and work is prudent, 
although you don’t always achieve the 
results you were expecting. However, 
a globalized world is a reality that we 
can’t ignore or escape. Sound invest-
ments for sound purposes are and will 
always be embraced and welcomed. 
It doesn’t matter where or in what 
country you are, or what country you 
come from. 
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Are Latin Americans in today’s busi-
ness community better prepared? If 
so or if not, why? 

I sense that they are; there is 
greater capability and experience. The 
region’s businesspeople have already 
carved out their space in the global 
market. But with what has happened 
lately, we have seen that those who up 
to now were considered the best and 
most reliable can also fail and make 
mistakes. 

In your opinion, what’s the main 
challenge facing the private sector in 
the region? 

Right now, it’s to get out of this 
crisis without too much irreparable 
damage, although undoubtedly there 
will be some. We hope to get around 
the situation and look at the future 
optimistically and with confidence, 
without losing hope. Although we 
can’t ignore that there are problems, 
the challenge is to generate work and 
productivity to move forward.

How do you see the business sector 
handling things in the global crisis? 

I’m concerned, but I’m also highly 
optimistic, because the crisis has to end 
one day. It is better not to get depressed 
and realize that life will go on and that 
companies must continue operating. 
We are going to go through some very 
hard times. Although the bomb explod-
ed in another place that had nothing to 
do with us, the shock wave hit us all, 
and we have a heavy cross to bear. It’s 
a matter of resistance and time. 

What change would you like to see 
occurring in the region’s business 
community? 

I’d like us to soon be able to see the 
light at the end of the tunnel in this 
crisis that we still haven’t been able to 
measure. I’d like to see this crisis come 
to an end quickly so that we can get 
down to work, repair the damage and 
rebuild our economies. Of course, I’d 
also like the regional and world econo-
mies to stabilize so that we can begin 

working. In this current environment 
of fear, re-establishing confidence as 
quickly as possible is crucial. 

How do you analyze the IDB’s role in 
this matter? 

We applaud the IDB’s decision to 
support its member countries with an 
ambitious program to confront and 
mitigate this crisis to a certain extent. 
In Paraguay, the IDB has always been 
viewed as a good partner to have in 
development programs. It’s my under-
standing that this institution is the one 
that has supported Paraguay the most 
with loans and development programs. 
My perception is that it has played and 
continues to play an extremely impor-
tant role. 
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region rank4 among a sample of 181 
economies (Figure 6.7). Beyond specific 
success stories, the general perception 
is that even where progress has been 
made, it has been slower than on other 
continents. 

The obstacles to be overcome are 
broad and diverse in nature. One of 
them is the regulatory framework and 
the high cost of dealing with govern-
ment entities. Other factors include 
the lack of modern infrastructure, 
low labor productivity, the relatively 

Figure 6.7 Ranking in the Doing Business Index,
Singapore and Latin American 
Countries, 2008

Source: World Bank (2008).
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current income levels (IDB, 2001). 
Ultimately, this involves staying ahead 
of the pack, an important consideration 
for a region that has failed to close the 
gap or lost ground in the race against 
other areas of the world.

Despite the advancements of recent 
years, the results for the region are not 
good. According to the Global Competi-
tiveness Index,3 in 2008 only one Latin 
American nation was among the top 
30 in a group of 134 countries, while 
seven of the region’s countries were in 
the top half and 16 were in the bottom 
half. A 2001 analysis of 75 countries, 
including 20 from the region, showed 
similar results despite changes in the 
measurement methodology that make 
the numbers not completely compa-
rable. It was clear at that time, as it is 
now, that Latin America was in fifth 
place among the seven major regions 
of the world with regard to competi-
tiveness, only slightly outstripping the 
poor countries of Asia and the small 
number of African states included in 
the study (Porter and Schwab, 2008).

Although some individual classi-
fications differ, the results published 
by the World Bank in its annual Doing 
Business report show clear similarities 
in terms of where the nations of the 

CHAPTEr VI    |  THE PRIVATE SECTOR: TENACITY AND SUCCESS168



small size of local firms, a low capac-
ity for innovation, and bottlenecks in 
the finance sector, just to name a few. 
Improving this reality is essential in 
light of the challenges generated by 
the global deceleration reported since 
late 2008. Beyond the complex nature 
of the crisis, recovery will no doubt be 
faster in areas where the private sector 
can function in a more favorable and 
flexible environment. 

Thus, while it is clear that private 
initiative in Latin America and the 
Caribbean has made enormous strides 
over the past half-century, the task is 
not yet done. On the one hand, the sale 
of public enterprises or the arrival of 
new capital in areas that were previous-
ly off-limits requires a massive effort in 
establishing standards and regulations 

to guarantee both the rights of the 
public and the development of the proj-
ects involved. On the other hand, with 
regard to the financial sector, a greater 
expansion has occurred that neverthe-
less lags behind the indicators for other 
regions of the world. 

It is equally important to emphasize 
that while the rise in foreign invest-
ment reported during this decade may 
suggest otherwise, the region’s busi-
ness climate is not the most optimal. 
Consequently, there is no choice but to 
tear down barriers and make proce-
dures more efficient while working 
on issues like education or physical 
infrastructure. In the industry’s own 
terms, an effort of this magnitude will 
guarantee greater returns for all of the 
region’s inhabitants.
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Interview with María Otero 

María Otero is 

president and CEO 

of ACCION Inter-

national, a leading 

global microfinance 

institution and a mi-

crofinance pioneer in 

Latin America and the Caribbean. Through-

out her career, she has worked with the 

U.S. Agency for International Development, 

the Centre for Development and Population 

Activities, the Development Group for Al-

ternative Policies, and the Inter-American 

Foundation. She has earned numerous 

awards and is currently an adjunct profes-

sor at the Johns Hopkins University School 

of Advanced International Studies (SAIS). 

A native of Bolivia, she holds a master’s 

degree in literature from the University of 

Maryland as well as a master’s degree in 

international relations from SAIS.

Aside from the significant growth of 
microfinance throughout the region, 
its role in rebuilding the social fabric 
has been remarkable.

Yes, indeed. We’ve seen that in 
some contexts, in certain regions in 
conflict, the possibility of bringing in a 
source of new jobs through microenter-
prises makes the difference. We’ve also 
seen that in countries that are coming 
out of conflict, incorporating microfi-
nance programs really helps along the 
reconstruction process. It’s an element 
that helps countries create all the 
threads that have to be tied together to 
build a stable society under the condi-
tions that will allow their citizens to 
live a better life. Microfinance hasn’t 
been the answer to everything. It’s not 
the solution, but it helps expand our 
capacity to heal a society.

Not all microfinancing happens 
through banks, but through non-gov-
ernmental organizations, correct?

Yes, and the reason is that NGOs 
have more options for addressing 
certain types of situations. Donors 
play a different role in that they must 
recognize that, in some cases, the work 
being done isn’t for creating a finan-
cially viable entity or new business 

models, but simply for providing as-
sistance. Nevertheless, in a good part of 
Latin America and the Caribbean, the 
model is sustainable, which explains its 
significant growth.

What impact do you think the finan-
cial crisis will have on microfinance?

We’re still in an environment of 
uncertainty. We’re aware that this is a 
crisis situation, but we’re not sure yet 
what the impact will be. We know that 
it’s affecting economic growth, along 
with production and demand. This 
definitely impacts the micro-entrepre-
neur and raises the cost of food and 
other basic household necessities for 
poor families. 

And how will it affect microfinance 
organizations?

The thing that will be affected 
the most is their liquidity, which is a 
concern because they need resources 
to expand their portfolios. What we’re 
going to see is that those organizations 
that were using capital markets will 
be forced to look for other sources of 
funding, which will result in a sig-
nificant slowdown in their growth. 
We have to remember that in Latin 
America they’ve grown at 20 percent 
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per year, with some of the more well-
established ones growing at 35 or 40 
percent per year. These rates will drop, 
in a context where many people still 
don’t have access to financial services. 
Overall, the crisis will impact the 
momentum at which microfinance has 
been implemented in recent years.

What is your opinion regarding the 
assertion that lending rates for micro-
credit are too high?

Our experience, after working 30 
years in this field, is that you can’t 
compare the interest rates of a microfi-
nance entity with market rates, because 
micro-entrepreneurs don’t have access 
to the market. Instead, you have to 
compare them with moneylender rates, 
which can be as high as 10 or 15 percent 
per day. Any micro-entrepreneur who 
compares those rates, which can be 
up to 600 percent per year, with the 
maximum 40 percent offered by micro-
finance organizations, won’t hesitate 
to choose microcredit for that reason, 
because his other option isn’t the bank 
that will lend him funds at 20 percent, 
but the moneylender. The reason for the 
higher rates is that it’s very expensive to 
grant small loans and make them avail-
able on demand in an efficient manner. 

But couldn’t they be lower?
If they charged less, microfinance 

institutions wouldn’t be able to sustain 
themselves and they’d start decreasing 
in size. You can ask any micro-entrepre-
neur whether he’d rather pay a higher 
interest rate and have the security of 
knowing that he’ll have access to finan-
cial services two or three years down 
the road, or pay a lower rate and live 
with the risk that we may not be around 
in three years. Micro-entrepreneurs will 
always go for the first option, because 
they need secure access to credit. 

What is your view of the interest rate 
caps on microloans that exist in some 
countries?

They worry us, because establishing 
caps creates a situation where microfi-
nanciers will have less of a chance of 
becoming self-sustainable or -regulated. 
If regulators in a particular country want 
to maintain a cap on interest rates but 
decrease financial services for the poor, 
though, unfortunately, that’s their choice. 

Do you worry about the level of 
consumer indebtedness that is being 
promoted to many low-income people?

That’s one of the issues that caused 
the current financial crisis—people 

were financing out-of-control consump-
tion with credit cards. Having access 
to consumer goods through plastic is 
helpful, but the key here is to improve 
the financial literacy of low-income 
people, helping them comprehend 
their economic situation so that they 
understand how overindebtedness can 
lead to enormous losses. I think if that 
had been done in the United States, we 
wouldn’t have this crisis today. Com-
mercial entities that work with the 
lowest-income segments of the popu-
lation not only have a responsibility 
to be transparent, but they also have 
a responsibility to help improve the 
financial knowledge of their clients.

What would it take in regulatory 
terms to provide greater incentives 
for financing?

The answer differs from country to 
country, and in general, we’re seeing 
that it’s not just about taking regulato-
ry steps, but about creating incentives 
for banks to view microenterprises as 
clients and educating banks on how 
to work with people who don’t keep 
books and are used to informality. 
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Box 6.1    The IDB’s role in the Private Sector
The Inter-American Development Bank has worked alongside the private sector in the region 
throughout its history. However, such activities have intensified over the last few years, thanks 
to a more favorable business climate and decisions that have expanded the range of loans be-
yond national or regional public spheres. A concrete example of these efforts is the Inter-Amer-
ican Investment Corporation (IIC), founded in 1989 as a separate entity of the IDB with its own 
accounting department and Board of Directors. From its creation until 2002, the IIC approved 
loans for the small and medium-sized enterprises of Latin America and the Caribbean. In 2008, 
the IIC approved a new business plan that included new definitions and market segmentation 
between financial institutions and companies in other sectors. Thus, between 1989 and 2008 
the Corporation approved 560 operations with an aggregate value of US$3.3 billion, not includ-
ing another US$1 billion for co-financing activities. 

It is also necessary to point out the Multilateral Investment Fund (MIF), founded in 1992 
for the purpose of delivering funds for research, developing partnerships with the public or 
private sectors, and even investing in risk capital. As a result of this effort, the MIF has car-
ried out trailblazing work in the area of remittances in order to calculate their volume and to 
determine more effective uses for these funds. It has also supported the transformation of non-
governmental organizations into regulated microfinance institutions. The MIF’s goal for the 
next five years is to triple the resources delivered under this modality in Latin America and the 
Caribbean so that it may reach 25 million clients. During its existence, the Fund has approved 
1,200 projects for the delivery of money and 160 joint investments for an overall total of over 
US$2 billion.

In 1994, the Private Sector Department was created within the structure of the Bank, and 
in 2006 its name was changed to the Department of Structured and Corporate Finance. Loans 
and partial guarantees approved for the finance, productive, infrastructure and service sectors 
have totaled almost US$18 billion since 1995. Also worth mentioning is the Opportunities for 
the Majority initiative. Created in 2007 with an initial allocation of US$250 million, its purpose 
is to apply market-based strategies to incorporate the millions of people who are still excluded 
from the region’s economic activity.  

Some of the Department’s most notable projects include successful programs for investing 
in different microfinancing entities like Bancosol in Bolivia or Financiera Calpia in El Salvador. 
In the latter case, by the time the Bank sold its share in Financiera Calpia in 2000, the institu-
tion had 10 times more clients than when it began, as well as eight additional offices, 61 new 
loan officers, and nearly three times as many clients per officer. 
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putting science to work. Growing out new genetic material, a lab worker in São Paulo takes an initial step in developing varieties that will not only help farmers but also fuel a 
chain of agroindustries that has made Brazil a world leader. In general, however, most Latin American countries have lagged in science and technology critical for creating a mo-
dern industrial sector capable of competing in the global marketplace. The IDB has been a leader in supporting programs to strengthen links between research and industry. 



Science and Technology: 
A Wise InvestmentVII

W hen Geraldyne Mlynarz 
graduated with a degree 
in agronomy, choosing 

the detection of viruses in fish as the 
topic for her biotechnology thesis, she 
didn’t expect to become, along with 
her professor Ana María Sandino, a 
prosperous entrepreneur in genetic 
technology as a result (IDB, 2005a). Af-
ter creating a new diagnostic method 
using chain reaction polymerization, 
a research technique never before 
applied in Chilean aquaculture, both 
women decided to transfer this innova-
tive technology to the commercial sec-
tor. They held extensive meetings with 
various Chilean salmon producers, 
and in 1997, they formed their own 
company, Diagnotec, offering patho-
gen diagnostic services for salmonids. 
Eventually, the company opened an 
office in Santiago, and shortly there-
after joined forces with a new partner 
to open a branch in Puerto Montt, the 
center of Chile’s salmon industry.

Today, the company has expanded 
to provide quality control for foods 

such as salmon, pork and poultry.1 But 
beyond the particular case of Diagno-
tec, the moral of the story is that there 
are opportunities and room aplenty 
for science and technology in Latin 
America. 

One explanation is that as educa-
tion indices increase, so does the 
number of scientists in the region. Ac-
cording to the Network on Science and 
Technology Indicators (RICYT), the 
number of full-time investigators and 
technologists grew to 234,661 in 2006 
or 85 percent more than in 1997, one of 
the highest rates in the world (RICYT, 
2008). Investments in science and tech-
nology reached US$18.3 billion in the 
same year, nearly 60 percent more than 
at the end of the previous decade.

That said, in reality, the road ahead 
is still extremely long. Total invest-
ments in research and development are 
between less than 0.1 percent and 1 
percent of the gross domestic product 
(GDP) for most of the region’s countries 
(Figure 7.1) (RICYT, 2008), with no 
drastic changes in recent times (IDB, 
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2000). Not only is this proportion low 
compared to the 2 to 3 percent of GDP 
invested by high-income nations, but 
total investment by the region in the 
field is nearly half the amount spent 
by South Korea (IDB, 2005b). Fur-
thermore, the public sector accounts 
for almost 70 percent of spending for 

this purpose, while in the emerging 
economies of Asia, this figure totals 
25 percent (IDB, 2000). On the other 
hand, Latin America’s share of the 
worldwide total grew to 1.9 percent in 
2006, placing the region above Africa 
and Oceania, but lagging far behind 
Asia, Europe and North America.

A great sacrifice is implied. Accord-
ing to experts, innovation in advanced 
economies is positively correlated with 
economic activity, training of highly 
skilled labor, and the commercial and 
competitive expansion of innovative 
firms, in addition to higher Human De-
velopment Index (HDI) levels (RICYT, 
2008). Economies committed to inno-
vation pay higher salaries and tend to 
create more rigorous demand, forc-
ing companies to offer differentiated, 
technologically advanced products of 
higher quality. This scenario compels 
the private sector to move continuously 
toward more aggressive strategies with 
regard to its competencies and to rede-
sign its product offerings constantly. 

Figure 7.1 Investments in Research and Development as a Percentage 
of GDP, Selected Regions and Countries, 2006, or Last Year
Available

Source: Ibero-American Network on Science and Technology Indicators (RICYT, 2008).
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origins

A wide variety of reasons are cited in 
explaining the relative technology defi-
cit of Latin America and the Caribbean. 
According to one point of view, the 
reduced size of national firms and little 
competition in local markets, the result 
of a long and strict policy of import 
substitution, favored a course of action 
that culminated in the importation of 
technologies with no effort focused 
on generating knowledge applicable to 
creating domestic technologies. This 
strategy, despite having achieved the 
establishment of diversified industrial 
structures, created an environment of 
excessively protected business activ-
ity in most Latin American countries 
(Erber, 2000). 

Although this situation was abrupt-
ly modified at the start of the 1990s, it 
is worth noting that during the period 
of import substitution, most of the re-
gion’s countries created a scientific and 
technological infrastructure. The first 
Latin American organization dedicated 
to science and technology was founded 
in 1950 in Mexico. Other institutions 
emerging during this period include 
the National Council on Scientific and 
Technological Development (CNPq), 

founded in 1951 in Brazil, and the 
National Council for Scientific and 
Technological Research (CONICET), 
established in 1958 in Argentina. In 
the decades that followed, the issue 
was further incorporated into regional 
agendas based on support for creat-
ing infrastructure in universities and 
human resource training in spe-
cific sectors, such as nuclear energy, 
telecommunications, petrochemicals, 
information technology, microelec-
tronics and biotechnology. 

At the start of the 1990s, despite 
the heterogeneity of their economies, 
most of the region’s countries opted 
for a homogeneous policy supported 
by the opening of markets to inter-
national competition and an intense 
program of privatization, in which a 
large number of historically govern-
ment-run enterprises were transferred 
to the private sector. 

These measures produced drastic 
and irreversible changes in many 
production chains, provoking the fear 
that the region would go through a 
process of generalized de-industrial-
ization, particularly in Argentina and 
Brazil. The technological progress 
and organizational changes underway 
in developed countries forced Latin 

Students in a well-equipped classroom learn 
research fundamentals and develop curiosity 

about the world around them that could lead to a 
career in science. (photo credit El Tiempo)
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American companies to operate on 
a more competitive scale in light 
of competitive standards existing 
outside the region with regard to the 
price and quality of products (Ra-
daelli, 2002). 

After two decades, the entire re-
gion failed to see any abrupt changes 
in productivity indicators, which 
remained much lower than those of 
developed economies. As a result, the 
opinion emerged that the tacit and 
cumulative nature of knowledge and 
the countless forms of interaction-
based learning require a complex and 
dynamic set of policies to support 
and develop the business sector that 
the free market had been unable to 
establish locally. Thus, the incorpora-
tion of technology in products and 
processes and its subsequent incorpo-
ration in companies, already occur-
ring with greater intensity at the start 
of the new century, created a set of 
instruments for promoting local long-
term development (Katz, 2006). 

A series of incentives with varying 
degrees of intensity were conceived 
as a catalyst for local innovation and 
joint cooperation between pub-
lic research institutes and private 

companies. These included not only 
tax-related incentives, but also those 
aimed at financing basic and applied 
research, promoting collaborative 
associations between universities and 
firms, protecting intellectual property, 
and developing aspects related to pub-
lic sector acquisition policies (Iglesias, 
1999). 

It was believed that these mecha-
nisms could be effective in creating 
access for private investment, primar-
ily because scientific and techno-
logical advancements utilized are not 
fully accessible to the investor. They 
instead spread through the social 
fabric as a result of external benefits 
utilized by other firms in other public 
and private projects and by entities 
involved in a wide variety of sectors.

Thus, a new perspective arose 
in Latin America in which industry, 
government and universities were 
seen as having specific competencies 
that can expand when combined. 
Nevertheless, in some countries, 
many innovation-centered industrial 
policies took too long to be developed 
and implemented, largely due to a 
lack of consensus regarding their 
importance. 

The latest electronic technology purchased 
through an IDB-financed program in Chile 
helps fishermen fill their ship’s hold and return 
safely to port.  



regional iDiosyncrasies

Science and technology policy in 
Latin America reflects characteristics 
derived from a broader historical 
perspective, one in which institu-
tions and concepts were assimilated. 
Its scope is generally limited due to a 
decision-making process concentrated 
in various public institutions, where a 
low level of coordination tends to gen-
erate a loss of adherence to, and focus 
on, the plans and goals of the policy 
(Herrera, 1995). 

Furthermore, support for research 
occurs primarily through public re-
search institutes and universities, gen-
erating a concentration of resources 
and creating a level different than that 
observed in advanced nations whose 
resources for this purpose are concen-
trated in private firms. 

Moreover, in Latin American 
countries, firms tend to interact with 
foreign technology providers rather 
than with those that are available in 
the local market. The relationships are 
thus unidirectional in nature. The ori-
gin of this behavior seems to involve a 
lack of clarity with regard to defin-
ing national and business strategies. 
The continuation of this process may 

be accepted solely as a condition for 
transition or as a way of nourishing 
local markets with the technologies 
that they lack, with an eye toward 
gradually enabling the industry in a 
structured manner through numerous 
channels of transfer. 

With regard to research and devel-
opment investment as a percentage of 
GDP, it is clear that most Latin Ameri-
can countries allocate few resources 
to this area. In fact, while practically 
every single country classified as de-
veloped showed an increase in invest-
ment between 1996 and 2006, only a 
handful of nations in Latin America 
dedicated more resources to this field 
in 2006 than in 2001 (Figure 7.2). In 
absolute terms, the level of investment 
carried out by the region’s countries 
represents only 4 percent of that of 
the United States and 6 percent of 
that of Europe (OECD, 2008).

This reality contrasts strikingly to 
that of countries on the cutting edge 
of technology. In emerging econo-
mies, adherence to innovation policies 
has been marginal and regarded as 
yet another item on the agenda of 
individual politicians. In advanced 
economies, however, increasing for-
mal research is a priority in govern-

(Continued on page 184)

The IDB has consistently supported research 
and development.
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Interview with conrado Varotto

As Executive and 

Technical Direc-

tor of the National 

Commission on Space 

Activities (CONAE) in 

Argentina, Conrado 

Varotto has been at 

the forefront of one of Latin America’s most 

prominent scientific organizations. With 

a bachelor’s degree and a doctoral degree 

in physics from the Balseiro Institute of 

Universidad Nacional de Cuyo, Professor 

Varotto has served as a Research Associ-

ate in the Department of Materials Science 

and Engineering at Stanford in the United 

States. He has been General Manager of 

INVAP, an Argentine company that develops 

nuclear, aerospace, medical and industrial 

technologies, and National Director of Plan-

ning, Evaluation and Monitoring for Argen-

tina’s Ministry of Science and Technology.

How would you analyze what has 
happened in Latin America with 
regard to science over the past half-
century?

I believe Latin America hasn’t 
done so badly compared to the rest 
of the world. It depends on the coun-
try, the issues and the circumstances. 
What I do believe is that over the 
past half-century there has been a bit 
of confusion. When decisions had to 
be made with respect to promoting 
science and technology much more ag-
gressively in our countries, sometimes 
mistakes were made or there were 
misunderstandings. The proof is that 
whenever our graduates in the hard 
sciences went to other countries, they 
played a very important role. 

What happened after that point?
I believe everything has happened. 

For one thing, lasting educational and 
research institutions were created. 
Possibly the greatest error committed 
in the area of scientific research—and 
this didn’t just happen in Latin Amer-
ica—consisted of trying to reproduce 
the United States model after the end 
of the Second World War. Their model 

was substantial and almost all-encom-
passing. It was made for a country that 
had an enormous amount of resources. 
It took us a long time to understand 
that we had to focus our resources on 
selected issues because, as we say in 
Argentina, we don’t have enough skin 
to cover everything.

What is the benefit of changing one’s 
focus?

It gives you the ability to be better 
in clearly defined areas. Afterwards, 
like a virus, interest spreads and starts 
to grow in other areas. In this way you 
develop a spectrum of knowledge in a 
few strong areas, separated from one 
another, and those strengths grow so 
much that other areas get carried along 
with them.

Do you believe the economic crises 
that have occurred in the region have 
affected progress in this area?

The substantial budget cuts imple-
mented after the crises that occurred 
affected everything. But in my opinion, 
what is really causing a major change 
is the understanding that you have to 
focus on specific types of issues.
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What about the private sector’s role?
A few years ago, I was invited by 

the Italian government to study this 
in cooperation with other colleagues. 
Beyond the differences with Latin 
America, what was interesting was 
finding something that applies to all 
our countries: you have to understand 
the economic structure. The conclusion 
was quite simple: generally speaking, 
the greater the private investment that 
is placed in research and development, 
the greater the impact on the produc-
tivity structure. In countries with a 
sizable measure of small to medium-
sized enterprises, governments have to 
compensate for the lack of investment 
to a greater proportion than in other 
nations where larger-sized businesses 
predominate.

Does a scientific community exist in 
Latin America?

There are many issues that are 
being worked on jointly. One example 
is the space situation, in which Argen-
tina is promoting a regional model 
similar to the European experience. In 
other words, the goal is to do it at the 
international level more than working 
together at the personal level.

Are people better trained nowadays?
I don’t know how to answer that. 

I’ve had to work through very difficult 
projects in my professional life, and 
I’ve never had the problem of not hav-
ing someone to work with. People have 
shown in all cases that they are capable 
and their training is quite good. 

What would you like to see in this 
field, going forward?

I would really like to see a regional 
space agency, one that’s equipped and 
operational, because this deals with a 
very critical issue. For that purpose, 
what is most important is brain power. 
Every country can contribute some-
thing. If we were able to design joint 
projects among countries, we would 
see some outstanding achievements in 
Latin America.

And in the area of science in general, 
what would you like to see?

I believe Latin American countries 
have understood the importance of sci-
ence and the region is working hard on 
it. But no less important is the fact that 
the Inter-American Development Bank 
itself has made the decision to sup-
port projects with heavy scientific and 

technical content. The IDB’s decision to 
take on a project with a broad scope on 
the frontiers of science and technology, 
which was the case with us, was very 
significant. Therefore, over the next 10 
years, I’d like to see the Bank increase 
this type of support considerably and 
spark interest in other banks and other 
sources of financing along the same 
lines. 
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ment strategies, with clearly defined 
goals and objectives (Table 7.1).2 

The reasons why it has been diffi-
cult to explore and develop innovation-
focused policies in Latin America in-
clude the fact that most of the region’s 
infrastructure has been geared toward 
the production of natural products 
exported as raw or semi-processed 

materials, while the incorporation of 
machinery and equipment occurred 
through imports from more developed 
nations. In many Asian countries, the 
importation of technologies has formed 
part of their industrialization strate-
gies. In Latin America, however, there 
is a disconnect between strategies and 
the activities of the region’s firms (IDB, 
2001). 

Figure 7.2 Investments in Research and Development, Selected Regions and Countries, 1996–2006

Sources: OECD (2008) and RICYT (2008).
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Table 7.1  Targets for National Investment 
in research and Development 

(Percentage of GDP)

Target
country/region (percentage) Target Year

Austria 3.0 2010
Belgium 3.0 2010
China 2.0  2010
Czech Republic 2.1  2010
Denmark 3.0 2010
European Union 3.0  2010
Finland 4.0 2011
France 3.0  2012
Germany 3.0  2010
Greece 1.5  2015
Holland 3.0  2010
Hungary 1.4  2010
Ireland 2.5  2013
Norway 3.0  2010
Republic of Korea 5.0  2012
Russia 2.0  2010
Spain 2.2  2011
Sweden 4.0  2010
United Kingdom 2.5  2014

Source: OECD (2008).

(Continued from page 181)
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Thus, another characteristic of 
Latin American science and technology 
systems becomes clear. There is a de-
pendence on public spending injected 
into institutes and universities for con-
ducting innovation work without the 

involvement of private firms in direct-
ing internal research and development 
activities. This is in sharp contrast to 
advanced economies, where invest-
ments are primarily financed by firms 
(69 percent); in Latin America, public 
investment is mostly responsible for 
funding activities aimed at dynamizing 
innovation-related issues (62 percent) 
(Figure 7.3).3 

On a much different path, in some 
advanced countries, private invest-
ments are reporting significant growth. 
In the United States, annual growth 
between 2001 and 2006 totaled 1 per-
cent; in the European Union, it reached 
1.4 percent; in Japan, 4.4 percent; and 
in China, 23 percent. Despite the vary-
ing intensities with which advanced 
countries are involved in corporate 
research and development activities, 
they all share a common characteristic: 
decreased government financing. This 
decrease reflects a change in the style 
of government support from direct to 
indirect backing (tax incentives and 
economic subsidies). These methods of 
financing are now starting to be used 
in Latin America.4

Figure 7.3 Total Investment in Research and Development, Selected Regions and Countries,
by Financing Source

Sources: OECD (2008) and RICYT (2008).

(Percentage)
100

90

80

70

60

50

40

30

20

10

0

Can
ad

a

Norw
ay

Neth
erl

an
ds

Unite
d Kingd

om
Fr

an
ce

Cze
ch

 Rep
ublic

Ire
lan

d

Austr
ia
OECD

Russ
ian

 Fe
dera

tio
n

Belg
ium

Den
mar

k
China

Germ
an

y

Unite
d Stat

es

Fin
lan

d

Switz
erl

an
d

Swed
en
Jap

an

Rep
ublic

 of K
orea

Lu
xe

mbourg
Chile

Peru
Bra

zil

Uru
gu

ay

La
tin

 Ameri
ca

 an
d th

e C
ar

ibbea
n 

Arg
en

tin
a

Hondura
s

El S
alv

ad
or

Costa
 Rica

Tr
inidad

 an
d To

bag
o

Ven
ez

uela

Colombia

Par
ag

uay

Guate
mala

Pan
am

a

Private Nonprofit Higher Education
Government Business

REGIONAL IDIOSYNCRASIES 185



a new Plan

The concentration of innovation 
financing in the hands of the govern-
ment has significant implications with 
regard to the investment dynamic and 
the capacity to generate investments 
over the long term. This is due to the 
fact that, despite advancements in the 
regulatory systems of these countries, 
restrictions on the participation of the 
private sector remain in place. It has 
been difficult to adapt public financing 
to the internal research activities of the 
private sector, especially in the case of 
small and medium-sized enterprises 
(SMEs). Taking into account only those 
firms that developed a product or pro-
cess innovation in Brazil between 2000 
and 2003, only 16.5 percent of Brazil’s 
30,000 innovation-focused companies 
attributed significant importance to in-
ternal research activities (IBGE, 2003). 

Wherever innovative efforts are 
being made, Latin American firms tend 
to opt for modernizing machinery and 
equipment that already exist on the 
market. Process innovations tend to be 
superior to product innovations as they 
are generated by their own provid-
ers. The reduced interaction between 
scientific knowledge as embodied in 

universities and research institutes, the 
industrial application of this knowledge 
and the meager efforts undertaken by 
industrial firms in conducting internal 
research activities reinforces vicious 
cycles where no improvements of any 
kind take place. 

The low level of corporate research 
and the reduced importance given to 
this activity and to the processes for 
incorporating new technologies, along 
with the risks associated with inno-
vative activities, tend to discourage 
investments in innovation and increase 
the distancing of public institutions, as 
reflected in the growing difficulties in 
accessing public financing. 

The interaction between industry 
and academic institutions is much low-
er than it should be. Researchers must 
generally divide their time between 
routine class activities and administra-
tive tasks, leaving them little time for 
research and even less time for search-
ing out or partnering or interacting 
with businesses. 

In fact, few firms maintain frequent 
contact with universities and research 
institutes. Among the few that cultivate 
a reasonable level of interaction, there 
are frequent complaints that the pace at 
which the university moves lags behind 

(Continued on page 188)
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Box 7.1  The IDB’s Involvement in Science, Technology and Innovation Projects

Throughout its 50 years of operation, the IDB has closely followed the 
scientific, cultural, social and competitive changes in the area of science, 
technology and innovation (STI). The guidelines and action strategies 
in the science and technology policies of the member countries were re-
viewed systematically with an eye toward incorporating new mechanisms 
or tools capable of stepping up competition and social well-being in the 
Western Hemisphere. The importance of the IDB’s involvement in this 
area stems from the affirmation that activities in scientific innovation are 
a significant part of the changes that have recently emerged on the com-
petitive scene, and such activities are based on the ability of businesses to 
create new products and processes from internally accumulated knowl-
edge and knowledge that is available outside their countries’ borders.  

Science and technology, as an exclusive field of analysis and project 
management, became a specific division of the IDB in the mid-1990s with 
a dedicated technical team. This factor has created several challenges. The 
first challenge stems from the diffuse, interdisciplinary nature of science and 
technology, which can be employed in the most diverse projects, including 
those in agricultural research, biotechnology, infrastructure, the environ-
ment, education and health. This feature requires that the internal divisions 
have the ability to integrate and work together on the same scale proposed 
for industrial and innovation policies. The second challenge is for countries 
that apply for support to be able to identify the most representative projects 
in terms of increased scale and scope in the incorporation of self-sustaining 
competencies. This is no mean effort for countries with such diverse charac-
teristics as those of Latin America and the Caribbean. Highly trained techni-
cal teams are required: teams that are focused on projects and that have a 
great ability and willingness to establish joint bodies with the private sector 
and the countries with which they share projects. 

It is possible to group the IDB’s performance into three key periods, 
starting with the first STI-related loan approved in 1962 for Peru, which was 
planning to create the Basic Science Department of the Universidad Nacional.
The emphasis for projects during the first period was placed on creating 
science and technology infrastructure at universities and research institutes. 

Departments such as physics, chemistry, mathematics and biology received 
support for purchasing books and setting up laboratories. During the second 
period, the focus was on institutional strengthening and the establishment 
of public institutions geared to support and coordinate scientific activities in 
the region, and technology transfers to support the diffusion of technologies 
and innovation. 

The IDB’s third phase is in full swing. The emphasis is now on strength-
ening national and regional innovation systems: projects focused on 
articulating a combination of needed policies and institutional advancements 
with regard to the support of innovation and the catalytic mechanisms of 
scientific advancement for key areas tied to each country’s technologies and 
projects. The priority is to modify, establish and accelerate private invest-
ment in research and development, to build consortiums among businesses, 
especially among small and medium-sized enterprises, and to develop stan-
dards, metrology and quality control systems. 

1961–87 Develop research capacity •	 Physical	and	human	infrastructure	
(primarily in universities).

•	 Laboratories	and	research	institutes.

1988–98 Achieve institutional 
strengthening

•	 Applied	and	experimental	research	
development.

•	 Programs	focused	on	university-
business interaction.

•	 Financing	of	development	agencies.	

1999 to 
present

Develop national innovation 
systems

•	 Technological	competitiveness.	
•	 Innovation	in	the	private	sector.
•	 Technology	infrastructure	and	

research networks. 
•	 National	and	regional	innovation	

systems.

Time Objectives primary performance
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the speed of business activity. This 
discourages some firms from establish-
ing long-term contracts and cooperative 
associations. More frequently, universi-
ties look for support and very specific 
solutions from companies, and when 
they do find a solution to a problem, the 
solution will often be specific, precise, 
sporadic and unsuitable for building a 
long-term process of interaction based 
on contracts that clearly define the roles 

to be performed and the mutual ben-
efits associated with interaction. 

Most researchers in the region are 
involved in research activities led by 
public institutes or are assigned to 
universities. Also, it is clear that Latin 
American researchers receive only a 
small fraction—between 40 percent to 
60 percent—of what an equally quali-
fied professional receives in Europe or 
Japan, for example (Figure 7.4). Due to 
the financial and institutional fragil-
ity of Latin American economies, it 
is extremely difficult to guarantee a 
continuous and stable flow of resourc-
es. This tends to negatively affect the 
type of research conducted and the 
ability to keep well-qualified profes-
sionals in the local market. 

Furthermore, these types of ac-
tivities demand long-term planning. 
When they are not carried out or if 
resources are restricted, long-term proj-
ects become unfeasible. In a macro-
economic crisis environment, projects 
tend to be postponed or interrupted 
as they lose their priority in compari-
son to more urgent events. Alongside 
these waves of interest in science and 
technology policy, there has been a 
backslide in terms of the de-motivation 
of work teams, the obsolescence of 

Figure 7.4 Researchers by Sector of Employment, Selected Countries,
2005

Sources: OECD (2008) and RICYT (2008).
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equipment, and an increase in the gap 
between Latin America and other more 
advanced countries.

Although some indicators are intan-
gible, multidimensional and practically 
impossible to quantify in economic 
terms, the strength of the data on pat-
ent registrations and scientific produc-
tion cannot be ignored. Their analysis 
yields another paradox when observing 
the structure of science and technology 
in Latin America. In an environment of 
scarce and volatile resources, the con-
centration of funds in government bod-
ies, scarce investment in the private sec-
tor and the concentration of qualified 
human resources in public institutions 
where their productivity is measured 
by the production of scientific articles, 
the expected occurs: copious scientific 
production fails to translate into patent 
registrations. 

For instance, scientific production in 
Brazil now represents nearly 2 percent 
of the worldwide total and 48 percent of 
Latin America’s (CAPES, 2007). In 1990, 
Brazil’s share of global scientific produc-
tion was only 0.63 percent. The substan-
tial increase was achieved thanks to the 
government’s efforts to expand the hu-
man resources involved in science and 
technology by granting scholarships. 

Nevertheless, despite the advance-
ment of scientific production, a smaller 
part of it is being converted into practi-
cal products and processes in firms. 
The factors that explain the low level of 
patent registration are cultural, struc-
tural and financial in nature. Neverthe-
less, the data show which companies 
are more disciplined in making use of 
advancements in knowledge in its most 
varied dimensions. A study conducted 
by the World Intellectual Property 
Organization (WIPO) in 2007 showed 
that, while patent registration activity 
worldwide grew by 7 percent in 2005, 
in Brazil, the country with the highest 
number of recorded patents in Latin 
America, this figure dropped by 13.8 
percent in 2005 versus 2004. 

Another comparison of the efforts 
made can be drawn by analyzing the 
number of patent applications submit-
ted. Despite an increase in absolute 
numbers, the region demonstrates little 
stamina with regard to patent registra-
tion. In 1980, South Korea had submit-
ted 33 patent applications to the United 
States Patent Office. In the same year, 
China submitted 7 applications, while 
Brazil sent in 53, Argentina submitted 
56 and Mexico sent in 79. In 2004, the 
number of applications grew consider-

(Continued on page 192)

With the help of a US$3.5 million IDB loan, 
The Bahamas is using the latest technology to 

modernize and expand land administration and 
to strengthen tax collection through improved 

registration and taxation of real property. 
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Interview with  
flora Montealegre painter

Flora Montealegre 

Painter is Chief of 

the  IDB’s Science 

and Technology Di-

vision. With more 

than 20 years of 

experience in the 

field of economic development, she 

joined the IDB in 2000 after having 

worked at Coopers & Lybrand (now 

known as PriceWaterhouseCoopers). 

Painter holds a master of business ad-

ministration degree from the University 

of Maryland and a master of science 

in economic development degree from 

Georgetown University in Washington, 

D.C. She is also a graduate of Harvard 

University’s Science, Technology and 

Innovation Policy Program.

What is your interpretation of the 
changes that have taken place in the 
Western Hemisphere with regard to 
science and technology over the past 
50 years?

On the whole, the changes have 
been positive, particularly with regard 
to the institutionalization of science 
and technology policies in many 
countries in the Western Hemisphere 
and the creation of a public infrastruc-
ture for the promotion of research 
and development (R&D). Nevertheless, 
when progress indicators for the region 
are compared to those of countries 
with more developed economies, the 
technology deficit is noticeable and, 
unfortunately, it’s increasing. Minimal 
R&D investment from the business 
sector is particularly noticeable. The 
past 50 years have seen some profound 
technology transformations and chang-
es that have occurred at an increasingly 
faster pace. Support for development 
of Latin America’s innovation capacity 
unfortunately hasn’t been commensu-
rate with the needs or challenges this 
scenario presents either. A concerted 

effort to increase investment in science, 
technology and innovation significant-
ly is required from the region’s politi-
cal leaders, international development 
agencies and the private sector in order 
to be able to turn this situation around.

What do you think the IDB’s role has 
been in what has happened, and what 
positive things would you emphasize?

Since its creation, the IDB has been 
a very important player in the region’s 
science and technology development. 
In the beginning, from the sixties to 
the eighties, the Bank’s policy placed a 
high priority on investments in human 
and physical infrastructure, especially 
in universities and research facilities. 
By the nineties, this approach became 
more focused on support for institu-
tional strengthening, with an empha-
sis on supporting applied research 
and joint academic-business research 
through competitive funds. Now, our 
approach stresses the systemic fea-
tures of technological innovation and 
its relationship with productivity and 
competitiveness. I would point out 
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that the IDB has played a significant 
role in technological and scientific 
development in the region, not only 
through its loans, but also through its 
technical assistance, program evalua-
tions and studies that have allowed for 
sharing experiences and best practices 
with other countries and generating 
new policy approaches and promotion-
al design tools. 

Looking to the future, how do you 
see this issue developing, and what 
should the IDB’s role be?

A greater investment in science, 
technology and innovation (STI) is 
a must for future economic develop-
ment and the generation of prosperous 
societies in the Western Hemisphere. 
Nowadays, science and technology per-
meate all fields of human development, 
from the way we communicate with 
each other to the clothing we wear and 
the food we eat. The food crisis and the 
energy crisis are just two examples of 
the pressing need to drive R&D in criti-
cal areas like the generation of renew-

able energies and biotechnology. If the 
region’s countries don’t improve their 
capacity for science, technology and 
innovation, in the near future, it will 
be hard for them to take advantage of 
technological revolutions and acquire 
and apply cutting-edge technologies 
such as nanotechnology, biotechnology, 
computer technology and materials 
technology in order to enhance eco-
nomic development and the common 
good. Therefore, I believe that support-
ing STI must not be an isolated exer-
cise, but rather a vital part of the de-
velopment policy of each country. The 
IDB’s role must be consistent with this 
and lend a strong push to investment 
in science, technology and innovation, 
within its development strategies in the 
region’s countries. I am concerned that 
the impact of the financial crisis may 
result in a reduction in STI investment 
in the near future, as has happened in 
other crises. It would affect future de-
velopment in the region, since continu-
ity in investment is crucially important 
for its cumulative effect. 
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ably, especially among the first two 
countries mentioned, South Korea 
(13,700) and China (1,700), but less so 
in Brazil (287), Argentina (103) and 
Mexico (179) (WIPO, 2007). 

Recent macroeconomic perfor-
mance indicators for the region’s 
countries are generating positive 
expectations with regard to programs, 
organizations and objectives in the area 
of science, technology and innovation. 
Taking only Latin American countries 
into account, this analysis confirms 
the establishment of a scenario in 
which significant progress has been 
made compared to the situation a few 
decades ago. The primary challenge, 
and perhaps the primary measure of 
the success or failure of these policies, 
is the increase in innovative activity 
driven by firms, as this is where inno-
vation should occur, with the growing 
incorporation of skilled labor (IDB, 
2001).  

Final consiDeraTions

Some studies show that the skill levels 
built by Latin American firms are 
remarkable. Several countries have 
been successful in improving products, 
processes and technologies for organiz-

ing production. Despite the fact that 
these technological efforts are less 
technically sophisticated in compari-
son to those of OECD members, they 
are associated with countless forms of 
learning through reverse engineering. 
There have been important advance-
ments during crucial phases in the 
process of creating local competencies 
and technological knowledge, but 
little has been achieved in advancing 
toward more sophisticated stages, 
where new technological knowledge 
resides. That is precisely what the 
region needs: a move toward more 
sophisticated stages in which the 
scale of production is universal, not 
confined to the internal market, and 
closer to the cutting edge of science 
and technology (Figure 7.5).

Firms that eagerly absorb knowl-
edge and technologies through count-
less channels, including the combi-
nation of specialized suppliers with 
internal research, do indeed exist; 
ignoring them is a short-sighted and 
dangerous position to take. In some 
industrial sectors, innovation activity 
has become imperative. In activities 
closer to the cutting edge of technol-
ogy, such as information science, 
software development, custom-made 

The owner of a bottling plant discusses his 
firm’s operations as part of an IDB program 
that fostered knowledge sharing among private 
enterprises in different countries. 

(Continued from page 189)



Box 7.2   The Importance of Innovation
 By Ana María Rodríguez* 
In 2008 Latin America and the Caribbean completed a six-year cycle 
of expansion, the greatest and most long-lasting of any since 1980, and 
the second most significant since 1950. But despite this encouraging 
development, the gap between the region and more developed regions 
did not close; in fact, it may be widening. For this reason, it is essential 
to draw on the experience of recent decades to put in place better means 
for achieving solid gains in productivity. 

With the experience of other economies, as well as economic theo-
ries that emphasize innovation and entrepreneurial capacity, there are 
now solid tools available for accelerating productive development in the 
region. A brief look at recent history can help show the way.

In the 1960s and 1970s, policies for directly intervening in the 
market proved the ineffectiveness of price setting at the central level, 
general subsidies, and market protection. Direct controls, which seemed 
at first like a good idea, discouraged innovation, weakened the entrepre-
neurial spirit, and encouraged businesses to pursue profits rather than 
productivity. The informal sector continued operating on the fringes of 
these interventionist policies, but with serious limitations on the full 
development potential of its businesses and entrepreneurs. 

Shortcomings of the direct interventionist model were becom-
ing clear in the 1970s, but it was the financial crisis of the 1980s that 
ultimately sparked demands for new policies to support production. In 
the midst of debt and fiscal crises, and with poor results from price and 
market interventions, policies tended to swing the other way, relegating 
all decision-making to an invisible hand, despite market imperfections.

Structural reforms put in place at the end of the 1980s and in the 
1990s helped to reestablish the region’s economic growth.  The benefits 
of better macroeconomic management became evident, but not the 
hoped-for productive transformation. With few exceptions, the region did 
not move from an economic structure based on sectors of low productiv-
ity to one led by sectors capable of adding value and knowledge. In the 
economies that stood out as exceptions, gains in productivity achieved 
through free market reforms and free trade quickly began to diminish.

Globalization, technological change, and the growth of technologi-
cal and service markets, among others, once again put the spotlight on 
private firms and entrepreneurs. By their very nature, economies are 
dynamic, and entrepreneurs and innovators are the ones with the power 
to drive the process of sustained growth.

History has provided the region and the IDB with basic lessons on 
how to fashion policies for achieving productive development: direct 
market intervention is inefficient and paralyzes the most productive and 
efficient economic agents; balanced macroeconomic management is fun-
damental for economic growth and to provide suitable conditions for the 
economic agents that drive this growth; productivity gains are primarily 
achieved by entrepreneurs and innovators who accept risks and seek prof-
its; regulation (not intervention) helps to reduce market flaws that impede 
competition among innovators and entrepreneurs; and microeconomic 
policies can encourage firms and business leaders to adjust to changing 
economic conditions. 

In the future it will be necessary to design policies that combine 
evenhandedness with selectivity, making it possible to leverage mar-
ket reform with instruments and policies that mitigate externalities 
associated with the process of change and breakdowns in coordination 
and information, and which encourage those sectors best capable of 
generating productivity gains. Since many of the elements responsible 
for productivity are not distributed evenly, it will be necessary to apply a 
territorial approach.  

There will always be innovators and entrepreneurs, people who 
hold the potential for dynamic and sustained economic growth. This 
enormous potential will be realized through the application of policies 
that encourage innovation and productivity to take advantage of market 
reforms and opportunities in the global market.

* Ana María Rodríguez is the IDB representative in Peru. A graduate of the 
Universidad de Los Andes, in Bogotá, Colombia, and with a master’s degree 
in economic development from Williams College in the United States, she 
worked in a number of financial institutions in Colombia before joining the 
IDB in 1991. 
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capital goods, aeronautics, medical 
equipment and applied biotechnology, 
firms must contract with suppliers 
that use cutting-edge machinery and 
equipment while maintaining an ad-
equate internal base for managing such 
increasingly sophisticated machinery 
and equipment. 

Recent advancements in regula-
tory frameworks for innovation in the 
region cannot be denied. They synthe-
size efforts and demands from dif-
ferent industrial and academic areas, 
which will favor innovation during the 
coming years. Meanwhile, important 
adjustments will be needed so that a 

greater number of firms will under-
stand the real necessities of organiza-
tional restructuring, innovation and 
management, training and moderniza-
tion. Likewise, it will be necessary to 
improve agencies that support and en-
courage innovation in order to debunk 
the idea that innovation only occurs 
in more dynamic sectors with greater 
technological content. 

The countries of Latin America 
have an impressive number of profes-
sionals working in science and technol-
ogy, but they need to do more. Firms 
need to accept that current practices 
require economic agents to adopt and 
disperse new technologies and pro-
cesses that apply to production. While 
companies must be conscious of their 
technical and financial fragility and re-
spond rapidly in order to correct distor-
tions and avoid an inefficient allocation 
of resources, the importance of public 
action also cannot be overemphasized. 

Figure 7.5 Levels of Technology Training in Latin American
Companies

Source: Adapted from Katz and Bercovich (1993).
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_______________________
1 For more information see the Diagnotec Internet page: http://www.diagnotec.cl/Sitio_web/index.

php?fuseaction=Espublico.Servicios&expande=yes&azul=productos_servicios.
2 Between 1992 and 2002 the Finnish government carried out a national technology initiative that 

selected areas that would receive government support to improve competitiveness: investment in 
research and development and in training in human resources and digital inclusion policies, among 
others. Ireland is another example where, despite its small territory, more than 1,000 foreign firms 
operate in highly advanced areas such as software, electronics, pharmaceuticals, and biotechnol-
ogy.

3 For more information, see the RICYT Internet page: www.ricyt.org.
4 Meanwhile, important mechanisms to encourage innovation are still lacking, or are in their ear-

liest stages, in the countries of Latin America. Among them is risk capital, which is a powerful 
instrument for supporting, for example, the creation of technology-based firms. Brazil, in partner-
ship with the IDB, recently undertook major initiatives at the national level through the Brazilian 
Innovation Agency (FINEP) and the Brazilian National Development Bank (BNDES).  
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Shades of green. Seedlings from a nursery in southern Mexico are planted on denuded hillsides in a reforestation program carried out by a local conservation organization. 
rural people see for themselves that environmental protection preserves the soil and water sources on which they depend.  The IDB supports projects to protect water, soil and 
biodiversity, as well as large-scale programs to strengthen institutions that have the legal and technical responsibility to protect resources for future generations. 



T he article appeared in Lima’s 
El Comercio at the end of May 
2008. In her report, journalist 

Nelly Luna told of how the snow cap 
on Mount Pastoruri, the most visited 
snow-covered mountain of Peru’s Cor-
dillera Blanca mountain range, could 
no longer be considered a glacier.1  
“I don’t think it will be more than 10 
years before it melts completely,” said a 
geologist quoted in the article. Similar 
stories, supported by documentary 
evidence, are told in other countries of 
the region that have or have had snow-
capped mountains or glaciers. In all 
cases, not only is thawing undeniable, 
but its pace has quickened over the last 
few years.

Evidence such as this constitutes 
one more example of the impact 
of global warming on the region, a 
phenomenon that has become more 
and more noticeable over the last 
half-century and that is of increas-
ing concern to academics, leaders and 
the general public. Without a doubt, 
climate change caused by increasing 

concentrations of greenhouse gases in 
the atmosphere, and the degradation 
of ecosystems and loss of biodiversity, 
represent the most significant environ-
mental problems of the twenty-first 
century and some of the greatest global 
challenges facing humanity today. 

As paradoxical as it may seem, 
this process has been accompanied by 
a greater institutional strengthening 
in many Latin American countries, 
characterized by the emergence of envi-
ronmental protection agencies, develop-
ing regulations and greater awareness 
among the region’s inhabitants. This 
does not mean that degradation has 
been avoided, but the occurrence of 
isolated, successful experiences gives 
cause for hope that the region can 
make significant contributions to the 
fight against global warming as it con-
tinues to make progress in the environ-
mental arena. 

Such objectives are especially sig-
nificant in light of the crisis affecting 
the world economy as of early 2009. 
In the face of the financial difficul-
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ties experienced by countries and the 
private sector, there is valid concern 
that efforts to promote clean energy 
and moderate the use of fossil fuels 
might fail due to cutbacks in programs 
and subsidies and the noticeable re-
duction in the price of energy inputs. 
The change in the relative prices of 
fuels may dilute the sense of urgency 
concerning a matter that requires more 
action than talk.

That said, the evidence that proves 
the reality of global warming is alarm-
ing. The fourth report of the Intergov-
ernmental Panel on Climate Change 
(IPCC) confirmed that the warming of 
the atmospheric system is unmistak-
able, as already shown by the increases 
observed in average air and ocean 
temperatures throughout the world, the 
general thawing of permanent snow 
and ice, and increased sea levels (IPCC, 
2007).

Additionally, the report indicates 
that world emissions of greenhouse 
gases as a result of human activities 
have increased since the pre-industrial 
age—by 70 percent between 1970 and 
2004—and that much of the rise ob-
served in average global temperatures 
since the middle of the twentieth cen-
tury is very likely due to the increase 

in these man-made emissions. Should 
a rate of change equal to or higher than 
the present one continue, warming 
will further increase and the world’s 
climate system will undergo numer-
ous changes in the twenty-first century 
(IPCC, 2007) (Table 8.1).

This scenario would be disastrous 
for the planet in general and for Latin 
America and the Caribbean in particu-
lar. According to projections formu-
lated for the region up to the middle of 
this century, increases in temperature 
and the corresponding decrease in soil 
humidity would cause a gradual substi-
tution of grasslands for tropical forests 
in the eastern part of the Amazon. 
Moreover, semi-arid vegetation would 
gradually be replaced by the vegetation 
of arid lands and, in general, signifi-
cant losses of biodiversity could occur, 
with the extinction of species in many 
tropical areas of Latin America. 

As if all of this were not enough, 
the yield for some important crops 
would diminish, and with it livestock 
activity, with adverse consequences 
for the stability of the food supply. 
Although the yield of products such as 
soybeans would improve in temperate 
areas, the number of people threatened 
by hunger would increase overall. In 

Children discover a new world of nature in a 
school program financed by an IDB national 
environmental fund in Brazil. 



Table 8.1 Examples of Climate Change and Extreme Climatic Phenomena

projected changes projected Effects

 Mortality and incidence of serious illnesses among the elderly and the rural poor.
 Heat stress affecting livestock, wildlife and vegetation.
 Risk of damage to various crops.
 Demand for electricity to power refrigerators and air conditioners. 
 Reliability of energy supplies. 

 Human mortality and birth rates related to the cold. 
 Risk of damage to various crops.
 Distribution and impact of certain pests and disease vectors.
 Demand for energy.

 Flood damage. 
 Soil erosion.
 Flood surges could overload the aquifers of some flood plains.
 Pressure on public and private disaster relief and security systems in the event of flooding.

 Crop yields.
 Structural foundations damaged by soil contraction.
 Risk of forest fires.
 Quality and quantity of water resources.

 Risk to human life; risk of epidemics and infectious diseases.
 Coastal erosion and damage to coastal infrastructure.
 Damage to coastal ecosystems such as coral reefs and mangrove swamps.

 Productivity of farms and pastures in drought- and flood-prone regions.
 Power generation potential of drought-prone regions.

 Magnitude of damage caused by flooding and droughts in the temperate and tropical areas of Asia.

 Risks to human life and health.
 Loss of property and infrastructure.
 Damage to coastal ecosystems.

Higher maximum temperatures, more hot days and heat 
waves in nearly every area of the planet.

Higher minimum temperatures, fewer cold or freezing days 
in nearly every area of the planet.

Increased intensity of rainfall.

Drier summers in most mid-latitude continental areas, with 
an increased risk of drought.

Increase in the maximum intensity of tropical hurricanes 
and in the intensity of mean and maximum rainfall.

More severe droughts and flooding in many regions in 
connection with El Niño.

Greater variability of rainfall during the summer monsoons 
in Asia.

More severe storms in the middle latitudes.

Key:        Increase    Decrease    Expansion

Source: UNEP and SEMARNAT (Secretariat of the Environment and Natural Resources, Mexico)  (2006), on the basis of the IPCC’s Third Assessment Report, 2001.
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addition, changes in precipitation 
patterns and the disappearance of gla-
ciers would seriously affect the avail-
ability of water for human, agricul-
tural and hydroelectric consumption. 
An even greater impact would be felt 
in an increased occurrence of natural 
disasters brought on by drought or 
periods of more intense rain, and in 
the increased vulnerability of coastal 
areas as a result of elevated sea levels 
and extreme climatic phenomena 
(IPCC, 2007). 

However, despite the environmen-
tal degradation and destruction that 
have been reported throughout Latin 
America and the Caribbean over the 
past few decades, the region continues 
to be very rich in renewable natu-
ral resources. Seven of the world’s 
12 most megadiverse countries are 
located there.2 Of the eight nations of 
the world that retain more than 70 
percent of their original forest cover, 
six are in South America, specifically 
in the Amazon River basin: Brazil, 
Colombia, French Guiana, Guyana, 
Suriname and Venezuela. The vast 
abundance of natural forests found 
in these states, which are ecologically 
intact and experience relatively low 
levels of disturbance (also found in 

Central America and Mexico), have a 
unique significance for the earth’s sur-
vival (Rodríguez Becerra, 2002). 

Additionally, the region has the 
world’s largest reserve of arable land, 
with an agricultural potential esti-
mated at 576 million hectares, equiva-
lent to 29 percent of its total territory. 
Latin America could feed its entire 
population in the year 2030 by cul-
tivating only 4 percent of its surface 
with high-ratio land production and 
input techniques and using traditional 
production technologies on another 20 
percent (Rodríguez Becerra, 2002).

The region is also rich in water. 
With only 15 percent of the world’s ter-
ritory and 8 percent of the world popu-
lation, it receives 29 percent of global 
precipitation and has one-third of the 
world’s renewable water resources. 
However, there are notable differences 
in the supply of water and its avail-
ability throughout the territory. Three 
of its main hydrographic areas—the 
basins of the Gulf of Mexico; the 
Brazilian South Atlantic; and Parana, 
Uruguay and La Plata—concentrate 40 
percent of the region’s population in 25 
percent of the territory, with only 10 
percent of total water resources. Many 
areas in Mesoamerica, the Andes, 
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northeastern Brazil and the Caribbean 
suffer from a recurring or chronic 
lack of water (UNEP and SEMARNAT, 
2006).

insTiTuTional cHange

Such a scenario lends a clear sense of 
urgency to an issue that is relatively 
new for Latin Americans, despite the 
fact that during the Colonial period 
and after independence different 
pro-conservation decrees and laws 
were enacted; for example, the de-
crees promoted by Simon Bolivar for 
Bolivia, Colombia, Ecuador, Peru and 
Venezuela, which included one issued 
in Chuquisaca, Bolivia, on December 
19, 1825, pertaining to “conservation 
measures and the good use of water” 
and one issued in Guayaquil, Ecuador, 
on July 31, 1829, pertaining to “mea-
sures of protection and better use of 
the nation’s forest wealth” (UNEP and 
SEMARNAT, 2006).

During the nineteenth century and 
the beginning of the twentieth century, 
regulations relating to the exploitation 
and use of renewable natural resources 
were enacted, and public agencies spe-
cializing in the management of these 
resources were created. These agencies 

were frequently set up as divisions or 
entities attached to ministries, most 
frequently Agriculture and Public 
Works. In the 1930s and 1940s, 
legislation was introduced to protect 
forests, soil, water and fauna—partic-
ularly fishing resources—pointing to a 
push toward regulation. 

Special mention must be made of 
the 1940 approval of the Convention 
on Nature Protection and Wildlife 
Preservation in the Western Hemi-
sphere in Washington, D.C., within 
the framework of the Pan-American 
Union, which would later become 
the Organization of American States 
(OAS). The objective of this conven-
tion is “to preserve in their natural 
habitats all species and genera of 
native American flora and fauna from 
extinction, and to preserve areas of 
extraordinary beauty, striking geologi-
cal formations or regions of aesthetic, 
historic or scientific value.” This agree-
ment was instrumental in driving the 
creation of nature parks throughout 
the entire continent. 

The years that followed the end of 
the Second World War were marked 
by a growing effort to regulate the 
issue. However, it was not until the 
United Nations Conference on the 

(Continued on page 206)

On Colombia’s coast, a project to plant 
mangroves will reestablish the role of these 

important ecosystems in preventing erosion and 
providing sanctuary for marine life. 
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Interview with Janine ferretti

Janine Ferretti is the 

Chief of the Envi-

ronmental Division 

of the Sustainable 

Development Depart-

ment, Inter-American 

Development Bank. 

A Canadian by birth, Ferretti has been 

responsible for the development and 

execution of a series of initiatives, includ-

ing the new Environment and Safeguards 

Compliance Policy and the Sustainable 

Energy and Climate Change Initiative, as 

well as for distributing information on 

sustainability. Ferretti joined the Bank 

after finishing her term as Executive Di-

rector of the North American Commission 

for Environmental Cooperation (CEC).

How have you viewed the change 
that has taken place in Latin America 
regarding environmental awareness 
during the last half-century?

Environmental awareness has un-
dergone several changes over the past 
50 years, because at first the issue was 
seen as a problem of rich countries, 
one of the expected results of eco-
nomic growth. Today, the governments 
of Latin America and the Caribbean 
have adopted sustainable development 
as a conceptual framework in their 
efforts to achieve a better quality of 
life. Additionally, remarkable progress 
has been made in most of the region’s 
countries. Legislation has been passed 
and environmental institutions have 
been created. Also, there are more legal 
requirements regarding the assessment 
of environmental impact, emissions 
of contaminants, land management, 
citizen participation, and the use and 
conservation of natural resources. 
Protected areas have been established 
in response to the need to conserve 
the region’s biological heritage. Public 
opinion in the region is getting stron-
ger and more informed on this topic.

What’s more, concern about envi-
ronmental deterioration has spread. 
Farmers are seeking green alternatives 

for managing their crops, businesses 
are incorporating eco-efficient innova-
tions in their manufacturing systems 
and fishermen are more and more 
concerned about the effect that pollu-
tion has on water. Urban populations 
themselves are aware of the costs of air 
pollution and the implications it has 
for public health, and many municipal 
governments have begun to respond 
to this situation by improving public 
transportation systems and taking 
other measures. Public-private associa-
tions have sprung up between compa-
nies and organizations of civil society 
that are cooperating to develop solu-
tions ranging from forest conservation 
to monitoring environmental quality. 

What do you believe the IDB’s role 
has been thus far and what would 
you emphasize positively about what 
has been done to date?

The Bank has played an impor-
tant role in helping countries de-
velop environmental institutions and 
programs. In 1979, the IDB unequivo-
cally recognized the importance of the 
environment by approving its Environ-
ment Policy and was the first multi-
lateral bank to do so. The IDB has been 
known for its support of environment-
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focused programs in such areas as 
watershed management, regional 
management of natural resources and 
protected areas and, more recently, re-
newable energy and climate change. In 
addition, the IDB has supported efforts 
that have contributed to the develop-
ment of regional awareness. There is 
also the creation of the Central Ameri-
can Commission for the Environment 
and Development and the creation of 
high-level permanent forums like the 
Forum of Ministers of the Environment 
of Latin America and the Caribbean. 

In looking to the near and distant 
future, how do you see this issue 
playing out and what must the IDB’s 
role be?

Climate change is an enormous 
challenge for the region. Without a 
doubt, the availability of water and 
productive areas will be a key con-
cern for various countries since they 
are deeply involved in development 
issues. Therefore, one of the Bank’s 
most significant actions in this area 
is its support of cost studies and what 

change would represent in terms of 
economic and social development for 
the region’s countries. These analyses 
will help countries make more ap-
propriate decisions regarding their 
options for energy sources, investment 
in agricultural infrastructure that takes 
into account the region’s vulnerability 
to the effects of climate change, the 
prevention of natural disasters, water 
use and conserving natural resources. 
The IDB should strengthen its capac-
ity to support the region’s countries in 
examining these options. 

It’s also necessary to recognize a 
challenge that the entire region shares: 
despite advancements in the institu-
tional and legal framework, the ap-
plication of environmental regulations 
is relatively weak. Another challenge 
is the integration of environment and 
the economy in policies and programs 
so as to allow countries to establish 
and achieve joint objectives. The Bank 
should be able to help countries forge 
this new path of advancement in the 
region’s development. The future de-
pends on it.
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Human Environment in Stockholm 
in 1972 that the discussion came to 
the awareness of the general public. 
Despite that, the event highlighted 
the divergence of the positions of the 
countries that were gathered there, ac-
cording to their income levels. Accord-
ing to the United Nations, “Stockholm 
thus marked a polarization between 
the priorities of economic growth and 
environmental protection, which has 
dominated the debate between rich 
and poor countries and between inter-
est groups within countries for many 
years, and is still not fully resolved.”3

Despite this circumstance, Latin 
American countries responded with 
new regulations and institutional 
reorganization initiatives4 that were 
later affirmed at the Earth Summit in 
Rio de Janeiro in 1992. By this time, 
scientists had already confirmed the 
existence of the hole in the ozone layer 
and global climate change, and the 
concept of sustainable development 
was adopted. 

This position, with some differ-
ences, was endorsed by the region’s 
countries at the Summit of the Ameri-
cas on Sustainable Development held 
in Bolivia in 1996 and at subsequent 
Summits of the Americas, as well as at 

the Monterrey Conference on Financ-
ing for Development in 2002 and at 
the World Summit on Sustainable 
Development in Johannesburg that 
same year. In addition, although the 
Kyoto Protocol did not establish gas 
emissions parameters for developing 
countries, regional representatives 
played an active role in the process. 

Meanwhile, it was obvious that 
environmental issues were acquiring a 
higher profile (Table 8.2). For example, 
since 1992, 18 countries in the region 
have “constitutionalized” environ-
mental protection and, in some cases, 
sustainable development. Also of note 
was the enactment of new laws and 
regulations or the updating of existing 
ones and the criminalization of envi-
ronmental crimes in some legislation 
(Rodríguez Becerra, 2008).

Although different reports sug-
gest that enthusiasm for the topic has 
diminished in the region and, in fact, 
several countries have gone back-
ward during this decade (Rodríguez 
Becerra, 2008), Latin American coun-
tries rate well on certain lists such 
as the Environmental Performance 
Index constructed by Yale University. 
According to the measurements for 
2008, 11 of the 13 developing coun-

(Continued from page 203)

Forests provide a wide range of environmen-
tal services, including resin extracted for the 
production of turpentine, as in this IDB project 
in Colombia. 



Table 8.2 Signatories to International Conventions for the Protection of the Environment
(Year of ratification, acceptance, approval or adherence)

    climate   Migratory
   Biological change desertification  Species   Law of 
country Basela cartagenab diversityc (Unfccc)d  (Unccd)e cITESf (cMS)g Stockholmh Kyotoi the Seaj Montrealk ramsarl rotterdamm Viennan Heritageo

Antigua and Barbuda 1993 2003 1993 1993 1997 1997 2007 2003 1998 1989 1992 2005 — 1992 1983
Argentina 1991 — 1994 1994 1997 1981 1992 2005 2001 1995 1990 1992 2004 1990 1978
Bahamas 1992 2004 1993 1994 2000 1979 — 2005 1999 1983 1993 1997 — 1993 —
Barbados 1995 2002 1993 1994 1997 1992 — 2004 2000 1993 1992 2005 — 1992 2002
Belize 1997 2004 1993 1994 1998 1986 — — 2003 1983 1998 1998 2005 1997 1990
Bolivia 1996 2002 1994 1994 1996 1979 2003 2003 1999 1995 1994 1990 2003 1994 1976
Brazil 1992 2003 1994 1994 1997 1975 — 2004 2002 1988 1990 1993 2004 1990 1977
Chile 1992 — 1994 1994 1997 1975 1983 2005 2002 1997 1990 1981 2005 1990 1980
Colombia 1996 2003 1994 1995 1999 1981 — — 2001 — 1993 1998 — 1990 1983
Costa Rica 1995 2007 1994 1994 1998 1975 2007 2007 2002 1992 1991 1992 — 1991 1977
Cuba 1994 2002 1994 1994 1997 1990 — — 2002 1984 1992 2001 — 1992 1981
Dominica 1998 2004 1994 1993 1997 1995 — 2003 2005 1991 1993 — 2005 1993 1995
Dominican 
 Republic 1999 2006 1996 1998 1997 1986 — 2007 2002 — 1993 2002 2006 1993 1985
Ecuador 1993 2003 1993 1993 1995 1975 2004 2004 2000 — 1990 1991 2004 1990 1975
El Salvador 1991 2003 1994 1995 1997 1987 — — 1998 — 1992 1999 1999 1992 1991
Grenada — 2004 1994 1994 1997 1999 — — 2002 1991 1993 — — 1993 1998
Guatemala 1995 2004 1995 1995 1998 1979 — — 1999 1997 1989 1990 — 1987 1979
Guyana 2001 — 1994 1994 1997 1976 — 2007 2003 1993 1993 — 2007 1993 1977
Haiti — — 1996 1996 1996 — — — 2005 1996 2000 — — 2000 1980
Honduras 1995 — 1995 1995 1997 1985 2007 2005 2000 1993 1993 1993 — 1993 1979
Jamaica 2003 — 1995 1995 1997 1997 — 2007 1999 1983 1993 1998 2002 1993 1983
Mexico 1991 2002 1993 1993 1995 1991 — 2003 2000 1983 1988 1986 2005 1987 1984
Nicaragua 1997 2002 1995 1995 1998 1977 — 2005 1999 2000 1993 1997 — 1993 1979
Panama 1991 2002 1995 1995 1996 1978 1989 2003 1999 1996 1989 1990 2000 1989 1978
Paraguay 1995 2004 1994 1994 1997 1976 1999 2004 1999 1986 1992 1995 2003 1992 1988
Peru 1993 2004 1993 1993 1995 1975 1997 2005 2002 — 1993 1992 2005 1989 1982
Saint Kitts and Nevis 1994 2001 1993 1993 1997 1994 — 2004 — 1993 1992 — — 1992 1986
St. Lucia 1993 2005 1993 1993 1997 1982 — 2002 2003 1985 1993 2002 — 1993 1991
St. Vincent and the 
 Grenadines 1996 2003 1996 1996 1998 1988 — 2005 2004 1993 1996 — — 1996 2003
Suriname — — 1996 1996 2000 1980 — — 2006 1998 1997 1985 2000 1997 1997
Trinidad and Tobago 1994 2000 1996 1994 2000 1984 — 2002 1999 1986 1989 1993 — 1989 2005
Uruguay 1991 — 1993 1994 1999 1975 1990 2004 2001 1992 1991 1984 2003 1989 1989
Venezuela 1998 2002 1994 1994 1998 1977 — 2005 2005 — 1989 1988 2005 1988 1990

Source: ECLAC (2008).
a  Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and Their Disposal.
b  Cartagena Protocol on Biosafety of the Convention on Biological Diversity.
c  Convention on Biological Diversity.
d  United Nations Framework Convention on Climate Change.
e  United Nations Convention to Combat Desertification in Those Countries Experiencing Serious Drought 

and/or Desertification, Particularly in Africa.
f  Convention on International Trade in Endangered Species of Wild Fauna and Flora.
g  Convention on the Conservation of Migratory Species of Wild Animals.

h  Stockholm Convention on Persistent Organic Pollutants.
i  Kyoto Protocol to the United Nations Framework Convention on Climate Change.
j  United Nations Convention on the Law of the Sea.
k  Montreal Protocol on Substances That Deplete the Ozone Layer.
l  Convention on Wetlands of International Importance, Especially as a Waterfowl Habitat.
m  Rotterdam Convention on the Prior Informed Consent Procedure for Certain Hazardous Chemicals and 

Pesticides in International Trade.
n  Vienna Convention for the Protection of the Ozone Layer.
o  Convention for the Protection of the World Cultural and Natural Heritage.
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tries with an index greater than 80 are 
in the region (Table 8.3).

With all that has happened, 
there has been a striking increase in 
citizen participation, due not only to 
legally defined mechanisms such as 
referendums, but also to the rise of 
civil society and more frequent public 
demonstrations. Examples of commu-

nities questioning projects or forcing 
an industrial initiative to include en-
vironmental mitigation plans abound 
and have much to do with the growing 
awareness that the region is rich in 
natural resources, but that these assets 
deserve to be protected since they are 
not inexhaustible.

cHallenges

However, aside from the progress 
made on that front, the challenge is 
enormous. Available indicators show a 
serious degradation of the environment 
and the depreciation of the natural 
capital in all its forms, which are in 
turn reflected in the deterioration of 
public health, diminished productiv-
ity and income, physical vulnerability, 
and a reduction in the quality of life, 
as shown by calculations prepared 
specifically for the Caribbean. Statistics 
confirm that although the region has 
made considerable efforts to reduce 
environmental pressures, the actions 
of governments, the private sector and 
civil society have not been enough to 
lessen the negative effects of devel-
opment and correct the process of 
environmental degradation. This can 
be observed in the changes that have 

Table 8.3  Environmental Performance Index, Latin America 
and the Caribbean 

 ranking country Score World ranking

 1 Costa Rica 90.5  5
 2 Colombia 88.3  9
 3 Ecuador 84.4 22
 4 Chile 83.4 29
 5 Panama 83.1 32
 6 Dominican Rep.  83.0 33
 7 Brazil 82.7 35
 8 Uruguay 82.3 36
 9 Argentina 81.8 38
 10 Cuba 80.7 41
 11 Venezuela 80.0 45
 12 Mexico 79.8 47
 13 Jamaica 79.1 54
 14 Peru 78.1 60
 15 Paraguay 77.7 63
 16 El Salvador 77.2 65
 17 Guatemala 76.7 69
 18 Honduras 75.4 73
 19 Nicaragua 74.4 77
 20 Belize 71.7 84
 21 Trinidad and Tobago 70.4 89
 22 Guyana 64.8 108
 23 Bolivia 64.7 110
 24 Haiti 60.7 119 
Source: Yale Center for Environmental Law and Policy (2008).
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taken place in the main environmental 
indicators (IDB, 2003) (Figure 8.1).

For example, the region is expe-
riencing a constant process of defor-
estation, soil degradation and loss of 
biodiversity. It is estimated that in the 
1990s alone, the region lost around 4.7 
million hectares of forest per year. The 
scenario resulting from the growing 
demand for energy (Table 8.4) is no 
less complex. Especially important is 

the environmental impact of the con-
sumption of fossil fuels for transporta-
tion, which uses one-third of primary 
energy and 55 percent of petroleum 
derivatives in the region. This sector 
is the main party responsible for the 
rapid increase in atmospheric pollution 
in the region’s large cities (PM10, CO, 
NOx and SO2), causing 36 percent of 
greenhouse gas emissions (IDB, 2003) 
(Figure 8.2).

In addition, the region faces grow-
ing limitations in the water supply: 15 
percent of the general population—and 
as much as 30 percent in rural areas—
lacks access to drinking water. The 

Total CO2 emissions per capita Total CO2 emissions per capita due to changes in land use

Total CO2 emissions per capita excluding changes in land use

Figure 8.1 Per Capita Emissions of Greenhouse Gases (GHGs), Countries of Latin America and the
Caribbean, 2000
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Box 8.1  The role of the IDB regarding the Environment
The Inter-American Development Bank was the first multilateral 
financial institution to adopt an Environment Policy. The 1979 Policy 
contained an inclusive mandate to ensure the environmental quality of 
its operations and lend support to environmental projects in the region. 
Since the end of the eighties, the Bank has actively accepted and sup-
ported the sustainable development principles that led to the 1992 Rio 
Declaration on Environment and Development. As a result of this, in 
1994, the environment, along with poverty reduction and social develop-
ment, were declared priority areas for Bank support, and several specific 
mandates were included that have continued to guide the Bank’s work 
in this area to this day. These mandates contained provisions aimed at 
(i) building legal and regulatory frameworks regarding the environment; 
(ii) strengthening environmental agencies; (iii) improving the environ-
mental quality of the Bank’s operations; (iv) promoting conservation and 
efficient energy use in the Bank’s projects; (v) improving the urban envi-
ronment; (vi) encouraging sustainable management of natural resources, 
especially in reference to sustainable environmental practices in the 
management of water resources, forest use, biodiversity, and agricultural 
and marine resources; (vii) dealing with the subjects of transparency and 
access to environmental information and providing information to inter-
ested parties; (viii) guaranteeing quality control and executing environ-
mental impact assessments (EIAs); and (ix) encouraging environmental 
education and training.

The IDB’s Board of Executive Directors backed a new environmental 
strategy in 2003 that established the direction for actions geared toward 
improving the results of efforts in sustainability, which defines the en-
vironment as a vital and all-encompassing component of economic and 
social development. In this context, the Bank’s Environment Strategy 
was developed to support two fundamental objectives: achievement of 
sustainable economic growth and the reduction of poverty and inequal-
ity. With the 2006 approval of the Environment and Safeguards Compli-
ance Policy, the Bank sought to provide the necessary directives to set 

and reinforce key priorities identified in the Environment Strategy. This 
new policy took into consideration the actual changes and realities that 
impact environmental development, including the development of insti-
tutional capacities that had taken place in borrower countries; the ever 
more predominant role of civil society in the context of democratic pro-
cesses; the process of convergence of policies and harmonization among 
multilateral and bilateral development agencies; the need to improve the 
effectiveness of development; the ever-increasing role of the private sec-
tor and public-private partnerships; the commitments to sustainability 
made by the major financial institutions of the private sector through 
the Ecuador Principles; and the growing importance of regional and 
global opportunities and challenges. This policy also recognizes the links 
between poverty and management of the environment and the need to 
improve social and economic conditions based on rational management 
of natural resources and the environment (IDB, 2006).

The IDB’s Board of Executive Directors approved the Sustainable 
Energy and Climate Change Initiative (SECCI) in March 2007 as a 
response to the request from the countries of Latin America and the 
Caribbean to expand the role of sustainable energy and climate change 
in the region. SECCI is proving to be an exceptional generator of new 
operations, and a solid mechanism for adding value to the current ones. 
Its current structure has allowed for its incorporation in the Bank’s work 
through its different departments. The IDB and many other multilateral 
development banks have been involved in the process of reforming the 
region’s policies for the purpose of promoting not only sound policy 
development, but also an appropriate institutional structure that results 
in the desired effect. In this process the Bank has spearheaded policy-
based loans (PBLs) in a wide variety of sectors such as education, health 
and pensions. Along the same lines, the IDB is supporting innovative 
PBL programs such as policy-based loans related to climate change. 
In these cases, loans do not aim to reform existing institutions, but to 
promote the creation of others that allow for the adoption of principles 
established in international agreements.
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elimination of wastewater effluents 
continues to be a serious problem, since 
only 14 percent of the volume collected 
was being treated at the beginning of 
the decade. Moreover, the problem of 
solid waste management is an issue 

of concern in urban centers because 
uncontrolled sewage deposits affect 
drainage basins, the course of rivers 
and coastlines, and more (IDB, 2003).

In coastal areas, the destruction of 
mangrove swamps and coral reefs, the 

Table 8.4 Total Energy Consumption, Latin America and the Caribbean, 1995–2006
(Equivalent in thousands of barrels of oil)

country 1995 2000 2003 2004 2005 2006

Argentina 273,039.9 298,924.4 291,537.1 335,002.9 335,265.5 361,886.4
Barbados 1,745.8 1,795.6 1,896.8 1,949.4 2,027.6 2,067.8
Bolivia 18,976.9 19,284.5 19,598.5 24,009.1 24,820.2 26,613.4
Brazil 924,204.0 1,100,175.7 1,146,393.6 1,240,992.2 1,314,679.4 1,355,368.3
Chile 113,880.7 143,595.3 148,737.8 156,152.9 151,430.6 159,150.7
Colombia 171,661.5 165,683.9 168,337.9 155,776.9 166,788.3 169,013.9
Costa Rica 14,842.1 17,013.8 18,381.2 21,505.1 21,177.1 24,049.3
Cuba 51,569.2 60,861.1 61,983.6 62,812.6 66,499.9 69,005.5
Dominican Rep.  26,684.7 39,079.0 38,587.4 38,741.2 37,868.4 36,935.4
Ecuador 41,021.7 45,969.3 48,622.1 55,852.5 58,905.7 60,132.2
El Salvador 18,366.8 21,123.6 23,113.5 23,760.2 23,115.5 23,961.5
Grenada 311.8 418.3 479.3 465.3 489.9 507.0
Guatemala 36,665.2 46,208.4 50,522.6 50,842.6 52,610.9 53,938.4
Guyana 5,000.4 5,490.7 5,294.8 5,312.4 5,483.8 5,519.4
Haiti 9,956.4 12,559.5 12,534.2 16,520.6 16,818.0 17,238.4
Honduras 18,306.5 19,970.6 23,636.7 23,960.0 23,996.2 24,674.9
Jamaica 13,131.8 16,490.3 17,554.3 20,676.3 27,637.0 28,843.1
Mexico 641,918.8 703,210.2 693,545.7 761,309.2 775,492.2 800,331.5
Nicaragua 12,192.9 15,281.0 16,308.3 17,358.3 18,205.9 18,570.2
Panama 11,376.9 13,727.5 16,678.2 21,194.9 21,457.7 22,809.1
Paraguay 26,978.3 26,414.8 26,948.9 26,249.5 26,580.9 26,674.3
Peru 72,340.7 80,026.1 77,056.0 80,649.3 83,234.0 86,612.0
Suriname 4,105.7 4,333.9 4,188.3 4,400.8 4,373.3 4,495.5
Trinidad and Tobago 33,722.2 49,009.5 65,582.4 68,782.9 78,654.1 79,015.0
Uruguay 16,306.6 18,067.4 16,035.4 16,966.3 17,848.6 18,390.0
Venezuela 232,221.8 233,838.1 256,398.9 269,727.5 289,813.3 326,320.3
Latin America and 
 the Caribbeana 2,790,529.1 3,158,552.4 3,249,953.3 3,500,970.9 3,645,274.1 3,802,123.3

Source: ECLAC (2008).
aIncludes the countries shown in this table.

(Continued on page 215)

A wind farm in Costa rica that received 
IDB funding is part of a growing movement in 

the region to adopt innovative energy sources to 
reduce hydrocarbon consumption. 
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Interview with Mario Molina

When Mexican scien-

tist Mario Molina re-

ceived the 1995 Nobel 

Prize in Chemistry, the 

vast majority of fellow 

Mexicans and Latin 

Americans did not 

know who he was. Today, he is regarded as 

one of the most outstanding scientists of the 

region thanks to his experiments demon-

strating how the buildup of CFCs causes a 

reduction in the ozone layer of the strato-

sphere. Molina’s accomplishments have 

sparked interest in the importance of the 

global atmosphere, protecting the environ-

ment and mitigating the “greenhouse effect” 

associated with climate change. Dr. Molina 

is currently a professor at the University of 

California in San Diego and an advisor to the 

Mexican government. 

Your work helped humanity to under-
stand the serious nature of environ-
mental deterioration on the planet. 
What is your interpretation now? 

All indications are that the world 
is becoming more aware of the subject 
of climate change every day; neverthe-
less, the solutions are behind sched-
ule. The hope is that there will be a 
greater awareness so we may arrive at 
an international consensus on reduc-
ing greenhouse gas emissions, one 
that allows for an effective solution to 
the problem. This is the first step that 
urgently awaits us. Even so, there are 
sizable differences in levels of develop-
ment and the promises each county has 
made, above all the most polluted ones. 
In particular, with regard to the United 
States, it still maintains the position of 
considering only voluntary measures 
to limit greenhouse gas emissions. But 
change is afoot, spearheaded by the 
new administration of President Barack 
Obama, so hopefully that nation will 
soon join the international community 
in taking measures and forging the 
necessary agreements. 

And China?
Almost the same thing is happen-

ing there. China did not participate 

with limiting its greenhouse gas 
emissions in the first phase of commit-
ments to the Kyoto Protocol. But now, 
China already has a gas emissions level 
as great as that of the United States—
not cumulative, but per year. Therefore, 
it must participate, the same as India, 
Mexico, Brazil and other emerging 
economies of the world. It’s possible 
that China’s contribution will not be 
to the extent of imposing emissions 
limits, but it will at least make certain 
its economic development is very ef-
ficient from the energy point of view. 
China is still taking great measures, 
investing considerably in employing 
clean technologies in electrical power 
generation plants that use coal and in 
applying energy-efficient regulations 
for automobiles. 

Is it inevitable that greater action in 
this area will put a damper on eco-
nomic growth? 

No. Of course it’s possible to con-
trol the climate control problem and 
stimulate economic growth at the same 
time. The two are compatible, although 
there is a cost. We are talking about 
a relatively small economic impact. 
According to the most widely accepted 
studies, all the economic efforts to 
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mitigate the effects of climate change 
would be on the order of 1 percent or 2 
percent of the world’s GDP. By con-
trast, the damage would entail a much 
greater cost. Thus, from the economic 
point of view, it turns out that it’s more 
cost efficient to try to prevent climate 
change than try to adapt to it. In addi-
tion, there’s a very important ethical 
factor: we cannot afford to do extensive 
damage to the Earth’s natural systems 
because we’ve got to leave the planet 
in good shape for future generations or 
at least leave it with the same quantity 
and quality of natural resources that 
we had. 

Do you share the apocalyptic view 
that strong measures must be taken 
now, given the magnitude of the 
damage?

 I do not. But I do believe this is 
a threat that compels us to act soon, 
because the risk is clearly alarming. It 
consists of changes which, if not apoca-
lyptic, are large enough to seriously 
harm society, such as hurricanes and 
severe droughts, and extreme meteoro-
logical phenomena in general that will 
affect millions of people. The changes 
that could come would be abrupt, sud-
den and very hard to predict. Neverthe-

less, we can reduce the risk of these 
things happening if we take action 
during the next decade and continue 
during the rest of the century. In other 
words, we have time to make an or-
derly transition toward true sustainable 
development where clean technologies 
are applied to improve quality of life 
for people. We must take a very serious 
look at this subject.

What role does Latin America play in 
all of this?

Latin America has many opportu-
nities to take on the climate change 
challenge. For example, in the field of 
energy, as regions make progress and 
there is greater economic development, 
demand for energy will increase. The 
goal is to satisfy that demand with 
energy source that have low carbon 
intensity. If we use fossil fuels, their 
use has to be limited and made more 
efficient. At any given moment, we can 
apply new technologies for the cap-
ture and geological storage of carbon 
dioxide to generate electricity, instead 
of only sending it into the atmosphere 
as we have done since the beginning 
of the Industrial Revolution over 150 
years ago. There are clean technologies 
being introduced in developed coun-

tries, and at any given moment we can 
adapt or apply them in our countries. 
The solution is to take many measures 
at once, especially in sectors with 
greater greenhouse gas emissions, such 
as transportation and housing. Also, 
you have to start making extensive use 
of renewable energy such as wind and 
solar power. These energy source have 
a lot of potential in the region. There’s 
potential for biofuels as well, if they 
have a positive effect on the environ-
ment and energy, because there are 
ways to produce and use them that 
don’t benefit the environment. Also, 
if nuclear energy keeps improving in 
order to be even safer and with fewer 
problems regarding the proliferation 
and storage of radioactive waste, it 
too can be one of the solutions we can 
apply. There is no one technology that 
can solve all our problems given the 
magnitude of the climate change we 
are facing. 

What is your interpretation of what 
countries in the region are doing? 

We are lagging behind. Neverthe-
less, I see certain things with a more 
positive outlook because there is a 
willingness, and we are starting to take 
action, but first you have to come to 

(Continued on next page)
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an agreement. In the case of Mexico, 
for example, President Felipe Calderón 
wants to take significant measures that 
will clearly help solve this problem. 
Other nations can follow in Mexico’s 
footsteps and make it clear that we are 
going to sit down to discuss seriously 
our goals for reducing greenhouse gas 
emissions, which is exactly what we 
must begin to do in order to figure out 
how we can help solve this problem. In 
the final analysis it is up to us to turn 
up the pressure within the body of 
the UN so that an actual international 
agreement is established. 

What would you like to see with 
regard to this issue in the coming 
years?

I’d like to see a very clear inter-
national agreement in which goals 
and commitments are established to 
reduce greenhouse gas emissions so as 
to avoid, in this century, an increase 
in the Earth’s average temperature of 
more than 2.5 degrees Centigrade. I’d 
like to see all countries being charged 
for gas emissions that harm the envi-

ronment. But at the same time, there 
must be a transfer of resources from 
developed countries to the developing 
ones to help them to apply new tech-
nologies without sacrificing economic 
growth, but rather, ensuring that sus-
tainable growth takes place. This has 
to be a cooperative effort on the global 
level. This can all be done in the next 
decade.

What role should the Inter-American 
Development Bank play regarding 
this subject, and what would you 
emphasize as far as what the Bank 
has done? 

The IDB must financially promote 
and support relief measures in Latin 
America, primarily in productive 
sectors that require new investments 
and technologies in order to be more 
competitive on the international 
market, but at the same time cleaner 
and less intensive in the use of fos-
sil fuels. The IDB must also support 
countries that are more greatly affected 
by climate change, such as the insular 
countries or countries where extreme 

meteorological phenomena and a loss 
in productivity in agriculture and 
livestock are anticipated. The creation 
of the Sustainable Energy and Climate 
Change Initiative (SECCI) is a very 
positive development; it’s a clear sign 
of how important this subject is to 
governments in the region.

(Continued from previous page) 
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loss of fishing resources due to overfish-
ing, the pollution caused by effluents 
and solid waste, and the serious risk of 
flooding and erosion are causes for con-
cern, as well as the deterioration of air 
quality. More than 100 million persons 
in the region’s cities are exposed to air 
pollution levels that exceed those recom-
mended by the World Health Organiza-
tion (WHO), and more than 100,000 
persons die each year due to exposure to 
vehicular emissions (IDB, 2003).

To this list one must add the 
constant threat of natural phenomena 
(earthquakes, floods, tropical storms 
and hurricanes, droughts and land-
slides) that cause serious economic and 
environmental damage (Figure 8.3). 
Between 1990 and 1998, to cite just one 
example, the region experienced a total 
of 40.7 disasters per year that caused 
direct and indirect economic losses of 
nearly US$20 billion (IDB, 2003).

Thus, the scenario for the region 
is a complex one. It includes the loss 
of biodiversity, deforestation, soil loss 
and desertification; deterioration of 
coastlines and the marine environ-
ment; water pollution from industrial, 
agricultural and local sources; a need 
for proper solid waste management, es-
pecially household waste; environmen-
tal deterioration in the region’s large 
cities; and disasters caused by natural 
phenomena and human intervention 
(Rodríguez Becerra, 2002). Climate 
change deserves separate mention.

climaTe cHange

Global warming has touched all parts 
of the world, and the region’s countries 
are not immune to this reality. Accord-
ing to the IPCC, regional temperatures 

Figure 8.3 Index of Climate-Related Disasters, Latin America and the
Caribbean Compared to the Rest of the World
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increased by nearly one degree Cen-
tigrade during the twentieth century, 
while sea levels rose between two and 
three millimeters per year starting 
in 1980. At the same time, increased 
rainfall in certain areas and drought in 
others are well documented.

These realities contrast with the 
moderate impact the region has made 
with respect to this topic. According 
to the UNEP (UNEP and SEMARNAT, 
2006), with regard to global green-
house gas emissions, Latin America’s 
contribution was on the order of 7 
percent in the year 2000, and its share 
is expected to rise to 9 percent by 
the year 2050. The region as a whole 
produces 4.3 percent of total carbon 
dioxide emissions worldwide due to in-
dustrial processes, and 48.3 percent of 
the emissions caused by changes in soil 
use. Methane emissions derived from 
human activities represent 9.3 percent 
of the world total. Average carbon di-
oxide emissions per inhabitant in 1995 
were 2.55 tons, less than the 11.9 tons 
calculated for high-income economies 
and below the world average of 4 tons 
(UNEP and SEMARNAT, 2006).

In this context, experts identify 
four urgent problem areas for the 
region. The first is the gradual thaw-

ing of the Andean glaciers and the 
effect that this may have on related 
ecosystems, as is demonstrated by the 
case of Mount Pastoruri in Peru. The 
second problem is the bleaching of 
Caribbean coral reefs, upon which 65 
percent of the region’s marine species 
depend for their survival (Table 8.5). A 
third problem is the damage to swamp-
lands in the Gulf of Mexico and the 
disappearance of mangrove swamps, 
which are indispensible to maintaining 
ecological equilibrium in the region. 
A final source of concern is the risk of 
deforestation of the Amazon jungle due 
to natural causes (de la Torre, Fajnzyl-
ber and Nash, 2009).

The concerns are even greater when 
looking to the future. According to the 
IPCC, the increase in temperatures in 

Table 8.5  Potential Value of Services Lost Due 
to the Loss of Coral reefs 

(Millions of dollars)

 Low High 
 estimates estimates

Coastal protection 438 1,376
Tourism 541 1,313
Fishing industry 195 319
Biodiversity 14 19
Pharmaceutical uses 3,651 3,651
Total 4,838 6,678

Source: Vergara (2008).
Note: Scenario for 2040–60, projected in 2008, assuming a loss 
of 50% of Caribbean coral reefs.

(Continued from page 215)

A dust storm signals the need to improve 
stewardship of land and water resources, 
particularly in the face of future uncertainties 
related to the effects of global warming. 



are in the region, which is home to 27 
percent of the world’s mammals, 34 
percent of all plants, 37 percent of the 
world’s reptiles, 43 percent of all birds 
and 47 percent of the world’s amphib-
ians (de la Torre, Fajnzylber and Nash, 
2009). Equally devastating would be the 
effects on agriculture, the availability 
of water and disaster prevention. With 
respect to health, it is estimated that 
76,641 additional cases of dengue fever 
and malaria will appear over the next 
six years, due to an increased number of 
vector mosquitoes (de la Torre, Fajnzyl-
ber and Nash, 2009) (Table 8.6).

wHaT lies aHeaD

The previous discussion makes it clear 
that the issue of the environment and 
a concern about climate change will 
be constants in the region for a long 
time to come. Interest will be fueled 
by the unfortunate effects expected to 
occur over the next few decades, which 
include catastrophic natural disasters 
and dramatic changes in rain and crop 
patterns. As a result, the agenda of 
possible actions is broad, and in some 
countries a few initiatives are already 
in progress, although a more far-reach-
ing, forceful emphasis is desirable. 

Figure 8.4 Projected Impact of Rising Sea Levels on GDP, Latin America and the Caribbean

(Percentage impact on GDP)

Source: Dasgupta et al. (2007).
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the region could range between 0.4°C 
and 1.8°C by 2020 and between 1°C 
and 4°C by 2050. In addition, sea levels 
could rise between 18 and 59 centime-
ters this century, without considering 
catastrophic scenarios such as what 
might happen to Greenland’s glaciers 
or an accelerated thaw in Antarctica 
(Figure 8.4).

Such scenarios would be cataclysmic 
for Latin America and for the world. 
One cannot forget that five of the 
world’s 10 most biodiverse countries 

(Continued on page 220)
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Interview with rodrigo Gámez

Rodrigo Gámez is 

the President of the 

National Biodiversity 

Institute of Costa 

Rica (INBio), 

which preserves 

biodiversity by using 

the opportunities it provides to achieve a 

better quality of life for mankind. Gámez 

holds a Ph.D. in plant virology from the 

University of Illinois. He was a research 

professor at the University of Costa 

Rica, and he has received numerous 

national and international awards, such 

as the OAS Bernardo Houssay Award in 

Sciences, the Rainforest Alliance Green 

Globe Award (1997), the Distinguished 

Scientist Award from the Ministry of 

Science and Technology of Costa Rica 

(2004), and the Interscience Award in 

Ecology and Biodiversity (2005).

How would you describe what has 
happened in Latin America and the 
Caribbean with regard to the environ-
ment over the last half-century? 

The process of global change has 
naturally affected the region. The 
factors of global change are popula-
tion growth; changes in the way land 
is used in favor of agriculture and the 
extractive industries; environmental 
pollution; climate change due to greater 
greenhouse gas emissions; the prolif-
eration of invasive species, particularly 
in some Caribbean islands; and the 
over-exploitation of wildlife, on the 
land as well as in the oceans, including 
forests, fishing and hunting.

As an expert on biodiversity, do you 
think the region’s wealth in this area 
is in serious danger? 

It is in very serious danger, because 
human beings are very dependent on 
nature. Not only that, but the region’s 
biological wealth is at stake as well. 
Our region is one of the world’s rich-
est, in terms of both biodiversity and 
megadiversity. We mustn’t forget that 
this biological wealth was used here 
by the pre-Columbian populations, 
who were responsible for making this 
area one of the cradles of agriculture. 

Moreover, according to the experts, at 
the current rate of destruction, half of 
the biological wealth of Latin America 
and the Caribbean could be lost by the 
end of the century, with one-quarter of 
this loss due to climate change alone. 
Therefore, we must defend this natural 
asset and not squander it.

What would you take away from the 
events of the last 50 years? 

Certainly, there has been a growing 
awareness of the problem in an increas-
ing number of sectors at the national, 
international and multilateral levels. The 
1992 Earth Summit in Rio de Janeiro, 
the Convention on Biological Diversity 
and the Framework Convention on 
Climate Change were just a few of the 
landmark events that took place. Pro-
tected wildlife areas have increased. The 
causes of environmental damage are 
better understood, and certainly more 
action has been taken, but it hasn’t been 
enough to reverse the trends because 
losses continue to occur.

What do you wish had happened? 
I wish there had been much more 

commitment and action. The data 
confirm that after the Rio de Janeiro 
summit, there was increased biodi-
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versity loss throughout the world and 
in the region. In addition, developed 
countries provide less support for the 
conservation efforts of poor coun-
tries that are rich in biodiversity. It is 
necessary, therefore, to work harder 
toward stabilizing the population and 
rationalizing consumption. Moreover, 
we need to expand protected areas as 
well as urban and agricultural areas 
that are more hospitable to biodiversity 
and administer them more effectively. 
Finally, we need to work harder to 
restore degraded habitats, educate the 
people, and empower the population 
and communities. We must change hu-
man attitudes toward nature. 

What do you feel is the future of 
biodiversity? 

The situation is very serious because 
of its adverse consequences for the well-
being of the region’s people. The loss of 
species threatens the food supply and 
health. We must also improve protec-

tion against natural disasters while we 
work on climate stabilization.

What would you like to see happen in 
this area? 

I would like to see a greater com-
mitment from all the sectors that 
are in a position to act and influence 
the processes. These sectors include 
government, the private sector, busi-
ness, religion and education. There is 
no doubt that greater action is needed 
to solve such a large problem. In other 
words, we must take things much more 
seriously and not treat this issue as 
if it were the exclusive domain of the 
environmentalists. 

What, in your opinion, should be the 
role of an organization like the IDB 
under these circumstances? 

Every crisis is an opportunity. 
As a development bank, the IDB can 
communicate its perception of the 
impact of global change on the region’s 

development process. I would like the 
Bank to have a greater influence on the 
above-mentioned sectors to make them 
understand the serious consequences 
that global change holds for humanity 
and the quality of life. The Bank must 
work on reinforcing the concept of 
natural assets, particularly in support 
of education and bioliteracy. We must 
help everyone understand how much 
we depend on nature and how we can 
take advantage of the opportunities it 
offers us. In the final analysis, our well-
being and development are at stake, 
and we must protect them through the 
proper use of science and technology.
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We must also prepare ourselves for 
the scenario that will play out after the 
expiry of some of the provisions of the 
Kyoto Protocol in 2012, because one 
topic of discussion that will definitely 
emerge will be that of adaptation to 
climate change in developing countries. 
On the other hand, according to UNEP 
(UNEP and SEMARNAT, 2006), the 
instruments now existing under the 
Protocol will probably be used more 
and more. It is important that clear sig-
nals be given for the continuity of the 
mechanisms and for the emergence of 
new tools, strategies and partnerships. 

In conclusion, the future is alarm-
ing, but not inevitably so. Several 
organizations, including the IDB, have 

identified precise action areas to tackle 
so as to correct or mitigate the trends. 
These consist of the development of 
renewable energy and greater energy ef-
ficiency, the push toward biofuels, car-
bon financing and adaptation to climate 
change.5 Specific examples involve the 
increased use of hydroelectricity and 
alternative energy sources, reforesta-
tion programs, the use of alternative 
fuels for transportation, the proper 
management of waste and harmonized 
decision making among the region’s 
governments. In all cases it is clear that 
success is not guaranteed, especially 
in light of the region’s complex social, 
political and economic realities. But to 
do nothing is a sure recipe for failure.

Table 8.6 Additional Cases of Malaria and Dengue Fever, Future Scenarios

  additional number
   of cases per
  Historical number, six-year period
disease vectors 2000–2005 Scenario in 50 years Scenario in 100 years

Plasmodium falciparum malaria  184,350 19,098 56,901
Plasmodium vivax malaria 274,513 16,247 48,207
Dengue fever 194,330 41,296 123,445
Total 653,193 76,641 228,553

Source: de la Torre, Fajnzylber and Nash (2009).

(Continued from page 217)
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_______________________
1 To view the complete article, go to: http://www.elcomercio.com.pe/edicionimpresa/Html/2008-05-

25/pastoruri-agoniza-hecho-pedazos.html.
2 In decreasing order of megadiversity, the world’s 12 most megadiverse countries are Brazil, Colombia, 

Indonesia, Peru, Mexico, China, Australia, Ecuador, India, Venezuela, Bolivia and Madagascar.
3 Cited in Rodríguez Becerra (2002).
4 “In 1973, Brazil created the Special Secretariat for the Environment and Mexico established 

the Subsecretaría para el Mejoramiento del Medio Ambiente (SEMA; Sub-Secretariat for the 
Improvement of the Environment), setting a trend for the construction of environmental agencies 
elsewhere on a national and sub-national level. The establishment in 1974 of the Colombian Code 
of Natural Resources and the Environment and the creation in 1976 of Venezuela’s Ministry of the 
Environment were pioneering creations in comparison to the advancements made by other devel-
oping countries elsewhere in the world.”

5 Proposals contained in the IDB’s Sustainable Energy and Climate Change Initiative (SECCI). For 
more information, go to http://www.iadb.org/SECCI/?lang=es.
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a landscape of challenges. The most urbanized developing region, Latin America faces a major challenge of unsnarling traffic to make its cities livable. With IDB support, 
metropolitan areas have taken innovative approaches to meeting needs for infrastructure and social services. Often working with private sector partners, cities have expanded 
funding available for mortgages for new housing, undertaken massive projects to collect and treat sewage, improved law and order, and strengthened the ability of municipal 
agencies to carry out their responsibilities.



IX The Urbanization of 
Latin America and the Caribbean 

T hey called it the burroducto. 
Until a few years ago, it was 
the only source of drinking 

water for tens of thousands of people 
who live on the handful of hills over-
looking Cartagena de Indias, in the Ca-
ribbean region of Colombia. “My fam-
ily used to pay around 3,000 pesos a 
day (approximately US$40 per month) 
for water from the burroducto,” recalls 
Delfina Díaz Pereyra. Born in Loma 
Fresca, one of the sprawling neighbor-
hoods located at the city’s edge, Díaz 
Pereyra became a sort of water activist 
in 1995. “I got tired of waiting for the 
municipality to install water service in 
my house,” she says. “So I started show-
ing up at the mayor’s office to demand 
an explanation.”

Today, it’s a different story. Díaz 
Pereyra has been paying about US$8 
a month for drinking water that flows 
24 hours a day, since the local water 
company, Acuacar, went under private 
management. According to the compa-
ny, 99 percent of residents have house-
hold water connections and 82 percent 

have access to the sewer system. These 
numbers would be impressive in any 
context, but they are especially notable 
in a city like Cartagena, where 85 per-
cent of the population is classified as 
poor (IDB, 2006).

Cases such as this one reflect the 
profound contradictions of the cities 
in a good part of the Western Hemi-
sphere, where efforts toward a better 
quality of life for a constantly growing 
population are the exception and not 
the rule. The reason is very simple. 
Latin America and the Caribbean is 
now the most urbanized region in 
the world, which is surprising when 
one considers that in 1900 none of its 
capital cities had more than one mil-
lion inhabitants, and that in 1950 there 
were barely seven cities with at least 
that number of people.   

According to the most recent fig-
ures, 77 percent of the area’s inhabit-
ants live in these types of settlements1  
(Figure 9.1). In addition, four of the 
20 cities in the world with more than 
10 million inhabitants and 55 of the 

225



414 cities with more than one million 
inhabitants are located in the area. These 
55 cities are home to a total of 183 mil-
lion individuals, one-third of all Latin 
Americans (IDB, 2008). 

Moreover, in recent times medium-
sized cities (those with a population of 
between 200,000 and one million per-
sons) have experienced vigorous econom-
ic and demographic growth, with increas-
es greater than those for any other group. 
This process is expected to continue; by 
2030 it is estimated that 84.3 percent of 
Latin Americans, approximately 609 mil-
lion people, will be living in urban areas 
(Table 9.1) (UN-Habitat, 2007).

This trend has been evident since the 
middle of the twentieth century, because 
the process of urbanization in Latin 
America and the Caribbean has been 
more intense than in any other region 

Table 9.1  Urbanization Trends, 1950–2030, and Projections 
(Population data in thousands of inhabitants)

 1950 1950–75 1975 1975–2000 2000 2000–30 2030

Total population 179,050  319,893  522,929  722,377
Increase in total  
 population  140,843  203,036  199,448 
Urban population 74,484  196,094  394,212  608,968
Increase in urban  
 population  121,610  198,118  214,756 
Urban population as a  
 percentage of total 
 population 41.60%  61.30%  75.38%  84.30%

Source: UN-Habitat (2007).

Figure 9.1 Urban Population, by Continent

Source: Cristini and Moya (2008).

90

80

70

60

50

40

30

20

10

0

19
70

19
75

19
80

19
85

19
50

19
55

19
60

19
65

19
90

19
95

20
00

20
05

(Percentage of total population)

World Europe North America
Oceania Asia Africa
Latin America and the Caribbean

CHAPTEr IX    |  THE URBANIZATION OF LATIN AMERICA AND THE CARIBBEAN 226



of the world. According to analysts, 
migration from rural to urban areas is 
attributable in some cases to problems 
of personal safety, but above all to the 
miserable living conditions in the coun-
tryside, a consequence of the concen-
tration of land ownership in the hands 
of but a few families and of the low 
productivity of agricultural workers 
and rural tenant farmers (IDB, 2008). 
At the same time, growing industri-
alization in the urban centers opened 
up opportunities for employment and 
higher incomes, thereby increasing the 
gap between the city and the country-
side (Thorp, 1998).

From that point of view, it can be 
argued that urbanization has been good 
for the different economies. This would 
have been the result of greater produc-
tivity among companies and workers 
due to the emergence of large centers of 
consumption. However, it is clear that 
even under this scenario, the region’s 
cities have not been able to absorb the 
large amount of labor available. Because 
of this, two out of every three new jobs 
belong to the informal sector. Apart 
from that, the cities, many of which 
form part of metropolitan agglomera-
tions, account for more than half of the 
productive capacity of their respective 

countries and it is estimated that they 
will generate more than 80 percent of 
their future growth (Rojas, Cuadrado-
Roura and Fernández Güell, 2008). 

Additionally, such a drastic change 
met with insufficient institutional 
capacity to respond to the avalanche 
of people. In other words, urbaniza-
tion was accompanied by disorderly 
growth, human settlements (often 
illegal), and scarce infrastructure and 
social services. Although over time a 
large part of the needs have been met, 
there are still challenges. At the same 
time, the response from municipalities 
has been slow because, among other 
reasons, de facto metropolitan areas 
have been created in many cases that 
exceed the boundaries of established 
administrative limits, creating conflicts 
between different authorities. That fac-
tor affects overall decision making and 
prevents the adequate development of 
fiscal resources. 

Nevertheless, there is a clear trend 
toward greater political and administra-
tive independence achieved through 
popular elections to appoint mayors, 
councilmen, and local administrators in 
the majority of the region’s cities. There 
is also an obvious effort toward decen-
tralization that includes the transfer of 

Squeezed in a narrow valley, La Paz, Bolivia, 
faces the challenge of controlling development on 

surrounding hills whose unstable slopes are prone 
to landslides.
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national taxes to local administrations, 
along with greater responsibilities.

This is a key dynamic when the 
region’s urban centers account for a 
good part of the challenges confronting 
the different countries. These include 
the high incidence of poverty, elevated 
rates of unemployment and informal 
employment, environmental problems 
caused by vehicular congestion and the 
handling of garbage, and rising orga-
nized and non-organized crime. 

Resolving such challenges in turn 
impacts each city’s possibilities for prog-
ress in specific ways, in a world that is 
becoming more and more globalized, 
where competitiveness is increasingly 
important for establishing businesses or 
attracting investment resources.

urBanizaTion oF PoverTy

It can be said that the high levels of in-
ternal migration that took place in Latin 
American countries have led, in turn, 
to the urbanization of poverty. Today, 
although these indexes are higher in 
the countryside (one out of every two 
households, compared to one out of 
every three in the cities), the region’s 
poor are concentrated in urban areas. 
According to ECLAC, of the 190 million 
people with income of less than two 
dollars per day in 2007, about 121 mil-
lion lived in towns and cities (ECLAC, 
2007) (Table 9.2). 

Such circumstances create a type 
of vicious circle that lays traps from 
which it is hard to escape. These include 

Table 9.2  Latin America: Poor and Indigent Population 1980–2007a

 Millions of persons

 poorb Indigentc

 Total Urban rural Total Urban rural

1980 135.9 62.9 73.0 62.4 22.5 39.9
1990 200.2 121.7 78.5 93.4 45.0 48.4
1997 203.8 125.7 78.2 88.8 42.2 46.6
1999 211.4 134.2 77.2 89.4 43.0 46.4
2002 221.4 146.7 74.8 97.4 51.6 45.8
2005 209.0 137.9 71.1 81.1 41.8 39.3
2006 193.5 127.2 66.3 70.6 34.7 35.9
2007 183.9 121.0 62.9 67.8 33.9 33.9

Source: ECLAC, based on special tabulations of household surveys in the countries listed.
a Estimate for 18 countries in the region plus Haiti.  
b Persons with incomes below the poverty line. Includes indigent persons.
c Persons with incomes below the indigence line. 

(Continued on page 232)
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Box 9.1    The IDB’s role in Urban Development 
In its five decades of activity, IDB loans earmarked for urban develop-
ment—including urban infrastructure and social services, housing, 
municipal development, renewal and heritage preservation projects, 
transportation, health care and environmental conservation—have 
grown exponentially. This has been tied to the need for investment 
to sustain the expansion of infrastructure and urban services capable 
of maintaining the growth of the population and of booming local 
economies.

In the first phase, the IDB focused on the critical needs generated 
by rapid urbanization, such as the issues of health care and housing 
construction. Thus, a large part of the Bank’s portfolio was centered 
on housing and health care loans during the 1960s and 1970s. During 
the 1980s, there was increased interest in urban loans, especially 
those aimed at sustaining municipal development, as a response to 
the decentralization processes taking place in the region. The 1990s 
brought greater complexity to the loan portfolio, with the addition 
of urban development. In this decade, in addition to a significant 
increase in municipal loans, a new interest arose in revitalizing urban 
centers, preserving national heritage, generating modern public 
transportation systems, and promoting programs to deal with grow-
ing social programs such as urban violence; other social services in 
general began to be managed through integrated initiatives designed 
to handle several problems simultaneously. 

Consequently, direct Bank loans to cities represent 15 percent of 
all loans granted and 12.5 percent of all approved projects since 1961. 

In figures, the aggregate total amounts to US$33.781 billion (in 1997 
dollars).

Of particular note are the changes with respect to housing; at the 
beginning, the Bank was actively involved in housing by financing 
construction projects. Today, its support is more complex, including 
backing for both the supply and demand of units in addition to urban 
improvement programs. 

Loans to municipalities and other subnational levels are no less 
remarkable. In response to the trend toward decentralization in Latin 
America and the Caribbean, the IDB expanded its service portfolio 
to include syndicated loans and guarantees for private companies 
involved in municipal infrastructure, particularly in sanitation, trans-
portation and electricity.

Another important area is that of support for the integrated 
urban development projects carried out by dozens of cities in the 
region. These projects are aimed not only at the revitalization of run-
down areas, but also at the conservation, restoration and preservation 
of historic centers.

Finally, the Bank has maintained an active technical coopera-
tion program to support the preparation of loan applications or the 
institutional development of cities. More than 120 transactions worth 
US$22 million overall have been processed under this category. Work 
in this field has been supplemented by a thorough research program 
whose published findings have served as a basic tool for municipal 
managers and the academic sector throughout the Western Hemi-
sphere. 
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Interview with  
Vicente fretes-cibils 

Vicente Fretes-

Cibils is the Chief 

of the Fiscal and 

Municipal Manage-

ment Division of 

the Inter-American 

Development Bank 

(IDB). Throughout his professional 

career he has worked at the World Bank 

and the IDB, and has taught as a uni-

versity professor on several occasions. 

After receiving a degree in economics 

from the Universidad Nacional del 

Nordeste in Argentina, Fretes-Cibils 

completed postgraduate studies at the 

University of Pennsylvania and North 

Carolina State University, where he 

obtained a Ph.D. in economics.

How do you see the changes that have 
taken place in the region with respect 
to urban development over the past 
half-century?

Over the past 50 years, urban 
development in Latin America and the 
Caribbean has had a remarkable his-
tory. The explosive growth experienced 
by the cities in the region beginning 
in the second half of the twentieth 
century led to the current advanced 
urban structure, which is responsible 
for a large part of overall economic 
growth and of increased integration 
with global markets. From a popula-
tion of 74 million persons in the 1950s, 
the cities have grown to become home 
to more than 400 million inhabitants, 
which represents 75 percent of the total 
Latin American population. In addi-
tion, more than one-half of the region’s 
GDP is generated in the urban areas, 
and that share is expected to rise to 80 

percent in the future. The region’s best 
resources, in terms of human capital, 
technology and entrepreneurship, are 
found in the cities. Despite the benefits 
offered by the cities, however, this 
growth presents significant challenges 
that affect the quality of life. The large 
scale of the cities exacerbates social, 
environmental and transportation 
problems. And their management con-
tinues to be one of the key challenges, 
given their size and the jurisdictional 
conflicts that arise when regional solu-
tions are required.

What do you think the IDB’s role has 
been in these events, and what would 
you highlight as a positive develop-
ment with respect to what has been 
done? 

Throughout its history, the IDB has 
supported urban development in the 
region. It has promoted, for example, 
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decentralization programs that have 
brought additional resources to the 
municipalities as well as greater re-
sponsibilities. The IDB has also been a 
partner in the mobilization of technical 
and financial resources required at the 
municipal and regional levels in order 
to deal with the challenges arising 
from urban growth. This support has 
been aimed at specific sectors such as 
water and sanitation, transportation, 
environmental protection and housing, 
as well as multi-sectored plans that 
include integrated urban development, 
revitalization of downtown areas, 
improvements in housing and the 
provision of urban services. Over the 
past 50 years, Bank loans to benefit the 
cities have represented 15 percent of all 
loans and 12.5 percent of all approved 
projects. 

Where do you see the issue going over 
the short and long term, and what 
should the Bank’s role be? 

Challenges include helping local 
governments mobilize both financial 
and technical resources to deal with the 
critical issues related to urban growth. 
Improving the quality of life in the 
cities will remain on the public agenda, 
since issues such as congestion, environ-
mental degradation, violence and gover-
nance will be at the center of the debate. 
In this regard, the Bank will increase its 
support of integrated programs related 
to priority issues in each city. This 
support will include critical financial 
investments for improving the quality 
of life and providing social services, as 
well as technical assistance to increase 
the effectiveness of fiscal management 
and governance capabilities, including 

in the private sector. In short, the Bank 
recognizes that Latin America and the 
Caribbean constitute an urban region 
and is ready to cooperate to improve 
the quality of life in the cities and make 
them safer and more productive. 
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different types of scarcity that are 
exacerbated by poor living condi-
tions, poor health, crime, violence 
and vulnerability to natural disasters. 
Such conditions create pressure on 
the nuclear family, as expressed in the 
high incidence of teenage pregnancies 
in the cities, where 8 out of 10 Latin 
American young people live. Accord-
ing to ECLAC, almost one-quarter of 
the region’s young women ages 15 
to 24 years old have become moth-
ers before the age of 20. Among the 
higher-income socioeconomic groups, 
less than 5 percent of young women 
have had children at the age of 17, 
while among lower-income groups the 
incidence has risen to between 20 per-
cent and 35 percent of young women, 
depending on the country (ECLAC, 
2008). 

There is also the matter of spatial 
segregation. Although it is not a phe-
nomenon exclusive to Latin America 
and the Caribbean, implicit in real es-
tate market operations is the fact that 
the price of urban land rises because 
it is a scarce commodity, thus relegat-
ing the poor to areas that are distant, 
unsafe, inaccessible, and afflicted with 
serious problems in the supply of pub-
lic utilities. This factor tends to create 

a dichotomy between metropolises with 
modern areas and good infrastructure 
and other areas that are in a backward 
state. Such a situation also exacerbates 
transportation problems because the 
commute time between home and work 
tends to increase, thereby affecting the 
general competitiveness of cities and 
barring hundreds of thousands of per-
sons from access to broader opportuni-
ties (Rojas, Cuadrado-Roura and Fernán-
dez Güell, 2008).

This situation does not obscure the 
fact that progress on certain indicators is 
considerable. For example, the availabil-
ity of electricity is practically universal in 
the region’s urban areas, with electricity 
reaching 95 percent of all homes. In addi-
tion, the availability of running water is 
high, with 86 percent coverage, although 
the sewage system barely reaches 60 
percent of homes. Landline telephone 
service coverage, however, is low at 61 
percent, but this proportion increases 
to 87 percent when mobile telephone 
service is included. There are gaps in the 
figures mentioned according to socio-
economic level that tend to be moderate 
for electricity and water services, but are 
much more substantial for sanitation 
services and landline telephone service 
(Table 9.3) (IDB, 2008).

(Continued from page 228)
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Table 9.3  Public Utilities Coverage in Urban Areas and Gaps between the Two Highest and Lowest Quintiles, Latin America 

 Sanitation Water Electricity Telephone Telephone/cell phone

 Year coverage Gap coverage Gap coverage Gap coverage Gap coverage Gap

Argentina 2003 60.4 39.2 98.4 4.0 99.5 1.2 64.8 39.5 93.0 11.1
Bahamas 2001 12.8 –0.1 86.7 12.4 96.1 5.7 n.d. n.d. n.d. n.d.
Belize 1999 n.d. n.d. n.d. n.d. n.d. n.d. 62.7 38.9 93.3 n.d.
Bolivia 2003–04 61.2 –3.2 90.2 9.7 92.5 6.1 45.5 27.0 86.6 11.0
Brazil 2005 65.5 30.2 95.6 9.9 99.6 0.9 95.7 7.0 98.0 4.0
Chile 2003 91.8 11.2 99.3 1.3 99.7 0.6 69.8 24.9 93.1 13.0
Colombia 2004 87.6 10.4 89.9 5.2 90.4 4.6 76.2 13.7 94.9 4.8
Costa Rica 2005 43.4 5.8 98.9 0.6 99.9 0.2 74.1 15.0 87.8 14.2
Dominican Republic 2006 32.3 14.6 80.6 18.9 94.4 4.7 40.6 43.8 84.9 20.1
Ecuador 2003 67.4 28.7 91.1 9.7 99.3 1.2 49.3 39.2 77.9 31.5
El Salvador 2004 50.6 30.7 73.7 23.8 90.7 14.4 59.0 19.2 87.2 8.9
Guatemala 2004 66.7 23.9 77.9 0.8 96.0 11.0 42.9 25.1 84.3 14.0
Guyana 1992–93 1.6 –3.3 88.7 7.3 91.0 14.6 83.3 1.6 95.2 0.4
Haiti 2001 n.d. n.d. 23.2 11.1 61.9 28.7 n.d. n.d. n.d. n.d.
Honduras 2006 63.8 31.1 n.d. n.d. 97.0 10.1 51.3 5.8 70.5 6.7
Jamaica 2002 32.9 1.3 65.3 12.0 92.3 6.3 n.d. n.d. n.d. n.d.
Mexico 2005 69.5 37.1 94.9 8.9 99.6 1.0 68.4 20.3 81.4 23.3
Nicaragua 2005 36.4 23.8 89.5 13.4 95.5 12.8 37.1 32.4 79.5 18.8
Paraguay 2005 15.0 14.7 89.7 20.1 98.4 3.8 40.1 48.0 82.6 28.9
Peru 2006 77.6 34.3 83.4 23.8 96.3 12.6 58.2 50.5 82.2 29.1
Suriname 1999 97.8 0.1 87.3 7.4 99.3 0.2 n.d. n.d. n.d. n.d.
Uruguay 2005 66.2 38.3 98.8 1.5 99.3 1.9 71.9 42.1 90.1 21.4
Venezuela 2002 95.1 5.7 93.9 6.7 99.1 0.9 69.2 24.5 89.8 12.6

Average  56.9 17.8 85.6 9.9 94.9 6.5 61.1 27.3 87.0 15.2

Source: Cristini and Moya (2008). Data on telephone coverage derived from Gallup (2007). 
Note: n.d. = no available data.
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more Homeowners

The expansion of Latin American 
cities over the second half of the 
twentieth century democratized 
homeownership at an unprecedented 
rate in the region, and possibly world-
wide. In 1950, approximately one 
out of every four families in Buenos 
Aires, Mexico City and Santiago, 
Chile, were homeowners; now, about 
two-thirds of those families own their 
own homes. According to the most 
recent surveys of urban areas under-
taken in 22 countries, the average 
homeownership rate is 68.4 percent 
(Table 9.4). This figure is higher than 
that of other developing countries 
and comes close to that of the United 
States (69 percent), where mortgage 
markets are very well developed and 
there is a long tradition of incentives 

for home ownership. In the region as 
a whole, the homeownership rate is 
higher among higher-income families 
(71 percent compared to 64 percent), 
but this difference conceals deep gaps 
in some cases (Table 9.5). 

These indexes are striking if one 
keeps in mind that a good part of the 
region’s original settlements were il-
legal due to being established in areas 
that had not been designated for hous-
ing, as they were outside of the urban 
limits at the time and did not have the 
appropriate permits. However, not all 
of the region’s irregular settlements 
are the result of illegal occupation. 
Currently, a large part of this illegal-
ity is purely nominal in the sense that 
regulations are breached with respect to 
planning, or there are no property titles 
confirming the voluntary transfer of 
ownership on paper. In order to resolve 
this problem, many governments in 
the region have carried out programs 
to issue property titles. But even now, 
about 20 percent of homeowners in the 
lower socioeconomic brackets of Latin 
America and the Caribbean do not have 
titles, and in some countries those lev-
els are much higher (Figure 9.2). 

Despite the fact that the lack of 
property titles has contributed to the 

Table 9.4   Homeowners, by Latin American City, 1947–2002
(Percentage of families who own their own homes)

 1947–52 1970–73 1990–93 1998–2002

Bogotá 43 42 54 52
Buenos Aires 27 61 72 75
Mexico City 25 43 70 76
Guadalajara 29 43 68 62
Medellín 51 57 63 56
Rio de Janeiro 33 54 63 75
Santiago 26 57 71 73

Sources: Gilbert (2001), UN-Habitat (2003), DANE (1998–2002). 
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disorderly development of housing 
construction in the region’s large 
cities, a relatively high percentage 
of homes have been built in compli-

ance with acceptable construction 
standards and with access to basic 
services, half a century after the great 
urban expansion.

What does or does not constitute 
an acceptable home has been the 
subject of intense debate among the 
region’s economists, architects, urban 
planners and sociologists for several 
decades. All agree that no universal 
standard can be defined because basic 
requirements vary depending on cli-
mate, construction methods, customs, 
and in the final analysis, individual 
needs and preferences. A simple 
standard, imposed more by available 
information than by conceptual rigor, 
defines “unfit housing” as that which 
has been built with poor-quality 
materials according to each country’s 
standards. Using this criterion for a 
set of 65 cities in the region that, as a 
group, include over half of the urban 
population, 18 percent of homes are 
considered unfit. However, this aver-
age represents some uneven distri-
bution, with rates of unfit housing 
ranging from 5 percent to almost 20 
percent in 17 of the region’s 22 largest 
cities. It is also important to mention 
that the majority of unfit housing is 
reflected in the lowest income deciles, 

Table 9.5   Index of Homeowners by Income, Urban Areas,  
Latin America and the Caribbean 

 Low income High income average

Argentina 58.4 70.6 66.0
Bahamas 51.9 61.8 57.7
Bolivia 55.4 55.0 53.9
Brazil 65.3 73.1 69.9
Chile 59.8 69.2 65.9
Colombia 57.8 64.1 60.0
Costa Rica 69.1 74.2 72.2
Dominican Republic 59.3 58.3 59.3
Ecuador 70.6 69.5 69.4
El Salvador 56.3 71.0 66.0
Guatemala 71.1 70.0 70.0
Guyana 31.3 42.9 40.6
Haiti 47.3 45.2 46.0
Honduras 57.2 62.0 59.2
Jamaica 57.2 48.5 52.5
Mexico 67.3 71.8 69.5
Nicaragua 67.6 79.6 76.6
Paraguay 75.6 74.2 74.4
Peru 55.1 70.0 65.7
Suriname 65.4 67.1 63.7
Uruguay 43.9 75.5 64.0
Venezuela 77.2 74.3 75.3

Latin America 
 and the Caribbean
  (weighted average) 63.6 71.3 68.4

Source: Cristini and Moya (2008). 
Notes: “Low income” refers to the two lowest quintiles, and “high income” refers to 
the two highest quintiles. The data come from household surveys and may not coincide 
with census data.

(Continued on page 238)
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Interview with Jaime Lerner

Born in Curitiba, 

Brazil, architect 

and urban plan-

ner Jaime Lerner 

has thrice been 

mayor of his 

native city and 

twice governor of the State of Paraná. 

Lerner implemented reforms rang-

ing from urban transit to planning in 

general, which have been imitated 

on every continent. In this interview, 

Lerner discusses a topic he is passion-

ate about: cities. 

How would you analyze what has 
happened over the past half-century 
in Latin American cities?

It has been a period marked by 
several events: disorderly growth, ever-
increasing urbanization and improve-
ments in the urban quality of life. A 
positive event is that the population 
growth rate has decreased over the 
past few decades, which demonstrates 
that the expected density bomb did not 
materialize. One of the most important 
lessons to draw from this is that it’s a 
mistake to treat economic development, 
quality of life and human settlements 
separately. When this occurs, it’s a 
disaster for cities, for the regions, for the 
provinces, and for the countries.

What have we learned?
We’ve learned that cities are the last 

refuge of community. For this reason, 
we must replace the pessimistic view 
of cities that prevails in some countries 
and adopt a more generous view with 
respect to people in the areas of health 
care, education and child care. When 
we speak of the whirlwind that is the 
global economic crisis, it’s time to try 
another New Deal that must aim to 
improve the quality of life of the people. 
It’s not a question of delivering abstract 

resources, but rather of taking advan-
tage of the opportunity to invest money 
in programs that benefit the citizens.

In Latin America, there are some 
countries in which a large part of the 
population is concentrated in one city, 
while in others, the population is dis-
tributed across several urban centers. 
Is it more difficult to serve the needs 
of the population in the first case? 

Undoubtedly, it is more difficult 
when there are fewer hubs of develop-
ment, because it is more difficult to 
establish a balance and offer the same 
quality of life throughout the country. 
It’s always better to have more hubs of 
development. 

Everything indicates that the gap 
between the countryside and the city 
has widened. Do you agree? 

Yes. It’s my understanding that the 
lack of opportunities in the countryside 
and in small towns has caused the mass 
migration to the large urban centers. 
But now the trend has changed, and job 
sources have diversified, thanks in part 
to technology, because wireless com-
munications have made it possible to 
provide services anywhere. This should 
reduce the pressure on large cities. We 
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also have to work to reduce the area 
of land that is occupied and follow the 
example of the tortoise, which is an 
example of how to live, work and move 
in one. The tortoise’s shell is designed 
like an urban structure. If we cut it into 
several parts, the tortoise will die. This 
is exactly what we’re doing in our cities: 
we live in one place, we work in another 
place, and spend our leisure time in a 
third place. This is a big mistake, and 
it is harming the quality of life of the 
cities. 

What are the most important prob-
lems, apart from the obvious ones? 

One problem is mobility, the second 
is sustainability, and the third is coexis-
tence. To begin with, it’s a big mistake 
to think that the problem of mobility 
can only be solved by using a car or 
taking the subway, because the city just 
isn’t viable for cars, and waiting for a 
complete subway network like the kind 
that was set up more than a century 
ago in London, Moscow, Paris and New 
York is impossible. So, my position 
is that everything is important. If it’s 
the subway, we have to build a smart 
subway; if it’s the bus, we have to build 
a smart bus; if it’s the bicycle, we have 

to make a smart bicycle. What, then, is 
the secret of successful mobility distri-
bution? It’s to use all your options, but 
never to let one system compete in the 
same space as the other. 

And what about sustainability?
Everybody’s discussing it, but 

they’re in a state of perplexity because 
nobody knows what they should do. 
Many believe that the solution is to be 
found in new sustainable materials, 
and that’s indeed important, but it’s not 
enough. People are also promoting new 
forms of energy or recycling, which 
are equally important, but they’re not 
enough. First of all, we must understand 
that 75 percent of carbon emissions 
come from cities. Therefore, it is in the 
conceptualization of cities where we 
can most quickly and effectively resolve 
the problem of climate change, and this 
means making some commitments. 
One, use the car less, which will force 
us to have good public transportation 
systems. Two, separate garbage. Three, 
live closer to work, or bring your work 
closer to home. Four, take the concept 
of multi-use into consideration, because 
a city cannot have areas that remain 
empty for 16 hours a day or a sports 

arena that is used 10 times a year. We 
must understand that sustainability is 
an equation between what we save and 
what we waste. 

What do you have to say about coexis-
tence?

We can’t have ghettos of very 
wealthy people or very poor people. It 
is an illusion that you can build bigger 
walls to have a safer life, because this 
doesn’t solve anything. The higher the 
wall, the greater the stimulus it gives to 
violence. There will come a time when 
whoever is inside the wall will realize 
that he is a prisoner, and that when he 
wants to get out, they will be waiting 
for him. 

How do you see the role of an organi-
zation like the IDB in all this analy-
sis? 

The Bank was the first institution 
that opened up the topic of quality of 
life. It was where we found the first 
sources of financing for cities. It was 
the first bank that invested in urban 
transit and opened up this perspec-
tive of non-bureaucratized response. I 
hope it will continue this way, as a key 
partner of the region’s cities. 

237



a fact that provides evidence of the 
problem of inequality in Latin Ameri-
can urban areas (Figure 9.3). 

How far are the cities of Latin 
America and the Caribbean from 
solving the most basic deficiencies of 
housing construction and the provision 
of water, sanitation and electricity ser-
vices? This has been a recurring ques-
tion that is usually answered on the 
basis of calculations of “quantitative” 
and “qualitative” housing deficits. The 

former is the difference between the 
number of households and the number 
of homes, while the latter is a measure 
of the quality of housing based on the 
type of building materials, access to 
services, or other criteria. The Econom-
ic Commission for Latin America and 
the Caribbean (ECLAC) and the Latin 
American and Caribbean Demographic 
Center (CELADE) estimated that in 
1995, the total (quantitative and quali-
tative) deficit in all countries in Latin 

Figure 9.3 Unfit Housing in Latin American Cities, 
by Income Deciles

Source: Cristini and Moya (2008).
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America and the Caribbean was 53 
million homes, which was equivalent 
at that time to 54 percent of available 
housing. The quantitative deficit was 
calculated at 28 million homes and the 
qualitative deficit (defined simply as a 
lack of connection to running water) at 
25 million homes. A more recent study 

carried out on 17 large cities in the re-
gion showed quantitative deficit ranges 
of 3 percent to 12 percent of house-
holds, while the unfit housing index 
ranged from 5 percent to 50 percent 
(Table 9.6).

Table 9.6  Qualitative and Quantitative Housing Deficits, and the Cost of Policies required for Improving Urban Infrastructure in Latin America

 Housing deficits Quantitative deficit

 Inadequate dwellings Inadequate dwellings Homes without water or sanitation

 city  cost  cost  cost
 (ordered by  percentage (percentage of percentage (percentage of percentage (percentage of
country population size) of households the city’s Gdp) of households the city’s Gdp) of households the city’s Gdp)

Mexico Mexico City 3.6 1.7 15.8 3.6 6.2 0.3
Brazil São Paulo 4.8 3.0 12.4 2.5 13.7 0.7
Argentina Greater Buenos Aires 3.7 2.6 13.5 4 41.2 2.5
Brazil Rio de Janeiro 6.1 6.2 12.7 5.5 9.4 0.8
Colombia Bogotá 12.1 7.5 n.d. n.d. n.d. n.d.
Peru Greater Lima 4.8 2.2 17.3 3.4 15.8 1.7
Brazil Belo Horizonte 6.5 4.6 19.2 5 14.4 1
Mexico Guadalajara 5.4 2.2 10.5 2 4.5 0.3
Brazil Porto Alegre 5.3 4.6 10.9 3.5 15.3 1.3
Mexico Monterrey 4.5 2.6 9.3 0.4 0.9 0.04
Brazil Recife 10.3 8.7 50.6 18.5 56 5.2
Brazil Brasília 3.3 1.5 10.3 2.0 17.1 1
Brazil Salvador 9.2 6.3 20.5 6.0 14.6 1
Brazil Fortaleza 10.2 6.6 41.7 11.6 49.2 5.1
Colombia Medellín 4.1 2.8 n.d. n.d. n.d. n.d.
Venezuela Caracas n.d. n.d. 5.6 1.6 4.2 0.3
Brazil Curitiba 4.9 3.8 17.6 5.8 20.5 1.3

Source: Cristini and Moya (2008), based on household surveys and national census data.
Note: n.d. = no available data.
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greaTer auTonomy,  
more cHallenges

One of the most notable aspects of re-
cent developments in the management 
of Latin American cities has been the 
growing transfer of functions by nation-
al governments to local governments. 
This decentralization process is aimed 
at improving the provision of services 
and the quality of basic infrastructure, 
giving municipal governments (or 
regional governments, in some cases) 
decision-making responsibilities with 
respect to the use of resources, based 
on general coverage parameters. Thus, 
many of the region’s countries have 
transferred the management of areas 
such as health care, education and sani-
tation to the cities, with the understand-

ing that their greater proximity to the 
area’s residents facilitates better deci-
sion making and more effective control 
by the local community (Table 9.7). In 
this respect there are a wide variety 
of models for this process, as well as a 
heterogeneous reality. In Latin America 
and the Caribbean, there are more than 
15,000 towns and cities of different 
sizes, with different systems of govern-
ment and administrative capacities.

Part of what has happened has to do 
with the strengthening of democracy 
in the region. As dictatorships were 
replaced over the last three decades by 
governments chosen by popular vote, 
the election of local authorities—mayors, 
councilmen and, in some cases, the 
heads of regulatory bodies—gradually 
increased as well.

Table 9.7  Decentralization Levels by Country
(Percentage of public expenditures reported by subnational governments) 

focus of 
decentralization effort More than  20% Between 10% and 20% Less than 10%

Intermediate level Argentina (49.3) Peru (19.0)
(states and provinces) Brazil (47.0)
 Mexico (31.8)
 Venezuela (27.0)
 
Local level Colombia (44.7) Ecuador (17.5) El Salvador (5.1) 
(municipalities) Bolivia (25.1) Uruguay (13.7) Nicaragua (5.0)
  Chile (12.8) Paraguay (4.0)
  Honduras (12.3) Costa Rica (3.1) 
  Guatemala (10.3) Panama (1.0)

Source: Daughters and Harper (2006). 

Level of decentralization
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The accelerated growth of the 
population and economic activity in 
urbanized areas has brought about the 
creation of communities that are uni-
fied, but divided into several munici-
palities. This situation leads to prob-
lems of coordination among authorities, 
institutional vacuums, and disparities 
in the management of resources. A 
reduced capacity for the development 
of taxation when the standards are 

different in neighboring territories is a 
concern arising from such a situation. 
This is occurring in the case of taxes on 
property, motor vehicles and corporations 
(Rojas, Cuadrado-Roura and Fernández 
Güell, 2008).

However, the matter of personal 
safety is what generates the greatest con-
cern among the population. According to 
Latinobarómetro (2008), crime is now the 
most serious problem for many of the re-

Figure 9.5 People Who Have Been the Victims of
Theft or Robbery in the Last 12 Months,
by Level of Income

Source: Di Tella and Ñopo (2008), based on Gallup (2007).
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gion’s inhabitants, more worrisome than 
unemployment (Figure 9.4). In addition, 
the proportion of persons who say they 
have been victims of theft or robbery is 
significantly higher than in the rest of 
the world (IDB, 2008) (Figure 9.5).

There is also a growing concern 
with respect to the lack of an effec-
tive response to the deterioration of 
the environment. One of the negative 
impacts arising from the accelerated 
growth of Latin America’s urban areas 
has to do with the degradation of natural 
resources. As cities grow, the demand for 
environmental resources and services in-
creases: land for development, water and 
energy to serve the needs of the popula-
tion and the business community, and 
space to deposit or dispose of waste. 

Despite the efforts expended, the fact 
that only 15 percent of liquid or solid 
waste undergoes any type of treatment 
is a reason for concern. The growing rate 
of motorization resulting from the recent 
economic boom, the expansion of the 
middle class and the relative decrease in 
the price of vehicles do not help, either. 
They impact the air quality and noise 
levels in a region where acute respiratory 
illnesses constitute the third most com-
mon cause of death (Rojas, Cuadrado-
Roura and Fernández Güell, 2008).

Final consiDeraTions

The growing urbanization of Latin 
America and the Caribbean is more 
than desirable; it is inevitable. In 
some cases, it has been accompanied 
by mushrooming urban sprawl, as 
observed in the region’s large metropo-
lises. That process has made things 
difficult to manage, especially when it 
comes to eliminating the strong social 
segregation and fragmentation that are 
typical to the region. Although improve-
ments in coverage with respect to public 
utilities have been notable, it is undeni-
able that great challenges still lie ahead, 
as is the case with problems in personal 
safety, mass transit, traffic congestion 
and the deterioration of the environ-
ment. 

Things being as they are, duality is 
one of the characteristics of Latin Amer-
ican cities. Not only do persons of the 
highest income levels live side by side 
with a large number of poor persons, 
but formal and informal economies 
often exist side by side as well. This 
simultaneous reality of modernity and 
backwardness is faced with an institu-
tional structure that is sometimes weak 
and, on occasion, inadequate to service 
the needs of the population. 

The sound of horses’ hooves sends the message 
that historic preservation can play an impor-
tant role in fostering civic pride and attracting 
tourists. (photo credit El Tiempo)



Consequently, the challenge con-
tinues to be that of reducing social 
inequalities and minimizing the impact 
on the environment, while bearing in 
mind that the migratory flow from the 
countryside to the city is ever-present 
in the region. The competitiveness of a 
specific urban area, an element that is 
increasingly important to globalization, 
depends in large part on how success-
fully the unknown factors that emerge 
are resolved. The region’s cities, like 
its countries, depend on a high rate of 
investment in order to accelerate their 
growth and expand the space of the 
formal economy. 

A key element of that objective is 
the so-called “governability of metropol-
itan areas” (Rojas, Cuadrado-Roura and 

Fernández Güell, 2008), which has to do 
with the decision making and resource-
management process in areas where dif-
ferent municipalities or levels of govern-
ment sometimes converge. In this regard, 
it is advisable to develop systems that 
facilitate the resolution of differences 
among authorities and the harmonious 
definition of common purposes. Such a 
model also allows for improvements in 
fiscal efficiency and tax collection for the 
purpose of implementing redistribution 
and community development policies.

Even when one acknowledges that 
the list of tasks to be accomplished in 
Latin American cities is long and that 
the size of the challenge to meet the 
public’s expectations is formidable, it is 
still worth noting that nearly 80 percent 
of the region’s inhabitants say that they 
feel satisfied with their homes and with 
their cities (IDB, 2008) (Table 9.8). This 
statistic is close to that in other areas of 
the world, and does not necessarily bear 
any relationship to the objective condi-
tions of each metropolis. But beyond 
the details, there is no doubt that Latin 
Americans like to live in urban areas and 
that, apart from the known problems, the 
trend toward larger and more numerous 
human settlements is part of an inescap-
able reality. 

Table 9.8  Satisfaction with Housing and Cities, regions of the World 
(Percentage)

 Satisfaction with Satisfaction with Their city
 their dwellings their cities is improving

East Asia and the Pacific 82.1 87.2 68.6

Eastern Europe and Central Asia 75.2 79.8 60.5

Latin America and the Caribbean 79.7 79.5 52.9

Middle East and North Africa 80.0 79.4 72.5

North America n.d. 88.0 57.9

South Asia 87.6 87.5 67.3

Sub-Saharan Africa 62.2 69.7 55.2

Western Europe 89.9 92.4 50.2

Source: Gallup (2007).
Note: n.d. = no available data.
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Interview with  
Juan del Granado

Juan del Granado, 

the mayor of La 

Paz, Bolivia, has 

held the office 

since early 2000 

and was re-elected 

in 2005. An at-

torney with a lengthy career in public 

service, del Granado has distinguished 

himself as a transformative force at the 

helm of the Bolivian capital. In this in-

terview, he talks about Latin American 

cities from the perspective of the city 

under his management.

How would you analyze what has 
occurred in the cities of the West-
ern Hemisphere over the past 
half-century?

The phenomenal growth of cities is 
universal and irreversible. Those of us 
in charge of managing municipalities 
would like this process to benefit the 
population in terms of quality of life, 
equity and preservation of the environ-
ment, all in the direction of building 
communities with a fabric that incor-
porates these factors.

Despite their difficulties, are people 
living better in cities?

In Latin America, we find that 
cities, despite their drawbacks, are an 
enormous draw for populations living 
in rural areas where extreme poverty 
is the rule and not the exception. So 
what we’re seeing is people arriving 
with a suitcase full of dreams as well 
as needs. This makes planning and 
creating opportunities for growth more 
difficult.

What is the impact of this process on 
the demand for services?

The challenge is enormous. In the 
case of La Paz, over the last three de-
cades we’ve gone from a population of 

500,000 to a population of one million, 
not including the residents of El Alto, 
our neighboring municipality. This rep-
resents an enormous additional burden 
that affects everything from infrastruc-
ture and basic services to issues related 
to education, health and the environ-
ment, without necessarily increasing 
tax revenue.

What can be done to meet these 
growing needs?

We have an urban development 
program that includes everything from 
citizen participation to major coverage 
expansion projects. We’ve concentrated 
on neighborhoods with the goal of 
improving quality of life as well as 
humanitarian and health care facilities, 
among other things. This allows us to 
combine various strategies and achieve 
progress despite the challenges.

What can you tell us about the infor-
mal economy?

It’s an immense challenge, without 
a doubt. For example, in La Paz we 
have 45,000 reported street vendors 
who provide sustenance to an equal 
number of families and who conduct 
their work in an unorganized fashion. 
In response to this challenge, we’ve 
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tried to harmonize this type of com-
mercial activity with the protection of 
public spaces. This includes various 
programs, such as establishing more in-
door commercial centers to make com-
ing into the city center more appealing. 
At the same time, we’re attempting to 
provide dignity to the working condi-
tions of these vendors.

What are your most complex chal-
lenges?

I’d have to be very specific due to 
the particularities of each case. But in 
our case I’d start with the geology and 
hydrology of the city, two factors that 
increase the risk of soil instability and 
flooding during rains. We’ve invested 
US$60 million with the support of the 
IDB, but we need more. We must also 
consider the problems of urban mar-
ginalization and informal commerce, 
as well as the issue of transportation, 
since the lack of a mass transit system 
complicates our relationship with the 
private firms that own the vehicles. 
Last but not least, we have the issue 
of water and the sewer system. In 
our case, this service is handled by a 
company that reports to the national 
government, not the municipal govern-
ment.

What would you like to see occur in 
cities?

I’d like to see all the people who 
live in our cities have the same oppor-
tunities with regard to urban develop-
ment. I’m talking about basic services, 
road improvements, health care cen-
ters, education centers and recreation 
sites. We must add to that the issue of 
access to jobs, which is outside our area 
of responsibility but which has to do 
with equity and inclusion.

Critics have pointed to weak tax col-
lection efforts at the local level.

Taxation capacity involves various 
components, including a technical one 
in the case of La Paz in that we do not 
yet have a complete property register. 
This generates tax evasion on top of 
the fact that people’s income levels are 
low to begin with. That’s why many of 
us depend on fund transfers from the 
national government, despite the ef-
forts of the private sector and the sup-
port we receive through cooperation.

Has city management become profes-
sionalized?

Without a doubt, an important level 
of institutionalism has been achieved, 
especially in medium and large mu-

nicipalities. We’re continuously seeing 
better teams and systems.

What do you see happening in the 
future of the region’s cities?

It’s difficult to generalize, but I see 
a trend toward greater concern for so-
cial rights. I’m deeply hopeful that this 
process will turn out well.

How is the Inter-American Devel-
opment Bank participating in this 
process?

It’s been very important for us to 
be able to count on the Bank’s support, 
which includes resources from the 
Fund for Special Operations, a fund 
that grants 40-year loans with very low 
interest rates. These funds allowed us 
to develop our downtown revitaliza-
tion program, and since then we’ve 
been able to design other initiatives. 
Personally, I really believe in the value 
of this collaboration and can attest to 
how important it’s been to the city that 
I manage.
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a new beginning. A coat of paint puts a new shine on the historic center of Quito, Ecuador. The IDB-financed renovation project, a model for Latin America, joined architects, 
builders, experts in art restoration, private entrepreneurs, and many others to transform this formerly run-down district into vibrant neighborhoods. Today, tourists come to 
see the museums and the monuments, and growing numbers of Quiteños are choosing this exciting urban environment as a place to live and work and educate their children. 



X The Growing Importance 
of Culture

I n February, 2007, the 79th 
Annual Academy Awards cre-
ated a buzz in Latin America, 

and not just among movie lovers. 
The reason was that three Mexi-
can directors–Alejandro González 
Iñárritu, for Babel; Guillermo 
del Toro, for Pan’s Labyrinth; and 
Alfonso Cuarón, for Children of 
Men–together earned 16 Oscar 
nominations in various categories 
in the film industry’s most presti-
gious ceremony. Their success is 
yet another example of the increas-
ing impact of culture in the region, 
both inside and outside the hemi-
sphere. Whether literature, fine art, 
music, or audiovisual media, the 
work coming out of this area of 
the world is no longer confined to 
narrow geographical boundaries. 
In fact, it is becoming a part of the 
everyday enjoyment of millions of 
people, regardless of where they 
live. 

However, this was not always 
the case. In the words of Argentine 

anthropologist Néstor García Canclini 
(2003): 

The inter-relationship among 
countries in the Americas and the 
rest of the world began changing 
around the middle of the 20th 
century, thanks to the cultural 
industries. Until about 50 years 
ago, inter-American integration, 
or the integration of each region, 
especially of Latin America, was a 
political and cultural project with 
weak economic support that was 
of interest to some elites in certain 
countries, without the means 
of communication with which 
to share it with the rest of the 
general population. Latin Ameri-
canist movements, although they 
invoked geographic, linguistic 
and historical unity, sometimes in 
confrontation with extra-regional 
powers, were rather rhetorical ac-
tions that mobilized few resources. 
Their greater expression and 
diffusion was achieved through 
fine art, literature and some iconic 
figures in film and music, thanks 
to the handful of Argentine and 
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Mexican films, boleros, tangos 
and Andean melodies that made it 

across national borders.

Thus, the growing importance of 
Latin American and Caribbean culture 
is one of the most encouraging out-
comes of the last half-century. This af-
firmation may sound contradictory in a 
globalized world where outside influenc-
es have increased and where concerns 
sometimes arise regarding the quality 
of language or the decline of certain 
activities, caught in the whirlwind of 
changing technology. At the same time, 
however, the region’s cultural phenom-
ena are reaching more and more corners 
of the world, be they Jamaican reggae, 
Brazilian soap operas, or Argentine cin-
ema. Not surprisingly, Colombian singer 
Juanes says that over the past two years 
he has given more concerts in Finland 
than anywhere else, and that his most 
loyal fan base is in Germany,1 despite 
the fact that neither of these nations has 
a large number of Spanish speakers.

This is happening despite the fact 
that “Latin America is a living contradic-
tion of material poverty and extreme 
cultural wealth” (López Morales, 2000). 
Elements such as geographical diversity, 
the blend of ethnicities and the evolu-

tion of national identities have com-
bined to create the right environment 
for artistic cultivation, the potential of 
which has not been fully tapped. For 
this reason, there are some who say 
that “the region’s cultural legacy, char-
acterized by its great diversity and 
common historical roots, is its most 
important resource for the future” 
(López Morales, 2000).

This affirmation does not detract 
from the importance of the topic in 
today’s world. Various studies show 
that the relative weight of culture 
ranges from 1 to 7 percent of the 
gross domestic product (GDP) in sev-
eral countries in the region and that 
its growth rate is higher than that of 
the economy (Machicado, 2004). In 
concrete terms, the most prominent 
activities are those related to commu-
nications, followed by the publishing, 
recording and audiovisual industries 
(Machicado, 2004).

Evidence that the cultural sector 
is a dynamic element of the economy 
has been accompanied by develop-
ments in the business community, 
many of which are a result of trans-
national processes. In sectors such 
as book and music production, cases 

Student members of a clarinet chorus learn not 
only about music but also about being part of 
a team, taking responsibility, and the value of 
hard work. 



of mergers have appeared, partly in 
response to the challenges that the 
development of technology has brought 
to the traditional content distribution 
model. Nevertheless, in other areas, in-
teresting partnerships have formed, as 
is the case with television production 
companies that have developed series 
aimed at Hispanic minorities in North 
America and Europe. Cultural tourism 
has also gained growing momentum, 
encouraging investment in hotel or 
communications infrastructure.

causes anD evoluTion

According to the analyses of various 
experts, culture began to evolve more 
quickly with the advent of techno-
logical advancements, spurred by the 
growing rate of urbanization in the 
hemisphere and the region’s increased 
earning power. The increased exchange 
of products and advancements in tele-
communications facilitated by the cul-
ture industries has created a situation 
that was very different from that of a 
half-century ago. Although press, radio 
and film had exerted a certain impact 
on societies since the start of the 20th 
century, their widespread dissemina-
tion came as a result of geographic and 

educational changes. Once again, in the 
words of García Canclini (2003):

While these three media helped 
integrate disconnected regions 
within each nation, they also 
helped create conditions for each 
country to learn more about 
the others. The development of 
television since the 1960s, satellite 
and cable transmission starting 
in the 1980s, the miniaturization 
of computers, and the merging of 
telephone services and IT created 
a multimedia system of networks 
that has taken the integration of 
Latin America to new levels.

This situation may have been 
complemented by other factors, such as 
international migratory patterns. In the 
case of Latin America, the last 50 years 
have seen significant displacements 
of native populations to other regions 
of the world. Though modest at first, 
migration began accelerating in the early 
1980s and spread throughout the region 
as a result of economic volatility, the 
search for opportunities for progress, 
and the ease of travel. Without getting 
into the effects of or justification for this 
phenomenon, there is no doubt that cul-
ture plays a role in everything, nurtured 
through the act of giving and receiving.
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According to Mexican writer Carlos 
Fuentes (1992), not only is this process 
inevitable, but it also includes some very 
positive elements:

The United States brings its own 
culture, its influence in film, its 
music, its books, its ideas, its 
journalism, its politics and its 
language to Latin America. This 
does not scare Latin Americans, 
as we believe that our own culture 
is sufficiently strong and that in 
effect, the enchilada can coexist 
with the hamburger, even if the 
former, in our view, is definitely 
superior. It is a fact that cultures 
only flourish in contact with oth-
ers and perish in isolation.

Such situations are, in fact, part of 
a global trend; despite relative gaps in 
progress among regions, similar events 
have taken place in all corners of the 
globe as a result of similar factors. 
Several objective measurements seem 
to confirm the trend. According to the 
United Nations Educational, Scientific 
and Cultural Organization (UNESCO), 
worldwide imports of cultural goods 
grew from US$47.8 billion in 1980 to 
US$213.7 billion in 1998, equivalent to a 
per capita increase from US$12 to nearly 
US$45 (UNESCO, 2000). Although most 

of this trade took place among devel-
oped nations, the poorest countries 
experienced considerable proportionate 
growth, from US$5.5 billion to US$57 
billion in traded goods (Figure 10.1).

Consequently, it is worth noting the 
growing weight of economic activities 
related to the production and circula-
tion of symbolic goods and services, 
the essential worth of which is derived 
from their cultural value (Carranza 
Valdés, 2003). Such activities include 

Figure 10.1 Growth of Cultural Exports, 1980-2000

Source: UNESCO (2000).
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those aimed at producing and marketing 
symbolic goods and services based on 
intangible content of a cultural nature, 
generally under the protection of intel-
lectual property laws. These include the 
so-called “classic” cultural industries: 
radio, television, film, publishing, the 
recording industry, design, architecture 
and new media such as the Internet. 
There are also the so-called “traditional 
arts” such as the visual arts, handicrafts, 
theater, musical productions, litera-
ture, museums and galleries (Carranza 
Valdés, 2003). 

Thus, it is clear that some activities 
linked to culture also generate an eco-
nomic impact similar to that produced 
by other sectors of the economy. In 
short, culture—besides being an essen-
tial element for social cohesion and the 
creation of an identity—is of equal im-
portance to or even greater importance 
than any other productive sector. Com-
mercial transactions related to culture 
produce positive economic effects, such 
as learning and knowledge. In other 
words, the cultural sector contributes to 
development, not only within its own 
social and identity-building context, but 
with regard to generating income as well 

(Machicado, 2004). 

a growing Presence

This affirmation is encouraging for 
Latin America and the Caribbean, 
given their immense cultural wealth. 
The region still has a long way to go, 
however, to increase the role of culture 
in its GDP to levels similar to those of 
more developed areas of the world. 
In the case of the United States, for 
example, culture accounts for more 
than 7 percent of its economy, while in 
countries of the region the impact is 
much lower (Figure 10.2). Such differ-

The many faces of culture in the region add up 
to an economic powerhouse that provides livings 

for millions of people, from traditional artisans to 
international superstars. 
(photo credit El Tiempo)

The ancient Zapotec capital of Monte Albán, 
in Oaxaca, Mexico, is one of many pre-Columbian 
sites included in IDB projects to preserve heritage 

and foster tourism.  
(photo credit El Tiempo)

(Continued on page 256)

Figure 10.2 The Weight of the Cultural Sector 
in Selected Economies

Source: Andrés Bello Convention (2003).
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Interview with  
fernando Botero

Fernando Botero is 

not only the most 

distinguished art-

ist of Colombia, 

but also one of 

the world’s most 

recognized painters 

and sculptors. Born in Medellín, he held 

his first exhibition in 1948 at the age of 

16, and has since embarked on a career 

that has taken him to Bogotá, Europe 

and the Americas. His work is found in 

major museums and adorning streets 

and parks in dozens of cities on every 

continent. Accustomed to speaking 

candidly, whether it be with his voice, 

his brush or his hands, in this interview 

he talks at length about the outlook of 

art in the region.

In your view, how has Latin Ameri-
can art evolved over the last 50 years?

Well, the truth is that Latin Ameri-
can art is unfortunately quite colo-
nized, in the sense that many artists 
are very closely following the styles of 
Paris, New York or London. However, 
the positive side is that artistic activity 
has become very widespread: lots of 
artists, lots of galleries, lots of collec-
tors, lots of museums. In short, there’s 
an interest now that didn’t exist half a 
century ago, so what has happened is 
good.

How much did other painters of the 
region influence you at the start of 
your career?

Back in my time, most of what you 
saw was Mexican muralist art. Even 
in Medellín there was an exponent 
of that genre, Pedro Nel Gómez. But 
in general, there was little interest in 
looking beyond our borders, and there 
wasn’t enough information. One of the 
reasons is that in the Colombia of the 
fifties, there were no galleries or mu-
seums where you could view original 
works. I only began learning about the 
topic of art when I arrived in Europe 
at the age of 19. I remember that the 
first original I saw from a well-known 

painter was a Zurbarán at the entrance 
to the Montjuïc Museum in Barcelona, 
right after I got off the boat that had 
brought me there. Before then, I’d only 
seen poor copies and poor reproduc-
tions in books, other than having seen 
local Colombian painting. That was a 
real epiphany for me.

What happened to you no longer hap-
pens to young painters in any Latin 
American country today. . . .

Without a doubt. Today we have 
a lot more information in every sense 
of the word, thanks to television, the 
Internet or even higher-quality books. 
However, beyond simply enjoying this 
access, painters in the region need to 
have a voice that embodies their own 
flavor, their personality. If you see 
a Spanish or German painting, you 
know it was created in those countries 
because it displays certain unique 
characteristics that are the essence of 
those nations.

But there is now a concept of Latin 
American art, wouldn’t you say?

Yes. Quite a few things have hap-
pened to bring this about, like auctions 
in New York that have generated at-
tention and interest in Latin American 
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art. In the past, making a living as a 
painter was nearly impossible, and 
getting your foot in the door was very 
difficult. I know this because I was 
the first Colombian painter to exhibit 
internationally, and it was quite com-
plicated.

Are there more artists now than be-
fore in the region, or are they simply 
better known?

There are many more artists today, 
more now than ever. The only problem 
is that specialized auctions have cre-
ated a type of Latin American ghetto, 
which is a bad thing because they 
pigeonhole all the region’s painters 
into one group when they should be 
including them among painters from 
everywhere else in the world.

Is there a sense of belonging to a group?
That has changed a lot. In the past, 

there were groups that shared a com-
mon philosophy, regardless of their 
nationality, which gave them a reason 
to come together, as was the case with 
the Surrealists and the Impressionists. 
Nowadays, it’s so individualized that I 
don’t think it has any impact. I don’t 
see schools any more.

What is your reaction when you ex-
hibit in the region?

When I exhibit in Latin America, I 
feel very pleased, and I see people iden-
tifying quite a lot with my work. That’s 
very satisfying for me.

What is the current outlook?
My problem is that I have very 

specific ideas when it comes to art, and 
these ideas don’t always correspond 
with what I see nowadays in the region.

What would you like to see, moving 
forward?

Art can evolve in mysterious and 
surprising ways. When abstract art 
first appeared, many people thought 
that we’d continue in the same direc-
tion. Then came hyperrealism, which 
is the exact opposite. That’s just how 
art is. So, you never know. There are 
people working in obscurity whom we 
don’t know about. The true artist will 
eventually stage a coup d’état, so I’m 
sure that there are those who are se-
cretly planning one. It could very well 
be started by a Latin American. There 
could be true artists there, those who 
don’t follow current fashion but who 
do things their way, differently.

What do you tell young people when 
they ask for your advice?

I don’t give advice because I’m not a 
fortune teller of any sort. The only thing 
I tell them is that in art, it’s very im-
portant to study what the masters have 
done. It’s not just about painting, about 
knowing your craft, but about realizing 
that the most important part of it is 
ideas, beliefs and philosophy. 

And with regard to nationality?
You either have roots or you don’t. If 

you’re Latin American, you have a special 
sensibility for pre-Columbian art, for ex-
ample. But you might also be interested 
in popular or colonial art or in the reality 
of the region. However, you still need a 
connection to the country of your birth.

And you have one. . . .
Obviously, of course I do. Identifying 

with the place you come from is very im-
portant, because it makes your paintings 
more than just beautiful—it gives your 
work depth and moves people in a special 
way. For art to be universal, it has to start 
by being parochial or local. Greek art is 
from Greece, just as Egyptian art is from 
Egypt and Spanish art is from Spain. This 
should be true for us as well.
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ences could be explained by the aver-
age length and quality of education, 
income levels, government support 
of certain cultural activities, and the 
production systems of various cultural 
industries with strong financing capa-
bilities thanks to their sizeable markets 
(Andrés Bello Convention, 2003).

The economic cycle is also, without 
a doubt, highly influential. The evi-
dence suggests that if internal demand 
decreases, demand for cultural activi-
ties will drop by a similar amount. In 
other words, the cultural sector is cycli-
cal in nature. When purchasing power 
falls from one period to the next, 
cultural goods and services are exclud-
ed to a greater extent than goods and 
services from the family shopping bas-
ket. In many middle-class households 
affected by the crisis, the consumption 
of “non-basic” goods and services tends 
to decrease. Thus, trips to the movie 
theater become less frequent, people 
buy fewer books, magazines, newspa-
pers and records (or the demand for 
them grows in the informal market), 
pay television subscription services go 
unpaid, fewer concerts are given and 
theater audiences become smaller. Peo-
ple continue to watch free-access televi-
sion and listen to the radio; however, 

advertising, the source of income for 
these activities, decreases: in times of 
crisis, companies typically cut advertis-
ing expenses. Other economic factors 
such as unemployment and high debt 
also affect the demand for these goods 
(Andrés Bello Convention, 2003).

This analysis is especially relevant 
in light of the current global economic 
downturn that began in late 2008 and 
has had clear repercussions for Latin 
America and the Caribbean. However, 
despite the magnitude of the crisis, 
the outlook for the medium term is 
that the region’s cultural sector should 
see above-average growth rates as the 
industry continues to mature and play 
an increasing role in international 
markets. 

From a demand point of view, the 
growing appetite for Latin American 
cultural phenomena suggests the pres-
ence of an expanding market. However, 
what is perhaps most striking is the 
subject of supply, as a rising number of 
artists with a diverse variety of special-
ties are making their work known to 
the wider world, benefiting from an ap-
preciable reduction in the costs of en-
try into certain disciplines. In film and 
music, for example, the cheaper cost 
of technology has made it possible to 

(Continued from page 253)

CHAPTEr X    |  THE GROWING IMPORTANCE OF CULTURE256



create high-quality productions without 
a great deal of resources. Likewise, the 
development of the Internet has made it 
possible for artists to disseminate work 
and share experiences with other artists 
in different parts of the world. 

Factors such as these are creating a 
greater space for culture, even amid a 
scenario of consolidation of the assets of 
entertainment companies. On a medium 
scale, there are publishing houses, inde-
pendent record producers, bookstores, 
software firms, and film producers, 
some of which cover market niches that 
allow them to stay afloat. For example, 
in the case of audiovisual production, 
medium-sized enterprises produce 
genres such as documentaries or narra-
tives that do not necessarily enjoy mass 
appeal. University radio stations play 
alternative and classical pieces that are 
far removed from the latest hits, while 
local TV and radio stations are building 
closer relationships with communities. 
Therefore, on the level of medium-sized 

firms, an opportunity exists to create 
room for a range of content and cultural 
processes that differ from offerings 
aimed at mass markets (López and 
Amaya, 2004).

Lastly, there is, of course, the crucial 
issue of talent, dedication and the capac-
ity to create, all of which Latin America 
and the Caribbean seem to have in an 
inexhaustible supply. As Gabriel García 
Márquez said in March, 2007, upon be-
ing honored for his achievements by the 
Fourth Congress of the Spanish Lan-
guage (Congreso de la Lengua Española, 
or CILE) in 2007 (CILE, 2007):

I don’t know at what point it all 
happened; I only know that from 
the time I was 17, I’ve done noth-
ing else but wake up early every 
day and sit before a keyboard to fill 
a blank page or a computer screen 
with the sole mission of writing 
a story not yet told by anyone 
and making the life of some new 
reader happier.

Starting from the ground up, crews in Brazil 
restore a historic neighborhood in an IDB-

financed program that also trained artisans and 
provided education on cultural heritage. 
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Interview with  
Juan Luis Guerra

Considered by 

some to be the 

greatest Domini-

can musician of 

all time, Juan 

Luis Guerra is a 

well-known figure 

throughout the hemisphere. Educated 

at the Santo Domingo Conservatory and 

the Berklee College of Music in Boston, 

this arranger, singer, composer and 

producer is equally at ease in genres 

such as ballads, bachata, merengue, and 

jazz. In this interview, Guerra explains 

how his identity is reflected in every-

thing he does.

Would you say that your awareness of 
being not only a Dominican voice, but 
a Caribbean and Latin American voice 
as well, has grown throughout your 
career?

It certainly has. The songs are partly 
a reflection of the society in which 
we live. I often ask and question the 
realities of our people, their dreams and 
their hopes. However, it’s not just the 
song that is responsible for the solution, 
but the person hearing it.

Do you feel that the music you and 
some of your other colleagues make 
has helped erase borders in the region?

Music is a unique language. All of 
us understand it, in one form or an-
other, and it’s the perfect link to bring 
us together and resolve our differences. 
Juanes, Alejandro (Sanz), Ricky (Martin) 
and many others are tangible proof of 
that.

Do you believe in the existence of a 
Latin American culture?

Certainly, and it is vast, defined and 
lovely. We reflect our own identity in 
everything we do.

Do you see difficulties in preserving 
the region’s culture?

We are in charge of preserving it, 
taking care of it and transmitting it to 
future generations. If we do that, then 
we have nothing to worry about.

Allowing yourself to dream for a 
moment, what would you like to see 
happen in Latin America in the com-
ing years?

I’d like to dream of a Latin America 
where education and health play a promi-
nent role, where judges and authorities 
honor God and judge impartially, under-
standing that when the punishment for 
a crime isn’t enforced immediately, the 
hearts of the people become filled with 
reasons to do what is wrong.

In what ways do you believe the IDB 
can help build this dream?

I think the IDB can help in many 
ways, since its main goal is reducing 
poverty in Latin America and the Carib-
bean and fostering the development of 
our peoples with loans and aid for the 
most needy. With vision, integrity and 
commitment, we can achieve anything 
we set our minds to.
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Box 10.1    The Work of the IDB in the Field of Culture
The Inter-American Development Bank has done a great deal of work 
in promoting the cultural values of Latin America. In addition to the 
existence of the IDB Cultural Center, created in 1992 for the purpose of 
contributing to social development and fostering a better image for the 
IDB's member countries in the United States, the Cultural Development 
Program established in 1994, and the acquisitions made on behalf of 
the Art Collection, the program that the organization is promoting in 
the region is an important one.

Perhaps what is most significant is the design and financing of 
protection and development programs for urban cultural heritage, an 
initiative that has benefited various historic centers that have been added 
to the World Heritage List by UNESCO. Beneficiary properties include 
the historic districts of Cuzco, Peru, and Panama City, Panama. In some 
cases, the rehabilitation of archeological sites has been furthered as part 
of tourism-related projects. Technical assistance has also been provided 
for interpreting the unique cultural characteristics of certain communi-
ties, as is the case with the Mundo Maya Organization. 

To complement these programs, the Bank has supported initiatives 
that strengthen social cohesion and generate economic benefits. These 
include concerts offered by the Youth Symphony Orchestra of Venezuela 
and support for the protection of intellectual property in regard to handi-
crafts created by indigenous communities.

The Inter-American Culture and Development Foundation (ICDF) 
was established in 2005 through a Bank-led initiative as a non-profit 

organization with the goal of driving cultural development in Latin 
America and the Caribbean, with a commitment to helping cultural 
organizations become more competitive and reaffirming culture as an 
instrument of change. The foundation has defined five strategic work ar-
eas: cultural industries and tourism, community and regional museums, 
intangible and tangible cultural heritage, social and cultural entrepre-
neurship, information culture and technologies, and communication for 
development. 

 The ICDF’s objective is to promote sustainable methods for reducing 
poverty, improving quality of life and achieving greater social equity 
in the region, as demonstrated through its projects. These include the 
GeoAmericas Portal, which identifies and promotes the cultural, histori-
cal and environmental heritage of the hemisphere through georeferenc-
ing, compiling text, images and video, and making these available to the 
public via the Internet; the organization Museos Comunitarios.org, which 
promotes the development, implementation and proper functioning of 
community museums in Latin America and the Caribbean by disseminat-
ing practical information tools that guide communities, native popula-
tions, cultural administrators and organizations in developing sustainable 
projects; and the Lake Titicaca Museums, charged with the mission of 
preserving the lake’s cultural heritage. Also worth mentioning is the 
technical and financial support provided by the Lima Museum of Art 
(MALI) for the purpose of promoting educational and cultural programs 
for children and young adults in Peru and exhibiting an art collection of 
great importance to the history of the country.

259



Interview with alicia ritchie

Alicia Ritchie, a 

Cuban-born United 

States citizen, is 

the manager of 

the Andean Group 

Country Depart-

ment and has 

worked at the IDB for two decades. 

During her career at the Bank, she has 

been involved in multiple areas, includ-

ing housing, urban development, social 

protection and microfinance. She holds 

a master’s degree in international rela-

tions from the Johns Hopkins University 

School of Advanced International Stud-

ies (SAIS) and a bachelor’s degree in 

political science from Newton College 

of the Sacred Heart in Newton, Massa-

chusetts.

Why is cultural development impor-
tant, and why has the IDB approved 
programs of this nature?

The Bank recognized early on that 
culture is closely related to social and 
economic development. Cultural ex-
pressions such as music, architecture, 
theater, literature or film help create a 
sense of common identity and belong-
ing, thus supporting inclusion and 
social development. The cultural in-
dustry, which includes tourism, sports 
and publishing, is also a high-growth, 
global economic sector that generates a 
significant amount of income and sup-
ports other production sectors.

How has the Bank supported culture? 
The Bank has supported culture 

through projects financed with non-
reimbursable resources and investment 
loans in areas such as restoring historic 
sites and supporting centers for art 
and music. It has also sponsored art 
and film competitions with the goal of 
linking artistic expression with some 
aspect of socioeconomic development 
in Latin America. For example, it has 
promoted culture by financing the 
Youth Orchestra System in Venezuela 
and the Culture Factories program in 
São Paulo, Brazil. Both projects have 

been quite successful, and both of 
them support sociocultural growth 
through artistic and cultural activities, 
thus contributing to the region’s social 
development and facilitating the inser-
tion of children and young participants 
into the community. These programs, 
of course, have artistic objectives—
the Venezuelan Youth Orchestra, for 
example, has a recognized reputation 
throughout the world. But they also 
offer social prevention in focusing their 
interventions on segments of the popu-
lation that are at social risk. 

What other activities has the Bank 
encouraged?

Another type of initiative has cen-
tered on supporting the preservation of 
the region’s cultural heritage, includ-
ing historic centers and archeological 
sites. In the last 10 years, the Bank has 
invested around US$700 million in 
restoring downtown urban areas. With 
symbolic programs like the restoration 
of the historic city center of Quito and 
the Old Town of Panama City, activi-
ties in Cartagena de Indias and Cali, 
Colombia, or the Monumenta program 
in Brazil spearheaded by the Brazilian 
government, the Bank not only sup-
ports historical and cultural heritage, 
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but also invests in improving the urban 
environment through comprehensive 
action in public services and public-
private partnerships to ensure the 
sustainability of investments and social 
projects in the communities involved. 
Two of the Bank’s major contributions 
to these types of projects have been 
its facilitation of the dialogue be-
tween various institutions and groups 
involved in cultural heritage, and 
promoting the exchange of experiences 
between countries.

Where do you see this issue going in 
the future, and what should be the 
Bank’s role?

We’ve learned a lot from the Bank’s 
past experience that should be used in 
future projects. For example, the IDB 
is helping to replicate the success of 
Venezuela’s Youth Orchestra System 
in several other countries in region. 
We’re also working on new focus areas 
for revitalizing and preserving heri-
tage sites, increasing the community’s 
involvement and the central role of the 
private sector in these efforts and sup-
porting the critical role played by the 
public sector in developing regulations, 
policies and coordination that attract 
and complement private investment. 

There’s also plenty of room for work-
ing together on developing the cultural 
industry, because it includes centers for 
entertainment, education and informa-
tion, design, print media and manufac-
tured products, in addition to heritage 
preservation and tourism, which the 
Bank can also support in the future. 
Without a doubt, Latin American 
countries and cities will continue to 
seek the Bank’s support in this impor-
tant area of cultural and socioeconomic 
development.
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Interview with  
Ángeles Mastretta

Ángeles Mastretta 

is one of the best-

known writers in 

the region. Born 

in Puebla, Mexico, 

she has authored 

such novels as 

Mujeres de ojos grandes (Women with 

Big Eyes), El cielo de los leones (Lion 

Sky), and Mal de amores (Lovesick), for 

which she won the Rómulo Gallegos 

Award in 1996. Her most famous work 

is Arráncame la vida (Tear This Heart 

Out), translated into more than 20 lan-

guages and made into a very successful 

movie in 2008.

that literature written by women was 
different, that it contained something 
uncommon and urgent. I believed, in 
all honesty, that literature was gender-
neutral, that like medicine, biology or 
arithmetic, you either know it or you 
don’t, you can write or you can’t. I still 
believe it, actually, but I also know 
that I find things in the stories and the 
intent of certain books that tell me that 
they could only have been written by 
women. However, once again, this is 
a question whose answer could fill a 
book. 

Do you feel that the region’s borders 
have disappeared thanks to the texts 
that you and your colleagues write?

Yes, I think that language and 
books transcend borders. But this 
is not a recent phenomenon. Great 
writers have been doing it for a long 
time. Amado Nervo and Rubén Darío, 
for example. Not to mention Gabo 
(García Márquez), Borges, Cortázar and 
Fuentes. However, we still have a long 
way to go. As with Latin American cin-
ema, we need to hear each other more. 
Know more about each other, like each 
other more. 

Over the course of your career as a 
writer, how has the culture of Latin 
America and the Caribbean evolved?

It is impossible to answer this ques-
tion. As impossible as an “all-hours 
miracle, a dolour with no source,” as 
the poet Jaime Sabines would say.  

Do you have the perception that there 
are more women writers today? Do 
they have a distinct voice, or do you 
think that the issue of gender is not 
so important? 

My perception is just that, a percep-
tion. I don’t know if more women are 
writing these days, but it is obvious 
that many more women are publishing 
their work. Surrendering to the reader, 
without reserve or fear, whatever they 
imagine, witness, suffer or enjoy. What 
they invent, what they are burning to 
tell. 

Is there a distinct voice? Is gender 
important or not?  

Since I am a writer and not a 
theorizer, I can say that I answer 
these two questions every day of my 
life. For a while, it seemed to me that 
it was reverse discrimination to say 
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Do you think that there is a Latin 
American culture, or is it simply 
a sum of national and/or regional 
cultures? 

I believe there are both.

Do you see any dangers in preserving 
the region’s culture? 

No. I think that we preserve the 
best parts. They aren’t lost, even if they 
get absorbed. You have to take a look at 
what Day of the Dead has turned into 
in Mexico. Halloween pumpkins have 
been added to the famous and cel-
ebrated altars to the dead, and it’s the 
migrant workers, not just the wealthy 
traveling for pleasure, who are bring-
ing pumpkins back with them. 

What opportunities do you see? 
I see the Internet as the newest and 

most obvious opportunity. I use it, and 
I enjoy it. I have a blog on El País (from 
Madrid), and every day I realize how 
alike we Spanish speakers are in our 
emotions and concerns. And how it’s 
possible to get to know one another 
and like each other in cyberspace and 
among multitudes.

Giving yourself permission to dream, 
what would you like to see in Latin 
America in the years to come? 

Equality and certainty. To live in 
our countries without fear and with-
out shame. Without feeling insulted, 
without this nightmare of imagining, 
sometimes correctly, but a thousand 
times incorrectly, that we could be 
the victims of crime, kidnapping or 
disgrace. It’s like banging our heads 
against the clouds, the mountains and 
the sea. 
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Interview with ricky Martin

Few artists of the 

Americas are as 

clear an example of 

bicultural heritage 

as Ricky Martin. Al-

though he began his 

professional career 

at an early age in Puerto Rico, it was 

his career as a solo artist that allowed 

him to conquer the English-speaking 

market, opening doors for other Latin 

American singers along the way. Less 

well known are his humanitarian efforts 

and his work in fighting child traf-

ficking, an issue he addresses in this 

interview.

What is your general opinion of the 
state of culture in Latin America and 
the Caribbean? 

The region is known for having its 
own very rich and, at the same time, 
very diverse identity. This fusion has 
given rise to a wealth of cultural ex-
pression that reflects our history.

Would you say that the hemisphere 
is more multicultural now than in 
the past? What examples would you 
highlight? 

I think so. Influences from cultures 
as distant as the Middle East, Asia, 
Africa and Europe have continued to 
strengthen our own culture. We’re 
noticing it in all of our artistic expres-
sions, from music to literature, paint-
ing, theater, dance and film. 

A new relationship between culture 
and philanthropy has emerged. How 
would you explain it? 

Both music and philanthropy are 
bridges of hope. They are cultural 
phenomena that seek to unite us in 

working for social progress—in our 
case, protecting children. 

What would you like to see in Latin 
American culture, and how can the 
IDB help achieve it? 

I’d like to see Latin American 
children have the right to be registered 
at birth. That’s the purpose behind the 
“I Love America” campaign that we’re 
promoting with the help of the IDB. At 
the same time, we’d like to keep work-
ing to stop child trafficking, which is 
in our view the most vicious crime in 
the world. In 2006, with the help of the 
Bank and the International Organiza-
tion for Migration, we launched “Call 
and Live,” the first regional campaign 
against human trafficking, with excel-
lent results. We’ve educated millions 
of people about an issue that was once 
taboo. We’ve saved lives and generated 
hundreds of prevention calls as well 
as hundreds of investigations. In the 
future, new countries will continue to 
come on board. 
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a path toward the future. High atop the Andes, a topographer plots a new road that will allow isolated communities to participate more actively in the life of the nation. 
One of the Bank’s fundamental goals has been to connect peoples and countries, breaking down barriers to trade, promoting access to social services and the exchange of 
technologies and new ideas. In the coming years, the Bank will support the initiatives of its member nations to expand their economic reforms, distribute the benefits of 
development and strengthen democratic institutions. 



XI The IDB: 
A Half-Century of Results 

I t has been a half-century since 
the Inter-American Development 
Bank (IDB) was turned from an 

aspiration into a reality. Since then, the 
organization has established itself as 
a regional financial institution known 
for its excellence, with a broad, evolv-
ing portfolio that reflects the profound 
political and economic changes taking 
place in the region.

As such, the IDB initially focused 
on major projects aimed at closing the 
enormous gap in basic infrastructure 
and promoting social progress, but it 
adapted these programs as time went 
on, all the while playing an ongo-
ing role in the sweeping structural 
transformations taking hold across 
the hemisphere. This was the case, for 
instance, when Latin American and 
Caribbean nations adopted policies 
that promoted, among other things, the 
lowering of trade barriers, institutional 
reforms and the involvement of the 
private sector in activities that were 
previously off limits. The Bank comple-
mented these moves with new plans 

and programs, proving once again that 
it was able to respond to the region’s 
evolving needs without abandoning its 
focus on solving the region’s critical 
issues. 

This was confirmed once again in 
late 2008 with the onset of the global 
financial crisis, which resulted in 
shrinking lines of credit to the region. 
In response, the IDB quickly imple-
mented short-, medium- and long-term 
plans of action aimed at guaranteeing 
liquidity and maintaining programs for 
improving competitiveness and growth 
opportunities.

a BiT oF HisTory

Developments like these seemed 
unthinkable 120 years ago. The First 
International Conference of American 
States was held in October 1889 in 
Washington, D.C., and was attended by 
delegates from 18 countries. The event, 
which took place at the request of the 
United States, featured an ambitious, 
nearly seven-month-long agenda that 

1
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was finalized in the form of various 
agreements in April 1890. One of these 
called for the creation of an Interna-
tional American Bank with offices or 
agencies in the nations represented at 
the conference. 

The issue reappeared sporadically 
at subsequent meetings. Finally, at the 
Seventh Conference held in Monte-
video in late 1933, there was explicit 
talk of an Inter-American Bank that 
would function as a “Central Conti-
nental Bank, a regulator of credit and 
currency.” However, further action had 
to wait until 1940 when, as part of the 
Inter-American Financial and Econom-
ic Advisory Committee, a convention 
was drafted proclaiming the creation of 
the Bank and establishing its functions 
in greater detail. Once approved, the 
convention was signed by nine of the 
region’s countries.

These aspirations were vigorously 
proposed once again at the Bogota 
Conference, which in 1948 saw the 
creation of the Organization of Ameri-
can States (OAS). There, initiatives 
were presented that centered on the 
need to establish a financial institution 
to promote the region’s economic and 
social development. Consequently, the 
Inter-American Economic and Social 

Council (IAECOSOC) of the OAS was 
asked to study these proposals. In 
1950, the Council resolved that “under 
the current circumstances, it does not 
appear feasible or advisable to create 
institutions of this nature.” In response 
to this position, a specialized inter-
American economic conference within 
the framework of IAECOSOC was held 
at the Quitadinha Hotel in the Petropo-
lis district overlooking Rio de Janeiro 
from November 22 to December 2, 
1954. 

Prior to this meeting, the coun-
tries had submitted a preliminary 
report to the Executive Secretariat of 
the Economic Commission for Latin 
America and the Caribbean (ECLAC), 
which would later serve as the basis for 
a Preparatory Meeting presided over by 
Chilean senator Eduardo Frei Mon-
talva, with Carlos Lleras Restrepo from 
Colombia as its speaker, and attended 
by Evaristo Araiza of Mexico, Rodrigo 
Fació of Costa Rica, Francisco García 
Olano of Argentina, and Cleantho de 
Paiva Leite of Brazil. 

Based on their previous work, the 
countries of Latin America articulated 
their most comprehensive vision yet on 
their pursued objectives and mecha-
nisms for creating a regional finan-
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cial organization. The proposal from 
the Chilean delegation, a group that 
included the General Manager of the 
Central Bank of Chile, Felipe Herrera, 
was especially significant. According 
to the Chilean plan, resources for the 
new institution would consist primar-
ily of contributions from the countries 
of Latin America. These nations would 
transfer nearly US$3.5 billion from 
their international reserves with the 
assurance that the funds could be “rea-
sonably and prudently mobilized.” 

In an atmosphere overshadowed 
by a certain degree of skepticism, at 
the end of the meeting a commission 
was formed of representatives from 
the central banks of several Latin 
American countries for the purpose of 
submitting a project to the OAS on the 
creation of a regional financial institu-
tion. The team met in Santiago in 1955 
to draft a set of by-laws that was sent 
to IAECOSOC to conduct the neces-
sary governmental inquiries, but the 
process was not successful.

In 1958, due to growing regional 
turmoil, the plan began to change 
course. The correspondence between 
the President of Brazil, Juscelino 
Kubitschek, and the President of the 
United States, Dwight Eisenhower, 

played a particularly influential role, as 
it laid the groundwork for the so-called 
“Pan-American Operation” proposed 
by Kubitschek and led to the estab-
lishment of the “Committee of 21” by 
IAECOSOC, a “specialized commission 
in charge of negotiating and draft-
ing the articles of incorporation of an 
Inter-American financial institution.” 

From January to April 1959, this 
Special Advisory Commission worked, 
largely on the basis of the ideas pro-
posed at the Quitadinha, to draft the 
“Agreement Establishing the Inter-
American Development Bank” at OAS 
headquarters. The final document con-
taining the text of the Agreement was 
ratified by all the delegates on April 8, 
1959. It established the Bank’s autho-
rized ordinary capital at US$850 mil-
lion and an additional Fund for Special 
Operations (FSO) of US$150 million. Its 
purpose would be to “contribute to the 
acceleration of the process of economic 
development of the member countries, 
individually and collectively.” 

The new institution would have the 
following functions: 

i) to promote the investment of 
public and private capital for 
development purposes; 
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ii) to utilize its own capital, funds 
raised by it in financial markets, 
and other available resources for 
financing the development of the 
member countries, giving priority 
to those loans and guarantees that 
will contribute most effectively to 
their economic growth; 
iii) to encourage private invest-
ment in projects, enterprises, and 
activities contributing to econom-
ic development and to supplement 
private investment when private 
capital is not available on reason-
able terms and conditions; 
iv) to cooperate with the member 
countries to orient their develop-
ment policies toward a better 
utilization of their resources, in a 
manner consistent with the objec-
tives of making their economies 
more complementary and of fos-
tering the orderly growth of their 
foreign trade; and 
v)  to provide technical assistance 
for the preparation, financing, 
and implementation of develop-
ment plans and projects, includ-
ing the study of priorities and the 
formulation of specific project 
proposals.

The Secretary General of the OAS, 
through IAECOSOC, was then asked to 
keep the Agreement open for ratification 
until December 31, 1959, and to call the 
first Meeting of the Board of Governors 
of the Bank. The ratifications took place 
between October 14 and December 30. 
Once the necessary number of votes 
had been obtained, the Agreement took 
effect, giving life to the Inter-American 
Development Bank. The 20 founding 
members of the IDB were Argentina, 
Bolivia, Brazil, Chile, Colombia, Costa 
Rica, the Dominican Republic, Ecuador, 
El Salvador, Guatemala, Haiti, Honduras, 
Mexico, Nicaragua, Panama, Paraguay, 
Peru, the United States, Uruguay and 
Venezuela.

Meanwhile, a Preparatory Com-
mission working at the OAS between 
September 1959 and February 1960 
defined the structure and functions of 
the institution. The Board of Governors 
of the new entity met for the first time 
in February 1960 in San Salvador and 
unanimously elected Felipe Herrera as 
president of the Bank. Thus, the IDB 
officially began operating on October 
1, 1960, and approved its first loan in 
February 1961.

Improving living conditions by supplying clean 
water and sanitation services has been one of 
the IDB’s top priorities from the beginning. 



DeFining  
inTernal managemenT

By separating the Bank’s ordinary 
capital (OC) from its additional, “soft” 
resources, the organization successfully 
addressed what was perhaps the greatest 
uncertainty in conversations about the 
creation of the IDB: how great the vot-
ing power of member countries within 
the institution would be in proportion 
to their share of the OC. Once it was 
agreed that the Latin American nations 
could contribute more than 50 percent 
of the OC, as a voting bloc they were 
more powerful than the United States, 
the primary individual shareholder.

Although the IDB has had checks 
and balances in place since its incep-
tion to facilitate consensus-building and 
mediate the differing interests of the 
member countries in specific operations 
with conflicting aspects, the legal and 
political principle that the voting power 
of the member countries is equivalent 
to their contribution to the OC has 
been preserved, even as extra-regional 
countries began joining the Bank during 
the 1970s. Within this context, Latin 
American countries retained majority 
decision-making power in the institu-
tion’s governing bodies.

Another original feature of the 
new entity, which had been proposed 
in various documents prior to its 
incorporation, was its authorization to 
receive and administer soft resources, 
the access to which was nearly unprec-
edented among the first international 
financial organizations. These resourc-
es were aimed at making credit opera-
tions and technical assistance possible 
under concessional terms for relatively 
less developed countries or areas or for 
low-income segments of society. 

Such terms included reduced inter-
est rates, longer grace and amortization 
periods and the option of repayment 
in local currency. For these operations, 
resources were needed at costs so low 
that they could not be obtained in inter-
national markets. Incorporating these 
resources into the financial structure 
of the institution posed a challenge, 
leading the parties to the Agreement to 
create the FSO. The FSO’s soft resources 
were greatly bolstered when the United 
States placed the Social Progress Trust 
Fund under the control of the IDB as 
part of the Alliance for Progress.

Given the need to safeguard the 
IDB’s international financial credibility, 
incorporating soft resources into its 
financial structure could potentially 
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have created a problem in terms of 
the solidity of the Bank’s backing in 
obtaining funds on the market. The 
issue was resolved by establishing a 
clear distinction between cases and 
conditions where OC resources could be 
used and where soft funds could come 
into play. Additionally, in some cases 
OC resources could serve as backing 
for obtaining funds on the market, but 
soft funds would not play such a role. 
However, this separation of resources 
did not lead to the division of their 
administration into two parallel units, 
as proposed in some negotiation phases 
regarding the Agreement. Instead, 
their administration was assigned to a 
single, unified structure for the entire 
IDB. This allowed the Bank to maintain 
unity between its operational policies 
and its financial management and 
administration policies without damag-
ing its solvency in international capital 
markets. 

During the formation phase of the 
institution, the location of the Bank’s 
headquarters was also a source of 
debate. One group of countries fa-
vored locating the IDB in the United 
States to facilitate the Bank’s links 
to its primary source of resources, 
while others preferred sites in Latin 

America for the purpose of reinforcing 
its regional character. To that end, an 
official proposal was submitted to make 
the city of Caracas the Bank’s headquar-
ters, which had already been suggested 
by Venezuela in 1954 during Felipe 
Herrera’s tour through several countries 
to raise support for the project to be 
presented by Chile at the Quitadinha. 
Only after intense negotiations did the 
members settle on Washington, D.C., as 
the Bank’s headquarters.

According to the Agreement, all pow-
ers related to directing the Bank would 
be assigned to the Board of Governors, 
composed of a governor and a deputy 
governor from each member country 
and appointed by each country. Their 
functions included admitting and sus-
pending members in accordance with 
the Agreement’s provisions, designating 
the president of the Bank, setting the 
amount of the OC and the FSO as well 
as determining each country’s contri-
bution to these funds, approving the 
Bank’s financial statements, and revising 
the Agreement. Some proposals brought 
forth during previous negotiations in-
cluded the power to establish the Bank’s 
operational policies, something that 
was ultimately not incorporated into the 
Agreement due to its implied inclusion 

In 1961, the first president of the IDB, Felipe 
Herrera, and the President of the United States, 
John F. Kennedy, signed an agreement creating 
the Social Progress Trust Fund, to be adminis-
tered by the IDB.



in the functions of the Board of Gov-
ernors as the holder of all governing 
powers for the institution. In fact, all 
decisions regarding the Bank’s finan-
cial and operational policies discussed 
and proposed by the Board of Execu-
tive Directors were submitted to the 
Board of Governors for consideration. 
The Board was to hold a meeting once 
a year in the capital of one its member 
countries, but from very early on it 
implemented the practice of calling 
extraordinary meetings.

Responsibility for conducting the 
Bank’s day-to-day operations fell to the 
Board of Executive Directors, the presi-
dent, and an executive vice president, 
who, in practice, was from the United 
States. The Board of Executive Direc-
tors would function permanently at the 
Bank’s headquarters. It was composed 
of seven directors, six of whom were 
elected by designated groups of Latin 
American countries and the remaining 
one by the United States, all of them 
for a three-year term. Special atten-
tion was given to the composition of 
the group to ensure that relatively less 
developed countries would have access 
to voting power.

The president led the meetings of 
the Board of Executive Directors and 

acted as the head of administration, 
the structure of which was flexibly 
responsive from the very begin-
ning to the demands posed by the 
volume and direction of the Bank’s 
operations. The Bank was initially 
established with several divisions, 
but was soon re-organized into six 
departments, a structure that was 
maintained even as the number of 
departments grew. The initial six de-
partments were operations, financial, 
technical, legal, administrative and 
secretarial.

As a reflection of its increasingly 
close relationship with its member 
countries, the Bank opened represen-
tative offices throughout the region. 
In less than a year, the institution was 
able to implement the central aspects 
of its organization. It had succeeded 
in reconciling its multilateral charac-
ter with its regional roots and estab-
lished the transparent and construc-
tive coexistence of its majority partner 
and its borrower countries, facilitating 
the fluid formulation of its policies 
and sound operational performance. 
A contributing factor was the Bank’s 
flexibility in adapting its management 
activities to new challenges, a trait it 
possessed from the start.
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THe FirsT DecaDe

The bank was created with US$1 bil-
lion in resources, of which US$850 
million was allocated to authorized 
OC and US$150 million to the FSO. Of 
the OC, US$400 million came from 
contributions payable over a period of 
three years, the balance correspond-
ing to subscribed callable capital that 
could be used as backing for accessing 
financial markets. Contributions from 
the United States to the OC were to be 
made in United States dollars, while 
those from borrower countries would 
be made in both United States dollars 
and local currencies. By the end of 
1970, the IDB had approved financing 
totaling more than US$4.1 billion. This 
volume would have been impossible 
without vigorous financial support 
from all of the Bank’s member coun-
tries, particularly the United States.

Under the presidency of Felipe Her-
rera, the OC received three increases. 
The first was approved in 1964 for the 
amount of US$1.3 billion, of which 
US$75 million was payable in cash; 
the second came in 1968 for US$1.005 
billion, none of which was in cash; and 
the third was authorized in 1970 for 
US$2 billion, including US$400 million 

in cash. Authorized OC would thus grow 
to US$5.155 billion, bringing the institu-
tion’s total resources to US$8.98 billion.

The FSO was established to handle 
loan requests requiring concessional 
terms. In the first decade of the Bank’s 
existence, these operations held special 
qualitative importance for relatively less 
developed countries. At its Annual Meet-
ing held in Panama in 1964, the Board of 
Governors decided that future increases 
in soft resources would take place via 
the FSO, with the goal of simplifying the 
financial and operational structure of 
the IDB. The Bank authorized significant 
increases to its FSO: US$73 million in 
1964, US$900 million after the meeting 
in Panama, and US$1.2 billion in 1967. In 
1970, an expansion of FSO resources was 
approved in the amount of US$1.5 bil-
lion, to be contributed between 1971 and 
1973. In 1970, Felipe Herrera recognized 
the region’s more highly developed coun-
tries for their willingness to allow their 
FSO contributions in local currency to be 
used for loans to other countries, particu-
larly relatively less developed ones.

In September 1960, in the midst 
of the Bank’s organization, the United 
States entrusted the entity with the 
management of the Social Progress 
Trust Fund (SPTF), which originally held 

More and better education for Latin American 
boys and girls: an area where much has been 
achieved and where great challenges still lie 
ahead.



US$394 million and grew to US$525 
million in February 1964. The SPTF’s 
resources were channeled toward 
financing Alliance for Progress–backed 
programs in rural development, urban 
housing and sanitation, and advanced 
education. The Bank ensured that these 
investments would become a part of 
broader development and reform plans 
in beneficiary countries requiring sig-
nificant mobilization of local resources.

The Bank’s capacity to generate ad-
ditional resources beyond the contribu-
tions paid by its member countries, 
particularly for its OC, was a reflection 
of its robust financial health, its posi-
tive operational performance and the 
excellent quality of its portfolio. As a 
result of these factors, its marketable 
securities received the highest rating 
in international markets. This rating 
in turn allowed it to obtain resources 
under favorable terms through bond 
issues and direct loans.

During its first decade of operation, 
the Bank received additional financial 
support from several non-member 
developed nations through loans, paral-
lel financing, and the sale of shares 
in special loans and funds under its 
management, the largest of which was 
created by Canada. A significant por-

tion of money accumulated from loans 
was obtained between 1968 and 1970. 
All of these contributions were impor-
tant precedents for the incorporation of 
extra-regional countries into the Bank, 
which took place the following decade.

At the start of the IDB’s opera-
tion, it was thought that the majority 
of its debt would be placed in United 
States markets, but by the end of the 
first decade, the statistics showed that 
resources originating in the United 
States comprised 48 percent of all 
acquired funds, while 33 percent of 
resources came from Austria, Belgium, 
Germany, Italy, Japan, the Netherlands, 
South Africa, Sweden, Switzerland and 
the United Kingdom, and 19 percent 
came from short-term bonds purchased 
by the region’s central banks. Because 
the Bank was obtaining a substantial 
part of its resources from international 
banking and securities markets and 
was therefore subject to the prevail-
ing interest rates in those markets, the 
average interest rate for OC loans dur-
ing its first decade was 8 percent per 
annum. The interest rates at which the 
Bank had to obtain its resources and 
the demands and restrictions imposed 
on the Bank’s operations by the rela-
tively high cost of interest were issues 
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under constant analysis by the Board 
of Executive Directors and the Board of 
Governors.

The IDB adopted special policies 
aimed at encouraging internal sav-
ings and investments, incorporating 
measures into its loans to strengthen 
the financial situation of executive 
organisms or to encourage the revi-
sion of fee structures for its services. It 
also supported national development 
institutions; industrial, agricultural 
and mining banks; credit, marketing 
and housing cooperatives; and other 
financial institutions receiving credit 
and technical assistance.

For Latin America as a whole, the 
Bank approved financing of more than 
US$15 per capita during its first decade. 
For the relatively less developed coun-
tries of Central America, the Caribbean 
and South America, per capita financ-
ing was almost twice as high. Financ-
ing terms for less developed or more 
vulnerable countries or areas, granted 
largely as soft resources, were much 
more favorable in terms of interest 
rates, amortization and grace periods 
and requirements for local matching 
funds. 

As a result of the Bank’s lending 
activities, at the end of its first decade 

its portfolio consisted of more than 
US$4.102 billion in authorized loans 
for over 600 programs and projects 
with a total cost of over US$11.4 bil-
lion. Of this total, 38 percent was 
authorized with OC funds, 49 percent 
from the FSO, 12 percent from the 
SPTF and 1 percent from funds man-
aged by the Bank on behalf of non-
member countries such as Canada, 
the United Kingdom, Sweden and the 
Vatican. Thus, concessional loans came 
to account for more than 60 percent of 
all IDB operations.

Cumulative disbursements during 
this period exceeded US$2.15 billion, or 
more than 50 percent of all approved 
loans. By the end of the decade, as a 
result of its expanded technical and 
operational capabilities as well as the 
impact of its technical assistance and 
pre-investment activities, the Bank had 
approximately US$1.8 billion in poten-
tial operations under consideration, 
demonstrating the growing ability 
of its borrower countries to develop 
investment programs and projects.

By the end of the period, the Bank’s 
portfolio showed that 45 percent of 
committed resources had been chan-
neled toward productive activities: 
agriculture, which benefited from 
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$1.103 billion in loans, or 27 percent of 
the portfolio, and industry (including 
export financing), mining and tour-
ism, which together received US$717 
million or 18 percent of the portfolio. 
Physical infrastructure, i.e., projects in 
transportation, ports, telecommunica-
tions and electrical power, received 
loans reaching US$1.204 billion or 29 
percent of the portfolio. Urban develop-
ment received US$373 million, equiva-
lent to 9 percent of the portfolio, while 
sanitation received US$476 million, 
or 12 percent of the portfolio. Educa-
tion benefited from US$146 million (4 
percent), while health care got US$11 
million. Finally, US$49 million was 
allocated to pre-investment activities, 
equivalent to 1 percent of the portfolio.

inTernaTionalizaTion

The start of the 1970s coincided with 
the retirement of Felipe Herrera as 
president of the Bank and the arrival 
of Antonio Ortiz Mena as the new head 
of the organization. The transition was 
accompanied by profound changes in 
the world economic order as a result 
of the unexpected rise in oil prices in 
1973 and the subsequent imbalances 
that were generated. Although many 

Latin American nations had just expe-
rienced high growth rates, they could 
not escape the impact of the global 
recession, nor were they immune to 
the temptation to accept cheap, abun-
dant loans. For example, contributions 
from official bilateral or multilateral 
sources to foreign investment in the 
region fell from an average of 60 
percent at the start of the 1960s to 
less than 15 percent by the end of the 
1970s.

The debt crisis of 1982 brought 
with it skyrocketing inflation, bud-
get crunches and a decline in social 
indicators. At the same time, Latin 
America recovered its democratic life-
style, along with a “de-ideologization” 
of economic policies that paved the 
way for widespread reforms at the 
end of the 1980s and in the 1990s. 
By the end of the century, the region 
would recover its stability thanks to 
fiscal reforms and orthodox monetary 
policies with independent central 
banks. This period also saw increased 
efficiency as a result of accelerated, 
unilateral economic liberalization and 
the resumption of export expansion. 
Privatizations, an overhaul of the 
regulatory system and government de-
centralization were also set in motion. 

Uruguay expanded its geographic database 
with everything from maps to computers for the 

purpose of planning and managing infrastructure 
as part of a project financed by a donation from 

the IDB.
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In addition to market liberalization, 
there was a fresh attempt to modernize 
integration mechanisms and free trade 
associations.

However, before delving into an 
analysis of the impact of these cir-
cumstances on the IDB’s activities, 
it is necessary to take a look at its 
membership. Initially, in accordance 
with its incorporation agreement, only 
countries belonging to the OAS could 
be members of the Bank. Thus, when 
European colonial territories in the Ca-
ribbean gained their independence and 
these new nations were incorporated 
into the OAS, they became eligible for 
membership in the Bank, as in the case 
of Trinidad and Tobago in 1967 and 
Barbados and Jamaica in 1969. The 
process continued with Guyana in 1976 
and the Bahamas in 1977. Suriname 
joined the group in 1980, and Belize 
came on board in 1992. Canada’s entry 
in 1972 as a full-fledged member 
was also a significant development, 
although its close ties to the IDB had 
been firmly established for almost 10 
years.

This change in the original rules 
culminated in the mid-1970s with the 
addition of Japan, Israel and several 
European nations as IDB partners. 

Acceptance by the borrower countries 
of a substantial reduction in their 
relative share in the Bank’s capital for 
the purpose of creating room for the 
entry of new members was crucial. 
Their incorporation as full-fledged 
members and not as associate members 
would therefore represent an important 
change in the original capital structure, 
in which borrower and non-borrower 
shareholders would own approximately 
equal parts. The concept of a bank in 
which ownership is split almost evenly 
among countries that receive and those 
that contribute resources had been pro-
posed in the 1970s and was formally 
adopted 20 years later as part of the 
agreements of the Bank’s Eighth Gen-
eral Increase in the Resources, negoti-
ated in Guadalajara in 1994. 

One of the major milestones of the 
negotiations on the incorporation of 
extra-regional countries was achieved 
in December 1974 in Spain, when 12 
nations signed the Madrid Declaration 
establishing the basis for their entry 
into the IDB. The mechanisms for 
political decision-making and the legal 
formalities allowing them to sign the 
agreements and contribute the required 
resources to the Bank varied from 
country to country. Therefore, they 
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could not join the bank simultaneous-
ly. The first group of nine countries 
(Belgium, Denmark, Germany, Israel, 
Japan, Spain, Switzerland, the United 
Kingdom and Yugoslavia) joined the 
Bank in 1976. Another six countries 
(Austria, Finland, France, Italy, the 
Netherlands and Sweden) followed in 
1977. The process was finalized with 
the incorporation of Portugal in 1980 
and Norway in 1986. Korea would 
later join the IDB in 2006, followed by 
China in 2009.

During the deliberations on the 
entry of extra-regional countries, it 
was necessary to come to a consensus 
on what their relative share in the 
Bank’s OC would be, as no models 
or precedents existed to define this 
particularly important policy aspect. 
Interestingly, in the Bank’s initial con-
versations with Japan, it was agreed 
that this Asian nation would be the 
principal shareholder among the 
Bank’s extra-regional member nations, 
albeit marginally. Japan’s special role 
would be reaffirmed 20 years later 
in the agreements pertaining to the 
Eighth Increase.

Another interesting aspect of the 
negotiations had to do with the incor-
poration of Eastern European coun-

tries, whose ties to the Soviet Union 
had been loosening in anticipation of 
the post–Cold War reality. Contact was 
made and negotiations were conducted 
with several countries, resulting in the 
entry of Yugoslavia, followed by Croa-
tia and Slovenia in 1993. Besides Japan, 
the only non-European country to join 
the Bank initially was Israel. This coun-
try brought with it a wealth of valuable 
technical experience, particularly in 
agriculture and the management of 
water resources—technologies that are 
highly relevant to many Latin Ameri-
can countries. 

eXPanDeD oPeraTions

Despite the dramatic institutional 
changes brought on by the incorpora-
tion of new countries as members of 
the Bank, the Ortiz Mena years were 
marked by strong programmatic and 
operational continuity from the Bank’s 
initial phase of activity. The IDB’s ac-
tions were primarily characterized by 
its capacity for response and innova-
tion in meeting new demands and 
needs. 

Quantitatively, the Bank became 
an increasingly important actor in the 
region’s external financing activities. 

Japan signs documents to enter the IDB as 
part of a group of countries from outside the 

region, thus adding the global dimension that has 
characterized the institution since 1976.
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During the presidency of Ortiz Mena, 
total authorized resources, which 
had totaled nearly US$9 billion after 
the 1970 increase, grew by US$32.81 
billion (the OC by US$28.806 billion 
and the FSO by US$4.005 billion). 
In 1975 the Board of Governors ap-
proved a fourth increase amounting 
to US$5.806 billion in authorized capi-
tal for the 1976–78 period, including 
resources from new Bank members. 
There was a fifth increase of US$8 
billion followed by a sixth increase of 
US$15 billion in subsequent years. Of 
these total resources, only US$1.703 
billion was payable in cash, while 
the US$675 million in cash received 
for the sixth increase represented 
merely 4.5 percent of the total amount 
pledged. Of these three increases, 
US$1.552 billion, US$1.75 billion and 
US$703 million, respectively, were 
allocated to the FSO.

The proportion of operations ap-
proved with funds from the OC, com-
plemented by intra-regional capital, 
grew in relation to the Bank’s previ-
ous period, reaching 70 percent of the 
total portfolio between 1971 and 1987. 
Meanwhile, as a reflection of the 
availability of soft funds, the propor-
tion of the FSO fell to 24 percent of 

the portfolio. Funds from the OC and 
the FSO were also used to finance tech-
nical cooperation operations, which, 
in the case of the FSO, included those 
of a non-reimbursable nature. Funds 
contributed to the portfolio by other 
sources during the period amounted 
to 4 percent. Due to the insufficient 
availability of FSO funds, in 1983 the 
Intermediate Financing Facility (IFF) 
was created to defray a portion of the 
costs of interest on OC loans to benefit 
less developed countries. 

The annual volume of Bank-
approved loans grew notably over the 
17 years of Ortiz Mena’s presidency, 
ultimately exceeding US$3 billion per 
year starting in 1983. During that 
period, accumulated loans grew to 
US$32.606 billion. The physical infra-
structure sector received US$13.207 
billion, equivalent to 41 percent of the 
total; the productive sector received 
US$13.18 billion, or 40 percent of the 
total; and the social sectors received 
US$5.718 billion, or 18 percent of the 
total. Within the infrastructure sector, 
the largest amounts went to energy, 
with US$8.88 billion, followed by 
loans for transportation with US$3.974 
billion and loans for communications 
with US$353 million. 
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evoluTion anD growTH

When Antonio Ortiz Mena retired as 
president of the IDB to assume new 
responsibilities in Mexico, the IDB 
found itself at a crossroads, as the 
foreign debt crisis had shaken some of 
its foundations and core premises for 
action. Negotiations among the Gov-
ernors to expand the Bank’s resources 
were stretched out over two years of 
meetings, proving that coming to a full 
consensus that would satisfy all the 
Bank’s members would be difficult. 
Two opposing views were debated, one 
espousing a “small” Bank that would 
continue along its traditional line of 
action without a significant increase in 
resources, and another arguing for a 
“large” Bank that would receive a sub-
stantial increase and modify its poli-
cies and line of action. It was in this 
context that the Board of Governors ap-
pointed Enrique Iglesias as the Bank’s 
new president in February 1988.

The Governors finally overcame 
their differences, accepting the con-
cept of a large organization, at their 
Annual Meeting in Amsterdam in 
1989, where they agreed to increase 
the Bank’s resources on the basis of a 
new mechanism through which loan 

approvals would be postponed for 
analysis by one or more executive 
directors and would be submitted at 
the end of the discussion period to 
the Board of Executive Directors for 
approval using current mechanisms. 
New organizational guidelines were 
also enacted whereby policy adjust-
ment loan analyses would be conduct-
ed by a specialized department, with 
their approval conditioned on World 
Bank co-financing for a period of two 
years. During this time, the Bank ac-
quired experience in processing these 
operations, and as a result of its sound 
financial management, the condition 
was allowed to expire.

The Seventh General Increase in 
Resources, approved in 1989 in the 
amount of US$26.5 billion and slated 
for allocation to the OC from 1990 to 
1993, took effect on January 17, 1990. 
FSO resources increased by US$200 
million. The primary objective of the 
increase was to strengthen the Bank’s 
backing of borrower countries in their 
efforts to re-establish growth and 
macroeconomic equilibrium, battle 
inflation, solve the foreign debt crisis, 
correct global and sectoral economic 
distortions, expand employment and 
improve social conditions. 

(Continued on page 284)

Throughout the years, the Bank has stood 
firm in its efforts to promote work and improve 

quality of life for lower-income populations. 

EVOLUTION AND GROWTH 281



Interview with daniel Zelikow

Daniel Zelikow, a U.S. 

citizen, has been the 

executive vice presi-

dent of the IDB since 

2007. Prior to joining 

the Bank, he was the 

managing director of 

the Government Institutions Group of JP-

Morgan Securities Inc., which he joined in 

1999 after holding senior positions in the 

United States Department of the Treasury. 

As deputy assistant secretary of the Trea-

sury Department, he was responsible for 

financial policy towards the Americas, Asia 

and Africa. A summa cum laude graduate of 

Dartmouth College, Zelikow holds a doctor-

ate in economics from Oxford University. 

He has been an active contributor and 

advisor to nonprofit institutions as well as 

to ad hoc committees established by multi-

lateral agencies and think tanks.  

How do you view the evolution of the 
IDB and its recent changes? 

The IDB is an essential player in 
the region, but—like other multilateral 
development institutions—for a while 
it was using an outmoded operating 
model that made it less relevant and 
put its long-term future at risk. At the 
same time, there were administrative 
procedures that definitely had to be 
updated to make the institution more 
efficient. Moreover, it was evident that 
the region was at a turning point that 
called for a clear definition of priorities 
and of the best way to achieve effective 
development. 

Can you be more specific?
The model had to be changed based 

on the region’s success. Many countries 
have applied solid economic policies 
and successful structural reforms 
that have allowed them to grow more 
quickly and gain access to international 
capital markets. In addition, the devel-
opment of domestic capital markets 
paved the way for local funding sources 
to finance development. Therefore, the 
Bank’s main product—long-term loans 
in United States dollars—became less 
and less necessary for some of our bor-
rowers. Although the current financial 

crisis underscores the need for the 
Bank to maintain its financial strength, 
in the long run the underlying realities 
will become apparent and we will have 
to adapt to them. This means that we 
must offer more financial products that 
set standards in the market, loans in lo-
cal currency and products that help our 
shareholders control their financial and 
economic risks.

What can be said about the IDB’s 
technical expertise? 

Obviously, the IDB doesn’t have a 
monopoly on knowledge with respect 
to development in our region. More and 
more frequently, governments are using 
their own experts who are just as good 
as or even better than ours and who 
have access to networks where they 
can obtain other sources of expertise. 
Therefore, we’ve had to think about the 
areas where we stand out and focus our 
efforts on the issues that may be im-
portant over the next 20 years, such as 
creating more effective ways to promote 
the social and economic inclusion of 
the poor, building better infrastructure 
in the region, developing sustainable 
energy sources or adapting to climate 
change. What sets us apart is that we 
can combine knowledge and expert 
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can be done so that this organization 
can serve its clients better. There is 
the feeling at the Bank that we have to 
modernize our own culture. We are re-
ally the region’s Bank, and the relation-
ships and the affinity we have with our 
shareholders gives us very unique ac-
cess and insider knowledge. However, 
two-thirds of our employees work in 
Washington. Therefore, an important 
part of rejuvenating our presence in 
Latin America and the Caribbean is to 
have a greater physical presence in the 
countries themselves. 

What has been achieved?
The Bank is doing well in these 

aspects. We have cut loan approval 
times in half, and disbursements under 
our regular programs reached unprec-
edented levels last year and the year 
before. Loans to sub-national govern-
ments and to the private sector cur-
rently make up a significant portion 
of our portfolio. We offer products in 
local currency, and we’re launching an 
initiative to provide specialized expert 
advice. We were able to increase our 
on-site employees by 26 percent in the 

advice with the loans we grant, but we 
mustn’t limit ourselves to that. In other 
words, we should be in a position to 
offer expert advice alone if money is 
not required, and financing by itself 
if our clients’ plans are already fully 
developed. 

Would you like to add something 
else?

Our client base was too small and 
we couldn’t achieve the maximum im-
pact. There were basically 16 sovereign 
governments and three of them ab-
sorbed 65 percent of our financing. As 
any financial manager knows, that is a 
dangerously concentrated client base. 
For that reason we recognized that we 
needed a larger scope if we were to 
have a positive effect in the region, and 
we set out to develop a broader clien-
tele that included sub-national govern-
ments and private companies, while 
always keeping in mind appropriate 
risk management guidelines, of course.

There were some internal changes.
We are thoroughly studying the 

policies and procedures to see what 

space of a year and have updated our 
risk evaluation process and our proce-
dures. We are beginning to improve 
our independent programs for devel-
oping knowledge and skills, as I have 
already mentioned. The bottom line is 
that in the long term, the Bank won’t 
be able to provide significant help in 
the region by just lending money. 

In your opinion, what is the Bank’s 
function in the face of the current 
international crisis?

It is clear to me that the Bank 
continues to play an important anti-
cyclical role in the region’s public and 
private sectors, especially in times like 
these. We must have sufficient finan-
cial headroom to be able to play this 
role, but at the same time we must not 
lose sight of the fact that we are, above 
all, a development institution. And this 
anti-cyclical intervention must also 
favor development in public as well 
as private sector projects. When we 
think about the way we approve loans 
in times of crisis, we have to be just 
as judicious as we are during times of 
prosperity, if not more so.
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During this period, the Bank was 
re-organized in an attempt to mod-
ernize and adapt its departmental 
functions by creating new units and 
merging others. New divisions were 
created, including divisions to manage 
sector-focused policies and loans; mac-
roeconomic policies for dialogue with 
borrower countries; environmental 
protection; education and health; mi-
croenterprises; co-financing and export 
promotion; and regional cooperation.

The Bank took on the administra-
tion of the Multilateral Investment 
Fund (MIF), officially established 
on January 11, 1993, with an initial 
contribution by its member countries 
of US$1.2 billion, later expanded to 
US$1.3 billion. The MIF, conceived as 
part of the Initiative for the Americas, 
has since its inception supported inno-
vative mechanisms for improving the 
environment for private investment, 
workforce training, and the develop-
ment of small businesses.

At the end of the Seventh Increase 
period, the Bank’s portfolio of activi-
ties showed highly satisfactory results. 
Authorized loans between 1990 and 
1993 totaled US$21.1 billion, more than 
four times higher than at the time of 
the Sixth Increase. Loans granted in 

1992 and 1993 reached a remarkable 
US$6 billion, an unprecedented figure 
at that time. These authorized amounts 
allowed the Bank to reclaim its status 
in 1991 as the primary official source 
of external financing for the region’s 
development, particularly for countries 
with smaller economies and lower in-
come, a position it had lost in previous 
years as a result of the reduced avail-
ability of resources.

Nevertheless, by 1994, the IDB was 
facing new and greater challenges. 
The economic progress made by many 
countries in the region since the start 
of the decade was not enough to stop 
the social gap from widening due to 
increased unemployment, the unequal 
distribution of income, and the expan-
sion of the informal economy. All of 
this signified the need to review the 
Bank’s priorities once again and adapt 
its modes of action in a way that would 
improve its contribution to the region’s 
development during the second half of 
the decade and in the transition to the 
new millennium. 

The principal elements embodying 
the strategic guidelines of the Bank’s 
action plan during the Eighth Increase 
period included such aspects as pro-
ductive modernization, strengthening 

(Continued from page 281)
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the central role of the private sector, so-
cial reform, financial reform, modern-
izing the government, strengthening 
civil society and a citizenry dedicated 
to economic and social development, 
and democracy.

In April 1994 in Guadalajara, 
Mexico, the Eighth General Increase 
in Resources was approved by the 
Board of Governors in the amount of 
US$40 billion, increasing the OC to 
US$101 billion. The Governors autho-
rized an increase of US$1 billion for 
the FSO, thus bringing its resources to 
over US$10 billion. This increase was 
the largest in the Bank’s history and 
the largest amount ever authorized to 
a regional multilateral development 
institution. The agreement was rati-
fied on July 31, 1995, along with a cash 
contribution of US$1 billion and US$30 
billion in callable capital for the OC, 
the subscriptions for which would be 
issued in six installments between 
1995 and 2000.

The Governors also agreed to mod-
ify the voting power of the countries. 
The participation rate of extra-regional 
nations more than doubled, rising from 
7.132 percent to 15.996 percent. The 
United States’ share fell from 34.627 
to 30 percent, while Canada’s share 

dropped from 4.374 to 4 percent. The 
Latin American and Caribbean coun-
tries decreased their participation from 
53.867 to 50.004 percent. Another 
change in the Bank’s representative 
composition was ushered in by the ad-
dition of two seats on the Board of Ex-
ecutive Directors, one for extra-regional 
countries and the other for borrowers.

BuilDing on reForms

The 1990s were an extraordinary 
period of reform in Latin America 
and the Caribbean, when the role of 
government was redefined and a clear 
trend toward political and administra-
tive decentralization in the region’s 
countries began to emerge. The region’s 
growing openness to foreign invest-
ment flows and the private sector’s in-
creasing involvement in areas that were 
previously off limits were also evident. 
Nevertheless, these changes were 
accompanied by rising volatility as a 
result of international circumstances.

These events had a clear impact 
on the Bank’s role. In response to new 
trade-related and geopolitical realities, 
the IDB opened an office in Tokyo 
in 1995. In the same year, the Bank’s 
Board of Executive Directors approved 

The construction of schools in Haiti was 
financed by a long-term, low-interest loan as 

part of an IDB concessionary program for less 
developed countries.
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the offer of guarantees without the 
need for government-issued counter- 
guarantees. 

Along with these new develop-
ments came a clear emphasis on lend-
ing programs. For example, in 1997, 
most of the Bank’s lending portfolio 
was concentrated on initiatives for 
reducing poverty, social sector re-
forms and government modernization 
programs (see Figures 11.1 and 11.2, 
showing Bank loans by sector between 
1961 and 2008, and in 2008). 

An essential milestone was 
achieved in 1999 when the more eco-
nomically developed countries agreed 
to convert the equivalent of US$2.4 bil-
lion of their home currency resources 
in the FSO into foreign currencies for 
the benefit of less developed nations. 
At nearly the same time, a plan valued 
at US$9 billion above the normal credit 
limit was approved for a period of one 
year to help confront internal financial 
emergencies. These efforts would result 
in US$4.57 billion in approved loans 
for the purpose of offsetting global 
financial volatility.

With the dawn of the new century, 
the IDB continued to place a priority on 
government reform and modernization 
efforts. At the same time, new flex-

Figure 11.1 Lending by Sector, 2008

Reform and
Modernization

of the State
6%

Social
Development

30%
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Source: IDB (2009).

Figure 11.2 Lending by Sector, 1961–2008
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Source: IDB (2009).
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ible credit instruments were approved, 
including loans for innovations, multi-
stage loans, sector-focused mecha-
nisms, and tools for project preparation 
and execution. The development of 
new mechanisms and programs for 
financing occurred at a time when the 
economies of Latin America and the 
Caribbean were beginning to experi-
ence a remarkable boom comparable 
to the one that took place in the 1960s. 
Thanks to factors such as these, the 
balance sheet was quite encouraging 
by the time Enrique V. Iglesias took the 
helm of the institution. Between 1988 
and 2005, the Bank’s lending activities 
grew to US$100.694 billion, distributed 
across 20 different issue areas. Of this 
total, 23 percent was concentrated in 
the area of government reform and 
modernization, followed by social in-
vestment (19 percent), transportation (9 
percent), energy (8 percent), sanitation 
(6 percent) and urban development and 
housing (6 percent).

This sum was achieved as a direct 
result of capital increases that expand-
ed the Bank’s lending capacity to some 
US$8 billion a year. This was comple-
mented in 1999 by a capital increase of 
US$500 million approved by the mem-
ber countries of the Inter-American 

Investment Corporation (IIC), thus 
expanding the Bank’s capacity to 
facilitate loans to the region’s small and 
medium-sized enterprises (SMEs). Also, 
in recognition of the MIF’s success, in 
2005 its donors agreed to replenish its 
resources with US$502 million in new 
contributions.

In addition to expanding, its lend-
ing capacity, during Iglesias’s term the 
IDB greatly developed its academic 
research capacity. Avant-garde work 
by specialists in the Office of the Chief 
Economist, in collaboration with a vast 
network of research centers across the 
region, shed light on an entire range of 
development aspects, from the im-
pact of non-economic factors such as 
demographics and the quality of public 
institutions to issues such as access to 
credit for companies and families, the 
vulnerability of financial systems in 
times of crisis, the creation of formal 
employment, regional economic inte-
gration, and the keys to competitive-
ness. 

The IDB also confirmed its ability to 
call together global players by leading 
numerous meetings of organized advi-
sory groups to coordinate contributions 
from the international community in 
support of various countries in the 
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region. The largest and most complex 
of these was the Consultative Group for 
the Reconstruction and Transformation 
of Central America, launched in 1998 
after Hurricane Mitch, a devastating 
storm that resulted in the loss of more 
than 10,000 lives and some US$6 bil-
lion in economic losses in the coun-
tries of the Central American isthmus. 
Thanks to the combined efforts of 
governments, multilateral institutions 
and civil society, nearly US$9 billion 
was pledged in the form of humanitar-
ian aid, donations, concessional loans 
and debt relief for the region. 

At the same time, the Bank reaf-
firmed the leadership position it had 
assumed since its inception in sup-
porting social programs. In addition 
to traditional areas such as health 
care, education and housing, the IDB 
was a pioneer in supporting innova-
tive initiatives that would later spread 
throughout the region and serve as 
inspiring models for other parts of the 
world. One example was the Favela-
Bairro Project, an initiative born in Rio 
de Janeiro to improve quality of life 
in marginal neighborhoods through 
investments in infrastructure, public 
services and social programs. Another 
emblematic IDB-supported initiative 

was PROGRESA/Oportunidades, a 
conditional cash transfer program in 
Mexico. 

Despite the achievements of his 
long term in office, upon his departure 
from the IDB, Iglesias confessed his 
frustration over the region’s meager 
economic growth, which had dimin-
ished the possibility of significantly 
reducing poverty and closing the 
gaps that have made Latin America 
the world’s most inequitable region. 
Paradoxically, when Iglesias passed 
the torch to his successor, Luis Alberto 
Moreno of Colombia, Latin American 
economies began a clear rally from 
the “lost half-decade” that followed the 
Asian and Russian financial crises in 
1997 and 1998 and was exacerbated by 
the terrorist attacks of September 11, 
2001. 

a more agile Bank

Despite this recovery, which would 
last until the outbreak of the global 
financial crisis in 2008, there was a 
downward trend in the demand for 
multilateral financing, particularly 
from medium-income countries with 
broad access to international financial 
markets and their own growing inter-
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nal capital markets. These countries, 
who were once major clients of the 
IDB, the World Bank and the Interna-
tional Monetary Fund (IMF), were now 
less in need and had even less desire 
for the traditional long-term loans 
offered by multilateral institutions in 
Washington.

Upon assuming the presidency of 
the IDB in 2005, Moreno made it clear 
to the institution’s staff that the Bank’s 
major challenge would be to become 
“more agile, more innovative and more 
efficient” in supporting member coun-
tries. The IDB needed to concentrate 
on areas where it could have maximum 
impact in terms of development, de-
centralize its operations in order to be 
closer to its clients, and create a culture 
of results.

Under the Moreno administration, 
the IDB sought to expand its client base, 
simplify its procedures for preparing 
financial operations, and realign its 
organizational structure. The first objec-
tive was a response to the new realities 
of the region; as a result of the decen-
tralization processes carried out by 
many countries, the responsibility for 
a great number of basic services now 
lay in the hands of states, provinces 
and municipalities instead of national 

governments, and these sub-national 
governments were in need of the Bank’s 
services. The second objective sought to 
reduce the Bank’s preparation time for 
projects, with the goal of placing greater 
emphasis on risk control during execu-
tion and on obtaining results. Finally, 
the Bank’s realignment was intended to 
pave the way for a new matrix structure 
and the Bank’s increased presence in 
borrower countries.

In a pioneering IDB project, the municipal 
government of rio de Janeiro joined forces 
with non-governmental organizations and 

residents of the city’s favelas to improve living 
conditions there.

Box  11.1    A New Organizational Chart

The Bank's realignment led to the cre-
ation of four vice presidents who oversee 
all the IDB departments and report to 
the executive vice president, who is 
responsible for the day-to-day administra-
tion of the Bank. The Vice President for 
Countries manages the Bank's relation-
ships with the borrower countries and 
supervises the 26 IDB representatives 
across the region. The Vice President for 
Sectors and Knowledge is in charge of ex-
perts in different areas of specialization. 
The Vice President for Private Sector and 
Non-Sovereign Guaranteed Operations su-
pervises the activities of the Department 
of Structured and Corporate Finance, 
the IIC and the MIF, the three programs 
related to the private sector. The Vice 
President for Finance and Administration 
organizes and manages the IDB's re-
sources and provides the support services 
needed for an efficient operation.
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The Bank’s renewed focus on key 
sectors for regional development has 
led to an emphasis on infrastructure, 
energy, water and sanitation. In the 
case of the latter two sectors, two spe-
cialized programs have been launched: 
the Sustainable Energy and Climate 
Change Initiative (SECCI) and the Wa-
ter and Sanitation Initiative. SECCI has 
distinguished itself through its promo-
tion of renewable energies and energy 
efficiency in the region. The Water and 
Sanitation Initiative, which spearheads 
programs for improving basic ser-
vices in cities and rural communities 
throughout the region, attracted the 
interest of the Spanish government, 
which in 2008 granted the IDB control 
of a €300 million fund for financing 
these types of projects in the region.

Another recent initiative responds 
to the need to seek alternative business 
models for bringing the benefits of eco-
nomic development closer to the mass-
es, that is, low-income segments that 
lack opportunities for creating their 
own wealth. The Opportunities for the 
Majority Initiative supports projects 
with corporations, non-governmental 
organizations (NGOs) and communi-
ties to create jobs and offer quality 
products and services to people at the 

bottom of the socioeconomic pyramid.
In addition to the region’s continued 

economic recovery, the organizational 
changes that were implemented from 
2006 to 2008 spurred an expansion in 
the IDB Group’s operations. Funds ap-
proved by the Bank, the IIC and the MIF 
rose from approximately US$7 billion 
in 2006 to US$9.6 billion in 2007 and a 
record-breaking US$11.6 billion in 2008.

In turn, the volume of financing 
aimed at the private sector grew as a 
result of a series of decisions made by 
the Board of Governors in 2005 and 
2006, including increased limits for 
non-sovereign guaranteed loans and the 
expansion of eligible sectors for these 
types of operations. Originally, these 
loans and guarantees could not exceed 
US$75 million and could only be granted 
for infrastructure, energy and capital 
market projects. The new ceiling was 
fixed at US$200 million (in exceptional 
cases, up to US$400 million) and eligible 
sectors were expanded to include manu-
facturing, agroindustry, mining, tourism 
and other services.

The Governors also authorized 
non-sovereign guaranteed loans to sub-
national entities and state-run or mixed 
enterprises. In 2006, the Board of Execu-
tive Directors permanently established 

Upon being elected president of the IDB in 
2005, Luis Alberto Moreno declared that the 
Bank’s main challenge was to become “more 
agile, more innovative and more efficient.” 



the Regional Trade Finance Facilitation 
Program, launched as a pilot concept 
the year before to facilitate loans for 
export and import operations. 

Thanks to these reforms, the 
volume of non-sovereign guaranteed 
operations, primarily concentrated in 
private firms, grew from US$683 mil-
lion in 2005 to US$2.9 billion in 2008, 
when such symbolic operations were 
approved as the US$400 million loan 
for expanding the Panama Canal.

Another important topic on the 
IDB’s agenda in recent years has been 
debt relief. Although the IDB had not 
participated in the Gleneagles Agree-
ment, under which developed countries 
decided to cancel a large portion of 
the debt owed by Heavily Indebted 
Poor Countries (HIPCs) to the IMF, the 
World Bank and the African Develop-
ment Bank, the Board of Governors 
agreed at the end of 2006 to extend 
similar benefits to five member coun-
tries receiving debt relief under the 
HIPC Initiative: Bolivia, Guyana, Haiti, 
Honduras and Nicaragua. 

The decision went into effect the 
following year at the Annual Meeting 
held in Guatemala City, where a deci-
sion was announced to cancel US$3.4 
billion of these countries’ debts, with 

the added benefit of forgiving some 
US$1 billion in interest on these loans. 
Bolivia, Guyana, Honduras and Nicara-
gua, which had already completed the 
process of the HIPC Initiative, immedi-
ately enjoyed the benefits of the cancel-
lation. Haiti, which had not yet reached 
the Initiative’s so-called “completion 
point,” was expected to receive them 
shortly thereafter.

The cancellation of such a significant 
portion of their debt created a his-
toric opportunity for favored nations to 
devote more resources to high-priority 
social programs. Nevertheless, in con-
trast to the Bretton Woods institutions 
and their African counterpart, the IDB 
received no commitment to increase 
FSO resources. Under the agreement, the 
member countries of the IDB agreed to 
analyze its concessional loan program 
before 2013. They also accepted the cre-
ation of a Donation Fund, of which Haiti 
has been the primary beneficiary.

Another important milestone in 
the last five years was the addition of 
two new extra-regional members to the 
Bank: the Republic of Korea in 2005 and 
the People’s Republic of China in 2009. 
These Asian nations, already growing 
trade partners of Latin America, ac-
quired the IDB shares that had become 
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available after the dissolution of the 
Yugoslav Republic. Both Seoul and 
Beijing offered significant resource 
contributions to funds and programs 
managed by the IDB, the IIC and the 
MIF.

THe crisis:  
cHallenge anD resPonse

China joined the Bank at a time when 
the global financial crisis was expand-
ing. Latin America and the Caribbean, 
after six years of prosperity, would no 
longer be immune to the effects of this 
situation. At the Annual Meeting held 
in Miami in 2008, the IDB’s Research 
Department presented a study expos-
ing the region’s dependence on favor-
able external factors, such as the rise 
in prices for raw materials that was 
benefiting large exporters of hydrocar-
bons and cereal grains and harming 
small countries dependent on oil and 
food imports. That same year, a short-
age of basic consumer products caused 
massive disturbances in several cities. 
In response, the IDB created a US$500 
million fund to help borrower coun-
tries handle food emergencies. This 
would be the first in a series of actions 
designed to help the region preserve its 

achievements in economic growth and 
poverty reduction.

The collapse of the mortgage in-
dustry in the United States impacted 
financial systems around the world, 
causing liquidity to dry up and restrict-
ing access to credit. The IDB responded 
to the situation by establishing a US$6 
billion line of credit to help borrower 
countries handle temporary emergen-
cies in their financial systems. In early 
2009, the Board of Executive Directors 
approved the expansion of the Regional 
Trade Finance Facilitation Program, rais-
ing its ceiling from US$400 million to 
US$1 billion.

In light of the region’s slowing 
growth, which was expected to fall to 
around 1 percent in 2009, the IDB of-
fered to accelerate loan approvals for 
projects in the pipeline, with the goal of 
ensuring greater availability of financial 
resources for the region. Nevertheless, 
the magnitude of the needs of borrower 
countries would clearly exceed the 
current lending capacity of the world’s 
multilateral institutions. One of the first 
leaders to draw public attention to this 
issue was Michelle Bachelet, the presi-
dent of Chile, who called upon the IDB’s 
partners to increase its capacity to help 
borrower countries survive the crisis of 
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the new millennium. This launched a 
debate, coinciding with the 50th an-
niversary of the Bank, on the future 
of an institution that is key to the 
development of Latin America and the 
Caribbean. 

All of this has been framed, of 
course, by a half-century of achieve-
ments. Behind the US$169.073 billion 
approved by the IDB in loans and 
guarantees between 1961 and 2008, 
which have allowed the development 
of projects valued at US$377.177 billion 
(Tables 11.1 and 11.2), lie the efforts 
of thousands of men and women who 
have worked toward the highest ideals 
inside as well as outside the institution. 
These figures will surely be eclipsed 
by other operations in the years and 
decades to come. But then, as now and 
in the past, the objective will remain 
the same: to make Latin America and 
the Caribbean a better place for all, a 
region where opportunities blossom, 
equality is firmly established, and 
peace and progress reign.

A non-sovereign guaranteed loan from the 
IDB for financing the expansion of the Panama 

Canal helped attract other sources of financing for 
this enormous project.
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Table 11.1 Yearly (2008) and Cumulative (1961–2008) Lending Informationa,b

(Millions of U.S. dollars)

  Loans and Guarantees approveda disbursements

    funds for    funds for
 Total cost Total Ordinary Special funds in Total Ordinary Special funds in
country of projects amount capitalb Operations administration amount capitalb Operations administration

Argentina 52,100.0 27,014.8 26,320.8 644.9 49.1 22,380.2 21,686.2 644.9 49.1
Bahamas 696.7 495.4 493.4 — 2.0 353.0 351.0 — 2.0
Barbados 830.9 452.4 392.4 41.0 19.0 368.4 308.4 41.0 19.0
Belize 199.7 136.7 136.7 — — 110.6 110.6 — —
Bolivia 6,357.1 3,945.2 1,432.5 2,441.1 71.6 3,441.4 1,326.7 2,043.1 71.6
Brazil 99,928.0 34,478.7 32,791.1 1,555.6 132.0 29,658.1 27,970.4 1,555.7 132.0
Chile 14,966.4 6,517.3 6,268.6 205.2 43.5 5,781.0 5,532.3 205.2 43.5
Colombia 27,460.7 14,904.4 14,074.8 765.9 63.7 14,381.3 13,551.7 765.9 63.7
Costa Rica 5,607.7 3,880.5 3,381.1 361.5 137.9 2,535.6 2,036.9 361.5 137.2
Dominican Republic 4,233.7 3,142.4 2,307.1 747.9 87.4 2,737.2 1,901.9 747.9 87.4
Ecuador 9,263.9 5,142.2 4,066.9 981.6 93.7 4,700.1 3,628.8 981.6 89.7
El Salvador 5,420.6 3,710.1 2,764.3 796.6 149.2 3,283.7 2,341.4 796.6 145.7
Guatemala 4,990.1 3,459.5 3,073.5 675.5 70.5 2,829.0 2,084.3 675.5 69.2
Guyana 1,339.1 1,136.5 159.6 970.0 6.9 907.5 130.2 770.4 6.9
Haiti 1,774.4 1,290.2 — 1,283.9 6.3 1,012.6 — 1,006.3 6.3
Honduras 4,824.7 3,078.5 743.3 2,266.9 68.3 2,605.3 596.7 1,947.0 61.6
Jamaica 2,580.3 2,060.2 1,690.2 171.1 198.9 1,907.9 1,537.9 171.1 198.9
Mexico 53,149.7 22,183.4 21,565.2 559.0 59.2 20,117.3 19,499.1 559.0 59.2
Nicaragua 3,935.0 2,653.7 379.2 2,206.8 67.7 2,286.4 301.5 1,921.0 63.9
Panama 11,168.7 3,251.6 2,916.1 293.4 42.1 2,272.6 1,938.1 293.4 41.1
Paraguay 3,228.5 2,415.5 1,764.2 639.4 11.9 1,965.0 1,332.2 620.9 11.9
Peru 19,437.6 9,079.4 8,421.8 436.6 221.0 8,218.1 7,560.5 436.6 221.0
Suriname 303.5 189.4 183.0 6.4 — 95.9 93.9 2.0 —
Trinidad and Tobago 1,711.7 1,151.4 1,095.6 30.6 25.2 1,027.4 971.6 30.6 25.2
Uruguay 6,173.0 4,787.0 4,640.9 104.3 41.8 4,149.0 4,002.9 104.3 41.8
Venezuela 16,351.2 5,119.3 4,945.1 101.4 72.8 4,512.1 4,337.8 101.4 72.9
Regional 19,144.3 3,415.3 3,168.9 232.8 13.6 2,824.3 2,579.2 231.5 13.6

Total $377,177.3 $169,265.1 $148,991.1 $18,519.4 $1,755.3 $146,461.0 $127,712.2 $17,014.4 $1,734.4

Source: IDB (2009).
a After cancellations and exchange adjustments. Totals may not add up due to rounding.
b Detail includes non-sovereign guaranteed loans, net of participations.
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Table 11.2  Distribution of Loans and Guarantees by Sector of 
Activity

(Millions of U.S. dollars)

Sector 1961–2008 %

competitiveness 87,351.5 51.6
 Energy 23,032.6 13.6
 Transportation and Communication 20,990.0 12.4
 Agriculture and Fisheries 15,014.2 8.9
 Industry, Mining and Tourism 13,563.9 8.0
 Multisector Credit and Preinvestment 4,913.4 2.9
 Capital Markets 3,077.9 1.8
 Productive Infrastructure 2,739.8 1.6
 Science and Technology 2,081.9 1.2
 Trade Financing 1,937.8 1.1

Social development 55,676.7 32.9
 Social Investment 20,971.7 12.4
 Water and Sanitation 11,164.7 6.6
 Urban Development 9,019.5 5.3
 Education 6,777.7 4.0
 Environment 3,835.9 2.3
 Health 3,401.8 2.0
 Microenterprise 505.4 0.3

reform and Modernization of the State 26,237.6 15.5
 Reform and Public Sector Support 11,820.2 7.0
 Financial Sector Reform 7,966.9 4.7
 Fiscal Reform 4,521.1 2.7
 Decentralization Policies 1,122.7 0.7
 Modernization and Administration of Justice 434.2 0.3
 Planning and State Reform 158.6 0.1
 Parliamentary Modernization 85.7 0.1
 Trade Policies Support 50.7 0.0
 E-Government 47.7 0.0
 Civil Society 22.0 0.0

 Total 169,073.1  100

Source: IDB (2009).
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Box  11.2 Felipe Herrera Lane, One of the Founders and First President of the 
IDB (1960–1970)

Felipe Herrera Lane was born in Chile on June 17, 1922. A lawyer and economist, 
he held high-ranking positions early on in his professional life. Between 1947 and 
1958 he was a professor of political economy at the University of Chile. In 1953 he 
was named Chile's Minister of Finance and became the General Manager of the 
Central Bank of Chile that same year. In 1958 he became the executive director of 
the IMF for Argentina, Bolivia, Chile, Ecuador, Paraguay, and Uruguay. Two years 
later he was named president of the IDB. He was re-elected for two five-year terms 
in 1964 and 1969 until he resigned in October 1970. He began his retirement in 
early 1971.

In the period surrounding the creation of the IDB, the region was bubbling with 
ideas related to the possibility of development and overcoming the poverty that en-
gulfed Latin America. This was manifested in proposals like Juscelino Kubitschek's 
Pan-American Operation of 1958. The Act of Bogota of September 13, 1960, also 
proposed measures for the acceleration of social and economic development. Such 
measures were further developed in the Declaration and Charter of Punta del Este, 
which laid out the blueprint for launching the Alliance for Progress in August 1961, 
when the IDB was already operational. 

Many of the great objectives set out at Punta del Este would be pursued by the 
region over the rest of that decade and would also serve to guide IDB proposals such 
as promoting economic growth; financing social reforms in health care, education 
and housing to improve the living conditions of lower-income segments of the 
population; spearheading agricultural and tax reforms; facilitating the redistribution 
of income; promoting democracy; accelerating integration and free trade among the 
region's countries; and modernizing the communications infrastructure. 

From the start of his term at the IDB, Felipe Herrera had to face the unprec-
edented challenges of building an institution of the IDB's magnitude in the tenuous 
economic, political and social situation the region was facing at that time and the in-
creasing polarization of the world into two opposing camps, reflected in the tensions 
emerging among the member countries and their foreign policies. In the interest of 
fulfilling the IDB's mission, the first president proposed not only to convert the new-
ly formed Bank into a financial backer of the projects necessary for the economic 
development of its member countries, but also to transform the Bank into a "bank of 
ideas" that would provide its members with new concepts and technologies and offer 
solutions to their problems and needs. This focus paved the way for the emergence 
of an entire generation of Latin American managers and economists who would play 
a crucial role in setting the course of the region's economic and social development.
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Enrique V. Iglesias describes in detail the work that began with the 
inception of the IDB: 

In the history of the Inter-American Development Bank one can 
make out a first generation that came up with the foundational vision 
for the institution, defined its objectives and laid the groundwork for 
its operational organization. We may call them the Bank's "founding 
fathers." The second generation belongs to those who have endeavored 
to make the dreams and aspirations of their predecessors come true. 
We may call this generation the "builders of the IDB." Felipe Herrera 
is included among these men, as he enjoys the rare virtue of being one 
of the Bank's most notable founders as well as the primary architect of 
the institution during the first 11 years of its existence, a critical phase 
when the basic features of the IDB's personality were taking shape: 
"being a bank, it is also more than a bank," as stated by Herrera in his 
February 1960 inaugural address in San Salvador upon being elected 
president of the organization. 

Even when we accept that on the long road toward the Bank's creation 
and during the phases of growth and institutional consolidation, there 
have been favorable historic circumstances, we cannot fail to recognize that 
men gifted with great sensitivity and a strong will and motivation to take 
advantage of the opportunities that arise are needed in order to read the 
signs of the time quickly and correctly. Felipe Herrera knew how to respond 
successfully to those challenges, as was unmistakably revealed not only by 
the conception, birth and maturation of our Bank as it became a major, if 
not the main, financial and international technical assistance agency for 
development in Latin America, but also by his contribution to strengthening 
an experience that was fully multilateral, with the active joint participation 
of all the member countries in the promotion of shared interests with regard 
to development of the region.

During the Bank's construction phase, Herrera presided over the initial 
meetings of the Board of Executive Directors; participated in the first Board 
of Governors meeting held in El Salvador in 1960; interpreted and imple-
mented the basic documents that created the Bank; guided the approval of 
the first loans, for example, the 1961 drinking water and sanitation project 
for Arequipa, Peru, and the first technical cooperation projects, such as the 
one aimed at strengthening the Bolivian mining sector; managed the first 
three increases in resources; designed the issuance of the first IDB bond; 

promoted the creation of the Institute for the Integration of Latin America 
and the Caribbean (INTAL) in 1965; and promoted the first bi-national 
loans. In addition, during Herrera's term the first English-speaking countries 
of the Caribbean joined the Bank: Trinidad and Tobago in 1967 and Jamaica 
and Barbados in 1969. 

This vast and multi-faceted work of the Bank is clearly reflected in his 
own words, written on the Bank's 10th anniversary for a roundtable discus-
sion at Punta del Este, Uruguay, on the IDB's first decade: 

In its first 10 years of existence, the Bank was characterized by 
continuously expanding the frontiers of international lending to new 
methods and new sectors. The availability of soft funds allowed the 
IDB to strike an unprecedented balance between economic invest-
ments and projects of a social content. The IDB was the first institution 
to promote modernization in higher education, the first multinational 
agency to finance housing projects, and the first external financing 
entity to formulate a comprehensive urban development policy. In 
quantitative terms, the Bank's work with regard to environmental 
remediation has been quite impressive. The IDB played a leadership 
role in financing agricultural development and continues to play this 
role by maintaining a presence in sectors such as agroindustry, fishing 
and forestry. The Bank's work has also been on the cutting edge with 
regard to integration, the financing of exports, and participating in 
multinational projects and zones. 

The innovative mission of the IDB has not only been expressed 
through its operations but has also frequently led it to play a direct 
role in developing the ideas that have flourished throughout the 
last 10 years in Latin America. The Bank was a vital contributor to 
the intellectual work that laid the foundation for regional economic 
integration, to the search for a more balanced economic and social 
development, to the development of planning methods by its member 
countries, and to the assimilation of the concepts and institutions that 
have facilitated the process of mobilization of our internal resources. 

Felipe Herrera passed away in September 1996. He is remembered as 
one of the founders of the IDB and as the Bank's great leader from its incep-
tion through the first 11 years of its existence. He is also remembered as an 
admirable human being, a dedicated intellectual and visionary, and one of 
the great pioneers of Latin American development.
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Box 11.3 Antonio Ortiz Mena, Second President of the IDB (1971–1988)
Born in Mexico on April 16, 1907, Antonio Ortiz Mena was a lawyer by profes-
sion as well as an economist and politician. At the end of a successful stint as 
director of the Mexican Social Security Institute (IMSS) from 1952 to 1958, he 
served as Mexico’s finance minister for 12 years until 1970 when he ran for 
president of the country. He was appointed president of the IDB in 1971 and was 
re-elected three times. At the end of 1987 he resigned, handing over the reins the 
following year. 

During his tenure at the helm of the Bank, Ortiz Mena faced enormous 
challenges and lived through some sweeping global changes that had a great 
economic, political and social impact on the region. At the beginning of Ortiz 
Mena’s presidency, the region was experiencing significant growth, good export 
performance and ample international liquidity. However, this reality was chroni-
cally plagued by macroeconomic instability and by many of the problems that 
had been diagnosed in the Charter of Punta del Este.

In 1973, two years after Ortiz Mena took office, the first global energy crisis 
arose. This crisis, which re-emerged in 1979, seriously affected the region’s 
economies, obligating them to increase their indebtedness in order to maintain 
their growth and stability. This situation set the stage for the debt crisis and the 
so-called “lost decade” of the eighties. 

Ortiz Mena had to confront these situations while keeping the institution 
focused on concrete proposals and actions to deal with the new realities. He au-
thored countless papers and presentations for different forums, in which he ana-
lyzed the region’s realities with great clarity and wisdom, proposed solutions to 
resolve the crisis that was tearing at the region, and suggested the direction the 
Bank should take to support its member countries and mitigate their problems. 

In evaluating the reality of the region’s situation in the mid-eighties, he 
stated: 

As you know, the main objective of our Bank, which has just com-
pleted 25 years of operations, is precisely to help promote balanced social 
and economic development in Latin America. We feel that this objective 
was achieved during the sixties and the beginning of the seventies. Growth 
rates reached and exceeded 6 percent annually in real terms and made 
progress possible in a wide range of economic and social sectors. During 
those two decades, Latin America’s GDP tripled and per capita income 
doubled. The region’s greatest achievements lie in serving basic human 
needs; infrastructure grew, and external financial commitments were met 
on time. 
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However, the recession of the eighties brought economic growth 
to a standstill. This was accompanied by a reversal in the terms of 
trade for our region and a basic change in the pattern of interna-
tional financial flows. In this environment, the development of Latin 
America came to a virtual halt, living standards reverted to the levels 
of the previous decade, and the region’s countries were unable to pay 
off their rapidly growing foreign debt. For Latin America, the crisis of 
the recent past has not only been a problem of international financial 
liquidity but, in a broader sense, it has been a development crisis as 
well.

From the beginning of his mandate, Ortiz Mena believed that it was 
crucial for the Bank to diversify access to funding sources and incorporate 
the experiences of other realities into the institution to provide it with new 
knowledge and technologies. The Madrid Declaration of 1974 permitted 
extra-regional countries to join the IDB. This process occurred mainly from 
1976 to 1977 and was preceded by Canada’s entry in 1972. Such factors led 
to the first bond issue in the Japanese market in the seventies. In 1981, the 
Board of Governors met for the first time in a country outside the region: 
Spain. Subsequently, in 1987, Ortiz Mena reached an agreement with the 
Export-Import Bank of Japan on the groundwork for initiating parallel 
project financing, and the first bond issue in European currency took place 
two years later. 

The availability of resources, given the conditions that the region 
was facing, was a great concern. Between 1976 and 1978, there were two 
capital increases, followed by a third in 1983, thereby broadening the 
base required to meet the ever-increasing urgent needs of the region. This 
increased the availability of resources from Ordinary Capital (OC) and the 
Fund for Special Operations (FSO) that were earmarked for relatively less 
developed countries, and the Intermediate Financing Facility was created to 
reduce the Bank’s financing costs for certain member countries. 

The Bank’s achievements during Ortiz Mena’s mandate were enor-
mous. Lending and technical cooperation programs grew considerably. 
There was more financing for infrastructure, including large bi-national 
projects such as Salto Grande as the first, followed by Yacyreta. The first 
loans in the areas of health care, tourism and fiscal reform were signed, 
and the Bank began to grant the first complementary loans. In addition, 
the Small Projects Program and the Industrial Recovery Program were 
established. The Environmental Protection Policy was adopted at the end 

of the seventies, giving rise to the creation of the Environment Committee 
in 1983. Four years later the Bank granted the first loan aimed exclusively 
at the environmental sector. The charter of the Inter-American Investment 
Corporation (IIC) went into effect in 1986, although the institution began 
its operations some time later, and in 1987 the Bank adopted the policy of 
promoting the role of women in development. 

In reference to the enormous task undertaken by Antonio Ortiz Mena 
during his mandate, Enrique V. Iglesias said:

His contribution began during his years as a governor of the 
Bank and Mexico’s finance minister, with his assistance in shaping 
the Bank’s policies. Later on, as president of the Bank, he exercised 
extraordinary and outstanding leadership which led to the expansion, 
consolidation and reaffirmation of the Bank’s regional and multi-
lateral character, helping to make it the most important and most 
innovative source of external funding and technical cooperation for 
economic and social development in Latin America and the Carib-
bean.

Antonio Ortiz Mena died in March 2007, just short of his 100th birth-
day. He is remembered throughout the region for the courage and wisdom 
he displayed in handling the enormous challenges he faced during his 
presidency. He was also known as a broadly cultured man with a universal 
education that ranged from philosophy to history, music and art, and was 
highly regarded for the impressive analytical abilities that he demonstrated, 
in particular, when dealing with the economic issues for which he felt a 
special predilection. He left a mark on the Bank that has lasted through 
the generations, all of whom have flourished under what was his constant 
concern: the well-being of the Bank’s staff. He is remembered in his native 
Mexico as having stabilized development there from 1958 to 1970.
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Interview with   
Enrique V. Iglesias

Enrique V. Iglesias, 

born in Asturias, 

Spain, in 1930, became 

a Uruguayan citizen 

after immigrating to 

Uruguay with his par-

ents in 1934. In 1953, 

he graduated from Uruguay’s Universidad 

de la República in economics and business 

administration. Before his appointment as 

president of the IDB, Iglesias was president 

of the Central Bank of Uruguay (1966–1968), 

executive secretary of ECLAC (1972–1985), 

and Uruguay’s  minister of foreign relations 

(1985–1988). He has also been secretary 

general of the Ibero-American Secretariat 

since 2005. In 1991 Iglesias received a Ph.D. 

in law from Canada’s Carleton University, 

and in 2008 he received honorary doctorates 

from the Universidad Europea de Madrid and 

the Universidad Andrés Bello.

You assumed the IDB’s presidency at 
a very special crossroads in its his-
tory. How would you describe it?

When I arrived in 1988, a serious 
rift among the principal sharehold-
ers—the United States, the Bank’s 
largest shareholder, and the four major 
regional members (Argentina, Brazil, 
Mexico and Venezuela)—had cast a 
shadow over the Bank’s Board of Execu-
tive Directors, whose members sup-
ported the positions of their respective 
governments. This estrangement had 
implications for the Bank’s role in the 
region’s development, its internal opera-
tions and its operating procedures, and 
prevented the institution from reaching 
agreements regarding the necessary 
replenishment of resources. Naturally, 
the situation greatly hindered the coop-
erative dialogue between the Board and 
administration—key to the organiza-
tion’s success—and also unfortunately 
tainted the internal climate and the 
public’s opinion toward the Bank.

At the same time, the Bank’s situation 
in the region was very complex. Why?

We were in the midst of what 
ECLAC called the “lost decade,” with the 
dramatic intensification of the external 
debt problem, and the deterioration and 

disappearance of many institutions cre-
ated in the sixties and seventies, such as 
development banks and planning agen-
cies. Moreover, people were questioning 
previous development models and, in 
particular, the role of government, which 
was stigmatized by its inefficiency and 
corruption. Anti-statism at all levels was 
already evident in the structural adjust-
ment policies implemented at the World 
Bank as part of what began to be defined 
as the Washington Consensus, a reform 
package that emerged during the nine-
ties. It represented a return to economic 
orthodoxy. The paralysis caused by the 
cooling of relations among its principal 
shareholders meant the Bank did not par-
ticipate in developing new types of eco-
nomic policies, based on Bretton Woods, 
that became essential to the region in 
finding solutions to the serious external 
debt problem that dominated the entire 
“lost decade.”

Under these two circumstances, what 
goals were set?

First, to achieve a basic understand-
ing among the shareholders. This would 
require a constructive working relation-
ship between the Board of Executive 
Directors and the administration and 
a stronger internal culture of working 
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together. Second, to increase the Bank’s 
capital, which was achieved at the 
historic 1989 Board of Governors meet-
ing in Amsterdam. The Bank regained 
the support of all its member govern-
ments, and its capital increased from 
US$34 billion to US$60 billion. Third, 
to present the Bank as an important 
stakeholder in the region’s economic 
and financial recovery. This was 
achieved through participation in the 
development of policies supporting the 
reforms that marked a good part of the 
nineties. At first, the Governors condi-
tioned our participation in structural 
credits on World Bank co-financing. 
After two years, we were authorized to 
act alone, coordinating joint ventures, 
but we were still directly responsible 
for our own credit decisions.

In 1991 the Bank again became the 
main source of multilateral funding 
in the region. What did this mean?

We positioned ourselves as the prin-
cipal source of development funding, 
which has persisted through the nine-
ties and beyond, reaffirming the Bank’s 
pre-eminent role as the Bank of and for 
Latin America and the Caribbean, thus 
fulfilling the dream cherished by Felipe 
Herrera and Antonio Ortiz Mena.

While this was happening, there was 
a significant expansion of the pro-
grams that were funded. Why?

Modern times and new economic 
philosophies required new types of 
loans and cooperation. As I mentioned 
previously, we created structural 
support loans to finance reforms. In 
addition, the Enterprise of the Americas 
Initiative was launched in the nineties, 
enabling us to create the Multilateral In-
vestment Fund (MIF), designed to maxi-
mize the reforms’ impact on renewed 
governments and on job markets, thus 
expanding our support of job training. 
The fund gave preferential treatment 
to professional development, but we in-
sisted on including small businesses and 
microenterprises and on taking macro-
economic development incentives into 
account, giving us a basic instrument 
for supporting grassroots economic and 
social development. We also set up the 
Inter-American Investment Corporation 
(IIC) to look after small businesses, and 
today it is a thriving operation. Direct 
loans to the private sector, which had 
been a big part of our portfolio when 
the Bank was created, would be re-
introduced as well. The use of technical 
cooperation on a national and regional 
level provided many opportunities 

for development, greatly enhancing 
institutional strengthening and project 
effectiveness. 

In light of its past, what do you think 
about the IDB’s role in the present 
and future and the challenges the 
institution is facing?

The Bank is faced with a great 
opportunity as well as a great chal-
lenge. The worldwide crisis will affect 
us in different ways and with differ-
ing degrees of intensity. While Latin 
America is better equipped to deal with 
it than it has ever been before, we will 
not emerge unscathed. Therefore, with 
respect to policies, it is essential to be 
able to count on a dynamic Bank, a 
solid financial partner that can open 
up golden opportunities in support of 
the region’s countries, a Bank that is, as 
the IDB has always been, the friend of 
its Latin American and Caribbean part-
ners. One of the biggest challenges fac-
ing the institution will be to convince 
its shareholders of the importance of 
providing more funding to the Bank 
through another capital increase. We 
must all support the current president 
in this endeavor: governments, direc-
tors and officers. I see this as a clear 
and urgent reality.
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Presidents Enrique V. Iglesias and Luis Alberto Moreno mark the IDB's 50th anniversary in a ceremony held at Bank headquarters. 
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a global challenge. The financial crisis, which began as an isolated problem in the mortgage industry, quickly spread and became a worldwide economic crisis.



XII Latin America and the Caribbean 
in the Current International Crisis

I n January, 2009, when the 
International Monetary Fund 
(IMF) announced an update 

to its economic projections for the 
new year, dozens of analysts ex-
pressed their surprise at the move. 
After all, it was the third time in four 
months that the multilateral agency 
was forced to revise its calculations, 
something that had never occurred 
before in its history. However, the 
reasons behind the event were as 
extraordinary as the event itself. 
According to the organization (IMF, 
2009), advanced economies would 
grow by merely 0.5 percent, the low-
est rate since the end of the Second 
World War (Figure 12.1).

Beyond this simple calculation, 
though, it was the speed at which 
the entire world’s production activity 
was expected to deteriorate that was 
the most striking of all. None of this 
seemed possible in late 2007, when 
the United States and several Euro-
pean countries began having prob-
lems with their respective real estate 

markets after years of booming prices 
and construction activity. However, 
rapid drops in the values of hundreds 
of thousands of homes uncovered a 
deeper problem, one rooted in the de-
velopment of various financial instru-
ments backed by subprime mortgages 
that were recycled numerous times 
and acquired by entities that were 
often different from the one that had 
issued the original loan, located in the 
world’s wealthiest nations.

Thus, as the months wore on, 
what appeared at first glance to be a 
downturn in the construction sector 
quickly spilled over to the world of fi-
nance. With increasing speed, banks, 
brokerage firms and investment funds 
began suffering million-dollar losses 
that forced the governments of the 
most developed economies to act. 
The initial response came in the form 
of case-by-case assistance, including 
incentives for various entities to be 
absorbed by others. Nevertheless, in 
certain situations, government au-
thorities decided to allow companies 
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to disappear that, in their view, did not 
deserve to be rescued.

Although their goal of a generalized 
rescue operation inherently ignored 
the principles of success and failure 
inherent to the private sector, govern-
ments quickly discovered that the lack 
of certainty about which entities were 
solid and which ones were not had in 
fact paralyzed the global financial sec-
tor. As a result, the policy of reducing 
interest rates adopted by the world’s 
major economies had a limited effect, 

with the flow of credit abruptly drying 
up, affecting companies and consum-
ers and clearly impacting the real 
estate sector.

Concurrently, prices for basic 
products, many of which had exceeded 
their historic peaks during the first 
half of 2008, began dropping rapidly. 
This phenomenon affected not only 
fuels, but also food and industrial con-
sumables. As a result, the rapid rise in 
inflation rates reported by many of the 
world’s economies during that period 
showed at least a partial reversal dur-
ing the second half of 2008.

These circumstances began to affect 
the expectations of buyers of a wide 
variety of products, causing them to 
proceed with caution. The automotive 
industry took a particularly strong hit 
in comparison to many others, register-
ing double-digit losses in sales due to 
the reluctance of buyers to incur signif-
icant expenses. Lower demand in turn 
led to layoffs, reflecting similar events 
in the construction and finance sectors 
(Figure 12.2). Thus, unemployment 
rates increased considerably, confirm-
ing that the cycle of global economic 
expansion that began in 2002 had been 
replaced by a vicious circle of layoffs, 
dropping sales, and recession.

Figure 12.1 Global and Regional Economic Growth, 1970-2010

Source: IMF (2009).
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The response from the most pow-
erful governments focused on two 
strategies. The first involved injecting 
resources into the financial sector and 
expanding mechanisms for guarantee-
ing liquidity, complemented by the full 
or partial nationalization of dozens of 
credit institutions. The second was the 
approval of stimulus plans consisting of 
lowering taxes and increasing spending 
in key economic sectors such as infra-
structure or industry. These mechanisms 
generated a considerable expansion of 

national deficits, under the assumption 
that the increased shortfall would be 
eliminated during the recovery period.

winDs oF cHange

At first, the impact of the crisis was 
not particularly worrisome for Latin 
America and the Caribbean. After all, 
the region had just experienced a boom 
period, with an average growth rate of 
five percent between 2003 and 2008. 
This expansion was accompanied 
by the accumulation of international 
reserves, improved taxation systems 
and a reduction in indebtedness, which 
seemed to have shielded many econo-
mies (ECLAC, 2008). As if this were 
not enough, the local financial sector 
managed to escape the problems that 
were afflicting other regions, making 
the situation complex but manageable.

However, by the start of 2009, it 
became clear that a drubbing was in-
evitable. For example, the IMF reduced 
its growth forecast for the region to 
1.1 percent (IMF, 2009), while ECLAC 
predicted increases in unemployment 
as well as poverty and marginalization 
indices.

In addition, an internal document 
from the Inter-American Development 

Figure 12.2 Growth in Industrial Production and Merchandise Trade, 
1997-2008

Source: IMF (2009).
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Bank (IDB) determined that the crisis 
could spread to people throughout the 
region, resulting in lower income for 
families due to a rise in unemploy-
ment, lower public resources for social 
programs, a drop in revenue from 
overseas transfers, and an increase 
in the price of imported goods due to 
the depreciation of various currencies 
(Duryea et al., 2008). 

In terms of regional growth, there 
were various reasons behind the 
reduced projections. The first was the 
impact of the plunge in raw material 
prices (Figure 12.3), a particularly 

thorny phenomenon for a region fo-
cused on exporting basic or unfinished 
goods. Second, there was the downturn 
in the global goods trade, estimated by 
the IMF at 2.8 percent by 2009. The 
third element was the drop in tourism 
revenue and the foreseeable stagnation 
of workers’ remittances, calculated by 
the IDB at US$67.5 billion in 2008. A 
fourth factor is tied to the influx of for-
eign direct investment (FDI) and credit 
resources provided by international 
private banks. As during other periods 
of financial difficulty, nervousness over 
emerging markets generates a mass 
exodus of funds in search of options of-
fering the least possible risk, regardless 
of whether the original recipient coun-
tries were doing things right. Lastly, 
there has been a decreased internal 
dynamic associated with the deteriora-
tion of corporate and consumer expec-
tations, an aspect magnified through 
the lens of the pessimism spread by 
globalization and telecommunications.

In response, the region’s gov-
ernments announced plans aimed 
at stopping economic deceleration 
(ECLAC, 2009), including public 
spending programs focused on devel-
oping infrastructure and supporting 
vulnerable sectors of the population, 

Figure  12.3 Real Commodity Prices, 1980-2014

Source: IMF (2009).
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depending on the fiscal wiggle room 
of each economy. Concurrently, the 
region’s central banks responded with 
measures for increasing liquidity and 
lowering interest rates amid low infla-
tion (Figure 12.4). Also, the region 
received clear support from multilat-
eral agencies which reached out to the 
region by helping countries in need 
and keeping open lines of credit for 
foreign trade.

The effectiveness of these mea-
sures will remain uncertain for some 
time. But despite the magnitude of 

the crisis, a wide variety of analyses 
show that the region’s medium-term 
and long-term perspectives are positive 
(Table 12.1). In other words, calcula-
tions indicate that the region’s coun-
tries will return to a path of growth 
similar to that of the current decade, 
even faster, in fact, than other areas of 
the world. One of the reasons is that 
the structural strengths of the region’s 
economies, which had nothing to do 
with the current debacle, should allow 
them to stay afloat, hopefully in more 
tranquil and promising waters than the 
current ones. 

PersPecTives From  
eXPerTs in THe region

andrés velasco Brañes,  
Finance minister of chile

Over the past 50 years the IDB has ac-
companied our countries on each step 
of this long journey to economic and 
social development. It has watched us 
put to rest old paradigms and create 
new ones. It has given us advice, some 
of which we have heeded and some of 
which we have ignored. At the end of 
each decade we have faced an increas-
ingly broader array of tests, a horizon 
of increasingly complex challenges. 

Figure 12.4 Inflation, 2000-10

Source: IMF (2009).
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Table 12.1 Global and regional Economic Growth, 2007-10
(Percent change)

 projections

   2007 2008 2009 2010

World outputa  5.2 3.4 0.5 3.0
Advanced economies 2.7 1.0 –2.0 1.1
 United States  2.0 1.1 –1.6 1.6
 Euro zone  2.6 1.0 –2.0 0.2
  Germany  2.5 1.3 –2.5 0.1
  France  2.2 0.8 –1.9 0.7
  Italy 1.5 –0.6 –2.1 –0.1
  Spain  3.7 1.2 –1.7 –0.1
 Japan 2.4 –0.3 –2.6 0.6
 United Kingdom  3.0 0.7 –2.8 0.2
 Canada 2.7 0.6 –1.2 1.6
 Other advanced economies  4.6 1.9 –2.4 2.2
 Newly industrialized Asian economies  5.6 2.1 –3.9 3.1

Emerging and developing economies 8.3 6.3 3.3 5.0
 Africa 6.2 5.2 3.4 4.9
  Sub-Saharan Africa  6.9 5.4 3.5 5.0
 Latin America 5.7 4.6 1.1 3.0
  Brazil 5.7 5.8 1.8 3.5
  Mexico 3.2 1.8 –0.3 2.1
 Commonwealth of Independent States  8.6 6.0 –0.4 2.2
  Russia 8.1 6.2 –0.7 1.3
  Excluding Russia 9.7 5.4 0.3 4.4
 Central and Eastern Europe  5.4 3.2 –0.4 2.5
 Middle East  6.4 6.1 3.9 4.7
 Developing Asia  10.6 7.8 5.5 6.9
  China 13.0 9.0 6.7 8.0
  India 9.3 7.3 5.1 6.5
  ASEAN-5 6.3 5.4 2.7 4.1

Source: IMF (2009).
a  Quarterly estimates and projections account for 90 percent of global weighting for 

purchasing power parity.

Despite the enormous diversity 
of our region, the aspirations of our 
countries and the challenges we face 
unite us. We continue to be strongly 
affected by the vicissitudes of the 
world economy, although to a lesser 
degree now than before. Social dis-
parities continue to be overwhelming 
and are exacerbated during periods of 
crisis. 

The results achieved during the 
IDB’s 50-year history have been 
mixed. However, it would be unfair 
to blame the Bank for our omissions. 
In the first and final analysis, those 
are the exclusive responsibility of our 
governments and of the policies that 
we have decided to promote. 

Today, after a long period of 
prosperity, the region’s countries find 
themselves once again in a recession-
ary cycle. A recession is defined by a 
decrease in the average income of the 
economy. We must remember that 
previous recessions have been particu-
larly difficult for us because they were 
usually accompanied by a scarcity of 
foreign financing and the inevitable 
pinch that this generates. The impact 
is felt the most intensely by the most 
vulnerable segment of the popula-
tion. These weakest sectors must live 
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with the long-term consequences of 
economic crises, such as the effect on 
the nutritional development of children 
and on their participation in the educa-
tion system—factors that compromise 
an investment in the future. 

Nevertheless, the region has learned 
to mitigate some of these effects. We 
have improved our fiscal policies, 
learned to save in times of prosperity 
in order to sustain government spend-
ing in difficult times. We have made 
progress in building social protection 
networks like conditional transfer pro-
grams and in the development of un-
employment insurance programs and 
the provision of health care services. 

Although the results have been 
mixed and we are once again facing a 
crisis, there is an element that allows 
us to look to the future with greater 
optimism. From our experiences we 
have learned that choosing pragmatic 
policies and implementing them con-
sistently is superior to any school of 
thought or dogma. Today, conservatism 
and progressivism make sense only to 
the extent that they complement our 
final objectives: to eliminate poverty 
and create a society of opportunities. 

The 50th anniversary celebrations 
of the IDB are beginning amid a pro-

found international crisis. Much has 
been written on this topic and even 
more will be written in the months to 
come. In many countries, the num-
bers are getting worse every day, and 
there seem to be no easy answers. 

To resolve this crisis and get the 
region back on the development track 
without becoming pessimistic and 
paralyzed, we must start by asking 
ourselves: what have we learned over 
the last few years? 

We have learned—and to a large • 
extent, we have achieved the de-
sired results—to take advantage 
of the good times to establish 
sound economic policies and 
more efficient social policies. 
We have learned to invest in • 
macroeconomic policies that 
ensure stability. Our desire to 
achieve low and stable inflation 
rates and reduce the region’s 
indebtedness and interest rates, 
as well as our efforts to open up 
our economies to international 
markets and adopt flexible for-
eign exchange policies, are just 
some of the measures that will 
enable us to take on this new 
challenge with more and better 
tools. 
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We have made enormous progress • 
in education coverage.

However, boom times never last 
forever. This is perhaps the first lesson 
that we had trouble understanding 
in time. So we have to ask ourselves: 
where were our biggest deficits? 

It has been difficult to use our • 
enormous supply of natural re-
sources to generate new engines of 
development. 
We suffer from a huge innovation • 
deficit that restricts our productiv-
ity and competitiveness.
We still have not been able to • 
educate all our children to the 
standard that the modern world 
demands. 
Although we have made signifi-• 
cant progress in poverty reduction, 
the levels that remain are still 
unacceptable. Inequality in income 
distribution is still an embarrass-
ment to the region. 
In many respects, we continue to • 
be, as Neruda said, “a dark conti-
nent searching for clarity.” 

In the final analysis, the main piece 
of unfinished business on the agenda 
is to build a society that provides equal 
opportunities for all of the hemisphere’s 
inhabitants. 

The progress achieved over the last 
few years is not inconsequential, but 
neither is it sufficient. 

Today the challenge is even more 
complex. We need different strate-
gies for countries that face different 
challenges. At the same time, certain 
deficits that are common to all the 
region’s countries persist. IDB support 
will continue to be essential in tack-
ling these issues. 

The current crisis reinforces the 
fact that we live in an interconnected 
world. Therefore, we must vastly 
improve our integration networks in 
order to successfully navigate this 
scenario. This involves making a long-
term investment in infrastructure. We 
cannot keep relying on a local men-
tality to face challenges we can only 
overcome by acting as a region. 

In order to ensure sustained 
growth, we must learn to construct 
a new equilibrium that allows us to 
achieve levels of economic growth 
intelligently without mortgaging the 
future of our children and grandchil-
dren. Our growing energy require-
ments must be compatible with the 
need to mitigate climate change and 
protect our extraordinary natural 
resources. 
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Lastly, although our systems of 
government are democratic, more par-
ticipatory and transparent, our public 
institutions still have huge shortcom-
ings when it comes to their ability to 
design and implement public policy 
efficiently and effectively. To over-
come these deficiencies, we must work 
toward such goals as modernizing our 
governments, making key improve-
ments in public management and the 
allocation of funds, and placing an 
even greater emphasis on strengthen-
ing our fiscal policies. 

We will continue to depend on the 
IDB, our partner and ally, as we deal 
with this unfinished business. The 
Bank’s ability to harvest and transmit 
best practices will be essential in order 
to make headway with respect to our 
objectives and be better prepared for 
the next crisis.

In 1971, Felipe Herrera stated (IDB, 
1971): 

The future will bring its own 
problems and challenges, but I 
am sure that the Bank will be 
able to deal with them success-
fully because it has incorporated 
the thinking of that unforget-
table public servant Dag Ham-
marskjöld into its own philoso-

phy: “Never look down to test the 
ground before taking your next 
step: only he who keeps his eye 
fixed on the far horizon will find 
his right road.” 

This advice could not be timelier. 
The IDB must help us keep our eyes 
on the road ahead. To do so, we need 
a financially solid Bank, one that gives 
perceptive advice, pays humble heed 
to its partners, and is able to respond 
quickly. Realignment has made signifi-
cant progress possible, but we need to 
strengthen further the Bank’s financial 
and technical capacities. The magnitude 
of the unresolved issues is huge and we 
need the Bank’s committed support. 
In some cases, this will mean financial 
backing through loans or concessionary 
terms; in other cases, it will mean front-
line technical assistance. Both products 
will require the strengthening of the 
IDB through recapitalization. 

It is fitting for the 50th Annual Meet-
ing of the Bank to be held in Colombia, 
in the land of Gabriel García Márquez. 
There, we can reaffirm the commitment 
made by the IDB’s founders to build an 
institution together to help us meet the 
enormous challenges we face so that we 
may give those who live in Latin Ameri-
ca and Caribbean a more decent life. 
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In Márquez’s words, we have been 
and will continue to be committed to 
“a new and sweeping utopia of life, 
where no one will be able to decide for 
others how they die, where love will 
prove true and happiness be possible, 
and where the races condemned to one 
hundred years of solitude will have, at 
last and forever, a second opportunity 
on earth” (García Márquez, 1982).

We know that in building this 
utopia, the IDB will remain at our side 
until it becomes a reality. 

agustín carstens, Finance minister 
of mexico 

The international financial crisis that 
began in the mortgage industry of 
the United States has become a global 
economic crisis. 

Toward the end of last year, the 
effects of contagion became evident. 
Decreased consumption in the United 
States and the rest of the world led to a 
sharp contraction in industrial produc-
tion and in world economic growth, 
resulting in the worst recession in 
decades for the world’s developed 
countries and in a significant slow-
down elsewhere around the globe. 

This crisis has affected all the coun-
tries of the region to a greater or lesser 

extent and has reduced our prospects 
for economic growth. It has had a 
negative impact on the most tangible 
variables: exchange rates, employment, 
consumption, credit and investment. 

The uncertainty and the crisis of 
confidence in international markets 
have weakened our economies and 
our currencies. This has sparked new 
inflationary pressures at a time when it 
seemed that the rate of inflation would 
be adjusted downward in line with the 
drop in prices for raw materials.

This is the scenario we are facing 
this year as we celebrate the IDB’s 50th 
anniversary. We are forced to reflect on 
the future of the Bank and the strategy 
we must use to make sure the institu-
tion remains relevant to the region’s 
development. In particular, we must 
define the Bank’s role in helping us face 
the difficult situation we are experienc-
ing. Now more than ever, in these times 
of uncertainty and financial instability, 
we must be able to count on the sup-
port of a strong Bank, with guaranteed 
access to credit and backing for the 
economic recovery programs that our 
countries require.

Unlike previous crises, this one 
occurred after many years of imple-
menting sound macroeconomic policies 
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and making progress with structural re-
forms. Mexico currently enjoys a stable 
macroeconomic environment: we main-
tain a high level of international re-
serves, we have a free-floating exchange 
rate, we follow a sound budgetary 
policy, we have created an infrastruc-
ture support trust, and we have four 
stabilization funds built with petroleum 
profits. In addition, we are promot-
ing an open trade policy and greater 
economic competition in our markets, 
and have managed to strengthen our 
financial sector through the application 
of best regulatory practices. 

Today, for the first time in recent 
history, we are in a position to imple-
ment a series of anti-cyclical measures 
to deal with the crisis and offset its 
negative effects on the economy, 
mainly on investment flows, lines of 
credit, exports, remittances and tour-
ism. Our current challenge is to keep 
up our guard and not be tempted to ap-
ply protectionist measures that distort 
markets even more. On the contrary, 
now is the time to move forward in es-
tablishing regulatory frameworks that 
reassure investors and promote greater 
productivity and competition. 

Nevertheless, we need to do more 
in Mexico in particular, and in Latin 

America and the Caribbean in general, 
to counteract the effects of the crisis 
without jeopardizing the stability that 
has taken us so much time and effort 
to build. The region’s governments and 
the IDB must work together to mitigate 
the effects on our families through the 
strengthening of job protection and so-
cial programs. We must make further 
progress on these issues, which are ar-
eas where the Bank has demonstrated 
that it has the appropriate experience 
and human resources. 

Countries such as Mexico and 
Brazil, which have social support pro-
grams of proven efficiency, should con-
sider expanding and enhancing them 
with the Bank’s support. Countries that 
are still without conditional transfer 
programs should look at introduc-
ing them as soon as possible with the 
Bank’s assistance, and thus continuing 
to add value to the IDB’s participation 
in the region’s development. 

The current adverse conditions in 
international financial markets require 
a decisive and committed response 
from governments and the private sec-
tor. The challenges generated by this 
crisis are forcing our financial sector to 
play a more active role as a catalyst of 
economic growth.
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It is important to highlight the role 
of development banks in implementing 
anti-cyclical strategies in our countries 
at this time through the impetus of 
direct credit and guarantees for the in-
dustrial and service sectors, for invest-
ment and infrastructure projects, and to 
decrease the perception of risk attached 
to private financial institutions. Only by 
guaranteeing access to available private 
sector financing, particularly during 
these times of extreme volatility and 
uncertainty in international markets, 
can we succeed in supporting our re-
gion’s job markets.

The Bank can also contribute to 
the strengthening of our development 
banks. Throughout history, many of 
our countries have experienced difficul-
ties with restructuring and recapital-
izing public financial institutions. We 
must continue to support their efforts 
while promoting corporate governance 
policies that are in line with best inter-
national practices. Our development 
banks must set an example of efficien-
cy while helping to partially neutralize 
the effects of the crisis. 

The implementation of anti-cyclical 
economic policies is essential at this 
time. However, it is also true that we 
must use this crisis to increase our 

economic growth potential, which 
has been limited for many years due 
to a lack of competitiveness, a lack of 
competition, and too much regulation 
in domestic markets. 

We can no longer postpone the 
dialogue with all sectors of society 
on the structural reforms required 
to make the region’s countries more 
competitive and to strengthen the 
rule of law. In this way, once the crisis 
has been overcome, we will be in a 
better position to recover lost jobs 
and achieve more rapid and sustained 
growth. 

Through the years, the Bank has 
gained a great deal of useful experi-
ence on how to increase the growth 
potential of the region’s countries. 
Now it must assume a leadership role 
in the region and act as a catalyst to 
promote the implementation of the 
above-mentioned reforms. Today’s glo-
balized world forces us to take on the 
challenge of promoting competitive-
ness and laying the groundwork for 
sustainable growth and a better future 
for our countries. 

To carry out these tasks, our 
region will require a Bank that is big-
ger and better equipped in terms of 
financial and human resources. The 
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realignment process that was begun in 
2007 played a major role in strength-
ening the Bank in top-priority areas. 
But this was just the first step. Now, 
we must move beyond those areas and 
lay the foundation for the Bank we 
want to have over the next 50 years. 

The institution has received eight 
capital increases since its inception. 
The recapitalization that took place 15 
years ago increased the Bank’s callable 
capital by US$40 billion, bringing it 
to the current total of approximately 
US$100 billion. This decision, which 
was visionary at the time, enabled 
the Bank to increase its loan portfolio 
from US$5 billion per year to US$7 
billion, thus allowing it to adequately 
meet the funding requirements of its 
borrower countries for more than a 
decade. 

However, as the region continued 
to develop, the IDB’s relative role in 
terms of funding was reduced. The 
Bank had to re-evaluate its strategic 
framework and was more selective 
in the operations it supported, trying 
to ensure the highest possible added 
value and the maximum impact on de-
velopment. This fostered the creation 
of areas of specialization and the in-
troduction of new financing programs 

and sectors. Innovative tools have 
been designed to meet the demand 
of sub-national governments and the 
private sector, and recently, a matrix 
structure has been adopted to enable 
the Bank to incorporate greater value 
and experience into its operations. 

This year, when most of our 
economies will experience a period 
of stagnation or even recession, we 
must be able to count on a strong Bank 
capable of meeting the funding needs 
of the region’s countries. Last year, 
total approved operations amounted 
to US$11.5 billion, representing an 
increase of over 30 percent compared 
to the previous year and double the 
authorized limit for 2007. To maintain 
this rate of growth and be able to meet 
the requirements of our countries, we 
must begin to talk about the Bank’s fu-
ture. We can no longer put off discuss-
ing another capital increase at the IDB 
if we want it to continue to be our de-
velopment partner in the future. Now, 
more than ever, we have to be creative 
and propose schemes that allow us 
to increase our lending capacity and 
make better use of our capital, even if 
this involves a change in shareholder 
participation that is better adapted to 
the size of our economies. 
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Danilo astori, Former minister of 
economy and Finance, uruguay 
The Inter-American Development Bank 
is turning 50, and this anniversary 
finds it firmly entrenched as an indis-
pensable part of the inter-American 
reality and, in particular, of the history 
of Latin America. It would be very 
difficult to attempt an analysis and an 
interpretation of the development of 
our societies over the last five decades 
without including this essential partici-
pant.

The first few years of the 21st cen-
tury have seen significant changes in 
the region’s economic history. Of par-
ticular note is the tremendous increase 
in global demand originating in Asia, 
especially in China and India, whose 
economies, which grew at very high 
rates, became true elements of world 
stabilization and regulation. In the 
early years the region reported poor 
results with respect to output, which 
grew at just under 0.2 percent per 
capita between 2000 and 2004, but this 
rate shot up to 4 percent between 2005 
and 2008. Under these circumstances, 
the production and export of food and 
raw materials, as well as their prices, 
reached historic levels. 

Two other factors that have accom-
panied the above-mentioned process 
are worthy of note. The first is that 
the implementation of more consistent 
and sounder economic policies helped 
many of the region’s countries combat 
past weaknesses while they were able 
to achieve greater sustainability of the 
results in fiscal terms and with respect 
to public debt management, price 
stabilization and changes in output and 
exports. Thus, the negative effects of 
years of huge inequalities were left be-
hind from an economic and social per-
spective. The second is that the region 
has benefited from the availability of 
relatively easy credit at favorable inter-
est rates. This factor, together with the 
more stable conditions generated by the 
sounder economic policies that have 
been implemented over the past few 
years, led to an attractive environment 
for foreign direct investment. Signifi-
cant investment flowed into the region, 
not only for the purpose of developing 
our natural resources and expanding 
our infrastructure, but also to take 
advantage of the growth in domestic 
consumer markets that was making a 
big splash during that period, particu-
larly in the region’s larger countries.
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Thanks to these factors, and 
in particular to sounder and more 
credible monetary policies in a flex-
ible exchange rate environment, net 
external funding requirements fell. 
This generated a positive balance of 
trade, whether because of surpluses or 
a reduction in negative trade balances, 
and the region’s countries became 
less dependent on foreign financing. 
Consequently, more resources were 
available to meet social needs that had 
been ignored for a long time. 

However, because of the unique 
characteristics and economic, social 
and political processes of each country 
in the region, these new conditions 
were not present everywhere to the 
same degree. Different internal condi-
tions also led to different public policy 
decisions which were reflected in 
unequal states of preparedness for pos-
sible reversals of the economic cycle. 
In other words, the region’s countries 
demonstrated different abilities to 
implement anti-cyclical policies. 

This situation is extremely impor-
tant today, given the circumstances of 
2008 that triggered a financial crisis 
that has been unprecedented in the 
last few decades and caused a chain 
reaction in the areas of production and 

global trade. It is not yet possible to 
determine the duration and severity 
of the impact with precision. There is 
still a great deal of uncertainty that is 
expected to continue at least until the 
end of the first half of 2009. Therefore, 
one could argue that this is not the 
right time to reflect on the future of 
Latin America and the IDB’s role in 
the region. At the same time, one can 
also say that the reversal of the favor-
able conditions enjoyed by the region’s 
economies over the last few years 
provides a stimulus for the diagnosis 
of unresolved challenges and for a dia-
logue about the possible consequences 
of the new world situation. It also 
provides an opportunity to talk about 
the contributions the Bank can make 
in order to mitigate and overcome the 
effects of the crisis.

It is important to point out not 
only the main challenges facing Latin 
America in the future, but also its 
undeniable potential. The region’s 
countries are, to a large extent, net ex-
porters of food and raw materials, in-
cluding energy resources. In addition, 
Latin America possesses a very signifi-
cant proportion of the world’s fresh 
water resources and is in a position 
to make decisive contributions to the 
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preservation of the environment. It is 
very difficult to imagine a world that 
is attempting to improve the essential 
living conditions of the population, 
and is struggling to combat poverty 
and indigence, without the strategic 
involvement of Latin America, given 
its natural conditions. 

 Latin America must be able to 
adequately and efficiently supply the 
demands of the rest of the world in 
areas where the region possesses su-
perior resources. At the same time, in 
addition to improving its productive 
base, it must use this base to begin a 
process of industrial diversification 
that includes technology and innova-
tion, as well as a significant expansion 
of the services sector, which is closely 
associated with such diversification.

It will be impossible to meet these 
objectives without sound and sustain-
able economic policies such as those 
that have emerged in several countries 
of the region over the past few years. 
In this regard, we have a long way 
to go in improving the design and 
practical application of anti-cyclical 
policies, as well as associating these 
policies with activities in the social 
arena aimed at combating poverty and 
indigence. At the same time, we must 

work to provide more equitable access 
to the benefits of growth in a region 
that suffers from the most inequitable 
distribution of income in the world. 

Progress with respect to regional 
integration in Latin America is neces-
sary in order to make better use of the 
region’s potential and ensure that ef-
fective advancements are made in the 
social sphere. There are still enormous 
deficiencies to overcome in this area. 
Some of them are basic, such as the 
difficulty of gaining access to wider 
markets as defined by agreements 
between countries, the lack of coor-
dination of the economic policies of 
the Bank’s member countries, and the 
lack of basic common infrastructure, 
especially in energy and transporta-
tion. Also worth mentioning are the 
serious weakness of institutions at a 
supra-national level and the region’s 
limited ability to reach agreements 
with other world blocs.

With respect to the Bank’s role 
in this context, we must begin by 
recognizing the institution’s main 
asset: its credibility and the trust that 
is placed in it by the region’s countries 
regardless of who is at the helm in 
each country. The Bank has earned 
this distinction legitimately, primarily 
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because of its staying power at criti-
cal times. In addition, this condition 
creates an atmosphere of interaction 
and cooperation among borrowing 
and non-borrowing shareholders. 
These partners represent significant 
potential resources in a possible future 
scenario characterized by energy and 
water shortages and placing a much 
higher priority on the availability of 
food and the protection of the envi-
ronment.

It is important to reflect on the 
appropriate size of the Bank within 
the framework of a debate that is 
already raging between those who 
foresee a decline in the involvement of 
multilateral funding agencies over the 
long term in middle-income countries, 
and those who do not share this view. 
Even if the Bank’s presence were to 
decrease in favor of more frequent 
use of private funding by the region’s 
countries, the process of accommo-
dation in order to achieve this end, 
although it won’t last forever, will 
certainly be lengthy. 

The Bank is called upon to play 
a decisive role in achieving greater 
financial self-sufficiency for Latin 
American countries, particularly for 
those that are the weakest economi-

cally speaking. The effectiveness of 
its work in this regard will depend 
on maintaining a flow of resources 
that, although it may be reduced as a 
proportion of output, will increase in 
real terms. 

For these reasons, a discussion 
about the size of the Bank is very 
important. While we are aware that 
the Bank will become weaker if it does 
not reach an appropriate size that is 
consistent with its responsibilities, it 
must be pointed out that under the 
present circumstances recapitalization 
will be necessary, keeping in mind 
that many financial institutions in the 
developed world have received and 
continue to receive capital infusions. 
We should remember that since the 
Bank’s inception, regional GDP has in-
creased 40 times over in current prices 
and seven times over in constant 
prices. In addition, since the last capi-
tal infusion in 1994, output doubled in 
current prices and grew by 50 percent 
in real terms.

We know that the path we will be 
taking in the future will not be linear 
but will depend on the different situ-
ations and specific conditions in each 
country. These situations will require 
made-to-measure responses; therefore, 
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the automatic application of generic 
solutions will not work. Even so, the 
Bank must not stop offering traditional 
financial products, but will also have 
to provide new instruments to those 
middle-income countries that ask for 
them, such as hedging, insurance, 
guarantees, loans in local currencies, 
and a greater range of payment terms.

Simultaneously, and in addition to 
maintaining a strong financial pres-
ence in the region, the Bank must im-
prove its analytical capacity in order to 
enhance the quality of its dialogue and 
interaction with the region’s countries. 
It must also strengthen its ability to 
differentiate between sound and un-
sound policies within the framework of 
the economic and social development 
objectives to which the people of Latin 
America aspire and to which they have 
a right. 
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ePilogueePílogo

The future of the region. Education is the key to faster growth, the ability to compete in a globalized world, and winning the battle against inequality.



A Conversation with Luis Alberto Moreno, 
President of the IDB

The Bank’s 50th anniversary celebra-
tion is taking place amid a complex 
global scenario. . . .

Yes, indeed. But this half-century 
mark for the IDB is also a good oppor-
tunity to put the situation into perspec-
tive and remember that this is not the 
first time that the countries of Latin 
America and the Caribbean have faced 
a major crisis. Also, despite the impact 
that the sharp economic downturn will 
have on the region, the region’s coun-
tries are, without a doubt, in a much 
better position to handle it effectively 
this time around. Our past challenges 
have left us with greater experience 
and some harsh lessons learned, as 
well as the conviction that the sun will 
rise again, no matter how dark the 
horizon might be.

Why do you believe the region is 
stronger?

Just looking at the numbers—for 
example, the figures on our interna-

tional reserves or foreign debt—is 
enough to conclude that we are less 
vulnerable now than in the past. 
There’s also greater fiscal space, 
which allows us to adopt anti-cyclical 
programs for lessening the impact 
from the outside. And then there are 
stronger local institutions. To cite one 
concrete example, thanks to better 
banking supervision, the Latin Ameri-
can financial sector has been able to 
avoid the pitfalls experienced by other 
regions.

But this doesn’t mean that the 
region will come out of this crisis 
unscathed. . . .

Of course not. From 2003 to 2008 
the region had one of its best growth 
periods since the creation of the IDB. 
As a result, nearly 40 million people 
escaped poverty and there was notable 
progress on social indicators. Now 
we’re in an era of relative stagnation, 
but if we do things right, we’ll be able 
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to handle this deluge of bad news with-
out retreating, as was sadly the case 
during other periods. Some economies 
are more vulnerable than others, but 
we have enough resources to support 
them and prevent the return of the 
“lost decade.”

What does this support consist of?
In the immediate term, it consists 

of a US$6 billion aid package intro-
duced last October to support nations 
with liquidity problems. From a more 
structural standpoint, we’re looking to 
expand our lending capacity from what 
it has been in recent years. We’re aware 
that the volume of resources available 
to the region is lower now, and we have 
to make up for that difference. We’re 
also offering our technical consulting 
capabilities to countries that might 
need it.

Is the IDB prepared to face this chal-
lenge?

Without a doubt. I feel very proud 
of the ability of our people to react 
quickly to the situation. I believe this 
will be the true test of whether our 
realignment efforts over the past few 
years have paid off and whether the 
Bank now has stronger, more flexible 

procedures in place to respond when 
needed. 

After several years leading the Bank, 
how do you feel about the institution?

It’s an organization that the region 
can be proud of. Looking back, we 
find that it has always stuck to its core 
principles, but at the same time it has 
known how to change along with Latin 
America and the Caribbean as the re-
gion changes. I think my predecessors 
did a great job, not just in fulfilling 
their mandate to work toward develop-
ing and building “much more than a 
bank,” but also in bringing together 
a team of top-notch officials with the 
ability to deliver results and a vision. I 
know that sounds nice, and even rhe-
torical, but when you see the effects of 
the IDB’s programs on the region, you 
realize just how much this institution 
can impact people’s lives.

What would you say has been the 
greatest success of Latin America and 
the Caribbean over the past 50 years?

Without a doubt, it’s the region’s 
progress on social issues, which has al-
lowed life expectancy and other indica-
tors to rise to levels approaching those 
of the wealthiest nations, as shown by 
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the United Nations Human Develop-
ment Index. A good part of the reason 
why this has occurred is the region’s 
commitment to democracy, which has 
allowed it to adopt programs aimed at 
the common good that were devel-
oped through public processes.

And what is the region’s biggest 
failure?

It continues to be the world’s most 
inequitable region. However, as we’ve 
seen in some countries, the situation 
is reversible, and the widespread 
application of successful formulas 
should be one of our objectives in the 
years to come. In every case, we’re 
seeing the need to open doors so that 
opportunities are universal and not 
restricted to just a few people.

What’s the most visible change in 
the region?

That of the population. Not only 
have demographic rates fallen overall, 
but the vast majority of people are 
now living in urban areas. This situ-
ation creates great opportunities as 
well as challenges in development. 
That’s why a significant part of our 
recent efforts have been aimed at 
working with sub-national govern-

ments, which has had an impact on 
our programs along the way. Half 
a century ago, the challenge was to 
provide drinking water or electricity. 
Today, mass transit and the environ-
ment are part of our agenda.

And what’s the most visible change 
in the world?

Globalization, which has broad-
ened horizons and brought lower 
trade barriers as well as the tech-
nology revolution. A more concrete 
example is the emergence of China, 
whose trade with Latin America and 
the Caribbean grew 13 times over 
from 1995 to 2007, reaching US$110 
billion. This is one of the reasons 
why we’re very pleased to have China 
on board as one of the Bank’s non-
regional shareholders.

What are some positive surprises?
The speed at which integration 

flourished when barriers to trade and 
the movement of people were low-
ered. It may sound trite, but in Latin 
America and the Caribbean, close 
ties are no longer the work of govern-
ments, but of people. This affects ev-
erything from tourism to investments, 
including the exchange of goods and 
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services. What we’re seeing here is a 
practically irreversible change.

What would you have liked to see?
Greater progress in education, 

which is the key to growing more 
quickly, competing in a globalized 
world and battling inequality. It’s not 
that the region hasn’t done anything 
in this area, but other regions have 
advanced more rapidly. As such, we’ve 
been left behind. Also, international 
surveys show that the gap between our 
students and those of emerging Asian 
economies, for example, is very wide. 
That’s why it’s essential not only to 
work harder, but also to work smarter. 
I also would have liked to see greater 
efforts in infrastructure, particularly 
with regard to roadways and ports as 
well as logistics management. These 
barriers keep us from developing ad-
equately and must be torn down. Now, 
in light of the global crisis, greater ef-
forts have become crucial on this front. 

Do you view the private sector’s take-
over of traditional state monopolies 
and other services as a positive thing?

Absolutely, although we can’t 
overlook the mistakes that were made 
due to poorly designed processes. In 

general, what we’ve seen is that the 
quality of services has improved and 
that governments that adopted this 
privatization plan have doubled their 
returns, because not only did they exit 
areas where they were incurring great 
losses, but they are now receiving more 
tax revenue. They also have increasing-
ly satisfied customers who are benefit-
ing from better service coverage and 
higher quality. That said, the plan is 
sustainable only if you have adequate 
public regulation that places a prior-
ity on technical criteria and long-term 
decisions. We must also remember that 
the participation of the private sector 
does not mean that public investment 
should be reduced, since the former 
does not substitute for the latter but 
rather complements it.

Why is the IDB now working with 
the private sector and not just the 
public sector?

It’s an inevitable reality, due to 
the fact that more than 90 percent of 
the region’s overall economic activity 
depends on private activity. Of course, 
this involves establishing programs 
at all levels. Not only are we helping 
to finance large projects, but we’re 
also reaching small and medium-
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sized enterprises and individuals. Our 
achievements in microfinance are very 
important, as we’ve helped millions 
of families broaden their horizons. To 
paraphrase the motto of one of our 
programs, it’s about “creating opportu-
nities for the majority.”

Looking ahead, what’s in store for 
Latin America and the Caribbean?

First, we’ll have to deal with the cri-
sis, which, no matter how long it lasts, 
will eventually come to an end. At that 
point, I believe the region will be in 
an excellent position to take advantage 
of the coming cycle of new expansion, 
thanks to its abundant resources and 
the fact that it will have suffered less 
damage than other regions. However, 
for that to occur, we need appropriate 
policies, without wavering or taking 
steps backward to apply solutions that 
didn’t work before and won’t work 
now. 

And what’s in store over the longer 
term?

We’ve got to concentrate on our 
challenges. First, we’ve got to make a 
greater investment in human capital 
in Latin America and the Caribbean, 
which is not only a social imperative 

but a strategic decision to promote 
development in the region. In other 
words, if basic literacy isn’t made one 
of the pillars of personal development, 
it certainly can’t serve as one for the 
development of a country. Second, we 
must make a greater investment in 
science and technology, which today 
represents less than one percent of the 
region’s GDP. In a world of change, 
we need to be innovative. Third, we 
must keep in mind that the demand 
for energy, food, water and clean air 
is threatening sustainable growth and 
development in Latin America and the 
Caribbean. That’s why we must be able 
to work in the area of clean, renewable 
technologies, taking advantage of our 
abundant natural resources as well 
as advancements in technology and 
knowledge.

All of this will take place against the 
backdrop of climate change. . . .

Yes, indeed. Although it’s a global 
problem and the region has relatively 
low greenhouse gas emissions, we will 
pay for the excesses of others. The situ-
ation requires us to grow in a respon-
sible manner and be better prepared 
to mitigate the disasters that we’re 
already experiencing in coastal as well 
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as inland areas, which will probably 
become more extreme over time.

Will the IDB be prepared when these 
and other challenges arrive?

Of course. The Bank has shown 
its ability to change, which must be 
one of its permanent features. It’s not 
about denying the past, but about 
being unafraid of change. But while 
this is happening, the institution must 
continue to manage its finances ad-
equately by allocating risk properly and 
providing high-level technical advice. 
The expansion of programs will likely 
entail a greater need for resources, a 
decision that will be on the minds of 
our partners when the time comes or 
the situation demands it. However, the 
last 50 years have allowed us to look 
optimistically toward the future, in the 
sense that responsibility will always 
be our top priority in managing the 
affairs of this institution. 

Are things better now in your view?
Of course, but from a realistic 

standpoint. Many of the problems 
we’re facing today will continue to exist 
in Latin America and the Caribbean for 
decades to come. However, the region 
has learned from its failures, which 

have sometimes been painful, and it 
knows that it can come out ahead, as 
proven by the unique, unflagging and 
unbreakable optimism of its people. 
The IDB aspires to be a key instrument 
in this objective, working every day 
toward inter-American development.
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Cert no. 

Although science has unlocked the secrets of the human genome, the causes of social and economic development remain stub-
bornly enigmatic. 

Why do some countries adopt new technologies more readily than others? Why does income inequality persist in some re-
gions—even in the face of rapid economic growth? Why do some societies welcome the challenges of globalization while oth-
ers attempt to turn back the tide?

Honoring the Past, Building the Future examines these and many related questions through the experience of Latin America and
the Caribbean. In an accessible, journalistic style, author Ricardo Ávila explores a tumultuous half-century in which the region
went from backwater to breadbasket, from dictatorship to democracy, and from economic basket case to emerging power. 

It is a story of heroic advances in health care and basic education, but also of weak institutions, lagging competitiveness and
crippling debt. It is a chronicle of wealth built on seemingly unlimited natural resources, and of a dawning awareness that
agriculture, minerals and oil are not enough.

The story is told through the compelling voices of Nobel-winning scientists such as Mexico’s Mario Molina, pathbreaking
politicians such as former Chilean President Ricardo Lagos, and dozens of renowned economists, academics and leaders of
civil society and the private sector. 

Drawing on these testimonies and on an extensive body of published research, Honoring the Past, Building the Future exposes
the deep contradictions that continue to define Latin America and the Caribbean. It also shows how the theory and practice of
development—as seen through the actions of the Inter-American Development Bank—have evolved to meet new challenges.

Through a candid assessment of the development formulas and policy fads of the last 50 years, Honoring the Past, Building the Fu-
ture ultimately shows that progress in Latin America is occurring in unexpected and sometimes contradictory ways. And it argues
that regional development institutions such as the IDB, by partnering with innovative governments, communities, civil society
groups and companies that are still striving for a better future, will remain effective agents for change in the 21st century.


