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Remember her?
EARLIER THIS YEAR, YOU MET

this perky Ecuadorian
schoolgirl on our sub

scription renewal card. We
now want to thank you for
contributing to a renewal re
quest rate that far exceeded
our expectations. We know
that dozens of publications are
vying for your attention, and
we're grateful that you choose
to spend time with us.

Beyond the size of the
response,we were struck by
the large number of electronic
replies from our Spanish-
language subscribers—more,
in fact, than from English-
speaking readers. This was
good newsfor us because for
some time we have included
website information with

manyof our articles, assuming
that a growing number of our
readers in Latin America are

plugged into the World Wide
Web.

Along with updating our

distribution list, we have
spent the last few months
makingsome editorial
and production changes.
We've added an occa

sional column devoted to

dissectingdevelopment
buzzwords, and one that
will highlight noteworthy
studies and reports
posted on the Bank's
website.

Inside the back cover

you'll find "Protagonists,"
a new column that will

profile innovative and
trend-setting individuals
from across the region.
We have expanded our
coverageof cultural top
ics andnewly approved
iDB-financed projects, and are
increasing the use of color
where warranted by the sub
ject matter.

We also have changed our
frequency of publication to
bimonthly, increasing the

Off to school.

number of pages to giveus
more room for in-depth cover
age of prioritytopics.

We're always lookingfor
the stories behind the news. If

we're missing something,
please write and tell us.
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THE COVER

Why so unequal? Everyone
knows that the gulf between
rich and poor is exceedingly
wide in the nations of Latin
America and the Caribbean,
and everyonethinks they know
the reason why. But an in-
depth study by idb researchers
indicates that the causes of
inequality are not always what
they seem to be. See story on
page 2.

—IDB Photo by Willie Heinz.
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Quotable

"Others simply eat
the leaves off trees."

From a Nov. 3 report in La
Prensa, a Honduran daily, on the
plight of survivors stranded for days
in tree-tops and on roofsby flooding
caused by Hurricane Mitch.

"It took us decades to

rebuild after Hurricane
Fifi, andjust as we were
glimpsing a better
future, we get an even
worse punishment."

From a Nov. 6 editorial in Hon

duran daily La Tribuna, referring to
the 1974 storm that killed 10,000.

"I couldn't keep away
from it."

RickJohnston, a manager at
Offitbank Emerging Markets Fund,
quoted by Bloomberg News on Oct.
19.Johnston was referringto his
decision to buy Latin corporate
bonds whoseyieldshave soared as
high as 20 percent in the wakeof the
Asian financial crisis.

"Afterso many decades
ofeach side trying to
win the wars, today the
two countries together
are winning peace."

Ecuadorian President Jamil
Mahuad, in an Oct. 27 Washington
Post storyon the treaty that ended
hiscountry's border disputewithPeru.

"We must continue to

free ourselves ofour
prejudices, to overcome
traumas that have been

generated over more
than halfa century."

Peruvian President Alberto

Fujimori, in an Oct. 27 NewYork
Times article on the same subject.

"Eachgeneration has to
learnfor itself."

Georges Blum, chairman of the
Institute for International Finance,

quoted Oct. 5 in the Financial
Times. He referred to the abundance

of bank executives and stock traders

too youngto have ever experienced a
prolonged market downturn likethe
one in progress.

VIEWPOINT

Democracy and
women's participation
By HILLARY RODHAM CLINTON

HOW DO WE ENSURE THAT

democracy and free
market economies pro
duce better lives for all

people, especially the poor and
the marginalized?

We believe that a nation's
progress depends on the prog
ressof women; that the strength
of democracy depends on the
inclusion of women; that
the vibrancy of an econ
omy depends on the hard
work of women; that the
richness ofcivil societyde
pends on the full partici
pationof women; that hu
man rights are women's
rights; and women's rights
are human rights.

There is a very impor
tant report that was com
pleted recently by the a
Women'sLeadership Con
ference of the Americas (
that details the progress
and the challengesthat still face
women in the Americas. This

report confirms that whilemany
governments, organizations and
individual citizens acknowledge
the importance of women's par
ticipation, women are still
blockedfrom going asfarastheir
talents would take them.

Progress has been made.
More and more countries re

quire a minimum level of wom
en's participation in local and
national elections. Others have
created agencies to promote
women and family policies.
Someprogramsare nowseeking
to increase the pool ofqualified
women to compete for leader
ship positions.

But we all must do more to
make sure that political parties
are fair to women and include

them in electoral lists, that gov
ernments seek out qualified
women and give them opportu
nities to serve. We will all ben
efit if more women assume

positions of political responsi
bility.

The second challenge is
strengthening the rule of law.
There is, of course, general
agreement in polite company
that womendeserve equal rights
under law. But there are still laws
in the Americas that deny wom
en equal rights. I have always
believed that the job should be
suited to the person. For ex
ample, manywomen cannot lift
heavyobjects, but some women

• Latin America

needs more women

doctors, lawyers,
judges and
prosecutors •

can. If they qualify, they should
be permitted to compete for
those jobs.

The larger problem is that on
paper we have equal rights, but
they are not enforced. We have
to do much more to institution

alize the rule of law in the Ameri

cas, with an independent
judiciary, with due process. We
know we will have achieved that

goal when a poor, indigenous
woman is able to walk into a
court and demand the same

rights as everyother person.
I wouldhope that byopening

up the legal system to more
womenjudges and womenpros
ecutors, women will make sure
that women's rights are re
spectedandthe ruleoflawisen
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shrined in all of our countries.

We need more women lawyers,
more women judges, more
women prosecutors.

Our third priority is opening
up economic opportunities for
women. Women cannot earn

goodincomes forthemselves and
their families and fulfill their

god-given potential if they are
not educated or if they are held
back by poor, or unavailable or

substandard health care.
Sowe must do everything
we can to ensure access to

education for girls and
women and to make avail

able quality health care
throughout the hemi
sphere. The economy of
the 21st century will be
unforgiving for those who
are not educated and not

healthy and able to make
their way.

Wealsohaveto faceup
to continuing wage dis
crimination against wom

en. And women who work in the
informal sector, asmanydo,have
no job benefits and no security.

We must look for ways to get
more capital and credit into
women's hands. I would again
issue apleatocommercial banks
and other potential funding
sources to look at the success of

microcredit as a tool for creating
market activityat the grassroots
level, giving morepeople a stake
in the free market.

Now, where does this leave
us? I hope that we are building
on the progress so many of you
have begun. I hope we are pro
ducingrealpartnerships that will
strengthen democracies and im
provelives ofwomenthroughout
the Americas.

—The miter, the United States first

lady, presented the keynote speech at

the Vital Voices of the Americas:

Women in Democracy Conference, co-

sponsored by the U.S. government
and the IDB in Montevideo, Uruguay,

on Oct. 3. This article was adapted

from her address.



FOCUS

Two families,
two futures
Tracing the origins of inequality
By PAUL CONSTANCE

THE ALTAMIRAS ARE RICH. THEY LIVE IN A

luxurious eight-roomapartment in an
exclusive section of a large Latin
American city.

The Bajareses arepoor. Theylive ina one-
room shack on a hillside with no electricity,
no potable water and no paved roads.

Anyone raised in a Latin American or
Caribbean country isfamiliar with thesetwo
fictional families. Everyone knows that the
gap in their incomes—and
in their overallprospects—
is huge. After decades of
studies on the topic, people
are no longer surprised to
hear that the region has the
world's worst income dis
parities.

Inequality is so ubiqui
tous that it can be tempting
to dismiss it as an obvious
problem with obvious solu
tions. Manypeople assume
that inequality isa reflection
of underdevelopment, and
that the only way to reduce
the gap between rich and
poor is to improve a coun
try's social and economic conditions.

But is the problem that simple? Do we
really understand the origins of inequality
and how itisperpetuated? The 1998-99 edi
tion of the idb's report on social and eco
nomic progress in the region, Facing Up to
Inequality in Latin America, summarizes an
unprecedented effort to answerthose ques
tions, idb researchersanalyzed responses to
questions about income, education, age, oc
cupation and other factors that were gath
ered in thousands of households between
1994and 1996. The surveys cover 14 coun
tries that account for more than 80 percent
of the region's population.

Byprocessing data from the surveys, re
searchers wereabletopaintanunusually de
tailedportraitof typical families at eachlevel
of the wealth spectrum. The picture that

emerges of the Altamiras and the Baja
reses, who are used as composites to
represent characteristics of the
wealthiest 10 percent and the poor
est 30 percent of the region's fami
lies, defies many popular stereo
types. Indeed, it shows that
understanding inequalityrequires a
much closer look at the confluence
of economic and institutional fac

tors, personal decisions, cultural in
fluences and gender roles.
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• For the

Bajares
family, life is
defined by
limited choices,
hard bargains,
and doubts

that the future

will be any
better •

Out of proportion. According to the idb re
port, Latin American and Caribbean coun
tries are much more unequal than countries
in other regions of the world. Some150mil
lion Latin Americans, or 33 percent of the
region's population, live on lessthan $2a day,
an amount which is assumed to be sufficient

for minimum subsistence. But if income dis
tribution in the regionwere the same as the
international average, thus reducinginequal
ity, poverty in Latin Americaand the Carib
bean would be half of what it is today. If
income in the region were distributed as it
is in Southeast Asia, Latin America would
have one-fifth as many people living on less
than $2 per day.

In effect, Latin America has what econo
mists call"excess" inequality: disparities that
are far worse than they should be, consider
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ing the region's
overall level of devel

opment. The chasmbetween
the Altamiras and the Bajareses makes
that clear. According to the idb report, the
Altamiras and their peers amongthe wealthi
est 10percent take in a stunning40 percent
ofall theregion's income, while the Bajareses
and their neighbors in the lowest 30percent
earn just 7.5 percent of the total. Looked at
another way, theAltamiras' percapita house
holdincomeis20timesthat of the Bajareses.
Moreover, idb researchers warn that the dis
parity is almost certainly larger because
household surveys measure only income
from labor, not capital (such as rental prop
erties, investments, etc.), and the latter is an
important source of money for the top 10
percent.



Whyare these
gaps so large and so

out of proportion? The au
thors of the idb report argue that the

explanation resides in the confluence of mac-
roeconomic, demographic, educational and
geographic factors. But theyalso show that
significant partsof the answer canbe found
in four key variables in the lives of families
like the Altamiras and the Bajareses: their
fertility, place of residence, education and
employment.

Who are the rich? One popularstereotypeof
wealth in Latin America holds that each
country is dominated by an elite group of
large, fabulously rich clansthat control vast
tracts of land and key industries. In the
cliched view of these families, the men are

• Be it at dinner,
school or work,
the Altamiras

have numerous

options and
opportunities •

in charge of generating income and man-
» assets while women devote them

selves to family and socialfunctions.
Although such families undoubtedly

exist, the Altamiras and their peers are
not like them. In contrast to the large
wealthy families of the past, the
Altamiras and other families in the
top 10 percent have an average of
just 1.4 children. In Honduras,
wherewealthy families are the larg
est ofall,theyaverage lessthan two
children under age 18. InUruguay
and Argentina, one out of every
two families in the top 10 percent
does not have a minor child at all.
In other words, in societies that are
still predominantly Catholic, the
families that can most afford to have

numerous children are choosing to
have the least.

The Bajareses, on the other hand,
have three children, about average for

families in the lower 30 percent. This is
a markedimprovement on the early1960s,

when the average Latin American woman
had sixchildren, but it shows that higher fer
tility is still concentrated among the poor.
Households in the lower30 percent are also
likely to be largerbecausetheyincludemore
adult dependents (such as grandparents or
uncles). Overall, families in the top 10 per
cent have an averageof less than four mem
bers, while those in the bottom 30 percent
average6.3 members. Hence, per capita in
comeishigherin the Altamira homenot only
because its members earn more, but also
because they have fewer mouths to feed.

As in much of the world, these two fami
lies' prospects arealso determined bywhere
they live. Despite the much-publicized
growth ofLatin America's cities, most ofthe
region's poorestpeoplestill live in the coun
tryside. Only in Brazil, Chile andVenezuela
do more than half of all households in the
lower 30 percent live in urban areas. And in
nearly every country, nineout of 10families
in the two highest income deciles (that is,
the twotop 10percent segments) livein cit
ies. Because income-generating work tends
to be scarcer in the poor rural regions than
it is in cities, people like the Bajareses are
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much less likely to emerge from
povertyif they livein the coun
tryside.

The Altamiras and the

Bajareses also differ starkly
when it comes to education.

Mr. Altamira has completed 12
years of school, just under the
averagefor hispeers, while Mr.
Bajares has only five years of
schooling. Perhaps more sig
nificantly, Mrs. Altamira and
her peers have completed an
average of 11.6yearsofschool

ing, compared to only 4.7 for Mrs. Bajares
and other women in the lower 30 percent.
Educationsets the Altamiras apart evenfrom
people in the second highest decile of the
income spectrum: on average,people in the
top 10 percent have 2.7 years more school
ingthanpeoplein the nextdecile. In Mexico,
Brazil and Costa Rica, this gap is more than
threeyears. Thus, even though theAltamiras
have not even gone to college, they tower
above the rest of society when it comes to
education, simply becausemostpeoplein the
region have so much less.

Mr. Altamira and Mr. Bajares havea simi
lar likelihood of participating in the formal
labor force (85.8 and 82.5 percent, respec
tively). But while a quarter of the heads of
householdin the top 10percent workaspro
fessionals, technicalpersonnel,or seniorcor
porate executives, only a tiny fraction of
workers in the lower30 percent reach lead
ership positions or have technical responsi
bilitieson the job. As a result, Mr. Altamira
earns 3.5 times more than Mr. Bajares.

Given her husband's sizeable income,
Mrs. Altamira can afford to stay out of the
work force. But one of the most unexpected
discoveries of the idb household surveys
showedthat, in fact,a majorityofwomen (60
percent) in the top incomedecileparticipate
in the work force (meaning they are either
employed or seekingemployment). Bycon
trast, only36.7 percent of the women in Mrs.
Bajares' income segmentdo so,and mostof
them work in the informal sector, where the
pay is much lower.

Women's work. According to the idb report,
this sharp difference in the labor participa
tion and income-earningpotential ofwomen
turns out to be one of the most significant
contributors to inequalityin the region.

Whyare poorwomen so muchlesslikely
to be in the work force? There are a number
of factors, but educationisperhaps the most
evidentone. Whilemenwithverylittle edu
cation are still verylikely to be in the work
force, the opposite is true for women: only
40 percent ofwomen withfouryears or less
ofschooling isin the labormarket, compared
to78percentofthosewithhighereducation.

(next page please)



FOCUS

A woman's choice ofwhether or not to work

isalsodetermined bythe wages her husband
earns, the number of children she must care
for, and, in traditional societies, by the pro
ductivity ofhousework. The Bajareses have
no electricity, gas or running water in their
home, and they live far from public trans
port. Mrs. Bajares consequentlyspendsmany
more hours a day at basic household tasks
than Mrs. Altamira, whose homeisequipped
with all the latest appliances. (Mrs.Altamira
alsocan affordto hire householdhelp.) Even
if she could find someone to watch her chil
dren and help with the housework, it would
hardly be worth it for Mrs. Bajares to travel
to a job in the nearest city, because wages
for people with her education are very low.
As a result, only7.5 percent of all women in
Mrs.Bajares'incomegroup haveformalsec
tor jobs,compared to 33.5percent ofwomen
in the top 10 percent.

The real tragedy in this pernicious cycle
of missedopportunities is that it perpetuates
inequality. Consider a different scenario. If
Mrs. Bajares had completed more years in
school when she was a girl, she would have
had a greater incentive to participate in the
work force because of the prospect of get
ting reasonablepay. Once she wasemployed,
Mrs. Bajares would probably have endeav
ored to have fewer children, in order to im
prove her chances of keeping the job. The
Bajareses'combined income mighthaveen
abled them to move to a village with elec
tricity, water and sewer service,and to buy a
stove, a refrigerator, and a clotheswasherand
other appliances. These conveniences would
have made houseworkmore productive, en
suring that Mrs. Bajareswould have enough
time to hold down a job while her children
are at school.

Finally, allthesechanges mighthavegiven
the Bajares family more confidence in what
economists call the "rate of return on edu

cation." In other words, the Bajareses might
have concluded that working to keep their
children in school is worth the near-term loss
of labor because their greater long-term
earning potential willbenefit the entire fam
ily. The idb householdsurveys, echoing nu
merous other studies, found that the children
of working mothers tend to attain higher
education levels than those of mothers who

do notwork, andthat parentswithmoreedu
cation and income-earning opportunities
tend to have fewer children and channel
more resources toward their education.

The policy challenge. Can governmentshope
toencourage thisvirtuous cycle ofeducation,
labor force participation and smaller fami
lies with a view to reducing inequality?
Though the factors that influence a family's
choicesand options are numerous and com
plex, the authors of the idb report believe
appropriate policies can help.

Unequal from any angle
A closer look at the income gap

Incidence of poverty in Latin America if income
distribution were different

Latin America
(actual) Africa

If distribution were like that of

OECD Eastern Europe S.E.Asia

Worse than it should be
Around33 percent of Latin Americas population lives
on a per capita income of $2 per day or less. This chart
shows how much that percentage would drop if the
income distribution pattern in the region were like
other parts of the world. The comparison to Eastern
Europe is particularly striking because per capita in
come in that region is comparable to Latin America's.
(Source; Londono and Szekely, 1997)

100%
Percentage of population by level of education

Bol Pan Arg V*y
In >schooling IPrimary I ISecondary

EI Salv

IHigher

A question
of schooling
No variable seems to explain
more about the causes of in

equalityin Latin Americathan
education. This graph shows
the population distribution by
level of education in 1990 of

people 25 years of age or
older—most of the region's
work force. Note that workers
with little or no education are

the majority in half the listed
countries, a fact that will per
petuate inequality for years to
come. (Source: idb household
surveys)

First, any policy that increases women's
educationwill increase their potential earn
ings in the labor market and lead more
women to seek paid work, since the advan
tagesofdoingsowill increaserelative to the
advantage of working primarily at home. At
a practical level, that means opening more
schools in locations that are accessible to low-

incomefamilies. It alsomeansimproving the
qualityof education: too often, instruction is
so poor that people correctly perceive that
stayingin schoolwon't make a difference in
their children's job prospectsdownthe road.
There are long-standing debates on how to

reform the region's school systems in order
to improve quality, but a growingnumber of
experts agrees that a good first step is to de
centralize school systems sothat local schools
have more liberty to innovateand are more
accountable to the families that use them.
Anotherpromisingapproach involves creat
ingincentives forboth teachers and students.
Teachers'payincreases can be linkedto per
formance assessments that include input
from parents, and families can be motivated
to keep their children in school through
lunch programs, free books and other ser
vices.
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Rural disadvantage
There's a reason for the con

tinuingmigration ofruralfami
lies to Latin America's large
cities. Even controlling for
variables such as education, ex
perience and gender, urban
jobs pay between 13 percent
and 44 percent more than
those in the countryside. This
chart presents estimatesof the
size ofthelabor income gap in
urban and rural areas. It shows
that the difference is greatest
in the region's two largest -50'
economies.

Income concentration and acceptance of democracy

Uruguay*
• Costa Rica

Argentina*

El Salvador

Venezuela

Peru

"Countries with
urban data only

Bolivia*
•

Honduras*

Mexico

Panama

Chile

Brazil

Guatemala

Paraguay •
Ecuador

0.45 0.50 055

Gini coefficient of income
0.60

Bad for democracy
If people who live in severely unequal societies be
come disenchantedwith democracy, they maysupport
a moreauthoritarian typeofgovernment. In thischart,
the responses to a survey where people were asked
whichform of government they prefer are related to a
country's Gini coefficient,which measures income in
equality. (HigherGiniscoresindicategreater inequal
ity; see article on page 21). Democracy is preferred
the most in Costa Ricaand Uruguay, where inequal
ity is least pronounced. The opposite is true in Bra
zil, Guatemala, Paraguay and Ecuador. (Source:
Latinobarometro and idb household surveys).

% -40 -30 -20 -10 0

Note: Controllingfor education, experience, experience squared
andgender. Source: IDB household surveys.

Second, beforepoorwomenwill consider
joining the work force, theymust be able to
increase the productivity of their household
tasks. Policies that extend the availability of
running water, electricity and community
services canhave animmediate impactin this
regard. Forwomen with children, the avail
ability of low-cost childcare during working
hours is central to the decision to seek work
or stayat home.According to the idb report,
studies in Brazil and other countries have
shown that increasing the supplyof afford
abledaycareleads to greaterfemale partici
pation in the work force.

Governments can also reform laws that

indirectly discourage women's employment.
In many Latin American and Caribbean
countries, labor laws force employers—in
stead of the government—to pay for mater
nityleave. In orderto avoid thisconsiderable
expense, many companies simply prefernot
to hirewomenforimportantand better-pay
ingpositions. This tends to encourage labor
segregation that relegates women to com
paratively low-skilled clerical and service
jobs. In some countries, labor laws also re
strict the use of short-term contracts or part-
time jobs—two categories that can be
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attractive to women with children. Even laws

that keep the minimum wage too high can
workagainstwomen's employment,by forc
ing too many companies to rely on informal
work arrangements that offer very low pay
and no job protection.

Window of opportunity. Changingthese poli
cies can beboth politically difficult andcostly,
of course. But if current fertilitytrends con
tinue, manyof the region's governmentswill
be able to take advantageof a so-called"de
mographicwindowof opportunity" that will
improve their abilityto finance such efforts
(see"Demographicsurprises," the idb,April
1997). In thenext two decades, people born
in the higher-fertility years of the 1960s and
1970s will swell the region's working-age
population, even as the number ofchildren
shrinks and the number of retirees remains
stable. In simplified terms, that means that
more women will be in a position to enter
the work force—so long as economic and
trade policies favor job creation. It also
means that some governments will have
more money to spend on improvingeduca
tion and other social services—because the
social costs of caring for children and retir
ees will be temporarily lower and because
there will be many more workers paying
taxes. When the large working-age popula
tion of thisperiod beginsto retire in around
20years, the social costsofcaringfor people
60 years and older will increase to a more
typical level, and the "window" will close.

Moreover, there are compelling economic
reasons forgovernments to prioritizespend
ing on services that can diminish inequality.
Classical economists have traditionally ar
gued that inequalityis somethingof a nec
essaryevil. They maintainedthat the capital
accumulation needed for economic growth
could only come from the savings of a
society's richest members because workers
would always tend to consume everything
they earned. They also argued that any ef
forts to redistribute wealth through social
policy would backfire by lowering produc
tivity and economic efficiency.

But recently, economists and policy
makers have begun to question these
assumptions in light of new evidence indi
cating that inequality can slow a society's
human and physical capital accumulation.
Countrieswitha chronicshortageofskilled,
well-educated workers cannot increase pro
ductivity asconsistently as their moreegali
tarian competitors. Severely unequal
societies are also susceptible to social and
political conflicts that undermine stability
and ultimately hold back economic growth.

The shiftingcurrents ofeconomic theory
mean very little to the Bajareses, however.
They would welcome any effort to narrow
the gulfbetween their prospectsfora better
life and those of the Altamiras. J



More than a question of fate, inequality is a product of policies that can broaden or limit a family's opportunities for a better life.

What can be done
about inequality?
The problem is difficult but not intractable

Editor'snote: The1998-99 edition of
the IDB report on economic
and social progress in the re
gion, Facing Up to Inequality
in Latin America, examines
whytheregion's societies are
so unequal and suggests

what can he done about it. The report was
prepared under the direction of idb Chief
Economist Ricardo Hausmann. IDBAme-
rica's DanielDrosdoffspoke withhimonthe
eve of the report's publication.

IMAMERICA: We've heard a lot about Latin

Americahavingthe highest inequalityin the
world. What is the report saying that is new?

HAUSMANN: Very often when people think
of inequality in Latin Americathey think of
somethinglike the top 15families. But even
if these 15 families existed, they would not
account for the high-income inequality in
LatinAmerica froma statistical pointofview.

What makes Latin America the most un

equal regionin the worldisnot the top 0.001
percent of the population but the top 10per

cent. Here we have people with average in
comes eight times greater than those in the
bottom 30 percent. The difference is even
more dramatic when we look at households.

This is because in the top 10 percent nearly
all adults work, but only one adult per fam
ilyworks in the bottom 30 percent.

Income is one major factor in inequality.
Another is education. People in the top 10
percent have about 12 years of schooling,
putting them at a greater advantageover the
bottom 30 percent, where people typically
go no further than thefourth or fifth grade.

A third key factor is the number of chil
drenper household. Thosein the top 10per
cent have fewer than two children, while
those in the bottom 30 percent have twice
that.

IUAMERICA: What are the principalreasons
for Latin America's inequality?

HAUSMANN: There is a mix of reasons, such
asstageof development, and whatwe might
call "natural endowments," or geography.

Development really has five dimensions.
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The first is that as development proceeds,
returns to capital decline. This is because
capital becomes more abundant overall,
while its share as a part of national income
drops. At the same time, the share of income
paidto skilled andunskilled laborincreases.
Latin America is now in the midst of this shift

in income, from capital to labor, which im
proves the prospects for greater equality.

The second dimension is demography.
Countries that have high rates of population
growth also have high inequality. The lower
the income, the higher the number of chil
dren. Again, fertility rates in Latin America
are dropping.

Third is education. When relatively few
get educated, such as in Latin America, in
equality is high. But as more young people
get educated and the older, less-educated
generation passes away, inequality eventu
allystarts to decrease.

Fourth is inequality that emerges from
differences between rural and urban societ
ies. In the countryside, mostpeople are gen
erally equal. But people in urban areas on
the average have muchhigherincomes than
in rural areas, so as urban areas grow, and
youput the twotogether statistically, youget
more inequality. In Latin America,there are
four rural people for every sixurban dwell
ers, accentuating this effect.

Finally, there isa process offormalization.
As development proceeds, morepeoplework
in the formal economy, where wage differ
entials are smaller than in the informal sec

tor. Latin America still has a very large
informaleconomy.



FOCUS

mAMERICA: What do you mean by natural
endowments or geography?

HAUSMANN: We find a verystrong statistical
relationshipbetween geographical variables
and inequality.

We have found, for example, that tropi
cal areas tend to have more inequality in in
come and land tenure. Also, countries that
tend to export tropical products tend to be
more unequal. One explanation maybe that
it's harder to work in the hot areas, but that
would be an obviousoversimplification. An
other possible explanationis the higher dis
ease burden in tropical areas.

Also, typical tropical agriculture is plan
tation agriculture, which is profitable be
cause of its larger economies of scale and
production. This leads to
larger land holdings and
more concentrated owner

ship.

imAMERICA: What must

Latin America do to reduce

its burden of inequality?

HAUSMANN: One thing that
must be done right now is
to take advantage of a
unique demographic win
dow of opportunity.

Fertility rates in Latin
America are coming down,
which means that the rate of
increase in numbers of

workers is higher than the
rate of increase of children.
As a result, a larger share of the population
is working.

Our generationhas an incredibleoppor
tunity to do three things: we canworkmore,
we can save more and we can educate more.

Butthe next 20years will be decisive, and
it is an opportunity that comes only once.
Somecountries, such as Uruguayand Argen
tina, already have gone through this demo
graphicstage,and they will not get a second
chance.

IMAMERICA: What do your studies suggest
in terms of concrete policies?

HAUSMANN: One thingis that we need poli
cies that give skilled labor a return that is
great enough to justify the necessary train
ingandeducation, especially the female work
force.

When the price of skilled labor is suffi
ciently high, families have an incentive to
choose more labor market participation. As
more women enter the market, families
choose to have fewer children, and they in
vestproportionately morein schooling.

Paradoxically, educational levels are low
est in those countries where the returns for

education are highest. One explanation is
that it is just too difficult for poorpeople to
go to school.

Imagine yourself a woman managing a
home without running water, without elec
tricity, and without good access to transpor
tation. Afterdoing the household chores,you
have no time or energy left to enter the for
mal labor market. This is whyit is so crucial
to have policies to improve water and elec
tricityservices, and increase accessto trans
portation.

IMAMERICA: How about changes in labor
policy? Is there a link between labor poli
cies and inequality?

HAUSMANN: In general, Latin America's la-

Take the minimum wage. In Latin Amer
ica the minimum wage that is on the books
is not received by people in the bottom 30
percent of the income scale. Paraguay, one
of the poorest and most unequal countries
inthehemisphere, has thehighest minimum
wage. We find that the minimum wage has
verysmall—maybeeven negative—distribu
tional effects.

Similarly, we argue that the attempt to
build progressive taxation on a shaky foun
dationofinefficient taxcollection systems has
resulted in very little revenue actually col
lected. That leavesthe governmentwith two
choices, both of them bad:either providein
adequate services, or resort to the highly re
gressive inflation tax.

What we are sayingis this: create an effi
cient taxsystem that collects
with relatively broad taxes
and lowrates. The progres-
sivity of the fiscal system
will come mainly from the
spending side, by focusing
on education, health and
basic infrastructure. The

reason is because the rich

est top 10 percent in Latin
Americadoesn't use public
education and doesn't use

public health.

U Latin America's labor legislation [was] written
by men... Partly because of this, women have a
harder time getting into the formal labor market. 77

ibbAMERICA: Thisyear'sre
port champions greater in
come equality as good for
economic growth. Isn't this
at odds with some classical

trickle-down theories that

favor concentration of income as a precon
dition to investment and growth?

bor legislation is antiquated, and moreover,
it has been written by men, not women.
Partlybecauseof this,womenhavea harder
time getting into the formal labor market
than men.

Current laborlegislation restrictsflexible
work hours, part-time work and special
hours, all of which are vitally important to a
woman with responsibilities at home. If you
don'twork thestandard hours, thenemploy
ers must pay extra hours and charges, mak
ingit prohibitively expensive to hirewomen.

Secondly, you have relatively generous
provisions for maternity leave, whose costs
are supposed to be born by the employer.
Consequently, employers prefer to hire men,
or they hire women at a lower wage. If the
wage is unattractive, women prefer to work
in the informalsector or stay at home.

IMAMERICA On the one hand your report
rejects populist policies, but on the other
hand it says that greater equality in Latin
America is better for growth. How do you
resolvethis apparent contradiction?

HAUSMANN: Let me saysome things about
populistpolicies.
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HAUSMANN: Our view is that inequality
harms the ability of the political system to
undertake policies that promote growth. It
leads to societal conflicts. Beyond that, coun
tries maywant a more equal societybecause
they perceive that it's a good in itself. J
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Education: the
Gordian knot
Shortfalls in schooling are at the root of inequality
By PETER BATE

IF YOU WANT TO FIND A ROOT CAUSE FOR

Latin America's incomeinequal
ity, you don't have to lookmuch
further than its skewed educa

tional system.
A report issued on the eve

of the April Summit of the Americas in
Santiago, Chile, found that the region's pub
lic schools are mired in crisis. Rather than

contributing to progress, the report stated,
theyare reinforcing poverty, perpetuating in
equalityand holdingbackeconomicgrowth.

The report, which was
prepared by a task force of
education experts from
Western Hemisphere na
tions,described the splitper
sonality of Latin America's
educational system:

"Students from the

region's top private schools
perform at levels compa
rable to schools in industri

alized countries. . . Public

school students, in contrast,
perform dismally by any
standard. Latin America's fu

ture will be bleak until all its

children are provided real opportunities for
decent education."

How could a worthy social undertaking
like public education go so wrong? This is
one of the questions plumbed in Facing Up
to Inequality in LatinAmerica, the 1998-99
edition of the idb's report on economic and
social progressin the region.

In contrast to other regionsof the world,
where there is a lack of schools, or where
families are simplytoo poor to afford formal
education for their children, Latin America
has long overcome the problem of access to
schools. "Interestingly enough, in Latin
America almost all children start going to
schoolwhen they are sixor sevenyears old,"
says Eduardo Lora, senior research econo
mist in the idb's Office of the Chief Econo

mist and one of the report's main authors.
"Whatisstartling isthat theyquit soquickly."

Using recent studies based oncomparable
householdsurveys fromcountriesaround the
world, the report reconstructed the educa
tional track record of Latin youths in differ-

ent socialcategories. It found that nearlyall
children in South American countries en

rolled for the first year of school. But by the
fifth year, nearly 40 percent of the poor had
dropped out, while93 percent of the richest
kids were still in the system. By the ninth
year,only15percent of the poorest students
remained in school,compared to 58 percent
of the richest. Performance was even worse

in low-income Central American countries.

The region's poor families are still faced
with havingto choose between putting their
children to workor makinga long-term and
uncertain bet on education. As a result, it is

not unusual for a Latin Ameri

can child to drop out of school
by the age of 10 or 11.This ex
plains why the typical worker
in this region has only had an
average of 4.8 years of school
ing. In SoutheastAsia the work
force has an average of more
than sixyears of education.

But at the other end of
Latin America's social spec
trum, the well-heeled can at
tend private schools where
students spend twice as many
years in class than their public
school counterparts.

At the point when students enter the work
force, the differences in income between
university-educated Latin Americans and
their less-fortunate counterparts is large but
not dismal. But as the university graduates
rise through the managerialand professional
ranks, their incomes will steadily increase,
while illiterate people barely see their sala
ries change. Bythe time both groups reach
retirement age, better-educated Latin
Americans may be earning 10 times more
than their unschooled brethren.

Historic baggage. In a certain sense, Latin
America has entered the era of the knowl

edge-based economy carrying the wrong sort
of historic baggage. Blessed with a great
abundance ofnatural resources, its countries
in the past had few incentives to invest
heavily inhumancapital. Producing moreoil,
copper or beef did not necessarily require
better-educated citizens.

When the region's governments sawthat
their countries were lagging behind, they

• Poor families

still must choose

between putting
their children to

work or making a
long-term and
uncertain bet on

education •

Children in poor communities will most
likely repeat grades, and few will com
plete grade school. They will never have a
chance to earn a university degree, which
all but guarantees greater opportunities
and much higher wages.
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(Worker, 25 yearsof age, with no education=1)

«25n iold

Nolo: E*lintati>i basod on inoonw m
mnholhnzfor or.pem-nee
Soni.. ID!-', r/iloulatiun* hotrd on room/ household sunn-in

H 55 years old

/)// 1'ilucaiii'nlovvh

began to pour moneyinto public education.
But while their intentions were noble, the
long-termresult in almosteverycountrywas
a highly centralized and rigid system that
cannot respondto citizens'demands forever-
improving services.

Among the common traits of these sys
tems, says the idb's Lora, is that all keydeci
sions are made by bureaucrats in a capital
city, usually far from where parents, teach
ers and school administrators can have any
influence. Moreover, these systems do little
to encourageschools to improveteachingor
to enroll and retain more children.

In mostcases,budgeting guidelines bear
no relationship to communities' needs or to
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the number of children attending a given
school. At best, resources are allocated by
howbigastaffa school district hasorbysim
ply repeating previous budgets. At worst,
theymay reflect the political cloutofa mayor
or a teachers union.

Push for quality. During this decade the
region's governments have faced increasing
social pressure to reverse the declining qual
ityofeducation. Thepolitical importance of
the issue, which is frequently mentioned as
a major concern in Latin American public
opinion surveys, was reflected in the Sum

mit of the Americas,where the heads of gov
ernment of the Americas urged the idb to
double its lending for education projects.
The Bankplans to devote at least $5 billion
to that sector over the next five years.

The idb report cites examples of Latin
American countries that have started to ex

perimentwithprograms that couldhelp put
their public schools back on track. Several
have launched decentralization plans de
signed to inject a degree of accountability
and competition into their systems—and
thereby bring decisions down closer to the
families they serve.
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In Bolivia, Brazil, El Salvador and Nica
ragua, parents are serving on local school
boardsto takeon responsibilities that include
picking principals, managing fundsor evalu
ating teachers. Other countries are experi
menting with school nutrition programs to
improve poor children's health, or institut
inglongerschool hours that free their moth
ers to work. More traditional approachesfor
keepingpoorchildrenin school, suchassub
sidizing textbooks, uniforms or transporta
tion, have had mixed results.

Somecountries are breakingnew ground
by offeringscholarships and even vouchers
toentice thepoortokeeptheirkids inschool.
In Mexico, an ambitious program givesquali
fying childrena cashtransferandschool sup-
plies if they maintain an 85 percent
attendance record. Brazil's Poupanca-Escola
program seeks to reducerepetitionanddrop
out rates through a savings plan that depos
its 100 reals in a student's bank account for

every grade the child passes.
How long do improvements in schoolat

tendance and educationalqualitytake to pay
offin terms of reducingthe gapbetweenthe
rich and the poor?

Not that long, says Lora,whoarguesthat
benefitscouldbe seen quickly if LatinAmeri
can children could increase their average
years ofschooling to 10from the currentfive.
"The interesting thing is that the effects of
education are multiplicative. One might
think that improving one generations edu
cation is like helping them climb one rung
on a ladder. Rather than a leg up, it's more
like rising in an elevator," he says. J
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Will they fix the
For many governments and companies
that depend on computers, it may be tc
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By PAUL CONSTANCE

WHILE MILLIONS OF REVELERS CEL-

ebrate the New Year in the early
hours of Saturday, January 1,
2000, crypticerror messages will

start popping up on computerscreensfrom
Bangkok to Buenos Aires.

Atourist stoppingforcashin Caracaswill
find that automatic teller machines are not

responding. A security guard in Managua
will get stuck in an elevator between two
floors. Airports everywhere will fall strangely
silent.

It sounds like low-brow science fiction,
but variations of this scenarioare being con
templated seriously incorporate boardrooms
and government offices around the world.
In fact, mostpeople haveheard of the "Year
2000 problem" ("Y2K" for short), which
stems from the fact that mostcomputers pro
cessdatesbasedon two-digit codesthat rep
resent Dec. 31, 1999, for example, as "12/
31/99." When confronted with a "00" year
codeonJan. 1,2000, many computers will
either assume the year is 1900 or
stop functioning altogether.

Media reports on Y2K
tend to bounce between
the extremes of alarm-

ism and skepticism. In
Latin America and the

Caribbean, Y2K is
sometimes dismissed
as a sort of technologi
cal curse that will
mainly afflict the
United States and a few
other rich countries. The
result, according to Ricardo
Miranda, an idb information sys
temsspecialist whoserves asthe Bank's Year
2000project manager, is that "manypeople
know about it, but most doubt that it is a se
riousproblem."

Domino effect. While debates over the se
verityof Y2K will rageat least until Dec. 31,
1999,there is broad consensusamong infor
mation technology experts that it will, in fact,
mean trouble.

Here's why. Practically all the software
used bygovernments and corporations—in
cludingthose in virtually everyLatinAmeri
can and Caribbean country—relies on date

lo

may be too late
codes. Suchcodesare particularly crucialin
financial and bankingsoftware that controls
things suchasthe electronic funds transfers,
records of deposits, and withdrawals, and
pension payments. Theyalso affect transpor
tation, energy, manufacturing, health, de
fense, telecommunications and international
trade.

Individual software systems canbe "fixed"
or altered so that they willcorrectly process
datesendingin"00." Butthe problemiscom
plicated exponentially by the fact that most
computers exchange information with oth
ers, via networks. Even if one bank has fixed
its software, for example, it mightstillsuffer
damage if it processes funds transferredby
a foreign bank that has not.

So much for the realm of visible com
puters. The Y2K problem alsoaffects
the vastworldof "embedded pro
cessors," or computer chips
that are buried in the

Cuts of all sorts of

and machinery.
Videocassette

players, building el
evators,alarm systems,

air traffic control termi

nals, cellular phones and
medical diagnostic equip

ment—these are but a few

of the kinds of machines that
could also malfunction because of

date-code errors.
In effect, softwareand computers are now

threaded throughsomanydimensions of the
world's infrastructure that no one can effec
tively predict howmany systems are vulner
able to Y2K. Even if a small percentage of
them fail on January 1, 2000, however, they
could have a domino effect on related sys
tems, causing massive economic and social
disruptions. Someobservers believethe cost
ofthese disruptions andafter-the-fact repairs
will be high enough to cause a global reces
sion in the year2000. Edward Yardeni, chief
economist for Deutsche Bank Securities in
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NOT SO

SIMPLE: Re

placing circuit
boards and

other hard

ware won't

solve the Year

2000 problem,
which resides

in the intan

gible world of
software.
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New York, made headlines
earlier this year by claiming that

thereisa 70 percent chance thatsuch
a recession will occur, and that it will be

"at least as severe as the 1973-74 global re
cession ... caused by the opec oil crisis."
Thoughhe isquickto admitthat there isvery
little reliable information on the extent of the

problem, Yardeni has used detailed reports
on the vulnerabilityof U.S.government com
puter systems to extrapolate on howprivate
industryand other governmentsmightbe af
fected. His conclusion: a majorityofgovern
ments and companies will not fix their
systems on time.

What to do? As simple as it maysound, the
Y2K problem is fiendishly difficult to fix.
Many of the software applications on the
mainframe computers that run criticalbusi
ness and government systems are one-of-a-
kind creations written in the 1960s and

1970s. The programmerswhocreated these
systems have now retired or moved on to
other jobs, and few of them left detailed
documentation explaining how the systems
work. In order to makea system safe for the
new millennium, programmers today have
to check each line of computer code. Most
mainframe software programs have several
hundred thousand lines of code, and most
corporations and government agencies use
dozens of programs.



Although mostorganizations are tryingto
tackle the Y2K with their existing informa
tion technology staff, many are finding that
they simplylackthe resources and expertise
to do the job. A small industry of Y2K con
sulting firms has sprouted up in the last few
years to help vulnerablecompaniesand gov
ernments get the job done, resultingin fierce
competition for the limited number of quali
fiedsoftware programmers. Evenifan organ
ization can afford to hire these
consulting firms, they are not
guaranteed success. It can take
months —even years—to get the
job done, and the best software
programmers are constantly be
ing "hired away" by competing
firms that offer higher salaries.

Perhaps the most sobering in
dicator of the extent of the pro
blem is the amount that is being
spent to fix it. Citicorp, the larg
est U.S. bank,hasbudgeted $600
million, according to a recent issue of The
Economist. Eight other leading U.S. banks
are spendingbetween$100 million and $400
million. The U.S. government, which had
originally estimated the costof preparingall
public-sector systems at less than $2 billion,
now plans to spend nearly $6 billion. The
Gartner Group, a U.S. consulting firm that
specializes in Y2K issues, has estimated that
worldwide expenditures on preventing the

problem will run between $300 billion and
$600 billion.

Even the idb has seen the cost ofY2K ex

ceed its early internal estimates. Miranda
says the Bank originally calculated that it
would cost around $10 million to repair all
its critical corporate systems. "Then we
started looking at other areas,suchasdepart
mental systems, embedded systems in the
headquarters building(security, telecommu

nications, elevators and even air
conditioning) legal, contingency
planning andsoforth, andwere
alized the task will probably cost
twice as much as we expected,"
says Miranda.

a Most

countries

have to

assume that

they won't
get it done
on time. 55

Budget buster. Unlike other lands
of spending on information tech
nology, expenditures on Y2K re
pairs cannot be justified for the
extra value or efficiency they
might bring to an organization:

their only purpose is to maintain the status
quo. As a result, governments and corpora
tions that are already facing spending con
straints have found it extremely difficult to
get moneyfor Y2K efforts.

Over the last year, manygovernments in
Latin America and the Caribbean have

launched Y2K awarenessprogramsand have
begun to assess the vulnerability of their criti
cal systems. James Castle, a Gartner Group
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consultant who has met with senior political
and corporate officials in Argentina, Brazil,
Mexico and Venezuela, says that as in much
of the world,government computer person
nel in the region are being told to "go fix the
problem, but don't spend any money on it
because we can't afford to." Although he
believes most ofthe large national and mul
tinationalcorporations in the regionare set
ting aside sufficient resources to deal with
the problem, Castle said the public sector
"has started tragically late in terms of seri
ous remediation."

There isone significant exception. Castle
says Mexico has made impressive progress
over the last year, since President Ernesto
Zedillo took a personal interest in the prob
lem and appointed a National Commission
for the Year 2000 Conversion that is com

posed of cabinet ministers, key legislators
and influential representatives of the corpo
rate and academic communities. The com
mission has required Mexico's 263
government agenciesand its 14 majorbanks
to adopt a rigorous schedule for converting
and testing all critical systems, and it has
hired independent auditors to make quar
terly progress checks at each institution. The
October edition of Year 2000 Outlook, a
newsletter published by the Information
TechnologyAssociation of America, reports
that 80 of those 263 agencies have already
completed the conversion and tested their
systems, and that the remainder will have
done so by December 1998.

The Gartner Group's Castle cautioned
that althoughseveralother Latin and Carib
bean governments have established similar
Y2K commissions, few have either the au
thority or the financial means to make a sig
nificant difference in the 14 months that

remain before the date change. "Mostof the
region's countries have to assume that they
won't get it done on time," he says. "So in
stead they are coming up with contingency
plansfor the criticalsystemsat each govern
ment agency." Such plans usually involve
devising "manual work-arounds," or proce
dures for providingvitalservicesin the event
a computer system fails.

In the meantime, the idb's Board of Ex
ecutive Directors is considering an emer
gency line of credit that will make loans for
Y2K preparations and repairsavailable on an
expedited basis to its borrowing member
countries. The Bank also has been working
with each of its project executing agencies
to increase awareness and planning. "It is
going to be a bigger problem than people
realize, andit isgoing tocost more thanthey
think it will," says Miranda. "The goal is to
prepare for the worstand hope for the best."

I—I Formore information, visit www.iadb.org.
Detailed resources in Spanish are available
at www.y2k.gob.mx.
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Women must "raise their voices," said United States first lady Hillary Clinton (left).

Women craft
leadership strategy
Montevideo meeting lays groundwork
for partnerships ana networks

M
ORE THAN A DOZEN UNITED STATES

institutions and corporations an
nounced new partnerships with
Latin American and Caribbean

counterparts to promote issues important to
women during an October conference in
Montevideo, Uruguay.

Some 400 women leaders from 34 West
ern Hemisphere nationsattended the three-
day event, "Vital Voices of the Americas:
Womenin Democracy." The goal of the con
ference, which was sponsored by
the idb and the U.S. government,
was to create networks of women

leaders in the region's countries in
order to help consolidate democ
racy and improve public under
standing of women's political,
social and economic contributions.

U.S. first lady Hillary Rodham
Clintonand idb President Enrique
V. Iglesias were among the fea
tured speakers, alongwith senior
officials from the Uruguayangov
ernment and the U.S. State De

partment.
Workshops during the confer

ence weredesignedto develop strategies for
extending the influence of women in three
areas: law and leadership, politics and pub
lic life, and economic integration and busi
ness growth.

Projects announced at the conference in
cluded the following:
• Aseries ofpublic serviceannouncements
on issues of concern to women that will be
produced bythe U.S.-based Discovery Chan
nel, the foreign Ministry of Argentina and
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the Buenos Aires-based Global Foundation.
• Amonth-long internshipprogramfor four
leaders from Latin American ngos and four
government leaders from four countries to
explorehow to increase citizen/government
communication. The program will be coor
dinated by the U.S. League of WomenVot
ers Education Fund.
• The creation of South and Central Ameri
can networks of women in business to pro
mote trade, with the support of ibm Corp.
and the Global Women's Trade Network.

In her speech, Clinton announced that
the U.S. Agency for International Develop
ment (usaid) will increase lending to
microenterprises in the Americas to a total
of $120 million, with more than two-thirds
of those loans earmarked for women. She
said the U.S. alsois committing$50 million
throughusaidto supportthe goals of the re
cent Summit of the Americas"to strengthen
human rights, justice and democracy, par
ticularlyon behalf of women."

"Today, more than at any time inhistory,
womenhavethe opportunityand the respon
sibility not only to raise our own voices but
to empower others to raise theirs as well,"
Clinton said in her keynote address.

In his address, Iglesias highlighted the
central role women play in the day-to-day
businessofsurviving and makinga living. He
reminded the audience that one in three
Latin American familieslivesbelow the pov
erty line, and that in such homes, "women
must facea dailyand silentfightfor survival."

Mayra Buvinid, who heads the idb's So
cialPrograms Division and itsWomenin De
velopmentUnit,toldconferenceparticipants
that gettingmorewomenin leadershipposi
tions is both effective and efficient. "You can't
have an effective democracy without the par
ticipation ofwomen," shesaid. "Andin terms
ofefficency, it'sveryinefficientforour coun
tries and our economies not to take advan
tage of the human resource represented by
women," she added.

Also addressing the delegates were Uru
guayan President Julio Maria Sanguinetti,
Theresa Loar, U.S. women's issues coordi
nator and Harriet Babbitt,deputy usaid ad

ministrator.

The Montevideo conference

wasthe third of a series that began
lastyear inVienna with the partici
pationofwomen from Centraland
Eastern Europe and the former
Soviet Union. The second was held

earlier this year in Belfast, North
ern Ireland, with the participation
ofwomen leaders from the United

Kingdom, the Republic of Ireland
and the United States.

L-2J For additional information, go
to www.usia.gov/vitalvoices and
www.iadb.org/sds/.

From tiny businesses to the halls of government, Latin
American women are moving into center stage.
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THE BANK IN ACTION

Everyone came to the inauguration in the tiny Guatemalan village, where speakers (below) hailed the success of community action.

A school
for Pahuacal
A community takes the initiative
SANDWICHED BETWEEN DORMANT VOLCA-

nos and Lake Atitlan in the depart
ment of Solola lies the Cerro de Oro,
or "hill of gold." According to the lo

calpeople, it receivedthis name not because
of the presence of the yellow metal, but be
cause of the richness of the soil.

But for the communities that live there,
life is anything but rich. Eking out a bare
existence from tiny plots of corn and beans,
the people must make do without many of
the basics that otherswouldtakeforgranted:
electricity, potable water, basic health ser
vices and schools.

As recently as 1997, very few of the 350
children in the village of Pahuacal, the larg
est communityin this Tzutuhil-speaking re
gion, attended more than three years of
primary school. The students attended class
in dirt-floor shacks that could accommodate

onlya handful of children at a time.
Pedro Pacay Quivoc dreamed of giving

each of his seven children an education. In

particular, he was determinedthat hisdaugh
ters wouldget the sameschooling ashissons,
althoughrural families here and throughout
Latin America typically give preference to

their sons when they must
decide who is to remain in

school.
But with the nearest

schoolthree km away, Pacay
had to face a major obstacle
to realizinghis ambitionsfor
his children. He and his neighbors would
have to find a way to get a school built in
their community, a major challenge given
their isolation,poverty and lackof fluency in
Spanish.

Pacay set off to Guatemala City to knock
on doors in government offices and nongov
ernmental agencies. But the doors remained
closed. Between the frustrations of dealing
with the bureaucracies and the expenses of
traveling, Pacayand his neighbors began to
lose hope.

Meanwhile, Pacaycontinued to tend his
plots of corn and beans, occasionally travel
ingto LakeAtitlan to supplement hisincome
byworking inthelarge houses built thereby
people from the capital. On one occasion,
the idb's representative in Guatemala,
Waleska Pastor,wasvisiting some friends in
oneofthesehouses, andthere shemet Pacay.
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She advisedhim to take one more trip to the
capital, this time to visit the iDB-financed
Social Investment Fund that is managed by
the government. The purpose of the fund,
she told him, is to finance community
projects that are carried out with the help of
the local people.

Things moved quickly. The community
provided masons to build the schoolhouse,
the Ministry of Education hired teachers,
and the Communications Ministry built an
access road.

Last year,Pastor wasone of the guests at
the inauguration of Pahuacal's new school,
which was already equipped with desks,
blackboards, lights and recreation areas.

Encouraged by their success, Pacay and
his neighbors have set a new goal for them
selves: a health center that will bring basic
services to their community. J
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A village that
works with nature
On Colombia's savannah, a community puts
sustainable development to the test
By ROGER HAMILTON

IN COLOMBIA, GAVIOTA IS THE LOCAL NAME

for tern, an agile little bird that dips and
wheels over thewaves, occasionally soar
ing so high it nearly disappears from

sight. Gaviotas is also the name of a village
that a groupofidealistic artists andengineers
built on the parched savannahs of eastern
Colombia in the department of Vichada.
Withimagination andlotsofhardwork, these
pioneers of the spirit created a remarkable
and unfortunately rare example of sustain
able development in practice.

These intellectual adventurers, led by a
visionary named Paolo Lugari, foundedtheir
experimental community in 1968. More than
a 16-hour drive from the nearest city, they
quickly recognized that they would have to
be inventive if they wanted even the barest
necessities for themselves and their families.

So invent they did: wind generators to
produceenergy, an airyhospital designed to
keep cool evenon the hottest day, and a so
lar kettle to sterilize drinking water. They

II

DEVELOPMENT BOOKSHELF

While Colombia's most

famous community
must be the mythical
Macondo created by
novelist Gabriel Garcia

Marquez, a good candi
date for second place
could well be Gaviotas.

In fact, Garcia Marquezhimselfcalled
Gaviotas founder PaoloLugari the "in
ventor of the world."

Now Gaviotas has its own chronicler
in journalist Alan Weisman, whose book
Gaviotas: A Village to Reinvent the
World (Chelsea Green Publishing
Company, Vermont, 1998) tells the
community's story in a vividnarrative
based on extensive interviews with the
main protagonists.

"Aplace like Gaviotas bears witness
to our ability to get it right,"writes
Weisman, "even under seeminglyinsur
mountable circumstances."

even attached the school's seesaws and
swings to pumps so that as the children
played, they would pump their school's wa
ter from underground aquifers.

The community's spiritofinventionseem
ingly knows no limits. Not even the days of
the week are exempt. In the early 1980s, so
manyvisitors were making weekendpilgrim
ages to Gaviotas that residents had no time
to rest on their supposed day off. The solu
tion: move Saturday to Wednesday.

In all, the village of Gaviotas hasproduced
more than 50 designsfor techniques to pro
duce renewable energy, potable water, or
ganic produce andherbal medicines.

Although Lugariand his fellow inventors
refuse to patent their ideas, they manufac
ture products based on their designs and
market them throughout the country to sup
port the town's 30 families. Todate, the com
munity has sold more than 40,000 solar
heaters, 8,000 windmills, and 700 micro-
aqueducts.

In pastyears, the townalso received some
funding from the government as well as
grantsfrominternationalsources. But in the
early1990s, outside financial supportbegan
to dry up, so another sources of income had
to be found. The solution came in the form
of a 1,500-hectare stand of Caribbean pines
that had been planted as part of a reforesta
tion effort more than a decade before. The
trees held a double promise. First, from an
environmental standpoint, they did not pose
a threat to local ecosystems because they
would not compete with local species. Sec
ond, theyhada greateconomic potentialfor
their sap, ahigh-quality resinlocally referred
to as "green hope." After processing, the
resin is used in goods rangingfrompaints to
violin rosin. At the time, Colombian indus
try had to relyon imports of the two princi
pal resin by-products, colophony and
turpentine, for use in the production of fra
grances, soaps, insecticides, solvents and
paints. In 1991, some 3,300 tons of these
products were imported from Mexico at a
cost of $2.4 million.

Gaviotas needed to greatly expand its
plantations to make resin production eco
nomically viable. So with the help of $1.9
million in financing from the iDB-adminis-
tered Japan Special Fund, the community
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planted an additional 4,000hectares ofpines
and built a plant with a capacity to distill
2,500 tonsof resin. Additional landcontigu
ous to the plantingswasleft fallow to encour
agethe growthofnaturalvegetation. Astudy
also was conducted on the possibilities for
expandingthe project and buildingadditional
resin extraction facilities.

Today, despite transportation problems,
insurgent groups and lack of government
presence, Gaviotas continues to thrive. The
community has a total of 7,000 hectares of
tree plantations, and it hopes to have 20,000
hectares planted in the next 10 years.

Annualproduction of colophonynow to
tals 500 tons, all of which is sold in the do
mestic market. Exportscould begin in 2004,
when production from maturing trees will
allow the plant to operate at its full capacity
of 2,500 tons annually. To date, the project
has created 85 permanent jobs.

Meanwhile, the plantations have yielded
unforeseen environmental benefits. Al
though notapart ofthe savannah ecosystem,
the pines attract local birds, which are dis
tributing seeds from regional indigenous
trees. The seeds are helping to regenerate a
forest that has not existedin this part of Co
lombiafor hundreds of years.

"Elsewherethey're tearing downthe for
est," Lugari says."In Gaviotas, we're putting
it back."



GOLDEN TREASURE: Plantation workers

haul out sacks of pine resin that will be
processed into colophony and turpentine
in the Gaviotas plant (below left). One
tree yields 2.5 kilograms of resin in 36
days. At the Gaviotas hospital (below
right), workers receive free medical care
in a naturally air conditioned building
equipped with roof-top solar collectors.

I I '

It 'Don't fight
the tropics'
Paulo Lugari spoke to IDBAmerica's David
Mangurian about the philosophy that lies be
hind the creation of Gaviotas. Here is what
Lugari said:
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"Early on I came to the conclusion that we
must accept the reality of the tropics, not
fight it.

"I also realized that the kind of agricul
ture that is taught in the tropics is inspired
by countrieswith four seasons. When tech
nologies and con
cepts developed in
the north are trans

ferred to the south,
they don't produce
the expected re
sults. The big prob
lem is changing the
mentality of people
in the tropics who
have been educated
with ideas from the

north.
"So we carried

out a full-scale dem

onstration—not a

pilotproject—ofdevelopmentin the tropics
that is neither too fast nor too slow. It is what
wein Gaviotas call'productive harmonywith
nature.' We take a middle position between
the twofanaticisms ofdevelopmentat allcost
and little or no development at all. We be
lieve you can alter nature, and sometimes
even improve the environment, since envi
ronmental impact can be positive as well as
negative.

"Take the case of Gaviotas. You can see
how the savannah that has been planted with
Caribbeanpine—which isa tropical pine,not
a Nordicpine—aftera number of years be
ginsturning into forests in whichthe pine is
one of many species.

"Gaviotas is an object lesson that proves
that science and technology can provide
cures as well as illness, that we can achieve
development in the tropics without causing
harm.

"Many people live off sustainable devel
opment, but they don't live for sustainable
development. Many sustainable develop
ment projects have not progressed beyond
the pilot stage, never getting to the level of
large-scale applications as in Gaviotas. The
reason is that pilot projects are more com
fortable than big projects, because there is
much less need to make decisions and as
sume risks. This is why it generally takes a
long time for an innovation to be put into
practice." J

Lugari: the guiding spirit.
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ROUND-UP

Debt relief for Bolivia
Bolivia has become the first country in
Latin America to benefit from a debt re
lief program that willsaveit $450 mil
lion over the next fiveyears. The pro
gram includes $155 million from the
idb, $54 million from the World Bank,
$29 million from the International Mon
etary Fund, $39 million from the
Andean Development Corporation and
$14 million from other creditors.

A first in public health
Two Argentine economistshave won the
first Jose Luis Bobadilla award for
health research and innovation in health
policy. Silvia Montoyaand Manuel
Willington, both of the Institute for
Studiesof the Argentineand Latin
American Reality, were honored for
their paper "Financingof Public Hospi
tals:Analysis of the Alternatives for Ar
gentina." The annual award wasestab
lished at the initiative of the idb, the
Mexican Health Foundation, the Pan
American Health Organizationand the
World Bank. Bobadilla was an interna
tionallyrecognized public health spe
cialist who died in a plane crash in 1996
while on an idb misson.

Accord settles contested border
Ecuador and Peru signed an agreement
in Brasilia on Oct. 16 to put an end to a
long-running and at times bloodybor
der dispute. In hailingthe pact, idb
President Enrique V Iglesias offered to
make available $500 million to finance
programs in the border area as well as
to form a consultative group to receive
funds for this purpose.

A hit list for dams
A globalcommission willstudy 150
large dams in at least 10 major river ba
sins in a step towards establishing
guidelines and criteria for future dam
schemes. The Capetown, South Africa-
based World Commission on Dams aims
to help reduce conflictsbetween build
ers of damsand the groupsconcerned
about the effects of dams on the envi

ronment and localpeople.

Commerce data on disc
Firms looking for businessin Central
America will be able to get questions
answered from a CD-Rom producedby
the Central American Economic Inte

gration Secretariat. The information,
which will include trade flows, commer
cial requirements and principalcom
mercialpartners, was obtained from
several institutions, including the idb.
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Free trade talks
begjn in Miami
Negotiators look to 2005 deadline
BY ALEXANDRA RUSSELL-BITTING, Miami

AFTER THREE-AND-A-HALF YEARS OF

hemispheric summits and rounds of
preparatory workshops, negotiators
in September took thefirst concrete

steps towards the creation of the Free Trade
Area of the Americas (ftaa).

The month-long negotiating session in
Miami, Florida, brought together delegates
from 34 countries to start addressing the
manyserious issues that must be resolvedif
the ftaa will be launchedin 2005asplanned.
The ambitious project was originally
launched at the December 1994 Summit of
the Americas in Miami.

Among subjects on the table in Miami
were market access, agriculture, services, in
vestment, subsidies, antidumping and
countervailing duties, competition policy,
governmentprocurement, intellectualprop
erty rights and dispute settlement.

After Miami, negotiators will meet next
in Panama and then in Mexico. Four addi

tional sessions willbe held to provide politi
cal direction; these will be chaired by
Canada,Argentina,Ecuador and the United
States/Brazil. At the same time, committees
will provide guidance on issues involving civil
society, electronic commerce and the prob
lems of small countries.

The idb, together with the Organization
of American States and the United Nations
Economic Commission for Latin America

and the Caribbean, make up the Tripartite
Committee that is providing technical and
logistical support for the negotiations, as it
did for the preparatory stage, idb contribu
tions include the creation of a hemispheric
data base on market access to support dis
cussions on tariffs and nontariff measures,
technical studies on modalitiesfor negotiat
ing market access in regional agreements, a
compendiumof rules of origin in the hemi
sphere, a guide forcustomsprocedures, and
compendiaon governmentprocurement.

Since the Miami summit, the hemis
phere's trade ministers have met four times
to forge a work plan for the ftaa. At their
March1998meetingin SanJose,Costa Rica,
they adopted the declaration that launched
the negotiations. That declaration, whichcan
be compared to the 1986 Punta del Este
Declaration that set in motion the Uruguay
Round of multilateral trade negotiations,
represents the largest regional integration
efforteverundertakeninvolving both devel
oped and developing countriesto realizefree
trade and investment in goods and services.

LJ For more on the ftaa negotiations, go
to its official website at www.ftaa-alca.org.

A change in lexicon
THE JOB OF A TRANSLATOR ASSIGNED TO

talks on the Free Trade Area of the

Americas (ftaa) got considerablymore
difficult in September.

Gone were the soaringrhetoric and
stockphrases that typically characterize
public discussions of such landmark
subjects. Instead, Alexandra Russell-
Bitting and the other idb translators
assigned to the start of ftaa negotiations
in Miami had to dealwith language that
hadthem constantly running to their
technical dictionaries, and when that
failed, to the delegates themselves.

"This was down and dirty, roll-up-
your-sleeves, let's-get-this-show-on-the-
roadtypework," reports Russell-Bitting.

For her and her colleagues, it meant
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keeping up with terminologysuch as
"inward andoutward processing,"
"single-desktraders," and "satellite ac
counting method."

The delegates arrived in taxis, not
limousines. Eorthe most part mid-level
technical staff, such as directors of inte
gration and/or trade offices and officials
in areas such as customsand agriculture,
they came with lists of discussion items
on topics that included market access;
agriculture; services; investment; subsi
dies, antidumping and countervailing
duties; competitionpolicy; government
procurement; intellectualproperty
rights; and dispute settlement.

These aren't the stuff of the 7 o'clock
news, but of real workgetting done.



DAIRY FRESH. Jamen Vazquez, a dairy farmer in Belize's Cayo district, prepares to
hoist fresh milk onto a refrigerated truck owned by the Macal Dairy Cooperative. The
co-op bought the truck with a $25,000 IDB loan obtained through Belize Enterprise for
Sustained Technology, a local organization that supports local businesses.
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Information
and the IDB
Bank gets good marks
for access and quality
A PRIVATE WATCHDOG GROUP HAS ISSUED A RE-

port that puts the idb at the head of the mul
tilateral development bank (mdb) pack in
terms of information disclosure.

The Bank Information Center (bic), a
nongovernmental organization based in
Washington, D.C., issued the report as the
first in a semiannual series.

In its evaluation of summaries of Bank-
financed projects, the idb received a score
of91,compared to the nexthighest scoreof
76. Seven of the Bank's summaries received
perfect scores and none were rated poor.

As with the other mdbs, the idb in recent
years is allowing vastly more public access
to project-related documents than it had in
the past. According to the current idb infor
mationpolicy, reports and other information
are provided to the public unless there is a
specific reason not to do so.

"The idb has made commendable prog
ressin implementing its information policy,"
accordingto the bic report. "The institution
appears to be committed to providing rel
evant,highquality information to the public
in a timely fashion," it said.

"One of the most positive aspects of the
idb'sdisclosure is its responsivenessin meet
ing the public's needs," said the report.

At the same time, bic recommended im
provements in public access to information
in the Bank's country offices as regards to
private sector projects and environmental
and socialimpact reports.

In its overview,the bic report recognized
that the mdbs have made what it called "sig
nificant gains" since the early 1990s, when
their activitieswere "shielded from the pub
lic by a thick veil of secrecy." The mdbs, it
said,have"significant impactson public life
(and) must be fullyaccountable for their ac
tions—andonlyan informed public can en
sure this accountability."

According to the idb's information disclo
sure policy, the effectiveness of Bank-
supportedprojects will be strengthenedby
public access to information and consulta
tion with affectedpopulations. In addition,
it states, availability of information about
Bank projects will increase understanding
and support of the Bank's mission and pro
mote transparency and accountability.

\—I To read the idb's information disclosure
policy, gotowww@iadb.org under the "poli
cies and mandates" button.
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Marcos Caramuru de Paiva, Brazil's international secretary in the Ministry of Finance, describes the difficult choices facing his country.

Crisis and contagion:
the search for a cure
By PETER BATE

AS A FINANCIAL HURRICANE SWEPT GLO-

bal markets in October, destroying
capital and smashing confidence in
developing economies, a groupoftop

economic policymakers briefly stepped out
of the storm to reflect on two crucial issues:
how to detect these crises before they hap
pen and how to protect healthy economies
from "contagion."

The occasion wasparticularly poignantfor
the Latin American government officials
gathered for the October seminar"Crisis and
Contagion in Emerging Financial Markets,"
that was held at the idb's Washington, D.C.,
headquarters during the annual joint meet
ingof the International MonetaryFund and
the World Bank. The Latin American coun

tries, widely regarded as blameless victims
of the present crisis, nevertheless suffered a
sudden and painful loss of credit following
the near-collapse of Russia's financial system
in September.

'We are facing the first real global finan
cialcrisis, inwhich emerging markets around
the worldare feeling the effectofcontagion,"
said idb President Enrique V. Iglesias at the
openingofthe conference. 'We mustexplore
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the origins of this crisis, discusswhat coun
tries should do at an individual level in or

der to build up their defenses, and examine
what the international community can do to
help find global solutions to a global prob
lem."

Iglesiasnoted that conversationswere al
ready underway between governments, in
ternational financial institutions and the

private sector on how to address the effects
of the crisis, which was punishing Latin
American countries despite their decade-
long economic reform efforts.

In introducing the issues, idb Chief
Economist Ricardo Hausmann said that
Latin America's current credit plightconsti
tutes a clear case of contagion, as there were
neglible economic connections betweenthis
region and Russia. In August, that country
chose to default on some of its debt, spark
ing panic in emerging markets around the
globe.

In the ensuing selloff, Latin American
countries found themselves shut out of the

same capital markets that had lent eagerly
to them sincetheyrebounded fromthe 1995
Mexican crisis.

The swiftness of this contagion rekindled
the debate over the liberalization of capital
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flows that began with the 1997 economic
crises in East Asia. Should countries regu
late investment inflows in order to prevent
speculative bubbles from building up? Or
should they concentrate on beefing up their
banks to withstand sudden swingsin market
sentiment?

Ernest Stern, a managing partner of JP
Morgan, the New York bank, and a former
senior vicepresident of the World Bank,ar
gued that this was not a crisis of emerging
markets but rather a global crisis that had
followed a global boom.

"The understanding of markets remains
veryimperfect," said Stern. "I think we have
a crisis today that is fundamentally different
from crises that occurred in a financial sys
tem that was smaller, more heavilybased on
bank lending instead of capital markets, and
had fewer participants."

Stern recommended that developing
countries build stronger financial buffers
because in many cases their financial insti
tutions were not robust enough or suffi
ciently supervised to participate in the
modern capital markets and absorb such re
sources carefully.

World Bank Chief Economist Joseph
Stiglitzobserved that financial crisesare be
comingincreasingly frequent and painful.At
least 70 countries—industrialized as well as

developing—have suffered such upheavals
over the past 25 years.

The crises in East Asia, however, shat
tered some of the tenets about these shocks,
he added. Economic models for predicting
financial disasters didnot single out the Asian
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"tigers"asespeciallyvulnerable. Their finan
cial disclosure standards wereabout average,
suggesting that a supposedlackof transpar
encywasnot the triggeringcause. Moreover,
some of these countries had not experienced
an economic downturn in three decades, so
volatility was not an issue.

"What we do know is that there is suffi
cient economicjustificationfor doingsome
thing," Stiglitz said. "Ifyoubelieve that there
ought tobe someone involved in the bailout
business,then youhaveto believethat there
ought to be interventions to stop the events
that lead to it."

He argued that financial crises are sys
tematicallyrelated to financial market liber
alization, and that the likelihood of such
episodes can be reduced by having better
regulations. Preventive measures should go
beyondstrengtheningcapitaladequacystan
dards for financial institutions to setting re
strictions on risky
investments, he said. To
buttress his argument,
Stiglitz pointed out that
Thailand, after dropping
the rules it kept against
real estate speculation in
the 1980s, wound up with
a bubble that eventually
burst and wrecked its fi

nancial system.
International institu

tions,he suggested,could
play a role in advising
countries to adopt sound
policies and in persuading
investorsthat such restraintson capitalflows
do not signal hostility to investments but sim
ply a desire to avoid risks "that are not com
pensated by adequate benefits."

Other panelists voiced support for taxa
tion or market-based controls of capital in
flows. Jose Antonio Ocampo, director
general of the U.N. Economic Commission
for Latin America and the Caribbean and a
former finance minister of Colombia, de
fended the reserverequirementsimposedon
short-term foreign investments in his own
country and in Chile. He also called for es
tablishing commodities stability funds, such
as Colombia's coffee fund, Chile's copper
fundandVenezuela's plannedoilfund, which
weredesigned to cushion the effects ofsteep
dropsor spikes in prices of thosecountries'
key exports.

"Crisis preventionisa taskof boomperi
ods, and instruments of this sort must be
designed to manage them,"he added.

Michael Gavin, a former lead research
economist at the idbwhorecentlyjoinedthe
Warburg Dillon Readinvestment bank, pre
sented a paper he co-authored with
Hausmann that set forth a series of measures
Latin American governments could take—
and in fact, whicha fewhavealreadytaken—

to meet three basic objectives in order to
weather international shocks: they mustbe
solvent, they must be liquid, and their poli
cies must inspire confidence.

Whilemanyoftheir recommendations for
fiscal and bankingpoliciesran alongthe lines
of widely accepted best practices, such as
running very small deficits or even modest
fiscal surplusesduring good times or avoid
ingshort-term debt, Gavin staked outapro
vocative positionon monetaryand exchange
rate policy. He based his argument on ob
servations of Argentina and Mexico, two
countrieswithsimilar fiscal policies that were
also the worst hit by the 1995 "tequila" cri
sis. Looking at how these countries have
fared during the recent financial turbulence,
he found that in Argentina, a country with a
rigidcurrencyboard, interbank interest rates
were less than half of those in Mexico, which
has a flexible exchange rate.

"If there are anycasu
alties in the conventional

wisdom about exchange
rate management,it'sthe
belief that flexible ex

change rates allow the
latitude to lower interest
rates during periods of
crisis," he said.

Speaking for Argen
tina, which has success
fully implemented sev
eral of the best practices
enumerated in Gavin's

and Hausmann's paper,
Finance Undersecretary

Miguel Kiguel stressed his government's ef
forts to strengthen its bankingsector imme
diatelyafter the 1995 "tequila"crisis, when
Argentinebanks suffered a run on deposits
comparableto the U.S. panic of the 1930s.

The "vodka" crisis unleashed by Russia
prompted the Argentine government to seek
support from the multilateral banks to bol
ster a standbyliquidity fund it had arranged
with foreign lenders long before the most
recent bout of instabilityin global financial
markets.

Regarding the role multilateral develop
ment banks could play in this scenario,
Hausmann noted that institutions like the idb
are often asked to show concrete results for

their effortsto help borrowing countriesde
velop their economies. But in terms of con
tainingthe social costsof financial volatility
by protecting people's livelihoods, creating
precautionary arrangements may be more
importantthan more traditional projects.

"Onemight say thatwearenotstructured
to prevent houses from burning down but
rather to send some blankets after the fire is
put out. I think that precautionary measures
that stop houses from catchingfire are very
much what we should be working on," he
said. J

44 We are facing the
first real global
financial crisis, in
which emerging
markets around the

world are feeling the
effect of contagion. ??

IDB President

Enrique V. Iglesias
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The Bank'swebsite (www.iadb.org) is
loaded with more than 20,000pages of
reports, statistics, studies and other in
formation not availableanywhere else.
Here is a selection of items of interest.

^ In a major new book, Oxford Univer-
/1 sity economist Rosemary Thorp ex
plores the paradoxesof Latin America's
economic history during the past century
in Progress, Poverty and Exclusion: An
Economic History of Latin America in
the20th Century. Read the first chapter
(in English) under the "NewTitles" sec
tion of the "Press & Publications" but

ton.

^ In the lower left corner of the Bank's
/y home page is a button for The Re
gional Fund for Agricultural Technology,
an iDB-sponsored consortia that pro
motes strategic agricultural research. Its
online publications include a recent
economic evaluation (in Spanish)of
agricultural technology in the region.

^ The idb's Office ofthe Chief Econo-
7^ mist has published more than 70
full-text working papers online. For a list
of available titles, click on "Depart
ments" and then choose oce. The search
button in the Publications section will
pull up papers on specificsubjects. For a
provocative study of pay scales in Latin
America's educationsystems, search for
"How Much Do Teachers Earn?" by
Claudia Piras and William Savedoff.

^ The idb's Felipe Herrera Library has
™ a handsome home page (Spanish and
English) on the Bank's website, acces
sible under the "Departments" button.
You maysearch an online catalogof the
library's 100,000 item collection, review
recent acquisitions, and more.

^ What dowe know about poverty in
/I Latin America and the Caribbean
and how can we reduce it? The Bank's
Sustainable Development Department
(sds under the "Departments" button)
presents an overview of the
problem in its "Poverty
and Inequality" section. ,

^ Visit the idb's
/* Informatics 2000 Ini
tiative in the lower left cor

ner of the Bank's home page
for an overview of this public/
private program to encourage
information technology invest
ments in the region. "Recent Activities"
for a descriptionof projects involving
satellite-based teacher training, online
legislatures, and the Year 2000computer
problem.
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A forklift operator lifts slabs of copper, one of Peru's principal exports, at a refinery near the country's northern city of Tacna.

Export promotion
in a global economy
NO ONE DOUBTS THAT BOOSTING EXPORTS

isoneofthe keychallenges for Latin
American and Caribbean countries

bent on achieving sustainable eco
nomic growth. According to Juan Jose
Taccone, director of the idb's Institute for
the Integration of Latin America and the
Caribbean (intal), the question ishowthese
nations should improve their exportingper
formance in markets that are beingradically
changed by globalization.

This issue was tackled at a forum orga
nized in June by the Buenos Aires-based

intal, the idb's Trade and

Where the Integration Division
and the World

State Can make Bank Participat
ing were experts

in export promotion
from Latin America and

the Caribbean, the United States, Asia and
Europe.

Summing up the meeting's conclusions,
Taccone explained why governments and
export promotion agencies must continue to
lend a stronghand to the privatesector, even

a difference

20

in this age of retrenchment of the state and
shrinking subsidies.

"The government has an important role
to playin helping the private sector overcome
what economists call, in their jargon, asym
metries and information gaps,"he wrote.

In particular, export promotion policies
should address certain blind spots in the
markets that frequently thwart potential ex
porters. For example, small and medium-
sizedcompanies in the regionlacksufficient
information about business opportunities,
consumer preferences and quality require
ments in other countries. The cost of gath
ering such data is far too high for most
entrepreneurs to undertake individually.
Even if they could affordit, companies fear
that their competitorswillride on their coat-
tailswithout having to pay any research and
marketing costs.

The samethingcanbe saidaboutpioneer
ingexporters,who must makea considerable
investmentin attempts to pryopen a foreign
market, cultivating contacts, establishing dis
tribution chains and other costly activities
whichwill later be used by their rivals.
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Likewise, most companies in the region
do not have the wherewithal to run ambi

tious technologicalresearch or training pro
grams. As a consequence, they miss out on
the productivity gains achieved by enter
prises with deeper pockets.

These are gaps that can be successfully
filledby nationalexportpromotionagencies,
Taccone writes. He points to the fact that
there are several examples in the Americas
of agencies that cull information on foreign
markets for their exporters and encourage
their companies to attend trade fairs in or
der to help them become acquainted with
markets abroad. Export promotion agencies
could also help build bridges between en
terprises and universities and research cen
ters in order to help improve their
technological and human resources.

Experts at the intal forum agreed that
national export promotion agencies should
be funded jointly by the public and private
sectors, should have a fair degree of au
tonomy, and their executives should not be
constrainedbypayscales set forgovernment
workers.

The latest issueof the intal journal Inte
gration 6- Trade includes an eight-article
series on the new regional and multilateral
trade scenario and the experiences ofexport
promotion agencies in Brazil,Chile, Colom
bia, Costa Rica and Mexico.

L=X For additional information, visit the
intal website at www.iadb.org/intal.



FIGURATIVELY SPEAKING

A yardstick
for misfortune
Income, inequality, and a man named Gini
By PAUL CONSTANCE

CAN INEQUALITY REALLY BE MEASURED?
On one level the notion seems ab

surd, like tryingto quantifyfairness,
honesty or corruption.

Dictionaries define inequality as a "lack
ofequality" in opportunity, treatment, or sta
tus. Though these concepts are themselves
abstract, people tend to use somethingvery
concrete—personal income—as evidence
that some individuals are more equal than
others, to quote the popular adage. In effect,
most societies view the distribution of in
come as a de facto indicator of inequality.

Economistshave turned the human pre
occupation with pay into a more scientific
measure of inequality. They are helped by
the fact that income, unlike opportunity or
status, can actually be measured with some
precision. For the idb's new report on eco
nomic and social development, Facing Up
to Inequality in Latin America, Bank re
searchers used answers to questions about
income in household surveys conducted be
tween 1994 and 1996 in 14 countries repre
senting more than 80percent of the region's

population.These answerscan be plotted as
an ascending curve on a graph that shows
the percentage of all income earned by seg
ments of a population (see boxat right).

In a perfectlyequal society, thislinewould
be a straight diagonal (because, forexample,
anygiven 20percent of the populationwould
earn exactly 20 percent of all income). In
Latin America and the Caribbean, the curve
sags downward markedly. Look at points A
and B on the graph, and you'll see that the
poorest20 percent earn only4 percent ofall
income while the richest 10 percent earn 40
percent of national income.

For most people, however, a curve is
much less descriptive than a score. To make
themselves understood, economists have
popularized a measure known as the "Gini
coefficient." Named after Corrado Gini

(1884-1965), an Italian statistician and de
mographer who pioneered studies of the
measurable characteristics of populations,
the coefficient represents the gap between
the perfect distribution diagonal and a
country's actual distribution curve.

A Gini coefficient of 0 indicates perfect
income equality, while a 1 would imply that

Two indicators, same result
0.60

0.55

I 0.50
u

0.45

0.40

Venezi lela

Costa Rica1

Chile

Boliv

Argentina

IPeru

Mexico

IHonduras

1El Salvador

-BtA amas

Uruguay"
Trin dad and Tobago

Brazil
Paraguay

_ f Ecuador
Panama"

10 15 20 25 30

Income of richest 20 percent divided bypoorest 20 percent

To test the accuracy of two popular indicators of income inequality, this graph juxta
poses their results. Countries with the biggest income gaps (horizontal axis) also have
the highest Gini coefficients (vertical axis).
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Utopia vs. reality

Population segments
by income level

The diagonal line represents an ideal soci
ety where a given percentage of the popu
lation earns a proportionate amount of all
income. The curved line represents aver
age income distribution in Latin America.

allwealth is concentrated in a singleperson.
For the 95 out of 100 countries for which

comparable data are available, Gini coeffi
cients rangebetween 0.26and 0.60. In Latin
America and the Caribbean, they range from
a high of 0.59 in Brazil to a low of 0.43 in
Uruguay (see graph below).

Skeptics might dismiss the Gini coeffi
cient as yet another statisticaltoycooked up
by researchers obsessed with rankings. In
deed, there are several other ways of pars
ing income numbers in order to assess
incomeinequality. One of the mostcommon
consists of simply dividing the income of
people in the top 10 or 20 percent of the
curvebythat of the bottomdecileor quintile.
But as the larger graph onthis page demon
strates, Gini coefficients tend to correlate
very closely with these so-called "income
gap" ratios.

For alltheir appeal, however, the Giniand
other income indicators only illuminate a
narrow slice of reality. "The real goal is to
measure standard of living," says Miguel
Szekely, an idb economist who processed
many of the statistics in the Bank's report,
"and income is only one dimension of stan
dard of living." Other dimensions, such as
health, education and consumption, are sup
posed to be reflected by income, but some
timestheyaren't. Countrieswithcomparable
Gini scores can have radically different
health indicators, for example.

As national averages, income indicators
alsoobscure the huge variations in inequal
itywithinindividual countries. If the house
hold surveys fromwhichan indexis derived
include onlyurban areas (as is the case with
Argentina, Bolivia and Uruguay in the graph
below), the distortionisevengreater. Szekely
says the inequality score forthesethree coun
tries wouldhavebeen considerably worse if
rural areas also had been included. jI

21



EXPRESSIONS

Latin America
in black and white
A renowned Brazilian photographer
celebrates work, religion, hope and despair
By ROGER HAMILTON

MEXICAN WORKERS CARRY STACKS OF

rough-sawn lumber to market...
Miners in the mudpits of Brazil's
SerraPeladagoldminepausefor

a rest. . . A close-up of three rough and
gnarled feet symbolizes the harsh Andean
environment.

These are images of ordinarypeople, liv
ing anonymous lives. They are alsopoignant
reminders of the realitiesof povertyand the
mission of institutions such as the idb.

The exhibit "Other America," by re
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nowned Brazilian photographer Sebastiao
Salgado, on viewrecently at the idb'sWash
ington, D.C., headquarters, was presented
as part of a series of lectures and cultural
events commemorating Brazil's National
Day. The photographs show people from
Northeast Brazil, Chile, Bolivia, Peru, Ec
uador, Guatemala and Mexico—"this Latin
America," Salgado says in the accompany
ing text, "somysterious and suffering,sohe
roic and noble."

While they can be viewedasart, the pho
tographs alsoportray the human side ofeco
nomic and socialdevelopment. And in fact,
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Salgadowastrained as an economist, first in
Sao Paulo, then in Paris. After a stint with
the International Coffee Organization in
London he turned to photography, docu
menting famine in the Sahel. After that he
worked for several photographic agencies,
including theeliteNew York-based Magnum
agency. He is now based in Paris, France,



wherehe established hisownagency, Amazo-
nas Images.

Salgado picks his own subjects, and his
output typically takes the form of book-
length collections of photographs. "Other
America," his first collection, was followed
by a project on the Sahel in Africa, and then
an explorationof the theme of work.

Begardless of the subject, Salgado never
fails to communicate his intense interest in
people.He usesthe powerofblackandwhite
images,with their abilityto cut through the
distractions ofcolor and movement, to cap
ture the light andshadow essence ofhissub
jects. In lesser hands, achieving this levelof
formal beautywouldriskmasking the human
dimensionsof the subject. But in the case of
Salgado, the elegance of the abstract image
puts the humanity of his subjects in even
sharper relief.Poor people havenobility, but
there is nothing noble about poverty.

Salgado worksin the time-honored tradi
tion of documentary photography, but he
documents people's lives, not news events.

"Some photographers talk about how the
technique worked, or the situation in gen
eral," remarked an editor at Magnum, as
quoted by Americas magazine. "Sebastiao
gives you little stories of what people said.
He is very close to the people he photo
graphs."

Salgado has won numerous awards, in
cluding the Eugene Smith Award for Hu
manitarian Photography (U.S.), Oskar
Barnack Prize (Germany), Rey de Espana
Award (Spain), Ernaand Victor Hasselblad
Award (Sweden), Grand Prix de la Ville de
Paris (France), Grand Prix National du
Ministere de la Culture et de la Franco-

phonie (France), and Centenary Medal
Award and Honorary Fellowship, the Royal
Photographic Society of Great Britain.

Meeting of Andean villagers, Ecuador,
1982 (left), and men deliver wood to
villages in the Eastern Sierra Madre,
Mexico, 1980 (above).

Nothing musty
about old music
Colombian group gets toes tapping in U.S. debut

M
USICTANS IN 17TH CENTURY BOGOTA

didn't need electric guitars and
shinydrum sets to get their audi
ences moving to the beat. Al

though the music of the Renaissance and
early Baroque—and particularly church
music—is oftenregarded asaustere and in
accessible, much of it belies this image.

To prove it, a group of spirited young
musicians from theColombian capital played
a program of early Latin Americanmusicin
September at the idb's Washington, D.C.,
headquarters that kept toes tapping in the
overflow audience.

Called Musica Ficta ("ficta" referring to
the Renaissance practiceof usingaccidentals
to prevent intervalsthat were prohibited for
harmonic or symbolic reasons), the seven-
member group was making its first United
Statesperformance after LatinAmericanand
European appearances.The idbconcert was
presented by the Bank's Cultural Center.

Lively church music? "Thinkof it asgos
pel music," says MusicaFicta director Carlos
Serrano. The pieces were often played at
processionals, where their strong, often syn
copated rhythms, kept the churchgoersmov
ing. Once inside the cathedral, parishioners
would occasionally even get up and dance.

The church couldn't afford to have dull
music, according to Serrano. One of Spain's
great missionsin the New Worldwas to con
vert the indigenous people to Catholicism,
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and music was a large part of the church's
appeal. In fact, the Spaniards instructed the
Indians to play and make musical instru
ments, just as they taught them to paint reli
gious scenes.

Sotoo, Serranoand hisgroup are making
converts of modern audiences, which are
drawn to the exoticsightsand sounds of the
replicas of earlyinstruments his group uses.
Against the beating of a hide-covered drum,
the dulcian, a precursor to the bassoon, lays
a base line while a guitar-like vihuela sets
down the chords. A double reed shawm and
a pair of high-pitched recorders trade solo
parts with the singers.

Mastering these quirky instruments can
be a challenge, as can finding early music
scores. Although Serranolives onlya couple
of blocks from the Bogota cathedral, one of
Latin America's finest repositories of origi
nal material, he has had no luck in gaining
admittance. Most of the music his group
plays comes from UnitedStates archives, par
ticularly from the collection at Indiana Uni
versity in Bloomington, where the group is
studyingat the Early Music Institute.

Theearlymusic movement was pioneered
in England and the Netherlands and then
spread to the rest of Europe and North
America in the 1970s. Argentinais the lead
ing Latin American center for early music,
followed by Braziland Mexico.

—R.H.
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PROJECT UPDATES

GUYANA

Capital gets
water meters
CREWS FROM GUYANA'S GEORGE-

town Sewerageand Water Com
mission(gswe)are installing500
water meters in homes and busi
nesses throughout the capitalas
part of a far-reaching reform of
the city'swater system.

The meters will supply data
on consumption that will enable
the commission to set rates,
project revenues, estimate water
losses and identify the potential
for conservation. Allof the city's
28,000 customers will receive
meters within the next five years,
which will save an estimated
$500,000 annually. At present,
only2,000 usershave meters. Of
the 20 million gallons of water
produced daily bythesystem, an
estimated 14 million gallons are
lost through leaks and other
problems.

The project is part of an idb-
financed programto improveall
aspects ofthecity's water supply
management, including admin
istration and maintenance. Par

ticular emphasis is being placed
on stafftraining, budgeting,and
planning for repairs. Physical
works include installation ofnew
wells and tanks and repair or re
placement of pumping equip
ment, pipe, valves and meters.

The project isbeing managed
by the harza Engineering Com
pany of Chicago in association
with the Sven Trent Water Au
thority of the United Kingdom,
Caribbean Engineering Manage
ment Company and E&A of
Guyana.

The commission has already
completed a computerized cus
tomer registry of 28,500 house
holds and put in place new
systems for billing and collecting,
accounting, and costcontrol. The
authority's staff has been re
duced from 450 to under 240
through early retirement and
other incentives. The remaining
staff members, who are receiv
ingsalaries competitive with the
private sector, havea new esprit
de corps, according to Colin
Forsythe, projectspecialist in the
idb's Guyana office. Also, water
tariffs have been raised signifi
cantly over the past three years
to ensure the gswe's financial
viability.

HONDURAS

Road to

the past
Editor's note: Atpress timeitwas
still not known if the roads men
tioned in the following article
were affected by Hurricane
Mitch. Hopefully they were
spared, andwillcontribute tothe
rebuilding effort that willbe the
subject of coverage in our next
issue.

the el puente archeological

parkin Honduras' Copandepart
ment will become a more regu
lar part of visitors' itineraries
withthe completionofa 6.25-km
paved access road linking the
Mayan site to the main highway.

El Puente, which is still be
ing investigatedby a team of ar-
cheologists from the Honduran
Anthropologyand History Insti
tute with financing from the
JapaneseInternational Coopera-

Data from meters will be used in setting rates for consumers.

tion Agency, was inaugurated as
a park in 1994.

The road, which was financed
by the idb, was officiallyinaugu
rated earlier this year by Hondu
ran President Carlos Roberto
Flores, other senior officials and
the idb's representative in Hon
duras, Fernando Cossio.

The second most important
archeological site in Honduras
after Copan, the temples and
pyramids ofEl Puente occupy an
area of some 500 hectares in a

fertile valley ringed by moun
tains. The 5.5-hectare park in
cludes an interpretive museum
built in the colonialstyle.

El Puente was first described

bya Danishexplorer in 1935, but
the site had to wait until 1984 to
become the subject of scientific
investigation and mapping by
teams of Japanese archeologists.

The site is made up of 210
structures, of which the nine
principal oneshave beenstudied
and restored. These, together
with a series of elongated struc
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tures that still lie covered with
earth, form five well-definedpla
zas.

The park includes a building
housing administrative offices,
facilities for the sale of tickets

and publications, an exhibition
hall containing material on the
history of the exploration of the
site, a cafeteria, a gift shop and a
scale model of how the site origi
nally looked.

While in the department of
Copan, President Flores alsoin
augurateda 10.5-km pavedroad
link between the communities of
Corqufn and Cucuyagua. The
road,whichalso was financedby
the idb, will help integrate this
formerly isolated area into the
national economy.

The Corqufn area also has
considerable potential for tour
ism. The mountainous region in
cludes the Celaque National
Park, the most notable cloud for
est in Honduras. In addition, the
area's waterfalls and bathing re
sorts attract many visitors.



MAYAN MASTERPIECE: Some of the most impressive pre-
Columbian ruins in Honduras will become a regular feature of
visitors' itineraries now that an access road to the El Puente

archeological site has been completed. In July, Honduran Presi
dent Carlos Roberto Flores presided at the inaugural ceremonies
marking the road's completion (below).

NEW PROJECTS

BRAZIL

Record IDB loan

for private firms
THE BANK APPROVED THE BIGGEST

loan in its history on September
23, a $1.1 billion global multi-
sector financing programto sup
port the development of micro,
small and medium-sized enter
prises in Brazil.

The program, which will be
carried out by Brazil's Banco
National de Desenvolvimento

Economico e Social, comes at a
time when the Brazilian govern
ment has had to tighten its fiscal
policyin the faceofglobalfinan
cial turmoil.

"Support for these small en
terprisesiscriticalfor improving
their productivityand for creat
ing a large number of employ
ment opportunities," idb Presi
dent Enrique V. Iglesias saidat a
Bank executive board meeting
when the loanwasapproved.

One of the main goals of the
Brazilian program is to expand
small firms' access to medium-
and long-term financing so that
they may improve their opera
tionsand become morecompeti
tive. Brazil's smallest companies
and businesses employ between
24 and 36 million people.

The lack of access to credit is

one of the greatest hurdles small
firms must overcome. Only
about 10percent of them obtain
loansfromcooperatives, finance
companies and nongovernmen
tal organizations. Due to their
informal nature and regulatory
constraints on banks, most mi-
croenterprises must turn to
friends, relatives, suppliers or
moneylendersfor credit, usually
on unfavorable—if not usuri

ous—terms.

The availability of financing
also should serve as an incentive
for microenterprises and small
businesses that operate in the in
formal or "underground" econ
omy to join the mainstream,
buildingon Brazil's 1997simples
program that simplified taxrules
for small-scale enterprises.

Another component of the
program will encourage private
sectorinvestmentinprojectsthat
improve the quality of higher
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education and health services for
the poor, twoareas that alsohave
suffered from the lack of access

to long-term financing.
While university enrollment

has risen exponentially in Brazil
over the past four decades, from
under 100,000 students in 1960
to over 1.6 million in 1994, the
percentage of young Brazilians
getting a higher education is
about half the average for the
region. Nevertheless, demand
far outstrips the system's capac
ity to accommodate students.

In the case of health services,
a constitutional mandate re

quires the Brazilian government
to provide free coverage for the
uninsured,whichmakeup about
70 percent of the population.

Budgetary constraints and
unintended consequencesof the
policies governingthe state-run
universities and health system,
such as subsidies that benefit the

middle class, have been espe
cially costlyfor the poor.

On the other hand, until now
private providers of higher edu
cation and health servicesrarely
had access to the long-term fi
nancing needed to significantly
expand their operations.

By tapping such credit lines,
efficiently run higher education
institutions and health care pro
viderswill be able to playa larger
role and serve more people. Pri
vate universities tend to offer

more affordable programs and
more flexible schedules to ac
commodate less affluent stu

dents. The expansion of private
sector health services would al

low the government to concen
trate on providing care for
low-income groups.

—Peter Bate

IDB@WWW
Visit the IDB in cyberspace.
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RIGHT NOW
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REGIONAL

Program to fight
money laundering
THE IDB'S MULTILATERAL INVEST-

ment Fund will provide a
$480,000 grant to finance a pilot
program to help countries in
Latin America and the Carib
bean fight money laundering, a
criminalactivity threatening the
integrityof the region's financial
systems.

The programto train financial
regulators and bank officials in
detecting and foiling asset laun
dering schemes will be carried
out by the Inter-AmericanDrug
Abuse Control Commission
(cicad), an autonomous agency
of the Organization ofAmerican
States, idb President Enrique V.
Iglesias and oas SecretaryGen
eral Cesar Gaviria signed the
grant on Sept. 29.

cicad plans to hire consult
ants to design and implement a
training program for instructors
in up to five countries that al
ready have strong anti-money
laundering laws on the books.
Moneylaundering isa term used
to describe financial maneuvers
aimed at concealing the illicit
originof funds, such as the pro
ceeds of drug trafficking and
other crimes.

Building on previous bilateral
and multilateral efforts, the re
gional program will seek to es
tablish quality standards for
anti-money laundering training.
It will also promote cooperation
on moneylaunderingprevention
among financial regulators,
banks and banking associations
in different countries.

Training will be carriedout in
the use of new technology that
has proved to be highly success
ful in anti-money laundering
programs carried out in the
United States, Colombia and
other countries. Other materials,
including video, cd-rom and
computer software, will also be
used as a cost-effective way to
standardize and perpetuate the
program.

The program, whichgrewout
of the Summit of the Americas'

planofaction, will turn out some
250 certified instructors.

2d

LATEST APPROVALS

Argentina
A $75 million idb loan from or
dinary capital and a syndicated
loanofup to $300 million to sup
port the five-year investment
program of Transportadora de
Gas del Sur S.A., one of the
country's two private sector natu
ral gastransportation companies.

A $10 million nc loan to
Hidronihuil S. A. of Mendoza

Provinceto help financean elec
tric power project.

An $8 million lie loan to
Curtiembre Arlei S. A. to help
finance the expansion and mod
ernization of the company's pro
duction facility in Las Toscas,
Salta, which will increase the
production of unfinishedhides.

Bolivia

A $4 million nc loan to bisa Leas
ing S.A. to provide small and
medium-sized companies with
medium- and long-term financ
ingvia leasing operations thatare
needed toacquireequipmentfor
productive purposes.

STEADY HANDS: Students in a silk-screen class at a school for

street children outside Rio de Janeiro get pointers from Pedro
Paulo de Souza (right), who is himself a former street kid. The
school, which offers traditional education and job training to
some 200 children, built a gym, four classrooms and the silk-
screen shop with the help of $300,000 extended through an
IDB-funded education and health care program.

Barbados

A $13 million idb loan to assist
in the developmentofa modem,
dependable and efficient waste
management system that pro
tects the environment and im

proves public health.

Brazil

A $1.1 billion idb loan, the larg
est in the historyof the Bank, to
Banco National de Desenvolvi-

mento Economico e Social to

support microenterprise and
small businesses (see article,
page 25).

A $250 million idb loan to im
prove housing in low-income
neighborhoods. The program
will finance approximately 70
projects, managed by selected
municipalities, that will benefit
70,000families by increasingac
cess to housing, improvingsani

tation, and regularizing land
titles.

A $24 million idb loan to support
the improvement of environ
mental qualityand the conserva
tion of natural resources.

A$25 million idb loan to support
democratic institutions through
the use of information technol
ogy andthe Internet.Theproject
willaim to improve communica
tion between elected officials
and the general public in legis
lative assemblies at the national,
state, and municipal levels.

Dominican Republic
An $8.96 million idb loan to
implement a decentralized de
velopment model in five prov
inces that will finance basic ser
vices forlow- incomegroupsand
make them more accessible.
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A $7.5 million nc line of credit
and another credit line of $12.5
million, this one to be funded by
international commercial banks,
to Banco Nacional de Credito,
S.A. to finance medium-sized, lo
cally owned companies in the
tourism and free trade zone sec

tors.

Ecuador

A $10 million nc loan to Banco
del ProgresoS.A. for on-lending
to eligible small and medium-
size companies.

Guatemala

A $1 million grant from the Ja
pan Special Fund to support
preparations for a project that
will assist low-income groups in
the country's Eastern region.

Haiti

A$22.5million Fund for Special
Operations(fso) loanto support
the firststageofa reorganization
of the national health system.

A $19.4 million fso loan to sup
port the first phase of the
government's investment project
to strengthen basiceducation.

Honduras

A $36 million soft loan from the
fso to improve health care.

A $10 million nc loan to Luz y
Fuerza de San Lorenzo, S.A. de
C.V. to help financethe construc
tion and operationof a 60-mega-
watt thermoelectric plant.

Nicaragua
A $65 million soft loan from the
fso and a $765,000 grant for
technical cooperation to
strengthen the financial system.

A $76.13 million loan from the
fso to support the strengthening
and modernization of the elec

tricity sector.

A $19.5 million idb loan from
ordinary capital and $19.5 mil
lion syndicated loan to the
TipitapaPowerCompanyfor the
country's first private sector
power plant under a new lawfor
the electricity sector.

A $4 million nc loan to Finan-
ciera Delta S. A. to support the
expansion of services to include
a leasing operation that will pro
vide financial alternatives for the

country's small and medium-
sized companies.

A$997,000 mifgrant to assist the
modernization ofcapitalmarkets
and attract investors.

Panama

A $2.5 million idb loan to assist
in developing a strategy to pro
mote private sector investment
in the tourism industry.

Peru

A $30 million idb loan and $1.6
million grant fromthe European
Union to support urban and ru
ral microenterprise.

A $2 million mif grant to assist
the creation ofa policyand regu
latory environment thatenables
private sectorparticipation in the
social security health system.

Aloanof687,471 European Cur
rencyUnits (Ecu) and a grant of
512,949Ecu from the European
Union Special Fund for Financ
ing of Microenterprises in Latin
America to four Peruvian ngos
involved in microfinance.

Uruguay
A $32.4 million idb loan to im
prove agricultural technology to
benefit small and medium-sized

producers and to improve the
sanitaryqualityverification pro
cess for animal based products.

Regional
A $4 million mif equity invest
ment in the Terra Capital Fund,
which will support small busi
nesses in South America that

have a positive impact on
biodiversity.

A$975,000 grant fromthe Japan
Special Fund and a grant of
$200,000 fromthe Fund for Spe
cialOperationsto strengthen the
ability of the CaribbeanCommu
nity to negotiate multilateral,re
gional, and bilateral trade and
economic initiatives.

A $1.5 million idb grant to the
Fundacion Mexicana para la
Salud (Funsalud) to create an in
ter-American network to pro
mote the use ofpolicy and mana
gerial instruments and analyt
ical methods for health system
reform.

A $10 million nc investment in
WestSphere Latin America Pri
vate Equity Growth Fund L. P.,
a diversified regional fund estab
lished in New York that will make

equity or equity-related invest
ments in medium-sized compa
nies located in Latin America.

NEED DETAILS?

To read press releases on
newlyapproved projects on
the Internet, go to:
www.iadb.org/exr/prensa/
releases.htm. For related

project documents, go to:
www.iadb.org/exr/english/
projects/projects.htm. IDB
Projects, a monthlylistingof
planned projects and pro
curement opportunities, is
on the home page under
"Business Opportunities."
For a sampleprinted copy,
call (202) 623-1397, or fax
(202) 623-1403. The Public
Information Center can

provide further information
at (202) 623-2096, or e-mail
Pic@iadb.org.
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Sweden and

Portugal set
up trust funds
SWEDEN HAS ESTABLISHED A SPE-

cial fund, to be administered by
the IDB, that will help finance
projects that strengthen democ
racyand the rule of lawin Latin
America and the Caribbean.

idb President Enrique V.
Iglesias and the assistant direc
tor general for LatinAmericafor
the Swedish International De

velopment Agency, Eivor
Halkjaer, signedan agreement in
September under whichSweden
pledges an initial donation of 8
million kronor for the fund. The

new "Swedish Technical Coop
eration Fund for Governance,
State Beform,and Civil Society"
will be used to finance consult
ing services for project identifi
cation, preparation, and evalua
tion; technical assistance for the
development of new legislation;
and the organization of consen
sus-building activities, such as
conferences, seminars and work
shops.

Additional activities that may
be financed are design and
implementationofpilotprojects,
trainingofhuman resources, and
diagnostic studies of current
policies.

Other Swedish trust funds,
administered by the idb, provide
resources for microenterprise
and small business, and other
activities. Sweden authorized 1.6
millionkronor earlier this year to
assista campaign to reduce and
prevent domestic violence in
Latin America and the Carib
bean.

THE PORTUGUESE GOVERNMENT

signedan agreement with the idb
to establish a fund with up to
$1.8 million in resources. The
fund will finance consultingser
vices for environmental and fea

sibility studies related to devel
opment projects in Latin
America and the Caribbean,
along with project preparation,
implementation and evaluation
activities. Seventypercent of the
funds will be earmarked for Por
tuguese-owned consultingfirms
and the remainder will be avail
able to the project host country.
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Facing Up to
Inequality in

Latin America

"May turn outto be one of
themost influential
reports on Latin America
in many years."

Moses Nairn, Editor,
Foreign Policy Magazine

'In-depth analysis reveals
the most serious problem
awaiting theregion in the
21st century and shows
what must he done to
correct it."

Cesar Gaviria,
Secretary General of the
Organization of American States

"Comprehensive docu
mentation. .. delves
deeply intocauses and
possible solutions."

Rudi Dornbusch,
Massachusetts Institute

of Technology

Thisyear's edition ofthe idb's report
on economic and social progress in
the region casts new light on the
causes of Latin America's gaping
economic and social divisions. It also
presents evidence thattheregion
hasauniquedemographic window
of opportunity for reducing
inequality. But thecountries must
act now before the window closes
shut.

For information on ordering,
contact the idb Bookstore, E0105,
1300 New York Avenue, N.W., Wash
ington, D.C. 20577. Or phone (202)
623-1753, fax (202) 623-1709, or e-
mail to idb-books@iadb.org.

2S

GAZETTE

IDB funds

regional health
policy network
THE FUNDACION MEXICANA PARA LA

Salud received a $1.5 million idb
grant to create an inter-Ameri
can network for health policy.
The network will support train
ingfordecision makers andtech
nicalpersonnel,with an empha
sis on the use of management
instruments and analytical meth
ods in the design of health sys
tem reforms in Latin American

and Caribbean countries. The
grant also will finance regional
and subregional seminars for
health sector officials that will be
carried out by the Inter-Ameri
can Leadership Forum on
Health, along with an Internet-
based clearinghouse of informa
tion on health system reformini
tiatives.

IDB issues first

euro bond
THE IDB IN OCTOBER LAUNCHED ITS

first bond issue denominated in
euros, the newcurrency that will
replace 11nationalcurrencies in
the European Union beginning
Jan. 1, 1999.

Nomura International was
the lead manager of the euro 30
million issue ($35,850,000),
which was launched under the
idb's Euro Medium-Term Note

Program. The bonds pay a 3.15
percent semiannual coupon and
will mature on Oct. 24, 2002.
The issue price was 99.98 per
cent. The net proceeds of the
transactionwill be swappedinto
dollar-denominated floating-rate
financing.

APPOINTMENTS

Joel Riley, seniordeputy manager
of the idb's Human Resources

and Administrative Services De

partment, has been named in
terim chief advisor in the Office
of the Executive Vice President,
in addition to his current duties.

Robert Kaplan, previously chief
advisor in the Office of the Ex

ecutive Vice President, has been

SWEET DREAMS: An employee at Dan IVIdveis, a metal furniture-
making business in Recife, Brazil, applies paint to a bed head
board. The business was started by Jose Sebastiao Filho, a
laid-off spray paint equipment factory worker who used two small
loans from an IDB-financed microcredit program to buy materials
and open a retail outlet for the furniture.

named chiefof the Environment
and Natural Resources Manage
ment Division within the idb's
Regional Operations Depart
ment 2.

Jeremy Gould, previously advisor
to the idb's Regional Operations
Department 3, has been named
idb Representative in Barbados.
He succeeds Pamela Williams,
who has been named a special
advisor to the Caribbean Devel
opment Bank.

Silvia Sagari, formerly chief of
the Infrastructure and Financial

Markets Division in the idb's

Sustainable Development De

partment, has been named se
nior regional operations advisor
forRegional OperationsDepart
ment 1.

Pietro Masci, who was chief of
the Cofinancing Division in Re
gional Operations Department 1,
will succeed Ms. Sagari.

Kyoichi Kato has been named
deputymangerof the idb's Mul
tilateral Investment Fund. He

previously held a number of se
nior positions at the Export-Im
port Bank of Japan, including
posts as regional representative
of the bank in Argentina and
Colombia.
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Lanusse examines the detail work on jeans produced in a Pelileo factory.

Reason for smiles in
Ecuador's blue city
BY PETER BATE

WHEN JOSE ANTONIO LANUSSE FIRST

arrived in Pelileo, a town of
12,000 people in the mountain
ous Sierra region of central

Ecuador, there were hardly any proper but
tonholes.

What would be an

inconvenience for
most places was an
economic hardship
for Pelileo, be
cause its main in

dustry is manu
facturing denim

•

clothing. In fact, the town issoidentified with
the denim industry that it is known as "la
ciudad azul" (Spanish for blue city) for its
thousands of pairs of blue jeans drying on
roofs.

At that time, most of the modest work
shopsand smallfactories made buttonholes
bycutting small slitsin the trousers, a crude
technique that condemnedtheir products to
a short lifebefore they started fraying. Only
one medium-sized maker owned a button
hole sewing machine, and he was not about
to help his competitors by sewing button
holes for other firms. (However, a disloyal
watchman at the factory surreptitiously used
the coveted machine to make buttonholes for
other manufacturers, but his fees were too
high for most potential clients.)

What was a headache for Pelileo's jeans
makers was a golden opportunity for
•Lanusse, an Argentine lawyer who runs
insotec, a nongovernmental organization
that provides business developmentservices
for small and microenterprises in Ecuador.
His plan was to introduce sorely needed
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technology into Pelileo's textile industry.
In 1994 insotec used funds from an idb

soft loan to buy a buttonhole machine and
installed it on the floor of its business ser
vice center in Pelileo. It charged jean mak
ers 10 cents a buttonhole and disseminated

information about the real cost and the

source of this technology.
Today there are about half a dozen simi

lar machines in the town. The cost of mak
ing a buttonhole has dropped, garment
quality has improved, andsohave the prices
fetched by Pelileo's products.

Soon realizing that the buttonhole busi
ness could not remain profitable for long,
insotec moved into new activities, such as
embroideryworkand bulkpurchasingof raw
materials, and plans to move into new areas,
such as stone washing of fabric. It also has
organized business missions to cities in
neighboring Colombia so that local manu
facturers can see how more modern facto

ries are run.

Created in 1980 as a social and economic

researchinstitute, insotec gradually focused
its mission and set itself achievable, measur
able goals. Lara Goldmark, an idb microen
terprise specialist, credits insotec's
successful transformationto its emphasison
human resource development, a first-rate
managementinformation system and a mar
ket-based product development strategy
which regards all of its services and offices
as profit centers.

"insotec drives home the idea that busi
ness development services for micro-
enterprises can be for-profit, sustainable
activities," she said.

Lanusse himself attributes insotec's suc
cess to the discipline imposed on it by sup
porters such as the idb and usaid, which
insisted that beneficiaries be billed for ser
vices. "We found what services micro-

entrepreneurs reallywanted by seeingwhat
theywerewilling to payfor," he explained.

In Ecuador's blue city, jeans mean jobs.
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FINAL FRAME

EVERYONE SAY "CHEESE": Indigenous grade school students in Opoqueri, Bolivia, show off sheep they have "branded" with tradi
tional ribbons. At school, they receive instruction in their native Aymara language through an IDB-financed program.

Inter-American Development Bank
1300 New York Ave., N.W.
Washington, D.C. 20577


