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Closing the book
on the ‘lost decade’

The 1980s have been called Latin
America’s “lost decade,” a charac-
terization that was not contradicted
by the region’s economic perform-
ance in 1989.

According to the IDB’s Annual
Report, economic growth in Latin
America and the Caribbean last year
was a disappointing 0.7 percent, re-
peating the pattern of 1988 and
bringing overall expansion of gross
domestic product (GDP) for the dec-
ade to slightly less than 12 percent.
Factoring in the region’s continued
rapid population growth, per capita
GDP during the 1980s declined by
approximately 8 percent, regressing

1978 levels.

. Iying results. But the composite
picture is made up of some widely
varying country results. Some
economies emerged from the 1980s
quite well. Chile last year posted an
8.5 percent growth in GDP, thanks
in large part to strong exports and
high levels of fixed gross investment.
Paraguay'’s growth rate of 5.6 per-
cent was due to expansion in the
country’s agricultural sector. Costa
Rica, Guatemala and Suriname
grew by around 4 percent, while Co-
lombia and Barbados had growth
rates of around 3.5 percent. Brazil
and Mexico grew at about 3 percent.

At the same time, many of the
countries experienced almost no
growth last year, and economic per-
formance was sharply negative for
some: -14 percent for Peru, -8.1
percent for Venezuela, -5 percent for
Argentina and Panama, and -3.2
percent for Nicaragua.

Almost all of the countries have
made serious attempts to carry out

icroeconomic adjustments that

: expected to pay dividends in the
future, according to the report.

The region’s economies last year
were held back by a combination of
inflation, an only modest expansion

of exports and the still unresolved
debt problem.

In spite of what the report called
“determined efforts” to control infla-
tionary pressures, the region’s aver-
age inflation rate rose for the third
consecutive year. Argentina’s large
fiscal deficit and explosive internal
debt fueled inflation in that country.
Brazil is threatened by hyperinfla-
tion. In Peru, inflation reached an
historic high at mid year, and aver-
aged 3,000 percent for the year as a
whole. In many countries, expecta-
tions of continued and increased in-
flation left both nominal and real
domestic interest rates very high.

Some economies emerged

Jrom the 1980s quite well.

The result has been to dampen local
investment.

Latin America last year posted an
estimated 7.5 percent growth in the
value of export earnings for the year.
This was lower than the 10 percent
growth in export value of all devel-
oping countries, suggesting that
Latin America has a significant un-
realized potential for export growth,
according to the Annual Report.

Debt problems persist. Last year's
high international interest servicing
rates exacerbated the countries’
debt problems. The interest servic-
ing obligations on the region’s debt
in 1989 came to almost $0.23 of
each export dollar earned. This was
down slightly from the year before,
but was still significantly above the
ratio of 1987.

“Latin America’s debt-service ratio
continues to greatly exceed that of
any other developing region,” states
the report, “and limits the resources
that the countries can channel to
other areas to sustain their eco-
nomic growth.”

Latin America’s success in
achieving sustained overall growth
in the 1990s will depend on improv-
ing the region’s competitiveness and
its export performance, concludes
the report. While export perform-
ance will depend considerably on in-
ternal measures, a favorable inter-
national environment is also essen-
tial. In particular, a successful out-
come of the Uruguay Round of
multilateral trade negotiations
would give the countries both an in-
centive to open up their economies
and an opportunity to expand ex-
ports. More export earnings, com-
bined with debt relief measures, are
essential to enable Latin America to
rebuild its economies and social in-
frastructure.

If this scenario does not take
place, warns the IDB report, the de-
clining living conditions endured by
large numbers of the region’s people
during the 1980s will continue into
the 1990s.

— the editor




AGRICULTURE

The paradox of

subsidized credit

it was meant to help, but it probably hurt

by Luis R. Zavaleta

F or three decades, the region’s
governments, in partnership
with international development
agencies, have carried out programs
representing an investment of many
millions of dollars to provide farmers
with credit at subsidized interest
rates. It seemed like a good idea at
the time. But now, taking stock of
the results, it appears that the ob-
jectives of subsidized credit pro-
grams have not been met. On the
contrary, the policies and the means
used to implement them may have
backfired, actually worsening the
conditions they were supposed to
have improved.

This does not deny governments a
role in providing rural credit. But
particularly during the present eco-
nomic crisis, we must consider
changing key policies and instru-
ments that affect capital markets:
credit policy, interest rates, and fi-
nancial institutions. Taking such a
fresh look at rural capital markets
will be the first step in truly foster-
ing rural and agricultural develop-
ment—in spite of the present finan-
cial crisis and without adding fur-
ther to the region’s already burden-
some debt. Moreover, savings mobi-

| lized in rural areas can provide at

least part of the financial resources
needed for future rural development.
When farmers need financing to

plant crops, introduce new ones, or

expand production, they have two

basic options: the informal financial |

markets, or their formal counter-
parts.
The informal markets are impor-

Luis R. Zavaleta, of PerLL is an agn
cultural economist with the Inter-
American Development Bank.

| tant suppliers of credit throughout

much of Latin America. In Peru, for
example, the network of suppliers,
middlemen, truckers, loan sharks
and family and friends making up
the informal sector is believed to be
the country’s most important source
of farm credit.

Its freedom from cumbersome

| regulations gives farmers relatively
| free access to financial agents and
| to financial resources at low trans-

| action costs. The informal markets'

major shortcoming is their inability
to match short-term availability of
funds to long-term investment
needs. However, the potential of in-
formal markets cannot be underesti-
mated when considering future fi-
nancial policies, as we will see.

hereas the informal financial
markets have developed on

| their own, their formal equivalents

have been created as part of govern-
ment policy.

For many years, economists have
assumed that income in rural Latin
America is so low—one-fifth of ur-
ban income—that sufficient capital
accumulation could hardly be ob-
tained through incentive mecha-
nisms for rural savings. Moreover,

| private banks are loath to set up op-

erations in rural areas because of
the specialized knowledge agricul-
tural production entails and the un-

| controllable natural factors to which

it is subjected, such as weather, dis-
eases and insect pests. In general,
private banks have limited their ag-
ricultural credit operations to cer-
tain large farmers and exporters, or

| for short-term investments.

The governments’ answer was to
transfer resources from the central
government, the banking system,
and multilateral institutions, and

|
\
|
|
|
|
|

| disburse it through agricultural de-
' velopment banks under a policy of

promotional credit with subsidized
interest rates. The resource trans-
fers would achieve three major
goals:

» Make up for a shortage of me-
dium- and long-term investment fi-
nancing.

» Compensate farmers for adverse
macroeconomic policies, for ex-
ample, price ceilings on agricultural

Rural savings can provide
at least part of the re-
sources needed for rural
development.

products, export taxes, overvalued
exchange rates, etc.
» Serve a social function by helping
to raise rural incomes and bring
about a more equitable distributio
of wealth.

Although the importance of the
agricultural development banks has
varied greatly from country to coun-




| Farmers line up for loans at a branch
office of Colombia’s agricultural de-
| velopment banl.

. for crops included in price support
programs, for crops with assured
| marketing programs, and for export
crops.

' Such credit was intended to pro-
mote investment and raise produc-
tion in the agricultural sector. But
| this goal has not generally been
| achieved. For example, Peru’s Agri-
' cultural Bank directs some 90 to 95
percent of its funds to finance short-
term operations in crop production
and to a much lesser extent market-
ing. Only 5 to 10 percent is for in-
vestment financing.

Although low interest rates may
increase aggregate investment for
the economy as a whole, subsi-

Subsidized interest rates
' do not necessarily induce
_farmers-to invest in new

technologies. |

1 dized interest rates for agricul-

try, and even among areas within ties, this loss was not necessarily ture will not necessarily induce
countries, similarities in their per- | compensated by the agricultural de- | farmers to invest in or adopt new
formance have been striking. velopment banks. | technologies. Nor will it influence a

‘ \ Another effect of setting interest ‘ farmer to produce a nonprofitable
he dominant feature of the agri- | rates below the market equilibrium | crop. Instead, the farmer will invest

cultural development banks | has been to generate an excess de- ‘ these fungible resources where the
throughout Latin America and the | mand for credit, which could only be | expected financial return is greatest,
Caribbean has been their use of resolved through some form of non- | which is oftentimes outside of the
subsidized credit. market rationing procedure. Credit, | agricultural sector. It is very diffi-
Determining interest rates by | therefore, has been made available | cult and costly for the government
regulation rather than by market ‘ on the basis of such criteria as a lender to trace substitutions among
conditions has had a number of | borrower's minimum annual wage, | own and borrowed resources. Like-
negative effects. For one thing, it ' outstanding debt balance, size of | wise, restricting the loans to inputs
has given rise to distortions in the | farm, net agricultural assets, gross in kind, such as fertilizer or seed,
pricing mechanism of financial mar- \ agricultural assets, annual family | does not resolve the problem.
kets. Interest rates have been de- income, total assets, net annual in- | Farmers can allocate these inputs to
nied their key economic role of pro- | come, per capita income, total net ‘ other crops or sell or barter them.
viding a measure of the cost of | assets, fixed assets, etc. In addition, Encouraging farmers to adopt
money and their function of “clear- there was often a loan ceiling for | high-yielding capital-intensive tech-
ing the market.” Moreover, these each crop (in many cases equal to | nology by providing credit for this
regulated low interest rates have some percentage of the total costs of | purpose may run counter to the
discouraged private financial insti- production) per hectare cultivated.  farmers’ legitimate reasons for not
utions from serving rural markets | Depending on the risk perceived in | adopting this technology in the first
subjecting them to what amounts | the production of a crop, the per- place. For example, the new technol-
unfair competition. The few pri- | centage loaned could also change: | ogy may not be appropriate given
vate banks that were operating in | the higher the risk (as in the case of ‘ existing market conditions, such as
the rural communities were forced | small-farmer subsistence crops), the | widespread labor unemployment.
to retreat to urban areas to remain lower the percentage financed. In ' Promoting these technologies
profitable. For the rural communi- general, the percentage was higher | (next page please)
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(from previous page)
through subsidized credit only leads
to further inefficient allocation of re-

sources.

Finally, farmers are reluctant to
adopt technologies dependent on
imported inputs or unreliable do-
mestic supply. In these cases, ap-
parent hesitancy in adopting “ad-
vanced” technologies simply reflects
their reluctance to increase produc-
tion risks. Providing subsidized
credit will not remove these prob-
lems or decrease the risks. It will
simply divert the attention of policy-
makers from the real problems.

ubsidized interest has also

failed to provide significant so-
cial benefits. While agricultural de-
velopment banks are by far the most
visible financial institutions in rural
areas, their impact on the rural sec-
tor has been highly selective. The
credit they extend benefits only 7 to
15 percent of agricultural produc-
ers, according to IDB estimates. The
majority of farmers must continue
to depend on informal markets.

Providing subsidized credit to

such a small segment of the farming
population cannot compensate for
the adverse consequences of macro-

economic policies such as price ceil-
ings on foodcrops and appreciated
currencies. Moreover, the larger the
interest rate subsidy, the greater the
benefits accruing to the larger bor-
rowers, and the smaller the volume
of credit and subsidies provided to
the small farmers. Large farmers
use their extensive assets as a guar-
antee to obtain large loans, and
therefore large subsidies. In Colom-
bia, for example, resources mobi-
lized by the Agricultural Financing

The larger the interest rate
subsidy, the greater the
benefits for large-scale
farmers.

Fund and the Agricultural Bank
have been directed toward cash
crops, such as rice, cotton, soy-
beans and sorghum, which are
grown by large farmers, and away
from peasant crops. In this way,
rather than improve the distribution
of income, the policy of subsidized
credit has exacerbated the inequi-
table distribution of wealth. More-
over, payment of interest is only a
part of the cost of obtaining a loan.

Other costs such as paperwork,
travel time to and from the lending
institution and bribes can be equally
important and particularly burden-

some for the small farmer.
L ow interest rates also have had
a devastating effect on the abil-
ity of the development banks to mo-
bilize resources. The low interest
rates they must offer to rural de-
positors amount to a form of taxa-
tion and results in a disincentive to
save. As a result, the publicly-sup-
ported credit agencies have had to
adjust their lending to the limited
supply of outside loans and trans-
fers. In many cases operating losses
have forced the agencies to rely on a
flow of subsidies to stay alive.

Even worse, when nominal inter-
est rates fall below the inflation rate.
financial institutions may be unab
to cover their transaction costs.
This can jeopardize their very sur-
vival, particularly since publicly
supported credit agencies have
higher costs due to the wide spec-
trum of business endeavors and
geographic areas covered, the small
size of each farm loan, the required
technical supervision, and the risky
nature of agricultural production.
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BOLIVIA

Taking aim at
interest rates

Bolivia’s farmers will not
be the only beneficiaries of
a new IDB-funded agricul-
tural credit program. The
nation’s financial system

tions.

than the opportunity cost
of capital. In addition,
subsidized credit undercut
other financial institu-

Since 1987, all IDB-fi-
nanced lines of credit have
been consistent with the
cost of mobilizing long-
term resources on the

not fall below the average
interest rate on savings in
Bolivian currency.

The result will be a uni-
fied financial market, in
which the cost of external
funds obtained by the gov-
ernment is tied to the cost
of mobilizing resources in
the domestic market. The

stands to gain as well. domestic financial mar- program’s funds will flow
Before 1985, govern- kets. In the new program, | towards the most efficient
ment-run agricultural the interest rate charged firms and investments,
credit programs in Bolivia | will be tied to the LIBOR which offer the greatest
lent at subsidized interest | rate of the day; the finan- expected returns. Saver
rates. The result was lim- | cial market therefore will for their part, will deposi.
ited benefits for small- reflect in part the actual their money with financial

Irrigating alfalfa in
Cochabamba, Bolivia.

scale farmers and support
for projects whose inter-
nal rate of return was less

cost of raising funds on in-
ternational markets. More-
over, the interest rate can-

institutions that likewise
offer the greatest expected
return.




D espite this past record, the gov-
ernment does have a role to
play in providing credit for rural de-
velopment—if changes are made in
policies and program operations.
These changes would include the
following:
» Probably most important, agricul-
tural development banks should de-
centralize their decision making
process. The banks’ primary pur-
pose in offering subsidized credit
has been to finance the government
agricultural development and pro-
duction plans. Efficiency and long-
term sustainability were only secon-
dary goals. The banks must re-
spond to a broader set of priorities,
particularly, the financial needs of
both savers and borrowers. In every
case, commercial, not program-
matic, considerations should be
1phasized in lending decisions.
. Guarantee requirements for ob-
taining loans could be substituted
by other requirements, such as a
better knowledge of borrowers, or
lending based on the farmers’ ca-
pacity for repayment. This would
give smaller, poorer farmers more
access to the available credits.
» Banks should adjust their repay-
ment schedules to the cycle of agri-

Agricultural development
banks must respond to
the financial needs of both
savers and borrowers.

cultural production and be more
flexible if repayment delays are be-
yond the borrower’s control. They
should take into account the unpre-
dictability of the weather, problems
derived from insolvency of some gov-
ernment agencies at harvest time,
ete.

» Research should be carried out to
explore the potential of rural finan-
cial markets for handling resources
from noninstitutional sources. For
example, formal institutions could
utilize informal lenders as rotating
savings and credit associations as
financial retailers at the grass-roots
level. Or these same savings asso-
ciations could establish their own
banks.

» Rural financial markets should
balance short- and long-term lend-
ing, and loan portfolios should be
diversified among economic groups
or regions. Institutions should strike
a balance between savings and ex-
ternal resources, so that they will
not be overburdened by the latter.
Although development banks were
designed to take advantage of large
economies of specialization and
scale, experience has shown that
economies of scope are most impor-
tant.

|
U ¥ —

nother conclusion that can be

drawn from the experience of
rural credit programs is that efforts
to reform rural financial markets
can succeed only in the context of a
suitable macroeconomic environ-
ment: policies that bring about a
low and predictable rate of inflation
while preventing major fluctuations
in economic activity.

Furthermore, interest-rate and
exchange-rate policies must be con-
sistent with one another. Domestic
interest rates should exceed interest
rates abroad by the expected cur-
rency depreciation. Otherwise, sav-
ers will transfer their savings
abroad, as has been happening
since the early 1980s in the region as
a whole.

The goal of reforming the rural fi-
nancial markets is fully attainable
and depends on the adoption of the
same kinds of sound economic prin-
ciples as those that are being used
to address the region’s broader eco-
nomic problems. Doing so will un-
leash the creative and financial re-
sources of rural people throughout
Latin America and the Caribbean
and bring about a renewed period of

| growth and social justice.
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Growing beans in the
Dominican Republic.

DOMINICAN REPUBLIC
Turning skeptics
into believers

The agricultural develop-
ment bank of the Domini
can Republic, BAGRI-
COLA, has shown how
fresh thinking and a new
approach can be used to
mobilize rural savings
even despite unfavorable
economic conditions.

During the 1970s,
BAGRICOLA grew to rely
on external funds for its
lending resources. Then,
with the start of the

1980s, the funds dried up.

e

So BAGRICOLA set it-
self on a new course: it
would obtain its lending
resources by mobilizing
deposits in the rural ar-
eas. The plan was at first
greeted with skepticism.

Nevertheless, by Sep-
tember 1985, all but two
of the bank’s 31 branches
were accepting deposits.

The results of the de-
posit mobilization cam-
paign disproved the idea
that low income levels in
rural areas must mean an
insignificant demand for
depository services.

By November 1987,
68,485 savings accounts

had been established,
about twice the number of
loans BAGRICOLA had in
its portfolio.

BAGRICOLA’s remark-
able growth did not take
place at the expense of
other banks. BAGRICOLA
did not have competitors
at most locations. More-
over, it offered its deposi-
tors interest rates compa-
rable to those offered else-
where. Finally, many of
the bank’s clients were
first-time depositors in the
financial system, making
it very unlikely that any
switching occurred from
existing banks.




ADJUSTMENT

Paying the costs,
reaping the benefits

Will Latin America turn it around?

by Margaret Daly Hayes

Ithough the events in Eastern

Europe have grabbed the head-
lines, profound changes are also
taking place in Latin America. The
countries have achieved an impor-
tant consensus on the roots of their
economic problems and the meas-
ures needed to address them.

Continued pursuit of sound poli-
cies and adjustments could well
bring about a new decade of pros-
perity: this was the conclusion of
businessmen, bankers and policy
makers gathered in London for the
Third International Herald Tribune/
Inter-American Development Bank
Conference on Latin America. The
theme of the February 22-23 meet-
ing was “Latin America in the
1990s—How New Administrations
Will Meet the Challenges.”

The Latin American partici-
pants—from Mexico, Argentina, Bra-
zil, Uruguay and Bolivia—spoke
with a united voice about the need
to make fundamental changes in
their economies.

“We no longer argue about
whether to change or not, but what
changes to undertake now,” ob-
served economist Guido di Tella,
Argentina’s ambassador to the
United States. Similarly, Mexican
Finance Minister Pedro Aspe noted
that while structural reforms have
short-term costs, they also have
long-term benefits. “If you postpone
the costs, you also postpone the
benefits,” he said.

Mexico is a good example of the
benefits that flow from reforms. Af-
ter five years of rigorous belt-tight-
ening, stated Finance Minister Aspe,

Margaret Daly Hayes is the extemdl
relations advisor of the IDB.

Mexico in 1989 posted a 3 percent
increase in its GDP growth rate and
a 9 percent decline in public spend-
ing. The inflation rate dropped from
160 percent in 1987 to less than 20
percent in 1989.

The country’s success came as a
result of a vigorous adjustment pro-
gram consisting of moves to open up
the economy, privatize state-held
companies, reform the tax system,
deregulate the private sector, liberal-
ize the domestic market and renego-
tiate the debt.

Four years ago, Mexico was
largely a closed economy. Ninety-two

‘We no longer argue about
whether to change, but
what changes to under-
take now’

percent of the country’s trade was
regulated, tariffs averaged 47 per-
cent, with a maximum tariff of 300
percent. Today, noted Mr. Aspe, the
average tariff is 9 percent and the
maximum is 20 percent. Import per-
mits and licenses are no longer re-
quired. The private sector bore the
burden of these adjustment meas-
ures, and “they’ve been pretty good
about it,” said Mr. Aspe. While im-
ports did rise following deregulation,
they are now leveling off. On the
other hand, non-oil exports showed
a 300 percent increase in five years,
and 70 percent of Mexico’s exports
today are non-petroleum products.

In the area of privatization, the
Mexican government so far has sold
273 firms, among them the national
airline Aeromeéxico. Since the sale,
Aeromeéxico has grown 15 percent
per year and turned a profit for the
first time in 27 years.

Mexico’s goal in tax reform is to
generate revenue by broadening the
tax base. In the past, Mexico had
high individual and corporate tax
rates, but low revenues. Now its tax
rates are lower, but many more
companies and individuals are on
the tax roles. Tax forms have been
simplified, audits are being taken
seriously, and tax havens that once
permitted 16.8 percent of the na-
tional product to escape taxes have
been eliminated.

exico is courting foreign

investment through a broad-
based liberalization of rules. Two-
thirds of Mexico’s non-banking ac-
tivities are now open to foreign in-
vestment. Deregulation also has
made the domestic economy more
efficient and cost effective. For ex-
ample, the average trucking rates
dropped 28 percent in the week af-
ter deregulating the industry, said
Mr. Aspe.

On the matter of the debt, Mr.
Aspe said succinctly: “we got our
deal.” The recent agreement’s $7
billion in enhancements and $15
billion in debt reduction will mean a
4 percent drop—from 6 percent to 2
percent—in net transfers in the
1990s and a decline in the debt to
GDP ratio from 60 percent to 40
percent. Without the debt package,
noted Mr. Aspe, some of the reforms
that Mexico has undertaken could
not have been carried out. Adequate
offers for Mexicana de Aviacion
came only after the debt agreement,

| as did 87 percent of the $2.7 billion

in capital repatriations and $2.6 bil-
lion in foreign direct investment.
The debt package was a welcome
development for investors and bank-
ers. The Mexican government re-
cently returned to the international
capital markets, and Mexican corpo-
rations are going to the market to fi-
nance their own operations.
Adjustment measures are also
turning the tide for Uruguay. More-
over, stated Finance Minister Ri-
cardo Zerbino, adjustment and
growth policies need not be contra-




dictory; they can just as well be
complementary.

Over the past five years, Uru-
guay's GDP has grown 15 percent,
with real growth occurring each year
according to Mr. Zerbino. Exports,
encouraged by a competitive ex-
change rate, expanded by 80 per-
cent from 1986 to 1989. Private sec-
tor investment has increased, un-
employment fell from 14 percent in
1984 to 8.5 percent in 1989, and
real wages rose by 30 percent over
the five-year period.

The country’s total debt, while
still a constraint on the economy,
has fallen as a proportion of both
GDP and exports. Uruguay began to
negotiate a Brady Plan package with
its creditors in early 1989 and in
August returned to the international
financial markets with a private

'acement in the Japanese bond
arket.

n 1985 it seemed that only a

miracle could save Bolivia from
the ravages of hyperinflation. The
country’s remarkable turnaround
since then, according to Planning
Minister Enrique Garcia Rodriguez,
came as the result of cooperation
between political parties, the private
sector, labor unions, the church, the
military and, above all, the country’s
citizens. Inflation dropped from a
high of 28,000 percent in 1985 to
less than 16 percent in 1989. GDP
has begun to expand, although per
capita GDP remains well below 1980
levels. In 1990 Bolivia will try to
complete the repurchase of its com-
mercial bank debt.

“The Bolivian experience suggests
that successful adjustment and sta-
bilization involve taking very difficult
decisions,” Mr. Garcia Rodriguez
told the conference participants. It
means “maintaining discipline and
consistency in economic policy man-

fement, and having the appropri-

e political backing as well as the
support and tolerance of broad seg-
ments of society. It also involves se-
vere suffering and hardships that
must be ameliorated in the short

Mexico’s GDP grew at 3
percent last year while its
public spending dropped
9 percent.

term and rewarded in the medium
term.”

Like the Latin American minis-
ters, the banking community repre-
sentatives were in agreement on
their future relations with the re-
gion. Commercial banks, they said,
will be involved in Latin America—
but differently. The 1980s gave the
banks a sobering lesson on the lim-
its of their proper role in sovereign
lending. “Balance of payments sup-
port and deficit financing are not
appropriate roles for commercial
banks,” conceded Anthony Loehnis,
vice chairman of Britain’s S. G. War-
burg & Co. Ltd. Martin Murtfeld,
Deutsche Bank senior vice presi-
dent, argued that commercial banks
in the near future will limit their
Latin American operations mainly to
trade and project financing, co-fi-
nancing with members of the World
Bank and IDB groups, and lending
to the private sector.

As to the question of continued
donor country support for Latin
America, Japanese Finance Ministry
special advisor Toyoo Gyoten sum-
marized their position as follows:

“A politically stable and economi-
cally prosperous Latin America is
crucial. . . regardless of other
events,” he said in a veiled reference
to the emergence of Eastern Europe.
In Japan, he continued, Latin Amer-
ica is becoming an increasingly im-
portant element in government
policy.

Despite the disappointing out-
come of the 1980s, Latin America
can well take pride in its long-term
economic performance. OECD De-
velopment Centre President Louis
Emmerij reminded the conference
participants that “GDP growth in
Latin America averaged 3.8 percent
per annum during the first nine dec-
ades of the 20th century against
less than 3 percent for the OECD
countries, 3.3 percent for the USSR
and 3.2 percent for Asia.”

But the long view also reveals key
weaknesses in the areas of weak-
ness in the region’s past economic
management. Among the most diffi-

cult economic decisions a country
must take, stated Mr. Emmerij, in-
volves the crucial issue of timing:
when to shift its economic develop-
ment strategy and when to start the
process of adjustment. Most of the
conference participants agreed with
Mr. Emmerij’s verdict that “part of
Latin America’s economic problems
stems from errors of judgment in
these two issues.” Latin American
leaders failed to heed signs of the
need to change in the post-1973 oil
crisis period. As Mexico's Aspe
rued, “We thought that high oil
prices and low inflation were a per-
' manent state of affairs. But it
‘ turned out that the opposite was
true.”

n his summary of the meeting,

IDB President Enrique V. Iglesias
found broad agreement on the part
of Latin American participants that
the cause and nature of the region’s
economic problem are known and
there is agreement on what to do.

Latin America will com-
pete _favorably with East-
ern Europe for future in-
vestment resources.

The European participants agreed
on a number of points: that the in-
ternational community must play a
role in the debt problem; that the
public sector remains committed to
| Latin America; that private sector
investment is crucial and commer-

| cial banks will work through the pri-
| vate sector to stay involved in the
region; and that a successful out-
come of the Uruguay round of trade
talks is crucial.

Finally, while Eastern Europe is
today’s “big news,” the profound
changes taking place in Latin Amer-
ica deserve equal recognition, ac-
cording to Mr. Iglesias. Overseas
investors take note: Latin America
can compete favorably with Eastern
Europe for future investment re-
sources.
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Springboard to the 1990s

The IDB sharply boosted its loan
approvals last year while laying the
financial, policy and organizational
groundwork for a stronger institu-
tion, according to the Bank’s 1989
Annual Report.

The Bank approved 36 loans dur-
ing 1989 totaling $2,618 million.
This was the highest amount since
the $3 billion approved in 1986.

The largest share of the Bank’s
lending—28 percent—was extended
for energy projects. About 22 per-
cent will help increase agricultural
production, 19 percent will finance
social infrastructure investments,
13 percent will finance transporta-
tion and communications infra-
structure, and 15 percent is ear-
marked for industry and tourism
projects.

Other 1989 highlights were the
following:

» $61 million in technical coopera-
tion approved, including both grant
and contingent recovery operations.
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The figure was the highest in the
Bank's history.
» $8.1 million approved for 19 proj-
ects in the Bank’'s Small Projects
Program.
» $1,222 million in loan repay-
ments.
» The equivalent of $1,983.6 million
in 11 individual borrowings in the
world’s capital markets. This was
more than double the previous
year’s borrowings.

The Bank’s Annual Report is
being reviewed by the institution’s
Board of Governors at its 31st an-

| nual meeting in Montreal, Canada.

A new Bank. The 1989 Annual Re-
port also summarizes the major
steps the Bank took last year to in-
crease its resources and adjust its
policies and organization to meet the
region’s needs in the present dec-
ade.

These measures, which have been
reported in previous issues of The
IDB, include the following:

» An agreement on a $26.5 billion
increase in Bank resources, which
went into effect on January 17 of
this year. The increase will enable
the Bank to lend $22.5 billion in the
period 1990-93.

A man with an answer: students at the Central American Institute of Business Administration decide how a failed
firm can regain its health. The school set up a business economics program with the help of an IDB loan.

| motion Division.

| entrepreneurs

» A new thrust for Bank programs
under the resource increase, includ-
ing the introduction of sector lend-
ing; strengthening Bank activities in
the fields of environmental protec-
tion, support for women, and micro-

» Increasing the maximum percent-
age of foreign exchange that the
Bank can lend for a given project.

» A termination program designed
to reduce staff, increase staff mobil-
ity, and open the way for the recruit-
ment of new talent.

» Changes in the IDB’s organiza-
tional structure. Included were
moves to strengthen the Plans and
Programs Department’s ability to
program the Bank's operations and
to conduct policy dialogue with its
member countries in macro and
sector analysis. A strengthened Fi-
nance Department will enable the
Bank to operate effectively in the
world capital markets at the much
higher levels contemplated under
the new resource increase. New
units created in the Bank include
Sector Lending and Policy Divisiona,‘
a Division of Environmental Protec-
tion, a Microenterprises Division
and a Cofinancing and Export Pro-




Low-income benefits. An analysis
of the distributive impact of the
Bank’s 1989 lending shows that
low-income people will obtain 49
percent of the benefits of last year's
lending, according to the report.

A basic policy adopted by the
Bank’s Board of Governors man-
dates that about half of the re-
sources the IDB lends in each four-
year replenishment period must di-
rectly benefit low-income people.
The methodology the Bank devised
to determine the distributive impact
determines how many benefits, and
what proportion of each benefit, ac-
crue to low-income groups. A low-
income level benchmark is defined
in cooperation with each borrowing
country.

The Annual Report also noted the
Board of Director’s approval last De-

:mber of a new methodology for

dculating the Bank’s lending rate
on its ordinary capital loans. The
new Pool Based Variable Lending
Metholodogy uniformly adjusts
interest changes applicable to the
outstanding balance on all loans
made under it, not solely to dis-
bursements, as was previously the
case. As a result, all borrowers
share equally the costs and benefits
of changes in the lending rate.

Reciprocal benefits. The Annual
Report also presented figures on the
amount suppliers benefited from
providing goods and services for
Bank-financed projects in 1989. A
total of 607 contracts amounting to
$614.7 million were awarded for
firms in 33 member countries in
1989. Disbursements in convertible
currencies for purchases of goods
and services totaled $2.3 billion last

| year, of which borrowing member

countries received $1.3 billion and
non-borrowing countries received
the remaining $949 million.

These disbursement figures re-

:ct only the initial round of pro-
curement. They do not measure
amounts received by subcontractors
or the secondary and tertiary impact
of the Bank loans.

[

| Loan for Argentina: Signing are Al- ‘

1989

Support for the

private sector
Operations for $14.85 million

The Inter-American Investment Cor-
poration last year approved $14.85
million in loan and investment op-
erations to help finance projects
worth $51.6 million, according to its
1989 Annual Report.

The projects, which were the first
approved by the Corporation after
becoming operational last October,
are being carried out by private
firms in Argentina, Brazil, the Do-
minican Republic, Mexico and Uru-

guay.

berto José Mangiaterra, of Argenti-
na’s Terminal 6 S.A., and Corporation
General Manager Gunther Muller.

In addition, the Corporation had ‘
nine other operations under consid-
eration at the end of the year. These
represent possible loan and capital
investment commitments totaling
$33.9 million.

The Corporation, which is the
merchant banking affiliate of the
IDB, grants medium- and long-term
loans and makes capital invest- ‘
ments in private enterprises in Latin
America and the Caribbean.

The Corporation’s Board of Gover-

nors will review the Annual Report
at its Fifth Annual Meeting, which is
being held in Montreal, Canada,
April 1-4.

Also in 1989, the Corporation laid
the groundwork for an ambitious
program of future activities. By
year’s end it had established con-
tacts with private sector groups in
all of its member countries, evalu-
ated markets for its services, and
identified approximately 200 proj-
ects for discussion and analysis.

The Corporation also has carried
out discussions with government of-
ficials from various Latin American

' countries on possible collaboration

in the privatization of public enter-

| prises. Opportunities were also

identified for restructuring private
companies and for advising on ways
to stimulate new flows of external
investments into the region.

Other activities included studies
and arrangements to participate in
external debt conversion operations
that will tie private sector transac-
tions to reductions in the public
debt, particularly intra-Latin Ameri-
can debt.

In the area of fund mobilization,
the Corporation obtained a commit-
ment in principle from the Dutch
ABN Bank to cofinance a project
presently under way in Brazil.

The right moment. Last year was
a propitious time for the Corporation
to begin activities, noted the Annual
Report. The deepening economic cri-
sis and other factors led many Latin
American governments to adopt eco-
nomic policies anchored in free mar-
kets and openness to the external
world. The region also has begun to
revaluate the role of small- and me-
dium-scale enterprise—including
those in the informal sector—in cre-
ating jobs, providing goods and serv-
ices, and decentralizing economies.
“The private sector gained wide-

| spread public support as well as

support from Latin American offi-

| cials with widely varying social ob-
| jectives and ideologies,” stated the

Corporation report.
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More changes
in Bank staff

Appointments to fill key
positions throughout the
Bank were announced re-
cently.

Sebastiao Marcos Vital
has been named Deputy
Manager of the Policies
Subdepartment.

o £

AT . %
Sebastiao Marcos Vital

A citizen of Brazil, Mr.

Vital was most recently an |

economist and professor
at the Getulio Vargas
Foundation in Rio de
Janeiro. He has also
served as president of the
Development Bank of Rio
de Janeiro, superinten-
dent of the Planning Insti-
tute of the Ministry of
Planning, vice president of
the Development Bank of
Minas Gerais and his
government's vice minister
of finance.

Mr. Vital has an eco-
nomics degree from the
University of Minas
Gerais, a master’s degree
in economics from the
Getulio Vargas Founda-
tion and an advanced cer-
tificate in finance from
New York University.

Ronald Brousseau has
been appointed to the po-
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| Ronald Brousseau

sition of deputy controller.
A citizen of the United
States, Mr. Brousseau has
had a long career in the
IDB, having served as a
deputy manager in the
Operations Department, a
special advisor to the op-
erations manager and an
operations officer, and an
economist in the Eco-
nomic and Social Develop-
ment Department. He
served as a Peace Corps
volunteer in Guatemala.
Mr. Brousseau has a
degree in foreign affairs
from Assumption College
in Massachusetts and a
master’s degree in eco-
nomics from the Univer-
sity of Wisconsin, in Madi-

SO1.

|
|

Helio Tollini has been
‘ named chief of the Agri-
culture Division.

A citizen of Brazil, Mr.
Tollini previously served
with the International
‘ Fund for Agricultural De-

velopment in Rome, Italy,
‘ as director of the Planning
| and Economic Analysis
| Division. He has also held
| senior positions in Brazil's
‘ Ministry of Agriculture,
among them national sec-
retary for food supply and
coordinator of the Eco-
' nomics Advisory Group.

Helio Tollini

| Mr. Tollini has a degree | He previously served in

|

| sition of external relations

|
|

' number of senior positions
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Washington to the Caribbean: IDB President Enrique V.
Iglesias welcomes Uruguayan President-elect Luis Al-
berto Lacalle (right) to Bank headquarters. In Jamaica,
the Bank president meets with Jamaican Prime Minister
Michael Manley (right) and Central Bank Governor G.
Arthur Brown (left) during a January visit to that coun-
try. While in the Caribbean, Mr. Iglesias also visited
Haiti to meet with government officials and view projects.

in agronomy and a ‘ e
master’s degree in agricul-
tural economics, both
from the Federal Univer-
sity of Viscosa, and a doc-
torate in economics from
North Carolina State Uni-
versity.

Juan J. Santa Cruz has
been appointed to the po- \
deputy advisor. ‘
A citizen of Chile, Mr. ;
Santa Cruz has held a ‘

Juan . Santa Cruz
the Finance Department
as deputy associate treas;
urer, and was an opera- .

at the Bank, most recently | tions officer.

chief of the Division of ‘ Mr. Santa Cruz has a
law degree from the Uni-

| versity of Chile.

Administrative Services.




