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The Role of the Infrastructure and
Financial Markets Division (SDS/IFM)

Introduction

The Infrastructure and Financial Markets Division (SDS/IFM) supports the Bank in developing
consistent, high quality projects and programs in the area of infrastructure and financial markets.
SDS/IFM meets this objective by providing services in the area of infrastructure and financial markets: (i)
technical support and review of all projects and programs of the operational and the private sector
departments; (ii) policy oriented research to stay abreast of innovation, technologies and best practices:
(iii) publication and dissemination of research and information; (iv) creation of policy forums with the
participation of policy makers and stakeholders; and (iv) development of strategies and policies of the
IDB.

IFM Division Vision and Strategy
Background

During the last years, the Bank has focused its work on a major objective: fostering efficient
allocation of resources: Promoting regulation and competition, favoring harmonization and supporting the
sustainability of reforms have constituted the main specific goals.

In Infrastructure, the so called “second generation issues™ - contract renegotiations network
access, retail competition, competition policy and the political-economy issues of the sustainability of
sector reform as well as transnational projects- have represented the emphasis of the work.

In Financial Markets, the focus has been to promote a greater efficiency of financial markets
through the adoption and application of international best practices and standards, help the development
of capital markets, foster innovation, and sustain the regulatory process in line with the regional and
international harmonization and integration.

This view is consistent with the overall corporate strategy of the Bank for the years ahead, mainly with
the pillar of “competitiveness”, but has important spillovers with other “pillars” such as Regional
integration, Modernization of the State and Poverty reduction,

Strategy

The work of IFM is to support the Bank toward the creation of efficient markets that provide the
opportunities and resources for growth. In this context, the strategic direction of IFM in Infrastructure and
Financial Markets emphasizes the "implementation of best practices and building of institutions". The
main instrument is the dialogue with "policy makers" at regional level and national level.

The division utilizes a global approach in terms of experiences, best practices as well as research based on
various data to provide policy advice that ensures the consolidation and long-term sustainability of private
sector participation in infrastructure and the development of efficient and complete financial markets.

Key words are continuation and deepening of themes, perseverance in its pursuit and also innovation, e.g.,
recently the topic of insurance has become important and demanded.



In Infrastructure, the governance of regulation, contract law, market architecture, market structure and
competition bodies and most policy making and institutional and capabilities constitute the key variable
to assure sustainability. This innovative area has required and will continue to require conceptual work.
The transnational infrastructure issues are equally if not more new with limited knowledge and experience
around, probably with the exception of some European countries, The work in these two areas will be in
coordination and based on the demand of Regional Departments, e.g., governance structure, economic
implications, and financing arrangements. In this context, policy advice on ad hoc and strategic basis is
provided based on experience economic analysis that lead to the types of policy and institutions that can
be build and be conducive to economic development.

In Financial Markets, the vision is to create regional bodies of policy makers and stakeholders in the
various areas of banking, capital markets, pension, insurance, government debt management as well as a
regional gathering of policy makers such as the Regional Finance Forum in which the presence of the
Ministries of Finance of the region intends to offer a higher level of policy making, IFM centers the
attention on the themes that emerge at these regional levels to provide support in terms of policy research
and/or implementation at the regional or national levels (in which the Regional Departments are
responsible) with specific projects and programs. This method of work allows to direct attention to
relevant topics and make pertinent contribution around themes related to financial standards: financial
intermediation; capital market development particularly for specific and appropriate types of scenarios
(e.g., bond markets and institutional investors); access of the poorest to financial services.

Comparative Advantages

The comparative advantages of the Group of IFM are: strong analytical capability; solid understanding of
1ssues and best practices in the relevant fields; ability of identifying the public policy priorities for Latin
American and the Caribbean; interdisciplinary skill to help identify and develop innovative themes and
applications; and access to an extended network of contacts at regional and international levels.

Framework

The framework within which the Division continues to apply its strategy are quality enhancement {project
review and support), agenda setting and innovation The Infrastructure and Financial Markets Division
supports the Bank in developing consistent, high quality projects and programs in the area of
infrastructure and financial markets. IFM meets this objective by providing four primary services in the
area of infrastructure and financial markets: (i) technical support and review of all projects and programs
that the operational and the private sector departments undertake; (ii) policy oriented research to stay
abreast of innovation, technologies and best practices: (iii) publication and dissemination of research and
information; and (iv) development of strategies and policies of the IDB.

Specific isshes related to the consolidation of reforms is undertaken either to respond to the demand of the
Bank operational departments, or as a contribution to the ongoing debate in the region. Examples of such
specific issues: access to infrastructure services in rural and poor areas, tools for energy price stability;
water; economic implications of safety regulation; capital market support for small and medium
enterprises; financial services for the poor; and natural disasters. The division also forges closer
relationship with the Regional Operational Departments, MIF, PRI, INT and IIC to develop joint
activities and ensure that the demands of this clientele are better served.

Products

Based on the above, the Infrastructure and Financial Markets Division supports the Bank in developing
consistent, high quality projects and programs in the area of infrastructure and financial markets.
SDS/IFM meets this objective by providing five types of products in the area of infrastructure and
financial markets:



Quality review: technical support and review of all projects and programs that the operational and the
private sector departments undertake in the area of Infrastrcture and financial markets;

Policy oriented research;

Publication and dissemination of research and information;

Policy forums of Latin American and Caribbean policymakers and stakeholders; and

Development of strategies and policies of the Bank.
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LAC Debt Group: Consolidating
Debt Management Issues

The LAC DEBT GROUP brings together debt management specialist from Latin America and the
Caribbean. At a special meeting held at the Headquarters of the Inter-American Development Bank
(IADB) on August 5, 2004 several Latin American and Caribbean countries (namely, the ministries of
finance of Brazil, Chile, Colombia, Ecuador, Mexico, Panama and Venezuela) requested that this group
be created.

The LAC DEBT GROUP was formally established in March 17-19, 2005 during the first Annual Meeting
in Rio de Janeiro, Brazil, and includes the participation of 26 Latin American and Caribbean countries.

The main objectives of the LAC DEBT GROUP are to support regional cooperation in order to create a
more homogeneous framework for the debt and bond markets to: (i) contribute to the effectiveness of
DMOs (Debt Management Offices) in the countries of the region; (ii) reduce the cost of debt; (iii)
consolidate the harmonization of norms and regulations related to the sector in Latin America; and (iv)
promote financial and capital sector development.

The administrative structure is extremely lean, including a president, vice president and Steering
Committee. The presidency was initially held by Brazil (a leader in the initial efforts to create this group).
Colombia was elected to hold the presidency for the next two-year term during the recent annual meeting
held in Costa Rica. The Steering Committee normally meets via conference calls and online. The
Committee is made up of the President, a vice president, and four other countries, chosen to ensure broad
representation. The Inter-American Development Bank acts as secretary of the Committee and of the
Group. The Sustainable Development Department (through the Infrastructure and Financial Markets
Division) as well as the Regional Public Goods Initiative and the Integration Department also provide
support to the Group.

The main activities of the LAC DEBT GROUP include annual meetings, videoconferences, thematic
seminars, the development of information system and database, the facilitation and coordination of
interactions among countries, and the publication of papers and annual meeting proceedings.

The LAC Debt Group had its second annual meeting in April 20 and 21, 2006 in Cartagena, Colombia.
Three main studies were completed at the time, entitled: “Secondary Government Bond Market,” “The
Organization and Development of Inter-Bank Money Markets in Central America and the Dominican
Republic,” and “A Structural Approach to Fiscal Policy: The Chilean Experience.” The third meeting was
held in Costa Rica on April 18-20, 2007 and preliminary studies on benchmarking, institutional capacity,
secondary market development, derivative and repos, and relationships with investors were presented.

A specific thematic seminar will be held in September or October in Washington DC.

Participation at the Group’s various functions is very large and includes representatives from the region’s
national DMOs, the IDB, the World Bank, the IMF, UNCTAD, and the Consejo Monetario
Centroamericano, as well as experts from the private sector and the financial community.

An interesting example of the achievements of the LAC DEBT GROUP is that Ecuador and Colombia
agreed to cooperate in the area of debt management, with Colombia providing support to Ecuador’s debt
management office.

The Group is in the final stages of the development of a dynamic and interactive website, and is focusing
on the next thematic seminar that will take place in September/October 2007 in Washington, D.C.



The LAC DEBT GROUP is also working to consolidate a regional debt information system. This is one

of the most important challenges that the Group is currently facing because this tool will help create the

favorable conditions needed by the countries’ pubic debt management structures. The indicators and

~ information made available by means of this tool will help countries to better recognize and understand
debt costs and risks, improving their ability to move and manage debt efficiently.

The conclusions of the Cartagena and Costa Rica meetings indicate that the LAC DEBT GROUP
constitutes an essential part of the current drive to develop domestic currency markets. The level of
development of debt management and capital markets differ by country, and as a result, improved know-
how and institutional capacity are crucial priorities. The specific conditions of the region, where great
improvements in government debt management and capital market development in some countries coexist
with deep shortcomings in other countries, highlight the challenges that the LAC DEBT group and the
individual countries have to face. In this context, there is a need for ongoing technical and financial
support and coordination to support the large agenda ahead.

Contact Information:

Email: lacdebterp @iadb.org;

Website: http://www.lacdebtgroup.org

Contacts:

Ménica Aimonacid — Operational Coordinator (monicaal @iadb.org) 202-623-2621

Pietro Masci, Division Chief JADB and Secretary of the LAC DEBT GROUP (pietrom@jadb.org) - 202-
623-2617,




Annual Forum: Supervisors (ASBA),
Supervised (FELABAN) and IADB

The Infrastructure and Financial Markets Division of the Sustainable Development Department with the
Latin American Federation of Banks (FELABAN) and the Association of Banking Supervisors of
Américas (ASBA) worked jointly together in the development and support of the banking sector of Latin
America and the Caribbean. This group effort was materialized with five consecutive annual conferences,
under the format of debates and forums on financial and banking issues of mutual interest for the region.

The main objective was to promote the institutional dialogue between the private and public sectors.
Participants included superintendents and bank supervisors, bankers, regulators, practitioners,
representatives of central and private banks among others.

The framework of the annual forum between the public and private sectors intended to enhance the
dialogue between supervisor (ASBA) and supervised (FELABAN) entities to discuss issues of mutual
interest in order to improve their financial practices and regulations among the country members. The
intended objective was to achieve the economical stability of the region, indispensable for the sustainable
development economy.

The initial effort was concentrated on discussion among supervisors and supervised and the multilateral
financial institutions (e.g., IDB, IMF and World Bank) on the implications of the application of the Basle
2 Accord in Latin American and Caribbean countries.

Continuing this effort and as a result of the annual forums, the IDB took specific actions. For example,
through the Multilateral Investment Fund (MIF), it has supported FELABAN to conduct a sector survey
on the banking practices in the region and the future application of Basel II. The last conference of this
initiative “Banking on Small Business” indeed deals with the main topic of this survey.

One of the most important products as a result of the meetings included several publications in particular
the production of upcoming books — to be published during the second semester of 2007 -- One with the
cooperation between the IDB, ASBA and FELABAN on the application of the standards of Basel II in the
region. This is the result of the contributions of various players, i.e., bankers and supervisors, on the
implementation of the Basle 2 Accord in the region.

The second book focuses on access to finance for small and medium enterprises. Although we have
focused the financing in the small and medium enterprises, there are still legal, commercial and fiscal
obstacles that limit the support to facilitate financing to the SME sector. It was our intention to trespass
such obstacles.



Challenges and Opportunities for the
Development of Insurance Markets in LAC

The main event has been the Conference on the “Challenges and Opportunities for the Development of
Insurance Markets in Lac” on November 7 - 8, 2005, the Inter-American Development Bank. The event -
organized by the Association of Latin American Insurance Supervisors (ASSAL), the Inter-American
Federation of Insurance Companies (FIDES) and the Bank- went very well. 15 Supervisors attended, all
the members of FIDES, the President of IAIS, the EVP of the IDB, experts form IMF, insurance
companies (Mapre, Swiss RE). It was recognized the initiative of the Bank and the work of the survey.
Based on the work on the survey and other presentation a number of priorities were identified:
strengthening of institution, supervisors, education and work at the regional and national levels,

The conference marked an action oriented research agenda around the topic of insurance based largely on
the results of the IDB’s study of a recently designed Survey measuring the effectiveness of LAC’s
insurance markets. For a detailed description of the IDB’s study and the conference results please click
on the following link: <http://www.iadb.org/sds/ifm/publication/gen_495 4252 e.htm>.

The forum has prompted various studies and contribution including the analysis of the results of the
survey. Following the work of the forum, a technical cooperation is underway to make a diagnostic about
the status of the supervisory agencies in Central America, make policy recommendations and submit an
action plan.

On the research side, studies have assessed the role of insurance in the agriculture business; initial work
has been undertaken to study the relationship between insurance and entrepreneurship in Brazil.

Insurance is also crucial component for activities related to infrastructure such as road safety, i.e.,

insurance may represent a market solution to establish correct incentives that would mitigate road
accidents (e.g., level of premium would make drivers more responsible).
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IFM Review for the “Infrastructure

and Financial Markets Review”
IFM Review, previously IFM Bulletin

Purpose

The purpose of the IFM Review is to present current issues, approaches to problem solving, experiences
and good practices in the area of infrastructure and financial markets to the targeted audience of Bank
staff, e.g., personnel and professionals of the Inter-American Development Bank (the Bank) including
Country Offices, and experts and professionals in Latin-American and the Caribbean. The IFM Review
also intends to reach out to policy makers and experts in Latin American and Caribbean countries and

organizations.

The purpose of the IFM Review is pursued mainly by articles on financial markets and infrastructure
topics.

The articles of the IFM Review intend to elaborate a theoretical and public policy approach on the basis
of real world experiences and deliver cutting-edge research results to the targeted audience.

Experts, practitioners, policy makers, and academicians and to the extent possible a combination of them
are expected to write articles for the IFM Review. The articles will tackle a specify topic in an accessible
and short paper emphasizing the technical and main public policy issues in the areas of financial markets
and infrastructure related to the topic selected. The objective is to identify cutting-edge areas of growing
interest and raise awareness, as well as disseminate findings and best practices in those areas, identify the
policy direction and make recommendations.

IFM Review articles should be rigorous and written for a non-technical audience. “Rigor” means that the
articles should be free of conceptual and factual errors, data must be checked, and theories must be
contrasted and reviewed by recognized experts. As a guide, the articles could include graphics, but should
avoid large tables and complex mathematical formulas. The articles must be concise and the ideas well
articulated.

To seek external contributions, the Infrastructure and Financial Markets Division (IFM Division) of the
Sustainable Development Department (SDS) of the Bank will evaluate the opportunity of posting the
present editorial guidelines, or an abridged version, on its web site.

The IFM Review is organized by Volumes. Each Volume includes the 4 issues corresponding to one
year. Issues will be ready for distribution by the following “Distribution Dates (DD)”: March 30, June 30,
September 30, and December 30.

IFM Review Articles

¢ Infrastructure in Latin America-Get Ready for the New Environment
May 1995 Vol. 1 No. 1
e Clearance and Settlement...Don't Mail Your Check Without It!
May 1995 Vol. 1 No. 1
¢ Isit Liquidity or is it Solvency? Risks in Banking
September 1995, Vol. 1 No. 3
e Foreign Currency Exposure and Project Finance
September 1995, Vol. 1 No. 3
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Global Systemic Risk: Insuring Against Meltdowns

September 1995, Vol. 1 No. 3

A Formula for Infrastructure Financing Success

February 1996, Vol. 2 No, |

How Much Equity is enough in Project Financing?

February 1996, Vol. 2 No. 1

Who Should Take What Risk and When?

May 1996, Vol. 2 No. 2

Bankable Concession Agreements: a Reality Check

May 1996, Vol, 2 No. 2

Building Regulatory Institutions in Latin America: from Penalties to Incentives
September 1996, Vol. 2 No. 3

Commitment in Regulation: a Necessary Condition for Investment

September 1996, Vol. 2 No. 3

Balancing Incentives in Public-Private Partnerships: the Case of Toll Roads
September 1996, Vol. 2 No. 3

Political Risks: Is insurance needed?

December 1996, Vol. 2 No. 4

Is it real or is it nominal? Pitfalls in the valuation of project cash flows
December 1996, Voi. 2 No. 4

Women in the Work Force: Is there a benefit to the economy?

December 1996, Vol. 2 No. 4

Investment Funds: A Commitment to Emerging Markets Investment

March 1997, Vol. 3 No. |

Small and Medium Enterprises: Challenges and Opportunities

March 1997, Vol. 3 No. |

Equity Funds: A Tool for Enterprise Development

March 1997, Vol. 3 No. |

Policy-Based Finance: Is There a Role for Government Intervention in Financial Markets
June 1997, Vol. 3 No. 2

Secondary Mortgage Markets in Developing Countries: Benefits, Risks and Challenges
June 1997, Vol. 3 No. 2

Improving Financial Disclosure Threugh Globally Acceptable Accounting Principles
September 1997, Vol. 3 No. 3

Accounting principles: Toward an International Approach, the Mexican Case
September 1997, Vol. 3 No. 3

The Inetficiency Trap: Will the Water and Sewerage Systems in Latin America and the
Caribbean escape it?

December 1997, Vol. 3 No. 4

Results of Survey on Western Hemisphere Financial Markets

December 1997, Vol. 3 No. 4

Financing Local Infrastructure: Learning from European Experiences in Public-Private
Partnerships

April 1998, Vol. 4 No. |

Financial Market Development: Issues and Strategies

April 1998, Vol. 4 No. 1

Fostering Innovation to Compete in Glebal Markets
“April 1998, Vol, 4 No. 1

Local Government Ratings in Emerging Market

August 1998, Vol. 4 No. 2

Municipal Finance Intermediaries: Issues and Hopes

August 1998, Vol. 4 No. 2
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Strengthening Clearance and Settiement Systems in Latin America and the Caribbean
September 1998, Vol. 4 No, 3

Government Policies and Programs to Support the Development of Small and Medium
Enterprises

September 1998, Vol. 4 No. 3

Electricity Retailing: A Second Generation Issue of Power Sector Reforms
December 1908, Vol. 4 No. 4

To Hedge or not to hedge? Is that the Question?

December 1998, Vol, 4 No. 4

Whither Risk Management

May 1999, Vol, 5 No. 1

Quantifying the Value of Flexibility

May 1999, Vol. 5 No. |

Promoting Competition in the Provision of Public Services: Access Arrangements in Network
Industries

July 1999, Vol. 5 No. 2

Regulation by Contract: A Lender's Perspective on the Concession Regimes in Latin America
July 1999, Vol, 5 No. 2

The Use of Guarantees: the Perspective of Borrowing Governments
November 1999, Vol. 5 No. 3

Editor's Desk: Evolution of US Banking Regulation-Death of Glass-Steagall?
November 1999, Vol. 5 No. 3

Social Security Reform in Small Emerging Economies

November 1999, Vol. 5 No. 3

Cross Subsidies and Price Discrimination in Public Services: An Example
December, 1999, Vol. 5 No. 4

Key Components of Global Stock Exchange Markets

December, 1999, Vol. 5 No. 4

Reform of the Financial Disclosure Framework

June 2000, Vol. 6 No.1

Bankable Property Rights

June 2000, Vol. 6 No.1

Competition in Gas Sector: Different Approaches for Each Segment
September 2000, Vol. 6 No.2

Project Review: Capital Markets and Low Cost Home Ownership in Chile
September 2000, Vol. 6 No.2

Development Principles for the Regulation of Securities Markets

September 2000, Vol. 6 No.2

Deregulated power markets are facing problems on both sides of the border, but are the
problems alike?

December 2000, Vol. 6 No.3

Making Capital Markets Viable in Latin America and the Caribbean
December 2000, Vol. 6 No.3

Political Economy of (De) Regulatory Reforms in the Power Sector

2000 Vol. 6 No.4

Strategic Alliances Among Securities Exchanges

2000 Vol. 6 No.4

Manifesto on the California Electricity Crisis

March 2001, Vol. 7 No.1

Comments on the Manifesto on the California Electricity Crisis

Juan Benavides

March 2001, Vol. 7 No.|
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The Role of the Private Sector Department in the IDB's Capital Market Development Activitics
March 2001, Vol. 7 No.1

Financial Market Development in Latin America and the Caribbean-Support from the IDB
Group (1990-2000)

Edgardo Demaestri, and Paul Moreno

March 2001, Vol. 7 No.!

Reform in Small Electricity Markets: A Single Model?

Jaime Milldn and Antonio Vives

June 2001, Vol. 7 No.2

The New Basel Capital Accord Proposals

Gabriela Basurto and Luis Alberto Giorgio

June 2001, Vol, 7 No.2

Subnational and Transnational Infrastructure Projects: The New Challenges to Attracting
Private Participation :

September 2001, Vol. 7 No.3

Guidance for Developing Deposit Insurance Systems

September 2001, Vol. 7 No.3

Air Navigation Services: Financing Air Traffic Infrastructure in Emerging Markets

Ellis J. Juan

December 2001, Vel. 7 No. 4

Economic Exposures to Natural Disasters Public Policy and Alternative Risk Management
Approaches

Torben Andersen and Pietro Masci

December 2001, Vol. 7 No. 4

Challenges to Regional Initiatives Promoting Transnational Infrastructure Projects
Paulina Beato, Juan Benavides, and Antonio Vives

March 2002, Vol, 8 No. 1

Conflicts of Interest Facing Securities Research Analysts: Implications for Capital Markets
Leslie Boni, Luis Alberte Giorgio, and Pietro Masci

March 2002, Vol. 8 No, |

The Institutional Reform of Electricity in Honduras

[an Waiker and Juan Benavides

June 2002, Vol. 8 No. 2

International Accounting Standards or United States Generally Accepted Accounting
Principles for Latin America and the Caribbean?

Ivan Sotomayor and Pietro Masci

June 2002, Vol. 8 No. 2

Sustainability of Power Sector Reform in Latin America's Small Countries

Carlos Rufin

September 2002, Vol. 8 No. 3

The United Kingdom's Experience of Creating an Integrated Financial Services Regulator
Phillip Thorpe

September 2002, Vol. 8 No. 3

Competition and Integration in Air Transportation Services

Antoni Bosch-Domenech and José G. Montalvo

December 2002, Vol. 8 No. 4

Can Capital Markets Meet the Financing Needs of SMEs?

Kinga Korcsmaros

December 2002, Vol. 8 No. 4

Electricity Supply Security

Nils-Henrik von der Fehr

March 2003, Vol. 9 No. |
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Developing an International Consensus to Combat Money Laundering and Terrorism
Financing

Kenroy Dowers and Sabine Palmreuther

March 2003, Vol. 9 No. 1

Infrastructure Concessions in Latin America and the Caribbean: The Renegotiation Issue and
1ts Determinants

I. Lais Guasch

June 2003, Vol. 9 No. 2

Developing Bond Markets in Latin America and the Caribbean

Pietro Masci and Benjamin M. Rowland

June 2003, Vol. 9 No. 2

What Does Pillar 2 of the New Basel Capital Accord Require for Implementation?
Antonio Pancorbo

September 2003, Vol. 9 No. 3

Financial Structures for Transnational Infrastructure Projects in the IIRSA Context
Manuel Conthe, Pablo Mafiueco and José Nogueira

September 2003, Vol. 9 No. 3

Competition Policy for Mobile Telephony in Latin America

Carlos Lapuerta, Juan Benavides and Sonia Jorge

December 2003, Vol. 9 No. 4

Secured Transactions and Financial Markets in Latin America and the Caribbean
Arturo Galindo and Rogério Studart

December 2003, Vol. 9 No. 4

Lessons from International Experience with Electricity Market Monitoring

Frank A, Wolak

March 2004, Vol. 10 No, |

Capital Market Development: IDB's Financial Guarantee Program

Kelle Bevine, Juan Mario Laserna, and Ellis 1. Juan

March 2004, Vol. 10 No. |

Forces Affecting the Gas Integration Process in the Southern Cone

Paulina Beato and Juan Benavides

June 2004, Vol. 10 No. 2

Financial Infrastructures and Capital Markets Integration

Felipe Gomez-Acebo and Juan A, Ketterer

June 2004, Vol. 10 No. 2

A Technical and Institutional Instrument for Improving Urban Transportation: The Case of
Bogota’s Bus Rapid Transit System (BRTS) TransMilenio

Dario Hidalgo

September 2004, Vol. 10 No. 3

Developing Colombian Capital Markets

Marfa Mercedes Rueda Garcfa and Clemente del Valle Borrdez

September 2004, Vol. 10 No. 3

Highlights from the Pension Reform Experience in Latin America and the Caribbean
Carolin A. Crabbe and Juan Giral

December 2004, Vol. 10 No. 4

Air Transport in Guyana: An Example of Comprehensive Sector Reform

Esteban Diez Roux and Peter Zoll

December 2004, Vol. 10 No. 4

Challenges for Infrastructure Investment in Latin America and the Caribbean: Overview
Antonio Vives

March 2005, Vol. 11 No. 1
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The Role of Supranational Institutions in Local Currency Bond Markets: The Experience of the
ADB and the IDB

Eloy Garcia and Ismail Dalla

March 2005, Vol. 11 No. |

Public-Private Partnerships: From Plain Vanilla to Local Flavors

Juan Benavides and Antonio Vives

June 20035, Vol. 11 No. 2

Financial Crises in Latin America

Guillermo Collich and Juan Giral

June 2005, Vol. 11 No. 2

Infrastructure Issues in Latin American Countries

Paulina Beato

September 2005, Vol. 11 No. 3

Securitization Structures for Bank Loans to Small and Medium Enterprises
José Antonio Trujillo

September 2005, Vol. 11 No. 3
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Financial Structuring of Infrastructure Projects in Public-Private Partnerships A Tool for
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Conferences

1999

Conference - Second Generation Issues in the Reform of Public Services
IDB Headquarters, Washington D.C. — October 4-5, 1999 (Moderator of a session).

2000

b

Ministerial Roundtable of the Western Hemisphere Transportation Initiative

IDB Headquarters, Washington, D.C. — October 2000 (Organization).

Conference - Microfinance of Housing

IDB Headquarters, Washington, D.C. —June 13-14 (Attendance).

Symposium - Financial Risk Management

Trinidad and Tobago - February 4-5 (Organization with the Caribbean Development Bank -
CDB){Moderator of a session).

1

Conference - Regulation and Finance of Transnational Transport Projects

IDB Headquarters, Washington D.C. — November 27 (Moderator of a session).

Workshop - Financial Crises: Japan's Experience and Implications for Latin America and the
Caribbean

IDB Headquarters, Washington D.C. - June 11-12 (Organization; Presentation paper; Moderator of a
session).

Workshop - Competition in Small Electricity Markets Reform in Small Electricity Markets:
The Role of Competition

IDB Headquarters, Washington D.C. — April 27 (Moderator of a session).

Conference - Competition Policy in Infrastructure Services. Second Generation Issues in the
Reform of Public Services

IDB Headquarters, Washington, D.C. - April 23-24 (Moderator of a session).

Conference - Implementation of International Standards for Accounting and Auditing

1DB Headquarters, Washington D.C, - April 21 (Organization; Presentation paper Capital Market
Development in Latin America and the Caribbean: The Role of Accounting and Auditing Standards
and the Steps towards Reform and moderator of a session).

Capital Market Roundtable - A New Focus for Capital Market Development in Latin America
and the Caribbean

IDB Headquarters, Washington D.C. - February 5-6 (Organization; Presentation paper A New Focus
on Capital Market Development in Latin America and the Caribbean and speaker in closing session).

2002

Workshop - Lessons in Water and Sanitation
IDB Headquarters, Washington D.C.- November 18-19 (Moderator of a session).
Conference - Helping Small and Medium Enterprises Access Finance and Capital in Emerging

Economies
IDB Headquarters, Washington, D.C, — October 21 (Organization and presentation paper SME Access
To Financing: A Public Policy Framework).
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FIRST MEETING - REGIONAL FINANCIAL SECTOR FORUM - Institutional Structure of
Financial Regulation and Supervision

IDB Headquarters, Washington D.C. - September 13 (Moderator of a session).

Workshop - Developing Bond Markets in Latin America and the Caribbean: Analytical
Framework and Issues for the Region

IDB Headquarters, Washington D.C. — August 9 (Presentation paper Market Discipline and Financial
Crisis: An Analysis of Stock Prices in Japan, Argentina, Chile and Mexico. This is a chapter of the
book Financial Crisis in Japan and Latin America).

Workshop - Sustainability of Power Sector Reform in Latin America and the Caribbean

IDB Headquarters, Washington, D.C, - May 20 (Moderator of a session).

REGIONAL FINANCIAL SECTOR FORUM - KICK-OFF MEETING -Brainstorming
Session

IDB Headquarters, Washington, D.C. — February 22 (Organization).

2003

Public/Private Summit on Investment Climate

IDB Headquarters, Washington, D.C. — December 4 (Presentation paper Factors of Investment
Climate and Capital Markets Development).

SECOND MEETING - REGIONAL FINANCIAL SECTOR FORUM - Corporate Governance
IDB Headquarters, Washington, D.C. — November 11 (Final remarks).

Conference - Financing Water and Sanitation Services in Latin America and the Caribbean
IDB Headquarters, Washington, D.C. — November 10-11 (Moderator of a session).

Symposium - Pension Reform in the English-Speaking Caribbean

Caribbean Development Bank - Barbados - June 4-6 (Organization; Moderator; and Speaker in
Closing Session).

Workshop - Developing Bond Markets in Latin America and the Caribbean: Public Debt
Markets

IDB Headquarters, Washington D.C. - April 4 (Organization; Moderator of a session).

FIRST REGIONAL CONFERENCE PUBLIC SECTOR-PRIVATE SECTOR: The New Basel
Capital Accord Work Progress :

IDB Headquarters, Washington D.C. - January 24 (Organization; Moderator of a session).

2004

THIRD MEETING - REGIONAL FINANCIAL SECTOR FORUM - Pension Reform Forum:
Transition Issues and Deepening Reforms

IDB Headquarters, Washington, D.C. — December 6 (Organization).

Conference - Financial Products and Poverty Reduction in Latin America and the Caribbean -
IDB Headquarters, Washington, D.C. ~ September 30 (Final Remarks).

Workshop - Developing Bond Markets In Latin America and the Caribbean: Broadening
Government and Corporate Debt Markets

IDB Headquarters, Washington, D.C. — August 5 and 6 (Organization, Hosting and closing remarks).

Conference - Lessons and Perspectives for Infrastructure Investment in Latin America and the
Caribbean

Museo de la Nacion. Lima, Peru — March 27 (Organization).

Conference - Investment in Infrastructure in Latin America and the Caribbean: Second
Generation Issues and Perspectives

IDB Headquarters, Washington, D.C. — February 19-20 (Organization; Moderator of a session).
SECOND REGIONAL CONFERENCE PUBLIC SECTOR - PRIVATE SECTOR; The New
Basel Capital Accord (NBCA). Work Progress: The Use of the External Credit Assessment
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Institutions - Policy Options
IDB Headquarters, Washington, D.C. - January 30 (Organization and presentation paper Impacto del
nuevo acuerdo de Capitales de Basilea sobre el Sistema de calificacion de riesgo).

2005

*  FIFTH MEETING - REGIONAL FINANCIAL SECTOR FORUM - Challenges and
Opportunities for the Development of the Insurance Markets in Latin America and the
Caribbean
IDB Headquarters, Washington D.C. — November 7-8 — (Organization; Presentation paper Ensuring
Insurance Market Development in Latin America and the Caribbean: Stylized Facts and Findings;
and Final Remarks).

* 1ADB Social Development Week
1DB Headquarters, Washington D.C. — October 24-25 (Presentation).

¢ LAC Debt Group - Debt Strategy Workshop
IDB Headquarters, Washington D.C. - September 26 (Organization and Final Remarks).

¢ World Economic Forum Financing for Development Workshop
The W Hotel - New York City - June 22-23 (Lunch Speaker).

e Thirty-Fifth Regular Meeting of the General Assembly of ALIDE
Banco Nacional de Desenvolvimiento Econémico e Social (BNDES) — Rio de Janeiro, Brasil - June
14 and 15 (Keynote speech).

»  FOURTH MEETING - REGIONAL FINANCIAL SECTOR FORUM - Developing Financial
Markets: The Challenges for the Decade
IDB Headquarters, Washington D.C. - June 13 (Organization; Final Remarks).

» Conference - Diagnosis and Challenges of Economic Infrastructure in Latin America
IDB Headquarters, Washington D.C. — June 6-7 (Organized together with the World Bank).

* THIRD REGIONAL CONFERENCE PUBLIC SECTOR - PRIVATE SECTOR: Banking
Sector Development and Regulation: Practical Matters (Basel IT Meeting)

IDB Headquarters, Washington D.C.- May 19-20 (Organization; Moderator of a Session; and
Working group moderator).

¢  LAC Debt Group - First Annual Meeting of Latin American and Caribbean Public Debt
Management Specialists
Hotel Le Meridien Copacabana - Rio de Janeiro, Brazil - March 17-19 (Organized together with the
Brazilian Treasury; Moderator of a session).

2006
*  Second Thematic Workshop of the Latin American and Caribbean Public Debt Management
Specialists
(LAC Debt Group) IDB Headquarters, Washington D.C. - October 26~ 27 (Organization and Closing
Remarks).

* Sovereign Debt Management Forum
Washington D.C. - World Bank ~ October 23-25 (Panelist).
* Consejo de seguridad vial (COSEVI) Making Roads Safe: the first Latin American and
Caribbean Road Safety Stakeholder forum. '
San José, Costa Rica - Hotel Barcel6 San José Palacio - September 12-14 (Presentation).
+ IV Regional Conference Public Sector-Private Sector: Risk Management and Supervision in the
Americas
IDB Headquarters, Washington D.C. — June 30 (Organization and Final Remarks).
¢ Workshop Council of Securities Regulators of the Americas (COSRA)/SME Forum
Miami, Florida — J.W. Marriott Hotel - May 15-16 (Organization and Final Remarks).
¢+ Second Annual Meeting of Group of Latin American and Caribbean - LAC Debt Group Debt
Management Specialists
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Cartagena, Colombia - Hotel Charleston Santa Teresa - April 20-21 (Organization and Final
Remarks).

American Association for Public Administration 2006 Roundtable — Denver, Colorado — April 1
Presentation Paper The Deregulation of the U.S. Airline Industry: Adoption, Implementation and
Evaluation,

CGFS Working Group on Financial Stability and Local Currency Bond Markets - Regional
Workshop: Latin America

Mexico City, Mexico — March 31 (Presentation).

Workshep El Proceso de Intervencién y Resolucién de Crisis de Bancos: 6 Guias Operativas
como Herramientas de Apoyo a la Labor del Supervisor

IDB Headquarters, Washington D.C. — March 20 (Organization and Moderator).

USTDA Conference — One on One: Transportation and Energy Projects in Latin America
Washington, D.C. - Hotel Madison - March 6 =7 (Moderator).

2007

Banking on Small Business

IDB Headquarters, Washington D.C. - May 7-8 (Organization and Final Remarks).

Third Annual Meeting of Group of Latin American and Caribbean Debt Management
Specialists

San José, Costa Rica - Hotel Melid Cariari ~ April 19-20 (Organization and Final Remarks).
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Brown Bag Lunches

2000

e “Dollarization: Current Experience and Perspectives for Countries in the Western Hemisphere” by
Roy Culpeper, President of The North-South Institute - November 12, 2000

2001

® Presentation of Rural Electrification in Developing Countries November 28, 2001
® The Nordic Experience within deregulation of electricity sectors: Applicable to other countries or
regions? The Case of “TSO — TRANSMISSION SYSTEM OPERATOR” November 26, 2001

2002

Subsidies in Public Utilities Revisited” October 22, 2002

Carlos Rabat Mallol President of FIDES and José Luis Moncada Rodriguez General Secretary of

FIDES, September 17, 2002

* Financial Sector Reform and Strengthening (FIRST) Initiative Presentation by Dafna Tapiero, Acting
Manager of the Coordination Unit of FIRST Initiative World Bank Group, Washington, D.C.,
September 10, 2002

® Power Market Integration: Peru-Colombia, April 17, 2002

The Terrorism Insurance Market in Latin America: Implications for Financing Transactions March

22,2002

2003

Competition in Latin American Electricity Markets October 16, 2003

Postal Banking Services - September 11, 2003

La reforma del sector eléctrico en América Latina. Lecciones aprendidas, situacién actual y
perspectivas Septiembre 10, 2003

Lecciones de la reforma del Sector Eléctrico en Argentina Julio 23, 2003

Moody’s MfRisk - By Dale Gray June 21, 2003

El debate sobre los cobros por transmisién en el sistema eléctrico chileno 22 de mayo, 2003
GAAP Convergence 2002 - survey of efforts to achieve convergence with international financial
reporting standards by Thomas Milan and Donna L. Street - April 13, 2003

® Gaap Convergence 2002 Survey of Efforts to Achieve Convergence with International Financial
Reporting Standards April 11, 2003

2004

® Corporate Governance: Ex Ante Assessment or Ex Post Covenant for Lending?
by Henry N. Schiffman — December 1, 2004

® Measuring Financial Risk in volatile Financial Environment; Lessons for Emerging Markets —
November 14, 2004 by Theodore Barnhill
The Political Economy of Public Utilities Tariffs -September 9, 2004 (workshop)

® Innovative Approaches To Provision Of Public Utilities In Slums: The Case Of Electrification May
3,2004
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® The Market Sarveillance Panel of the Wholesale Electricity Market in Panama: Lessons Learned
March 23, 2004

* Cost- Benefit Analysis: New Prospects and Developments - Giuseppe Pennisi and Pasquale
Scandizzo — January 20, 2004

¢ Administrative Law: A Vital Yet Neglected Dimension of the Investment Climate by Henry N,
Schiffman - January 14, 2004

2005

* Integrating Government Budget Management and Investment Planning:
Lessons for the Infrastructure Sector August 11, 2005

2006

¢ Mechanisms to increment Pension Coverage in Latin America — Helga Salinas -November 6, 2006
Garantias Reales Mobiliarias - Expandiendo el acceso al credito - Nuria de Ja Pefia y Heywood
Fleisig, Centro para el Analisis Econdmico de Leyes - September 28, 2006

e |DB Secured Transactions in Latin America and the Caribbean September 26, 2006

2007

* How insurance could increase competitiveness and improve the business environment: the case of
Brazil — April 11, 2007 - Claudio Contador
* The Political Future of Social Security in Aging Societies — Vicenzo Galasso — January 29, 2007
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Technical Assistance Projects of IFM Division

ame Year |ATN -Amount/ATN Number
Bank and securities markets supervision 1998 $1,300,000.00ATN/MT-5855-RS
Framework Securities Clearance & Settl. | 1999 $41,800.00ATN/FF-6449-RG
Pension Fund Reform in Small Countries | 1999 $33,200.00ATN/IT-6443-RG
Revision of Information Systems 1999 $20,000.00ATN/IT-6567-RG
Instrumentos Financieros Para los Pobres| 2000 $115,000.00ATN/SF-7297-RG
IReforma al Sector Eléctrico en LAC 2000 $150,000.00ATN/NC-7143-RS
Program for Pension Fund Reform 2001 $35,000.00ATN/IT-7629-RS
Analysis Financial Markets in Europe 2001 $50,000.00ATN/IT-7435-RS
Financial Instruments for Natural 2001 $150,000.00ATN/NC-7699-RS
IDisasters
Regional Financial Sector Policy 2001 $150,000.00ATN/SF-7464-RG
Financial Corporation Infrastructure 2001  50,000.00 euros|ATN/SI-7649-RS
Financing
Standards for Accounting and Auditing 2001  60,000.00 euros|ATN/SI-7542-RS
Managing Economic Exposures of 2002 $35,000.00ATN/DC-8038-RS
Natural Disaster: Analyzing Financial
Risk
Reform and Promoting of the Financial 2002 $275,000.00ATN/MIF-7872-RG
Sector (ALIDE)
Financing Potable Water and Sanitation 2003 $100,000.000ATN/WP-8478-RG
in LAC
Financing Potable Water and Sanitation 2003 $100,000.00ATN/SF-8477-RG
in LAC
Increasing Infrastructure Investments in 2003 $150,000.00lATN/SF-8581-RG RG-
Latin America and the Caribbean T1008
Operational Guidelines for Banking Post-| 2003 {132,225.00 ATN/FG-8301-RS
Intervention euros
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Growth with Equity

Improving Smail & Medium Size 2004 $20,400.00ATN/IT-8625-RS
Enterprises Access to Financial & Capital

Markets

Obstacles and Options for Increasing 2004 $120,000.00ATN/11-8634-RG RG-T1009
[nfrastructure in LAC

Obstacles and Options for Increasing 2004 $130,000.00ATN/SF-8633-RG RG-
[nfrastructure in LAC [T'1009

Manual of Economic Evaluation for 2005 95,097 00ATN/FG-9422-RS RS-
[Transport Projects (1207

Propuesta para la Integracidn del 2005 $150,000.00ATN/SF-9310-RG RG-
Mercado del Gas en el Cono Sur T1176

Improvement of the Public Debt 2005 $500,000.00ATN/OC-9254-RG
Management and Knowledge

Private Investment Obstacles: Options of | 2005  [14,988.00 euros]ATN/FG-9122-RS RS-

11138

Insurance Superintendencies

Fvaluation Tools for Developing 2003 $135,000.00ATN/SF-9180-RG
Financial Institutions

Extending Access to Financial Services 2006 $150,000.00ATN/SF-10211-RG RG-
in Latin America T1216

Institutional Strengthening of Selected 2007 $130,000.00ATN/FG-10321-RS
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Projects Comments

Infrastructure
ii’[oyuclo de Apoyo al Plan de Acc pala la Integracion de I . 1.C L 2001
infl aestructura Regional en América del Sur
Plopos'll for Joans for a Iumopz,mambmo power gereration Brasil SRG L 2000
l’ru"mm'l sectorial de Compustmdqd en la Provisién de Argeatina  SRG CRG 206)
‘Suwuos de Infraestructura
Programa de apoyo 2 [ profundizacion de la reforma del  Costa Rica  CRG ™ K 2001
estado y & apertura de los sectores financiero v de
infraestructura al sector privado,
El Faroﬁégiona] Powéi'wlr”r'oiect Central America SRG A 200
Section /)cll(')ui”ﬂghway Expansion Project Montevideo Punia Umﬂmy CRG L L 001
det Bste
Reforma del Sector de Agua Potable y Establecimiento del  México  CRG 3 2000
Fnte Reguiador en el Estado de Veracruz
San Pedro Sula Water 'll'ld Scwurage PIUJLCI O Honduras ”CRG“ I Vol 3 2001
Rural Water Program T hamgica LT — L 2001
Support for e preparation of information and Guyma | LC ' : 2001
communications technology project
po:1v31'1illility and Transferability Guarantee for Empresa Argentina  SRG L | 2001
Distribuidora Norte S.A. {
Newcom Information ']Lchnology i’mjc,ct ‘ Rgglomi iSR(: o L 2001
Mcjillones Terminal 1 Project B Chile ICrRGTT Ty L T2001
Mahaica- Ros‘lgnol Road Rc,halnfii-%('iuéﬁul’i'ojici N ‘uyana N Ve L “2001
(may'lqml Walter & Sanitation [}10|(3Lt, Ecu1c101 T Bewader UBRG 3 C2001
Accién social en “sancamiento Bésico Brazit 0[1)@1 L | 2001
comm]uecx
Hermosillo Desatination Facility México "lSR(, 200
CAMUZZI GAS PAMPEANA S.A, CAMUZZIGAS (Argenting '§SRG ' i T
IAguas Atgenimds 2001 2{)0? capnal prcndllules “Argenliln;dw j(,R(r e o001
CTBE Telecom Brasil C 2001
Ayuda memoriz de la misién de ploglamauén "Do:xni'lrliﬂcr:ﬂzirz'imbzlm R L 2001
Republic ‘com:muu.x
Modelo Matemitico para a Bacia do Alto e Médio Rio Tictd  Brasil ERG | Tooor
na Area de Influéncia da Regido Metropolitana de Sio Paule J
e e e e v e e} 8 21121 2o e em et e e s 41 e demore o L 0 menieninen R
Programa Caminos de Acceso y Rehabilitacion de Pucates.  (Trinidad v iCRG - 2001
Préstamo 700/0CT-TT. Tobago i
ﬁﬁﬁsponacidn Ferroviaria Mexicana México 2000
Rehabilitacién del tramo San Lorenzo-Muhan 7 Nicarag L 2001
Design and implementation support for a pilot wrban ~ Ecuador  Other. i 2001
transpostation project in medivm-sized cities. Technical [commi[tccs [
cooperation profile (CP-2285)
Programa Vial del Estado de Sio Paulo .Co ] ] 2000
Development of a Sustainable Public Transportation Syst Yol 2001
Arequipa
Fortalecimiento dc la seguridad acropontuaria, Lincade  egional  Other 1 i 001
actividad. Memorando de Donaates y Acta del Comité de ‘committees
Politicas y Operaciones del FOMIN
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lﬁrograma Vial de Est: alarina - IV E
o c}:;l'z'uio'narirAirﬁm{wm”“
ngmm de f\poyo al Plan Pucbla- Panam:i" S
Programa de Caminos y Puentes T
Fortalecimiento Institaciconal del Minisicrio de Olnas Publlca h
.Jozoc. Chdver Inlunannnai Aupox 1 Concu' on '
Gasodecto B'mnmle '

i

!’loonma de Des:

artollo Mum(:lp'll de San E’L(ho 'Suld Fase T

Al“u](lnd Brazit H(,c%n(.tiy Interconnection:
Fondo de Tnversidn ‘Eoual del l-cu'ldox T{ZILLI’I mea
Edenorte EDESUR

ltabo Expansion Project 7T
I ]

Brasil

Panams

Peri

Mexico

Regional !

Jamaica

Mcéxico ¥

Honduras

Ecuador

Flai)i‘ii‘ii‘;ié Thermal Power Plant

Carioba If Thermoelectric Power Plan(

Potrerilios Hydro Power and Trrigation
Sistema de nterconexida Eléctrica para los Paises de Amériea
Central {SIEPAC).

Marcos {.cgales, Reguiatorios e Institucionales en los Sectores
de izli‘mulruuun

Termobahia Co- "Ln(,[illl(}l] Power Pmyecl

P;ogmma de Recursos costeros i-‘asc II o
ICE Debl Restructuring o

Programa de Fortalecimiento del Marco Instilucional y
Regulatorio de los Servicios de Comunicaciones y Energfa
Eicetrica

{

‘Indup(,nduu Fnvestigation Mechanism. Mexico. Report of the
Member of the Purmnc.nl [nvestigation Roster concerning
loan for the Termoeléetrica del Golfe (TEG) project

(.a;nm] (.xpmdmucs for elcclucny distribution’

DCSlgl] a subsndy pr{)grﬂm for the water and sanitation sector

Proyectos para Consolidar las Reformas Sectoriales y los

Colombia !()ii

commillecs

Programa de Defensa de Ja Competencia y Proteccién al Uruguay Other
Consumidor - FOMIN. comimittees
Modernizacion del Transj)bric Piblico en ¢l A TBolivia e
Metropotitana de La Paz:
Solid waste manzgement project TCRG
llnslilulibﬁa? ssrenigthcning and'suppurl program for a réQiénﬁ] “Al"gé'riii'na ther
productive eavironment in the less developed provinces commitiees
Strengthening and Consolidation of the Regulatory and Ciuyana lOther
[nstitetional Framework for the Electricity Sector commitices
Financing walet resources in LA and the Caribbean Regional dther
committees
Redibol Bolivia  Other
committecs
lafonavil Bond Guaranice T © Msxico | SRG
Redesur Transmission Lines Project T e JOlhci'Wr
commillees
A A

Regiona!”
“Beuador
‘Ki"géﬁlin'a V.I(‘R(J
~ Domenican SRG
Republic [ .
Brazil SRG L
Brasii  SRG CRG
Artgentina éSR'GW T
R'(I:'gionr'tlrw e ,
Regional  L.C L
T _
T P
" Costa Rica '"[ )'me'n?'_ PSS
commitlees
gy CRG
México  Other
commillees
T Guatemala CRG

YCRG

g
2001
6

2002

So0

2002

2002

2002

2002

2002
i

002

2002

T a002
I
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Committee:

Transredes

Pf(}@':i]h for the strengthening of the Federal Public Revenue
Managemend (AFIP)

Nonreimbursable technical cooperation Tor the sitengthening
fUlI!j]CIiliVC!ICSS program

Desarrollo urbane y mejoria de la infragstructura regional det
Estado de Parand

Regional

,(:encuncx projeal T ———
C I
ii’rogranm de Fortalecimiento Institucional y Apeye ala )
Gestidn Ambiental del Proyecto de Gas de Camisea

C

Llc\ ¢

iPrograma de Apoyo a la Provincia de San Luis

‘Alcantarillado Pluvial de Puulo l’rmc:pc fa q II

Termoriente. power project

México

Perd !

h Ai‘gen[ina

Support the’ Slxcnglhcnmg of airport security
Programa de atencidn de Acueductos Rurales y de Poblaciones
HEnoies

Fortalecimiento institucional del Ministerio de Obras Piblicas”
de Ecuador

Bt s Mmtouidag o
UPSCO - Phase 1 Financing

Regulation of a new public transportation system for greater
San Salvador

Programa de Fortalecimiento Aeroportuario

Trinidad y
Tobago

Venczuela

Ecuador

Wrtgiay

El Salvador

Programa de Desarrollo 'y de Fortalecimicnto Institucional

de Cundinamarca

TiM Peru Tdecommunlcahom PxOJLu

Sugund'\d ‘Aer oporlum ia

Proyecto de Construccidn de ja Ca i‘!l'CICI:a-.j’éti-l.b-i.l.l-I.‘-i-il.)-J;.Ei-:-Tm]’]bO
Quemado

Nonreimbursalde 1echnical coopemllon funding fora px]ol o
project for productivity improvement in Barbados: A best
practice approach

Swengthening Airport Secwity of Suriname

Fortalecimiento de Ja Seguridad Acroportuaria del Saivador

National lmg'xtlon Dc.vclopm(.nl Pxog;am (N}DP)

Colombiz

Perd

' i’éraguay

Bolivia

Batbados

Sy
o
2002

s
2002

Surinam

Jamaica

Road infrastructure ploglam

Programa de desarrollo sostenible de Ia Costa Sur de Jamaica

Jamaica

El Salvador

Uruguay o

Programa de Competitividad Territorial

Programa de Desarrollo Sustentable de Acre

Argentina

Bl

Sustainable and Competitive Production

Santa Cruz-Puerto Svdrez: road lmplovcmenl pmgmm

Costa Rica

Bolivia

ngmma p'ua ¢l Fomento de la (_0111pumv1dad

Panama

Iavestment Progrum of Maxcom Te!ccomumcacmncs,' S.A. México )

2002

2002

© 2002

T
2002

‘Committee’ “Committee
CRG !
Other ¢ i Bl
‘cmmmllu.s
Olhtr o L L L
commitiees

,(.RG"” R Th 7
ESRG ]
SRG i | ]
ls'ii'd TICrG e T
; ?
Other L X L
!kzomln::iu:s

T — i

T S 3 -
e “ ] ]
‘committees

e
ol A
SRG K ]
Other ] i

committees

' it)thei- | L h L
i commitices

Other i i
committees
R -

S TR .—.. .
bier ] , ,
gomamitiees

T -
i _ i -
commillees

ECRG §
Ot T CRG '

L‘{)mmlllcu

S . _ i ]
“Other P L L
L:omm:tlcex

R s ]
Othcr [ T
1commiucc.s‘

e e

TCRG el

Sia ﬁ
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Fortalecimiento de la Seguridad Aeroportuaria de Nicaragua

Nicql‘ag k

Fortalecimiento de la Seguridad Auuponum ia d{: (m&lcnm!a
Tourism ciwdopmusl p]oomm in Northeastern

Manejo y Conservacion de los Recursos Naturales Renovables
dc la Cuenca Alla del Rio Cuxny

(J‘Is Distribution Pm|u.l CEG

E*slrfucons de Apmvwhanmmo de Tas Reservas de Gas

Sao Salvador Power ijcc!
Programa de Agua Potable pﬂra Ciudades Intermedias de
Heuador

prograima Sectorial Eldeirico
(TermoaCu co-generation power praject 7
Sustainable Market for Clean Rural Fnergy Services
Update and analysis of the San Pedro de Macoris Project
;1’r'0§rm'né de i;ec'l'l'j)éi'déi'én""amb'i(iﬁtél del Belo Horizonte
(DRENURBS)

Matehuala Bypass T

l’mg,m de Ru:upemc;én del Rio Paraibuna en Juu d(. Poua

ngnma de Mancjo de Cuencas y Zonas

Ulbra University and Hospital Project
Banco ltad S.A. Trade

nee Facility

Braskem Structured Comporate Bond
Banco de Guayaquil Trade Finance E*‘n'c'i'lity o
Programa Sectorial de Fortalecimiento de Jas Instituciones y
‘Poh’[ius Publicas de Apoyo a la Productividad y
Competitivida
Programa de Mejoramiento del Corredor Pacifico de
[ntegracién Plar Puebla-Panam4

IRuta 60 International Highway project

ransporte Urbano y Vialidad det Distrito Cential de
Hondumx ) e

Snluua Carretero del Ouum.

onzwwy 2000 T

Desarrolio de un Sistema Sustentable de Transporie Pablico enit
Trujillo

Modernizacion Carrelera Fernao Dias
Fortalecimiento de la Seguridad Aeraporluaria de Chile”
Linea de Actividad de Concesiones Apoyo a Ja Concesidn Vial
de San José - Cartago

Reforma del Sector Etéetrico
Programa Sectorial de Reformas para Competitividad
TRANS-WORLD TELECOM PROJECT - GUYANA

aluml que contribuyan al Dumollo Suslunabiu en Bohvm.

B rasil

S —_—
Brasii CRGT
Tomenican CRGTTTTT
' Brra.éril
e
RGO
S

Panamd

México

Jam'm.a

TBrasif

Ecuador

“Guatemala  CRG N

Mher 1.C
‘commitiees

Gualemala CRG 7T
i

Boivia  Other il
committees

A

Colombia 'i [

El Salvador  Other CRG
committees

Dominican
Republic

Brasil  CRG

Republic

T s

Honduras [

Porti

i

“Chile fOihér
committees

!
Costa Rica

R
Bl Salvador CRG T
T e

Guyana

SRG

CRG

B

Oy e
SRG
o

Desarrollo de Ta Autopista Mesoamericana de la informacion-
AMI del Plan puebla Panamd

Fortalecimiente de la Seguridad Aeroportuaria de Bolivia

chiaxiﬁi

Bolivia

" CRG

commillees |
1,

P

““—r o+

<

T

i
2002

2002
g

ST
S
T R

2003
2003
g

To003
i

2003
2003
2003
2003
e

g
2003

2003

i
s
s
T
2003

e
2003
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J(}cothermai Project atemala
Fondo de Rebabiliiacion de Iafracstructera Bésica Haili  CRG IC i 2003
il’rogmma para el desarrollo de Ventajas Competitivas Dominican  L.C L 2003
i Republic i
Actividades prié'[-'i-lzi'l:ihs en la cuenca hidrografica det canal de Panamé  LC L 2003
Panama
Terminal de Graneis do (rm;uﬁl T(:(; ST st psSTTSRG
Trans World Telecom (:uqu e (Juyazm SRG 4
Programa de Caminos Vecinales T T ouador T B
Foralecimiento Regional del Marco Legal, Regulatorio ¢ Regional SRG Tl
Institucional para Concesiones Viales en los Paises del PPP

egion ation P]dnmno information Sysicm Regiofiﬁim CRG ] L 2003

sptmL Utbano de Lima T ersTTTC _ 2003

Oceanic Digital JTamaica Lid T amaica SRG CRG 1L.C 2003
Sistema -c"i‘é‘Transporte de Gas Natural y de los L q'l'iiaos de  Perd CRG  IC A 2003
(}as Camisea
Opuauuns Tesarrollo del Sector Puvado Un ulloqu(. ml{:glai chioﬁﬁl 1.C L L 2003
Norie Fluminense Power ijccl- - Brasit  SRG N ' T2003
P;oglama de Reforma y me}()r"smncnzo del [u,mpuulo T llamaica "(,RG o o 2003
Lufussa 111 Thermoelectric Power I>10|Lu " Honduras MSR(J T L 2003
Hemispheric Energy Coopcra(mn: Andean  Community of Regional' e T - 2003
Nation’s Hydrocarbons Sector
Centrat American Infrastracture invesiment Fund 'lie'éibi'iﬁ-l' TUpss SRG
Structured Bond 1o be issued ¢ by Banco del Pichiacha 8. A Ecuador 188 RRG 2004
ILinea y ngrama CCLIP para el Apoyo de las Micro,  Brasii  CRG 1.C | 2004
Pequeiias y Medianas Empresas BNDES
IAero Mexica - Future flow airline tickel receivables México  SRG | 2004
Isecurilizalion |
E'(faiiig'{lé;"iii'\féé;'i}iié'rit"i"‘::bg,i'ﬁ::{ B e “lhg ki T
Elaboracion del Plan Nacional de Recursos Hidrhcos  Brasil | CRG 177 i 2004
Visa Trade Finance Partial Credil Guarantee T Botivia pss SRG T200s
Disefio def Sistema de Intercepeion y Tratamiento de las Panamd  CRG  1C 04
Aguas Residuales de la Ciudad de Panam4
Argenline Corporate Restructuring Fund  Amgentina | SRG i 2004
Heredia Municipal Infrastructure Bond (MIB) (C O‘STA lucA)cé;{{ii"Ii}'éii 5RG '
Fortaleeimiento de los Procesos de Concesién Honduras CRG L
Gas and Hecmcuy lndusuym Algentma o Algcmma PSS L
Pr. Socio Ambiental de Manaus T Braml RGO T
Private/Public Sector Collaboration'chr)l;m['l‘i"t"ééi"aled Solid Waste A:‘gemina e
Management in La Pampa
Mcjoramiento Corredor Atlantico del PPP (Tramos dé Ia CA-5Honduras CRG 1 ] 2004
Norte),
Programa Sistema de Alerta Temprana y Gestién de Riesgo  Ecuador KRG 2004
Natura
Proyecto Sur de Trenes Metropolitanos de Sao Paulo “Brazil I 2004
Program for he Promotion of Private Sector Participation for [Regional 1 2004
the Integration of Regional Infrastructure in South America : commillees
Fortalecimiento de la Comisicn Nacional de Energia Eléctrica Guatemala  CRG ] 2004
Eﬁbgrama de M;jﬁﬁiiﬁimm de Corredores de Inlegraciévﬁ' y de Urugu-z'l)'(w " ICRG i Tanne
Ia Red Puzmua Nacional f
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o
S
Tap04

2004
B

Power Scclor Assessment and Alternatives for Surinam
Modermnization i
Programa de Apoyo Transacciones Infmut:uclum h ii’é!‘ﬁ UUTTeRG
TLpl(, Villa Unidn Toll Road !’m|u,l o " Méxic TBRG ' L
IM@mmadcmﬁmmmUmanl ' TCRGT e L
Programa Complementrio paa Affoniar Fenomeno de #1 Cera D
iNifie ;
Sam.mumlo de Cuenca Alta del Rao Bogmé R ku]ombmm TCRG L
COLIbd Investment nglam Brazil :Bl:'l\ll o i()ihu TUUSRG
; comaittees
Apoy icacion Rural y Sector de Energia CHonduras | CRGTTLE
WkwnmmdewSnmmamummmnﬂmmwu&NmMRuli%m"m”mwmﬁf” LC L
(luchyo ;
Plonmzm Hibrido de Sostenibilidad Fiscal ¢ Inversiones — Costa Rica CRG ¢ L
Ploducnvqx para Apoyar la (,ompumvuhcl i
Programa Vial def Corredor Norte” OthetCRG e
%nnnniuecx ]
P:oycuu Vial del Plan Puebla Panamd pdm la Compclltlwd'tcl Ni'éaragua ':'C'R'G c
Plogmzm Nacional de '[mnspmu. Urbano WVenezwela.  CRG e
Fortalecimiento del Rwuhdm de Agm I’oldbla y SAnLamlcnto Honduras  CRG
Lineas de Transmision del Litoral S.A. Al"g'éiii"i'xi'zi'""" Vol L
Proposulﬁn'Bank ﬁnanchigtoIndepcndenfPéﬁmffﬂbadééﬁ;”K&ékitd T 1
PP's
Program Sectorial de Servicios Pablicos Colombia  Other  CRG |
honunluacs
Sun Coqueria Tubario Ltda - Integraied Cogeneration Facility Beazil 185 BRG T
ORMNPULPMHIcooFdﬂAHONFAcun‘m””"”mu@am"'ms'm” L
Cu)lral Hidroeléctricn de Caruachi Wenczuela 'CRGM ' L
Desarrollo Institucional de CADA] © Wenezuela (,R(;' 1 L
Reembolsable para el Fortaiecimiento del Sistema Financiero Veneruols  CRG i i
iApoyo Téenico al Proceso de Negociacion del Area de Libre Regional 1.6 I
Comercio de Las Américas
Don,umuue de (n'uanlm qu(.ﬂ] ' Ui‘ilguel}' CRG | L
ii‘c‘:-gki'biaz'li B R
e B A
Srani R T ke
3.'9'&'[)1")'6}{' or the pxep’uauon of the Water Supply Ploglam  Eewador G v o
PRASCE
Multi [ssuer Subordinate Debt (Tzct il (.apllal) I&sumce - Brazl 7 pss "SRG
MOgVHndLC%lUﬂa\deCL“ﬁII‘. h U Rl CrRG LT |
Celulosas de M® Bopmua i 'Lhugu1y Copss L ]
Pz'egrama de Rehabilitacion de Tnfraestructura de Transporte. Haiti .G |
Propuesia de modificacion de HA-0087
Programa de Asociacion Piblico Privada Colombia  CRG i I
Plogmma de Conpuamén Técnica pm'l el fortalecimiento del Venemuela  CRG L
kmcma financiero. (893/0C-VE
Vlia do Conde Traasmission Line I’mjcct {Vi[la do Conde) Brazii Other pss |
committees
Programa de Desarrollo Institucional de Asoctaciones Pablico Brazil - CRG i
Privadas ]
e i Ao
5 AN '

T
s

2004
20048
g

T
-
2004

2004

i
2004

T

e

e
2005

2005

2005
s
2005
g

2005
g

2005
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Consultative note on Bank financirg fo “Proyectos para Iz
prestacion de servicios-PPS™ in health, education and road
seetors

Fortalecimiento de ia Autoridad Marftima Porluaria '{'A'M'i"/).'
linea de Actividad

Ampiz'\c:én de los servicios financieros a la mlL]OCmplL\d

E’logmzm de Apnyn a fa Privatizacitn y Conces
infracstructura

Digicel Haiti Limited

Porto Primavera Transmission Project

Atexca

Debriefing de la miside de identificacion

Programa de Medernizacion del Puerio de Montevideo-

2005

Expanding the Pipeline of Energy Related Carbon Crodit
P1 ojects

Carreleras de S0 Paulo o
‘Corrcdorcs Viales Nacionales .

Desarrollo del Marco Tatifario de los Servicios de Agua
.Pomble y Sancamiento Bdsico del Perd

‘Suengthenm;, Hmblmg C ompelmvu Telecommunications
!Malkc[

1i’mycclo Nacional de Rehabifitacion Participativa de Caminos
Rurales Programa de Inversiones Productivas para Apoyar la
LCompetitividad

H

i(,arras‘co International Airport

G]sluna de Transmisién dl, Y’lcylu’i

(xuﬂyaqwl Aupo:l

Sancamiento

Port Secuzity and Logistics

Samand Toll Road

Paulo

Programa de electrificacion del noreste de minas gerais

' Parag'urérl)'f
Apoyo (,0|11plexncnleu"}6 ﬁ'lml5|"o'grnma de Aglia ﬁdiiiblé");" o
T
" iDominican

Programa de Recuperacion de Carreleras del Estado de S30

Urzguay

Ecuador

Ecuador

R(.pubhc

Braz

Brasil

Jamaica
Costa Rica
PSS
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Infrastructure: Challenges and Opportunities
for LAC Region in the Next Decade'

1. Balance and major challenges

Latin-American countries have made major efforts during the past decade to favor investment in
infrastructure so as to keep pace with expansion and increased coverage needs, including the introduction
of modern regulatory regimes and the creation of a favorable climate for private investment. Though
private participation has provided net overall welfare gains in infrastructure in most places —the success
story of telecommunications being the clearest example- the Latin American public perception is hostile
to it. Private sector participation has declined after an initial surge in the early 1990s (e.g., FDI flows are
an important indicator in that respect with almost 100% reduction of FDI in the region in 2002 from the
peak of the year 2000%), contract renegotiation has been persistent, and reforms did not always reach the
low-income segment of the population. Regulations may be too new to be trusted and infrastructure
reforms have delivered results less spectacular than society wished. While private participation did not
achieve social acceptance, traditional infrastructure provision of services through the public sector did not
properly perform in most cases: coverage of poor people is still unsatisfactory, efficiency is low and
deficits of public enterprises keep fiscal deficits mounting.

Demand for infrastructure services in the last decade has been muffled by the slow economic
growth experienced in the region but it may accelerate once economies begin to grow again. Thus, the
overall challenge faced by infrastructure sector in the regions remains how to satisfy this demand within
the constraints imposed by the need to maintain a sound macroeconomic performance, the present
institutional conditions and the social and environmental requirements. Overcoming those challenges
demand that, authorities, firms and consumers recognize that infrastructure provision requires long-term
commitments from everyone. It demands not only finding ways to best promote social acceptance of
private sector participation in infrastructure services but also to improve efficiency and sustainability of
services provided by public sector entities.

Because of the political opposition to adjustment without explicit compensation to the ‘losers’, a
most difficult challenge is the achievement of the social acceptance that an increase and modification of
the tariff structure and the subsidies structure are necessary to make services sustainable without
jeopardizing economic stability. An equally challenging situation is the extent of the problems faced by
the legal system to secure the reallocation of property rights implied by the reforms, which must be
recognized and addressed creatively. In addition to those general challenges there exist a number of more
specific and sector challenges related to the organization of industry and the mobilization of resources,
particularly where the State has not receded in its role as entrepreneur. Some of them are discussed in
Section 3 and 4.

2. General Prescription

After a decade and a half of involvement in the infrastructure sector, and summarizing what we
have learned about services provision through public sector entities and reform performance, we
recommend the Latin American and Caribbean countries (LAC) to focus on identifying and removing the
binding constraints that impede the private sector to operate, take risks and undertake initiatives. By the
same token, the public sector should not indulge in the flaws that lead to the failure of state owned
enterprises in the past. More proactively, and while keeping a long-term commitment to build institutions,

' Document prepared by Juan Benavides and reviewed by Pietro Masci
* Unctad, 2003
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governments should privilege the design of short-term actions with direct impact on sector capabilities
and infrastructure investment. Those actions will always depend on the political economy, the cultural
context and the country-specific ways of securing property rights. The LAC countries cannot afford the
opportunity cost of building first a comprehensive set of institutions as a prerequisite for action, taking
into consideration that good institutions build up continuously. The prescription is a long-term strategy
and commitment and not to look for ideal institutions but for a rational trade-off between the costs that
society is willing to accept to initiate a positive change and the expectation of governance improvements
in the future (which would consolidate the gains of feasible policy measures).

3. Five Transversal Challenges

Some across-sector challenges will absorb much of our attention in the near and medium term,
and we have more questions than answers to provide. We discuss five of them and advance questions to
be solved or propose preliminary lines of action, whenever applicable.

(1) THE SCOPE OF REGULATION IN LAC COUNTRIES

Two aspects of the infrastructure regulation should be reviewed: the extent of trade-offs that may
arise in a week institutional environment between efficiency gains and the attraction of needed private
investors and the design of solutions to increase coverage in isolated and marginal areas in a financially
sustainable way. The industrialized countries have already solved their problems of general access to
service and do not face fiscal restrictions in implementing the first-best choice of providing direct
subsidies to the relatively few poor. In those countries, where economic regulation was created, it serves
to stimulate efficiency gains. In contrast, in the Region, regulation emerges as a consequence of the poor
financial conditions brought about by the public mismanagement of state firms and the need to attract
private investors where there were very few of them —or none- previously. Our problems and institutional
endowment differ from those of developed economies.

(II) PUBLIC INVESTMENT AND FISCAL PRUDENCE

The right balance needs to be taken between public and private sector. Fiscal sustainability should
be viewed under three complementary concepts: transparent government accounting based on accrual
basis following recognized international standards; clear sustainability criteria for excluding publicly
owned and commercially run companies from fiscal deficits; and economic criteria for public-private
sector initiatives that would be regarded as productive assets. It is ultimately at the sub-national level that
decisions to invest by domestic and foreign players will be undertaken. In this respect, the social capital
and the municipalities’ capabilities play a crucial role. Instruments and interventions need to be adapted
thusly. Infrastructure funds must be financially viable and be endowed with mechanisms ensuring that
onty productive projects are being considered, and that they do not provide loopholes to fiscal prudence
or signal low public credit worthiness.

(111) THE POLITICAL ECONOMY OF SUBSIDIES AND REDISTRIBUTION

The outcome of economic reforms confirms that group interests clash not only at the inception of
a legal change, but also down the road, when detailed rules are shaped, applied and challenged. It is
necessary to understand the political influence of different interest groups, their capacity to form
coalitions with other groups, to invest on lobbying and political management; or to block a measure via
political pressure. More importantly, we need to find ways out of the redistribution trap. Multilateral
performance-based funding, for example, might be helpful in combination with pro-growth policies
compensating sector adjustments. This external funding may ease the political viability of subsidies
focalization in two ways. First, by removing opposition from groups who would see their taxes or cross-
subsidy transfers rise. Second, by compensating in the short term those groups who prefer the status quo.

49



(1v) CONTRACTS IN WEAK LEGAL ENVIRONMENTS

Infrastructure service contracts in Latin America and the Caribbean reached unexpectedly high
renegotiation levels during the nineties. A recent study’ shows that 40% out of a sample of 796
infrastructure concessions were renegotiated in the Region, and the average time to renegotiate was
approximately 2.2 years. There is nothing wrong about renegotiating a contract whenever an unexpected
shock affects chronically the finances of a project. However, many renegotiations are induced by the lack
of contract enforcement. When the judiciary is weak, strategic investors aptimize the combined value of
project profits plus the expected value of what could be derived by beating the granting authority in a
legal dispute. On the other hand, and in the same weak legal framework, the possibility of “creeping”
expropriation of a firm that has incurred in specific, irreversible investment has materialized many times
in concession and regulatory contracts in Latin America. It might be useful to set up legal funding to
defend public interests and level the playing field. Can a long-term program to strengthen the judiciary be
consistent with the short-term advice of hiring the best available legal services?

(V) ROLE AND DESIRABILITY OF PUBLIC-PRIVATE PARTNERSHIPS (PPPs)

In countries with high redistribution pressures and imperfect property rights protection, contracts
and governance require a joint design reflecting the relevant constraints. The growing popularity of
“Public Private Partnerships” (PPPs) in LAC appears in part because the first wave of private
participation in infrastructure tended to shift too much risk to the private parties without a necessarily
commensurate return, thus leading to costlier provision or renegotiation. In the LAC context, it would be
a mistake to view PPPs just as a mean to tap the expertise and financial contribution of the private sector.
By examining China’s investment boom during the 90s, Rodrik highlights that

“Private entrepreneurs were effectively partners with the government. In a system where
courts cannot be relied upon to protect property rights, letting the government hold
residual rights in the enterprise may have been a second-best mechanism for avoiding
expropriation. In such circumstances, the expectation of future profits can exert a stronger
discipline on the public authority than fear of legal sanction. Private entreprencurs fekt
secure not because the government was prevented from expropriating them, but because,
sharing in the profits, it had no interest to expropriate them.™

The right balance of private and public shares in PPP would be an art more than a science, with
_the advice that these initiatives be undertaken at local levels to facilitate participation, monitoring and
compliance and reduce opportunistic behaviors,

4. Some sector challenges

4.1. SECURITY OF SUPPLY IN ENERGY

Although required in most infrastructure services, security of supply has become a major issue in
Latin American energy services. Two aspects of energy supply will be in the discussion arena in the next
years: electricity supply security and gas trade security. Although both issues have to some extent a
regional and integration dimension, ensuring gas supply depends mostly on regional decisions, while
ensuring electricity supply remains to be a predominantly domestic problem.

SECURITY OF SUPPLY IN ELECTRICITY. Several factors, such as the anticipation of government
intervention to cap prices during scarcity events, large time-to-build of generating facilities, governament’s

* Guasch, J. -L., J. -J. Laffont and S. Straub. 2002, “Renegotiation of Concession Contracts in Latin America.”
Mimeo, May 2002,

* Rodrik, D. 2004. “Getting Institutions Right.” CESife DICE Report 2/2—4,
hitp:/fwww.to.de/pls/suesici/download/CESifo+DICE+Report+ 2004/CESi fo+ DICE+Repori+ 2/2004/dicereport204
2D forum? pdf

50



temptation to crowd out private investors in generation and differential credit worthiness on the demand
side, conspire against the efficacy of artificially designed short-term markets to induce timely capacity
additions. Several guestions should be answered to ensuring security at acceptable prices. How much can
this be improved by introducing standardized electricity supply contracts with different maturities? Is
electricity capacity expansion a sort of “public good” needing coordination of expectations, regardless of
market architecture and the use of capacity payments? Is the government the best party to propose and
auction an expansion schedule? If some centralized planning is needed, how to minimize the pitfalls of
the past (political manipulation)?

GAS TRADE SECURITY. The integration conductive environment that prevailed between 1996 and
2001 was instrumental to promote gas trade across the Southern Cone countries as a way to reduce the
cost of energy supply in the region. However, advances in the Southern Cone’s gas industry would
jeopardy if security of contracts of gas trade is not ensured. Several facts bring doubts on the security of
gas supply across countries. In March 2004, an Argentina resolution allowed rationing contracts with
interruptible clauses and contracts exporting gas volumes greater than in 2003, As a consequence, a
reduction of exports to Chile took place. A deep political crisis emerged in Bolivia due to the political
opposition to export liquefied natural gas the United States using Chilean ports. Additionally, in 2004, the
Argentina government signed a temporary agreement with Bolivia for importing Bolivian gas that
imposes restrictions for Argentina to export the Bolivian gas to third countries. In spite of the recent
backlash on gas integration, the benefits from regional gas integration are positive. A systeratic analysis
of obstacles and opportunities and a roadmap for advancing toward a regionally integrated competitive
gas market will be the challenges for ensuring gas trade security.

4.2. DECENTRALIZATION OF WATER AN SANITATION REGULATION

Regarding the appropriate level of decentralization, the supervisory capacity of a centralized
regulator in the water and sanifation sector is small in relation to a universe of hundreds of decentralized
firms dispersed across the territory. Moreover, centralized supervision faces big problems of
asymmetrical information and huge technological heterogeneity, which complicates the use of
comparative regulation. What combination of industry structure, technical support to firms and
communities, incentives and regulatory supervision is instrumental to address the problems of keeping a
steady flow of investments once the cream of the business has been taken?
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Consolidated Financial and Capital Market Stral:egyS

I. Introduction

The IDB’s 8th Capital Replenishment and the Institutional Strategy have singled out “social
development as a key support of the Bank’s commitment to promote growth, improve well being, and
fight poverty and inequality in the region, in order to fulfill the Millennium Development Goals
(MDGs)”.°

The Board of Executive Directors approved the recommendations set forth in the document
Renewing the Commitment to Development: Report of the Working Group on the Institutional Strategy
(GN-2077-1), for the purpose of improving the Bank’s effectiveness in carrying out its institutional
mandates. In this context, on January 23, 2002, the Board of Executive Directors approved the document
Review of Sector Strategies, Policies and Guidelines (GN-2077-15), and directed that a new set of
strategies be prepared for the two fundamental objectives of the Institutional Strategy (Poverty Reduction
and Promotion of Social Equity, and Sustainable Economic Growth) and for its four priority areas
(Modernization of the State, Competitiveness, Social Development, and Regional Integration).

The Financial and Capital Market Strategy (FCMS) constitutes a cross-cutting strategy designed
to fully internalize financial and capital market development as underlying goal within the context of the
Bank’s Institutional Strategy.’

I1. Objective of the Strategy

In order to support the wider goal indicated above, the FCMS aims at reinforcing and
consolidating local financial systems, improving their stability, increasing financial access to
small and medium size companies as well as poor households and improving the
competitiveness of the LAC financial systems. (it is a document so cannot “work” iAt this
juncture, the dynamics of financial and capital markets suggest to revisit the strategic
approach in a more focused and integrated fashion, which will contribute to work towards
synergetic development objectives to respond to new challenges and realities, to address
clients” needs more effectively and to measure the outcome and the impact of project and

programs.

The Strategy intends to create an institutional environment that enables a sustained deepening
of domestic financial systems and capital markets that in turn spurs competitiveness and
growth. As a greater geographical extension facilitates financial market development and
growth, the objective of developing sustainable financial markets must be undertaken with a
regional view.

’ Document prepared by Carolin Crabbe and a group of Financial Specialists in the Bank and reviewed by Pietro
Masci.

% IDB, “Social Development Strategy”, mimeo, February 2003, www.iadb.org/sds/doc/socstrategyen. pdf, page 2.

" The Bank has operated mainly on the basis of the mandates of the Eighth Replenishment of Capital (1994), the Bank’s Capital
Market Strategy (1995), and the Financial Market Strategy (1999). In this framework, several documents for priority areas (e.g.,
rural development) have been prepared, as well as studies of good practices, conferences and workshops that support Bank’s
activities.
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Diagnosis

The 1990s was a decade of profound changes in Latin American financial systems. Financial
consolidation and globalization has set the course towards building the features of the current developed
economies financial sectors, characterized by at least seven trends: (i) financial disintermediation; (ii)
expansion of scope of activities of financial conglomerates (financial conselidation); (iii) financial
globalization; (iv) expansion of the role of institutional investors; (v) explosion of the demand for and
markets of risk-pooling instruments (particularly of derivatives); (vi) requirement for disclosure and
transparency as a prerequisite for the functioning of financial markets; (vii) need of enforcement. These
changes in turn have stimulated the debate about and adoption of worldwide standards in regulation (e.g.,
Basle I and II) and supervision - a process that is still evolving,

Following the international financial trends, many governments in the region engaged into
reforms to open up their financial markets, liberalize domestic financial activities, adopt international
standards in regulation and supervision and reduce the role of the State as provider of financing.

Such reforms have already gone a long way. Nevertheless, the expected results of increasing
saving and investment, and thus growth, were disappointing in most countries of the region. In fact, the
problems of development financing continue to be substantial: (i) cost of capital is significantly higher
than in many other areas of the worlds and impair the competitiveness of LAC firms; (ii) credit rationing
continues to be a reality particularly to SMEs and the poor; (ii) capitalization of domestic securities
markets has expanded, but paradoxically primary securities markets (where capital is finally raised by the
companies) have shrunk so that capital market financing is not a viable option; (iit) foreign share in the
domestic financtal markets has increased, but with no significant sign of expansion of credit or
improvements in credit conditions; (iv) domestic financial stability has not improved significantly despite
the changes of regulation and supervision.

D. Financial market development and access is impaired by: (i) significant macroeconomic
instability, which makes some actors that are more vulnerable to economic cycles a “bad risk” and lowers
the present value of their potential available collaterals; (ii) legal and judicial problems related to prompt
access to collaterals when they are required; (iii) remarkable informality of productive sectors, due to
inadequate regulatory and tax incentives; (iv) usual information-related problems ({e.g., lack of
appropriate accounting systems, disclosure); (v} incomplete markets.

Lessons Learned

Some of the lessons learned that represent the basis for the FCMS are as follows:

Even though financial reforms presented some positive changes in the microeconomic
functioning of the markets of the region, the problems of stability and of financing of economic

development remain acute.

Whereas stability requires more appropriate regulation and supervision, institution building is
required for increasing the access of excluded agents to formal financial systems.

The dependency on foreign savings needs to be reduced, due to the shrinkage of international
sources of financing and the destabilizing effects that excessive dependency has created.

Many of the shortcomings of the financial systems in the region, e.g., enforcement, are related to
the overall need of modernization of the state and strengthening of the judicial systems.
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The development of financial systems has various and complex and related compoenents and an
overall vision of them is fundamental. That view has to deal with the reality of each country, but can be
reinforced and pushed forward by a coordinated regional approach.

Against this framework, a renewed challenge for Latin American and Caribbean economies is
that of persevering in building and consolidating institutions in order to increase their capacity to finance
the growth with domestic saving and local capital markets— reducing their high dependency on external
financing and therefore their vulnerability,

Priorities for IDB actions

To build sustainable financial and capital markets requires a public policy towards the objective
of developing local financial systems and allow the creation of expectations in the market place; effective
tong term policies towards institution building and market enhancing; short term policies to temporary
“jump start” the system, The IDB as in the past has a role to play in all the stages of the public policy
spectrum, i.e., problem definition, agenda setting, clarification of alternatives, decisions and evaluation. In
that undertaking the Bank has to prioritize its actions and concentrate in the most crucial ones. In first
approximation, the Bank should move in the following directions:

Long-term policies should be directed at deepening financial systems, reducing the credit
rationing that affects small and medium size enterprises and the poor, through:

Supporting efforts to develop enabling environments —including the macroeconomic stabilily and
sound macroeconomic fundamentals- particularly to reduce and ultimately eliminate crowding-out effects
of large public deficits and instead allow the creation of beneficial bond government markets that operate
as benchmarks,

Developing appropriate microeconomic setting, including appropriate regulation and supervision,
a legal system that favors the expansion of credit and an institutional structure that introduce effective
interpational financial standards improving in particular accounting and disclosure methods as well as
corporate governance of the various players.

Fostering effective judicial systems that practice enforcement of property rights in the financial
and capital markets.

Favoring initiatives towards the appearance of specialized financial intermediaries and of
financial instraments that have direct impact on the access to financing.

Encouraging competitive environments.

Short-term policies to deal with the risks involved in financing excluded actors, including
helping the development of collateral substitutes, such as credit guarantee schemes as well as the
development of new instruments of risk pooling and sharing such as securitization.

As regards local capital markets, their development is a much more complex and long term
undertaking given that the regional economies have bank-based financial systems, and thus in most of the
countries neither the institutions nor the ethics and the culture of capital markets exist, This goal has to be
regarded in a regional context. Sustaining the development of capital markets requires a permanent effort
to develop benchmarks, increase primary and secondary markets, and thus involves creating the
appropriate institutional and incentives settings where the corporate sectors, investors {particularly
institutional), and market-makers interact to create a deep and liquid market. The increased attention on
government debt management and local currency financing has created in many counties a medium and
long. These policies have to be encouraged and also government borrowing should avoid crowding out
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private financing. The high implicit costs and the volatility of prices often discourage issuers to undertake
the process of issuing securities. In face of such volatility, institutional investors also refrain from
accepting the risk of using their resources, funded by contingent liabilities. Market making by specialized
agents often competes with high interest rates paradoxically paid on supposedly low-risk public securities
— thus setting an expected average rate of return on equity, which is only compatible with highly
speculative activities. Long-term policies to reduce these constraints on capital market development
require reducing volatility, and should focus on policies for regional integration of capital markets (i.e.,
wider and more diversified markets tend to be less volatile and less costly for issuers).

VL. Operational Issues

The previous sections describe principles and priority actions that will be undertaken in the
context of loan, both public and private, and technical assistance operations. This section
identifies a number of priority actions related to the regional dimension of financial and capital
market development as well as internal work and process of the institution directly related to the
Bank’s project phases: programming, design, and implementation.

VIL.  Monitoring and Performance Indicators

The monitoring and evaluation of the implementation of the strategy will be performed through
indicators that at this stage we conceive related to different levels:

* country level;

¢ regional level;

* Bank level (i.e., internal work and procedures related to the implementation of the strategy).

For each of the three levels, we would identify three types of indicators to be monitored and
evaluated: output indicators; outcome indicators, and impact indicators.
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